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1. RESULTS FOR THE SEMI-ANNLIAL PERIOD

April 1, 2003 to September 30, 2003
Amownts arg rounded down to the pearest JPY 1 million.

(1) (Mitlions of yen unless otherwise indicated)

FINANCIAL For the six months ended For the year ended

RESULTS September 30, March 31,

2002 2003 2003
Net Sales JPY 2,296,155 JPY 2,317,610 IPY 4,492,263
Operating Income 114,390 128,853 188,963
Recurring Profit . 104,373 118,384 173,231
Net Income (Loss) 52,057 (45,228) 75,301
Net Income (Less) per Share (Yen) 26,028.63 (24,614.34) 37,527.69
Diluted Net Jncome per Share (Yen) —— — —_
NOTES 7 e

1. EQUITY IN EARNINGS (LOSS) OF ASSOCIATED COMPANIES
JPY (52) million in September 30, 2003
JPY 74 million in September 30, 2002
IPY 93 million in March 31, 2003 |
2. AVERAGE OUTSTANDING SHARES FOR THE PERIQDS
2,000,000 shares for the six months endzd September 30, 2003
2,000,000 shares for the six months ended September 30, 2002
2,000,000 shares for the year ended March 31, 2003
3. CHANGES IN ACCOUNTING POLICY
Accounting policy for obligations for annuity payments of the government-sponsored defived benefit

pension plans

(2) (Millions of yen unless otherwise indicared)
FINANCIAL For the six months ended For the year ended

CONDITION September 30, March 31,

2002 2003 2003

"t Total Assets ‘ . JPY2,988131 JPY 3,004,954 JPY 2,957,665
Shareholders’ Equity 1,603,092 1,567,461 1,622,654
Ratio of Shareholders® Equity (%) 53.6 30.6 54.9
Shareholders” Equity per Share (Yen) 801,546.04 783,730.87 811,204.03

NOTE: OUTSTANDING SHARES AT THE END OF THE PERIODS

2,000,000 shares a3 of September 30, 2003
2,000,000 shares as of September 30, 2002
2,000,000 shares as of March 31, 2003
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(3) Millians of yen
gg:lg;lrggv + - For the 5ix months ended For the Year ended
. Seprember 30, Mareh 31,
2002 2003 2003
Cazh Flows from Operating Activities JPY 146,771 JPY 177,145 TPY 258,056
Cash Flows from Investing Activities ( 36398 ) { 49,040 ) {( 74876 )
Cash Flows from Financing Activities { 62,906 ) ( 52,807 ) { 111,967 )
Cash and Cash Equivalents, End of the
Periods 577,557 685,886 602,644
)

MATTERS RELATING TO THE SCOPE OF CONSOLIDATION AND THE APPLICATION OF THE EQUITY
METHOD

Numaber of Consolidated Subsidiaries; 187 .
Number of Non-consolidated Subsidiaries accounted for by the equity method: none
Number of Associated Companies accounted for by the equity method: 6

()

CHANGES IN THE SCOPE OF CONSOLIDATION AND APPLICATION OF THE EQUITY METHOD
6] New Consolidated Companies: 38
(i) Exclusion from Cansolidation: 7
(iif) New Application of the Bquity Method: 3
(v) Exclnsion from Application of the Equity Methed: 1

2. FORECAST OF THE BUSINESS RESULTS FOR THE FISCAL YEAR |
April 1, 2003 to March 31, 2004

Milliona of yen

For the year ending
March 31,

2004

. : pyY
Net Sales 4,640,000

Recurring Profit 187,000
Net Loss { 17,000 )

Additional Information:
Forecasted Annual Net Loss per Share (Yen): JPY (8,59845)

Note:

The forecast deseribed above is based on the assumptions which we consider are ressonable as of the
date of issuing this statement and the actual results may substantially differ from the forecast above.
Plsase ses “NOTE REGARDING FORWARD-LOOKING STATEMENTS” on page 13 before reading
the forecast above,
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1. SUMMARY OF JAPAN TOBACCO INC, AND [TS GROUP COMPANIES

The main business activities operated by Japan Tobateo Inc. (the “"Company™ or "JT"), its 187 consolidated subsidiaries and
6 associsted companies accounted for by the equity method (collectively, the "Group"), avd the relationship of each
company ta the Group's busimess activities are stated below.

The four categories identified below are the same categories used to present information by industry segment as shown
the "Notes to Consolidated Financial Statergents,”

Tobacco

The tobaceo business consists of the manufucture and sale of tobacco products.

In the domestic tobacco business, the Company manufactures and sells tobaceo products, and five subsidiaries including
Tokyo Tebacco Serviee Co., Ltd, distribute tobacco produets and coliect psyments. Japan Filter Technology, Ltd.,
manufetnres materials, and Tokai Plant Service Co., Ltd. and other subsidiaries carry out the maiptenance of factories.

Uni Tobacco Service Co., Ltd. and five other subsidiaries including Tokyo Tobacco Service Co., Ltd. also import, sell and
distribute tobacco products.

In the gverseas tobacco business, JT Joternational S.4-, as the core company, confrols the manufacturing and sale of tobaceo
products.

The main subsidiaries and associated companies
Tokyo Tobacco Service Co., Ltd,, Kansai Tobaceo Service Co., Ltd., Chubu Tobaceo Service Co., Ltd., Kyushu Tobaceo

Service Co,, Ltd., Hokkaido Tobacco Service Co., Ltd., Uni Tobaeco Service Co. Ltd., IT Logistics Co. Ltd,, Japan Tobaeco
Imex Co., Ltd., Japan Filter Technology Ltd., Fuji Flavor Co., Ltd., JT Engineering Inc., Tokai Plant Service Co. Ltd.,
Yachiyo Sangyo, Inc., Kyushu Technical Service Co. Ltd., Plant Service Co., Ltd., Kanto Plaot Service Co., Ltd.,, Tohoku
Plant Service Corporation, JTSP Ine., IT Vnet Co. Lid., Japan Metallizing Co., Ltd., JT Proserve Inc., JT International S.A.,
JTI-Macdopald Corp., ZAO J¥ Imternational Marketing and Sales, ZAQ Peiro, JT Internatiopal Germany GmbH, JT
International Tttin Urumleri Sanayi A.S., Japan Tobacco (Hong Kong) Ltd.

Pharmaceuticals

The Group's activities in the area of phammaceuticals involve the rescarch and development, manufacnire and sale of
prescription drugs.

JT concentrates on R&D and manufacturing, while Torii Pharmacentical Co., Ltd., a subsidiary, manufactures and promotes
sales of drugs.

The main subsidisries and agsociated companies
Torii Phermaceutical Co., Ltd. (listed on the First Section of the Tokyo Stock Exchange), JT Pharoa Alliance Ce., Ltd,

Akros Pharma Inc,
Foods

The Group's operstions in the foods business include the manufacture and sale of processed foods and beversges. In the
-~ - - processed foods business, JT Foods Co., Ltd. and certain other subsidiaries handle frozen foods, seesouings and other foods

products, In the beverages business, JT's beverage products are sold through JT Foods Co., Ltd  Japan Beverage Inc. and

certain other subsidisties sell JT's and other companies’ beverages through vending machines.

JT Foods Co., Ltd., eur processed foods sales subsidiary, and JT Beverage Corporation, our beverages sales subsidiary, were

merged in April 2003 to strengthen sales and raise operational efficiency. JT Foods Co., Ltd. is the surviving compeny.

The main subsidiaries and associated companies
Japan Beverage Inc., Japan Beverage Shinetsu Inc., Japan Beverage Shikoku Inc., IT A- Star Co., Ltd., JT Foods Co., Ltd.,

Nihon Shokuzai Kako Co., Ltd., Suburg Co., Ltd., lipingsyang Foods Corporation, Asahj Shokuzai Co., Ltd., IT Dining
Service Co., Ltd., Seint-Germain Co., Ltd., Hans Centinental Smallgoods Pty. Ltd.,, Thai Foods International Co., Ltd,,
Weibai J.K. Foods Ce., Ltd., Swickers Kingaroy Bacon Factory Pty. Ltd., Shanghai J$ Foods Co., Ltd.

Qther Businesses

The Group's real estate business focuses on rental operations of real estate properties. In addition, there are subsidiaries that

manufacture and sell a vadety of products and provide services to the Group.

We terminated our agribusiness operations from the end of June this year, which was followed by the disselution of JT Agris
-———Corporation in August this year. =

————
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JT Agris Corporation, JT Real Estate Inc., JT Tokushima Prince Hotel Inc., IT Pros Print Co., Ltd., Tokkyeshiki Co., Ltd,,
JT Okamura Corporation, JX Toshi Inc., JTS Wiring Systems Corporation, JT Nifco Corporation, Nitto Kogyo Co., Ltd,, JT
Financia] Service Co., Ltd,, JT Creative Service Co., Ltd., Kyusbu JT Nifco Corporation, Toranomon Energy Service

Co.,,Ltd., JT Capital Management Inc., Frontier REIT Management Ine., JT America Ine., JT (UK) Ltd., JT Capital (UK.)
PLC
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The relationships among business operations

are as follows: c Japan Tobaceo Inc. >

S — === e Tobacco —— —
5
Yapaa Filter Technology, Ltd. o ————>| Jspan Tobacca Imex Co, Lid._ |
Fuji Flaver Co., Lid. e | 34 —
' Japas Metallizing Co., Ltd, " »| 1T Logistios Co. Lt |
— 2 fm————T 3} IT-VnerCo, Ltd
| JT Engineering Inc. > 7 . e |
Tokai Plant Service Co., Ltd, v ;:y"_??" S;“mf‘ c(::.: Ii;
Yachiyo Sengyo Ine. " I Chthe Tobmcco Sevict o L1t
Kyushu Techinical Serviee Co., Ltd.  |—» Ut Tobees Serv acco Senvice Ca,
Plant Service Co, Ltd, w davics | Ryohu Tobase Savize Co, Lid
Kanto Plant SC!’ViU; Co.Ltd Co. Ltd. Holckaido Tobeces Serviee Co., Lad.
oy A
Tohoku Plant Service Corporation Ao .
*4 el JT International S_A.
LITSP Ing —>! IT1-Macdonald Corp. -
- ZAQ JT Internationa] Marketing and Salss
ZAQ Petro
IT Interpational Germany GmbH
JT Intcroational Tt Urunler! Sanayi

——Jz—-)‘ Japan Tobaceo (Hong Kong) Ltd. J”
'134[3 JT Proserve Ine. ”I

Pharmaceuticals ==

1

- T ol |
———>{ Torii Pharmaceuticaj Co.. Ltd. |
*15
——){—Tkms Pharms Inc, I
| JT Pharma Alliance Co., Ltd. J”
—— Foods = ; 5 "71
- apan Beverage Inc.
Nihos Shokuzal Kako Co., Ltd, a17 | Japan Beverage Shinetsu Inc.
IS";Fbmgha?;}’ Lt?i-s Corports 216 = Japan Beverage Shikoku Inc.
1PIDgS oo poTBloDn L JT A-8tar Co., Lid
Asahi Sholazai Co.,, Ltd,
Thai Foods lntermarional Co., Ltd.
Weihai J.K Foods Co.Jtd.
*g
Swickers Kingaroy Bacon Factory Pry. Ltd, L——){ JT Foods Co., Lid.
Shanghai JS Foods Co..Ltd. I
JT Dining Service lnc.
Haos Continental Smaligoods Pry..Ltd.
Saint-Germain Co., Ltd, .
——— Other Busiress N
{—22y] T Agris Carporation I
1
| JT Real Estate Inc. j—qi» ——»{ JT Tokushima Prince Hotel Inc. |

: »0 JT Okamura Corporation
JT Pros Print Co., L1d. IT Toshi Inc.
Tokkyoshild Co., Ld JTS Wiring Systems Corporation
. JT Nifca Corporarion
§ i ! Nitto Kogyo Co., Ltd.
L T Creave S’“‘X S Ryushe 71 Nifow Corporation
[ Toranomon Eaergy Service Co., Ltd. —] T Fimm Seviee Co. L.
JT Capital Management Inc.
JT America Inc, IT Capital (UK.) PLC
JT {UK) Lid. ' ' Frontier REIT Management In¢.
ete.
U —

"—-——
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NOTES: [ Consolidated Subsidiaries |

- #1
*2
*3

+ -

*5

*

*7

*8

*9

*10
11
*12
*13
*14
*13
*16
*17
*18
*19
*20
*21
*22
23

Purchase of materials

Purchase of machines

Maintenanee of factories and related work

Purchase of tools for tobacco sales promotion

Import of Jeaf tobaceo

Overland transport of general cargo

Support for the operation of tobacco vending machines
Distribution of tobacco products

Import and sale of tobacco products

Sale of tobacco products through registered importers
Sale of 1obacco products

Sale of tobacco products

Purchase of raw materials

Stle of products

Research and development

Purchase of products

Sale of produets

Sale of products

Development, planning, design and execution of construction work
Purchase of printed produets

Purchase of thermal energy of IT building

Sale of products

Management of real estate
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2. MANAGEMENT POLICY

(1) Corporate strategy

JT has formulated a new corporate strategy calied the “JT Branding Declaration.” As part of the JT branding strategy, in
each business segment and all corporate activities, we seek to satisfy our shareholders and other stakeholders by providing
tnique value added products and services that bring delight to and exceed the expectations of our customers. We hope that
this strategy will enable JT to become a truly excellent company.

While irsplementing the JT Branding Declaration, JT will continue to strive to maximize cash flow, enhance corporate
values and maintain the trust of its shareholders and other stakeholders,

(2) Medium-~ {o Jong-term strategies ' -

In August this year, the Company formulated JT PLAN-V, from Aprit 2003 to March 2006, {o further strengthen the
Company by focusing on profit growth,

Total demand in the Japanese market continued to trend downward due to domestic social faetors, including continued aging
of the population, reinforcement of smoking regulations and consumers' growing concern about the impact of smoking on
health, as well as the prolonged stagnation of the Japsnese economy. Amid such conditjons, the tobacco excise tax hike took
place this July, making the business climate for the domestic tobacco market more severe. In addition, JT and Philip Morris
International have agreed not to renew the licensing agreement for manufacturing and selling Marlboro brand cigarettes in
the Japanese market and for exclusive usage of the Marlboro trademarks, upon expiration of the contract at the end of April
2005,

Copsidering such changes in the business environment, the following measures will bs implemented as part of a new
medium-term management plan ealled "JT PLAN-V.” The domestic tobacco business will strive to conduet market-oriented
- operations with creativity, while maintening its current cash flow leve] notwithstanding changes in its business environment.
Meznwhile, the international tobacco business will aim to become the key to income growth for the whole JT Group; the
pharmmaceuticals business will aim to be a future cash flow generstor for the JT Group, contributing to the enhancernent of
IT's corporate value; and the foods business will also aim to be the next cash flow generator for the IT Group by solidifying
its business base and increasing its business value. The plan will also involve company-wide measures; including; corporate
restructuring, a voluntary retirement program, reform of human resource management systems and retireent benefits
system, realignment of the assst portfolio, and erhancement of group-based optimum management,

In order to respond swiftly to our changing business envirenment, and to give management preater flexibility in decision
making, we will continue to ke measures that enable us to repurchase our own stock. Whether repurchases are actually
implemented or not, a3 well as the scale, timing and method will be decided in 2 timely and appropriate manner in light of
company needs and market conditions.

Also, under the recognition that coexistence with the natural environment is the basis for corporate existence, we are
proactively addressing environmental concerns.

Through implementation of the above measures, JT intends 1o establish 2 sustainable structure for growth and profit, thereby
promoting its shift to becoming a "global growth company thar develops diversified, value creating businesses.”

Tobacco
Alongside the constant overall decline in demand for our domestic tobacco business, the excise tax on tobacco increased in
July this year, further worsening the domestic tobacco business climate, Also, JT and Philip Morris International have
~agreed not to renew the leepsing agreement for manufacturing and selling Marlboro brand cigarettes in the Japanese market,
upon expiration of the contract at the end of April 2005, In order to counter potential decline in profit from such eveats; JT -
will increase the value of its domestie tobacco business through various measures, including the implementation of top line
growth strategies and cost siructure reforms.
As part of its top line growth strategy, JT will implement a pricing strategy to take advantage of the recently revised tobacco
prices in the growing segments of ]-milligram tar and menthol, as well target market penetration via the aggressive launch
of future products, Furthermore, as demonstrated by the successful launch of the "Lucia” reduced wbaceo odor produet, JT
aims to create a new market for "reduced tobacco odor" products in the premium segmerit by actively meeting customer
demands and thereby strengthen its campetitive advantage.
A flexible cost structure will be established as part of JT's cost structure reform o obtain increased profits. Fixed and
variable costs will be reduced by closure of cigaretts factories, consolidation of sales and tobacco leaf procurement offices,
and the streamlining of the administrative and planning office of the tobacco division's headquarters to counter a potential
business decline.
In order to encourage the harmonious coexistence of smokers and non-smokers, JT will promote the establishment of
smoking spaces and opportunities, through preparation of comfortable smoking ereas.
Following the previous fundamenta] strategy, JT expects the international tobacco business to increase profitability with
firther growth in sales volume of the GFB(*)s. The business will become the key to income growth for the whele JT Group
a8 the driving foree for profit, by continuing to focus on core markets with larger profitability or growth potential, and at the
- same time by building-cost-effective operation systems. While the business aims for organic growth, it will also ectively
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examine business and acquisition opportumities that further strengthen company value.

Tn January 2003, we established the China Division under our Tobacco Headquarters, in order to strengthen our medium-
and long-term activities in the Chiness market, in view of China's entry into the WTO. The division centralizes and
administers two functions: the formation of key relationships in the Chinese market through technical support and other
activities, which had been handled by JIT, and the actual marketing of tobacco, which had been handled by our subsidiary, JT
International S.A. '

(*): GFB is the abbreviation for Global Flagship Brands, namely, Camel, Winston, Mild Sevén and Salem.

We will also continue to take appropriate measures regarding national smoking regulations in Japan, as well as the WHO
Framework Convention on Tobacco Contro) and the tobacco-related regulations of the EU and various countries.

Pharmaceuticals .

We aim to develop our pharmaceuticals business as a furture casb flow generator for the JT Group that contributes to the
enhencement of JT's corporate value. Specifically, the pharmaceuticals business will strive to distinguish itself as a unique
business with world-class R&D as well as enhance its presence through innovative drugs.

To achieve these goals, we will reinforce the in-house R&D capability, enhance the R&D pipeline, and accelerate the R&D
speed and will attempt to the Group company partnerships, including our subsidiary Torii Pharmaceutical Co., Ltd

Foods

The foods business will aim to be the next cash flow gemerator for the JT Group by solidifying its business base and

increasing its business value,

By following the previous strategy, JT aims to further expand both profits and sales volume of its processed foods business.

Business will be concentrated in the four areas of frozen foods, seasonings, bakery items and chilled foods(¥). In the event

of scarce resources, JT will sek collaboration or scquisition opportunities.

In the beverages business, JT decided to modify its strategic emphasis from securing a certain level of revenues and sales

expansion to obtaining profitability. The business aims to meke steady profits on an operating income basis through

~ ‘thorough streaalining. Also, the business will continue to ineur expenses in R&D, advertising, optimized expansion of the
 vending machine distribution network and product brand enbancement. : . . o

(*): The chilled foods business is conducted through JT°s subsidiary, Hans Continental Smallgoods Pty. Ltd., headquartered

in Australis, which was acquired from Asahi Kasei Corparation.

Other businesges

‘We are continuing to strengthen operations in other businesses, primarily by making fundamental changes in busipesses not
expected to be self-sustaining,

The transfer of JT's "Tokushims Prince Hotel" business to Prince Hotel Inc. was agreed in September this year, with
completion of this transfer expected by the end of March 2004.

(3) Basic view and current situation of ¢corporate governance

(Basic view)

We are proactively enhancing our corporate governance. We recognize that timely, accurate decision-making and execution
are crucial to increase our corporate value and Tespond appropriately to our changing business and social environments.

(Current situation)

We have a board of corporate auditors eomprised of four members, of which three were selected from outside JT.

To strengthen our corporate govemance, we optimized the size of our board of directors and introduced an executive officer
system in June 2001. In addition, we established an advisory committee, comprising outside experts and set to meet four
times annually, to provide us with important advice on management and the medium- to long-term direction.

Also, we gim 1o improve and enhance our compliance system for corporate govemance to work in a smooth and appropriate
manner. Iy October 2000, we esteblished a compliance committee whose membership includes outside experts and which
reports directly to the board of directors. The committee meets approximately once, 2 month to discuss relevant issues that
impact our business. Also, the committes sets complisnce goals each year, based upon which aetion is taken.

(4) Dividend policy

Growth in our corporate value over the medium to long term will determine the Company’s attractiveness to sharebolders.
W intend to increase dividends gradually, depending on our ability to meet the projected targets in our JT PLAN:V and owr
medium- and long-term profit forecasts. ' :

We will use our retained eamings to invest in strategic business lines, cffeetive operations and R&D, in order to strengthen
our foundation for the medium- to long-term. .

(5) Lowering the Company’s trading unit
JT recognizes the importance of maintzining an active interest in the Company among all shareholders, including
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individuals, and as such, the Company promotes imvestor relations to enhance communication with its shareholders, We will
continue to evaluate changing our stock irading wnit based on stock market trends and the composition of our shareholders.

3. RESULTS OF OPERATIONS AND FINANCIAL CONDITION

(1) Results of Operations

The Japanese economy conninued to remain flat, despite some signs of recovery. The global economy showed expansion in
some Asian regions and the U.S. economy is picking up gradually.

Under these circumstances, the JT Group (JT and its consolidated subsidiaries and associated compaties accounted for by
the equity method) steadily irplemented measures in accordance with JT PLAN-V.

As aresult, pet sales increased to JPY 2,317.6 billion, up 0.9% from the previous semi-annual period. This increase was due
to the increased sates volume of GFBs in international tobacco markets, while sales volume in domestic tobacco decreased.
Operating income rose to JPY 128.8 billion, up 12.6% from the previons semi-annual period, owing to improved
profitability from reduced costs in domestic tobacco and other business gperations and a one-time profit from our real estate
buginess. Recurring profit meanwhile grew to JPY 118.8 billion, up 13.9% from the previous semi-annual period. JT
inawrred JPY 49.2 billion in net losses, due to extraordinary Josses accompanying the ebanged accounting method for certair
annuity-basis obligations, which relate to pension benefits entitled to beneficiaries for their services rendered up to July ],
1556.

The interim dividend is JPY 5,000 per share.

To embody company- wide measures in the “JT PLAN-V*, IT established an asset management company for J-RRIT this
August, as part of realipnraent of the asset portfolio. Also, from this October onwards, as pert of its human resource
mansgement system review, the retirement benefit system became subject to & detalied overhaul. Accordingly, a new
points-based system of refirement benefit was introduced with three piliars of severance indemnities, defined contribution
pension plan and cash-balance pension plan.

Also, at this year's apnual shareholders’ meeting on June 25, 2003, a stock repurchase plan was approved as below.

(1) Stock to be repurchased: JT common stock
(2) Number of shares: Up to 100,800 shares
(3) Total repurchase cost: Up to JPY 75.0 billion

Based on the gbove, JT repurchased a total of 45,800 shares of common stock at a total repurchase amount of JPY 34,579
million this October.

Results by industry segment are as follows:

Tobaceo

Under the top line growth strategy for our domestic tobacco business, JT aggressively launched new products io the growing
segments, especially in the menthol and premium products, expanded the sales scope for new products with initially Limited
sales arens as well as implemented agpressive and efficient marketing activities tsilored to the unique features of the
Japanese market. [n particular, "Hope Menthol” began limited sales in Aichi prefecture in May 2003, while "Cabin Mild
Menthol" in Miyagi prefecture and JT's premium "Alphabet H/R/C" in Fukuoka prefecnue began limited sales respectively
in August 2003. "Ieene Super Cooling Menthol" was launched nationwide from this May onwards. The sales erea of "Lucia
Citrus Fresh Menthol," with JT's proprictary features of reduced tobacco odor and reduced sidestream smoke, was expanded
to the entire Tokyo metropolitan area from this August epwards with nationwide launch of this product set for November
"72003. Also, the linfited sale of JT's forthcoming reduced-odor product, "Mild Seven Prime Super Lights Box," is planned for
launch in Tokyo prefecture from this November,

As part of our cost structure reform, JT has decided to implement & gradual! consolidation of its domestic tobacco leaf
procurement offices and stations, starting from July 2004 until Apri] 2006. Additionally, JT is implementmg measures to
further improve its cost competitiveness. In July 2002, JT decided to close eight cigarette factorjes by the end of March 2005.
Of these, we already stopped manufacturing operations in our Sendai, Nagoya and Hashimoto factories at the end of Mareh
2003. Moreover, JT announced this September to additionally stop manufacturing operations in six more factories by the
end of March 2005 as well as consolidate six sales offices by the end of June 2005.

The domestic cigarette sales volune during the semi-annual period fell by 53 billion to 112.6 b11110n cigarettes(*), down
4.6% from the previous semi-annual term. Our domestic shares declined by 0.5% ta 72.9%. This was due to the impact of
the Jist-price revision accompanying the tobacco excise tax hike this July, elongside the cugrent slump in demand. Net sales,
excluding excise taxes, per thousand cigarettes increased by JPY 27 to JPY 3,881

In international markets, JT International S.A., the core of our international operations, aggressively pursued sustained
growth through effective marketing activities. As part of the initiatives to enhance GFB brand value and following last year's
global renewal of "Camel" JT launched a similar renewal of "Salem," which commenced in Asia from this July and set for
expansion in other areas accordingly.

As g result, the international cigarstte sales volume fell by 6.3 billion to 96.5 billion cigarettes(*), down 6.1% from the

10
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previous semi-annusl period. With increased sales of one of our GFBs named “Winston™, mainly in Russia, the overall sales
volume of our premium GFBs increased by 1.5 billion to 56.5 billion cigarettes, up 2.7% from the previous semi-annual
period .

Consequently, net sales totaled JPY 2,115,1 billion, down 02% from the previous semi-anmual period. Net sales of
international tobacco rose due to the increased sales volume of GFBs, but this rise in net sales could not compensate for the
decline of sales in domestic tobaceo due to decreased sales volume. Operating income grew to JPY 128.7 billion, up 1.8%
from the previous semi-annual period, owing to reduced costs in domestic tobacco operations and other facters.

For mternational markets, results for this semi-ammual period indicate thase of the six months, from January to June, 2003,
Cigarette production volume amounted to 195.0 billion cigarettes, down 7.6% from the previous semi-annual period.

(*): Sales for this semj-annual period from domestic duty-free shops and the Chinese, Hong Kong and Macao markets,
---which areymder the JT's Chine Division, add up to 2.9 billion cigarettes but figures are not mcluded.

Pharmaceuticals

To our pharmaceuticals business, wa continued to improve the in-house R&D capabilities and conducted R&D with
independent overseas corporations. At present, we have Sve drugs in the clinical development pipeline. In September 2003,
we terminated development of an anti-inflammatory drug, which had completed the second phase of clinical testing in Japan,
In January 2002, JT entered into an agreement with Fujisaws Pharmaceutical for the co-development from phase three
onwards and co-marketing of this drug, however, with the termination of its clinical development, we accordingly agreed to
terminate the agreement. Moreover, in July 2003, JT reached & licensing agreement to acquire exclusive Japanese trading
rights for anti-HIV drugs with the U.S.-based Gilead Sciences, and is now preparing to file import applications for two of
these drugs.

Royalty revenue from our "Viracept” anti-HIV drug declined due to increased competition. We developed the drug with
Agouron Pharmaceuticals, Inc. of the United States and it is sold in the U.S., Europe, Japan and elsewhere. Torii
Pharmaceutical’s seles decreased due to decreased sales of Futhan, an injectable protease inhibitor, due to the introdiction of
generic drugs.

Net sales totaled JPY 26.7 billion, down 4,3% from the previous semi-annua!l period, due to reduced royslty revenue for our
anti-HIV drug and & decline in sales at Torii Pharmaceutical. The operating loss shrank 14.5% to JPY 6.0 billion, due to
decreased R&D expenditure,

Foads

The business value of our foods business was considerably enhanced by the development and introduction of new products,
acquisition and strepgthening of existing sales channels and by fisxible aperations to meet market demands.

We expanded our processed foods business by adding new products to the "Dai-ninki!" line of frozen foods. Also, we made
efforts to reduce overall business expenses and thus strengthen profitability.

Beverage sales were favorable, thanks to the steady expansion of vending machine channels through Japan Beverage Inc.,
our vending-machine operations subsidiary. We enriched and reinforced the "Roots" product series and implernented a
renews] of the entire lineup this September, accompanying the lauach of "Roots Live-Bodied" canned coffee. This product is
made using IT's proprietaty "low pH technology" and resembles the mildly acidic flavor of regular coffee. In addirion, we
actively launched new products in the sugarless tea market, representing Japan's largest tea market, including the sale of
"Ake-Oolong,” which uses only bighiy fermented oolong tea ieaves.

Net sales totaled JPY 124.1 billion, up 8.3% from the previous semi-anoual period, due to expanded business with processed
foods, expansion of our vending machine sales network for the beverages business, and expanded scape of conselidatien, ete.
Operating loss decreased by JPY 4.8 billion to JPY 1.4 billion, down 76.6% from the previous semi-annual period; this
reduction is the result of increased sales, enhanced profitability and a decreased amount of goodwiil amortizatjon.

JT Foods Ca., Ltd., our processed foods sales subsidiary, and JT Beverage Corporation, our beverages sales subsidiary, were
merged on April 1, 2003 to sirengthen sales and raise operational efficiency. JT Foods Co,, Ltd. is the surviving company.

Other businesseg

We operated other business in an aggressive and efficient manner,

Net sales in other businesses totaled JPY 51.5 billion, and operating income was JPY 7.2 billion, up 53.5% and 1,513.6%
from the previous semi-annual period, respectively.

We terminated our agribusiness operations from the end of June thig year.

Semi-annual results by geographic area are as follows:

Japan
Net sales in Japan came to JPY 1,950.0 billion, up 0.3% from the previous semi-annuel period due to business expansion of

the foods business and a one-time profit from the real estate business, despite an overall decrease in tobacco sales. Operating
income increased to JFY 109.4 billion, up 22.0%, because of reduced operating expenses from lowered costs.
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Western Burope

Net sales in Western Europe totaled JPY 160.3 billion, down 0.9% from the previous semi-annual period; despite an
increased sales volume of GFB brands, there was a negative impact of foreign exchange. The operating loss rose by 0.5% to
JPY 6.5 billion. '

Others

Net sales in other regions totaled JPY 207.2 billion, up 8.7% from the previous semi-annual period, due to favorable tobacco
sales in Russia sud Taiwan. Operating income amounted to JPY 25.8 billion, down 14.9%, due to increased operating
expenses incurred by aggressive marketing activities.

(2) OCutlook for the Year Ending March 31, 2004

Toe global economy isbeginning to recover, mainly in the U.S. and China. The Japanese economy is also expected to
gradually pick up in the wake of the U.S. recovery, etc.
Consolidated finapeial results for fiscal 2003 ending in March 2004 are forecasted to be as follows:

Net sales: JPY 4,640.0 billion

Recurting profit: JPY 187.0 billion

Net loss: JPY 17.0 billion )
Bffective from the beginning of this semi-annual period, JT changed the accounting pelicy for certein obligations for annuity
payments of the government-sponsored defined benefit pension plans. Upon this accounting change, JT recognized a
lizbility and related one-time extraordinary loss, whose impact is forecast to be JPY 102.0 billien in net income for this
fiscal year, Cash flow will, however, be unaffected,

Note: The above figures are based on judgments, evaluations, factual understandings, policies, and other factorsmade in
accordance with information available to the management. They are also based upon certain assumptions required to
formulate forward-Jooking statements as well as information already confirmed to be factual. Actual figures may differ from
those forecast, depending on uncertainties inherent in such forecasts, as well as possible changes in the company’s

_ operations and economic environment, including domestic and foreigo stock markets. Please refer to the Notes Regarding

Forward-Locking Statements below, before nsing the information provided in our forward-looking statements.
(3)‘F inﬁmﬁial ‘Co.r;dil:icm"

Cash and cash equivalents totaled JP'Y 685.8 billion, up 18,8% from the previous semi-ennual period. This reflects the fact
that solid operating revenue more than offset the decrease in funds through repayment of interest-bearing debt.

Cash flow from operating activities
Net cash flows from operating activities increased to JPY 177.1 billion, up 20.7% from the previous semi-annual period.
Domestic tobacco operations generated stable cash flow.

Cash flow from investing activities

Net cash flows used for investing activities rose to JPY 49.0 billion, up 34.7% from the previous semi-annual period. This

was primarily due to the investment in tobacco manufacturing facilities and the purchase of property, plant and equipment,
_ such as buildings for our Shinagawa development project.

Cash flow from financine activities

Net cash flows used in financing activities fell to JPY 52.8 billion, down 16.1% from the previous semi-annual period, due
to the repayment of interest-bearmg debt.
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This material contains forward-looking statements about our industry, business, plans and objectives, financial eondition and
results of operations that are based on our current expectations, assumptions, estimates and projections. These statements
discuss future expectations, identify strategies, discuss market trends, contain projections of resuits of operations or of our
financial condition, or state other forward-looking information. These forward-looking statements are subject to various
known snd unknown risks, uncertainties and other factors that could cause our actual results to differ materially from those
suggested by any forward-Jooking staternent. We assume no duty or obligation to update any forward-looking statement or
to advise of any change in the assumptions and factors on which they are based.

Risks, uncertainties or other factors that conld cause actual results to differ materiglly fom those expressed in any
forward-looking statement include, without limitation:

(1
@)

@)
4
O]
(6)
M
(8
)

kealth concerns relating to the use of tobaceo produets;

legal or regulatory developments and changes, including, without limitation, tax increases and restrictions on the sale,
marketing and usage of tobecco products, and governmental investigations and privately imposed smoking
restrictions;

litigation in Japan and elsewhere;

our ability to firther diversify our busioess beyond the tobacco industry;

our abitity to successfully expand internationally and make investments outside of Japan;

competition and changing consumer preferences;

the impact of any scquisitions or similar transactions;

loeal and global economic conditions; and ’

fluctuations in foreign exchange rates and the costs of raw maxenals
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CONSOLIDATED BALANCE SHEETS
Japan Tobacceo Ing, and Consolidated Subsidiaries
Mareh 31, 2003 and September 30, 2003

Millions of yen
March 31, September 30, Increase/
2003 2003 {decrease)
ASSETS (Unaudited)
_ . JPY JrY JPY
CURRENT ASSETS: - 1,346,364 1,440,596 94,231
Cash and deposits 317,960 323,965 6,004
Trade notes and accounts receivable 133,324 148,177 14,852
Marketable securities 305,587 305,833 90,246
Inventories 492176 454,696 ( 37,480 )
Other current assets 99,324 120,339 21,015
Allowance for doubtful accounts { 2,008 ) { 2415 ) ( 407 )
FIXED ASSETS: 1,611,281 1,654.272 42,9590
Property, plant and equipment: 733.313 733,010 ( 303 )
Buildings and structures 311,367 316,209 4,841
Machinery, equipment and vehicles 148,958 143,027 ( 5930 )
Land 177,673 180,754 3,080
Other 05,313 93,017 { 2,295 )
Intangible assets: 712,129 687,898 ( 24,231 )
Goodwill _ 381,601 378,083 (3,518 )
Tradetnarks 288,514 272,253 ( 16,260 )
Other intangible assets 42,013 37,561 ( 4,432 )
Tuvestments and other assets: 165,838 233,363 67,524
Investments and other assets 173,526 240,761 67,234
Allowance for doubtfual aceounts ( 5.895 ) ( 5827 ) 67
Allowance for loss ¢n investments ( 1,792 ) { 1,569 ) 223
DEFERRED ASSETS 18 86 67
JPY JPY JPY
TOTAL ASSETS ' 2,957,665 3,094,954 137,289

14




CONSOLIDATED

' JAPAN TOBACCO INC.

Millions of yen
March 31, September 30, Increase/
2003 2003 (decrease)
LIABILITIES (Unaudited)
JPY JPY JPY
CURRENT LIABILITIES: 594,742 718,969 124,227
Trade notes and sccounts payable 108,042 118,068 10,026
Shott-term bank loans 20,522 28,076 7553
Curent portion of long-term borrowings 55,410 22,283 ( 33,126 )
Current portion of bonds ’ 500 122,000 121,500
National tobacco excise taxes payable 79,440 103,598 24,158
National tobacco special excise taxes payable 14,830 14,676 ( 154 )
Local tobacco excise taxes payable 85,769 95,761 9,991
Income taxes payable 38,583 41,980 3,396
Accrued employees’ bonuses 27,905 27,951 46
Other allowances 3,343 3,432 82
Other current liabilities 160,392 141,138 ( 19254 )
NON-CURRENT LIARILITIES: 689,196 752,613 63,416
Bonds 272,000 151,500 ( 120,500 )
Long-term borrowings 76,065 71,835 ( 4210 )
Liabilities for retirement benefits 230,344 420,448 190,103
Liabilities for retirement benefits for directors and
corporate auditors 1,294 1,257 { 37 )
Other non-current iiabilitites 109,49] 107,552 ( 1,939 )
TOTAL LIABILITIES 1,283,938 1,471,582 187,644
MINORITY INTERESTS . 51,071 55,909 4,838
SHAREHOLDERS’ EQUITY:
COMMON STOCK 100,000 100,000 -
CAPITAL SURPLUS 736,400 736,400 -
RETAINED EARNINGS 789,912 732,150 ( 57,761 )
Nslig‘cla‘llilllTE&LSIZED GAINS ON INVESTMENT 2,632 7,561 4,929
FOREIGN CURRENCY TRANSLATION
ADJUSTMENTS ( 6290 ( 8,650 ) ( 2,360 )
TOTAL SHAREHOLDERS’ EQUITY 1,622,654 1,567,461 ( 55192 )
TOTAL LIABILITIES, MINORITY INTERESTS JPY JPY JPY
AND SHAREHOLDERS’ EQUITY 2,957,665 3,094,954 137,289
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CONSOLIDATED STATEMENTS OF INCOME
Japan Tobacco Ine. end Consolidated Subsidiaries
For the six months erdad September 30, 2002 and 2003 and for the year ended March 31, 2003

Milliens of yen
For the six monhs ended Increass/ For the year ended
Sepiember 30,  September 30, (decrease) March 31,
2002 2003 A 2003
(Unaudited)  (Unaudited)
JPY JEY JPY JPY
NET SALES 2,296,155 2,317,610 21,455 4,492 263
COST QF SALES 1,820,006 1,843,824 23,818 3,565,393
Gross profit 476,148 473,785 ( 2363 ) 922,869
SELLING, GENERAL AND ADMINISTRATIVE
EX]’ENS’ES 361,758 344,932 ( 16825 ) 733,906
Operating income . 114,390 128,853 14,462 188,963
NON-OPERATING INCOME: 3,802 4,555 662 9,340
Interest mcome 867 786 { 1) ’ 2,038
Dividend mcome 1,024 859 ( 124 ) 1,702
Other 1,969 2,868 899 5,598
NON -OPERATING EXPENSES: 13,909 14,524 614 25,072
Interest expense 4,249 4,082 ( 166 ) 8,553
Foreign exchange loss 4,401 2,597 {( 1303 ) 6,700
Financial support for domestic leaf tobaceo
growers * 813 3,506 2,692 713
Other 4 445 4337 ( 108 ) 9,104
Recurring profit 104,373 118,884 14,510 173,231
EXTRAORDINARY PROFIT: 6,728 8,478 1,749 18,347
Gain on sale of property, plant and equipment : 6,368 7,739 1,370 15,478
Other 359 738 378 2,268
EXTRAORDINARY LOSS: 13,508 207,294 193,786 ’ 49,080
Loss on sale of praperty, plant and equipment 766 1,024 258 2,650
Loss on disposal of property, plant and 2,086 4,961 2,874 9,835
equipment
Business restructuring costs - 9,239 6,239 11,414
Cumulative effect of change in accounting for
murua! assistance asgociation cost ) 185,095 185,095 .
Loss on discontinued businesses - 5,355 5,355 1814
Other 10,655 1,617 { 9,038 ) 23,325
INCOME (LOSS) BEFORE INCOME TAXES
AND MINORITY INTEREST 97,593 ( 79932 ) ( 177,325 ) 142,498
INCOME TAXES (BENEFIT) 43,044 ( 33925 ) ( 76,969 ) 60,006
INCOME YAX ~DEFERRED - - - 1,808
MINORITY INTERESTS 2,491 3,221 729 5381
- JPY JPY JPY JPY
NET INCOME (L.0SS) 52,057 (49,228 ) ( 101,285 ) 75,301

~ * Financial support for domestic leaf 1obacco growers who incur losses due to abnormal weather conditions or calamities.
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CONSOLIDATED STATEMENTS OF CAPITAL SURPLUS AND RETAINED EARNINGS
Japan Tobatco Ine. and Consolidated Subsidiaries
For the year ended March 31, 2003 and for the stx months endad September 30, 2003

Millions of yen
For the year endzd For the six months ended Ingrease/
March 31, 2003 September 30, 2003 (decrease)
o ‘ (Unaudited)
CAPITAL SURPLUS:
. JPY JEY JPY
Capi inni d
apital surplng, beginning of perio 736,400 736,400 )
Capital surplus, end of period 736,400 736,400 -
RETAINED EARNINGS :
Retained earnings, beginning of period 731,834 789,912 58,077
Increase : 75,521 3,713 ( 71,807 )
Net income for the period 75,301 - ( 75301 )
Increase in consolidated retained carnings ceused by
" iheincrease of consolidated subsidiaries 219 3,066 2,846
__ Increase in consolidated retained earnings caused by R o -
the increase of associated companies accounted - 647 647
for by the equity method
Decrease; 17,443 61,475 44,031
Net loss for the period , - 49,228 49,228
Cash dividends paid 16,000 12,000 ( 4,000 )
- Bonuses to directors and corporate auditors 21 246 ( 25 )
(Bonuses to corporate suditors) ( 31 ) ( 33 ) (1)
Minimum pension liability adjustment* 1,17 - ¢ L171 )
Retuined earnings, end of period 789,012 732,150 (57761 )

*Adjustment to appropriate mininum pension Tiability by consolidated overseas subsidiaries applying accounting principles
generally accepted in the Unites States of America (“U.S. GAAP”).
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Japan Tobaceo Inc. and Consolidated Substdiaries
For the six months ended September 30, 2002 and 2003 and for the year ended March 31, 2003

Millions of yan
For the six months ended Increase/ For the year ended
Septamber 30, September 30, (decrease) March 34,
2002 2003 2003
OPERATING ACTIVITIES: (Unaudited) (Unsuditzd)
Income (loss) before income taxes and minority )0 JPY b)ad PY
interests 97,593 ( 79932 ) ( 177,525 ) 142,498
Depreciation and amortization 67,021 65,645 ( 1376 ) 136,534
Accelerated depreciation due to change in usefu) . 9.687 9.687 -
lives of property, plant and equipment ' : :
Gain on sale and disposal of property, plant and equipment ( 3,85 ) ( 3,888 ) { 32) ( 2967 )
Amortization of goodwill 6,540 3,225 ( 3,314 ) 11,799
Incrense in lighiliies for refirement benefits (and
accounting change) , 10,021 183,095 173,074 1,389
Interest income and dividend income { 1,922 ) ( 1,68 ) 236 ( 3,740 )
Interest expense 4249 4,082 ( 166 ) 8,553
Increase in trade notes and accounts receivabls ( 11,168 ) ( 7.300 ) 3,368 { 3,809 )
Decrease in inventories 44,188 37,230 ( 6958 ) 25572
. Increase in trade notes and accounts payable 11,23) 3,266 { 7964 ) 3,197
Decrease in dther accounts payable ( 49914 ) ( 14,543 ) 35,371 ( 31,801 )
Increase in tobacco excige taxes payable 11,694 31,138 19,444 3,751
Other, net ( 13,919 ) ( 17,219 ) ( 3,300 ) 15,618
Sob-total 171,759 212,803 41,043 306,595
" “Interest and dividend received : 1,920 - - 1,658 - . { 264 - 3,730
Interest paid ( 4340 ) ( 4207 ) 132 ( 8753 )
Income taxes paid { 22,567 ) ( 33,105 ) {10,537 ) (43,516 )
" "Net cash provided by operating activities - 146,771 - 177,145 30373 258,056
INVESTING ACTIVITIES:
Purchases of marketable securities ( 3,050 ) { 28,577 ) ( 25527 ) ( 18,090 )
Prg:ceemidii Ersom sale and redemption of marketable 9,028 1,032 ( 509 ) 13,521
Purchases of property, piant and equipment { 41,582 ) ( 38,443 ) 3,139 ( 104,310 )
Proceeds from sale of property, plant and equipment 7,626 10,830 3,203 23,479
Purchases of intangible assets { 2,583 ) ( 2,924 ) ( 340 ) ( 4,881 )
Purchases of investment securities { 1,226 ) ( 359 ) 1,167 ( 1,622 )
Proceeds ‘fmm sale and redemption of investment 571 5397 4,826 21,722
securigies
Purchase of shares of a newly consolidated subsidiary,
net of cash acquired ( 3,600 ) ( 100 ) 3,499 ¢ 3503 )
Otber, net ( 1,580 ) 904 2,485 (1,10 )
Net cash used in investing activities ( 36398 ) ( 49,040 ) ( 12,642 ) ( 74,876 )
FINANCING ACTIVITIES:
Net increase {decrease) in short-term bank loans ( 7,944 ) 4,900 12,844 ( 14,673 )
Proceeds from issuance of long-term borrowings 4,957 367 ( 4,589 ) 4,980
Repayment of long-term borrowings ( 50,566 ) ( 443882 ) 5,683 ( 83493 )
Dividends paid { 8000 ) { 12,000 ) { 4,000 ) ( 16,000 )
Dividends paid to minotity shareholders ( 832 ) { 1,000 ) ( 467 ) ( 1961 )
Other, net { 820 ) (191 ) 628 { 820 )
Net cash nsed in financing activities ( 62906 ) ( 52,807 ) 10,099 ( 111,967 )
EFFECT OF EXCHANGE RATE CHANGES ( 4,651 ) 1,083 3,735 ( 3310 )
ON CASH AND CASH EQUIVALENTS ;
NET INCREASE IN CASH AND CASH 42,814 76,381 33,560 67,901
EQUIVALENTS
CASH AND CASH EQUIVALENTS, 534,503 602,644 68,140 534,503
BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS OF NEWLY 238 6,860 6,621 238
CONSOLIDATED SUBSIDIARIES,
BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD  JPY5377,557 JPY685,886 JPY108,328 JPY 602,644
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BASIS OF CONSOLIDATED FINANCIAL STATEMENTS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

1. SCOPE OF CONSOLIDATION

The number of consolidated subsidiaries is 187.

The main consolidated subsidiaries are JT International $.A., Tokyo Tobacco Services Co,, Ltd., Torii Pharmaceutical Co.,,
Ltd., Japan Beverape Inc., JT Real Estate Inc.

Japan Tobaceo (Hong Kong) Limited., Weihai J.K. Foods Co., Ltd., Swickers Kingaroy Bacon Factory Pty Ltd., Shanghaj
J8 Foods Co., Ltd., Frontier REIT Management oc., and ather 33 subsidiaries have been consolidated from this semi-annual
period. JT Beverage Corporation, a former consolidated subsidiary, has been excluded from consolidation as 4 result of the
merget with JT Food Co., Ltd,, effective April 1, 2003. Also, JT Vending Kanto Co., Ltd, Shikoku JTS Wiring Systems
Corporation, and other four subsidiaries, liquidated in this sexi-annual period, were mcluded in consolidation only for the
period unti} liquidation. :

Certain small subsidisries have been excluded from the scope of consolidation since the aggregate amouats of their totz]
assets, net sales, equity in net income, and equity in retained eamings are not considersd material o the consolidated
financie] statements, 8s a whole.

2. APPLICATION OF THE EQUITY METHOD

(1) Associated compenies sccounted for by the equity method.

Six companies, ineluding JT CMK Corporation and NTT Data Wave Corporation.

(2) Certain unconsolidated subsidiaries and associsted companies are not accounted for by the equity method simce the
amounts of net income or loss and retained earnings of these companies are not considered material mdividually and in
the aggrepate to the consolidated financial statements.

(3) Among companies accounted for by the equity method, those with semi-annual periods different from the Comapany, the
semi-annual results of such companies are used in consolidation.

3. SEMI-ANNUAL PERIOD OF CONSOLIDATED SUBSIDIARIES

The semi-annual petiods of consolidated overseas subsidiaries generally end June 30.

The accounts of these subsidiaries have been included on the basis of thelr semi-annual periods and necessary adjustments
have been made to reconcile significant transactions that occurred during the intervening pariod between the end of their
semi-annual periods and that of the Company.

The semi-annual periods of the Company and consolidated domestic subsidieries end September 30.

4. ACCOUNTING POLICIES

(1) Valuation of significant assets
2) Securties
Martketable securities and marketabie investment securities are stated at market value as of the end of semi-annual
period. {Net unrealized holding gains or losses are included in a component of shareholders' equity, and cost of
securities sold is determined based on the moving-average cost.)
Non-marketable securities are stated at the moving-average cost.

b) Derivatives
_ Derivatives are accounted for by the fair value method. See ltem 4.(6).

¢) Inventories )
Inventories are stated principally at the average cost, except for leaf tobacco beld by the Company, which is subject to
devaluation.

{2) Depreciation and amortization
a) Property, plant and equipment
Property, plant and equipment are carried at cost. Depreciation i3 generally computed using the declining-balence
method except for assets of certain domestic consolidated subsidiaries, which have been computed using the
atraight-line method. Depreciation of buildings, which were acquired on or after April 1, 1998, except for annexed
structures is computed using the straight-line method.
Useful lives applied for depreciation of major property, plant and equipment are principally as follows:
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Buildngs and structures 38~50 years
Machinery, equipment and vehicles 8 years

b) Intangzble assets
Intangible assets are amortized principally using the straight-line method.
Usefu] lives applied for amortization of major intangible sssets are principally as follows:
Trademarks 10 years

(Addftional Information)

The Company decided to cease the operatmns of certain tobaceo manufacturing factories during the fiscal years ending
March 31, 2004 and 2005. In connection with the cessation, the Company reduced the usefi lives of such factories’
machinery and equipment to the remaining period before the anticipated ¢losure causing an accelerated depreciation
charge of JPY 4,892 million for the six months period ended September 30, 2003.

The Company also decided to dispose of by sale certain hotel building and other property used by JT Tokushima Prince
Hotel Inc., & subsidiary, during the fiscal year ending March 31, 2004, In connection with this disposition, the Company
reduced the useful lives of the building and other property to the remaining periad before the anticipated sale causing an
accelemxed deprecmt:on charge of JPY 4,795 million for the six months period ended Seprember 30, 2003.

(3) Allowences and lisbilities
a) Allowance for doubtful accounts
An zallowanee for doubtfil accounts is establizhed to provide for possible future losses. The allowance for other than
doubtfh] receivables are estimated based on the Company’s past credit loss experience.

b) Allowance for loss on investments
An allowance for loss on investments is recorded to provide for the loss on investments in certain non-marketable equity

securities and is determined based on the respective financial condition of the investees,

c) Accrued employees’ bonuses
Bonus payments to employees (including corporate officers who are not board members) is accrued based on the

amounts expected to be paid.

d) Liabilities for retirement benefits
Liabilities for retirement benefits to employees (including corporate officers who are not the member of the board) at
the semi-armual period were stated based on an estimated retirement benefits obligation and fair value of plan assets at

the fiscal year end.
Unrecogmzed prior service cost has been amortized usmg the straipht-line method over employees’ average remaining

service period or shorter period (generally 10 years).
Unrecognized net actuarial loss has been amortized using the straight-line method over employees® average remaining
service period or shorter period (generally 10 years) from the yeer following the fiscal year in which the actuarial

difference oceurs.

The Company also recognizes, as part of its liability for retirement benefits, its obligations for annnity payments of the
government-sponsored defined benefit pension plans which relate to pension benefits to which beneficiaries are entitled
for services rendered up to July 1, 1956, as prescribed by the Public Official Mutua] Assistance Association Law ,

(Change in accounting policy)

Effective from the beginning of this semi-annual period, the Company changed its accounting policy for certain
obligations for annuity payments of the government-sponsored defined benefit pension plans. The Company’s
ennuity-basis obligations which are subject to the accounting change relate to pension benefits to which beneficiaries are
entitled for their services rendered up to July 1, 1956, as prescribed by the Public Official Mutual Assistance Association
Law. This accountmg chenge recognized this liability as part of the Company’s liability for retirement benefits in light of
the actuerislly determined computation methods prescribed under the Revised Accounting Standards for Independent
Administrative Institutions, which were applied to accounting for ennuity obligations for government-sponsored petsion
plans effective from April 1, 2003, in order to fairly present such obligztions in the Company’s financial statements as
well es improve the Company’s financial strength. Prior to the chenge, annuity-basis eontributions had been recorded as
expenses when paid.

Upon this accounting change, the Company fully recognized a liability and related one-time extraordinary loss of JPY
185,095 million as of April 1, 2003.

As @ result of this accounting change, recurring profit increased by JPY 6,911 million end income before income taxes
and minority interests decreaged by JPY 178,183 million, as compared to the previous method, which resulted in a Joss
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before mcome taxes benefit and minority interests for this semi-annual period.

(Additiona} Information)

At October 1, 2003, the Company terminsted a portion of its severance indemnities plan and its non-cantributory defined
benefit pension plan for employees end replaced such plans by a newly-introduced defined contribution pension plan.
This had no effect on the financial statements for this semi-anpual period but the following effects will be reflected in the
ennual financial stetements as of and for the year ending March 31, 2004:

1. Decrease in projected benefit obligations JPY 52,321 million
Recoguition of prior service cost 4 1,002
Recognition of net actuarial loss s 8,797
Degrease in plan asgets s 14717
Decrease in abilities for retirement benefit JPY 27,802 million

2. Extraordinary profit from the termination of a portion of retirement benefit plan to be recognized for the year ending
March 31, 2004 is approximately JPY 9,870 million,

In connection with this change, the Company is to make & conmibution of JPY 17,932 million to the defined
contribution benefit plan through 2006 on an mstallment basis as an initial contribution in addition to the plan assets
which have been transferred from the non-contributory defined benefit pension plan at October 1, 2003.

e) Liabilities for retirepent benefits for directors and corporete auditors
The liabilities for retirement benefits for directors aod corporate auditors are provided for the amount that would be
required to be paid if all directors and corporate euditors retired at the semi-annual period end.

(4) Foreigo currency transactions
Foreign currency demominated receivables and payables are translated info Japanese yen at the current exchange rate
prevailing at the end of semi-annual period. Exchange gains and losses are charged to incoms,
Assets and liabilities of consolidated overseas subsidiaries are translated into Jepanese yen at the ewrrent exchange rate
prevailing at the end of semi-ermual period of individual subsidiaries, whereas profits and losses are translated using the
average exchange rate of the semi-annual period. The difference is included in shareholders' equity as "FOREIGN
CURRENCY TRANSLATION ADJNJSTMENTS".

(5) Lease trapsactions A :
Finance leases, except for leases that are deemed to transfer ownership of the leased property, are accounted for as
operating leases.

(6) Bedge accounting

8) A gain or loss on derivative insruments designated as a hedge, is deferred until hedged items are settled. If foreign
exchange forward contracts, foreign cwrency swaps and foreign ciurency options meet certain hedge accouating
criteria, they are not required to be separately aceounted for. In such inswnces, foreign currency denominated zssets
and liabilities that are considered as hedged items are ganslated at the foreign exchange rate stipulated in the contract.
Interest rate swaps which qualify for hedge accounting and meet specific matching criteria are not re-mesasured at
market value, but the differential to be paid or received under the swap agreements are acerued and included in
interest expense ¢r income on hedged items.

b) Hedging instruments and hedged items

Hedeing instruments Hedyged jtems
Foreign exchange forward contracts Forecasted foreign currency transactions
Foreign currency options Forecasted foreign currency transactions
Foreign currency swaps Foreign currency denominated bonds
Interest rate swaps Borrowings

¢) Hedgimg policy

Derivative transactions are entered into in sccordance with the Risk Management Policy and Practice Manua! for
finencial instruments. The abjective is to hedge the exposure to variability in expected furure cash flows associated
with foreign-currency-denominated transactions, certain future mterest received on variable-rate debt secwrities and
certain future interest payments on variable-rate borrowings.

d) Assessment of hedge effectiveness
In general, effeeriveness is essessed by comparing the accumulated amount of changes in fair values of hedging
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instruments with that of hedged items. As to certain foreign exchange forward contracts and interest swaps that meet
specific criteria, the assessment of effectiveness is omitted in accordance with accounting principles generally accepted
in Japan.

{7} Accounting policies for consolidated overseas subsidiaries
JT Intemnational S.A. and other consolidated overseas subsidiaries principally maintain their accounting records in
conformity with aceounting principles and practices generally accepted in the United States of America, The accounting
policies, which are different from the Company’s policies, are principally as follows;
a) Inventories
Inventories are generally stated at the lower of cost or merket, cost being determined by the first-in, first-out method
or the average cost.

b) Depreciation and smortization '
Depreciation for property, plant and equipment is generally computed using the straight-line method over the
estimated useful lives of the respective Bsgets,

. Trademarks are generally amortized using the streight-line method over 40 years. Amortization of other intangibles
assets is generally cotnputed using the straight-iine method aver the estimated useful lives of the assets.

¢) Accounting for retirement benefit
If the liability far retirement benefits already recognized is less than the unfunded accumulated benefit obligation, an
_ . additional minimum liability is recogmized. The amount additionally recognized, to the exient that exceeds
unrecognized prior service cost, net of any tax benefits, (tinimum pension liability adjustments), is directly charged
10 rezained earnings.

d) Accounting for derivatives
Currency related derivatives are entered into for hedging purposes. All derivatives are recognized on the balance
sheets as assets or liabilities and measured at fair value. The change in fair value is recognized in earings when
incurred.

(8) Other significant accounting policies
a) Consumption Tax
National consumption tax sad local consumption tax are accounted for separately from the related transactions.

5, AMORTIZATION OF GOODWILL

Goodwill is amortized on & straight-line basis over five vears. Immaterial amounts of goodwill are charged ta income
when incwrred. Goodwill recognized by consolidated overseas subsidiaries is no longer amortized but instead tested for
impairment annuelly or more frequently if impairment indicators arise.

6. CASH AND CASH EQUIVALENTS IN CONSOLIDATED STATEMENTS OF CASH FLOWS

= oo Cash and cash-equivalents presented in the consolidared statements of cash flows are cash on hand, deposits which are
withdrawable at anytime without notice, and highly liquid short term investments that are convertible to known amounts
of cash with ingignificant risk of changes in value and that have original maturities of three months or less.

NOTES
Notes to semi-gnnna) consplidated balapce sheets as of March 31 and September 30, 2003
Millions of yen :
March 31, 2003 September 30, 2003
1. Aceumulated depreciation of property, 1,007,343 956,911

plant and equipment

2. Other current assets included commercial paper received under repurchase agreements, which were accoumted for as
shart-term 1oans. The fair value of such commercial paper received as collateral from the counterparty was JPY 11,998
million.

3, Investments and other assets included deferred tax assets recognized at September 30, 2003 for the temporary difference
attributable to the liability for the Company’s obligations under the Public Mutual Assistance Associetion Law.
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Notes to consolidated statements of income for the six months ended September 30, 2002 and 2003 and for the vear ended

March 31,2003

1. Income tax expenses for the semi-annuel periods determined based on the estimated anmual effective tax rates with tax
effects of temporary differences are included in “Income taxes” in the consolidated statements of income,

2. Major components of “SELLING, GENERAL AND ADMINISTRATIVE EXPENSES”

Millions of yen
For the six months ended For the year ended
September 30, 2002 September 30, 2003 March 31, 2003
Advertising and general publicity 16,982 15,782 < 38777
Sales promotion . 66,648 70,074 142,032
Compensation, salaries and allowance: - 67,084 59,168 127,425
Provision for retirement benefits 8,556 11,333 17,649
Legal welfare 16,038 10,876 31,568
Employee bonuses 4418 6,267 22.393
Accrual of employee bontses 12,433 16,402 10,738
Depreciation 28,529 27,754 56,781
Research and development 23,162 20,895 44,509

3, Business restructuring costs mainly consisted of the accelerated depreciation charge for the reduction in useful fives of
certain tobacco manufacruring facilities.

4. Loss on discontinued businesses was related to disposal of operations in certain subsidiaries, which mainly consisted of
the accelerated depreciation charge for the reduction in useful lives of buildings.

0
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NOTES TO CONSOLIDATED STATEMENTS OF CASH FLOWS
Reconciliation of cash and cash equivalents on the copsolidated balance sheets to the consolidated

&

statements of cash flows

Millions of yen
September 30, September 30, March 31,
2002 2003 2003
Cash and deposits JPY 313,493 JPY 323,965 JPY 317,560
Time deposits with original maturity due over three
months ( 1,133 ) { 1,381 { 1,048 )
Short térm investments with original maturity due
within three months which are readily convertible to
known amounts of cash with insignificant risk of
changes in value
Securities 265,197 351,304 285,732
Other current assets - 11.998 -
Cash and cash equivalents PY 577,557 JEY 685,886 PY 602,644
24
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LEASE TRANSACTIONS
For the six months ended September 30, | For the six monthg ended Septernber 30, For the year ended March 31,
2002 2003 2003

Finance leases except for leases that
deem to transfer ownership of the leased

property

(Lessee) .

1. ACQUISITION COST, ACCUMULATED
DEPRECIATION AND NET LEASED
PROPERTY

Finance leases except for leases that
deem to transfer ownership of the leased

property

(Lessee)

1. ACQUISITION COST, ACCUMULATED
DEPRECIATION AND NET LEASED
PROPERTY

Finance leases except for leases that
deem to tramsfer ownership of the leased

property

(Lessee)

1. ACQUISITION COST, ACCUMULATED
DEPRECIATION AND NET LEASED
PROPERTY

Millions of ven Millions of yen Millions of yen
Acquisitio | Accamulated | Net Acquisttion | Accomulated |  Net Asquisiion | Acoumlsted | Net |
cost | depreciation | leased voit | depreciafion | [feased cost | depreciarion | leased
propetty property_ B
Machinery, Machinery, Machinery,
equipment equipment equipment
md and ad
Vehicles 6,067 2,728 | 3.339 Vehicles 6,948 3,516 1 3,432 Vehitles 6,136 2,919 1 3216
Tools | 20,511 10.537 | 9974 Tools | 20.347 190.207 | 10.139 Tools 20,111 10,393 | 5.717
{ Total | 26,579 | 13,265 13313 Total | 27,296 | 13,7241 1357 Total | 26247 | 13,312 | 12,934 |
The sbove acquisition  cost includes [ The above acquisition cost includes | The above acquisition cost includes
related interest expenses: - related interest expenses. refated interest expenses.

2. OBLIGATION UNDER FINANGE
| LEASES

Due within one year  JPY 5,03 Imillion
Dug sfter one year  JPY 8,282million

2. OBLIGATION UNDER FINANCE
LEASES
Due within ore year  JPY 5,064million
Due afterone vear ~ JPY 8,507million

2. OBLIGATION UNDER FINANCE
LEASES
Due Within one year  JPY 4,952million
Due afieroneyear  JPY 7,.982million

- Total JPY13,313million

The above obligations under finance
leases include related interest expenses,

3. LEASE PAYMENTS AND
DEPRECIATION EXPENSE
Lease payments JPY 2,805million

Depreciatiop expense  JPY 2,805million

4, CALCULATION METHOD OF
DEPRECIATION EXPENSE

Acquisition costs (No residual value is
considered) are depreciated using the
straight-line method over the life of the
lease,

{Lessor)
1. ACQUISITION COST, ACCUMULATED

DEPRECIATION AND NET LEASED

PROPERTY - .
Millions of yen

Total JPY13,57 imillion
The ehove obligations under finance
leases include related interest expenses.

a. LEASE PAYMENTS AND
DEPRECIATION EXPENSE
Lease payments JPY 2,870million

Depreciation expense  JPY 2,870million

4, CALCULATION METHOD OF
DEPRECIATION EXPENSE

Acquisition costs (No residual valie is
considered) are depreciated using the
straight-line method over the life of the
Jease.

{Lessor) .

1. ACQUISITION COST, ACCUMULATED
DEPRECIATION AND NET LEASED
PROPERTY

Millions of ven

Total JPY12,934million
The sbove obligations under finance
leases include related interest expenses.

3. LEASE PAYMENTS AND
DEPRECIATION EXPENSE
Lease payments JBY 5,580million

Depreciation expense  JPY 5,580million

4, CALCULATION METHOD OF
DEPRECIATION EXPENSE

Acaquisition costs (No residual value is
considered) are depreciated using the
straight-line method over the life of the
lease.

(Lessor)
1. ACQUISITION COST, ACCUMULATED
DEPRECIATION AND NET LEASED

- PROPERTY

' Miliens of yen

Atquisiion | Aceomulated | Nef Acquisition | Accomuleted |  Net Acquisition | Accomulated |  Net
ot | depreciation | leased tost | depreciston | leased tost | depreciation | leased
e property
Machinery, Machinery, ‘| Machigery,
equipmeat equipment equipme:
ud g tnd
Vehicles 1,565 1,119 | 445 Vehicles 959 724 | 234 Vehicles 1,603 1,198 | 405
Tools 2,841 2,091 749 Tools 1,255 9391 316 Toals 1,765 1,194 1 570
Total 4,406 32111 1,194 Tota] 2,214 1,663 | 551 Total 3369 2393 975
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2. CLAIMS UNDER FINANCE LEASES 2. CLAIMS UNDER FINANCE LEASES 2. CLAIMS UNDER FINANCE LEASES
Due within one year  JPY 715million Due within one year  JPY 327million Due within ons year  JPY 533million
Due after one vear _ JPY 737milliion Due after one year  JPY 330milliion Due after one yaar  JPY 63 Lmillion

Total IPY 1,452million Total IPY 657millien | Total JPY 1,165million
The above claims under finance leases | The above claims under finance leases | The above claims under fance leases
include related interest revenue. include related interest revenue. include related interest revenue.

“ta " LEASE ~ REVENUE AND} 3, LEASE REVENUE - AND | 3. LEASE REVENUE AND
| DEPRECIATION EXPENSE - DEPRECIATION EXPENSE DEPRECIATION EXPENSE

Lease revenue IPY 571million | Leaserevenue IPY 229million | Lease revenue JPY 1,00 million

Depreciation expense  JPY 455million” | Depreqiation expense  JPY 194million | Deprecigtion expense.  JPY 803million

26




CONSOLIDATED

] JAPAN TOBACCO INC.

FAIR VALUE OF MARKETABLE SECURITIES AND INVESTMENT SECURITIES
(AS OF SEPTEMBER 30, 2002)
1. MARKETABLE SECURITIES AND MARKETBLE INVESTMENT SECURITIES

Millions of yen
Carrying amownt on
Dpe Aequisition cost the consolidated Difference
balance sheer
Bquity sectrities 44,900 50,949 6,048
Bonds 28,106 28,455 348
Bank debentures 16,497 16,703 206
Samurai bonds 10,000 8,620 (7% )
Others 1,608 1,831 222
Others 18,278 16,040 (2237 )
Total 01,285 95,445 4,15¢ |
2, CARRYING AMOUNT OF NON-MARKETABLE SECURITIES
Millions gf ven
Carrying amovnt on the
consolidated balance sheet
Unlisted securities (excludes OTC stocks) 4,114
Certificates of deposits 229,000
Orhers 35,847

(AS OF SEPTEMBER 30, 2003)
1. MARKETABLE SECURITIES AND MARKETBLE INVESTMENT SECURITIES

Millions of yen
Carrying amount on
Tipe . Acquisition cost the consolidated Difference
baiance sheet
Bquity securities 35,996 48,951 12,9355
Bonds 18,687 18,973 2B6
Bank debentures 16,498 16,612 113
Sarmurai bouds 20 20 0
Others 2,169 2,340 17}
Others 1,102 1,090 (12 )
Total 55,786 69,016 13,229
2. CARRYING AMOUNT OF NON-MARKETABLE SECURITIES
. Millions of yen
Carrying amouni on
the consolidated
balance sheet
Unlisted securities (excludes OTC stocks) 3,706 |
Certificates of deposits 300,000
Cthers 89,860
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(AS OF MARCH 31, 2003)
1. MARKETABLE SEGURITIES AND MARKETBLE INVESTMENT SECURITIES

Millions of yen
Carrying amount on
Dpe Acquisition cost the corsolidated Difference
balance sheet
Equity securities 36,140 41,668 5,528
"I Bonds ' 18,713 19,084 | 370
Bank debentures 16,498 16,666 168
Others 2,215 2417 202
Others 6,714 5,565 { 1,148 )
Total 61,568 66,318 4,750
7772, CARRYING AMOUNT OF NON-WMARKETABLE SECURITIES
Millions of yen
Carrying amownt on the
. consolidated bolance sheet
Unlisted seciities (exciudes OTC stocks) 4,112
Certificates of deposits ’ 255,000
Others 43,986

Notes:
Write down of investment securities for the semi-ennual periods ended September 30, 2002 and 2003 and for the year
emded March 31, 2003 totaled JPY 6,062 million, JPY 218 million and JPY 11,742 million, respectively.
In evaluating security vaines, 2 security of which value bas declined by more than 50% is considered to have experienced
“significant deterioration”. A security of which value has declived from 30% to 50% and the impact on JT°s financial
position is material, is considered to have experienced “significant deterioration®.
If a security has a strong chance of regeining its value, a security is not devaluated.
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'DERIVATIVES

{AS OF MARCH 31, 2003)

INTEREST RATE
Allinterest rate related derivatives qualify for hedge aczounting.
CURRENCY
Millions of yen
Type %E:ﬁ?aﬁ;? Market value Unrealized loss
Over-the-counter:
Foreign currency forward
confracts
Buying 15,873 15,900 26
Selling 20,422 20,737 ( 314 )
Over-the-counter;
Currency option contracts
Purchase option 8,351 { 9% ) ( 96 )
Total - - ( 385 )
T TNoTEs: -

2. Derivatives, which are accounted for as hedges, are not included in the above table.
{AS OF SEPTEMBER 30, 2003)
INTEREST RATE

All interest rate related derivatives qualify for hedge accounting.

CURRENCY
( Millions of yen
Contract/Notional Unrealized
Type Principal amount | LRt value gain (loss)
‘Over-the-counter:
Foreign  cumency  forward
contracts
Buying 6,613 6,942 329
Selling 26,178 26,723 ( 605 )
Over-the-counter:
Currency option contracts
- Purchase option 22,989 (189 ) { 18% )
Total - . ( 465 )

NOTES:
1. Fair value was estimated based on the forward exchange rate.
2. Derivatives, which are accounted for as hedges, are not inclyded in the above table.
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SEGMENT INFORMATION
1. OPERATIONS BY INDUSTRY SEGMENT

{For the six months ended September 30, 2002 Millions of ven
Tobacco Phearmaceuticals Foods Others Total Elimination | Consolidated

Sales
(1) Sales to customers 2,120,041 27,911 114,576 33,625 2,296,155 - 2,296,155
) Intersegment sales 3.303 - 510 18,500 22314 | ( 22314 ) -
Total 2,123,345 27,911 115,086 52,125 2,318,469 ) ( 22,314 ) 2,296,155
Operating expenses 1,996,956 35,008 121,378 51,677 2,205,020 | ( 23,256 ) 2,181,764
Operating income (Joss) 126,388 ) ( 7,096 )) ( 6291 ) 443 113,449 941 114,350
or the six months ended September 30, 2003) Millions of ven
Tobacco Pharmaceqticals Foeds Others Total Elimination | Consolidated

Sales
(1) Sales to customers 2,115,188 26,711 124,111 51,598 2,317,610 .- 2,317,610
2) Intersegment sales 3,239 - 189 16,867 20,296 | ( 20,296 ) -
Total 2,118,428 26,711 124,301 68,466 2,337,907 | ( 20296 ) 2,317,610
Operating expenses 1,989,725 | 32,780 125,772 61,233 2209511 | ( 20754 ) 2,188,757
Operating income (loss) 128,703 1 { 6,068 )| {( 1470 ) 7232 128,395 457 128,853
or the year ended March 31, 2003) Millions of yen
Tobacco Pharmaeeuticals Foods Others Total Elimination | Consolidated

Sales
(1) Sales to customers 4,134,466 53,926 232,403 71,466 4,492,263 - 4,492,263
(2) Intersegment sales 6,574 - 857 36,920 44352 | { 44,352 ) -
Total 4,141,041 53,926 233,261 108,386 45366161 ( 44352 ) 4,492,263
Operating sxpenses 3,927,699 67,782 246,429 107,454 4,349,364 | ( 46,064 ) 4,303,300
Operating income (Joss) 213,341 { ( 13,855 )| ( 13,168 ) 932 187,281 1,712 188,963

NOTE:

1. Operations by industry segment are categorized based on types of products and characteristics.
2, Main produets under each category are as foliows;

1) Tobacco
2) Pharmaceuticals

3) Foods
4) Others

Tobacco products
Prescription drugs
Beverages and processed foods
Rent of real estate, leasing, engineering and others

3 .The foliowing table shows depreciation and amortization and goodwill amortization smounts by industry

segment which are included in operating expenses for the six months ended September 30, 2002 and 2003 and for
the year ended March 31, 2003,

Depreciation ard amortization ( Property, plant and equipment / Intangible assets other than goodwill / Long-term

prepaid expenses)

Millions of ven

" Tobacco Phanmaceuticals Foods Others Total Elimination | Consolidated
For the six months ended »
September 30, 2002 53,514 2,018 2,921 9,223 67,678 ( 656 ) 67,021
For the six months ended
September 30, 2003 51,883 1,882 2,858 9,425 66,049 ( 404 ) 65,645
For the year ended March | 5, <0 n02]  ess|- 1870a| 137478 | ( oss )| 136,534
31,2003
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Goodwill amortization
Millions of yen

Tobacco Pharmacenticals Foods Others Consolidated
For the six months ended
September 30, 2002 ( 390 ) 2,321 4,609 . 6,540
For the six months ended
September 30, 2003 - 2,321 952 ( 4 ) 3,225
For the year ended March
31,2003 (426 ) 4,643 7,546 36 11,799
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(For the six months ended September 30, 2002) Miltions of yen
Japan ‘Western Europe Others Total Elimination | Consolidated
Sales
(1) Sales to customers 1,943,649 161,848 190,657 2,296,155 - 2,296,155
2) Intersement sales 19,796 62,509 11,765 94,071 [ ( 94071 ) -
Totet 1,963,445 224,358 202,423 2,390,226 | ( 94,071 ) 2,296,155
Operating expenses 1,873,703 230,848 172,066 2,276,621 1 ( 94,856 ) 2,181,764
Operating income (loss) 89,739 ( 6490 ) 30,356 113,605 785 114,390
(For the six moaths ended September 30, 2003) Millions of yen
Tapan Westem Europe | Others Total Rlimination | Consolidated
Sales N
(1) Sales to customers 1,950,000 160,398 207,212 2,317,610 - 2,317,610
2) Intersegment salcs 26,653 63,696 10,022 100,372 | ( 100,372 ) -
Total 1,976,653 224,094 217,234 2,417,982 | ( 100,372 ) 2,317,610
Operating expenses 1,867,165 230,616 191,401 2,289,182 | ( 100,425 ) 2,188,757
Operating income (loss) 109,488 ( 6522 ) 25,833 128,799 53 128,853
(For the year ended March 31,2003) Millions of yen
Japen Western Europe Others Total EIiminaﬁoanLConsoIidz.ted
Seles : ,
(1) Salestocustomers | 3,794,323 | 316,992 380,948 4,492,263 - 4,492,263
g2) Interse@_ ent sales 39,716 121,364 21,125 182,206 182,206 ) -
Total “ ‘ 3,834,039 438,356 402,073 | 4,674470 7 ( 182,206 )~ 4,492,263
Operating expenses 3,679,051 460,290 347,294 4,486,636 | ( 183,336 ) 4,503,300
Operating income (loss) 154,988 ) ( 21,933 ) 54,779 187,833 1,130 188,963
NOTE:

1. Operations by geographic area are categotized based on geographical approximation.

2. Main countries and areas included in each category other than Japan
Switzerland, France, and Germany
Canada, Russis, Malaysia, and others

1) Western Europe
2) Others

3. OVERSEAS SALES
(For the six months ended September 30, 2002)

Millions of yen
Total
1 Overseas sales 357,798 |
2 Consolidated sales 2,296,155
3 Percentase of averseas sales 1o consolidated seies (%) 15.6

(For the six months ended September 30, 2003)

Millions of yen

Total
1 Overseas sales 372,735
2 Cousolidated sales 2,317,610
3 Percentage of overseas sales to consolidated sales (%) 16.1

(For the year ended March 31, 2003)

Millions of yen

Total
1 Overseas sales 708,085
2 Consolidated sales 4.492,263
| 3 Percentage of overseas sales to consolidated sales (%%) 13.8
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NOTE: Overseas sales are sales of the Company and consolidated subsidisries i countries apd areas other than
Japan,

SUBSEQUENT EVENTS

* 1. Upon the autherization from the Ministry of Health, Labor and Welfare on September 29, 2003, the Company introduced

a defined contribution pension plan, effective October 1, 2003. I conmection with this, the Company terminated a
" portion of its retirement benefits plans at that date, which will result in & decresse in the Compauy s projected benefit

,,,,,,,,, obhganons by JPY 52,321 million at October 1, 2003._

2 Based on the rasolunon of the meetmg of the Board of Du'ectors held on Oc:ober 8, 2003 the Company repurchased its
stock in accordance with Article 210 of the Japanese Comunercial Code as follows:
(1) Number of shares repurchased: 45,800 shares
(2) Purchase cost: JPY 755,000 per share (JPY 34,579 million in the aggregate)
(3) Date of repurchase: October 9, 2003,
(4) Method of repurchase: ToSTNeT-2 of Tokyo Stock Exchange (at a closing price of the previcus date)
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1. RESULYS FOR THE FISCAL YEAR

April 1, 2003 to March 31, 2004
Amownts are wounded down to the recoest ¥ 1 million

4} (Millions of yan unless otherwise indicated)

FINANCIAL Year ended

RESULTS March 31,

2003 2004
Net Sales ¥ 4,492263 ¥4625,151
Operating Income 188,963 234,034
Recutring Profit 173.23] 213,599
Net Income (Loss) 75,301 (7.602)
Net Income (Loss) per Share (Yen) 37,527.69 (3,909,73)
Diluzed Net Income (Loss) per Share (Yen) ' - -
Retum on Equity (%) (Net Incame(Loss) / Shareholders’ Equity) 47 0.5)
Return on Asset (%) (Recurring Profit / Total Assets) 5.8 7.1
Return on Sales (%) (Recurring Profit / Net Sales) 39 46
NOTES:

1, EQUITY IN EARNINGS (LOSS) OF ASSOCJIATED COMPANIES
¥ (48) million for the year ended March 31, 2004
¥ 93 million for the year ended March 31, 2003

2. AVERAGE NUMBER OF OUTSTANDING SHARES FOR THE FISCAL YEARS
1,977,100 shares for the year ended March 31, 2004
2,000,000 shares for the year ended March 31, 2003

3. CHANGES IN ACCOUNTING POLICY

Accounting policy for obligations vnder Public Officis]l Mutual Assistance Association Law

2) . (Millions of yen unless otherwise indicared)
FINANCIAL For the year ended
CONDITIONS March 3],
2003 2004
Total Assets ¥2,057,665 ¥3,029,083
Shareholders* Equity 1,622,654 1,507,937
Ratio of Shareholders’ Equity (%) 54.9 49.8
Shareholders® Equity per Share (Yen) 811,204.03 771,574.00

NOTE: OUTSTANDING SHARES AT THE END OF FISCAL YEARS
1,954,200 shares as of March 31,2004
2,000,000 shares as of March 31, 2003
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(Millions of yen)

3)
CASH FLOW For the year ended
RESULTS : Marech 31,
2003 2004
Cash Flows from Operating Activities ’ g 258,056 ¥ 334,501
Cash Flows from Investing Activities (74,876) (228,619)
Cash Flows from Financing Activities (111,967) (109,334)
Cash and Cash Equivalents, End of Year ' 602,644 601,661
4)
MATTERS RELATING TO THE SCOPE OF CONSOLIDATION AND APPLICATION OF THE EQUITY
METHOD .
Number of Consolidated Subsidiaries: 188
Number of Non-consolidated Subsidiaries aceounted for by the equity method: 0
N - Number of Associated Companies. aceounted for by the equity method: 9
(3)

CHANGES IN THE SCOPE OF CONSOLIDATION AND APPLICAT ION OF THE EQUITY METHOD

(i) Newly Consolidated Companies: 43

(if) Exclusion from Consolidation: 11

(iif) New Associated Companies Accounted for under the Equity Method: 6
(iv) Companies Excluded from the Application of the Equity Method: 1

2. FORECASTS OF THE BUSINESS RESULTS FOR THE NEXT FISCAL YEAR
* Please refer to the Forward Looking Statemenis on page 13.

From April 1, 2004 to March 31,2005

(Millions of yen)
Year ending
March 31,
N o 2005
Net Sales 4,570,000
Recurring Profit 225,000
Net Income 78,000
Additional Information:

Torecasted Annual Net Income per Shere (Yen): ¥ 39,914.03
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1, SUMMARY OF JAPAN TOBACCO INC, AND ITS GROUP COMPANIES

The main business activities operated by Japan Tobacco Inc. (the "Company” or "JT"), its 188 consolidated subsidiaries and
nine associsted companies accounted for by the equity method (collectively, the "Group™), and the relationship of each
company to the Group's business activities are stated below.

The four categories identified below are the same categories used to present information by industry segment as shown in
the "Notes to Consolidsted Financial Statements.”

Tobaceo

The tobaeco business consists of the manufacture and sale of tobacco products.

In the domestic tobacco business, the Company manufsetures and sells tobaceo products, and subsidiaries including Tokyo
Tobacco Service Co,, Ltd.(*1), distribute tobacco products, collect payments and conduct distribution-related operations
such as sales and distribution of foreign tobaceo products. Japan Filter Technology, Ltd., manufactures materials, and Tokai
Plant Service Co., Ltd.(*2) and other subsidiaries carry out the maintenance of factories.

In the oversess tobacce business, JT International S.A., as the core company, controls the manufacturing and sale of tobacco
producrs,

The main subsidisries and associated tompanies
Tokyo Tobacco Service Co., Ltd. (*1), Kansai Tobaceo Service Co., Ltd, (*1), Chubu Tobacco Service Co., Ltd. (*1),

Kyushu Tobacco Service Co., Ltd. (*1), Hokkaido Tobaceo Service Co., Ltd. (*1), Uni Tobacco Service Co. Ltd. (*1), JT
Logistics Co. Ltd., Japan Tobacco Jmex Co., Ltd., Japan Filter Technology Ltd., Fuji Flavar Co., Ltd,, JT Engineering Inc.,
Tokai Plant Service Co. Ltd. (*2), Yachiyo Sangyo, Inc. (*2), Kyushu Technical Service Co. Ltd_, (*2) Plant Service Co,,
Ltd. (*2), Kanto Plant Service Co., Ltd. {*2), Tohoku Plant Service Corporation (*2), JTSP Inc, (*3), JT Vnet Co, Ltd,,
Japan Metallizing Co., Ltd, JT Proserve Inc., JT International S_A., ITI-Macdonald Corp., ZAQ JT International Marketing
and Seles, 00O Petro, JT Internationsl Germany GmbH, JT International Tutin Urunleri Sanayi A.S., Japan Tobacco (Hong
Kong) Ltd.

(*1)Tokyo Tobacco Service Co., Ltd., Kansai Tobacco Service Co., Ltd,, Chubu Tobacca Service Co., Ltd., Kyushu Tobacco
Service Co., Ltd,, Hokkaido Tobacco Service Co., Ltd., and Uni Tobaceo Service Co., Ltd. merged on April 1, 2004, and
adopted the corporate name TS Network Co., Ltd.

(*2)Tokai Plant Service Co., Ltd. changed its corporate name efféctive April 1, 2004 to Central Japan Plant Service Co., Ltd.

--Kyushu-Technical Service.Co., Ltd. and Plant Service Co., Ltd. merged on April 1, 2004 and changed its corporate name-to
- Kyushu Plant Service Co., Ltd. Yachiyo Sangyo Inc. changed its corporate name to Western Japan Plant Service Co., Ltd.

Tohoku Plant Service Corporation and Xanto Plant Service Co., Ltd. merged on April 1, 2004, and changed its corporate

- name to Eastern Japan Plant Service Co., Ltd.

(*3)JTSP Inc. changed the corporate name effective April 1, 2004 to IT Design Center CO., Litd.

Pharmacenticals ‘

The Group's activities in the area of pharmaceuticals involve the research and development, manufacture and sale of
prescription drugs.

JT concentrates on R&D and manufacturing, while Torii Pharmaceutical Co., Ltd., a subsidiary, manufactures and promotes
sales of drugs.

The main subsidiaries and associated compsnies
Torii Pharmaceutical Co., Ltd. (listed on the First Section of the Tokyo Stack Exchange), JT Pharma Alliance Co., Ltd.,

Akros Pharma Inc.

Foods

The Group's operations in the foods business include the manufacture and sale of processed foods and beverages. In the
processed foods business, JT Foods Co., Ltd. and certain other subsidiaries bandle frozen foods, seasonings and other foods
products. In the beverages business, JT's beverage products are sold through JT Foods Co., Ltd. japan Beverage Inc. and
certain other subsidieries sell JT's and other companies’ beverages through vending machines.

The main snbsidiaries and associated companies
Japan Beverage Inc., Japan Beverage Shinetsu Inc., Japan Beverage Shikoku Ins., JT A- Star Co., Ltd., JT Foods Co., Ltd.,

Nihon Shokuzai Kake Co., Ltd,, Sumburg Co., Ltd., lipingsyang Foods Corporation, Asahi Shokuzai Co., Ltd,, IT Dining
Service Co., Ltd,, Saint-Germain Co., Ltd,, Hens Continental Smaligoods Pty, Ltd,, Thai Foods Internationa! Co., Ltd,,
Weihai J.K. Faods Co., Ltd., Swickers Kingaroy Bacon Factory Pty. Ltd., Shanghai JS Foods Co., Ltd.
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Other Businesses
The Group's real estate busioess focuses on rental operations of real estate properties. In addition, there are subsidieries that
manufacture and sell a variety of products snd provide services to the Group.

The rain subsidiaries apd associated companies

JT Real Estate Inc., JT Tokushima Prince Hotel Inc. (*4), JT Pros Print Co., Ltd (*5), Tokkyoshiki Co., L (*5), JT
Okamura Corporation, JT Toshs Joc., JTS Wiriog Systewms Corporation, JT Nifco Corporation, Nitto Kogyo Co., Ltd., JT
Financial Service Co., Ltd, JT Creative Service Co., Ltd, Kyushu JT Nifco Corporation, Toranomon Energy Service
Co.,.Ltd., JT Capital Mansgement Inc., Frontier REIT Management Inc., IT Development Consulting Inc., JT America Inc.,
ITUK)Ld, IT Capital (UX.) PLC

(*4)IT Tokushima Prince Hotel Inc. was dissotved on March 31, 2004,
(*S)IT sold all of its shares of JT Pros Print Co., 1td. and Tokkyoshiki Co., Ltd. to Toppan Printing Co., 1td. on April 1,
2004.
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The relationships among business operations

q a.n Tobacoo .

are as follows:
-Japan Filter Technology, Ltd. "
Fuji Flavor Co., Ltd. o

Japan Mctallizing Co., Ltd.

| IT Enginesring Lz,

I..S

Tobaceo =]

-39 Japan Tobacco Imex Co,, Led |
—————=%-3{ JT Logistics Co,, Ltd. ]
‘_—‘—‘L){‘J"T-Vnet Co., Ltd. | I

Hens Continéntal Smallgoods Pty..Lid.
Swickexs Kingaroy Bacon Factory Pry. Ltd

- . 's *
Tokni Plant Service Co., Lid, (*b) . T:.m Tobacoo Servioe Co. Lid
Yachiyo Seagyo Inc. (*b) 2 T Rana Tbocey Senviee i L,
Kyushu Ted.:mzcal Service Co,, Ltd (*b) r g Uzl Tobaces Sevice || Chubu Tobeeeo Service Co ’ Lid,
Plant Service Co., Ltd. (*b) . Kyustm Tobacco Service Cn:LmL
Kanto Plant Service Co ., Ltd, (‘b) 19 Hokkaido Toboseo Serwes Co,, Lid.
l Tohoku Plant Servieg Corporation(b} | > :
*4 a1y JT hmcna} S.A.
[ ITSP e *c) > JTI-Macdonald Corp.
ZAQ JT Internationel Marketing and Sles
000 Petro
JT International Germany GmbH
1T Intcrostional Titin Urunleri Sanayi 4.8,
(—"2—»{ Topen Tobacco (Hong Kong) Lid. |
. I B — )3 3 JT Proserve Inc.
——— ———— — — Pha.rmaceuﬁcals ==———_______~—%
*)4
t———>{" Yorii Pharmacewcal Co,, Ltd. —]“
’s
——>{ Akros Pharma Inc. ]I
’ rJT Pharma Alliance Co., Ltd- l] :
Foods — 3 = =
- apan Beverage loc.
Nihon Shokuzai Kake Co., Ltd. "«17 | Japan Beverage Shinetsu Ine,
S.\IR_\‘UUTE CO» Lid. X €16 » Japﬂ.ﬂ Bevemgc Shikoku Ine.
lipinpshang Foods Corporation . JT A-Star Co., Ltd.
Asehi Shokuzai Co., Ltd. '
Thai Foods Intemational Co., Lid.
Weihsi LK Foods Co.,Ltd.

—ﬂ-ﬁ IT Poods Co., Ltd |

Shanghai 7§ Foods Co.,Ltd ‘ IT Dining Servies Inc.
Saint-Germain Co,, Ltd.
Other Busincss
L3 % -
[ 7T Real Esate > 290 I Tokushima Prine Horel e, °) |
JT Okamura Corporatio
IT Pros Print Co., Ltd. *¢) 20 M iodite, T
Tokkyoshiki Co.. Ltd. ( *e} JTS Wiring Systems Corporarion
1T Nifeo Corporetion
JT Cregtive Service Co,, Ltd, [——) Nitto Kogyo Co., Ltd
r A= ” Kyushu JT Nifco Corporarion
| Torenomon Energy Service Co.L1d | T
1 0.y .
IT Capital Management Inc.
JT Americs Inc. JT Capinal (U.K.) PLC
JT (UK) Lrd. Frontier REIT Management Inc.
cte. L_JIT Dev t Consuitin
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NOTES: | Consolidated Subsidiaries |

*1
*2
*3
¥4
*3
*6

3

*b

¥

*d

Purchase of materials

Purchase of machines

Maintenance of factories and relared work

Purchase of tools for tobaceo sales promotion

Import of leaf tobacco

Land transport of general cargo

Support for the operation of tabaceo vending machines
Distribution of tobseco products

Troport and sale of tobaceo products

Sale of tobacco products through repistered importers
Sale of tobacco products .
Sale of tabacco products

Purchase of raw materials

Saie of products

Research and development

Purchase of products

Sale of products

Sale of producs

Development, planning, design and execution of construction work
Purchase of printed products

Purchase of thermal energy of JT building
Management of real estate

Tokyo Tobacco Service Co., Ltd.,, Kansai Tobacco Service Co., Lid., Chubu Tobaceo Service Co., Ltd,
Kyushu Tobacco Service Ca., Ltd., Hokkaido Tobacco Service Co., Ltd., and Uni Tobaceo Service Co., Ltd
merged on April 1, 2004, and adopted the corperate name TS Network Co., Ltd.

Tokai Plant Service Co., Ltd. changed its corporate pame effective April 1, 2004 to Cenwal Japan Plant
Service Co., 14d, Kyushu Technical Service Co., Ltd. and Plant Servics Co., Ltd. merged on Apnil 1, 2004
and changed its corporate name 10 Kyushu Plant Service Co., Ltd. Yachiyo Sangyo Inc. changed its corporate
name to Western Japan Plant Service Co., Ltd. Tohoku Plant Serviee Corporation and Kanto Plant Service
Co., Ltd. merged on April 1, 2004, and changed its corporate name © Eastern Japax Plant Service Co,, Lid.
TTSP Ine. changed the corporate name effective April 1, 2004 10 JT Design Center CO,, Ltd.

JT Tokushime Prince Hotel Inc. was dissolved on Mareh 31, 2004.

YT sold all of its shares of JT Pros Print Co., Ltd. and Tokkyoshiki Co., Ltd. to Toppan Printing Co., Lid. on

“ Apfil 1, 2004. _
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2. MANAGEMENT POLICY

(1) Corporste strategy
JT has formulated & new corporate stategy called the “JT Branding Declaration.” As part of the JT branding sategy, in
each business segment and all corporate activities, we seek to satisfy our shareholders and other stakeholders by providing
unique value added products and services that bring delight to and exceed the expectations of our customers, We hope that
_.this stratepy will enable JT to become a truly excellent COmpaDY.

. While implementing the JT Branding Declaration, JT will continue to strive to maximize cash flow, enhance corporate
values and maintain the trust of ity sharsholders and other stakeholders.

{2) Medium- to long-term strategies

In Augnst Jast vear, the Company formulated & medmm-term management plan calied “JT PLAN-V,” from. Aprii 2003 to

. March 2006, to further strengthen the Company by focusing on profit growth.

Totsl demapd in the Japanese market continned to trend downward due to domestic social factors, including continued aging
of the population, consumers' growing concern sbout the impact of smoking on bealth and reinforcement of smoking
regulations. Amid such conditions, the tobacco excise tax hike took pisce last July, making the business climate for the
domestic tobacco market more severe, In addition, JT and Philip Motris International have agreed last year not to renew the
licensing agreement for manufacturing and selling of Marlboro brand cigarettes in the Japanese market and for exclusive
usage of the Marlboro trademarks, upon expiration of the contract at the end of April 2005.

Considering such changes in the business environment, the following measures will be implemented as part of a new
medivwm-term management plan called “JT PLAN-V.” The domestic tobacco business will strive to conduct market-oriented
operations with creativity, while maintaining its current cash flow level notwithstanding changes in its business environment.
Meanwhile, the internarional fobacco business will aim to become the key 1o income growth for the whole JT Group; the
pharmaceuticals business will aim to be a future cash flow generator for the JT Group, contributing to the enhancement of
JT's corporate value; and the foods business will also gim 1o be the next cash fiow generator for the JT Group by solidifying
its business base and increasing its business value. The pian will also invelve company-wide measures, including corporate
Testructuring, a volumtary retirement program, reform of human resource management systems and retirsment benefirs
system, realignment of the asset portfolig, and enbancement of group-based optimum management.

In arder to respond swiftly to our changing business environment, and to give management greater Sexibility in decision
making, we will continue to take measures that enable us to repurchase our own stock. The timing, scale and method of
repurchases will be decided in a timely and appropriate manner in light of company needs and market conditions.

Also, under the recognition that coexistence with the natira) environment is the basis for corporate existence, JT group aims
to achieve harmony between our corporate activities and the environment in all countries and regions where it operates.
Through implementation of the above measures, JT intends to establish a sustainable structure for growth and profit, thereby
promoting its shift to becoming a “global growth company that develops diversified, value creating businesses.”

Strategies by business segment are as follows:

Tobacco
_ Alongside the constant overall decline in demand for cigarette products 1n Japan, the excise taxes on tobacco raised in July

.. last year, firther worsening the domestic tobaceo business climate. Also, JT and Philip Morris International have agreed last
year, not to renew the licensing agreement for the manufacturiog and selling of Marlboro brand cigarettes in the Japanese

-- market, upon expiration of the contract &t the end of Apfil 2005: In orderto counter potential decline in profit from such

events, JT will increase the value of its domestic tobaceo busingss through various meesures, including the jmplementation
of top lme growth strategies and cost structure reforms.

As part of its top line growth strategy, JT has implemented strategic pricing and introduced new prodncts aggressively in the
growing segments of 1-milligram tar apd menthol, to take advantage of the recent revision of tobaceo prices, and is targeting
market penetration by continuing to aggressively launch new products. Furthermore, following the successful launch of
the “Lucia Citrus Fresh Menthot” end “Mild Seven Prime Super Light Box,” JT aims to strengthen its competitive
advantags in the premium segment by aggressively developing “D-spec” (reduced tobacceo odor) products (*) meeting
customer demands.

(*) Products using JT"s technologies for reducing odors from the tips of tobaceo products are termed “D-spec” products.

A flexible cost structure will be established as part of JT’s cost structure reform to obtain increased profits, Fixed and
variable costs will be reduced in order 1o counter a potential business decline via the following measures: the closure of
cigarette factories, consolidation of sales offices, realignment of tobacco leaf procurement offices, enhancement of the
imported leaf procurement system, integration of group companies, efficiency of indirect businesses, and streamlining of the
administrative and planning offices at the tobacco division’s headquarters.

In order to reslize & society in which those who smoke and those who do not can more easily coexist, JT will prepare
comfortable smoking ateas and promote activities to encourage improved smoking manpers.

8
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Following the previous fundamentsl strategy, JT expects the international tobacco business to increase profitability with
further growth in sales volume of the GFB(*)s. The business will become the key to income growth for the whole JT Group
as the driving force for profit, by continuing to focus on core markets with Jarger profitability or growth potential, and at the
same time by building cost-effective operation systems. While the business aims for organic growth, it will also actively
examine business and acquisition opportunities that further strengthen company value.

(*): GFB is the abbreviation for Global Flagship Brands, namely, Camel, Winston, Mild Seven and Salem.

We will alse continue to take appropriate measures regarding strangthening of regulations in Japan on tobacco package

-warning Iabels and revised guidelines concerning tobacco advertising, as well as the WHO meework Convention on

Tobageo Control and the tobacco-related regulations of the EU and other countries,

P aceutical

. We aim to develop our pharmaceuticals business as a future cash flow generator for the JT Group that contributes to the

enhanceinent of IT's corporate value. Specifically, the pharmaceuticals business will strive to distinguish itself as a unique
business with world-class R&D as well as enhance its presence through innovative drugs,

To achieve these goals, we will reinforce the in-house R&D capability, enhance the R&D pipeline, accelzrate the R&D
speed and will attempt to expand the Group company partnerships with subsidiaries, such as Torii Pharmaceutical Co., Ltd.

Foods

The foods business will aim te be the mext cash flow generator for the JT Group by solidifying its busipess base and
Increasing its business value.

Maintaining the current strategy, JT aims to further expand both profits and sales volwme of its processed foods business.
Business will be concentrated in the four areas of frozen foods, seasonings, bakery ftems and chilled foods (*) in averseas
markets. In the event of scarce resources, JT will seek collaboration or acquisition opportunities,

In the beverages business, JT decided to modify its sirategic emphasis from securing a certain level of revenues and sales
expansion to cbtaining profitability. The business aims to make steady profits on an operating income basis by thoroughly
streamlining operations. Also, the business will continue to fneur expenses in R&D, advertising, optimized expansion of the
vending machine distribution network and product brand enhancement.

(*): The chilled foods business is condueted through JT’s subsidiary, Hans Continentel Smallgoods Pty. Ltd., headquartered

'in Australis.

Other businesses
‘We are continuing to mngthen operations in other businesses, primarily by making fundamental changes in businesses not
expected to be self-sustaining,

(2) Basic view and current sitnation of corporate governance

(Basjc view)
We are proactively enbancing our corporate governance. We recognize that timely, accurats decision-making and execution
are critical to increase our corporate value and respond appropriately to our changing business and social environments.

(Measures concerning corporate governance)
1, Framework for improving corporate governance
In order to strengthen our corporate governance, we optimized the size of our board of directors, and fotroduced an
executive officer system, and established an advisory committee in June 2001.
Also, we aim to improve end suhance our compliance system for corporate governanca 1o work in a smooth and appropriate
manner. In October 2000, we established an internal organization centered on 2 compliance commirte¢ whose mcmbersth
includes outside experts and which reports directly to the board of directors.

2. Corporate governance structure

*Board of corporate anditors

JT has a board of corporate auditors. The board is an independent entity with fiduciary responsibilities to shareholders. By
auditing the Board of Directors’ implementation of its responsibilities, the baard of corporate auditors works to ensure sound
company operations and the improvement of company credibility within the society. The hoard of corporate auditors is
comprised of four members, of which three were selected from outside JT.

*Board of directors

The Board of directors meets once a month as a rule, and at other times as needed, to decide on issues as defmed in the
Commereial Code and other important items. It also receives reports on and supervises execution of business. The Board is
currently comprised of eight directors, and the corporate suditors also attend meetings.
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*Management committee
The management committee is comprisad of the chairman, the president, and vice presidents. As a rule, it meets once a week
to discuss important management issues - primarily mansgement strategy across all operations and items concerning the
company’s core plans.
*Compliance committee
The compliance committee is comprised of seven wembers, of which two were selected from outside JT. It mests
approximately once a month to discuss compliance-related issues and issues concerning guidelines for our activides. It also
sets compliance goals each year, based vpon which action is subsequently taken. Compliance-related responsibilities lie
primarily with the compliance executive officer and the complisnce dspartment.
*Audit department
The audit department reviews and evaluates internal management controls in light of importance and risks, from a
~-—-—perspective-independent of the operational organization. It provides Teports and pmposab 1o the president.
*Advisory commitiee
The advisory committee, which includes five outside members, meets four times a yesr and provides proposals represennng

a broad range of perspectives concerning the company’s medjum- to long-term direction.

(4) Policy for dividends and use of rétained earnings

Growih in our corporate value over the medium to long term will determine the Company’s atractiveness to shareholders.
The core of our dividend policy is to provide 2 competitive return of cash to shareholders. Taking this into account, we
intend to increase dividends gradually, d¢pending on the company’s attainment of JT PLAN-V medium-term management
plan and mid- to long-term outlook. We will use our retained eamings to invest in businesses now and in the fiture, acquire
external resources, reduce interest-bearing debt, and buy back shares to broaden our business options.

(5) Reducing the minimum investment amount for the Company’s shares

JT recagnizes the importance of mainteining an active interest in the Company among all investors, including individuals,
and as such, tbe Company promotes investor relations to enhance commmicetion with investors. We will continue to
evaluate changing the minimum investment amount for the Company’s shares based on stock market trends and the
composition of our shareholders.

3. RESULTS OF OPERATIONS AND FINANCIAL CONDITION

(1) Results of Operations

In this fiscal year ended March 31, thanks to capital investment and exports, the Japaness economy steadily recovered
despite continued weakness in employment conditions. Globelly, meanwhile, the U.S. economy showed a recovery, while
expausion continued in China, Thailand, and other parts of Asia, and & madest rebound occurred in Europe.

Under these circumstances, the JT Group bas been continuously implementing measures in accordance with JT PLAN-V.

As aresuli, pet sales increased to JPY 4,625.1 billion, up 3.0% from the previous fiscal year, This increass was mainly dus
10 the increased list-price, following the tobacco excise tax hike in the domestic tobacco business and the increased sales
volume of GFBs in international tobacco business. Operating income rose to JPY 234.0 billion, up 23.9% from the previous
fiseal year, owning to improved profitability from reduced costs in domestic tobacco and other business operations.
Measwhile, recurring prafit grew to JPY 213.5 billion, up 23.3% from the previous fiscal year. The Group incurred JPY 7.6
billion in net losses, a3 compared to the previous fiscal year's net income of JPY 75.3 biltion due to extraordinary losses
aecorapanying the chanpe in accounting policy for JT's obligations for annuity payments of the government-sponsored
defined benefit pension plans, which relate to pension benefits entitled to beneficiaries for services rendered up to July 1,
1956.

The year-end dividend is JPY 5,000 per share, which brings the ennual dividend to JPY 10,000 per share, including the
interim dividend of JPY 5,000 per share.

The company-wide measures in the “JT PLAN-V™ also involve specific efforts. JT established Frontier REIT Management,
an psset management company for J-REIT in August 2003, as part of a realignment of the asset portfolio. Frontier REIT
Management received an approval as an asset management company based on the Law on Investment Trusts and Investment
Companies this April, and is preparing to promptly list the shares of the J-REIT on the Tokyo Stock Exchange,

Also, from last October opwards, as part of it human resource management system review, the retirement benefit system
was overhawled. Accordingly, a new points-based system of retirerent benefit was introduced comprising of severance
Indemnities, defined contribution pension pian and cash-balance pension plan.

To make the Company more flexible and speedy in the face of the changing business environment and its business
development, JT has declared that it would streamline the corporate function aiming at further efficiency, while clarifying
corporate divisions® mission end goal in this July.

Alsg, at last year’s agnual shareholders’ meeting held on June 25, 2003, a stock repurchase plan was approved as below.

(1) Stock to be repurchased: JT common stack
(2) Nunber of shares: Up to 100,000 shares

~ (3) Torzt repurchase cost: Up to JPY 75.0 billion

+ 10
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~ Based on the above, JT repurchased a total of 45,800 shares of common stock at a total repurchase amount of JPY 34,579

million last October,
In eddition, JT decided last December to establish & system of shareholder special benefit plan in wluch JT7s registered
shareholders possesaing &t least one share will receive JT group products twice a year.

Results by business segment are as follows:

Tabseeo

Under the top line growth strategy for ouwr domestic tobacco business, JT aggressively launched new products it growing
segments - espesially the 1-milligram tar, menthol, and premivm products. JT also expanded the sales scope for those new
products with initially limited sales areas that have strong customer support, 8s well as implemented aggressive and efficient
marketing activities tailored to the unique features of the Japaness market. In particular, JT introduced 14 products with
sales limited to certain areas, mcluding “Hope Mentho!” (lavmched in Aichi prefecture in May 2003), “Cabin Mild Menthol
Box” (limited sales began in Miyagi prefecture in August 2003), “Mild Seven One Mentho! Box” (launched in Okinaws
prefecture and areas esst of the Kinki region in Janpary 2004), and “Mild Seven Prime Menthoi Lights Box” (limited sales
began in Tokyo prefecturs in this March). In addition, the sales area were expanded for four products, including “Lucia
Citrus Fresh Menthol” (a reduced tobacco odor D-spec product expanded nationwide in November 2003), and “Mild Seven
Prime Super Lights Box” (launched netionwide in this March). JT also plans to expand sales of “Hope Menthel™ and “Cabin
Mild Menthol Box” nationwide in May 2004. In eddition, the company cornpletely revamped the designs of the seven core
“Mild Seven” products between mid-March and late April 2004 in order to strengthen the Mild Seven brand family’s
position in the Japanese market.

As part of our cost structure reform, JT has also implemented various measures. Specifically, we decided to close 14 of the
25 domestic cigarette factories between the end of March 2003 and the end of March 2005, and convert the function of one
factory in April 2005 — thersby Jeaving & total of ten factories. Of these, JT already closed three plants by the end of March
2003 and another four by the end of March 2004. Additanally, JT decided in July 2003 on a gradual consclidation of its
domestic tobacco leaf procurement offices and stations from the period of July 2004 through April 2006, and decided in
September 2003 to consolidate six sales offices as of the end of Jupe 2005. The partial organizational changes, which are
aimed at optimizing the JT group's foreign leaf tobacco procurement, end merger of six tobacco distribution subsidiaries in
April 2004 are other examples of measures to strengthen cost competifiveness.

The domestic cigarette sales volume during the fiscal year ended March 31, 2004 fell by 10.7 billion to 218.3 billion
cigarettes (*), down 4.7% from the previous fiscal year. This was due to the impact of the list-price revision accompanying
the tobacco excise tax hike took effect last July, along with the current slump in cigarette demand. Our market shares in
Japan declined by 0.4 point to 72.9%. Net sales, excluding excise taxes, per thousand cigarettes increased by JPY 53 wo JPY
3,508 as a result of the strategic pricing.

In inteynational markets, JT International S.A., the core of our international operations, aggressively pursued sustained
growth through effective marketing activities. As part of the initiatives 1o enhance GFB brand value and following global
renewal of “Camel” in 2002, IT launched a similar renewal of "Salem” last year, which commenced in Asia from July in the
same vear and set for expansion in other areas accordingly.

The international cigarette sales volume fell by 4.5 bitlion to 198.8 billion cigarettes(*), down 2.2% from the previous fiscal
year. The sales volume of our premium GFBs increased by 7.8 billion to 117.5 biltion cigarettes, up 7.1% from the previous
fiscal year. This was due to the increased sales volume of “Winston” in Russia and “Mild Seven” in Taiwan.

Consequently, net sales totaled JPY 4,236.9 billion, up 2.5% from the previous fiscal year. This wes due to domestic factors
such as the list-price revision and aggressive launch of new tobacco products, as well as the increased sales volume of GFBs
in the’ intemational tobacco business. Qperating income grew to JPY 238.4 billion, up 11.7% from the previous fiscal year,
owing to reduced costs and increased unit price in domestic tobaceo operations and income growth in the international
tobacco busipess.

For international markets, results from January to December 2003 were incorporated into the above annual net tobacco
business results.

Clgarette producnon volume amounted to 396.2 billion cigarettes, down 2.8% from the previous fises] year.

(*) JT*s Chine Dzvmon oversees the Chinese, Hong Kong and Macao markets. Sales for this fisca) year from- domestic
duty-free shops and the China Division, amotmted to 6.4 billion cigaremes but figures are not included in the figures.

Pharmacenticals

In our phermaceuticals business, we comtinued to improve the in-house R&D capabilities and conducted R&D with research
institutions both in Japen and overseas, At present, we have five drgs in the clinical development pipeline, We terminated
in September last yeer development of an anti-nflammatory drug in the second phase of clinical testing in Japan, of which
JT entered into an agreement with Fujisawa Pharmaceutical for the co-developwent from phase three onwards and
co-marketing in Japan. With the termination of its clinical development, we agreed to terminare the agreement. Meanwhile,
in July last year, JT reached a licensing agreement to acquire exclusive marketing rights in the Japan market for three
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anti-HIV drugs with the U.S.-based Gilead Sciences, and “Viread,” one of the three, was launched in April 2004 by Torii
Pharmaceutical Co., Ltd. following our gain of import approval in March 2004,

Royalty revenue from our “Viracept” anti-HIV drug declined due to increased competition. We developed the drug with ©
Agouron Pharmaczuticals, Inc. of the United States and it is sold in the U.5,, Europe, Japan and elsewhere, Torii
‘Pharmaceutical’s sales decreascd due to decreased sales of Futhan, an m)ecmble protease jthibitor, due to the introduction of
generic drugs.

Net sales totaled JPY 51.2 billion, down 5.0% from the previous fiscal year, due to reduced royalty revenue from our
“Viracept” and a decline in sales at Torii Pharmaceutical. The operating loss shrank 7.3% (JPY 1.0 billion) to JPY 12.8
billion, which was mainty due to decreased in-house R&D expenditures, as well as decreased personnel costs resulting from
an early retirements program at Torii Pharmaceutical in the previous year.

Foods

The business value of our foods business was considerably enhanced by the development and introduction of new products,
acquisition and strengthening of existing sales channels and by flexible operations to meet market demands.

We expanded our processed foods business by adding new products to the “Dai-ninki!” and “Imadoli wazen™ frazen foods
lineups, and made efforts to reduce overall business expenses in order to strengthen profitability. In addition, our subsidiary
Hans Continental Smallgoods Pty. Ltd, acquired a majority stzke of Swickers to insure stable supplies of core materials jast
Septembet, and acquired the ham and sausage divisions of OSI International Foods Anstralia Pty, Ltd. to expand production
foundations in last December.

In the beverages business, JT steadily expanded its vending machine channels through Japan Beverage Inc., our
vending-machine operations subsidiary, although the total nurnber of sales chanvels declined due to elimination of
unprofitable chanpels. We enriched and reinforced the “Roots” canned coffee series and implemented a renewal of the entire
lineup last September, accompanyiog the launch of “Roots Live-Bodied™ canned coffee, This product is roade using JT's
proprietary “low pH technology” which replicates the mildly acid flavor of regular coffee. In addition, we actively launched
new produets, including the “Aka-Oolong” series that uses only highly fermented soleng tea leaves, and a revamped version
in February 2004 of “Senoby,” a caleivm-enriched health drink with MBP (milk basic protein).

As 4 result, net sales totaled JPY 250.1 billion, up 7.6% from the previous fiscal year, due mainly to expanded business with
processed foods, expansion of our vending machine sales network for the beverages business, and expanded seope of
consolidation, et¢. Operating loss decreased by JPY 8.3 billion to JPY 4.8 billion, down 63.2% from the previous fiscal year;
thia reduction is the result of increased sales, enbanced profitability and a decreased amount of goodwill amortization.

IT Foods Co., Ltd., our pracessed foods sales subsidiary, and JT Beverage Corporation, our beverages sales subsidiary, were
merged on April 1, last year to strengthen sales and increase operational efficiency. JT Foods Co., Ltd. is the surviving
company,

QCther businesses

We aperated other business in an ageressive and efficient manner.
As a result, net sales in other businesses totaled JPY 86.8 billion, and operating income was JPY 11.9 bxlhom up 21.5% and
1,184.2% from the previous fiscal year, respectively,

. We terminated our agribusiness operations by the end of June 2003. In addition, at the snd of March 2004 we sold the
“Tokushima Prince Hotel” business, which had been managed through subsidiary JT Tokushima Prince Hotel Ine., to Prince
Hote) a3 part of our efforts 1o focus our resources on our core businesses. We also sold shares of three printing-related
subsidiaries, namely JT Pros Print Co., Ltd., Tokkyoshiki Co., Ltd., and GB One Printing Co., Ltd., to Toppan Printing Co.,
Ltd. in April 2004,

Financial results by geographic aréz are as follows:

Japen

Net sales in Japan amounted to JPY 3,844.1 billion, up 1.3% from the previous fiscal year. The increase was due
increased tobacco sales, expansion of the foods business and a one-time profit from the real estate business. Operating
income increased to JPY 195.0 billion, up 25.9%, because of reduced operating expenses fram lowered costs.

Western Europe
Net sales in Western Europe totaled JPY 308.6 billion, down 2.6% from the previous fiscal year. Despite an increasad sales

volume of GFB brands, there was a negative impact of foreign exchange. The operating loss shrank 4.3% to JPY 20.9
billion.

Qthers

Net sales in other regions totaled JPY 472.4 billion, up 24.0% from the previous fiscal year, due to favorable tobacco sales
in Russia and Taiwan and business expansion of the foods business in Australia. Operating income inereased to JPY 57.5
billion, up 5,1% from the previous fiscal year,
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(2) Outlook for the Year Ending March 31, 2005
The global economy is recovering steadily, and the Jepanese economy is expected to continue to rebound.
Consolidated financia) results for the year ending Mareh 31, 2005 are forecasted to be as follows:

Net sales: JPY 4,570.0 billion
Recurring profit: JPY 225.0 billion
Net Income; JPY 78.0billien

The above forecasts asswme an estimated extraordingry loss of JPY 140 billiop meurred from business structure
enhapcement, including voluntary retirement measures which was stated in our JT PLAN-V medium-termn management plan.

_ We estimate that the impact of this on net mcome will be JPY 84.0 billion. We will make an announcement of voluntary
retirement measures later oo, but at the present time, however, the number of applicants is unknown and thus the above
estimated figures could change depending on the ac’cua.l mumber of applicants.

Note: The above figures are based on judgments, evaluations, factma) understandings, policies, and other factors made in
accordance with information available to the management. They are also based upon certain assumptions required to
formulate forward-looking statements as well as information already confirmed to be factual. Actual Ggures may differ fom
those forecasted, depending on uncertainties inkerent in such forecasts, as well as possible changes in the company’s
operations and economit environment, including domestic and foreign stock markets. Please refer to the Notes Regarding
Forward-Looking Statemenss below, before using the information provided in our forward-looking statements.

(3) Finanejal Condition
Cash and eash equlva]enm (hereinafter *“funds”) decreased JPY 0.9 billion (0.2%) to JPY 601.6 billion from the previous
fiscal year. While operating revenue was up solidly from the previous fiscal year, purchase of marketable secuntxcs

. repayment of long-term borrowings and purchase of treasury stock oﬁ'set the effect.

Cash flow from ogeratmg activities I a
Net cash provided by operating aetivities increased to JPY 334.5 billion, up 29.6% from the previous fiscal year. This was

achieved due mainly to the stable domestic tobacco business. Net loss before income taxes and minority interest, which
came to JPY 7.6 billion, included one-time loss on recognition of obligations under Public Official Mutual Assistance
Association Law that did not affect cash flow.

Cash flow from investing activities
Net cash used in mvesting activities rase to JPY 228.6 billion, up 205.3% from the previous fiscal year. This was primarily

due to the purchase of marketable securities.

Cash flow from financing activities
Net cash used in financing activities was JPY 109.3 billion, down 2.4% from the previous fiscal year. This was due to the

repayment of long-term borrowings, purchase of treasury stock and the payment of dividends.

. .NOTE REGARDING FORWARD-LOOKING STATEMENTS

This material contains forward-looking statements about our industry, business, pians and objectives, financial-condition and

results of operations that are based on our current expectations, assumptions, estimates and projections. These statements

diseuss fiture expectstions, identify strategies, discuss market trends, contain projections of results of operations or of our

financial condition, or state other forward-looking information. These forward-looking statements are subject to various

known and unknown risks, uncertainties and other factors that could cause our actual results to differ materially from those

suggested by any forward-looking statement. We assume no duty or obligation to update any forward-looking statement or

to advise of any change in the assumptions and factors on which they are based.

Risks, uncertainties or other factors that could cause actual results to differ materially from those expressed in any

forward-laoking statement includs, without limitation:

(1)  health concerns relating to the use of tobaceo products;

(2) legal or regulatory developments and changes, including, without limitation, tax increases and restrictions on the sale,
marketing and usage of tobaceo products, and governmental investigations and privately imposed smokmg restrictions;

(3) litigation in Japan and elsewhere;

(4) our ability to further diversify our business beyond the tobacco industry;

(5) our ability to successfully expand internationally and make investments outside of Japan,

(6) competition and changing consumer preferences;

(7) the impact of any acquisitions or similar transactions,

(8) local and global economic conditions; and

(9) fluctuations in foreign exchenge rates and the costs of raw materials.
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JAPAN TOBACCO INC. '

CONSOLIDATED BALANCE SHEETS

Japan Tobaceo Inc. and Consolidated Subsidiaries
March 31, 2003 and 2004 ‘

A1

Millions of yen
March 31, March 31, Increase/
2003 2004 (decrease)
o ‘ : ’ composidon compasition
ASSETS ratio (Unaudited) ratio
JPY % JPY % JPY
CURRENT ASSETS: 1,346,364 45.5 1,477,848 48,8 131,483
Cesh and deposits 317,960 370,816 52,856
Trade notes and accounts receivable 133,324 128,538 (4,785 )
Marketable securities 305,587 397,676 92,089
Inventories 492,176 456,501 ( 35675 )
Deferred tax assets 19,977 ) 30,221 10,243
Other current assets 79,346 96,879 17,532
Allowance for doubtful accounts { 2,008 ) ( 2,785 ) (776 )
FIXED ASSETS: 1,611,281 34.5 1,551,151 512 { 60,130 )
Property, plant snd squipment: 733,313 24.8 708,221 23.4 ( 25,092 )
Buildings and structures 311,367 299,538 (11,829 )
Machinery, equipment and vehicles 148,958 142,089 { 6,368 )
Tools 54,082 49,759 (4322 )
Land 177,673 179,368 1,694
Construction in progress 41,230 37,464 (3,765 )
Intangible assets: 712,129 24.1 610,506 20.1 (101,622 )
Goodwill 381,601 331,380 ( 50,020 )
Trademarks 288,514 245,598 {42915 )
Other 42,013 ©33327 ( 8,685 )
Investments and other assets: 165,838 5.8 232,423 7.7 66,584
Investment securitice 70,143 72.952 2,803
Long-term loans 5,994 4,508 ( 1,486 )
Deferred tax assets 64,524 121,547 57,023
Other assets 32,859 39,865 7,005
Allowance for doubtful accounts ( 5,895 ) ( 4924 ) 971
_ Allowance for loss on investments { 1,792 ) ( 1,526 ) 266
DEFERRED ASSETS 18 0.0 83 0.0 65
JPY JPY JPY
TOTAL ASSETS 2,957,665 100.0 3,029,083 100.0 71,418
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Millions of yen
Mareh 31, Mareh 31, Increase/
2003 2004 (decrease)
LIABILITIES ratio (Unaudited) Comr;p::m .
. JPY % JPY % JFY
CURRENT LIABILITIES: 594,742 20,1 756,712 25.0 161,970
Trade notes and accounts payable 108,042 111,678 3,635
Short-term bank loans 20,522 27,593 7,070
Current portion of long-term borrowings 55,410 23,115 (32,294
Current portion of bonds 500 122,000 121,500
Other accounts payable 67,913 63,913 25,995
National tobasco excise taxas payable 79,440 86,655 7,215
National tobaceo special excise taxes
payable P 14,830 14,987 156
Local tobacco excise taxes payable 85,769 97,077 11,308
Income taxes payahle 38,583 41,433 2,849
Consumption tax payable 29,386 37,392 8,005
Deferred tax Labilities 41 1,145 1,103
Accrued employees’ bonuses 27,903 36,068 8,163
Other allowsnees 3,343 2,633 { 710
Other current liabilities 63,045 61,016 {( 2,029
NON-CURRENT LIABILITIES: 689,196 233 710,609 23.4 21,413
Bopds 272,000 151,500 { 120,500
Long-term borrowings 76,065 56,993 ( 19,072
Deferred tax Habilities 48910 44,260 { 4,649
Liabilities for retirement benefits 230,344 384,118 153,774
Liabilities for retirement benefits for
directors and corporsate auditors 1,294 1,203 (N
Qther non-current liabilitites 60,581 72,533 11,952
TOTAL LIABILITIES 1,283,938 43,4 1,467,322 48.4 183,383
MINORITY INTERESTS:
MINORITY INTERESTS 51,071 1.7 53,524 1.8 2,752
SHAREHOLDERS’ EQUITY:
COMMON STOCK 100,000 34 100,000 33 -
CAPITAL SURPLUS 736,400 24,9 736,400 24.3 .
RETAINED EARNINGS 789,912 26.7 763,770 25.2 \ (26,142
N REALIZED AT ON 2,632 0.1 14,185 05 1,553
FOREIGN CURRENCY TRANSLATION
ADYUSTMENTS ( 6290 ) (02) ( 71,839 (2.4) ( 65,549
TREASURY STOCK - - ( 34.579 (1.1) ( 34,579
TOTAL SHAREHOLDE_B:SL’_ EQUITY 1,622,654 54.9 1,507,937 49.8 (114,717
TOTAL LIABILITIES, MINORITY ‘ IPY IPY IPY
gg.UETl-}vEYSTS AND SHAREHOLDERS 2,957,665 100.0 3,029,083 100.0 71,418
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CONSOLIDATED STATEMENTS OF OPERATIONS

Japan Tobaccs fnc. and Consolidated Subsidigries
Years ended March 31, 2003 and 2004

Millions of yen
For the year ended Incresse/ Con[plg:';son
Mareh 31, Marek 31, (decrease) previows
2003 2004 fiscal year
, (Uneudited) _ %
IPY % JPY % JPY
NETSALES 4492265 1000 465151 1000 132,887 30
COST OF SALES 3,569,393 79.5 3,684,012  79.7 ‘114,618 3.2
Gross profit 922,869 20.5 941,138 203 18,268 2.0
SELLING, GENERAL AND 733,906 163 707,104 152 (26,802 ) (3.7)
ADMINISTRATIVE EXPENSES
Operating income 188,963 42 234,034 5.1 45,070 23.9
NON-QPERATING INCOME: 9340 0.2 10,321 0.2 981 10.5
Interest income 2,038 1,831 {207 )
Dividend income 1,702 1,410 (292 )
Other 5,598 7,078 1,480
NON ~OPERATING EXPENSES: 25,072 0.5 30,755 0.7 5,683 22,7
Interest expense 8,553 8,143 (410 )
Poreign exchange loss 6,700 5,857 (843 )
Financial support stic leaf
nancia g;’ggers?' domest 713 3.641 2,927
Pcc;i;dic mutual assistance association . 2,776 2,77
Other 9,104 10,337 1,233
Recurring profit 173,231 3.9 213,599 4,6 40,368 23.3
EXTRAORDINARY PROFIT: 18,347 0.4 29,356 0.6 11,009 60,0
Gain on sale of property, plant and
equipment property, p 15,478 . 17,217 1,739
(Gain on termination of 3 portion of
retirement benefit planspo - 2,870 9,870
Other R 2,868 2,268 (600 )
EXTRAORDINARY LOSS: 49,080 11 250,564 54 201,483 4105
Loss on sale of property, plant and 2177
eguipment 2,690 4,867 i
Loss on disposal of property, plant end 1.049
equipment 9,835 10,885 !
Business resfructuring costs 11,414 40,818 20,404
Loss on discontinued operations 1,814 5,865 4,051
Write-down of investment securities 11,107 460 ( 10,647 )
Loss on sale of investment securities 5,290 982 (4,307 )
One-time loss on recognition of
obligations under Public Official Mutual - 185,095 185,095
Assistance Association Law
Amortization of unrecognized obligation at
transition ** gnizes ol 6,042 - (6042 )
Other B85 1,588 703
INCOME (1.0SS) BLFORE INCOME
TAXES AND MINORITY INTERESTS 142,498 32 (7,607 (0.2) ( 150,105 ) -
INCOME TAXES — CURRENT 60,006 13 67,487 1.5 7481 125
INCOME TAXES - DEFERRED 1,808 0.1 {72,301) (1.6) (74,109 ) -
MINORITY INTERESTS 5,381 0.1 4,808 0.1 (573 ) (10.7)
JPY JPY Py
NET INCOME (LOSS) 75,301 17 (7,602)  (0.2) (82,904 ) -

* Financial support for domestic leaf tobacco growers who incur losses due to abnormal weather conditions or calamities.
»* Amortization of unrecognized net obligations existing at the date of initia) applicavion of new accountipg standards for

employees’ retirement bepefits.
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JAPAN TOBACCO INC.

CONSOLIDATED STATEMENTS OF CAPITAL SURPLUS AND RETAINED EARNINGS
Japan Tobaceo Inc. and Conselidated Subsidiaries

Increase/”

Years ended March 31, 2003 and 2004
e o ’ Millions of yen
I =TT =" ~Fortheyearended - -
B e March 31, Mareh 31,
2003 2004 (decrease)
(Unaudited)
CAPITAL SURPLUS: JPY JPY
Capital sarplus, beginning of year 736,400 736,400 -
Capita) surplus, end of year 136,400 736,400 -
RETAINED EARNINGS :
Retained earnings, beginning of year 731,834 789,912 58,077
Increase: 75,521 3,713 (71,807 )
Net incorme for the year 75,301 -- (75301 )
Adjustments to retained earnings for change in
consolidation scope 219 3,066 2,846
Adjustments to retained earnings for change in
seope of essociated companies accounted for by - 647 647
the equity method
Decrease; 17,443 29,835 12,412
Net loss for the year - 7,602 7,602
Cash dividends peid 16,000 22,000 6,000
Bonuses to directors and corporate auditors 272 246 {25 )
(Bonuses to corporate suditors) (31) (33) n
Minimum pension liability adjustment* 1,171 6 ( 1,165 )
Retained earnings, end of year 789{;‘; T 63‘3‘}1’7Y0 (2 fo‘! )

*Adjustment to appropriate minimum pension liability by consolidated overseas subsidiaries applying accounting principles

gepmlly accepted

in the Unites States of America (“U.S. GAAP”).
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Japan Tobaceo Ine. and Consolidated Substdiaries

Years ended Marck 31, 2003 and 2004 Millions of yen
For the yeor endad Increase/
March 31,2003 Mareh 31,2004 {decrease)
(Unaudited)
OPERAYING ACTIVITIES:
}:fj’:s; (loss) before income taxes and minomty vy g5 408 TY( 7607 ) JPY( 150,105 )
Depreciation and smortization 136,534 133,227 { 3306 )
Write-down of property, plant and equipment - 14,188 14,188
Gein on sale and dieposal of property, plant amd
Bquipment ( 2,967 ) ( 5399 ) ( 2432 )
Amortization of goodwill 11,799 6,173 ( 5,626 )
Increase in liabilities for retirement benefits 1,389 147,153 145,763
Interest income and dividend income ( 3,740 ) ( 3,242 ) 497
Interest expense 8,553 8,143 ( 410 )
(Increase) decrease in frade notes and accounts receivable ( 3,809 ) 7,100 10,910
Decrease in inventories 25,572 23,798 ( L774 )
Inerease (decresse) in trade notes and aczounts payable 3,197 ( 1,877 ) ( 5074 )
(Decrease) increase in ofher accounts payable ( 31,801 ) 27224 59,026
Increase in tobacco excise taxes 3,751 18,746 14,995
Payable ' .
Othet, net 15,618 35,126 19,507
Sub-total 306,595 402,753 96,157
Interest and dividend received 3,730 3,227 ( 503 )
Interest paid ( 8753 ) { 8335 ) 418
Income taxes paid { 43,516 ) ( 63,144 ) ( 19,628 ) !
Net cash provided by operating activities 258,056 334,501 76,444
INVESTING ACTIVITIES:
Investment in time deposits ( 1257 ) ( 22,991 ) ( 24,734 )
Purchases of marketable securities ( 18,080 ) { 239,562 ) ( 221471 )
Proceeds from sale and redemption of marketable securities 13,521 85,722 72,200
Purchases of property, plant and equipment ( 104,310 ) { 84,214 ) 20,096
Proceeds from sale of property, plant and equipmept 23,479 25,288 1,808
Purchases of intangible assets ( 4,881 ) ( 4,982 ) ( 100 )
Purchases of investment securities ( 1,622 ) ( 225 ) 1,396
Proceedi from sale and redemption of investment 21,722 14,859 ( 63862 )
securities ‘
Purchase of shares of & newly consolidated subgidiary, nct of
cesh acquired { 3,593 ) ( 134 ) 3,458
Other, net . 155 { 2,378 ) { 2534 )
Net cash used in investing activities ( 74,876 ) ( 228,619 ) ( 153,742 )
FINANCING ACTIVITIES:
Net (decrease) increase in short-term bank loans ( 14,673 ) 6,190 20,864
Protceds from issuance of long-term borrowings 4,980 1,349 ( 3,630 )
Repayment of long-term borrowings { 83,493 ) ( 59,665 ) 23,827
Dividends paid ( 156,000 ) { 22,000 ) { 6,000 )
Dividends paid to mipority sharcholders ( 1,91 ) { 1,788 ) 172
Purchase of treasury stock - ( 34,579 ) ( 34,579 )
Other, nct ( 820 ) 1,158 1,978
“Net cash used in finapcing activities ( 111,967 ) ( 109,334 ) 2,633
EFFECT OF EXCHANGE RATE CHANGES
ON CASH AND CASH EQUIVALENTS ( 3310 ) ( 4390 ) ( 1,080 )
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 67,901 ( 7,843 ) ( 75745 )
CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR 534,503 602,644 68,140
CASH AND CASH EQUIVALENTS OF NEW
CONSOLIDATED SUBSIDIARIES, BEGINNING OF YEAR 238 6,860 6,621
JPY JpY JPY
CASH AND CASH EQUIVALENTS, END OF YEAR 602,644 601,661 (983)
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BASIS OF CONSOLIDATED FINANCIAL STATEMENTS AND SUMMARY OF SIGNIFICANT
ACCOUTING POLICIES

1. SCOPE OF CONSOLIDATION

The sumber of consolidated subsidiaries is 188.

The main consolidated subsidieries are JT International S.A., Tokyo Tobaceo Services Co., Ltd. (upon 2 merger in April,
2004 it changed its name to TS Network Co., Ltd.), Totil Pharmaceutical Co., Ltd., Japan Beverage Inc., and JT Real
Ratate Inc. .

43 subsidiaries including Jepan Tobacea (Hong Kong) Litited., Weikai J.X. Foods Co., Ltd., Swickers Kingaroy Bacon
Factory Pty Ltd,, Shanghai S Foods Co., Ltd., Frontier REIT Manapement Inc. have been consolidated from this fiscal

year. JT Beverage Corporation, 2 former consolidated subsidiary, has been excluded from consolidation as a result of the

merger with JT Food Co., Ltd., effective Apri) 1, 2003, Also, JT Vending Kanto Co., Lid, JT Vending Chubu Co., L4, JT
Vending Kansai Co., Lid, Shikoku JT. S Wiring Systems Corporation, JT Agris Corporation, liquidated in this fiscal year,
were included in consolidation only for the period until liquidation.

Certain amall subsidiaries have been excluded from the scope of consolidatien since the aggregate amounts of their total
assefs, net sales, equity in pet income, and equity in retained eamings arc not congidered material to the eonsolidated
fipancial statements, 45 a whole.

2. APPLICATION OF THE EQUITY METHOD

(1) Associated companies accounted for by the equity method
Nine companies, including JT CMK Corporation and NTT Data Wave Corporation.

(2) Certain unconsolidated subsidiaries and associated companies are not accounted for by the equity method since the
amounts of net income or loss and retained earnings of these companies are not considered material indjvidually and in
the agpregate to the consolidated financiel statements.

(3) Among companies accounted for by the equity methed, thase with fiscal periods different from the Company, the fiscal
resulrs of such companies are used in consolidation.

3, FISCAL YEAR OF CONSOLIDATED SUBSIDIARIES

The fiscal years of consolidated overseas subsidiaries generally end December 31.

The accounts of these subsidiaries have been included on the basis of their fiscal years and necessary adjustments have
been mads to reconcile significant transactions that cccurred during the intervening period between their fiscal year ends
and the Company’s fiscal year end.

The fiscal years of other consolidated subsidiaries generally end March 31.

4. ACCOUNTING POLICIES

(1) Valuation of significant assets

a) Securities
Marketable securities and marketable investment securities are stated at market value as of the fiscal year end. (Net
unrealized holding gains or losses are included in & component of shareholders' equity, and cost of gecurities sold is
determined based on the moving-average cost.)
Non-marketable securities are stated at the moving-average cost.

b) Derivatives
Derivatives are accounted for by the fair value method. See liem 4.(6).

c) Inventories ,
Inventories are stated principally at the average cost, except for leaf tobaceo held by the Company, which is subject to
devaluation.

(2) Depreciation and amortization
1) Property, plant and equipment
Propetty, plant and equipment are carried at cost. Depreciation is generally computed using the doclining-balance
method except for assets of certain domestic consolidated subsidiaries, which have been computed using the
straight-line method. Depreciation of buildings, which were acquired on or after April 1, 1998, except anpexed
structures, is computed using the straight-line method.
Useful lives applied for depreciation of major property, plant and equipment are principally as follows:
Bujldings and structures 38~50 years
Machinery, equipment and vehicles 8 years
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b) Intangible assets
Intangible agsets are amortized principally using the straight-line method,
Useful lives applied for amortization of major intangible aszets are principally as follows:
Tredemarks 10 years

(Additional Information)

The Company decided to cease the operations of certain tobacco manufacturing factories during the fiscal years ending
March 31, 2004 and 2005, and actually the operations of certain factories were ceased as of March 31, 2004,  Upon the
decision of these cessations, the Company reduced the useful lives of such factories’ machinery and equipment to the
remaining period before the anticipated closure causing en accelerated depreciation charge of ¥ 9,392 million for the
year ended March 31, 2004,

The Compeny also disposed of by sale & certain hotel building and other property used by JT Tokushima Prince Hotel
Inc., a subsidiary, during the fiscal year ended March 31, 2004. The Company recognized an accelerated depreciation
charge on this property of¥ 4,795 million for the yesr ended March 31, 2004 as 4 result of reduction of their useful lives
at the time of agreement of the sale.

(3) Allowances and other liabilities
a) Allowance for doubtful accounts
The aljowance for doubtful accounis is stated in amounts cousidered to be appropriate based on the companias® past
credit loss experience and an evalustion of potential losses in the receivables outstanding.

b) Allawance for loss on imvestments
An allowance for loss on investwents is recorded to provide for the loss on investments in certain non-marketable equity
securites and is determined based on the respective financial condition of the investees.

¢) Accrued employees’ bonnses
Bonus payments to employees (including corporate officers who are not board members) is accrued based on the
T T oo amounts expected to be paid.

- d) Liabilities for retirement benefits
Liabilities for retirement benefits for employees (including corporate officers who are not board members) were stated
based on an estimated retivement benefits obligation and fair value of plan assets at the fiscal yesr end.
Unrecognized prior service cost has been amortized using the siraight-line method over employees® average remaining
service period or shorter period (geperally 10 years). ‘
Unrecagnized net actuarial gein or loss has been amortized using the swaight-line method over employees’ average
— remaining service period or shorter period (generally 10 years) from the year following the fiscal year in which the
g actuarial difference occurs.
The Company also recognizes, s part of its Liability for retirement benefits, its obligations for annuity payments of the
government-sponsored defined benefit pension plans which relate to pension benefits to which beneficiaries are entitled
for services rendered up to July 1, 1956, as preseribed by the Public Official Mutual Assistance Association Law.

{Change in accounting policy)
> Effective from the beginning of this fisca! year, the Company changed its accounting policy for certain obligations for
annuity payments of the government-sponsored defined benefit pension plans. The Company’s annuiry-basis obligations
which are subject to the aceounting change relate 1o pension benefits to which beneficiaries are entitled for their services
rendersd up to July 1, 1956, as prescribed by the Public Official Mutual Assistance Association Law. This accounting
change recogmized this liability as part of the Company’s liability for retirement benefits in light of the setuarially
determined computation methods prescribed under the Revised Accounting Standards for Independent Administrative
® Instiations, which were applied to accounting for annuity obligations for government-sponsored pension plans effective
from Apri] 1, 2003, in order to fairly present such obligations in the Compavy’s financial statements as well as to
further enhance the transparency of the Company’s financial conditions. Prior to the change, annuity-basis contributions
had been recorded as expenses when paid.
Upon this aceouating change, the Company fully recognized 2 liability as of April 1, 2003 and related one-time loss of
¥ 185,095 million for the year ended March 31, 2004.
¢ - As » result of this chenge, operating income and recurring profit for the year ended March 31, 2004 mcreased by
¥ 15,580 million and ¥ 12,804 million, respectively, and income before income taxes and minority interests for the year
ended March 31, 2004 decreased by ¥ 172,290 million, as compared to under the previous method, which resulted in a
Joss before income taxes and minority interests for the year ended March 31, 2004.
As a result of this change, operating expenses of both Tobacco segment and Japan segment for this fiscal year decreased
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by ¥15,580 million, as compared to the previous method.

¢) Liabilities for retirement benefits for directors and corporate auditors
The liabiijties for retirement benefits for directors and corporate auditors are provided for the emount that would be
required to be paid if all directors and corporste suditors retired at the fiscal year end.

(4) Foreign cutrency transactions
Foreign currency denominated receivables and payables are trapsiated into Japanese yen at the current exchange rate
prevailing at the fiscal year end, Resulting exchange gains and Josses are charged to income.
Assets and liabilities of consolidated overseas subsidiaries are trenslated into Japanese yen at the current exchange rate
prevailing at the fiscal year end of individual subsidiaries. Profits and losses are translated using the average exchange
rate during the fiscal year of each subsidiery. The translation difference is included in shareholders' equity as
"FOREIGN CURRENCY TRANSLATION ADJUSTMEBNTS".

(5) Lease trangactions
Finance Jeases, except for leases that are deemed 1o transfer ownership of the leased property, are sccounted for as
operating leases.

_ {6) Hedge accounting

a) A gain or Joss on derivative instrument designated as a hedge, is deferred vntll hedged items are settled. If foreign
exchange forward contracts, foreign currency swaps and foreign currency options meet certain hedge accounting
criteria, they are not required to be separately accounted for. In such instances, foreign clarency denominated assets
ang liabilitiss that are considered as hedged items are translated at the foreign exchange rate stipulated in the contract.
Interest rate swaps which qualify for hedge accounting and meet specific matching ctiteria are not re-measured at
market value, but the differential to be paid or received under the swap agreements are accrued and included in
interest expense or income on hedped iters.

b) Hedglng instruments and hedged items -

Hedging instruments Hedged items
Foreign exchange forward contracts Forecasted foreign currency transactions
Foreign currency aptions Forecasted foreigt currency transactions
Foreign currency swaps Foreign currency denominated bonds
Interest rate swaps Rorrowings end Japanese yen bonds

c) Hedging policy

Derivative transactions are entered into io accordance with the Risk Management Policy and Practice Manual for
financial instruments. The objective is o hedge the exposure to variability in expected future cash flows associated
with foreign-currency-denominated transactions, and to hedge interest rete risks on certain fuhwe interests received
on debt securities and certain future interest payments on borrowings and bonds.

d) Assessment of hedge efectiveness
In general, effectiveness is assessed by comparing the accumuleted amount of changes in fair values of hedging
instruments with that of hedged items. As to certain foreign exchange forward contracts and interest swaps that
meet specific criteria, the assessment of effectiveness is omitted since it is not required.

(7) Accounting policies for consolidated overseas subsidiaries
JT Intemational S.A. &nd other consolidated overseas subsidiaries principally maintain their accounting records in
conformity with U.S. GAAP. The accounting policies, which are different from the Company’s policies, are principally
as follows:

8) Inventories
Inventories are generally stated at the lower of cost or market, cost being determined by the first-in, first-out method
ar the average cost,

b) Depreciation and amortization
Depreciation for property, plant and equipment is generally computed using the straight-line method over the
estimated usefol lives of the respective assets.
Trademarks are generally amortized using the sraight-line method over 40 years. Amortization of other intangibles
assets is generally computed using the straight-line method over the estimated useful lives of the assets.
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c) Accounting for retirement benefits
If the Liability for retirement benefits already recognized is less than the unfunded accumulated bepefit obligation, an
additional minimum liability is recognized. The amount additionally recognized, to the extent that exceeds
urrecognized prior service cost, net of any tex benefits, (minimum pension liability adjustments), is directly charged
to retained earnings,

d) Accounting for derivatives
Currency relsted derivatives are entered into for hedging purposes. All derivatives are recognized on the balance
sheets a3 assets or liabilities and measured at fair value. The change in fair value is recognized in earnings when
incurred.

(8) Other sipnificant accounting policies

‘Consumption Tax: ' ' ‘
National consumption tax and local consumption tax are accounted for separately from the related transactions.
8, VALUATION OF ASSETS AND LIABILITIES OF NEWLY CONSOLIDATED SURSIDIARIES

Assets and lisbilities of newly consolidated subsidiaries are measured at fair value upon acquisition.

6. AMORTIZATION OF GOODWILL

Goodwill is amortized on 2 straight-line basis over five years. Immaterial amounts of goodwill are charged to income
when incurred. Goodwill recognized by consolidated overseas subsidiaries is no longer amortized but instead tested for
impairment ennually or more frequently if impairment indicators arise.

7. APPROPRIATION OF RETAINED EARNINGS

The consolidated statements of capital surplus and retained eamings are prepared based on the appropriation of retained
eamings which were approved during the fiscal year by the shareholders’ meetings.

8, CASH AND CASH EQUIVALENTS PRESENTED YN CONSOLIDATED STATEMENTS OF CASH FLOWS
Cash and cash eqﬁvﬂem presented in the consolidsted statements of cash flows are cash on hand, deposits which are

withdrawable at anytime without notice, and highly liquid short term investments that are convertible to known amounts
of cash with insignificant risk of changes in value and thet have original maturities of thres months or less.

NOTES
Notes to consolidated balance sheets as of March 31, 2003 and 2004
Millions of yen
Mareh 31, 2003 March 31, 2004
l.Actumulated depreciation of property, 1,007,343 952,114

plant end equipment

2.The total amount of the Company's
guarantees to loans 4,529

v

3.The number of treasury stock held by the Company was 45,800 shares.
4.Other cument assets included commercial paper received under repurchase agreements, which were accounted for

as short-term loans, The fair value of such commercial paper received as collateral from the counterparty was
¥ 29,958 million.
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—— Notes to consolidated statements of operation for the vears ended March 31, 2003 apd 2004

1. Major components of “SELLING, GENERAL AND ADMINISTRATIVE EXPENSES”

Millions of yen
For the years ended
March 31, 2003 March 31, 2004
Advertising and general publicity 35977 35,412
Sales promotion 142,032 141,704
Compensation, salaries and allowances 127,425 116,533
Provision for retirement benefits 17,649 20,148
Legal welfare 31,568 21,139
Employee bonuses 22,393 25,491
Acerual of employee bonuses 10,738 22,054
Depreciation 56,781 , 56,795
Research and development 44,509 42,137

2. Gain on termination of a portion of retirement benefit plans was recognized as a result of termination of a portion of the
Compary’s severance indemnities plan and its tax-qualified non-contributory defined benefit pension plan for employees,

which were replaced by a newly-introduced defined contribution pension plan.

3. Business restructuring costs mainly consisted of additional early retirement benefits and the accelerated depreciation

charge for the reduction in usefiul ives of certain tobacco manufacturing faciities.

4. Loss on discontinued operations was related to disposal of operations in certain subsidiaries, which mainly consisted of

the accelerated depreciation charge for the reduction in useful lives of buildings and vther property.
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NOTES TO CONSOLIDATED STATEMENTS OF CASH FLOWS

For the year ended March 31, 2003 For the year ended March 31, 2004
RECONCILIATION OF CASH AND CASH EQUIVALENTS ON RECONCILIATION OF CASH AND CASH EQUIVALENTS ON
THE BALANCE SHEET TO THE STATEMENT OF CASH | THE BALANCE SHEET TO THE STATEMENT OF CASH
FLOWS FLOWS

Millions of yen Millions of yen
Merch 31, March 31,
2003 2004
Cash and deposits 317,060 | Cash and deposits 370,816
Time deposits with original maturity due Time deposits with original maturity due
over three months (1,048) | over three months (23,200)
Securities with original maturity due Securities with original matmity due
within three months which are readily within three months which are readily
 convertible to known amownt of cash convertible to known smount of cash
with insignificant risk of changes in value with insignificant risk of changes in value. .
Marketable securities 285,732 Marketable securities 224 046
Other current assets - Other current assets 29,998
Cash and cash equivalents 602,644 Cash and cash equivalents 601,661
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LEASE TRANSACTIONS

For the year ended March 31, 2003 |

For the year ended March 31, 2004

Finance leases except for Jeases that deem to tramsfer |
ownership of the leased property
(Lessee)
1. ACQUISITION COST, ACCUMULATED DEFRECIATION
AND NET LEASED PROPERTY ’

Millions of yen

Finance leases exeept for lemses that deem to transfer
ownership of the leased property
(Lessee)
1. ACQUISITION COST, ACCUMULATED
DEPRECIATIONAND NET LEASED PROPERTY
Millions of ven

_ Acquisition | Accumuleted | Net leased Acquisition | Accumulated | Netleased
cost deprecistion | property cost depreciation - oroperty
Machinery, equipment and Vehicles Machinery, equipment snd Vehicles
: 6,136 2,019 ( 3216 1,125 37851 3340
Tools Tools
20,111 10,393 9.717 19,515 9,553 | 9,961
Total Other 1,599 85 1514
262471 13312] 12.934 Total
The above scquisition cost inclodes the relsted interest 28240 | 13,4241 14816

expenses.

2. OBLIGATION UNDER FINANCE LEASES

- Due within one year ¥ 4,952 million
Due after ope year ¥ 7982 million -
Total ¥12,934 million
The above obligations under finance leases imclude related
interest expenses.
3. LEASE PAYMENTS AND DEFRECIATION EXPENSE
Lease payments ¥ 5,580 million
Depreciation expense ¥ 5,580 million

4. CALCULATION METHOD OF DEPRECIATION EXPENSE

Acquisition costs (No residual value is considered) are
depreciated using the straight-line method over the life of the

interest expenses.

Lease peyments
Depreciation expetise

expenses.
2. OBLIGATION UNDER FINANCE LEASES
Due within one year ¥ 5,097million
Due after one year ¥ 5 718 million
Total ¥]4,816 million

¥ 5,810 million
¥ 5,810 million

The Bbove acquisition cost includes the related iuterest

The above obligations under finance leases include related
3. LEASE PAYMENTS AND DEPRECIATION EXPENSE
4, CALCULATION METHOD OF DEPRECIATION EXPENSE

Acquisition costs (No residual value is considered) are
depreciated using the straight-line method over the life of the

The above claims under finance leases include related interest

revenue,

3, LEASE REVENUE AND DEPRECIATION EXPENSE

Lease revenue
Depreciation expense

% 1,001 million
¥ 803 million

TeYEnue,

Lease revenue
Depresiation expense

3. LEASE REVENUE AND DEFRECIATION EXPENSE

¥ 4)) million
¥ 354 milon

lease, lease,
(Lessor) (Lessor} . :
1. ACQUISITION COST, ACCUMULATED DEPRECIATION | 1. ACQUISITION COST, ACCUMULATED DEPRECIATION
AND NET LEASED PROPERTY AND NET LEASED PROPERTY
Millions of yen Millions of yen
Acquisition | Accomaelated | Nei leased Acquisition | Accumulated | Netleased
st depreciafion | property cost deptecittion | property
Machinery, equipment apd Vehicles Machinery, equipment and Vehicizs
1,603 1,198 405 855 691 163
Tools Tools
1.765 1,194 570 1,097 761 336
Total Total
3.369 2,393 975 19531 14531 499
2. CLAYMS UNDER FINANCE LEASES 2, CLAIMS UNDER FINANCE LEASES
‘| ‘Due within one year - - ¥ 533 million Due within one year ¥ 267 million
Due sfier ope vear ¥ 631 million Due afier one year ¥ 315 million
Total ¥1,165 million Total ¥ 583 million

The above claims under finance leases include related interest
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FAIR VALUE OF MARKETABLE SECURITIES AND INVESTMENT SECURITIES
1. MARKETABLE SECURITIES AND MARKETBLE INVESTMENT SECURITIES

b4

(AS OF MARCH 31, 2003)
Millions of yen
. Carrying amount on
Type Aequisition cost the consolidated Difference
balance sheet
Equity securities 17,974 25,307 7.333
Carrviog amount on Bonds 11,794 12,167 373
arrying amo
the consgon dated Bank debentures 10,500 10,670 170
balance sheet Samuraj bonds - - -
::Cmaecost Others 1,204 1,496 202
1 Others 2,979 2,991 11
Sub-total 32,748 40,466 7,718
Equity securities 18,166 16,361 (1,804)
Carrying smountoti  Bonds 6,519 6,916 (@)
the consolidated
balance sheet is less Bank debentures 5,998 5,995 @
than the acquistfion ~ Obers 921 521 .
cost Others 3,734 2,574 (1,160)
Sub-total 28,819 25,852 (2,867)
" Total 61,568 66,318 4,750
(AS OF MARCH 31, 2004)
Millions of yen
Carrying amount on
Tipe Acquisition cost the consolidated Difference
balance sheet
Equity securities 33,280 57,962 24,682
Carmy: nto Bonds 11,465 11,724 254
n
e o o Benk debentures 10,500 10,570 70
balance sheet Samurai bonds 99 103 3
e"ce?d_?he t Others 869 1,050 180
ac Cco8
qistoon Others 187 192 5
Sub-total 44,936 69,879 24,942
Equity securities 2239 1,802 (436)
Carrying axnoumt on~ Bonds 4,550 4,549 )
the consolidated Bank debentures 3,490 3,498 ©)
balance sheet is less
cost - Others 521 498 (22)
Sub-total 7311 6,851 (460)
Total 52,248 76,730 24,482
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2. MARKETABLE SECURITIES AND INVESTMENT SECURITIES SOLD DURING THE FISCAL YEARS

Millions of yen
For the year ended March 31, 2003 For the year ended March 31, 2004
Proceeds from  Total Profiton  Ibtal Losson | Proceedsfrom  Totel Profiton Total Loss on
Sales Soles Sales Sales Saoles Sales
11,970 35,290 7433 509 932
3, CARRYING AMOUNTS OF NON-MARKETABLE SECURITIES
Millions of yen
Aj of March 31, As of March 31, Comments
2003 2004
Unlisted securities (excludes OTC stocks) 4,112 4,384
Certificate of Deposit 255,000 303,000
Others 43,986 80,093
4. SCHEDULED REDEMPTION AMOUNTS OF SECURITIES BY MATURITY
(AS OF MARCH 31, 2003)
Millions of yen
Within one year fh":; ;;Z%Z;i;‘; 'i'Zf; i;;f rﬁ‘;’ :abrl;t Exceed ten years
Bonds 23,992 11,724 250 102
Bank debentures 18,001 10,500 - -
Samurai bonds - - - -
Others 5,991 1,224 250 102
Certificate of Deposit 255,000 - - -
Others 1,102 3,914 1,653 .
Total 280,094 15,639 1,803 102
" (AS OF MARCH 31,2004) )
Millions of yen
Within one year i')z:‘;:;{z i;ﬁ;‘; ’?:f; 1{;’: z); f‘g:az;'f Exceed ten years
Bonds 67,969 1,683 80 2
Bank debentures 32,000 2,500 - -
Samurai bonds - 103 - -
Otbers 35,968 1,080 30 2
Certificate of Deposit 305,000 - - -
Others 3,527 342 -
Total 376,496 4,025 80 2

* Notes:

Write down of investment securities for the fisea) years ended March

million, respectively.

31, 2003 and 2004 totaled ¥11,742 million and ¥504

In evaluating security values, a security of which value has declined by more than 50% is considered to have experienced
“significant deterioration”. A security of which value has declined from 30% to 50% and the impact on JT's financial
position is material, is considerad to have experienced “significant deterioration”.

If a security has & strong chance of regaining its value, a security is not devaluated
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DERIVATIVES

(AS OF MARCH 31, 2003)
INTEREST RATE

No item is to be disclosed because all interest rate derivatives are accounted for as hedges.

CURRENCY
Millions of yen
Contract/Notiopal
Type Frincipal amount Fair value Gain (loss)
After cne
_ _ year
QOver-the-counter
Foreign currency forward contracts
Buying 6,613 - 6,942 325
Selling 26,178 - 26,783 (603)
Currency option contracts
Purchase options 22,989 - (189) (189)
Total : - . . (265)
1. Fair value was estimated based on the forward exchenge rate.
2. Derivatives, which are accounted for as hedges, are not included in the above table.
(AS OF MARCH 3], 2004)
INTEREST RATE .
No item is to be disclosed because &1l interest rate derivatives are accounted for as hedges.
CURRENCY
Millions of yen
Conmract/Notional
Type ‘Principal amount Fair value Gain (oss)
Afier one
year
Qver-the-counter
Foreign eurrency forward contracts
Buying 11,156 - 12,13} 975
Selling 10,992 - 11,882 (890)
Cuxrency option contracts
Purchase options 111,286 - 219 219
Total - - - 303
NOTES:

1. Pair value was estimated based on the forward exchange rate.
2. Derivatives, which are accounted for as hedges, are not included in the sbove table.
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RETIREMENT BENEFITS

1. OVERVIEW OF RETIREMENT BENEFIT PLANS

The Company and the consolidated domestic subsidiaries have defined benefit plans, which include severance indemnities
plans, nop-conttibutory defined bevefit pension plams etc., and alsc sponsor defined cootribution pension plans.
Consolidated overseas subsidiaries also have defined benefit pension plans and post-retirement medical health care plags.
Additional retirement benefits are paid in eertain circumstances, which are not required to be accounted for using actuarial
computations.

At October 1, 2003, the Company terminated a portion of ity severance indemnities plan and its tax-qualified
non-contributory defined benefit pension plen for employees and introduced new non-contributory defined benefit Pensicn
plan and defined contribution pensicn plan.

Also, certain domestic subsidiaries were releazed from the obligation for benefits related to future employee service under
the substitutional portion of National Welfare Pension Plan upon an approval by Minister of Health, Laber and Welfare of
such exemption on December 19, 2003.

2. RETIREMENT BENEFIT ORLIGATION

Millions of yen
AS OF MARCH AS OF MARCH
31, 2003 31, 2004
a2 Projected benefit obligations B 1 (450,862) (374,385)
b Planassefs ) 141,891 152,357
¢ Unfunded benefit obligations (a+b) (308,571) (222,028)
d Unrecognized net actuarial loss 66,976 23,801
e Unrecoenized prior service ¢ost 17.478 621
f Recorded amount on consolidated balance sheet (c+d+e) (224,516) (197,605)
g Additional reinimum pension lmbxhty (Note 2) (5,220) (4,664)
h  Prepaid pension cost 607 9,557
i Liabilides for retirement benefits (f+g-h)  (Note 3) (230,344) (211,827)
NOTE:
1.Certain consolidated subsidiaries apply the simplified method for the calculation of the retirement benefit
obligation.

2.An additional minimum pension liability was recorded in accordance with U.S, GAAP by certain censolidated
overseas subsidiaries.

3, As deseribed in ACCOUNTING POLICIES (3) Allowance and other liabilities, the Company aslo recognizes
its obligations for annuity payments of the government-sponsored defined benefit pension plans of ¥172,290
miillion as part of its Kiability for retirement benefits.

4.A certain subsidiary participates in a multiemployer pension plan, which was not included in the above table,
The plan asset allocated in proportion to its contribution as of March 31, 2003 and 2004 was ¥ 3,715million and
¥ 4,15Tmillion, respectively.

5. At October 1, 2003, the Company terminated a portion of its severance indemnities plan and its tax~qualified
non-contributory defined benefit pension plan for employees and replaced such plans by 8 newly-introduced
defined contribution pension plan. The following effects were reflected in the financial statements as of and for
the year ending March 31, 2004:

Decrease in projected benefit obligations ¥ 52321  million
Recognitian of prior service cost (1,002 )
Recogmition of net actuarial loss ( 8797 )
Decrease in plan assats ( 14,717 )
Decrease in liabilities for retirement benefits ¥ 27,802 million

In connection with this change, the Company is to make & contribution of ¥ 17,932 millioo to the defined
contribution pension plan through 2006 or an installment basis 25 an initial contribution in addition to the plan
assets which have been transferred from the tax-qualified non-contributory defined bemefit pension plan at
October 1,2003.

6. In connection with certain subsidiaries’ transfer to the Japanese Government of their obligations for future
benefit payments to their employees under the substitutional portion of National Welfare Pension Plan, the
related projected benefit obligaticns and pian assets of ¥ 3,319 million expected to be settled were reduced with
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the effacts recognized in earnings on the date of the epproval of Ministry of Health Labor and Welfare of
exemption fom such obligations in accordance with Article 47-2 of the transitiopal provision of “Practical
Guidelines of Accounting for Retirement Benefits (Accounting Coramittee Report No.13 by The Japan&se
Instintte of Certified Public Accountants)”

3. RETIREMENT BENEFIT COST
Millions of yen
FOR THE YEAR FOR THE YEAR
ENDED MARCH ENDED MARCH
31, 2003 31, 2004
a Service cost (Note 2) 18,673 16,947
b Interest cost 13,034 12,399
¢ Expected retum on plan assets (4,813) (4,409)
d Amortization of unrecognized net ebligation existing af the 6,042 -
date of inifial application
e Recognized net achuarjal loss (Note 3) 5,005 17,124
f Amortization of prior service cost (Note 3) 2,100 2,695
_E__ Retirement benefit cost (at+b+ct+d+e+f) 40,043 44,756
NOTE:

1. Employees’ contribution to National Welfere Pension Plan is reduced ﬁrom retirement benefit cost.

2. The retiremnent benefit cost of consclidated subsidiaries that adopt the simplified method is included in “Service
cost.”

3. Amounts of additional retirement benefits, for the years ended Merch 31, 2003 and 2004 were ¥ 5,580 million
and ¥ 29,687 million, regpectively, which were reported in extraordinery logs, For the year ended March 31, 2004,
the above amount nciudes the emounts of net actuarial loss end prior service cost recognized on the early
retirement of certain employees.

4. In addition to the above, contributions to the defined contribution pension plan are separately accrued and
recorded as expenses, which amounted to ¥ 1,331 million for the year ended March 31, 2004.

4. ASSUMPTIONS AND ACCOUNTING POLICIES FOR RETIREMENT BENEFIT OBLIGATION (FOR THE
YEAR ENDED MARCH 31, 2003)

Attribution of retirement benefits Assign the same amount of pension benefits to each year of service

Discount rate Mainly 2.5%

Expected rate of return on plen assets Mainly 2.0%

Amortizaton period -for unrecognized Mainly 10 years. (The unrecognized prior service cost is amortized

priot service cost using the sreight-line method over periods within employees’

average Temaining service periods.)

e Amortization period for unrecognized Mainly 10 years. (The unrecoghized gain/loss is amortized using the

actusrial gain/loss straight-line method over employess’ average remaining service
periods beginning from the next fiscal year.)

f Amortizstion period for unrecognized Mainly three years. Certain subsidiaries fully recognized net

net obligation existing at the date of obligation at the date of initial application.

initial application

2.0 o P

ASSUMPTIONS AND ACCOUNTING POLICIES FOR RETIREMENT BENEFIT OBLIGATION (FOR THE
YEAR ENDED MARCH 31, 2004)

Attribution of retirement benefits Assign the seme amount of pension benefits to each year of service

Discount rate Mainly 2.5%

Expected rate of return on plan assets Mainly 2.0%

Amortization period for unrecognized Mainly 10 years. (The unrecognized prior service cost is amortized

prior service cost using the straight-line method over periods within employees’
average remaining service periods.)

e Amortization period for unrecognized Mainly 10 years. (The unrecognized gain/loss is amortized using the

actuarial gain/loss straight-line method over employees’ average remaining service
periods beginning from the next fiscal year.)

|¢ Pl 2 N~ ]
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THE OBLIGATIONS TO THE PENSION BENEFITS UNDER THE PUBLIC OFFICIAL MUTUAL
ASSISTANCE ASSOCIATION LAW

The followings provide information of liabilities for the Company’s obligations to the pension benefits under the Public
Official Mutual Assistance Association Law as described i ACCOUNTING POLICIES {3) Allowance and other liabilities.

- 1, THE OBLIGATIONS TO THE PENSION BENEFITS UNDER THE PUBLIC OFFICIAL MUTUAL

ASSISTANCE ASSOCIATION LAW
Millions of yen
AS OF MARCH 31,
2004
a Projected obligations to the pension benefits under the Public Official of (169,750)
Mutual Assistance Association Law (Note 1)
b Unrecogmized net actuarial gain (Note 2) (2,540)
¢ Liabilities for the obligations to the pension benefits under the Pubhc (172,250)

Official Mutual Agsistance Association Law (a+b) (Note 3)

NOTE;

1. This amount is actnarial present value of the Company’s obligations for annuity payments of the
govermment-sponsored defined benefit pension plans which relate to pension benefits to which beneficiaries are
entitled for services remdered up to July 1, 1956, as prescribed by the Public Offfcial Mutual Assistance
Association Law.

2. This amount represents a change in the projected obligations resulting from experisnce difference of detharal
assumptions used.

3. This axpount is included in “Liabilities for retirement benefits™ on the consolidated balance sheet.

2. BENEFIT COST UNDER THE PUBLIC OFFICIAL MUTUAL ASSISTANCE ASSOCIATION LAW

Millions of yen

FOR THE YEAR

ENDED MARCH

31,2004
a Interest cost 2,776
b Recognizad net actuarial gain/loss -
¢ DBenefit cost under the Public Official Mutual Assistance 2,716
Association Law

3. ASSUMPTIONS AND ACCOUNTING POLICIES FOR MUTUAL ASSISTANCE ASSOCIATION COST (FOR
THE YEAR ENDED MARCH 31, 2004)

8 Discount rate 1.5%
b Amortization period for wnrecognized 10 years. (The unrecognized gain/loss is to be amortized using 2
actuarial gain/loss straight-line method from the next fiscal year.)
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INCOME TAXES
For the year ended March 31, 2003 For the year ended March 31, 2004
1. Significant components of the deferred tax assets and | 1. Sigoificant components of the deferred tax assets and
liabilities liabilities
Deferred tax assets Millions of yen Deferred tax asscts Millions of yen
March 34, March 31,
2003 2004
Pension and severance costs 74,375 Pension and severance costs 71,121
Net operating loss ¢carryforwards 21,125 Benefit obligations under the Public
Qther 52,899 Official Mutusl Assistance Assoclation 69,519
Deferred tax assets : sub-total 148,399 Law
Valuation allewance (22,159) Net operating loss carryforwards 23873
Deferred tax agsets : total 126,239 Other 63,397
Deferred tax assets : sub-total 227912
Valuation allowance (21,929)
Deferred tax assets : total 205,983
Deferred tax liabilities
Deferred gain on sale of property for tax Deferred tax liabilities
{35,529)
purposes
Basis di:ﬁ’etegc_eg in assets acquired (40,263) Deferred gain on sale of property for tax (39,500)
upon ecquisition purposes
Other (14,897) Basis differences in assets acquired (34,946)
Deferred tax linbilities : total (50,690) upon acquisition '
Other {25,173)
Deferred tax assets — net 35,549 Deferred tax liabilities : total {99,620)
Note: Deferred tax assets — net 106,362
Deferred tax assets - net ars included in the following items
on the consolidated balance sheet Note:
Deferred tax assets - net are included in the following items
N Millions of yer 1 on the consolidated balance sheet
-1 —~Current assets -~ Deferred tax assets - - 19,977 - | -

" Fixed Zsets < Deferred tax assets ™~~~ 64,524 - - , Millions of yen
Current liabilities - Deferred tax labilities 41 Current assets - Deferred tax asseis 30,221
Non-ourrent lisbilities - Defarred tax 48.910 Fixed assets - Deferred tax assets 121,547
liabilities : Current liabilities - Deferred tax liabilities 1,045

Nop-current lisbilities -~ Deferred tax 44.260
.= _ Liabilities !

3. The Law to Amend a Part of Local Tax Laws (the “Law”) | 2. A reconciliation of the normal effective statutory tax

was promulgated ov March 31, 2003, which reduced| Tmateto the effective tax rate

enterprise tax rates along with the introduction of non-income | | Normel effective statutory tax rate 41.75%
based taxes. The Law is to be applied to the fiscal years | | Tax rate difference for consolidated overseas

beginning on or after April 1,2004. In connection with this, | | subsidiaries 101.96%
deferred tax assets and liabilities which will be realized or | [ Tax credits 32.46%
settled after April 1, 2004 were adjusted for the effect of a | "Nopdeductible expenses (39.70%
change in tax rates. As a result of the adjustments, defetred | "Nondeductible amortization of goodwill (33.83)%
tax assets and lishilities were decreased by ¥ 3,289 million | 'Rate difference of the deferred tax assets and

| and ¥ 1,465 million, respectively, as of March 31, 2003. lisbilities recognized at the reduced

enterprise tax rate which is effective for | (40.89)%
the reversal and settlement on or after

April 1,2004
Ofher — pet (18.41)%
Actual effective tax rate 63.27%

3.._
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SEGMENT INFORMATION

1. OPERATIONS BY INDUSTRY

JAPAN TOEACCO INC.

1. Operations by indusiry are categorized based on types of products and characteristics.
2, Main products or services under each category are as follows:

1) Tobacco

2) Phermaceutica
3) Foods

4) Others

Tobacco products
Prescription drugs
Beverages and pracessed foods

Is

Rent of real estate, jeasing, engineering and others

(For the year ended March 31, 2003) Millions gf yen
Pharmaceu- Elimination iy
Tobscco ticals Foods Others Total / Corparate Consolidated

1. Sales and operating income

(loss)
Sales
(1) Sales to customers 4,134,466 53,926 232,403 71,466 | 4,492,263 - 4,492,263
(2) Intersegment sales 6,574 - 857 36,920 44352 {44,352) -
Total 4,141,041 53,926 { , 233,261 | 108,386 | 4,536,616 (44,352) 4,492,263
Operating expenses 3,927,699 67,782 246,429 | 107,454 | 4,349364 {46,064) 4,303,300

| Operating income (loss) 213,341 (13,855) | (13,168) 932 187,251 1,712 188,963
2. Assets, depreciation and
amortization, and capital
expenditure
Assets 2,153,080 114,725 135,317 | 236,524 2,639,648 318,016 2,957,665
Depreciation and amortizetion 108,503 4,102 6,168 18,704 137,478 (944) 136,534
Capita] expeaditure 60,975 1,161 7.274 38,802 108,213 965 109,179
(For the year ended March 31, 2004) Millions of yen
Phatmacey- Elimination .
Tobacco sicals Foads Others Total / Corporate Consolidnied

1. Sales and operating income

(loss)
Sales
(1) Sales to sustomers 4 236,920 51,242 250,138 86,850 4,625,151 - 4,625,151
(2) Intersegment sales 6,285 - 338 37.281 43,9035 (43.905) -
Totel 4,243,206 51,242 | 250,476 | 124,132 | 4,669,057 (43,905)| 4,625,151
Operating expenses 4,004,797 | 64,081 255,327 | 112,155 | 4,436,362 (45,244) 4,351,117
Operating income (loss) 238,408 | (12.839) |  (4,850) [ 11,976 232,695 1,338 234,034
2. Assets, depreciation and
amortization, and capital
expenditure
Assets 2,122,260 114,315 141,430 | 250,267 2,628,273 400,809 3,029,083
Depreciation and amortization 104,754 3,827 6251 19,009 133,843 (615) 133,227
Capital expenditure 60,558 2,611 9,143 18,076 90,390 479 90,869 |
NOTE:

3. Unallocated assets included in Elimination/Corporate consist mainly of surplus funds of the Corupany such as cash, bank
and time deposits 8s well as marketable securities, long-term investments (a portion of investment securities), assets used
for fundsmental research and unused Jand. The amounts of these assets as of March 31, 2003 and 2004 are ¥ 373,363
million and ¥ 474,121 million, respectively.

4. Amortization of goodwill by segment, which was included in selling, general and administrative expenses was as follows:

Millions of yen
Tobatco Pharmaccuticals Foods Others Consolidated
-1 For the -year- ended .
March 31, 2003 {426) 4,643 7.546 36 11,799
For the year ended
March 31, 2004 - 4,586 1,899 (312) 6,173
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JAPAN TOBACCO INC.

2. OPERATIONS BY GEOGRAPHIC AREA

(For the year ended March 31, 2003) ) Millions of ven
Western Elimination/ .
Japan Europe Others Totzl Corporzts Consolidated
1, Sales and operating
income (loss) Sales . , ,
(1) Seles to customers 3,794,323 316,992 380,948 4,492,263 - 4,492,263
(2) Intersegment sales 38,716 121,364 . 21,128 182,206 |} ( 182,206 ) -
Total 3,834,039 438,356 402,073 4,674,470 | ( 182,206 ) 4,492,263
Operating expenses 3,679,051 460,290 347,294 4,486,636 | ( 183336 ) 4,303,300
Operating income (loss) 154,983 (21,933) 54,779 187,833 1,130 188,963
2. Assets 1,745,501 681,909 167,769 2,595,180 362,484 2,957,665
" (For the vear ended March 31, 2004) Miilions of ven
Western e .
Japan Exrope Others Total Elimination | Consolidated
1. Sales and operating
income (loss)
Sales
(1) Sales to customers 3,844,100 308,612 472,438 4,625,151 - 4,625,151
2) Intersegment sales 53,812 139,463 18,977 212,252 | (212,252) -
|Toml 3,897,913 | 448,075 491,415 4,837,404 | (212,252) 4,625,151
Operating expenses 3,702,827 469,062 433,826 | 4,605,716 | (214,599) 4,391,117
Operating income (Joss) 195,085 (20,936) 57,588 231,687 2,346 234,034
2. Assers 1,750,803 634,438 195,984 2,581,226 447,857 3,029,083
NOTE:
1. Operations by geographie area are categorized based on geographical proximity.
2. Main countries and areas included m each category other than Japan
1) Western Europe Switzerland, France, and Germany
2) Others Canada, Russia, Malsysia, and others
3. Unsallocated assets incinded in Elimination / Corporste are the same as those described in Note 3 of
OPBERATION BY INDUSTRY.

3. OVERSEAS SALES

(For the year ended March 31, 2003) Millions of yen
Total
1 Dverseas sales 708,085
2 Consolidated sales 4,452,263
3 Percentage of overseas sales to copsolidated sales (%) 15.8
(For the year ended March 31, 2004) Millions of yen
Total
1 Overseas ssles 789,349
| 2 Consolidated sales 4,625,151}
_ _ .3 Percentage of oVerseas sales to consolidated sales (%) : 17.1 | .
NOTE: Overseas sales are sales of the Company and consolidated subsidiaries o countries-and areas otber than.
Japan,
RELATED PARTY TRANSACTIONS

(For the year ended March 31, 2003)
Information is omitted due to immateriality.

{For the year ended March 31, 2004)
Information is omitted due to immateriality.
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l item 5|

Business Report for the first quarter for the year ended March 31, 2004.

Medium-term Management Plan “JT Plan-V*
-Global Growth Company Addressing Mid-to-Long Term Charges in Business
Enviropment-

On August 6, Japan Tobaceo ‘s.nnounced its medium-term management plan, “JT PLAN-V™, for the
upcoming thxee-year fiscal period from April 2003 10 enbance JT’s business stru¢ture while ensuring
the company's growth and profitability,

(Interview of Kamsuhiko Honda, President and Representative Director)

Q. Please explain the purpose of the medium-term management plar JT PLAN-V.
A. Domestic cigarette consumption has been showing gradual decline because of factors such as an

- aging population, increasing bealth consciobsness and greater smoking resuictions, as well as a
prolonged weak economy.

_ In addition, due to the tobacco excise tax hike ia July 2003, which we did not anticipate when we
announced our previous medium-term management plan, “Plan 2004", we will not be able to avoid a
further decrease in the number of cigarettes sold. The operaing environment for the domestic
tobaceo business has just gotten tougher.

Also, JT and Philip Morris International have agreed not to renew the licensing agreement for
manufacturing and selling Marlboro brand cigarettes in the Japanese market, upon expiration of the
contact ar the end of April 30, 2005.

Plan 2004 i3 progressing well but in consideration of these immediate changes in the business
environment and in order to anticipate long-term changes, we created the new three-year
mapagement plan “JT PLAN-V™, outlining the company’s vision over a 10-year horizon. By firmly
implementing our new medium-term mapagement plan, we will establish a foundation to enable
profit growth and achieve our corporate vision over the next 10 years — & global growth company
that developa diversified, value creating businesses.

Q. Tell us about ¢the direction for each business over the next 10 years,

A, Tobacco business: We are aiming 10 become a leading global cigarette manufacturer w1th the
most competitive brand portfolio, through the further enhascement of our solid and profitable
business foundations worldwide. In order to achieve this goal, we will first set up a business base to
put pressure on competitors in our home market, Japan, maximizing product strength, marketing and
cost competitiveness. We will also esteblish our products within the top class in major overseas
markets, and will further integrate the managementof domestic and overseas businesses.
Pharmaceutical and foad businesses: These are the businesses in which we rgust create added
value, following upon tobacco. As our company’s main source of cash flow, the domestic tobacco
business faces more difficult circumstances, and the importance of the pharmaceutical and food
businesses thus becomes greater than ever before. We will strengthen our competitiveness in these
businesses, boldly selecting opportune sectors to focus on.

Q. What are the targets for JT PLAN-V?
A. The figures below are the targets for our company in terms of profitability and value creadon.
{unit: JPY billions)

Fiscal Year ending March | Reference: Fiscal Year
31,2006 ended March 31,2003
{target) _(acrual)
EBITDA 360 337.2
ROE exceed 7% 4.7%
Cumulative FCF (from FY2003 10 2005) | . (3-year cumulative) 450 -
<Reference>
| Operating income B 210 | 188.9 |

Q. What must each business group do in order to achieve the management objectives of JT
PLAN-V? -~ :
A. Domestic Tobaceo Buginess: We are planning 1o shift from our defensive strategy of the past to




an offensive strategy. In practical terms, we will actively introduce pew products in the growing
markets for 1-mg tar, mentho! and premium products,

Although we have lagged behind in certain growth areas, this conversely means we face little risk
of causing competition among our own products when it comes to launching new onss into the
market. We are planning t0 concentrate on the introduction of new products in these areas, and
aggressively regain market share. In addition, we aim to create and succeed in 2 new category of
cigarettes with reduced tobacco odor.

" The reduced tobacco odor technology, which JT has spent over 6 years developing, is successfully
meeting customers’ needs and sales of “LUCIA” are now going well. We have a great opportunity
for growth now by utilizing reduced odor technology to create a new product category. The epd of
the Marlboro licenze will be a major challenge for us, but we will address this by stronger product
development and marketing,

We are also moving faster than before to reduce costs, and are upgrading efficiency in all operations
as well as implementing reductions in both fixed and variable costs.

International Tobaceo Business: Following the previous mediumn-term management plan, Plan
2004, we will continue to propel JT Group growth by expanding profits from growth in sales of the
four global flagship brends (GFBs) -~ Camel, Winston, Mild Seven and Salem. While our
international tobacco business unit aims for organic growth, it will also actively examine business
and acquisition opportunities that further strengthen company value.

Pharmaceuticals business: The pharmaceutical division's target is to put into clinical development
three additional compounds, that have the potential to become global products, ‘and we are planning
a substantial list of products on which we will concentrate in our in-house research and development.
Until now we have spread out R&D efforts over a range of projects targeting the development of

- . _.___ specific chemical compounds on a one-by-one basis. In the firture, we will not only maximize the

e ____spplication” of this cumulative-knowledge, but will further fine-tune the focus of our R&D program

10 specific areas biest ephancing JT's-competitive pcsmom

Food business: Following the current strategy, IT aims to further sxpand both. profits and sales
volume of its processed food business, which bas been achieving a steady growth, Where JT regards
it as necessary for its business strategy or positive for its value chain development, it will seck
collaboration or acquisition opportunities. Based on changes in the business environment within the
beverage business, JT decided to shift its emphass from sales expansion to achieving operating
profitability.

Other businesses: In this category, JT will undertake significant structural reform of businesses that
are not expected to be self-sustaining.

Q. What is JT doing to reduce costs?

A. In our domestic tobacco business, we will accelerate business efficiency programs with attention
to the risk of declining future business votume. Regarding manufacturing operations, during the JT
Plan-V time frame, in addition to our previously announced closure of eight of owr plants, we will
close about one third of the remaining 17 plants.

Additionally, we will reduce fixed costs by consolidating and eliminating busivess locations,
reorganizing the domestic raw marerials deparnment (annouaced in July 2003), taking resources out
of HQ, consolidating group companies and consolidating or eliminating thoss locations.

We will algo work to reduce variable costs. A more efficient mechanism for managing raw
matetials and other material costs will be developed, encompessing all stages from purchasing

- through transport and storage. At the same time, we will augment the synergistic effects of our
Group management by implementing joint purchasing of raw materials with JT Intemnational and
pursue & further reducton of logistics costs.

Our aim is to maximize cost-effective operations by improviog efficiency pot only for our
buginess divisions but also for our head office administrative divisions, which we will streamline by
revising organizations and personnel numbers and further enhancing head office functions.

In addition, as 3 result of the integration of facilities and other imitiatives to improve cost
competitiveness in our domestic tobacco business, IT expects approximately 4,000 jobs to be made
redundant, and JT will subsequently offer voluntary retirement packages to eligible workers.

Q. Will human resource management become more important as you expand the business
while reducing the number of employees?

= A, Our basic premise is that organizational ability is a product of each employese’s ability and the
organic combination of such abilities. We must respond to diversifying human resource requirements
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in & flexible way and develop a winning stategy for each competitive market.

One way we do that is by expanding performance-based bevefits and an evaluation system, which
has already been implemented for managers, to a wider range of employees.

In practical terms, in addition to implementing limitations on pay increases within a single work
classification, we have introduced & new evaluation systam to greater refiect performance, and have
restructured the staff pay scale to be more responsive to each employee’s role within the organization
and the results generated by that employee. In the future, we will continue to review our personmel
policies as needed to foster an organization that is compstitive in the markst,

. Q. Finally, please tell us what JT PLAN-V will accomplish,

A. The purpose of JT PLAN-V is to build a corporate structure that enables continuous growth,
" taking info account mid to long-term changes in the business environment after Plan 2004 and
accelerated changes following termination of the Marlboro license. We will implement JT PLAN-V
in order to become the company that we envision in 10 years,

Mapy of the issues we face will not be easily resolved. Howeves, if each and every one of us at JT
takes responsibility for our output, I am ebsolutely convinced that we will be able to pioneer a new:
froptier.

<Major Assumptions for JT Plan-V Financial Targets>

»  Target figures are made based on the company’s orgenic growth without assuming large-scale
M&A.
* No additional increase in tobaceo excise taxes is assumed.
+ Dcmestic tobacco business
JT sales volume for the fiscal year ending March 31, 200€:
Approx. 179 billion cigarettes.
- Tota! market demand for the fiscal year ending March 31, 2006:
Approx. 285 billien cigearettes.
» Intemational tobaceo business
- No large-scale macro economic changes are asswmed.
*  Pharmaceutical business. ,
- Revepues from Viracept™ royalties will continue a dowaward trend.
- R&D expenses for the pharmacsutical business will emount to approximately
¥ 80 billion on a three-year cumulative basis.
¢ Dollar to yen exchange rate for consolidation: US$1=¥120.
» Financial impacts, expected to be incurred by the planned business restructuring measures, are
included with assumptions while developing target figures,

April-Tune: FY2003

Report on Business Results
(Interview of Masakazu Kakej, Executive deputy president and representative director)

Tobacco Business

Q. How were results for the domestic tobaceo business?

A. Domestic cigarette consiumption bas been showing gradual decline because of facrors such as an
aging population, increasing health consciousness and greater smoking Testrictions, as well as &
prolonged weak economy. As you know, due to the tobacco excise tax hike on July 1, IT had no
choice but to reflect the additional burden in our prices, and except for some brands, we
tmplemented a price increase of one yen per cigarette on that same day.

The extraordinary high-demand immediately prior to this tax hike resulted in 5 12.4% increase in
domestic cigarette sales during April-June to 65.6 billion cigarettes, cormpared to the same period of
the previous ysar,




(Sales Volume)
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Q. How were results for the jnternational tobacco business?
A, In the first half of fiscal 2003 (January to June) out gross international cigarette sales declined by
® 6.1% o 96.8 billion cigarettes, but GFB * sales showed solid growth and increased by 2.7% 10 56.5
billion cigarettes, so the ghift to high priced products represented by the GFB products 18 proceeding
well. This resulted in an increase n met sales before taX of 11.4% over the same period in the
previous year to $2,946 miliion, an increase in after-tax sales of 5.8% to $1,603 million, and an
increase in after-tax sales per fhousand cigarettes of 13.6% or §16.5.
On one hand EBITDA > decreased by 8.9% to $275 million, but that was mainly due to the fact
that sales promotion expenses in the first half of the previous year were not calculated at the correct
® period and that the first-helf EBITDA last year was larger compared to those of the second-half.
Furthermore, seles promotion expenses in the first half of this year were 17.4% Ligher than that for
the same period of the year before.
Results for the international tobacco tusiness in the first half are in lipe with our inital
Pproj ections * made February 12, 2003, and we are ot changing our initial projections for 2003.

® *| GFR: Global Flagship Brands: Camel, Winsion, Mild Seven and Salem
+7 EBITDA = (operating income + depreciation of tangible fixed assets + amortization of intangible
fixed assets + amortization of long-term prepaid expenses + amortization of goodwill)
+3 njtial projections anmounced February 12, 2003

————




FY 2002 Actual 7003 Foreast___|
Sales volume; including GFB sales 203.3 204.0
volume (unit: billion)
T GFR sales volume (uait: billion) 109.8 114.0
[ Sales before @x ($million) 5,416 5,740
rmrrm (Smillion) 480 At least double-digit
growth rate
(Quarterly Sales Volume)
(illions of cigarettes)
y
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Q. Are there any changes to the initial resolts forecast announced May 8?
A. There are no changes to the initial forecast as of July 30, 2003.
(umit: JPY billions)

Forecast for the year ending March 31, 2004
(consolidated)
Net sales 4,580
Recurring profit 174.0
Net income (loss)* (20.0)
Annua) vet profit (loss) per share {yen) (10,000

* Net income for the FY2004 is expected to be negative due to a one-time extraordinary Joss relaring
to retirement benefits for an old pension plan, and this will bring no impact to the Company's ¢agh
flow.

*We expect an annwal per-share dividend payment of 10,000 yen (5000 yen for semi-annual period)

Q. What is JT’s stance on the risk of future increases in domestic tobacco excise taxation?
A. IT will strongly oppose any tobacco excise tax increase. A disproportionate tax burden levied
against & single industry and its customers is not acceptable. JT will continue o do everything in its
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power to prevent tobacco excige tax increases and protect the interests of spproximately 70,000 of
our stockbolders and Japan’s 31.5million tobacco users and people employed in tobacco-related
industries.

Q. Do you see increasing opportunities for JT now that China has joined the WTO?

A. Regulation of the tobacco business in China has changed very little. We accordingly perceive the
Chinese market a5 a medium to long-term opportunity. In January 2003, we established the China
Division under our Tobacco Headquarters, in order fo strengthett our medium- and long-term
activities in the Chinese market. The division centralizes and administrates two functions: the
formation of key relationship in the Chinese market through technical support and other
activities, which had been handled by JT, and the actual marketing or tobacco, which had been
handled by our subsidiary, JT International S.A. This reorganization is aimed at strengthening our
medium to long-term commitment to the Chinese market following China's membership in the
WTO.

Q. Many of the major tobacco manufacturers in the Unites States aré now facing sumerous
legal actions. Are the risks of litigation increasing for the JT Group as well?

A. As of June 30, 2003, thers are 42 tobacco-related lawsuits involving JT, 4) overseas and one in
Tapan.

In the United States, since the scale of JT's business is extremely small, we believe
- tobacco-related litigation risk is limited and unlikely to materially affect JT°s operations over the
shost-to-medium term. There are 27 cases in U.S. courts related to JT. OFf these, 26 involve foreign
government organizations from outside the U.S. seeking medical cost reimbursement, and according
to U.S. courts “the relation between the plaintiff’s demands and the actions of the defendant are
extremely weak.” Such litigation tends ta be drepped, and at this point we have not lost a single one
of these cases.

Qutside of the Unites States, smoking and health-related lawsuits are far fewer in number and the
amount of damages sought is much Jower. U.S.-type lawsuits seem to be specific to the country’s
unique legal environment, and we do not expect a significant increase in such litigation within the
jurisdictions other countries.

However, the business enviroument surrounding the tobacco industry worldwide has become
increasingly stringent becauss of underage tobacco use and other smoking/health issues, as well as
the tighter restrictions put in place to address these issues. Under such circumstances, JT is closely
following developments in lawsuits involving other companies in the context of the relationship
berween the tobacco industry and society a5 a whole.

Q. WHO and EU regulations are getting stronger, and how will that affect the tobacco industry
in the future?

A. There are many positions on the issue of smoking. Tobacco has been the subject of a great deal of
discussion in recent years with regard to its effect on health. JT maintains a supportive position
regarding appropriate restrictions on tobacco, which it considers necessary.

However, tobacco is a firmly established feature of human lifestyle and has & long history of

enjoyment by adults, and we believe that adults are entitled to choose for themselves whether to
smoke or not, based on & full awareness of health-related mformation. We therefore taks issue with
the imposition of a single uniform set of restrictions, or excessive restrictions, that fail to take into
account the wnique cultures of individual nations.
JT will continue to live up w its social regponsibilities, implement programs to prevent underage
smoking and improve smoking manners, and meet the general expectations of today’s society. At the
same time, we will wholeheartedly provide a variety of services to individuals who choose to smoke
and continve o conduct our business in a manner that promotes harmonious coexistence betwesn
smokers and nonsmokers.




Pharmaceutical Business
Clinical Development as of August 6, 2003

[ Code _|Stage \ndication Meaghanistn Characterstics Development]Rights
JTE-522 Phese?  |infammatory  {COX-2 inhioitar [Ant-inflammatary Developed  |JT entereg
(oral) (JPN) drug that is expected 1by JT Into 2n
to avoid agreement
gastrointestinal and with Fujlsawa
olher side-effects by Phamncautic
remarkable COX-2 al on eo-
Phage/3 |FAP(Familial Expated to raduca or |Developed dovalopment
(JPN) adenomatous pravant adenomatous by JT {from Ph3)
palyposis) polyposls of FAP and co-
palients with fewer marketing In
gastrointestinl side Japan
effacts (;‘fn"ﬁ"y
JTE-807 Phase?  |SIRS (systemic |infiammatory Inhibits the production [Developed
{inj (JPN) inflammatory  |Cylokines of inflammatery by JT
Phasel rasponse Inbiblior cytokines Developed
(Overseas)|syndrome) ' by JT
JTV.802 Phase2  |Anticeagulant |Factor %a inhibilSalectivaly inhibits Developed
(inf) {JPN} Facior Xa 1o show by JT
Phasel ant-thrombus activity |Developed
{Oversess) by JT
JTT-705  |Phasez Hyperlipidemia CETP inhibiter  [Dacraases LDL and  |Developed
foral) __ |(Oversaas) N ) Increases-HOL by by.JT
Phatdt | T : - intibiton of CETP Davaloped
(JPN) .CETP:Cholesteryt  |by JT
Ester Transfar ‘
Protgin, facilitatas
transfer of cholestary!
ester from HDL {0
LOL
-HDL:High density
lipoprotein, Good
Cholestarel
-LDL.Low densily
JTK-003 Phese2 Hapatitis C HCV RNA- Treatment of Hepatitis|Daveloped
(oral) (JPN) polymerase C by inhibiting HCV  jby JT
Praset inhibitor * JRNA- polymerase Developed
(Ovarseas) which relates ta viral  [by JT
proliferation
JTK=109 Phaset |Hepstiis C HCV RNA- Treatment of Hepatitis[Deveioped
(oral) {(JPN) - palymarase C by inhibiting HCV  1by JT
Phase inhibitar RNA- polymerase Developed
{Overseas) which relates to viral oy J7
JTT-130 Fhase1  [Hyperipidemia |MTP inhibitor Treatment of Developed
(oral) (JPN) r hypetiipldemia by ty JT
Phasel reducing absorplon of] Developed
{Overseas) cholastersl and by JT
trigiyceride via
inhibitioln of MTP
MTP:Microsomal
Triglyceride Transfer
- ) T Proten
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This material contains forward-looking statements about our industry, business, plans and objectives,
financial condition and results of operations that are based on our current expectations, assumptions,
estimates and projections. These statements discuss future expectations, identify girategies, discuss
market trends, contain projections of results of operations or of our fnancial condition, or state other
forward-looking information. These forward-looking statements aré subject to various known and
unknown risks, uncertainties and other factors that could cause out actual results to differ materially
from those suggested by any forward-looking statement. We BSSume no duty or obligation t0 update
any forward-looking staternent or to advise of any change in the assumptions and factors on which
they are based.

Risks, uncertainties or other factors that could cause actual regults to differ materjally from those

expressed in agy forward-looking statement include, without limitation:

(1)  health concerns relating to the use of tobacco products;

(2)  legal or regulatory developments and changes, including, without limitation, tax increases
and resirictions on the sale, marketing and usage of obacco products, and governmental

investigations and privately imposed smoking restrictions;

(3) litigation in Japan and elsewhere;

(4  our zbility 0 further diversify our business beyond the tobacco industry;

(5)  ourabilityto successfully expand internatiopally and make investments outside of Japag;

(6)  competition and changing consumer preferences;

(7)  theimpact of any acquisitions of similar transactions;

(8)  localapd global econormic condidons; and

@) flucrations in foreign exchange rates and the costs of raw materials.
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Business Report for the second quarter for the year ended March 31, 2004

B!

President’s greetings .

Thank you very much for your interest in the management of our company.

We are sending this issue of “Wslcome to the Delight World” with our semi-annual financial
results for the fiscal 2003 to our shareholders, to inform you of our performance resuits and
plans for the future.

Looking back on the semi-annual results for FY2003

The FY2003 semi-anpual results matked the third Iper'iod in a row of increased revenues and
profits in the catsgories of met sales, EBITDA", operating income and recurring profit.
Although we reported ap interim net loss, this was primarily due to an extraordinary loss from
the ump disposal of an old mutual pension benefit liability in order to improve the financial
strength of the Company. Furthermore, if it were recalculated without the impact of the lump
disposal of that mutual pension bemefit liability, the net income would also have marked an

. Incresse.

In this half-year period we heve implemented plans to increase domestic sales by introducing
new products in growing segments such as the menthol and premium. In the internationsl
tobacco business, the sales volume of our high value GFB ™ products continued to grow well and
we are sesing an improvement in the operating profit and loss situation for our food business.
We have gotten off to & good srart with our medium-term management plag, “JT PLAN-V™, just
announced in August 2003,

*] EBITDA: operating income + depreciation of tangible fixed assets + amortization of
intangible fixed assets + amortization of long-term prepaid expenses -+ amortization of goodwill
*2 GFB: Global Flagship Brands: Camel, Winston, Mild Seven and Salem

Outlook for FY ending March 2004

I would like to explain owr consolidated performance outlook for the fiscal year ending March
31, 2004, compared to the initial forecast announced in May.

JT is now forecasting a 60.0 billion yen imcrease in net sales over the injtial forecast due
primarily to factors such as expected increase in sales of our GFB products in the international
tobacco business.

While operating income i forecast to be 19.0 billion yen higher than in the initial forecast, pet
income for the year will be only 3 billion yen higher than our original forecast. Thig is because
extraordinary josses associated with expenses to strengtben the business structure and other
measurss taken to put the business in order, as a result of effors to achieve JT PLAN-V, will
increase, If net income for the period were recalculated without the impact of the lump disposal
of the murual pension benefit liability, there would be an increase in income compared to the
previous fiscal year.

Dividends

JT's basic dividend policy is to “increase dividends gradually based on the stafus of achievement
of the management objectives cutlined in JT PLAN-V and the prospects for medium and
long-term profits.”

Our FY2003 net profit or loss is forecast to-be about the same as projected in the initial fiscal
year forecast. Therefore our first half year dividend will be 5,000 yen, just as projected in the
initia] forecast Further, JT’s annual dividend per share for the yeer ending March 31, 2004,
which includes the mid-term dividend, will be 10,000 yen as set out in the initial forecast.

To a truly excellent company

IT has forrmutated & new corporate strategy called the “JT Branding Declaration.” As part of the
IT brapding stratagy, i each business segment and all corporate activities, we seek to satisfy our
shareholders end other stakeholders by providing unique value added products and services that
bring delight to and exceed the expectations of our customers. We hope that this strategy will
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enshle JT t0 become a truly excellent company.
While implementing the JT Branding Declaration, JT will continue to stive to maximize cash
flow, enhance corporate values and maintain the trust of its shareholders and other stakeholders.

Table 1

- Consolidated Semi-Annual Financial Results for FY ending March 2004 Compared to the

Previous Semi-Annual Period

{unit; JPY billions)

1st Half ended 15t Half ended Increase or decrease
Sept, 30, 2002 Sept.30, 2003
Net sales 2,256.1 2,317.6 21.4
EBITDA 187.9 197.7 9.7
erating income 114.3 128.8 14.4
Recurring profit 104.3 118.8 14.5
| Net income (losg) 52.0 *(49.2) {101.2)

(*pote) Net income for the 1* half of 2003 was negative, because JPY185.0 billion was charged as a
one-time extraordinary loss relating 1o retirement benefits for an old pension plan.

Table 2

Outlook for FY ending March 2004 Compared to Initinl Forecast*

Revised upwards from initial forecast

B Net sales: revised upward

B EBITDA, operating income and recurring profit: revised upward - expected to reach record
high

B Netincome: remain at almost the same level

unit: JPY billions)

Initial forecast Mid-term forecast Increase or decrease
Net sales 4,580.0 4,640.0 §0.0
EBITDA 327.0 3470 20.0
Operating income 185.0 204.0 19.0
Recurring profit 174.0 187.0 13.0
Net income (loss) (20.0) {17.0 3.0
Free cash flow 192.0 199.0 7.0

(*note) Initial forecast; as of May 2003

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This material contains forward-looking statements about our industry, business, plans and objectives,
financial condition apd results of operations that are based on our current expectations, assumptions,
estimates and projections. These statements discuss furure expectations, identify strategies, discuss
market trends, contain projections of results of operations.or of our financial condition, or state other
forward-looking information. These forward-looking statements are subject to various known and
whknown risks, uncertainties and other factors thar could cause our actual results to differ materially
from those suggested by any forward-looking starement. We assume po duty or cbligation to update
any forward-looking statement or to advise of any change in the assumptions and factors on which
they are based.

Risks, uncertainties or other factors that could cause actual results to differ materially from those
expressed in any forward-looking statement include, without limitation:

(1}  health concerns relaring to the use of tobacco products;
(2)  legel or reghlaiory developments and changes, including, without limitation, tx increases
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and restrictions on the sale, marketing and usage of tobacco products, and governmental
mvestigations and privately imposed smoking restrictions;

litigation in Japan apd elsewhere;

our ability to further diversify our business beyond the tobacco industry;

our ability to successfully expand internationslly and make investments outside of Japan;
competition and changing consumer preferences;

the impact of eny acquisitions or similar transactions;

local and global economic conditions; and

fluetmations in foreign exchange rates and the costs of zaw materials,

President’s interview

_~-—About messures setin JT Plan-Ve-—

In this August, JT formulated JT PLAN-V, from April 2003 to March 2006, to further strengthes
JT by focusing on profit growth. JT aims to increase its share in the growing gsgnents,
especially ip the 1-milligram tar, menthol and premium products.

JT aggressively launched new products and implemented pricing strategy. As a result, JT is
increasing its share in each marker. The sales area of "Lucia Citrus Fresh Menthol," with JT's
proprietary features of reduced tobacco odor and reduced sidestream smoke, wag expanded to
the entire Tokyo metropoliten area from August 2002 onwards with nationwide launch of this
preduct set for November 2003. Also, the limited sale of IT's forthcoming reduced odor product,
"Mild Seven Prime Super Lights Box," is planned for launch in Tokyo from this November. As
part of owr cost structure reform, JT has decided to implement a gradual consolidation of its
domestic tobacco leaf procurement offices and stations, starting from July 2004 until April 2006.
Additionally, JT is implementing measures to further improve its cost competitiveness. In July
2002, IT decided to close eight cigarette factories by the end of March 2005. Of these, we
afready stopped manufacturing operations in our Sendai, Nagoya and Hashimoto factories at the
end of March 2003, Moreover, JT announged this September to additionally stop manufacturing
operations in six mare factories by the end of March 2005 as well as consolidate six sales offices
by the end of June 2005.

In internationsl markets, JT International S.A., the core of our international operations,
aggressively pursued sustzined growth through effective marketing activities. As pan of the
Initiauves to enhance GFB brand value and following last year's global renewal of "Camel," JT
launched a similar renewal of "Salem,” which comumenced in Asia from this July and set for
expansion in other areas accordingly.

In foods busipess, JT aims to modify its strategic emphasis from securing a certain level of
revenues and sales expansion to obtaining profitability and it aims to be the next cash flow
generator for the JT Group by solidifying its business bese and increasing its business value.

In pharmaceutical business, JT strives to distinguish itself as a unique business with world-class
R&D as well as enhance its presence through innovative drugs.

As a part of company- wide measures, the retirement benefit system became subject to a detailed
overhaul.

Also, at this year’s annual sharebolders’ meeting in June, 2003, a gtock repurchase plan was
approved up to 100,000 shares and JPY 75.0 billion. Based on the above, JT repurchased a total
of 45,300 shares of common stock this Oztober. Whether the repurchase is actnally implemented
or not will be decided in a timely and appropriate manner in light of company needs and market
conditions.

—~—About domestic tobacco sales through the tobacco excise tax hike—

Total demand in the Japanese market continued to trend downward due to domestic social
factors, ncluding continued aging of the population, reinforcement of smoking regulations and
consumers' growing concern about the impact of smmoking on health, as well as the prolonged
stagnation of the Japanese economy. Amid such conditions, the tobacco excise tax hike took
place in July 2003, making the business climate for the domestic tobaceo market more severe,




The sales volume from July to September amouated to 47.0 billion cigarettes, down 12.6 billion
cigarettes (21.1%) from the same period in the previous fiscal year a5 a result of anticipatory
demand prior to the revision of tobacco prices. As for the sales volume from April to September
amounted to 112.6 billion cigarettes, though, down 5.3 billien cigarettes (4.6%) from the same
period in the previous fiscal year, which was within the expectation.

For the sales volume of this fiscal year, IT expects 217.0 billion cigarettes, down 12.0 billion
cigarenes, as predicted at the beginning of this fiscal year.

Briefing on business results

Tobacco

Under the top line growth strategy for owr domestic tobacco business, JT aggressively launched
new products in the growing segments, especially in the menthol and premium producis,
expanded the sales scope for mew products with initially limited sales areas as well as
implemented aggressive and efficient marketing activities tailored to the unique features of the
Japanese market. In particular, "Hope Menthol" began limited sales in Ajchi prefecture in May
2003, while "Cabin Mild Menthol" in Miyagj prefecture and JT's premium "Alphabet H/R/C" in
Fukuoka prefecture began limited sales respectively in August 2003, "lcene Super Cooling
Menthol” was launched nationwide from this May onwards. The sales area of "Lucia Citrus
Fresh Menthol," with JT's propristary features of reduced tobacco odor and reduced sidestream
simoke, was expanded to the entire Tokyo metropolitan area from this August onwards with
pationwide launch of this product set for November 2003. Also, the limited sale of JT's
forthcomning reduced odor product, "Mild Seven Prime Super Lights Box," is planned for launch
in Tokyo from this November.

As part of our ¢ost structure reform, JT has decided to implement 8 gradual consolidation of its
domestic tobacco leaf procurement offices and stations, starting from July 2004 until April 2006.
Additionelly, JT is implementing measures to further improve it3 cost competiiveness. In July
2002, JT decided to close eight cigarette factories by the end of March 2003, Of these, we
already stopped magufacturing operations in our Sendai, Nagoya and Hashimoto factories at the
end of March 2003. Moreover, JT announced this September to additionally stop manufacturing
operations in six more factories by the end of March 2005 as well as consolidate six sales offices
by the end of June 2005,

The domestic cigarette sales volume during the semi-annual period fell by 5.3 billion to 112.6
billion cigarettes(*), down 4.6% from the previous semi-amnusl term. Owr domestic shares
declined by 0.5% to 72.9%. This was due to the impact of the list-price revision accompenying
the wobacco excise tax hike this July, alongside the current slump in demand. Net sales,
excluding excise taxes, per thousand cigarettes increased by JPY 27 to JPY 3,881.

In international markets, JT International S.A., the core of our interpsrional operations,
aggressively pursued sustained growth through effective marketing activities. As part of the
imjtiatives to enhance GFB brand value and following last yesr's global renewal of "Camel," JT
launched a similar renewal of "Salem," which commeticed in Asia from this July apd set for
expansion in other areas accordingly.

As atesult, the international cigarette sales volume fell by 6.3 billion to 96.8 billion cigarettes(*),
down 6.1% from the previous semi-annual period. With increased sales of one of our GFBs
pamed “Winston”, mainly in Russis, the overell sales volume of our premium GFBs increased
by 1.5 billion to 56.5 billion cigarettes, up 2.7% from the previous serni-annual period.
Consequently, net sales totaled JPY 2,115.1 billion, down 0.2% from the previous semi-annual
period. Net sales of international tobacco rose due to the increased sales volume of GFBs, bus
this rise 1 net sales could not compensate for the decline of sales in domestic tobacco due to
decreased sales volume. Operating income grew to JPY [28.7 billion, up 1.8% from the
previous semi-annual period, owing to reduced costs in domestic tobacco operations and other
{actors.

For joternational markets, results for this semi-apnual period indicate those of the six months,
from January to June, 2003,

Cigarette production volume amounted to 195.0 billion cigarettes, down 7,6% from the previous
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serni-anmial period.

(*): Sales for this semi-annual period from domestic duty-free shops and the Chinese, Hong
Kong and Macae markers, which are under the JT's China Division, add up to 2.9 billion
cigarettes but figures are not included.

Pharmatenticals

In our pharmaceuticals business, we continued to improve the in-houss R&D capabilities and
conducted R&D with independent overseas corporations. At present, we have five drugs in the
clinical development pipeline. In Sepiember 2003, we terminated development of an
snti-inflammatory drug, which had completed the second phase of clinical testing in Japan. In
January 2002, JT entered into an agreement with Fujisawa Pharmaceutical for the
co-development from phase three onwards and co-marketing of this drug, however, with the
termination of its clinical development, we accordingly agreed to rerminate the agreement.
Mareover, i July 2003, JT reached & licensing agreement to acquire exclusive Japanese trading
rights for anti-HIV drugs with the U.S.-based Gilead Sciences, and is now preparing to file
import applications for two of these drugs.

Royalty revenue from our "Viracept" anti-HIV drug, which we developed the drug with
Agouron Pharmaceuticals, Inc. of the United States and it is sold in the U.S., Europs, Japan and
elsewhere, declined due to increased competition.. Torii Pharmacentical’s sales decreased due to
decreased sales of Futhan, an injectable proteass inhibitor, due to the introduction of generic
drugs.

Net sales totaled JPY 26.7 billion, down 4.3% from the previous semi-annual period, due to
reduced royalty revenus for owr anti-HIV drug and a decline in sales at Torti Pharmaceurical,
The operating loss shrank 14.5% to JPY 6.0 billion, due to decreased R&D expenditure,

Foods
The business value of our foods business was considerably enhanced by the development and
introduction of mew products, acquisition and strengthening of existing sales channels end by
flexible operations 1o meet market demands.

We expanded our processed foods business by adding new products to the "Dai-ninki!” line of
frozen foods. Also, we mads efforts 10 reduce overall business expenses and thus strengthen
profitability.

Beverage sales were favorable, thanks to thé steady expansion of vending machine channels
through Japan Beverage Inc., our vending-machine operations subsidiary. We enriched apd
reinforced the "Roots” product sexies and implemented a renewal of the entire Lineup this
September, accompanying the launch of "Roots Live-Bodied" canned coffes. This product is
made using JT's proprietary "low pH technology” and resembles the mildly acidic flavor of
regular coffee. In addition, we actively launched new products in the sugarless tea market,
representing Japan's largest tea market, including the sale of "Aka-Oolong," which uses only
highly fermented oolong tea leaves.

Net sales totaled JPY 124.1 billion, up 8.3% from the previous semi-ammual period, due to
expanded business with processed foods, expansion of our vending tachine sales network for
the beverages business, and expanded scope of consolidation, etc. Operating loss decreased by
JPY 4.8 bilkion to JPY 1.4 billion, down 76.6% from the previous semi-annual period; this
reduction is the result of incrensed sales, enhanced profitability and a decreased amount of
goodwill smortization.

IT Foods Co., Ltd., our processed foods sales subsidiary, and JT Beverage Corporation, our
beverages sales subsidiary, were merged on April 1, 2003 to strengthen sales and raise
operational efficiency. JT Foods Co., Ltd. is the surviving company.

Other businesses
We operated other business in an aggressive and efficient manner.
Net sales in other buginesses totaled JPY 51.5 billion, and operating income was PY 72 billion,




up 53.5% and 1,3 13.6% from the previous semi-annual period, respectively.
We terminated our agribusiness operations from the end of June this year.

4. Consolidated Financial Statements
Semi-armual consolidated balance sheet

ASSETS:
CURRENT ASSETS
FIXED ASSETS:

PROPERTY, PLANT AND EQUIPMENT
Buildings and structures
Machinery, equipment and vehicles
Land
Other

INTANGIBLE ASSETS
Goodwill
Trademarks
Other

INVESTMENTS AND OTHER ASSETS
DEFERRED ASSETS
TOTAL ASSETS

LIABILITIES :
CURRENT LIABILITIES

NON-CURRENT LIABILITIES
TOTAL LIABILITIES

MINORITY INTEREST

MINORITY INTEREST
SHAREHOLDERS’ EQUITY

COMMON STOCK

CAPITAL SURPLUS

RETAINED EARNINGS

September 30, Increase (*1)
2003 (decrease)
(Unaudited)

(Millions of yen)
1,440,596 94,231
1,654,272 42,990

733,010 (303)
316,209 4,841
143,027 (3,930)
180,754 3,080

93,017 (2,295)
687,398 (24,231)
378,083 (3,518) (*2)
272,253 (16260) (*3)

37,561 (4,452)
233,363 67,524

86 67

3,094,954 137,289
September 30, Increase
2003 (decrease)
{Unaudited)
(Millions of yen)

718,965 124,227

752,613 63,416

1,471,582 187,644
55,909 4,838

100,000 -

736,400 -

732,150 (57,761)

*1)

(*4)

(*3)




Ly

NET UNREALIZED GAINS ON 7,561 | < 4,929

AVAILABLE-FOR-SALE SECURITIES
FOREIGN CURRENCY TRANSLATION (8,650) (2,360)
ADJUSTMENTS

TOTAL SHAREHOLDERS’ EQUITY 1,567,461 (55,192)

TOTAL LIABILITIES AND 3,094,954 137,289
SHAREHOLDERS® EQUITY

(Note)

_Amounts less than one million yen are rounded down.

(*1) These amounts represent increases (decreases) from March 31, 2003.

© (*2) Goodwill represents the excess of the cost of an acquired entity over the net of

fair values of assets and ligbilities. This balance resulted from acquisitions of the
non-U.S. tobacco operations of RIR Nabisco Inc. (currently JT Internationat), Toril
Pharmaceutical Co., Lid., and Unimat Corporation (currently Japan Beverage Inc.).
(*3) Trademarks mainly consist of Global Flagship Brands, namely, Camel, Winston
and Salem, which were purchased at the time of the acquisition of the non-U.S.
tobacco operations of RIR Nabisco Inc. (currently JT International).

(*4) Liabilities increased mainly due to the recognition of a liability for Mutual

~ Assistance Association Cost s 2 part of the Company’s liabilities for retirement

benefits. Mutual Assistance Association Cost is the Company’s obligations for
annuity payments of the govmment-sponsorcd defined benefit pension plans which
relate to pension benefits to which beneficiaries are entitled for services rendered up
to July 1, 1936, as prescribed by the Public Official Mutual Assistance Association
Law. Pror to March 31, 2003, anmuity-basis contributions had been recorded as
expenses when paid. Effective from the beginming of this semi-annual period, the
Company recognized this liability as a part of the Company’s liabilities for
retirement benefits in light of the actuarially determined computation methods
prescribed under the Revised Accounting Standards for Independent Administrative
Institations, which were applied 1o accounting for anmuity obligations for
chemmentasponsored pension plans effective from April 1, 2003, in order to
improve the Company’s financial strength.

(*5) Retained carnings decreased due mainly to net loss recorded in this semi-annual

period.




Sermi-annual consolidated statement of operations

(Millions of yen)

Six months Increase (*6)
ended (decrease)
September 30,
2003
(Unaudited)
NET SALES 2,317,610 21,455 7
COST OF SALES 1,843,824 23,818
GROSS PROFIT ' 473,785 (2,363)
%%IE%WS%SGENERAL AND ADMINISTRATIVE 344,932 a 6,825)
OPERATING INCOME 128,853 14,462 (*8)
NON-OPERATING INCOME: 4,555 662
NON ~OPERATING EXPENSES: 14,524 614
RECURRING PROFIT 118,884 14,510
EXTRAORDINARY PROFIT: 8,478 1,749
EXTRAORDINARY LOSS: 207,294 193,786 (*9)
1,0SS BEFORE INCOME TAXES
BENEFIT AND MINORITY INTERESTS (79,932) (177,525)
INCOME TAXES BENEFIT (33,925) (76,968)
MINORITY INTERESTS 3,221 729 -
NET LOSS ' (49,228) (101,285) (*10)
(Note)

- Amounts less than one million yen are rounded down.

(*6) These amounts represent increases (decreases) with compared to the previous
semi-annual period ended September 30, 2002.

(*7) Net sales increased with compared to the previous semi-annual period due to
the increased sales of international tobacco business, foods business and other
business, which fully offset decrease in sales of domestic tobacco business and
pharmaceuticals business.

(*8) Operating income improved with compared to the previous semi-aoual
period, due mainly to cost reduction effects in domestic tobacco and other business
operationse ‘

(*9) Extraordinery loss significantly increased due to one time recognition of mutual
assistance association cost of ¥185,095 million to Improve the Company’s financial
strength.

(*10) Net income would increase as compared with the previous semi-annual period
ended September 30, 2002 if the one time recognition of mutual assistance
association cost was not included.
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Semi-annual consolidated statement of cash flows

(Millions of yen}
Six months Increase (*11)
ended (decrease)
September
30, 2003
(Unaudited) .
NET CASH PROVIDED BY OPERATING ACTIVITIES 177,145 30,373
NET CASH USED IN INVESTING ACTIVITIES (49,040) (12,642)
NET CASH USEDIN FINANCING ACTIVITIES (52,807) 10,099
EFFECT OF EXCHANGE RATE CHANGES 1.083 5733
ON CASH AND CASH EQUIVALENTS ! ’
NET INCREASE TN CASH AND CASH EQUIVALENTS 76381 33566
CASH AND CASH EQUIVALENTS,
BEGINNING OF PERIOD 602,644 68,140
CASH AND CASH EQUIVALENTS OF NEWLY
CONSOLIDATED SUBSIDIARIES, BEGINNING OF 6,860 6,621
"PERIOD - _
CASH AND CASH EQUIVALENTS, END OF PERIOD . 685,886 108,328

(Note)

-Amounts less than one million yen are rounded down.

(*11) These amounts represent increases (decreases) with compared to the previous

semi-annual period ended September 30, 2002.
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Financial Statements

Semi-annual balance sheets

ASSETS:
CURRENT ASSETS

Cash and deposits
Trade notes receivable
Accounts receivable
Marketable securities
Semi-finished products
Raw materials
Other inventories
Cash management system deposits
Other current assets
Allowance for doubtful accounts
FIXED ASSETS:
PROPERTY. PLANT AND EQUIPMENT
Buildings
Machinery and equipment
Land '
Other
INTANGIBLE ASSETS
Trademarks :
Other
INVESTMENTS AND OTHER ASSETS
Investment in affiliated companies
Other

Allowances for doubtful accounts
Allowances for loss on investments

TOTAL ASSETS

March 31,  September 30,
2003 2003
(Unaudited) (Unaudited)
(millions of yen)
898,537 940,822
69,383 60,653
525 550
53,408 54,700
18,567 18,018
175,351 149,543
107,370 94,097
55,398 42,170
349,394 438,663
70,469 82,691
(1,331) (269)
1,611,087 1,645,826
518,170 498,499
243,197 242 743
77,923 68,530
154,798 154,692
42251 - 32,533
214,339 195,241
179,463 164,896
34,876 30,345
878,576 952,084
762,365 763,491
126,787 198,663
(4,057) (4,154)
(6,518) (5,916)
2,509,624 2,586,648
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LIABILITIES :
CURRENT LIABILITIES

Trade accounts paysble

Current portion of long-term borrowings

Current portion of bonds

National tobacco excise taxes

National tobacco special excise taxes

Local tobacco excise taxes payable

Income taxes payable

Accrued employees’ bonuses

Other current liabilities
NON-CURRENT LIABILITIES

Bonds

Long-term borrowings

Liabilities for retirement benefits

Liabilities for retirement benefits for directors
and corporate auditors

Other
. TOTAL LIABILITIES

SHAREHOLDERS’ EQUITY
COMMON STOCK

CAPITAL SURPLUS
Additional paid-in capital
RETAINED EARNINGS
" Legal reserve
Voluntary reserve
Unappropriated retained earnings

NET UNREALIZED GAINS ON
AVAILABLE-FOR-SALE SECURITIES

TOTAL SHAREHOLDERS’ EQUITY

TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY

March 31,  September 30,
2003 2003
(Unaudited) {Unaudited)

(millions of yen)
326,512 426,218
16,883 21,778
46,324 17,424
- 122,000
49,122 56,100
14,830 14,676
62,866 69,636
24,754 25,502
11,865 14,842
99,865 84,256
549,926 601,305
272,000 150,000
63,219 54,507
175,772 358,766

313
291
38,620 37,740
876,438 1,027,523
100,000 100,000
736,400 736,400
736,400 736,400
795,785 717,146
18,776 18,776
711,705 642,387
65,303 55,482
1,000

5,578
1,633,185 1,559,124
2,509,624 2,586,648

(Note) Amounts less than one million yen are rounded down.




Semi-annual statements of operations

(Millions of ven)

Stx months ended  Six months ended  Increase Year ended
September 30, Seprember 30, (decrease) March 31,
2002 2003 2003
(Unaudited) (Unandited)
NET SALES 1,359,922 1,367,469 7,546 2,641,892
COST OF SALES 1,077,404 1,076,005 (1,399) 2,098,798
GROSS PROFIT 282,518 291,464 8,945 543,093
SELLING, GENERAL AND
ADMINISTRATIVE 209,947 200,717 (9,230 420,242
EXPENSES '
OPERATING INCOME 72,570 90,747 18,176 122,850
NON-OPERATING INCOME: 12,697 4473 (8,223) 17,085
Interest income 114 161 47 270
Interest income on securities 166 69 (57 267
Dividend income 9,688 1,482 (8,205) 10,227
Other 2,727 2,760 32 6,319
NON —OPERATING EXPENSES® 11,196 11,359 163 18,542
Tnterest expense 1,213 781 (432) 2,214
Interest expenses on bonds 2,434 2,434 - 4,856
Other 7,547 8,143 595 11,472
RECURRING PROFIT 74,071 83,860 9,788 121,393
EXTRAORDINARY PROFIT: 6,259 8382 2,122 16,477
EXTRAORDINARY LOSS: 12,170 205,631 193,461 39,863
INCOME .(LOSS) BEFORE
INCOME TAXES (BENEFIT) 68,160 (113,389)  (181,549) 98,007
INCOME TAXES (BENEFIT) 27,262 (46,368) (74,130) 37,884
INCOME TAX - DEFERRED - - - 2,894
NET INCOME (LOSS) 40,897 (66,520)  (107,418) 57,228
UNAPPROPRIATED RETAINED
EARNINGS CARRIED OVER =
FROM THE PREVIOUS 16,075 20,003 3,927 16,075
PERIOD
REVERSAL OF RESERVE FOR
MUTUAL ASSISTANCE ~ 102,000 102,000 -
ASSOCIATION COST
INTERIM DIVIDENDS - - - 8,000
Ugm%’sRIATED RETAINED 56,973 53,482 (1,491) 65,303

(Note) Amounts less than one million yen are rounded down.




Business Report for the thixd quarter for the year ended March 31, 2004

Message from Management
Toward Further Progress

The year 2004 is the year of the monkey, In Chinese characters, the year of the monkey is written as &
bud sprouting from the chaff, which also means growth and progress. The year 2004 is said to be the
year for taking innovative steps. For Jepan Tobacco, the year 2004 is the year to advance JT PLAN-V,
2 mid-term mapagement plan apnounced in 2003.

Domestic Tobacco Business

* Japan Tobscco regards the pursuit of sales growth in the domestic tobacco business as its most

important task. We are implementing various strategies in order to establish new technologies and
recognize our customers’ wishes. One such new product is reduced odor tobacco, which was created
in recognition of customers’ desire for reduced odor products. An additional measure 10 meet
customers’ wishes and encourage doroestic sales growth wes the release of six new cigarette brands all
at once in January, which were marketed in test regions in Japan.

These efforts are part of a full-scale commitment to the implementation of our “Listen to our customer
directly and as fast as possible” policy since 2003. IT has been investing much time in evaluating
each new product before its full launch. We have begun to conduet  this evaluation processfollowing
the pre-marketing phase in some regions, thus reducing the fime needed to develop new product, and
making it possible to introduce new products more flexibly and aggressively:

IT is also continuing its cost reduction efforts, including a shift to a production system consisting of
ten domestic plants and the merger of tobacco distribution subsidiaries, among others.

International Tobacco Business

" Japdn Tobacto's international tobacco business division plays an important role in incresing profit

growth of the entire company. JT Internarional, despite confromting such factors &5 stronger
regulations in the EU countries, increased tax in these countries, and & severe situation in the Middle
East, coptinues to pursue prowth in our most important markets, including Europe, Russia and Taiwan,
among others, and the growth of our four global flagship brands (GFB), Camel, Winston, Mild Seven
and Salem. In addition, JT and JT Intemationa! continue to further integrate material procurement,
product development and manufacturing processes, to the advantage of the entire group,

and with our firm goal of becoming a leading global company.
Pharmaceuticals Business

Japan Tobacco faces & very severe business environment with its pharmacenticals operation. However,
IT will not be disconraged, and will agpressively pursue progress with the items that are currently in a
stage of clinical developmert, and continue to make efforts to push pre-clinical products to the clinical
development stage. In addition, we will continue o take advantage of the parmership with Gilead of
the United States, through Torii Pharmaceutical, in the area of ant-HIV drugs, and will pursue

aggressive measures towards stronger marketing capabilities.

~ Foods Business

The year 2004 will be an important ysar to build the foundation for Japan Tobacco’s Foods Business
as @ basis for growth in the years ahead In JT PLAN-V, our mid term management plan, JT

item 7




announced a policy that emphasizes profit. However, this does not mesn that we are reducing
business stability to achieve, JT intends to build an efficient business operations system in each of its
divisions, and firmly establish its competitive strength with products that it believes will becorae care
products in the future, expanding the scale of our businesses while generating additional profits and
arengthening its product development capabilities.

Japan Tobacco is committed to becoming a “Branded Company” in which every business unit
provides a value only JT can offer. JT will continue to fully respect all relevant laws and regulations,
and endeavor to be a coppany that remains more competitive than its rivals, and a global Jzader in its
business.

Beginning in fiscal year 2004, JT will deliver JT group products to our shareholders twice a year, S
part of its special shareholders program. Thank you for your support. We look forwerd to your
continued support again this year:

February 2004
Masshiko Honda
Representative Director and President




. October-December Period, 2003
Business Results

Porecaste of Business Results for the Term Ending March 2004

JT ig revising estimated consolidated and nog-copsolidated financial results for the fiscal year that
ending March 31, 2004, which was published on October 30, 2003, as follows:

With regard to consolidated estimates, JT is leaving its estimates for net sales unchanged, due to
the company’s domestic tobacco sales volume is within our estimates.  With respect to recurring
profits, JT estimates an increase of JPY 10 billion reflecting the development of cost reductions in
ity domestic tobacco business. That said, on account of the inerease of employees accepting the
early retirement program, which has been implemented as described in JT's medium term
management plan, "JT Plan-V", during the current fiscal year ending March 31, 2004, JT expscts
a one-fime extraordinary loss of JPY 10 billion. As a result, net income estimates remain
unchanged.

Non-consolidated forecasts have been revised for the same reasons,

» Revised fiscal year consolidated forecast for the year ending March 31, 2004

Revised consolidated results | R°V5ed “;’;ﬁ?s"“hdmd |
Net sales (billions of JPY) 4,640.0 2,680.0
Reeuring profits (billions of JPY) 197.0 142.0
Net income (billions of JPY) : -17.0 -41.0
Estimated net income per chare (JPY) -8,598.45 -20,737.44

Masakazu Kakei
Representative Director and Vice President
Director of Tobacco Business Division

Tobacca Business

- How was the domestic tobaceo business performeance?

Domestic demand for tobacco continued to declipe due to sorucmural factors such as the Japanese
population aging further, stronger awareness for smoking and health, and also changes in tobacco
prices after the tobacco tax hike effective July 1.

As a result, JT’s domestic sales volums in the October-December period decreased by 6.1% year on
year, to 56.4 billion cigarettes. During the April-December period, the year-on-year decrease in sales
volume was 3.1%, and the sales volume was 169.1 billion cigarettes. These results were  within JT's
forecast range. ‘
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Domestic tobacco performance data
Quarterly sales volume
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- Could you describe the sales wends in the growth segments?

JT is aggressively introducing new products and taking measures to ensure their suceess in the
marketplace. The market share of JT products in the growth segment (menthol, 1 mg tar, priced over
300 yen) is increasing.

JT growth segment share
*] includes 1 mg tar and menthol
*2 inclndes menthol
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- How is the performance of the rednced odor cigarettes?

Mild Seven Prime Super Light Box, which has been in the market since November 2003 in the Tokyo
area only, and Lucia Citras Fresh Menthol, which has been launched nationwide, are both performing
favorably. } believe 8 pood start has been made for the creation of a new market in reduced odor
tobacco,

- How will JT respond to revisions to the Guideline of Ministry of Finance Regarding
Advertisements of Commercially Produced Tobacco? ’

On Jenuary 30, the Advisory Committee of the Ministry of Finance for Tobacco Business approved

the revision of the Guideline of the Ministry of Finance Regarding the Advertising of Commercially

Produced Tobacco, and the revision was publicly announced.

With this development, The Tobacco Institute of Japar (TIOJ) voluntarily revised its own standards
for future advertising, taking into account the need to prevent minors from smoking, and showing
increased concern for the relationship berween tobacco consumption and smokers’ health. Advertising
by tobaceo brands on ourdoor billboards and inside public transport vehicles will be discentinued,
advertisements in newspapers will be more tightly controlied, and we will implement further measures
as necessary.

IT has also voluntarily discontinued advertising on radio and TV in response to this Guideline. This
Guideline revision is expected to have ap adverse effect o the Company.

JT, as 2 responsible corporate citizen carrying out social responsibilities, including with respect to the
issue of preventing minors from smoking, will observe the intent of the Guideline Regarding the
Advertising of Commercially Produced Tobaceo, will strictly adhere to TIOT voluntary restriction
standards, and will implement appropriste advertising and marketing activities. Concurrently, JT will
inerease its efforts to prevent minors from smoking apd to improve the etiquette of smokers.

Internatonal Tobacco Business Data
Totsl Sales Volume
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GFB Sales Volume
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- International Tobacco Business — sales outlook for the fiscal year ending December, 2004

The outlook for the international tobacco business for the year ending December 2004, excluding
the “China Division” is shown below. EBITDA growth is expected to be in line with, or better
than that of achieved for the full 2003 fiscal year.

Targets after consolidation adjustment for 20

04, excluding the “China Division”

2003 Prefiminary ' .
2004 Targets fference
Results & Differ
Total sales volume (bil. of cigarettes) 198.8 210.0 11.2
GFB sales volume (bil. of cigarettes) 117.5 125.0 7.5
Net sales, including excise tax :
L5 8 6,358 6,890 532
‘millions of USS)
Japan Tobacco Inc. Clinical development (as of February 9, 2004)
{__Code iSwue Indicgtien Mechomse Charsetenstias Develogmenr __{Righis
JTR-607 Phasa2(TPN) SRS [symemie n0emmaiory Inbibi e producton of Doveloped by JT
(1)), Fraset (Oversens) |inflaremarory respouse.  |Cywikines iphibitor  finfammacwry ylokines Developed by IT
3yngroms)
JTV-503  |Phasel(IPN) |Anticongulan: »Facmr Xo mbibior  |Selectiveiy mhibne Faclor Xato |Devsloped by JT)
(inj) Phase){Oversens) 1how nnu-hrgmbus acavity Developad by 1T
\ITT-705 Fhase2(Oversens) (Hypetipigemia CIZTP inhibrar Degreates LDL and Increuses Develaped by JT!
(ol) Phe1(IPN) HOL by tahiviuon of CETP  [Developed by IT|
-CETP:Cholictieryl Beter Transter!
Protein, fazilictes tnmafer of
cholesiery] esier from HDL w0
LDL
-HDL:High density Jipoprotein,
Goad Cholesterol
-LDL:Lew densily Uipoprotein,
Bad Cholcsterol
JTK-003  |PbasadOFN)  Hopatds C HCV RNA- Treaumem of Hephius C by Devalopsd by JT
(oral) Fhidse 1(Quarzess) polymersse inhibitor linbibiting HCV RNA- Devaiopad by JT|
[palymecase which relares (o viral
profiferanen
-130  [Pharel{JPN) erUpidamia MTP inbitator Treatmen: of byperlipidemia by {Dsveloped by JT
(oral) Prase | (Qvarsand) regucing sbhecrpitca of Dieveloped by JT)
bl | and tiglyceride vin
inbibitioin of MTP
MTP:Micosomel Trighyceride
Transter Prowin
Teopfovir  [NDA flid (JPN) jAnd-HIV v Iranscriprass  JNUCleoddk ovisse TeTBCTnmAL |Ldcenszd frem  [A Lomnse spreament wit
diseproxl inhibreor Hohibitor winch works by blocking  [Gilead Seieness  (rigred with Gilead
Tamoraie frevizss mengerpase, an enzyrne thar 18¢unces (V) for
(oral} . i itvplvad i 1 replication of HIV Jeomemerciolizadon of this
(Humon krmanedeficumcy Ving) drug 6 Japan (Anpust
2003).
. [Enaicisbme dn prepacsbon for [And-RIY Heverse wemsorpasa [Nucleosioe ioverse winamnpiass  |Licensed from  JA licemge reement win |
(arnl) INDA fillag (JPN) {inhiticor iahlticor which works by blocking  |Glisad Scicacs:  Jripned with Gilesd
Jreverss sTaatriptase, in enxyme thay Sewnces (US) fr
is mvolved @ e replicatian of HIV teamatrmalizatien of this
(Humsd bmrumodeRcienty Vins) drog 1 Japam (Angust
2003).

Changes from the previous annauncement tas of Oetober 30, 2003): Tenofovir discpioxi] fumarure, whick had been propared for NDA submusion. was filed for

NDA (IPNY,




)

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This document contains forward-looking staterents about Qur industry, busincss, plans and objectives,
financial condition and zesults of operations that are based on our current expectanions, assumptions,
estimates and projections. Thess staements discuss future expectations, identify srravegies, disouss market
trends, contain projections of results of operatious or of our financial condition, or state other
forward-looking information. These forward-looking statements are subject to various known and unknown
risks, uncertainties and other factors that could cause owr actual results to differ materially from those
suggested by eny forward-looking statement. We assume no duty or obligation to update any
forward-Jooking statement ot to advise of any change in the assumnplions and factors on which they are
based. ‘

Risks, unicertainties or other factors that could cause actual results to differ materially from those expressed
in any forward-Jooking statement include, without limitation:
1. health capcerns relating to the use of 1obacco products;
2. legal or regulatory developments and changes, including, without limitation, tex increases and
" restrictions on the sale, marketing and usage of tobacco products, and privats restrictions relating to the
use of tobacco preducts and the impact of government studics;
titigation in Japap and elsewhere;
our ability to successfully diversify our business beyond the tobacco indusTy;
our ability to successfully expand internationally and make investments outside of Japan: -
corppetition and changing consumer preferences;
the immpact of any acquisitions or similar transactions;
local apd global economic conditions; and
fluctuations in foreign exchang rates and the costs of raw materials.

©go IO B
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June 4, 2003

Japan Tobaceo Inc.
2-1, Toranomon 2-chome
Minato-ku, Tokyo

Dear Shareholders:

Notice of Convocation of
the 18 Ordinary General Meeting of Shareholders

You are cordially invited to attend the 18th ordinary general meeting of shareholders to
be held as set forth below.

If you cannot attend the meeting, please see the Reference Document hereinafter
described and exercise the voting rights in the either manner of the following:.

1) Exercise of voting rights by mail
Please indicate whether you are for or against each of the items on the Voting Rights
Exercise Sheet enclosed herewith. You are then requested to return it with your seal
affixed.
2) Exercise of voting rights via Internet
Please access to the web site (https://www.mtb-daiko.jp) for the exercise of voting
rights and indicate whether you are for or against each of the iters, using the enclosed
“Log-in ID” and “Temporary Password” described in the Voting Rights Sheet enclosed
 herewith. You are requested to refer to “Direction for the Voting Rights via Internet”
enclosed herewith. '

Yours sincerely,

Katsuhiko Honda

President and Representative Director
Particulars

1. Date and time of meeting:
Wednesday, June 25, 2003, at 10:00 a.m.

2. Place of meeting:
‘Tokyo Prince Hotel
3-1, Shibakoen 3-chome,
Minato-ku, Tokyo
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3. Matters to be dealt with at the meeting:

Matters for reporting:

Report on the Business Report, the Balance Sheet and the Statement of Income for
the 18th Business Term (April 1, 2002 to March 31, 2003),

Matters for resolution:
First Item:

Second Item:
Third Item:
Forth Item:
Fifth Item:
Sixth Item:

Approval of the Proposed Appropriation of Retained
Barnings of the 18th Business Term

Partial Amendment to the Articles of Incorporation
Repurchase of Shares

Election of One Director

Election of Four Auditors

Granting of Retirement Benefits to Retiring Director
and Auditors




Attachments:
Business Report from April 1, 2002 to March 31, 2003)
*Reference to “we”, “us”, “our”, “the Company” or “JT" are to Japan Tobacco Inc.

1. Summary of business
1. Business progress end result
(1) Busiess condition

The Japanese gconomy remained stagoant, although there were signs of some improvement.
Under this eircumstance, competition is getting severe accompapied by the reduction of total demand
in the domestc tobacco business. We sttempt to fulfill and empower our marketing strength,
implemented aggressive and efficient marketing activites and performed various programs to
strengthen cost competitiveness. In international markets, JT International S.A., the cors of our
international operations, aggressively pursued sustained growth through effective marketing
activitiesand continved to enhance our business structuce and operations to improve our profitability.
Regarding pharmacenticals business, we aim to concentrate resources on preseription drugs, promote
our own R&D as well as joint R&D with outside organizations, including oversess,
In foods business operations, we plan to position beverages and processed foods as the two pillars of
the business sector, We will seek to develop and introduce new products into the market aggressively,
and further strengthen alliances with group companies to reinforce our business foundation.
As d regult, net sales decreased 3.7%, to JPY 2,641.8 billion and recurring profit increased 0.0%, to
JPY 121.3 billion. Net income for the term increased 11.9% to JPY 57.2 billion.

Results by business segments are as follows:

Tobacco Business

In the domestic farket, we worked to strengthen our main brands, and also to develc:p and mtroduce
new products to meet the diversifying preferences of our customers. We also implemented agpressive
an6 efficient marketing activities tailored to the unique features of the Japanese market. Regarding our
major brand Mild Seven, we launched "Mild Sevent One" in March 2003, Also, in response to
diversifying preferences for taste, we launched "Icene Super Cooling Menthol" in the limited area in
Angust 2002, Also, we began selling "Lucia Citrus Fresh Menthol," featuring reduced smell and
gidestream smoke, in the limited area in February 2003.

Moreover, we decided to close eight tobacco manufacruring factories by the end of fiscal year ending
March 2005, Of these, we have already stopped mamfacturing operations in our Sendai, Nagoya and
Hashimoto factories to strengthen cost competitiveness.

Domestic cigarette sales volume declined by 8.1 billion cigatettes to 230.3 billion cigareties, down
3.4% from the previous fiscal year due to domestie social factors, including continued aging of the
populetion and consumers' growing concern about the impact of smoking on health, as well as the
prolonged stagnation of the Japanese economy.

Sales volume of cigarettes for export maintained the same level of 20.2 billon.

In total, sales volume for domestic and export seles volume decreased 8.0 billion, to 250.6 billion, Net
sales decreased 3.4%, to JPY 2,532.9 billion.

Net sales of tobacco business, adding those of pipe, cigars and shredded tobacco to the above, totaled
2,533.7 billon, decreasing 3.4% from the previous fiscal year.

Pharmaceuticals Business
In the pharmaceuticals business, JT focused on strengthening jts own R&D capabilities in the field of
prescription drugs, and also conducted R&D jointly with other corporations overseas.
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Development activities during the fiscal year included transition to the clinical development phase for
two drugs, & cure for hepatitis C and hyperlipidemia. At present, we have nine drugs in the clinical
development pipeling.

In October 2002, we terminated development of a drug to cure diabetes, which had completed the
second phase of clinical testing in Japap, The development and marketing rights for this drug have
been licensed oversess, except in South Korea, since June 1998, However, it has been decided to
terminate clitical development &t Pharmacia Corporation, a licensed contractor in the United States,
Sales for pharmaceutical business decreased 33.4% 10 JPY 1.9 billion, resulting from the change of
the sales system for some products,

Poods Business

Our foods business was aggressively expanded by developing and infroducing new products, as wsll
8§ acquiring new and strengthening existing sales channels.

In our beverages business, we enriched the lineup of our "Roots" canned coffee, and launched
"SENOBY," a calcfum-enriched health drink with MBP (milk basic protein). Sales of these products
were favorable. Also, we actively launched prodnets in the sugarless teas market, the largest domestic
segmert for soft beverages. Specifically, we started selling "Shibucha,” a green-tea beverage that uses
100% domestic tea leaves, and "Aka Qolong," which uses only highly fermented oolong tea leaves.
Both products do not contain any added fragrances or flavors. Also, we steedily expanded vending
machine channels through Japen Beversge Inc., our vending-machine operations subsidiary.

We expanded our processed food business by adding new products to the “Dai-ninki!” line of frozen
food. To further expand our bakery operations by utilizing our own R&D kuow-how, we acquired
100% of the shares of Saint-Germain Co., Ltd,, the former bakery and retail subsidiary of Tokyu
Department Store Co., Lid,, in May 2002,

As a result, net sales decreased 2.9%, to JPY 87.3 billion.

Other Business

We operated other business in a aggressive and efficient manner. In October 2002, we decided to
discontinue agribusivess operations effective from June 30, 2003.

Net sales in other businesses decreased 36.3%, to JPY 18.7 billion.

Investment conditions’ N ’

Capital expenditure for the term recorded JPY 61.1 billion, which was erforced from the point of
view of prompt correspondence to the market, preparedness of manufacture system including factory,
strengthening of cost competitiveness and promoton of the business in the diversification area.
Capital expenditire was mainly accompanied by rationalization of product manufacturing process,

reinforcement of supply capacity to meet the diversification of produets, investment for development
of real estate and so on

Financing conditions
Nothing to note.
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2. Transitions of operating results and assets

Millions of ven -
15" 16® 17° 18"
Business term from April 1999 | from April 2000 | from April 2001 | from April 2002
to March 2000 to March 2001 o March 2002 o March 2003
Net sales 2,865,140 2,796,355 2,744,632 2,641,892
(millions of yen) .
—[Recurring profit 134838 ). . . 1052031 121339 | 121,393 |
' (millions of yen) - . , i
Net income 70,420 59471 | 51,146 57,228
(millions of ven)
Net income per share
{yen) 35,210 29,733 25,573 28,553
Total assets 2,581,098 2,719,505 2,546,846 2,509,624
(millions of ven)
Net assets 1,513,811 1,557,391 1,589,425 1,633,185
(millions of yem)
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Company goals

The Company formulated its mid-term management plan, “Plan 2004”, for the three yeer period from
April 2002 to Merch 2005, to further strengthen the Company, focusing on profit growth. The plan
speeds up and enhances mansgement measures previously introduced. It also identifies the three-year

— figeal period as a time to Jay a solid foundation for the next ten years. -

While mainteining steady cash flow in its domestic tobacco business, JT is strengthening its
international tobacco business as the driving force for profit growth within the JT Group. The
Company is also establishing its pharmacenticals and foods businesses as key sources of future cash
flow.

in our domestic tabacco business, amid the reduction of the total demand, the tobacco excise tax is
supposed to be ralsed starting in July 2003. We believe it is necessary to shift the increased burden of
1his tax to our products, which will make our business environrpent even more difficult, We will
minimize the impact of this tax increass by raising our unit price and maintaining market share to
securs net sales through enhancement of our existing brands and development of value-added
products. Also, we will continue to improve profitability through corporate rationalization. Moreover,

- we will support smokers by developing a suitable smoking environment, snch as providing

comfortable smoking public spaces.

In our international tobacco business, we will accelerate the growth of sales volume by enhancing the
growth of GFB, interpational major brand, sccompanied by unit-price increases and continne to
reduce costs.

Also, we will continue to take appropriate measures regarding tobacco-related regulations of the
WHO, BU and various countiiss.

In our pharmaceuticals business, we are developing our R&D capabﬂmcs, introducing potential new
products into the clinical development pipeline end hastening the process of product development. We
are also partnering with Group companies including Torii Phanmaceutical Co., Ltd to strengthen our
pharmaceuticals business platform and create a self-sustaining operation,

In our foods business, we are developing products with increased edded value and establishing new
business models to expand business scale. We are also working o maintain stable income.

Beverages operations will be focused on developing new products.and strengthening sales through the
vending machine channel. We are concentrating our processed foods business on frozen foods, bakery
products and seasonings.

We seek to more and more return to the shareholders, reform of our management system, strengthen
our corporate governance and confront with global environmental problems actively,

In order to respond swiftly to our changing business environment, and to give mapagement greater
flexibility in decision making, we will continue to take measuces that enable us to repurchase our own

- - stock. Whether the repurchase is acmaily implemented or not, as well as its scale, timing and method

will be decided in a timely and appropriste manoer in light of compeny needs and market conditions.
We aim to become the value-creating company actitig in diversified categories and grow towards the
aim of enhaneing ¢orporate value accompanied by the expectations of shateholders.

. Outline of operation

Principal activities
(1) Tobacco
Manufaeture and sales of cigarette, pipe, cigar and shredded tobacco of such main brands as Mild
- Seven, Caster, Seven Stars, Camel,
(2) Pharmaceunticals
Mannfacture and sales of prescription drugs
(3) Foods
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Maenufacture and sales of beverages and processed foods
~(4) Other
Agricultural, engineering and real estate-related business

2. State of shares

Name Number of shares Ratio
Minister of Finance 1.334,663 £6.74
Stare Street Bank and Trust Company 50,922 2.55
Japan Trust Services Bank, Lid. (Trust Acoount) 40.070 2.00
Mizuho Bank, Ltd. 39,000 1,85
Government of Singapore Investment Corporation Pte Ltd. 32,013 1.60
The Master Trust Bank of Japan, Ltd. 28,027 1.40
JT Employee Sharcholding Agsociation 21,031 1.05
Boston Safe Deposit BSDT Treaty Clients Omnibus 12,697 0.63
The Mitsubishi Trust and Banking Corporation (Tmst Account} 12,001 0.60
The Norinchukin Bank 12,000 0.60

Note:

1. JT owns 12,750 shares (0.14% of voting rights) of Mizuho Financial Group shares. Mizuhi Baok,

Ltd. above is a wholly owned subsidiary of the Group.

2. IT owns 3,777 shares (0.06% of voting rights) of Mitsubishi Tokyo Financial Group. The

Mitsubishi Trust and Banking Corporation is a wholly awned subsidiary of the Group.

3. State of consolidation
== (1) Significant subsidiaries

Name of the company: JT International S.A.
Capiral: 1,215.425,000 sfr
Share holding by JT: 100.0% (indirect ownership)

Description of business: Manufacture and sales of tobacco products

Name of the company: Tokyo Tobacco Service Co., Ltd.
Capital: 140 million yen
Share holding by JT: 73.8%

Description of business: Delivery of tobacco products to sales outlets and payment coilection

Name of the company: Torii Pharmaceutical Co., Ltd.
Capital: 5,190 million yen
Share holding by JT: 53.5%

Description of business: Manufacture and sales of prescription drugs

Name of the company: Japan Beverage Inc.
Capital: 4,471 million yen
Share holding by JT: 67.3%

Description of business: Sales of soft drinks through vending machines

Name of the company: JT Real Estate Inc.
" Capital: 450 million yen '




Share holding by JT: 100.0%
Deseription of business: Res] estate development, planning, design and execution of construction
work

Name of the company: JT Financial Service Co., Ltd

Capital: 160 million yen

Share holding by JT: 100.0%

Description of business: Leasing of various development finance within JT Group

*JT Soft Service Co. Ltd (TTSS) spun off its software division on August 1, 2002, and set up 8
new company. JTSS transferred 80.1% of the stock of the new company to NIT DATA and
changed its corporate name o JT Financial Service Co., Ltd.

{2) Results of consolidation
The number of our consolidated subsidiaries are 156, including the above § subsidiaries.
Consolidared ner sales of this term dacreased 1.1%, to 4,492.2 billion yen, and consolidared net
income incteased 104.3%, to 75.3 billion yen.

4. Principal borrowings

Campany name of ereditor Borrowing amount | Number and percent of
outstanding JT shares owned by
( millions of yen) | creditors

Dai-ichi Mutual Life Insurance Company 25,000 10,000 0.50

Nippon Life Insurance Company 25,000 10,000 0.50

Mizuho Bank, Ltd. 15,000 39,000 1.95

Sumitomo Life Insurance Company 10,000 2,100 0.11

The Norinchukin Bank 5,000 . 12,000 0.60

Mitsui Mutual Life Insurance, Co. 5,000 4,576 0.23

The Mitsubishi Trust and Banking 5,000 12,001 0.60

Cormporation '

{ Meiji Life Insurance Company 5,000 1,000 0.05
5. Principal offices and factories

Headquarters: Tokyo

Branch: Hokkaido, Miyapi, Tokyo, Aichi, Osaks, Hiroshima, Kagawa, Fukuoks, and other 23

branches

Factories: Tochigi, Shiznoka, Kyoto, Fukuoka and other 26 factories
Laboratory: Kanagawa, Osaka, and other 2 laboratories

6. Employees
| Segment Numnber of | Increase (decrease) compared | Average age Average service
employees | to the previous fiscal year end years
Male ) 11,874 (163) 43.3 2].8
Female 2,208 (127) 404 18.9
Total or Average 14.172 (290) 42.9 21.3

Note: Numbers above show those of employees at work in JT..




7. Members of the board and auditors

-Position- -Name-
Chairman of the board and representative director Tedashi Ogawa
President and chief executive officer and representative director Katsuhiko Honda
Executive deputy president and representative director Shunpei Nishikata
Executive depury president and representative director Masakazu Kekej
Bxecutive deputy president and director Minoru Umeno
Executive vice presidents and director . Kazuei Obata
Executive vice presidents and director Tetsuji Kanamori
Executive vice presidents and director Takashi Kato
Standing corporate auditor Takashi Taniguchi
Stapding corporate auditor - Yukjhiro Noro
Corporate auditor Masarichi Narita
Corporate auditer Makoto Ebara

(Omitted business in charge and table footnote.]

1} .Subsequent Event Footnote

Upon the tesolution of the meeting of the Roard of Directors held on May 7, 2003, the Company
decided 10 change its accounting policy for certain obligations for annuity peymests of the
government-sponsored defined benefit pension plans in order to improve the Company’s financiel
strength. The Company's anmuity-basis obligations which are subject to the accounting change relate
to pension benefits entitied to beneficiaries for their services rendered up to July I, 1956, as prescribed
by the Public Official Mutual Assistance Association Law. This accounting change recognizes this
lisbility as part of the Company's lisbility for retirement benefits considering the actwarially
determined computation methods prescribed by the Revised Accounting Standards for Independent
Administrative Institutions. This standard prescribes accounting for apnuity obligations for
government-sponsored pension plans and became effective from April 1, 2003. Pror to the change,
anruity-basis contributions had been recorded as expenses when paid.

The aggregate impact of this accounting change is to fully recognize this Hability and the Company
will recognize a one-time extraordinary loss of approximatejy JPY 185 billion and to decrease net
income by approximately JPY 102 billion, net of tax effects, for the year ending March 31, 2004. This
change in accounting will have no effect on the Company’s cash flows for the year then ending and
thereafter.




BALANCE SHEET (As of March 31, 2003)

(Milkions of yen)

ASSETS:

CURRENT ASSETS 898,537
Cash and deposits 69,383
Trade notes receivable 525
Accounts receivable 53,408
Marketable securities 18,567
Merchandise 2,364
Finished products 30,071
Semi-finished products . 175,351
Raw materials 107,370
Work in process 14,158
Supplies 8,773
Advance payments 27,008
Cash management system deposits 349,394
Deferred tax assets 13,293
Other current assets 30,076
Allowance for doubtful accounts (1,331)

FIXED ASSETS: 1,611,087

PROPERTY, PLANT AND EQUIPMENT 518,170
Buildings I 243,197
Structures 12,351
Machinery and equipment 77,923
Vehicles 209
Tools 12,578
Land 154,798
Construction in progress 17,112

INTANGIBLE ASSETS 214,339
Patents 17,883
Trademarks 179,463
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Other
INVESTMENTS AND OTHER ASSETS
Investment securities
Investment in subsidiaries
Long-term loans
Long-term prepaid expenses ,
Deferred tax assets
Other assets
Allowances for doubtful accounts
Allowances for loss on investments

TOTAL ASSETS

16,992
878,576
56864
762,406
14,284
10,236
38,348
7,012
(4,057)
(allo)
2,509,624




LIABILITIES :

CURRENT LIABILITIES
Trade accounts payable

__Current portion of long-term borrowings

Other accounts payable
Natjonal tobacco excise taxes
National tobacco special excise taxes
Local tobacco excise taxes payable
Income taxes payable
Consumption taxes payable
Accrued employees’ bonuses
Other current liabilities

N Q}‘J -CURRENT LIABILITIES.

Bonds

Long-term borrowings

Liabilities for retirement benefits

Liabilities for retirement benefits for directors and corporate auditors
Guarantee deposits

Other non-current liabilitites

TOTAL LIABILITIES

SHAREHOLDERS®’ EQUITY
COMMON STOCK

_CAPITAL SURPLUS

Additional paid-in capital
RETAINED EARNINGS
Legal reserve
Voluntary reserve
Reserve for accelerated depreciation
Reserve for advanced depreciation

Special reserve for advanced depreciation

326,512
16,383
46,324
64,793
49,122
14,830
62,866
24,754
23,780
11,865
11,291
549,926
272,000
63,219
175,772
313
37,051
1,568

876,438

100,000
736,400
736,400
795,785
18,776
711,705
407
43,678
10,119
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General reserve 657,500

Unappropriated retained earnings *65,303
I ' *involving net income 57,228
NET UNREALIZED GAINS ON AVAILABLE-FOR-SALE SECURITIES 1,000
TOTAL SHAREHOLDERS’ EQUITY : 1,633,185
TQTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 2,509,624




STATEMENT OF INCOME (from April 2002 to March 31, 2003)

Net sales
Cost of sales
Selling, general and administrative expenses
Operating income
Non-operating income
Interest income
Interest income on securities
Dividend income
Rental income from subsidiaries and associated companies
Other
Non-operating expenses
Interest expenses
Interest expenses on bonds
Foreign exchange loss
Financial support for domestic leaf tobacco growers
Otber
Recurring profit
Extraordinary profit
Gain on sale of property, plant and equipment
Other
Bxtraordinary Loss
Loss on sale of property, plant and equipment
Loss on disposal of property, plant and equipment

Amortization of transitional obligation of employees
’ retirexnent benefits

Write-down of investment securities
Loss on sale of investment securities
Business restructuring cost
Loss on discontinued businesses
Loss on. sale of investment in subsidiaries
Income before income taxes
Income taxes-current
Income tax-deferred
Net income

Unappropriated retained earnings camied over from the previous period

Interim dividends
Unzppropriated retained eamings

(Millions of yen)
2,641,892
2,098,798

420,242
122,850
17,085
270

267
10,227
2,561
3,758
18,542
2214
4,856
2,698
713
8,060
121,393
16,477
15,190
1,287
39,863
2,705
6,956

4,803

10,901
5,047
6,485
1,867
1,093

98,007

37,884
2,304

57.228

16,075
8,000

65,303




)y

Notes: |

1. Significant accounting policies

(1) Valuation of securities
Marketable securities and marketable investment securities, excluding subsidiaries’ shares,
are stated at market value and non-marketable securities are stated at the moving-average
cost as of business term end.
For marketable securities and marketable investment securities, net unrealized holding
gains or losses are included in a component of shareholders’ equity and cost of securities
sold is determined based on the moving-average cost.
Derivatives are recorded at fair value as of business term ead.

(2) Valuation of inventories
Inventories are stated principally at the average cost, except for semi-finished products
and raw materials (ieaf tobacco) that is subject to devaluation.

(3) Depreciation and amortization
a) Property, plant and equipment
Depreciation 1s computed using the declining-balance method. Depreciation of buildings
except annexed structures, which were acquired on o1 after April 1, 1998, is computed
using the straight-line method.
Useful lives applied for depreciation of major property, plant and equipment are

principally as follows:
Buildings except annexed structures 38~50 years
Machinery and equipment § years
b) Intangible assets,

Intangible assets are amortized using the straight-line method.
Useful lives applied for amortization of major intangible assets are principally as follows:

Patents § years
Trademarks 10 years
(4) Allowances

a) Allowance for doubtful accounts

An allowance for doubtful accounts is established to provide for possible future losses.
The allowance for other than doubtful receivables are estimated based on the Company’s
past credit loss experience.

b) Allowance for loss on investment

An allowance for loss on investments is recorded to provide for the loss on investments
including investments in subsidiaries and is determined based on the respective financial
condition of the investees.

¢) Allowance for bonuses

Bonus payments to employees (including corporate officers who are not board members)
is accrued based on the amounts expected to be paid.

d) Liabilities for retirement benefits

Liabilities for retirement benefits to employees (including corporate officers who are not




the member of the board) are stated based on an estimated retirement benefits obligation
and fair value of plan assets at the business term end.
Unrecoguized net obligations existing at the date of initial application of the new
accounting standards for employees’ retirement benefits, amounting to ¥ 14,409 million,
are being equally amortized over three years and presented in the statement of income as
Amortization of transitional obligation of employees’ retirement benefits (included in
Extraordinary Loss). '
Unrecognized prior service cost has been amortized using the straight-line method over
employess’ average remaining service period or shorter period (10 years).
Unrecognized net actuarial loss has been amortized using the straight-line method over employees’
average remaining service period or shorter period (10 years) from the year following the business
term in which the actuarial difference occurs.
&) Liabilities for retirement benefits for directors and corporate auditors
The ligbilities for retirement benefits for directors and corporate auditors are provided for
the amount that would be required to be paid if all directors and corporate auditors retired
at the end of business term.  These lisbilities are recorded based on the Article 287-2 of
Commercial Code. :

(5) Lease transactions
Financial leases, except for leases that deem to transfer ownership of the leased property,
are accounted for as operating leases.

(6) Hedge accounting »
A gain or loss on derjvative instruments designated as a bedge, is deferred until hedged
items are settled. If foreign exchange forward contracts, foreign currency swaps and
foreign currency options meet certain hedge accounting criteria, they are not required to
be separately accounted for. In such instances, foreign cwrrency denominated assets and
liabilities that are considered as hedged items are translated at the foreign exchange rate
stipulated in the contract. Interest rate swaps which qualify for hedge accounting and
meet specific matching criteria are not re-measured at market value, but the differential to
be paid or received under the swap agreements are accrued and included in interest
expense or income on hedged items. '

(7) Consumption Tax
National consumption tax and local consumption tax are accounted for separately from
the related transactions.

2. Accounting changes — the adoption of new accounting standards
(1) Treasury Stock and Reversal of Legal Reserve

Effective from this fiscal year, the Company adopted the Financial Accounting Standard
No.1, “Accounting Standard for Treasury Stock and Reversal of Legal Reserve”. This
new standard had no effect on profit and loss of the Company for this fiscal year.

Also, Shareholders® Equity section of the Balance Sheet is disclosed in accardance with
the revised Commercial Code Enforcement Regulation (Ministry of Justice's ordinance
No.22 dated as of March 29, 2002), which became effective from this fiscal year.

(2) Per Share Information
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Effective from this fiscal year, the Group adopted the Financial Accounting Standard
No.2, “Accounting Standard for Eamings per Share” and the Financial Accounting
Standard Implementation Guidance No.4, “Implementation Guidance on Financial
Accounting Standard for Earnings per Share”. The effects of these new standards and
implementation guidance on shareholders’ equity per share and net income per share of
the Group for this fiscal year were minor.

3. Notes to the balance sheet

(1) Receivables due from the majority shareholder:

Short-term receivables: Disclosure was omitted because the amount was less than ¥1
million.

(2) Receivables due from and payables due to subsidiaries

Short-term recetvables: ¥391,938 million
Long-term receivables: ¥11,660 million
Short-term payables: ¥23,369 million
Long-term payables: ¥2,861 million

(3) Accumulated depreciation of property, plant and equipment: ¥743,284 million

(4) Assets and lisbilities denominated in foreign currencies
Invesmment in subsidiaries: EUR 4,854,978 thousand (¥619,823 million)

US$ 100,366 thousand (¥12,716 million)
Bonds: US$ 1,000,000 thousand (¥122,000 million)

(5) Under the Article 6 of JT Law, obligations created by the bonds issued by the Company
are secured by a statutory preferential right over the property of the Company. This right
entitles the holders thereof to claim satisfaction in preference to unsecured creditors
(with the exception of national and local taxes and certain other statutory obligations).

(6) The total amount of the Coropany's guarantees to loans: ¥48,644 million

(7) The costs of property, plant and equipment acquired in exchange for expropriation of
assets during this fiscal year were reduced by ¥27,038 million.

(8) Cash management system deposits represent deposits in JT Financial Service Co., Ltd, 2
subsidiary which controls cash management system for domestic Group companies.

(9) Net assets stipulated by Article 290-1-6 of Commercial Code: ¥1,000 million

(10)Net income per share: 28,555 yen

(11)Net assets per share: 816,533 yen

4. Notes to the statement of income

(1) Transactions with the majority shareholder

Sales: ¥2 million

Selling, general and administrative expenses: ¥288 million
Non-operating transactions: ¥3 million

(2) Transactions with subsidiaries

Sales: ¥139,793 million

Purchases: ¥95,521 million

Selling, general and administrative expenses: ¥24,504 million
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Non-operating transactions: ¥36,231 million .

(3) Leaf tobacco inventory in excess of the minimum amount pecessary for future
production is subject to annual devaluation. The net effect of the change in the devaluation
is credited to cost of sales. For this fiscal year, ¥718 million was credited to cost of sales.

(4) Research and development expense amounted to ¥42,816 million, which was included
in selling, general and administrative expenses.

(5) Business restructuring cost incurred for the reinforcement of the structure of businesses
and consisted mainly of additional retirement benefits and estimated losses on disposal of
property, plant and equipment.

5. Lease transactions
(1) The Company uses under lease contracts vending machines, computers and vehicles ete.

**(2) Finance leases except for leases that deem to transfer ownership of the leased property

a) Acquisition cost, accumulated depreciation and net leased property

Millions of yen
Acquisition cost Accumulaed | Net leased propery
depreciation
Machinery and equipment 96 40 55
Vehicles 5,621 3,181 2,440
Tools 45,309 23,909 21,399
Toral 51,026 27,130 23,895
b) Obligation under finance leases
Due within one year ¥ 11,818 million
Due after one year ¥ 14,073 million
Total ¥ 25,892 million
c) Lease payments, depreciation expense and interest expense
Lease payments ¥ 16,483 million
Depreciation expense ¥ 14,510 million
Interest expense ¥ 1,532 million

d) Calculation method of depreciation expense

Acquisition costs (no residual vaiue is considered) are depreciated using the lease term.

¢) Calculation method of interest expense

Interest expense is recorded so as to produce a constant periodic rate of nterest on the
remaining balance of the obligation. Total interest expenses are determined as the difference
between the total lease payments and the acquisition cost of leased property.
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6, Securities
Breakdown of securities which were recorded at fair value.

Millions of yen
Carrying amount
Type Acquisition cost  on the consolidated Difference
balance sheet
Equity securities 33,145 35,370 2,225
Debt securities
Bank
debentures 16,498 16,666 168
Others 1,162 1,356 : 194
Others 5,406 4,414 (992)
~- " Total 56,212 57,808 1,596
e . Incometaxes. . ... ... ... S
(1) Major components of the deferred tax assets and Liabilities
Millions of yen
Deferred tax assets March 31,2003
Liabilities for employees’ retirement benefits 64,939
Others 27,274
Total deferred tax assets 02,214
Deferred tax liabilities
Deferred gain on sale of property for tax purposes (35,480)
Others (5,090)
Tota) deferred tax liabilities (40,570)
Deferred tax assets —net 51,643

(2) The Law to Amend a Part.of Local Tex Laws (the “Law”) was promulgated on March 31,
2003, which reduced enterprise tax rates along with the introduction of non-income based
taxes. The Law is to be applied to the fiscal years beginning on or after April 1, 2004. In
connection with this, deferred tax assets and liabilities which will be realized or settled after
April 1, 2004 were adjusted for the effect of a change in tax rates. As a result of the
adjustments, deferred tax assets and liabilities were decreased by ¥2,841 million and ¥1,452
million, respectively, as of March 31, 2003.

. 8. Retirement benefits
Assumptions for calculation of the retirement benefit obligation were as follows;
(1) Attribution of retirement benefits to periods of employees’ service:
Assign the same amount of pension benefits to each year of service




(2) Discount rate: 2.5%
(3) Expected rate of return on plan assets: 2.0%

9, Amounts less than one million yen are rounded down.
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PROPOSED APPROPIATIONS OF RETAINED EARNINGS

Item
Unappropriated retained eamings
Reversal of voluntary reserve
Reversal of reserve for accelerated depreciation
Reversal of reserve for advanced depreciation
Reversal of special reserve for advanced depreciation

Reversal of general reserve

o Total.

To be appropriated to!
Cash dividends (¥6,000 per share)

Bonuses to directors and corporate auditors
(Bonuses to corporate auditors)

Voluntary reserve
Reserve for accelerated depreciation
Reserve for advanced depreciation
Special reserve for advanced depreciation
Reserve for mutual assistance associatjén cost

" Surplus carried forward to the following period

(Note)

Amount (Yen)
65,303,894,373
80,135,703,786

94,923,118
1,965,217,537
5,075,563,131

73,000,000,000
145,439,598,159

12,000,000,000

118,000,000
(23,200,000)

7,827,699
10,868,905,302
441,833,580
102,000,000,000
20,003,031,578

\. Reversals of and appropriations to reserve for accelerated depreciation, reserve for
advanced depreciation, and special reserve for advanced depreciation are related to the

Special Taxation Measures Law in Japan.

2. Reserve for Mutual Assistance Association Cost will be reversed upon recognition of
liabilities for Mutual Assistance Association Cost in the 19® fiscal year. General reserve
was reversed for the appropriation to reserve for Mutual Assistance Association Cost

3 nterim dividends of ¥8,000 million (¥4,000 per share) were declared and paid on

December 10, 2002,




- (TRANSLATION) -

INDEPENDENT AUDITORS' REPORT
May 7, 2003

To the Board of Directors of
Japan Tobacco Inc.

Tohmatsu & Co.
Representative Partner, Hirotake Abe (Seal)
Engapement Parter,
Certified Public Accountant:

Representative Partner, Katsuji Hayashi (Seal)
 Engapement Partner, -
Certified Public Accountant:

Representative Partner, Hitoshi Matsufuji (Seal)
Engagement Partner,
Certified Public Accountant:

Engagement Partnet, Kenichi lino (Seal)
Certified Public Accountant:

Pursuant to Article 2 of the "Law Concerning Special Measures under the Commercial Code
with respect to Audit, etc. of Corporations (Kabushiki-Kaisha)" of Japan, we have audited the
balance sheet, the statement of income, the business report (with respect to accounting
matters only), the proposed appropriations of retained carnings and the supplementary
schedules (with respect to accounting matters only) of Japan Tobacco Inc.(the “Company”)
for the 18th fiscal year from April 1, 2002 to March 31, 2003. The accounting matters
included in the buginess report and supplementary schedules referred to above are based on
the Company's books of account. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial
statements based on our andits,

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

As aresult of our andit, in our opinion,

(1) The balance sheet and the statement of income present fairly the financial position and
the results of operations of the Company in conformity with the applicable laws and
regulations of Japan and the Articles of Incorporation,

(2) The business report (with respect to accounting matters only) presents fairly the

Company's affairs in conformity with the applicable laws and regulations of Japan and
the Articles of Incorporation,

(3) The proposed appropriations of retained earnings are in conformity with the applicable
laws and regulations of Japan and the Articles of Incorporation, and

(4) The supplementary schedules (with respect to accounting matters only) present fairly the
information required to be set forth therein under the Cornmercial Code of Japan.

As discussed in II. Subsequent event of the business report, the Company changed its
method of accounting for certain obligations for annuity peyments of the
government-sponsored defined benefit pension plans which will have significant influence on
the balance sheets and statements of income of the Company for the following fiscal years.

Our firm and the engagement partners do not have any financial interest in the Company for
which disclosure is required under the provisions of the Certified Public Accountants Law.

The above represents a translation, for convenience only, of the original report issned in the Japanese language.
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(TRANSLATION)

Report of Board of Corporate Auditors

Audit Report

Regarding the execution of duties by the Directors for the 18th fiscal year beginning April 1,
2002, and ending March 31, 2003, the Board of Corporate Auditors hereby submits its audit
report, which has been prepared through discussions based on reports from the respective
Corporate Auditors concerning the methods and results of audit performed. :

1. Overview of Auditing Methods Employed by Corporate Auditors

Based on the auditing policies and other guidelines specified by the Board of Corporate
Auditors, each Corporate Auditor has attended the meetings of Board of Directors and other
important conferences, received reports on business conditions from the directors and other
related personnel, examined important approval documents and associated information and,
when necessary, studied the operations and financial positions at head office and principal
offices, and requested reports from subsidiaries regarding their business conditions. Also,
each Corporate Auditor has received reports and explanations from the independent auditors
and reviewed the balance sheet, the statement of income, the business report and
supplementary schedules.

Regarding competitive trade by any of the directors, trade implying the conflict of interest
involving the Company and any of its directors, the Company’s gratis allocation of benefits,
actions of trade counter to general practices any subsidiary and any shareholder, the
_acquisition and disposal of Company stock, we studied in detail, when necessary, the
conditions of such trade, if any, in addition to our auditing efforts using the aforementioned
methods.

2. Audit Results _

(1) In our opinion, the methods and results employed and rendered by independent auditors

Tohmatsu & Co. are fair and reasonable. :

"(2) In our opinion, business report, as far as the descriptions other than the accounting data

included in such report are concerned, fairly represents the Company’s condition in
accordance with the related laws and regulations and the Articles of Incorporation.

(3) With regard to the proposed appropriation of unappropriated retained eamings, we have
found mo items of exception regarding the Company’s financial status or other
circumstances. '

(4) In our opinion, supporting schedule, as far as the descriptions other than the accounting
data included in such schedules are concerned, fairly represents the items for which the
documentation should be expected. We have found no items of exception in that regard.




(5) With regard to the execution of duties, including those regarding subsidiaries, by the
Company’s directors, we have found 10 evidence of wrongful action or material violation
of related laws and regulations, nor of any violation with
respect to the Articles of Incorporation. Furthermore, we have found no evidence of
neglect of duties by the directors, regarding competitive trade by any of the directors,
trade implying the conflict of interest involving the Company and any of its directors, the
Company’s gratis allocation of benefits, actions of trade counter to general practices
between any subsidiary and any shareholder, the acquisition and disposal of Company
stock.

May 8, 2003
Board of Corporate Auditors of Japan Tobacco Inc.

Takashi Taniguchi, Standing Auditor
Yulihiro Noro, Standing Auditor
Masamichi Narita, Auditor

Makoto Ebara, Auditor

" The Corporate Auditors, Takashi Taniguchi, Masamichi Narita are outside auditors provided for
in Section 1, Article 18, of the Law Concerning Exceptional Measures to the Commercial Code
with Respect to Auditing, ete. of Kabushiki Kaisha.

The above represents & translation, for convenience only, of the original report issued in the Japanese language.
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Reference Documents for Exercise of Voting Rights .
1. Number of shares held by shareholders with voting rights : 1,999,871

2. Matters for approval by shareholders and relevant information

First Item: Approval of the Proposed Appropriation of Retained
Earnings of the 18th Business Term

With respect to the year-end dividend on shares of Common Stock for the fiscal year,
we propose paying 6,000 yen per share. This brings the total dividend for the fiscal
year to 10,000 yen per share, up.2,000 yen from the previous year.

The Company changed its accounting policy for cerain obligations for annuity
payments of the government sponsored defined benefit pension plans in order to
improve the Company's financial strength. The Company’s annuity-basis obligations
which are subject to the accounting change relate to pension benefits entitled to
beneficiaries for their services rendered up to July 1, 1956, as prescribed by the
Public Official Mutual Assistance Association Law. This accounting change
recognizes this liebility as part of the Company’s libility for retirement benefits
considering the actuarially determined computation methods. This standard
prescribes accounting for annuity obligations for government sponsored pension
plans and became effective from Apsil 1, 2003. Prior to the change, annuity-basis
contributions had been recorded as expenses when paid.

The aggregate impact of this accounting change js to fully recognize this liability and
JT will recognize & one-time extraordinary loss of approximately JPY 185 billion and
to decrease pet income by approximately JPY 102 billion, net of tax effects, for the
year ending March 31, 2004.

For preparation of the impact, JT intends to reverse general reserve and reserve JPY
102 billion for mutual assistance association cost.
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Second Item:  Partial Amendment to the Articles of Incorporation

1. Background for the amendment

By the enactment of “Law Amending the Commercial Code and Other Related
Laws”, lapsed share system was created and quorum requirements for the resolution
of the special shareholder’s meeting was eased. In connection therewith, we propose
to amend Article 6 (Rules relating to the Handling of Shares) and Article 9 (Transfer
Agent), and newly provide Clause 2 of Article 12 (Resolution). Furthermore, by
the enactment of “Law Amending the Comercial Code and Law concerning
Exceptional Measures to the Commercial Code with respect to Auditing, etc. of
Corporations (kabushiki-kaisha)”, the term of office of statutory auditors was
extended In comnection therewith, we propose to amend Article 22 (Term of

Office of Statutory Auditors).

2. Description of the amendment

Underlined parts indicate the words or phrases, which shall be modified, deleted,

replaced, added or otherwise amended.

Provisions before amendment

Provisions after amendment

Article 6. (Rules relating to the Handing of
Shares)

The denominaton of share cermificates, the
tegistration of wansfer of sheres, the method of entry
or record in the broken Jot ledger, the registration and
crasure of piedge, the indicadon and erasure of trust
property, the reissuance of share certificates, the
handing of other maners with regpect to the ghere
certificates and the broken Jot and fees w be charged
therefor shall be governed by the rules concerning the
handing of shares to be eateblished by the Company’s
Board of Dircetors.

Article 6. (Rules relating to the Banding of
Shares)

The depomination of share cerdficates, the
regismation of transfer of shares, the method of entry
or rscord in the broken lot ledger, the regisration and
eragure of pledge, (se indication and erasurs of trust
property, the rexistratjon of lost share certificates, the
reissuance of share certificates, the banding of other
matters with regpect 1o the share certificates and the
broken lot and fees to be charged therefor shall be
governed by the rules concemning the handing of
shares to be established by the Compeny's Board of
Directors.

Article 9, (Transfer Agent)

1. The Compeny shall have a transfer agent who
5hall be in charge of the business pertaining to the
share and the broken lot

2. A wansfer agent is determined and approved by
the Bowrd of Directors a3 well as the agent's
buginess place.

3 The Cormpany’s registers of shareholders

apd the broken iot Jedrer of the Cormeny shall be
kept Br the place of business of the transfer agent

The business pertaining to the share transfer, o the
broken 1ot ledser and to the reeister of benefieial
shareholders shell be handled by the transfer agent
and not by the Company.

Article 9. (Transfer Agent)

1. (Samec as before)

2 (Same as before)3,  The Compeny's

| repisters of sharsholders and the broken Jot ledgerm

and )ost shere cerificares of the Company shall be
kept at the place of business of the wansfer agent,

The business pertaining to the share wansfes, o the
brok: edper. 1o the i of beneficial
sharebolders and o the regigter of lost share
¢ertificates shall be handled by the transfer agent and
not by the Cormpany.
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Article 12. (Resolution)

Unless otherwise specifically provided for by laws or
bercby, 2 resolution of the genersl meeting of
ghareholders shall be adopted through s majority of
votes of the sharsholders prescnt thersat,

Artice 12, (Resolution)

1. (same as before)

(Newly inserted)
2. Presengg of shareholders whqge shares

[2present one third or more of the to1a] voting rights of
all sharsholders ghall comstirute the guomyp for the
ccial _regolution the ) _meeti of
shareholders prescribed under the Amicle 343 of the
grcial g, Such Jurions ghel} be ade:
ough two thirds or more of the ‘inta} yoting rishis

 the shareholders present thereat.

Article 22, (Term of Office of Statutory Auditors)

1. The term of office of a statutory auditor shall
expire &l the close of the ordinary general
mesting of sbarcholders for the iast fiscal year
wilhin three years after hig‘her election.

3. The term of office of a starutory euditor
newly elected o fill the vacancy left by & predecessot
shall be the same as the remaining term of office of
his/ber predecessor,

Article 22. (Term of Office of Statutory Auditors)

1. The term of office of & staturery eudiwr shall
cxpire at the close of the ordinary peneral meeting
of shareholders for the last fiscal year within four
years after hivher ejection.

2. (Same as before)

Third Item: Repurchase of shares

Under Article 210 of

the Commercial Code, it is proposed that

we may repurchase shares in order to increase flexibility and
speed in capital management to meet the needs of a rapidly
changing business environment.

Particulars of the shares to be repurchased are as follows:

Period:

Type of shares:
Number of shares:
Total purchase price:

From the conclusion of this 17th
ordinary general eeting to the
conclusion of the ordinary general
meeting to be held for the fiscal year
ending March 31, 2003

Shares of JT common stock

*Up to 100,000 shares

Up to ¥75 billion




Fourth Item: Election of One Directors

At the conclusion of this ordinary general meeting of shareholders, the term of office
of Shunpei Nishikata will expire. Accordingly, the election of one directors is
proposed.
The candidate for Directors is:
Takao Hotta
Date of birth: Januwary 1, 1946
Curnrent position: Advisor

. Number of shares holding: I

__.[Omitted biography of Mr. Hotta]
- Note: There’s no special interest between the candidats and IT.

Fifth Item Election of Four Auditors

At the conclusion of this ordinary general meeting of shareholders,
the term of office of all auditors will expire. Accordingly, the
election of four auditors is proposed.
Hisashi Tanaka, Masamichi Narita and Hiriyoshi Murayama are
outside auditors provided for in Section 1, Article 18, of the Law
Concerning Exceptional Measures o the Commercial Code with
Respect to Auditing, ete, of Kabushiki Kaisha.
The candidates for Auditors are:
(1) Yukihiro Noro:
Date of birth: May 28, 1947
Current position: Standing Corporate Auditor
Number of shares holding: 7
(2) Hisashi Tanaka:
Date of birth: February 3, 1941
Current position: President
Hokuriku Economic Research Institute
Number of shares holding: none
(3) Masamichi Narita
Date of birth. March 11, 1933
Current position: Corporate Auditor
Number of shares holding: 8
(4) Hiroyoshi Murayama
Date of birth: January 13, 1946
Current position: Lawyer
Number of shares holding: none[Omitted biography of each
candidate] S
Note: There's no special interest between each candidate and JT.




Sixth Item: Granting of Retirement Benefits to Retiring Director and Auditors

In order to reward the resigning director and retiring three
directors, it is proposed that retirement benefits be granted to
each of them within the limitation of the proper amounts
provided in the Company’s criteria We wish the specific
amounts, time and methods, etc. for the respective retirement
benefits will be left to the discretion of the Board of Directors. -

Shuppei Nishikata
Current position; Representative Director,Executive Deputy President
Takashi Taniguchi
Current position:  Standing Corporate Auditor
‘Makoto Ebara
Current position:  Corporate Auditor
[Omitted biography of each retiring director and auditor]




Dear Shareholders:

June 25, 2003

Japan Tobacco Ipc.
2-1, Toranomon 2-chome
Minato-ku, Tokyo

Notice of Resolution of
the 18th Ordinary Geperal Meeting of Shareholders

We are pleased

to inform you that the following matters were reported and resolved upon at the 18th

ordinary general meeting of sharepolders of the Company held today.

Yours sincerely,

Ketsuhiko Honda
President and Representative Director

Resolution

Matters reported:

Report on contepts of the Business Report,
the Balapce Sheet and the Statement

of Income for the 18th Business

Term (From April 1, 2002 to Merch 31, 2003).

Matters resglved:
First Jtem:
18th Business Tetmn

This item was approved and adopted as originally proposed,

Approval of the Proposed Appropriation of Retained Earnings of the

with a

dividend of % 6,000 per share.

Second Item:

This item was approved as originally proposed.

Partial Amendment to the Articles of Incorporation

This amendment was

- mainly due to the revision of the Commercial Code, including creation of

lapsed share certificate system,

amendment to quorum requirement for

resolution. of special meeting of <hareholders and extension of term of
office for statutory auditors. Details of this amendment are as follows:

Provisions before amendment

Provisions after amendent

 registration of transfer of

[ Article 6. (Rules relating to the Handing of
_|. Shares) ' i

The denomination of share certificates. the
shares, the metbod of
entry or record in the brokep lot ledger, the
registration and erasure of pledge, the indication
and erasure of trust property, the reissuance of
share certificates, the handing of other metters with
respect to the share certificates and the broken lot

arficle 6. (Rules relating to the Handing of
Shares)

The depomioation of share certificates. the }
registration of transfer of shares, the method of
entry or record in the broken lot ledger, the
registration and erasure of pledge, the indication
and eraswre of trst property, the regisuation of
lost share certificates. the reissuance of share
certificates, the handing of other matters with
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respect to the share Certificates and the broken lot
apd fees to be charged therefor shall be governed
by the rules concerning the handing of shares to be
established by the Companys Board of Directors.
Articte 9, (Transfer Agent)

1. (Same as before)

and fess to be charged Therefor shall be governed
by the rules copcerning the handing of shares to be
established by the Compauny's Bpard of Directors.

Article 9. (Transfer Agent)

1. The Company shall have a wensfer agent who
shall be in charge of the business pertaining w
the share and the broken lot.

9. A transfer agent is determined and approved by 2, (Same 2§ before)
the Board of Directors a8 well as the agents

business place.

3, The Company’s registers of shareholders and
the broken lot ledoers and lost share certificates of
the Company shall be kept at the place of business
of the transfer agent. The business pertaiming 1o
the share transfer, o the broken lot ledeer, 10 the
Mi_bmg__-mw
register_of 1ost chare cergificares shall be hapdled
by the transfer agent and not by the Company.
Article 12. (Resolution)

1. (same as before)

3. The Company's registers of shareholders gnd
{he broken lot ledger of fiie Company shall be kept
at the place of business of the transfer agent.  The
pbusiness peraining to the share transfer, 10 the
broken lot ledger and 10 ihe_register of beneficial
shareholders shall be handled by the transfer agent
and not by the Company.

Article 12. (Resolution)

Unless otherwise specifeslly provided for by laws
or hereby, a resolution of the general meetng of
shareholders shall be adopted through 8 mejority
of votes of the shareholders present thereat.

(Newly inserted)

Presence _of sharcholders whose shares

2. 3

senl one third or more of the totsl vofing

M

rishts_of a2ll shareholders shall econstitute _the

quorum for the special resolunion of the general
meetingof chareholders prescribed under_ the

Article 343 of the Commercial _Code. Such

resolutions shall be adopted through two thirds or

more of the total voung rights of the sharebolders
present thereat.

"| Article 22. (Term of Office of Stamntory article 22. (Te
Aunditors) - : Auditors)

1. The term of office of & statutory auditor shall | 1. The term of office of a statutory auditor shall
expire 2t the close of the ordinary general expire af the close of the ordinary general
meeting of shareholders for the last fiscal year mesting of shareholders for the last fiscal year
within three years efter his/her election. within four years after his/her election.

rm of Office of Statutory

5 The term of office of statutory auditor pewly | 2. (Same as vefore)
elected to fil} the vacancy left by a predecessor
shall be the same as the repaining term of office of
his/her predecessor.




Third Ttem:

Fourth Ttem

Fifth Ttem:

Sixth Iteou

Supplementary Notes:
1. Resolution item 1,2,4

Repurchase of shares

This item was approved &s originally proposed. Also, copditions of the
repurchase of shares were approved 25 follows:

Repurchase period:

From the conclusion of this 18th ordinary general meeting t© the

conclusion of the ordipary general meeting 0 be held for the fiseal
year ending March 31, 2004

Type of shares: Shares of T common stock

Nurmber of shares: Up 10 100.000 shares

Total purchase price: Up to ¥75 billion

Filection of One Director

In this itern, 88 originally proposed, M. Takso Hotta was elected and
assumed its office.

Eisction of Four Auditors

In this uem, as originally proposed, Messzs. Yukihire Noro, Hisashi

Taneka, Masamichi Narita and Hiroyoshi Murayama Were elected and
assumed respective offices.

Hisashi Tanaka, Masamichi Narita and Hiriyoshi Murayama are outside
auditors provided for in Section 1, Article 18, of the Law Concerning
Exceptional Measures to the Commercial Code with Respect 10
Anditing, etc. of Corporations (Kabushiki Kaisha).

Granting of Retirement Benefits to Resigning Director apd Retiring
Carporate Auditors

In this item, as originally proposed, it was decided that the vetixement
penefits would be granted within the {imitations of the proper Amounts
provided in the Company's criteria to the Director, Mr. Shunpei
Nishikata apd two corporate quditors, MessTs. Takashi Taniguchi,
Makoto Ebara. It was surther decided that the specific amounts, time and
methods, etc. for the respective retirement benefits 10 be paid would be
eft to the discretion of the Board of Directors for Director and of the

Board of Auditors for Corporate Auditors.

and 5 have been approved by the Minister of Finance under the

Japan Tobacco Ine. Law today.

7. At the board meeting after this ordinary general meetng of shareholders, office
directors were clected as follows,




9. For cthess, enclosed herewith & notice

Takao Hotta

Executive deputy president and director
Kazuei Obata

Executive deputy president and director

quditor, Yukihiro Noro was elected from
dinary general meeting of shareholders.

arnong the members of the board of

3. Sunding corporate
auditors after this or

dends for the 18th Business Term

o their respective aCCOUNLS in financial

enclosed herein.
jve dividends at a post

Conceming the payment of Divi

1. For those who would like to have dividends ransferred

institutions, please

confirm the calculation gheet and confirmation
of mail transfer, with which please rece

office located near you.
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October 31,2003

To our shareholders . 2.1, Toranomon 2-chome Minato-ku, Tokyo
JAPAN TOBACCO INC.

Katsuhiko Honda, President and

Representative Dirsctor

Notice of the Resolution of the Board of Directors concerning the Payment of the
Interim Dividend.

We are pleased to inform you that at the meeting of owr board of directors, held on
October 31, 2003, the resolution concerning the interim dividend for 18th fiscal year (from
April 1,2003 to March 31, 2004) passed as follows.

Furthermore, on October 31, 2003, we obtained the approval of the Minister of Finance
in respect of the payment of the interim dividend, 85 required by the Japah Tobacco Inc. Law.

Particulars

- Subject to Axticle 26 of our Articles of Incorporation, We will pay the interim dividend to

. _fhe shareholders or the registered pledges whose names appear op the register of shareholders

and the register of beneficial shareholders as of Septernber 30, 2003 as follows.
1. the amount of the interim dividend . 5,000yen per one share
2. the effective date and the starting date of the payment of interim dividend
December 2, 2003 (Tuesday)

MW%WMWMMW?WNW%VWWMNmeW
Payment of the interim dividend

A note of the payment of the interim dividend by postal fransfer, or an account of the interim

dividend (in case that transfer was already appointed), will e sent to the registered address on

December 1, 2003,




{_Item 11-1) |

JAPAN TOBACKD INC.

2.], Toranoman 2-chome, Minsio-ku
Tokyo 1058422 JAPAN
Phone:03-3562-3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

JT’s Fiscal 2004 Consolidated Financial Results
(April 1,2003 ~ March 31, 2004)

Tokyo, April 28, 2004 --- Japan Tobacco Inc. (JT) (TSE: 2914) annousced today its
consolidated financial results for the fiscal year that ended March 31, 2004, noting that
the company achieved record highs in operating income and recurring profit. In the
meantime, it schieved steady growth in EBITDA' and net sales. JT's net income
however, due mainly to the change of an accounting method relating to mutual pension
expenses, pasted 2 loss,

“Despite the very challenging business environment that surrounds JT, with the swift
and steady implementation of measures described in our medium-term management plan
“JT PLAN-V,” we have achieved new record highs in operating income and recurring
profit,” said Katsuhiko Honds, President and CEQ of JT. “We recognize that 2004 is an
important year in which we must complete solidification of owr business structure to
ensure flrther profit growth in the fiture. In order to ensure sustainable development in
the future, we will vigorously be engaged in measures including nurturing high-guality
human resources as well as establishing a slimmer and more selid organization,”

Net sales for the fiscal year that ended March 31, 2004 were ¥4.625 trillion, up ¥132.8
billion from the previous fiscal year, This increase was achieved due mainly to growth
in international tobacco sales and domestic tobacco sales, foods sales, and an increase in
other business’ sales.

- At the same time, operating income increased from ¥188.9 billion to ¥234.0 billion, and
recurting profit also increased from ¥173.2 billion 10 ¥213.5 billion. Increased
profitability was achieved due mainly to profit growth in the domestic and international
tobacco businesses.

JT posted a net loss of ¥7.6 billion due mainly to a one-time extraordinary charge, which
did not affect the company’s cash flow, amounting 10 the provision of approximately
¥185.0 billion for retirement benefits allowances for an old mutual pension program as a
result of a change in accounting policy. If JT had maintained its previous accounting
policy with respect 1o the mutual pension program, the company’s net income for the
fiscal year that ended March 31, 2004, would have been approximately ¥95.1 billion, &
¥19.8 billion increase over the previous fiscal year.

VEBITDA = operating income + deprecigtion of angible fixed agsers + amortization of inrangible fixed
assers + amortization of long-rerm propaid expenses + amortization of poodwill.
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Summary of Consolidated Resnlts

Units: Billions of Yen

FY3/2003 FY3/72004 .
(Actual) (Actual) D’ﬁ""?‘f]e Net Change
1a] ] ) 06
Net sales 4,492.2 4,625.1 132.8 3.0%
EBITDA 3372 373.4 361 10.7%
Operating income 188.9 234,0 45.0 23.9%
Recurring profit 1732 213.3 403 23.3%
Net incorme 75.3 -1.6 -§2.9 —
FCF* 170.3 269.1 98.8 58.0%
Capital expenditures 109.1 90.3 -18.3 -16.8%
ROE 4.7% -0.5% ~5.2% —

Note:
. FCF = (cash flow from operating activities + cash flow from investing activities) excluding the
following ftems:
From “cash flow from operating actvites”
Dividend received / interest received and its tax effect (42%) / interest paid and its

e g effect (42%)

From “cash flow from investing activities™ )
Cash owflow from purchase of marketablc securities / pmcteds fmm sale of
marketable securities / cash ouwtflow from purchase of investment securities /
proceeds from sale of investment securities / others {but not business related
{nvestment securities which are included in the investment securities category)

Results by Business Segment

Tobacco Business
On a year to year basis, net sales for the tobacco business increased by ¥102 4 billion to
¥4236 trillion due mainly to strong performance in JT International (JTI), JT’s
international tobaceo subsidiary, and an increase in domestic tobacco business sales.

In the domestic tobacco business, JT's success with its top line growth strategy, which
resulted in market share increases in growing segments and an increase in net sales per
thousand: cigarettes, partly contributed to the increase in net sales. With the success of

- the company’s top line growth strategy, JT's sales volume was 218.3 billion cigarettes,
which exceeded its sales volume targets by 1.3 billion cigarettes. On a year 10 year basis,
JTs sales volume decreased by 10.7 billion cigarettes, along with the total demand
decline due to various reasons including the tobaceo retail price hike after the July 2003
tax hike. Net sales for the domestic tobacco business increased by ¥42.6 billion to
¥3.498 trillion due mainly to an increase in net sales per thousand cigarettes which was
partly influenced by the price hike on account of the July 2003 tax hike.

JT1 focused on improving earnings performance by achieving further growth in the
sales volume of GEBs - Camel, Winston, Mild Seven and Salem - along with unit price
increases. As a result, JTI achieved steady growth it GFB sales volume up 7.8 billion
cigarettes, or 7.1 percent to 117.5 billion, thus also achieving a steady increase in
EBITDA. JT! achieved an increase in net sales totaling ¥59.8 billion to ¥738.7 billion
despite the negative impact of the strengthening of the yen against the US dollar (based
on ¥116,00 per US$1.00 compared to the previous fiscal year's exchange rate at
¥125.18 per US$1.00).

Operating income for the tobacco business grew by ¥25.0 billion to ¥238.4 billion
compared 1o the previous fiscal year, as a resuft of JT's success with its top line growth
strategy and the company’s continuing efforts to improve profitability, such as cost-
cutling mesasures in the domestic tobacco business and steady growth in the
international tobacco business. EBITDA for the tobacco business alse increased to
¥343.1 billion, up ¥21.7 billion, compared to the previous fiscal year.

2
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Pharmaceutical Business

Net sales for the pharmaceutical business decreased to ¥51.2 billion from ¥53.9 billion
compared to the previous fiscal year due mainly to a decline in royalty income of
Viracept®, an anti-HIV drug, and reduced sales &t Torij Pharmaceutical Co. Ltd.
However, various factors, such as the decrease in the number of overseas research
collaborations which led to reduced R&D expenditures, had a positive impact on the -
business® profit and loss balance. JT's pharmaceuticels business posted a ¥4.4 billion
foss in EBITDA, which amounted to s ¥0.6 billion improvement from the previous
fiscal year, and a ¥12.8 billion operating loss, an improvement of ¥1.0 billion from the
previous fiscal year.

Foods Business

Net sales for the foods business rose ¥17.7 billion to ¥250.] billion compared to the
previous fiscal year, due mainly to increased net sales for the processed food business,
including the acquisition of external resources in line with its medium-term management
plan “JT PLAN-V, " as well as expansion of vending machine sales channels in the
beverage business. Sa]es from processed foods grew 10 ¥73.4 billion, and sales from the
beverage business grew to ¥176.5 billion. Operating losses decreased by ¥8.3 billion to
¥4.8 billion due mainly to increased sales, improved profitability and a decrease of
amortization. BBITDA for the business increased by ¥2.7 billion 10 ¥3.3 billion
compared to the previous fiscal year.

Other Businesses

Net sales for other businesses increased by ¥13.3 billion to ¥86.8 billion compared to the
previous fiscal year due mainly to non-recurring events such a5 real estate sales,
ineluding the sale of & building in Tokyo’s Shinagawa area, which was partly offset by
the termination of its agribusiness operations in June 2003, Operating income and
EBITDA increased to ¥11.9 billion and ¥30.6 billion, respectively, due to the more
aggressive measures taken to further improve the efficiency in the business operahons as
well ag the non-recurring sales of the real estate.

Fiscal 2005 Outlook

JT manapement forecasts for net sales and earnings for the fiscal year ending March 31,
2005 are as follows.

Forecasted pet sales for the full fiscal year ending March 31, 2005 is ¥4.57 willion, a
decrease of ¥55.1 billion compared to the previous fiscal year’s results. JT expects to see
a net sales decrease in domestic tobacco business due to a decrease in sales volume. JT
is also expected to increase US dollar based net sales in the internetional tobacco
business due mainly to an increase of GFB sales volume, and a net seles increase in the
food business.

Forecasted operating income for the full fiscal year ending Mareh 31, 2005 is ¥234.0
billion, the seme as the previous fiscal year due mainly to a deteriorating Ieef tobacco
reappraisal profit and loss position which may offset the other gains including growth in
the international tobacco business. ,

Forecasted net incorne for the full fiscal year ending March 31, 2005 is ¥78.0 billion, an
increase of ¥85.6 billion due mainy o a positive accounting impact from the absence of
the one-time extraordinary charge relating to an old muwal pension program,
approximately amounting to ¥185.0 billion, which was allocated to the previous fiscal
year. While an increase in gain on the sale of property, including the sale of property to
the J-REIT, is expected to have a positive impact, an increase in business restructuring
costs of ¥100.0 billion, which includes the cost of the voluntary retirement program is
expected, in turn, to have 2 negative impact on net income. However these factors are
already figured into the forecasted amount.
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These forecasts are based mainly on the ssswmptions listed below.

- The expected domestic cigarette sales volumé?, cxcluding sales volume from domestic
duty-free sales, for the fiscal year ending March 31, 2005, will decrease from 218.3
billion cigarettes to 210.0 billion cigarettes.

-Internationa] cigarette sales volume is expected to be 210.0 billion cigarettes, up 11.2
billion cigarettes from the fiscal year that ended March 31, 2004, At the same time, the
company estimates that GFB sales volume in the internarional markets will increase to
125.0 billion cigarettes, up 7.5 billjon cigarettes. As 2 result, net sales for the
international tobacco business, including tabacco excise taxes, are forecasted to increase
10 $6,890 million for the fiscal year ending March 31, 2005, from $6,358 million for the
fiscal year that ended March 31, 2004, .

-The estimated foreign exchange rate for consolidation of the books is ¥105.00 per
US§1.00 for the fiscal year ending March 31, 2005 compared to the previous fiscal
.year's exchange rates at ¥116.00 per US§1.00. The expected yen appreciation may
have & negative impact when éonvetting business result figures from US dollars to yen.

-The number of the applicants for the voluntary éarly retirement program is assumed to
be approximately 3,500.

Units: Billions of Yen

FY372004 FY3/2005 Difference Net Change
(Actual) (Forecast) (B]—[A] %)
(A] [B] ‘

Net sales 4,625.1 4,570.0 -55.1 -1.2%
EBITDA 3734 362.0 -11.4 -3.1%
Operating income 234.0 234.0 0 -—
Recurring profit 213.5 ] 22501 11.5 54%
Net income -7.6 78.0 85.6 | —
FCF 269.1 200.0 -69.1 -25.7%

Total dividends per JT share for the fiscal year that ended March 31, 2004, is expected
10 be ¥10,000, or ¥5,000 for the interim dividend and ¥5,000 for the year-end dividend.
Total dividends per share for the fiscal year ending March 31, 2005, is also expected to
be ¥10,000, and comprised of a ¥5,000 dividend for each share for the interim dividend
and the year-end dividend.

Policy for dividends snd allocation of funds

Growth in our corporate value over the medium to long term will determine the -
compeny's attractiveness to sharcholders. The core of our dividend policy is to provide &
competitive return of cash to sharcholders. Taking this into account, we intend to
increase dividends gradually, depending on the company’s attairment of the goals in the
“JT FLAN-V" medium-term management plan and mid- to long-term outlcok. We will
allocate funds 1o invest in businesses now and in the future, acquire external resources,
reduce interest-bearing debt, buy back shares to broaden our business options, and
further return cash to shareholders.

o

* The business for the China, Hong Kong and Macau markets was transferred from JT Intarpational w JT 8s
the “China Division™ an January I. 2003, and therefore is included fo the domestic busincas categary.
However, forecasted sales volume of the “China Division” i5 sxcluded from domestic cigerette sales
volurse.
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Japan Tobacco Inc. is the world's third largest international marufaciurer of tobacco products.
The company_ manujactures internavionally recognized cigarette brands including Camel,
Winston, Mild Seven and Salem. Since ils privatization in 1985, JT has actively diversified its
operations inio pharmaceuticals and foods. The company 's net sales were $4.625 trillion in the
fiscal year ended March 31, 2604.

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements about our industry, business, plans and objectives,
financial condition and results of operations that aré based on our current expectations, assumptions,
estimates and projections. These siatements discuss future expectations, identify strategics, discuss
market trends, contain projections of results of operations or of our financial condition, or state other
forward-looking information. These forward-looking statements are subject 10 various known and
unknown risks, uncertainties and otber factors that could cause our actual results t differ materially
from those suggested by any forward-lookiog statement. We assume no duty or obligation to update
any forward-jooking statement or to advise of any change in the assumptions and factors on which they
are based. "~ :

Risks, uncertainties or other factors that could cause actual results to differ materially from those
expressed in any forward-looking statement include, without limitation:

1. health concerns relating to the use of tobacco products;

4. legal or regulatory developments and changes, including, without limitation, tax increases and
restrictions on the sale, marketing and usage of tobaceo products, and private restrictions relating
to the use of tobaeeo products and the impact of government studies;

litigation in Japen and elsewhere;

our ability to successfully diversify our business beyond the tobseco industry;

our ability to successfully expand internationally and make investments outside of Japas
competition and changing consumer preferences;

the impact of any acquisitions or simjlar transactions;

local and global economic conditions; and

fluctuations in foreign exchange rates and the 00Sts of raw materials.

Voo A B




Data sheet for fisca) yosr anded March 31, 2004 (1)

1. Braakdown ol net xales 7.Frae cash Bow”
N2 saias EoU0ng exsied DX
Tobac® > FCF # Gaph i 1T oparLng v mmunmm-tmmmma\mmlmm

<From et ow fra aperting acivides»
= Inares| moshmd, dvidhnd 1aoeved B ws imphirtan by 2duoUng tne iteme
(ssaurtpion 6! semporus wx rao 42%}
* rorov! Paid and tha ax impikasn By €aduzng 1ne Lom {ansvmpiien of GomarDls ux rats: A2%)

18407 LN Hed | <Frem cazh how froth ivasung avuee>
12660 2286} «38. - Furonasac of ang procands i salo of madividble aaelios
S82.8 4029 20, » Purchaetd o/ and proarixs irom 693 of FWRSIman: cacurits MM oihor
539 GF] 25 FOF esiouintsd secming o (W Abave sfusimen. miry 16l Ba soutt 1o FCF chown oA h aovs Wite, Tha
TaA] 260.1 7] Roronce comad M Rumhacos of and precands o G0 of busaesd venmont Eocunlioe whi 4%
77-1-,5' 176‘.. e s dad I ivecument sacirklid on tha Cach Now sigiement X mcondst Fom the sduman shove
806! 74, 13.5
714} 84. 15, Asof antdo! ¢ Charge
~ NI 6T0¢ saeh/ANg / PZAng (0baces YEeia X Msro 200< | 4
g, Hong Kong Ad MAZ2U Marots weny - ratamed trem tnzomational Tebaees TMalon © EOEE YL T
Domasia Thomvore, the ABISS of (nozo marcme yiw eeckudad trom "niamationsl Ard
neivied |4 "Domoztis”
A$of gna of .
2 Leabiohasco res) Isal il P bilier) Marh 2004 g
FYonded | Yondad | L, FRA 2 4%
March 2003 | Marth 2004 * Bhamhoigery' sy Bsd0 on momD) value m RS DOF LRI [AF 6! Mareh 31) 1Mos AumDer of wharse
Ledl maaset regpnial=i amii / 088 0. £.5 58 SULDNERG Swo millon SN}
* Biri( when geneiad AgTING
10. Cagh sng cash eouivaien s’ {unlc JPY bifion)
it SV pllion) Argiendnl | Asclendol Ciange
FYondpd | FYendsd T Maren M——T
Maren 2008 | Marsh 2004 o [E2an a2d tomn scummers: JENS 7555 374,
733.9 797, 28.8 » Tzl and SIEN SGUWSIIRS = Q25N I QORORT « MRNQQTID SSRuNEE
3097y 205, 24 * COPNTETTR) D208r BV UNSON ICTUMCRENE RMAMOIY
35.7] 36 £3 11, inlerest-besema dett” unll, B biten)
1420} 47 £3 ] A8 ¢f ang of A:u!emo(rg__m']
5| 24 23 Mareh 3003 | March 2004
T se.ﬂ' AT 00| e Boamng Jibt AL L T
T 235 8] 9.3 * I ei-DRrINg G0t. 2 ENOraTh BT ITENG ~ bonds = ISG-GIT Gt
. "1 Parsonhe expenes ta e sum'ot Raidnas, prawian tof
T e ahal o gal TS, OMAYeS BeTRS 1 acTrval & MployDR BoMs2e 12 inierest poverage ralie® funic £ biien)
Soe e Lo TR0t Inpude MOn2om Loonze raimad sApanRGY WhiTh 25coumaad o7 MmOty JFY &) - . . . FY'erdd | Frandco l Caangs
N for 10 52l your #1483 Marm 21, 2004 | Mareh 2003 | Maran 2084 s
‘ Ihiarest ooveragh f8U0- ZG 3 [EKN 17 . - -
4. EBITRA h byush mant™ wnit, JPY Bifon » “ROTOR VOrogs rabe = WL CAZh STovised by SpAPAUTY CHMIE Cvrded By TGS TXpanear . .
F¥pnded | FY emdsd ™ FININGM DX BTeon & MHarts. IDaMea for K54 BA GON - Morns: sroehes for DANS
Mordh 2003 | Mareh awl Crangd + 164 brom T compUon of markaBis 40mMUce
od EBIT0A T T S
[iperaing neame 1663 Z34.0 @, 13, Buginoss data
[Dumlmwammm T 1483 [EE] RE “Domaic 10heewo buzinese> EEANEANT,
£orton of Goodwik 147 .4 | 48 March 2008 | Marth 200¢
[Fovacco ESTTOA 2.4 3439 ] 217 JT A5i9S VORIMD® W5ieoh OpwoRos) 2280 2183 57 |
.Opiraliag Income . 2133 o) 25, (UL Volums adisn sSpwaise) - M28) 3384 52
(Mﬁym o amadsten - 128.0 54,7 L V3. [T gk anars 78 3% 72.6% RLY]
| [Porlion of Goowl Y 00| 0. JT ne £alag \noasiing wx PR IH0UBANE O Hev 16,863 11478 813
Fhamaceuicls EBITDA $1 44l [X) 1T A 2oles Gxctuding caa BEF (NOLEEN SJaralss LAY 3,858 3,308 53
Operabhe inconse -13.9 128 | 1.0 Humbar of 8g (2bREcD grw ! hunoade) 208 200} 4
Dapracision and amorkzsbon 87 [ a2 [Area urger cAvaten [of 165! [Boecze (hurdvo) 231 226, 3
 |Poeram of Goadwill amerzevan 48 45| gc * Sales votyma of domezilc Suiydrus Shd CING OMEI0N W sreiudeD, Wi was § 46ihen (o FY andod March
Foods EBITOA | [EN 3s 27 o0¢
{Onwaing insome T 310 2 5s
{Decmeion and smonizion 7 1377 0. 5L ’ S EmAlenR} 10580ED DusnEAsY Yo | Yoo | ool
[Porton of Gooowik smerizacen 7.6 1, S5 Pgo 2002 | Da 2003
Ouhorz £3(T0A 198 30, 10.8 Tolal #8ié8 VORITIO (Lulen BosBlos) 2032 188.8 8
[Oparaing eome LK) 118 10 _[GFB s1%0s voume pAen coswer! 136.8 173 T3,
Pepreciame 3na smorgalion T n? 486 | 00 Nel grigs 182 (UFD mon) SA18 8356| 842
L1 _[Ponion of Boodwil amodizangn 0.0 £23] 03] Noy paics excl 15K (V5T miar) 3.059 3.466 405
= EoToA g Irsome = Sapro0kion o o [(PYAIED rals iw ‘conackasiion EXE 115,00 38
20 and - i anglats fwed seesis v amontmuan of inangfold fxad 23cas -
TmanoKion dbmmmﬂmvwmagw Prarmacguions bumnessr FY anged FY andad
Morch 2003 | Marn 2004 | O30
8. Amariizsion relating to molo¢ acguisitions {untr. JFY bliloa) reverd of VHRes0. A0 ndion) 75 [} -7
FY snced [ FYenoos | Yeat® Tmh“a RAD openses (paven tom 4PY bifor, 264 2.1 33
Manh 2009 | Moch 2004 | amorte
7 (resmesaai A2 32 - - <Foegs Susinass - Bverege uznsss> FYanded | FYonded Chengs
Tradomars nghas (twnad By JT) 8.3 23 A Apr-08 March 2003 | Mordh 2004
Pulenis (owned Dby JT) 8 39 8 Ape-g7 Nymbser ot boverags vending - 201000 211,000 13,000
\Goodwil” - Z . . JTeown 2t 45,500 46,600 S0
Tork Pramassdicsls 48¢ 45 z Mar04 |__{Combnad 27.500 50.800 7.000
Googwil_____ ad [ [ Mar< . 'amwmw ms:m-naaummg_rmﬂ. u;;n. m % mﬂ;}; "ém?*"
=1 EOMOEY05 eriiad By DX GUOGIGEY. "JT-ownod” vanding me (] s 4
Fortnt Al Chemca] o G1oup 15 2 = - vanseg www:ebyou < focut on JT brind Bovarages bk eies sek
Tragsthar nanls 0.05) [1:3 10 Hn-03 ncredT brand basarugas
PalL D, 0.04 [] Jun-o7
Goohal 4 [X] 5 MOnO? 14, Number af coslovees”
nan Soversan [ 168 - . AL O e o7 | AS ol 600 &
B jg‘m:u 0 (KIS e~ S 2053 | Meen o | 10"
JPorun il TR Amonzotn - | 3 —y [NurmEsT of amblovees (consoiaed DRSS EG 39,243 5
l March 2003 | ITaom - 26,54 d 28506 | 4A2]
* ENoave borh tho hacd! il 81080 MIUTh 31, 2003 ameniziulon of gooowili of T rE) OOARDY DU 19 FRaTNeauncAls 1530 9,531 21

the sdapien of 2 now by ST Howovar. e geodell 1t lubiod @ Boods 28815 5402 028
beng inniad 1 apruphy JT zhall)ua would be D no0d Lo Terze oMy 1008 lof T ) TAST | 141 Gl
mm»mm!vwnmnwss 2004 m———:m— T | &a i
8.Capial expenditure [Rumber of ampioy=en {osreni comsany) YA 17, 15,760 | e
Y nca | ¥ enang Change N oer oF 8121 0ve, Bcad g #AREMAN: (D camd 17.272 [XTH 682
Mpren 3003 | Marsh 2004 e * Mumbat of & countel 81 working bose Lnkess ofhonwns 1ndics)ed
- {Cooniai axpgnaliurcs 108,11 X +18.3
Tobatss ] 60 50, D4
Ph 1.1 2.8 14 JTL Numbis’ 81 Bmpioyees.
|Foods [F) 9.9 78
101har busnzsses 38.6 18,0 | =

{Suppiemental Materialz) €p




Data sheet for fiscal year ented Mareh 31, 2004 (2)
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Japan Tobaceo Ine. Glinical development (as of April 28, 2004)

| Code Staga indication Machangm | Chargeleristics Daveicoment Rights
JTE-B07 |Fneze2{.FN) SIRS (sybtamic irfammatory Inhipbits the produeton of Developed by JT
(in)) Phasat(Oversess) |inflammatary Cytokines inhibltor mAammaiory cyloknas Deveioped by JT
razponse Syndrome)
Phese2(JPN) Anticoaguiant Factor Xe inhibior [Selectivaly inhibits Factor Xa to Developed by JT
{inj} Fhase i{Ovarsess) show anu-hrombus achivity Davalopsd by JT
JTT-703 Phase2(0Ovarsess) Hyperiipiternla CETE inhipiter  ADacreases LDL and Increases HPL Developad by JT
(oral) Phasai{JPN) by Inhipttion of CETP Developed by JT
CETP:Cholesteryt Estar Transter
Protzin, facilitatas transfer of
cholesteryt estar from HDL to LoL
-HDL:High gensity lipeprotein, Good
Cholesterol
L DL:Low dersity fipeprotein, Bad
Cholestarot
JTK-003 Prase2(JF N) Hepatits C HCV RNA- Treatment of Hepatitls G bY JAhiolong|Developed by JT
{oral) phaset (Oversead) polymerase HCV RNA- palymerase which relates| Developed by JT
Innibitor to viral profiferaiion
JTT-130 Fhase’ (JPN) Hyperliplcernia Treamnent ¢ hyperiipidemia by Daveloped by JT
(oral Phasei(Overscas) reducing sbsorpiten of enolestercl Developed by T
and triglycaride via inhibiicin of MTP
MTP:Microsomal Triglyceride
S Transfer Profein
Emtrictabine Tn preparaon for Anl-HIV Reverse Nucleoside raverst ranseriptase Licensed from A Teense sgreement was
(oref) NDA fling (JPN) rensariptase iAnintior which warks by blocking Giasd Sciences  |signed with Glead Sclenced
nhititor |reverse Lranseniptese, an enzyms thal i (Ug) for commercialization of
linvolved in the raphealion of KIV {his avg 1n Japan {(July
(HIv:Human immunodaficiency Virus) 2003),
ToJormulauon of |In preparstion for AnLaHIV Raverse Reverse renacrplase inhibitor which Licenged from 4 licenge agreement wag
Tenolov NDaA fling (JPN) {ranecipiase worke by blacking reverse transwiptase.| Gilesd Sdences signed wih Gilead Sciencea
Disoprend! Inhmllor an cnzyme thai ia Invoived inthe (US) for conmercializalion )
Fumarate and replication of HIV {HIV:Human this arup in Jepan {July
Smiriciaine \immunadafickeney Virs) 2003).
(oral) Tenofovir Disoproxd
Pumarate Nucketive reverse
transcriplase inkibiter
Emmiciabine:Nuclsoside reverse
renecriptasa mhibilor
Changes from the previous announcement (as of Februaty 5, 2004): none

——— e
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Supplementary Material

T’s New cutive intme

rs of the r
*Subject ©0 approval 8t the otdinary gencrsl meeting of sharcholders, 10 be held cn June 24, 2004.

Ry D v
Representative Director Katsuhiko Honda
Representative Director Masakazu Kakei
Member of the Board ' Takao Hotta
Member of the Board Kazuei Obata
Member of the Board Seigo Nishizawa
Member of the Board ; Tetsuji Kanamori
Member of the Board Noriaki Okubo
Anditors

*Subject to approval at the ordinsry geveral mocting of shareholders, to be held on Junc 24, 2004.

Standing Auditor Hisashi Tanaks
Standing Auditor Masaaki Surnikawa
Anditor Masammichi Narita
Auditor | Hiroyoshi Murayama




Txecutiv cers

*Subjoct to approval at the meeting of the Boar

President

Executive Deputy
President

Executive Deputy
President

Executive Deputy
President

Executive Deputy
President

Senior Bxecutive
Vice President

Senior Executive
Vice President

Senjor Executive
Vice President

Executive Vice
President

Executive Vice
President

Executive Vice
President

Executive Vice
President

Chief Executive Officer

Assistant to CEQ in Finance, Pharmaceutical,
Food, Printing and Vending Machinery

Assistant to CEO in Compliance, Operational
Review and Business Assurance, Legal, General
Administration and Communications

Chief Strategy Officer and
Assistant to CEO in Human Resources

President,
Tobacco Business

President,
Food Business

Depury President,
Tobacco Business

Product Group,
Tobacco Business

Head of Central Pharraaceutical Research Institute,
Chief Scientific Officer,
Pharmaceutical Business

Soft Drink Business,
Food Business

Chief Communications Officer

Research & Development General Division,
Tohacco Business

d of Directors, to be held on June 24, 2004.

Katsuhiko Honda

Masakazu Kakei

Takao Hota

Kazuei Obata

Seigo Nishizawa

Tetsuji Kanamori

Mutswni Makinoda

Yasurnasa Matsunaga

Shigeo Ishiguro

Eii Tto

Hideo Katsuura

chiro Kumakura




Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Senior Vice

President

Senior Vice
President

Senior Vice
President

Senior Vice
President

Chief Legal Officer

Blending & Product Development General Division,
Tobacco Business

Sales Headquarters,
Tobacco Business

Food Business Planning Divisios,
Food Business

Chief General Affairs Officer

Food Business Division,
Food Business

Tobaceo Planning Division,
Tobacco Business

Manufacturing General Division,
Tobacco Business

Corporate, Scientific & Regulatory Affairs,
Tobacco Business

Domestic Leaf Tobacco General Division,
Tobacce Business

Chief Human Resources Officer
Chief Fmance Officer

President,
Pharmaceutical Busioess

Ryuichi Shimomura

Katsubun Sato

Koji Nishihara

Gisuke Shiozawa

Ryoichi Yamada

Kazuo Kobayashi

Mitsuomi Koizumi

Kenji lijima

Seik:i Sato

Talsuya Hisano

Y osoiyuki Murai

Yasushi Shingai

Noriaki Okubo
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Remarks:

e New execufive assignments on account of organizational change within the corporate
administrative section will come into effect on July 1, 2004,

» Al groups within the corporate administrative section will be abolished and “Chief Officers” as
described below will be installed.

Chief Strategy Officer

Chief Finance Officer

Chief Hurman Resources Officer
Chief Legal Officer

Chief General Affairs Officer

' Chief Corumnicarions Officer

———ssssses



| item 11-2) |

JaPad TOBACCD INC
241, Toranomon 2-chomg, Minato-ku
Tokyo 105:8422 JAPAN

Contact: Roy Tsuji
Gepera! Manager

Media and Investor Relations

Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

Phone:03-3582-3111 |

JT Reports Tobacco Business Results for Japuary-March 2004 Quarter
‘ Domestic sales volume exceeds annual plan, under “JT PLAN-V"

Tokyo, April 28, 2004 — Japan Tobacco fnc, (JT) (TSE: 2914) amnounced todey its domestic and
intemational tobacco business results for the quarter that ended March 31, 2004.

1. Domestic tobacco business results for the quarter that ended March 31, 2004
JT*s domestic sales volume for the fiscal year that ended Mareh 31, 2004, exceeded 1.3 billion
cigarettes from its annual plan of 217.0 billion, mainly due to developments with the coropany’s

aggressive product strategies such as “D-spec (reduced odor cigarettes)”, under JT’s medium term

management plan, “JT PLAN-V”. JT also saw its market shares increase in growing segments such as

the ] mp tar, menthol, and premium (300 yen or above) segments. JT's domestic sales volume for the

full fiscal year was, however, down 4.7 percent, or 10.7 billion cigarettes, from the previous year. In

addition, due to the price hike in July 2003, net sales per thousand cigarettes were up 615 yen from the

previous year.

» Domestic quarterly and full fiscal year results that ended March 31, 2004

{ Full Fiscal
Apr-Jun | Jul-Sep | Oct-Dec | Jan-Mar Year

Sales volurmne

(billions of cigareizes) 65.6 47.0 56.4 49.2 218.3
Retail price sales’
(billions of JPY) 836.1 648.2 777.5 678.9 2,940.9
: T

Net sales per thousand °‘gmt(t;§&,) 10856 1,732 11746 11,759 11,478
gcflj?ﬁi; gf;s‘fx%“d °'ga$$)’ 3850|3923 1,934 3,043 1,908

Market share
%) 73.0 72.9 72.7 73.1 72.9

* Figures for domestic duty-free sales and sales from the “China Division”, which includes China, Hong Kong

and Macau markets, are not incorporated in the wble shown above.

- Sales volume from both domestic duty-free and the “China Division” totaled 1.0 billion cigarettes for this
fiscal quarter, down 1.1 billion from the same quarter last year, and 5.4 billion cigarettes for the full fiscal year,
down 0.6 billion from the previous year.

! Renail price sales = sales volume * fixad retafl price.
# Net sales per thousand cigarcttos = (retei) price sales - rewailer marging - consumption tax) / sales volume * 1,000.
¥ Net saleg per thousand cigarctics, excluding excise taxes = (rctail price sales - retailer marging - consumption tax - excise

taxes) / sales valume * 1,000,




up

J¥

{Reference)
» Domestic quarterly and full fiscal year results that ended March 31, 2003
Apr-Jun | Jul-Sep | Qct-Dec | Jan-Mar mgggoal
Sales volume
(billions of cig ) 58.4 59.6 60.0 50.9 229.0
Retail price sales’
(billions of JFY) 744.2 760.1 765.8 645.1 2,919.4
: 5
Net sales per thousand °‘8“°§‘fffy) 10861 | 10,860|  10864|  10868| 10,863
Net sales per thonsand cigarettes,
excluding excise tax® (PY) 3,853 3,853 3,858 3,858 3,856
Market share . 73.5 73.4 732 73.0 723
(%) ‘

+ Figures for domestic duty-free sales and sales from the “China Division”, which iocludes China, Hong Kong
and Macau markets, are not incorparated in the table shown above.

- Sales volume from both domestic duty-free and the “China Division” totaled 6.0 billion cigarsttes for the
fiscal year that ended March 31, 2003.

2. International tobacco business results for the quarter that ended March 31,2004

JT's international tobacco business had & good start in 2004. Sales volume of GFBs - Camel, Winston,
Mild Seven and Salem, for the quarter that ended March 31, 2004, showed strong growth of 8.8
percent, or 2.4 billion cigarettes from the same quarter last year, mainly driven by further growth of
Winston in Russia, Turkey and Ukraine. This is in line with JT's international tobacco business
strategy of achieving further growth in sales volume, along with related unit price increases,
emphasizing the shift to the higher priced products represented by GFBs. Total sales volume
increased by 3.2 percent, or 1.5 billjon cigarettes, driven by the growth of GFBs which surpassed the
decrease of lower-priced products. The volume and product mix improvement, coupled with the
weaker dollar also helped an increase in pet sales, including excise taxes, of 24,8 percent, or US$339
million, and an increase in net sales, excluding excise taxes, of 20.5 percent, or US$155 million. Net
sales per thousand cigarettes, exciuding excise taxes increased by 16.8 percent, or US$2.70 per
thousand, compared with the same quarter in the preceding year.

> International prelimineary results after consolidation adjustment for the quarter that ended March
31, 2004,

Jan - Mar
(Preliminary}
Total sales volume (billions of cigarettes) 43.1
GFB sales volume (billions of cigarsttes) 30.0
Net sales, including exeise tax (millions of USS) 1,708
Net sales, excluding excise tax {millions of USS) 914
Net sales per thousand cigaretteg, exeluding excise tax__ (USS) 19.0

* Figures from the “China Division™, which includes China, Hong Kong and Macau markets, are not
incorporated in the table shown above.

“ Retail prics sales © sales volume * fixed retail price.

% Net sales per thousand cigaretres = (retail price sales - retailer margins - consumption tax) / sales volume * 1.000.

® Net sales por thousand cigarentes, excluding excise taxes = (retail price sales - retailer marging - consurmprion tax - excisc
taxes) / sales volume * 1.000.



1

1

(Reference)
» International quarterly and full fiscal year results after consolidation adjustment, that ended
December 31, 2003

r Jen-Mar | Apr-Jun | Jul-Sep Oct - Dee Total
Total sales V°(1b“;1111j2 ot cig#rem) 46.6 503 522 49.8 198.8
o Sa}gsilli::shg:igarettes) 278 289 e » e
Net sales, "ml“di’(‘g 3’1‘;‘:: ;ﬁ;‘U ) 1,369 1,577 1,788 1,625 6,358
Net salgs,'excludizun%i?ﬁg;s:%ss) ‘ 758 ‘ 344 7 974 888 3,465
e | w| w| v

» Figures from the “China Division”, which includes Chine, Hong Kong and Macav marksts, are not
incorporated in the table shown above.

#HH

Japan Tobacco Inc. is the world's third largest international manwfacturer of tobacco products. The
company manufactures internationally recognized cigarefte brands including Camel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has. actively diversified its operations into
pharmaceuricals and foods. The company s net sales were ¥4.625 trillion in the fiscal year ended
March 31, 2004.
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Domestic Tobacco Business - Quarterly Retail Price Sales
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Domestic Tobacco Business - Quarterly JT's Share of Market in japan
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International Tobacco Business - Quarterly Sales Volume
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International Tobacco Business - Quarterly Sales Including Excise Tax
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International Tobacco Business - QGuarterly Sales Exchidlng Excise Tax Per Thousand Cigarettes
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item 11-3)

JAPAN TORACCD INC
2.1, Toranomon 2-chame, Minaio.ku
Tokyo 105-8422 JAPAN
Phona:03-1582-3111
Contact: Roy Tsuji

General Manager

Media and Investor Relations

Japan Tobacco Inc,

Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

JT Reports Tobacco Business Results for October-December 2003 Quarter
Results show solid international EBITDA growth of 17.9 percent

Tokyo, February 9, 2004 — Japan Tobacco Inc. (JT) (TSE: 2914) announced today its domestic and
international tobacco business results for the quarter that ended December 31, 2003.

Sales volume for IT's domestic tobacco business in this quarter declined by 6.1 percent, or 3,7 billion
cigarettes, to 56.4 billion cigarettes as compared to the same quarter in the preceding year.

In the international tobacco business, JT achieved solid EBITDA growth of 17.9 percent, or USS 86
million, to USS 566 milliow, for the 2003 year, supported by the continuing growth of its Global
Flagship Brands (GFBs) — Camel, Winston, Mild Seven and Salem.

1. Domestic tobacco business results for the quarter that ended December 31, 2003

Japan's aging population, growing health consciousness and the aftereffects of the tobacco price hike
due to the tax increase in July has negatively affected cigarette demand nationwide. JT's domestic
sales volume for the quarter that ended December 31, 2003, was down 6.1 percent or 3.7 billion
cigarettes from the same quarter last year.

Meanwhile, in addition to the above mentioned price hike in July, due to the development of
company’s aggressive products strategies such as “reduced odor cigarettes”, net sales per thousand
cigarettes was 11,746 ven, up 882 yen from the same quarter last yesr. The company’s domestic sales
volume for the last three quarters also declined 5.1 percent, or 9.0 billion cigarettes, within our
estimates,

> Domestic quarterly results for the fiscal year ending March 31, 2004

Apr-Jun Jul-Sep Oct-Dec
Sales volume (bxlhons of cigarettes) 65.6 47.0 56.4
Retail price sales' (billions of JPY) 836.1 648.2 777.5
Net sales per thousand cigarettes” (JPY) 10,856 | 11,732 11,746
b 3 . k)
g_;%alea per thousand cigarettes, excluding excise tax 3,850 3,923 3.934
- Market share (%) 73.0 72.9 727

*Figures for domestic duty-free sales and sales from the “China Division”, which includes China, Hong Kong
and Macan markets, are not incorporated in the table shown above. Sales volume from both domestic duty-free
and the “China Division” totaled 1.6 billion cigaretes for this fiscal quarter, up 100 million cigarettes from the
same quarter last year.

! Reraﬂ price sales = sales volume * fixed retail price.
? Net sales per thousand cigareties = (remil price seles - retsiler margins - consumption tax) / sales volume * 1,000.
3 Net sales per thousand cigarettes, excluding excise taxcs = (retail price sales - retajler margins - consumption tax - cacise
taxes) / sales vohume * 1,000,
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(Reference)
- » - Domestic quarterly and full fiscal year results that ended March 31, 2003

| Apcdm | RiySep | OctDes | Jasar | TUU o8
Sales volume ‘
(billions of ci ettes) 584 59.6 60.0 509 229.0
Retail price sales” (billions of JPY) 7442 760.1 765.8 649.1 29194
g;“;)““ per thousand cigarettes’ 10861 10860] 10864| 10868| 10,863
Net sales per thousand cigarettes, a
excluding excise tax ﬂPY) 3,853 3,853 3,858 3,858 3,856
Market share (%) 73.5 73.4 732 73.0 73.3

*Figures for domestic duty-free sales and sales from the “China Division”, which includes China, Hong Kong
and Macau markets, are not incorporated in the table shown above, Sales volume from both domestic duty-free
and the “China Division” totaled 6.0 billion cigarettes for the fiseal year that ended March 31, 2003.

2, Imternational tobacco business results for the full year that ended December 31, 2003

The international tobacco business has specifically focused on improving eamings performance by
achieving further growth in sales volume of GFBs - Camel, Winston, Mild Seven and Salem - along
with umit price increases. As a result, GFB sales volume showed steady growth of 7.1 percent, or 7.8
billion cigarettes. In addition, the weaker dollar also helped an increase in net sales, including excise
taxes, of 17.4 percent or US$ 942 million, and a boost in net sales, excluding excise taxes, of 13.3
percent, or USS 405 million, Net sales per thousand cigareties excluding excise taxes increased by
15.8 percent, or USS 2.4 per thousand compared with the preceding year.

Overall sales volume for the full 2003 fiscal year, declined by 2.2 percent, or 4.5 billion cigarettes
from the previous year, mainly because of a continued decline in sales of lower-priced products in the
CIS in line with JT’s strategy to shift the focus to GFBs. In addition, total demand also declined on
account of tax increases in the matured markets including Western Europe.

The company's international tobacco business achieved a steady increase in EBITDA of 17.9 percent,
or USS 86 million for the full 2003 fiscal year, mainly due to continned growth of its GFBs, and thus
international tobacco business has attained 8 double-digit growth rate for three consecutive years,
EBITDA, itself, experienced little impact from exchange rate fluctuations.

> International preliminary sales results after consolidation adjustment for the full fiscal yea: that
ended December 2003

2003
2002 Results Preliminary Difference
Results -

Total sales volume (billions of cigarettes) 203.3 198.8 4.5
GEB sales volume (billions of cigarettes) 109.8 117.5 7.8
Net sales, including excise tax (millions of USS$) 5,416 6,358 942
Net sales, excluding excise tax (millions of US$) 3,059 3,465 405
Net sales per thousand cigaremes, excluding

i ta agss) 150 174 2.4
EBITDA (millions of USS) 480 | - 566 | 86

*EBITDA = operating income + depreciation of tangible fixed assets + amortization of intangible fixed assets
*Figures from the “China Division”, which mcludes China, Hong Kong and Macau markets, are not
incorporated in the table shown above.

* Retail price sales = saler volume * fixed retail price.

* Net gales per thousand cigarettes = (retail price sales - retailer margins - consumption tax) / seles volums * 1,000.

¥ Net sales pet thousand cigarenss, excluding excise taxes = (rerail price sales ~ retailer margins ~ consunption tax - £xcisé
taxes) / sales volume * 1,000
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» Intemnational quarterly and full fiscal year sales results afier consolidation adjustment

2002 Results 2003 Preliminary Results
Jan.-{ Apr -{ I} -|Oct - Jan -] Apr -~/ Jul -|OQOct -
Mar | Jun Sep | Dec Total Mar {Jun |Sep |Dec Total
Total sales valume | o o4 550l s30| 472( 2033 466| 503| s22| 49.8] 1988
(bil. of cigarettes)
GFB sales volume
| (bil. of cigaretes) 2711 280 281! 26.6| 109.8| 27.61 289 3l.6| 29.4| 1175
Net sales, mcluding
excise tax 1,275 1,368 ] 1,443 1,330} 5,416} 1,369} 1,577 1,788 1,625 | 6,358
(millions of USS)
Net sales, excluding
excise tax 735 780 802 742 | 3,059 758 844 974 | 888 3,465
{millions of US$)
Net  sales per
. - .. .| thousand cigaretes, | o ) _ ]
. excluding excise | 14.6) 148 151 157| 150| 163]| 168| 187 17.8| 174
oy -
(US$)

*Figures from the “China Division”, which includes China, Hong Kong and Macau merkets, are not
incorporated in the table shown above.

» GFRB sales results

(Units: billions of cigarsttes)

T 2002 2003 Preliminary
Results Results Change
Camel 34.0 35.0 0.9%
‘Winston ‘ 48.0 56.0 17.4%
Mild Seven (Excluding Japan market) © 17.0 17.0 2.1%
Seletn 110 10.0 -11.0%

*Figures from the “Chins Division”, which includes China, Hong Kong and Macau markets, are not
incorporated in the table shown above,

(Units: billions of cigarettes

» Repional sales results

2002 2003 Preliminary
Results Results Change
Europe 38.0 37.0 -3.0%
Armericas 10.0 10.0 -1.1%
Asia 39.0 40.0 3.7%
CIS, Middle Bast, Africa, etc, 116.0 112.0 ~4.0%

*Figures from the “China Division”, which includes China, Hong Kong and Macau markets, are not
imcorporated in the tabje shown above,
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» Interpational Tobacco Business — sales outlook for the fiscal year ending December, 2004
The outlook for the international tobacco business for the year ending December 2004, excluding the
“China Division” is shown below. EBITDA growth is expected to be in line with, or better than that of

achieved for the full 2003 fiscal year.

Targets after consolidation adjustment for 2004, excluding the “China Division™

2003 Preliminary

Results 2004 Targets Difference
Total sales volume (bil. of cigarettes) 198.8 2100 11.2
GFB sales volume (bil, of cigarettes) 117.5 125.0 7.5
Net sales, including excise tax
(millions of USS) 6,358 6,890 532

3. Factors influencing financial condition or business results for the quarter ended December
31,2003

There were no specific factors in this fiscal quarter that require mentioning.

4, Forecasts for JT's consolidated and non-consolidated financial results for the fiscal year
ending March 31, 2004

JT is revising estimated consolidated and non-consolidated financial results for the fiscal year that
ending March 31, 2004, which was published on October 30, 2003, as follows:

With regard to consolidated estimates, JT is leaving its estimates for net sales unchanged, due to the
company’s domestic tobacco sales volume is within our estimates. With respect to recurring profits,
JT estimates an increase of JPY 10 billion reflecting the development of cost reductions in its domestic
tobacco business. That said, on account of the increase of employees accepting the early retirement
program, which has been implemented as described in JT's medimm term management plan, "JT
Plan-V", during the current fiscal year ending March 31, 2004, JT expects a one-time extraordinary
loss of JPY 10 billion. As a result, net income estimates remain wachanged.

Non-consolidated forecasts have been revised for the same reasons.

» Revised fiscal vear consolidated forecast for the year ending March 31, 2004

Revised consolidated results | Revised “i‘;fl‘t’:”hdated
Net sales (billions of JPY) 4,640.0 2.680.0
Recurring profits (billions af JPY) 197.0 142.0
Net income (billions of JPY) -17.0 -41.0
Estimated net income per chare JPY) -§,598.45 - 20,737.44

(Reference)

» Fiseal year consolidated and non-consolidated forecast for the year ending March 31, 2004,

ublished as of October 30, 2003.

Consolidated results Non-consolidated results
Net sales (billions of JPY) 4,640.0 2,680.0
Recurring profits (billions of JPY) 187.0 1320
Net income (billions of JPY) -17.0 -41.0
| Estimated net income per chare (JPY) - 8,598.435 -20,737.44
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Japan Tobacco Inc. is the world’s third largest international mamufacturer of tobacco products. The
company manyfactures internationally recognized cigarette brands including Comel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations into
pharmaceuticals and foods. The compimy s net sales were #4.492 trillion in the fiscal year ended
March 31, 2003

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements about our industry, business, plans and objectives, financial
condition and results of operations that are based on our current expectations, assumptions, estimates and
projections. Thess staternents discuss future expestations, identify strategies, discuss market trends, contain

_ projections of results of aperations or of our finansial condition, or swte other forward-looking information.

These forward-looking statements are subject to various known and unknown risks, uncertainties and other
factors thai could cause our actual results to differ materially from those suggested by any forward-looking
statement. We assume no durty or obligation to update any forward-looking staiement or to advise of any change
in the assumptions and factors on which they are based.

Risks, uncertainties or other factors that could cause actual results to differ matertally from those expressed in
any forward-looking statement include, without limitation:

1. health concerns relating to the use of tobaceo products;

2. legal orregulatory developmems and changes, including, without limitation, tax increases and reswictions
on the sale, marketing and usage of wbaceo products, and private resrictions relating to the use of tobacco
products and the impact of government studies;

litigation in Japan and elsewhere;

our ability to successfully diversify our business beyond the tobaceo industry,

our ghility to suceessfully expand internationally and make investments outside of Japan;

competition and changing consumer preferences;

the impact of any acquisitions or similar transactions;

local and global economic conditions; and

finctuations in foreign exchange rates and the costs of raw materials.

hadb e BN
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item 11-4)

JARAN TOBACTO INC

21, Toranomon 3-chome, Minato-ku
Tokyo 105-8422 JAPAN
Phone:03-1582-3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
_ Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

JT to Introduce Shareholder Special Benefit Plan

Tokyo, December 19, 2003 --- Japan Tobacco Inc. (JT, TSE: 2914) announced today
that the company would introduce & special benefit plan for shareholders. Commencing
for shareholders on March 31, 2004, each registered shareholder and beneficial
shareholder of JT will receive semi-annually 2 gift of JT group products with a total

retail value of ¥2,000.

Each year, the gift will be mailed in June to shareholders who hold one or more shares
of JT stock on March 31, and in December to those who hold one or more shares on
September 30.

Japan Tobacco In¢. is the world's third largest international manufacturer of tobacco products. The
comparny manufactures internationally recognized cigareite brands including Camel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations info
pharmaceuticals and foods. The company's net sales were ¥4.492 trillion in the fiscal year ended
March 31, 2003,
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JAPAN TOBACCD INC

2-1, Yoranomon -chome, Minato-ku
Takys 105-8422 JAPAN
Phone03-3582.3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: 81-3-5572-4287

EOR IMMEDIATE RELEASE

JT*s Consolidated Interim Results for the First Fiscal Half
(April 1, 2003 - September 30, 2003)

TOKYQ, Qctober 30, 2003 — Japan Tobacco Inc. (JT) (TSE: 2914) announced today its
consolidated interim resulws for the first fiscal half of the year ending March 31, 2004, The
company achieved growth in net sales, operating income, recurring profit and EBITDA, from
the same period last year,

JT's net sales showed an increase of 0.9 percent from ¥2.296 trillion to ¥2.317 triliion, dus
mainly 1o & net sales increase in its international tobacco business' and its foods business and
an increase of nonrecwrring real estate sales, despite & decrease in domestic tobacco business
net sales.

Operating income, recurring profit and EBITDA? also realized growth of 12.6 percent, 13.9
percent, and 5.2 percent, respectively. '

JT posted a net loss of ¥49.2 billion mainly due to 2 one-time exiraordinary charge
amounting 10 approximately ¥185.0 billion relating to retirement benefits for an old mumal
pension program-as a result of a change in accounting policy. If JT had maintained its
previous accounting policy regarding the mutual pension program, the company’s net
“income for the fiscal half that ended September 30, 2003, would have been approximately
¥57.0 billion, a ¥5.0 billion increase over the same peniod last year. ' '

“JT has aggressively been implementing various measures, in accordance with JT PLAN-V
which was announced in August 2003, and the plan is now showing signs of bearing fruit in
the domestic tobacco business. That said, we will continue to proactively launch a large
variety of initiatives to address the challenging business environment, including the recent
tobacco tax hike,” said Mr. Katsuhiko Honda, president and CEO of JT. “JT’s international
tobacco business has been successfully contributing as en engine for profit growth of the
entire group and our food business is now steadily growing. I believe that we have made a
quality start to ensure that JT has a sustainable structure for growth and profitability in the
next decade.”

Summary.of Interim Resulis feonsalidated) Units: Billions of Ye?
T | s | e |
September 30 [A] [B]
Net sales 2,296.1 2,317.6 214 0.9
Operating income 1143 128.8 14.4 12.6
Recurring profit 104.3 118.8 14.5 13.9
Net Income 52.0 492 -101.2 -
EBITDA 187.9 197.7 9.7 52

consolidated interim results from April 1 to Scptember 30, 2003.

amortization of long-tetm prepaid sxpenses + emorrizarion of goodwill,

!

} The results of the international 1obacco busisess from January 1 to June 30, 2003, were consolidated into JT'y

*EBITDA = opetaring income + depraciation of tangible fixed asscts + amortization of intangible fixed nssets +
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Results by Business Segment
Tobacco

Net sales for the tobacco business in the first half of the current fiscal year decreased by ¥4.8
billion to ¥2.115 trillion compared to the same period in the previous year.

The domestic sales valume of JT brand cigarettes, excluding domestic duty-free sales and the
Chins, Hong Kong, and Macau markets, decreased by 5.3 billion cigarettes to 112.6 billion
cigareties compared to the sare period last year, due to declining demand in total cigarette
consumption which was due in part to the tobacco retail price hike in July 2003 as a result of
an increase in {obacco excise taxes. Domestic tobacco sales, as a result, declined to ¥1.764
trillion from ¥1.776 trillion.

In the international tobacco business, JT International (JTI), JT's international tobacco
subsidiary, achieved an increase in net sales totaling ¥6.9 billion to ¥350.2 billion, compared
to the same period last year, with steady sales volume growth of Global Flagship Brands
(GF¥Bs) — CAMEL, Winston, MILD SEVEN, and SALEM ~ despite the negative impact of
the strenpthening of the yen agaipst the dollar.

Interim operating income for the tobacco business grew by ¥2.3 billion to ¥128.7 billion
compared to the same period last year, as a result of JT's success with its top line growth
strategy, which includes the development and launching of new produets in growing segnents
in the domestic. market, and the company’s continuing efforts to improve profitability, such as
cost-cutting measures in the domestic tobacco business. The cne-time extraordinary charge
with respect to the change in the accounting policy relating to an old mutuzl pension program
also contributed to the improvement in selling, general and administrative expenses as the
annual reimbursement expense i3 no longer treated as an expense by this change in the
accounting policy. EBITDA for the tobacco business also increased ro ¥180.5 billion, up ¥1.0
billion compared to tbe same period of last year.

Pharmaceuticals :

JT’s net sales for the pharmaceuticals business in the first half of the fiscal year decreased by
¥1.2 billion 1o ¥26.7 billion compared to the same period of last year, due to a decline in
royalties from Viracept, JT°s anti-HIV drug, and sales from Torii Pharmaceutical Co., Ltd.,
JT’s pharmaceutical subsidiary. A decline in selling, general and administrative expenses for
the pharmaceuticals business - mainly decreases in R&D expenses — exceeded the sales
decline of the business. As a result, the operating losses for this business totaled %6.0 billion,
an improvement of ¥1.0 billion compared to the previous year’s first fiscal half. EBITDA for
the pharmaceuticals business for this period increased by ¥0.8 billion.

Foods

Net sales from the foods business in the first half of the fiscal year rose ¥9.5 billion to ¥124.1
billion compared to the same period of last year, due mainly to increased net sales for the
processed foods business, including expansion of the consolidated subsidiaries, as well as
expansion of vending machine sales channels in the beverage business. Sales from the
beverage business grew to ¥92.5 billion, compared to the same period of last year and sales
from the processed foods grew to ¥31.5 billion. Operating losses decreased by ¥4.8 billion to
¥1.4 billion due mainly to increased seles, improved profitability and a8 decrease of
amortization. EBITDA for the business increased by ¥1.1 billion to ¥2.3 billion.

Other Businesses '

JT's sales from the rea) estate business increased due to progress with JT's development of
sites in Tokyo’s Shinagawa area, including nonrecurring real estate sales in the first fiscal half
that ended September 30, 2003, compared to the same period last year. This was partially
offset by the withdrawa] from agribusiness operations in June 2003. As a result, total sales of
IT*s other businesses increased by ¥17.9 billion to ¥51.5 billion compared to the same period
last year. These businesses had operating income and EBITDA of ¥7.2 billion and ¥16.6
billion, respectively. )
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JT management has updated its net sales and earnings forecasts, mitially issued on May 8,
2003, for the fiscal year ending March 31, 2004.

Forecasted net sales for the full fiscal year were raised to ¥4.64 trillion, an increase of $60.0
billion compared to the initial forecast of ¥4.58 trillion. Despite the negative impact of the
strengthening of the yen against the dollar, net sales are expected to increase due mainly to
the ificrease of GFB sales volums in international tobacco operations and an increase i net
sales in the international tobacco business on & US dollar basis due to US dollar depreciation
against local currencies.

Forecasted operating income for the full fiscal year ending March 31, 2004 was raised to
¥204.0 billion, an increase of ¥19.0 billion compared to the initial forecast of ¥185.0 billion,
due to JT’s success with its top line growth strategy, which includes the development and
launching of new products in growing segments in the domestic market. Other important
factors, which JT believes will increase opersting income, include improvement with leaf
tobacco reappraisal profit / loss as a result of the decreasing domestic leaf inventory and the
allocation of interest expenses relating to retirement benefits for an old mutual pension
program as non-operating expenses instead of operating expenses.

Forecasted net losses for the full fiscal year, due mainly to a one-tiroe extraordinary charge
relating to retirement benefits for an old mutwal pension program as a result of a change in
accounting policy, for the full fiscal yeer ending March 31, 2004, were lowered to ¥17.0
billion, a slight improvement of ¥3.0 billion comapared to the initial forecast of ¥20.0 billion.

These updated forecasts are based mainly on the assumptions listed below.

-JT estimates domestic cigarette sales volume excluding domestic duty-free sales for the
current fiscal year is unchanged at 217.0 billion cigarettes, a decrease of 12.0 billiop
cigarettes compared to the previous fiscal year.

- The company estimates that GFB sales volume in the international market will increase to
118.0 billion cigarettes, up 4.0 billion units from the initial forecast, At the same time, total
international cigaretie sales volume is expected to be 200.0 billion cigarettes, down 4.0
billion units from the initial forecast.

- The estimated forsign exchange rates used for consolidation of subsidiaries was initially
#120 per US3), but has now been changed to ¥116 per USS!.

ateq
Units: Billions of Yen

Year ending Year ending
M:;;;’;fd;gm March 31, 2004 March 31, 2004
i (Initial Forecast) (Updated (B]-[A]
[A] Forceast)
{B]
Net sales 4,492.2 4,580.0 4,640.0 60.0
c’.;z?;:g 188.9 185.0 204.0 19.0
- Recurring profit - 173.2 1740 187.0 13.0
Net income 753 20.0 17,0 3.0
EBITDA 337.2 3270 347.0 20.0
3
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Dividends for This Fiscal Year

JT's annual dividend per share for the fiscal year ending March 31, 2004, is expected o be
¥10,000, including ¥5,000 for the first half of the fiscal year. The year-end dividend is
subject to shareholder approval at the ordinary general meeting of shareholders, which is
usually held in June each year.

Liaiad

Japan Tobacco Inc. is the world's third largest international manufaciurer of tobacco products. The
company mamifociures internationally recognized cigarelte brands including CAMEL, Winston, MILD
SEVEN and SALEM. Since its privatizazion in 1985, JT has actively diversified its operations into
pharmaceuticals and foods. The company's net sales were ¥4.492 trillion in the fiscal year ended March
3], 2003. '

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This presentation conmins forward-looking statements about our industry, business, plans and

objectives, financial condition and results of operations that are based on our current expectations,
__assuniptions, estimates and projections. These statements discuss future expectations, identify strategies,

discuss market wrends, contain projections of fesults of operations or of our financia) condition, or state
other forward-Jooking information. These forward-looking statements are subject to various known and
unknown rigks, uncertainties and other factors that could cause our actual results ta differ materially
from those suggested by any forward-looking statement. We assurme no duty or obligation 1o update any
forward-looking statsment or to edvise of any change mn the assumptions and factors on which they are
based.

Risks, uncertainties or other factors that could cause actual results to differ materially from those
expressed in any forward-Jooking statement include, without limitation:

1. health concems relating to the use of tobacco products;

2. legal or regulatory developments and changes, including, without limitation, tax increases and
restrictions on the sele, marketing and nsage of robaceo products , and governmental investigations
and privately imposed smoking restrictions;
litigation in Japan and eisewhere; ]
our ability to further diversify our business beyond the tobacco industry,
our ability to successfully expand internationally and make investments qutside of Japan;
competition and changing consumer preferences;
the impact of any acquisitions ot similar transactions;
local and global economic conditions; and
fluctuations in foreign exchange rates and the costs of raw materials.
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Consolidated Semi-Annual .
Financial Results 5o
for fiscal year ending March 31, 2004

QOctober 31, 2003
JAPAN TOBACCO INC.

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This prassntation contains forward-looking statemsnts about our industry, business, plans and objeglives,
finengial condition and results of sparsdons that are based on our currant expectations, assumpiions, egimaies
and projections. These statements discuss future expeciations, identity sirategies, discuas markst trengs, contan
projectiong of results of operalons or of our financial condihon, or alate other forwand-looking information. These

" forward-loo'dng matemsnis ere subect 1o varioug knowa and uninown risks, unceriainties and other factors that

could cause our setual ragults to differ materislly from those sugpssled by any forward-ooking swement. We
assume no duly or obligation (o updata any forward-lacking stalement or 1o advise of eny changs in the
agzumphions and faclora an which they are based.

Risks, uncertgintes or other fagtors thal cauld cause actual results 1w differ materially from those expressod in
any forward-lonking statemsnt includs, without imiaton:

1. heglth goncems relating 1o tha use of bacce prodycss;

2. 1ep8! or regulatory davsiopmenis and changes, insluding, wihoul limitation, tax increaseas and rastictions on
Ine sale, marketing and usage of tobacso progucts , and govemmentai Investigatons and privately imposed
smoking regtrictions;

3. litigation in Japan any cisewhere;

4, our ability to funther diversify our businesa beyond the tobaces industry;

5. our ablitty w successfully expand imemationaily and make investments oulside of Japan;

6. compatitian and changing consumer preferences;

7. the Impact of any acquisitions or gimiler rensactions:

8. local and global ecanomic canditions: and

9. fluctualions in fareign exchange rates ang the cosis of raw malenals.




Consolidated Semi-Annual Financial Results for FY ending March 2004
Compared to Same Period Last Year

(urit: JPY billlons)

1st Half ist Half
ehded Sep 30, | ended Sep 30, Change
2002 2003

Net sales 2,286.1 2,317.8 21.4
EBITDA 187.8 187.7 9.7
Qperating income 114.3 128.8 14.4
Recurting profit 104.3 118.8 14.5
Net income 52.0 | * -48 2 -101.2

* Net income for the 1# half of 2003 was negstive, because JPY 185.0 billlon was
charged as a ong-time extreordinary loss relating to retirement benefits for an
old pension plan,

EBITDA=0operating ncomea + dapreciation.and amartizaiion® * goodwill amoriization

*Depregiation snd amortization = dapraciation of wngible fxed 83se1s » amortization of
imanglble fixed assets + smortization of longelerm prepsld expenses

:.NTIF

Yoo
L
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Outlook for FY ending March 2004 Compared to Initial Forecast

» Revised upward from initial forecast”
v Net sales: revised upward
+ EBITDA, Operating income and recurring profit: revised upward
=> forecast to reach record high
+ Net income: remain &t almost same level
{unit: JPY billions)

Initial Revised Change
Forecast Farecast g
Net sales 4,580 4 640 60
EBITDA 327 347 20
Operaiing income 185 204 19
Recurring profll 174 187 13
Net income 20 A7 3
* Initial forecast as of May 2003
4 1 1]




Steady Implementation of JT PLAN-V

# July 2003 v Top-ine growth strategy through revision of list prices in Domestic Tabscco

- Increased markel share for Seven Stare family (8.3% in FY03 &> E.5% in the firs{ half of
FYD4)

« Recaptured markat shaee pf 1mg tar segment {8.1% in FY03 => 8.9% in First half of FY(4)

+ Raslignment of Domestic Leaf Tobacco Divisiong announced (from July 2004 to
June 2008)

v Renewal of Salem (staried from Asian markets)
» bug. 2003 v Foundation of assat management company to establish J-REIT
» Bep.2003 ~ Reduction of domestit iohacco manufacturing factories to 10 annaunced
(scheduled to be compieted by end of March 2005)
v Consolidation of regional seles headquarlers to 25 announced
{scheduled to be completed by end of July 2005}
7 Transfarof the Tokushima Pripce Hotel business to a third party announced
" »0e 2003 v Reform of retirement benefit pian
v Repurchase of JT stock

~ Nov. 2003 ~ Aggressive iaunch and development of reduced-odar products
«*Miig Seven Pnme Super Lighls Box™ - imited salas within Tokyo prefecture
bAoA E BB AR el SREE SRR MIESe

wEOY
5 Yous “
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1. Domestic Tobacco

s Demand trends; expected to remain at initially forecast level
JT sales volume for this fiscal yeer is also expacted io remaln at the level initially foracasted. namely
247.0 billion cigarattes
+ JT saieg volume (13! hatf): 112.6 bilflon clgarettes, dawn by 6.3 billion (-4,6%) from the same periad last year
v Tota! demand {18t haif): 154,5 biliion cigaretias, down by 6.3 biion (~3.9%) compared o the seme period last
year
» Implementation of top-line growth strategy (July 2003)
7 Recaptured market share in 1mg tar segment
v Prce ssiting improved to reflect tha brand vaiue more sccurstely

derhet sha ‘e of JT products wih uns
price 200 ven end pbove
{Fof A an LESVEL dri nuuly gv. weed)

10.0

hamlJT ‘ mmwmﬁm .

Sourea: JT
1.0 ar eﬁm hnwa
7/ G mieir e
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2. Domestic Tobacco

» Aggressive introduction of new products mainly into growing segments
v Hope Menthol
v Cabin Mitd Mantho!
» Alphabet HIR/C

Market share of JT menthol products

4 - - ] 90 iarket share of JT menthol produgls
LI 80 {above) . '

70 N ,
&0 18 ‘Mharket shert of JT mantiol grogucis
59 {se sexelging Merlsgro bty - 1

LK) 4.0
KR 1130
W e =
19 —d ‘ ‘ 10 source:JT
FY e FYO! FYD2 FYQd  sslhallof
FY 04
7 e 1

3. Domestic Tabacco

»_Creation of new category — Relsase of reguced-odor products
Active marketing of new produets that “reduce unpleasant tobacco odor”
v “Milo Seven Prime Super Lights Box" {from Nov. 2003 in Tokyo prefecturs)
v “Lucia Citrus Fresh Menthol” (netionwide sales from Nov. 2003)

Market share within the sales area® : 0.5% (March 2003) => 0.48% (Sep. 2003)

* Soles araas

From Feb, 2003: Tokyo prefeciure

Fram Aug, 2003: Tokyo metropolitan area
Feom Nov. 2003: Nalonwite

R
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4. Intemational Tobacco

{unitz: billon cigarettes, USD million, USD)

Jen-Jun'd3 | Change (%)va Chanpe (%) vs
(First haif) Jan - Jun ‘02 Jan - Sep 03 Jan « Sep '0Z
Tolal salas volume 86.0 -8.1% 149.0 4, 5%
GFB Salas volums 56.5 27% 8a.1 8.0%
‘{Nel sgles befora tax 2,848 11.4% 4,734 15.8%
Net sales bafore tax . .
per 1.000 clgaretias 30.4 18.7% 31.8 21.4%
(units: billion cigarattes, USD mition)
Al A B C C-A I {C-BYA
urea &1lvd "
Chira Drwilan EY 02 resuls ‘ FYO03 FYos Change Change
intbal foracasl | revised farecast (%)
Tola!salas valume 2033 204.0 200.0 33 «1.6%
[6F8 ssles volums 100.6 114.0 118.0 8.2 7.5%
[Nst sates bafore Lex sats| 8,749 5380 954]  17.8%)

ERITDA: Growth rate for 2003 is pojectsd o be approximately same as that of 2002 (17%)
GFRs; Globs! Flagship Brangs (CAMEL, Winewon, MILD SEVEN, BALEM)

. wEET
9 fouR
EdlLianT

5. Pharmaceuticals, Foods and Other Businesses

» Pharmaceuticals
v Licensing-in of anti-HIV drugs “Viread," ele. (July 2003)
~ Foods
v Aggrossive development and introduction of new products, and
reinforeement of sales channels
v Cost raductian throughout the business unkt
Promoted the business value enhancernent
Neot sales of the first hatt  JPY 124.1 biliion (up by JPY 9.5 biition)
EBITDA of the first hall.  JPY 2.3 biflion (up by JPY 1.1 bllion)
~ Other Businesses
« Trangfer of Tokughima Frince Hotel business
{Schadlied to be oompieted by and of Mareh 2004)
v Rationalization of JTS Wining Systems
(Scnetiuled to be completed by end of Merch 2004)

BELRI IRAR L30T

Enhsncemant and reinforcament
of produgt Imc-up

Renewd gf anbre ine-up oF
Rasts win JT's prophstary “ow

pH tecm\obgr'

widy
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6. Financial Strategy and Return to Shareholders

> Repurchase of stocks (October 9, 2003)

v Type of Stock repurchased: JT common stock

v Number of shares: 45,800 shares

< Repurchased price psr share: 758,000 yen per shsre
v Total repurchase cost: 34,579 million yen -

» Basic dividend policy
» To&im for 2 gradual increase in the dividend level, depending on the
achigvament of targets in the medjum-termn management plan and
medium-to-long term profit eutiook
v Tofal annual dividend is expectad to be 10,000 yen for the fiscal yoar
ending March 31, 2004, incluging a 5,000 yen inlenm dividend.

L 14 8.4
1 1 1

7. Company-Wide Measures J

» Reform of pension plan
v Comprehensive raview of retiremsnt benefft plan
- Infrodusction of paints-based system, defined contributien pension plan and eash balance
ponsion plan (October 2003)
- PBO reduction due !0 the introguction of definsg contribution pansion pisn: down JPY 52.3
biflion
> Decision td sell off properties for leasing
v Expected to sell mainly commercial properties for lsasing
v Formed asset management subsidiary and roaj estate devaiopment subsidiary in
ordsr to establish J-REIT {August and Octaber 2003}
¥ Establishment of efficient back office
v Shut down Parsonnei and L.abor Support Centers (regional sdministrative offices)
(schaduled to be compistad by end of March 2005)
v Establish a dedicated functional office for accounting and human resources
(scheduled to bs completed by end of Aprif 2005)

12 35 gn;; wr .‘7




interim Rasults for FY ending March 2004 —
1. Main factors Influencing net sales

» Consolidated net sales before tax: JPY 2,317.8 billion (up JPY 21.4 hillian)
[ Main facters causing an Increase |
v tntematione! Tobacco: JPY 380.2 billion (up JPY 6.9 bilfien)

- Incressed GFB calas volume (56,5 bllion eigarattes: up 1,8 billion) which oyercama the nagative JPYAUSD
movemant for consolidation (from USD 1w JPY 120.71 to USD 12 JPY118.74).

v Faods: JPY 124.1 billon (up JPY 9.5 bilion)
Propessed Foeds: JPY 31.5 biien lup JPY 5.7 bilion), Baversgsa: JPY 82.5 billion (up JPY 3.7 billon)

- Fagiors such a5 launch of new products. stepdy expansian of vending machine salaa channels and addion
of new subsidiarias eeninbuied to e increesed net 3ales.

v Othgr Businesses: JRY §1.5 billion (ug JPY 17.9 billion)

- Progress of rel estate davaiopment in Shinagawa (includes ong-ime sales)
{ Main factors causing a decraase }

+ Domeastic Tobacco: JPY 1,764.9 billion (dawn by JPY 11.7 dilfion)

- improvemen of nel saies afier tax per 1,000 cigarettes improved (from JPY 3,853 1o JPY 3,881: Lp by JRY
27) could not compensate decreased salas volume (112.8 billion cigarettes, down 5.3 bithen cigaretes).

v Pnarmaceuticale: JPY 26.7 biflion {down JPY 1.2 biltion)
- Decreased roysly revenus from Virscept (USD 38 milsen: down USD 2 million)
- Decreased setes by Todl Pharmaceutical Co, Ltd. (JPY 21.6 blllon: dovm JPY 0.4 biliton)

~ Consolidated net sales after tax: JPY 1,022.6 biltion (down JPY 1.3 billion)

- Incrasse in Foods and Other Businesaes could now make up for decraased sales volume of Domestc
Tobaceo infiuenced by price changes afier Wx hike and negative Forex movement at intemaliongl Tobacea.

wai v
13 ngn“nvn

2. Main factors influencing Cost of Sales and SGRA Expenses

~ Cost of sales: JPY 1,843.8 billien (up JPY 23.8 billion)
[ Maln factors affesting change )
- Increasg in COS due o increasad iobaceo iax mainly overseas (JPY 1,284,8 blilon: up JPY 22,8 billlon)
- Degrease In COS due 10 Incraased leaf tobaces ragppreisal profil (JPY 3.3 biflion: COS down JPY 1.0 biflion)
> Belling, generai and administrative expenses: JPY 344.9 (down JPY 16.8 billion)
[ Main factors affecting change ]
+ Other SG&A! JPY108.3 billion (down JPY 11.6 billicn)

- Decregsed goadwill amortization (down JPY 3.3 billion) and chaagas in eccounling allocations (ranstsmed

0 personng! cost) at subsidlaries
7 Porsonnel: JPY 104.0 billion (down JPY 4.4 billlen)

« Decteass in personngl cost dus 1o changs in accounting method for retirament benefiis for an olg mutug!
pengion plan in perant company (JPY 40,9 bllien: dawn JPY 8.7 billion) weg partialty offsat by lhe Incroasa
due ta change In accounting aligcstions (from other SGAA costs)

v R&D: JPY 20.8 biliion (down JPY 2.2 billion)

- Degregsed Pharmaceunicals R&D cost gt parsat company (JPY 12.0 bithon: down JPY 1.8 billgn)

< Advertising sn¢ genera! publicly: JPY 15.7 billion (down JFPY 1.1 blllion)

« Decreased 3l parent company (JPY 8.4 billion: down JPY 1.1)

v Depraciation: JRY 27.7 billion (down JPY 6.7 billion)
v Saisg promoton: JPY 70.0 billion {up JPY 3.4 biflion)
- Decreased st garem company (down JPY 2.4 billion), bt incraased at STl and olher subsidianes.

weey
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3. Profits by Business Segment

» ERITDA: JPY 187.7 billion {up JPY 9.7 blillan)
s facters causing oa Increasal
v Yobasso Buminees: JPY-180.8 bilion {up vPY 1.0 dillion)
- Faclors causing an ihercase; Aaducsd coal of eaies (up JPY 4.0 biflion), mereased 123f Icbaceo raapprales) profil {up JPY 1.0
bllon), raduced personnel cos due 10 E1aRGeE In acesunbing melhods conceming s old mulyal psason pian Bnd personnel
downatzing and clher alferts {21 parent campany up JPY 8.7 bliion), reduzed markeling s3s! (approx. up JRY 3.0 blilton),

ingramsed Linit price hrough 1psiing measuMms, addidonal S«north profil ascompanied by the ranefer of operatona af our
China Division, angl exhsr {aeiors,

« Faclpra causing a decreesa’ Damesuc £818$ volume dacressed (oy 5.3 Bilioa cigarenea), atemalianal 1sacco proflt
decroaaed (USD 278 milllon: oown USD 27 millon) dua 16 55l years expense implamenialon dolay al JTi although ihe net
saies ahar tax have (ncraased {U3D 1,603 miion: up USD 88 minan),

¢ Pharmacauticals Buingst: JPY -1.8 bilbon (up JPY 0.8 biton}
- Although nei eales decrensad. profit hae Improved dua i raduced RAD coat (down JPY 2.3 billion)
v Foods Busmeea: JFY 2.3 bithon yen (up JFY 1.1 bilion)
« improved due 10 moeasad hat sales In ine Procesead Foods and pes busl lally thraugh venaing machine
channels, and eficignt axpens implementabon.
4 Other Buainssres: JPY 16.6 il {up JPY &9 bifion)

« Imoroved due 1o tha progress of rasl BBLaie deveicpment in Shinagawa {meluding onatmg profil), Lefminguon of the
agribuBinese. 3G ower feloss.

» Operating income: JAY 120.8 billion (up JPY 14.4 billion)
{Maln factors cousing an increase]
+ Topatso Susmass: JFY 1287 bliion, up JPY 2.8 adlicn
¢ Phammaceuticaly Bualrass: JPY =6.0 bitbon; improves By JPY 1 0 brilen
v Foods Businuss. JPY -1.4 bikion ; improved by JPY 44 bilfon
¢ Other Buatnasass; JPY 7.2 dillion up JFY 6.7 billion

MagT
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4, Main factors influencing .
Non-Operating Income/Expenses and Extraerdinary Profit/Loss

» Non-oparating Incomelexpenses: JPY -9.9 blilion {no change)
[Main factors sffecting change)
v Non-apersling income: JPY 4,8 bithon (up JPY 0.6 biliion)
- Decreasad inetest income (JPY 0.7 billlen: down JPY 0.1 billion), decreased dividend income {(JPY 0.8
billign: dewn JPY 0.1 billion) and ingreased other non-operating ncame (JPY 2.8 biflion: up JPY 0.8 billion)
7 Non-opsrating expenses; JPY 14,5 billion (up JPY 0.8 billion)
- Dacreased Intarest paymant (JPY 4.0 billion: down JPY 0.1 billion), decrassed Forex loss (JPY 2.5 bilflon:
down JPY 1.8 biilion), did not offset Intreased financial support for domestic tabacca growers {JPY 2.5 billion

:up JPY 2.6 tillion).
» Extraordinary profit/lass: JPY -198.8 billion {(down JPY 182.0 billion )
{Main factors causing a decrease]
< Extreardmary praft: JPY 8.4 blien {up JPY 1.7 bilion)

- Increatad galn on sale of progerty plant & squipment (JPY 7.7 biliion: up JPY 1.3 blllion) and ather
exlraordinary profit (JPY 0.7 billlon: up JPY 0.3 billion)

v Extraorvinary Ioss: JPY 207.2 bitiran (up JPY 193.7 blitian)
- Onestime excraordinary change for an old mutusl pension plan (JPY 185.0 billion: up JPY 185.0 billion)
« Buginess structure enhancament cost (JPY 9.2 billion: up JPY 9.2 billion)
- Loas accompanled by buainess liquidetion (JPY 5.3 blllien: up JPY 5.3 billon)
- Lo3s on disposal of propeny, plant and squipment (JPY 4.9 bllllen: up JBY 2.8 billon)
- Loss on sale of propeny, plam and squipment (JPY 1.0 billlen: up JPY 0.2 billion)
~ Other extracrdinary loss (JPY 1,6 bilian: down JPY 9.0 billion)

wovY
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5. Overview of Consolidated Balance Shest as of September 2003

{Unit: JPY billion)
As of March | As of September

2003 2003 Change
Asset 2.957.6 3,094.9 137.2
Current assets 1,346.3 1,440.5 94.2
Fixed aasets 1.611.2 1,664.2 428

As of Ma As of September

goos o zogsem Change
Liabilities 1.283.8 1,471.5 187.6
Cumant liabilities 5047 718.8 124.2
Fixed liabilities 689.1 752.6 63.4
Minarity Interssts 51.00 . 859 4.8
Shareholder's egulity 1,822.6 1,567.4 85.1

["F R R4
17 en.. JT

Outlook for FY ending March 2004--Compared to Previous Fiscal Year

Sy
(xnit. JPY billon)

FY ende fevised [Major assumptions)
March 2003 | foreesst | 000 » Domestic Tobatco: sales volume to decraase from
e ed22 Y T e 229.0 blllhon w 217.0 billlon cigaretiss
» international Tobacco: total salgs volume fo
EBrmA 7.2 847 98 dacrease from 203.3 bilion o 200.0 biion
Cperairg ncoms 188.9 2 151 cigeretias; GFB sales volume {o Incraase from
Reourming prof 1730 ere Y 108.8 blllion to 118.0 bilion cigarenas
# Yen-Dollar rate: 125,18 yan 1o 118 yen
Kel income 1 753 17 823 4]

» Net sales: oxpectad 1o increase

v Degreased s2fea volume in Domestic Tobacco and increased mysnue by the list-price revision due to the
tobacco excise tax hike,

v GFB-gd growth In International Tobacco end incresssd revenus in Fouds, end the progress of real sstate
davelopment in Shmagawe In Other Busineases (incuding one-time proffy),

~ Operating income, EBITDA, recurring profit: foracast to hit record levels
v No ratirement henefit expense due o 8 one<ime charge refaling to retirament benefits for an old pension plan.
v improved lesf tobacco reagoraisal profit due to the poer crop of damestic ieef tobacco,
v Reduced costs for Domestic Tobacce Business.
- Net {oss
7 One-time exurasrdinary charge for sn old mutual pension plan,
~ Extreprdingry charge for messures in JT PlansV to improve cos! structure

CLESS
1 R 1)




Outlaok for FY ending March 2004--Compared to Initial Forecast

{Unit: JPY billion) -
il Revsed [Major Agsumptions]
{oracas tarecasl Changs » Domastie Tobaccs: sales voluma io remain the
Nol aks 1360 1640 50 same at 247.0 bilhon cigareties
—Trve ~ Intemnetional Tabaces: fotat sales volume (o
o 2 147 20 decreasa trom 2040 ilifon to 200,0 billion
Oparatmg ncome 115 204 1§ tlgarenes; GFB sglas volume 1o increase from
Rosyrring profi 174 197 13 114.0 biifion to 118,0 biltion cigarsites
Na! Intoms -20 -7 3 » Yen-Dollar rata: 120 yen to 116 yen

~ Net sales: revisad upward
v Growth of GFB in Intemationa! Tobaceo Business and Incraased net eales en = dallar basis due to the weak
doilar overcama the negative JPY/USD Impact for consalidation (from USD 1 = JPY 120 to JPY 116).
~ Qperating income: ravised upward => foracast to hit record level
7 Effart of top«ine growlh stralegy in Domoatic Tahacco Business
v improved leaf tabscco reappralesl profit dus to the poar Grop of demastic fea! tobacco.
v imerest axpense of an oid mulus! pensien plan will be Tealed s nen-operstng expenss, rather than SG&A
sxpanse.
~ Net income: remain at aimast the same level
v Extrsordinary charge for messayres in JT Plan-V 10 improve cost structure.

ngay
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T.R.
Prime Ministry
Privatization Administration

PRESS STATEMENT

As known, on 7 June 2003, it was decided to accept the bids for the privatization of the
Cigarette Industry Enterprises Trade Company of TEKEL and offers toward this end
were collected on 24 October 2003. The Commission svaluated the final offers
submitted on 5 November 2003, and decided to cancel the bid.

Media and Public Relations Department

1] November 2003
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JAPAN TOBACTO INC

2-1, Toranomon 2-chome, Minato-ku
Tokyo 105-B422 JAPAN
Phone:03-3582.3111

Contact: Roy Tswji
General Manager
Media and Investor Relations

Japan Tobacco Inc.
Tokyo: +81-3-3572-4287

ROR IMMEDIATE RELEASE

JT Reports Tobacco Business Results for July-September 2003 Quarter
Sales volumes of GFBs see significant growth, mainly in Europe and CIS

Tokyo, October 28, 2003 - Japan Tobaceo Inc. (¥T) (TSE: 2914) snnounced today its domestic
and international tobacco business results for the quarter that ended September 30, 2003.

1. Domestic Tobacco Business Results for the Quarter that Ended September 30, 2003

Japan’s aging population, growing health consciousness, the continuing downturn in the dorestic
economy and the aftereffects of the tobacco price hike due to the tax increase in July has
negatively affected cigarette demand nationwids. As a result of these factors combined with
severe competition, JT's domestic sales volume for the second fiscal quarter that ended Septemaber
30, 2003, declined by 12.6 billion cigarettes or 21.1 percent, compared with the same quarter in
T the previous year, However, as a result of the- price. revision, net sales per thousand cigarettes..
increased by 872 yen to 11,732 yen compared to the same quarier in the previous year. Sales
volume for this fiscal half declined by 5.3 billion cigarettes or 4.6 percent compared to the same
period in the previous year; these figures were within our anficipated range.

o Quarterly and fiscal half-year results for the year that ended September 30, 2003

Apr-Jun Jul-Sep
Sales volume
(billions of cigarettes) 65.6 47.0
Rerail price sales'
(billions of IPY) 836.1 648.2
Net sales per thousand
cigarertes? (JPY) 10,856 11,732
Net sales, excluding excise
taxes, per thousand cigarettes’ 3,850 3,923
(JPY)

*Figures for domestic duty-free sales and the China, Hong Kong and Macau markets which were transferred

from JT International S.A. to JT as the “China Division” on January 1, 2003, are not ingorporated in the
table shown above, Domestic duty-free sales volume and sales volume from “China Division” totaled 1.7
billion cigarettes for this fiscal quarter and sales volume from domestic duty-free sales and the “China
Division™ for the April-June quarter totaled 1.2 billiop cigaremes.

;Retai] price sales = sales volume multiplied by fixed retail price.

Net sales per thousand ejgareties = (retail price gales - retailer margins - consumption tax) / sales volume *
1,000.

¥ Ner sales, excluding excise taxes, per thousand cigareties = (retail price sales - retailer margins -
consumption tax - excise taxes) / sales volume * 1,000.

1
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(Reference)

Quarterly and fiscal year results for the fiscal year that ended March 31, 2003

r Aprfun | JiSep | OctDec | JanMar F“‘;;im
Sales volume
illions of cizarettes) 584 59.6 60,0 50.9 229.0
Retail price sales
(hillions of JPY) 744.2 760.1 765.8 649.1 2,919.4
Net sales per thousand :
cigarettes (JPY) 10,861 10,360 10,864 10,868 10,861]
Ner sales per thousand
cigarettes excluding tax (PY) 3,853 3,853 3,858 3,858 3,856
Market share (%) 735 734 73.2 70| B3

*Excludes domestic duty-free sales and sales from “China Division” which totaled 6.0 billion cigareties for
the full fisca) year that ended March 31, 2003.

2, Imternational Tobacco Business Results for the Quarter that Ended September 30, 2003

In JT's international tobacco operations, while overall volume declined by 0.8 billion cigarettes, or
1.5 percent, from the same quarter last yzar, Global Flagship Brands (GFBs) - CAMEL, ‘Winston,
MILD SEVEN, and SALEM - showed significant sales vohune growth of 3.5 biltion cigerettes, or
12.4 percent, from the same quarter last year, driven by the sale of CAMEL in Europe, and
Winston raainly in former CIS countries.  This increase reflects our commitment to focusing
more on higher price products represented by our GFBs. In addition to these factors, a weaker
dollar against local currencies in these markets helped in leading to an increase in sales including
tax by US§345 million, or 23.9 percent and sales excluding excise tax by USS172 million, or 21.4
percent. Net sales per thousand cigareties excluding tax increased by US$3.5 or 23.3 percent

from the same quarter last year.

Quarterly results for the fiscal quarter that ended September 30, 2003
(Preliminary results, after consolidation adjustment)

Jan-Mar Apr-Jun Jul-Sep
Ebf’i;‘ozl?f‘g;‘;:;“) 46.6 503 522
G@flﬁof:ff“c‘i’;‘j:;m) 27.6 289 316
(S;Sfm‘::‘;‘tf‘(‘fgs‘;ms° i 1,369 1577 1,788
i I B
o e | ) o

*Excludes sales from China, Hong Kong and Masau markets which wers transferred from JT International
S.A. 10 IT on January |, 2003




)

nw

{Reference)
Quarterly and fscal year results after consolidation adjustment for the year that ended December 31,2002
Jan-Mar Apr-Jun Jul-Sep Oct-Dec Total
Total Sales volume ol
(billions of cigarettes) 50.3 52.8| 53.0 472 2033}
GFB sales volume
(biltions of cigareties) 27.1 28.0 28.1 26.6 109.8
Net sales, including excise tax
(millions of USS) . 1,275 1,368 1,443 1,330 5416
Net sales, excluding excise 1ax
(millions of USS) 735 780 802 742 3,056
Net sales per thousand
cigareites, excluding excise @x 14.6 14,8 15.1 15.7 lﬁil

| (USS)

*Figures for the Chine, Hong Kong and Macau markets which were transferred from JT International S.A.

ta JT a3 the “China Division” on January 1, 2003 hav

Japan Tobacco Inc. is the world's third largest international manufacturer
company manufactures internationally recognized cigarette brands including

SEVEN and SALEM. Since its privatization in 19

pharmaceuticals and foods. The company's net sa
March 31, 2003.

it

85, JT has activ
les were $4.492 trillion in the

e been excluded for comparison.

of tobacco products. The
CAMEL, Winston, MILD
ely diversified its operations inio
fiscal year ended
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JAPAN TOBAQCO INC.

241, Toranomon 2-chome, Minaw-Ku
Tolyo 105-0422 JAPAN
Phane-03-3582.2111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Ine.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE
JT Repurchases Shares Through ToSTNeT-2

-~ Tokye, October 9, 2003 --- Japan Tobacco Inc. (I'f, TSE: 2914) announced today that it
“has repurchased shares through ToSTNeT-2 (Tokyo Stock Exchange Trading Network
System; at yesterday’s closing price) in-line with the announcement made on October 8.

A total of 45,800 shares of JT common stock were bought back today on the Tekyo
Stock Exchange, at & total repurchase amount of ¥34,579 million, or ¥755,000 per
share.

According to the decision made at the 18* ordinary general meeting of shareholders,
held on June 25, 2003, and in accordance with the provisions of Article 210 of the
Japanese Commercial Code, up to 100,000 shares of JT common stock, in the aggregate,
are to be bought back at up to ¥75 billion for the total repurchase price of the shares
during the period prior to the next general meeting.

#

Japan Tobacco Inc. is the world's third largest international manufacturer of tobaceo products. The
company manufactures internationally recagnized cigarette brands including Camel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations into
pharmaceuticals and foods. The company’s net sales were ¥4.492 trillion in the fiscal year ended
Mareh 31, 2003.
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JAPAN TOBACICO INC

3-1, Yaranomon 2-chome, Minawrky
Tokva 105-8422 |APAN
Phone:03.-3582-3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE
JT to Repurchase Shares Through ToSTNeT-2

Tokyo, October 8, 2003 --- Japan Tobacco Inc. (YT, TSE: 2914) announced today that its
board of directors has decided to repurchase JT shares according to the decision made at
the 18% ordinary general meeting of shareholders, held on June 25, 2003, and in
accordance with the provisions of Article 210 of the Japanese Commercial Code.

Those at the general meeting voted to allow up to 100,000 shares of JT common stock,
in the aggregate, to be bought back at up 10 ¥75 billion for the total repurchase price of
the shares during the period prior to the next genersl meeting. On this occasion, JT
has decided to buy back up 10 66,000 shares of JT common stock. The shares will be
bought back through ToSTNeT-2 (Tokyo Stock Exchange Trading Network System; at
today’s closing price of ¥755,000 per share) at 3:45 a.m. on Qctober 9, 2003.

_ Resuls of the repurchase will be announced after the trade is completed on October 9,
2003.

Note to Editors:

1. The method, date, and time of repurchase will not be altered.

2. The company will purchase shares for which sell orders have been placed up to the
total number of shares to be repurchased. However, due to relevant market
conditions, it may not be possibie o purchase all of the shares that the company
plans to repurchase.

i

Japan Tobacco Inc. is the world's third largest international manufacturer of tobacce products. The
company manufactures internationally recognized cigarette brands including Camel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations into
pharmaceuticals and foods. The company 's net sales were 24,493 trillion in the fiscal year ended
March 31, 2003,
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JaPAN TOBACTO INC

2-1, Toranomon 2-chorne, Minato ku
Tolewo 105-8422 JAPAN
Phone:03-3582.311)

Contact: Roy Tsuji

General Manager

Media and Investor Relations
Japan Tobacco Inc.

Tokyo. +81-3-5572-4287

FOR IMMEDIATE RELEASE
JT to Reform its Retirement Benefit Plan

TOKYO, September 30, 2003 — Japan Tobaceo Inc. (JT) (TSE: 2914) announced today
that the company is revising its current retirement benefit plan and will inroduce 2 new
retirement benefit plan, starting October 1, 2003, having been approved by the Ministry
of Health, Labour and Welfare. While the current retirement benefit plan for JT's
employees consists of severance indemnities (65 percent) and a defined benefit pension
plan (35 percent), the new pension plan consists of severance indemnities (60 percent), &
defined contribution pension plan (20 percent) and a cash balance pension plan (20
percent).

This change in JT's retirement benefit plan is an initiative taken in accordance with the
company’s “Human Resource Management Policy,” announced in February 2000, that
aims to atract and maintain quality employees by reflecting each employee’s
performance to his or her benefits in a fairer and more direct way. Furthermore, with the
new retirement benefit plan JT would be able to significantly reduce the risks associated
with additional benefit obligations under current economic conditions in whith interest
rates continue to be low. The pew plan cat accomplish this without compromising its
ability to reward exaployees.

<Qutline of New Plan>

» Introduction of Point System
The sum of retirement benefits has up unti] now been decided by one’s seniority
and “Shokumu-kyu,” a component of monthly salary, at the ime of the employee’s
retirement. “Shokumu-kyu” is also in part related to the length of the employee’s

- service to the company. Under the new plan, accupoulated “points”™ thet are granted

~ to employees based o0 the category -of job- responsibility form the basis of the
refirepgent benefits. 0 7 -

»  Introduction of Defined Contribution Pension Plan with Prepayment Option
To enhance each employee’s sense of self-responsibility while considering the
recent social climste where there is more job flexibility, which necessitates
portability of one’s pension, JT is introducing 8 defined contribution pension plan.
Reflecting the diversification of individual values, employees also can have their
pensions prepaid every six months.

» Introduction of Cash Balance Pension Plan
Cash balance is & type of defined benefit plan. Under this plan, the expected rate of
return for the benefit will vary depending ot each year's five-year average on ten-
year government bond rates, with certain minimum and maximum caps. With this
plan, interest rate fluctuanon risk will be reduced both for the company and
employees, ensuring the enjoyment of a relatively stable pension benefit.

#H




<Reference>
Current Plan j r New Plan
T . R -
[P  Defined Comrtbiton |
Defined Benefit | * Pension (20%) :
© Pension (35%) ! B ¢ Not-Fixed
j Cash Balance
M s == Introducrion ‘on 20%) . 4 %
Fixed < i _ . o §.:,_N1:i'15!0n gz?ﬁfv-,,? 3
-; | PomtSysey ' i
i Severance, | P : : &
' indemmties | ——/j ] Sovemwe Fixed
L ; (65%) : o lndc;mmnes |
i ! {60%) '
. B H I ; i J
T e = " i, .-F"’:

T A | s sl

Japan Tobacco Inc. is the world's third largest international manufacturer of tobacco products.
The company manufactures internationally recognized cigarerte brands including Camel,
Winston, Mild Seven and Salem. Since its privatization in 1985, JT has actively diversified its
operations into pharmaceuticals and foods. The company's net sales were ¥4,492 trillion in the
fiscal year ended March 31, 2003.
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JARRN TOBAQTD INC.

2.1, Terannmon 1-shome, Minalo-ku
Tokya 105-8422 JAPAN
Phone:03-3582-311)

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5 572-4287

FOR IMMEDIATE RELEASE

JT to Transfer “«Tokushima Prince Hotel” Business

to Prince Hotel Inc.
JT Accelerates Focus on Core Businesses

Tokyo, Septernber 29, 2003 --- Japan Tobecco Inc. (JT) (TSE:2914) announced today
that the company and Tokyo-based Prince Hotel Inc., a leading hotel chain in Japan,
agreed to transfer TT's “Tokushima Prince Hotel” business (operating in Tokushima
prefecture since 1993) to Prince Hotel. Upon completion of this transfer at the end of
March 2004, Tokushima Prince Hotel Inc., the operating company of the “Tokushima
Prince Hotel” business and JT's wholly owned subsidiary, would be liquidated.

JT established Tokushima Prince Hotel Inc., as 2 franchise of Prince Hotel, in 1991,
for optimal use of land in possession but not in use. At the time, JT was actively
diversifying its business and was entering into a variety of new fields.

More recently, JT has been focusing the company’s resources on three core businesses,
tobacco, phmmaceuticals and foods, and has been examining the feasibility of
continuing its hotel business. The result is today’s agreement with Prince Hotel.

Under Prince Hotel's ownership, operations at wTokushima Prince Hotel” will remain
unchanged and uninterrupted, and employees will be retained.

The transfer of the «Tokushima Prince Hotel” business to Prince Hote!l and the hotel
operating subsidiary’s liquidation is expected to reduce TT's consolidated net income
by approximately ¥2.8 billion.

###
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Name of the Company: JT Tokushuma Prince Hotel Inc.
Name of the Representative: Shigeru Morimitsu

Place of Business: 3-5-1, Bandai-cho, Tokushima-shi, Tokushima
Japan

Established: July 1, 1991

Capital: 10 million yen (as of March 31, 2003)

Number of Issued Shares: 200 {as of March 31, 2003)

Type of Business: Hotel operation

Shareholders’ Equity: -225 million yen (as of March 31, 2003)
Number of Bmployees: 122 (as of March 31, 2003)
Total Amount of Assets: 672 million yen (as of March 31, 2003)
Major Share Holder: Wholly owned by Japan Tobacco Inc,
Most Recent Business Results:

(in millions of yen

Fiscal Year ended March 31, 2003
Sales 1,977
Recurring Profit 152
Net Income 137

Japan Tobacco Inc. is the world's third largest international manufaciurer of wbacco products.
The company manufactures internationally recognized cigarette brands including Camel, Winston,
Mild Seven and Salem. Since ity privatization in 1985, JT has actively diversified its operations
into pharmaceuticals and foods. The company's net sales were ¥4.492 trillion in the fiscal vear
ended March 31, 2003,

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This presentation contains forward-looking statements about our industry, business, plans and
objectives, financial condition and resuls of operetions that are based on our current expectations,
assumptions, ¢stimates and projections. These statements discuss future expectations, identify strategies,
discuss market trends, contain projections of results of operations or of our financial condition, or state
other forward-looking information. These forward-looking statements are subject to varjous known and
uoknown nsks, uncertamties and other factors that could cause owr actual results to differ waterially
from those suggested by apy forward-Jooking staterent. We assume no duty or obligation to update any
forward-looking statement or to advise of apy change in the assumptions and factors on which they are
based

Risks, uncertainties or other factors that could cause actual results to differ materially from those
expressed in any forward-looking statement include, without Jimitation:

1. health concerns relating to the use of tobacco products;

2, legal or regulatory developments and changes, including, without limitation, tax increases and
restrictions on the sale, marketing and usage of tabaceo products, and governmental investigations
and privatsly imposed smoking restrictions;

litigation in Japen and elsewhere;

our ability to.further diversify our business beyond the robacco industry;

our ability 10 successfully expand internationally and make investments outside of Japan;
compestiton and changing consumer preferences;

the impaet of any acquisitions or similar transactions;

local and global economic condivions; and

fluctuations in foreign exchange rates and the costs of raw materials.

2
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JAPAN TOBACCO INC

2.1, Torangman 2-choma, Minato-ku
Tolkve 105-8422 JAPAN
Phone03-3582-3171

Contact: Roy Tsuji
_ General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokya: +81-3-5572-4287

EASE

JT to Restructure Domestic Tobacco Operations Under “JT Plan-V”
Six Factories to close by the end of March 2005

TOKYO, September12, 2003 -~ Japan Tobacco Inc., (JT) (TSE: 2914) announced
today, concrete measures o resitucture its domestic tobacco business operations,
which includes the closing of six manufacturing factories, The decision was made in
line with the latest medium-term management plan, JT Plan-V, aiming to ensure
- sustainsbie profit growth from 2 long-term perspective. The final details are subject
to consultation with the employee labor union.

The six factories are located in Hakodate, Tekasaki, Takamatsu, Tokushima, Usuki
and Kagoshima and the company plans to close all of them at the end of March 2005.
Through these measures, 820 employees will be entitled to a special retirement
package, or will be transferred to other factories or sales offices and the real estate
will be considered for sale. :

In relation to these measures, extraordinary charges, including losses on the retirement
of fixed assets and allowances for those retiring from the six factories, are expected.
However, as & result of these measures, the company anticipates that the overall cost
reductions will surpass these one-time charges in the following years, along with the
improvement of manufacturing efficiency in the remaining factories.

“These factories greatly contributed to the company during their history, and their
closing was not an easy decision,” said Masakazu Kakei, executive deputy president,
and president of the tobacco business. “Nevertheless, in addressing the increasingly
challenging environment, we need to make these changes to ensure sustainable growth
in both the domestic and overseas markets.”

Aside from the measures mentioned earlier, the Tokyo factory will be consolidated
with a machinery center to become 2 manufacturing technology center in April 2005,
aiming to enhance manufacturing technology and product development while
providing technical support to remaining factories. With this consolidation and the
closure of six more plants on top of the remaining factory closure plans appounced in
July 2002, 10 cigarette manufacturing factories, in total, will be in operation in Japan
as of April 2005.

Separately, JT also decided to consolidate its regional sales headquarters aiming to
integrate regional administrative operations. As a result, the six sales headquarters
would become sales branch offices with the staff having no regional administrative
roles, while the number of regional headquarters will total 25.
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Japan Tobacco Inc. is the world's third largest international manufacturer of wbacco products.
The company manufactures internationally recognized cigarette brands including Camel, Winston,
Mild Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations
into pharmaceuticals and foods. The company 's net sales were ¥4.492 trillion in the fiscal year
ended March 31, 2003. .

FORWARD-LOOKING AND CAUTIONARY STAT’EMEN;I‘S

This presentation contains forward-looking statements shour our industry, business, plans and
objectives, financial condition and results of operations that are besed on OUT Current expectations,
assumptions, estimates and projections. These statements discuss future expectations, identify strategies,
discuss market trends, contain projections of results of operations or of our financial condition, or state
other forward-looking information. These forward-locking statements are subject to various known and
unknown risks, uncertainties and other factors that could cause our actual results to differ materially
from those suggested by any forward-looking statement. We assumé no duty or obligation to update any
forward-looking statement or to advise of any change in the assumprions and factors on which they are
based.

‘Risks, uncertainties or other factors that could cause actual results to differ materially from those

expressed jn any forward-Jooking statement inclisde, without limitation:

1. health concerns relating to the use of tobacco products; - -

2. legal or regulatory developments and changes, including, without limitation, tax increasss and
restrictions on the sale, marketing and usage of 1obacco products, and governmental investigations
and privately imposed smoking restrictions;

litigation in Japan end slsewhere;

our ability to further diversify our business beyond the tobacco industry;

our ability to successfully expand internationatly and make investments outside of Japan;
competition and changing consumer preferences;

the impact of any acquisitions or similar transactions;

local and global economic conditions; and

fluctuations in foreign exchange rates and the costs of raw materials.

© o N3 Ovin B
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Factory Data

[Bakodate Factory]
Address:

Factory General Manager:
Operations Began:

Major Brands Manufactured:

Production Volume:
Lot Area:
Number of Employees:

[Takasaki Factory]
Address:

Factory General Manager:
Operations Began:

Major Brands Manufactured:
Production Volume:

Lot Area:

Number of Employees.

[Takamatsu Factory]
Address

Factory General Manager:
Qperations Began:

Major Brands Manufactured:

Production Volume:
Lot Area:
Number of Employees:

[Tokushima Factory]
Address: ‘

Factory General Manager:
Operations Began:
Major Brands Manufactured:

Production Volume:

Lot Area:
Number of Employees:

[Usuki Ractory]

Address;

Factory General Manager:
Operations Began:

Major Brands Manufactured:
Production Volume:

Lot Area:

Number of Employees:

T¥

403-2, Xikyo-cho, Hakodate-shi, Hokkaido

Hiroshi Kubota

April 1946

lg{ﬁld Seven Super Lights, Mild Seven Lights, Caster
ild

approx. 9.4 billion cigareties (in FY2002)

approx. 113,000 square meters

150 (as of July 17, 2003}

1-1, Miyahara-cho, Takasaki-shi, Gunme

Hirchiko Nishida

February 1905

Wakaba, Seven Stars, Mild Seven Super Lights Box
approx. 5.8 billion cigarsttes (in FY2002)

approx. 81,000 square meters

132 (as of July 1%, 2003)

2-1, Asahi-machi 1-chome, Takamatsu-shi, Kagawa
Hideyuki Fujiwara

November 1929

Mild Seven Lights, Mild Seven Super Lights, Mild
Seven Extra Lights Box

approx. 10.1 billion cigarettes (in FY2002)

approx. 62,000 square meters

192 (as of July 1%, 2003)

38-2, Aza Kawamukaiichi, Ichiba, Oasa-cho, Naruto-
shi, Tokushima

Koichi Fukuda

February 1905

Marlboro Lights Menthol Box, Marlboro Menthol
Box, Marlboro Lights Menthol

approx. 6.9 billion cigarettes (in FY2002)

approx. 80,000 square meters

142 (as of July 1%, 2003)

1913-2, Oaza Fukura, Usuki-shi, Oita
Takeshi Hirakawz

February 1905

Mild Seven Lights, Seven Stars

approx. 7.2 billion cigarettes (in FY2002)
approx. 59,000 square meters

123 (as of July 1%, 2003)

3




[Kagoshima Factory}
Address:

Factory Generel Manager:
Operations Began:

Major Brands Manufactured:

Production Volume:
Lot Area:
Number of Employees:

JT

37-20, Uearsta-cho, Kagoshima-shi, Kagoshima
Ryoetsu Horiuchi

July 1904

Seven Stars, Mild Seven Super Lights, Hi-Lite
approx. 8.6 billion cigarettes'(in FY2002)
approx. 60,000 square meters

111 (as of July 1*, 2003)
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JAPAN TORACQO INC

2-1, Toranomon 2-chome, Minato-ku
Takyo 1038422 JAPAN
Phona:03-3582-311)

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

JT Announces Its Medium-Term Management Plan
“JT PLAN-V”

Global Growth Company Addressing Mid- to Long-Term Changes in Business Environment

TOKYOQ, August 6, 2003 --- Japan Tobacco Ine. (JT) (TSE; 2914) today announced its new
medium-term management plan, “JT PLAN-V,” to address mid- and long-term changes in its
business environment and to attain the profit growth planned for its future. JT PLAN-V sets
out the company’s objectives, financial goals and measures to reach these goals — including
creating a new cigarette segment - for the upcoming three-year fiscal petiod, from April 2003
to March 2006. JT PLAN-V is designed 10 enhance JT7s business structure while ensuring the
company’s growth and profitability for the nex: decade.

To ensure that JT has a snstainable structure for growth and profitebility, JT PLAN-V
aggressively addresses the impaet of some of the trends that have led to a decline in cigarette
demand or the domestic front and outlines JT's vision over a 10-year horizon. JT PLAN-V
combines such initiatives as launching new cigarette segments, incressing marketing
programs and implementing cost-cutting measures aimed at maximizing the efficient use of
the conpany’s wotkforce and resources.

" Despite the fact that JT's overall business performance is in keeping with its “Plan 2004,”

announced in April 2002, the tobacco excise tax hike in Japan on July 1 of this year is
expected to adversely impact domestic cigerette consuraption, which has shown gradual
decline because of factors such as an aging population, increasing health consciousness and
greater smoldng restrictions, as well as a prolonged weak economy.

In another development, JT and Philip Morris International have agreed not 10 renew the
licensing agreement for manufacruring and selling Marlboro brand cigarettes in the Japanese
market, upon expiration of the contract at the end of April 20054

JT PLAN-V is a three-year stepping-stone for JT's manapement to address these
developments end achieve its ten-year vision.

“JT PLAN-V addresses the competitive market conditions to enhauce company value in the
coming years. In this plan, we have outlined decisive steps to ensure sustainable growth for
the whole JT group in this challenging environment,” said Katsuhiko Honda, president and
CEO of IT. “We will create new markets with our technology-driven, customer-oriented
products and will consider business opportunities that will increase our corporate value.”

! Please see the attached release, referring to the ending of the agreement, for more information.

1
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isions for

To prosper as an international company focused on growth and to maintain business value for
all its stakeholders, JT has created a new vision for the next ten years and set its goals
accordingly. JT PLAN-V aims at taking concrete steps to achieve these goals envisioned by
our management.

Goal for the Entire IT Group in Ten Years
“Global Growth Company that Develops Diversified, Value Creating Businesses g

(1) Tobacco Business

» Become 2 leading global cigarette manufacturer with the most competitive brand
portfolio, through the enhancement of solid and profitable business foundations
worldwide.

(2) Pharmaceuticals Business )
> Distinguish itself as a unique pharmaceutical business with world-class R&D.
$  Enhance its presence with innovative drugs.

(3) Foods Business
% Recome a distinctive food manufacturer operating in several foods categories.
v Enhance its firm business base and economy of scale in Japan.
v Pursue further business opportunities in the Asian and Oceanian markets.

JT PLAN-Y Financial Targets

Jn JT PLAN-V, JT uses three key indicators to monitor the company’s upcoming business

performance: EBITDA (earnings before interest, fax, depreciation and amortization), ROE
(return on equity) and three-year cumulative FCF (free cash flow).

For ERITDA, which JT considers to be the financial index that best demonstrates 2 CQpany’s
profitsbility, JT aixos to achieve ¥360 billion for the fiscal year ending March 2006, up ¥22.8
billion from EBITDA for the fiscal year ended March 31, 2003, While JT achieves both top
line growth end cost reductions in the domestic tobacco business, further growth in the
international tobacco business and improvement in the profit and loss balance of the
diversified businesses will contribute 0 the company’s EBITDA growth.

With regard to the ROE target for the fiscal year ending March 31, 2006, JT aims to achieve 7
percent or more, cormpared 0 4.7 percent for the fiscal year ended March 31, 2003.

For ECF, T targets ¥450 billion on 2 three-year cumulative basis, for the fiscal years ending
March 31, 2004, 2005 and 2006.

JT also expects operating income of £230 billion for the fiscal year ending March 31, 2006.

These financial targets are based on organic growth, not on the premise of engaging in large-
scale M&A.
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{Consolidated, Unit: Billions of Yen

Fiscal Year ending Fiscal Year ended
March 31, 2006 Mearch 31, 2003
(Target) (Actual)
EBITDA* 360 337.2
ROE exceed 7% 4.7%
Curnulative (3-year cumuiative) :
PCP** 450 )
(Reference)
[ Operating Income | 230 | 188.9 |

*EBITDA = operating income + dapreciation of ungible fixed assets + amortization of intangible
fixed asgers + arortization of Jong-term prepeid expenses + smortizetion of goodwill,
**FCF = (cash fiow from operating activities + cash flow from investing activities) excluding the
following ttcms:
From *cash flow from operacing activities”
Dividend received / interest received and its tax cffect (42%) / interest paid and its
tax effect (42%)
From “cash flow from investing activities”

Cash outflow from purchzse of marketable securities / proceeds from sale of
markereble securities / cash outflow from purchese of investment securities /
proceeds from sale of investment securities / others (bur not buginess-relared
investment securites included in the invesoment securitics catsgory)

Objectives and Measgrgg Taken by Business Units

(1) Domestic Tobacco Business
JT*s tobacco business, as a whole, aims to enhance the business’ foundation for growth
while ensuring JT"s position as one of the world’s top three global cigarette manufacturers.

The domestic tobacco business aims to conduct market-oriented operations with creativity,
while maintaining its curtent cash flow level notwithstanding changes in its business
environment.

Mindful of the declining tobacco consumption in Japan, JT°s home market, and also of the
potential short-term negative impact of not renewing the Marlboro licensing agreement on
the company’s sales volume in the fiscal year ending March 31, 2006, JT is committed to
increasing its profit level through both top line growth and significant cost reductions.

e fiscal vear ending Ma
(Unit: Billions of cigarefte
Total market demand Approx. 285
JT sales volume Approx. 179

5)

As part of its top-line growth strategies, JT will aggressively launch new products and -
enhance marketing activities in growing segments such &s the “premium” (¥300 and more
per pack), I-milligram tar and menthol segments, where JT currently has a limited
presence.
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Furthermore, JT aims to ¢reate and succeed in a pew category of cigarettes with reduced
tobscco odor. “LUCIA,™ which has already shown remarkable success since its recent
launch in the Tokyo metropolitan area and several neighboring prefectures, is JT's first
product in this new segment. The company sees high potential for this category, products
for which JT believes it has certain advantages in R&D. As 2 pioneer in Japan, JT will
aggressively market new products in this category.

With regard to the company's bottom

line, JT has been steadily taking necessary cost

cutting measures. The company will further streaxnline its operations in the coming years
and make the company’s business structure more flexible and efficient.

1. Top line growth strategies

> Aggressive marketing activities in growing segments (i.e. “premium”
(¥300 and more per pack), menthol and 1-millipram tar segments)
» Creation of & new category market — reduced odor products heralded by

ILLUCIA”

» Enhancement of product R&D
¥ Expedited R&D period to realize launch of some ten pew products i
test markets annually
» Establishment of Production Technology Center consolidating sections
relating to new product development and manufacturing technology to

expedite R&D process

» Realignment of domestic product portfolio

v Discontinue brands that are interchangesble and sesk to maintain
some 60 popular basic brand styles reduced from the current 100
while launching new products with high potential

2. Major reform of cost structure

»  Further consclidation of factories and sales offices
¥ Closure of cigarette factories
In addition to the plen to close eight factories announced in July 2002,
one third of remaining 17 cigarette factories will be closed during the
three-year period upder JT PLAN-V.
v Consolidation of sales offices
During the same period, one fifth of our 31 sales offices will be
consolidated into other sales offices, following the shift and reduction
of administrative jobs.
v Consolidation of tobacco leaf procurement offices
Consolidation of tobacco leaf procurement offices and stations
(already announced in July 2003).
» Optimization of procurement system
v Group-based procurement of imported tobacco leaf and non-tobacco

material
» Other

v Group-based cost reduction in areas such as distribution
v Streamlining of administrative and planning office of tobacco

! "LUCIA Citrus Fresh Menthol" (300 per pack),

division’s headquarters

launched in the Tokyo metropotitep area on February 3, 2003

and expanded its sales area into ncighboring Kanagawa, Sajtama, Chiba, and Yamanashi Prefecrures oo August 1,

2003.

A
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(2) International Tobacco Business

Following the previous medium-term mansgement plan, Plan 2004, JT expects the
international tobacco business to become the key to income growth for the whole JT
Group, with further growth in sales volume of the global flagship brands (GFBs) - Camel,
Winston, Mild Seven and Salem. With this in mind, JT has set the average annual growth
target of GFB sales volume for the JT PLAN-V period at mere than 5 percent. While the
international tobacco business aims for organic growth, it will also actively examine
business and acquisition opportunities that further strengthen company value.

The following are the growth strategies for te international tobacco business:

1. Enhancement of brand value of products, especially GFBs
» Focused nvestment in GFBs for further expansion
v TRenewal of the Selem brand this year following successful renewal of the
Camel brand last year

5 Focus on core markets with larger profitability or growth potential
» Focused investment {o marketing activities in core markets
» Reinforcement of brand portfolio in respective core markets

3, Building cost-efficient operation system
» Promoting joint purchase of raw material by JT and JT International
> Strengthening cost controls

~(3)—Pharmace_uticals Business. -

As stated in the previous medium-term management plan, JT's pharmacenticals business
aims to develop & distinctive, internationally recognized R&D driven business, winning
recognition by creating innovative drugs. Thus, this business aims to be a future cash flow
generator for the JT Group, contributing to the enhancement of JT's corporate value,

The pharmaceutical division's target during the JT PLAN.V period is to put into clinical
development three additional compounds, which have the potential to become global
products. To achieve this objective, the busipess will improve the speed and quality of its
R&D while determining the potential and feasibility of compounds in the early stages of
Tesearch,

Measures
> Strengthening in-house R&D
» TFocus on specific disease areas
» Accelerating development in collaboration with external partners
v Seeking licensing-out opportunities of its compounds 10 major OVErseas
pharmaceutical companies
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(4) Foods Business
On the other hand, the foods business is expected to be the next cash flow generator for JT.
In order to make the foods business a solid pillar for JT, the processed foods business
aims to achieve more rapid expansion and the beverage business aims to becoms
profitable at the operating income level.

" for {od under IT PLAN.Y
{Consolidated)
FY2006' tarpets compared to FY2003? results

Processed foods business sales Increase by approx. 30% from ¥60 billion for FY2003

Beverage business sales Increase by approx. 10% from ¥172.3 billion for FY2003

. ' o Maintain profitability

Consolidated aperating income as a basis for the next decade
Progessed Foods Businsss

Following the current strategy, JT aims to further expand both profits and sales volume

of its processed foods business, which has achieved steady growth, during the period

. under JT PLAN-V, Organic growth is key, but where IT regards it as necessary for its
business strategy or positive for its value chain development, it will seek collaboration or
acquisition opportunities. In this category, JT is concentrating on four areas ~ frozen
foods, seasonings, bakery iteras and chilled foods®,

After carefully analyzing the current beverage business condition in Japan, JT decided to
modify its emphasis from sales expansion and EBITDA balence to profitability. IT’s
beverage business sims to make steady profits on an operating income basis through
thorough streamlining. On the other hand, to successfully compete in the Japansse
market, it will continue to incur expenses in R&D, advertising, optimized expansion of
the vending machine distribution network and product brand enhancement.

=}
(5) Other Businesses
In this category, JT will undertake significant structural reform of businesses that are not
expected to be self-sustaining.
8
&
¢
" FY2006 = The fiscal year ending March 31, 2006
2 Fy2003 = The fiscal year that ended March 31, 2003
* Chilled foods business is conducted through JT's subsjdiary, Hans Continental Smallgoods Pty. Ltd,
headquartered in Australia, which was acquired from Asahi Kasei Corporation. .
i' 6
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Wid sure

To achieve & highly flexible and cost-effective company structure, JT will take corapany-
wide measures inchuding restrueturing and streamlining on a wider scale.

(1) Corporate restructuring

JT will restructure corporate administrative divisions to enable business 10 be conducted
with fewer employees and achieve further cost effectiveness. JT plans to consolidate the
group companies’ administrative operations, such as personnel and accounting, and
astablish a shared service center. Such streamlining will be followed by the reduction of
headquarters’ administrative personnel by approximately thirty percent at the end of the
JT PLAN-V period.

(2) Offering of voluntary retirement program
As 4 result of various cost reduction measures taken during the JT PLAN-V period, itis
expected that approximately 4,000 jobs will become redundant. The company will offera
voluntary retirement package to eligible workers.

(3) Reform of human resource management systems and retirement benefits system
JT expanded performance-based benefits and an evaluation system (o 2 wider range of
employees 1o motivate and reward workers. At the same time, the company is considering

_ introducing 8.new system for employee retirement benefits, such as a defined-contribution
pension plan and & cash balance pension plan.

(4) Realignment of asset portfolio
In recent years, JT scld off properties that were not in use. In addition to accelerating this
initiative, JT is considering selling off real estate in its property rental business and using
generated proceeds 10 invest in the three pillar businesses — tobacco, pharmaceuticals and
foods.

(5) Enhancement of group-based eptimum management
JT will continue to optimize the operations of the entire JT group and maintain only those
functions which are essential to the group’s profitability and smooth operation.

Dividends Poli

In accordance with Plan 2004, JT PLAN-V seeks to gradually increase dividends, but
this will depend on the company’s attainment of JT PLAN-V targets and the mid- to
long-term outiook.

Str i

JT aims at an optimum cash allocation, including investment in current and future
businesses, acquisition of external Tesources, reduction of interest-bearing debt and
enhancement of returning cash to shareholders.

Futthermeore, JT will rcpurchase its awn shares end utilize treasury stock 1o provide
mapagement with more financial options when considering external business opportunities
or the feasibility of subsidiaries’ standing shares purchase.
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<Major Assumption for JT PLAN-V Financial Target>

»

>

»

Terget figures are made based on the company’s orgenic growth without

assuming large-scale M&A.

No additional increase of tobacco excise 1axes is assumed.

Domestic Tobacco Business

7 Total market demand for the fisca] year ending March 31, 2006: Approx.
285 billion cigarettes.

v JT sales volume for the fiscal year ending March 31, 2006 Approx. 179
billion cigarettes.

International Tobacco Business

v No large-scale macro economic changes assumed.

Pharmaceuticals Business

v/ Reveme from Viracept® royalties will maintain its downward trend.

v R&D expenses for pharmaceuticals business will amount to approximately
80 billion on a three-year cumulative basis.

Dollar to yen exchange rate for consolidation: US$1 =¥120

Financial impacts, which are expected to be incurred by the planned business

restructuring measures, are included with assumptions while developing target

figures.
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Japan Tobacco Inc. is the world's third largest international manufacturer of tobacco products.
The company manyfactures internationally recognized cigarette brands including Camel, Winston,
Mild Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations
into pharmaceuticals and foods. The company’s net sales were ¥4.492 wrillion in the fiscal year
ended March 31, 2003.

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This presentation contains forward-looking statements about our industry, business, plans and
objectives, financial condition and results of operations that are based on OUr curtent expectations,
assuriptions, estimates and projections. These statements diseuss future expectations, identify smrategies,
diseuss market trends, contain projections of results of operations ar of our fipancial condition, or state
other forward-looking information, These forward-looking statements are subject to various known and
unknown risks, uncertainties and other fectors that could cause our actual resulis to differ materally
from thase suggested by any forward-looking swtement. We assume no duty or obligation to update any
forward-looking statement or [0 advise of any change in the assumptions and factors on which they are
based.

Risks, uncertinties or other factors that could cause actual results to differ materially from those
expressed in any forward-looking statement include, without limitation:

1. health concemns relating to the use of tobacco products;

2. legal or regulatary developments and changes, including, withour limitaton, Tax increases and
restrictions- ou the sale, marketing and usage of tobacco produets, and govemmental investigations
and privately imposed smoking restrictions; s
litigation in Japan and elsewhere;

our ability to further diversify our business beyond the tobacco industry;

our ability to successfully expand internationally and make investments ourside of Japan;
competition and changing consumer preferences;

the impact of any acquisitions or similar transactions;

Jocal and global sconomic conditions; and

fluctuations in foreign exchange rates and the costs of raw materisls.
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JAPAN TOBACCO INC

-1, Toranomon A-chome, Minato-ku
Tokyo 105-6422 JAFAN
Phone:03-3582-3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobaceo Inc.

FOR IMMEDIATE RELEASE

Japan Tobacco and Philip Morris International Agree not to Renew
«Marlboro” License Agreement Ending April 2005

Tokyo, August 6, 2003 --- Japan Tobaceo Inc. (JT) (TSE: 2914) announced today that
the company and Philip Morris International Inc. (PMI) in Switzerland have mutually
agreed not to renew the license agreement for the Marlboro brand between the company
and Philip Morris Products S.A., PMI's subsidiary, which owns the Marlboro
trademarks, after the current agreement period which will expire at the end of April,
2005,

The agreement for the }apanese market was first made by the Japan Tobacco and Salt
Public Corporation, JT’s predecessor, in 1972, and was renewed in 1986. Under the
agreement, T has exclusive rights int the manufactunng and sale of Marlboro products
in the Japanese market.

Until the expiration of the agreement at the end of April, 2005, IT will continue 10
manufacture and sell Marlboro products which will be distributed to the Japanese
market as usual.

In the fiscal year that ended March 2003, JT's sales, including tobacco excise taxes
from Marlboro brand products, were approximately ¥318 billion, or ¥130 billion
without excise taxes. Operating income from the products in the same fiscal year was
approximately ¥12 bilhon. The potential impact of the ending of this agreement, based
on the figures of the previous fiscal year ended March 2003, is expected to be an
approximate decrease of ¥50 billion in operating income, which includes personnel
expenses and depreciation.

Note to editors:
In a separate press release, JT also announced today its new Medimp-Term
Management Plan.
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Japan Tobaceo Jne. is the world’s third largest imternational manufacturer of tobacco products.
The company monufactures internationally recognized cigarette brands including Camel,
Winston, Mild Seven and Salem. Since its privatization in 1985, JT has actively diversified its
operations into pharmaceuticals and foods. The company'’s net sales were ¥4.492 trillion in
the fiscal year ended March 31, 2003,

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This presentation contains forward-looking statements about our industry, business, plans and objectives,
financial condition and results of operations that are based on Our curTent expectations, assumptions,
estimarée and projections. These statements discuss future expectations, idenuify swategies, discuss
market trends, contain projections of results of operations or of our financial condition, or state other
forward-looking information. These forward-Jooking statements are subject to various known and
unknown risks, uncertainties and other factors that could cause our actual results 1o differ materially from
those suggested by any forward-looking statement. We assume po duty or obligation to update any
forward-looking statement or to advise of any change in the assumptions and factors on which they are
based.

Risks, uncertainties or other factors that could cause actual results to differ maerally from those
expressed in eny forward-Jooking statement include, without limitation:

1. health concerns relating to the use of tobacco products;

2. legal or regulatory developments and changes, including, without limitation, tax jncreases and
restrictions on the sale, marketing and usage of tobacco products , apd governmental investigations
and privately imposed smoking resirictions;

litigation in Japan and elsewhere;

our ability to further diversify our business beyond the tobacco industry;

our ability to successfully expand internationally and make investments outside of Japan,

competition and changing consumer preferences;

the impact of any acquisitions or similar transactions;

local and global economic conditions; and

fluctuations in foreign exchange rates and the costs of raw materials.
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JAPAN TOBACKD INC.

21, Tormmomen 3-chome, Minato-ky
Toky® 103-5427 JAPAN
Phone:03-3582.3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE
JT Reports Tobacco Business Results for Api-il-'.lune 2003 Quarter

Tokyo, July 30, 2003 --- Japan Tobacco Inc. (JT) (TSE: 2914) announced its domestic and
international tobacco business results today for the quarter that ended June 30, 2003.

1. Domestic tobacco business results for the quarter that ended June 30, 2003

The aging society and growing health consciousness, combined with the depressed
domestic economy, continue to negatively affect total cigarette demand in Japan. On July 1,
2003, JT increased demestic tobacco prices by 1 ven per cigarette, with some exceptions’,
in line with the increase in tobacco excise taxes that took effect on the same day. This
amendment brought increased demand just before the price hike. Mainly because of this
factor, IT’s domestic sales volume for the quarter was 65.6 billion cigarettes, up 7.2 billion
cigarettes or 12.4 percent, from the same quarter last year.

Quarterly results for the fiscal year ending March 31, 2004

Apr - Jun
Seles volume (billions of cigarettes) 65.6
Retail price sales? (billions of JPY) 836.]
Net sales per thousand cigarettes’ (JPY) 10.856
Net sales excluding excise tax per 3850
thousand cigarettes* (JPY) :
Market share (%) 73.0

* Figures for domestic duty-free sales and the China, Hong Kong, and Macau markets which are handled by
IT as the “China Division” are not incorporated in the table shown above. Sales volume from domestic
duty-free sajes and the Chima Division for the Apr-Jun quarter totaled 1.2 billion cigarettes.

(Reference)
Quarterly and full fisca year results for the fiscal year that ended March 31, 2003
Apr-un | July-Sep | Oect-Dec | Jan-Mar Ful‘lyel"zcal
Sales volume
(billions of cigarettes) 584 9.6 60.0 50.9 2290
Retail price sales
{billions of JPY) 7442 760.1 765.8 649.1 2,919.4

?];E;)mpe“h"“s“d cigarettes | yneey | jose0| 108641 10,868 | 10,863

Net sales, excluding excise tax,
per thousand cigarettes (JPY) 3,853 3.853 3,858 3,858 3,856
Market share () 73.5 73.4 73.2 73.0 73.3

* Figures for domestic duty-free sales and the China, Hong Kong, and Macan markets are not incorporated in
the table shown above. Domestic duty-free sales volume and sales volume from the China, Hong Kong, and
Macaun markets totaled 6.0 billion cigarettes for the full fiscal year.

" Two brands maintained eurrent prices. Thres brands were increased by ¥0.5 per cigaretie and eight brands

were increased by ¥1.5 per cigaretie.

% Retail price sales = sales volume multiplied by fixed retail price.

* Net sales per thousand cigarettes = (retail price sales - rewiler margins - consumption tax) / sales volume *
1000.

* Net sales excluding excise tax per thousand cigarettes = (retail price sales - retailer marging - consumption
tax - national tobacco excise tax - local tobacco sxcise taxes - national tobacco special excise tax) / sales
volume * 1000.

1
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T 3 “International tobacco business results for first haif of the fiscal year :

In international tobacco operations, Global Flagship Brands (GFBs) — Camel, Winston,
Mild Seven, and Salem — showed steady growth of 1.5 billion cigarettes, or 2.7 percent,
from the first half of last year while overall volume for the first half of the year declined by
6.3 billion cigarettes, or .1 percent, from the first half of last year. This demonstrates our
commitment to focusing more on higher priced products represented by our GFBs. Sales,
including tax, grew by US$303 million, or 11.4 percent, sales, excluding excise tax,
increased by US388 million, or 5.8 percent, and sales, excluding excise tax, per thousand
cigarettes, increased by US$1.9 or 13.6 percent from the first half of last year. EBITDA® for
the first half of this year was down US$27 million, or 8.9 percent, from the first half of last
year, due to various strategic initistives taken in 2002, which focused marketing
investments to the second half of the year. The marketing investment in the first half of
2003 increased 17.4 percent compared to the first half of last year.

Results for the international tobacco business for the first half of this year are in line with
our forecasted results for the full year ending December 31, 2003. Forecasts for the
international tobacce business for the year ending December 31, 2003, are the same figures
as announced on February 12, 2003 and are shown below for reference.

(Reference)
Forecasts for international tobacco business

et . _(After consolidation adjustment excluding the China Division)

()

| 2003
) Farecast
Total sales volume (billions of cigarettes) 204.0
GFB sales volume (billions of cigarettes) 114.0
Sales, including excise tax (millions of US§) 5,740

*With respect to EBITDA, IT is aiming at double-digit growth for iis international business excluding “China
Division"” in fiscal 2003.

Quarterly results for the year ending December 31, 2003
(Preliminary results, after consolidation adjustment

Jan-Mar | Apr-Jun F“;&&m

Sales volume
(biliions of cigarettss) 46.6 503 96.8
GFB sales volume

ilions of cigarettes) 27.6 289 56.5
Sales, including excise tax
(millions of USS) 1369) 1577 2,946
Sales, excluding excise tax
(mnillions of USS) 758 844 1,603
Sales, excluding excise tax
per thousand cigarettes 163 16.8 16.5
(US%)
EBITDA (millions of US§) -- - 275

*Figures for domestic duty-free sales and the Ching, Hong Kong, and Macau markers which are handled by IT
as the "China Division” ate not incorporated in the table shown above,

5 EBITDA = operating income + depreciation of tangible fixed assets + amortization of intangible fixed
2
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(Reference)
Quarterly results for the year that ended December 31, 2002
{After consolidation adjustment)

First half Full year

Jan-Mar | Apr-Jun 2002 Jul-Sep | Oct-Dec 2002
Sales volume o .
(billions of cigarenes) 503 528 103.1 53.0 47.2 203.3
GFB sales volume )
Sales, including excise tax
(millions of US3) 1,275 1,368 2,643 1,443 1,330 5416
Sales, excluding excise 18%
(millions of USS) 735 780 1,515 802 742 3,059
Sales, excluding excise tax,
per thousand cigarettes 14.6 14.8 14.7 15.1 15.7 13.1
{US5)
EBITDA
(millions of USS) - - 02 - - 480

* Figures for the China, Hong Kong and Macau markets which were wransferred from JT International S.A. to
IT as the “China Division" on January 1, 2003 have beep excluded for comparison.

3. Factors influencing financial condition or business results for the April-Jupe
quarter, 2003 — Change of accounting methods related to refirement benefits for
an old mutual pension program.

As announced on May 8, 2003, JT decided to change accounting methods relating to
retireent benefits for an old mutual pension program to further enhance the company’s
financial soundness. The Japanese government is primarily responsible for these mutual
pension expenses. IT, as a formerly wholly government-owned company, is obligated to
reimburse the Japanese government for such expenses®. Up to the fiscal year ended March
31, 2003, expenses resulting from service prior to July 1, 1956, which by law JT must bear,
were charged at the beginning of each fiscal year as legal welfare expenses’ as part of
general and administrative expenses, per the Social Insurance Agency’s request to JT to
make annual payments. For the fiscal year ending March 31, 2004, however, JT has decided
to change its accounting methods® relating to these retirement benefit expenditures and
therefore will recognize a one-tirne extraordinary charge of approximately ¥185.0 billion,
the present value of the total pension liabilities for this old mutual pepsion program, as a
projected benefit obligation. For the fiscal year ending March 31, 2004, this change will
positively impact the company’s recurring profit by approximately ¥12.0 billion and
negatively impact its net income by approximately ¥102.0 billion, after adjustment for
deferred tax effect. The positive impact on the company’s recurring profit is expected to
continue in the foreseeable future. The company’s cash flow will not be affected because
the annual cash payment will be made as before despite the change in accounting methods
for this mutual pension plan.

% IT and most of its domestic subsidiaries have unfunded severance indemmity plans and/or trusteed non-
contributory defined benefit pension plans covering substantially all of their employees. These plans already
follow current Japanese accounting standards.

? Amount paid for this old mutual pension plan in the fiscal year ended March 31, 2003, was #16.8 billion, to
27,366 beneficiaries including qualified bereaved families.

- B The new accounting method considers the Revised Accounting Standards for Independent Administrative

- Institutions which prescribes accounting for armuity obligations for government sponsored pension plans.
3 - - -
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4. Forecasts for JT°s consolidated and non-consolidated financial results for the

fiscal year ending March 31, 2004
Forecasts for JT's consolidated and non-consolidated financial results have not changed
since the previous announcement on May 8, 2003.

* (Reference)

Plans for JT’s cansolidated and non-consolidated financial results

[ Consolidated financial results Non-Consolidated 1

FY 3/2004 financial results FY 3/2004

(Forecast) {Forecast) '
Sales including tax
(billipns of JPY) 4.580.0 2,680.0
Recurring profit
(billions of JPY) 174.0 1200
Net income
thillions of TPY) -20.0 -43.0
Net income per share

-10,000 21,500

(JrY)

*Total dividends per share for the fiscal year ending March 31, 2004, is expected to be ¥10,000, or ¥5,000
for each half-year period.

HH

Japan Tobaceo Inc. is the world's third lavgest international manyfactirer of tobacco products. The
company manufactures internationally recognized cigarette brands including Camel, Winstor. Mild
Seven and Salem. Since ire privatization in 1985, JT has actively diversified its operations into
pharmaceuricals and foods. The company's net sales were 34,492 trillion in the fiscal year ended March
31, 2003.

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This presentation contains forward-looking statsments about our industry, business, plans and objectives,
financial condition and results of operations that are based on dur current expectations, assumptions, estimates
and projections. These statements discuss future expectations, identify strategies, discuss market trends,
contain projections of results of operations or of our financial condition, or state other forward-looking
information. These forward-locking statements ers subject to various known and unknown risks, uncertainties
and otber factors that could cause our actual resnlts to differ materially from those suggested by any
forward-looking swatement. We assume no duty or obligation to update any forward-looking statement or to
advise of any change in the assumptions and factors on which they are based.

Risks, uncerainties or other factors that could cause actual results 1o differ materially from those expressed in
any forward-looking statement include, without limitation:

1. health concerns relating to the use of tobacco products; -

2. legal or regulatory developments and changes, including, withour limitation, tax increases and
restrictions on the sale, marketing and usage of obacco products , and governmental investigatioos and
privately imposed smoking restrictions;

litigation in Japan and elsewhere;

ourr ability 1o further diversify our business beyond the tobacco industry,

our ability to successfully expand internationally and make invesiments outside of Japan,

competition and changing consumer preferences;

the impact of any acquisitions or similar transaciions;

local and global economic conditions; and

fluctuations in foreign exchange rates and the costs of raw matenals.
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JARAN TOBACCO INC

2-1, Toranomon 2-chome. Minato-ku
Takye 105-8423 JAPAN
Phone:03.3582-3111

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

JT Applies to Raise Tobacco Product Prices in Response to an
Impending Tax Increase

Tokyo, May 19, 2003 --- Japan Tobacco Inc. (JT) (TSE: 2914) has applied to the
Ministry of Finance for approval' to amend the list prices of its domestic tobacco
products in line with the scheduled increase in tobacco excise taxes that will take effect
on July 1, 2003.

JT has applied to amend the list prices for 121 of its 127 brands. Prices will be increased
by ¥1 per cigarette, or ¥20 per pack, for most brands, with some exceptions®. For these
exceptions, the list prices will be determined with careful consideration of the cost
structure and market trends for each brand.

The new list prices will take effect from July 1 of this year following approval from the
Minsstry of Finance.

* Cigarettes that will not be raised by ¥20 per pack include:

. The two brands that will maintain current prices: “MILD SEVEN.ONE.100'S. BOX”
and “CASTER.ONE.100°8.BOX".

. The three brands that will be increased by ¥10 per pack: “MILD SEVEN.EXTRA
{IGETS.100'S.BOX,” “MILD SEVEN.ONE BOX" and “CASTER.ONE.BOX™.

. The eight brands that will be increased by ¥30 per pack: “SEVEN STARS,”
“CABIN.ULTRA MILD.100'S.BOX,” “BEVEL.LIGHTS,”
“BEVEL FLAIR.MENTHOL,” “FRONTIER.LIGHTS.100'S BOX,”
“FRONTIER.PURE.BOX,” “ALFA.BOX" and “ALFA.MENTHOL.BOX".

Brands that will maintain current prices include the following four cigar brands: “PALOMA

(1 cigarillo) and (5 cigarillos),” and “MARIPOSA (1 cigarillo) and (5 cigarillos)™.

FHEH

Japan Tobacco Inc., with sales of US$36 billion (converted at a raie of US 81 = $125.18) in the fiscal
year ended March 31, 2003, is the world's third largest international manufacturer of tobacco
products. The company manufactures internationally recognized cigarette brands including Camel,
Winston, Mild Seven and Salem. Since ifs privatizarion in 1985, JT has actively diversified its
operations o pharmaceuticals and foods.

"' In Japan, under Tobaceo Busivess Law, list prices for Japan Tobacco Inc.’s tobacco products and
imported tobacco products must be approved by the Ministry of Finance. Tobacco retzilers are only
permitted to sell tobacco products at list prices that have been approved by the Ministry of Finance.
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Comparison of old and new retail prices,

(Unit ! ¥)
Catzgoty Brand Name Current Price { New Price
Cigarettes \PEACE (50) 700 750
Ci s IMINLSTAR 330 360
Cigarettes |MILA.SCHON 320 340
Cigarettes |MILA SCHON.MENTHOL 320 340
Cigarettes |AIRS 300 320
Cipareties |AIRS.MENTHOL 300 320
Cigarettes (CABIN.PRESTIGE 300 320
Cigarettes |GITANES.BLONDES.100'S 300 320
Ciparettas {ICENE.SUPER COOLING.MENTHOL 280 300
Cigaretres |CABIN.MILD.100'S.BOX 280 300
Cigarertes |PEACE.ACQUSTIC 280 300
Cigareues |MARLEORO 230 300
Cigarertes IMARLBORO.BOX 280 - 300
Cigarertes |MARLBORQ MEDIUM 280 300
Ciparetiss IMARLBORO.MEDIUM.BOX 280 300
Cigarettes {MARLBORO.MENTHOL 280 300
Ciparettes IMARLBORO.MENTHOL.BOX 280 300
Cigarettes IMARLBORO.LIGHTS 280 300
Cigarettes IMARIBOROQ.LIGHTS.BOX 280 300
Cigarettes |MARLBORO.LIGHTS.MENTHOL 280 300
Cigarettes IMARLBORO.LIGHTS MENTHOL.BCX. 280 300
Cigarettes {MARLBORO.LIGETS. MENTHOL.100'S.BOX | 280 300
Cigarsttes |LUCIA.CITRUS FRESH MENTHOL 280 300
Cigarettes |ALFA.BOX 270 300
Cigareties |ALFAMENTHOL.BOX 270 300
Cigarettes |CABIN.ULTRA MILD.100'S. BOX 270 300
Cigarentes |[FRONTIER.PURE.BOX 270 300
Cigarettes |JFRONTIER.LIGHTS.100'8.B0X 270 300
Cigarettes |BEVEL.FLAIR. MENTHOL 270 300
Cigareties |BEVEL LIGHTS 270 300
Cigarettes |EPIQUE.MENTHOL 270 290
Cigarettes |GOLDENBAT.BOX 270 280
Cigarettes JHARMONY 270 290
Cigarsttes (FRONTIER.SLIMS MENTHOL 270 280
Cigarettes |BEVEL.LIGHTS.MENTHOL 270 290
Cigarertes IMILD SEVEN.EXTRA LIGHTS.100'S.BOX 270 280
Ciparetes |CASTER ONE.100'S.BOX 270 270
Ciparettss JMILD SEVEN.ONE.100'S.BOX 270 270
Cigarettes |[CASTER.SUPER MILD.BOX 260 280
Cigarettes JCASTER.BOX 260 280
Cigarenes |CASTER MILD BOX 260 230
Cigarettes |CABIN.ULTRA MILD.BOX 260 280
Cigareties JCABIN.SUPER MILD.BOX 260 280
Cigarettes {CABIN.BOX 260 280
Cigarettes |CARINMILD 260 280
Cigarettes |CABINMILD.BOX 260 280
Cigarentes |COSMOS 260 280
Qaarettes SEASONS 260 280
Cigarettes |SPIRIT 260 280




{(Unit: ¥)

Cigarettes |SEVEN STARS.CUSTOM LIGHTS.BOX 260 280
Cigarettes |SEVEN STARS.BOX 260 280
Ciparenies |SEVEN STARS.MENTHOL.BOX 260 280
Cigarettes |SEVEN STARS MENTHOL.LIGHTS.BOX 260 280
Cigarettes {TENDER.BOX 260 280
Cigarettes {PEACE (20) 260 280
Cigarettes [PEACE.SUPER LIGHTS.BOX 260 280
Cigarettes (PEACE.MEDIUM.BOX 260 280
Cigarettes {PEACE.LIGHTS.BOX 269 280
Cigarettes |FRONTIER.MENTHOL.BOX 260 280
Cigarettes |[FRONTIER.LIGHTS.BOX 260 280
Cigarettes |MILD SEVEN.ICE BLUE.SUPER LIGHTS.BOX 260 280
Cigarettes |IMILD SEVEN.EXTRA LIGHTS BOX 260 280
Cigarettes |MILD SEVEN.SUPER LIGHTS.BOX 260 280
Cigarettes |MILD SEVEN.SPECIAL LIGHTS.BOX 260 280
Cigarettes {MILD SEVEN.SELECT 260 280
Ci s |MILD SEVEN.BOX 260 280
Cigarettes |MILD SEVEN.LIGHTS.BOX. 260 280
Cigarettes |MR.SLIM 260 280
Cigarettes |MI-NE 260 280
Cigarcttes [CASTER.QNE.BOX 260 270
Ciparettes IMILD SEVEN.ONE.BOX 260 270
Cigarettes |SEVEN STARS 230 280
Cigarettes |CASTER 250 270
Ciparetles |CASTERMILD 250 270
Cigareties JCASTER.ONE 250 270
Cigarettes |SOMETIME.SUPER LIGHTS 250 270
Cigarettes |SOMETIME.LIGHTS 250 270
Cigarettes |CHERRY 250 270
Cigarenes |HI-LITE 250 270
Cigarettes |HI-LITE.ULTRA MILD BOX 250 270
Cigareties |HI-LITEMILD 2350 270
Cigarettes |MILD SEVEN 250 270
Cigarettes |MILD SEVEN.EXTRA LIGHTS 250 270
Cipgarettes |MILD SEVEN.SUPER LIGHTS 250 270
Cigarettes |MILD SEVEN.MENTHOL 250 270
Ciparertes (MILD SEVEN.LIGHTS 250 270
Cigareties |MILD SEVEN.ONE. 250 270
Cigarettes |MILD SEVEN FK 250 270
Cigarettes |HI-TONE 210 230
Cigarettes JURUMA 160 180
Ciparettes [WA-KA-BA 160 180
Cigarsttes [ECHO . 150 170
Cigarettes |SHINSE] 150 170
Cigarettes [VIOLET 150 170
Ciparettes |PEACE (10) 130 140
Cigarettes |I[IOPE (10) 130 140
Cigarettes {HOPE MENTHOL 130 140
Cigarettes |HOPE.LIGHTS 130 140
Cigarenes |GOLDEN BAT 110 130
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{Unit: ¥)

CaEﬁﬂ’ Brand Name Current Price | New Price
Pipe Tobacco |ASUKA 770 820
Pipe Tobaceo |SILK ROAD 580 620
Pipe Tobacco |FOREST.WHISKY 700 750
Pipe Tobacco |CAPIYO.SUPER LIGKT 560 600
Pipe Tobacco |CAPITO.MELLOW LIGHT 560 600
Pipe Tobacco IPROMENADE 320 560
Pipe Tobacco |BIGHORN 520 560
Pipe Tobacco |BIGHORN.APRICOT.BRANDY 3520 560
Pipz Tobacco [ROCKN.CHAIR 510 550
Pipe Tobacco IMOMOYAMA 630 680
Pipe Tobacco IMOMOYAMA (40) 480 520
Cigars ARCADIA (1) 170 180
Cigars ARCADIA (5) 850 900
Cigars GLORIA {1) 130 140
Cigars GLORIA (5) 650 700
Cigars PALOMA (1) 80 80
Cigars PALOMA (5) 400 400
Cigars BARCA 250 310
Cigars BONITA 170 180
Cigars MARIPOSA {1 Cigar) 290 300
Cigars MARJIPOSA (5 Cigars) 1,450 1,500
Cigars MARIPQOSA (1 Cigarillo) 100 100
Cigars MARIPOSA (5 Cigarillos) 500 300
Cicars LUMBER JACK 150 160
Cigars KEITHMILD 270 250
Cigars KEITH.SLIM 230 240
Cut Tobacco  [KOIKI 310 320
Cut Tobacco  |YAMABUKI 260 280
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JAPAN TOBACTD INC.

2-1, Torvnoman 2-chome, Minalo-ki
Tokyo 105-8422 LAPAN
Phone:033582-3113

Contact: Roy Tsuji

General Manager

Media and Investor Relations
Japan Tobacco Inc.

Tokyo: +81-3-55724287

FOR IMMEDIATE RELEASE

JT’s Fiscal 2003 Consolidated Financial Results
(April 1, 2002 - Maych 31, 2003)

TOKYO, May 8, 2003 —- Japan Tobacco Inc. JT) (TSE: 2914) announced today its
consolidated financial results for the fiscal year ended March 31, 2003, While net sales
showed a slight decline of 1.1 percent from the previous fiscal year, operating income,
net income and EBITDA' all achieved sound growth. JT’s net income, due to the
absence of considerable extraordinary charges recognized in the previous year, more
than doubled. Operating income and recuxring profit reached their highest levels since
the company’s privatization in 1985. Compared with the previous fiscal year, EBITDA
grew 0.9 percent and operating income increased 15.4 percent.

Net sales for the fiscal year ended March 31, 2003 were ¥4.492 trillion, down ¥51.9
billion from the previous fiscal year. Though the company achieved growth in both
international cigarette sales and foods sales, decreases in dorpestic cigarette sales,
affected by weak demand in the domestic market, exceeded the increase in international
cigarette sales and foods sales.

At the same time, operating income increased from ¥163.8 billion to ¥188.9 billion, and
recurring profit also increased from ¥156.6 billion to ¥173.2 billion. Increased
profitability was achijeved due to factors such as profit growth in the international
tobacco business, reduction in personnel costs resulting from the voluntary retirement
program introduced in Japan and the implementation of SFAS 142 regarding the
amortization of goodwill arising from the acquisiion of RIR’s international tobacco
business.

JT’s met incomae increased to ¥73.3 billion for the fisca) year ended March 31, 2003, up
¥38.4 billion from the previous fiscal year. The fiscal year ended March 31, 2002,
incjuded ome-time extraordinary charges such as the voluntary retirement program in
Japan and business restructuring costs for international operations, but such large
extraordinary charges were absent for the fiscal year ended March 31, 2003.

“Despite the severe business environment surrounding JTs tobacco business, our efforts
to make the company cost competitive end efficient are now paying-off. We have
achieved record highs both in operating income and recurring profit, proving our
capebility to enhance JT's corporate value,” said Katsuhiko Honda, President and CEO
of JT. “With the imposition of the tobacco egcise tax increase this year in Japan, we
foresee further challenges. but we are deterrnined to take appropriate steps to ensure the
company’s long-lasting success.”

. VEBITDA = operating income + depreciation of tangible fixed assets + amortization of intangible fixed

assets + amortizarion of long-term prepaid expenses + amortizaton of goodwill.
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Summary of Consolidated Results
Unit; Billions of Yen
FY3/2002 FY3/2003 Difference
(Actual) (Actual) (B] - [A] % Change
[A] B}
Sales including tax 4.544 1 4,492.2 -31.9 -1.1%
EBITDA' 334.1 337.2 3.1 0.9%
Qperating income 163.8 1889 25,1 15.4%
Recuming profit 156.6 1732 16.5 10.6%
Net income 36.8 75.3 384 104.3%
FCF* 314 170.3 138.9 442 4%
Capital investments 96.5 109.1 12.6 13.1%
ROE 2.4% 47% 2.3% -
Note:

FCF = (cash flow from operating activities + cash flow from investing activities) excluding the
" following items:
From “cash flow from operating activities”
Dividend received / interest received and its tax effect (42%) / interest paid and its
1x effect (42%)
From “cash flow from investing activities”
Cash outflow from purchase of marketable securides / proceeds from sale of
marketable securides / cash outflow from purchase of investment seciities /
proceeds from sale of investment securities / others (but not business related
investment securities which are included in the investment securities category)
*The robacco excise tax for February 2001 was outstanding on March 31, 2001, because the
annual closing date of FY3/2001 was a bank holiday; the excise tax for February 2002 was
paid within the fiscal year despite the fact that the annua! closing date of FY3/2002 was also
8 bank holiday. This led 1o payment of tobacco excise taxes for thirteen months in FY3/2002
and for the normal twelve months in FY'3/2003 angd a significant disparity of FCF between
the two years,

Results by Business Secment
Tobacco Business

On a year-to-year basis, net sales for the tobacco business decreased by ¥43.5 billion to
¥4.134 willion due mainly to weak domestic tobacco sales volume of 229.0 billion units
(excluding domestic duty-free sales volume), down by 8.1 billion units from the
previous fiscal year. The strong performance of JT International (JTI), JT's international
tobacco subsidiary, whose net sales grew by ¥27.3 billion to ¥691.3 billion, was
achieved with growth of the Global Flagship Brands (GFBs) — Camel, Winston, Mild
Seven and Salem —, an increase in sales in higher retail price markets and the
imposition of higher excise taxes, despite the negative impact of dollar 1o yen exchange
rates. A decrease in sales volume was offset by various cost reduction measures, and
consolidated EBITDA for the tobacco business increased ¥0.4 billion to ¥321.4 billion.
Consolidated operating income for this business also grew to ¥213.3 billion, up ¥21.2
billion from the fiscal year ended March 31, 2002, due to the discontmuance of fixed
and straight-line amortization of goodwill arising from the acquisition of RJR's
international tobacco business because of the adoption of SFAS 142.

Pharmaceutical Business

Pharmaceutica] sales decrsased to ¥53.9 billion from ¥61.8 billion due mainly to
declines in royalty income of Viracept™, an anti-HIV drug, and reduced sales at Torii

' EBITDA = operating income + depreciation of tangible fixed assets + amortization of intangible fixed
assets + amortizarion of long-term prepaid expenses + amortization of goodwill
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Pharmaceutical Co., Ltd. However, various factors, such as the revision of some
international alliances which led to reduced R&D expenditures, had a positive impact on
the business’ profit and loss balance. JT's pharmaceuticals business recorded s ¥5.1
billion loss in BBITDA, improving by ¥3.4 billion from the previous fiscal year, and a
#13.8 billion operating loss, an improvement of ¥5.1 billion from the fiscal year ended
March 31, 2002.

Foods Buosiness

JT brand beverage sales volume showed steady growth from 31.2 million cases in the
previous fiscal year to 31.6 million cases for the fiscal year ended March 31, 2003.
Furthermore, the newly acquired bakery subsidiary, Saint-Germain Co., Ltd,,
contributed to JT's foods business sales of ¥232.4 billion, up ¥11.2 billion from the
previous fiscal year. However, JT amortized all of the goodwill that resulted from the
bakery subsidiary acquisition, totaling ¥1.6 billion, during the fiscal year that ended
March 31, 2003, and thus the foods business’ operating loss expanded by ¥1.3 billion 10
¥13.1 billion. EBITDA of this business amounted to ¥0.5 billion as this business aims to
achieve positive EBITDA figures while pursuing business volume growth.

Other Busipesses

JT reduced its agribusiness volume because of the compapy’s decision to withdraw from
the vegetable distribution operation announced in October of last year. JT's sales
relating to its real estate business also declined due to a decrease in large-scale raal
estate sales in the fiscal year that ended March 31, 2003, compared to the previous fiscal
year, As a result, total sales of JT's non-core businesses decreased from ¥83.0 billion to
¥71.4 billion. These businesses’ EBITDA and operating income were ¥19.6 billion and
¥0.9 billion respectively.

Eiscal 2004 Outlook

With respect to the financial outlook for the fiscal year ending March 31, 2004, JT -
anticipates its net sales will be ¥4.58 trillion, and recurring profit is estimated to increase
marginally to ¥174.0 billion, JT's consolidated net income, howaver, is expected to be a

loss of ¥20,0 billion, because of a one-time extraordinary charge of ¥185.0 billion.

This one-time extraordinary charge, amounting to ¥185.0 billion, will be incumred by
making allowances of rétirement benefits for an old mutual pension program. Although
the Japapese government is primarily responsible for these mutual pension expenses, JT,
as & formerly wholly government-owned company, is obligated to reimburse the
Japanese government for such expenses’. Up to the fiscal year ended March 31, 2003,
expenses resulting from service prior ta July 1, 1956, which by law JT must bear, were
charged at the beginning of each fiscal year as legal welfare expenses’ as part of general
and administrative expenses, per the Social Insurance Agency’s request to JT to make
annual payments. For the fiscal year ending March 31, 2004, however, to further
enhance the company’s financial soundness, JT has decided to change accounting
methods® relating to this rerirement benefit expenditure and therefore will recognize a
one-time extraordinary charge of approximately ¥185.0 billion, the present value of the

* IT and most of its domestic subsidiaries have unfunded severance indemnity plans and/or trusteed nop-
contributory defined benefit pension plans covéring substantally ell of their employees, These plans
alresdy follow current Japanese accounting standards.

? Amount paid for this 0ld mutual pension plan ip the fiscal year ended March 31, 2003. is ¥16.8 billion, to
27.366 beneficiaries including qualified bereaved families.

4 The new accounting method considers the Revised Accounting Standards for Independent Administeative
Institutions which prescribes accounting for annuity obligations for government sponsored pension plans.

3
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toral pension liabilities for this old mutual pemsion program, as a projected benefit
obligation. For the fiscal year ending March 31, 2004, this change will positively impact
the company’s recurring profit by approximately ¥12.0 billion and negatively impact its
pet income by approximately ¥102.0 billion, after adjnstment for deferred tax effect. The
positive impact on the company’s recurring profit is expected to continne in the
foreseeable future. The company's cash flow will not be affected becanse the annual
cash payment will be made as before despite the change in accounting methods for this
mutual pension plan. If JT had maintained its tradiional accounting method regarding
this mutual pension program, the company’s expected net income for the fiscal year
ending March 31, 2004, would have likely increased from the fiscal year ended March
31, 2003.

Apart from the above-mentioned extraordinary charge, I'T has made certain assurnptions
as the basis of its fiscal 2004 outlook. Major assurnptions are as follows:

- The expected domestic cigarette sales volume®, excluding duty-free sales, for the fiscal
year ending March 31, 2004, will decrease from 229.0 billion cigaréttes to 217.0 billion
cigarettes assuming that increased tobacco excise taxes are passed onto consurners and
therefore increase the price of every cigarette.sold in Japan.

- The tobacco excise tax increase, in Jepan and overseas, will increase JT's consolidated
tobacco business sales including tax by approximately ¥100.0 billion, and is the biggest
factor driving the expected sales increase of ¥87.8 billion.

- International cigarette sales volume is expected to be 204.0 billion cigarettes®, up 0.7
billion units from the fiscal year ended March 31, 2003. At the saree time, the company
estimates that GFB sales volume in the international markets will increase to 114.0
billion cigarettes, up 4.2 billion units. As a result, net sales for the international tobacco
business, including tobacco excise taxes, are forecasted to increase 10 85,740 million for
the fiscal year ending March 31, 2004, from $5,416 million for the fiscal year ended
March 31,2003, - -

- JT-branded beverage sales volume is expected to increase from 31.6 million cases in the
fiscal year ended March 31, 2003, to 35.0 million cases in the fiscal year ended March
31, 2004.

- The estimated foreign exchange rates for consolidation of the books is ¥120 per USS1
for the fiscal year ending March 31, 2004,

Units: Billions of Yen

FY3/2003 FY 372004
(Acmal) (Forecast) [B]-[A] Net C?;:)gc
[A] B}
Sales 4,492.2 4,580.0 87.8 2.0
‘including tax T T ) ’
Recurring
profit 173.2 174.0 0.8 0.5
Net income 753 -20.0 -95.3 -

Total dividends per share of JT for the fiscal year ended March 31, 2003, 1s expected to
be ¥10,000, or 4,000 for the interim dividend and %¥6,000 for the year-end dividend.
Total dividends per share for the fiscal year ending March 31, 2004, is also expected to
be ¥10,000, comprised of ¥5,000 each for the mtenm dividend and the year-end
dividend.

* The business for the China, Hong Kong and Macay markets was transferred from JT Intemational 1o JT as
the “China Division™ on Jenuary 1. 2003, and therefore is included in the domestc business category.
However, forecasted sales volume of the “China Division” 15 excluded both from domestic cigarene sales
volume/sales and intemnarional cigarette sales volume/sales in this document for the sake of comparability.
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Japan Tobacco Inc., with sales of US$36 billion ( converted at a rate of US 31 = ¥]25.18) in the
fiscal year ended March 31, 2003, is the world’s third largest internasional manufacturer of
whacco products. The company manufacmres inrernationally recognized cigarene brands
including Camel, Winston, Mild Seven and Salem. Since its privatization in 1 985, JT has actively
diversified its operations info pharmaceuticals and foods.

TFORWARD-LOOKING AND CAUTIONARY STATEMENTS

This document contains forward-looking starements about our industry, business, plans and
objectives, financial condition and resuls of operations that are based on our current
expectations, assumptions, estimates and projections. These statemments discuss future
expectations, identify strategies, discuss market rends, conumin projections of results of
operations or of our financial condition, or state other forward-looking information. These
forward-looking statements are gubject to various known and unknown risks, uncerwainties and
other factors that could cause our acrual results to differ materially from those suggested by any
forward-looking statement. We assume po duty or obligation to update any forward-looking
statemnent or to advise of any change in the assumptions and factors on which they are based.

Risks, uncertaintes or other factors that could cause actual results to differ materially from those

~ expressed in any forwerd-Jooking statement include, without limitation:

1. health concerns relating to the use of tobacco products; .

2. legal or regulatory developments and changes, including, without limitation, tax increases
and restrictions on the sale, marketing and usage of tobacco products, and governmental
investigations and privately imposed smoking restrictions;

lirigation in Japan and elsewhere;

our ebility 1o further diversify our business beyond the tobacco industry;

our ability to successfully expand internationally and make investments outside of Japan:
competition and changing consumet preferences;

the impact of any acquisitions of similar ransactions;

local and global economue conditions; and

fiuctuations in foreign exchange rates and the costs of raw materials.
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JARN TOBACCO INC

2.1, Torngmon 2chome, Minalo-ku
Tokya 105-8422 JAPAN
Phong:(3.3562:31 11

Contact: Roy Tsuji
General Manager
Media and Investor Relations
Japan Tobacco Inc.
Tokyo: +81-3-5572-4287

FOR IMMEDIATE RELEASE

JT to Propose a Repilrchase of Its Own Shares

Tokyo, May 8, 2003 — Japan Tobacco Inc. (T, TSE: 2914) announced today that its
Board of Directors will submit a proposal at the 18" ordinary general meeting of
shareholders, to be held on June 25, 2003, to provide the company with the option to
repurchase the company’s own shares pursuant to the provisions of Article 210 of the
Japanese Commercial Code. Details are as follows:

1. Purpose of the proposal
JT seeks shareholder approval for a repurchase of its own shares to provide
management with an additional option to increase flexibility and speed in capital
management to meet the nesds of a rapidly changing business environment.

2. Particulars of the shares to be repurchased

(1) Type of shares to be repurchased: Shares of JT common stock
(2) Aggregate number of shareg t0 be repurchased:  Upto 100,000 shares
(3) Aggregate repurchase price of shares: Up to ¥75 billion

#H

Japan Tobacco Inc.. with sales of US$36 billion (converted at a rate of US 31 = ¥125.]8) in the
fiscal year ended March 31, 2003, is the world’s third largest international manufacturer of tobacco
products. The company manufactures internationally recognized cigarette brands including Camel,
Winston, Mild Seven and Salem. Since its privatization in 1985, JT has actively diversified its

pperations into pharmaceuticals and foods.
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Googwil! 14 1.4: L] Mands {__29.880- 28848 B4

Japan - $8 5.6 - - { 1.880 - 1830 30
Googwil [ BE & Mano? 4087 4.581 484

Perban, that hnjshud H 2707 2457 270
ErnDIiizaUCn Maren 2082 as) a5l 5 | Poenes IR )
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1. Congolidaied financlal outlook tor fiscal year snding Margh 31, 2004

Data shast for fiscal year endad March 31, 2003 (2)

_ {unit: JPY billion)
FYanaod | FY ending i
March 2003 | Maren 2004 changs
{Ag] or!
Nat aalag 44022 4.580.0 87.8
Aecuring oroft 173.2 174.0 0.8} |
NSt intona 75.3 -20.0 -853]
]
_{unle JPY bMion
FY anded | FY anding
March 2003 | March 2004 | Change
{Actual {Foracas!
Capilal expenditures 105, 98,8 -10,5
[Tebacco 803 873 70
Fharmaceutcals 11 25 14
Foods 72 9,1 10
CHher busiiasses 38.8 20.4 -184
<Aalgrance>

Financial outiook of parent company for fiscal year ending March 31, 2004

(uniz JPY billion)
FYenogt | FY enong
March 2003 | March 2004 |  Change
(AttiaD,.. L (Forecast,
N5? salss 2,641.8 £.880.0 38.8)
Racurring proft 1213 120.0 13 ot Japan;
Nt Income 572 230 -100.2
(unitt JEYY
FY endac FY anding
March 2003 | March 2004 |
Lﬂlnnz ‘g@nz
Annuat dividend pat sharg 10.0_92 10,000
2. Major assumptions
{1) Domestic tobaceo bueness {unit lﬁnons of Sigarstias)
FYended | FYenaing
March 2003 | March2004 | Changs
mmﬂ% {Aggumption)
Qaies volume .0 2170 -12.0
Exriudon 52168 of OMBNIC Ay-Irae BN Crina Bivisien
(2) intornational tobaceo businass
{unit: blifions of cigerettas. USD millien).
FYended | FY encng
March 2008 | March 2004 | * Change
(Acwal) | (Agsumption)
Tobal sales volume 203.3 204.0 Q.7
J3FB salss volume 102.8 14,0 42
Nat salas €418 5.740 324
Exahudaq the INRmaRYand! KINCEo bugingss i Thing, HONg Keng B Macay whkn
worn (ranziomad bom JT ingmationsl .4 o T
{3) Foods businsss {unit: mitllana of cases)
FY anded | FY shang
March 2003 | March 2004 | Change
{Actual [Assurmotion)
JT orand gaies volume 31.60 35.00 8.40!
(4) JPY/USD rats jor consofidation -
FYenoed | FYending
March 2003 | March 2004
} ‘55@@ g\
3 USD JPY 125,18 JPY 128

S S0 el S P UL R R R R e S O S D I S G SR S D S A S L G, P S

1 <FORWARD LOOKING STATEMENTS>

]

]
. |
Fnis presentation contains forward-koking statements about our industry, !
’bus!neas. plans end objactives, financial condition and resuls of operationa that {
50 DAkad on OUf Curment Xpectalions. assumptions, sstimatos And projtlions. }

Bse slaternems oiscuss future expecialions, ldenttly sratagies, discuss market |
{tranda, contain projections of resuita of oparations or of ur finencial condlbon, o |
Istare olhar tarwarasooking tnformation, These forwand-looking siatement are
lsubjecm VErous known and Lknown rieks, unesrianties and other factors that
jeould cause our astual results 1o differ maleially from those suggested by any
yiorward-iooking atatement. Wa assums no duty o ebfigation ko updala any
Torwara-looking statament or to adviae of any changs in tha pasumptions gng
}hcm orvwhich they are hased,
JRisks, uncaraintisg or other factors hal could sause astua) rsulls to Gider |
matarizlly rorn those expressed in any forward-looking stalemant includs, withaut |
{imitation: !

1. health congems relating o the ves of tobagco products; :
{2 legal or reguitiony developments and changes, indiuding. without limiaticn, tax
{increasas ahd resirictions on the sale, marketing and ysage of 1DAKCO PrOJUC'S.
land govemmentat nvesugations and privately imposed smoeking restrictions;
13, Iigation In Jepen and slsewhers;
. our abillty to further divarsily our bueiness beyond the tobsces industry;

¥5. our ability to successfully axpand ntemationally and MAKS invesimens oulside

16, compiitien and changing Sonsumor preforances;

I7. the impacs ot eny acquisibona or eimlar tranasctions;

18, local and giobal economic conditions; and

19. fuctustions in foreign axchiangd rales and he costs of rew matenals.

Lo e o o o v e o o e - = o et o et e

(5) Accounting change for cajtain annutty-basie cbiigationt of the povemment sponsorad benafit plans

To further enhanpe our financidl SoUNtNEss, BCCOUNLIRG polcy for the annuly-basis
obligations is changad, The new accounting method considars the Ravised Accounting
Standards for Independent Administrative instttions which praseres accoundng for
annulty chllgations for govemment sponsored pension pians ark became effective from
Aprit 2005. As a resull, the tontribubions will be teated as llabillbas jor ebremam
benallts lrom tha frseal year ending Mareh 31, 2004,

<impact on profi>

Due to the naw aceounting mathed for the annulty-bas!a obligations of the govemment
spongored defined benefit pension plans, an extracedinary charge of JFY 185.0 biflion
will be incurrsd. Recuning profi will Increase by approximataly JPY 12,0 vliiion a3 the
annual corrisution will not be brealed-as an expandrure. As a result, after adjustmant
for defarred wx effect, nat income will be reduted by approximately JPY 102.0 billion fer
e fiscal yaur ending Maren 31, 2004,

<Impact on caah tows

No impact on caeh fiow ie expectsad, since paymants wili continua to ba mada as
bafors, as par the Social Ingurance AQENCYs request,

{Supplamental Materals)




Japan Tobacso [ne. Clinical development (as of May 8, 2003)

|_Gode |
TE-522
{ordl)

St
Fhese2(JPN)

Phiase2/3(JPN)

ndicati on

{Mechanism

Charaterisiics

Devdoomer

Rights

Tndfiammetory

polyposis)

FAP(Famlilal adanomatoud

COX-2 {nhibltor

Anti-inflammaory drug thet is
expected to evoid gesrointesting
and other side-effects by
remarkeble COX-2 ssectivity

Expactad ta radica or prevent
adenomaous polyped 3 of FAP
palanswith fewa
gestrointedting dide dffects

Dovaioped by JT

Deavalopad by JT

VT entaredinto an
agresmert with
Fujisava Prarmeautical
on co~ceve ooment
{from Phd) ard co-
marketing in Japan
(ulanuary 2002-)

TEST
G

EEQ {sysiemic
syndromej -

inftanmatory raporse

Irflammerory

1Cytokines intititor

~[Inhibits the production of

irtlanmalory cytokines

Deveoped by JT
Developed by JT

JTV-503
(in)

Prase{UPN)
Prese){Qversess)

Anti coagulant

Fector X ainhibitor

S ectively innibits Fector Xato
ghow antl-thrombus aoilvity

Developed by JT
Davelopad by JT

JTT.705
(ord)

Preseg(Qvergees)
Phase(JPN)

£

Hypertipicamia

CETF inhibitor

Decresses LDL and | ncresses
HDL by trhibition of CETP
-CETP.Chol estenyi Ester
Trand er Proten, fadllitaes
trander of choladeryl etar from
HOL to L.DL

~HDL.:High dasity tipoprotein,
Good Cholesteral

-LDL:Low denslty lipoprotdn,
Bad Cholesterol

Devéopadty JT
Davalopad by JT

JTT-611
{ordl)

Phasat(PN)

Digbetic Complications

Aldass Reductase
inhbitor

Experted to control Digbatic
complication by inhibiting
sorbitol production

Devdoped by JT

JTK-003
(ordl)

Phace2(JN)
Phaea’ (Overseas)

Hepaitls C

HCV ANA-
polyrnerese inhititor

Treament of HepatitisC by
inhibitng HOV RNA-
nalymeram which rddesto vird
protiferaticn

Developed by JT

JTK-109
{ord)

Prasat(PN)
Phrase(Overseas)

HepaitsC

HOV RNA-
polymerass infbltor

T restmnent of Hepatltls C by
Inibiting HCY RANA-
polymersse which rdaeato vira
proliferaion

Davaopad by 17
Developsd by JT

JTT-120
(ord)

Phet(JPN)
Phased (Oversees)

Hypariipldamia

MTP inhibitor

[ Trearment of hypexlipidemia by
reducing shsormiton of
¢cholesterol and triglyoerida via
Inniblioin o MTP
MTPMicroeomd Trigyceride

Trandor Pratén

Developad by JT
Developed by JT
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FOR IMMEDIATE RELFASE

JT Reports Tobacco Business Results for January-March 2003 Quarter
International net sales value continues to grow behind GFR momentum

Tokyo, April 25, 2003 —- Japan Tobacco Inc. (JT) (TSE: 2914) announced today its domsstic and
international tobacco business results for the quarter that ended March 31, 2003.

1. Domestic Tobaceo Business Results for the full year that ended March 31, 2003
Japan’s aging population, growing health consciousness and the continuing downturn in the

domestic economy have negatively affected cigarette dernand nationwide. As a result of these
factors and combined with severe competition, JT's domestic sales volume for the full fiscal year
that ended March 31, 2003, declined by 8.2 billion cigarertes or 3.5 percent, compared with the
previous fiscal year. Howewver, net sales per thousand cigarettes increased by 6 yen to 10,863 yen
compared to the previous fiscal year.

Quarterly and full fiscal year results for the fiscal year that ended March 31, 2003

Apr-Jun | Jul-Sep Oct-Dec | Jap-Mar | Full fiscal
year
Sales volume
(billions of cigarettes) 58.4 59.6 - 60.0 50.9 229.0
Retai] price sales’
| thillions of JPY) 744.2 760.1 765.8 649.1 2,919.4
Net sates per thousand- - ; . ogn o,
ciparenest (1PY) 10,861 | 10,860 10,864 19,868 - 10,863 |
Market share (%) | 73.5 73.4 732 73.0 73.3

*Figures for domestic duty-free sales and the China, Hong Kong, and Macav markets which were
traneferred from JT International S.A. to JT as the “China Division” on Januvary 1, 2003 are not incorparated
in the table shown above. Domestc duty-free sales volume and sales volume from the Chins, Hong Kong,
and Macau markets totaled 6.0 billion cigarettes for the full fiscal year, and sales volume from domestic
duty-free sales and the China Division for the Jan-Mar quarter totaled 1.3 billion cigarettes.

! Retail price sales = sales volurne multiplied by fixed retai] price.
% Net sales per thousand cigareties = (retail price sales - retailer marging - consumption tax) / sales volume *
1000,

‘ 1

——




(Reference)

Quarterly and full fiscal year results for the fiscal year that ended March 31, 2002

Apr-Jun | Tuly-Sep | Oct-Dec | Jan-Mar | Full fiscal
year

Sales volume '
(billions of cigaretizs) 60.3 61.0 63.1 52.6 2372
Retail price sales
(billions of IY) 769.0 778.1 804.4 670.6 3,022.3
Net Seles per thousand
cigarettes (TPY) 10,855 10,855 10,858 10,863 10,857
Market share (%) 74.6 74.5 74,4 73.8 74.3

* Excludes domestic duty-free sales totaled 1.2 billion cigarettes far the full fiscal year

2. International tobacco business results forutli;quarter« ending Decermber 31,2003

In international tobaceo operations, while overall volume declined by 3.8 billion cigarettes, or 7.5
percent, from the same quarter last year, Global Flagship Brands (GFBs) —Camel, Winston, Mild
Seven, and Salem— showed steady growth of 0.5 billion cigarertes, or 1.8 percent, from the same
quarter last year. This demonstrates our commitment to focusing more op higher price products
repressnted. by our GFBs. Sales excluding excise tax increased by US$24 million, or 3.2 percent,
and sales including tax grew by US$94 million, or 7.4 percens, from the same quarter last year,

Quarterly results for the fiscal year ending December 31, 2003
(Preliminary results, after consolidation adjustment)

Jan-Mar

Total Sales volume 46.6
(billions of ciearsties) )

(GFB sales volume 276
(billions of cigareties) )
Sales, including excise tax 1.369
(millions of USS) !
Sales, excluding excise tax 58
(millions of US§E)

*Excludes the international tobaceo business in China, Hong Kong and Macau which were transferred from
1T International $.A. to JT on January 1, 2003,

(Reference)
Quarterly and full year results after consolidation adjustment for the year that ended December 31, 2002
! Jen-Mer | Apr-Jun Jul-Sep Oct-Dec Total
Total Sales volume
(billions of cigarettes) . 50.3 52.8 53.0 472 203.3
GFB sales volume
N 88 . ] 109,
(billjions of cigarettes) 27.1 2%'0 8.1 26.6 9.8
Sales, including excise tax ’ ‘ 4
(millions of USS) 1275 1,368 1,443 1,330 54161
Sales, excuding excise tax
(millions of USS) 735 780 802 } 742 3,059

* Figures for the China, Hong Kong and Macau markets which were wansferred from JT Internguional 8.A.
to JT as the “China Division"” on Japuary 1, 2003 have been excluded for comparison,

i

2




Japan Tobacco Inc., with sales of US§34 billion (converted at a rate of US 81 = ¥133.25) in the fiscal year
ended March 31, 2002, is the world's third largest international manufacturer of tobacco products. The
company manyfactures internationally recognized cigarette brands including Camel, Winston, Mild Seven

and Salem. Since its privatization in 1 985, JT has actively diversified its operations into pharmaceuticals
and foods.
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JT Board of Directors Upgrades Dividend Forecast

Tokyo, April 22, 2003---Japan Tobacco Inc. (JT) (TSE: 2914) today announced that its
board of directors has revised the forecast for its year-end dividend to ¥6,000 per share
for the year ended March 31, 2003, an increase of ¥2,000 over the earlier forecast of
¥4,000. Consequently, JT's expected dividend per share for the full fiscal year ended
March 31, 2003, totals 10,000, including the ¥4,000 per share declaration for the
interim dividend.

Fiscal year ended March 31, 2003

Dividends Payable Interim dividend Year-end dividend Total
| ... per Share - September 30 —Mareh 31

Previous Forecast

(November 6, 2002) ¥4,000 4,000 ¥ 8,000
Revised Forecast
(April 22, 2003) ¥4.000 ¥6,000 ¥10,000

(Reference) Fiscal year ended March 31, 2002
Dividends Paid 4,000 £4,000 ( ¥ 8,000
per Share
ok

Japan Tobacco Inc., with sales of USE34 billion (converted at a rate of US 87 = ¥133.25) in the fiscal
year ended March 31, 2002, is the world's third larges: international manufacturer of tobacco products.
The company manufactures internationelly recognized cigarette brands including Camel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has acuvely diversified its aperations infe
pharmaceuricals and foods.




n

- NOTE REGARDING FORWARD-LOOKING STATEMENTS

All facts, including forecaats, outlooks, plans, policies, strategies, goals, schedules, factual
understandings aad evaluations, regarding our company and group described in these forward-
looking statements, except for historical facts, are based solely on our forecasts, expectations,
ggsumptions, plans, understandings and evaluations as of the date of issuing this document.

The formulation of forecasts and projected figures necessanily required the use of certain

egtimates, assumptions, in addition to information understood to be factual. By their nature,

there can be no guarantee that these estimates, descriptions, facts and assurpptions will tum out
to be accurate. Significant risks and factors affecting their accuracy include, but are not limited
to:

(i) bealth concerns relating to the use of tobacco products;

(ii) litigation;

(it) legal or regulatory changes in Japen or overseas, inchuding tax increases, restrictions on
the sale, marketing and usage of tobacco products, and governmental investigations and
privately imposed smoking restrictions; :

(iv) competition and changing consumer preferences;

(v) theimpact of acquisitions and business diversification;

(vi) local and global econormic conditions, and fluctuations in foreign exchange rates and the
costs of raw materials;

(vii) our ability to further diversify our business beyond the tobaceo industry; and

(viii) our ability to successfully expand internationally and make investments outside of Japan.




