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Lacto Japan

Financial Highlights-1

M Financial Summary for FY2018/11

For the year ending November 2018, Lacto Japan reached record highs in net sales, ordinary income,
and net income.

Consolidated Net sales

» Lacto Japan attained record highs in both consolidated net sales and sales volumes.

» Further, in individual businesses, record highs were attained in both net sales and sales volumes for Dairy
Ingredients and Cheese, which can be credited to an overall steadily expanding demand, and to the acquisition of
new customers. Furthermore, business in the Asian region also attained record highs, which can be attributed to a
result of successful expansion strategies within an important and expanding market.

Consolidated Ordinary income

» Ordinary income reached a record high, totaling an amount of 2,612 million yen; representative of an increase in
profit of 90 million yen compared to the same quarter in the previous year.

» Upon taking into account currency-fluctuation-impact for like quarters, it becomes apparent that while in the
previous quarter currency-fluctuation-impact yielded an increase in profit in an amount of 396 million yen, in the
present comparable quarter currency-fluctuation-impact actually resulted in a decrease in profit in an amount of
59 million yen. Thus, when the effect of currency-variation-impacts in the quarters under comparison is taken
into account, the present quarter shows an increase in profit of 546 million yen over the previous quarter.
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Financial Highlights-2 0,

Lacto Japan

M Future policy
The medium-term business plan of "NEXT-LJ2020" and forecasts for FY2019/11

» Upon implementation of our medium-term business plan announced last year under the title of "NEXT-LJ2020,”
the business of Lacto Japan has been progressing successfully, and has now been updated to "NEXT-LJ2021."

» Itis anticipated that the market environment will remain steady for the period ending November 2019; and by
taking advantage of this favorable environment we will strive to achieve both steady and stable growth.

Medium-to-long-term business plan

» As a result of the continuing decrease in domestic raw milk production, it is anticipated that over the medium-to-
long-term, domestic demand for imported milk products and ingredients will increase. Further, positive factors
have developed as a result of the decisions on free trade agreements such as TPP11 and Japan-EU EPA. With the
implementation of these free-trade agreements, Lacto Japan will be well-placed to increase its competiveness

and realize further growth.
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Consolidated Financial Results for the year ending November 30,2018

and forecasts for the year ending November 30,2019
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Consolidated Financial Results for the year
ending November 30,2018
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Lacto Japan

Consolidated Financial Results for year ending November 30, 2018

(Millions of Yen)

FY2018/11
FY2017/11

Actual m Difference | Ratio (%)

Net Sales 101,334 115,440 +14,105 +13.9
Ordinary income 2,522 2,612 +90 +3.6
Ordinary income ratio to net sales(%) 2.5 2.3 (0.2) -
Foreign exchange fluctuation on ordinary income(3%) +396 (59) (456) -
Net income attributable to owners of the parent 1,755 1,784 +29 +1.7
Net income ratio to net sales(%) 1.7 1.5 (0.2) -

Net income per share (Yen) 358.96 364.62 +5.66

Exchange rate (Yen/USD) 112.43 110.47 (1.96)

Exchange rate (Yen/EURO) 125.71 130.91 +5.20

(Amounts of financial result less than one million yen are omitted)
X Foreign exchange fluctuation on ordinary income: By applying “Separate accounting treatments”, the total amount of the impact of foreign exchange
hedging as sales costs and non-operating profit / losses. (Please refer P31-P34)
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Analysis by Consolidated Net sales and Consolidated Ordinary income l.,

Lacto Japan

Net sales increased due to volume expansion; and, excluding the effect of currency
fluctuations, impact ordinary income increased.

B Consolidated net sales H Consolidated ordinary income
Sales price  Forex
+4,364I1 315) 115,440 ; X%Igrgne (CZ%S9t) Others 2 612
‘ orex SGA 1185 '
Volume 2,522 (456) (39)
+10,057
101,334

(Difference) E (Difference Excluding foreign
' exchange fluctuation)
FY2017/11 FY2018/11 FY2017/11 FY2018/11
(Millions of yen) (Millions of yen)

X Foreign Exchange : Foreign exchange fluctuation on ordinary income
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Net Sales and Sales Volume by Business l.,
Lacto Japan

Sales expansion for Dairy Ingredients and Cheese, Asia business and others.

| Net sales by Business (Millions of Yen)
Dairy Ingredients and Cheese 70,019 85,290 +15,270 +21.8
Meat Products 15,253 12,576 (2,677) (17.6)
Asia Business (Dairy Ingredients) 13,348 14,578 +1,229 +9.2
Asia Business (cheese) 1,919 2,116 +197 +10.3
Asia Business (Others) 793 878 +85 +10.8
| sales Volume by Business (Unit : MT)
I Y oy e
Dairy Ingredients and Cheese 172,885 198,445 +25,559 +14.8
Meat Products 26,349 21,595 (4,754) (18.0)
Asia Business (Dairy Ingredients) 45,014 52,822 +7,808 +17.3
Asia Business (cheese) 2,509 2,668 +159 +6.3
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Consolidated Balance Sheets l.,

Lacto Japan

(Millions of Yen)

Current Assets 43,491 46,438 2,947
E:ssf? eaggivalents 4,006 4,929 723
N el 17.198 15873 (1.325] | Main Factor
Inventories 21,446 25216 3,769 — Increase of inventory
Others 839 419 (420) Increase in sales volume
Non-current assets 2,413 2,553 139
ga%?sr%t)é,nglant and 559 597 37
Intangible assets 20 39 18
e 1833 1917 =
Total Asset 45,905 48,992 3,086
Accounts payable 11,411 11,173 (237)
Iigiedkbearing 19778 20,948 1170
Others 1,929 2,437 507
Liabilities 33,120 34,560 1,440
Net assets 12,785 14,431 1,646
Total Liabilities 45,905 48,992 3,086

(Amounts less than one million yen are omitted)
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Consolidated Cash Flows Ll.,,
acto Japan

(Millions of Yen)

FY2017/11 FY2018/11 Difference
Cash flows from operating activities (5,048) 356 +5,404 | Main Factor
Cash flows from investing activities (137) (863) (726)
— Improvement of cash flows
from operating activities
Cash flows from financing activities 2,384 989 (] ,395) Improvement of working capital
— Decrease of working capital of
cash flows from financing
activities
Effect of exchange rate changes on ) .
cash and cash equivalents 20 / (] 3) Decrease of interest-bearing debt
Net change in cash and cash (2,780) 489 +3 269
equivalents ' '
Cash and cash equivalents at 5747 2987 (2,780)
beginning of year ' ' '
Cash and cash equivalents at end of 2987 3 477 +489
year ' '
Lacto Japan Co., Ltd. 10
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Consolidated forecasts for the year ending
November 30, 2019
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Lacto Japan

Consolidated forecasts for the year ending November 30, 2019

(Millions of Yen)

Net Sales 115,440 125,200 9.759 +8.5
Ordinary income 2,612 2,800 187 +7.2
Ordinary income ratio to net sales(%) 2.3 2.2 (0.1) -
Foreign exchange fluctuation on ordinary income(3) (59) - - -
Net income attributable to owners of the parent 1,784 1,930 145 +8.2
Net income ratio to net sales(%) 1.5 1.5 0.0 -

Net income per share (Yen) 364.62 394.16 29.54

Exchange rate (Yen/USD) 110.47 - -

Exchange rate (Yen/EURO) 130.91 - -

M Foreign exchange fluctuation on ordinary income: By applying “Separate accounting treatments”, the total amount of the impact of foreign exchange
hedging as sales costs and non-operating profit / losses. (Please refer P31-34)
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Business information

LeJ

13

Copyright © 2019 Lacto Japan Co., Ltd. All rights reserved.



Business Environment

Copyright © 2019 Lacto Japan Co., Ltd. All rights reserve d.



Business Environment 1 Global Business Environment l"

Lacto Japan

Global business environment for FY2018,
JE— with reference being made to raw milk production in FY2017

\( Europe ) = ¢ China ) (  United States

There has been an increase in
EU raw milk production; and

There has been an increase in
raw milk production, attributable
to an increase in retaliatory
tariffs levied by importing
-— countries such as Mexico, China,

X and others, brought about by
EU U @ ( Japan ) U.S. protectionist policies.

The(e has been an increase in
import volume due to
increased demand.

a decline in the inventory of
skim milk powder.

® Netherlands
® ()
Italy India ®; 20mt 12.16Mt
Raw m!lk Consumpjclon US.A —
/ production (Conversion —
Thailand volume to raw milk) .|
—. exiCcpo
Malaysia .‘ ingapor
( Oceania ) @ Indonesia e

milk production due to extensive
drought damage in Australia. In

contrast, there has been an Australla
increase in raw milk production

There HES be(_an a decrease in raw @ l

in New Zealand. @ ..Subsidiary mainly manufacturing and sales business
S .Raw milk production volume @ -Subsidiary mainly sourcing and sales business
Data is generated based on information obtained by Lacto Japan from the United Department of Agriculture, and the Ministry of Agriculture, Forestry and Fisheries
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Business Environment 2 The international market condition l"

Lacto Japan
International market conditions were highly volatile from 2007 to 2009; however,
comparatively stable conditions are now evident; with stabilization of prices of milk
products and ingredients in 2018, albeit accompanied by fluctuating butter price.
(o 20L3 2015 2017-2018
Global recession, Embargo on Russia . .
commencing with emangating from Withdrawn of the VPR
8.0 the collapse of border instability raw milk quota Olatility in the
Lehman Brothers ) [ system in the EU price of butter
7.0 v -
0.0
5.0

A b fovnnn

/

4.0 [\
3.0 J\_/\N\ /
A N
\ 7=

z‘/}—:/\_/\/ﬁ//
2.0

1.0

0.0
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

= Skim Milk Powder (EUR/KG) = Cheese (EUR/KG) Butter (EUR/KG)
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Summary of financial results for 2018
and Outlook by business for 2019
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Dairy Ingredients and Cheesel l.,

Lacto Japan
ENet Sales and Sales Volume ESummary of Financial results
FY Net Sales 85.2 billion yen (+21.8%)
2017 018 01¢ @ There has been an increase in ALIC's bit framework resulting from raw
11 . . . . _— . . .
/ milk product insufficiency in Japan, with high-gain shares being realized
Actual orecact| Differe R a O by use of our procurement abilities.
° @ There has been an increase in the importation of cheese due to the
Net expansion of the cheese market in Japan, with high-gain shares being
(,a?ll.es 70,019 85290 +15270 +21.8 | 92,270 +6,980 | +8.1 realized by use of our procurement abilities.
lfions
of Yen) @ New initiatives in the trade base for the drink and feed ingredient
Sales : : ioad i
Volume 172,885 198,445 +25.559 +14.8 209,320 +10,875 +5.5 industries have stabilized in recent years.
(t)

BmSales Volume Business environment
@ There remains a strong domestic market for imported dairy ingredients,

® 198,445 203,320 which results from the continuing decline in domestic raw milk
200000 7 172,885 production.
150,000 - 148,091 @ With regard to skim milk powder, the demand for which was high during
the previous period, the effect of ALIC’s supplementary import gained in
100,000 1 the previous period has contributed to offsetting the shortage of skim milk
50,000 - powder for the time-being.
@ Opportunities for growth in the dairy ingredient and cheese sectors are
0 ' ' ' good, aided by a gradual lowering in tariffs resulting from conclusion and
Freote/il Fraot7/iL Fr2018/1L F:i?:ci/sltl implementation of the TPP11 and Japan-EU EPA free trade agreements.
Lacto Japan Co., Ltd. 18
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Dairy Ingredients and Cheese2

B Net Sales and Sales Volume

FY
2017 0 019
/11
Actual orecast(D o -
Net
(l\%l?ll'es 70,019 | 85,290 |+15,270) +21.8 | 92,270 | +6,980 @ +8.1
1ions
of Yen)
Sales
Volume | 172,885/198,445 +25,559| +14.8 [209,320/+10,875 +5.5
(t)
HSales Volume
(t) 198 445 209,320
200,000 4 172,885
148,091
150,000 -
100,000 -
50,000 -
O T T T
FY2016/11 FY2017/11 FY2018/11 FY2019/11
Forecast
Lacto Japan Co., Ltd.

o))

Lacto Japan

Hinitiatives toward growth

@ Expansion of business to meet an increased need for dependable
supplies of imported milk ingredients; by continuing to strengthen
business relations with existing suppliers while establishing business
relations with new suppliers.

# Maintaining focus on business opportunities by implementing flexible
yet stable activity within the new free trade frameworks of TPP11 and
Japan-EU EPA..

@ Discovery of new users across a broad range of food industries; this
is a new development.

19
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Business

em@;opr;r;nt Domestic demand for dairy products remains high

o))

Lacto Japan

Although domestic production trends for raw milk continue to be downward, in contrast,
consumption of milk and milk products remains high. Although, domestic demand for milk as a
drink bottomed out as of 2015, outlook for demand appears increasingly healthy.

BDomestic production and consumption EDomestic Consumption for milk and milk products
for raw milk and milk products
(Mt) : (Mt)
14,000 -~ Consumption 14,000 -
(FY2017)
12,166
12,000 - 12,000 -
For milk product
10,000 -~ 10,000 -~
Production (FY2017)
(FY2017) 8,138
8,000 7,291 8,000 -
6,000 6,000 | For drinking mllk
(FY2017)
3,979
4,000 4,000 ~
2,000 2,000 -
0 TTTTTTTT T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T I I T I T T T T I T I I T Tl 0 TTTT1TTrTrrrrrrrrrrrrrrrrrrrrrrrrTTr T T T T T T T T T T T T T T T T T I T T I I I I T
60 65 70 75 80 8 90 95 00 05 10 1517 60 65 70 75 8 8 90 95 00 O5 10 15 17
(year) (year)
Source: Maff “Food supply and demand table for 2017"(Approximate value for 2017) Source: Maff “Food supply and demand table for 2017"(Approximate value for 2017)
Data converted to raw milk Data converted to raw milk
Lacto Japan Co., Ltd. 20
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Meat Products l"

Lacto Japan

Net Sales and Sales Volume Summary of Financial results

Net Sales 12.5 billion yen (-17.6%)
Decline in sales responsive to a decrease in supply resulting from
changes in the purchasing policy of some customers; a fall in the
domestic pork market in the second half; and, the outbreak of African
swine fever in Europe.
Notwithstanding such setbacks, sales of profitable products increased

FY2018/11 FY2019/11

Actual

Net with a concomitant increase in profit. Profit margins also improved.
(ﬁf"h'-es 15,253 | 12,576 | (2,677) | (17.6) | 15,320 | +2,744 | +21.8 Business environment
1ons
of Yen) In the Japanese market, the volume of imported foreign pork has
Sales increased due to an improvement in quality and increased international
Volume | 26,349 | 21,595 | (4,754) | (18.0) | 26,260 | +4,665 | +21.6 .p queity
() awareness of the requirements of the Japanese market. As a result of an

increase in domestic pork production and coupled with continuing
Sales Volume volume imports from the international market, an excess of supply has
) seen a softening in the market as of the second half.

30000 4 28029 26,349 26,260
izzgz | —— initiatives toward growth
15000 - Expanding and securing supply sources.
Procurement of supply of frozen pork to compensate for a deficit in
10,000 1 supply of chilled pork, for which there is increasing demand
5,000 + worldwide.
0 ' ' ' Maintaining focus on business opportunities by implementing flexible
FY2016/11 FY2017/11 FY2018/11 FY2015/11 yet stable activity within the new free trade frameworks of TPP11 and
Forecast
Japan-EU EPA.
Lacto Japan Co., Ltd. 21
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Business . .
environment Increqse IN pork |mports l.'

(Japan) Lacto Japan

Pork imports in 2018 reached record highs. For the first time, the amount of imported pork
products exceeded those of domestic pork products across the estimated distribution volume
(range) in the market.

" Pork demand (Supply volume) and ™ Production volume and import
imported products ratio volume of pork (Japan)
(1,000t) (1,000t)
3,000 - s Supply Volume - 60% 1,000 ~ === Domestic Production 925.6
=]mport Rate 51.2% e]mported Volume
- - O,
2,500 422% 50% 900 - 890.0
2,000 - 18116 40% 800 -
1515.6
1,500 - - 30% 700 -
1,000 - - 20% 600 -
500 - - 10% 500 -
NN
0 = - O% 400 T T T T T T T T T T T T T T T T T T T T T 1
2000 02 04 06 08 10 12 14 16 17 96 98 2000 02 04 06 08 10 12 14 16 17
) (Year) ) (Year)
Source: Alic “Supply and demand table for Pork” Source: Alic "Supply and demand table for Pork”
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Business
envionment  |ncreqse in pork consumption l"

(Japan) Lacto Japan

An increase in consumption of pork per person, has resulted due to a favorable demand for
table meat. While, consumption of pork remains comparatively high in Europe and America,
a further increase in consumption in Japan in anticipated.

Consumption volume of pork per person Consumption volume of pork per country
(kg)
14.0 ~
Comparison of annual pork consumption
12.0 A
EU : 32.1kg/Person
10.0 A
China : 30.3kg/Person
8.0 ~
Korea : 29.8kg/Person
*0 United States  : 23.1kg/Person
4.0 1
. Japan : 1 5 o 5kg/Person
™ 560 1904 1968 1672 1675 1930 1964 1936 1997 1695 2000 2004 2008 2012 2016 Source: OECD Meat consumption
Source: Maff (Year)
Lacto Japan Co., Ltd. 23
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Asia Business (Dairy Ingredients) l.,

Lacto Japan

ENet Sales and Sales Volume ESummary of Financial results

Net Sales 14.5 billion yen (+9.2%)

@ An increase in demand within the Asian milk product market resulting from
population growth and Westernization of food habits, enhanced by
stabilization of low prices of raw ingredients, particularly in the

FY
FY2018/11 FY2019/11

Actual forecast|Difference Philippines and Vietnam, in each of which the populations now stand at
around 100 million.

Net @ Expansion of business by maximizing Lacto Japan's quality service
(aﬁlliiis 13,348 | 14,578 | +1,229 | +9.2 | 14,330 | (248) @ (1.7) (proposal capability, information gathering ability, procurement ability),
of Yen) and increase sales by targeting both domestic and overseas companies.

Sales Business environment
Vo(“t’;ne 45014 | 52,822 | +7.808 | +17.3 | 54700 | +1.877 | +3.6 # Demand for skim milk powder and whole milk powder responsive to the

expansion of the milk product market in Asia remains active.
BSales Volume @ Diversification of needs for dairy ingredients in response to expanding
demand for dairy ingredients in Asia. Provide our detail-oriented service

® . . ) . .
60,000 - 5> 822 54,700 cultivated in Japan together with a wide range of product lineups to meet
' mer n I ly, high quali rvi nd attractiv
50,000 4 45,014 cu_st.o ;a eeds (stable supply, high quality, good service, and attractive
pricing).
40000 | 37472
30,000 HInitiatives toward growth
20000 - @ Open a representative office in Thailand and strengthen our efforts to engage
10000 - in new businesses; dairy ingredients sales business and meat-related
' business, in the Indochina region.
0 ' ' ' @ Diversify supply sources for customers for whom attractive pricing is a
FY2016/11 FY2017/11 FY2018/11 FY2019/11 ..
Forecast requisite.
# Take advantage of the framework of free trade TPP11.
Lacto Japan Co., Ltd. 24
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Asia Business (Cheese manufacture and sales) l.,

Lacto Japan

HNet Sales and Sales Volume ESummary of Financial results

Net Sales 2.1 billion yen (+10.3%)

FY2018/11 FY2019/11 @ Expand the sales routes and increase sales by taking advantage of the
Westernization of food and demand of cheese in Southeast Asia.

@ Diversify procurement of cheese and improve production efficiency,
and strengthen price competitiveness by cutting down the cost.

FY

Actual forecast|Difference

Net Business environment
ﬁﬁfﬁis 1,919 | 2116 +197 | +10.3 | 2,380 | +263 | +12.4 @ The price of cheese is on the rise. However, the utilization of our
of Yen) group’s supply source to procure more price-competitive ingredients is
Sales in progress.
Vo(ILtJ)me 2,509 | 2,668 | +159 = +63 | 3,100 | +431 | +16.2  Competition has also intensified in the market for low price range

products in Southeast Asia, particularly in Indonesia, Malaysia, and

again in China, in which there is a strong orientation toward low prices.
HSales Volume g J P

3,500 - ege Lo
Fo00 ) ecs 5100 EInitiatives toward growth
2500 - 209 ' @ Expansion of "development type" operations to strengthen the
s000 4 1AL2 development of an application in order to propose various recipes using
1500 - our cheeses.
1000 - @ Strengthen new development in regions where no sales routes have
500 - been established.
0 @ Expand sales of natural shredded cheese, which is increasingly in
FY2016/11 FY2017/11 FY2018/11 FY2019/11 demand, in addition to processed cheese by utilizing the advantage of
Forecast "Lacto-quality."
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Corporate Business Plan “NEXT-LJ2021"

LeJ
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o))

Lacto Japan

New Corporate business plan”"NEXT-LJ2021"

Reached the goals set in “NEXT-LJ2020" in the first year and
updated the Corporate business plan into “NEXT-LJ2021".

FY2018.11 Actual
FY2021.11Target
NetSales 715 4pillion 145.0 6%
Ordinary
Income  2.61billion
Cl\clmsplidated 3 .4 +30%
et Income
attribl}ltfhble to 1 78bl| lion
owners of the parent 2 4 250,
° + %

Lacto Japan Co., Ltd. 27
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New Corporate Business Plan “NEXT-LJ2021" Lol

Lacto Japan

Continue with Basic Principle and Main Project
Lacto Japan provides health and eating pleasure for consumers as Global Food Professional Company

Build next m Eyeing business tie-up and M&A,
generation build new businesses with potential
' business synergies with existing businesses

related to milk

Challenge

® Expand product lineup Growth
B Further market "Lacto" brand
B Establish sales channels in (Southeast Asia)

Expand business in
fast-growing
markets in Asia

Growth

Seek further opportunities in
existing businesses, and Strengthen relationship with suppliers

and customers
Develop new products and customers

expand customer base
through new business
development

Lacto Japan Co., Ltd. 28
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Goals in NEXT-LJ2021:

Maximize the business environment and achieve growth

Attain further growth accompanying changes in the business
environment taking place as a result of the introduction of the new free
trade agreements: TPP11 and Japan-EU EPA.

State traded item of ALIC bidding system

Skimmilk : :
powder and is retained. However, a new import
framework has been established for TPP
butter participating nations
A fixed tariff and free trade agreements
were established. Tariffs on whey will be
Whey progressively lowered over the next 11
years, with some safeguards remaining in
place.

Tariffs on hard cheeses (Cheddar, Gouda,
Cheese etc.) will be progressively lowered over the
next 16 years.

Lacto Japan Co., Ltd.

),

Increased demand is anticipated due to a lowering
of product prices and implementation of retail
campaigns, etc., underpinned by the stimulus of the
new import framework and reductions in tariffs

~

The supply sources are limited relative to an
increasing global demand. A chance exists here for
an expansion in trade for us, building on the work
done on maintaining and strengthening relationships
with suppliers and diversifying procurement
sources.

Copyright © 2019 Lacto Japan Co., Ltd. All rights reserved.
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Lacto Japan
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Goals in NEXT-LJ2021: Growth of Asia business l"

Lacto Japan

Attain further growth of dairy ingredients sales and cheese production businesses in
response to the increase of demand for dairy products and cheese in Asia.

FY2016/11 FY2017/11 FY2018/11

Lacto Japan Co., Ltd. 30
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Shareholders return l"
Lacto Japan

Strive for stable dividends

We continue to invest in the growth of our business and to enrich our own capital to maintain
our augmented business foundations towards enhanced profitability.

Meanwhile, we value the importance of shareholder returns in our overall business strategy,
and the importance of increased dividend values.

Dividend per Share (Unit : Yen)

44
| i I I

FY15.11 FY16.11 FY17.11 FY18.11 FY19.11
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What Lacto Japan values for the 20th anniversary

o))

Lacto Japan

The objective of Lacto Japan is to create values for the stakeholders and society

Investment (Input)

. Advancing
Trading markets in
Proposal
capability }
Business
model Information
specializing " gathering
in dairy ili
products capabisly
Procurement
capability
Expanding
Production markets

in Asia

Challenges in :
o sadiety Creation of value (Output)
Pursuing values as a
Japan Global Food Suppliers
- Decrease in raw i
milk production Professional
-Low birthrate Company
and increased
longevity T Customers
-Health- -
conscious ( ( ?\
% ;
a \ W - i
e } | L¥8 Q’} m Society
\sia Q& v/
-Population »
gowth Shareholders
- Trend toward . )
consumption of Economic Social value
Western-style value
food
- -Achieve medium- = Contribute to the ~ Employees
-Expansaic;n in term business plan enjoyment of
emand for
et -Enhance corporate =~ health and food

value

Lacto Japan Co., Ltd.
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Reference information

The risk of foreign exchange fluctuation

LeJ
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The risk of foreign exchange fluctuation in Lacto Japan l.,
and separate accounting treatment Lacto Japan

| In principle, Lacto Japan's business model hedges risks of foreign exchange fluctuations.

Under Lacto Japan’s Basic Business model, Lacto Japan enters into sales contracts with domestic customers at the same
time as entering into foreign currency purchase contracts with overseas suppliers.

By entering into a forward exchange contract with a financial institution upon concluding a contract with an overseas

supplier, Lacto Japan is able to fix actual profits/losses (gross profits/losses adjusted for forex gains/losses) at a time of
the sales contract.

As a result, once a sales contract is concluded, under our basic business model foreign exchange fluctuations have no
impact on actual profit/loss.

I It is of note here that under Japanese accounting standards Lacto Japan applies “separate accounting treatments”
to foreign currency exchange accounts.

Lacto Japan applies “separate accounting treatments” to adjust amounts of foreign exchange gains/losses caused by
exchange fluctuations to amounts of gross profit/loss and non-operating income/loss.

In addition, if a product is not sold during the same financial period as that of the sales contract for the product, the part of
the actual profits/losses will be recorded in the next financial period.(Please refer to the business flow model on the next
page.)
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o))

Lacto Japan

Foreign exchange fluctuation

Trends of Foreign Exchange (Spot rate of Tokyo stock market)
Source : Nikkei QUICK

FY2014.11 FY2015.11 FY2016.11 FY2017.11 FY2018.11

120 -

130

110 -
Foreign exchange loss
100 - for FY16/11

90 1 Foreign exchange Profit for Foreign exchange

80 - FY14/11 and FY15/11 Profit for FY17/11

70 -

2014 2015 2016 2017

Trends of Net sales and profit and loss (consolidated basis) (Millions of Yen)

_ FY2014.11 FY2015.11 FY2016.11 FY2017.11 FY2018.11

Net Sales 96,549 98,000 88,679 101,334 115,440
Gross profit 4,258 3,648 6,345 5,386 6,510
Operating income / loss 1,531 720 3,349 1,923 3,009
Foreign Exchange profit / loss(3%) 638 1,052 (1,537) 1,158 (135)
Ordinary income / loss 1,653 1,343 1,434 2,522 2,612

< Trends of Foreign Exchange Profit / loss in the Other income and expense
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Model of business flow l.,
(Impact of foreign exchange fluctuation in separate accounting) Lacto Japan

Foreign exchange fluctuation have no impact on actual profit under our basic business model.
2~3mopth

(4)Products sold

2~3month

Product sold during the
same financial period as that
of the sales contract for the

(1)Contract signed (2)Shipment (3)Purchase settled

® Foreign exchange contract is signed

(Rate as of (1) time) product
I%Following accounting treatment | mRecorded cost of sales W Exchange difference m Recorded Sales Sum the amounts from (1)
i at the same time. ' =Actual rate of exchange resulting from fluctuation (Contract in yen amount to (4).The same amount as
. y ™ Foreign currency contract entered ! (Rate as of (2) time) between Rate (1) and (2) entered into at (1)) the actual profit/loss and
Accounting | e V:'th f?pp"ers Centered : is recorded as foreign cost at (1) is recorded

1 W Contract in yen amount entere \ A X . .

| into with customer ! DIENTE B 289 Product is not sold during

§  =Actal profitfloss and i the same financial period as

cost determined
SRt L . that of the sales contract for

the product

the contractat (1).

. The sales contract for the
Currency % Actual profit Gross profit é oroduct, the part of the
Rate: g P g actual profit/losses will be
No change Z | (=purchase amount) Cost of sales z recorded in the next
financial period.
Currenc 8 : Gross profit a _
y > Actual profit = The purchase price at (2)
. o < -
Rate: o A ctual cost Costofsales o |sfh;lghfer thandthe eLmount
weaker yen = (=Purchase amount) z @ tte E[)Ntv(a:[) excuange
contract at (1).
Currency o : n Foreign exchange loss
Rate: § Actual profit Gross profit % occurs. The purchase
yen g ( PAC:]uaI ot ) % tprrlcetﬁt (2)is cheapter .
L = Purchase amoun an the yen amount o
appreciation Cost of sales y
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