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At ITOCHU TECHNO-SCIENCE Corporation (CTC), we view our role as being a management partner to our clients that
supports the entire information technology (IT) life cycle. We support the ability of our customers to create value by
delivering appropriate configurations that ultimately provide safe and secure outcomes.

Essential to these tasks are strong affiliations with vendor partners, the ability to connect and combine technolo-
gies and the ability to support the entire IT life cycle. CTC exhibits its strength in these three core areas to ensure that
clients enjoy the safe and secure outcomes that they require.

Human resources are the key to these three strengths. The IT industry is alive with dazzling displays of technolo-
gical innovation. To deliver the advanced solutions that are expected of us as a leader in this industry, we place an
ongoing focus on developing the knowledge, technical expertise and experience of our personnel.

Taking advantage of global
partnerships, we carefully select
the world’s best IT offerings.
We then apply our own
expertise in linking
th ms.

Customer satisfaction forms the
base of our corporate philosophy.
Since the time of its establishment,
the CTC Group has cultivated
its operations by always
seeking to act from a
customer's perspective.

h a sales structure designed

Our expertise in connecting
and combining technologies
are based on years of
experience and an
awareness of
the technologies
needed to configure
open systems.
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Statements made in this annual report with respect to CTC's plans, strategies and beliefs, and other statements that are not historical
facts are forward-looking statements about the future performance of CTC based on management’s assumptions and beliefs in light of
information currently available to it, and involve certain risks and uncertainties.



on larger projects as well as benefit from both
CTC's strengths in product sales and system infra-
structure integration and CRC's expertise in spe-
cific areas of business. After combining the two
companies’ balance sheets, we will have the joint
resources to consider data center expansion and
other effective business investments.

At this stage, even after the merger we have no
plans to restructure or to lay off personnel. How-
ever, from a cost perspective we may simplify
some of the overlaps in the administrative divi-
sions. We plan to take early advantage of syner-
gies wherever they can be found.

What issues are arising
because of the merger, and
how will you address them?

The IT industry is highly competitive,
and various companies have under-
gone many different types of man-
agement mergers in the past.
However, ours is an unusual case because CTC
and CRC have relatively few areas of overlap in
their operations and should be able to develop
synergies. Ours is a merger between partners.
However, when you look more closely at our
business models, the way we work is different.
In the past, CTC has cultivated new customers
through a business model based on product sales,
whereas CRC concentrated on specific customers
and long-term business development. It is
extremely important to integration for various
layers of employees, including engineers, sales and
administrative division staff, to respect each other
and work to understand each other’s differences.
Unless this process is successful, | see no way for
synergies to emerge. For this reason, in line with
the creation of a new company we expect to
develop a new culture that will foster interaction
among personnel and the convergence of systems
and methods. In these ways, we plan to develop
an environment and create the systems that will
allow the two companies to integrate quickly.

What additional growth
strategies do you have for
the future?

Taking advantage of the multiple
effects of the merger, the new com-
pany will be able to provide one-stop
services to customers throughout the
entire IT life cycle—as we will provide a broad-
ranging customer base with everything from
operations and maintenance to development
and products.
A variety of strategies must be implemented
to ensure growth over the medium to long term.
We view the upcoming merger as the first step
toward future growth and development and will
persevere in our efforts to expand our business
through internal growth. We plan to continue
expanding our scale of operations and securing
additional resources by promoting a strategy of
business alliances and mergers and acquisitions.
These activities will make up the second and third
phases of strategic implementation, following on
from our management merger.

Management merger briefing session
Left: Yoichi Okuda, President & CEO of CTC
Right: Hiromi Sugiyama, President & CEO of CRC



Environmental and Social Contribution Initiatives

CTC recognizes environmental and social contribution initiatives as items of vital
management importance. We consider consistent and planned environmental con-
sideration an essential part of achieving harmony between the environment and the
activities of any company with its roots in the information services sector. Through
our social contributions, we seek to employ CTC Group resources, including person-
nel, expertise and IT, in a proactive manner to address social needs and issues, with
the ultimate aim of achieving a bountiful and affluent society.

Environmental Initiatives

Since 2000, CTC has held international ISO 14001
certification for its environmental management
system. Our most recent renewal examination was
conducted in May 2006, and we passed this test
without problem. Our headquarters was the first
to certify, and we are now certified at five loca-
tions. We are working to expand the certification
of our facilities.

CTC also makes charitable contributions and
efforts to address Team Minus 6%*. In addition,
we seek to promote business that takes custom-
ers’ environmental issues into consideration, a
theme for which we have established voluntary
targets. By helping to raise operating efficiency
and productivity through IT, we are helping to
improve the global environment.

* Team Minus 6% refers to a national campaign to prevent
global warming, which has become a serious issue. In
response to this issue, the world banded together to create
the Kyoto Protocol, which came into force on February 16,
2005. The Team Minus 6% project was initiated to help
to reach Japan's commitment as stipulated in the Kyoto
Protocol to reduce greenhouse gas emissions by 6%.

Social Contributions

CTC's policy on social contribution is to start by
doing what we can. For example, we contribute
to the GUIDE DOG & SERVICE DOGS ASSOCIA-
TION OF JAPAN, a non-profit organization (NPO).

In October 2004, we began participating in this
NPO’s puppy walker system, and in February 2006
recruited from our staff two walkers for seeing
eye and hearing assistance pups. We also partici-
pate in the regional community through such
programs as Society with Helping Dogs at the
TOKYO SHO-CHUGAKUSEI CENTER of the
ITOCHU FOUNDATION, which provides enrich-
ment programs at the Kudan Secondary School
in Tokyo's Chiyoda Ward, near our Kudan office.

CTC contributes to the NIPPON-KEIDANREN
INTERNATIONAL COOPERATION CENTER nature
preservation fund, and supports the University of
Tokyo's basic environmental research on the
climate. We also support Family House—an NPO
that provides accommodation and counseling for
children with cancer and other serious diseases
and their families. We participate in the Japan
Association for the United Nations World Food
Programme and contribute to Tokyo Opera
Nomori. Furthermore, during the recent earth-
quake that struck the island of Java, Indonesia,
we matched our employees’ contributions to
support disaster-related activities.

To increase the number of opportunities for
employees to expand their social contributions,
in April 2006 we established a voluntary leave
system.




Corporate Governance

The CTC Group’s philosophy has five components: Social Contribution, Customer
Satisfaction, Global Partnership, Value Sharing and Quality of Life. Based on this
corporate philosophy and our dedication to integrity, we are augmenting our corpo-
rate governance with the aim of raising management transparency and fairness. We
are also implementing thorough compliance measures to ensure that all Company
directors, auditors and employees uphold our corporate ethics and respect all laws.

At the same time, we are creating the internal control system outlined below.
Developed in conformance with Japan’s newly enacted Company Law, this system
will create a corporate structure that ensures legality in a more efficient manner.
The internal control system is designed to undergo ongoing review and continuous
improvement, becoming more effective and efficient over time.

1. System to Ensure that Directors and
Employees Conform with All Laws and
the Articles of Incorporation in the
Execution of Their Duties

(1) Corporate Governance

1. The Board of Directors makes decisions on
important management-related issues and
supervises the execution of duties by directors,
in accordance with various laws, the Articles of
Incorporation, General Meeting of Shareholders’
resolutions, Board of Directors’ regulations,
our corporate philosophy and operational and
ethical standards.

2. In accordance with the roles determined by the
Board of Directors, individual directors execute the
Company’s business in light of various laws, the
Articles of Incorporation, Board of Directors’ reso-
lutions, regulations on administrative authority
and other internal regulations.

3. Within the limits of their legal authority, corporate
auditors cooperate with the Audit Division and
independent auditors, comply with corporate
auditor audit regulations and audit the execution
of duties by directors for appropriateness.

(2) Compliance

1. Directors and employees act in line with the Com-
pany’s corporate philosophy and operational and
ethical standards.

2. The Company has assigned a Chief Compliance
Officer, established the CSR and Compliance
Committee and created a department to take
overall control of compliance-related activities.
We also have created the CTC Group Ethics and
Compliance Program and are working to enhance
our compliance system.

(3) Structure to Ensure the Appropriateness of

Financial Reporting

The Company has established accounting regula-
tions, sales management regulations, purchasing
management regulations, Groupwide uniform
accounting regulations, regulations concerning the
preparation of consolidated financial statements and
other internal regulations. We have assigned a Chief
Financial Officer and enhanced our system for ensur-
ing that financial reports comply with accounting
standards and related laws.

(4) Internal Audits

We have created an Audit Division, which is under
the direct control of the President & CEO. The Audit
Division performs periodic internal audits of overall
operations to ensure adequate conformance with laws,
the Articles of Incorporation and internal regulations.

2. Structure for the Storage and Manage-
ment of Information Concerning the
Execution of Duties by Directors

Directors keep documents and electromagnetic

records, including the minutes of General Meetings

of Shareholders and Board of Directors’ meetings,
and other legally required documents and important
information concerning their execution of duties.

These and related documents are stored and man-

aged in accordance with the Company’s basic regu-

lations on information management, document
management regulations and other internal regula-
tions, so that directors and corporate auditors can
review these documents at any time.

3. Regulations and Other Structures to
Manage and Control Risks

The Company has established various internal com-

mittees and a control division to respond to CSR and

compliance risk, information security risk, risk of

natural disaster, exchange rate and other market



risks, credit risk, investment risk, technology-related
risk and various other risks. In addition, we have cre-
ated various management regulations, investment
standards, credit limits and a reporting and supervi-
sory structure, and established necessary risk man-
agement systems and management methods to
control risks throughout the Company.

4. Structures to Ensure that Directors
Execute Duties Efficiently

(1) Management Committee and Various

Internal Committees

The Company has created the Management Com-

mittee as an advisory institution to the President to

ensure that directors make decisions appropriately
and dynamically in the execution of their duties. This
committee deliberates overall management policies
and plans and other important issues related to the
execution of these duties. The Company has also
formed various other internal committees to provide
valued advice on management issues in areas of
director responsibility. These committees assist the

President & CEO and the Board of Directors in their

decision making.

(2) Business Structures

1. The Company has a business structure that
employs managers whose responsibilities are
divided among multiple businesses.

2. To ensure efficient management, executives in
charge of businesses perform efficient manage-
ment within their scope of authority based on
regulations on administrative authority and
predetermined management plans.

3. Executives in charge of businesses manage the
businesses to which they have been assigned in
line with relevant laws, the Articles of Incorpora-
tion, internal regulations and internal standards.
Furthermore, major numerical objectives are set
for each business. Periodically, the Company veri-
fies the degree to which these objectives have
been achieved. As another aspect of management
supervision, executives report to the Board of
Directors regarding the status of their execution
of duties.

(3) System of Executive Officers

To strengthen the decision-making and supervisory

functions of the Board of Directors, as well as the

efficiency of their execution of duties, the Company
has adopted a system of executive officers. This
system is intended to delegate authority and
responsibility for business in specific fields and

encourage quick decision making. Executive officers
are important employees assigned by resolution of
the Board of Directors. In line with Board of Directors’
decisions, these members execute their duties within
a defined scope of authority and in accordance with
the instructions, orders and supervision of the repre-
sentative director or the director who has been
assigned to this task.
(4) Clarification of Task Responsibilities and
Authority
To ensure the appropriate and efficient execution of
duties, the Company has established internal regula-
tions that clearly define responsibilities and authority
for various offices.

5. Systems to Ensure the Appropriateness
of Business Activities of the Corporate
Group, Comprising the Company, its
Parent Company and Subsidiaries

(1) Relationship with the Parent Company

Although the Company participates in personal

exchanges, uses sales information and works to

strengthen alliances through its sales activities,

the Company remains independent. By pursuing

increases in operating performance by maintaining

and strengthening the voluntary and autonomous
nature of its business activities, the Company retains
its independent status.

(2) Subsidiary Management Structure

The Company determines a person to be in charge

of each subsidiary. These people are charged with

providing management supervision and guidance
for their assigned subsidiary, acting in accordance
with the organization within the Company that is
equipped with overall subsidiary management func-
tions and internal regulations. As a general rule,
directors and corporate auditors are dispatched to
each subsidiary to ensure the appropriateness of
their operations.

(3) Compliance

In conformance with the CTC Group Ethics and

Compliance Program, subsidiaries undergo guidance

concerning the establishment of compliance systems.

As part of Groupwide efforts to ensure thorough

compliance, subsidiaries undergo compliance train-

ing that is consistent throughout the CTC Group.

(4) Internal Audits

CTC's Audit Division conducts internal audits of the

overall business activities of subsidiaries.



6. Items on Which Employees Assist
Corporate Auditors in Their Duties and
Areas Requiring Employee Indepen-
dence from Directors

Corporate auditors may request assistance from

Audit Division employees in audit activities. Employ-

ees who receive such requests may not take direc-

tions or orders from directors or the head of the

Audit Division in this regard.

7. Systems for Directors and Employees
to Report to Corporate Auditors

(1) Attendance at Important Meetings

Corporate auditors attend Board of Directors’ meet-

ings, Management Committee meetings, executive

meetings, meetings of various internal committees

and other important meetings to hear the status

of the execution of duties by directors and other

personnel, and review related documents.

(2) Reporting Obligations of Directors

In addition to legally stipulated items, directors are

required to report periodically to corporate auditors

concerning the execution status of their own duties.

(3) Reporting by Employees

Employees may report directly to corporate auditors

on the following items:

Organization Chart

e Facts concerning significant damage to the
Company

e Material violations of laws or the Articles of
Incorporation

8. Other Systems to Ensure Effective
Audits by Corporate Auditors

(1) Opinion Hearings

Corporate auditors periodically meet with the

President & CEO and the independent auditor to

exchange opinions, and occasionally hold opinion

hearings concerning the execution of duties by

directors and important employees in charge of

the execution of business.

(2) Cooperation between the Audit Division and
Corporate Auditors

Audit Division personnel and corporate auditors

meet each fiscal year to discuss internal audit plans

and cooperate to ensure the active exchange of

information regarding the results of internal audits.

(3) Services of Outside Specialists

Corporate auditors meet independently with attor-

neys and other outside specialists as necessary to

perform audits.

General Meeting of Shareholders

Election and dismissal

Board of Directors
Nine directors
(including three
outside directors)

Election and dismissal

President & CEO

Management Committee
(President’s advisory

Audit Division

institution)

Monitoring

and auditing four outside auditors)

Election and dismissal

Board of Corporate Auditors
Four corporate auditors

(of whom,

Election and
dismissal

Independent Auditor
Independent
audit
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Risk Information

There are a number of risks that could affect the CTC Group’s business performance,
share price and financial position. Some of those risks are summarized below.
(Forward-looking statements are based on judgments made by the Company as of June 22, 2006.)

(1) Risk of Information Leaks

The CTC Group is involved in the information ser-
vices industry. In the course of our business, there-
fore, we sometimes receive classified information
on individuals that is in the possession of our cus-
tomers. The leakage of such information could
lead to claims of damage and loss of confidence
in our company, which could affect our business
performance. For this reason, the CTC Group has
made information management a top priority and
established the Information Management Com-
mittee. This committee spearheads various activi-
ties, including maintenance, reinforcement and
rigorous implementation of information manage-
ment systems within the Group. We are also pro-
moting in-house education and raising the level
of awareness related to information management.

(2) Technology-Related Risk

The CTC Group is constantly monitoring innova-
tions in IT technology and trends in standardiza-
tion so that it can provide its customers with
leading-edge systems. However, we cannot possi-
bly keep abreast of all technology trends, which
are rapidly changing and diversifying. If we fail to
grasp important technologies in a timely manner,
our business performance may be adversely
affected. Making full use of our relationships with
outside IT vendors, we are striving to keep pace
with various diversified technological trends.

(3) Development-Related Risk

The CTC Group develops software under consign-
ment in accordance with individual customer
needs. These projects are managed from the
standpoint of quality, development time and cost.
In the software development field, however,
projects are becoming larger and more complex,
and lead times are getting tighter. If we cannot
deliver the level of quality we promise, or if a
project is not completed on time, our costs can
increase, which could have a detrimental effect

on our business performance. When we engage
in large-scale development projects exceeding a
certain size, therefore, management undertakes
proper screening and decision making. The Project
Management Office (PMO) manages the progress
and profitability of such projects.

(4) Product Risk

Our competitiveness derives from our ability to
procure innovative and attractive products. These
offerings make up the key components of the
systems that the CTC Group provides to its cus-
tomers. In the information services industry, tech-
nological trends and customers’ needs are closely
linked and change quickly. As a result, being slow
to change gives rise to the following risks, for
which we are adopting countermeasures:

e Procurement: If we fail to keep pace with
changing business conditions in developing and
procuring products and technologies, the Group’s
business performance can be adversely impacted.
These activities are not confined to Japan, but also
encompass overseas markets, including the United
States. Therefore, in addition to utilizing the net-
work of our parent company, ITOCHU Corporation,
we also dispatch our employees to members of
ITOCHU Corporation’s overseas Group companies.
¢ Supply of products and services: Our perfor-
mance can be negatively affected if an IT vendor
cannot continue in business for financial reasons,
or when the supply of a product is suspended or
halted altogether for various reasons. Therefore,
the CTC Group works hard to identify risks as
early as possible. We keep a constant and close
watch on the performance and business strategies
of our IT vendors, and stay in regular contact with
their top management. When transacting with
venture companies, we do not restrict our activi-
ties to the procurement of products, but when
necessary provide business support in the form

of human resources and capital participation.



The CTC Group endeavors to keep a product
support structure that delivers ongoing mainte-
nance and support services even in the event that
a product is discontinued.
¢ Inventories: To maximize sales opportunities,
we retain inventories for some products, based
on demand estimates. However, if the estimated
demand does not eventuate due to market
changes or circumstances affecting the customer,
the market prices of our inventories may fall,
which could have a detrimental effect on our
business performance. We have implemented a
number of measures to minimize this risk. These
include setting limits for the balance between
inventory and outstanding orders for each prod-
uct, and remaining well aware of inventory status.
* Foreign exchange: We buy overseas products
in yen and other currencies. The yen-denominated
cost of products purchased in foreign currencies
may vary because of exchange rates, which can
hurt our profit. We minimize this risk by importing

products that hold high market shares and for
which we can link market prices to exchange
rates. We also hedge foreign exchange risk by
concluding foreign exchange contracts when
placing orders.

(5) Credit Risk

We provide products and services to many custom-

ers on the condition of payment at a later date.

It is possible, therefore, that we may be unable

to recover fees on time or at all if a customer's

financial situation worsens, which would have

a negative effect on our business performance.
For this reason, we have established a depart-

ment specializing in credit risk that is independent

from the sales department. This department

screens the credit of each customer and sets

appropriate credit limits that remain valid for a

limited time. It regularly reviews the status of debt

collection and where necessary makes provisions

for doubtful receivables.

We are aggressive in our efforts to ensure information security and protection of personal information.

The CTC Group, comprising ITOCHU TECHNO-SCIENCE Corporation and its subsidiary and associated companies,
has created CTC Group Operational and Ethical Standards as part of its information management efforts. We
view safeguarding information, using it appropriately and managing it securely, as an important part of our
corporate activities, and recognize these obligations as an important social responsibility. As such, we have
established a Basic Policy on Information Security, which defines the manner in which all executives and
employees throughout the CTC Group are to appropriately handle, manage, protect and maintain information.

The CTC Group’s Basic Policy on Information Security

1. Management and Protection of Information Assets
The CTC Group evaluates the personal information and other
important information assets that it possesses, then separates
this information into categories according to confidentiality,
integrity and availability. Information assets are then stored
according to their level of security risk. The Company has
implemented control measures to ensure the preservation of
information assets. When outsourcing to entities outside the
CTC Group or when lending or borrowing information systems,
these organizations conclude agreements that spell out the
degree to which our policies apply to them, as well as require-
ments concerning the management of information assets.

2. Compliance Program for the Protection of Personal
Information

The CTC Group has created a compliance program for the pro-

tection of personal information. The program, which has been

publicized and propagated to all executives and regular employ-

ees, is periodically reviewed to ensure ongoing improvement.

3. Information Security Training

In addition to making all executives and employees throughout
the CTC Group thoroughly aware of the importance of informa-
tion security and specific conformance measures, periodically
we conduct information security training for all executives and

employees. Such training is designed to foster the ongoing
improvement of the CTC Group’s information security
management systems.

4. Preventing and Responding to Incidents and Accidents
Involving Information Security
The Company is aware that incidents and accidents involving
information security may arise not only from fraudulent behavior
by third parties, but also from executives and employees who
have proper user authority but who cause incidents through
criminal intent or operational error. Taking such possibilities into
consideration, we have established and implemented appropri-
ate control measures that seek first to prevent such incidents,
and then to provide quick response in the event of occurrence.

5. Laws and Regulations

All CTC Group executives and employees are required to conform
to all compliance-related measures, including the respect of all
relevant laws, regulations and industry guidelines.
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Six-Year Consolidated Financial Summary
ITOCHU TECHNO-SCIENCE Corporation and Subsidiaries

Years ended March 31
Billions of Yen

2006 2005 2004 2003 2002 2001
For the Years Ended March 31:
Net sales ¥ 239.0 ¥ 2268 ¥ 266.2 ¥ 2732 ¥ 340.1 ¥ 302.7
Gross profit 58.5 53.7 57.0 57.0 66.1 67.4
Selling, general and administrative expenses 39.0 36.6 39.6 40.4 445 39.1
Operating income 19.5 17.1 17.3 16.6 21.6 28.3
Income before income taxes and minority interests 20.0 19.2 17.5 15.4 22.2 26.9
Net income 11.5 10.9 9.8 7.8 12.1 14.8
As of March 31:
Total assets 178.1 160.8 168.8 178.0 175.0 157.8
Total shareholders’ equity 115.7 105.3 104.0 102.0 98.4 84.8
Cash Flows:
Cash flows from operating activities 7.9 14.2 21.6 16.4 15.9 7.1
Cash flows from investing activities (1.8) (4.9) 0.2 (0.5) (1.5) (7.8)
Cash flows from financing activities (3.3) (10.2) (6.5) (1.5) (1.5) (20.7)
Financial Ratios:
Gross profit margin (%) 24.5% 23.7% 21.4% 20.8% 19.4% 22.3%
Operating income margin (%) 8.2 7.5 6.5 6.1 6.4 9.3
Shareholders’ equity ratio (%) 64.9 65.5 61.6 57.3 56.2 53.7
Return on equity (ROE) (%)™ 10.4 10.4 9.5 7.8 13.2 19.0
Return on assets (ROA) (%)™ 6.8 6.6 5.7 4.4 7.3 10.0
Yen

Per Share Data:

Basic net income™ ¥ 197.87 ¥ 182.88 ¥ 160.26 ¥ 12495 ¥ 196.58 ¥ 24134

Shareholders’ equity™ 2,007.88 1,819.34 1,733.47 1,658.37 1,600.25 1,378.65

Cash dividends applicable to the year 60.00 30.00 26.00 20.00 20.00 18.00

Note: As of August 18, 2000, one par value common share was split into three shares. Basic net income per share in fiscal 2001 is calculated on the
assumption that the share was split at the beginning of the period.
*1 ROE = Net income / Average total shareholders’ equity (which is based on total shareholders’ equity at the beginning and end of the year) x 100
*2 ROA = Net income / Average total assets (which is based on total assets at the beginning and end of the year) x 100
*3 Basic net income and shareholders’ equity are computed based on the Accounting Standard for Net Income per Share and Implementation Guidance
on Accounting Standard for Net Income per Share from fiscal 2003.



Net Sales by Business Sector
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Management’s Discussion and Analysis of Results and Financial Condition

Consolidated Business Performance

In fiscal 2006, ended March 31, 2006, the CTC
Group posted consolidated net sales of ¥239.0
billion, up 5.4% from fiscal 2005.

By business segment, sales in the System seg-
ment increased 6.2%, to ¥197.7 billion, owing to
concentrated sales efforts to provide added value,
which boosted orders, as well as a reduced num-
ber of unprofitable projects. As a result, these
sales rose from 82.1% to 82.7% of net sales. The
disposal of two consolidated subsidiaries affected
sales in the Support segment, but firm demand
for maintenance services, centered on hardware,
pushed up segment sales 1.6%, to ¥41.4 billion.
As a percentage of net sales, this segment fell
from 17.9% to 17.3%.

In line with the increase in net sales, cost of
sales rose 4.3%, to ¥180.5 billion. Nevertheless,
the gross profit margin rose 0.8 percentage point,
to 24.5%, the highest level since the Company
listed its shares publicly. Reasons for this improve-
ment included pervasive project management,
which reduced the number of unprofitable devel-
opment projects. (Such projects generated losses
of approximately ¥1.0 billion in fiscal 2006, com-
pared with approximately ¥3.0 billion in the
preceding term.) In addition, Support segment
profitability increased.

Reducing selling, general and administrative
(SG&A) expenses were such factors as office con-
solidations, which decreased rent-related and
communications expenses. However, the Com-
pany aggressively recruited new staff to support
its sustained growth. The 6.5% increase in SG&A
expenses, to ¥39.0 billion, was largely attributable
to the resulting increase in personnel costs.

Despite the rise in SG&A expenses that accom-
panied our aggressive hiring, the combined
impact of higher net sales and an improved gross
profit margin prompted a 14.0% rise in operating
income, to ¥19.5 billion. The operating income
ratio consequently rose 0.7 percentage point,

10 8.2%.

In other income (expenses), other income—net
amounted to ¥0.5 billion, down ¥1.6 billion from
fiscal 2005. Gain on investment in limited part-
nership contributed ¥0.7 billion in fiscal 2006.
However, interest and dividend income—net fell
from ¥0.6 billion to ¥0.2 billion, and equity in
losses of associated companies reduced income
¥0.02 billion. By comparison, equity in earnings
of associated companies bolstered other income
¥0.4 billion in fiscal 2005. The gain on sales of
investment securities—net and disposal of shares
in subsidiaries delivered ¥0.1 billion, down from
¥1.0 billion. Furthermore, loss on write-down of
investment securities came to ¥0.3 billion, up
from ¥0.2 billion in fiscal 2005.

Income before income taxes and minority
interests increased 4.1%, to ¥20.0 billion. Total
income taxes rose from ¥8.3 billion to ¥8.5 billion.

Net income expanded 5.9%, to ¥11.5 billion.
Owing to higher net income and the acquisition
of treasury stock—which reduced the average
number of shares of common stock outstanding
during the year—basic net income per share rose
8.2%, to ¥197.87.

Financial Position

As of March 31, 2006, consolidated total assets
were ¥178.1 billion, up ¥17.2 billion from the
preceding year. Total current assets amounted to
¥150.9 billion, up ¥13.3 billion. Primary factors
included a ¥7.0 billion increase in investment
securities, owing to our acquisition of commercial
paper as a short-term investment, as well as a
¥4 .2 billion rise in trade receivables, accompanying
higher net sales.

Cash and cash equivalents, end of year, were
¥55.5 billion. The Group has implemented a cash
management system to centrally manage the
funds that are required by Group companies in
their operations and employ assets efficiently. Sur-
plus assets are invested in financial products with
minimal risk to principal, interest and foreign
exchange exposure. This practice reflects the
Group's policy of reducing credit and liquidity risk.



Total non-current assets—the sum of net
property and equipment and total investments
and other assets—were ¥27.2 billion as of March
31, 2006, up ¥4.0 billion from the end of the
previous term. Primary factors included an increase
in investment securities, owing to an increase
in market values, as well as new and additional
investments in companies in which we are
expanding our business relationships. As a result,
investment securities expanded ¥3.7 billion during
the year.

Total current liabilities at the end of the term
were ¥60.4 billion, up ¥5.6 billion from one year
earlier. In tandem with the increase in net sales,
the Company acquired more products, spurring a
¥2.0 billion rise in notes and accounts payable—
trade. Owing to these factors, the current ratio
dipped from 250.9% to 249.7%.

The Group’s policy is to generate internally the
funds it requires for working capital and capital
investments. However, as a contingency for
unforeseen events we have commitment lines of
credit with eight financial institutions, together
totaling ¥10.0 billion as of March 31, 2006. By
virtue of its financial position and abundant cash
flows from operating activities, as well as contin-
gency lines of credit, we believe the Company is
well situated to continue growing, as it has ample
operating capital as well as the ability to procure
additional funds for future capital investments.

Total shareholders’ equity rose ¥10.3 billion, to
¥115.7 billion. As major factors, strong operating
performance caused a ¥9.1 billion increase in
retained earnings. Net unrealized gain on available-
for-sale securities grew ¥2.2 billion, buoyed by
higher market prices on investment securities.
Consequently, the shareholders’ equity ratio
decreased from 65.5% at the end of fiscal 2005
to 64.9% at the end of fiscal 2006, while ROE
was unchanged at 10.4%.

Cash Flows

During fiscal 2006, the net increase in cash and
cash equivalents was ¥2.9 billion, compared
with a net decrease of ¥0.8 billion in the
preceding term.

Net cash provided by operating activities
amounted to ¥7.9 billion, 44.2% less than in the
previous year. Income before income taxes and
minority interests provided ¥20.0 billion, and the
positive difference between receivables collected
and payables paid during the year provided
¥2.6 billion. However, the increase in inventories
required ¥3.2 billion, and income taxes—paid
used ¥8.5 billion in cash.

Net cash used in investing activities was ¥1.8
billion. Purchases of property and equipment used
¥0.8 billion, and purchases of intangible assets
required ¥0.6 billion. Purchases of investment
securities required ¥2.1 billion, while proceeds
from sales of investment securities provided
¥1.4 billion.

Net cash used in financing activities was ¥3.3
billion, down 67.1%. During the year, repurchases
of treasury stock used ¥1.3 billion as we worked
to raise capital efficiency and increase our return to
shareholders. Dividends paid required ¥2.3 billion.



Consolidated Balance Sheets

ITOCHU TECHNO-SCIENCE Corporation and Subsidiaries
March 31, 2006 and 2005

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2006 2005 2006
ASSETS
CURRENT ASSETS:
Cash and cash equivalents (Note 12) ¥ 55,490 ¥ 52,637 $ 472,376
Receivables:
Trade 57,171 52,533 486,683
Associated companies 631 1,074 5,373
Other 2,081 782 17,711
Allowance for doubtful receivables (195) (185) (1,659)
Inventories (Note 4) 23,682 20,480 201,604
Deferred tax assets (Note 7) 5,780 5,764 49,208
Prepaid expenses and other current assets 6,259 4,560 53,277
Total current assets 150,899 137,645 1,284,573
PROPERTY AND EQUIPMENT:
Buildings and structures 3,220 2,919 27,412
Furniture and fixtures 4,222 4,311 35,940
Total 7,442 7,230 63,352
Accumulated depreciation (3,521) (3,321) (29,971)
Net property and equipment 3,921 3,909 33,381
INVESTMENTS AND OTHER ASSETS:
Investment securities (Note 3) 12,672 8,977 107,873
Investments in and advances to associated companies 1,522 691 12,953
Software 2,076 2,386 17,676
Leasehold deposit 3,704 3,729 31,527
Deferred tax assets (Note 7) 119 764 1,016
Other assets 3,167 2,745 26,959
Total investments and other assets 23,260 19,292 198,004
TOTAL ¥178,080 ¥160,846 $1,515,958

See notes to consolidated financial statements.



