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Corporate Profile %

B Company name : SHOFU Inc.

B Representative : Director/President Katsuya Ohta

B Address : 11 Kamitakamatsu-cho, Fukuine,
Higashiyama-ku, Kyoto 605-0983, Japan

B Date of establishment : May 15, 1922

B Capital : ¥4,474,646,614

B Listing : 2nd Section of Osaka Stock Exchange

(Date of listing: November 9, 1989)

B Number of employees : 426 (Entire group: 692, with 187 of these in
overseas subsidiaries)

B Business : Manufacture and sale of dental materials and
equipment
B Main customers : Dental institutions (via agencies)
B Group companies : 9 (3 in Japan, 6 overseas)
SHOFU INC. 2

Maln PrOd UCts #yVe manufacture-and sell a wide range of %

dental materials -and equipment.

= 2 Artificial teeth | o < Chemical products |
== o
‘ = Porcelain teeth, porcelain « / = Synthetic resins
_— powder, resin teeth & = Impression materials
= Waxes
< Abrasives

= Diamond abrasive — S Cements |

AN " C_a r borund_u m abrasive - = Dental cements
= Silicon polisher B s Dental st di t t
= Other carving and =) - = Dental stones and investments

polishing materials
= Industrial grinding and

polishing materials Gl 2 Equipment and appliances |
2z
< Metal products H = Dental equipment
. . ‘J = Products for oral care and
. AIIIons for casting, silver infection prevention
alloys

s Orthodontic materials
= Health and heauty equipment
Our products are designed for use in the = Other.equipment and appliances

process of dental care and treatment.
SHOFU INIC.

m Other metals

See “Product Profiles” attached to this document. 3
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Overview of Mid-term Business Sfor he year ending March 31, 200

rview: oft mid-term-business performance

Performance %
[ 1 Plus factors [ ] Minus factors

P/L

B/S

CIF

Recently introduced products are selling well. (Sales of new products: ¥784
million / 12.0% of non-consolidated sales)

Due mainly to decline of equipment sales, domestic sales showed slight
decrease of 0.2%.

Thanks to commencement of full operation of sales subsidiary in China, and
increased sales of artificial teeth (ceramic) and abrasives in the U.S., overseas
sales grew 16.4% (Overseas sales rate: 24.9%, an all-time high).

Sales reached ¥7,488 million (up 3.5%) (all-time high as mid-term figure).

Cost percentage decreased 1.3% due to improved sales mix and effects of
cost reduction efforts. This offset the impacts of commencement of full
operation of Chinese sales subsidiary and increased spending related to
construction of the training center, allowing operating profit to reach ¥767
million (up 7.7%).

Due to impacts of the non-operating income situation in previous mid-term,
current profit declined 2.4%.

Due to a decline in share prices, we suffered a ¥518 million decrease in net
unrealized holding gains on securities.

Due to completion of the training center, tangible fixed assets increased.

Due to payment of corporate taxes and increased inventory assets, operating
cash flow decreased. (¥701 million in previous mid-term — ¥321 million) 5




/IEV erm-b iness performance
or the year endmg March 31 200
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Unit: Millions of yen, %

;eazro%réded. March | Year endinq March Comparison
, (Mid-term) | 31,2007 (Mid-term)
Amount (% of sales) | Amount (% of sales) Amount (%)
Sales 7,238 (100.0) 7,488 (100.0) 250 (3.5)
(Domestic sales) 5,634 (77.8) 5,621 (75.1) A 12 (A0.2)
(Overseas sales) 1,604 (22.2) 1,866 (24.9) 262 (16.4)
Operating profit 713 (9.9) 767 (10.3) 54 (7.7)
Current profit 797 (11.0) 778 (10.4) A 18 (A2.4)
Current net profit 488 (6.7) 464 (6.2) A 23 (A4.9)
Current net profit ¥30.73 ¥29 25
per share
Return on equity 2.68% 2.37%

SHOFU INC.

Sales by Product Category
(Comparison with Pre

ous Yl

tarer)

o Overview of ern siness pi
or eyear endmg March 31, 200

s

Unit: Millions of yen
Figures in ( ) represent percentages of all product categories and rates of increase or decrease (Unit: %)

Year ended March
31,2006 (Mid-term)

Year ending March
31,2007 (Mid-term)

Comparison

Artificial teeth 1,343 (18.6) 1,406 (18.8) 62 (4.7)
Abrasives 1,812 (25.0) 1,912 (255) 99 (5.5)
Metal products 232 (3.2) 236 (3.2) 3 (1.7)
Chemical products 1,365 (18.9) 1,415 (18.9) 49 (3.6)
Cements, etc. 721  (10.0) 810 (10.8) 89 (123)
Equipment, etc. 1,762  (24.3) 1,707 (228)] A 54 (A3.1)
Total 7,238 (100.0) 7,488 (100.0) 250 (3.5)

SHOFU INC.
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Unit: Millions of yen, %

Year ending March
31,2007 (Projected
mid-term figures)

Year ending March
31,2007 (Actual mid-
term figures)

Comparison

Amount (% of sales) | Amount (% of sales) Amount (%)
Sales 7,523 (100.0) 7,488 (100.0) A 35 (A0.5)
(Domestic sales) 5,674 (75.4) 5,621 (75.1) A 53 (A0.9)
(Overseas sales) 1,848 (24.6) 1,866 (24.9) 18 (1.0)
Operating profit 675 (9.0) 767 (10.3) 92 (13.7)
Current profit 674  (9.0) 778 (10.4) 104 (15.5)
Current net profit 405 (5.4) 464 (6.2) 58 (14.5)
Current net profit ¥25.56 ¥29 25
per share
Net profit to net )
worth ratio 2.37%
SHOFU INC. 8

Sales by Product Category
(Comparlson with Projecie

s UVE ew of ern siness pi
or the year endmg March 31, 200

s

Unit: Millions of yen
Figures in ( ) represent percentages of all product categories and rates of increase or decrease (Unit: %)

Year ending March | Year ending March
31,2007 (Projected | 31,2007 (Actual mid- Comparison
mid-term figures) term figures)
Artificial teeth 1,422 (18.9) 1,406 (188)] A 16 (A1.2)
Abrasives 1,877 (25.0) 1,912 (255) 34 (1.9)
Metal products 240 (3.2) 236 (3.2) A4 (A1D)
Chemical products 1,438 (19.1) 1,415 (189)| A 23 (A1.6)
Cements, etc. 758  (10.1) 810 (10.8) 51 (6.8)
Equipment, etc. 1,785 (23.7) 1,707 (228) ATT (A43)
Total 7,523 (100.0) 7,488 (1000)] A 35 (A05)
SHOFU INC. 9




> Overview of mid-term bus
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Domestic Sales
Unit: Millions @
I 1 Plus factors | | Minus factors 5,634 5,621
< Existing products l I II nl
M Despite deteriorating business environment caused
by decreased medical treatment fees, sales of
abrasives, chemical products & cements have been 13.6
relatively steady. . \1 03
M But, with sales activities continuously exposed to i
severe competition, earnings from artificial teeth
and equipment decreased.
Entire domestic sales reached ¥5,621 million, down
¥12 million (0.2%) from previous mid-term figure.
< Major new products recently rolled out
= Glass ionomer resin cement I I
“Hy-Bond Resiglass” 0 ©
= Automatic casting machine for dental treatment 2] Q}
“Argoncaster-AE”
: . : : : Year ended March  Year ending March
= Light-cured harfi comp‘?sne resm:naterlal 31, 2006 (Mid-term) 31, 2007 (Mid-ferm)
for crowns & bridges “Ceramage
. . Em New products
= Digital camera for dental use Existing products
Eye SP.eCIaI I’. I —0—% of new products to all products
(Sales discontinued) (% of domestic sales)
New products shown above are those introduced in the last 3 years.
SHOFU INC. 10
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Overseas Sales

Unit: Millions
Figures in ( ) represent the percentage
I 1 Plus factors | | Minus factors total overseas sales
< North America, Latin America ]’866 1'773
[ 1 We have enjoyed steady sales in abrasives, the 1,604
major product category in these markets, and 478 .
artificial teeth (ceramic) & cements. - 478 8
| Sales showed a 10.0% increase in local [25.6] 27.0
currency. (2%§§ |
< Europe
Due to increased sales of abrasives, chemical
products & cements, sales showed a 2.6% 744 Europe
increase in local currency. b76
+ Asia & Oceania : 4‘15]9) (40.0) (38.2)
[ 1 China: ¥60 million up from previous mid-term 1
= South Koreal/Taiwan: ¥9 million up from
| | previous mid-term
<+ Exchange rates North America,
|.| :le?ncil)ollar: ¥117.90 (¥113.19 in previous mid- 563 (?33]4) 6(1Z Latin America
. 34.
= Euro: ¥149.77 (¥136.13 in previous mid-term) o1
+ H Icentage of overseas sales to total sales
n 24.9% (22.2% in previous mid-term) Yeﬂ;*;"d;:o " Ye<"h ?diz"O% Ye°'h Z"di;’%
2 H March 31, March 31, 7  March 31, 7
(24.0% after translation adjustments) (Mid-term) (Wid-term) (Mid-term)
(after translation
SHOFU INC. adjustments) 11




Operating profit for year ended
March 31, 2006 (Mid-term)

Increase in sales (in quantity)

Decreased cost-to-sales ratio

Increase in personnel costs (selling,
general and administrative expenses)

Increased advertising & public
relations costs, and R&D costs

Increase in other costs

Influence of exchange rate fluctuations

Increase in consolidated subsidiaries

Operating profit for year ending
March 31, 2007 (Mid-term)

SHOFU INC.

|
IS
o

+5

+4

+137

Unit: Millions of yen

713

Improvement of our sales mix;
results of cost reduction efforts
of Shofu Inc. and its production
subsidiaries

Shofu Dental Supplies (Shanghai) Co., Ltd.

767
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Financial Status —

Major Accou

Unit: Millions of yen

Year ended
March 31, 2006

Year ending
March 31, 2007

Factors underlying changes

Compari-son |
- Special notes

(Mid-term)

Cash 6,558 6,789 231
Notes and accounts receivable 2,518 2,557 39
Inventories 2.910 3.067 157 ¥518 million loss from devaluation of
Marketabl i ’ ’ marketable securities
Marketable securities, 7.464 6.642 A 822[) ¥299 million bonds purchased. ¥600
investment securities ’ ’ million bonds redeemed
Other assets 5,633 5,790 256 | Tangible fixed assets increased ¥262 million.
Assets 24,985 24,848 A 137
Long-term and short-term loans 1,035 1,030 A5
Retirement aIIo_wance for Deferred tax liability decreased ¥211
employees, retirement allowance 501 518 17| | million due to decreased gains from
for directors and auditors devaluation of marketable securities.

I Bills payable for construction of
Other liabilities 3,873 3,723 A 149 faciities increased ¥145 million.
Liabilities 5,409 5,272 A 137

¥ 308 million loss from devaluation of

Net worth 1 9!576 1 9’576 A0 marketable securities
Total liabilities and net worth 24,985 24,848 A 137
Net worth ratio 78.4% 78.8%
Net worth per share ¥1,231 ¥1,233

SHOFU INC.




Cash Flow

+Cash flow in the current year

= Cash flow from operating activities
Before taxes and other adjustments

Current net profit : ¥786 million
Corporate taxes paid 1 A ¥396 million
Increased inventory assets : A ¥139 million

= Cash flow from investment activities
Acquisition of tangible fixed assets
: ¥260 million

= Cash flow from financing activities
Cash dividends : ¥158 million
<Includes balance of deposits and bonds > 3 months
(shown as “Year-end balance II” in graph)
= Year ended March 31, 2006: Mid-term
: ¥8.10 billion
= Year ended March 31, 2006 : ¥8.98 billion

= Year ending March 31, 2007 : Mid-term
: ¥8.88 billion

*“Year-end balance I” is the balance in “cash and cash
equivalents” shown in the consolidated cash flow statement.

or the year endlng March 31 200

)

Year ended March 31, Full year ended March Year ending March 31,

(Unit: 100 million yen)

2006: Mid-term 31, 2006 2007: Mid-term

18.189_8 88.8

81.0
7.0
3.2
| | |H| I
-1.0.1.8 32 2416
50.6
-20.q
41.5 41.0

Py
—

© u CF from investment activities
—o—Year-end balance |

CF from operating activities
CF from financing activities
—8—Year-end balance Il

14
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overview Of BUSiness YearEdmg Marc
Performance for thegaliNEHT;

* No changes have been made to initial projections released May 15, 2006.

<+ In Japan, due to the largest-ever curtailment in medical service and treatment
PIL fees, the business situation for dentists is and will continue to be difficult.
There is concern that this trend might have an indirect impact on the demand
for dental materials.

<+ Introduction of new products is expected to be limited next year because of
timing in the production development cycle. However, more effort will be
exerted to ensure that recently introduced products will be accepted more
widely in the market.
<Sales of new products: ¥1,454 million/11.2%>

<+ Steady growth is anticipated in all overseas markets. Our Chinese sales
subsidiary is expected to contribute to increased sales throughout the year.

<~ Sales are projected to be ¥15,019 million (up 2.5%).

%+ Increased sales and growing earnings from overseas operations will
compensate for the increase in personnel costs, advertisement costs, and
expenses accompanying the construction of a training center. As a result
operating profit is expected to be ¥1,416 million (up 8.3%).

<+ The current profit is expected to increase slightly to ¥1,347 million (up 0.2%),
because of the effect of non-operating income, one of the plus factors, recorded
as of March 31, 2006.

B/S X

A training center for customers (product users) will be completed.

<+ ¥673 million will be spent for construction of the training center and purchase of
C/ F other tangible fixed assets.

<+ The year-end balance, including the balance resulting from bond dealings, is
SHOF. _.C. expected to be about ¥8.9 billion.

> Outloo erforn
Full Year Ending March 31

C23
Unit: Millions of yen, %
Actual amount, Projected amounts,zgg_alr ending March 31, Comparison
full year ended A I Proi pr Proi pr with previous
March 31, 2006 B EED HEED year (% of
(% of sales) amount, H1 amount, H2 |amount, full year change)
(% of sales) | (% of sales) (% of sales)
s 14,650 7,488 7,530 15,019 368
ales
(2.5)
(Domestic sales) 11,350 5,621 5,724 11,345 A 4
(77.5) (75.1) (76.0) (75.5) (A0.0)
(Overseas sales) 3,299 1,866 1,806 3,673 373
(22.5) (24.9) (24.0) (24.5) (11.3)
Operating profit 1,308 767 648 1,416 108
(8.9) (10.3) (8.4) (9.4) (8.3)
Current profit 1,344 778 569 1,347 2
(9.2) (10.4) (7.6) (9.0) (0.2)
Current net profit 822 464 354 818 A4
(5.4) (6.2) (4.7) (5.5) (A0.5)
Current net profit
per share ¥49.42 ¥29.25 ¥22.33 ¥51.58 ¥2.16
Note: When calculating the current net profit per share for the year ended March 31, 2006, bonuses
to directors and auditors were deducted from the current net profit. However, no such
consideration has been made in projecting the current net profit for the year ending March 31, 2007.
SHOFU INIC. 17




Sales by Product C

cJorY

-

Unit: Millions of yen
Figures in ( ) represent percentages of all product categories and rates of increase or decrease (Unit: %)

Projected amounts, year ending March 31,
Actual amount, 2007 Comparison with
full year ended Actual Projected Projected previous year
March 31,2006 amount, H1 amo:mt, H2 amoun:, full year (% of change)
P 2,697 1,406 1,436 2,843 145
Artificial teeth (18.4) (18.8) (19.1) (18.9) (5.4)
Abrasives 3,659 1,912 1,829 3,741 82
(25.0) (25.5) (24.3) (24.9) (2.2)
Metal products 462 236 230 4467 4
(3.2) (3.2) (3.1) (3.1) (0.9)
Chemical products 2,748 1,415 1,449 2,864 115
(18.8) (18.9) (19.2) (19.1) (4.2)
Cements. etc. 1,531 810 737 1,548 16
’ (10.4) (10.8) (9.8) (10.3) (1.1)
Equipment, etc. 3,549 1,707 1,845 3,553 4
' (24.2) (22.8) (24.5) (23.7) (0.1)
Total 14,650 7,488 7,530 15,019 368
(100.0))  (100.0) (100.0) (100.0) (2.5)
SHOFU INC. 18

Domestic Sales

SHOFU INC.

< Our perception and basic policies with
respect to the domestic market

Due to the largest-ever curtailment in medical service
and treatment fees, the business situation for
dentists is and will continue to be difficult. There is
concern that this trend might have an indirect impact
on the demand for dental materials.

Introduction of new products is expected to be
limited next year because of timing in the production
development cycle. However, more efforts will be
exerted to ensure that recently introduced products
will be accepted more widely in the market.

< Major factors underlying the decrease in
new products

Self-curing acrylic resin “Provinice”

- - - 3 years after introduction

Digital cameras for dental use

“Eye Special I, Il”

- - - Sales suspended. No succeeding models are in
the pipeline.

No changes have been made to initial projections.

*New products are those products introduced in the last 3 years.

Unit: Millions of yen

11,350 11,345
13.7 \
11.6
0
o N
& S
™~ o
O~ -—
Year ended Year ending Mar. 31,
Mar. 31, 2006 2007 (projected)

=== New products
Existing products
—{— Pct. of new products to all products (%)
(Pct. of domestic sales)

19




> Outlook of Business P
Full Year Ending Marcl

rformance fol

31,

Overseas Sales

No changes have been made to initial projections.

Unit: Millions of yen
Figures in ( ) represent percentages (%) of

< Overview total overseas sales
= Good sales are expected in all regions. 3,673 ’
" !’roject.ed sales of the Ch_inese sales.s.ubsidiary 3 299
in the first year of operation: ¥384 million ’
1 039 1(20732? Asia, Oceania,
< Exchange rates 723 (68.3) i
= US dollar: ¥110 « ¥117.47 in previous year (21.9)

(Effect: —¥75 million)

s Euro: ¥135 « ¥142.81 in previous year

(Effect: —¥79 million) 1,413 1,464 1('4%1:); Europs
2.8) (39.9)

< Percentage of overseas sales to total sales

n 24.5% (22.5% in previous year)
(25.2% after translation adjustments)

,1 6 ,24 North America,

16 th Ameri
(353) (31 8) (325) Latin America

Year ended Yearending Year ending
March 31,2006 Mar. 31,2007 Mar. 31,2007
(projected) (after translation

* The projected figures after translation adjustments are the amounts calculated on the adjustments)
assumption that the exchange rates remain the same as on March 31, 2006. 20
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rformance fol

» Outlook of Business: Perfo
Full Year Ending March 31

Operating Profi

No changes have been made to initial projections.
Unit: Millions of yen

Operating profit for the year ended }
March 31, 2006 1,308 |

Increase in sales (in quantity) | 287
Decrease in cost percentage 50 ! North America: ¥39 million |

. . | Europe: ¥67 million |

Increase in personnel costs (selling, 3 China: ¥87 million, etc. }
general and administrative expenses) _'1 62 : ) 1
Increase in advertisement costs - -81 : | |
Decrease in research and 68 : : !
development costs R&D costs will decrease because the

: ! portion of the R&D costs transferred to |

Increase in other costs -47 | production costs (“Research for |

industrialization expenses”) will increase. | |

Influence of exchange rate -5 ! ‘ ;
fluctuations 3 3 3

Projected operating profit for the year 1,416 !

ending March 31, 2007

SHOFU INC. 21




Percentages of new products to total sales (for self-developed

products and those purchased from other manufacturers)
. L e - ] 181
(Non-consolidated basis)

@ o = - o I < 0 © ~ e ~T
h-R-] b-R-] T o T o k- T o b= - o T o o E 5 o
oo oo oS oS o S oS oS o S ® S =5 2
° - - - - N - N - N - N - N T« - N ) 50
S < S < S < S < S < S < S < S < S < w o I_u-“-’.
S . S - S . S . S - S . & . S 8 . o
] o o o o ] o ] ]

S o ] S ] ] S ] ]
> = > = > = > = >= > = > = >= > =

—@— Self-developed products «=¢-=Products purchased from other manufacturers 8- Total sales of new products

2 Major products purchased from other manufacturers: J&J products, laser equipment,
SHOFU INC. EMS products 22

) Outlook

Trend of Gross Prof e

7/ N it O
/" April2003: Unit: %
—8— Consolidated —8—Non-consolidated Cdpayment rate a[_)plkd
I to persons paying !
\medical insurance!
rehiums raised to 30%
55.8 preniy b P

S~=- 54.7

PSRN
/ \53.4
52.6 ! 527
52.0 51.7\

56.4

55.1

53.8

~—~_ 522 520 g

/ \
/September 1997\

Cdépayment rate applied

'

I to persons paying ! 48.5
\medical insurance’ 47.4 47.0 6 471
prehiums raised to 20% 463 ! y-46:2,
N < - 7 From the year ended March 31, 457~ "2
S - 2005, the rate started to increase

thanks to the rollout of new self-
developed products and the effect
of cost reduction efforts.

Year ended
Mar. 31, 1998
Year ended
Mar. 31, 1999
Year ended
Mar. 31, 2000
Year ended
Mar. 31, 2001
Year ended
Mar. 31, 2002
Year ended
Mar. 31, 2003
Year ended
Mar. 31, 2004
Year ended
Mar. 31, 2005
Year ended
Mar. 31, 2006
YE 3/'07
Mid-term
YE 3/'07
Projected

SHOFU INC.
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Operating
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Amount of

operating profit

Unit: %

14.4

Unit: Millions of yen
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Note: Amounts and percentages shown in the graph are those before consolidation adjustments.
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Our Perception of the Current Busingess

Mid- and Long-term Strategies

ey toyyzred

- _ Aging population _ Changes in dental ilinesses
Demands . Development of products « Growth of aesthetic den:i(sftry,
that meet the needs of preventive dental care and oral
e|der|y persons hygiene, and the crezk%n of
demands in these }l Ids
Policy to reduce
medical spending _ Tighter safety regulations
. s « Creation of a market not covered « Improvement of safety and
Policies by health insurance reliability of medical eql?fnent
- Development of products and - Difference in levels of gQality
services that help reduc assurance becoming/increasingly
medical spending visible
Market structure
_ marked by oversupply _ Globalization
Markets « Development of products that « Development of products geared to
help increase efficiency in the global market

treatment and facilitate
informed consent

SHOFU INC.
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2 Functionsithatnee oM ESHENYHIENE

competitiveness

2 Company~widergezls

out new products and technologies
¥ Expansion of overseas operations

< Eour numericaltargets;

¥ Overseas sales: 30% F Cost reduction: 20%
¥ New product sales: 15% ¥ Market share increase
in the domestic market
Restoring the consolidated operating profit margin to 10%
— Aiming to achieve 15% operating profit margin in the long run

SHOFU INC.

M a n age me nt E m p h : : Mid- and Long-term Strategies

F Quality ¥ Marketing strength F Price competitiveness

& Creation of new markets and expansion of market shares by rolling

28

Specific Measures —

. w Research and development

millions of yen
—8— Percentage of R&D to sales (%) ¢

. 74 72 71
< Quality 6 68 6.6 89 70 71 47 44

competitiveness

1,043
1,011
986
989
1,006
981

902
926
934
921

912

< Marketing strength

Mid- and Long-term Strategies
|mmmmmm e m -
Research and * The rate of R&D to sales decreased after :
the year ended March 31, 2006 because |
the portion of R&D cost transferred to the |
?roduction expense account (“Research |
or industrialization costs”) increased. \

un
Ac!
.
< Price
e
competitiveness
~ © [} o - o fse} < 0 © ~E N~NT
- TS 33 33 33 33 383 8383 88 88 88 25 28
T T T T N T N T N T N T N T N T N o T ™ c
c - ¢ - ¢ - ¢ - ¢ - ¢ . & - C - C - - |75 8
25 25 25 25 925 025 025 25 25 25 5 >0
855 858585858585 858: 85
\ 2 >2>2>2>2>2>2>2>2 >2
.
Raising efficienc
Providing value Creating 9 y
and speed of
to customers demand

research activities

SHOFU INC. R & D is the sourcelofimany kit SieRcoMpPELLHYEIUYERIEGES
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Mid- and Long-term Strategies

Specific Measures —

2 Inheriting and continuously |”_I Strengthening
improving production technology quality
To cope with an increasing number of employees reaching their competitiveness
retirement age, measures should be taken to inherit technologies
from them and to save labor.

2 Enhancing efficiency in production and logistics
and improving customer service

|' Strengthening

Enhancing efficiency in production and logistics through price compet'tlveness
new production systems

Establishing a system to ensure traceability in compliance
with the Revised Pharmaceutical Affairs Law

< Cost reduction Cost reduction
" Cutting the cost
i -down project in each production site and office | percentage of

Promoting a cost
in-house

|

0,
Increased ¥214 million in mid-term of year ending March 31, production by 20%
2007 (compared to year ended March 31, 2003).
SHOFU INC. 30

s peCiﬁc Meas u res _— Mid- and Long-term Strategies
Domestic Ope

© Expanding market share More intensive
in existing product categories || promotion of
i a customer-first
Artificial teeth/ Abrasives Filling and restorative attitude
dentures dental materials J
Hard resin for crowns Luting and bonding materiaIsJ

_” Enhancing

< Market creation in new fields marketing
strength

Aesthetic dentistry —  e.g., tooth whitening,
orthodontic dentistry }

Preventive dentistry, — e.g. PMTC, gum-disease-related

oral hygiene care

Regenerative medicine e.gd., commercialization of boneJ Flexible and
repairing materials

, P || efficient sales
Sales related to PMTC (materials, equipment): ¥278 million p0||C|es
Sales related to tooth whitening : ¥102 million

* PMTC (Professional Mechanical Tooth Cleaning)

SHOFU INC. Figures represent actual sales in year ending March 31, 2007 (mid-term). 31




Construction of Training "t o oy
Center Comg : -

~ Core facility to
address dental care —
needs & gather < = * S, i
relevant inf |

g room &2y

S Core facility to
== provide info

concerning our
products

(b
ﬁ
=
@)
(b

For better cUStomens

Mid- and Long-term Strategies

~

2 USA. N
. S ” Enhancing
£ _ Expanding export markets — Brazil, Mexico J mark.eting
functions

—
¢ y Enhancing efforts to work with dental equipment
evaluation organizations

S Europe
B ” Strategic activities
¢ _ Entry into the artificial teeth (resin teeth) market J with the aim of
P rolling out
Developing markets in Eastern Europe
y S new products
O Asia | l /
 Measures to expand market share in China [Key products]
@ Production: Commencing export of artificial *Porcelain powder
teeth and abrasives — Increasing items to be produced -Hard resin for crowns
@ Sales: Increasing items for sale -Filling and restorative
a . - . . . dental materials
_ Commencing efforts to develop markets in India and Vietnam

SHOFU INC. 33




Name

Capital
Representative
Employees
Established

Address

SHOFU INC.

Sales and Productlon

Sales subsidiary Production subsidiary
Shofu Dental Supplies  Shanghai Shofu Dental
(Shanghai) Co., Ltd. Materials Co., Ltd.
US$1 million ¥350 million
Pres. Toshiaki Seki (Sen. managing director,
Shofu Inc.)
26 57
August 29, 2005 April 16, 2003

No. 645 Jiye Road, She Shan Industry Park,
Songjiang 201602, Shanghai, China

Mid- and Long-term Strategies

~
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Sales and Productlon

subsidiary

Training.%nter

SHOFU INC.

Carbo produdtlop pro
ia

Full view of production ‘ productlon st

256

133
161
159
02

1

2002
2003
2004
2005
2006

Years ended March 31, 1998-2007 (Unit: ¥1 million)

Mid- and Long-term Strategies

[Trend of sales to China]

128

2007 (Mid-term)

384

03.007 (Projected)

(@]




M id -te rm Plan — Mid- and Long-term Strategies
ajor NumericalJarfdEls

*—All-time high Unit of amount: ¥100 millio
tl:::rfyc;;r:\aennc:er Year ending Year ending Year ending
March 31, 2006 March 31, 2007 March 31, 2008 March 31, 2009
Sales * 14,650 x 15,019 X« 15,392 « 15,871
o __(comparedtoprevousyean | __(29%) | ___(25%) | ___ (25%) | (3.1%)
Domestic sales 11,350 11,345 11,481 11,707
. ___{comparedtoprovious year) | ___(28%) [ ___ (0.0%)_| ____ (1.2%) | (2.0%)
Overseas sales * 3299 |+« 3673 x 3911 x 4,164
(compared to previous year) (4.0%) (11.3%) .__"__"(_6‘5%3)"__ (6.5%)
Operating profit 1,308 1,416 : 1,914 : x 2,216
(percentage to sales) (8.9%) (9.4%) * (12.4%) * (14.0%)
Current profit 1,344 1,347 1,846 « 2,147
(percentage to sales) (9.2%) (9.0%) (12.0%) (13.5%)
Current net profit 822 818 x 1,065 x 1,246
(percentage to sales) (5.6%) (5.5%) (6.9%) (7.9%)
Current net profit per share ¥ 49.42 ¥ 51.58 ¥ 67.12 ¥ 78.49
Return on equity 4.4% 4.1% 52% % 5.9%
Percentage of overseas
sales to total sales *  225% |k 245% K« 254% K 26.2%
2 Amortization of the difference (approx. ¥1.8 billion) generated as a result of the introduction of an accounting standard for
retirement benefits will be completed in the year ending March 31, 2007. To amortize this difference, ¥256 million is being
spent yearly as operating expenses from the year ended March 31, 2001 through the year ending March 31, 2007.
SHOFU INC. 36

Mid- and Long-term Strategies

Trend of Business PeronifEREERSHIES)

. L Domestic 11 Overseas Total
Unit: ¥100 million
160
(CIVERESERE | REREEREELEEEEEETELLEEESE  REEEEES SF REESEE] & EEEEEE & REEREE F EEREES § iERERES § REREES § SREEERE
120
80
40
0
<o} (2] o - N @ < v © ~ T 0 T D T
o D T D T o T o T O T O T O T O T o o o o o [=2N)
ge s RS 3 S S S S 38 5% & £ & £
c . c . c . c . c . c . c . c . c . e © ©
D < D < D < O < O < T < T < T < T < w o w = w =
™ PR PR PR P L™ P L™ L™ > > o > o
g . g . g . g . g . g . g . g . g .
> 2 > 2 > 2 > 2 > 2 > 2 > 2 > 2 > 2
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Mid- and Long-term Strategies

3,000 . -
Unit: ¥100 million 14.0 Operating profit Current profit 14.0
12.9 Current net profit 12.4
—8— Operating profit ratio :
2500 N/ N\ " pere R
2,000 -\
1500 ¢ @Yo F Bt -
1,000 - RNl E Rk ke Tkt P ikl it |kt | § e - - -
500
0
-3 -3 -8 -3 -8 -3 -3 -3 -8 532 33 33
3= o 3R 38 3 3R 3 R 3R >3 =3 =3
e = G5 = = &5 &5 &g &g we we we
5% 5 5% 5% 5 5% 50 5% g Te  Te Te
> 2 >3 >3 >3 >2 >3 >3 >3 >3
SHOFU INC. 38

Dividend POI icy Mid- and Long-term Strategies

2 Target dividend payout: 30%

< Avg. dividend payout since listing: 42.9%
(Weighted avg. from the year ended March 31, 1990,
through the year ended March 31, 2006)

96.3

¥20 264 235 26 228

)

‘ ‘ ‘ | = = Commemorative dividend
¥10 - -- -- -- -3 | I

- - - - Common dividend - -
—— Consolidated dividend payout
—— Non-consolidated dividend payout

¥5
o o o o N N N N (] (] (-] ] (] (] ] (] 0

Y0 S S S S S S S S S S S S S S S S S S
(=] - N [»] n (7] N~ [ [} (=] - N [»] n © i~
3% 32 3% 32 38 3¢ 32 32 32 3% 38 38 3¢ 38 38 3£ 38 2%
o 6 6 § 50 6§ 6 6 §e 6§ 6 6 6 6 65 6 6 5o
SRR IR N N R K
> >8> >8>8>8 >8> >8>8>8>8>8>8>8>8>8 58
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Projections in this document are based on information and data available
at this moment as well as on assumptions concerning uncertain factors
that might affect our future business performance. Depending on
various factors, our actual business performance could turn out to be
greatly different from the projections contained in this document.

SHOFU Inc.

11 Kamitakamatsu-cho, Fukuine,
Higashiyama-ku, Kyoto 605-0983, Japan
Tel: +81-(0)75-561-1112
Fax: +81-(0)75-561-1227
URL: http://www.shofu.co.jp/index_e.html
E-mail: ir@shofu.co.jp

Contact: General Planning Section

SHOFU INC. 40
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2 SHOFU and Its Operations

Corporate History

m 1922 Shofu Dental Manufacturing. Co., Ltd. founded for the manufacture and sale of Japan’s
first artificial teeth.

m 1963 Shofu shares were registered as over-the-counter stocks.
B 1971 - 1978 Established sales subsidiaries in the U.S. and Germany.
Started production overseas (Taiwan).
Established Shiga Shofu Inc. as a manufacturing facility for resin teeth.

® 1983 Changed the company name to Shofu Inc. Commenced management reforms.

m 1989 Shofu shares listed on the stock exchange.

B 1990 - 1997 Purchased a British research & development and manufacturing company.
Founded a sales subsidiary in the U.K. Obtained the UK GMP (Good Manufacturing
Practice) certificate. Acquired a CE marking certificate.

B 1996 Founded Promech Inc. Established the Shofu Inc. Shanghai Representative Office in
Shanghai, China.

m 2002 - 2003 Celebrated the company’s 80th anniversary (May 2005). Established the Shofu Inc.
Beijing Representative Office in Beijing, China. Obtained ISO 14001 (environmental
management systems) certification (both for the Shofu headquarters and the entire
Shofu group).

B 2004 Established Shanghai Shofu Dental Materials Co., Ltd., a production facility in China
(Shanghai).

B 2005 Wholly obtained Shoken Inc. through exchange of shares (February).
Dissolved and liquidated Taiwan Shofu, a production site in Taiwan (March).
Commenced construction of a training center aimed at enhancing customer services (July).
Established Shofu Dental Supplies (Shanghai) Co., Ltd., a sales subsidiary in China
(August).

B 2006 Training Center designed to promote customer service completed (August).

SHOFU INC. 43




Corporate History —

2 SHOFU and Its Operatio

~
rend i&g}
14 . T csccccccccccsccococosscsssossssssesses
(Unit: 100 million yen)
120
1980s
+ The era in which government pursued
medical spending reductions, which resulted
100 in low growth of the medical industny.
* 10% copayment began being imposed an
health insurance policyholders (1984). Copayment imposed on health
80 insurance policyholders
increased.
1997 10% — 20%
1970s +2003 20% — 30%
60 - Expanded operation__| || || | ||| | || | LI L e s I
to overseas (The U.S,,
Germany and Taiwan).
1960s :

40 Theera of high growthrdue - il Management reforms (1983) HHH Pha?n?;lclzseﬁical
to Fhe prevalence of the Became the first company in Affairs Law enforced
universal-coverage heath the industry to list its shares on (2005)

oo insurance system the stock exchange (1989). )
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Note: Figures shown in the graph are non-consolidated sales.
SHOFU INC.
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2 SHOFU and Its Operatio

j

SHOFU Dental

+ \n...

ancedp,é
SHQFU Denfal

A

Figures in brackets are the number of dentists (surveyed by Japan

Dental Association).
SHOFU INC.

- Europe (280,000)
~ “\ _v\ /* /

GmbH

“_Russia (100,000)

o

Y%
althcaré Lt \

Products Lid.

Asia excl. Jao;ﬂ—7/ \7

(100,000) mo

. —@ Shiga Shofu Inc.
.~ | @Shokeninc.

—

/< @Promech Inc.
China:-_/'!,"'

SHOFU Dent \
Corporation

Shanghai Shofu Dental Materlals

|
~.
i
-

L-/Jx

Brazil

' @Co,, Ltd.
.Shofu Dental Supplies \ (63,000
@ (Shanghai) Co., Ltd. -'
Y @® Production subsidiaf§
@ Sales subsidiary
OBRICs
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Group Profile @

- Composition — Shofu
- Business

SHOFU INC.

Production
companies

— Manufacture and sale of dental
materials and equipment

2 SHOFU and Its Operatio

Inc. and its 9 subsidiaries

overseas offices

Domestic and

Domestic: 1 branch office,
5 sales offices

Overseas: 1 branch
(Singapore)

Shiga Shofu Inc.

v

Shofu Inc.

Promech Inc.

Shoken Inc.

Advanced Healthcare Ltd.
(UK)

Shanghai Shofu Dental
Materials Co., Ltd.

— |

Transactions with Shofu Inc.

subsidiaries

Sales

Shofu Dental Corporation
(U.s.)

Shofu Dental GmbH
(Germany)

Shofu Dental Products Ltd.

(UK)

Shanghai) Co., Ltd. (China

Inter-subsidiary transactions

Shofu Dental Supplies

46
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2 SHOFU and Its Operatio

-

Product category Metal Chemical products Cements
Type of Artificial teeth Abrasives STEAUEE (resins, impression (dental cements, dental Equipment and appliances
dental treatment materials, waxes) stones and investments)
-Hard resin teeth -Abrasives -Metal -Impression materials, waxes «Dental stones and investments «Foundry machine,
Dentures -Resin teeth -Polishers materials - Denture base materials poly merization apparatus, articulator
-Porcelain teeth -Immediate self-curing resin « Dental engine
- Self-curing acrylic resin, denture liner «Denture cleanser
-Porcelain powder  -Abrasives -Metal -Hard resin for crowns « Luting cement «Foundry machine, furnace
Crown -Polishers materials «Impression materials, waxes « Luting resin cement « Polymerization apparatus, articulator
prostheses - Luting glass - Color meter
ionomer cement « Dental air turbine
-Abrasives - Impression materials, waxes «Filling glass « Photopoly merization apparatus
Fillings and -Polishers « Light-cured ionomer cement
restoration T T composite resin .Denture lining cement
-Bonding materials « Temporary cement
-Polishers « Liquid-ty pe tooth cleaning agent,
plaque disclosing agent
Oral hygiene —_— — —_— —_— -Mouthwash, interdental brush, floss
« Tooth surface cleaner
- Ultrasonic scaler
- Dental laser equipment -Root canal treatment apparatus
Dental digital camera - Materials for prevention and hygiene
« =« « Treatmentinstruments and machines + Dental treatment instruments
- Tooth surface cleaning aid “HiLite” and machines
Others - T T + + « « Tooth whitening products . Laboratory instruments and machines
« Products related to infection prevention

- Tooth whitening products
« Orthodontic equipment

47




2 SHOFU and Its Operations

Sales Chan nels Eigures in ( ) repres-t-a-n-t-;l:\;a percentage of total sales for each sales

gur

e Domestic . ___ ___ ___

Wholesale
(21.2% agents Dealers

channel (Non-consolidated figures as of March 31, 2006).
For China, figures are available only for January - March 2006.

(75.0%) Agents |

SHOFU INC.

O
pd
(V)
) )
3 :
o (3.8%) Orthodontic materials, etc. § S
= -~ : Dental 4
= c treatment o
= ~ Overseas — — — — — — 0 Y and T
_g / N. America,.Latin America, \ § services ©
;) I Europe, China = > I 'ﬁ ]
58.1% Local sales {:1> v e c 5
. il sal £E | £ 8
i—|—) subsidiaries < 3 L b=
= © ©
- c g
| Asia, Oceania o3 | a
! (41.9%) > B 9
y J
~—_ - 7
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2 SHOFU and Its Operations

Catzdory

Metal products Chemical products
(¥13.81 billion) (¥20.19 billion)

Artificial teeth

(¥4.04 billion)
All categories All categories Il
(¥143.6 billion) (¥94.1 billion)
4.0

Abrasives
(¥5.43 billion)

.

Cemept_s Equipment and appliances
(¥13.59 billion) (¥37.07 billion)
Source:

“All categories” represents a market share including “gold-
silver-palladium alloy” and “machines and equipment for
dental clinics.” “All categories II” and other market shares
are figures excluding “gold-silver-palladium alloy” and
“machines and equipment for dental clinics.”

Based on a Survey of Pharmaceutical Industry
Productions (shown by manufacturers’ shipment
value) conducted by the Ministry of Health, Labor
and Welfare (Domestic data, 2004).

Unit: % Figures in ( ) represent market sizes.

SHOFU INC.
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2 Reference: Dentistry Data

Trends of national healthcare expenditures, the percentage of the population aged 65 and over, the
percentage of dental treatment expenditures to total national healthcare expenditures, and the
percentage of manufacturers’ shipment value of pharmaceutical productions to dental treatment
expenditures (1962 - 2004)

55 22
50 @ — @ e e m = 20
I “Percentage of those |
Percentage of dental 1 ercc;n Gage ‘; ose
45 treatment expenditures to aged 65 and over -~ 18
total national healthcare I_ _ (rightscale) _ "
40 expenditures (right scale) 16
35 14
30 N Qoo 12
25 10
20 8
15 M=zt L T e —— 6
National healthcare
10 expenditures (index) _ >/  / ——Jcnidp—ey = 0 — 4
(1962: 1.00) treatg]tent Percentage of manufacturers’ shipment
5 exp(?nndelxu)res ””” value of pharmaceutical productions to - 2
(1962: 1.00) dental treatment expenditures (right scale)
0 0
N < © 0O O N < © 00 O N ¥ © 00 O N & © 0o O N <«
© © © © ~ N~ MMM O DB 0 00D O OO0
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2 Reference: Dentistry Data

~

35,000 -~ -~ - - —— 100,000
Dental treatment expenditures per
dentist (Unit: 1,000 yen/left scale)
30,000 90,000
80,000
25,000
Number of working 70,000
20,000 dentist_s (Unit:
persons/right scale) 60,000
15,000
50,000
Dental treatment expenditures
10,000 (Unit: 100 million yen/left scale)
40,000
5,000 30,000
0 20,000
N < © © O N T © 0 O N ¥ © 0 O N I © © O N <
© ©©o © N~~~ DNMDNMO O 0 0 D0 DN O O O
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General treatment |

522 53.1
50.8 502 51.3 51.1
478 49.2

46.3

309 1303

o 24 282 279 2717 279 71 26.8

183 157 153 15.1 15.2

145 14.6 144 141
o-—0—o0—0—————0—0—0—9

o

Those aged 65 years old and over tend to place less importance
on dental treatment than general medical treatment.

Dental treatment |

379 382 371 370 370 343

32.7

30.5
34T 344

2 Reference: Dentistry Data

~

Unit: %

79 75 73

SHOFU INC.

65 63 62 65 68 64 66 63 60
9% '97 98 '99 ‘00 '01 '02 03 ‘04 ‘9% '97 98 '99 ‘00 '01 '02 '03 '04
—0—0- 14 year olds —0—15-44 year olds —0—45 - 64 year olds —8—065 year olds and over
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2 Reference: Dentistry Data

Trend of Dental Tre

Amount paid by dental health insurance Year-on-year rate
(Combined amount of social insurance and national health insurance) (Unit: %lIright scale)
2,500 and its year-on-year rate (January 1996 - March2006) | =
5
0
-5
2,000
-10
-15
-20
1,500 25
-30
-35
1,000 -40
Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan. Jul. Jan.
'96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06
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2 Reference: Dentistry Data

Year-on-year rate of the amount paid by dental insurance
(Moving average deviation over 12 months) (December 1997 - March 2006)

O . Increase of copayment imposed | ___________
8.0% a r n T . d
! ! ! ! on insurance policyholders
| | | | September 1997  20%
6.0% 3 3 : 3 April 2003 30%

4.0% :
20% -\ R R & e\ A L

0.0% | |

‘ AN | v |
2.0% i 1 1 1 1

— Social insurance !
-6.0% T —— National health insurance
—— Total of social insurance and national health insurance 1

'97/12 '98/6 '98/12 '99/6 '99/12 '00/6 '00/12 '01/6 '01/12 '02/6 '02/12 '03/6 '03/12 '04/6 '04/12 '05/6 '05/12
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Trend of Shipment Value o

Usiry Produciions @

Shipment value Unit: 100 million yen
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I 1 Gold-silver palladium alloy = 2 Unit Others —e—Total
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