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1. Consolidated Operating Results of FY 2005 (Apr. 1, 2005 to Mar. 31, 2006)

(1) Consolidated Operating Results (Amounts less than one million yen are omitted)
Operating Change | Ordinary Change
(I\}Letmﬁ?: ?;) C(f;j\;lge Income (%) Income (%)
| (¢ million) (¥ million)
FY 2005 165,697 3.2 9,014 3.7 8,945 0.0
FY 2004 160,565 0.4 8,696 (11.5) 8,943 9.3
Net Income Change
(Loss) (%) EPS (¥ Diluted E.PS. (¥
(¥ million)
FY 2005 6,220 (46.4) 28.33 -
FY 2004 11,603 - 52.44 -
ROE Ordinary Income to Ordinary Income to
(%) Total Assets (%) Net Sales (%)
FY 2005 4.8 4.4 54
FY 2004 9.9 4.6 5.6
Notes:
(1) Equity in income of affiliated companies:
FY 2005: -
FY2004: -

(2) Average number of shares during the period (consolidated):
FY 2005: 218,205,855
FY 2004: 220,317,447
(3) Changes in accounting treatment: Yes
(4) The percentage figures accompanying net sales, operating income, ordinary income and net

income represent year-over-year changes.
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(2) Consolidated Financial Position

Total Assets Shalrzzhu(i)lt;j/ers Equity Ratio Equity per
. o
(¥ million) ¢ million) (%) Share (¥)
FY 2005 212,486 136,318 64.2 628.69
FY 2004 192,405 123,021 63.9 558.65
Note:

Number of sharesissued and outstanding at the end of the period (consolidated):
FY 2005: 216,770,387
FY 2004: 220,122,781

(3) Consolidated Cash Flows

From operating | Frominvesting | From financing Cash and cash
e o - equivalents at
activities activities activities end of period
(¥ million) (¥ million) (¥ million) (¢ million)
FY 2005 5,836 (6,446) 984 5,114
FY 2004 9,340 (8,088) (3,008) 4,577

(4) Scope of Consolidation and Application of the Equity Method

Consolidated subsidiaries: 36
Equity-method non-consolidated subsidiaries: O
Equity-method affiliates: O

(5) Changesin Scope of Consolidation and Application of the Equity Method
Consolidated subsidiaries:

New: 1
Excluded: 1
Equity-method affiliates:
New: 0
Excluded: 0

2. Forecast for FY 2006 Consolidated Operating Results (Apr. 1, 2006 to Mar. 31, 2007)

Net Sales Ordinary Income Net Income

(¥ millions) (¥ millions) (¥ millions)
FY 2006 Interim 83,000 4,100 2,700
FY 2006 Full-year 174,400 10,400 8,400

(Ref.) Projected earnings per share (full-year): ¥38.74

The above projections are based on business conditions as of the publish date of this report.
Actua results could differ from projections due to changes in business conditions and other
factors. For more information on projected results, see pages 14 and 15.



1. The Gunze Group

The following schematic provides an overview of the structure and businesses of the Gunze Group.
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Subsidiaries and Affiliates
(Consolidated Subsidiaries)

Relationships

Parent Lease of
. Capital Business Principal Equity Stake Company
Company Name Location . R i i Remarks
pany (millions) | Segment Business (%) Director Financial | oo nsactions | PTOPertY:
i Aid Plant and
Serving Equipment
Concurrently a
Tohoku Gunze Co., Sagae City, Manufacture of Manufacture Lease of
Yamagata ¥100| Apparel |. 100 Yes No of Gunze
Ltd. innerwear land
Prefecture products
Izumo City, Manufacture of Manufacture |Lease of
Izumo Apparel Ltd. [Shimane ¥5| Apparel |. 100 Yes No of Gunze land and
innerwear -
Prefecture products buildings
. Fukuchiyama Manufacture |Lease of
Fukuchiyama Apparel City, Kyoto ¥5| Apparel Manufacture of 100 Yes No of Gunze land and
Ltd. innerwear -
Prefecture products buildings
Kuravoshi Gunze Co Kurayoshi City, Manufacture of Manufacture |Lease of
Ltd y " |Tottori ¥50| Apparel [ladies' 100 Yes No of Gunze land and
’ Prefecture innerwear products buildings
Dalian Gunze Fashion Manufacture of Manufacture
China ¥704| Apparel |[ladies' 80 Yes No of Gunze No
Garments Co., Ltd. .
innerwear products
Manufacture of Manufacture
Thai Gunze Co., Ltd. |[Thailand BAHT180| Apparel |. 55 Yes No of Gunze No
innerwear
products
. Manufacture
Gunze (Vietnam) Co., Vietnam U.S.$5| Apparel Manufacture of 84 Yes No of Gunze No
Ltd. innerwear
products
Jinan Gunze Apparel Manufacture of Manufacture
Co. Ltd PP China RMB61.735( Apparel |innerwear 50 Yes No of Gunze No
v ' stockings products
. Manufacture
Kyushu Gunze Co., Osaka City ¥200| Apparel Maanfacture of 100 No W0|_'k|ng of Gunze Lease of
Ltd. stockings capital loan land
products
Kakogawa City, Manufacture |Lease of
Hyogo Gunze Co., Hyogo ¥50| Apparel Manufacture of 100 No No of Gunze land and
Ltd. socks -
Prefecture products buildings
Manufacture
P.T. G”f‘ze Socks Indonesia U.S.$10.2| Apparel Manufacture of 95 No No of Gunze No
Indonesia socks
products




Relationships

Parent
. . . . Lease of
. Capital Business Principal Equity Stake Company
Company Name Location . R i i Remarks
pany (millions) | Segment Business (%) Director Financial | 1 - cactions | ProPerys
. Aid Plant and
Serving Equipment
Concurrently quip
Contracted
Gunze Accountin back-office Workin Contracted Lease of
. 9 Osaka City ¥5| Apparel [functions for 100 No . 9 back-office land and
Service Ltd. capital loan . -
Gunze apparel functions buildings
businesses
L . Logistics for |Lease of
Gunze Distribution Osaka City ¥80| Apparel Logls_tlcs/ware- 100 No No Gunze land and
Co., Ltd. housing -
products buildings
Manufacture .
Kokan Gunze Co., Osaka City ¥57] Apparel [|and sale of 100 Yes W°Tk'”9 No Le.ase. of
Ltd. . capital loan buildings
innerwear
Komatsu City, Manufacture
Kaga Gunze Co., Ltd. |Ishikawa ¥30| Apparel |and sale of silk 100 Yes No No No
Prefecture fabrics
Suita City, .
Try-On Co., Ltd. Osaka ¥12| Apparel Purchase and 100 Yes W0|_fk|ng No No
sale of garments capital loan
Prefecture
Chuo Seni Shizai Co Purchase and Workin Sale of Gunze |Lease of
" |0Osaka City ¥50| Apparel [sale of textile 100 Yes . g L
Ltd. . capital loan |products buildings
materials
Tsuyama City, Manufacture |Lease of
Tsuyama Gunze Co., Okayama ¥100( Apparel Mar?ufacture of 100 Yes No of Gunze land and
Ltd. sewing thread -
Prefecture products buildings
Manufacture Manufacture
P.T. Gunze Indonesia |Indonesia U.S.$3.5| Apparel [and sale of 95 Yes No of Gunze No
sewing thread products
Shanghai Gunze Manufacture Manufacture
9 . China RMB34.615( Apparel [and sale of 100 Yes No of Gunze No
Tsuko Seni Co., Ltd. .
sewing thread products
Fukushima Plastics Mo_rlyama City, Functional |Manufacture of Working Manufacture Lease of
Shiga ¥390 . - 100 Yes . of Gunze
Co., Ltd. solutions plastic film capital loan land
Prefecture products




Relationships

Parent
: ; P . Lease of
. Capital Business Principal Equity Stake Company
Company Name Location . - i i Remarks
pany (millions) | Segment Business (%) Director Financial | o cactions | ~oPerw:
i Aid Plant and
Serving Equipment
Concurrently quip
Manufacture Manufacture
Gunze Packaging Osaka City ¥310 Func_tlonal and sale of 100 Yes Worklng and sale of No
Systems Co., Ltd. solutions . capital loan [Gunze
plastic products
products
Isehara City Manufacture &
Gunze Kobunshi Co., Kanagawa ¥300 Func_tlonal sale of_polymer 100 Yes W0fk|ng Sale of Gunze No
Ltd. solutions extrusion based capital loan |products
Prefecture
products
Gunze Plastics &
Engineerin Functional Manufacture 100
g . 9 Belgium EURO12.559 . and sale of Yes No No No *2
Corporation of Europe solutions S 2)
plastic film
N.V.
Gunze Plastics &
Engineerin Functional Manufacture
9 ng U.S.A. U.S.$14.422 . and sale of 100 Yes No No No
Corporation of solutions S
. plastic film
America
Shanghai Gunze Functional Manufacture 58
Extruded Plastic China RMB18.716 solutions and sale of (58) No No No No *2
Products Co., Ltd. plastic film
. . Manufacture Manufacture of
Shanghal _Gunze New China RMB37.970 Func_tlonal and sale of 100 Yes No Gunze No *2
Plastics Film Co., Ltd. solutions e (100)
plastic film products
Shanghai Gunze New Functional Manufacture 93 *1
9 . China RMB26.497 . and sale of Yes No No No
Packaging Co., Ltd. solutions R (93) *2
plastic products
Manufacture &
Kameoka City, Functional assembly of Manufacture of|Lease of
Elma Co., Ltd. Kyoto ¥35 X electronic 100 Yes No Gunze land and
solutions . -
Prefecture functional products buildings
materials
Manufacture &
Gunze Electronics USA. U.S.$3.6 Func_tlonal sale o_f electronic 100 Yes No Sale of Gunze No
U.S.A. Corp. solutions functional products
materials




Relationships

Parent
: ; . : Lease of
. Capital Business Principal Equity Stake Company ) A
Company Name Location (millions) | Segment Business (%) Director Financial | o cactions | ~oPerw: Remarks
i Aid Plant and
Serving Equipment
Concurrently quip
Functional 's\?j: sz:‘igl:trfofic Manufacture &
GGl Technology Ltd. [Hong Kong U.S.$3 solutions functional 83 Yes No sale of Gunze No
. products
materials
. . Ayabe City, . Manufacture of Capital Manufacture of|Lease of
Ayabe Engineering Functional R . .
. Kyoto ¥50 . engineering 100 Yes expenditure [Gunze land and
Plastics Co., Ltd. solutions . o
Prefecture plastics loan products buildings
Construction
L and sale of
Gunze Development Amagasaki City, Lifestyle residential Working Lend-lea§e of |Lease of
Hyogo ¥250 . . 100 No . commercial land and
Co., Ltd. creations properties, capital loan -
Prefecture . property buildings
property leasing
and placement
Tsukashin Town Amagasaki City, Lifestyle Operation of 100
Hyogo ¥20 . commercial No No No No *2
Create Co., Ltd. creations s (100)
Prefecture facilities
Sale of
Amagasaki City, . trees/flowering .
Gunze Green Co., Ltd. [Hyogo ¥110 I;::zzst:g:\z plants, 100 No \clzozra:r?oan No No
Prefecture landscaping P
services
. Operational .
Gunze Sports Co., Ltd.|Osaka City ¥80 Ic_rlzzst?o/:\es management of 100 No \CA;E)EIt(;r?oan No No

sports facilities

Notes:

*1 Newly consolidated company

*2 Figures in parentheses in “Equity Stake” represent the percentage indirectly owned by Gunze Limited. (Gunze Kobunshi Co., Ltd. owns shares in Gunze Plastics &

Engineering Corporation of Europe N.V.; Shanghai Gunze Extruded Plastic Products Co., Ltd.; and Shanghai Gunze New Plastics Film Co., Ltd. Gunze Packaging Systems Co.,
Ltd. owns shares in Shanghai Gunze New Packaging Co., Ltd. Gunze Development Co., Ltd. owns shares in Tsukashin Town Create Co., Ltd.)




2. M anagement Policies

1. Basic Management Policy

In conformance with its “quality first” policy and its commitment to “technology-centered
management,” the Gunze Group promotes customer-focused business operations. In doing so, the
Group lives up to its founding philosophy that underscores a commitment to quality, coexistence,
and a people-oriented approach. Based on this philosophy, Gunze strives to completely fulfill its
social obligations by proactively addressing corporate social responsibility (CSR) issues, while
working hard to develop and offer new products and services that are safer, more comfortable and
more appealing, as well as providing new functionality. In this way, Gunze aims to become a global
company that contributes to the enrichment of people slifestyles.

2. Basic Policy on Distribution of Profits

Returning earnings to shareholders is one of the most important management policies at the Gunze
Group. Accordingly, the Group works to continue providing a stable dividend based on the medium-
to long-term business outlook, with a target payout ratio of approximately 30% on a consolidated
basis. In line with this basic policy, the Gunze Group plans to pay a dividend of ¥10 per share (¥2.5
higher than the previous year) for fiscal 2005. This consists of an ordinary dividend of ¥9.0 and a
commemorative dividend of ¥1.0 for the 110th anniversary of the Company’s founding. At the same
time, the Group aims to boost shareholder value by effectively using retained earnings to strengthen
the Group’ s operating base and support future business development, as well as by taking a flexible
approach in repurchasing treasury stock.

3. Philosophy and Policy Regar ding Reduction in I nvestment Unit

The Gunze Group believes that increasing the liquidity of its shares and encouraging the
participation of more investors in the stock market are both essential for maintaining a proper stock
price for Gunze in the stock market. Regarding a reduction in the investment unit, the Company will
continue to consider and make decisions in this respect based on a broad range of factors while
monitoring stock market trends, changes in the Company’s share price and other factors, from the
standpoint of increasing returns for shareholders.

4. Targeted Performance I ndicators

With the aim of further promoting shareholder-focused management practices, the Gunze Group’'s
main goal has been to achieve areturn on equity (ROE) of 10% or more through measures aimed at
increasing profitability, using capital more productively, and repurchasing treasury stock. To
achieve this goal, the Group uses return on assets (ROA) to gauge the productivity of business
investments in each business division and group company, in a drive to improve both the asset
turnover ratio and profit margin on sales.

5. Medium- and L ong-term Management Strategies

In fiscal 2005, the Gunze Group embarked on its new three-year medium-term management plan
called the “3C10 Plan.” With the slogan “From inspiration: creation. From ambition: fruition. From
dreams. tomorrow’s redlity,” the “3C10 Plan” focuses on four key strategies, namely “business



structure reform,” “business expansion through aggressive management practices,” “corporate brand
loyalty enhancement,” and “human resource development.” The goa is to build a stronger base of
operations and boost the Gunze Group’ s corporate value by promoting growth and efficiency.

* The“3C” inthe“3C10 Plan” stands for “Category Creation for Customers.”
Details regarding each key strategy of the “3C10 Plan” are asfollows:

The first strategy, business structure reform, involves reorganization of business units into three
strategic business segments: apparel (consumer products), functional solutions (industrial products),
and lifestyle creations (services). By promoting highly specialized business operations in each
segment, and empowering each segment with greater authority and responsbility, faster
decision-making and streamlined administrative operations can be achieved. Through these actions,
Gunze strives to maximize performance in each business area. The eventual aim is to develop these
core business segments into three major internal companies.

Second, Gunze is striving for optimal alocation of its corporate resources via a business portfolio
strategy. The strategy categorizes all business fields handled by the Gunze Group into four stages:
focused investment, expansion, cultivation and selective investment, and integration and
restructuring. Based on this approach, Gunze strives to clearly identify sources of high-growth
potential (growth factors) for each business segment and take aggressive approaches to promote
these promising areas, while also expanding operations in China and other markets abroad. Other
measures aimed at business expansion include developing business models to support the creation
of new business categories and raise market competitiveness. This can be achieved by strengthening
apparel sales potentia through a fully established supply chain management (SCM) system, along
with collaboration between the production and sales sectors, and cost structure reform.

Third, to enhance corporate brand loyalty Gunze is promoting a proactive corporate brand strategy
that involves enhancing the presence of its national brands. Technology-centered management
practices are also being accelerated by augmenting the quality assurance system and developing
new production technologies. Active efforts are also concentrated on strengthening CSR practices.

Gunze is also involved with the transformation of its human resource development model through
various measures. These include “Gunze College,” which is designed to foster highly talented
specialists; training programs for corporate executives; and an in-house staff recruitment initiative.

6. Key Management | ssues

Although the Japanese economy is in a gradual recovery trend, the Gunze Group is expected to
continue facing challenges in its business environment, including crude oil and raw material prices
remaining at high rates. To effectively deal with this situation, the Gunze Group will aggressively
promote the creation of new business categories based on the aforementioned “3C10 Plan” and by
maintaining the stance of “quality first” and “technology-centered management” to ensure growth.
The Gunze Group also seeks to build business models according to the characteristics of each
product category so as to minimize losses and inefficiencies in operations. Reinforcement of



Gunze's globa management system is also essential. This will be realized by rebuilding the
overseas sales promotion system, establishing full-fledged technologies and a solid operating base at
overseas dfiliates, and promoting global procurement, production and logistics systems. To
effectively respond to these key issues, it is essential to energize the organization by strengthening
Group-wide initiatives. This requires a transformation of the mindset of individual employees. At
the same time, the Gunze Group will commit itself to promoting well-planned recruiting and
training of talented human resources including those for overseas affiliates. We are also committed
to passing on expert knowledge and skills to future generations, as well as strengthening CSR
activities.

3. Review of Operations and Financial Position

1. Review of Operations

(1) Analysisof Full-Year Results

During the fiscal year ended March 31, 2006, the Japanese economy showed trends of a gradual
recovery due to the general improvement in corporate performance, accompanied by an aggressive
expansion in capital investment and increased exports, aong with robust consumer spending.
However, factors such as crude oil prices, which have hovered at high rates, and the sowdown in
the U.S. economy, remain as matters of concern, along with expanding disparities among various
industries and companies, making the future of the business environment still unclear. Faced with
these challenges, the Gunze Group made aggressive capital investments in high-growth business
fields, while also implementing proactive marketing strategies such as strengthening of
comprehensive approaches for clients and reinforcement of the Gunze brand. Efforts were also
concentrated in developing highly distinguished products and technologies, as well as aggressively
promoting cost reductions. As aresult, the Gunze Group’s consolidated net sales for the year ended
March 31, 2006 amounted to ¥165,697 million (a year-over-year increase of 3.2%). Operating
income grew 3.7% to ¥9,014 million, while ordinary income remained nearly on a par with the
previous year at ¥8,945 million. Consolidated net income was ¥6,220 million, which represents a
decline of 46.4% from the previous year. This decrease was mainly due to an amortization gain of
¥12,420 million arising from unrecognized net actuarial gains related to retirement benefit
obligations, and a ¥6,139 million special loss on revaluation of land posted during the previous year.

Beginning in the present fiscal year, the Gunze Group has reorganized business units into three
strategic business segments: apparel (consumer products), functional solutions (industrial products),
and lifestyle creations (services). This reorganization was aimed to empower each business segment
with greater authority, to enable faster decision-making. Accordingly, business segmentation for
“Segment Information” has been changed.
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(2) Results by Business Segment and Analysis

[Apparél]

Operating income increased 16.7% year over year to ¥5,920 million on arise of 1.3% in net salesto
¥102,126 million.

Men’s and Kids' Wear Company

In men’s innerwear, Gunze promoted a large-scale campaign designed to stimulate demand for
men’s innerwear throughout the year with the catchphrase, “Put on your best undergarments.” This
campaign was intended to improve Gunze brand loyalty among consumers and promote the reform
of Gunze's product portfolio. Aggressive efforts were also concentrated in in-store sales promotions
through the government-initiated “Cool Biz” and “Warm Biz’ campaigns. The positive effects of
these campaigns, combined with extremely high temperatures during summer and the harsh winter
that followed, helped drive sales for seasonal products. The GAIA-category of new innerwear brands
such as Body Wild and YG-X continued to enjoy sales growth. In the “Friendly” category, both
cool-feel and warmth-retention products recorded substantial sales increases compared with the
previous year. However, sales for regularly priced basic white products were dlightly disappointing.
Although basic product sales were duggish in children’s underwear, new innerwear products
preformed strongly, with pied clair enjoying popularity as a standard article. As for sales and
marketing, Gunze proactively implemented comprehensive approaches for leading clients, which
greatly contributed to the sales expansion. Consequently, the Men's and Kids Wear Company
posted an increase in both revenues and profits.

Ladies and Leg Wear Company

In women's innerwear, the Flaty campaign continued into the autumn/winter season following the
spring/summer season. This campaign is designed to aggressively promote products with a
distinctive appeal; i.e., no showing of innerwear lines even under light outerwear. The campaign
was successful in helping drive sales up for the XXX (Kiss, Kiss, Kiss) line of bottoms and the
CFA100 brand of simple innerwear. The Flaty campaign was also combined with promotions of
“Warm Biz” related products, leading to strong sales for cold-protection products. By contrast, basic
products suffered sluggish sales. In lingerie and foundation garments, Tuché, a highly distinguished
brand, continued to perform remarkably following the spring/summer season. However, sales for
Yansoffi, lineno Tsuikyu and fine? (Finequest) were slow. In the stockings category, the Beauty
Shape and Tuché lines of knee-high stockings and socks enjoyed brisk sales, thanks to powerful
sales promotion strategies for separate-type stockings and bottoms. Stylish Pants, a new category
bottom item, recorded impressive saes growth. Still, these positive factors were not enough to offset
asubstantial sales decline in basic pantyhose products. Overal, the Ladies and Leg Wear Company
posted increased profits, albeit with decreased revenues.

Other Textiles

The home casual (pajamas) category posted increased revenues with a dight drop of profits. Main
contributors to this performance included the active building of coordination-oriented sales areas for
such home wear brands as FILA, COMME CI COMME CA and Body Wild. The “Warm and
Comfortable Sleep” campaign for sleepwear also proved successful, creating a positive impact on
the performance of the category. In textile materials, sales for mainstay industrial machine-sewing
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threads suffered a negative impact from the shrinking sewing industry in Japan. Gunze's global
strategy, however, proved productive so that continuously strong sales were achieved outside Japan,
mainly in China and Indonesia, which contributed significantly to business expansion. The new
areas of industrial textile materials for automotive and security applications also performed strongly,
which also helped generate overall increases in revenues and profits.

[Functional Solutions]
Net sales increased 8.6% year over year to ¥53,397 million and operating income rose 4.0% to
¥5,576 million.

Plastic Film Company

Revenues from the OPP film category increased as a result of aggressive efforts to expand sales of
highly differentiated products such as anti-fogging and easy-open packaging film lines. Shrink films
for cold beverage PET bottle labels experienced a delay in picking up sales in Japan due to the
negative impact of low temperatures nation-wide during the second half of the fiscal year. However,
sales advanced steadily in America and Europe, which helped boost overal revenues from shrink
films. Composite nylon films faced increasingly intense market competition in Japan, caused by the
strengthening of manufacturing facilities by its competitors. Exports, however, remained strong,
resulting in an overall increase in composite nylon film revenues. As raw material prices rose on six
occasions mainly for OPP films, Gunze continued to face a challenging situation in terms of
profitability because of its delay in passing on material cost increases to sales prices. Overseas
operations also experienced a drop in profitability, mainly due to issues faced by Gunze Plastics &
Engineering Corporation of America (GPA) and Gunze Plastics & Engineering Corporation of
Europe N.V. (GPE) in the production stage. Countermeasures were taken including technical
assistance from Japan, making these companies well prepared for the recovery of productivity.
Consequently, the Plastic Film Company posted increased revenues, although profits declined.

Engineering Plastics

Sales for main office equipment applications such as photocopiers and printers were generally
robust throughout the year. Sales for fluorocarbon resin thin-walled tubing for fixation rollers
remained nearly the same as the previous year due to inventory adjustments made by users during
the second half of the fiscal year. In contrast, mainstay CA belts (high-performance polyimide resin
belts for color photocopiers and printers) enjoyed impressive sales growth year over year, supported
by such positive factors as increasing release of new models for high-speed color photocopiers and
steady sales expansion of existing models. Overal, the engineering plastics category recorded
year-over-year increases in revenues and profits.

Electronic Components

The touch panel integrated with Gunze proprietary polarizing plate technology enjoyed tremendous
sales growth, developing into a core product. The product also won the “Advanced Display of the
Year 2006” Grand Prize award in the Display Materials and Components category, in recognition of
its excellent technological contribution to the marketplace. This award is given to the most advanced
flat panel display related products released during the year. In terms of applications, orders
increased steadily not only for video equipment and notebook PC applications but also various other
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industrial applications, resulting in increased segment revenues and profits for electronic
components.

Others

Against the backdrop of the upward trend in capital investment by the printing industry supported
by its economic boom, mainstay stacker-bundlers and a new product sheeter enjoyed robust sales.
Reorganization that involved integration of the SOZ Divisions Group with the Machinery Division
also enhanced synergies, resulting in higher profits on machinery compared with the previous year,
despite decreased revenues. The medical materials business recorded overall increases in revenues
and profits. Sales were especially strong for absorbable bone fixation materials (Neofix), absorbable
reinforcement felt (Neovell) and artificial dermis (Pelnac) both in and outside Japan.

[Lifestyle Creations]
Net sales declined 1.5% compared with the previous years to ¥11,790 million, while operating
income decreased 58.2% to ¥533 million.

In the real estate business, Gunze worked hard on the large-scale refurbishment project for the
Tsukashin shopping center. Anticipating the reopening scheduled for the spring of 2006,
construction was in progress while business continued in existing tenant stores. To minimize the
decrease in sales at tenant stores, Gunze also strived to attract a greater number of visitors through
sales promotions and other programs designed to strengthen store sales. Tsukashin Spa Yunokaro (a
large-scale spa located in Tsukashin) also worked hard to attract more customers through the
introduction of a new menu and various events, along with enhanced service. As a result, the
cumulative total of customers visiting Yunokaro reached 1 million, just 20 months after its opening.
Still, overall rea estate revenues and profits declined, heavily impacted by Tsukashin
refurbishment-related expenditures, including compensations for the removal or temporary closing
of tenants.

During the first half of the fisca year, the landscaping and gardening business exhibited strong
performance. This was mainly attributable to the robust sales of trees and flowering plants and
related installations, resulting from the winning of orders for large-scale projects, aong with a
steady increase in gardening revenues. Entering the second half, however, large-scale projects
slowed, dragging down overall revenues and profits.

In sports facility management, business at the newly opened sports club at COMS Sky Garden and
the three public sports centers (with management commissioned to Gunze) advanced steadily. At
existing facilities as well, the development of Gunze proprietary programs specially designed for
senor members, whose numbers are expected to increase in the future, helped maintain and attract a
growing number of new members. These combined factors contributed to overall increases in
revenues and profits from sports facility management.
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Regarding voluntary recall of “Thermo Control” innerwear products with temperature
adjustment function for autumn/winter season

To reconfirm and ensure the safety of innerwear products with “Thermo Control” finish, which
were manufactured and marketed by Gunze for the 2005 autumn/winter season, we have completely
terminated sales and recalled them from stores. Our recall campaign was a sincere response to
consumer claims and complaints regarding the products in question. We are determined to apply the
lessons learned from this experience toward further strengthening our quality control system, so as
to ensure that al our products are safe and dependable for our customers. We ask for your kind
understanding and continued support.

(3) Outlook for FY 2006 and Segmental Projections

Continuing improvements in capital investment and domestic demand are expected to lead to a
gradual expansion of the overall Japanese economy. However, there are various factors of concern,
including the anticipated slowdown of the U.S. and Chinese economy. In Japan, the concerns
include the reduction in temporary tax cuts and growing worries regarding elements of the social
security system, such as the pension plan and health insurance program, which are likely to impact
consumer spending. In view of these situations, the Gunze Group expects its general operating
environment will remain challenging in fiscal 2006, which prevents an overly optimistic view about
the future business outlook. Accordingly, Gunze is determined to proactively implement strategies
of its medium-term management plan, the “3C10 Plan,” with the goa of improving the Group’s
operating results.

In the apparel business, Gunze will work to strengthen store sales promotion by employing effective
merchandising campaigns designed to stimulate the demand for men’'s innerwear and to promote
attractive hip and leg styling. Our goals are to enhance loyalty for the Gunze brand. At the same
time, Gunze will concentrate efforts on developing and promoting “Cool Biz’ and “Warm Biz”
related products. As part of its comprehensive approaches to clients, Gunze will promote product
development that maintains the customer’s point of view, while building new sales areas designed
to enhance customer satisfaction. These approaches are intended to further expand sales. Overseas
strategies will focus on China and am a expanding production facilities, setting up a
logi stics/processing company, and establishing local sales bases.

Activities of focus in the functional solutions business will include development of new products
that set the Gunze Group apart from its competitors and the cultivation of new business areas. In
production, Gunze will spur innovation in production technology including the development of new
materials, while furthering cost reductions. Expansion of sales channels and solidification of
management bases for overseas businesses in America, Europe and Asia are also planned. While
implementing these proactive strategies, Gunze will also strengthen measures to cope with soaring
raw material costs.

In the lifestyle creation business related to real estate development/management, Gunze will

promote efficient management of the new lifestyle regional shopping center, named “ Gunze Town
Center Tsukashin,” and strive to expand sales. With the Grand Opening held on April 29, 2006, this
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shopping center is among the largest in the Hanshin region (the area including Osaka and Kobe). As
for sports facility management, Gunze will work on maintaining or expanding members of existing
clubs, while also opening a number of new clubs to expand business (A new club was opened at
Kurashiki Ivy Square in this April. Another club opening in Nishinomiya is scheduled for June
2006.)

For fiscal 2006 (April 1, 2006 to March 31, 2007), the Gunze Group is forecasting net sales of
¥174,400 million, with operating income of ¥11,000 million, ordinary income of ¥10,400 million
and net income of ¥8,400 million on a consolidated basis.

Forecast by business segment are as follows:
(Millions of yen; amounts less than one million yen are omitted)

Segment Appard Funct?onal Lifes'tyle Eliminations/ Total
Item solutions creations Corporate
Net sales 104,000 57,900 14,100 (1,600) 174,400
FY 2006/FY 2005 (%) 101.8% 108.4% 119.6% 105.3%

2. Financial Position

(1) Assets, Liabilities, Equity and Cash Flows (Fiscal 2005 Overview)

Total assets increased ¥20,080 million compared with the end of the previous fisca year to
¥212,486 million. The main factors increasing total assets were a ¥16,139 million increase in
investments in securities due to the rising market prices for shares owned; and a ¥3,052 million
increase in property, plant and equipment through capital investments centered on the functional
solutions business. Cash and cash equivalents increased ¥537 million from a year earlier as detailed
below.

Total liabilities increased ¥6,631 million compared with the end of the previous fiscal year to
¥74,713 million. Key factors increasing total liabilities included a ¥5,000 million increase in
commercial paper due to increased working capital and discontinuation of the in-house saving
depositsinitiative.

Shareholders equity increased ¥13,297 million compared with the end of the previous fiscal year to
¥136,318 million. This was due to net income of ¥6,220 million, despite the proactive policy of
returning earnings to shareholders with treasury stock purchases amounting to ¥1,866 million and
dividend payments amounting to ¥1,650 million. Other factors increasing shareholders' equity were
a¥9,934 million increase in revaluation difference on other investment securities accompanying the
higher market prices for company-owned stock. The equity ratio increased to 64.2% from 63.9% at
the end of the previousfiscal year.

Net cash provided by operating activities totaed ¥5,836 million, a decrease of ¥3,504 million
compared to the previous fiscal year. The major components of cash flows were income before
income tax and minority interest of ¥11,123 million as well as non-capital items including
depreciation and amortization of ¥6,532 million; and an amortization gain of ¥1,602 million related
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to prior service cost on retirement benefits by transition from an employees pension fund to a
cash-balance plan. Additional factors include a gain of ¥1,382 million from the sale of investment
securities; a decrease of ¥3,253 million in guarantee deposits, and income tax payments amounting
to ¥4,328 million.

Net cash used in investing activities totaled ¥6,446 million, ¥1,642 million less than one year earlier.
This was primarily attributable to payments for purchase of property, plants and equipment
amounting to ¥8,433 million; against proceeds of ¥2,147 million from the sale of investment
securities.

Net cash provided by financing activities was ¥984 million, an increase of ¥3,992 million compared
to the previous fiscal year. This increase was mainly due to an increase of ¥5,029 million in
short-term debt (including commercia paper) against ¥1,651 million spent for dividend payments
and ¥1,866 million for treasury stock purchases.

As aresult, consolidated cash and cash equivalents as of March 31, 2006 were ¥5,114 million, ¥537
million more than at the end of the previous fiscal year.

(2) Cash Flow Indicator Trends

March 31, March 31, March 31, March 31, March 31,
2002 2003 2004 2005 2006

Equity ratio (%) 67.7 68.3 57.8 63.9 64.2
Market-value equity 51.6 55.4 63.3 57.1 81.1
ratio (%)
Debt redemption 11 1.2 2.0 23 37
period (years)
::g est coverage 488 57.4 66.9 34.4 16.7

Notes:

The equity ratio is equa to shareholders' equity divided by total assets.

The market-value equity ratio is equal to market capitalization divided by total assets.

The debt redemption period is equal to interest-bearing liabilities divided by operating cash flow.
Theinterest coverageratio is equal to operating cash flow divided by interest payments.

* All of the above indicators are calculated based on consolidated financial figures.

* Market capitalization is calculated by multiplying the closing share price at the end of the period by the
total number of sharesissued and outstanding at the end of the period (excluding treasury stock).

* Operating cash flow equalsto the total net cash flows from operating activities as stated in the Consolidated
Statements of Cash Flows. Interest-bearing liabilities include all liabilities on which interest is paid, as stated
in the Consolidated Balance Sheets. Interest payments are equal to interest paid as stated in the Consolidated
Statements of Cash Flows.
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3. Businessand Other Risks

The following risks have the potential to impact the Gunze Group’s operating results and financial
conditions. Note that items referring to the future are based on the Gunze Group’s judgment and
assumptions as of the end of the consolidated fiscal year (March 31, 2006).

(1) Quality control

With the policy of “quality first” and commitment to “supply of high-quality products’ remaining
central to its business operations, a strict check system isin place at the Gunze Group to confirm the
safety and quality of products and services that the Group offers. The goal is to continue offering
products and services that are safer, more comfortable and more appealing. Should any quality
problem with materiality that is beyond the Company’s expectations occur, it may heavily and
adversely impact not only the consumer’s evaluation of the product in question but also the
reputation of the entire product offerings of the Gunze Group. The resultant sales drop could have a
negative impact on the Gunze Group’ s operating results and financial conditions.

(2) Changing consumer tastes and preferences

In the apparel business, the Gunze Group is working on the establishment of a solid SCM system
and reform of the product portfolio in order to correctly respond to changing preferences and
demands from consumers. As consumer preferences and demands change very rapidly, incorrect
judgments on market trendsis likely to lead to declining sales and increasing inventory levels. This
in turn could have a significant negative impact on the Gunze Group’'s operating results and
financial conditions.

(3) Unseasonable weather conditions

As the Gunze Group’'s apparel business involves seasonal products, unseasonable weather
conditions such as the unusually cool summer and warm winter could have a significant negative
impact on the Gunze Group’ s operating results and financial conditions.

(4) Raw material price fluctuations

The Gunze Group’s products are manufactured mainly from raw fibers, cotton fibers and plastics,
and the prices of these raw materials can vary according to economic conditions. Accordingly,
soaring raw material priceslead to higher manufacturing costs. Therefore, in circumstances in which
it is impossible to pass on the rising costs in the pricing of final products, the raw materia price
fluctuations could have a significant negative impact on the Gunze Group’s operating results and
financia conditions.

(5) Information management

The Gunze Group handles and thus must manage a large amount of important information including
information on individuas in the course of business operations. The Gunze Group is taking
thorough and strict measures for information management. These measures include carefully
maintaining and strengthening the security of information systems; employee education regarding
information management; and concluding nondisclosure agreements with outsourcing
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contractors/suppliers. However, should leakage or illegal use of important information occur due to
unexpected circumstances, the problem might adversely affect the social reputation of the Gunze
Group and even make the Group liable for damages. Such circumstances could have a negative
impact, in amaterial degree, on the Gunze Group’ s operating results and financial conditions.

(6) Large-scale disasters

The Gunze Group has production facilities and logistics bases throughout Japan. A large-scale
earthquake or other natural disaster therefore may interfere with the acquisition of raw materials,
continuation of production, and supply of products to the marketplace. Accordingly, the occurrence
of such natural phenomena could have a negative impact, in a material degree, on the Gunze
Group’ s operating results and financial conditions.

(7) Overseas business activities

The Gunze Group’s overseas business activities have various intrinsic risks, including natural
disasters, political turmoil, uncertainty in social and economic trends, terrorism, wars, intellectua
property lawsuits, and epidemics such as avian flu in overseas countries and regions. Such problems
could subject the Gunze Group to potential difficulties in continuing business operations, and thus
could have a negative impact on the Gunze Group’ s operating results and financial conditions.

(8) Foreign currency fluctuations

The Gunze Group’s business involves exports and imports denominated in foreign currencies. The
Gunze Group therefore seeks to hedge against exposure to foreign currency fluctuations in ways
such as entering into forward exchange contracts. However, it is impossible to avoid all risks
associated with foreign currency fluctuations, and thus these could have a negative impact, in no
small degree, on the Gunze Group’ s operating results and financial conditions.

(9) Market price fluctuations of stocks, etc.

As part of implementing business activities or business alliances, the Gunze Group holds stocks of
some business associates. A magjority of such stocks are listed on public stock exchanges, thus
conditions of the stock market could have an impact, in no small degree, on the Gunze Group’s
operating results and financial conditions.

(10) Projected benefit obligations

Most companies comprising the Gunze Group employ a defined benefit system for their retirement
plans. Projected benefit obligations are calculated with a discount rate based on the yield of
long-term government bonds, meaning that fluctuations in interest rates may impact projected
benefit obligations. A part of pension assets for the defined benefit system is managed through
shares and other risk-bearing investments. Declines in stock markets therefore could possibly result
in a drop in the return on investment. As a result, long-term interest rate fluctuations and the
worsening of the asset management environment such as dliding share prices could have a
significant negative impact on the Gunze Group’ s operating results and financia conditions.
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4. Consolidated Financial Statements
(1) Consolidated Balance Sheets

(Millions of yen: amounts less than one million yen are omitted)

FY2005 FY2004 Increase
(As of Mar. 31, 2006) (As of Mar. 31, 2005) (Decrease)
Amount Proportion Amount Proportion Amount
(Assets)

I Current assets 86,366 40.6 84,486 43.9 1,880
Cash and cash equivalents 5,114 4,577 537
Trade notes & accounts receivable 38,036 38,074 (37)
Inventories 38,781 38,038 743
Real estate inventories 440 637 (196)
Short-term advances 243 267 (23)
Deferred tax assets 1,520 1,378 141
Other current assets 2,271 1,681 589
Allowance for doubtful accounts (41) (168) 126

Il Fixed assets 126,119 59.4 107,918 56.1 18,200

1. Property, plant and equipment 67,755 64,702 3,052
Buildings and structures 33,798 33,905 (106)
Machinery and equipment 17,575 15,286 2,289
Tools, furniture and fixtures 1,072 1,060 12
Land 12,268 12,361 (92)
Construction in progress 3,039 2,089 950

2. Intangible fixed assets 1,075 1,104 (28)
Other intangible fixed assets 1,075 1,104 (28)

3. Investments and other assets 57,288 42,111 15,176
Investments in securities 48,819 32,679 16,139
Long-term advances 971 898 72
Deferred tax assets 2,514 3,577 (1,063)
Other assets 5,245 5,257 (11)
Allowance for doubtful accounts (263) (301) 38

Total assets 212,486 100.0 192,405 100.0 20,080

19



(Millions of yen: amounts less than one million yen are omitted)

FY2005 FY2004 Increase
(As of Mar. 31, 2006) (As of Mar. 31, 2005) (Decrease)
Amount Proportion Amount Proportion Amount
(Liabilities)

I Current liabilities 46,533 21.9 40,680 21.1 5,853
Notes & accounts payable, trade 12,563 12,987 (423)
Short-term debt 5,201 4,392 808
Commercial paper 10,000 5,000 5,000
Current portion of long-term debt 1,307 400 907
Accrued income taxes 6,620 3,350 3,269
Allowance for employees' bonuses 1,791 1,823 (32)
Other current liabilities 9,050 12,725 (3,675)

Il Long-term liabilities 28,179 13.2 27,401 14.3 777
Long-term debt 407 1,712 (1,305)
Deferred tax liabilities 2,788 4 2,783
Allowance for retirement benefits 14,366 15,565 (1,198)
Allowance for directors' and statutory
auditors' retirement benefits 512 748 (236)
Long-_term deposits & guarantee 10,067 9,230 836
deposits
Other 37 140 (102)

Total liabilities 74,713 35.1 68,081 35.4 6,631
(Minority interests)
Minority interests 1,454 0.7 1,301 0.7 152
(Shareholders' equity)
Common stock 26,071 12.3 26,071 13.5 -
Additional paid-in capital 22,718 10.7 22,669 11.8 49
Retained earnings 71,402 33.6 66,918 34.7 4,484
Revaluation difference on land (825) (0.4) (825) (0.4) -
Net u_n_reallzed gains on other 22,049 10.4 12,115 6.3 9,934
securities
Foreign currency translation
adjustments 260 0.1 (434) (0.2) 694
Treasury stock (5,358) (2.5) (3,492) (1.8) (1,865)
Total shareholders' equity 136,318 64.2 123,021 63.9 13,297
Total I|ab|I|t|Ies, n?lnorlty interests & 212,486 100.0 192,405 100.0 20,080
shareholders' equity
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(2) Consolidated Statements of Income

(Millions of yen: amounts less than one million yen are omitted)

FY2005 FY2004 Increase
(Apr. 2005 - Mar. 2006) (Apr. 2004 - Mar. 2005) (Decrease)

Amount Proportion Amount Proportion Amount Proportion

Net sales 165,697 100.0 160,565 100.0 5,132 3.2
Cost of sales 119,202 71.9 113,799 70.9 5,403 4.7
Gross profit 46,495 28.1 46,766 29.1 (270) (0.6)
Selling, general & administrative expenses 37,481 22.7 38,070 23.7 (589) (2.5)
Operating income 9,014 5.4 8,696 5.4 318 3.7
Non-operating income 1,443 0.9 1,326 0.9 116 8.8
Interest income 101 62
Dividend income 384 345
Rental income 372 203
Exchange gains 83 86
Other 501 629
Non-operating expenses 1,511 0.9 1,079 0.7 432 40.0
Interest expenses 362 274
Rental costs 313 107
Loss on valuation of inventories 209 313
Loss on disposal of inventories 293 68
Other 332 315
Ordinary income 8,945 5.4 8,943 5.6 2 0.0
Extraordinary income 3,730 2.2 15,583 9.7 (11,853) (76.1)
Gain on sale of property, plant & equipment 597 1,557
Gain on sale of investments in securities 1,393 3
Gain on reversal of allowance for doubtful accounts 136 -

Amortization of actuarial gain on

retirement benefits - 12,420

Amortization gain of prior service cost on
retirement benefits by transition from an 1,602 1,602
employees’ pension fund to a cash-balance plan

Extraordinary losses 1,552 0.9 6,868 4.3 (5,315) (77.4)
Loss o_n sale or disposal of property, plant 251 593
& equipment
Loss on valuation of investments in securities 29 22
Loss on valuation of land - 6,139
Amortization of actuarial loss on

. . 547 -
retirement benefits
Loss on valuation of investments and loans

- - 83

to affiliates
Loss on compensation for removal of tenants 490 -
Other 234 29
Income (loss) before income taxes and
minority interests 11,123 6.7 17,658 11.0 (6,535) (37.0)
Income taxes - current 7,589 45 3,828 2.4 3,760 98.2
Income taxes - deferred (2,795) 2.7) 2,086 13 (4,881) -
Minority interests 108 0.1 140 0.1 (32) (22.9)
Net income (loss) 6,220 3.8 11,603 7.2 (5,382) (46.4)
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(3) Consolidated Statements of Retained Earnings

(Millions of yen: amounts less than one million yen are omitted)

FY2005 FY2004
(Apr. 1, 2005 - Mar. 31, 2006) (Apr. 1, 2004 - Mar. 31, 2005)

Amount Amount

(Additional Paid-in Capital)
Balance at beginning of period 22,669 22,716

Increase in additional paid-in capital

1 Gain on sale of treasury stock 0 -

Increase due to merger of consolidated

subsidiaries 49 49 ] )

Decrease in additional paid-in capital

1 Loss on sale of treasury stock - 0

Decrease due to elimination of subsidiaries
from the scope of consolidation

Balance at end of period 22,718 22,669

(Retained Earnings)
Balance at beginning of period 66,918 56,914

Increase in retained earnings

1 Netincome 6,220 11,603
Increase due to inclusion of subsidiaries

within the scope of consolidation 16 14
Increase due to elimination of subsidiaries
s - 6,237 47 11,665
from the scope of consolidation
Decrease in retained earnings
1 Cash dividends 1,650 1,657
2 Bonuses for directors & statutory auditors 46 -
Decrease due to merger of consolidated
3 . 49 -
subsidiaries
4 Decrease due to other appropriations of earnings 6 1,752 4 1,662
Balance at end of period 71,402 66,918
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(4) Consolidated Statements of Cash Flows

(Millions of yen: amounts of less than one million yen are omitted)

FY2005 FY2004
(Apr. 2005 - Mar. 2006) | (Apr. 2004 - Mar. 2005)
Amount Amount

Cash flows from operating activities
1. Income (loss) before income taxes & minority interest 11,123 17,658
2. Depreciation and amortization 6,532 5,705
3. Increase (decrease) in allowance for doubtful accounts (134) 26
4. Increase (decrease) in allowance for retirement benefits (267) (2,059)
5. Interest and dividend income (485) (407)
6. Interest expenses 362 274
7. Loss (gain) on sale or disposal of fixed assets (346) (963)
8. Loss on valuation of land 6,139
9. Loss (gain) on sale of investments in securities (1,382) 12
10. Loss on valuation of investments in securities and other assets 17 6
11. Amortization loss (gain) of prior service cost on retirement benefits by (1,602) (1,602)

transition from an employees' pension fund to a cash-balance plan
12. Amortization of actuarial loss (gain) on retirement benefits 547 (12,420)
13. Loss on investments and loans to affiliates 83
14. Other losses (gains) (113) (103)
15. Decrease (increase) in notes and accounts receivable 244 (2,011)
16. Decrease (increase) in inventories (225) (981)
17. Decrease (increase) in other current assets (646) (233)
18. Increase (decrease) in notes and accounts payable (709) 567
19. Increase (decrease) in guarantee deposits (3,253) (586)
20. Increase (decrease) in other current liabilities 417 341
21. Directors' and statutory auditors' bonuses paid (46)

Subtotal 10,029 10,444
22. Interest and dividends received 489 407
23. Interest paid (353) (271)
24. Income taxes paid (4,328) (1,239)
Net cash provided by (used in) operating activities 5,836 9,340

Cash flows from investing activities
1. Payments for purchase of property, plant & equipment (8,433) (9,529)
2. Proceeds from sale of property, plant & equipment 799 2,131
3. Payments for disposition of property, plant & equipment (74) (194)
4. Payments for purchase of investments in securities (480) (29)
5. Proceeds from sale of investments in securities 2,147 11
6. Net decrease (increase) in advances 41 80
7. Other, net (446) (558)
Net cash provided by (used in) investing activities (6,446) (8,088)

Cash flows from financing activities
1. Increase (decrease) in short-term debt, net 5,029 357
2. Repayment of long-term debt (400) (1,235)
3. Cash dividends paid (1,651) (1,658)
4. Purchase of treasury stock (1,866) (450)
5. Other, net (126) (22)
Net cash provided by (used in) financing activities 984 (3,008)
Effect of exchange rate changes on cash & cash equivalents 105 (14)
Net increase (decrease) in cash and cash equivalents 480 (1,770)
Cash and cash equivalents at beginning of period 4,577 6,248
Cash & cash equivalents of newly consolidated subsidiaries 56 99
Cash and cash equivalents at end of period 5114 4577
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Significant Accounting Policies Used in Preparation of Consolidated Financial Statements

1. Scope of Consolidation

The Gunze Group (the “Group”) consists of Gunze Limited (the “Company”) and 36 consolidated
subsidiaries. Maor companies are listed in the sections of this report titled “1. The Gunze Group”
and “ Subsidiaries and Affiliates.” During the fiscal year, Shanghai Gunze New Packaging Co., Ltd.
was included, and Shiga Film Co., Ltd. was excluded from the scope of consolidation.

All 22 non-consolidated subsidiaries, which include Fukushima Gravure Co., Ltd. and other
companies, conduct operations that are relatively small in scale and consequently had an immaterial
effect on the Group's financia performance for the fisca year. The Company deems these
subsidiaries to be of minor importance in terms of earnings levels, their standing within the Group,
and other factors. They are therefore excluded from the scope of consolidation.

2. Application of Equity-Method Accounting

The equity method of accounting has not been applied for investments in the 22 non-consolidated
subsidiaries and five affiliates, including Chongbang Gunze Co., Ltd., because the effect on
consolidated performance would not be material from the standpoint of net income (loss) or retained
earnings (in proportion to Gunze's equity holding in these companies), and these affiliates are of
minor importance as awhole.

3. Business Yearsof Consolidated Subsidiaries

The 14 overseas consolidated subsidiaries fiscal year balance date is December 31. In the
preparation of the consolidated financial statements, the financial statements of these companies as
of December 31 are employed and adjustments have been made on a consolidated basi s as necessary
regarding any significant transactions occurring between the end of the fisca year of these
companies and the end of the consolidated fiscal year.

4. Accounting Standards and Treatment

(1) Methodsfor Valuation of Inventories

Finished products, goods and raw materias are stated principaly at the lower of cost or market
determined by the moving-average method; work in process and supplies principaly at cost
determined by the moving-average method; and machinery in process and real estate inventories at
cost determined by the identified-cost method.

(2) Methodsfor Valuation of Other Marketable Securities

Other securities with fair market value are stated at fair market value, determined by the market
price as of March 31, 2006 and other factors. Unrealized gains and losses on these securities are
fully capitalized and reported as a separate component of shareholders equity and the cost of
securities sold is determined by the moving-average method. Other securities with no fair market
value are stated at cost determined by the moving-average method.
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(3) Methods for Valuation of Derivatives
Derivatives are stated at fair market value.

(4) Methods for Depreciating and Amortizing | mportant Assets

A. Property, plant and equipment

The Company and its domestic consolidated subsidiaries principally use the declining-balance
method. Buildings purchased since April 1, 1998 (excluding those facilities attached to buildings)
are depreciated using the straight-line method. Overseas consolidated subsidiaries depreciate their
property, plant and equipment by the straight-line method.

B. Intangible fixed assets
Intangible fixed assets are amortized using the straight-line method. Software used in-house is
amortized using the straight-line method over a useful life of five years.

(5) Accounting for Allowances

A. Allowance for doubtful accounts

The Company and its domestic consolidated subsidiaries provide an alowance for doubtful
accounts for possible losses arising from default on accounts receivable. The allowance is made up
of two components. the estimated uncollectible amounts for specific claims where there is an
acknowledged credit risk based on an assessment of the likely recoverable monies on an individual
assessment of each account, and a general reserve calculated based on historical default rates.
Possible losses at overseas consolidated subsidiaries are accounted for based on customers asset
portfolios and other factors.

B. Allowance for employees bonuses
The Company and its domestic consolidated subsidiaries provide an alowance for employees
bonuses to adequately cover estimated payments of such bonuses for the applicable period.

C. Allowancefor retirement benefits

The Company and its domestic consolidated subsidiaries provide an allowance for retirement
benefits to adequately cover the retirement costs of employees. The alowance is determined as of
the end of the fiscal year on the basis of projected benefit obligations and plan assets at the fiscal
year balance sheet date. In the first fiscal year of application, the Company recognized the
temporary amortization of transitional obligations arising from the adoption of new accounting
standards for retirement benefits through the contribution of securities to an employee retirement
benefit trust. The transitional obligation was recognized as a lump-sum amortization by the
consolidated subsidiaries. Prior service costs are accounted for by the straight-line method over a
fixed number of years (5 to 10 years), based on the average number of years of employee service
remaining at the time incurred. Actuaria gains and losses are expensed in the fiscal year following
the year in which such differences are incurred.
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D. Allowance for directors retirement bonuses
The Company provides an allowance for directors retirement bonuses, in accordance with internal
regulations, to adequately cover payments of such bonuses at the end of the applicable period.

(6) Trandation of Foreign Currencies

Monetary receivables and payables denominated in foreign currencies were trandated into Japanese
yen at the spot exchange rates at the fiscal year balance sheet date and the resulting exchange gain
and loss were charged to income. Assets and liabilities, and revenues and expenses of overseas
subsidiaries (except for Dalian Gunze Fashion Garments Co., Ltd.) were trandated into Japanese
yen at the spot exchange rates at the consolidated fiscal year balance sheet date, with trandation
differences listed under minority interests and reported in shareholders equity as foreign currency
trandlation adjustments.

(7) Accounting for Leases
Finance leases, other than those that are deemed to transfer ownership of the leased assets to the
lessees, are principally treated in the same way as ordinary operating leases for accounting purposes.

(8) Hedge Accounting

The Company enters into forward exchange contracts as a hedge against exposure to foreign
currency fluctuations within the scope of anticipated import-export transactions denominated in
foreign currencies. Deferred hedge accounting is used in principle. Foreign exchange contracts are
allocated to specific foreign currency denominated receivables and payables when conditions for
using the allocation method are met. The Company undertakes forward exchange contracts for
import-export transactions in accordance with regulations on the scope of authority to execute such
transactions and set transaction limits.

(9) Accounting Treatment of Consumption Tax
Financial statements are prepared exclusive of consumption tax.

5. Valuation of Assetsand Liabilitiesat Consolidated Subsidiaries
All assets and liabilities held by consolidated subsidiaries are stated at fair market value.

6. Retained Earnings
Consolidated statements of retained earnings are based on actual retained earnings determined to be
available at consolidated subsidiaries during the consolidated fiscal year.

7. Scope of Cash and Cash Equivalentsin the Statements of Cash Flows

Cash and cash equivalents in the consolidated statements of cash flows comprise cash on hand,
demand deposits, and highly liquid short-term investments with maturities of less than three months
that can be readily converted into cash and carry little risk of fluctuation in value.
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Changesin Accounting Policies

Accounting for retirement benefits

Partial amendments to accounting standards for retirement benefits (Corporate Accounting
Standards No. 3) established on March 16, 2005, along with a set of practical guidelines for
adopting the revised standards (Guidelines No. 7) issued on the same day recently became effective.
Accordingly, Gunze adopted the said standards and guidelines for the fiscal year under review,
which in turn resulted in a¥49 million increase in income before income taxes and minority interest.

Notes
Notesto Consolidated Balance Sheets

(Millions of yen; amounts less than one million yen are omitted)

FY 2005 FY 2004
(Asof Mar. 31, 2006) (Asof Mar. 31, 2005)
1. Accumulated depreciation on property, 121,972 118,822
plant and equipment
2. Collateral and obligations collateralized:
Assets pledged as collateral
Property, plant and equipment 2 2
Investment securities with 112 71
market value
Total 115 74
Obligations collateralized by the
above
Short-term debt 7 6
Deposits 54 64
Tota 62 70
3. Loan guarantees 795 1,118
(incl. other similar guarantor obligations)
4. Shares of non-consolidated subsidiaries and &ffiliates
Investment securities with market 1,261 1,191
value (shares)
Others (investments) 1,449 759

5. Consolidated subsidiary Gunze Development Co., Ltd. revalued land held for commercial purposes in
accordance with Law No. 34, “Law concerning Land Revaluation” (enacted on March 31, 1998). As a resullt,
Gunze recorded an item for the revaluation difference of land under shareholders’ equity.

Revaluation method:

Gunze Development computed the value of the land based on the method prescribed by the Director General of the
National Tax Administration Agency, with rational adjustments. This method is based on calculations of land
value for the purpose of land value tax, as stipulated by Article 16 of the Land Vaue Tax Law (enacted as Law No.
69 in 1991), which is specified by Article 2-4 of the Enforcement Ordinance No. 119, enacted on March 31, 1998
pertaining to the Law.

Revaluation date: March 31, 2000
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Difference between the book value after revaluation and market price as of March 31, 2006 of the revalued land
(as defined by Article 10 of the Law): ¥(467) million
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