JAPAN TOBACCO INC.

2-1, Toranomon 2-chome, Minato-ku
Tokyo 105-8422 JAPAN
Phone:03-3582-3111

Contact: Yukiko Seto
General Manager
Media and Investor Relations Division
Japan Tobacco Inc.
Tokyo: +81-3-5572-4292

FOR IMMEDIATE RELEASE

JT Reports Consolidated Interim Financial Results
For the First Fiscal Half that Ended September 30, 2006

TOKYO, October 31, 2006 --- Japan Tobacco Inc. (JT) (TSE: 2914) announced
today its consolidated financial results for the first fiscal half that ended September 30,
2006.

1. Highlights of This Fiscal Half

» JT’s net sales increased 1.3 percent compared to the same period of the
previous year. Operating income increased 7.6 percent and net income grew
21.4 percent compared to the same period last year.

> Net sales for the domestic tobacco business decreased 1.1 percent essentially
due to a decline in sales volume in the domestic tobacco business incurred
through the tobacco excise tax hikes in July 2006. However, operating
income for the business increased 15.6 percent due mainly to an increase in
the unit price and decrease in costs.

» JT’s international tobacco business contlnued its momentum, driven by the
growth of its Global Flagship Brand' (GFB) sales, and achlevmg a net sales
growth of 12.2 percent. Operating income increased 8.0 percent compared to
the same period last year.

» JT management revised its earnings forecasts for the fiscal year ending March
31, 2007. Forecasted operating income for the year ending March 31, 2007
was revised upward from the initial forecast to ¥308.0 billion. This was
mainly due to an increase in unit price in the domestic tobacco market. As a
result, forecasted net income for the year was revised upward to a record high
of ¥206.0 billion. The management maintained their initial forecast of net
sales for the year.

“While the recent excise tax increase has created a challenging operating environment
in Japan, we managed to persevere through an increase in the unit price of our
products,” said Hiroshi Kimura, President and CEO of JT. “Together with the steady
growth of our international tobacco business, we expect to achieve a record high in
operating income and net income for the full fiscal year, marking this as a promising
start to our medium term management plan ‘JT2008.””

! Global Flagship Brands include Camel, Winston, Mild Seven and Salem.
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2. Consolidated Interim Financial Results that Ended September 30, 2006

Units: Billions of Yen

1H 1H Net change
FY03/2006 FY03/2007 (%)
Net sales 2,346.8 2,377.6 1.3
Operating income 165.2 177.8 7.6
Net income 101.0 122.6 21.4
3. Results by Business Segment
> Domestic Tobacco Business
Units: Billions of Yen
1H 1H Net change
FY03/2006° FY03/2007° (%)
Net sales
(billions of yen) 1,751.1 1,731.1 1.1
Operating income
(billions of yen) 116.6 134.8 15.6
Z
Sales volume 991 90.9 83

(billions of cigarettes)

The domestic tobacco sales volume decreased by 8.3 percent, compared to the same

period in the previous year.

This was caused by declining demand in total cigarette

consumption stemming from the tobacco retail price hike in July 2006 as a result of an
increase in tobacco excise taxes. However, operating income for the business increased
15.6 percent due mainly to the increase in the unit price and a decrease in costs.

> International Tobacco Business

Units: Billions of Yen

(billions of cigarettes)

1H 1H Net change
FY03/2006 FY03/2007 (%)

Net sales

(billions of yen) 417.6 468.3 12.2
Operating income

(billions of yen) 36.7 39.7 8.0
Total sales volume
(billions of cigarettes) 104.6 113.7 8.7
GFB sales volume 64.4 02 o1

2 JTI products for the Japan market have been incorporated into the domestic tobacco business since
May 2005. 1H FY03/2006=JT original brands + Marlboro family (April) + JTI products (May -

September)

¥ 1H FY03/2007=JT original brands + JTI products (April - September)

* Sales volume from both the domestic duty free and the “China division” were not incorporated in the
figures above — they totaled 1.7 billion cigarettes for the April — September.
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In the first fiscal half that ended June 30, 2006°, JT’s international tobacco business
continued its growth momentum driven by steady GFB sales volume growth.

GFB sales volume increased 9.1 percent over the same period last year, mainly driven
by the sales growth of Camel in Italy and France; Winston in Spain, Iran, Russia, Italy
and Ukraine; and Mild Seven in Taiwan and Russia.

Despite the transfer of JTI products in the Japan market to JT in May 2005, total sales
volume increased 8.7 percent to 113.7 billion cigarettes over the same period of last
year.

Due to the growth in the volume of cigarette sales, net sales including tax rose 12.2
percent and operating income increased by 8.0 percent compared to the same period
last year.

> Pharmaceutical Business
Units: Billions of Yen

1H 1H Net change
FY03/2006 FY03/2007 (%)
Net sales 25.4 23.0 -9.3
Operating income -1.6 -5.3 -

In this fiscal half, “JTT-552" entered into the clinical trial stage in Japan.

While a one-time sales income through the licensing of a new drug candidate in
preclinical study in Japan to GlaxoSmithKline, the absence of a one-time sales income,
related to the licensing of “JTK-303” to Gilead Sciences in the same period of last
year, had a negative impact on the net sales of the business. In addition, a sales
decrease at Torii also had a negative impact on the business’ net sales.

As a result, net sales for this fiscal half year decreased 9.3 percent, while operating
income posted a ¥5.3 billion loss due mainly to an increase in R&D expenses.

> [Foods Business
Units: Billions of Yen

1H 1H Net change
FY03/2006 FY03/2007 (%)
Net sales 141.0 144.6 2.5
Operating income 3.1 4.3 39.7

Net sales for JT’s foods business grew 2.5 percent in this fiscal half due mainly to the
steady expansion of vending machine sales channels and the strong performance of the
company’s flagship coffee brand, “Roots,” in the beverage business. Also
contributing to the increase was the growth of sales of frozen processed foods in the
processed foods division.

The growth in operating income by 39.7 percent is attributed to the expansion of the
foods business’ business scale and the reduction of fixed costs.

% The results of the international tobacco business from January to June 2006 were incorporated into
JT’s interim consolidated financial results which ended September 30, 2006.
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4. Revised Outlook for the Fiscal Year Ending March 31, 2007 (Consolidated)

JT management updated its forecasts for annual net sales and earnings for the fiscal
year ending March 31, 2007, which was initially issued on April 28, 2006.

Unit: Billions of Yen

Fiscal Year FY03/2007 FY03/2007
- Ended March Initial Revised Difference
(bilfions of yen) 31, 2006 Forecast Forecast (C-A)
Actual(A) (B) (©)
Net sales 4,637.6 4,770.0 4770.0 132.3
Operating income 306.9 270.0 308.0 1.0
Net income 201.5 179.0 206.0 4.4

Please refer to the attached data sheet for additional details regarding the forecasts.

5. Annual Dividend

JT’s annual dividend per share* for the fiscal year ending March 31, 2007, is expected
to be ¥3,600, including ¥1,800 for the first half of the fiscal year. The year-end
dividend is subject to shareholder approval at the ordinary general meeting of
shareholders, which is usually held in June each year.

*Note: Shares of common stock were split five for one on April 1, 2006.

HiH

Japan Tobacco Inc. is the world's third largest international manufacturer of tobacco products. The
company manufactures internationally recognized cigarette brands including Camel, Winston, Mild
Seven and Salem. Since its privatization in 1985, JT has actively diversified its operations into
pharmaceuticals and foods. The company’s net sales were ¥4.637 trillion in the fiscal year ended
March 31, 2006.

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

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

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

1. health concerns relating to the use of tobacco products;

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

litigation in Japan and elsewhere;

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

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

the impact of any acquisitions or similar transactions;

local and global economic conditions; and

fluctuations in foreign exchange rates and the costs of raw materials.

CoNO AW
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1. Breakdown of net sales

Data sheet for 6 months ended Sep 30, 2006

(unit: JPY billion)

5. Amortization relating to major acquisitions

Data Sheet (1)

(unit: JPY billion)

© months © months © months © months Years o Finish
ended ended Change ended ended amortize date
Sep. 2005 Sep. 2006 Sep. 2005 Sep. 2006
Net sales including excise tax 2,346.8 2,377.6 30.7 JT International 17.2 17.2 - -
Domestic tobacco 1,751.1 1,731.1 -19.9 Trademark rights (owned by JT) 14.6 14.6 10| Apr-09
Excluding imported tobacco 1,174.6 1,116.1 -58.4 Patents (owned by JT) 1.9 2.0 8| Apr-07
International tobacco 417.6 468.3 50.7 Goodwill* 0.5 0.5 20 | Mar-25
Net sales excluding excise tax(Excluding imported tobacco) 804.6 808.1 3.5 Japan Beverage
Domestic tobacco 398.4 373.8 -245 |Goodwi|l 0.1 0.3 5| Mar-07|
International tobacco 228.0 256.2 28.1 * Effective from the fiscal year ended Mar. 31, 2002, amortization of goodwill of JT International ceased due to
Pharmaceutical 25.4 23.0 23 the adoption of a new accounting pronouncement by JT International. Since then, the goodwill is subject to
uti . . e being tested for impairment annually. From the fiscal year ended Mar. 31, 2006, amortization of a part of
Foods 141.0 144.6 35 this goodwill allocated to the domestic tobacco business started over 20 years.
Beverages 96.4 98.6 2.1 6.Capital expenditure (unit: JPY billion)
Processed foods 44.6 46.0 1.3 & months & months
ended ended Change
Others 11.6 10.3 -1.3 Sep. 2005 | Sep. 2006
* International tobacco business: Jan-Jun 2006 results Capital expenditures 49.4 44.6 4.7
Domestic tobacco 55.0 23.4 -31.6
2. Leaf tobacco reappraisal profit / loss* (unit: JPY billion) International tobacco 10.8 13.2 24
© months © months :
Pharmaceutical 0.9 1.4 0.5
ended ended Change o
Sep. 2005 | Sep. 2006 Foods 2.0 21 0.1
Leaf tobacco reappraisal profit / loss 1.3 -3.5 -4.9 Others 6.9 4.7 -2.2
* Profit when denoted negative
7. Cash and cash equivalents* (unit: JPY billion)
3. Breakdown of SG&A expenses (unit: JPY billion) As of end of | As of end of
6 months 6 months Mar. 2006 | Sep. 2006 Change
ended ended Change =
Sep. 2005 | Sep. 2006 Cash and cash equivalents 979.6 1,220.5 240.9
SG&A 208.3 281.3 -17.0 * Cash and cash equivalents = cash and deposits + marketable securities
Personnel 76.6 751 14 + securities purchased under repurchase agreements
Advertising and general publicity 11.6 10.0 -1.6 8. Interest-bearing debt* (unit: JPY billion)
Sales promotion 72.0 58.1 -13.9 As of end of | As of end of ch
R&D 18.3 20.4 2.1 Mar. 2006 | Sep. 2006 anee
Depreciation and amortization 26.5 28.3 1.8 Interest-bearing debt 216.6 224.3 7.7
Others 93.1 89.2 -3.9 * Interest-bearing debt = short-term bank loans + bonds + long-term debt
* Personnel expense is the sum of compensation, salaries, allowances, provision for 9. Business data 6 months 6 months
retirement benefit, legal welfare, employee bonuses and accrual of employee bonuses . . ended ended Change
<Domestic tobacco business> Sep. 2005 Sep. 2006
JT sales volume* (billion cigarettes) 99.1 90.9 -8.2
4. EBITDA by business segment* (unit: JPY billion) Total demand (vilion cigarettes) 146.8 139.9 -6.8
& months 6 months JT Market share 67.5% 64.9% - 2.6%pt
ended ended Change -
Sep. 2005 Sep. 2006 JT net sales before tax per 1,000 cigarettes (JPY) 11,684 12,074 390
Consolidated EBITDA 227.6 242.3 14.6 JT net sales after tax per 1,000 cigarettes (JPY) 3,874 3,932 58
Operating income 165.2 177.8 12.5 * Sales volume of domestic duty-free and China division is excluded, which was 1.7billion for 6
Depreciation and amortization 623 64.4 21 months ended Sep. 30, 2006 and 1.6 billion for 6 months ended Sep. 30, 2005, respectively.
Domestic tobacco EBITDA 161.0 174.2 13.2 & months |6 months
o ) . ended ended Change
Operating income 116.6 134.8 18.2 <International tobacco business> Jun. 2005 Jun. 2006
Depreciation and amortization 44.3 39.3 -4.9 Total sales volume (billion cigarettes) 104.6 113.7 9.1
International tobacco EBITDA 47.6 54.7 7.1 GFB sales volume (billion cigarettes) 64.4 70.2 5.9
Operating income 36.7 39.7 29 JPY/USD rate for consolidation (JPY) 106.16 115.73 9.57
Depreciation and amortization 10.8 15.0 4.1
Pharmaceutical EBITDA 0.0 -3.9 -3.9 & months & months
ended ended Change
Operating income -1.6 -5.3 -3.7 <Pharmaceutical business> Sep. 2005 | Sep. 2006
Depreciation and amortization 1.6 1.4 -0.1 Royalty revenue of Viracept (USD million) 25 21 -4
Foods EBITDA 5.8 7.1 1.3 R&D expenses (parent company) (JPY billion) 9.4 10.5 1.0
Operating income 3.1 4.3 1.2
Depreciation and amortization 2.7 2.8 0.1 As of end of | As of end of
Change
Others EBITDA 11.0 10.2 -0.7 <Foods business - Beverage business> Mar. 2006 | Sep. 2006
Operating income 4.0 4.1 0.1 Number of beverage vending machines * 237,000 244,500 7,500
Depreciation and amortization 6.9 6.0 -0.9 JT-owned 40,500 39,000 -1,500
(Reference) (unit:USD million) Combined 61,500 64,500 3,000
International tobacco EBITDA * Beverage vending machines include vending machines for cans and packs, etc. and for cups
518 532 14 owned by other companies and operated by our subsidiary. "JT-owned" vending machines are
(Before royalty payment) M I N . S -
owned by JT. "Combined" vending machines are owned by our subsidiaries or affiliates ,and

*1 EBITDA=operating income + depreciation and amortization®

*2 Depreciation and amortization = depreciation of tangible fixed assets + amortization of
intangible fixed assets + amortization of long-term prepaid expenses + amortization of

goodwill
* International tobacco business: Jan-Jun 2006 results

focus on selling JT brand beverages but also sell non-JT brand beverages.

10. Number of employees’

As of end of | As of end of Change
Mar. 2006 Sep. 2006
Number of employees (consolidated basis) 31,476 31,767 291
Domestic tobacco 11,795 11,640 -155
International tobacco 11,943 12,166 223
Pharmaceutical 1,532 1,593 61
Foods 5,232 5,509 277
Other businesses 604 466 -138
Corporate 370 393 23
Number of employees (parent company) 8,855 9,004 149
Number of employees based on enrollment (parent company) 9,931 10,087 156

* Number of employees is counted at working base, unless otherwise indicated.



Data sheets for 6 months ended Sep 30,2006

1. Consolidated financial outlook for fiscal year ending March 31,
2007 compared to the forecast as of April 2006

Data sheet (2)

2. Consolidated financial outlook for fiscal year ending March 31,

2007 compared to the reults of previous fiscal year

(JPY billion) (JPY billion)
Initial forecast | Revised forecast Change FY 2006/03 Revised forecast Change

Net sales including excise tax 4,770.0 4,770.0 0.0 Net sales including excise tax 4,637.6 4,770.0 132.3
Excluding imported tobacco 3,591.0 3,551.0 -40.0 Excluding imported tobacco 3,476.9 3,551.0 74.0
EBITDA 409.0 444.0 35.0 EBITDA 433.3 444.0 10.6
Operating income 270.0 308.0 38.0 Operating income 306.9 308.0 1.0
Recurring profit 267.0 310.0 43.0 Recurring profit 297.8 310.0 12.1
Net income 179.0 206.0 27.0 Net income 201.5 206.0 4.4
Return on Equity 9.7% 11.2% 1.5%pt] Return on Equity 12.4% 11.2% -1.2%pt
Free Cash Flow* 325.0 354.0 29.0 Free Cash Flow* 145.5 354.0 208.4

*Free Cash Flow is cash flow from operating activities plus cash flow from investing activities

less the items below:

<From cash flow from operating activities>
- Interest received, dividend received and tax implication by deducting the items

(assumption of corporate tax rate: 42!

%)

- Interest paid and the tax implication by deducing the item (assumption of corporate tax

rate: 42%)

<From cash flow from investing activities>
- Purchases of and proceeds from sale of marketable securities
- Purchases of and proceeds from sale of investment securities and others
FCF calculated according to the above adjustment may not be equal to FCF shown on the
above table. The difference comes from purchases of and proceeds from sale of business
investment securities which are included in investment securities on the cash flow statement
but excluded from the adjutment above.

*Free Cash Flow is cash flow from operating activities plus cash flow from investing activities

less the items below:
<From cash flow from operating activities>
- Interest received, dividend received and tax implication by deducting
(assumption of corporate tax rate: 42%)

the items

- Interest paid and the tax implication by deducing the item (assumption of corporate tax

rate: 42%)
<From cash flow from investing activities>
- Purchases of and proceeds from sale of marketable securities

- Purchases of and proceeds from sale of investment securities and others

FCF calculated according to the above adjustment may not be equal to FCF

shown on the

above table. The difference comes from purchases of and proceeds from sale of business
investment securities which are included in investment securities on the cash flow statement

but excluded from the adjutment above.

<R
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(2)

(JPY billion) (JPY billion)
Initial forecast Revised forecast Change FY 2006/03 Revised forecast Change
Capital expenditures 124.0 124.0 0.0 Capital expenditures 98.9 124.0 25.0
Domestic tobacco 73.0 71.0 -2.0 Domestic tobacco 75.0 71.0 -4.0
International tobacco 32.0 32.0 0.0 International tobacco 24.9 32.0 7.0
Pharmaceutical 2.5 3.0 0.5 Pharmaceutical 2.1 3.0 0.8
Foods 5.0 5.0 0.0 Foods 4.5 5.0 0.4
Other businesses 13.5 13.0 -0.5 Other businesses 19.3 13.0 -6.3
Consolidated financial outlook by business segment (JPY billion) Consolidated financial outlook by business segment (JPY billion)
Initial forecast | Revised forecast Change FY 2006/03 Revised forecast Change
Net sales including excise tax 4,770.0 4,770.0 0.0 Net sales including excise tax 4,637.6 4,770.0 132.3
Domestic tobacco 3,390.0 3,430.0 40.0 Domestic tobacco 3,405.2 3,430.0 24.7
Excluding imported tobacco 2,211.0 2,211.0 0.0 Excluding imported tobacco 2,244.5 2,211.0 -33.5
International tobacco 1,030.0 990.0 -40.0 International tobacco 881.1 990.0 108.8
Pharmaceutical 45.5 44.5 -1.0 Pharmaceutical 49.2 44.5 -4.7
Foods 286.0 286.0 0.0 Foods 278.3 286.0 7.6
EBITDA 409.0 444.0 35.0 EBITDA 433.3 444.0 10.6
Domestic tobacco 279.0 313.0 34.0 Domestic tobacco 305.7 313.0 7.2
International tobacco 107.0 109.0 2.0 International tobacco 94.0 109.0 14.9
Pharmaceutical -8.0 -9.5 -1.5 Pharmaceutical -1.8 -9.5 -7.6
Foods 12.0 12.0 0.0 Foods 11.8 12.0 0.1
Operating income 270.0 308.0 38.0 Operating income 306.9 308.0 1.0
Domestic tobacco 191.0 229.0 38.0 Domestic tobacco 220.0 229.0 8.9
International tobacco 76.0 78.0 2.0 International tobacco 71.0 78.0 6.9
Pharmaceutical -11.0 -12.5 -1.5 Pharmaceutical -5.0 -12.5 -7.4
Foods 7.0 7.0 0.0 Foods 6.3 7.0 0.6
eference> <Reference>
Financial outlook of parent company (JPY billion) Financial outlook of parent company (JPY billion)
Initial forecast Revised forecast Change FY 2006/03 Revised forecast Change
Net sales including excise tax 2,340.0 2,340.0 0.0 Net sales including excise tax 2370.6 2340.0 -30.6
Recurring profit 156.0 193.0 37.0 Recurring profit 192.8 193.0 0.1
Net income 103.0 130.0 27.0 Net income 126.2 130.0 3.7
(JPY) (JPY)
Initial forecast | Revised forecast Change FY 2006/03 Revised forecast Change
Dividend per share 3,600 3,600 (0] Dividend per share 16,000 3,600 -12.400
Major assumptions Major assumptions
Domestic tobacco business (billions of cigarettes) (1)Domestic tobacco business (billions of cigarettes)
Initial forecast | Revised forecast Change FY 2006/03 Revised forecast Change
Sales volume 178.0 176.0 -2.0 Sales volume 189.4 176.0 -13.4
Excludes sales of domestic duty-free and China division Excludes sales of domestic duty-free and China division
International tobacco business (billions of cigarettes, USD million, JPY) (2) International tobacco business (billions of cigarettes, USD million, JPY)
Initial forecast Revised forecast Change 2005 Revised forecast Change
Tobal sales volume 238.0 239.0 1.0 Tobal sales volume 220.3 239.0 18.7
\GFB sales volume 147.0 147.0 0.0 \GFB sales volume 133.8 147.0 13.2
JPY/USD rate 115.00 116.00 1.00 JPY/USD rate 110.26 116.00 5.74
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