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(Lead paragraph)

Although the news of the disaster recovery fund (the third supplementary budget
for the 2011 fiscal year) inappropriately spent on research whaling finally caught
the public’s attention and garnered criticism, the media reported the diverted
allocation as a fund for “obstruction countermeasures (against Sea Shepherd),”
which is not an accurate description of the actual situation. What really happened
was that the money was mostly spent on covering the deficits of research whaling.
Misappropriation aside, this means that whale meat sales still have not improved.

In this issue, we unravel the ICR’s financial statements and the reform proposal
they crafted for securing a new money source.

(Main article)
FY2011-12 Recovery Fund used on First-Come-First-Serve Basis

How the disaster recovery fund, the third supplementary budget for fiscal year
2011, was diverted to cover the expenses of research whaling was widely took up by
the magazine Weekly Post (August 10t Issue) followed by the popular documentary
television program, NHK Special (Aired September 9th).

The fact that there was any news coverage is a welcome change, but it cannot be
praised wholeheartedly; for such an important issue, the media barely mentioned
anything before the third supplementary budget was finalized. For someone like
myself who watched IKAN and Greanpeace first point out the problem of the budget
proposal and then protesting the approval of the budget since last year when the
allocation to research whaling was still uncertain, this can only be frustrating.

Even so, it was still meaningful that, through the media probe, it came into light
how not just the Fisheries Agency and research whaling, but also how other
ministries flocked to the recovery budget and intercepted funds and took advantage
of the post-disaster mess.

The Diet members finally started to take action in October, concluding that the
allocation of the disaster recovery fund to research whaling was a problem, at the
House of Councilors Budget Committee (October 18th) and at the meeting of the
House of Representative Committee on Audit and Oversight of Administration
(October 23rd). Furthermore, a bipartisan group of Diet members organized the
“Disaster Recovery Fund Reclaiming Project” putting together a recommendation
for the fiscal year 2013 budget. It is highly doubtful that these lawmakers have



enough power (or the commitment?) to actually take back the budget already spent.
Recommending “to reclaim the budget” is the best they can do. The outcome of the
disaster recovery fund was first-come-first-served.

Even so, the hard work of some of the Diet members paid off when they won
confirmations from government witnesses at the aforementioned committee
meetings. The witnesses included the director of the Fisheries Agency and the vice
minister of Agriculture, Forestry and the Fisheries. The director of the Agency, Mr.
Motokawa, confirmed that the ICR’s fiscal 2011’s balance will not be in the red but
be close to zero because of the investment from the disaster recovery fund for
research whaling. Another accomplishment was that the stock volume data by
species would now be submitted. Further information on the ICR’s finances was also
strongly requested.

However, the bottom-line of their demand is “the budget be made from general
account.” There is no discussion around the legitimacy of using general accounts for
research whaling.

In deed, there was another injection of the taxpayer’s money into research whaling
this summer from the government’s general fund.

“Profitable Fisheries” Runs on National Expense

Mr. Motokawa commented at a meeting of the House of Representative Committee
on Audit and Oversight of Administration on October 23rd as following, with some
deceitfulness:

“We are planning on streamlining our operation for the next research term. This
includes taking energy and cost-saving measures on vessels and improving value-
added production of the research byproducts. With such management improvement
plan in mind, we are hoping to operate in fiscal 2013 based on the assumption that
we can steer the management back to the point where we do not have to depend on
general funds to cover the deficits and operate.”

This gives the impression that the ICR and Kyodo Senpaku are taking the initiatives
to launch a management improvement plan, but the reality is that this is a necessary
step to cut into the general account budget allocation under a different category.

To explain a little further: The fisheries agency decided to appropriate a “Fisheries
Structural Reform and Comprehensive Project”, or the “Profitable Fisheries,” which
is a subsidy system to support rebuilding fisheries businesses, to Nisshin-maru fleet.
This system was initially designed for funding grants for “fisheries unions and
others chosen by local councils.” On the premise that the business embark on taking
energy-saving measures and downsizing and restructuring, the program subsidizes
expenses (such as fuel and people expenses) with no interest and if the sales of the
catch do not go well, it also covers the deficits. The period for the subsidy is a
maximum of three years.

In order for the ICR and Kyodo Senpaku to use this government subsidy system, the
agency first re-wrote the framework that stipulated the system itself, and then
crafted together an instruction guide dedicated to the ICR/Kyodo Senpaku called
“The Research Whaling Reform Promotion Project” for them to use when applying
for the grant, which they did. On September 28, the subsidy was approved.



So, the ICR can now continue research whaling in the Antarctic Ocean soundly for
the next three years even if the whale meat doesn’t sell at all.
In the past the Profitable Fisheries operated on national subsidy of about ¥4 billion

per year. Now research whaling, with their annual expenditure of over ¥5 billion

creates the possibility that the fishermen who have the more right to apply and be
granted the subsidy, may be pushed aside.

Furthermore, on the ICR’s balance, there are borrowed funds from the Oversea
Fishery Cooperation Foundation (OFCF) and other undisclosed sources amounting
to close to ¥5 billion. The loan from OFCF, an organization under the jurisdiction of
the fisheries agency, comes from the national subsidy; in another words taxpayers’
money. In this fashion, the tax injection to research whaling is only increasing, and
it is clear to anyone as depicted in the chart below:

Increasing Injection of Public Funds
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Figure 1. Increasing national budget injection



Increasing ICR Borrowing
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Figure 2. Increasing ICR’s borrowed funds
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Unraveling the Declining Financial Conditions of the ICR and Kyodo Senpaku

The need for tax injection comes from the slow sales of whale meat, and is not
“because less whales were caught due to obstructions by Sea Shepherd.”

We will unravel the poor sales of whale meat by looking at the document “The
Research Whaling Reform Promotion Project” (hereafter Reform Project) submitted
to obtain the approval for the Profitable Fisheries grant and the ICR’s financial
report for 2010 including the financial statement and the income and expenditure
budget.

In October this year, the ICR finally disclosed its financial statement from its fiscal
year 2010 on its website. Normally it should have been made public in December
2011. Asahi Shimbun was quick to find the data and wrote an article (morning issue,
October 5t) pointing out that the ICR was in the capital deficit of 870 million yen.
Soon after, I also studied the financial statement and learned that not only that their
debt exceeded their assets but also it showed other alarming financial factors and
signs for the declining whale meat sales.

[ will explain the key points in order.

The ICR’s disclosed financial information (Japanese only)
http://www.icrwhale.org/01-F.html

Business Report including financial statements

FY 2009 Business Report including financial statements
FY 2010 Business Report including financial statements

Estimated whale meat volume (t)
Item Amount (JPY) Whale meat at Whale meat at
1184JPY /kg 1500JPY /kg
Accounts receivable (excl.
c byproducts) 553,208,221 467,237 368,805
urrent
Assets | Byproducts(whale meat) 958,980,462 809,950 639,320
JARPN preparation* 1,001,001,875 845,441 667,335
Fixed Accounts receivable (excl.
Assets | byproducts) 1,093,355,789 923,442 728,904
Accounts receivable (incl. byproducts) 2,200,629 1,737,030
Whale meat monetary total including
“JARPN preparation” 3,046,070 2,404,364
Table 1. Whale Meat as Assets from the ICR’ s Inventory of Property (as of
09.30.2012)
*Unit cost of whale meat at 1184JPY/kg is taken from “Profitable Fisheries” reform
project.

*Unit cost of whale meat at 1500JPY/kg is estimated from 2011” s JARPN red meat
auction price.



Slumping Whale Meat Sales Revealed in Current Assets

Please look at the balance sheet and the data on inventory of property. There are
“Accounts Receivable” and “Byproduct” accounts in “Current Assets” (Table 1.) The
former means the payment for the byproduct (whale meat) has not been collected
yet, but it will eventually be received and be allotted to Nisshin-maru’s expenses.
Until 2009, the accounts receivable trended between 2.6 billion and 6.2 billion. Then
in FY2010, it dropped to 0.5 billion. This does not mean that the payments were
collected more readily; it means the whale meat sales slumped. To backup this
assumption, 960 million yen is recorded under the category called “Byproduct.” This
is the unsold whale meat. The volume is unknown. This is the third year whale meat
is recorded in the current assets: in FY2008, the amount was 31.41 million yen, and
in FY2009 it was a little less than 9.5 million yen. Then in FY2010, suddenly whale
meat stock worth close to 1 billion yen appeared. This is the year the Ministry of
Agriculture, Forestry and the Fisheries ordered the early end to whaling for the
term because of the obstruction from Sea Shepherd. For that reason, the whaling
fleets brought back less than half of the volume of whale meat from the previous
year, 670 tons, from the Antarctic Ocean. The whale meat brought back from the
Northwestern Pacific Ocean was also less than the previous year - Yet, there was
still unsold meat. It is clear that the stock is increasing despite the drop in supplies,
when compared with the statistics data from the Survey on Distribution of Frozen
Fisheries Products. Itis also clear that the cause for the poor sales is not “the
obstruction from Sea Shepherd decreasing catch number.”

ICR Fiscal Catch and Fiscal Year-end Whale Meat Inventory
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Figure 3: The ICR’s annual catch number and the whale meat market stock volume
at year-end
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Figure 4: The ICR’s annual whale meat supply and the whale meat market stock
volume at year-end
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Furthermore, when looking at the whale meat production volume by year, it
becomes apparent that in 2011 the volume is not much different from that year
(figure 3 and 4), without the directive for an early withdrawal from the expedition.
The formation of the fleets shows a cut in the number of vessels and crewmembers.
It seems that the research-whaling group is trying to decrease production on its own
accord. (This is mentioned in the reform project as “taking initiatives.” The reform
project will be explained later.)

Figure 5 shows the stock volume versus the volume of whale meat supplies
including meat from stranded whales, imported whale meat, whale meat from
small-type whaling (Baird’s beaked whale, pilot whale and other), and dolphin meat,
in addition to the ICR’s byproduct. The values for 2012 were extrapolated from the
recent data for annual catch. Until 2009, there was a trend that increased supply
was associated with increased stock, but in 2010, the stock volume increased
despite the decrease in supplies.
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Figure 5: The ICR’s whale meat supply volume for domestic market and the stock
volume trend



The amounting unsold meat is a serious issue, but studying the background factors
makes one more aware of how the financial condition of Japanese whaling has
become rather grim.

Actually, the ICR had been making Kyodo Senpaku buy up all the surplus unsold
whale meat in August every year, and recording the byproducts as “sold-out” on the
books. This came into light during the Greenpeace whale meat trial (2009), and it
turned out that Kyodo Senpaku had been buying the surplus meat since around year
2000. Since now the ICR is retaining the meat as their asset, it suggests that Kyodo
Senpaku no longer continues this practice - Why?

Whale Meat’s Poor Sales Performance Seen in “Fixed Assets”

Now, please look at “Other Fixed Assets” in the inventory of property. Here,
“Accounts Receivable” appears again, at a little less than 1.1 billion yen. Thisisa
new account item that was added to the financial statement for the first time, and it
indicates the sales credit that has not been collected and over one year has passed
since the whale meat was sold. This means Kyodo Senpaku has 1.1 billion yen worth
of whale meat that it bought from the ICR at the end of their fiscal year as mentioned
before, and is not being able to cash the products. It is not clear whether Kyodo
Senpaku has uncollected credits after they sold the meat, or they are storing the
products because there are no buyers.

[t is also note-worthy that there is an item called “Allowance for Bad Debts” right
below “Accounts Receivable,” subtracting a half of its amount about 550 million yen
from it. This is the amount they expect “not receivable even after another year.”
Although it could be read as the half that would be collected in one year, according
to tax accountants and certified public accountants, it is written in a way that
suggests that they are forecasting “the full amount (approx. 1.1 billion yen) as not
receivable,” and that “the company is on the brink of bankruptcy if it were a regular
business.”

The expected loss comes from Kyodo Senpaku, so it is logical to think that it does
not have the capital to buy up whale meat like before.

According to the accountants I contacted, accounts receivables at the size of one
billion yen, normally does not all of a sudden pop up under fixed assets unless a
main client goes bankrupt or something of similar magnitude. This then implies the
possibility that the uncollectable credits have been slowly accumulating but the
operations were made viable by repeating research whaling. Then in February 2011,
JARPA was cut short and produced less byproduct, their main source of income, well
below the planned amount. This caused the numbers to not add up, and they gave
up on making adjustments on the book - This is my guess based on the experts’
analyses.

Offering the whale meat at a slashed price to increase the sales is not feasible either,
and the reason is answered in “notes on financial statement,” where it states “the
inventory valuation standards and methods are set by the estimated sellable price.”
It also notes that the whale meat as a current asset is used as a collateral for
borrowing money. For these reasons, they cannot readily lower the price of whale



meat. In addition, it looks like Kyodo Senpaku is providing “something” (most likely
the vessels) to the ICR as a security for a loan to borrow money from a financial
institution.

The only reason the ICR is staying afloat is because it could divert 1.8 billion yen
from the disaster recovery fund to cover the deficits.

What is “JARPN Preparation Cost”?

There are other things happening on their financial statements that were never
observed before. For example, “Suspense Payment” dropped from 1.5 billon yen to
less than 0.4 billion yen, and instead, a new line item called “JARPN Preparation”
appeared with about 1 billion yen allocation.

The literal interpretation of this item is the amount of money spent for the
preparation for the Japanese Whale Research Program under Special Permit in the
Western North Pacific (JARPN) that takes place between May/June to
August/September every year. Until now, this type of cost seemed to fall under
“Suspense Payment” line. There should be a reason for creating a new line item to
take out that cost from the general suspense payment.

My initial suspicion was that the “payment” was made with whale meat (to the
obvious Kyodo Senpaku), but multiple accountants said the possibility for that was
low. In fact, their opinion was that it was more natural to have such a category than
to charge the cost to the suspense payment line. It must be noted, however, that the
accountants work for regular companies and organizations that their responses are
based on the assumption that the ICR’s finances work in much the same way as their
companies/organizations.

How Many Tons of Whale Meat does ICR/Kyodo Senpaku have?

[t is now known that the ICR and Kyodo Senpaku have a large sum of whale meat,
but in terms of the monetary total, it is still uncertain. Therefore the volume is
calculated by using two unit costs in figure 1. According to the reform project they
wrote in order to obtain an approval for the Profitable Fisheries subsidy, the current
unit cost is 1184 yen/kg, and putting this into calculation, the total amount becomes
2200 tons of whale meat, which consists of the amount at the ICR and the amount
recorded as account receivables. Furthermore, the volume becomes more than 1730
tons when calculated by using 1500 yen/kg. This unit cost is determined from the
bidding outcome of the whale meat auction that took place from the end of last year
to this year. If “JARPN Preparation” payment was indeed in whale meat, adding this
volume would make the total 3000 tons and 2400 tons respectively.
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Figure 6. Whale meat stock volume at month-end by city (the top 8 cities)
Source: Survey on Distribution of Frozen Fisheries Products. The Ministry of

Agriculture, Forestry and the Fisheries.

Note: Only the top seven cities were disclosed for 2012 data for the stock volume by city that the
eighth is unknown for this year. Stock volumes recorded in cities under the top eight are below 200
tons.

Now turning the attention to Figure 6, which shows the whale meat stock volume
by city, one can see that about 80% of the stock is currently concentrated in Tokyo.
This disproportionate distribution of meat stock is a result of Nisshin-maru
continuing to use the port in Tokyo for unloading. The sudden increases in stock
volume seen at the end of the month in other cities indicate the fleet stopped there
to unload the whale meat.

Ishinomaki City, the city used as a “pretext” to obtain the disaster recovery budget
allocation for research whaling, had their freezer facilities demolished by the Great
Disaster in March 2011, losing the whole stock - then in August this year the record
shows the volume has risen to 93 tons, or a half of what it was before the disaster.

The stock volume recorded in one city including Tokyo was 200 tons at most
before Nisshin-maru’s unloading. After the fleet drops off a load, it takes about 2
years to return back to the original level.

Before February 2006, the stock volume seen in Tokyo was 100 tons at the
maximum, which makes one to believe that the volume above this level can be
attributed to: the ICR’s “byproduct” stock as their current asset, the “accounts
receivables” that cannot be collected recorded in their fixed asset, and the whale
meat bought by local vendors who cannot sell the products and having them stored
in Tokyo. Some of the whale meat may become the ICR’s fixed asset one year later.



Looking at the inventory volume in Tokyo this July, since the whale meat from
JARPN unloaded this August will be included in the next fiscal year accounting (a
procedure that will be explained later,) the volume is close to 3000 tons. This figure
matches with my calculations mentioned above, and it is why I cannot dismiss my
initial theory so readily.

In any case, it is not incorrect to assume that about 2000 tons of whale meat in cold
storage in Tokyo is the amount that the ICR is unable to cash in.

What the ICR’s Unconventional Accounting Process Showed Us

There are some other things that look peculiar to common accountants, and here is
the list:

Over 70% of the revenue is “byproducts.” It is not common to call the main source
of revenue (products) “byproducts” and they were a little baffled.

It was also “an anomaly” for the ICR to change which fiscal year each of the
quarterly occurring whale research be processed in the middle of their 25-year
history. It was Japanese Whale Research Program under Special Permit in the
Western North Pacific (JARPN) that had the accounting year changed. Under this
program, the research whaling fleets leave in May or June and return in August or
September to discharge the whale meat. The fiscal year for the ICR starts in October
and ends in the following September, so the research carried out in the summer of
2008 that ends in August should be processed in fiscal 2007’s accounting. Instead,
this year, it was handled as the same as the calendar year, and was included in FY
2008’s accounting. From then on, the summer operation is processed in the
following fiscal year. This procedure is another anomaly; since in normal
circumstances it should be included in the finances of the year that it takes place.

A positive interpretation of this change is that it makes sense to decide on the fiscal
year based on the point at which the sales begins after the wholesale price is set,
and not use the point when the whale meat is landed. Even then, it is still puzzling
that they would change the accounting year from the 16t research whaling
operation. It can be that there was a change in the person responsible for their
accounting and the new member preferred a different methodology, but what I
suspect is that the whale meat sales became sluggish; putting the catch haul at the
beginning of the fiscal year gives more leeway for selling off the meat.

As for the breakdown of the 1.8 billion-recovery budget, the financial experts that I
talked to see that it will be used for covering not only the 870 million-deficits, but
also another 1 billion yen (likely for the receivables in fixed asset or for the
shrinkage in the general property) to establish a revolving fund for the next fiscal
year. They all agreed that it was a rather generous treatment from the government.

Even Amakudari Fled from the ICR

Despite the generous treatment from the government, it does not mean they have
money to spare. Fisheries Agency Director Mr. Motokawa said at the meeting of the
House of Representative Committee on Audit and Oversight of Administration that
he instructed the ICR to downsize, with the following specifics: from 2011 June, the



base salary of the employees was cut by 10%, the bonus by 40%, and the salary of
the director by 50% from October.

The ICR Employee Headcount
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Figure 7: The ICR Employee Headcount Trend
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Figure 8: Nisshin-maru Crew Headcount Trend

According to the disclosure document, the annual salary of the director was
12,420,000 yen until then, so the current salary must be 6.21 million yen per year.
The current director is a former researcher named Yoshihiro Fujise, who took over
from Mr. Morimoto (whose final bureaucracy position was the vice director of the
fisheries agency) who retired in November 2010. It appears that Mr. Fujise took
over the task to deal with the financial troubles that were created during



Morimoto’s time. He was what is called Amakudari in Japan, meaning a retired high-
level government official securing an executive position at a public or private sector
he was in charge of. Another Amakudari, a managing director of the ICR at the time,
also retired at the same time as Mr. Morimoto, making the number of Amakudari to
zero. They all fled.

The number of employees decreased to half of the 55 seen in 2002. It cannot be
determined that whether this is only a result of the restructuring they claim, or
some employees are fleeing from a collapsing institution.

The decrease in employee number is also seen in Kyodo Senpaku. The overview of
the company shows there are 30 employees on land, 180 employees on water with
the total of 210 employees, as opposed to 277 employees in around 2006. The staff
on water is also to be reduced to about 160.

The biggest downsizing is seen in the research-whaling flagship, Nisshin-maru. At
the 2011/12-term whale research program in the Antarctic Ocean carried out using
the disaster recovery fund, Nisshin-maru was crewed by less than 100: 99 members.
According to the job posting information that was put out on September 28t of this
year, the crew for Nisshin-maru is scheduled to be 85 members. Compared with the
peak, this is a reduction of 52 members. It is probably safe to assume that the
number of crew directly running the ship cannot be cut back so drastically so this
reduction is made up of the decrease in staff involved with whale meat production.

The Future of Research Whaling Depicted in the Profitable Fisheries

In addition to restructuring, the ICR launched a program to improve the fuel
efficiency by reducing the weight of the vessel, removing detachable structures and
built-in machines. Some will involve a major repair, which requires cutting through
the body of the vessel.

With the vessel’s upgrade, the whale meat production volume is planned to be
2400 tons per year for the next five years. It is noted that this volume was
“determined by applying the latest production volume.” The production volume for
JARPN was 1500 tons in 2011 and 1000 tons in 2011/12 for JARPA. My impression
that these volumes reflected the institution’s policy for production control seemed
to be accurate.

Based on my calculation, the annual consumption volume of whale meat is
currently at about 3000 tons. Taking into consideration the import whale meat from
Iceland, in order to reduce the inventory that never seems to decrease, it is a natural
decision to control new production and try to clear the stocks.

In the reform project, the cause for the surplus of supplies was noted as the
increase in byproduct volume due to the expansion in the scope of research. While
on the other hand, the drop in general consumption and increase in low-end users
were attributed to the global financial crisis in 2008, the cheap imported whale
meat from Iceland started in 2010, and the Great East Japan Earthquake in 2011.
The document separates Sea Shepherd’s obstruction activities from the causes and
it only states “the forced reduction in production volume subsequently ballooned
the production cost.” This is a peculiar comment as there is still a surplus in



supplies despite the “forced reduction.” It is also peculiar that it does not comment
about the debt loans that started in 2001.

When Will Nisshin-Maru Depart?

Initially, there was a media report by Asahi Shimbun that the research whaling in
the Antarctic Ocean for the 2012/13 term could be called off, but due to the request
to continue by the association of Liberal Democratic Party members who promote
whaling, saying that “they would not take part in helping Sea Shepherd achieve its
declaration to keep the next term’s hunt at zero,” they are now carrying out this
term’s expedition, as soon as “the first phase of repair is completed (the Agriculture,
Forestry and Fisheries Minister Gunji, 11.06.2012).” So, it appears that they are
putting on hold the measures to save energy and cost to depart.

With regards to the actual date of the departure, they said “not so different from
other years with the timeframe that would get the fleets to the destination on
schedule,” so it will probably not be earlier than last year (December 6t) or the year
before (December 1st.) It may be close to December 10t the earliest, with the actual
catch starting after the New Years.

One cannot help but to be concerned, however, about whether the repair work
done in phases like theirs would put the crew members’ work and living
environment in jeopardy. Nisshin-maru is a vessel remodeled from a troll ship built
in 1987, and twice there had been fire onboard large enough that the crew pumped
seawater to extinguish it. It is worrisome that they are leaving with a vessel halfway
through its repair work.

It was reported that Sea Shepherd dispatched a protest vessel on November 5th,
There seems to be no end to the Japanese government’s special treatment of the ICR
and their research whaling, and so is the anti-whaling donations made to Sea
Shepherd.



