I Financial Section

THE JAPAN STEEL WORKS, LTD.

Six-Year Summary
Years ended March 31

Millions of Yen

Consolidated 2007 2006 2005 2004 2003 2002

Netsales .......coooviviiiii... ¥207,138 ¥173,353 ¥158,274 ¥136,309 ¥134,268 ¥131,976
Netincome ...........ccovvin.. 12,515 6,586 3,284 2,000 831 756
Totalassets ..ot 232,444 196,656 184,683 180,019 173,772 183,523
Totalnetassets ................. 75,621 66,039 58,075 54,689 51,025 50,741

Amounts per share (yen):
Netincome ................... ¥33.71 ¥17.57 ¥8.70 ¥5.39 ¥2.23 ¥2.03

|
Millions of Yen

Non-Consolidated 2007 2006 2005 2004 2003 2002

Netsales ..........cccveviin... ¥177,493 ¥145,555 ¥129,948 ¥114,272 ¥115,137 ¥116,380
Netincome .........covvivn... 12,233 6,026 2,429 1,392 607 371
Totalassets ....ooovveiiiiiiin.. 215,693 180,734 168,808 168,571 161,869 173,200
Totalnetassets ................. 69,907 60,602 52,899 50,810 47,570 47,389

Amounts per share (yen):

Netincome ................... ¥32.95 ¥16.07 ¥6.39 ¥3.75 ¥1.64 ¥1.00
Cash dividends applicable to
theyear ...................... ¥9.00 ¥5.00 ¥3.00 ¥2.00 — —
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I Financial Performance (Consolidated)

Operating Results I

1. Net Sales

3. Net Income

We achieved net sales of ¥207,138 million (US$1,755
million), up ¥33,785 million, or 19.5%, from the previous
year. This increase in sales is attributable to dramatic rises
in both domestic sales and exports by the Steel Products
Business and the Machinery Products Business.

2. Operating Income

Operating income increased ¥11,802 million, or 91.7%, to
¥24,678 million (US$209 million) in line with a rise in
gross profit. We achieved an operating margin* of 11.9%,
an improvement of 4.5 percentage points.

*Operating margin: Ratio of operating income to sales

Net income rose by ¥5,929 million, or 90.0%, to ¥12,515
million (US$106 million). This took earnings per share to
¥33.71, up from ¥17.57 for the previous year.

4. Overseas sales

Sales in East Asia increased by 15% from the previous year
to ¥41,448 million (US$351 million). In North America,
sales fell 4% to ¥6,630 million (US$56 million), while in
other regions, sales rose 67% to ¥37,842 million (US$321
million). Total overseas sales grew 31% year-on-year to
¥85,921 million (US$728 million), accounting for 42% of
the Company’s total sales on a consolidated basis.

Cash Flow I

Cash and cash equivalents stood at ¥27,472 million
(US$233 million) at the reporting term-end, up ¥9,293
million year-on-year after the elimination of non-cash
components. This substantial cash inflow was the
combined result of: 1) income before income taxes and
minority interests of ¥22,235 million (compared with
¥11,223 million for the previous term) and 2) a surplus
which resulted from more efficient employment of working
capital, which more than offset increased capital
expenditures to enhance production efficiency, and the
repayment of a portion of interest-bearing debt.

Operating Income

Overseas Sales

Cash Flow from Operating Activities

Net cash provided by operating activities amounted to
¥35,630 million (US$302 million), up from ¥5,854
million for the previous year. This was due to the posting of
¥22,235 million in income before income taxes and
minority interests, as well as depreciation costs and
amortization costs of ¥4,691 million, and a decrease in
working capital (mainly due to the receipt of advances
received for products) which outweighed income taxes paid
and a rise in working capital to boost production in line
with an increase in sales.

Net Cash Provided by Operating Activities
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Net Cash used in Investment Activities

Cash Flow used in Financing Activities

Net cash used in investment activities amounted to ¥9,599
million (US$81 million), compared with ¥6,534 million
for the previous year. This was primarily due to an outlay
of ¥6,497 million in the acquisition of new, cutting-edge
facilities to increase production efficiency.

Net cash used in financing activities totaled ¥16,750
million (US$142 million), up from ¥5,307 million in the
previous year. This was due largely to an expenditure of
¥14,877 million for the repayment of long- and short-term
loans and corporate bonds issued by subsidiaries, and also
the payment of dividends to shareholders.

Financial Position I

Total assets as of the end of March 2007 came to ¥232,444
million (US$1,969 million), up ¥35,788 million, or
18.2%, from the previous term-end. This was due to an
increase in current assets as a result of a growth in trade
receivables and inventory assets. This, in turn, stemmed
from increased orders, as well as a higher book value of
property, plant and equipment for the Steel Products

Business.
Net Assets
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Liabilities stood at ¥156,823 million (US$1,328
million), up ¥26,207 million, or 20.1%, from the previous
term-end. A rise in advances received for products, trade
payables, and other current liabilities accompanied an
increase in orders and sales. Interest-bearing debt
decreased by ¥14,877 million to ¥32,076 million (US$272
million). Net assets totaled ¥75,621 million (US$641
million) for the term.
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THE JAPAN STEEL WORKS, LTD. AND CONSOLIDATED SUBSIDIARIES

Consolidated Balance Sheets
March 31, 2007 and 2006

Millions of Yen

Thousands of
U.S. Dollars (Note 3)

ASSETS 2007 2006 2007
Current assets:
Cash on hand and in banks (Note 11) .......ccooiiiiiiiiiii e, ¥ 27,881 ¥ 18,572 $ 236,180
Notes and accounts receivable:
Unconsolidated subsidiaries and affiliates ......................... 329 374 2,787
TradE e 53,448 45,398 452,757
OB e 804 602 6,811
Less allowance for doubtful accounts ...............coooviiiien. (305) (266) (2,584)
Inventories (NOTE 4) ... e 58,228 50,583 493,249
Deferred tax assets (Note 12) ... 3,631 2,998 30,758
Other CUIMTENt @SSeTS .. vttt e 3,757 3,838 31,825
Total current assets ..ot 147,774 122,100 1,251,792
Property, plant and equipment (Notes 5, 6 and 8):
AN o 10,154 9,697 86,014
Buildings and StruCtures ........oovvii i 62,424 60,311 528,793
Machinery and equipment ... ... 79,767 75,105 675,705
CONStrUCHION IN PrOGIESS .ttt ittt 1,907 1,219 16,154
154,254 146,333 1,306,684
Less accumulated depreciation ............coviiiiiiiiiii i, (95,611) (93,229) (809,920)
Property, plant and equipment, net.......................... 58,642 53,103 496,756
Intangible assets ..................... 1,578 1,444 13,367
Investments, long-term loans and other assets:
Investments in unconsolidated subsidiaries and affiliates ................... 888 861 7,522
Investment securities (Note 15). ... 17,283 14,664 146,404
Other long-term loans receivable. . ..........c.ooviiiiiiane, 63 = 534
Deferred tax assets (Note 12) ... 1,368 1,185 11,588
(@1 1= 1STT=Y £ 4,982 3,527 42,202
Less allowance for doubtful accounts ... (137) (231) (1,161)
Total investments, long-term loans and other assets 24,449 20,007 207,107
Total @SSets .......o.ooieeei ¥232,444 ¥196,656 $1,969,030

The accompanying notes are an integral part of these statements.




Thousands of

Millions of Yen U.S. Dollars (Note 3)
LIABILITIES AND NET ASSETS 2007 2006 2007
Current liabilities:
Short-term bank loans (Note 8) ... ..ot ¥ 6,611 ¥ 12,822 $ 56,002
Current portion of long-term debt (Note 8) .........ccooviiiiiiiiii i 7,091 7,181 60,068
Notes and accounts payable:
Unconsolidated subsidiaries and affiliates ...l 143 89 1,211
1= 0o L= 49,389 41,607 418,374
()11 4,727 1,688 40,042
Advances received for ProductS ......ovviiii i 29,405 10,388 249,089
ACCIUBA BXPENSES .\ttt ettt et et et et 11,983 8,710 101,508
Deferred tax liabilities (NOte 12) ... — 1 —
Accrued income taxes (NOte 12) ... 7,317 3,446 61,982
Other current lilabilities ... 5,209 3,541 44,125
Total current liabilitieS. .. ..o 121,877 89,478 1,032,418
Long-term liabilities:
Long-term debt (NOtE 8)....vvuv e 18,374 26,950 155,646
Accrued retirement benefits (Note 14):
EMPDIOYEES . 4,559 3,275 38,619
Directors and corporate auditors. ........ovuuii i 237 443 2,008
Deferred tax liabilities (NOt€ 12) . ..ovivi i 4,044 4,040 34,257
Other long-term liabilities .......covvi i e 7,728 6,427 65,464
Total long-term liabilities. .. ... 34,945 41,137 296,019
Net assets
Shareholders’ equity (Notes 17 and 18):
Common stock:
Authorized — 1,000,000,000 shares
Issued — 371,463,036 shares in 2007 and 2006..........covvvvveiinennnns 19,694 19,694 166,828
Capital SUMPIUS .t 5,422 5,422 45,930
Retained earmings. .. ... oo 46,019 35,469 389,826
Treasury stock, at cost (190,337 shares in 2007 and
156,861 Shares in 2008) ....vvvriieiii et (59) (28) (500)
Total shareholders’ equity ... 71,077 60,557 602,092
Valuation, translation adjustments and other:
Net unrealized gain on investment securities .............cooooiii i 5,808 5,433 49,199
Loss on deferred NEAGES ... .. e ettt (1,364) — (11,554)
Translation adjusStments ... ... e (118) (137) (1,000)
Total valuation, translation adjustments and other.................. 4,325 5,295 36,637
Minority interests ... 218 186 1,847
Totalnetassets ................c i 75,621 66,039 640,584

Total liabilitiesand netassets ..............................oo ¥232,444 ¥196,656 $1,969,030
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THE JAPAN STEEL WORKS, LTD. AND CONSOLIDATED SUBSIDIARIES

Consolidated Statements of Income
For the years ended March 31, 2007 and 2006

Millions of Yen

Thousands of
U.S. Dollars (Note 3)

2007 2006 2007
Netsales ...........cooiiiiiiii ¥207,138 ¥173,353 $1,754,663
Costof sales (NOte 13) ... ..o s 156,545 136,335 1,326,091
GrOSS PrOfit ettt 50,592 37,018 428,564
Selling, general and administrative expenses (Note 13) .................. 25,914 24,141 219,517
OpPEratiNng INCOME ... ..t 24,678 12,876 209,047
Other income (expenses):
Interest and dividend INCOME . ... it 230 149 1,948
INtEreSt BXPENSE ..\t (633) (843) (5,362)
Other, Net (NOTE O) .ottt (2,040) (959) (17,281)
(2,443) (1,653) (20,695)
Income before income taxes and minority interests...................... 22,235 11,223 188,352
Income taxes (Note 12):
(O T 9,761 4,406 82,685
D=1 =T (63) 130 (534)
Minority interests in net income of consolidated subsidiaries ............. 21 99 178
Netincome (NOte 19) ... . o i e ¥ 12,515 ¥ 6,586 $ 106,014

The accompanying notes are an integral part of these statements.




THE JAPAN STEEL WORKS, LTD. AND CONSOLIDATED SUBSIDIARIES

Consolidated Statements of Changes in Net Assets

For the years ended March 31, 2007 and 2006

Millions of Yen

Number of Net unrealized va?t-gt?:)n,
shares of Treasury Total gain on Loss on translation
common stock  common Capital Retained stock, shareholders’  investment deferred Translation  adjustments Minority Total net
(Thousands) stock surplus eamnings at cost equity securities hedges adjustments  and other interests assets
Balance at March 31, 2005....... 371,463 ¥19,694  ¥5421 ¥30,053  ¥(14) ¥55,164  ¥2,539 ¥— ¥(232) ¥2307  ¥614 ¥58,075
NetinCome .....cvvvvviiiiiiiee 6,586 6,586 6,586
Cash dividends paid............... (1,114) (1,114) (1,114)
Bonuses to directors and
corporate auditors................ (55) (55) (55)
Purchases of treasury stock ... (13) (13) (13)
Sales of treasury stock........... 0 0 0 0
Unrealized holding gain on
SECUNMMIES ...vvvveveviiieiciici — 2,893 2,893 2,893
Translation adjustments ......... — 94 94 94
Minority interests .........coccevee = (427) (427)
Balance at March 31, 2006....... 371463 ¥19,694 ¥5422 V35469 Y(28)  ¥60,557 Y5433  Y— ¥(137)  ¥5295 ¥186  ¥66,039
Millions of Yen
Total
Number of Net unrealized valuation,
shares of Treasury Total gain on Loss on translation
common stock  common Capital Retained stock, shareholders’  investment deferred Translation  adjustments Minority Total net
(Thousands) stock surplus eamings at cost equity securities hedges adjustments  and other interests assets
Balance at March 31, 2006....... 371,463 ¥19,694  ¥5422 ¥35469  ¥(28) ¥60,557  ¥5,433 —  ¥(137) ¥5205  ¥186 ¥66,039
Adjustments for inclusion of
a subsidiary in consolidation... 6 6 6
NetinCome ......covvvvvviiiriienne 12,515 12,515 12,515
Cash dividends paid............... (1,856) (1,856) (1,856)
Bonuses to directors and
corporate auditors................ (115) (119) (115)
Purchases of treasury stock ... (31) (31) (31)
Sales of treasury stock........... 0 0 0 0
Unrealized holding gain on
SECUMIES ...vveviieiiiciia — 375 375 375
Unrealized gains or
losses on hedges ........cc.c..... — ¥(1,364) (1,364) (1,364)
Translation adjustments ......... — 19 19 19
Minority interests ............c.ce.... - 31 31
Balance at March 31, 2007 ....... 371,463 ¥19,604 ¥5422 ¥46,019 ¥(59) ¥71,077 ¥5808 ¥(1,364) ¥(118) ¥4,325 ¥218  ¥75621
Thousands of U.S. Dollars (Note 3)
Total
Number of Net unrealized valuation,
shares of Treasury Total gain on Loss on translation
common stock  common Capital Retained stock, shareholders’  investment deferred Translation  adjustments Minority Total net
(Thousands) stock surplus eamnings at cost equity securities hedges adjustments  and other interests assets
Balance at March 31, 2006....... 371,463 $166,828 $45,930 $300,457  $(237) $512,978 $46,023 — $(1,161) $44,854 $1,576 $559,416
Adjustments for inclusion of
a subsidiary in consolidation... 51 51 51
Net iNCOMe ...ocovveveviiiiiienns 106,014 106,014 106,014
Cash dividends paid............... (15,722) (15,722) (15,722)
Bonuses to directors and
corporate auditors................ (974) (974) (974)
Purchases of treasury stock ... (263) (263) (263)
Sales of treasury stock........... 0 0 0 0
Unrealized holding gain on
SECUMEIES ..vvivvivveivieieie e — 3,177 3,177 3,177
Unrealized gains or
losses on hedges ................. — $(11,554) (11,554) (11,554)
Translation adjustments ......... — 161 161 161
Minority interests ..o — 263 263
Balance at March 31, 2007 ....... 371,463 $166,828 $45,930 $380,826 $(500) $602,092 $49,199 $(11,554) $(1,000) $36,637 $1,847 $640,584

The accompanying notes are an integral part of these statements.
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THE JAPAN STEEL WORKS, LTD. AND CONSOLIDATED SUBSIDIARIES

Consolidated Statements of Cash Flows
For the years ended March 31, 2007 and 2006

Millions of Yen

Thousands of
U.S. Dollars (Note 3)

2007 2006 2007
Operating activities:
Income before income taxes and minority interests......................... ¥22,235 ¥11,223 $188,352
Depreciation and amortization ..o 5,050 4,371 42,778
Interest and dividend INCOME ......oviiiii e (230) (149) (1,948)
INTEIrESt EXPENSE ...t 633 843 5,362
BoNds iSSUBNCE EXPENSES. . ...ttt — 61 —
Equity in income of unconsolidated subsidiaries and affiliates.............. (38) (58) (322)
Loss on revaluation of real estate forsale ............cooovviiiiiiinn, 21 — 178
Loss on write-downs of investment securities..............coooviiiiieieiinn. 6 34 51
Gain on investment SECUNMtIES ......oviiiiiii e (2) (98) (17)
Amortization of net retirement benefit obligation at transition............... 772 782 6,540
Loss on disposal of tangible and intangible assets ......................... 944 491 7,997
(Gain) loss on sales of property, plant and equipment ...................... (25) 57 (212)
Loss on impairment of fixed assets ..o — 63 —
Changes in operating assets and liabilities:
Trade @SSELS ..ottt 11,464 (279) 97,111
Trade IabilitIES ... 9,618 4,752 81,474
INventories (NOTE 4) ... e (7,666) (6,094) (64,939)
OB e (850) (575) (7,200)
SUBTOtal . e 41,932 15,426 355,205
Interest and dividends received ..........cooviiiiiii i 253 169 2,143
INTErESt PAIA . . ..o (649) (824) (5,498)
INCOME tAXES PAIA .o v ettt ettt (5,906) (8,916) (50,030)
Net cash provided by operating activities ........................ 35,630 5,854 301,821
Investing activities:
Proceeds from sales of marketable securities..............coovoviiiiiiiiin — 29 —
Increase in tangible and intangible assets ... (6,497) (4,884) (55,036)
Decrease in tangible and intangible assets ... 54 67 457
Purchases of investment securities ... (2,026) (201) (17,162)
Proceeds from sales of investment securities ... 35 166 296
Reimbursement of long-term deposits on contracts...............oovviin (389) (453) (3,295)
Collection of short-term loans receivable ...........cooo i, 0 0 0
Collection of long-term loans receivable ............coooiiiiiiiiiiiiinnn. — 0 —
Payment upon incorporation of unconsolidated subsidiaries ............... (11) (99) (93)
Purchases of shares of common stock of subsidiaries ..................... (745) (894) (6,311)
BT e (17) (267) (144)
Net cash used in investing activities .............................. (9,599) (6,534) (81,313)
Financing activities (Note 8):
Decrease in short-term bank loans ... (6,211) (4,535) (52,613)
Increase in long-term bank loans ... —_ 3,000 —
Decrease in long-term bank [0ans ..........ooviiiiiiiiii i (8,636) (5,549) (73,155)
Proceeds from issuance of DONAS . ...ovvveieii e — 9,938 —
BoNds payments. .. ... (30) (7,030) (254)
Dividend PayMENTS ... (1,845) (1,114) (15,629)
Acquisition of treasury StOCK ........ooiii (31) (13) (263)
Sales of treasury StOCK ... ..o 0 0 0
BT e 3 3) 25
Net cash used in financing activities .............................. (16,750) (5,307) (141,889)
Effect of exchange rate changes on cash and cash equivalents ...... 12 08 102
Increase (decrease) in cash and cash equivalents ....................... 9,293 (5,931) 78,721
Cash and cash equivalents at beginning of theyear .................... 18,179 24,111 153,994
Cash and cash equivalents at end of the year (Note 11) ................. ¥27,472 ¥18,179 $232,715

The accompanying notes are an integral part of these statements.




THE JAPAN STEEL WORKS, LTD. AND CONSOLIDATED SUBSIDIARIES

Notes to Consolidated Financial Statements

Fiscal year 2006 (Year ended March 31, 2007)

1. Basis of Presentation

The Japan Steel Works, Ltd. (the “Company”) and its domes-
tic subsidiaries maintain their books of account in conformity
with the financial accounting standards of Japan, and its over-
seas subsidiaries maintain their books of account in confor-
mity with those of their respective countries of domicile.

The accompanying consolidated financial statements are
prepared in accordance with accounting principles generally
accepted in Japan, which are different in certain respects as
to the application and disclosure requirements of International
Financial Reporting Standards, and have been compiled from
the consolidated financial statements prepared by the
Company as required by the Securities and Exchange Law of
Japan.

As permitted by the Securities and Exchange Law,
amounts of less than one million yen have been omitted. As a
result, the totals shown in the accompanying consolidated
financial statements (both in yen and in U.S. dollars) do not
necessarily agree with the sums of the individual amounts.

Certain amounts in the prior year’s consolidated financial
statements have been reclassified to conform to the current
year’s presentation.

2. Summary of Significant Accounting Policies

(a) Principles of consolidation and accounting for
investments in unconsolidated subsidiaries and
affiliates

Companies over which the Company exercises significant

influence in terms of their operating and financial policies have

been included in the consolidated financial statements on an
equity basis. All significant intercompany balances and trans-
actions have been eliminated in consolidation.

Certain overseas subsidiaries are consolidated on the basis
of fiscal periods ending December 31, and one domestic sub-
sidiary’s year end is January 31, both of which differ from that
of the Company. However, the necessary adjustments have
been made if the effect of the difference is material.

Investments in subsidiaries and affiliates which are not
consolidated or accounted for by the equity method are car-
ried at cost or less. Where there has been a permanent
decline in the value of such investments, the Company has
written them down.

Differences, not significant in amount, between the cost
and the underlying net equity at fair value of investments in
consolidated subsidiaries and in companies accounted for by
the equity method have been charged or credited to income in
the year of acquisition and are included in selling, general and
administrative expenses.

(b) Foreign currency translation

The balance sheet accounts of the overseas consolidated
subsidiaries are translated into yen at the rates of exchange in
effect at the balance sheet date, except for the components of
net assets (excluding minority interests) which are translated at
their historical exchange rates. Revenue and expense
accounts are translated at the average rates of exchange in
effect during the year.

(c) Cash equivalents
All highly liquid investments with a maturity of three months or
less when purchased are considered cash equivalents.

(d) Inventories

Real estate for sale, finished products and work in process are
stated at cost determined by the specific identification method.
Raw materials are stated at cost determined by the moving
average method.

(e) Short-term investments and investment securities
Trading securities are carried at fair value and held-to-maturity
securities are carried at amortized cost. Marketable securities
classified as other securities are carried at fair value with any
changes in unrealized holding gain or loss, net of the applica-
ble income taxes, included directly in net assets. Non-
marketable securities classified as other securities are carried
at cost. Cost of securities sold is determined by the moving
average method.

(f) Allowance for doubtful accounts

The allowance for doubtful accounts is provided for possible
bad debts at an amount estimated based on the historical
experience with bad debts on normal receivables plus an addi-
tional allowance for specific uncollectible amounts determined
by reference to the collectibility of individual doubtful accounts.

(g) Provision for compensation for completed works
The Company previously accounted for losses on compensa-
tion for defects claimed concerning completed works when it
provided compensation for such claims. Effective the year
ended March 31, 2007, as a result of an increase in the
amount of compensation provided for such claims, the
Company provided a provision for compensation for com-
pleted works by estimating losses on future possible claims.
As a result, income before income taxes and minority interests
decreased by ¥485 million ($4,108 thousands) for the year
ended March 31, 2007 from the amount which would have
been recorded under the previous method.

(h) Property, plant and equipment and depreciation
Property, plant and equipment is stated on the basis of cost.
Depreciation of property, plant and equipment is determined
principally by the straight-line method over the estimated
useful lives of the respective assets. Significant renewals and
additions are capitalized at cost. Maintenance and repairs are
charged to income.

(i) Bond issuance expenses
Bond issuance expenses are charged to income as incurred.

(i) Leases

Non-cancelable lease transactions are primarily accounted for
as operating leases (whether such leases are classified as
operating or finance leases) except that lease agreements
which stipulate the transfer of ownership of the leased assets
to the lessee are accounted for as finance leases.

(k) Retirement benefits
An employee whose employment is terminated is entitled, in
most cases, to a lump-sum severance payment determined
by reference to the current basic rate of pay, length of service
and the conditions under which the termination occurs.
Accrued retirement benefits for employees at March 31,
2007 and 2006 have been provided primarily at an amount
calculated based on the retirement benefit obligation and the
fair value of the pension plan assets at the balance sheet
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dates, as adjusted for the unrecognized net retirement benefit
obligation at transition, prior service cost and unrecognized
actuarial gain or loss. The retirement benefit obligation is
attributed to each period by the straight-line method over the
estimated years of service of the eligible employees. The net
retirement benefit obligation at transition is being amortized
principally over a period of 10 years by the straight-line method.

Prior service cost is being amortized as incurred by the
straight-line method over a period of 10 years, which is
shorter than the average remaining years of service of the
eligible employees.

Actuarial gain and loss are amortized in the year following
the year in which the gain or loss is recognized by the straight-
line method over a period of 10 years, which is shorter than
the average remaining years of service of the employees par-
ticipating in the plan.

(I) Income taxes

Deferred tax assets and liabilities have been recognized in the
consolidated financial statements at March 31, 2007 and 2006
with respect to the differences between financial reporting and
the tax bases of the assets and liabilities, and are measured
using the enacted tax rates and laws which will be in effect
when the differences are expected to reverse.

(m)Research and development costs
Research and development costs are charged to income when
incurred.

(n) Revenue recognition

Revenues are generally recognized on sales of products at the
time of shipment or on a completed-contract basis, except for
those related to large-scale contracts with long-term con-
struction periods of 2 years or more and contracted amounts
of ¥3 billion or more which are recognized by the percentage-
of-completion method.

(o) Derivatives

Derivatives positions are stated at fair value. Gain or loss on
derivatives designated as hedging instruments is deferred until
the loss or gain on the underlying hedged items is recognized.
Foreign receivables and payables are translated at the applic-
able forward foreign exchange rates if certain conditions are
met. In addition, the related interest differential paid or
received under interest-rate swaps utilized as hedging instru-
ments is recognized over the terms of the swap agreements
as an adjustment to the interest expense of the underlying
hedged items if certain conditions are met.

(p) Adoption of “Opinion Concerning Establishment of
Accounting Standard for the Impairment of Fixed
Assets”

On August 9, 2002, the Business Accounting Council issued

“Opinion Concerning Establishment of Accounting Standard

for the Impairment of Fixed Assets,” and on October 31,

2008, the Accounting Standards Board of Japan issued No. 6

entitled “Guidance on Accounting Standard for Impairment of

Fixed Assets.” Effective the year ended March 31, 2006, the

Company and its domestic consolidated subsidiaries adopted

this accounting standard and guidance. As a result, a loss on

impairment of property, plant and equipment in the amount of
¥63 million was recognized and income before income taxes
and minority interests decreased by the same amount for the
year ended March 31, 2006 from the corresponding amount
which would have been recorded under the previous method.

The accumulated impairment losses have been directly

deducted from each asset’s acquisition cost in the consoli-

dated balance sheet at March 31, 2006.

(q) Adoption of “Accounting Standard for Directors’
Bonuses”
On November 29, 2005, the Accounting Standards Board of
Japan issued Statement No. 4 entitled “Accounting Standard
for Directors’ Bonuses.” Effective the year ended March 31,
2007, the Company and its domestic consolidated
subsidiaries have adopted this accounting standard. As a
result, provision for directors’ bonuses in the amount of ¥162
million ($1,372 thousand) has been recognized and income
before income taxes and minority interests decreased by the
same amount for the year ended March 31, 2007 from the
corresponding amount which would have been recorded
under the previous method.

(r) Adoption of “Accounting Standard for Presentation
of Net Assets in the Balance Sheet”
Effective the year ended March 31, 2007, the Company has
adopted a new accounting standard for the presentation of net
assets in the balance sheet and the related implementation
guidance. In addition, effective the year ended March 31, 2007,
the Company is required to prepare consolidated statements of
changes in net assets instead of consolidated statements of
shareholders’ equity. In this connection, the previously reported
consolidated balance sheet as of March 31, 2006 and consoli-
dated statement of shareholders’ equity for the year then ended
have been restated to conform to the presentation and disclo-
sure of the consolidated financial statements for the year ended
March 31, 2007. The amount corresponding to total share-
holders’ equity under the previous method of presentation was
¥76,767 million ($650,292 thousand).

3. U.S. Dollar Amounts

The translation of yen amounts into U.S. dollars is included
solely for convenience, as a matter of arithmetic computation
only, at ¥118.05 = U.S.$1.00, the rate of exchange prevailing
on March 31, 2007. This translation should not be construed
as a representation that yen have been, could have been, or
could in the future be, converted into U.S. dollars at the above
or any other rate.

4. Inventories
Inventories at March 31, 2007 and 2006 consisted of the
following:

Thousands of

Millions of Yen U.S. Dollars

2007 2006 2007
Real estate for sale ................... ¥ 49 Y 1,068 $ 415
Finished products ..........ccccee.... 2,407 1,652 20,390
Work in process ........ccccceeeuuins 51,670 44,085 437,696
Raw materials and supplies ...... 4,100 3,777 34,731
Totaloeeeieeeeiiecciciiiiiie ¥58,228 ¥50,583 $493,249

5. Depreciation

Depreciation charges for property, plant and equipment for
the years ended March 31, 2007 and 2006 consisted of the
following:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
Depreciation ........c.cccoeveeeviennns ¥4,691 ¥4,112 $39,737



6. Advanced Depreciation

Accumulated advanced depreciation related to government
grants received has been deducted directly from the acquisi-
tion costs of certain tangible fixed assets (plant, machinery
and equipment). These depreciation charges are summarized
as follows:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
Advanced depreciation ............. ¥379 ¥379 $3,211

7. Contingent Liabilities

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
As endorser of trade notes receivable:
Discounted with banks .......... ¥ 9 ¥ 65 $ 76
Endorsed with other............... 94 134 796

As guarantees of loans:
Muroran Environmental Plant

Service Co., Ltd. .......ccvvvveeee 415 — 3,515
Employees and other ............. 1,108 — 9,386
Totalieeiicieeeceiee e ¥1,626 ¥199 $13,774

8. Short-Term Bank Loans and Long-Term Debt

All short-term bank loans, with interest at annual rates ranging

from 0.40% to 6.39% at March 31, 2007 were unsecured.
Long-term debt at March 31, 2007 and 2006 was as

follows:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007

Loans from banks and

insurance companies with

interest at annual rates ranging

from 1.00% 10 2.50%.............. ¥15,405 ¥24,042  $130,496
Less those maturing within one year .... (7,061) (7,151) (59,814)
0.72% straight bonds, due 2008.... 60 90 508
Less those maturing within one year .... (30) (80) (254)
0.92% straight bonds, due 2010 .... 10,000 10,000 84,710
Long-term indebtedness reflected

in balance sheets...................... ¥18,374 ¥26,950 $155,646

The aggregate annual maturities of long-term debt subse-
quent to March 31, 2007 are summarized below:

Thousands of

Millions of Yen U.S. Dollars

Year ending March 31,

$60,068
18,086
19,670
89,682
2,795
25,413

The assets pledged as collateral for long-term debt at March
31, 2007 and 2006 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
Property, plant and equipment,
at net book value .................... ¥11,994 ¥12,750 $101,601

9. Other Income (Expenses) — Other, Net
The details of “Other, net” in “Other income (expenses)” for the
years ended March 31, 2007 and 2006 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
Loss on sales or disposal of
property, plant and equipment.... ¥ (950)  ¥(555)  $ (8,047)
Gain on sales of property,
plant and equipment .............. 31 6 263
Gain on sales of raw
materials and supplies............. 272 118 2,304
Loss on impairment of
fixed @ssets.......coovivieiiieinnn, — (63) —
Amortization of net retirement
benefit obligation at transition... (693) (693) (5,870)
Provision for compensation for
completed WOrks ..........cccouene (485) — (4,108)
Gain on cancellation
fees received........ooeeveeeeiiiiii, 175 4 1,482
Gain on sales of
investment securities................ 2 98 17
Loss on write-downs of
investment securities............... (6) (34) (51)
Loss of revaluation of real
estate for sale .......cocvveiiinne (21) — (178)
PCB disposal expenses............. (277) — (2,346)
Other, net (88) 160 (745)
Total ¥(2,040) ¥(959) $(17,281)

10. Leases

The following pro forma amounts represent the acquisition
cost, accumulated depreciation and net book value of the
leased property as of March 31, 2007 and 2006, which would
have been reflected in the consolidated balance sheets if
finance lease accounting had been applied to the finance
leases currently accounted for as operating leases:

Year ended March 31, 2007

Millions of Yen

Acquisition Accumulated Net book

cost depreciation value
Buildings ......o.oevviiiiii ¥ 8 ¥ 1 $ 7
Machinery and vehicles .......... 3,465 1,754 1,710
Equipment ... 2,593 1,280 1,312
Software .......ccoociiiiiii 274 117 156
Total..oooii ¥6,341 ¥3,154 $3,187
Thousands of U.S. Dollars
Acquisition Accumulated Net book
cost depreciation value
Buildings ..o $ 68 $ 8 $ 59
Machinery and vehicles .......... 29,352 14,858 14,485
Equipment ... 21,965 10,843 11,114
Software ..., 2,321 991 1,321
Total.oviii $53,715 $26,717 $26,997
Year ended March 31, 2006
Millions of Yen
Acquisition Accumulated Net book
cost depreciation value
Buildings ... ¥ 38 ¥ 33 ¥ 5
Machinery and vehicles .......... 3,904 2,028 1,875
Equipment ... 2,431 1,010 1,420
Software ... 167 76 90
Total ..o ¥6,541 ¥3,148  ¥3,392

Lease payments relating to finance leases accounted for as
operating leases amounted to ¥1,096 million ($9,284 thousand)
and ¥1,057 million, which were equal to the depreciation of
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the leased assets computed by the straight-line method over 12. Income Taxes

the respective lease terms for the years ended March 31, Income taxes applicable to the Company and its domestic

2007 and 2006, respectively. consolidated subsidiaries comprised corporation tax, enterprise
Future minimum lease payments subsequent to March 31, tax and inhabitants’ taxes which, in the aggregate, resulted in a

2007 on non-cancelable operating leases and finance leases statutory tax rate of approximately 40.5% for the years ended

accounted for as operating leases are summarized as follows: March 31, 2007 and 2006. Income taxes of the overseas con-
solidated subsidiaries are based generally on the tax rates

ThevsameEs applicable in their respective countries of incorporation.
Millions of Yen U.S. Dollars The Company has omitted a reconciliation between the
Finance Operating Finance Operating statutory tax rate and the effective tax rate for financial state-
Year ending March 31, leases  leases  leases  leases ment purposes for the years ended March 31, 2006 because
121001 TR ¥1,098 ¥ 619 $ 9,301 $ 5244  the differences between these rates were less than 5%.
2009 and thereafter-........... 2,088 1,206 17,687 10,216
TOtal oo ¥3,187 ¥1,825 $26,097 $15460  |he effective tax rate reflected in the consolidated statement

of income for the year ended March 31, 2007 differs from the

11. Cash Flow Information statutory tax rate for reasons summarized in the table below:

(@) Cash and Cash Equivalents 2007
Cash and cash equivalents in the consolidated statements of SEAULONY TX BB v vovveeeeeeeeeeeee oo 40.5%
cash flows and cash on hand and in banks in the consolidated  Effect of:

balance sheets at March 31, 2007 and 2006 are reconciled as Income taxes paid for prior years .............cccceeu..... 1.9

follows: OUNEI ot 1.2
Thousands of SiiiEEiive {8 BB uoosooososossososassososmsssouonsosononsossosasosaooo: 43.6%
Millions of Yen U.S. Dollars
2007 2006 2007 The significant components of the Company’s deferred tax
Caalh e (henel el 7 benke assets and liabilities at March 31, 2007 and 2006 were as
in balance sheets................. ¥27,881 ¥18572 $236,180 follows:
Time deposits with maturities of Thousands of
over three months................. (408) (392) (3,456) Millions of Yen U.S. Dollars
Cash and cash equivalents in 2007 2006 2007
cash flow statements............ ¥27.472 ¥18,179 $232,715 Deferred tax assets:
Allowance for
(b) Summary of assets and liabilities of a newly consolidated doubtful aCCOUNtS evveeei ¥ — Y 14 $ —
subsidiary following acquisition of its shares Accrued enterprise tax........... 560 282 4,744
The following is a summary of the assets and liabilities of Accrued bonuses................... 1,373 1,161 11,631
Tahara Machinery Ltd., which was newly consolidated upon Unrealized gain on
acquisition of its shares, and reconciliation of the related intercompany transactions... 573 420 4,854
acquisition cost and net cash outflows during the year ended Accrued employees’
March 31, 2007. retirement benefits............... 2,474 2,609 20,957
Accrued directors’ and corporate
Thousands of auditors’ retirement benefits ..... 223 181 1,889
Millions of Yen U.S. Dollars Loss on revaluation of
2007 2007 iNVeNtory IeMS .....vvevvevivveerians 80 1,043 678
Current assets.......ccceevveeiveinnnn, ¥675 $5,718 Loss on revaluation of
Non current assets .... 704 5,964 monetary goodS........ccvveevrerieans 231 90 1,957
GoodWill .....ccevvveeenns 258 2,186 Depreciation .........cccccvveennn. 424 — 3,592
Current liabilities ........ (829) (7,022) Provision for compensation for
Non current liabilities................... (88) (745) completed wWorks ................. 196 = 1,660
Acquisition cost of - PCB disposal expenses.......... 202 — 1,711
Tahara Machinery Ltd. .............. ¥720 $(6,099) Loss carryforward................... 136 — 1,152
Cash and Cash equivalents of Loss on deferred hedges........ 948 — 8,030
Tahara Machinery Ltd. ............. ¥ (80) $ (678) Unrealized loss on
Net cash used for acquisition of o investment securities............ 17 6 144
Tahara Machinery Ltd. ............. ¥639 $5,413 Other v, 194 237 1,643
- - Gross deferred tax assets ...... 7,638 6,043 64,701
(c) Significant components of assets that increased resulting Valuation allowance ............... (510) = (4,320)
from an acquisition of an operation are as follows; Total deferred tax assets ........... 7,127 6,043 60,373

Thousands of Deferred tax liabilities:

Millions of Yen U.S. Dollars
Reserve for advanced
2007 S AEpreciation..........coveeweeee., 2,100 2,195 17,789
Non current assets .................... ¥458 $3,880 Unrealized gain on
GoodWill ...cvvevviiiieann 191 1,618 investment securities............ 3,969 3,707 33,621
Total assets ¥650 $5,506 Reversal of allowance for
doubtful accounts................ 47 — 398
Other ..ooooveiiiiiiiieecieciee, 55 0 466
Total deferred tax liabilities ......... 6,172 5,902 52,283

Net deferred tax assets.............. ¥ 955 ¥ 141 $ 8,090




13. Research and Development Expenses

Research and development expenses included in manufactur-
ing costs and selling, general and administrative expenses for
the years ended March 31, 2007 and 2006 were as follows:

15. Securities

March 31, 2007

(@) Other investment securities with determinable fair value
were as follows:

Thousands of

Millions of Yen

Millions of Yen U.S. Dollars Acquisition  Carrying Unrealized
2007 2006 2007 cost value gain (loss)
Research and development Carryir?gl yalue exceeds
EXPENSES w.vveeeerverenssrereessreiessseens ¥3,312 ¥3,022  $28,056 acquisition cost:
StOCKS wovviieiiiiiii e ¥5,489 ¥15,294 ¥9,804
14. Employees’ Retirement Benefit Plans C:;rgég%\gacluiigitoigi r;%tst-
The following table sets forth the funded and accrued status of Stooks a : 189 145 (43)
the plans and the amounts recognized in the consolidated Total... ¥5,678 ¥15439  ¥9.760

balance sheets at March 31, 2007 and 2006 for the
Company’s and the consolidated subsidiaries’ defined benefit
plans:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007

1. Retirement benefit obligation.... ¥(28,716) ¥(29,145)  $(243,253)
2. Plan assets at fair value............ 21,364 22,071 180,974
3. Unfunded retirement benefit

obligation (142)...cccccvveeiiunnnnn. (7,351) (7,073) (62,270)
4. Unrecognized net retirement

benefit obligation at transition .... 2,302 3,074 19,500
5. Unrecognized actuarial loss............ 901 928 7,632
6. Prior service Cost ........ccccvvnnnn. 1,267 (205) 10,733
7. Subtotal (3+4+5+6)........ccccune... (2,879) (3,275) (24,388)
8. Accrued retirement benefits .... ¥ (4,559) ¥ (3,275) $ (38,619)
9. Prepaid pension cost .............. ¥ 1,679 ¥ = $ 14,223

The components of retirement benefit expenses for the years
ended March 31, 2007 and 2006 are outlined as follows:

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
1. Service CoSt ....oovvviiieiiiiieiins ¥1,737 ¥1,592 $14,714
2. Interest cost ........oovvviiiiiiinnnn. 501 577 4,244
3. Expected return on plan assets ....  (424) (873) (3,592)
4. Amortization of net retirement
benefit obligation at transition ... 772 782 6,540
5. Amortization of actuarial loss.... 179 953 1,516
6. Amortization of prior service cost .... 155 (25) 1,313
7. Retirement benefit expenses.... ¥2,922 ¥3,507 $24,752

The assumptions used in accounting for the above plans were
as follows:

2007 2006
DiISCOUNT Fate ..o 2.00% 2.00%
Expected rate of return on plan assets ...... 2.00% 2.00%

Thousands of U.S. Dollars

Acquisition  Carrying Unrealized
cost value gain (loss)

Carrying value exceeds
acquisition cost:
STOCKS v
Carrying value does not
exceed acquisition cost:
STOCKS v

$46,497 $129,555 $83,050

1,601 1,228 (364)
$48,098 $130,784 $82,677

(b) Other investment securities without determinable fair value
were as follows:

Thousands of
U.S. Dollars

$15,612

Millions of Yen
¥1,843

Other unlisted securities ............

March 31, 2006
(@) Other investment securities with determinable fair value
were as follows:

Millions of Yen

Acquisition  Carrying Unrealized
cost value gain (loss)
Carrying value exceeds
acquisition cost:
StOCKS v ¥3,314  ¥12,464 ¥9,150
Carrying value does not
exceed acquisition cost:
StOCKS e 360 343 (17
¥3,675  ¥12,808 ¥9,133

(b) Other investment securities without determinable fair value
were as follows:

Millions of Yen

Other unlisted SeCUrtieS ...........ooevvvvvvviiiiiiiiccieeeeeeeeee, ¥1,855
16. Liquidation of Notes and Accounts Receivable
Notes and accounts receivables deducted from trade receiv-
ables for liquidation at March 31, 2007 and 2006 are summa-
rized as follows:

Thousands of

Millions of Yen U.S. Dollars

2007 2006 2007
Notes receivable........................ ¥ 871 ¥ 524 $ 7,378
Accounts receivable ................. 9,244 6,295 78,306
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17. Supplementary Information for Consolidated
Statements of Changes in Net Assets
(@)Total number and periodic changes in number of outstand-
ing shares and treasury stock by type were as follows:

Number of shares

19. Amounts per Share

Net income per share for the year is calculated based on the
net income available for distribution to shareholders of com-
mon stock and the weighted-average number of shares of
common stock outstanding during each year. Net assets per
share at the year end are based on the net assets available for

Endof — ncreasein — Decreasein — End of distribution to the shareholders and the number of shares of
March 31,  sharesduring shares during ~ March 31, .
2006 theyear  theyear 2007 common stock outstanding at each year end.
Issued stock: Yen U.S. Dollars
Common shares ....... 371,463,036 — — 371,463,036 Year ended
Treasury stock: Year ended March 31,  March 31,
Common shares ....... 156,861 34,744 1,268 190,337 2007 2006 2007
Net income .......cceevveveeveenane. ¥ 33.71 ¥ 17.57 $0.29
Note 1: Increase in number of treasury stock by 34,744 shares was due to the Net aSSets vovvevvvveeeeeeeeeeeeenn ¥203.09 ¥177.19 $1.72

acquisition of fractional shares of less than one unit.
2: Decrease in number of treasury stock by 1,268 shares was due to sales
of shares to shareholders with fractional shares of less than one unit.

(b)Dividends
(i) Dividends paid to shareholders
Approval: Ordinary general meeting of share-
holders held on June 29, 2006
Type of shares: Common Stock
Total amount of
dividends: ¥1,856 ($15,722 thousand)
Dividends per share: ¥5 ($0.042)
Record date: March 31, 2006
Effective date: June 29, 2006
(i) Dividends whose record date fell in to the current fiscal
year but whose effective date is after the current fiscal
year
Approval: Ordinary general meeting of share-
holders held on June 28, 2007
Type of shares: Common Stock
Total amount of
dividends: ¥3,341 ($28,302 thousand)
Dividends per share: ¥9 ($0.076)
Record date: March 31, 2007
Effective date: June 29, 2007
Source of

dividends: Retained earnings

18. Shareholders’ Equity

The new Corporation Law of Japan (the “Law”), which super-
seded most of the provisions of the Commercial Code of
Japan, went into effect on May 1, 2006. The Law provides
that an amount equal to 10% of the amount to be disbursed
as distributions of capital surplus (other than the capital
reserve) and retained earnings (other than the legal reserve) be
transferred to the capital reserve and the legal reserve,
respectively, until the sum of the capital reserve and the legal
reserve equals 25% of the capital stock account. Such distri-
butions can be made at any time by resolution of the share-
holders, or by the Board of Directors if certain conditions are
met.

20. Subsequent Event

On April 3 and 6, 2007, the Company sold the former site of
Kashima Plant to Chugoku Mokuzai Co., Ltd. and Kanto Grain
Terminal Co., Ltd. respectively. The total sale amount was
¥2,501 million ($21,186 thousand).



21. Segment Information

The Company and its consolidated subsidiaries operate in the following three business segments:
e Operations in the steel products segment include steel castings and forgings, steel plates, pressure vessels and steel

structures.

e Operations in the machinery products segment include injection molding machines, film and sheet machinery, blow molding
machines, magnesium injection molding machines, waste treatment equipment and manufacturing equipment for electronic

products.

e Operations in the regional development segment include the Fuchu Intelligent Park Project and the leasing of real estate.

(a) Business segment information

As described in Note 2(q) effective April 1, 2006, the Company and its domestic consolidated subsidiaries have adopted a new
accounting standard for directors’ bonuses. The effect of this change was to increase “Operating expenses” in “Eliminations and
Corporate” by ¥162 million ($1,372 thousand) and decrease “Operating income” in “Eliminations and Corporate” by the same
amount, for the year ended March 31, 2007 compared with the corresponding amounts which would have been recorded if the

previous method had been followed.

Millions of Yen
Steel Machinery Regional Eliminations
Year ended March 31, 2007 Products Products Development Total and Corporate Consolidated
Sales and operating income:
Sales to third parties ........ccooveiiiiiiiiii ¥76,305 ¥127,866 ¥ 2,965 ¥207,138 ¥ —_ ¥207,138
Intra-group sales and transfers .... 2,051 217 8 2,278 (2,278) —_
Netsales .....coceevvvvveeeiinnnn, 78,357 128,084 2,973 209,416 (2,278) 207,138
Operating expenses ... 64,386 112,654 2,105 179,146 3,312 182,459
Operating INCOMIE ...vvveiiiieeei et ¥13,971 ¥ 15,429 ¥ 868 ¥ 30,269 ¥(5,590) ¥ 24,678
Total assets, depreciation expense, and capital expenditures:
TOtAl @SSELS 1iivvviiee et ¥76,022 ¥ 93,316 ¥13,478 ¥182,817 ¥49,627 ¥232,444
Depreciation expense ¥ 2,572 ¥ 1,659 ¥ 326 ¥ 4559 ¥ 132 ¥ 4,691
Capital expenditures ¥ 6,788 ¥ 2,533 ¥ 482 ¥ 9,804 ¥ 20 ¥ 9,825
Year ended March 31, 2007 Thousands of U.S. Dollars
Sales and operating income:
Sales to third parties .........covvvvveiiiiiiieciiie e $646,379 $1,083,151 $ 25,116 $1,754,663 $ —  $1,754,663
Intra-group sales and transfers .... 17,374 1,838 68 19,297 (19,297) —
Netsales .....coocvviiiiieeiiinnen, 663,761 1,084,998 25,184 1,773,960 (19,297) 1,754,663
Operating EXPENSES ....eevvieiiiieiiieeiiee et et e e 545,413 954,291 17,831 1,517,543 28,056 1,545,608
Operating INCOME ...vvveiiiiieee et $118,348 $ 130,699 $ 7,353 $ 256,408 $(47,353) $ 209,047
Total assets, depreciation expense, and capital expenditures:
TOtAl @SSELS 1iivvviieei ittt $643,981 $ 790,479 $114,172 $1,548,640 $420,390 $1,969,030
Depreciation EXPENSE ......c.coeeeereeeeeeeeee e, $21,787 $ 14,053 $ 2,762 $ 38,619 $ 1,118 $ 39,737
Capital EXPENAIUIES .....vicveeiveiieeeeeecie e $57501 $ 21457 $ 4,083 $ 83,050 $ 169 $ 83,227
Millions of Yen
Steel Machinery Regional Eliminations
Year ended March 31, 2006 Products Products Development Total and Corporate Consolidated
Sales and operating income:
Sales to third parties ........coovvvveiiiiiiecie e ¥64,366 ¥106,906 ¥ 2,081 ¥173,3563 ¥ — ¥173,353
Intra-group sales and transfers .... 1,275 442 12 1,730 (1,730) —
Net sales .....ccccveevvvieeeiiinnnn, 65,641 107,349 2,093 175,084 (1,730) 173,353
Operating expenses ... 58,024 97,557 1,347 156,928 3,548 160,477
Operating INCOME ....ivviiiiiiee it ¥ 7,617 ¥ 9,791 ¥ 746 ¥ 18,155 ¥ (5,279) ¥ 12,876
Total assets, depreciation expense, loss on impairment of fixed
assets and capital expenditures:
TOtAl @SSEES .oiivvvieeii it et ¥59,830 ¥ 87,154 ¥14,346  ¥161,331  ¥35,325 ¥196,656
Depreciation EXPENSE .....ccooviiiiiiiiiiiiieeeee e ¥ 2,034 ¥ 1,617 Y 326 ¥ 3978 ¥ 134 ¥ 4112
Loss on impairment of fixed assets ¥ 44 ¥ 19 ¥ — ¥ 63 ¥ — ¥ 63
Capital eXPENAITUIES ....vvviiiiiiieiiiiiiiiie e ¥ 3,276 ¥ 1,706 ¥ 0O ¥ 4983 ¥ 123 ¥ 5106
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(b) Geographical segment information

As described in Note 2(q) effective April 1, 2006, the Company and its domestic consolidated subsidiaries have adopted a new
accounting standard for directors’ bonuses. The effect of this change was to increase “Operating expenses” in “Eliminations and
Corporate” by ¥162 million ($1,372 thousand) and decrease “Operating income” in “Eliminations and Corporate” by the same
amount, for the year ended March 31, 2007 compared with the corresponding amounts which would have been recorded if the

previous method had been followed.

Millions of Yen

North Asia Eliminations
Year ended March 31, 2007 Japan America (except Japan)  Total and Corporate Consolidated
Sales and operating income:
Sales to third parties ................ ¥200,185  ¥3,550 ¥3,402 ¥207,138 ¥ — ¥207,138
Interarea sales and transfers ... 5,310 106 1,019 6,437 (6,437) —
Net sales .....ccoevvveiinens e 205,496 3,657 4,421 213,575 (6,437) 207,138
Operating expenses .......... 175,320 3,489 4,229 183,038 (578) 182,459
Operating income ............. ¥ 30,176 ¥ 168 ¥ 192 ¥ 30,537 ¥ (5,858) ¥ 24,678
TOtAl @SSES .vviiiiiiiiiie ettt ¥182,607 ¥2,595 ¥2,204  ¥187,497 ¥44,947 ¥232,444
Year ended March 31, 2007 Thousands of U.S. Dollars
Sales and operating income:
Sales to third Parties ..........cceeiviiieveiieeieeee e $1,695,765 $30,072 $28,818 $1,754,663 $ —  $1,754,663
Interarea sales and transfers .... 44,981 898 8,632 54,528 (54,528) —
Net sales ....ooovvvvevieeiinenns 1,740,754 30,978 37,450 1,809,191 (54,528) 1,754,663
Operating expenses .......... 1,485,133 29,555 35,824 1,550,512 (4,896) 1,545,608
Operating INCOME .....veeiiiieiiieeiie et $ 255620 $ 1,423 $ 1,626 $ 258,679 $(49,623) $ 209,047
TOtAl @SSELS ..vviiiiiiiiie e $1,546,861 $21,982 $19,432 $1,588,285 $380,745 $1,969,030
Year ended March 31, 2006 Millions of Yen
Sales and operating income:
Sales to third parties .........cccvvveeiiiieiiiiiecccciee e ¥168,005  ¥2,286 ¥3,061  ¥173,353 ¥ — ¥173,353
Interarea sales and transfers .... 4,442 94 724 5,261 (5,261) —
Net sales ....ooovvvveiiveiinenns 172,448 2,381 3,785 178,615 (5,261) 173,353
Operating EXPENSES ....ccvveeiiiieiiieaiiieaaieeanns 154,412 2,275 3,736 160,423 58 160,477
Operating INCOME .....vveivreeiiie et ¥ 18,036 ¥ 106 ¥ 49 ¥ 18,192 ¥ (5,315) ¥ 12,876
TOtAl @SSES .vviiiieeiiie ettt ¥161,052  ¥2,610 ¥2,848  ¥166,511 ¥30,145 ¥196,656
(c) Overseas sales information Millions of Yen
Overseas sales, which include export sales of the Company - North
and its domestic consolidated subsidiaries and sales (other WEEFCTE LN SN, 20S SEElASE AEAeE O 1GE]
than exports to Japan) of its overseas consolidated Overseas sales ................ ¥36,177 ¥6,927 ¥22,671 ¥ 65,776
subsidiaries, for the years ended March 31, 2007 and 2006 g)Ota' CO”SO"ldated sales ... 173,353
are summarized as follows: verseas salies as a
percentage of total
Millions of Yen consolidated sales (%)..... 20.9 4.0 13.1 37.9
North
Year ended March 31, 2007 East Asia America Other Total
Overseas sales ................. ¥41,448 ¥6,630 ¥37,842 ¥ 85,921
Total consolidated sales .... 207,138
Overseas sales as a
percentage of total
consolidated sales (%)..... 20.0 3.2 18.3 41.5

Thousands of U.S. Dollars

North
Year ended March 31, 2007 East Asia America Other Total
Overseas sales ........c....... $351,105 $56,163 $320,559$ 727,836
Total consolidated sales ... 1,754,663

Overseas sales as a
percentage of total
consolidated sales (%)..... 20.0 3.2 18.3 41.5
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i” ERNST& YOUNG SH’NN’HON ® Certified Public Accountants & Teb: 033503 1100

Hibiya Kokusai Bldg. Fax: 03 3503 1197
2-2-3, Uchisaiwai-cho

Chiyoda-ku, Tokyo, Japan 100-0011

C.P.O. Box 1196, Tokyo, Lapan 100-8641

Report of Independent Auditors

The Board of Directors
The Japan Steel Works, Ltd.

We have audited the accompanying consolidated balance sheets of The Japan Steel Works,
Ltd. and consolidated subsidiarics as of March 31, 2007 and 2006, and the related
consolidated statements of income, changes in net assets, and cash flows for the years then
ended, all expressed in yen. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation, We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of The Japan Steel Works, Ltd. and consolidated
subsidiaries at March 31, 2007 and 2006, and the consolidated results of their operations and
their cash flows for the years then ended in conformity with accounting principles generally
accepted in Japan.

Suppiemental Information

(1)} As described in Note 2(r), effective the year ended March 31, 2007, the Company and its
domestic consolidated subsidiaries have adopted a mew accounting standard for
presentation of net assets in the balance sheet.

(2) As described in Note 2(q), effective the year ended March 31, 2007, the Company and its
domestic consolidated subsidiaries have adopted a new accounting standard for directors’
bonuses.

(3} As described in Note 20, the Company sold the former site of Kashima Plant on April 3
and 6, 2007.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect
to the year ended March 31, 2007 are presented solely for convenience. Our audit also
included the translation of yen amounts into U.S. dollar amounts and, in our opinion, such
translation has been made on the basis described in Note 3.

Eonidt & rmﬁ SENibhrn

June 28, 2007

A bAEmeer OF ERNST & Youns GLosal
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Other Financial Information

THE JAPAN STEEL WORKS, LTD.

Non-Consolidated Balance Sheets
March 31, 2007 and 2006

Thousands of

Millions of Yen U.S. Dollars
ASSETS 2007 2006 2007
Current assets:
Cashonhandandinbanks ..........ccoviiiiiiiiiii i ¥ 22,021 ¥ 12,367 $ 186,540
Notes and accounts receivable:
Subsidiaries and affiliates ..ot 8,402 9,801 71,173
1= o L= 41,918 34,201 355,087
O Nr 730 SIS 6,184
Less allowance for doubtful accounts ......................o. (64) (48) (542)
[ )YZ=T ) (01 51,804 43,892 438,831
Deferred tax aSSets ...t 2,273 1,797 19,255
Other CUMment SSELS . .vvv ittt e 4,160 4,306 35,239
Total current assets ... 131,246 106,894 1,111,783
Property, plant and equipment:
AN 9,129 9,130 77,332
Buildings and StruCtures ...t 59,907 58,022 507,471
Machinery and equipment ... ... 75,771 71,417 641,855
CONSErUCHIoN IN PrOGrESS ...ttt 1,896 823 16,061
146,704 139,394 1,242,728
Less accumulated depreciation ... (91,120) (89,302) (771,876)
Property, plant and equipment, net ......................... 55,584 50,092 470,851
Intangible assets ................. 366 151 3,100
Investments, long-term loans and other assets:
Investments in subsidiaries and affiliates ........................o 7,449 6,624 63,100
INvestMeNnt SECUNMTIES ... oo 17,819 14,483 150,945
Long-term loans receivable from subsidiaries and affiliates ................ — 31 —
Other @SSEES ...t 3,277 2,525 27,759
Less allowance for doubtful accounts ... (50) (69) (424)
Total investments and otherassets ......................... 28,495 23,595 241,381
Totalassets ... ¥215,693 ¥180,734 $1,827,133




Thousands of

Millions of Yen U.S. Dollars
LIABILITIES AND NET ASSETS 2007 2006 2007
Current liabilities:
Short-term DaNK 08NS ... ... ee ettt e ¥ 4980 ¥ 10,460 $ 42,186
Current portion of long-term debt ... 6,922 6,990 58,636
Notes and accounts payable:
Subsidiaries and affiliates ...t 16,450 13,158 139,348
TrA0E o 32,346 27,865 274,003
O Nr 4,494 1,688 38,069
Advances received for products .........oovviiiiiiii i 27,901 10,115 236,349
ACCIUEA EBXPENSES . vttt ettt et e et e et e e e 9,669 6,570 81,906
ACCrUEd INCOME TaXES .. vttt ettt e 6,530 2,728 55,316
Other current llabilities ...t 5,918 3,471 50,131
Total current liabilities ... 115,212 83,048 975,959
Long-term liabilities:
Long-term debt ... ..o 18,095 26,517 153,283
Accrued retirement benefits:
FOr EBMPIOYEES ..\ 1,298 347 10,995
For directors and corporate auditors ............coooiiiiiiiii — 284 —
Long-term security deposits received ... 6,078 5,724 51,487
Other long-term liabilities ........cooiiii e 1,092 171 9,250
Deferred tax llabilities . ... 4,008 4,036 33,952
Total long-term liabilities ... 30,573 37,082 258,983
Net Assets
Shareholders’ equity:
Common stock
Authorized — 1,000,000,000 shares
Issued — 371,463,036 shares in 2007 and 2006 ............ccvvvvnnnn. 19,694 19,694 166,828
Capital SUMPIUS . ... 5,422 5,422 45,930
L Egal FESEIVE ..ttt 3,236 3,236 27,412
Retained €armings .. ....voiiir e 37,219 26,904 315,282
TreasUNY STOCK. . ottt (59) (28) (500)
Total shareholders’ equity .......coooviiiiii e 65,512 55,228 554,951
Valuation, translation adjustments and others:
Net unrealized gains on investment securities ............ccoovviiiinn. 5,758 B, 7S 48,776
Lossondeferred hedge . .....ooouiiiiiii (1,364) — (11,554)
Total Valuation, translation adjustments and others ............... 4,393 5373 37,213
Total NET ASSELS vt 69,907 60,602 592,181
Total liabilitiesand netassets ................................... ¥215,693 ¥180,734 $1,827,133
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THE JAPAN STEEL WORKS, LTD.

Non-Consolidated Statements of Income
For the years ended March 31, 2007 and 2006

Thousands of

Millions of Yen U.S. Dollars
2007 2006 2007
Netsales ............. ¥177,493 ¥145,555 $1,503,541
Costofsales ... 135,373 117,041 1,146,743
GIroSS Profit e 42,120 28,514 356,798
Selling, general and administrative expenses ....................... 19,297 17,807 163,465
OperatiNng INCOME ...ttt ettt 22,823 10,706 193,333
Other income (expenses):
Interest and dividend iNCOME ... ..ot 563 518 4,769
INTErESt BXPENSES ...\t (570) (781) (4,828)
Other, Nt o (2,087) (758) (17,679)
(2,094) (1,021) (17,738)
Income beforeincometaxes ..................coiiiiiiiiiiiii 20,728 9,685 175,587
Income taxes:
UM BN o e 8,333 3,232 70,589
DEferrEd i 161 425 1,364
Net iNCOME .. oo ¥ 12,233 ¥ 6,026 $ 103,626




THE JAPAN STEEL WORKS, LTD.

Non-Consolidated Statements of Changes in Net Assets
For the years ended March 31, 2007 and 2006

Millions of Yen

Number of Net unrealized
shares of Treasury Total gain on Loss on Total
common stock common Capital Retained stock, shareholders’ investment deferred valuation and Total net
(Thousands) stock surplus eamings at cost equity securities hedges other assets
Balance at March 31, 2005...... 371,463  ¥19,694 ¥5,421  ¥25,283 ¥(14) ¥50,385 ¥2,513 ¥— ¥2,613  ¥52,899
Netincome.......cccoveeviniennnnnn. 6,026 6,026 6,026
Cash dividends paid ............. (1,114) (1,114) (1,114)
Bonuses to directors and
corporate auditors............... (55) (55) (55)
Purchases of treasury stock... (13) (13) (13)
Sales of treasury stock .......... 0 0 0 0
Unrealized holding gain on
SECUNMtIES ...covvevveeeiieiiieiieee, — 2,859 2,859 2,859
Balance at March 31, 2006 ..... 371,463  ¥19,694 ¥5,422  ¥30,140 ¥(28) ¥55,229 ¥5,373 ¥— ¥5,373  ¥60,602
Millions of Yen
Number of Net unrealized
shares of Treasury Total gain on Loss on Total
common stock common Capital Retained stock, shareholders’ investment deferred valuation and Total net
(Thousands) stock surplus eamings at cost equity securities hedges other assets
Balance at March 31, 2006...... 371,463  ¥19,694 ¥5,422  ¥30,140 ¥(28) ¥55,229 ¥5373 ¥ @ — ¥5,373  ¥60,602
Netincome.........ccoevvivveennnnn. 12,233 12,233 12,233
Cash dividends paid ............. (1,856) (1,856) (1,856)
Bonuses to directors and
corporate auditors............... (61) (61) (61)
Purchases of treasury stock... (31) (31) (31)
Sales of treasury stock .......... 0 0 0 0
Unrealized holding gain on
SECUNMHIES ..vvvvveeeeeeiiiiiieeeeean — 384 384 384
Unrealized losses on hedges... — (1,364) (1,364) (1,364)
Balance at March 31, 2007 ...... 371,463 ¥19,694 ¥5,422 ¥40,456 ¥(59) ¥65,514 ¥5,758 ¥(1,364) ¥4,393 ¥69,907
Thousands of U.S. Dollars (Note 3)
Number of Net unrealized
shares of Treasury Total gain on Loss on Total
common stock common Capital Retained stock, shareholders’ investment deferred valuation and Total net
(Thousands) stock surplus eamings at cost equity securities hedges other assets
Balance at March 31, 2006...... 371,463 $166,828 $45,930 $255,316  $(237) $467,844 $45515 § — $45,515 $513,359
Netincome........ccoveevivvennnnnn. 103,626 103,626 103,626
Cash dividends paid ............. (15,722) (15,722) (15,722)
Bonuses to directors and
corporate auditors............... (517) (517) (517)
Purchases of treasury stock... (263) (263) (263)
Sales of treasury stock .......... 0 0 0 0
Unrealized holding gain on
SECUMTIES .. — 3,253 3,253 3,253
Unrealized losses on hedges... —_ (11,554) (11,554) (11,554)
Balance at March 31, 2007 ...... 371,463 $166,828 $45,930 $358,433 $(500) $554,968 $48,776 $(11,554) $37,213 $592,181




