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Financial Highlights

Founded in 1923, Takasago Thermal Engineering Co., Ltd. is Japan’s largest company

specializing in Heating, Ventilation and Air Conditioning (HVAC). The company’s mission

is to make people’s lives more pleasant and contribute to society as a whole by creating

comfortable environments. Building upon a solid theoretical foundation in thermal

dynamics, fluid dynamics and electronics, Takasago uses its own leading-edge technol-

ogy to design and construct HVAC systems that meet a broad spectrum of requirements.

Takasago is continuing its R&D efforts in many fields to play a part in conserving the

global environment and addressing other social issues.

Profile

Thousands of
Millions of yen U.S. dollars

2005 2004 2003 2002 2001 2005

For the year:
Orders received ¥183,805 ¥186,938 ¥179,030 ¥187,017 ¥209,816 $1,711,565
Net sales 204,128 177,052 196,233 196,436 243,213 1,900,810
Operating income 171 3,253 3,982 3,685 5,650 1,592
Net income 463 1,991 1,033 1,698 1,593 4,311
Backlog of orders 119,517 139,839 129,953 147,155 156,575 1,112,925

At year-end:
Total assets ¥204,907 ¥217,917 ¥191,810 ¥221,223 ¥250,999 $1,908,064
Shareholders’ equity 84,446 90,363 78,712 80,074 81,029 786,349

Yen U.S. dollars

Per share:
Net income ¥5.35 ¥21.53 ¥10.28 ¥19.80 ¥18.57 $0.05
Cash dividends applicable
to the year 17.00 17.00 17.00 17.00 17.00 0.16

Note: U.S. dollar amounts are translated from yen, for convenience only, at the rate of ¥107.39=U.S.$1.



To the Reader

Despite slower exports and lackluster growth in

industrial output due to inventory cutbacks in

IT-related fields, the Japanese economy held to

a modest recovery track during fiscal 2004, the

year ended March 31, 2005. This was due to

higher capital investment, supported by im-

proved corporate earnings, as well as continued

improvements in personal spending and the

employment picture in Japan.

In the HVAC sector where Takasago chiefly operates, improved corporate earnings sparked an increase in large-scale

building redevelopment and other private-sector construction projects. Nevertheless, the decline in public works projects

continued unchecked against a backdrop of deteriorating public spending budgets. As a result of these factors, heated

price-based competition continued, creating an increasingly severe operating environment.

In this climate, Takasago and its group companies brought their collective strengths to bear in conducting sales activi-

ties to secure new orders, and took various steps to raise profits that included efforts to upgrade design and construction

capabilities, streamline materials procurement, enhance the efficiency of renovation work and reduce selling, general and

administrative (SG&A) expenses. That said, our push to stay profitable fell short in several large-scale projects and we

posted anticipated losses on completion of projects of low profitability that were incomplete as of the fiscal year-end.

Although orders received edged 1.7% lower year on year to ¥183,805 million, net sales climbed 15.3% to ¥204,128 million.

Net income, however, fell 76.7% to ¥463 million. The year-end dividend was ¥8.5 per share, unchanged from previous

announcements. Including an interim dividend of ¥8.5 per share, cash dividends applicable to the fiscal year were ¥17 per share.

At the start of fiscal 2005, the Takasago Group launched a new three-year medium-term management plan. This plan

will see us implement initiatives to create new value using optimized technology in energy management for construction

facilities. In parallel, we plan to push ahead with diversifying group earnings streams and initiate the reforms necessary to

build a corporate structure more resistant to adverse market conditions.

The business environment remains more challenging than expected. In this context, we will pursue greater selectivity

and focus at every level of our operations and implement a host of initiatives to boost profits and enhance corporate

value. Among these measures, we intend to strengthen and upgrade Takasago’s energy solutions, electrical and commu-

nications construction, and monitoring and control systems businesses, expand our core renovation projects business,

and strengthen efforts to cut costs as we raise productivity. In fiscal 2007, the plan’s final year, we are targeting orders

received of ¥220.0 billion and net sales of ¥210.0 billion, both on a consolidated basis. The Takasago Group is commit-

ted to doing its utmost to achieve these goals.

Eiichi Ishida
President

Eiichi Ishida
President
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Takasago provides optimal indoor climates in structures

of all types. These include skyscrapers, office buildings,

airport terminals and railway stations, hotels, schools,

hospitals and museums, as well as multipurpose struc-

tures that house many of these elements. Expertise also

extends to domed stadiums, theaters and other struc-

tures with large interior spaces. Takasago technology is

used in District Heating-and-Cooling (DHC) systems,

which meet the energy needs of redevelopment projects

by using the best combination of electricity, gas and non-

conventional energy sources.

General-Purpose HVAC Systems

Business Segments and Overseas Operations

Sony Semiconductor Kyushu Corporation
Kumamoto Technology Center

The center has reduced its energy consumption by 30% com-
pared to conventional heating and cooling systems. The inte-
grated control system was jointly developed by Sony Corporation
and Takasago Thermal Engineering Co., Ltd.

Takasago supplies industrial HVAC systems that combine

workspace HVAC and process HVAC technology to create

an environment that reflects the needs of workers and the

products they are fabricating. For workspaces, Takasago

engineers systems that play a major part in preserving

health and raising productivity. Process HVAC systems

include clean rooms, dry rooms and other minutely con-

trolled environments for ultra-precision processes in IT

industries, biotechnology processes in pharmaceuticals

and food processing, and other exacting requirements.

Takasago is accumulating skills in such sophisticated

fields as ultra-precise constant temperature and humidity

control, ultra-clean environments (removal of particles,

chemical contaminants, static electricity and other harm-

ful items) and ultra-dry technology (supply of air with an

extremely low dew point). By integrating these precision

control technologies, Takasago contributes to raising the

productivity of various manufacturing processes.

Roppongi Hills Mori Tower:

Takasago has provided the optimum air-
conditioning system for this building, which
symbolizes the prestigious Roppongi Hills
complex. With its total of 160,000 monitor-
ing locations, the system offers the world’s
largest unified monitoring capabilities.

Industrial HVAC Systems
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When a building is renovated and its facilities updated,

installing HVAC equipment is inevitably one of the most

important tasks. Typically, these systems need to be

replaced every 15 to 20 years, a much shorter period

than the average building’s lifetime of 30 to 50 years. To

respond to changes in a building’s use during its life-

time—and to continual demands for higher performance

systems—Takasago draws upon its vast experience in

renovation and upgrading to propose HVAC solutions

that meet the requirements of the age and add value to

the building itself.

Outside Japan, Takasago has branch offices in Singapore,

Hong Kong and Taiwan to serve the large number of

local customers that include local and foreign companies.

In China, Takasago established two Chinese subsidiaries:

CEEDI-Takasago Engineering & Consulting Co., Ltd., a

Chartered Semiconductor Manufacturing’s Fab 2, an 8" wafer
manufacturing facility in Singapore

One of the world’s top three pure-play foundries, Chartered oper-
ates five wafer fabrication plants in Singapore, including a 300mm
facility which began pilot production at the end of 2004.

HVAC Renovations

Overseas Operations
consulting firm, and Takasago Constructors and Engi-

neers (Beijing) Co., Ltd., a general contractor. Both

companies are engaged in upgrading services for estab-

lished customers while developing relationships with new

ones. The Hong Kong subsidiary has begun conducting

full-scale sales activities.

There are also local subsidiaries in Malaysia, Thailand,

the Philippines and other countries, mainly Southeast

Asia, the result of Takasago’s ongoing efforts to establish

a growing overseas construction network. These overseas

bases have accumulated considerable experience in

projects that mainly involve clean rooms for high-tech

factories and other industrial HVAC systems, but also

include HVAC systems for hotels and other high-rise

buildings, shopping centers and many other types of

structures. Activities outside Japan also include services

backed by Takasago technologies, such as technology to

conserve energy by achieving the best mix of energy

sources, and technology involving DHC systems.
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Review of Operations

Net sales rose 15.3% over the previous fiscal year to

¥204,128 million.

Sales in general-purpose HVAC systems were up

7.9% to ¥140,482 million, while sales in industrial

HVAC systems jumped 40.1% to ¥58,199 million.

Equipment sales, meanwhile, increased 2.5% to

¥5,446 million. General-purpose HVAC systems

accounted for 68.8% of net sales, followed by indus-

trial HVAC systems at 28.5% and equipment at 2.7%.

Orders received decreased 1.7% year on year to

¥183,805 million. In general-purpose HVAC systems,

orders declined 3.9% to ¥127,785 million, while orders

for industrial HVAC systems rose 3.9% to ¥50,790

million. Orders for equipment rose 3.7% to ¥5,230

million. General-purpose HVAC systems comprised

69.5% of total orders, industrial HVAC systems 27.7%

and equipment 2.8%.

Millions of yen

2005 2004 2003

Construction

Office Projects ¥ 50,347 ¥  54,610 ¥  57,028

Shopping Centers 16,444 11,640 11,308

Hotels 5,258 7,141 6,457

Sports and

Leisure Facilities 4,187 4,364 5,263

Residential Housing 2,547 1,437 407

Educational Facilities 18,315 20,818 14,468

Medical Facilities 17,434 19,957 22,502

Industrial Projects 50,790 48,894 38,713

Others 13,253 13,031 17,761

Equipment 5,230 5,046 5,123

TOTAL ¥183,805 ¥186,938 ¥179,030

Orders Received by Project Net Sales by Project

2005 Net Sales by Project (%)2005 Orders Received by Project (%)

Millions of yen

2005 2004 2003

Construction

Office Projects ¥  56,325 ¥  57,556 ¥  73,467

Shopping Centers 13,378 11,661 12,383

Hotels 7,682 5,851 4,713

Sports and

Leisure Facilities 4,893 5,604 6,167

Residential Housing 1,148 2,550 1,882

Educational Facilities 17,732 15,661 20,772

Medical Facilities 19,497 19,092 18,278

Industrial Projects 58,199 41,536 38,040

Others 19,828 12,226 16,008

Equipment 5,446 5,315 4,523

TOTAL ¥204,128 ¥177,052 ¥196,233

● Office Projects 27.4
● Shopping Centers 8.8
● Hotels 2.9
● Sports and Leisure Facilities 2.3
● Residential Housing 1.4
● Educational Facilities 10.0
● Medical Facilities 9.5
● Industrial Projects 27.7
● Others 7.2
● Equipment 2.8

● Office Projects 27.6
● Shopping Centers 6.5
● Hotels 3.8
● Sports and Leisure Facilities 2.4
● Residential Housing 0.6
● Educational Facilities 8.7
● Medical Facilities 9.5
● Industrial Projects 28.5
● Others 9.7
● Equipment 2.7
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2005 Backlog of Orders by Project (%)

Orders Received & Renovation Ratio* (Millions of yen/%)

The order backlog declined 14.5% year on year to

¥119,517 million. The general-purpose HVAC systems

backlog decreased 11.1% to ¥101,321 million, while

the industrial HVAC systems backlog fell 30.6% to

¥16,823 million. The equipment backlog was also lower,

down 13.6% to ¥1,373 million. Of the total order

backlog, 84.8% came from general-purpose HVAC

systems, while industrial HVAC systems and equipment

accounted for 14.1% and 1.1%, respectively.

Devising initiatives that target the renovation market is

today one of the common themes of companies in

Japan’s construction sector. Takasago has amassed a

wealth of experience in and involvement in potential

orders for renovation construction projects over the

years. But, as the transformation that REITs and other

building securitization schemes have brought to the

conventional model of ownership illustrates, the busi-

ness environment is undergoing a period of fundamen-

tal change. In this context, Takasago is concentrating

its management resources on customer-oriented after-

sales services and other areas of the renovation

projects field to expand earnings generated from this

core business area. As part of its environmental busi-

ness, Takasago is spurring the advancement of energy-

saving technologies and enhancing renovation activities

as the group puts its best foot forward to become an

even more trusted partner for its customers.

Backlog of Orders by Project Renovation Projects

Millions of yen

2005 2004 2003

Construction

Office Projects ¥  37,395 ¥  43,374 ¥  46,319

Shopping Centers 11,847 8,780 8,800

Hotels 3,092 5,517 4,227

Sports and

Leisure Facilities 3,948 4,653 5,894

Residential Housing 2,318 919 2,032

Educational Facilities 14,805 14,221 9,065

Medical Facilities 20,131 22,194 21,329

Industrial Projects 16,823 24,232 16,874

Others 7,785 14,360 13,555

Equipment 1,373 1,589 1,858

TOTAL ¥119,517 ¥139,839 ¥129,953

● Orders Received
Renovation Ratio

*Non-consolidated
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● Office Projects 31.3
● Shopping Centers 9.9
● Hotels 2.6
● Sports and Leisure Facilities 3.3
● Residential Housing 1.9
● Educational Facilities 12.4
● Medical Facilities 16.9
● Industrial Projects 14.1
● Others 6.5
● Equipment 1.1
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Research and Development

Recent Developments

Plasma HVAC System Using Surface Creepage Units for Removal of Microbes and Nasty Smells
—Allergen inactivation by oxygen radicals—

SWIT (Swirling Induction Type Displacement Ventilation System for Large Enclosed Spaces)
—Delivering energy savings and a comfortable environment with newly circulated fresh air—

Takasago has developed a “Plasma HVAC
System” that uses the effects of oxygen radi-
cals to efficiently and reliably eliminate bac-
teria and odors for extended periods of time.
The design and construction of the system
were carried out by Takasago, while Nippon
Pmac was responsible for the manufacture

SWIT was developed as an HVAC system
using the laminate airflow “displacement
ventilation system” of air conditioning,
whereby air slowly supplied from a lower
position displaces, without mixing, heat and
contaminated air. The mixing airflow sys-
tem, in which fresh air is usually blown in

from the ceiling, has been the most com-
mon method used to condition a given
space at work sites and residences. The lack
of energy savings when air conditioning
large enclosed spaces and the mixing of
fresh and contaminated air are just two of
the many issues associated with this
method. By comparison, the displacement
ventilation system does not mix the air
inside the room but simply air conditions
the work site or residence. As a result, it
saves energy and offers superior ventilation
efficiency. This method, however, uses a
large diffuser unit to pipe in large volumes
of air at low speeds to keep temperatures
constant, meaning that there are some-
times constraints imposed by installation
requirements.

and sale of the surface creepage units for the
system. Related sales activities commenced in
October 2004.

Framed against the spread of a new
wave of infectious diseases and the enforce-
ment of more laws mandating the promo-
tion of good health in recent years,

Takasago developed this system in
recognition of the rising need for
HVAC systems capable of eliminat-
ing bacteria and odors. The system
fights bacteria and odors by exploit-
ing the inherent instability of oxygen
radicals, a quality that enables these
molecules to readily bind with other
substances. In less than one hour,

R&D

HVAC 
system 

technology

Energy 
utilization 

system 
technology

Clean room
system 

technology

Information
and control 

system 
technology

the system can eliminate over 99.9% of all
viruses, bacteria, dust mites and other aller-
gens in a room. Over the same timeframe,
the system can also reduce the level of foul
odors from a high value of 2 to 3, to 0 to 1
(based on the method for calculating odor
intensity mandated by Japan’s Offensive
Odor Control Law).

Takasago expects demand for this system
to come from various sources, including
hospitals, elderly care centers and other
facilities where health and sanitation require
special attention, as well as large hotels,
commercial outlets and other facilities
frequented by the general public.

While maintaining the advantages of
displacement ventilation, SWIT uses a com-
pact air supply unit with duct openings one
third to one fifth the area of conventional
ducts to supply fresh air. Inside the unit is an
array of circulation guide vanes for circulat-
ing air. This configuration serves to draw in
air around the vicinity of the duct, enabling
fresh air at least equal to displacement venti-
lation to be blown out at low speed. During
operation, the system can be adjusted for
smaller air volume, and a small air supply unit
can be used if there are installation restric-
tions. These features mean that Takasago’s
original air conditioning system maintains
environmental comfort equal to or better
than displacement ventilation, while saving
energy with lower energy costs.

R&D Objectives

Discharge plasma

Ozone, O*,O2
*
 Oxygen radicals,  Oxygen, Airborne microbes, Odor

Flow of air

Catalytic filter

SWIT Air Conditioning

Unclean air

Fresh air
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GODA (Gathering Operation Data and Analysis) Software
—Innovative energy management tool for construction equipment—

This system improves air conditioner perfor-
mance by channeling the refrigerant in multi-
air-conditioners, used to individually control
climate in each area of a building, through a

Sub-cooling Unit in Multi-air-conditioners for Buildings
—Energy- and cost-saving features—

“refrigerant sub-cooling unit.” Here, the
refrigerant is further cooled with water
before reentering the multi-air-conditioners
refrigerant transmission network.

The enforcement of Japan’s Revised
Energy Savings Law is turning lower energy
consumption and the reduction of green-
house gas emissions into major issues. This
system’s technology will greatly contribute to
enabling the multi-air-conditioners typically
used in small and medium-sized buildings to
save energy. Takasago will focus on market-
ing this system for both new construction
and renovations.

HVAC technology, the core business of Takasago, has become an indispensable ele-
ment in creating enhanced building and urban environments, and a key aspect in the
design of manufacturing facilities. Creating the optimum environment through HVAC
systems involves far more than adjusting air temperature and humidity. It calls for the
complete control of a wide range of factors such as air flow, distribution, pressure
and cleanliness to meet exacting requirements. Takasago develops distinctive HVAC
technologies with the aim of providing the most comfortable environment possible
for its customers. Going one more step, Takasago is currently preparing to enter the
energy, environmental and other business domains that rely on new technologies.

For HVAC equipment, the proper collection
and evaluation of operational data in a vari-
ety of circumstances, including test operation
and adjustment, optimal settings for normal
operation, commissioning (performance
benchmarking), and equipment diagnostics

when malfunctions arise, are crucial for real-
izing optimal operation. Information pertain-
ing to this equipment is usually gathered
from central surveillance boards, but such
monitoring systems typically report only on/
off status, temperature and other rudimen-

tary data. As a result, analysis and
evaluation must ultimately be
supplemented with measurable
data gathered from sensors tem-
porarily installed in HVAC devices
and the transmission network, as
well as data from firsthand obser-
vation and other sources. GODA
creates a single database for the
range of data gathered from the

network by converting it all into standard
TSC21 code. The data can then be easily
displayed in graph or chart form. These data
gathering and analysis functions can reduce
workload by nearly 75% by enhancing the
efficiency of simple but numerous tasks that
traditionally consume 70% to 80% of the
overall time required to collect data on the
operational status of HVAC equipment.

By utilizing the Internet, GODA also gives
Takasago online access to the data and
analyses collected, enabling it to gather in-
formation on the operational status of equip-
ment on behalf of equipment owners. In this
way, GODA allows Takasago to offer sophis-
ticated equipment management support.

For office buildings in Tokyo with
10,000m2 of floor space, for example, the
installation of this system would, based on
the conventional method for calculating the
number of outdoor units required, incur
approximately ¥4 million more in capital
investment. However, annual energy con-
sumption would fall by 6%, reducing operat-
ing costs by nearly ¥1 million each year,
allowing the additional cost to be completely
recouped in around 4 years. Equipment costs
can be reduced further by lowering the num-
ber of outdoor units to 85% of the number
normally installed.

General-purpose PC 

Central supervisory
information

Interface

Communicates
(BAC net)

Communicates

Communicates

Communicates 
or MO

Manual inputInformation from
records

Measured 
information

Measurement software
(included)

Data collection

Communicates

GODA server
Through the Internet

Data analysis

GODA: data collection/analysis software

Energy management

3-years data
+

baseline data

Outside the room Inside the room

Inside unit Inside unit

Outside unit

Drain

Gas pipe

Refrigerant
Subcooling Unit

Cooling
water
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Corporate Governance

At Takasago, we are committed to earning society’s trust

and raising our long-term corporate value. To this end,

our fundamental corporate governance policy is to ensure

sound management, while taking steps to steadily boost

management efficiency.

As a rule, Takasago’s Board of Directors meets once a

month, with other meetings held as needed. The Board

deliberates and decides on legal matters and those expressly

written in the Articles of Incorporation, as well as other

important management topics, and is tasked with verify-

ing the execution of business operations. To mount a

more measured response to changes in its social and

economic landscape, Takasago also has a Management

Council in place that deliberates fundamental management

concerns in an effort to solve emergent issues faster.

Takasago has established a corporate auditor system,

incorporating three corporate auditors, two of whom are

from outside the Company. The corporate auditors attend

Board sessions and other important meetings, and are also

charged with auditing the execution of duties by direc-

tors. At the same time, they actively offer their profes-

sional advice and opinions to enhance auditing functions.

Takasago has contracted KPMG AZSA & Co. to serve

as the independent auditor responsible for auditing the

financial statements and other areas pursuant to Japan’s

Commercial Code, the Securities and Exchange Law, and

other relevant laws. For legal counsel, the Company has

contracts with several law offices from which it receives

legal advice and guidance as needed.

Takasago also has an Internal Audit Division that con-

ducts internal audits with a view to ensuring the legality

and appropriateness of the range of activities carried out

by divisions responsible for business execution.

In respect to legal compliance, Takasago is raising

awareness of its Corporate Ethics Guidebook outlining

ethical and behavioral standards, as it strives to ensure

that legally compliant management, essential to promot-

ing fair, honest and sound corporate activities, remains a

normal aspect of daily operations. Accordingly,

Takasago’s Corporate Ethics Committee meets regularly

in an effort to boost understanding of legal compliance

and ingrain legally compliant behavior at every level by

identifying potential problems and other issues from an

ethical and legal compliance standpoint covering the

breadth of the Company’s business activities.

In its determination to maintain transparent manage-

ment, Takasago has put in place a disclosure framework

that includes earnings presentations for institutional

investors and analysts, as well as responding to inquiries

and the timely posting of information on the Takasago

corporate website.

Takasago’s Corporate Governance Framework

Selection Selection Selection

Reporting
Audits/Reporting

Advice/Guidance

Internal audits

Reporting

Selection/
Monitoring

General Meeting of Shareholders

Board of Directors/
Directors

Managing Directors

Board of Corporate Auditors/
Corporate Auditors

Independent Auditor

Legal Counsel

Corporate Ethics Committee

Internal Audit Division

Representative Directors

Management Council
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Financial Review

Results of Operations
The construction segment accounted for 97.3% of con-

solidated net sales in the past fiscal year. Sales of general-

purpose HVAC systems for office buildings and other

buildings, the segment’s core business, increased by

7.9% year on year to ¥140,482 million. Meanwhile, sales

of industrial HVAC systems, centered on clean rooms,

climbed 40.1% to ¥58,199 million. At the parent company,

sales were up 14.2%, while sales at consolidated subsid-

iaries, responsible for the manufacture and sale of equip-

ment, rose 2.5%, helping to lift consolidated net sales

15.3% over the previous fiscal year. The ratio of consoli-

dated to non-consolidated net sales was 1.04 times.

Despite this growth, net income fell 76.7% as project

profitability declined year on year due mainly to the

inability to sustain profitability on several large-scale

projects. Compounding this was the posting of losses

expected upon completion of projects of low profitability

that were still incomplete as of the fiscal year-end.

Financial Position
In assets, notes and accounts receivable—trade increased

¥8,503 million year on year due to the concentration of

completed construction near the fiscal year-end, while

liquidity, the sum of cash and time deposits and marketable

securities, decreased ¥8,971 million. Tracking a decline in

the volume of construction work in progress, the cost of

uncompleted contracts decreased by ¥7,134 million.

In liabilities, the same factors influencing assets led to

an increase of ¥2,689 million in notes and accounts pay-

able—trade, and a decline of ¥3,827 million in advances

received on uncompleted contracts. The Company

posted an allowance for losses on construction contracts

of ¥1,225 million.

In shareholders’ equity, retained earnings declined by

¥1,136 million, while net unrealized holding gains on

securities declined by ¥4,059 million. During the past

fiscal year, ¥675 million was spent on the purchase of

treasury stock (900,000 shares). As a result, total assets

declined by ¥13,010 million, while shareholders’ equity

declined by ¥5,917 million compared to the previous

fiscal year-end.

Cash Flows
Overview

Cash and cash equivalents amounted to ¥33,998 million

as of March 31, 2005, ¥8,910 million less than at the

end of the previous fiscal year.

Net cash used in operating activities was ¥5,775 million,

representing a change of ¥12,915 million from cash pro-

vided in the previous fiscal year. This was mainly attribut-

able to the concentration of completed construction near

the end of the fiscal year, which triggered a temporary

worsening in construction cash flows; while an increase in

trade receivables and a decrease in advances received on

uncompleted contracts exceeded an increase in trade

payables and decrease in cost of uncompleted contracts.

Net cash provided by investing activities was ¥755 mil-

lion, up ¥1,429 million year on year, chiefly due to pro-

ceeds from sale of marketable and investment securities.

Net cash used in financing activities was ¥3,933

million, a year-on-year increase of ¥2,346 million. Cash

was primarily used for repayments of long-term debt and

cash dividends paid.

2001 2002 2003 2004 2005

243,213

196,436 196,233

177,052

204,128

2001 2002 2003 2004 2005

1,593
1,698

1,033

1,991

463

2001

32.3%

2002

36.2%

2003

41.0%

2004

41.5%

2005

41.2%

250,999

221,223

191,810

217,917
204,907

Net sales

(Millions of yen)

Net income

(Millions of yen)

Total assets & Equity ratio

(Millions of yen/%)

Total assets
Equity ratio
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Risk Factors
Below are listed some of the risks that could adversely

affect the business results and financial position of the

Takasago Group, including the Company’s stock price.

Forward-looking statements reflect the judgment of the

Takasago Group as of March 31, 2005.

1. Seasonal fluctuations in business performance

The Takasago Group tends to book a disproportionate

percentage of net sales and profits in the second half of

the fiscal year due to the concentration of sales from the

completion of construction projects in the second half of

the fiscal year. This is normal for this business format.

2. Fluctuations in the construction materials market

The Takasago Group procures steel and other construc-

tion materials over the course of its business activities. A

sharp rise in materials costs due to supply shortages or

price fluctuations could have an impact on the Group’s

own costs.

3. Overseas operations

In China and Southeast Asia, where the Takasago Group

conducts operations, the Group must take into account

the possible impact of the unforeseeable enactment or

amendment of laws and regulations, as well as changes

in the political or economic landscape and other factors,

on business results.

4. Unprofitable projects

The addition of unforeseen costs during the construction

phase of projects and other factors may lead to unprofit-

able projects that could impact business results by

requiring the booking of an allowance for losses on

construction contracts.

5. Compensation for damages

While the Group takes every reasonable measure to safe-

guard the occupational health and safety and quality

control of its projects, it may be requested to pay

damages stemming from accidents involving people and

materials and other risks inherent to the construction

industry, as well as damages caused by disasters and

complaints and other issues following project completion.

In the event that the damages in question are not covered

by the Group’s lump-sum compensation and liability

insurance, the payment of damages could adversely affect

business results.

6. Collection of accounts receivable

The bankruptcy of a customer prior to the receipt of

payment for construction work could impair the Group’s

ability to collect on accounts receivable.

7. Bankruptcy of partner companies

The Takasago Group encourages the creation of a well-

planned implementation framework when carrying out

projects. Business results could nonetheless be adversely

impacted in the event that construction progress is hin-

dered by the bankruptcy of partner companies.

8. Ownership of assets

The Takasago Group owns a range of assets that includes

real estate, marketable securities and investment securi-

ties. The need to enact impairment accounting measures

on these assets due to fluctuations in market prices could

have a negative effect on business results.
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Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Net sales (Note 11) ............................................................................. ¥204,128 ¥177,052 $1,900,810 $1,648,682

Costs and expenses (Note 11):

Cost of sales .................................................................................... 190,652 159,659 1,775,324 1,486,721

Selling, general and administrative expenses .................................... 13,305 14,140 123,894 131,670

203,957 173,799 1,899,218 1,618,391

Operating income ............................................................................. 171 3,253 1,592 30,291

Other income (expenses):

Interest and dividend income ........................................................... 413 363 3,846 3,380

Life insurance received ..................................................................... 174 118 1,620 1,099

Interest expense ............................................................................... (221) (238) (2,058) (2,216)

Foreign currency exchange gain or loss, net ..................................... 42 (254) 391 (2,365)

Gain on sale of securities, net .......................................................... 473 270 4,405 2,514

Reversal of allowance for doubtful accounts .................................... — 77 — 717

Write-down of investment securities ................................................ — (4) — (37)

Income from investment in partnership ............................................ — 84 — 782

Gain on sale of property, plant and equipment, net ......................... 54 33 503 307

Income from technical support ......................................................... 245 111 2,281 1,034

Loss on disposal of property, plant and equipment, net .................... (22) (25) (205) (233)

Other—net ...................................................................................... 40 173 373 1,611

1,198 708 11,156 6,593

Income before income taxes ............................................................ 1,369 3,961 12,748 36,884

Income taxes (Note 7):

Current ............................................................................................ 1,260 2,523 11,733 23,494

Deferred .......................................................................................... (354) (553) (3,296) (5,150)

Net income ........................................................................................ ¥ 463 ¥ 1,991 $ 4,311 $ 18,540

Yen U.S. dollars (Note 1)

2005 2004 2005 2004

Amounts per share of common stock (Note 12):

Net income ...................................................................................... ¥ 5.35 ¥21.53 $0.05 $0.20

Cash dividends applicable to the year ............................................... 17.00 17.00 0.16 0.16

See accompanying notes.

Consolidated Statements of Income
Takasago Thermal Engineering Co., Ltd.
Years ended March 31, 2005 and 2004
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Thousands of
Millions of yen U.S. dollars (Note 1)

ASSETS 2005 2004 2005 2004

Current assets:

Cash and time deposits (Note 3) ...................................................... ¥ 36,120 ¥ 45,280 $ 336,344 $ 421,641

Marketable securities (Note 4) .......................................................... 402 213 3,743 1,983

Notes and accounts receivable—trade.............................................. 83,172 74,669 774,486 695,307

Less allowance for doubtful accounts ............................................... (73) (83) (680) (773)

Cost of uncompleted contracts ........................................................ 17,777 24,911 165,537 231,968

Deferred tax assets (Note 7) ............................................................. 1,102 620 10,262 5,773

Other current assets ......................................................................... 10,678 8,478 99,432 78,946

Total current assets ...................................................................... 149,178 154,088 1,389,124 1,434,845

Property, plant and equipment—at cost (Note 2):

Land ................................................................................................ 1,884 1,886 17,543 17,562

Buildings and structures ................................................................... 7,619 7,629 70,947 71,040

Machinery ........................................................................................ 621 590 5,782 5,494

Tools, furniture and fixtures ............................................................. 2,689 2,846 25,040 26,502

12,813 12,951 119,312 120,598

Less accumulated depreciation ......................................................... (7,171) (7,182) (66,775) (66,878)

Net property, plant and equipment ...................................................... 5,642 5,769 52,537 53,720

Investments and other assets:

Investment securities (Note 4) .......................................................... 36,690 43,917 341,652 408,949

Investments in unconsolidated subsidiaries

and affiliated companies ................................................................ 576 772 5,364 7,189

Guarantee deposits .......................................................................... 3,334 3,677 31,046 34,240

Long-term insurance contribution .................................................... 6,314 7,065 58,795 65,788

Deferred tax assets (Note 7) ............................................................. 165 159 1,536 1,481

Other ............................................................................................... 3,051 2,737 28,410 25,486

Less allowance for doubtful accounts ............................................... (43) (267) (400) (2,487)

Total investments and other assets ...................................................... 50,087 58,060 466,403 540,646

Total Assets .............................................................................. ¥204,907 ¥217,917 $1,908,064 $2,029,211

See accompanying notes.

Consolidated Balance Sheets
Takasago Thermal Engineering Co., Ltd.
As of March 31, 2005 and 2004
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Thousands of
Millions of yen U.S. dollars (Note 1)

LIABILITIES AND SHAREHOLDERS’ EQUITY 2005 2004 2005 2004

Current liabilities:

Bank loans (Note 6) .......................................................................... ¥ 10,157 ¥ 11,553 $ 94,581 $ 107,580

Long-term debt due within one year (Note 6) ................................... 1,674 1,771 15,588 16,491

Notes and accounts payable—trade ................................................. 80,871 78,182 753,059 728,019

Advances received on uncompleted contracts .................................. 9,869 13,696 91,899 127,535

Income taxes payable (Note 7) ......................................................... 881 1,974 8,204 18,382

Allowance for claim expenses .......................................................... 447 313 4,162 2,915

Allowance for losses on construction contracts ................................ 1,225 — 11,407 —

Other current liabilities ..................................................................... 6,308 7,794 58,739 72,576

Total current liabilities .................................................................. 111,432 115,283 1,037,639 1,073,498

Long-term debt (Note 6) ................................................................... 1,749 2,112 16,286 19,667

Employees’ severance and retirement benefits (Note 8) ................. 6,194 6,365 57,678 59,270

Allowance for accrued severance indemnities to directors

and corporate auditors ................................................................... 674 694 6,276 6,463

Deferred tax liabilities (Note 7) ......................................................... 379 3,019 3,529 28,112

Other non-current liabilities ............................................................ 33 81 307 754

Contingent liabilities (Note 10)

Shareholders’ equity (Note 9):

Common stock:

Authorized — 200,000,000 shares

Issued — 85,765,768 shares ................................................ 13,135 13,135 122,311 122,311

Capital surplus ................................................................................. 12,854 12,854 119,695 119,695

Retained earnings ............................................................................ 53,769 54,905 500,689 511,267

Net unrealized holding gains on securities ........................................ 5,955 10,014 55,452 93,249

Foreign currency translation adjustments ......................................... (14) — (130) —

85,699 90,908 798,017 846,522

Treasury stock, at cost ...................................................................... (1,253) (545) (11,668) (5,075)

Total shareholders’ equity ............................................................. 84,446 90,363 786,349 841,447

Total Liabilities and Shareholders’ Equity ................................... ¥204,907 ¥217,917 $1,908,064 $2,029,211
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Millions of yen

Net unrealized Foreign
Number of holding gains currency
shares of Common Capital Retained (losses) on translation Treasury

common stock  stock surplus earnings securities adjustment stock

Balance at March 31, 2003 ........................ 85,765,768 ¥13,135 ¥12,854 ¥54,522 ¥ (1,741) ¥ — ¥ (58)
Net income ................................................ — — — 1,991 — — —
Adjustment of net unrealized holding
gains on securities .................................... — — — — 11,755 — —

Purchases of treasury stock ........................ — — — — — — (487)
Cash dividends paid (¥17 per share) ........... — — — (1,456) — — —
Bonuses to directors
and corporate auditors ............................. — — — (152) — — —

Balance at March 31, 2004 ......................... 85,765,768 13,135 12,854 54,905 10,014 — (545)
Net income ................................................ — — — 463 — — —
Adjustment of net unrealized holding
losses on securities ................................... — — — — (4,059) — —

Foreign currency translation adjustments ... — — — — — (14) —
Purchases of treasury stock ........................ — — — — — — (708)
Cash dividends paid (¥17 per share) ........... — — — (1,435) — — —
Bonuses to directors
and corporate auditors ............................. — — — (154) — — —

Decrease due to increase in number of
consolidated subsidiaries .......................... — — — (10) — — —

Balance at March 31, 2005 ......................... 85,765,768 ¥13,135 ¥12,854 ¥53,769 ¥ 5,955 ¥(14) ¥(1,253)

Thousands of U.S.dollars (Note 1)

Net unrealized Foreign
holding gains currency

Common Capital Retained (losses) on translation Treasury
 stock surplus earnings securities adjustment stock

Balance at March 31, 2003 ........................................... $122,311 $119,695 $507,700 $ (16,212) $ — $ (540)
Net income ................................................................... — — 18,540 — — —
Adjustment of net unrealized holding losses
on securities ................................................................ — — — 109,461 — —

Purchases of treasury stock ........................................... — — — — — (4,535)
Cash dividends paid ($0.16 per share) ........................... — — (13,558) — — —
Bonuses to directors and corporate auditors .................. — — (1,415) — — —

Balance at March 31, 2004 ............................................ 122,311 119,695 511,267 93,249 — (5,075)
Net income ................................................................... — — 4,311 — — —
Adjustment of net unrealized holding gains
on securities ................................................................ — — — (37,797) — —

Adjustment from translation of foreign currency
financial statements .................................................... — — — — (130) —

Purchases of treasury stock ........................................... — — — — — (6,593)
Cash dividends paid ($0.16 per share) ........................... — — (13,362) — — —
Bonuses to directors and corporate auditors .................. — — (1,434) — — —
Decrease due to increase in number of
consolidated subsidiaries ............................................. — — (93) — — —

Balance at March 31, 2005 ............................................ $122,311 $119,695 $500,689 $ 55,452 $(130) $(11,668)

See accompanying notes.

Consolidated Statements of Shareholders’ Equity
Takasago Thermal Engineering Co., Ltd.
Years ended March 31, 2005 and 2004
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Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Cash flows from operating activities:
Income before income taxes ............................................................ ¥ 1,369 ¥ 3,961 $ 12,748 $ 36,884
Adjustments to reconcile net income before taxes to
net cash provided by (used in) operating activities:
Depreciation and amortization ..................................................... 390 461 3,632 4,293
Gain on sale of marketable and investment securities ................... (473) (270) (4,405) (2,514)
Loss on evaluation of marketable and investment securities .......... — 4 — 37
Increase in allowance for losses on construction contracts ............ 1,225 — 11,407 —
Decrease in liabilities for retirement benefits for employees
and directors .............................................................................. (192) (198) (1,788) (1,844)

Increase in trade receivables ......................................................... (9,974) (1,138) (92,876) (10,597)
Decrease (Increase) in cost of uncompleted contracts ................... 7,135 (3,939) 66,440 (36,679)
Increase in trade payables ............................................................. 2,688 6,841 25,030 63,702
Increase (Decrease) in advances received on
uncompleted contracts ............................................................... (3,826) 2,205 (35,627) 20,533

Gain on sale of property, plant and equipment............................. (36) (3) (335) (28)
Other—net ................................................................................... (1,840) (896) (17,134) (8,343)

Subtotal .................................................................................... (3,534) 7,028 (32,908) 65,444
Interest and dividends received ..................................................... 421 383 3,920 3,566
Interest paid ................................................................................. (218) (238) (2,030) (2,216)
Income taxes paid ........................................................................ (2,444) (33) (22,758) (307)

Net cash provided by (used in) operating activities .................... (5,775) 7,140 (53,776) 66,487
Cash flows from investing activities:

Increase in time deposits .................................................................. (3,322) (4,306) (30,934) (40,097)
Decrease in time deposits ................................................................. 2,771 4,141 25,803 38,560
Purchase of marketable and investment securities ............................ (2,509) (3,747) (23,363) (34,891)
Proceeds from sale of marketable and investment securities ............. 2,703 2,749 25,170 25,598
Proceeds from redemption of marketable and
investment securities ...................................................................... 470 — 4,377 —

Purchase of property, plant and equipment...................................... (269) (161) (2,504) (1,499)
Proceeds from sale of property, plant and equipment ...................... 40 7 372 65
Payments of long-term insurance contribution ................................. (644) (1,006) (5,997) (9,367)
Proceeds from long-term insurance contribution .............................. 1,282 1,504 11,937 14,005
Other—net ...................................................................................... 233 145 2,169 1,350

Net cash provided by (used in) investing activities ...................... 755 (674) 7,030 (6,276)
Cash flows from financing activities:

Net increase (decrease) in bank loans ............................................... (1,330) 5 (12,385) 46
Proceeds from long-term debt ......................................................... 1,433 2,501 13,344 23,289
Repayments of long-term debt......................................................... (1,893) (2,149) (17,627) (20,011)
Cash dividends paid ......................................................................... (1,435) (1,456) (13,363) (13,558)
Other—net ...................................................................................... (708) (488) (6,593) (4,544)

Net cash used in financing activities .......................................... (3,933) (1,587) (36,624) (14,778)
Effect of exchange rate change on cash and cash equivalents ..... (28) (110) (260) (1,025)

Net increase (decrease) in cash and cash equivalents .................... (8,981) 4,769 (83,630) 44,408
Cash and cash equivalents at beginning of year ............................ 42,908 38,139 399,553 355,145
Increase in cash and cash equivalents due to change
in scope of consolidation ................................................................ 71 — 661 —

Cash and cash equivalents at end of year (Note 3) .......................... ¥33,998 ¥42,908 $316,584 $399,553

See accompanying notes.

Consolidated Statements of Cash Flows
Takasago Thermal Engineering Co., Ltd.
Years ended March 31, 2005 and 2004
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1. Basis of presenting consolidated financial statements
The accompanying consolidated financial statements have been prepared in accordance with the provisions set forth in the

Japanese Securities and Exchange Law and its related accounting regulations, and in conformity with accounting principles

generally accepted in Japan, which are different in certain respects as to application and disclosure requirements of Interna-

tional Financial Reporting Standards.

The accounts of the foreign subsidiary are based on its accounting records maintained in conformity with accounting

principles prevailing in the country of domicile.

The accompanying consolidated financial statements have been restructured and translated into English (with some

expanded descriptions and the inclusion of consolidated statements of shareholders’ equity) from the consolidated financial

statements of Takasago Thermal Engineering Co., Ltd. (the “Company”) prepared in accordance with Japanese GAAP and

filed with the appropriate Local Finance Bureau of the Ministry of Finance as required by the Securities and Exchange Law.

Some supplementary information included in the statutory Japanese language consolidated financial statements, but not

required for fair presentation, is not presented in the accompanying consolidated financial statements.

The translation of the Japanese yen amounts into U.S. dollars are included solely for the convenience of readers outside

Japan, using the prevailing exchange rate at March 31, 2005 which was ¥107.39 to U.S.$1.00. These translations should not

be construed as representations that the Japanese yen amounts have been, could have been, or could in the future be,

converted into U.S. dollars at this or any other rate of exchange.

2. Summary of significant accounting policies
Consolidation — The consolidated financial statements include the accounts of the Company and its significant subsidiaries

(two subsidiaries in 2005 and one subsidiary in 2004). Due to increase in materiality, Takasago Constructors & Engineers

(Beijing) Co., Ltd. became a consolidated subsidiary from the year ended March 31, 2005. Under the accounting standard for

consolidation and equity accounting, investments in affiliated companies (all 20% to 50% owned and certain other 15% to

20% owned) are accounted for using the equity method.

All significant inter-company transactions and accounts have been eliminated in consolidation.

The fiscal year-end of one subsidiary is different from that of the Company. The Company has made necessary adjustments

for major transactions between the fiscal year-ends of the subsidiary and the Company.

Investments in unconsolidated subsidiaries and affiliated companies not accounted for by the equity method are stated at

cost as they are insignificant in the aggregate.

Marketable securities and investment securities — Marketable securities and investment securities are classified, depending

on management’s intent, as follows: (a) debt securities intended to be held to maturity (hereafter, “held-to-maturity debt

securities”), (b) equity securities issued by subsidiaries and affiliated companies, and (c) for all other securities that are not

classified in any of the above categories (hereafter, “available-for-sale securities”).

Held-to-maturity debt securities are stated at amortized cost. Equity securities issued by subsidiaries and affiliated compa-

nies which are not consolidated or accounted for by the equity method are stated at moving-average cost. Available-for-sale

securities with fair market values are stated at fair market values. Unrealized gains and unrealized losses on these securities are

reported, net of applicable income taxes, as a separate component of shareholders’ equity. Realized gains and losses on sales

of such securities are computed using the moving-average cost.

Debt securities with no fair market values are stated at amortized cost, net of the amount considered not collectible. Other

securities with no fair market values are stated principally at moving-average cost.

If the market value of held-to-maturity debt securities and available-for-sale securities declines significantly, such securities are

stated at fair market value and the difference between fair market value and the carrying amount is recognized as loss in the

period of the decline. If the fair market value of equity securities issued by unconsolidated subsidiaries and affiliated companies

not accounted for by the equity method is not readily available, such securities should be written-down to net asset value in the

event net asset value is significantly declined. Such unrealized losses on these securities are reported in the income statements.

Allowance for doubtful accounts — Allowance for doubtful accounts is provided in amounts sufficient to cover probable

losses on collection. It consists of the estimated uncollectible amount with respect to certain identified doubtful accounts and

an amount calculated using the rate of actual collection losses in the past with respect to the remaining receivables.

Allowance for claim expenses — Allowance for claim expenses is provided in amounts sufficient to cover possible claim

expenses on completed contracts. It is provided based on the estimated amount of payments for future claims which may be

filed on contracts completed during the year.

Notes to Consolidated Financial Statements
Takasago Thermal Engineering Co., Ltd.
Years ended March 31, 2005 and 2004
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Allowance for losses on construction contracts — Allowance for losses on construction contracts is provided in an amount

sufficient to cover probable losses on construction contracts on hand when substantial losses in the future are anticipated and

can be reasonably estimated.

Construction contracts — Construction contracts of the Company are accounted for by the completed-contract method.

Expenditures on uncompleted contracts to be charged to cost of contracts at the time of completion are included in current

assets. These expenditures are not offset against advances received on uncompleted contracts, which are instead included in

current liabilities. No profits or losses, therefore, are recognized before the completion of the work.

Construction contracts which will be collected in long-term installment payments are accounted for on the installment basis

in accordance with Japanese tax regulations. For the years ended March 31, 2005 and 2004, no such contracts were out-

standing. Construction contracts of the foreign subsidiary are accounted for by the percentage-of-completion method.

Property, plant and equipment — Property, plant and equipment are stated at cost. The Company and its consolidated

domestic subsidiary compute depreciation using the declining-balance method at rates based on their useful lives prescribed in

the Japanese tax regulations. The consolidated foreign subsidiary computes depreciation using the straight-line method.

Impairment of fixed assets — In the years ended March 31, 2005 and 2004, the Company and its consolidated domestic

subsidiary did not adopt in advance the new accounting standards for impairment of fixed assets (“Opinion Concerning

Establishment of Accounting Standards for Impairment of Fixed Assets”, issued by the Business Accounting Deliberation

Council on August 9, 2002) and the implementation guidance for accounting standards for impairment of fixed assets (the

Financial Accounting Standard Implementation Guidance No. 6 issued by the Accounting Standard Board of Japan on October

31, 2004). The Company and its consolidated domestic subsidiary are required to adopt these standards for the year ending

March 31, 2006.

Management believes that the adoption of these new accounting standards will have no significant effect on the

consolidated financial statements.

The consolidated foreign subsidiary follows the rules of accounting for impairment of fixed assets generally accepted in the

country of domicile.

Retirement benefits — The Company and its domestic consolidated subsidiary have defined benefit pension plans covering

substantially all employees who meet specified eligibility requirements. The amount of retirement benefits is, in general, based

on the length of service, basic salary at the time of retirement and cause of retirement.

Allowance for employees’ severance and retirement benefits is provided based on the estimated amounts of projected ben-

efit obligation and the fair value of the plan assets at the year-end. Actuarial gains and losses are recognized as income or

expense in equal amounts principally over 10 years commencing from the succeeding period.

The liability for retirement benefits to directors and corporate auditors is fully accrued.

Bonuses to directors and corporate auditors — Bonuses to directors and corporate auditors, which are subject to share-

holders’ approval at the annual shareholders’ meeting under the Commercial Code of Japan, are accounted for as appropria-

tions of retained earnings.

Income taxes — The Company computes the provision for income taxes based on the pretax income included in the consoli-

dated statement of income and recognizes deferred tax assets and liabilities for the expected future tax consequences of tem-

porary differences between the financial statement basis and the tax basis of assets and liabilities.

Foreign currency translation — Receivables and payables denominated in foreign currencies are translated into Japanese

yen at the exchange rates at the balance sheet date.

Revenues and expenses resulting from the Company’s overseas operations are translated at the rate of exchange prevailing

when the relevant transaction was made. Exchange gains and losses are credited or charged to income.

The financial statements of the consolidated foreign subsidiary are translated into Japanese yen at the year-end rate,

except shareholders’ equity accounts, which are translated at historical rates. Foreign currency translation adjustments due

to translation of foreign currency financial statements were presented separately under shareholders’ equity in the consoli-

dated balance sheets.

Earnings per share — Net income per share is calculated by dividing net income available to common shares by the weighted

average number of common shares outstanding during the year.

Cash flow statement and cash and cash equivalents — In preparing the consolidated statements of cash flows, cash on

hand, readily-available deposits and short-term highly liquid investments with maturities of not exceeding three months at the

time of purchase are considered to be cash and cash equivalents.
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Derivatives and hedge accounting — The Company uses derivative financial instruments to manage its exposure to fluctua-

tions in foreign exchange and interest rates. Forward foreign exchange contracts and interest rate swaps are utilized by the

Company to reduce foreign currency exchange and interest rate risks. The Company does not enter into derivatives transac-

tions for trading purposes or speculative purposes.

The Company states derivative financial instruments at fair value and recognizes changes in the fair value as gains or losses

unless derivative financial instruments are used for hedging purposes.

If derivative financial instruments are used as hedges and meet certain hedging criteria, recognition of gains or losses re-

sulting from changes in fair value of derivative financial instruments is deferred until the related losses or gains on the hedged

items are recognized.

In cases where forward foreign exchange contracts are used as hedges and meet certain hedging criteria, forward foreign

exchange contracts and hedged items are accounted for in the following manner:

(1) If a forward foreign exchange contract is executed to hedge an existing foreign currency receivable or payable,

(a) The difference, if any, between the Japanese yen amount of the hedged foreign currency receivable or payable trans-

lated using the spot rate at the inception date of the contract and the book value of the receivable or payable is recog-

nized in the income statement in the period which includes the inception date, and

(b) The discount or premium on the contract (that is, the difference between the Japanese yen amount of the contract

translated using the contracted forward rate and that translated using the spot rate at the inception date of the con-

tract) is recognized over the term of the contract.

(2) If a forward foreign exchange contract is executed to hedge a future transaction denominated in a foreign currency, the

future transaction will be recorded using the contracted forward rate, and no gains or losses on the forward foreign

exchange contract are recognized.

In cases where the interest rate swap contracts are used for hedging purposes and meet certain hedging criteria, the net

amount to be paid or received under the interest rate swap contract is added to or deducted from the interest on the assets or

liabilities for which the swap contract was executed.

Reclassification — Several prior year amounts have been reclassified to conform to the 2005 presentation. These changes

had no impact on previously reported net income or shareholders’ equity.

3. Cash and cash equivalents
Cash and cash equivalents at March 31, 2005 and 2004 on the consolidated statements of cash flows consisted of the following:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Cash and time deposits ......................................................................... ¥36,120 ¥45,280 $336,344 $421,641

Time deposits over three months ........................................................... (2,122) (2,372) (19,760) (22,088)

Cash and cash equivalents ..................................................................... ¥33,998 ¥42,908 $316,584 $399,553

4. Market value information for securities
(1) At March 31, 2005 and 2004, acquisition cost, book value and fair value of securities with available fair values were as follows:

(a) Held-to-maturity debt securities with fair values exceeding book values

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Book value ............................................................................................ ¥1,600 ¥1,710 $14,899 $15,923

Fair value ............................................................................................... 1,642 1,755 15,290 16,342

Difference ............................................................................................. ¥ 42 ¥ 45 $ 391 $ 419

There are no held-to-debt securities with fair values not exceeding book values at March 31, 2005 and 2004.
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(b) Available for sale securities
Millions of yen

2005 Acquisition cost Book value Difference

Securities with book values (fair value) exceeding acquisition cost:

Equity securities ............................................................................................. ¥14,200 ¥24,700 ¥10,500
Bonds ............................................................................................................. 1,222 1,243 21
Others ............................................................................................................ 486 506 20

Total ............................................................................................................... ¥15,908 ¥26,449 ¥10,541

Securities with book values (fair value) not exceeding acquisition cost:

Equity securities ............................................................................................. ¥ 5,701 ¥ 5,270 ¥ (431)
Bonds ............................................................................................................. 649 599 (50)
Others ............................................................................................................ 411 379 (32)

Total ............................................................................................................... ¥ 6,761 ¥ 6,248 ¥ (513)

Millions of yen

2004 Acquisition cost Book value Difference

Securities with book values (fair value) exceeding acquisition cost:

Equity securities .............................................................................................. ¥16,087 ¥33,577 ¥17,490

Bonds ............................................................................................................. 932 939 7

Others ............................................................................................................ 468 482 14

Total ............................................................................................................... ¥17,487 ¥34,998 ¥17,511

Securities with book values (fair value) not exceeding acquisition cost:

Equity securities .............................................................................................. ¥ 4,382 ¥ 3,771 ¥ (611)

Bonds ............................................................................................................. 500 494 (6)

Others ............................................................................................................ 413 378 (35)

Total ............................................................................................................... ¥ 5,295 ¥ 4,643 ¥ (652))

Thousands of U.S. dollars (Note 1)

2005 Acquisition cost Book value Difference

Securities with book values (fair value) exceeding acquisition cost:

Equity securities .............................................................................................. $132,228 $230,003 $97,775
Bonds ............................................................................................................. 11,379 11,575 196
Others ............................................................................................................ 4,526 4,711 185

Total ............................................................................................................... $148,133 $246,289 $98,156

Securities with book values (fair value) not exceeding acquisition cost:

Equity securities .............................................................................................. $ 53,087 $ 49,073 $ (4,014)
Bonds ............................................................................................................. 6,043 5,578 (465)
Others ............................................................................................................ 3,827 3,529 (298)

Total ............................................................................................................... $ 62,957 $ 58,180 $ (4,777)
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Thousands of U.S. dollars (Note 1)

2004 Acquisition cost Book value Difference

Securities with book values (fair value) exceeding acquisition cost:

Equity securities .............................................................................................. $149,800 $312,664 $162,864

Bonds ............................................................................................................. 8,679 8,744 65

Others ............................................................................................................ 4,357 4,488 131

Total ............................................................................................................... $162,836 $325,896 $163,060

Securities with book values (fair value) not exceeding acquisition cost:

Equity securities .............................................................................................. $ 40,805 $ 35,115 $ (5,690)

Bonds ............................................................................................................. 4,656 4,600 (56)

Others ............................................................................................................ 3,845 3,520 (325)

Total ............................................................................................................... $ 49,306 $ 43,235 $ (6,071)

(2) At March 31, 2005 and 2004, the book values of securities with no available fair values were as follows:

(a) Held-to-maturity debt securities

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Discount financial bond ......................................................................... ¥ — ¥10 $ — $93

Total .............................................................................................. ¥ — ¥10 $ — $93

(b) Available-for-sale securities

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Non-listed bond .................................................................................... ¥ 1 ¥ — $ 9 $ —

Non-listed equity securities .................................................................... 1,794 1,770 16,706 16,482

Non-listed preferred investment securities .............................................. 1,000 1,000 9,312 9,312

Total .............................................................................................. ¥2,795 ¥2,770 $26,027 $25,794

(3) At March 31, 2005 and 2004, the maturities of available-for-sale securities with maturity and held-to-maturity debt

securities were as follows:
Millions of yen

Over one year Over five years
Within one but within but within Over ten

2005 year five years ten years years Total

Bonds:

Government bonds ......................................... ¥ — ¥1,026 ¥ — ¥ — ¥1,026
Corporate bonds ............................................ 402 1 415 — 818
Others ............................................................ — — — 599 599

Others ................................................................ — 353 85 — 438

Total ............................................................... ¥402 ¥1,380 ¥500 ¥599 ¥2,881

Millions of yen

Over one year Over five years
Within one but within but within Over ten

2004 year five years ten years years Total

Bonds:

Government bonds ......................................... ¥ — ¥535 ¥500 ¥ — ¥1,035

Corporate bonds ............................................ 120 100 404 — 624

Others ................................................................ 93 356 86 — 535

Total ............................................................... ¥213 ¥991 ¥990 ¥ — ¥2,194
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Thousands of U.S. dollars (Note 1)

Over one year Over five years
Within one but within but within Over ten

2005 year five years ten years years Total

Bonds:

Government bonds ......................................... $ — $ 9,554 $ — $ — $ 9,554
Corporate bonds ............................................ 3,743 9 3,864 — 7,616
Others ............................................................ — — — 5,578 5,578

Others ................................................................ — 3,287 792 — 4,079

Total ............................................................... $3,743 $12,850 $4,656 $5,578 $26,827

Thousands of U.S. dollars (Note 1)

Over one year Over five years
Within one but within but within Over ten

2004 year five years ten years years Total

Bonds:

Government bonds ......................................... $ — $4,982 $4,656 $ — $ 9,638

Corporate bonds ............................................ 1,117 931 3,762 — 5,810

Others ................................................................ 866 3,315 801 — 4,982

Total ............................................................... $1,983 $9,228 $9,219 $ — $20,430

5. Derivative transactions
(1) Qualitative disclosure about derivatives

(a) Types, purpose and policy related to derivative instruments

The Company enters into forward foreign exchange contracts to hedge foreign exchange risk associated with certain

assets and liabilities denominated in foreign currencies. The Company also enters into interest rate swap contracts to

manage interest rate exposures on certain liabilities. The Company does not hold or issue derivatives for trading or

speculative purposes.

(b) Risks related to derivative instruments

Forward foreign exchange contracts that the Company has entered into have risks due to fluctuations in foreign

exchange rates. Interest swap contracts that the Company has entered into have risks due to fluctuations in interest

rates. Due to the fact that counterparties to the Company represent major financial institutions that have high credit-

worthiness, the Company believes that the overall credit risks related to its financial instruments is insignificant.

(c) Controls over derivative transactions

Forward foreign exchange contracts are executed and controlled by the Overseas Operations Department. Interest

swap contracts are executed and controlled by the Accounting Section in the Operations Department. The contracts

are approved based on the decisions of General Manager of Operations. The transactions are periodically reported to

the General Manager of Operations every half year.

(d) Other

The consolidated subsidiaries do not enter into derivatives transactions.

(2) Quantitative disclosure about derivatives

Quantitative disclosure about derivatives is not presented because the Company applies the hedge accounting on both the

forward foreign exchange transactions and the interest rate swap transactions.
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6. Bank loans and long-term debt
Bank loans at March 31, 2005 and 2004 represented short-term notes, bearing interest principally from 0.570% to 1.875%

per annum and from 0.463% to 2.400% per annum, respectively. The Company has had no difficulty in renewing such notes

when it considered such renewal appropriate.

Long-term debt at March 31, 2005 and 2004 consisted of the following:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Loans principally from banks and insurance companies:

Unsecured, with interest rates ranging from 1.3% to 2.0%

in 2005 and 1.3% to 2.4% in 2004 ................................................. ¥ 3,423 ¥ 3,883 $ 31,874 $ 36,158

3,423 3,883 31,874 36,158

Less amount due within one year .......................................................... (1,674) (1,771) (15,588) (16,491)

¥ 1,749 ¥ 2,112 $ 16,286 $ 19,667

As is customary in Japan, security must be given if requested by a lending bank and such bank has the right to offset cash

deposited with it against any debt or obligation that becomes due and, in the case of default or certain other specified events,

against all debt payable to the bank. The Company has never received any such request.

The annual maturities of long-term debt at March 31, 2005 were as follows:
Thousands of

Years ending March 31, Millions of yen U.S. dollars (Note 1)

2006 ............................................................................................................................ ¥1,674 $15,588

2007 ............................................................................................................................ 1,114 10,373

2008 ............................................................................................................................ 516 4,805

2009 ............................................................................................................................ 101 940

2010 ............................................................................................................................ 18 168

At March 31, 2005, no assets were pledged as collateral for long-term debt or guarantees.

7. Income taxes
Taxes on income consist of corporation, enterprise and inhabitants taxes. The aggregate statutory tax rate on income before

income taxes was approximately 40.6% for 2005 and 42.1% for 2004.

The actual effective tax rate in the accompanying statements of income differed from the statutory tax rate primarily as a

result of expenses not deductible for tax purposes.

The following table summarizes the significant differences between the statutory tax rate and the Company’s effective tax

rate for financial statement purposes for the years ended March 31, 2005 and 2004:
2005 2004

Statutory tax rate ............................................................................................................................. 40.6% 42.1%

Non-taxable dividend income ........................................................................................................ (5.7) (2.1)

Non-deductible expenses .............................................................................................................. 29.3 8.7

Per capita inhabitant’s taxes .......................................................................................................... 6.7 2.4

Other ............................................................................................................................................ (4.7) (1.4)

Effective tax rate ............................................................................................................................... 66.2% 49.7%

Effective for years commencing on April 1, 2004 or later, in accordance with revised local tax law, income tax rates for

enterprise taxes were reduced as a result of introducing the assessment by estimation on the basis of the size of business.

Based on the change of income tax rates, for calculation of deferred income tax assets and liabilities, the Company and its

domestic consolidated subsidiary used the aggregate statutory income tax rate of 40.6% at March 31, 2005 and 2004.
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Significant components of deferred tax assets and liabilities as of March 31, 2005 and 2004 were follows:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Deferred tax assets:

Employees’ severance and retirement benefits ................................... ¥ 2,828 ¥ 2,699 $ 26,334 $ 25,132

Allowance for accrued severance indemnities to directors

and corporate auditors ..................................................................... 273 282 2,542 2,626

Enterprise taxes ................................................................................. — 214 — 1,993

Write-down of investment securities .................................................. 399 756 3,715 7,040

Net unrealized holding losses on securities ......................................... 208 265 1,937 2,468

Write-down of golf membership ........................................................ 496 437 4,619 4,069

Allowance for claim expenses ............................................................ 179 — 1,667 —

Allowance for losses on construction contracts .................................. 497 — 4,628 —

Other ................................................................................................. 751 680 6,993 6,332

Total deferred tax assets ................................................................. 5,631 5,333 52,435 49,660

Deferred tax liabilities:

Net unrealized holding gains on securities .......................................... (4,279) (7,109) (39,845) (66,198)

Gains on security contribution to employees’ retirement

benefit trust ..................................................................................... (464) (464) (4,321) (4,321)

Total deferred liabilities .................................................................. (4,743) (7,573) (44,166) (70,519)

Net deferred tax assets (liabilities) .......................................................... ¥ 888 ¥(2,240) $ 8,269 $(20,859)

8. Retirement benefits
The Company and its domestic consolidated subsidiary provided allowances for employees’ severance and retirement benefits

based on the estimated amounts of projected benefit obligation and the fair value of the plan assets at the year-end.

Actuarial gains and losses are recognized as income or expense in equal amounts principally over 10 years commencing from

the subsequent period.

Retirement benefits included in the liability section of the consolidated balance sheets as of March 31, 2005 and 2004

were as follows:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Projected benefit obligation ................................................................... ¥ 24,594 ¥ 23,410 $ 229,016 $ 217,991

Unrecognized actuarial differences ........................................................ (4,058) (4,095) (37,787) (38,132)

Less fair value of pension assets ............................................................. (14,342) (12,950) (133,551) (120,589)

Allowance for severance and retirement benefits ............................... ¥ 6,194 ¥ 6,365 $ 57,678 $ 59,270

Included in the consolidated statements of income for the years ended March 31, 2005 and 2004 are employees’ sever-

ance and retirement benefit expense comprising of the following:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Service costs – benefits earned during the year ...................................... ¥ 907 ¥ 811 $ 8,446 $ 7,552

Interest cost on projected benefit obligation .......................................... 569 537 5,298 5,000

Expected return on plan assets .............................................................. (319) (257) (2,970) (2,393)

Amortization of actuarial differences ..................................................... 515 624 4,795 5,811

Severance and retirement benefit expense ......................................... ¥1,672 ¥1,715 $15,569 $15,970
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The discount rate on benefit obligations used by the Company and its domestic consolidated subsidiary is 2.5% for the

years ended March 31, 2005 and 2004, and the rate of expected return on plan assets used principally by the Company and

its consolidated subsidiary is 2.5% in the years ended March 31, 2005 and 2004. The estimated amount of all retirement

benefits to be paid at the future retirement date is allocated equally to each service year using the estimated number of total

service years. Actuarial gains and losses are recognized as income or expense in equal amounts principally over 10 years

commencing from the succeeding period.

9. Shareholders’ equity
Under the Commercial Code of Japan, the entire amount of the issue price of shares is required to be accounted for as capital,

although a company may, by resolution of its Board of Directors, account for an amount not exceeding one half of the issue

price of the new shares as additional paid-in capital, which is included in capital surplus.

The Commercial Code provides that an amount equal to at least 10% of cash dividends and other cash appropriations shall

be appropriated and set aside as a legal earnings reserve until the total amount of legal earnings reserve and additional paid-in

capital equals 25% of common stock. The total amount of legal earnings reserve and additional paid-in capital of the

Company has reached 25% of common stock, and therefore the Company is no longer required to provide a legal earnings

reserve. The legal earnings reserve and additional paid-in capital may be used to eliminate or reduce a deficit by resolution of

the shareholders’ meeting or may be capitalized by resolution of the Board of Directors. On condition that the total amount of

legal earnings reserve and additional paid-in capital remains equal to or exceeds 25% of common stock, they are available for

distribution by resolution of the shareholders’ meeting. Legal earnings reserve is included in retained earnings in the accompa-

nying financial statements.

The maximum amount that the Company can distribute as dividends is calculated based on the non-consolidated financial

statements of the Company in accordance with the Commercial Code.

10. Contingent liabilities
Contingent liabilities at March 31, 2005 and 2004 were as follows:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

For guarantees for loans of unconsolidated subsidiaries

and employees from banks .................................................................. ¥529 ¥690 $4,926 $6,425

¥529 ¥690 $4,926 $6,425
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11. Segment information
The Company and its consolidated subsidiaries are mainly engaged in the construction business and the sale and production

of equipment.

Summaries of net assets, operating income and total assets by industry segment for the years ended March 31, 2005 and

2004 were as follows:
Millions of yen

2005 Construction Equipment Total Elimination Consolidated

Net sales:

Outside customers .......................................... ¥198,682 ¥5,446 ¥204,128 ¥ — ¥204,128
Inside group ................................................... — 1,004 1,004 (1,004) —

Total ........................................................... 198,682 6,450 205,132 (1,004) 204,128
Costs and expenses ........................................ 199,276 5,746 205,022 (1,065) 203,957

Operating income (loss) .................................. ¥ (594) ¥ 704 ¥ 110 ¥ 61 ¥ 171

Assets and others:

Assets ............................................................. ¥199,700 ¥6,394 ¥206,094 ¥(1,187) ¥204,907
Depreciation ................................................... 303 88 391 (1) 390
Capital Expenditures ....................................... 126 148 274 — 274

Millions of yen

2004 Construction Equipment Total Elimination Consolidated

Net sales:

Outside customers .......................................... ¥171,737 ¥5,315 ¥177,052 ¥ — ¥177,052

Inside group ................................................... — 792 792 (792) —

Total ........................................................... 171,737 6,107 177,844 (792) 177,052

Costs and expenses ........................................ 169,201 5,473 174,674 (875) 173,799

Operating income ........................................... ¥ 2,536 ¥ 634 ¥ 3,170 ¥ 83 ¥ 3,253

Assets and others:

Assets ............................................................. ¥212,056 ¥6,689 ¥218,745 ¥(828) ¥217,917

Depreciation ................................................... 373 89 462 (1) 461

Capital Expenditures ....................................... 95 66 161 — 161

Thousands of U.S. dollars (Note 1)

2005 Construction Equipment Total Elimination Consolidated

Net sales:

Outside customers .......................................... $1,850,098 $50,712 $1,900,810 $ — $1,900,810
Inside group ................................................... — 9,349 9,349 (9,349) —

Total ........................................................... 1,850,098 60,061 1,910,159 (9,349) 1,900,810
Costs and expenses ........................................ 1,855,629 53,506 1,909,135 (9,917) 1,899,218

Operating income (loss) .................................. $ (5,531) $ 6,555 $ 1,024 $ 568 $ 1,592

Assets and others:

Assets ............................................................. $1,859,577 $59,540 $1,919,117 $(11,053) $1,908,064
Depreciation ................................................... 2,821 820 3,641 (9) 3,632
Capital Expenditures ....................................... 1,173 1,378 2,551 — 2,551
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Thousands of U.S. dollars (Note 1)

2004 Construction Equipment Total Elimination Consolidated

Net sales:

Outside customers .......................................... $1,599,190 $49,492 $1,648,682 $ — $1,648,682

Inside group ................................................... — 7,375 7,375 (7,375) —

Total ........................................................... 1,599,190 56,867 1,656,057 (7,375) 1,648,682

Costs and expenses ........................................ 1,575,575 50,963 1,626,538 (8,147) 1,618,391

Operating income ........................................... $ 23,615 $ 5,904 $ 29,519 $ 772 $ 30,291

Assets and others:

Assets ............................................................. $1,974,634 $62,287 $2,036,921 $(7,710) $2,029,211

Depreciation ................................................... 3,473 829 4,302 (9) 4,293

Capital Expenditures ....................................... 885 614 1,499 — 1,499

None of the segment information by location or overseas sales shown as domestic net sales and assets located in Japan

represent more than 90% and overseas sales represents less than 10%.

12. Amounts per share
Net income per share is computed based upon the average number of shares of common stock outstanding during the period.

Cash dividends per share is presented on an accrual basis and includes dividends to be approved after the balance sheet

date, but applicable to the year then ended.

Amounts per share for the years ended March 31, 2005 and 2004 are following:

Yen U.S. dollars (Note 1)

2005 2004 2005 2004

Net assets worth per share .................................................................... ¥1,005.80 ¥1,062.59 $9.37 $9.89

Net income per share ............................................................................ 5.35 21.53 0.05 0.20

Diluted net income per share is not presented, since the Company and its consolidated subsidiaries have never issued any

dilutive securities.

The amounts of net income per share for the years ended March 31, 2005 and 2004 were calculated based on the following:

Thousands of
Millions of yen U.S. dollars (Note 1)

2005 2004 2005 2004

Net income ........................................................................................... ¥ 463 ¥ 1,991 $ 4,311 $18,540

Net income not available to common shareholders ................................ 12 154 111 1,434

(Of which the amount appropriated as bonuses to directors

and corporate auditors) ....................................................................... (12) (154) (111) (1,434)

Net income available to common stock ................................................. 451 1,837 4,200 17,106

Average number of common stock outstanding (in thousands) .............. 84,389 85,357 84,389 85,357

13. Subsequent event
The following appropriation of retained earnings at March 31, 2005, were approved at the annual meeting of shareholders of

the Company held on June 29, 2005.
Thousands of

Millions of yen U.S. dollars (Note 1)

Year-end cash dividends ¥8.5 per share ........................................................................ ¥714 $6,649
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Independent Auditors’ Report

To the Board of Directors of
Takasago Thermal Engineering Co., Ltd.:

We have audited the accompanying consolidated balance sheets of Takasago Thermal Engineering Co., Ltd. and consoli-

dated subsidiaries as of March 31, 2005 and 2004, and the related consolidated statements of income, shareholders’

equity and cash flows for the years then ended, expressed in Japanese yen. These consolidated financial statements are

the responsibility of the Company’s management. Our responsibility is to independently express an opinion on these

consolidated 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 consolidated financial statements referred to above present fairly, in all material respects, the consoli-

dated financial position of Takasago Thermal Engineering Co., Ltd. and subsidiaries as of March 31, 2005 and 2004, 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.

The U.S. dollar amounts in the accompanying consolidated financial statements 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 1 to the consolidated financial statements.

Tokyo, Japan

June 29, 2005
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