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PROFILE

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 technology to design and install systems that meet the require-
ments of a wide variety of buildings.

Takasago is continuing its R&D efforts in a broad range of fields to respond to global environ-
mental problems and other diverse needs of society.

1. HVAC for Comfortable Environments

Takasago provides optimum air environments in a huge array of modern structures. These include office buildings,
where “intelligent” functions are becoming increasingly common, crowded stations and airports, and hotels where the
element of comfort is paramount. In addition, the company provides systems for schools, hospitals and other facilities
essential to society, art galleries and museums housing cultural exhibits, as well as vast complexes and skyscrapers that
combine many of these functions. Takasago’s technical skill extends also to the environmental control of large indoor
spaces such as domed baseball stadiums, concert halls and theaters.

2. HVAC for Work Spaces

Takasago is playing a major role in preserving healthy working environments and raising efficiency at the factories of
many of Japan’s best known manufacturers in such industries as automobiles and electrical appliances, in addition to
precision equipment such as watches and cameras, and printing.

3. HVAC for Manufacturing Processes

Process HVAC systems such as clean rooms and clean-dry rooms are essential to the high-precision processing technol-
ogy at the core of information and communications equipment such as PCs, mobile phones and LCDs, as well as the
pharmaceuticals, biotechnology and food products essential to healthy living. Over the years, Takasago has responded
to changing customer needs by developing ultra-precise constant-temperature, constant-humidity technology; ultra-
clean technology for the removal of dust, chemical contaminants and static electricity; and ultra-dry technology for
preserving an extremely low dew point. By combining these techniques with its high-precision control expertise,
Takasago contributes to raising productivity in manufacturing processes.

4. HVAC Renovations

When a building is renovated and its facilities updated, installing HVAC equipment is inevitably one of the most impor-
tant tasks. Typically, these systems need to be replaced after 15 or 20 years, a much shorter period than the average
building lifetime of 30 to 50 years. To respond to changes in a building’s use during its lifetime—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.

5. DHC (District Heating-and-Cooling) Systems

DHC systems are an effective means of both saving energy and purifying exhaust gas emissions in redevelopment
projects. In addition, they help utilize limited energy resources and space more efficiently and provide reliable service in
the event of an emergency. Offering the optimum combination of energy usage—electricity, gas and unused energy —the
importance of DHC systems in countering global warming is set to increase from hereon. DHC systems are also impor-
tant in terms of showcasing Takasago’s expertise in heating technology accumulated through years of experience.
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TO THE READER

Masaru Ishii pPRESIDENT

FINANCIAL HIGHLIGHTS

OVERVIEW OF THE FISCAL YEAR ENDED MARCH 31, 2002
Japan’s economy saw a further deepening of recession in fiscal 2001, ended March 31,
2002. The worldwide economic slowdown and slumping IT-related industries have led to
falling exports and declining capital expenditures in Japan. These in turn have caused
rising unemployment and declining incomes, which continue to dampen consumer sentiment.
The Japanese construction industry, which relates directly to our operations, continued
to face a difficult operating environment. A falling number of public-works projects and
intensifying competition for private-sector projects has put downward pressure on prices.
Amid this operating environment, Takasago and its group companies made a concerted
effort to expand marketing activities, giving priority to profitability as well as emphasizing
customers’ needs. At the same time, we worked aggressively to reduce costs and curb sell-
ing, general and administrative expenses across operations. Actions included improving
our engineering and construction processes, raising the efficiency of site administration
and rationalizing the procurement of materials to lower costs. As a result, orders received
decreased 10.9% year on year to ¥187,017 million, and net sales fell 19.2% to ¥196,436
million. Net income, however, amounted to ¥1,698 million, a 6.6% increase from the
previous fiscal year. The dividend remained unchanged at ¥17.00 per share.

ONGOING MEDIUM-TERM BUSINESS PLAN

Last year, Takasago formulated a three-year medium-term business plan running from
April 1, 2001 to March 31, 2004. Nevertheless, our results in the first year of this plan
were not completely satisfactory. It would seem that we will also have difficulty meeting
our targets for the year ending March 31, 2003: orders received of ¥205,000 million, net
sales of ¥205,000 million, operating income of ¥2,500 million, and net income of ¥1,300
million. As we approach the final year of this business plan, we are determined to push
ahead with customer-directed marketing activities and reduce costs further to hit our
targets. I request your ongoing, valued support in all these endeavors.

I

Masaru Ishii

Thousands of
Millions of yen U.S. dollars

2002 2001 2000 1999 1998 2002

For the year:

Orders received.......ooevvvevveevvvvennnnnnn.

Net sales

Operating iNCOMe ......cccvvvevevvennunnnnnn.
Net iNCOMe ..vuveviiiiiieeeeeeee e
Backlog of orders ....ceceevvvveeeeervinnnnnn.

At year end:

Total assets ..ccceeeeeeereeeeeeiiiiinnn.
Shareholders’ equity ......cceeveeeeerennnnns

Per share:

Net income .......ccoeiiiiiiiiiiiiiiinn.
Cash dividends applicable to the year

¥187,017 ¥209,816 ¥206,818 ¥212,561 ¥246,918 $1,403,505

196,436 243,213 196,168 230,998 271,670 1,474,191
3,685 5,650 4,628 5,809 9,213 27,654
1,698 1,593 1,922 2,872 4,343 12,743

147,155 156,575 189,972 179,322 197,759 1,104,353

¥221,223 ¥250,999 ¥238,276 ¥231,914 ¥254,456 $1,660,210
80,074 81,029 80,875 79,468 78,400 600,931
Yen U.S. dollars

¥19.80 ¥18.57 ¥22.41 ¥33.49 ¥50.63 $0.15
17.00 17.00 17.00 17.00 17.00 0.13

Note: U.S. dollar amounts are translated from yen, for convenience only, at the rate of ¥133.25=US$1.
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REVIEW OF OPERATIONS

“General-purpose HVAC
systems”” includes all

Construction items except
ORDERS RECEIVED BY PROJECT * Orders received in the fiscal year ended March 31, 2002 Factory Projects.
“Industrial HVAC systems”
means Factory Projects that
include clean rooms.

decreased year on year by 10.9% to ¥187,017 million. While orders for public-works projects rose,
those for large-scale urban redevelopment and other projects met with slow demand. Orders for con-
struction of IT-related clean rooms and renovation projects both fell. As a result, orders for general-
purpose HVAC systems edged down 2.0% to ¥132,987 million, and orders for industrial HVAC

systems dropped by 29.3% to ¥49,264 million. Orders for equipment, however, rose year on year by
9.0% to ¥4,766 million. Overall, general-purpose HVAC systems accounted for 71.1% of orders,
industrial HVAC systems for 26.3% and equipment for 2.6%.

Millions of yen 2002 Orders Received by Project (%)
2002 2001 2000

Construction
Office Projects ¥ 55,608 ¥ 62,403 ¥ 65,108
Shopping Centers 13,340 15,921 15,201
Hotels 4,828 5,307 3,588
Sports and Leisure Facilities 6,406 7,822 8,672 @ office Projects Educational Facilities
Residential Housing 11454 2,087 2,779 Shopping Centers @ WVedical Facilities
Educational Facilities 21,760 17,276 18,523 ©® Hotels Factory Projects
Medical Facilities 17,163 12,842 23,912 @ FoaLese @ others
Factory Projects 49,264 69,699 44,538 Residential Housing @ Equipment
Others 12,428 12,088 18,857 26

Equipment 4,766 4,371 5,640 L—os

TOTAL ¥187,017 ¥209,816 ¥206,818

NET SALES BY PROJECT « Net sales declined 19.2% to ¥196,436 million. By sector, net sales of
general-purpose HVAC systems declined 17.8% to ¥134,378 million, and industrial HVAC systems by

24.1% to ¥56,882 million. Meanwhile, net sales of equipment increased 6.3% to ¥5,176 million.
General-purpose HVAC systems accounted for 68.4% of net sales, industrial HVAC systems for

29.0% and equipment for 2.6%.

Millions of yen 2002 Net Sales by Project (%)
2002 2001 2000
Construction

Office Projects ¥ 56,638 ¥ 68,074 ¥ 63,012

Shopping Centers 10,924 19,498 15,627

Hotels 8,523 7,532 10,941

Sports and Leisure Facilities 9,705 9,946 15,015 288 @ Office Projects Educational Facilities
Residential Housing 1122 2887 1269 : Shopping Centers @ Wedical Facilities

/! / /

. Cieys . Hotels Factory Projects
Educational Facilities 20,271 20,313 16,916 @ SortsandLeisie @ oers
Medical Facilities 16,212 20,001 21,834 Facilities

Residential Housing [ ] Equipment
Factory Projects 56,882 74,966 28,421
Others 10,983 15,126 17,535 06
Equipment 5,176 4,870 5,598
TOTAL ¥196,436 ¥243,213 ¥196,168
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BACKLOG OF ORDERS BY PROJECT ¢ The backlog of orders at the end of the fiscal year stood at
¥147,155 million, representing a year-on-year decrease of 6.0%. The backlog of orders for general-

purpose HVAC systems fell 1.1% to ¥129,697 million, and industrial HVAC systems by 32.0% to

¥16,201 million. Equipment also decreased, by 24.6%, to ¥1,257 million. General-purpose HVAC
systems accounted for 88.1% of the backlog of orders, industrial HVAC systems for 11.0% and
equipment for 0.9%.
Millions of yen 2002 Backlog of Orders by Project (%)
2002 2001 2000
Construction
Office Projects ¥ 62,759 ¥ 63,789 ¥ 68,233 0.9
Shopping Centers 9,876 7,461 11,038
Hotels 2,482 6,177 8,402
Sports and Leisure Facilities 6,797 10,096 12,220 ® offce Projects ® Educationa! Facilties
Residential Housing 3,507 3,175 5,202 ) Shopping Centers @ Medical Facilities
Educational Facilities 15369 13,879 16,916 O ey Prolects
Medical Facilities 17,105 16,154 23,313 A ® Fadiites @ Otters
X Residential Housing . Equipment
Factory Projects 16,201 23,820 29,087
Others 11,802 10,357 13,395 24—
Equipment 1,257 1,667 2,166 17
TOTAL ¥147,155 ¥156,575 ¥189,972
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RESEARCH AND DEVELOPMENT

HVAC technology, the core busines
indispensable element in creating
environments, and a key aspect in
ties. Creating the optimum environ
far more than simply adjusting air
for the complete control of a wide
distribution, pressure and cleanline
Takasago develops distinctive HVA
providing the most comfortable envi

HVAC
system

R&D OBJECTIVES technology

Information Energy
and control utilization
system system

technology technology

Clean room
system
technology
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RECENT DEVELOPMENTS

Super[ceSystemMII...................................................

Takasago started to sell its ice thermal storage system, Super Ice System™, in 1988. Since then we have steadily - e ¥
won our customers’ trust. To date, we have installed more than 10,000 refrigeration tons™.

We have developed a new system, Super Ice System MII. Instead of the former discharge pipe, the new system
employs a “supercooled activity discharge device” which uses ultrasound to manufacture ice. This ice thermal stor-
age system enables more stable heat storage and a much smaller discharge unit. Also, a circulating pump enables the
sherbet ice to be moved wherever desired.

The new system is ideal for buildings being remodeled as we have eliminated the former layout and shape con-
straints required for the ice thermal storage tank. The customer can use a conventional water thermal storage tank,
a double under-floor slab space or an unused water tank for the ice thermal storage tank. Naturally, the new system
is also ideal for new buildings.

*1: A refrigeration ton is the amount of heat required to convert 1 ton of water (0°C) into ice in a twenty-four hour
period = 3,516W

Takasago’s Fan Filter Unit TFFU is an important device for maintaining a high degree of cleanliness in a clean room.
The TFFU consists of a fan and filters, and is fitted to the air conditioning conduit of the internal circulatory system of
the clean room. The DC-TFFU device uses direct-current brushless motors™ to control the rotational speed of each fan
with great sensitivity, sending only the required amount of air into the room. This enables lower power consumption,
better energy conservation, and a reduction in running costs.

DC-TFFU is compatible with mini-line systems and mini-environment systems, considered to represent the
next generation of clean rooms. The low associated energy consumption and operational costs make our system
ideal for makers of semiconductors and liquid crystal products who require high levels of energy conservation.

SIGMAT-FUDC is a monitoring and control system for DC-TFFU. SIGMAT-FUDC allows up to 12,000 DC-
TFFU units to be monitored simultaneously. It can instruct the DC-TFFU units to turn on or off, can alter their
speed, can detect irregular operations or malfunctions, and can keep operational records.

*2: Direct-current brushless motors are durable and highly reliable motors which do not generate discharge noise.
The speed of the motors can be freely changed in accordance with the speed of electronic +/- switching.

TIOS-AIIIL: A Chemical Filter
for the Removal of Water Soluble Nitrogen OXides « « « ¢« o o o o e v v v vttt ittt vttt v oo oo oo

Takasago has developed TIOS-AIII, a product with superior properties related to the removal of water-soluble
nitrogen oxides. This product is one of the TIOS-A product line for removing acid gases and has always experienced
strong demand.

With the increasing level of sophistication and detail required for the manufacture of semiconductors, chemical
contamination has become a serious issue and measures to prevent contamination have become essential. Recently,
attention has focused on acidic gases in the ventilation systems of clean rooms. Of these gases, water-soluble nitrogen
oxides have the highest concentration. TIOS-AIII is a strategic product developed in direct response to this demand.

TIOS-AIII is fitted to the air conditioning conduit of the internal circulatory system of a clean room. A carbonate
impregnated into the surface of the filter neutralizes and absorbs the water-soluble nitrogen oxides in the air. The
initial removal efficiency is over 90%. The useful life of the filter—the time taken for the removal efficiency to fall to
80% assuming a concentration of water soluble nitrogen oxides of 5 pug/m? prior to filtering—is 11,200 hours. This
represents a tenfold increase over that of the current TIOS-A series.

The filter is manufactured by baking a ceramic honeycomb structure together with the material to impregnate

the surface. Consequently, only nonflammable and highly stable materials are used in manufacturing the filter.

TLACS: A New Air Conditioning System for Laboratory Animal Facilities« « « « « ¢« o e e e e v v v v v e e

TLACS is a new air conditioning system developed for laboratory animal facilities in research institutes. In Takasago’s
new system, air flows along vertical walls installed near air outlets in the ceiling, spreading the airflow evenly and gently.
Air is exhausted through the vent of a chamber provided at the rear of the animal rack. Consequently, problems of tem-
perature difference, air flow difference and diffusion within the room can be eliminated, enabling precise control of the
environment and strict prevention of contamination. Because this system also allows a reduction in the number of times
the air should be changed, in a model case we were able to trim running costs by 20%.

Maintenance is simple, as the lack of any special duct connections makes the animal racks very easy to clean. Any
smells or powdery deposits from the animals extracted through the chamber vent can also be easily cleaned away.

Because this air conditioning system is structurally simple and compatible with any type of rack, it can be
readily adapted for different animal species, or for future upgrades to the facilities.
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FINANCIAL REVIEW

Net sales
Millions of yen

243,213

Net income
Millions of yen

Total assets & Equity ratio

Millions of yen

254,456
231,914
238,276
250,999
221,223

CONSOLIDATED STATEMENTS OF INCOME

* In the fiscal year ended March 31, 2002, consolidated net sales fell somewhat com-
pared to the previous fiscal year. Construction of HVAC systems accounted for 97.4% of
Takasago’s net sales. Sales of general-purpose HVAC systems for office buildings declined
17.8%, and sales of industrial HVAC systems, primarily clean rooms, fell by 24.1%. As a
result, sales at the parent company, which is responsible for HVAC systems, decreased
19.8% year on year. Offsetting these declines somewhat was a 6.3 % increase in manufac-
turing and marketing of equipment at our consolidated subsidiary. As a result of the above,
the ratio of consolidated net sales to non-consolidated net sales was 1.03 times.

The gross profit on completed construction contracts increased 0.7 of a percentage
point from 8.4% to0 9.1%. In addition, selling, general and administrative expenses
decreased. However, due to a decline in net sales, operating income fell 34.8%. The ratio
of consolidated operating income to non-consolidated operating income was 1.18 times. In
other income (expenses), the company booked a gain on an anonymous investment partner-
ship, but recorded an increased write-down of investment securities. However, the absence
of last year’s amortization of the entire net transition obligation for retirement benefits
following introduction of a new accounting standard resulted in an increase in net income
for the year of 6.6%. As a result, the ratio of consolidated net income to non-consolidated

net income was 1.04 times.

FINANCIAL POSITION
* [n assets, notes and accounts receivable-trade decreased ¥20,498 million, or 21.6%. In
the previous fiscal year, there was a concentration of completed contracts at the end of the
year, which resulted in a significant increase at March 31, 2001. This fact, and a drop in
the balance of completed contracts in the year under review, led to the decrease in notes
and accounts receivable-trade. The cost of uncompleted contracts increased by ¥3,125
million, or 10.9%, due to an increase in construction projects in progress.

On the other side of the balance sheet, notes and accounts payable-trade were ¥18,749
million, or 18.4% lower, for the same reasons as with notes and accounts receivable-
trade. Advances received on uncompleted contracts fell by ¥2,131 million, or 9.4%, in line

with a decrease in progress payments received.

CASH FLOWS
 Cash and cash equivalents at the end of the year were ¥51,201 million, down ¥1,322 mil-
lion from a year ago.

Operating activities used net cash of ¥2,746 million, ¥4,287 million more than in the
previous fiscal year. The main uses of cash were an increase in the cost of uncompleted con-
tracts and a decrease in advances received on uncompleted contracts.

Investing activities provided net cash of ¥5,362 million, ¥3,743 million less than in the
previous fiscal year. Payments for the purchase of marketable and investment securities to
strengthen business ties were outweighed by proceeds from returns on matured time deposits.
Returns on matured deposits were less than the previous year, which was the main reason for
the decrease in overall cash provided by investing activities.

Net cash used in financing activities amounted to ¥3,902 million, ¥416 million higher than
in the previous fiscal year. Cash was mainly used for repayments of borrowings and cash divi-
dends paid. The decrease in net cash used reflected curbs on new long-term debt.
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CONSOLIDATED STATEMENTS OF INCOME

Takasago Thermal Engineering Co., Ltd. and A Consolidated Subsidiary
Years ended March 31, 2002 and 2001

Millions of yen

Thousands of
U.S. dollars (Note 1)

2002 2001 2002 2001
Net SAIES (NOTE 12) wiveieiieieieeeie ettt ettt ¥196,436 ¥243,213 $1,474,191 $1,825,238
Costs and expenses (Note 12):
COSE OF SAIES 1. eeivreiee e ettt e e e e e e e e e eeaaaeee e e 178,519 222,890 1,339,730 1,672,720
Selling, general and administrative eXPeNnSes .......cevvueeeerueeereveennueeenn. 14,232 14,673 106,807 110,117
192,751 237,563 1,446,537 1,782,837
OPErating INCOME .....coueiieiiiie ettt e e e 3,685 5,650 27,654 42,401
Other income (expenses):
Interest and dividend INCOME .....uuiiiiiiiiiiiiee e 328 665 2,462 4,991
Life INSUFANCE FECEIVEM .ovvuvrreeeeeeeiiireeeeeeeireeeeeeeeeaee e e e e eeareeeeeeeareeeees 376 195 2,822 1,463
INEEIESt EXPENSE ..viieiiiiiiiieee ettt ettt e e e e (311) (396) (2,334) (2,972)
Gain on sale of securities, Net.......cccooiiiiiiiiiiiiiiii e 1,188 54 8,916 405
Write down of investment SECUFILIES ...ocovveeeeiieiiiieee e (3,654) (2,027) (27,422) (15,212)
Income from investment partnership ......coooceeeeieeeiiieeeniie e 785 200 5,891 1,501
Gain on sale of property and equipment 224 514 1,681 3,857
Gain on securities contribution to employees’ retirement benefit trust ... — 1,143 — 8,578
Amortization of prior service costs (NOte 8) ..ceveveeevrviiiieeiinniiiiieeenne 727 652 5,456 4,893
Amortization of entire net transition obligation (Note 8) ................... — (2,344) — (17,591)
ORI L 1ttt e e e 148 (356) 1,110 (2,670)
(189) (1,700) (1,418) (12,757)
Income before iNCOMe taxes ........c.eeeviiiiiiiiiiiiiieeeiee e 3,496 3,950 26,236 29,644
Income taxes (Note 7):
CUPFEIE ettt eeeetee et e et e e et e e e e et e e e e e e eetaaeeeeeeeeanaeeeeeeaas 2,263 3,333 16,983 25,014
DL (T T [PPSR (465) (976) (3,490) (7,324)
NEL INCOME 1.ttt ettt ettt b e et eae s ¥ 1,698 ¥ 1,593 $ 12,743 $ 11,954
Yen U.S. dollars (Note 1)
2002 2001 2002 2001
Amounts per share of common stock:
NEE INCOME 1vtitterteteeeteiieit ettt ettt ettt ettt te et teeae s e teeaeese b e eaeesensessenes ¥19.80 ¥18.57 $0.15 $0.14
Cash dividends applicable to the year 17.00 17.00 0.13 0.13

See accompanying notes.
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CONSOLIDATED BALANCE SHEETS

Takasago Thermal Engineering Co., Ltd. and A Consolidated Subsidiary
March 31, 2002 and 2001

Thousands of

Millions of yen U.S. dollars (Note 1)
ASSETS 2002 2001 2002 2001
Current assets:
Cash and time deposits (NOLE 3) .eocueieriiieeeiie e e ¥ 53,570 ¥ 59,240 $ 402,026 $ 444,578
Marketable securities (NOTE 4) .ooooueeiieiieiiiiie e 363 1,100 2,724 8,255
Notes and accounts receivable—trade ......cccceeeiveviuveeeeieiiineeeeeeennnen. 74,412 94,911 558,439 712,278
Less allowance for doubtful accounts ...........eeeiiriiiiiiiiiniiiciiiee, (176) (254) (1,321) (1,906)
Cost of uncompleted contracts 31,841 28,716 238,957 215,505
DEfErred taX ASSELS .uvvvreieeieiiirieeeeeeitreeeeeeeetree e e e eeeare e e e e eeeareee e e e earenens 715 382 5,366 2,866
Other CUFFENT ASSELS 1.uuveeeeiiieeeitteeitte ettt ettt e eeeee e 9,721 11,629 72,953 87,272
Total CUFFENt ASSELS ..eeiiiiiiiiiiiee ittt 170,446 195,724 1,279,144 1,468,848
Property, plant and equipment—at cost (Note 6):
LMD ettt ettt e e e e en e 1,894 1,987 14,214 14,912
BUildings and StFUCLUFES ...couvviieiiiieeiie e e 7,674 7,763 57,591 58,259
Machinery ..cccveeeeeeecuveeeeeeeenns 579 547 4,345 4,105
Tools, furniture and fixtures 2,906 2,961 21,809 22,221
13,053 13,258 97,959 99,497
Less accumulated depreciation .....eeeeveeeeeeeeenieeeriie e (6,759) (6,722) (50,724) (50,446)
6,294 6,536 47,235 49,051
Investments and other assets:
Investment securities (NOTE 4) .vvvvieiieiiiiiee e e 24,709 28,030 185,433 210,356
Investments in unconsolidated subsidiaries
and affiliated comMPaNies ....oocveiiieiiiiee e 698 797 5,238 5,981
GUArANTEE JEPOSIES weereeeiiiiiiieeeiiiiiie ettt e e 4,457 5,030 33,448 37,749
Long-term insurance contribution ........ccccereecieeeeeiieeiiee e 7,832 8,777 58,777 65,869
Deferred taX @SSES ....ueiiiiiiiiiieee it 5,313 4,456 39,873 33,441
OENEE ettt ettt ettt 1,617 1,831 12,135 13,741
Less allowance for doubtful aCCOUNES ...ccvuviieiuviieeiiieeiee e (143) (182) (1,073) (1,366)
44,483 48,739 333,831 365,771

¥221,223 ¥250,999 $1,660,210 $1,883,670

See accompanying notes.
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Thousands of

Millions of yen U.S. dollars (Note 1)
LIABILITIES AND SHAREHOLDERS’ EQUITY 2002 2001 2002 2001
Current liabilities:
Bank 10anSs (NOLE 6) ..veeviieieiieeieieeeiesie ettt ¥ 12,259 ¥ 13,216 $ 92,000 $ 99,182
Long-term debt due within one year (Note 6) ..ccccuveeeeiiiiiiiiieiiiiieee. 2,351 2,814 17,644 21,118
Notes and accounts payable —trade ........ccceveeeeeeeiieeeeeeeeiieeeee e 83,028 101,777 623,099 763,805
Advances received on uncompleted contracts .......ccccoeveeieeiiiniiieenennne 20,456 22,586 153,516 169,501
Income taxes payable (NOte 7) ...ceiiiiiiiiiiieiiiiiieee e 1,834 1,311 13,764 9,839
Allowance for Claim EXPENSES ..ccvvveeeeeeeciieeeeeeeeeieeeeeeeereeeeeeeeaaeeee e 306 370 2,296 2,777
Other current [1abilities .....c.eeeereee et e 8,907 13,666 66,844 102,558
Total current [1abilities ..ooo.eeieeeiiiiie e 129,141 155,740 969,163 1,168,780
Long-term debt due after one year (Note 6) ....cccveeeriveeeniiieniiieeieees 2,179 3,195 16,353 23,977
Employees’ severance and retirement benefits (Note 8) .......cceeuvveeeennn. 8,743 9,668 65,614 72,555
Directors’ retirement benefits ..........cooveevieiiiiiiene e 897 836 6,732 6,274
Other non-current liabilItIes .......eeevevieeeiiieeee e 189 531 1,417 3,986
Shareholders’ equity (Note 9):
Common stock:
Authorized — 200,000,000 shares
Issued — 85,765,768 SNAFES ...vviiieeiieeciieeeiee e 13,135 13,135 98,574 98,574
Additional paid-in Capital ..c.ecoeevieeeiieeeie e 12,854 12,854 96,465 96,465
Retained €arNiNGS ......ceiie it 55,137 55,089 413,786 413,426
Net unrealized holding [0SSES 0N SECUFILIES .vvvveeeieiureeeeeeeeirreeeeeeeiaeene. (1,044) (48) (7,834) (359)
80,082 81,030 600,991 608,106
Treasury StOCK, @t COSt..uuiiiuirrariieeeiieeeiieeerteeeeeee et e e stee e e e (8) (1) (60) (8)
Total shareholders’ EQUILY ..ovveeereieeeieeeeiieeetee e 80,074 81,029 600,931 608,098

¥221,223 ¥250,999 $1,660,210 $1,883,670
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Takasago Thermal Engineering Co., Ltd. and A Consolidated Subsidiary
Years ended March 31, 2002 and 2001

Millions of yen

Number of Additional Net unrealized
shares of Common paid-in Retained holding gains Treasury
common stock stock capital earnings on securities stock
Balance at March 31, 2000 ........ccceevieevienieeiieeeene. 85,765,768 ¥13,135 ¥12,854 ¥54,887 ¥ — ¥(1)
Increase of affiliated companies on equity method ..... — — — 283 — —
NEt INCOME ittt — — — 1,593 — —
Adoption of new accounting standard
for financial instruments .........oooiiiiiiiiiiiiiiiiieeeee — — — — (48) —
TrEASUFY SEOCK vvvveeeiiiieeeeeiee e — — — — — 0
Cash dividends paid (¥17 per share) .....ccceeeuvevvvvvnrnnnns — — — (1,458) — —
Bonuses to directors and corporate auditors .............. — — — (216) — —
Balance at March 31, 2001 ........ccccoovieviiiiiiiiieeene. 85,765,768 13,135 12,854 55,089 (48) (1)
NEt INCOME ittt — — — 1,698 — —
Adjustment of net unrealized holding
gaiNs iN SECUFILIES wuvvvreiieeeeeeeeeeeeiiieee e e e e e e — — — — (996) —
TrEASUFY SEOCK wvvveeiiiiieee e — — — — — (7)
Cash dividends paid (¥17 per share) .....cccoceuvvvvrvvnvnnnns — — — (1,458) — —
Bonuses to directors and corporate auditors .............. — — — (192) — —
Balance at March 31, 2002 .........cccoovieeviiieiieeeieees 85,765,768 ¥13,135 ¥12,854 ¥55,137 ¥(1,044) ¥(8)
Thousands of U.S. dollars (Note 1)
Additional Net unrealized
Common paid-in Retained holding gains Treasury
stock capital earnings on securities stock
Balance at March 31, 2000 ........cccuveviieeiieiieeieeie et $98,574 $96,465 $411,910 $ — $ (8)
Increase of affiliated companies on equity method .......ccccccccceeiinnnnn. — — 2,124 — —
N BT TNCOME it e e e e et eeeaa e eee — — 11,955 — —
Adoption of new accounting standard
for financial INStrUMEeNtS ....oooeei e — — — (359) —
THEASUIY SEOCK vvveeteiiiiee ettt e e et e e e e e e e — — — — 0
Cash dividends paid ($0.13 per Share) ....cccccveerrvieiriiiierieeieeeeeeeeeeennn. — — (10,942) — —
Bonuses to directors and corporate auditors .....ceeeeeiciiiiiiiiiiiiiiiieeeeens — — (1,621) — —
Balance at March 31, 2001 ........coooiiiiiiiieeiieeeee e 98,574 96,465 413,426 (359) (8)
N BT TNCOME ittt e et eeeaaa e eees — — 12,743 — —
Adjustment of net unrealized holding gains in securities ..........cccoee..... — — — (7,475) —
THEASUFY SEOCK wueeieeeeeeeeeeeeeee e e e e e e e e e e eeeaees — — — — (52)
Cash dividends paid ($0.13 per share) ......occuvvvvieeeeieeeiiiiiiiiiccieeeeeens — — (10,942) — —
Bonuses to directors and corporate auditors .....ceeeeeeeneeveiiniiriierenennns — — (1,441) — —
Balance at March 31, 2002 ........ccoooiiiiiiieee e $98,574 $96,465 $413,786 $(7,834) $(60)

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Takasago Thermal Engineering Co., Ltd. and A Consolidated Subsidiary
Years ended March 31, 2002 and 2001

Millions of yen

Thousands of
U.S. dollars (Note 1)

2002 2001 2002 2001
Cash flows from operating activities:
Income before INCOME LAXES ..cvvuvveeeeeeeeirreeeeeeeireee e e et eeeeaeeee e ¥ 3,496 ¥ 3,950 $ 26,236 $ 29,644
Adjustments to reconcile net income before taxes to net cash provided
by operating activities:
Depreciation and amortization ..........ccccceieeniiiiiieiinniiieee e 654 701 4,908 5,261
Gain on sale of marketable and investment securities ..........ccocee.... (1,188) (54) (8,916) (405)
Loss on evaluation of marketable and investment securities ............ 3,654 2,093 27,422 15,707
Provision for retirement DENEfits ....covvvveeeeeiiiiieeieeieeieeee e (137) 428 (1,028) 3,212
Decrease (Increase) in trade receivables ........cooveeeeeevivveeeeeeiinnnnn... 20,551 (19,124) 154,229 (143,520)
Decrease (Increase) in cost of uncompleted contracts (3,125) 4,526 (23,452) 33,966
Increase (Decrease) in trade payables .......cceeeeeiiiiiiieiiiiiiiieeeee (18,749) 13,386 (140,705) 100,458
Increase (Decrease) in advances received on uncompleted contracts ... (2,131) 2,062 (15,992) 15,475
Gain on sale of property and equipment ........coeeeeeeeeeeciiiniiniiiieeeeens (224) (514) (1,681) (3,857)
Gain on contributing assets to retirement benefit trust............uuvee.e. — (1,143) — (8,578)
Gain on amortization of prior SErvice COSt...uueiiivmiiuireeeeiirreeeeeeenns (727) (652) (5,456) (4,893)
Amortization of entire net transition obligation.........cccoeeeiiiiiiinine — 2,344 — 17,591
Other—net (3,241) (1,745) (24,323) (13,097)
SUBLOtal woeeeveeieiiiee e (1,167) 6,258 (8,758) 46,964
Interest and dividends received 469 648 3,520 4,863
INEEIESE PAIT ©eviiiieeiieiee e e e e (308) (387) (2,311) (2,904)
INCOME LAXES PAIT evvvieeieeeiiiiiee e e et e s (1,740) (4,978) (13,059) (37,358)
Net cash provided by (used in) operating activities (2,746) 1,541 (20,608) 11,565
Cash flows from investing activities:
Increase in time deposits (4,622) (12,245) (34,687) (91,895)
Decrease in time deposits 9,841 20,079 73,853 150,687
Purchase of marketable and investment securities (1,237) (2,193) (9,283) (16,458)
Proceeds from sale of marketable and investment securities ............... 218 2,390 1,636 17,936
Purchase of property, plant and equipment .........cccoooevueeeiiieeeecneeenen. (412) (261) (3,092) (1,959)
Proceeds from sale of property, plant and equipment .......ccccvvveveveeennns 332 807 2,492 6,056
Payments of long-term insurance contribution .........cooevvvveeeeeeeinnnen... (1,210) (1,432) (9,081) (10,747)
Proceeds from long-term insurance contribution ........cccceeevveeeeiveeennnen. 2,155 1,429 16,173 10,724
ONEE —NEL ettt ettt e et e e e e nreeee e 297 530 2,229 3,978
Net cash provided by investing activities .......coccoceeeiinniieeiinnninee 5,362 9,104 40,240 68,322
Cash flows from financing activities:
Net decrease in DANK 08NS .....ieeieeirreeeeeeeiieeee et (957) (2,011) (7,182) (15,092)
Proceeds from long-term debt ......cveeeeieeiiiiieeieiiiieeeeeeeeeeee e 1,396 3,114 10,477 23,370
Payments of 10Ng-term debt ....ccueeeeeuiieeeiie e (2,875) (3,132) (21,576) (23,505)
Cash dividends Paid ...ceeeeeeieeeiiiiieee e (1,458) (1,458) (10,942) (10,942)
OtNEF— N Lot (8) 1 (60) 8
Net cash used in financing activities ......ccovveeeevevivreeeeeeeiireeeeeeenns (3,902) (3,486) (29,283) (26,161)
Effect of exchange rate change on cash and cash equivalents................ (36) 93 (270) 698
Net increase in cash and cash equivalents..........ccccooeoveeeriiiiniiieeniieens (1,322) 7,252 (9,921) 54,424
Cash and cash equivalents at beginning of year .................. 52,523 45,271 394,169 339,745
Cash and cash equivalents at end of year (Note 3) ¥51,201 ¥52,523 $384,248 $394,169

See accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Takasago Thermal Engineering Co., Ltd. and A Consolidated Subsidiary
March 31, 2002 and 2001

1. Basis of presenting consolidated financial statements

Takasago Thermal Engineering Co., Ltd. (the “Company”’) and its consolidated domestic subsidiary maintain their official
accounting records in Japanese yen and in accordance with the provisions set forth in the Japanese Commercial Code and
accounting principles and practices generally accepted in Japan (“Japanese GAAP”). The accounts of overseas subsidiaries are
based on their accounting records maintained in conformity with generally accepted accounting principles and practices prevailing
in the respective countries of domicile. Certain accounting principles and practices generally accepted in Japan are different from
International Accounting Standards and standards in other countries in certain respects as to application and disclosure require-
ments. Accordingly, the accompanying financial statements are intended for use by those who are informed about Japanese
accounting principles and practices.

The accompanying consolidated financial statements are a translation of the audited consolidated financial statements of the
Company which were prepared in accordance with accounting principles and practices generally accepted in Japan and were filed
with the Local Finance Bureau of the Ministry of Finance as required by the Securities and Exchange Law.

In preparing the accompanying consolidated financial statements, certain reclassifications have been made in the consoli-
dated financial statements issued domestically in order to present them in a form which is more familiar to readers outside
Japan. The consolidated statements of shareholders’ equity have been prepared for the purpose of inclusion in the consolidated
financial statements, although such statements were not customarily prepared in Japan and were not required to be filed with
the authorities of regulation.

The translation of the Japanese yen amounts into U.S. dollars are included solely for the convenience of readers, using the
prevailing exchange rate at March 31, 2002 which was ¥133.25 to U.S.$1.00. The convenience translations should not be con-
strued 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 a significant subsidiary, “*Nihon
Pmac Co., Ltd.”, which is controlled by the Company through substantial ownership of more than 50% of the voting rights and
existence of certain conditions evidencing control by the Company of the decision-making body of such a company. Under the
revised accounting standard for consolidation and equity accounting, investments in affiliated companies (all 20% 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 investments in unconsolidated subsidiaries and affiliated companies are stated at cost as they are insignificant in
the aggregate.

Marketable securities and investment securities — Prior to April 1, 2000, securities (both quoted and non-quoted) are stated
at cost determined by the moving-average method and written down to the market price or an estimated realizable value if the
securities have been significantly impaired and the impairment is not considered to be recoverable.

Effective April 1, 2000, the Companies adopted the new Japanese accounting standard on accounting for financial instruments
(“Opinion Concerning Establishment of Accounting Standard for Financial Instruments’ issued by the Business Accounting Delib-
eration Council on January 22, 1999).

Upon applying the new accounting standard, companies are required to examine the intent of holding each security and classify
those securities as (a) securities held for trading purposes (hereafter, “‘trading securities’”’), (b) debt securities intended to be held
to maturity (hereafter, “*held-to-maturity debt securities’’), (c) equity securities issued by subsidiaries and affiliated companies,
and (d) 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 companies
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 the shareholders’ equity. Realized gains and losses on sale of such
securities is computed using the moving-average cost. The Companies had no trading securities.

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 the moving-average cost.

If the market value of held-to-maturity debt securities, equity securities issued by subsidiaries and affiliated companies, 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 a loss in the period of the decline. If the fair market value of equity securities
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issued by subsidiaries and affiliated companies is not readily available, such securities should be written down to net asset value in
the event net asset value has significantly declined. Unrealized losses on these securities are reported in the income statement.

As a result of adopting the new accounting standard for financial instruments, income before income taxes decreased by
¥1,008 million ($7,565 thousand) in the year ended March 31, 2001 compared with what would have been reported under the
previous accounting policy. Also, based on the examination of the intent of holding each security upon application of the new
accounting standard at April 1, 2000, held-to-maturity debt securities and available-for-sale securities maturing within one year
from the balance sheet date are included in current assets, and other securities are included in investments and other assets. As a
result, at April 1, 2000, securities in current assets decreased by ¥9,981 million ($74,904 thousand) and investment securities
increased by the same amount compared with what would have been reported under the previous accounting policy.

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. The Company adopts the method of providing the allowance based on the estimated amount of payments
for future claims which may be filed on contracts completed during the year.

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 the Japanese tax regulations. For the years ended March 31, 2002 and 2001, no such contracts were outstanding.

Property, plant and equipment — Property, plant and equipment are stated at cost. Depreciation is computed using the declining-
balance method over their useful lives as prescribed in the Japanese tax regulations.

Certain lease transactions — Finance leases except those for which the ownership of the leased assets are considered to be trans-
ferred to the lessee, are not capitalized and accounted for in the same manner as operating leases (non-capitalized finance leases).

Retirement benefits — The Company and its consolidated subsidiary have contributory and non-contributory funded pension plans
covering substantially all employees. Eligibility for enrollment in the contributory plan is 5 or more years of service and 23 or
more years of age. Eligibility for the non-contributory plan is 3 or more years of service. 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. Prior to April 1, 2000,
annual contributions, which consist of current period costs and amortization of prior service costs over 8.5 years and 20 years,
respectively, were charged to income when paid.

Effective April 1, 2000, the Company and its consolidated subsidiary adopted the new accounting standard, “Opinion on
Setting Accounting Standard for Employees’ Severance and Pension Benefits”, issued by the Business Accounting Deliberation
Council on June 16, 1998. Under the new accounting standard, the liabilities and expenses for severance and retirement
benefits are determined based on the amounts actuarially calculated using certain assumptions.

The Company and its consolidated subsidiary provided allowance 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 succeeding period.

The excess of the projected benefit obligation over the fair value of pension assets as of April 1, 2000 and the liabilities for
severance and retirement benefits recorded as of April 1, 2000 (the “net transition obligation”’) amounted to ¥2,344 million
($17,591 thousand). All of the net transition obligation was recognized as expense in the year ended March 31, 2001.

As a result of the adoption of the new accounting standard, in the year ended March 31, 2001, severance and retirement
benefit expense increased by ¥2,433 million ($18,259 thousand), operating income decreased by ¥82 million ($615 thousand)
and income before income taxes decreased by ¥2,426 million ($18,206 thousand) compared with what would have been recorded
under the previous accounting standard.

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

Annual Report 2002----13



Bonuses to directors and corporate auditors — Bonuses to directors and corporate auditors, which are subject to shareholders’
approval at the annual shareholders’ meeting under the Commercial Code of Japan, are accounted for as appropriations of
retained earnings.

Income taxes — The Company computes the provision for income taxes based on the pretax income included in the consolidated
statement of income and recognizes deferred tax assets and liabilities for the expected future tax consequences of temporary dif-
ferences 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.

Prior to April 1, 2000, long-term receivables and payables denominated in foreign currencies were translated at historical
exchange rates.

Effective April 1, 2000, the Company and its consolidated subsidiary adopted the revised accounting standard, “Opinion
Concerning Revision of Accounting Standard for Foreign Currency Translation”, issued by the Business Accounting Deliberation
Council on October 22, 1999.

Under the revised accounting standard, long-term receivables and payables denominated in foreign currencies are also trans-
lated into Japanese yen at the exchange rates at the balance sheet date. The effect on the income statement of adopting the
revised accounting standard was immaterial.

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.

Amounts per share of common stock — In computing net income per share of common stock, the average number of shares out-
standing during each fiscal year has been used.

Diluted net income per share is not presented, since the Company has never issued any securities with a diluting effect.

Cash dividends per share represent actual amounts declared as applicable to the respective years.

Reclassifications — Certain prior year amounts have been reclassified to conform to the 2002 presentation. These changes had no
impact on previously reported results of operations or shareholders’ equity.

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.

Derivatives and hedge accounting —The new accounting standard for financial instruments, effective from the year ended March
31, 2001, requires companies to state derivative financial instruments at fair value and to recognize 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, a company defers recognition of gains
or losses resulting from changes in fair value of derivative financial instruments until the related losses or gains on the hedged
items are recognized.

However, 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 translated
using the spot rate at the inception date of the contract and the book value of the receivable or payable is recognized 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 trans-
lated using the contracted forward rate and that translated using the spot rate at the inception date of the contract) 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 con-
tract are recognized.
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Also, if interest rate swap contracts are used as hedges 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 con-
tract was executed.

3. Cash and cash equivalents
Cash and cash equivalents at March 31, 2002 and 2001 for the consolidated statements of cash flows consisted of the following:

Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
Cash and time dEPOSIES .eevieueeierierteieeerieieieste ettt et eeeste e eseesaenae e ¥53,570 ¥59,240  $402,026  $444,578
Marketable securities — 1,100 — 8,255
Marketable securities (except for M.MLF.) cooiiiiiiiiiiiiiiiiiiieeeeeeeeee — (199) — (1,493)
Marketable securities due within three months ..........ccoceeviiiiiieeniieenneen. 30 — 226 —
Time deposits over three MONthS ......vviiieciiie e (2,399) (7,618) (18,004) (57,171)
Cash and cash equivalents .......coceeiieinieiiiieeieeeeec e ¥51,201  ¥52,523 $384,248  $394,169

4. Market value information for securities
(1) At March 31, 2002 and 2001, acquisition cost, book value and fair value of securities with available fair values were as follows:

(a) Held-to-maturity debt securities
Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
Securities with fair value exceeding book value:
BOOK VAIUE ettt ettt ettt ettt et ettt et e e e eaeeeaaeeaae e ¥809 ¥809 $6,071 $6,071
FaF VAIUE ittt 847 857 6,356 6,432
DIFFINCE 1. et ettt ettt ettt a e e e e et e e et e e e eaa e e eaaeeeaeesnaeeas ¥ 38 ¥ 48 $ 285 $ 361

(b) Available-for-sale securities
Millions of yen

2002 Acquisition cost Book value Difference

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

EQUILY SECUFITIES 1eriiurrieeeeirieeeeetie e e ettt e e e ettt e e e eitae e e e e taeeeeeeaaaeeeeenseeeeeeaaseaeeanes ¥ 3,139 ¥ 4,493 ¥ 1,354
Other securities:

EQUILY SECUFTTIES 1eeeiirrieeeeiteee e ettt e e ettt e e e ettt e e e etta e e e e et e e e eenareeeeenreeeeeenaseaeeanes ¥17,556 ¥14,464 ¥(3,092)

OBNEES ettt ettt et ettt et e e et e et e e ba e e tt e e e bt e enteeenbeeeaeeenne 944 876 (68)

TOtal Other SECUFILIES veeveeriieeeeieeeeeeiee e e etee e et e e eee e e e ee e e e e e enaeeeeennnees ¥18,500 ¥15,340 ¥(3,160)

Millions of yen

2001 Acquisition cost Book value Difference

Securities with book value (fair value) exceeding acquisition cost:
EQUILY SECUFITIES 1.vviviarereeieretetcee et et ettt et ee ettt s ettt es s es s eenane ¥ 7,572 ¥11,313 ¥ 3,741

Other securities:

EqUItY SECUFILIES cooiiiiiiiiiec e ¥15,080 ¥11,254 ¥(3,826)
OIS e e et e e e e e et aaaeaaeeaeeeeara—————————— 740 740 —
Total Other SECUFITIES civvieiiiiiiiiiiiiieee e ee e et e e e e e e e e e e e eeeeeeersaaeananes ¥15,820 ¥11,994 ¥(3,826)
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Thousands of U.S. dollars (Note 1)

2002 Acquisition cost Book value Difference

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

EQUILY SECUFIEIES 1.vvieeeeee ettt ettt ettt nes $ 23,557 $ 33,719 $ 10,162
Other securities:

EQUILY SECUFITIES 1.viveeveeeeeee ettt ettt et nes $131,752  $108,548 $(23,204)

OENEES ettt e et e e e e e e e e e e e e e e e et e e et a—— e aaaeaeeeaaeeeerrrraaaa., 7,084 6,574 (510)

TOtal OthEr SECUFTEIES c.vvviieeieeeiee et ettt ettt e e e neas $138,836  $115,122 $(23,714)

Thousands of U.S. dollars (Note 1)

2001 Acquisition cost Book value Difference

Securities with book value (fair value) exceeding acquisition cost:
EQUILY SECUFTEIES 1eeeeeeiiiiiiee ettt e e e ettt e e e e e e e e e e aaaeeeeeeeeas $ 56,826 $84,901 $ 28,075

Other securities:

EQUILY SECUFITIES teteeieiiiititti et e e e et $113,171 $84,458 $(28,713)
OBNEES ettt ettt ettt ettt ettt 5,553 5,553 —
Total 0ther SECUFITIES ....vviiiiieiiiie e $118,724 $90,011 $(28,713)

(2) At March 31, 2002 and 2001, book value of securities with no available fair values were as follows:

(a) Held-to-maturity debt securities
Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
Non-listed fOreign bond ........ooveveeveeeieeee e ¥3,000 ¥3,000 $22,514 $22,514
Discount financial BoNd .......ccoeviiiieiiiiee e 19 199 143 1,493
TOLAD 1ttt ettt eaeeeaean ¥3,019 ¥3,199 $22,657 $24,007

(b) Available-for-sale securities
Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
Mid-term national bond.... ¥ 30 ¥y — $ 225 $ —
Money management fUNG ... ..oiveveee e — 901 — 6,762
Non-listed eqUity SECUFITIES wevvirurrieeeriieeeeeiiee e et e e e e e e e eaeee e 1,377 913 10,334 6,852
TOLAD 1ttt ettt ettt et eaeeeaean ¥1,407 ¥1,814 $10,559 $13,614

(3) At March 31, 2002 and 2001, 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

2002 year five years ten years years Total
Bonds:

Government bonds ........eeeveeeieeenieeenieennnenn ¥ — ¥ - ¥ 499 ¥ — ¥ 499

Corporate bonds .......eeeeeeeeeeeeniiiieeeiiieee s 119 1,210 2,000 — 3,329
OtherS: weeeeeiee e e 213 130 263 — 606

TOAl oo ¥332 ¥1,340 ¥2,762 ¥ — ¥4,434
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Millions of yen

Over one year

Over five years

Within one but within but within Over ten
2001 year five years ten years years Total
Bonds:
Government bonds ¥ — ¥ — ¥ 500 ¥ — ¥ 500
Corporate bonds ........eeeeeeeeiiiiiiiiiiiiiceieennn. 200 1,309 2,000 — 3,509
OtNEES: ettt — 348 186 — 534
TOtAl e ¥200 ¥1,657 ¥2,686 ¥ — ¥4,543
Thousands of U.S. dollars (Note 1)
Over one year Over five years
Within one but within but within Over ten
2002 year five years ten years years Total
Bonds:
Government bonds $ - $ — $ 3,745 $ — $ 3,745
Corporate bonds ......eeeeeveeeeeniiieeeeiiieeenis 893 9,081 15,009 — 24,983
(0TS S USSR 1,598 976 1,974 - 4,548
TOLAL oo $2,491 $10,057 $20,728 $ — $33,276
Thousands of U.S. dollars (Note 1)
Over one year Over five years
Within one but within but within Over ten
2001 year five years ten years years Total
Bonds:
Government bonds .......oeeeeeeeeiiiiiiiiiieeeeeeeenn. $ - $ — $ 3,752 $ — $ 3,752
Corporate bonds .......eeeeeeeeeeeeeiiiiiiiiiieeeeeenn, 1,501 9,824 15,009 — 26,334
OLNEES: et — 2,612 1,396 — 4,008
TOtAl e $1,501 $12,436 $20,157 $ — $34,094

5. Derivative transactions — the company only
The Company utilizes, commencing from the year ended March 31, 2000, only forward foreign exchange contracts as derivative

transactions in order to hedge foreign currency risks arising from time deposits. The derivative transactions are made solely with

highly rated financial institutions, therefore, the Company expects credit risk is low.

The contracts relating to foreign currency denominated time deposits were approved by the General Manager of Operations
and contracted by the Overseas Operations Department. The results are then reported to the General Manager of Accounting and

Finance Department.
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6. Bank loans and long-term debt
Bank loans at March 31, 2002 and 2001 were represented by short-term notes, bearing interest principally at 1.375% to
1.750% per annum and at 1.375% to 1.875% per annum, respectively. The Company has had no difficulty in renewing such
notes when it considered such renewal advisable.

Long-term debt at March 31, 2002 and 2001 consisted of the following:

Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
Loans principally from banks and insurance companies:
Secured, with interest rates ranging from 1.6% to 2.9% (2002) and
2.0% t0 3.0% (2001 weveueeeieeeeeeeeeeeeeeeeeeeeeee et nens ¥1,218 ¥1,500 $ 9,141 $11,257
Unsecured, with interest rates ranging from 1.4% to 2.6% (2002) and
1.7% 10 2.3% (2001) w.vevvieieieceeeeeeeeeeeeeeee e en s 3,312 4,509 24,856 33,838
4,530 6,009 33,997 45,095
Less amount due Within ONE YEAF .....c.eeeeeeiieeeeiiiiieeeecieee e (2,351) (2,814) (17,644) (21,118)

¥2,179 ¥3,195 $16,353 $23,977

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, 2002 were as follows:
Thousands of

U.S. dollars

Years ending March 31, Millions of yen (Note 1)
P2 010 PP OPPT PPN ¥2,351 $17,644
1,517 11,385
587 4,405
75 563

At March 31, 2002 assets pledged as collateral for long-term debt and guarantees were as follows:

Thousands of

U.S. dollars
Millions of yen (Note 1)
Property, plant and equipment
(Net of accumulated depreCiation) ....eeeiiiiiiiiiieeiicrree e e e e e e e e e e eeeeeeeeeseeesseeennnes ¥258 $1,936

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 42.1 % for 2002 and 2001.

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, 2002 and 2001:

2002 2001
SEALULOIY TAX FALE 1rvveeiieeeeeeeeecite ettt e e e e e eee ettt e e e e e e ee et eeeeeeeeeeeeeeeeaaraaeeeeeeeeeeeeeeansnnereeeeeas 42.1% 42.1%
Non-taxable dividend income .... (4.0) (2.9)
NON-0EAUCTIDIE EXPENSES ..nvvvieeeeiiieeeeeie ettt ett e e et e e et e e e e s aaa e e e eeareeeeeasaeeeeeaaseeeeenseeeens 10.8 17.3
Per capital INNADITANT TAX .vviiiiiiiiie ittt e et e et e et e e e e eaae e e e eeaaaeeesenaaeeeeenes 2.7 2.4
(01 1T O USRS (0.2) 0.8
EFFECEIVE LAX FALE 1utrieeeeeiiteeeeitiie e e ettt e e ettt e e e ettt ee e et eeeeestaaeeeessaaeeesssseeeesnssseeeansssaeeeanssseesansseeeenn 51.4% 59.7%
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Significant components of the Company’s deferred tax assets and liabilities as of March 31, 2002 and 2001 were follows:

Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
Deferred tax assets:
Employees’ severance and retirement benefits.......ccccevvvveeeeeiveeeeeinnennn. ¥3,189 ¥3,489 $23,932 $26,184
Officers’ retirement benefits 377 351 2,829 2,634
ENLEFPIISE TAXES ©oiievrreeeeitreeeeeeteeeeeeiee e e eeeaee e e et e e e et e e e e eataeeeeenareeeas 197 174 1,479 1,306
Write down of investment SECUFILIES ......evvvuvereeeeieee e e 859 471 6,447 3,535
Net unrealized holding [0SSES 0N SECUFILIES .vvvreerirreeeeiieeeeiiieee e e 1,331 — 9,989 —
Write down of golf membership .....cccveeeeeeveeeeeeieeeeeeceee e 329 274 2,469 2,056
OENEE ettt et et 798 560 5,988 4,202
Total deferred tax ASSELS ..cvvvvriierreeeeeeriieeeecieee e et e e e ereeeeeeaaee e 7,080 5,319 53,133 39,917
Deferred tax liabilities:
Net unrealized holding gains 0N SECUFItIES ...eeeeeveeieviiieiieeeeeeeee e (571) — (4,285) —
Gains on security contribution to employees’ retirement benefit trust .... (481) (481) (3,610) (3,610)
Total deferred [1abilItIES ....eeuieeeeii et (1,052) (481) (7,895) (3,610)
Net deferred taX aSSELS ..e..ieriruieiirierrieie ettt ¥6,028 ¥4,838 $45,238 $36,307

8. Retirement benefits
As explained in Note 2 (the significant accounting policies), effective April 1, 2000, the Company and its consolidated subsidiary
adopted the new accounting standard for employees’ severance and retirement benefits, under which allowance and expenses for
severance and retirement benefits are determined based on the amounts obtained by actuarial calculations.

Retirement benefits included in the liability section of the consolidated balance sheet as of March 31, 2002 and 2001 were

as follows:

Thousands of

U.S. dollars

Millions of yen (Note 1)
2002 2001 2002 2001

Projected benefit 0bligation .........cc.cvveeveeuieiieieeieeeeeeeeee e ¥29,310 ¥26,112  $219,963  $195,963
Unrecognized actuarial differ€nCes ......oovuvereeriiieeeeiieee e (5,348) (1,894) (40,135) (14,214)
Less fair value of pension assets . (15,219) (14,551) (114,214) (109,201)
Allowance for severance and retirement benefits ........ccccovivieiiniiieeenninnes ¥ 8,743 ¥ 9,667 $ 65,614 $ 72,548

Included in the consolidated statements of income for the years ended March 31, 2002 and 2001 were employees’ severance

and retirement benefit expense comprising of the following:
Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001

Service costs — benefits earned during the year .......cceeeeecvveeeeecveeeeeineennnn. ¥1,176 ¥1,186 $8,826 $ 8,901
Interest cost on projected benefit obligation .........ccceveeeiieeniieiiieeinieene. 895 864 6,717 6,484
Expected return on plan @ssets .....oovueeiieeiiieenieeeiee et (422) (416) (3,167) (3,122)
Amortization of entire net transition obligation ......ccccceeiiviiieiiniiiinnns — 2,344 — 17,591
Amortization of actuarial differenCes ......ccvvereeeiuieeeeiiiiee e e 189 — 1,418 —
Amortization of prior SEFVICE COSES ..uuiiiiiririiiieiiiiieeeeiiieeeeciieeeeeireeeeeiaes (727) (652) (5,456) (4,893)

Severance and retirement benefit eXPense .....ccuveeeeecieeeeriiieeeeiiieeeeeeees ¥1,111 ¥3,326 $8,338 $24,961

The discount rate on benefits obligation used by the Companies is 3.0% and the rate of expected return on plan assets used
principally by the Company and its consolidated subsidiary is 3.0% in the year ended March 31, 2002. The estimated amount of
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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 “Code’), at least 50% of the issue price of new shares is required to be designated
as stated capital. The portion which is not transferred to stated capital is determined by resolution of the Board of Directors.
Proceeds not transferred to stated capital are credited to additional paid-in capital.

In the year ended March 31, 2002, the Code was revised significantly and stock with stated value was abolished. Under the
revised Code, certain amounts of retained earnings equal to at least 10% of cash dividends and bonuses to directors and corporate
auditors must be set aside as a legal reserve until the total of the reserve and additional paid-in capital equals 25% of common
stock. Before the revision of the Code, bonuses to directors and corporate auditors had to be set aside as a legal reserve until the
reserve equals 25% of common stock.

Legal reserve and additional paid-in capital were not available for dividends, but could be used to reduce a deficit by resolution
of the shareholders or could be capitalized by resolution of the Board of Directors before the revision of the Code. Due to the revi-
sion, the legal reserve and additional paid-in capital became available for unappropriated retained earnings for the portion beyond
25 % of common stock by a resolution of the shareholders’ meeting.

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 Code.

10. Certain lease transactions

Information on finance leases except those for which ownership of the leased assets is considered to be transferred to the
lessee were as follows.

(1) Equivalent amounts of acquisition cost, accumulated depreciation and net book value of the assets under non-capitalized

finance leases at March 31, 2002 and 2001 were as follows:
Millions of yen

Accumulated
2002 Acquisition cost depreciation Net book value

EQUIPIMENT 1ttt ettt e e e e e e e e e et e e e e eabeeeesasaaeeeenasseeeeessaeeeeennsseeeanes ¥1,063 ¥443 ¥620

Millions of yen

Accumulated
2001 Acquisition cost depreciation Net book value

EQUIPMENT <o e e e e ettt et e e e e e e ¥1,577 ¥1,166 ¥411

Thousands of U.S. dollars (Note 1)

Accumulated
2002 Acquisition cost depreciation Net book value

EQUIPIMENE vt ee ettt ettt et e eae et e s e e e eeeeneeneeneeseeaeereeneaneas $7,977 $3,325 $4,652

Thousands of U.S. dollars (Note 1)

Accumulated
2001 Acquisition cost depreciation Net book value

EQUIPIMEIE e en s eeeene s aeeeen $11,835 $8,750 $3,085

Depreciation is calculated based on the straight-line method over the contracted lease period assuming no residual values.
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(2) The amounts of outstanding future lease payments due at March 31, 2002 and 2001, and lease transactions for the year
ended March 31, 2002 and 2001 were as follows:

Thousands of

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

Future lease payments 2002 2001 2002 2001
Within one year ¥204 ¥216 $1,531 $1,621
OVEF ONE YEAL 1ereeeuirreeeeeiiieeeeeteeeeeeireeeeesaseeeesenseeeesessseeeasssseaeeesseeeeannnnes 418 198 3,137 1,486

TOLAL ettt ettt ettt ens ¥622 ¥414 $4,668 $3,107
TOtaAl 1EASE EXPENSES ..cvvvveeeeeerreeeeeireeeeeeireeeeeereeeeeeaeeeeeeeaseeeeeenreeeeeenanes ¥283 ¥399 $2,124 $2,994
Depreciation equivalent .... ¥277 ¥383 $2,079 $2,874
INtErest EQUIVAIENT ....iiviiuiieieeieeceee ettt ettt ¥ 3 ¥ 4 $ 23 $ 30

11. Contingent liabilities

Contingent liabilities at March 31, 2002 and 2001 were as follows:
Thousands of

U.S. dollars
Millions of yen (Note 1)
2002 2001 2002 2001
For notes discounted with Banks .......cceeovvreiiiiiiiieeeeeeeee e ¥201 ¥337 $1,508 $2,529
For notes endorsed 10 10 75 75
For guarantees for loans of unconsolidated subsidiaries, employees
and others from Danks .....cooceeeiiiiiiiiiiiie e 360 485 2,702 3,640
¥571 ¥832 $4,285 $6,244

12. Segment information
The Company and its consolidated subsidiary are mainly engaged in construction business and sale and production of equipment.
Summaries of net assets, operating income and total assets by industry segment for the years ended March 31, 2002 and

2001 were as follows:
Millions of yen

2002 Construction Equipment Total Elimination Consolidated
Net sales:
Outside CUSLOMErS ..uvvievireciieeeiieeciie e ¥191,259 ¥5,177 ¥196,436 ¥ — ¥196,436
INSIAE GrOUP woveveeeeieeceieeeee e — 857 857 (857) —
TOLAl ceeieeieeeeeeee e 191,259 6,034 197,293 (857) 196,436
COStS aNd EXPENSES ..eveuevevreriiiniieriienieenieenne 188,132 5,563 193,695 (944) 192,751
Operating iNCoOMe ...uuveevrieeeeeeiieeeeeieee e ¥ 3,127 ¥ 471 ¥ 3,598 ¥ 87 ¥ 3,685
Assets and others:
ASSELS 1ivieeiieeeire ettt ereas ¥215,787 ¥6,282 ¥222,069 ¥(846) ¥221,223
DEPFECIAtION wvrevereeeireesireeeieeerireeereeeeeeeens 555 99 654 (0) 654
Capital Expenditures ......ceeeevveeeeeiiveeeennnes 203 206 409 (3) 406
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Millions of yen

2001 Construction Equipment Total Elimination Consolidated
Net sales:
Qutside CUSLOMEFS....uvuvriiiiiieeeeeeeeeiiiieeeees ¥238,343 ¥4,870 ¥243,213 ¥ — ¥243,213
INSIdE GFOUP covveiiiiiiiiieeeee e e e — 1,130 1,130 (1,130) —
TOLAL et 238,343 6,000 244,343 (1,130) 243,213
CoSts and eXPENSES ...eeervuereeeeriiieeeniiieeeeaee 233,105 5,682 238,787 (1,224) 237,563
Operating iNnCOME .........eeeeeeiiiiiiiiiiiiiiieneenn. ¥ 5,238 ¥ 318 ¥ 5,556 ¥ 94 ¥ 5,650
Assets and others:
ASSEES vt ¥245,697 ¥6,141 ¥251,838 ¥(839) ¥250,999
Depreciation .....ueeeeeeviieeeeeiiiee e 611 91 702 (1) 701
Capital Expenditures .......ccccceeeevveeiinnneneeeens 189 72 261 — 261

Thousands of U.S. dollars (Note 1)

2002 Construction Equipment Total Elimination Consolidated
Net sales:
OULSIdE CUSLOMEFS .ouvivieieeienieieeieeee e $1,435,340 $38,851 $1,474,191 $ — $1,474,191
INSIAE GrOUD weveeeeireee e e et — 6,432 6,432 (6,432) —
Total weeeeeiiiieii 1,435,340 45,283 1,480,623 (6,432) 1,474,191
COStS aNd EXPENSES weveereerreeeerrieeeeerireeeeeeeeeeenns 1,411,872 41,749 1,453,621 (7,084) 1,446,537
0perating INCOME ....ccveevvieereeieeieereeete e, 23,468 $ 3534 $ 27,002 $ 652 $ 27,654
Assets and others:
ASSEES e $1,619,415 $47,144 $1,666,559 $(6,349) $1,660,210
DePreciation .....oceeveeeeereienieeie e 4,165 743 4,908 (0) 4,908
Capital Expenditures .......ccceeevereeneeeneeenenns 1,523 1,546 3,069 (22) 3,047
Thousands of U.S. dollars (Note 1)
2001 Construction Equipment Total Elimination Consolidated
Net sales:
Qutside CUSLOMEFS....uvvvviiiiiieeeeeeeiiiiiiieeeens $1,788,690 $36,548 $1,825,238 $ — $1,825,238
INSIAE GrOUD weveeeeieeeeeiiiee et ee et — 8,480 8,480 (8,480) —
Total ceveeeeeeicie e 1,788,690 45,028 1,833,718 (8,480) 1,825,238
Costs and eXPENSES ......ueeeeeeeeeeereiiiiiiiiieeennn. 1,749,381 42,642 1,792,023 (9,186) 1,782,837
Operating iNCOME .....ccevvvevveviiieiiceeeeeee s 39,309 $ 2,386 $ 41,695 $ 706 $ 42,401
Assets and others:
ASSELS .o $1,843,880 $46,086  $1,889,966 $(6,296) $1,183,670
Depreciation 4,585 683 5,268 (7) 5,261
Capital Expenditures .......cccceeeeeeviiinneneeennnn. 1,418 541 1,959 — 1,959

Segment information by location and overseas sales is not shown from a materiality view point.

13. Subsequent event

The following appropriations of retained earnings at March 31, 2002, were approved at the annual meeting of shareholders held

on June 27, 2002.

Thousands of

U.S. dollars
Millions of yen (Note 1)
Year-end Cash diVIAENGS ..eco.uuiiiiiiee e e ettt e e et e e e e e e eaaaeee s ¥728 $5,463
Bonuses to directors and corporate auditors 192 1,441
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders and 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 a subsidiary as of
March 31, 2002 and 2001, and the related consolidated statements of income, shareholders’ equity and cash flows for the years
then ended, expressed in Japanese yen. Our audits were made in accordance with generally accepted auditing standards in Japan
and, accordingly, included such tests of the accounting records and such other auditing procedures as we considered necessary in
the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the consolidated financial position of
Takasago Thermal Engineering Co., Ltd. and a subsidiary as of March 31, 2002 and 2001, 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
(Note 1) applied on a consistent basis during the periods, except as noted in the following paragraph.

As explained in Note 2, in the year ended March 31, 2001, Takasago Thermal Engineering Co., Ltd. and a subsidiary prospec-
tively adopted new Japanese accounting standards for employees’ severance and retirement benefits, financial instruments and
foreign currency translation.

Also, in our opinion, the U.S. dollar amounts in the accompanying consolidated financial statements have been translated from

Japanese yen on the basis set forth in Note 1.

Ypudic ¢ (o

Tokyo, Japan
June 27, 2002
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