GONSOLIDATED FINANCIAL REVIEW

During the past year, the Japanese economy
came out of the worst of the recession and
moved into a modest recovery mode.
Although investment picked up in the infor-
mation and communications fields, the num-
ber of investment projects fell in the oil and
petrochemical industries owing to facility
integration and elimination programs carried
out as part of restructuring in these indus-
tries. On the other hand, some signs of eco-
nomic recovery were seen in Southeast Asia
and Latin America. Nevertheless, a number
of investment plans were either postponed or
put on the slow track. As a result, we were
forced to compete fiercely with EU and U.S.
companies, as well as Korean companies, for
a limited number of investment projects.
Clearly, the business environment in our
industry remains challenging.

Amid this harsh operating environment,
TEC and its Group companies focused on
selected projects capable of enhancing our
corporate earnings, and engaged in aggressive
sales efforts to obtain orders. However, we
were not able to fully overcome the difficult
market environment and ended up recording
¥117 billion (US$1,105 million) in new

orders.
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Consolidated statement of operations

Net sales came to ¥156 billion (US$1,468
million), down 34% year on year. Overseas
sales came in at ¥111 billion (US$1,046 mil-
lion), while domestic sales accounted for ¥45
billion (US$422 million).

We made an effort to prevent losses on indi-
vidual projects, as well as to improve project
execution and reduce fixed and other expens-
es. As a result, selling, general and adminis-
trative expenses contracted 14%, to ¥12 bil-
lion (US$112 million), and operating
income came in at ¥0.3 billion (US$2.6 mil-
lion), marking a turnaround from the loss
posted the previous year.

However, we also incurred expenses for an
early retirement incentive program, booked
expenses related to the official implementa-
tion of new accounting rules at consolidated
subsidiaries from the new fiscal year, and
incurred corporate taxes, etc. Consequently,
we recorded a net loss of ¥0.6 billion

(US$5.9 million).

Consolidated balance sheet

Total assets at the end of the fiscal year came
to ¥238 billion (US$2,241 million), down
10% year on year. Current assets accounted
for ¥187 billion (US$1,759 million), down
11%. The primary reason for the fall was a
decrease in notes and accounts receivable for
completed contracts resulting from our

efforts to collect on unpaid accounts.
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Total liabilities came to ¥206 billion
(US$1,936 million), down 12%. Long-term
and short-term debt fell 3% year on year, to
¥131 billion (US$1,230 million).

Cash flow

Net cash provided by operating activities
totaled ¥4 billion (US$38 million), compris-
ing ¥0.6 billion (US$5.9 million) in net loss
and ¥8 billion (US$73 million) in outflows
from non-cash adjustments as well as ¥12 bil-
lion (US$117 million) provided by net
changes in operating assets and liabilities.
Net cash provided by investing activities
amounted to ¥7 billion (US$68 million).
Net cash used in financing activities totaled
¥5 billion (US$50 million), comprising cash
outflows for the repayment of long-term
debt, which offset inflows from an increase in
short-term bank loans and proceeds from
long-term debt.

As a result, cash and cash equivalents , end of
the year , increased 11% compared with the
previous fiscal year to ¥64 billion

(US$602 million).

Key financial ratios

The current ratio slipped to 141.0% , from
148.5% in the previous fiscal year.

The shareholders’ equity ratio was 13.4% ,
up slightly from a year earlier. Shareholders’
equity per share fell from ¥184.8 to ¥181.2
(US$1.7).
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50
10.07 3 89

0
(3.57)

-50
-100 (86.85)
-150
-200

-250
(254.92)

-300

'96 '97 '98 '99 '00




GONSOLIDATED FIVE-YEAR SUMMARY

Thousands of
U.S. dollars
Millions of yen (Note 1)
2000 1999 1998 1997 1996 2000
Net sales.......... LA EPIPAN ¥ 237,505 ¥ 251,209 ¥ 208,280 ¥ 171,451 $ 1,467,847
Gross profit 12,143 3272 14,254 14,263 16,519 114,394
Operating income (108s) ......cueurecucururiocicreeriieerneceeseecienes 279 (11,015) 653 267 2,573 2,628
Income (loss) before income taxes and minority interests.......... 334 (15,524) (44,576) 380 3,357 3,146
Net (1055) INCOME ...vvevieriereereereeeeeeeeteete et et eteete e e ereereenes (627) (15,259) (44,788) 683 1,769 (5,907)
TOCAL ASSES +ve et e e et e e e eeeeeeeeeesaseaeeneees 237,862 265,062 269,958 290,613 296,444 2,240,810
Total shareholders’ equity.....c.covvevevireeicinniecrcirecceeee 31,840 32,467 43,469 88,922 89,194 299,953
Long-term debt .......c.coiiuiueiiiniciciiccicrrcceeerece s 69,435 87,053 82,968 64,113 46,015 654,122
Purchases of property, plant and equipment.........ccccccucucuennnene. 774 3,318 2,777 1,380 671 7,292
Depreciation and amortization ..........ccceeereeveirereeveeeresreresenennenes 1,434 1,563 1,263 1,283 1,327 13,509
COMMON SEOCK ettt e e e e e e eeeeeeeeeeeeeas 13,018 13,018 13,018 13,018 13,018 122,638
INEW OFAEIS * ettt et e e et e e et e e eee e e e e saaeesaeeeaaeas 117,344 116,535 239,000 176,957 190,916 1,105,455
Backlog of contracts at end of the year * ... 222,200 263,380 387,165 389,330 397,097 2,093,264
U.S. dollars
Yen (Note 1)
Per share:

Net (loss) income LRGNVl Y (86.85) ¥(254.92) ¥ 3.89 ¥ 10.07 FEES{NIED)

Cash dividends ......o.veeevririiirieiriceereee e — 6.00 6.00 6.00 —
Net sales by sector*(%):
Chemical fertilizers..... 6.0% 3.7% 5.6% 13.8%
Petrochemicals........... 57.4 37.6 35.3 35.0
Refinery.............. 15.1 20.4 13.8 19.6
Energy-related .....coveueiuriiinieinieneeneieeieeee s 7.8 27.7 30.4 16.7
Industrial systems and information technology..........ccccccuuc. 13.3 10.1 13.3 13.5
OhELS oottt ettt 0.4 0.5 1.6 1.4
(OVErSeas SALES) ..vveveueeeiireeiereeieieeeeeeeeet et sseeenens (85) (88) (69) (74)
Number of employees........c.ciueeiureiureeeineeeineiemnerernerseesneeeneeens 1,509 1,532 1,562 1,578

*The figures from 1996 through 1999 are on a non-consolidated basis.
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GONSOLIDATED BALANCE SHEETS

Toyo Engineering Corporation and Consolidated Subsidiaries
March 31, 2000 and 1999

Thousands of
U.S. dollars
Millions of yen (Note 1)
Assets 2000 1999 2000

Current assets:
CaSh ettt ettt ettt ettt ettt ettt et et ete st et an et eteanaseteas ¥ 64,149 BESIAI/AN $ 604,324
Marketable securities (INOtes 4 and 12) ..oouiiuieeiiiiiie ettt et eeeeaeeaesnneeaeas 7,355 69,289
Notes and accounts receivable (Note 4) .... 59,506 560,584

Less: Allowance for doubtful reCeIVADLES .......eeeveeeeieeeeeeeeeeeee ettt e e s e eeeeeeeees 1,088 10,250

58,418 77,750 550,334
CONLIACT WOTK 1N PIOGIESS ...uvnivivriaiecieteiiecietetristietestseeetessts et sttt ettt eae st s e s e aesesscacaenen 43,791 56,404 412,539
Prepaid expenses and other current assets (INOTE 5)....cucucuererieeierririueierneieerereieeeierenseeiesesseesesesseseeene 13,006 12,607 122,525

TOTAL CULTEIE ASSELS vveereveeeeeeeeeeeeeeteeeeeeeeeeeeeeeeeeseeesaeesaaeeesseeesaeeessatesssaeesnseesaseessseessseeessaeessseessseees 186,719 210,735 1,759,011

Investments:
Investment SeCUTities (INOTE 12) .cuiiciirieriesresreieetieeieiesiestestessesseeseeseeseessesessessessessesseessessessessessessessessens 5,945 56,006
Investments in unconsolidated subsidiaries and affiliates 1,466 13,811
Long-term LOans. ......c.cucuiuiiiiiiiiiiiici e 762 7,178
Funded InSUIANCE PIEMILITIS .....cuvuiuiuiaiiiiiiccc e 738 6,952
(@13 11 S TR TSRO 1,847 17,400
T OTAl INVESTIMICIIES. ¢ ettt ettt ettt et e e e e e te e e st e eatesates st esaeeseeaeeeaeesesanesasesanesseesaeesaeans 10,758 101,347

Property, plant and equipment, at cost:
Land (INOLE 4) wocuveuvireereetieteete ettt ettt et e et eteeteetsese e s e s e sseeseebeeseeseesseasensensenseeseessessessersensenseseseaseasens 18,650 18,758 175,695
Buildings and Structures (INOLE 4).......ccovriieiriiiiiieiiteeett ettt 26,530 28,391 249,929
T0O0LS, FULNITUIE ANA FIXTULES ©eeiveveeieiieeeeeeeeee et ettt et e et e eeaeeeseeeseaeeseseeesaseesseeseseeesseeesseeseseessseessneeas 4,584 5,046 43,184

CONSIIUCTON N PIOGLESS ...eeieiririainisisiaiaiittste ettt ettt ettt ettt ettt 6 57

49,770 52,202 468,865
13,457 13,856 126,774

36,313 38,346 342,091

3,380 2,236 31,842

7
692 275 6,519

S VATV Y 265,062 $ 2,240,810

See notes to consolidated financial statements.
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Thousands of

U.S. dollars

Millions of yen (Note 1)

Liabilities and Shareholders’ Equity 2000 1999 2000

Current liabilities:

Short-term bank 10ans (INOTE 4) ..e.veveeveueeeeeeeeeeeeiereeteeeeeeeteeeseteseeeeeeseseseeseseeserseseesesessessseeseessesessenes ¥ 41,061 ¥ 31,419 EEEELIR:YAN
Current portion of long-term debt (Note 4) 20,110 189,449
Notes and accounts Payable .......c.c.cucueueueueueieieieiereierereieeieeeere ettt sebe bbb bbb bbb sesesenene 21,267 200,348
TNCOME TAXES (INOTE ) vevivietieeeeeeeeeeeeeteeeeeee et et et et e et e saesaesaesaeeatestestensensessessessessesaesatensesensessessesaessean 928 8,742
Advance receipts on UncOMPleted COMTIACES ....c.cueururuimiuiueeriiieeriereeeerieteeeerteteeestateees ettt eeseeaeacs 37,505 353,321
Other cUTent HaBIlItIes. ... ..v.vurvevevereeieeeieee ettt s e seneenes 11,527 108,592
TOtAl CUITENE LIADIITIES ettt et e e e e et e et eeeaaeeeaeeeseeeeeeaeeeneeeesaaeessaeessnnens 132,398 1,247,273

Long-term debt (INOte 4).........cccouiuiiiiiiiiiiiiici e 69,435 87,053 654,122

Accrued retirement allowances (INOTE ) ............cceivuiiiuiiiiiiiiiieiiieeeee ettt ettt et et e e e e e e eneeenees 956 887 9,006

Other long-term liabilities (INOTE 5) .........coouiiiiiiiiiiiiiiiiiiii e 26,076

Contingent liabilities (Note 8)

MINOTILY INTEFESTS.......cvviiiiiiiiiiiii i

Shareholders’ equity:
Common stock, par value ¥50 per share:
Authorized: 500,000,000 shares

Issued: 175,692,539 Shares ......c.ccvevreviieiieieeieeiietiettetecteste ettt easeseesesteebeereersessessessesessessenseas 13,018 122,638
Additional paid-in capital ........ 15,592 146,886
Retained earnings (Note 7) 3,230 30,429

31,840 32,467 299,953

Less: TIeasury StOCK ....cocoviiiririiiriiiireier s (1 0 0

Total shareholders” eqUIty ......ccciuiuiuiuiiiiiiiiiic e 31,840 32,467 299,953

¥ 237,862 ¥ 265,062 FEPAZOESL)
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GONSOLIDATED STATEMENTS OF OPERATIONS

Toyo Engineering Corporation and Consolidated Subsidiaries
Years ended March 31, 2000 and 1999

Thousands of
U.S. dollars
Millions of yen (Note 1)
2000 1999 2000
INE SALES (INOTE D) ...ttt ettt e e e et e e aeeete e e e e et eatesaseeatesasesntesasesseesseeseenseeseanes CS SR ¥ 237,505 $ 1,467,847
COSt OF SALES ......o.oceiiiiiciiicetcecc ettt e b et b st et sete et eneeteaeseerens 143,669 234,233 1,353,453

GIOSS PIOFI. ettt sttt 12,143 3,272 114,394
Selling, general and administrative eXPenses .............cccouviiuiuriiiiciiiniiceicc s 11,864 14,287 111,766

Operating income (10SS) .........c.coiiiiiiiiiiiiiiii s 279 (11,015) 2,628

Other income:

Interest and diVIdEndS........covieuiiiuieirice ettt ettt et e et e et e et e ereeeaeeete e teeaeereeaeeareeaeeereens 2,327 21,922
Gain on sales of marketable and INVEStMENT SECUTITEIES .....vveeveeviereereeeeeereeeteeereeereeeteeereeereeeeereeseeereens 6,648 62,628
Gain on sales of property, plant and equipment... 974 9,176
(@13 11 TSRS 874 8,233
10,823 6,758 101,959
Other expenses:
LM EEIES . e veeeeeeeeeeeee et eeeeee et e e et e e e e e e e e e eeeeaeaeeaeeeesaeee e eeeeeneeesaeeeeaeaeaaeeeesantesaneeeanneesanaeeasneesneesanneeannaenas 3,759 3,797 35,412
Incentive compensation for €arly retiremMen .. .c.vioceiriririrerirecrenircer ettt 2,922 — 27,527
Oher (INOLE 10)..ueivierierierietieteet et eeteeteeteeteeteeteeseeseesessesteeseeseeseeseessensensesessessesssessessessensensesenseaseaseas 4,087 7,470 38,502
10,768 101,441
Income (loss) before income taxes and minority interests 334 (15,524) 3,146
Income taxes (Note 5)
CCULTEINE e tvvveeeeetieee e eeeteeeeeeeteeeeeeeteeeeeeetaeeeeeetsaeeeeesseseeeessaeeseasssseeeessssaesensssaeeeessassesesesseesasssseesansrseeennnes 1,018 328 9,590
Deferred (64) (591) (603)

954 (263) 8,987
MINOEILY ITELESES........ececeeieiecainicitcn ettt ettt () 2 (66)
INEE LOSS ettt et et e et et e et et e e et e st e e st eeaeeeateeaeeea e e te et e eeae st e et e st e et enaeeeneeeaeeaneane ¥ 627 $ 5,907

U.S. dollars
Yen (Note 1)

Per share of common stock:
IN T LSS 1.ttt ittt ettt ettt et e et et e et et e e et e eae e eabeeae e et s eae et s et e enaeerteeateeraeeateeteeeateteeteenteenteenteeneas ¥ S ¥ 86.85 $ 0.03

See notes to consolidated financial statements.
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GONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

Toyo Engineering Corporation and Consolidated Subsidiaries
Years ended March 31, 2000 and 1999

Thousands of
U.S. dollars
Millions of yen (Note 1)
2000 1999 2000

Common stock:
Balance at beginning of the year.........cccccuiiiiiiiiiiiiiciicc e SENEN ¥ 13,018 $ 122,638

Balance at end 0f the YEar......ccueueuiueieueieiiuiieieieicieeieiee ettt e nene EHER ¥ 13,018 $ 122,638

Additional paid-in capital
Balance at beginning of the year..........ccceiiiiiiiiiiiiiiiiii e BISEP ¥ 15,592 146,886

Balance at end of the JEar ...c.couvueiviririeiiiniice ettt 15,592 146,886

Retained earnings (Note 7):

Balance at beginning of the year..........ccociiiiiiiiiiiiiiiccce e ¥ 14,859
Add—Adjustment for the cumulative effect on prior years of applying the new method
of accounting for income taxes (INOTE 5) .....cuuviiucuiiriniiiieiiiiceecc s 4,119 —
—Increase due to consolidation of subsidiaries nonconsolidated in the previous year 665 —
DEAUCEINEE LOSS .ttt ettt ettt e ettt e e e teeeeaeteeeeeeseeeeeeasaateesanaaeeeesanneeeesasneeeesanseeesanes 15,259 5,907
—Cash dIVIAENdS c...cueuuiuiuiiiiiiiieiiieccc e bene 527 =

Balance at end 0f the Year.......ceuruiiririiiiiririicrerr e 30,429

Treasury stock:
Balance at beginning of the year....
AQAINCIEASE ...
DedUCT—AECIEASE ...ttt

Balance at end of the year.... ..ot nene

See notes to consolidated financial statements.
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GONSOLIDATED STATEMENTS OF CASH FLOWS

Toyo Engineering Corporation and Consolidated Subsidiaries
Years ended March 31, 2000 and 1999

Operating activities:

Income (loss) before income taxes and MINOLILY INEEIESES ...c.cuvuerercerirecrerereeerireeeeeeeeeeeneeenens

Adjustments to reconcile income (loss) before income taxes and minority interests to net cash

provided by operating activities:

Depreciation and amOTTIZATON .....ceuvreeeeereririeeririeteereseetee sttt a s sese e sasaesseneens

Gain on sales of marketable and iNVestmMeNt SECUIITIES-NEL......c..cvevvererreereereereereereereereeseeereereereereeseas

Loss (gain) on disposal of property, plant and equipment-net ...........cccccocueuriniriciriniienseniccisenns

Provision for (reversal of ) doubtful receivables ...........cccoovuiioiiiiiiiiiiiieieceeeeeeeeee e

Equity in earnings of affiliated companies............cccceueiiuiiiiniiiciiiniicccc s

Interest and dividends T€CEIVEd .........civuieuiirieriieeiieeeteetecte ettt ettt re et ereers s ee s eaeereereereeseas

Interest and dividends INCOME .......c.ccievierierierieeeeectect ettt ettt ereeteereersessersensesesseeseereeseas

Interest expense....
Interest paid.........

Income taxes paid

Other-net.............

Changes in operating assets and liabilities:

Decrease in notes and acCOUNEs 1€CEIVADIE ........cvivvievierierieticricteceet ettt et et r e ereereere s

Decrease in contract Work in PrOZIEss ........c.cueuiiiucuririnicuiiiiiieeieeeseecce s

Decrease in notes and accounts Payable ........c.ovreeeririririninininininirere s

Decrease in advance receipts on uncompleted CONTIACES ..c.vvreeerererererirerirenireenerereeseseseeeeeeaenes

Other-net..........

Net cash provided by operating activities .........euvvrurueeriririeeririnieeririeeerree et

Investing activities:

Decrease in Marketable SECUIITIES .....c..evvieeviieeiiecieete ettt ettt e et e ereeeteeeteeeteeeteereereeneeenseeseeereens

Purchases of property, plant and eqUIPMENT .......occiiiiiniiiiicc s

Proceeds from sales of property, plant and eqUIPMENE ........cocevviiiininiiiniicc e

Proceeds from INVESTMENT SECUITTIES-TIEE ......cvveeueeereeereeereeeteeeseesseeseeeeeseeeseeessesseesseenseeseenseesseessesseesseens

Other-net ...............

Net cash provided by (used in) investing activities. ..o

Financing activities:

Increase in short-term bank 10ans.........ccccveiiieiiieiiiiicecteceetecece ettt ere e aeeresre v ereereas

Net increase in cash and cash equivalents...............ccccooiiiiiiiiiiiae

Cash and cash equivalents: beginning of the year ...

Increase in cash and cash equivalents as a result of newly consolidated subsidiary..........................

Cash and cash equivalents: end of the year ............c.ccocooiiiiiiiiii e

See notes to consolidated financial statements.
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¥

Thousands of
U.S. dollars
Millions of yen (Note 1)
2000 1999 2000

SEZS ¥ (15,524)

1,434
(6,648)
(712)
(714)
(176)

2,256
(2,295)

3,758
(3,701)
(332)
(931)

20,950
12,845

(16,200)
(4757)
(1,029)

4,082 3,550

2,800

(774)
2,195
2,375
642

7,238

9,177
3,858
(15,861)

(2,500)

5,550
56,792
1,597

¥ 63,939 REBIN

1,563
80
2,348
(200)
3,036
(2,586)
3,797
(3,872)
(257)

19,287

9,351
(2,047)
(12,818)

1,392

(827)

4,303
20,315
(10,646)

(527)

15,735
41,057

3,146

13,509
(62,628)
(6,707)
(6,726)
(1,658)
21,253
(21,620)
35,403
(34,866)
(3,127)
(8,771)

197,362
121,008
(152,614)
(44,814)

(9,694)

38,456

26,378
(7,292)
20,678
22,374
6,048

68,186

86,453
36,345
(149,421)

(23,552)

(50,175)
(4,182)
52,285

535,016
15,045

92 $ 602,346



mOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Toyo Engineering Corporation and Consolidated Subsidiaries

BASIS OF PRESENTING
CONSOLIDATED
FINANCIAL
STATEMENTS

SUMMARY OF
SIGNIFICANT
ACCOUNTING POLICIES

The accompanying consolidated financial statements of Toyo Engineering Corporation(the “Company”)and its con-
solidated subsidiaries have been prepared in accordance with accounting principles and practices generally accepted in
Japan and the regulations concerning consolidated financial statements issued by the Ministry of Finance which may
differ in some material respects from accounting principles and practices generally accepted in countries and jurisdic-
tions other than Japan.

Relevant notes and consolidated statements of shareholders’ equity which are not currently required have been
added and certain reclassifications have been made to present the accompanying nonconsolidated financial state-
ments in a format that is familiar to readers outside Japan. For the convenience of the readers, the accompanying
consolidated financial statements have also been presented in U.S. dollars by translating all Japanese yen amounts at
the exchange rate of ¥106.15 to U.S.$1 prevailing on March 31, 2000.

Due to a change in the regulations relating to accounting for consolidation and research and development costs, the
Company and its consolidated subsidiaries adopted new standards. The adoptions of these standards have no material
impact on the consolidated financial statements.

Change in criteria for inclusion of subsidiaries in consolidation

Effective the fiscal year ended March 31, 2000, the criteria for the scope of a subsidiary in the consolidated finan-
cial statements have been changed from one based strictly on the percentage of shareholding to one which reflects the
entity which exercises de facto control.

Accounting for research and development costs

Effective the fiscal year ended March 31, 2000, the criteria for research and development costs are defined to exclude
all activities other than activity such as planned search and exploration for discovering new knowledge, a process of trans-
lation of research findings and other knowledge into a plan or a design for new products, services and processes, or a plan
for bringing significant improvements on the existing products. These costs must be charged to operations as incurred.

(a) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its significant sub-
sidiaries. Investment in significant affiliates is accounted for by the equity method. Intercompany accounts and trans-
actions are eliminated in consolidation. The difference between acquisition cost and equity in net assets at the time of
acquisition is amorized in principle over five years or twenty years on a straight-line basis.

(b) Marketable Securities and Investments

Marketable securities and marketable investment securities listed on stock exchanges are primarily stated at the lower
of cost or market. Other securities and investments in subsidiaries and affiliates not accounted for by the equity
method are stated at cost. Cost is determined by the moving-average method.

(c) Contract Work in Progress
Contract work in progress is stated at cost, derermined by the identified-cost method.

(d) Depreciation
Depreciation of property, plant and equipment is computed primarily on the declining-balance method over the esti-
mated useful lives of the assets.

(e) Leases
Noncancelable lease transactions are primarily accounted for as operating leases except that lease agreements which
stipulate the transfer of ownership of the leased assets to the lessee are accounted for as finance leases.

(f) Allowance for Doubtful Receivables

The Company and its domestic subsidiaries have provided for doubtful accounts principally at an estimated amount
of probable and reasonably possible bad debts plus the maximum amount permitted to be charged to income under
the Japanese tax law.

(g) Advance Receipts on Uncompleted Contracts
Advance receipts on uncompleted contracts from customers are shown as a liability, not as a deduction from the
amount of contract work in progress.

(h) Accued Retirement Allowances
The Company has a noncontributory funded pension plan.

The accrued retirement allowances substantially represent the amount of directors’ and statutory auditors’ unfund-
ed retirement allowances required to be paid if they terminated their service pursuant to internal policies of the
Company.

(i) Foreign Currency Translation

Short-term receivables and payables in foreign currencies are translated at current exchange rates at the balance sheet
date. Long-term receivables and payables in foreign currencies are translated at historical exchange rates. The balance
sheet accounts of the consolidated foreign subsidiaries are translated at the rate of exchange in effect at the balance
sheet date, except for common stock and additional paid-in capital, which are translated at historical exchange rates.
Revenue, expense and net income for the year are translated at the rate of exchange in effect at the balance sheet date.
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Differences arising from translation are presented as “Foreign currency translation adjustments” in the accompanying
consolidated balance sheets.

(j) Recognition of Revenues
Revenues are recognized on the completion of construction work and acceptance by the client, except for the follow-
ing contracts.

For contracts, the contract prices of which are equal to or in excess of ¥5 billion ($47 million)and the construction
periods of which will extend for a period in excess of two years, revenues are recognized by the percentage-of-comple-
tion method. According to the method, the revenue is computed by multiplying the contract price by the ratio of
costs incurred at the balance sheet date to the total estimated cost.

(k) Net Loss per Share
Net loss per share is computed based on the weighted average number of shares outstanding during each year.
Diluted net loss per share information is not shown since there was no potential common stock in 2000 and 1999.

(1) Income Taxes

Deferred tax assets and liabilities are determined based on the differences between financial statement carrying
amounts of existing assets and liabilities and their respective tax bases and operating loss carryforwards. Deferred tax
assets and liabilities are measured using the enacted tax rates and laws which will be in effect when the differences are
expected to be settled.

(m) Cash and cash equivalents

For purposes of the consolidated statements of cash flows, the Company and its consolidated subsidiaries consider all
highly liquid investments purchased with an original maturity of three months or less to be cash equivalents. The
prior year’s consolidated statements of cash flows have been reclassified to conform to the above accounting policy.
The effect of this change is to increase net cash provided by investment activity by ¥75 million ($707 thousand).

Effective the year ended March 31, 2000, the Company changed its method of accounting for the noncontributory
pension contributions of past service cost to the plan assets to reclassify as selling, general and administrative expenses
and manufacturing costs. In prior years, these contributions were accounted for as other expenses when paid. This
change was made to achieve further improvement of the Company’s cost accounting. The effect of this change was to
increase income before income taxes and minority interests by ¥19 million ($178 thousand).

Short-term bank loans are represented by notes maturing generally in 180 days or overdraft. The annual interest rate
applicable to the loans outstanding at March 31, 2000 ranged principally from 0.6978% to 6.95% and at March 31,
1999 ranged from 0.7069% to 2.3%. Customarily, these notes are renewed at maturity without difficulty, and man-
agement anticipates that this financing method will be continued.

Long-term debt at March 31, 2000 and 1999 is summarized as follows :

Thousands of
Millions of yen U.S. dollars
March 31, 2000 1999 2000

Loans, principally from banks, at interest rates ranging
from 0.6978% to 6.95%, due 2000-2033:

¥ 49,496 $ 466,284

SECUTEA ..vvveviritetieiriete ettt ettt sttt a b ses s besas s s e sesessesesessee
40,049 377,287

URSEOUIE vttt ettt ettt saebe e sese e saesenenees
Total long-term borrowings..........cccccoeueeevciniciiieicrecscseecnes 89,545 103,092 843,571
Less: CUITENE POLTIOMN ...uvuvuviiiiieirieeeieieieteiet ettt ettt esesenenenes 20,110 16,039 189,449

¥ 69,435 $ 654122

The following assets at March 31, 2000 and 1999 are pledged as collateral mainly for long-term debt:

Thousands of
Millions of yen U.S. dollars
March 31, 2000 1999 2000
Marketable SECUITTIES. ....eviiviiereeee ettt ettt eee et eae e sae e ereeeaeenes ¥ 5,772 $ 54,376
Notes and accounts receivable.........c.eiriiieveieeieeieceeeeereere e 11,788 111,050

Land and buildings, net of accumulated depreciation 30,332 285,747

¥ i, 5 i1




INCOME TAXES

The following schedule shows the maturities of long-term borrowings outstanding at March 31, 2000:

Thousands of

Millions of yen U.S. dollars

2007 1 e ¥ 20,110 $ 189,449
2002 1 e b e e e bbb sae bbbt e be b 21,066 198,455
2003 e b e 30,285 285,304
2004 1.ttt b bbbttt ettt ettt bt bbbt bt e b et etes 6,679 62,921
2005 ettt e b e e e b e bbb sae et b e e bbb 2,630 24,776
2006 AN AFTET..eevevrrieieiieicieiciets ettt ettt 8,775 82,666

¥ 89,545 $ 843,571

The normal statutory tax rate of income taxes applicable to the Company and its domestic subsidiaries is approxi-
mately 41.8% and 47.4% for the years ended March 31, 2000 and 1999, respectively. Income taxes of foreign con-
solidated subsidiaries are based generally on the tax rates applicable in their countries of incorporation.

(1) The income tax rate on income before income taxes in the accompanying consolidated statements of operations
differs from the above-mentioned income tax rates for the following reasons:

Years ended March 31, 2000 1999
Normal statutory income tax rate in JAPAN ...c.c.evreeceerreeecuerniscuerninesereeneseeessesesesesseseaeneene 41.8% 47 .4%
Adjustment:
Permanently nondeductible eXpenses ..........cocvuiucmiiriiiciiiniiieiniecceae 64.1 (2.2)
Permanently nontaxable dividends received.........cccoceueuiiiiiiiiiiiiiiiiiiiicccee (1.4) 0.2
Effect on operating loss carryforwards, €tC. ....c.ovveuerriieriinieiernicerenicenreeeneeeaes 14.5 (42.3)
Effect on elimination of intercompany transactions ..........c.ccceeeeeeurvviceurusicreureenes 117.3 —
ORELS .ottt ettt ettt et ettt et ettt et ets et enteteete st ensete et ensensere et enseaeeaens 49.5 (1.4)
Effective INCOME TaX TALE ..vieveveeieeiiesietesieteietesteeetestesaeseetesaeseesessesessesesseseesessesseseesanee 285.8 1.7

(2) Significant components of the deferred income tax assets and liabilities at March 31, 2000 and 1999 are as follows :

Thousands of
Millions of yen U.S. dollars
2000 1999 2000
Deferred tax assets:
Allowance for doubtful receivables............cccoveevieiiiieieieeicieeeereeeens ¥ 1,359 RN $ 12,803
Accrued retirement alloWanCeS........o.veveveireeeeeereeeeeeeeeeee e enens 350 312 3,297
Difference in the net sales recognized
by the percentage-of-completion method...........ccccoueiiiiiniiiinnnnns 596 2,401 5,615

Difference in securities and investment securities 1,640 4 15,450

OREES ettt e e eeseneeeeeneneeeseeneeneesaeeaeanenens 961 500 9,053

Deferred tax assets tOtal—gross ........oveuerruieeuerrieuernineeereenierereeseeesesseeeens 4,906 4,835 46,218

Deferred tax liabilities offset to deferred tax assets:

Reserve for overseas investment L0SSES .........cevveeeriererveieerereeereeeeeeneenes (€1) (45) (€51))

Deferred ASSELS ....u.evivveieriireeereereetee e et ettt ettt en e enes = (21) =

Reserve for overseas market development............ccoveveiiiiiciiinicnininne, (104) — (980)
OTRELS vttt ettt ettt ettt ettt enseaeeteneenens (100) (51) (CZ7))

Deferred tax assets total —NEl........covvieveeeriiereeerieeesee et eeesaeseeennas ¥ 4,664 $ 43,938

(3) Net deferred tax assets at March 31, 2000 and 1999 are included in the consolidated balance sheets as follows:

Thousands of
Millions of yen U.S. dollars
2000 1999 2000

¥ 2,895 EREEEKL] 27,254
18,606

Other current liabilities... (236)

Other long-term labilities .........cccevriicueinicieriiceeerceereeeeeee (1,686)

Net deferred tax aSSETS...cveeuiiriirriereiieeeireereeeteeeeeteereeseesseereeseeeaseseeseeeseenes ¥ 4,664 $ 43,938

The Company and its subsidiaries have operating loss carryforwards equivalent to unrecognized tax assets of ¥14,554 million
($137,108 thousand)and ¥14,448 million at March 31, 2000 and 1999, respectively, which are available as an offset against future tax-
able income.

Current assets-prepaid expenses and other current assets
Oher aSSELS .uvuvuieriiireiree e
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Accrued retirement allowances include directors’ and statutory auditors’ retirement allowances of ¥655 million
($6,171 thousand)and ¥550 million at March 31, 2000 and 1999, respectively.

The amount of legal reserve included in retained eamings is ¥1,771 million ($16,684 thousand)at March 31, 2000
and 1999. In accordance with the provisions of the Commercial Code of Japan, the Company provides that an
amount equal to at least 10% of cash payments paid by the Company as an appropriation of retained

earnings (including cash dividends and bonuses to directors) be appropriated as a legal reserve until such reserve
equals 25% of its common stock. The legal reserve may be used to reduce a deficit or may be transferred to common
stock through the appropriate shareholders' action. The legal reserve is not available for dividend payments.

At March 31, 2000, the Company and its subsidiaries were contingently liable as guarantors of loans to others in the
amount of ¥7,597 million ($71,569 thousand).

Net sales include revenues recognized by the percentage-of-completion method as described in Note 2 (i). The fol-
lowing table shows net sales recognized by the percentage-of-completion method:

Thousands of
Millions of yen U.S. dollars
2000 1999 2000

s gAs ¥ 151,301 $ 837,277

The following table shows overseas sales included in net sales:

Thousands of
Millions of yen U.S. dollars
2000 1999 2000
LABRREYAS ¥ 196,976 $ 1,046,934

The components of “Other” in “Other expenses” for the years ended March 31, 2000 and 1999 are as follows:

Thousands of
Millions of yen U.S. dollars
Years ended March 31, 2000 1999 2000

Loss on liquidation of canceled contract 1,152 —
Provision for bad debt..........ccoeevvenenen. 2,463 =

Unrealized loss on securities 1,276 5,813
15,487
17,202

38,502

Foreign exchange losses........c.cuviueuiiniiiiiiiiciiinicecceceecceeees 453
(@13 11 TSSO T PR O RO 2,216

4087 s

(a) Finance Leases

(a-1) Finance Leases (as Lessee)

The following pro forma amounts represent the acquisition costs, accumulated depreciation and net book value of
leased property as of March 31, 2000 and 1999 which would have been reflected in the balance sheets if finance lease
accounting had been applied to the finance lease transactions currently accounted for as operating leases:

Thousands of
Millions of yen U.S. dollars
Years ended March 31, 2000 1999 2000
Acquisition costs:
Tools, furniture and fixtures $ 14,470

Accumulated depreciation:
Tools, furniture and fixtures
Net book value:
Tools, furniture and fixtures 4,371

10,099




12.

MARKETABLE
AND INVESTMENT
SECURITIES

Future minimum lease payments (including the interest portion thereon) subsequent to March 31, 2000 for
finance lease transactions accounted for as operating leases are summarized as follows:

Thousands of

Years ended March 31, 2000 Millions of yen U.S. dollars
20071 ettt sttt e st e e s te e e e bt e e et beeesabaeeehbeeeeabaeesnaraeeernes ¥ 269 $ 2,534
2002 AN AFTET ..ttt ettt ettt e sttt e st e e et e saeesaesneens 304 2,864

TOTAl 1ottt ettt b et b ettt et nnene ¥ 573 $ 5,398

Lease payments relating to finance lease transactions accounted for as operating leases for the years ended March
31, 2000 and 1999 amounted to ¥294 million ($2,770 thousand)and ¥397 million, respectively, which were equal
to the depreciation expense of the leased assets computed by the straight-line method over the respective lease terms.

(a-2) Finance Leases (as Lessor)
Future minimum lease receivables (including the interest portion thereon) subsequent to March 31, 2000 for finance
lease transactions accounted for as operating leases are summarized as follows:

Thousands of
Years ended March 31, 2000 Millions of yen U.S. dollars
2001 1eeuieteteeeteetetet et e et e et te et et et ae e s et et n e ete et eraes e b et e st et e te st e st ese s eneeseseneeneesenee ¥ 59 $ 556
2002 AN AFEEL .. .cuveviviieeietietei ettt ettt et ettt ettt ere et et s ere s seete s s eneerenne 60 565
TTOTAL ettt et e e ettt eea e st ettt et e e e et et eeae st eeteereeatenrenaean ¥ 119 $ 1,121

All of the above lease receivables are derived from sublease business. As every sublease property is leased to third
parties through the Company's subsidiary on approximately the same conditions, approximately the same amount of
the above future lease receivables is included in table(a-1)as the amount of future lease payments.

(b-1) Operating Leases (as Lessee)
Future minimum lease payments subsequent to March 31, 2000 for noncancelable operating leases are summarized

as follows:

Thousands of
Years ended March 31, 2000 Millions of yen U.S. dollars
20071 ettt s e e et e e be e e st bt e e e bt e e e tbaeesnbaeeenraaeeenbaeesnnbaeeenraes ¥ 26 $ 245
6 56
TOTAL ettt ettt ettt b ettt se et e b aneaeaan ¥ 32 $ 301

(b-2) Operating Leases (as Lessor)
Future minimum lease receivables subsequent to March 31, 2000 for noncancelable operating leases are summarized

as follows:

Thousands of

Years ended March 31, 2000 Millions of yen U.S. dollars
2001 1eeuieteteetete ettt et et et e et eete et et et et ere et e b seere b era et e b e b eseeseebe st eseeae b eseebessenseneetanee ¥ 1,280 $ 12,058
2002 aNd AFTETveurreveiiieieteieieieiet ettt bbbt sa et s et e s saranene 18,567 174,913
TOMAl 1ttt ettt ettt ettt s e s e s s nennnene ¥ 19,847 $186,971

The carrying value and related aggregate market value of current and noncurrent marketable securities included in
marketable securities, investment securities and investments in unconsolidated subsidiaries and affiliates at March 31,

2000 were as follows:

Thousands of
At March 31 , 2000 Millions of yen U.S. dollars
Acquisition costs:
Current:
Carrying Valte.......ccuiuriciiiiiiic i ¥ 6,665 $ 62,788
Aggregate Market Value ........cceuveeeueinieeirinieeeee e 9,888 93,151
Net unrealized gain .......cccovvuiiiiiiiiniiiiii e ¥ 3,223 $ 30,363
Noncurrent:
Carrying ValUe...c.ecvveieiiciciccet et ¥ 3,250 $ 30,617
Aggregate market value ..........coouiiiiiiiiiiii 3,623 34,131
Net unrealized Gain .......ccoouviviviiiiiiiiiiiiiii s ¥ 373 $ 3,514
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(a) Foreign Exchange Contracts

The Company and its consolidated subsidiaries have entered into foreign exchange contracts to reduce their exposure
to adverse fluctuations in foreign exchange rates relating to receivables and payables denominated in foreign curren-
cies. The contract amounts and related market values at March 31, 2000 were as follows:

Thousands of

At March 31, 2000 Millions of yen U.S. dollars
(1) Forward exchange contracts to sell U.S. dollars:

Contract amounts ¥ 1,691 $ 15,930

Related market value*1 .. 1,680 15,826
Net unrealized gain .......cccoviiiiiiiiiiiiiiiii e ¥ 11 $ 104
(ii) Forward exchange contracts to buy U.S. dollars:

Contract amounts............. . ¥ 3,179 $ 29,948

Related market value*1 .... 3,211 30,249
INet UNTEALIZEA 10SS cvvviuverieriereieieiie ettt ae e seetenee ¥ 32 $ 301
(iii) Forward exchange contracts to buy other currencies:

CONLIACT AMOUILES 1.evevtvteteteteietetetebesesebesesebeseseseseaeseseseseseseaeseseseseseseseaeseseaeseseaesens ¥ 1,527 $ 14,385

Related Market VAIUEHL ......ooveoeeeeeeeeeeeeeee ettt ettt et eteeeeeeeaeeean 1,472 13,867
Net unrealized Gain .......ccoceiiiiiiiiiiiiiiiiiic ¥ 55 $ 518

*1 Related market values at March 31, 2000 were based on the forward rate at March 31, 2000.

The contract amounts exclude contracts entered into to hedge receivables and payables denominated in foreign cur-
rencies, which have been translated and reflected in the corresponding contracted rates in the accompanying balance

sheet.

(b) Interest Rate Swap Agreements

The Company and its consolidated subsidiaries have entered into interest rate swap agreements to reduce their inter-
est expense or their exposure to adverse fluctuations in interest rates relating to loans payable. The total notional
amounts of these interest rate swap agreements at March 31, 2000 were as follows:

Thousands of

At March 31, 2000 Millions of yen U.S. dollars
Notional amounts*2 ... ¥ 1,800 $ 16,957
Related market value 1,808 17,032
Net unrealized gain .......cccocovuiiiiiiiiiiiiiiiiii s ¥ 8 $ 75

*2 Notional amounts included in these figures whose remaining terms extend more than one year after the balance sheet date
were follows :

Thousands of
At March 31 , 2000 Millions of yen U.S. dollars
INOLIONAL AMOUNT oottt ettt ettt enene ¥ 1,600 $ 15,073




BUDITORS' REPORT

==-” CENTURY OTA SHOWA & CO- | Certified Public Accountants o Phone:03 3503-1100

ERNST & YOUNG INTERNATIONAL Hibiya Kokusai Bldg. Fax: 03 3503-1197
2-2-3, Uchisaiwai-cho

Chiyoda-ku, Tokyo 100-0011
C.P.O. Box 1196, Tokyo 100-8641

The Board of Directors and Shareholders

Toyo Engineering Corporation

We have audited the consolidated balance sheets of Toyo Engineering Corporation and consolidated subsidiaries as of March 31,
2000 and 1999, and the related consolidated statements of operations, shareholders’ equity, and cash flows for the years then ended,
all expressed in yen. Our audits were made in accordance with auditing standards, procedures and practices generally accepted and
applied in Japan and, accordingly, included such tests of the accounting records and such other auditing procedures as we consid-

ered necessary in the circumstances.

In our opinion, the accompanying consolidated financial statements, expressed in yen, present fairly the consolidated financial posi-
tion of Toyo Engineering Corporation and consolidated subsidiaries at March 31, 2000 and 1999, and the consolidated results of
their operations and their cash flows for the years then ended, in conformity with accounting principles and practices generally
accepted in Japan applied on a consistent basis except for the change, with which we concur, in the method of accounting for the
noncontributory pension contributions of past service cost to the plan assets as described in Note 3 to the consolidated financial

statements.

As described in Note 1 to the consolidated financial statements, Toyo Engineering Corporation and consolidated subsidiaries have
adopted new accounting standards for consolidation, research and development costs in the preparation of the consolidated finan-
cial statements for the year ended March 31, 2000.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31, 2000 are

presented solely for convenience. Our audit also included the translation of yen amounts into U.S. dollar amounts and, in our opin-

ion, such translation has been made on the basis described in Note 1 to the consolidated financial statements.

@WZZ{?W Shouna &Y

Century Ota Showa & Co.

June 29, 2000
See note 1 to the consolidated financial statements which explains the basis of preparing the consolidated financial statements of

Toyo Engineering Corporation under Japanese accounting principles and practices.
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