mONCONSOLIDATED BALANCE

SHEETS
Toyo Engineering Corporation
March 31, 2000 and 1999
Thousands of
U.S. dollars
Millions of yen (Note 1)
Assets 2000 1999 2000
Current assets:
CASH 1ttt ettt et ettt ettt e et et e bt eaeeateat et et et et e eteeteeteersersens et eteereateereas ¥ 59,013 IRV $ 555,940
Marketable securities (Notes 4 and 13) .... 7,325 6,881 69,006
Notes and accounts receivable (INOTE 4 ).......ouiiuiiiiiiiieieceieeeeecee ettt et e st e s e e eeeesaeesaeeareennas 55,780 76,977 525,483
Less: Allowance for doubtful reCeIVADLES.........eeeveeeeeeeeeeeeeee et e e et e seeeeeeeeeeeas 872 2,304 8,215
54,928 74,673 517,268
Contract WOIK Il PIOGIESS.....cvriiiiiiiiii ittt et 43,635 58,129 411,069
) e ot 5 00N (o7 LSRR 4,947 3,089 46,604

Prepaid expenses and other current assets (Note 5)

7,646 9,609 72,030

Total CUITENE SSELS .vevvevvereeriereereereereereesereereeseereereereersessenseneens

Investments:

Investment securities (INOte 13) ....cvirrieeeeeeeeeieriesienieseseeeeeenennens

Investments in subsidiaries and affiliates (Note 13)
Long-term loans..........ccooiviiiiniiininiicciccccnes
Funded insurance premiums

OTRELS vttt ettt et e et eaeeeaeenas

177,474 203,871 1,671,917

2,548
6,480
762
738
866

24,004
61,046
7,179
6,952
8,158

2,162
4,509
3,566

784
2,226

Total INVESTMENES ...vveeveeeiierieerieeie ettt eveeeae e

11,394 107,339

Property, plant and equipment, at cost:

Land (INOTE 4) vttt ettt et eneens
Buildings and structures (NOte 4).......ccevririveririririririririnrriererenes
Tools, furniture and fIXTUIES ......ecveverieirieieieieeee e
Construction i PrOGIESS.......ceerivuiuiiriruereriniiiesiiriereisssereesieseneses

13,495
15,551

3,938
.................................................... 6

14,173 127,131
17,707 146,500

4,447 37,098

32,990
10,617

310,786

7 57
, 100,019

36,334
11,290

22,373

25,044 210,767

2,757

¥ 213,998

PRV ESULE $ 2,015,996

See notes to nonconsolidated financial statements.
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Liabilities and Shareholders’ Equity

Thousands of

Current liabilities:

Short-term bank [0ans (INOTE 4) ....ooviiuiiiiiiecie ettt ettt ettt er e sa et e e eae e e eaeeaesaeesanesaeans

Current portion of long-term

Notes and accounts payable ...
Income taxes (Note 5)...........

debt (Note 4)

Advance receipts on UncOMPleted COMTIACES ....c.cueururuimiuiueeriiieeriereeeerieteeeerteteeestateees ettt eeseeaeacs

Other current liabilities..........

Total current liabilities.....

Long-term debt (Note 4)........

Accrued retirement allowances (INOTE 6) ............c.ccveeveerieeerierieeeeeeeieeereeteereereeseeseeeessesesseesessesseereens

Other long-term liabilities (INOTE 5) .......c.coouiiiiiiiiiiiiiiiiiiii e

Contingent liabilities (Note 9)

Shareholders’ equity:

Common stock, par value ¥50 per share:
Authorized: 500,000,000 shares
Issued: 175,692,539 shares .

Additional paid-in capital ......

Legal reserve (Note 7) ...........

Retained earnings (deficit):

Appropriated ........cccceiueee.
Unappropriated (accumulated deficit)(Note 8)

Total shareholders’ equity

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

¥ 37,490 REEEIXYSM $ 353,179
19,810 15,689 186,623
20,564 35,316 193,726

620 137 5,841
36,755 41,363 346,255
9,815 14,922 92,463

125,054 138,056 1,178,087

45,853 431,964

s 6,764

13,018 13,018 122,638
15,592 15,592 146,886
1,772 1,772 16,694

11,740 22,145 110,598
250 (10,343) 2,355

42,372 42,184 399,171
¥ 213,998 REVZZSUCM $ 2,015,996
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mONCONSOLIDATED STATEMENTS OF OPERATIONS
Toyo Engineering Corporation
Years ended March 31, 2000 and 1999

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

INEt SAlEs (INOTE 10) ....oueiieiieiieiecieecee ettt ettt et et et e e et e e e e e et eneesaeesntesasesntesaeesseesseesseenseeseanes ¥ 139,845 RVINA $ 1,317,428
COSE OF SALES ..ot e e e e e e e e e e et e s eutesane e e e eeesaneeeaaeeaseesaraesaaeesneeseneeseneenanee 131,914 228,681 1,242,713

GIOSS PIOFI. ettt sttt sttt sttt 7,931 90 74,715
Selling, general and administrative eXPenses ..............cccouviiuiuiiriiciiiiiiciscc s 8,926 11,836 84,088

OPerating LOSS ..........ooiuiiiiiiiii s 955 11,746 9,373

Other income:

Interest and diVIdEndS .......c.couvieriieuieiiicce ettt ettt et e e e et e et e et e eteeete e teereereereeeareereeereens 2,242 21,121
Gain on sales of property, plant and eqUIPMENT........ccooiiiiiiiiniiii s 1,988 18,728
Gain on sales of marketable and investment securities (At 63,288
(@13 11 TSRO OROT 661 6,227
11,609 109,364
Other expenses:
L OIS T ettt ettt e e et e e e e et e e e s e e e e seeaeeeeeeaaaeeeeeanaeeeeaeaeteeeanaateeeaaateeeeaanteeesanaaeesaaaeeesaanne 3,231 3,318 30,438
Incentive compensation for €arly retiremMEn .. .c.uvirciriririririreirenire et 2,922 — 27,527
Oher (INOLE 11)uuiueiuiitierietietietieee et eeteeteeteeteeteeseeseeee s e eseeteeseeseeseessensensesesseesesssessessessensensensenseaseaseas 3,675 7,129 34,621
s s
Income (1055) DefOre INCOME tAXES ...........ocoviiueiiiiiiiceie ittt ettt ettt e e e eeeeaeesaeeeaeesaeesseeseeseanes 786 (15,926) 7,405
Income taxes (Note 5)
CULITEIIE e+ttt et e oo e eeeaeeeeaeeesaaeesaeesaaeeeaaseeseseesasaeesastesastesasseesastesaseeeaaseesaseesasaeensseesseesaseesnsseenas 620 144 5,841
Deferred (22) (552) (207)

INEt ANCOME (0SS ) ..vvieiiieiiieiiceieceeeeee ettt ettt ettt et s et e et e eaeeentesaseeaeesasesseesssesseenseenseanes

598 5,634
EEN v (15518) [ERNE

U.S. dollars
Yen (Note 1)

Per share of common stock:
NEt INCOME (L0SS) 1.vviiurieerieteiitieeeeete et ettt eete et et e et e et e eteeeteesaeeeteeseerseenseeseeeaseaseeessenseenseenseensesnreesees LA A ¥ (88.32) I 0.01

See notes to nonconsolidated financial statements.
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mONCONSOLIDATED STATEMENTS OF SHAREHOLDERS  EQUITY
Toyo Engineering Corporation
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 ENOER ¥ 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 SISO ¥ 15,592 $ 146,386

Balance at end of the JEar ...c.couvueiviririeiiiniice ettt 15,592 $ 146,386

Legal reserve (Note 7):
Balance at beginning of the year..........ccociiiiiiiiiiiiiiiccce e W ¥ 1,719 $ 16,694
Add—Transfer from unappropriated retained earnings — 53 =
Balance at end of the Jear......cvvveieiniriciiniccecr e 1,772 $ 16,694

Appropriated retained earnings:
Balance at beginning of the Year ...ttt 22,145 $ 208,620
Add—Transfer from unappropriated retained €arnings ...........cccoceuviviniiiiiiiins 5 47

Deduct—Transfer to unappropriated retained €arnings ..........ecoeeeeevreeerreeerreeerneeesreeseseeneessesessesesseeenns 10,410 98,069

Balance at end 0f the Yar.......ceuiuiiriririririeicirirs e W20 ¥ 22,145 $ 110,598

Unappropriated retained earnings (accumulated deficit):

Balance at beginning of the Year.......coveueiurieinieiriienieieieiet ettt EAGUEYEIN ¥ (30,971) EINCZAEH))
Add—Net INCOME (L0SS) +euviirriiriieiieiiiee ettt ettt et et e e et e eaeeeteeeaeeeteeeteessenseenssenseeseesaseeseenseens (15,518) 1,771
—Transfer from appropriated retained €arnings ...........cccoevviieiiiniiiiinc 32,868 98,069
Deduct—Cash divIdends ......ccceivieieiinieirieieeieieeet ettt sb et eb e se s neesens 527 —
—Transfer to legal reserve (Note 7) ....cuueneneeee 53 —
—Transfer to appropriated retained €arnings ...........cccococviiiiiiiiiiien 13 47
Balance at end of the year (INOte 8) ....c.ceuiuiiiiiiiiiiiieeiiceeeeeeee e senene ¥ 250 $ 2,355

See notes to nonconsolidated financial statements.
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mONCONSOLIDATED STATEMENTS OF CASH FLOWS
Toyo Engineering Corporation
Years ended March 31, 2000 and 1999

Thousands of
U.S. dollars
Millions of yen (Note 1)
2000 1999 2000
Operating activities:
NEE INCOME (L0SS) 1.vviiuviieiieeie ittt ettt ettt ettt e e et e e e eaeeseseateeatesaeesasesseesasensseseenseensesnsesnnas IEEES ¥ (15,518) 1,771
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amoOItiZation............ueueuririririririririririeieisinisiee st 1,005 1,066 9,468
Gain on sales of marketable and investment securities-net ........... (7,197) — (67,800)
Loss (gain) on disposal of property, plant and equipment-net ...... (1,898) 95 (17,880)
Provision for (reversal of) doubtful receivables...........cioiviiviiiiiiieieeecece e (784) 2,259 (7,386)
DEfErTed INCOME TAXES...c.vevreeeeeieerereeeeeteeteeeeeet et eetestessessesaesstestestestessessassessessessessssesensessessessessessesseas (23) (552) (217)
(@Y s Y= SRR (750) 1,073 (7,065)
Changes in operating assets and liabilities:
Decrease in notes and accounts reCeivable .......ocuiivuiiiiuiiiiiiiiiie et e e e 21,197 19,931 199,689
Decrease in contract work in progress ...... 14,494 10,068 136,543
Decrease in notes and accounts payable (14,752) (2,079) (138,973)
Decrease in advance receipts on uncompleted CONTIACES ....vuvreueeeiiiririiieiieeiee s (4,608) (11,157) (43,410)
TI1CI@ASE 11 INCOIMIE TAXES ...vvvererrerreeeeereeseseesestesaseesseeseseessssessseesessessssesssseesessessssesssseesessesssessseeses 483 126 4,550
(@ TS s Y=y OO UOSTUOSRORRRRRROOY (845) 2,267 (7,961)
Net cash provided by operating activities .........e.vvvueueererireeiriririeesirieieirsees e 6,510 61,329
Investing activities:
Decrease N MArKetable SECUTITIES «.veeeuveeeeeeeereeeeeeeeeeeeeeeeeeeeeteeeeeeeeeeeeseeeeaeeeseeeesaeeessneeseseesaeessneenas 2,732 25,737
Purchases of property, plant and eqUIPMENT ...c.cvoceiiiiriniiieir ettt (162) (1,526)
Proceeds from sales of property, plant and eqUIPMENC.........ccceeviiiiriniiriniii s 3,851 36,279
Investments in subsidiaries and affIlIATES-TIET ...c.veiieuiiiiieeeiieeeeeeeee ettt ete e e et e s ereesae e (1,971) (18,568)
Proceeds from INVESTMENT SECUITTIES-TIEE ......euveereereeereeereeeseeeseesseeeseeseesseeseessseeseesssenseeseenseeseeenseeseesseens 3,387 31,908
Decrease (increase) in short-term loans... 942 8,874

Decrease (increase) in long-term loans........... 4 38
Decrease in funded insurance premitms-NET......cocoeriiireririireninicrtrieteeee ettt et eenes 46 433
Net cash provided by (used in) investing activities. ... 8,829 (250) 83,175
Financing activities :
Increase in short-term bank 10ans.........coocuiiiiiiiiiiiciccecceccecce ettt 7,168 67,527
Proceeds from long-term debt........cccoiiiiiiiiiii 3,209 16,844 30,231
Repayment of [ong-term debrt ........ccccuiiiiiiiiiiiiiccciiccc e OENTEN  (10,645) (147,838)
Dividends paid 0 (527) 0
Other....cocuvnee. (2,500) — (23,552)
Net cash (used in) provided by financing activities.........eeveeueerirereeerireeieirireeeeeeeeeeeeeeeeees (7,816) 10,531 (73,632)
Effect of exchange rate changes on cash ... 0 0
INEE INCTEASE L1 CASI. ..ot e e e e e e e e e e e e e e s e eeeeesananeeeeseneeeesanneeeesaseeeesaanes 7,523 17,769 70,872
Cash, beginning of the year .............c.cccooiiiiiiiiiic s 51,490 33,721 485,068

Cash, end Of the YEar.........ccooiriiiiiiicicce ettt ¥ 59,013 $ 555,940

Supplemental disclosures of cash flow information:
Cash paid (received) during the year for:
TIECIEST e ettt ettt e et e e et et e e e e et e e seaaeeeseeaateeseaaatee e e et ateesa et e esaaaaateeeaanteeesanbetessannaaes S ¥ 3,397 $ 30,871
TILCOMIIE TAXES .vvevvieeeieereeseeeeteeaeeeaeeeueeeueeeteeeteeeasenseeateeneeesseeseeessesaseeseeessenseenssenssenssenssensesnseessesasesaeenseans 112 (233) 1,055

See notes to nonconsolidated financial statements.
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mOTES TO NONCONSOLIDATED FINANCIAL STATEMENTS

BASIS OF PRESENTING
NONCONSOLIDATED
FINANCIAL
STATEMENTS

2.

SUMMARY OF
SIGNIFICANT
ACCOUNTING POLICIES

The accompanying nonconsolidated financial statements of Toyo Engineering Corporation (the “Company”) have
been prepared from the financial statements filed with the Ministry of Finance as required by the Japanese Securities
and Exchange Law in accordance with accounting principles and practices generally accepted in Japan, 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 statements of shareholders’ equity and cash flows which are not required have been added and
certain reclassifications have been made to present the accompanying nonconsolidated financial statements in a for-
mat that is familiar to readers outside Japan. For the convenience of the readers, the accompanying nonconsolidated
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, effective the year ended March 31, 2000, in the regulation relating to accounting for research and
development costs, the Company adopted a new standard. The adoption of the standard has no material impact on
the nonconsolidated financial statements.

(a) Marketable Securities and Investments

Marketable securities and marketable investment securities listed on stock exchanges are stated at the lower of cost or
market. Other securities and investments in subsidiaries and affiliates are stated at cost. Cost is determined by the
moving-average method.

(b) Contract Work in Progress

Contract work in progress is stated at cost, derermined by the identified-cost method.

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

(d) Leases
Noncancelable lease transactions are 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.

(e) Allowance for Doubtful Receivables
The allowance for doubtful receivables is provided at an estimated amount of probable bad debts plus the maximum
amount permitted to be deductible for tax purposes under the Japanese tax law.

(f) 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.

(g) 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.

(h) 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.

(i) 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.

(j) 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.

(k) 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.
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3.

ACCOUNTING
CHANGE

aq.

SHORT-TERM
BANK LOANS AND
LONG-TERM DEBT

TEC ANNUAL REPORT 2000

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 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 0.73% to 1.65% and at March 31,
1999 ranged from 0.7069% to 1.625%. Customarily, these notes are renewed at maturity without difficulty, and
management 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
fi 0.0225% to 7.24%, due 2000-2033:
o 0 R0 E, e ¥ 26,196 $ 246,783
SECULE .t
39,467 371,804
Unsecured.......ccceeveernnenn

Total long-term borrowings. 65,663 78,921 618,587
Less: CUITENt POrtiON ...c.cvvcuiuiiiiiiriiiiiiiinicsciies e 19,810 15,689 186,623
¥ 45,853 $ 431,964

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. ....coveiviereeeeereeieere et ecteere et et e ete e ereere e eae e e eeaeenes ¥ 5,772 670 $ 54,376
Notes and accounts receivable.........ccooivuiiviiiiiiiieciccee e 11,788 15,783 111,050

Land and buildings, net of accumulated depreciation 18,092 18,918 170,438

P RSV ¥ 35,371 $ 335,864

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

Thousands of
Millions of yen U.S. dollars

2007 ettt ettt et ettt e bt e et e e bt e et e e bt e e bt e bt e enbeenhteeabeenaaesnreens ¥ 19,810 $ 186,623
2002 ..ttt sh e st b b e st e b ettt s a e s b ae e st etenee 20,730 195,290
2003 <ttt e sttt sab e bt san e e ae e saneenreesaneeas 7,039 66,312
2004 <..eietiteeeete ettt ettt ettt e e et eae et et et ete b esbereebe b e st eseebenbensese s eneereese s eneerenne 6,679 62,920
2005 ettt et b ettt e bt e et e e bt sa bt e bt e e ab e e heeeabeenbeeeareens 2,630 24,776
2006 AN AEET..everrreiricieeete et 8,775 82,666

¥ 65,663 $618,587




INCOME TAXES

6.

ACCRUED RETIREMENT
ALLOWANCES

7.

LEGAL RESERVE

The normal statutory rate of income taxes is approximately 41.8% and 47.4% for the years ended March 31, 2000
and 1999, respectively.

(1) Reconciliations of the normal statutory income tax rates to effective income tax rates were as follows:

Years ended March 31. 2000 1999
The normal statutory income tax rate in Japan.....c.eccecueereecuerrieeeuerniererneneeressesesereenenes 41.8% 47 .4%
Adjustment :
Permanently nondeductible eXpenses ..........cccvuiuiuiiriiciiiniiiiiiie 21.7 (1.9)
Permanently nontaxable dividends received.........cccoeeueuiiiiiiiiiiiiiiiiiiiiiccces (5.0) 0.1
Effect on operating loss carryforwards, €tC. ......cvveuemriicrvinicienniceeeeeneeeeneeenes 0.6 (41.2)
OREES 1ttt ettt ettt ettt et e et e ete et e eaeeae et e ete et eeteeteenbeetsersenseereens 17.0 (1.8)
EffeCtive INCOME TAX TATE cuvvvveverirrerereiereressssesesesssesessesesssessesesessesesessssesessssesessssesesssssene 76.1% 2.6%

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

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

Deferred tax assets:
Allowance for doubtful receivables...........ccccoevevveviiiicieieiieiceericieenen ¥ 1,354 EERWEE $ 12,756
277 240 2,609

Accrued retirement allowances
Difference in the net sales recognized

596 2,401 5,615
1,639 — 15,440
617 240 5,813

by the percentage-of-completion method...

Difference in securities and investment securities.

Others ....ccoevvnneee

Deferred tax assets tOtal—gross .......c.eeuerrerieeuernieeernineeeierneeersereeeresseeaens 4,483 4,469 42,233
Deferred tax assets :
Reserve for overseas investment L0SSES .........cvevveeeriererverieeeereeereereeeeneenes (38) (45) (358)
ORELS 1.ttt ettt ettt es e te st s eneenan (1] (1) 0
Deferred tax assets total —Net.........ocuvivuieiiiiiieieiiiecee et ¥ 4,445 ¥4,423 $ 41,875

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

Thousands of
Millions of yen U.S. dollars
2000 1999 2000
Current assets-prepaid expenses and other current assets ¥ 2,723 RIENEWAEL) $ 25,652
OThET ASSEESS ..evveveerrierieeeeeteeteeeeese et eteereeteeteeseeseessesseseeseensenseeseenseeneenean 1,722 1,190 16,222

Total deferred tax ASSELS ....vvvverveeereiereeeeieeteeeeeeeet et eeeesteeeeetesaeeeesaeeanenns ¥ 4,445 $ 41,874

The Company has operating loss carryforwards equivalent to unrecognized tax assets of ¥14,961 million ($136,232 thousand) and
¥14,423 million at March 31, 2000 and 1999, respectively, which are available as an offset against future taxable income.

Accrued retirement allowances include directors’ and statutory auditors’ retirement allowances of
¥601 million ($5,662 thousand)and ¥506 million at March 31, 2000 and 1999, respectively.

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 divi-
dends 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. It is not available for dividend payments.
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APPROPRIATION OF
RETAINED EARNINGS

CONTINGENT
LIABILITIES

NET SALES

OTHER EXPENSES

12.

LEASES

TEC ANNUAL REPORT 2000

On June 29, 2000, the shareholders approved the following appropriations of retained earnings, which have not been
reflected in the nonconsolidated financial statements for the year ended March 31, 2000:

Thousands of

Millions of yen U.S. dollars

Accumulated retained earnings at March 31, 2000..........ccccooieueuniiennnicienriereereeenens ¥ 250 $ 2,355
Transfer from appropriated retained €arnings..........cooccuviiucviiriiinininieinieesseeeeans 13 123
¥ 263 $ 2,478

Appropriations:

Transfer to appropriated retained €arnings .........cccveveeevevrieuernireeuernirererseseesesseseenenne — —
Balance carried fOrward ........eveieieeinieieiririeeieieeie et nene ¥ 263 $ 2,478

At March 31, 2000, the Company was a guarantor of loans amounting to ¥15,457 million ($145,615 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

B0 5 s3hs3

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.......cccvvieviirieieiiirieieiieee e 2,463 =
Unrealized 1055 0N SECUTITIES ....v.vuvvveveeereereieeeesesesaesesseesesesesiesesssesaesesnans 1,276 5,813
Foreign exchange losses..........cociiiiiiiiiiiiiciiiiciccccas 405 15,224

RIS cvovevceeve ettt b s sas st entaseens 1,833 13,584

B — 3,675 $ 34621

(a) Finance Leases

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
Accumulated depreciation:

Tools, furniture and fixtures
Net book value:

Tools, furniture and fixtures

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, Millions of yen U.S. dollars
20071 ittt e e e e e e e e — e e e bae e e abae e e taa e e e tbaeeeeabaeeeaaaaeeeeabaaesearaeeenrans ¥ 88 $ 829
2002 AN AFTEL..veuvevierieieeetieret ettt ettt e ettt ete ettt ere et et s ere e eneeteete e e erenne 97 914
TOTAL e nsnseantene ¥ 185 $ 1,743




13.

MARKETABLE
AND INVESTMENT
SECURITIES

14.

DERIVATIVE
TRANSACTIONS

Lease payments relating to finance lease transactions accounted for as operating leases for the years ended March 31,
2000 and 1999 amounted to ¥115 million ($1,083 thousand)and ¥275 million, respectively, which were equal to
the depreciation expense of the leased assets computed by the straight-line method over the respective lease terms.

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

Thousands of
Years ended March 31, Millions of yen U.S. dollars
2007 ettt st et e s e e st a e e e b e e e e abeeesnbaeeehaaeeeareeesabaeeernes ¥ 26 $ 245
2002 ANd AFEET .. veuvetietiieiietieteiee ettt ettt ettt sa et ettt eae e seere s s eneebeane 6 56
TOTAl 1ottt ettt ettt ettt s et st annens ¥ 32 $ 301

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 and 1999 were as follows:

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

Acquisition costs:
Current:

Carrying ValUe w.coucvvecvmrerrecererieneeisesiesieeisesiesssesessse e ssesssessesssesincees SN ¥ 5,949 $ 62,553
Aggregate market value ... 9,861 6,609 92,897

Net unrealized GaiN....cveveverrcierererieienineseseiseeeeeseseeseeeeeees 3,221 $ 30,344

Noncurrent:
Carrying valtue .......c.cccuiuiciniiiiicciee s 3,235 IR Wy $ 30,476
Aggregate market Value .......ccccvecueuiinieieininceencereeeeeeeeeenes 3,603 2,720 33,943

Net unrealized gain.......ccccvueiiiiiiiiiiiniiii 368 $ 3,467

(a) Foreign Exchange Contracts

The Company has entered into foreign exchange contracts to reduce its exposure to adverse fluctuations in foreign
exchange rates relating to receivables and payables denominated in foreign currencies. The contract amounts and
related market values at March 31, 2000 and 1999 were as follows:

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

(1) Forward exchange contracts to sell U.S. dollars:

CONTIACE AMOUIILS «..vveveevieereeeseeeereseessesesseeseessesssessessesssessessesssensesnes ¥ 1,690 RS $ 15,921
Related market value* ] ..........ccooovviviriniriniririieee e 1,680 5,174 15,827
¥ 440 $

Net unrealized gain.......cccoovuiviiiiiiiiiiiiiii s ¥10 94
(ii) Forward exchange contracts to buy U.S. dollars:
CONLLACE AMOUNTS «..vveveeveereveereereseeseeseeseseesessesseseesessesessessessesesessesesses 3,145 RIEEVE) $ 29,628
Related market value*] ...........cocoeviviiivereerereeeeeeeee e 3,176 8,639 29,920

Net UNFealized 1085 ....vvrurrerieriereiceeeeieieee et eesens (31) $ 292

(iii) Forward exchange contracts to buy other currencies:
CONLIACE AMOUNES ... eseenees 1,527 REEES%Y $ 14,385
Related market value* ] .......oovoeoueeeeeeeeeee et 1,472 498 13,867

Net unrealized gain (1088) .....coeevriricieiriiciiiicececeeeeeenes 55 $ 518

*1 Related market values at March 31, 2000 and 1999 were based on the forward rate at March 31, 2000 and 1999.

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
sheets.
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(b) Interest Rate Swap Agreements
The Company has entered into interest rate swap agreements to reduce its interest expense or its exposure to adverse

fluctuations in interest rates relating to loans payable. The total notional amounts of these interest rate swap agree-
ments at March 31, 2000 and 1999 were as follows:

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

Notional amounts*2
Related market value.....

¥ 1,800 REEXII $ 16,957
1,808 3,698 17,032

8 R} 10 $ 75

Net unrealized gain ......ccccoevvviiiiiiiiiiiiicne

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

were as follows:

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

¥ 1,600 XN $ 15,073

NOtIONAl AMOUNT ...ttt seeseerenee




BUDITORS' REPORT

i” CENTURY OTA SHOWA & CO- W 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 nonconsolidated balance sheets of Toyo Engineering Corporation as of March 31, 2000 and 1999, and the

related nonconsolidated statements of operations, sharecholders’ 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 considered necessary in the cir-

cumstances.

In our opinion, the accompanying nonconsolidated financial statements, expressed in yen, present fairly the financial position of
Toyo Engineering Corporation at March 31, 2000 and 1999, and the results of its operations and its 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 nonconsolidated financial statements.

As described in Note 1 to the nonconsolidated financial statements, Toyo Engineering Corporation has adopted new accounting

standards for research and development costs in the preparation of the nonconsolidated financial statements for the year ended
March 31, 2000.

The U.S. dollar amounts in the accompanying nonconsolidated 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

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

@WZZ{?W Shouna &Y

Century Ota Showa & Co.

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

ments of Toyo Engineering Corporation under Japanese accounting principles and practices.
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