Financial Statements

Years ended March 31,2002 and 2003

Contents
Consolidated Financial Statements ... 1
Report of Independent Auditors on Consolidated Financial Statements ........................... 2
Consolidated Balance SNEets............cooiviiiiiiiiiiii 3
Consolidated Statements of OPerationsS.............cooviiviiiiiiii i e 5
Consolidated Statements of Shareholders EQUItY ........cccccoveeeiicce e 6
Consolidated Statements of Cash FIOWS ... 7
Notes to Consolidated Financial Statements............oooooi i, 9
Non-Consolidated Financial Statements ..., 32
Report of Independent Auditors on Non-Consolidated Financial Statements.................. 33
Non-Consolidated Balance Sheets. ... 34
Non-Consolidated Statements of OperationsS............coovvuiiiii e e 36
Non-Consolidated Statements of Shareholders’ EQUILY ...........cccovvvviiiiiiie v, 37
Notes to Non-Consolidated Financial Statements ..., 38

Yodogawa Steel Works, Ltd.



Consolidated Financial Statements
Y odogawa Steel Works, Ltd.

Years ended March 31, 2002 and 2003
with Report of Independent Auditors



Report of Independent Auditors

The Board of Directors
Y odogawa Steel Works, Ltd.

We have audited the accompanying consolidated balance sheets of Y odogawa Steel Works,
Ltd. as of March 31, 2002 and 2003, and the related consolidated statements of operations,
shareholders' equity, and cash flows for the years then ended, all expressed in yen. These
financia statements are the responsibility of the Company's management.  Our
responsibility isto express an opinion independently on these financial statements based on
our audits.

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

In our opinion, the financia statements referred to above present fairly, in all material
respects, the consolidated financial position of Yodogawa Steel Works, Ltd. and
consolidated subsidiaries at March 31, 2002 and 2003, and the consolidated results of their
operations and cash flows for the years then ended in conformity with accounting
principles and practices generally accepted in Japan.

Asdescribed in Note 1(f) to the consolidated financia statements, Y odogawa Steel Works,
Ltd. has changed its method of accounting for the valuation of finished goods,
work-in-process and raw materials of steel sheets, building materials and raw materials for
rolls from the last-in, first-out method to the average cost method effective the year ended
March 31, 2003 in the preparation of its consolidated financial statements.

The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the year ended March 31, 2003 are presented solely for convenience. Our audit
also included the trandation of yen amounts into U.S. dollar amounts and, in our opinion,
such trandation has been made on the basis described in Note 2.

June 27, 2003 f;fu. /VL%M-A ca'.,-

See Note 1 which explains the basis of preparation of the consolidated financial statements
of Yodogawa Steel Works, Ltd. and consolidated subsidiaries under Japanese accounting
principles and practices.



Y odogawa Steel Works, Ltd.

Consolidated Balance Sheets

March 31, 2002 and 2003

Thousands of
U.S dollars
Millions of yen (Note 2)
2002 2003 2003
Assets
Current assets.
Cash and cash equivaents ¥ 18208 ¥ 17,487 $ 145483
Short-term investments 1,447 247 2,055
Marketable securities (Note 3) 3,302 3,260 27,121
Notes and accounts receivable:
Unconsolidated subsidiaries and affiliates 10,517 2,215 18,428
Trade 24,816 31,564 262,596
L ess allowance for doubtful receivables (83) (213) 1,772)
Inventories 29,315 22,582 187,870
Deferred income taxes (Note 6) 873 2,012 16,739
Other current assets 3,515 3,518 29,267
Tota current assets 91,910 82,672 687,787
Property, plant and equipment (Note 4):
Land (Note 8) 23,472 24,169 201,073
Buildings and structures 53,862 53,258 443,078
Machinery, equipment and vehicles 135,150 125,612 1,045,025
Construction in progress 861 3,032 25,225
Less accumulated depreciation (135,971) (132,366) (1,101,215)
Property, plant and equipment, net 77,374 73,705 613,186
Investments and other assets:
Investments in securities (Notes 3 and 4) 20,694 16,213 134,884
Investments in and advances to
unconsolidated subsidiaries and affiliates 3,323 3,136 26,090
Deferred income taxes (Note 6) 999 1,431 11,905
Other assets 3,384 2,665 22,171
Total investments and other assets 28,400 23,445 195,050
Total assets ¥ 197,684 ¥ 179,822 $1,496,023




Liabilities, minority interests and
shareholders equity
Current liabilities:
Short-term bank loans (Note 4)
Current portion of long-term debt (Note 4)
Notes and accounts payable:
Unconsolidated subsidiaries and affiliates
Trade
Construction
Accrued expenses
Accrued income taxes (Note 6)
Allowance for loss on restructuring
Other current liabilities
Total current liabilities

Long-term liabilities:
Long-term debt (Note 4)
Deferred income taxes on land revaluation
reserve (Notes 6 and 8)
Accrued retirement benefits (Note 5)
Guarantee deposits (Note 4)
Other long-term liabilities
Total long-term liabilities

Minority interests
Contingent liabilities (Note 11)

Shareholders’ equity (Note 7):
Common stock:
Authorized: 753,814,067 sharesin 2002 and
2003
Issued: 184,186,153 sharesin 2002 and
2003
Capital surplus
Land revaluation reserve (Note 8)
Retained earnings (Note 15)
Unrealized holding gain on securities
Trandation adjustments
Treasury stock, at cost — 4,951,692 sharesin
2002 and 6,916,693 shares in 2003
Total shareholders' equity
Total liabilities, minority interests and
shareholders’ equity

See accompanying notes to consolidated financial statements.

Thousands of

U.S dollars
Millions of yen (Note 2)

2002 2003 2003
¥ 12897 ¥ 7989 $ 66,464
5,228 1,100 9,151
668 557 4,634
15,526 14,739 122,621
1,160 1,297 10,790
3,889 2,939 24,451
399 755 6,281
568 - -
3,230 2,484 20,666
43,565 31,860 265,058
1,100 - -
765 721 5,998
8,590 7,528 62,629
4,626 4,283 35,632
571 677 5,633
15,652 13,209 109,892
12,215 11,889 98,910
23,221 23,221 193,186
23,613 23,611 196,431
1,139 929 7,729
76,884 77,258 642,746
3,721 1,230 10,233
(845) (2,087) (17,363)
(1,481) (1,298) (10,799)
126,252 122,864 1,022,163
¥197,684  ¥179,822  $1,496,023




Y odogawa Steel Works, Ltd.

Consolidated Statements of Operations

Years ended March 31, 2002 and 2003

Thousands of
U.S dollars
Millions of yen (Note 2)
2002 2003 2003
Net sales ¥145071  ¥147,124  $1,223,993
Cost of sales 124,702 123,248 1,025,357
Gross profit 20,369 23,876 198,636
Selling, general and administrative expenses
(Note 9) 18,538 16,752 139,368
Operating income 1,831 7,124 59,268
Other income (expenses):
Interest and dividend income 562 529 4,401
Interest expense (581) (325) (2,704)
Gain on sales of securities 19 1,765 14,684
Impairment loss on securities (Note 3) (4,974) (1,594) (13,261)
(Loss) gain on sales or disposal of property,
plant and equipment, net (310) 45 374
Loss on disposal of inventories (613) - -
Equity in loss of an affiliate D (165) (1,373)
Restructuring charges - (1,369) (11,389)
Provision for business closing costs (568) - -
Cumulative effect of changes in method of
inventory valuation - (2,038) (16,955)
Other, net (690) (16) (133)
(Loss) income before income taxes and
minority interests (5,325) 3,956 32,912
Income taxes (Note 6):
Current 354 743 6,181
Deferred (2,484) 186 1,548
(2,130) 929 7,729
(Loss) income before minority interests (3,195) 3,027 25,183
Minority interests in earnings of consolidated
subsidiaries (560) (1,802 (14,992)
Net (loss) income ¥ (3,755) ¥ 1,225 $ 10,191

See accompanying notes to consolidated financial statements.




Y odogawa Steel Works, Ltd.

Consolidated Statements of Shareholders' Equity

Years ended March 31, 2002 and 2003

Common stock
Balance at beginning and end of the year

Capital surplus
Balance at beginning of the year
Add:
Transfer from retained earnings
Deduct:
Transfer to retained earnings

Balance at end of the year

Land revaluation reserve (Note 8)
Balance at beginning of the year

Net change during the year
Balance at end of the year

Retained earnings
Balance at beginning of the year
Add:
Net income
Reversal of land revaluation reserve
Transfer from capital surplus
Increase resulting from change in ownership ratio
of an effiliate
Deduct:
Net loss
Decrease resulting from initial inclusion
of a subsidiary in consolidation
Cash dividends paid
Bonuses to directors and statutory auditors
Bonuses to employees of an overseas subsidiary
Transfer to capital surplus
Retirement of treasury stock

Balance at end of the year

Unrealized holding gain on securities (Note 3)
Balance at beginning of the year
Net change during the year

Balance at end of the year
Trandation adjustments
Balance at beginning of the year
Net change during the year
Balance at end of the year

Thousands of

U.S dollars

Millions of yen (Note 2)

2002 2003 2003

¥23,221 ¥23,221 $193,186
¥23,612 ¥23,613 $196,448
1 — —
- (2 (17
¥23,613 ¥23,611 $196,431
¥ 544 ¥ 1,139 $ 9,476
595 (210) (1,747)

¥ 1,139 ¥ 929 $ 7,729
¥86,883 ¥76,884 $639,634
— 1,225 10,191

144 37 308

— 2 17

— 203 1,689
(3,755) - -
(142) - -
(1,342) (1,070) (8,902
(66) (24) (116)
(14) ©) (79)

1) - -
(4,823) - -
¥76,884 ¥77,258 $642,746
¥ - ¥ 3,721 $ 30,957
3,721 (2,491) (20,724)
¥ 3,721 ¥ 1,230 $ 10,233
¥(1,905) ¥ (845) $ (7,030)
1,060 (1,242) (10,333)

¥ (845) ¥(2,087) $(17,363)

See accompanying notes to consolidated financial statements.



Y odogawa Steel Works, Ltd.

Consolidated Statements of Cash Flows

Years ended March 31, 2002 and 2003

Thousands of
U.S dollars
Millions of yen (Note 2)
2002 2003 2003
Cash flows from operating activities:
(Loss) income before income taxes and
minority interests ¥ 5325 ¥ 396 $ 32912
Adjustments for:
Depreciation and amortization 7,744 6,775 56,364
Amortization of goodwill arising from
consolidation (41) (30) (250)
Equity in lossof an affiliate 1 165 1,373
Impairment loss onsecurities 4,974 1,594 13,261
Decrease in accrued retirement benefits (771) (952) (7,920)
Decrease in accrued bonuses (44 (29) (241)
Decrease in allowance for doubtful
receivables (619) (196) (1,631)
Interest and dividend income (562) (529) (4,401)
Interest expense 581 325 2,704
Gain on sales of securities (29 (1,765) (14,684)
Loss (gain) on sales or disposal of property,
plant and equipment, net 310 (45) (374)
Restructuring charges - 1,369 11,389
Provision for business closing costs 568 - -
Decrease in notes and accounts receivable 12,424 1,239 10,308
Decrease in inventories 4,404 6,311 52,504
Decrease in notes and accounts payable (10,532) (675) (5,616)
Bonus payments to directors, statutory
auditors and enployees of an overseas
subsidiary (80) (23) (191)
Other 824 (767) (6,381)
Subtotal 13,837 16,723 139,126
Interest and dividends received 567 529 4,401
Interest paid (586) (319) (2,654)
Additional retirement benefits paid - (1,253) (10,424)
Income taxes paid (402) (347) (2,887)
Other (277) - -
Net cash provided by operating activities ¥ 13139  ¥15333 $127,562



Y odogawa Steel Works, Ltd.

Consolidated Statements of Cash Flows (continued)

Years ended March 31, 2002 and 2003

Thousands of
U.S dollars
Millions of yen (Note 2)
2002 2003 2003

Cash flows from investing activities:

Increase in time deposits with a maturity of

more than three months ¥ (4445) ¥ (1,525) $ (12,687)
Proceeds from time deposits with a maturity of

more than three months 3,463 2,725 22,671
Purchases of marketable securities (3,399 (10,497) (87,330)
Proceeds from sales of marketable securities 3,822 12,397 103,136
Purchases of property, plant and equipment (4,113) (4,957) (41,240)
Proceeds from sales of property, plant and

equipment 471 441 3,669
Purchases of other assets (40) (23) (191)
Purchases of investments in securities (1,031) (6,743) (56,098)
Proceeds from sales of investments in securities 174 4,504 37,471
Increase in loans receivable (464) (1,414) (11,764)
Collection of loans receivable 473 709 5,899
Other 8 19 158
Net cash used in investing activities (5,081) (4,364) (36,306)
Cash flows from financing activities:

Decrease in short-term bank |oans (2,421) (4,592) (38,203)
Proceeds from long-term loans 200 - -
Repayment of long-term loans (5,740) (228) (1,897)
Redemption of bonds - (5,000) (41,597)
Purchases of treasury stock (4,331 (51 (424)
Cash dividends paid to the Company’s

shareholders (1,342 (1,070) (8,902)
Cash dividends paid to minority shareholders of

consolidated subsidiaries (676) (557) (4,634)
Other 2 (35 (291)
Net cash used in financing activities (14,308) (11,533) (95,948)
Effect of exchange rate changes on cash and

cash equivalents 145 (157) (1,306)
Net decrease in cash and cash equivalents (6,105) (721) (5,998)
Cash and cash equivalents at beginning of the

year 24,313 18,208 151,481
Cash and cash equivalents at end of the year ¥ 18208 ¥ 17,487  $145483

See notes to consolidated financial statements.



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financia Statements

March 31, 2003

1. Summary of Significant Accounting Policies

(@)

(b)

Basis of Preparation

The accompanying consolidated financial statements of Y odogawa Steel Works, Ltd.
(the “Company”) and its consolidated subsidiaries have been prepared in accordance
with accounting principles and practices generally accepted and applied in Japan
which may differ in certain material respects from accounting principles and practices
generally accepted in countries and jurisdictions other than Japan and have been
compiled from those prepared by the Company as required under the Securities and
Exchange Law of Japan.

In addition, the notes to the consolidated financial statements include information
which is not required under accounting principles generally accepted in Japan but is
presented herein as additional information.

Certain reclassifications of previoudy reported amounts have been made to the
consolidated financial statements for the year ended March 31, 2002 to conform them
to the 2003 presentation. Such reclassifications had no effect on consolidated net
loss or shareholders' equity.

Basis of Consolidation

The accompanying consolidated financial statements include the accounts of the
Company and all subsidiaries over which substantial control is exerted through either
majority ownership of voting stock and/or by other means. All significant
intercompany balances and transactions have been eliminated in consolidation.

Investment in an affiliate @ company over which the Company has the ability to
exercise significant influence) is stated at cost plus equity in its undistributed earnings
or loss. Consolidated net income includes the Company’s equity in the current net
income or loss of this company after the elimination of unrealized intercompany
profits.

All assets and liabilities of the consolidated subsidiaries are revalued on acquisition,
if applicable. The difference, not significant in amount, between the cost of
investments in subsidiaries and the equity in their net assets at their respective dates
of acquisition is charged to income as incurred or amortized over a period of five
years on astraight-line basis.

The financia statements of one consolidated subsidiary whose fiscal year end is
December 31 have been included in consolidation on the basis of a full fiscal year
after making the appropriate adjustments for significant transactions during the period
from its fiscal year end to the Company’s balance sheet date.



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(©

(d)

(€)

Foreign Currency Trandation

Monetary assets and liabilities denominated in foreign currencies are translated into
yen at the rates of exchange in effect at the balance sheet date. Other assets and
liabilities denominated in foreign currencies are trandated at their historical rates.
All revenues and expenses associated with foreign currencies are trandated at the
rates of exchange prevailing when such transactions were made. The resulting
exchange loss and gain are charged or credited to income.

The balance sheet accounts of the foreign consolidated subsidiary (except for
shareholders equity) are trandated into yen at the rates of exchange in effect at the
balance sheet date. Components of shareholders equity are trandslated at their
respective historical rates of exchange. Revenue and expense accounts are
trandated into yen at the average rate of exchange in effect during the year.

Trandation adjustments have been presented as a component of shareholders equity
and minority interests in consolidated subsidiaries in the accompanying consolidated
financial statements.

Cash Equivalents

For the purpose of the consolidated statements of cash flows, cash and cash
equivalents consist of cash on hand, deposits with banks withdrawable on demand,
and short-term investments which are readily convertible to cash subject to an
insignificant risk of changesin their value and which were purchased with an original
maturity of three months or less.

Securities

The accounting standard for financial instruments requires that securities other than
those of subsidiaries and affiliates be classified into three categories. trading
securities, held-to-maturity debt securities or other securities. Under this standard,
trading securities are carried at fair value and gain and loss, both realized and
unrealized, are charged to income. Held-to-maturity debt securities are carried at
their amortized cost. Marketable securities classified as other securities are carried
at fair value with any changes in unrealized holding gain or loss, net of the applicable
income taxes, reported as a separate component of shareholders equity.
Non-marketable securities classified as other securities are carried at cost. Cost of
securities sold is determined by the moving average method.

10



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(f)

Q)

Inventories

Up to the year ended March 31, 2002, inventories at the Company were stated at cost
determined principally by the last-in, first-out method.

Effective April 1, 2002, the Company changed its method of accounting for the
valuation of finished goods, work-in-process and raw materials of steel sheets,
building materias and raw materials for rolls from the last-in, first-out method to the
average cost method. This change was made to mitigate the impact of material
fluctuation in the purchase prices of raw materials and to minimize the difference
between the book and market value of these inventories. The effect of this change
was to decrease inventories at March 31, 2003 by ¥901 million ($7,496 thousand), to
increase operating income for the year then ended by ¥1,137 million ($9,459
thousand) and to decrease income before income taxes and minority interests for the
year then ended by ¥901 million ($7,496 thousand) by recognizing the cumulative
effect of the change in inventory valuation of ¥2,038 million ($16,955 thousand) for
the year then ended.

Inventories at the overseas consolidated subsidiary are stated at the lower of cost or
market, cost being determined by the moving average method.

Property, Plant and Equipment and Depreciation

Depreciation of property, plant and equipment is calculated by the declining-balance
method over the useful lives of the respective assets, except that he straight-line
method is applied to buildings (except for structures attached to the buildings)
acquired subsequent to April 1, 1998.

Depreciation of property, plant and equipment at the overseas consolidated subsidiary
is calculated by the straight- line method.

The useful lives adopted for calculating depreciation are principally as follows:

Buildings and structures 3to 60 years
Machinery, equipment and vehicles 3o 36 years

Significant renewals and additions are capitalized at cost. Maintenance and repairs
are charged to income as incurred.

11



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(h)

@)

0

(k)

(0

Intangible Assets

Intangible assets are stated on the basis of cost. Amortization is calculated by the
straight- line method over the useful lives of the respective assets.

Allowance for Doubtful Receivables

The Company and its consolidated subsidiaries provide an alowance for doubtful
receivables at an amount calculated based on their historical experience of bad debts
on ordinary receivables plus an additional estimate of probable specific bad debts
from customers experiencing financial difficulties.

Resear ch and Development Costs and Computer Software
Research and development costs are charged to income as incurred.

Expenditures relating to the development of computer software intended for internal
use are charged to income when incurred, unless these are deemed to contribute to the
generation of future income or cost savings. Such expenditures are capitalized as
assets and amortized by the straight-line method over their estimated useful life of
five years.

L eases

The Company and its consolidated subsidiaries lease certain equipment under
noncancelable leases referred to as finance leases. Finance leases other than those
which transfer the ownership of the leased property to the lessee are accounted for as
operating |leases.

Income Taxes
Deferred income taxes are provided for temporary differences between the balances

of assets and liabilities for financial reporting purposes and the corresponding
balances for tax reporting purposes.

(m) Provision for Business Closing Costs

At March 31, 2002, the Company has provided a provision for business closing costs
arising from the discontinuation of its household articles business at an estimate of
the loss to be incurred.

12



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(n) Retirement Benefits

()

Employees of the Company and its consolidated subsidiaries are covered by
employees retirement benefit and employees’ pension plars. The employees

retirement benefit plans provide for a lump-sum payment determined by reference to
the basic salary, length of service and conditions under which the termination occurs.
The employees’ pension plars, which are funded non-contributory plars, partially

cover the benefits under the employees' retirement benefit plans to employees who

retire after fifteen or more years of service.

Accrued retirement benefits for employees are provided mainly at an amount
calculated based on the retirement benefit obligation and the fair value of the pension
plan assets as adjusted for unrecognized actuarial gain or loss and unrecognized prior
service cost. The retirement benefit obligation is attributed to each period by the
straight-line method over the estimated remaining years of service of the eligible
employees.

Actuarial gain and loss are amortized in the year following the year in which the gain
or loss is recognized principally by the straight-line method over 10 years, which is
within the estimated average remaining years of service of the eligible employees.

Prior service cost is being amortized as incurred by the straight-line method over 15
years, which is within the estimated average remaining years of service of the eligible
employees.

The directors and statutory auditors of the Company and its domestic consolidated
subsidiaries are customarily entitled to lump-sum payments under the unfunded
retirement benefit plans. The provision for etirement benefits for directors and
statutory auditors has been made at an estimated amount based on the Company’s or
each consolidated subsidiary s internal rules.

Hedge Accounting

Gain or loss on derivatives designed as hedging instruments is deferred until the gain
or loss on the underlying hedged item is recognized. Interest-rate swaps which meet
certain conditions are accounted for as if the interest rates applied to the swaps had
originaly applied to the underlying debt and others. Receivables and payables
hedged by forward foreign exchange contracts which meet certain conditions are
trandated at the corresponding foreign exchange contract rates.

(p) Appropriation of Retained Earnings

Under the Commercia Code of Japan, the appropriation of retained earnings with
respect to a given financial period is made by resolution of the stockholders at a
general meeting held subsequent to the close of the financial period and the accounts
for that period do not, therefore, reflect such appropriations.

13



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

2. U.S. Dollar Amounts

The trandation of yen amounts into U.S. dollar amounts is included solely for the
convenience of readers outside Japan and has been made at the rate of ¥120.20 =
U.S.$1.00, the approximate exchange rate prevailing on March 31, 2003. Thetranglation
should not be construed as a representation that yen have been, could have been, or could
in the future be, converted into U.S. dollars at the above or any other rate.

3. Securities

Marketable securities classified as held-to-maturity debt securities at March 31, 2002 and

2003 are summarized as follows:

Securities whose fair value exceeds
their carrying value:
Government bonds

Securities whose fair value does not
exceed their carrying value:
Government bonds

Other

Total

Securities whose fair value exceeds
their carrying value:
Government bonds
Other

Securities whose fair value does not
exceed their carrying value:
Government bonds
Corporate bonds

Other

Total

2002
Millions of yen
Unrealized
Carrying Estimated fair holding
value value gan (loss)
¥ 31 ¥ 31 ¥ 0
65 64 (@)
2,341 2,294 (47)
2,406 2,358 (48)
¥2,437 ¥2,389 ¥ (48)
2003
Millions of yen
Unrealized
Carrying Estimated fair holding
value value gain (loss)
¥ 86 ¥ 91 ¥ 5
600 600 0
686 691 5
10 10 0)
500 442 (58)
172 149 (23)
682 601 (81)
¥1,368 ¥1,292 ¥ (76)

14



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

3. Securities (continued)

2003
Thousands of U.S dollars
Unrealized
Carrying Estimated fair holding
value value gain (loss)
Securities whose fair value exceeds
their carrying value:
Government bonds $ 715 $ 757 $ 42
Other 4,992 4,992 0
5,707 5,749 42
Securities whose fair value does not
exceed their carrying value:
Government bonds 83 83 0)
Corporate bonds 4,160 3,677 (483)
Other 1,431 1,240 (191)
5,674 5,000 (674)
Total $11,381 $10,749 $(632)

Other securities with determinable market value at March 31, 2002 and 2003 are

summarized as follows:

2002
Millions of yen
Unrealized
Acquisition  Estimated fair holding
costs value gan (loss)
Securities whose carrying value exceeds
their acquisition costs:
Equity securities ¥ 8,979 ¥ 16,100 ¥ 7,121
Corporate bonds 100 101 1
Other 900 911 11
9,979 17,112 7,133
Securities whose carrying value does
not exceed their acquisition costs:
Equity securities 2,503 2,137 (366)
Corporate bonds 1,002 885 (117)
Other 401 324 (77)
3,906 3,346 (560)
Total ¥13,885 ¥ 20,458 ¥ 6,573

15



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

3. Securities (continued)

Securities whose carrying value exceeds
their acquisition costs:
Equity securities
Corporate bonds

Securities whose carrying value does
not exceed their acquisition costs:
Equity securities
Corporate bonds
Other bonds

Other

Total

Securities whose carrying value exceeds
their acquisition costs.
Equity securities
Corporate bonds

Securities whose carrying value does
not exceed their acquisition costs:
Equity securities
Corporate bonds
Other bonds

Other

Totd

2003
Millions of yen
Unreadlized
Acquisition  Estimated fair holding

costs value gain (loss)
¥ 6,116 ¥ 8921 ¥ 2,805
301 301 0
6,417 9,222 2,805
3,418 2,902 (516)
901 900 2

322 322 ©)

499 330 (169)
5,140 4,454 (686)
¥11,557 ¥ 13,676 ¥ 2,119

2003
Thousands of U.S dollars
Unrealized
Acquisition  Estimated fair holding

costs value gain (loss)
$50,882 $ 74,218 $23,336
2,504 2,504 0
53,386 76,722 23,336
28,436 24,143 (4,293)
7,496 7,488 (8)
2,679 2,679 0)
4,151 2,745 (1,406)
42,762 37,055 (5,707)
$96,148 $113,777 $17,629

16



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

3. Securities (continued)

Sales of securities classified as other securities for the years ended March 31, 2002 and
2003 are summarized as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
Sdes ¥ 209 ¥ 3,137 $26,098
Aggregate gain 19 1,765 14,684
Aggregate loss 0 1 8

The carrying \alue of other securities without determinable market value at March 31,
2002 and 2003 were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
Non-marketable equity securities ¥1,100 ¥ 829 $ 6,897
Money management funds included in

cash and cash equivalents 1,532 894 7,438
Free financial funds - 1,000 8319
Preferred stock — 1,100 9,151
Preferred subscription certificates - 1,500 12,479

The Company and its consolidated subsidiaries recorded an impairment 10ss on securities
of ¥4,974 million and ¥1,594 million ($13,261 thousand) for the years ended March 31,
2002 and 2003, respectively. At the year end, the Company and its consolidated
subsidiaries compare the market value and carrying value of their marketable equity
securities and record an impairment loss on those whose market value shows a substantial
decline of 50% or more, or those whose decline is within arange of 30% or more, but less
than 50%, and is not deemed recoverable.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

3. Securities (continued)

The redemption schedule for other securities with maturities and held-to- maturity debt
securities as of March 31, 2003 is summarized as follows:

Millions of yen

Due after one  Due after five
Dueinoneyear yearthrough  yearsthrough Due after ten

or less five years ten years years
Government bonds ¥ - ¥26 ¥ 60 ¥ -
Corporate bonds 1,200 - - 500
Other debt securities 1,030 40 — -
Other - — 1,500 1,000
Total ¥ 2230 ¥66 ¥1,560 ¥ 1,500

Thousandsof U.S dollars

Due after one  Due after five
Dueinoneyear year through  yearsthrough Due after ten

or less five years ten years years
Government bonds $ - $ 216 $ 49 $ -
Corporate bonds 9,983 - - 4,160
Other debt securities 8,569 333 - -
Other - - 12,479 8,319
Total $18,552 $ 549 $12,978 $12,479

4. Short-Term Bank Loans, Long-Term Debt and Guar antee Deposits

Short-term bank loans a& March 31, 2002 and 2003 represented overdrafts and notes
payable to banks. At March 31, 2002, overdrafts and notes payable to banks amounted
to ¥12,797 million at an annual interest rate of approximately 1.27% and ¥100 million at
an annua interest rate of approximately 1.375%, respectively. At March 31, 2003,
overdrafts amounted to ¥7,989 million ($66,464 thousand) at an annual interest rate of
approximately 0.798%.

18



Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

4. Short-Term Bank Loans, Long-Term Debt and Guar antee Deposits (continued)

Long-term debt at March 31, 2002 and 2003 was as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003

1.8% unsecured bonds, payable in yen,

due 2003 ¥ 5,000 ¥ — $ -
Unsecured |oans from banks and an

insurance company, due 2004 at an

average interest rate of 2.1% 1,328 1,100 9,151
6,328 1,100 9,151
Less current portion (5,228) (1,100) (9,151)
¥ 1,100 ¥ - $ -

All long-term debt at March 31, 2003 is scheduled to mature during the year ending
March 31, 2004.

The assets pledged as collateral for short-term bank loans of ¥1,034 million ($8,602
thousand) and other current liabilities of ¥42 million ($349 thousand) at March 31, 2003
were as follows:

Thousands of

Millions of yen U.S dollars
Buildings and structures 9,078 75,524
Machinery, equipment and vehicles 13,101 108,993
Land 2,897 24,102
Other 867 7,213
Investments in securities 50 416
¥25,993 $216,248

Buildings and structures, machinery, equipment and vehicles, land and other presented in
the above table were pledged as foundation mortgages for short-term bank loans of ¥1,034
million ($8,602 thousand) at March 31, 2003.

Guarantee deposits consisted of interest-free deposits, which were mainly golf
membership deposits, and interest-bearing deposits, which were principally from
customers at annual interest rates of approximately 2.01% and 0.61% at March 31, 2002
and 2003, respectively. Interest-free deposits and interest-bearing deposits at March
31 2002, and 2003 were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
I nterest- free deposits ¥ 4,266 ¥ 3,895 $32,404
I nterest-bearing deposits 360 388 3,228
¥ 4,626 ¥ 4,283 $35,632
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

4. Short-Term Bank Loans, Long-Term Debt and Guar antee Deposits (continued)

The aggregate annual maturities of guarantee deposits subsequent to March 31, 2003 are
summarized as follows:

Thousands of
Millions of yen U.S dollars

Y ear ending March 31,

2004 ¥ 3 $ 25
2005 3 25
2006 2 17
2007 - -
2008 - -
2009 and thereafter 4,275 35,565

¥ 4,283 $35,632

All interest-bearing deposits are scheduled to mature during the years ending March 31,
2009 and theresfter.

5. Retirement Benefits

The funded and accrued status of the employees defined benefit plans of the Company
and its consolidated subsidiaries, and the amounts recognized in the consolidated balance
sheets at March 31, 2002 and 2003 are summarized as follows:

Thousands of
Millions of yen U.S ddllars
2002 2003 2003

Retirement benefit obligation ¥(14,642) ¥(13,631) $(113,403)
Plan assets at fair value 4,998 4,038 33,594
Unfunded retirement benefit obligation (9,644) (9,593) (79,809)
Unrecognized actuarial loss 2,173 3,221 26,797
Unrecognized prior service cost 48 36 300
Net retirement benefit obligation (7,423) (6,336) (52,712)
Prepaid pension cost 606 557 4,634
Accrued retirement benefits ¥ (8,029) ¥ (6893) $ (57,346)

As adlowed under the accounting standard for retirement benefits, certain domestic
consolidated subsidiaries calculate accrued retirement benefits for their employees by
simplified methods.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

5. Retirement Benefits (continued)
The components of retirement benefit expenses for the years ended March 31, 2002 and
2003 are outlined as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003

Service cost ¥ 821 ¥ 803 $ 6,681
I nterest cost 403 376 3,128
Expected return on plan assets (73) 43 (358)
Amortization of actuarial loss 163 230 1,913
Amortization of prior service cost 8 8 67

¥ 1,322 ¥ 1374 $ 11,431

Further to the retirement benefit expenses presented in the above table, the Company paid
additional retirement benefits of ¥73 million and ¥1,258 million ($10,466 thousand),
respectively, which are presented as “Other income (expenses) — other, net” in the
consolidated statements of operations.

The retirement benefit expenses of certain domestic consolidated subsidiaries which were
calculated by ssmplified methods have been included in service cost in the above table.

The assumptions used in accounting for the above benefit plans for the years ended March
31, 2002 and 2003 were as follows:

2002 2003
Discount rate Principally 2.5% Principally 2.5%
Expected rates of return on plan asseas Principally 1.6% Principally 0.9%

The Company and its domestic consolidated subsidiaries recorded accrued retirement
benefits to directors and statutory auditors of ¥561 million and ¥635 million ($5,283
thousand) at March 31, 2002 and 2003, respectively.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

6. Income Taxes

Income taxes applicable to the Company and its domestic consolidated subsidiaries
comprise corporation, enterprise and inhabitants' taxes which, in the aggregate, resulted in
astatutory tax rate of approximately 42.0% for the years ended March 31, 2002 and 2003.

A reconciliation of the statutory tax rate and the effective tax rate for the year ended
March 31, 2003 as a percentage of income before income taxes and minority interests is
as follows:

2003
Statutory tax rate 42.0%
Investment tax credits (2.0
Nondeductible expenses 11
Per capita portion of inhabitants' taxes 1.7
Differences in tax rate applicable to the overseas
subsidiary (20.2)
Cash dividends received from the overseas
subsidiary 2.5
Other (1.6)
Effective tax rate 23.5%

The corresponding information for the year ended March 31, 2002 has been omitted
because a |loss before income taxes and minority interests was recorded.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

6. Income Taxes (continued)

The significant components of deferred tax assets and liabilities of the Company and its
consolidated subsidiaries at March 31, 2002 and 2003 are summarized as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
Deferred tax assets:
Accrued retirement benefits ¥ 2,220 ¥ 2197 $18,278
Investment tax credits 592 - -
Allowance for doubtful receivables 315 258 2,146
Accrued bonuses 251 334 2,779
Inventories 123 124 1,032
Allowance for loss on restructuring 239 - -
Excess foreign tax deduction 241 410 3411
Depreciation 99 68 566
Tax loss carryforwards 1,764 1,406 11,697
Other 1,108 1,429 11,888
Gross deferred tax assets 6,952 6,226 51,797
L ess valuation allowance (910) (545) (4,534)
Tota deferred tax assets 6,042 5,681 47,263
Deferred tax liabilities:
Dividends from an overseas
subsidiary (55) (44) (366)
Unrealized holding gain on securities (2,702) (941) (7,829)
Land revaluation reserve (765) (721) (5,998)
Reserve for deferred taxation on
contributions for acquisition of
property (1,413) (1,253) (10,424)
Total deferred tax liabilities (4,935) (2,959) (24,617)
Net deferred tax assets ¥ 1,107 ¥2,722 $ 22,646

In accordance with a law on amendments to local tax laws, etc. announced on March 31,
2003, the Company and its domestic consolidated subsidiaries applied a statutory tax rate
of 40.5% to the calculation of deferred tax assets and liabilities at March 31, 2003, which
are expected to be reversed on April 1, 2004 and thereafter. The effect of this change in
the statutory tax rate applied was to decrease non-current deferred tax assets (net of
non-current deferred tx liabilities) and deferred tax liabilities with respect to the land
revaluation reserve of ¥27 million ($225 thousand) and ¥26 million ($216 thousand),
respectively, and to increase the land revaluation reserve and unrealized holding gain on
securities by ¥31 million ($258 thousand) and ¥32 million ($266 thousand), respectively
a March 31, 2003. The effect of this change was aso to increase income taxes —
deferred and to decrease net income by ¥59 million ($491 thousand) each for the year
ended March 31, 2003.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

7. Shareholders Equity

The Commercial Code of Japan provides that an amount equivalent to at least 10% of
cash dividends paid and bonuses to directors and statutory auditors, and exactly 10% of
interim cash dividends paid be appropriated to the legal reserve until the sum of additional
paid-in capital and the legal reserve equals 25% of stated capita. The Code aso
provides that neither additional paid-in capital nor the legal reserve is available for
dividends but both may be used to reduce or eliminate a deficit by resolution of the
shareholders or may be transferred to stated capital by resolution of the Board of Directors.
The Code also stipulates that, to the extent that the sum of the additional paid-in capital
account and the legal reserve exceeds 25% of the common stock account, the amount of
any such excess is available for appropriation by resolution of the shareholders. The
Company’s legal reserve, which is included in retained earnings, amounted to ¥3,478
million and ¥3,478 million ($28,935 thousand) at March 31, 2002 and 2003, respectively.

Effective April 1, 2002, the Company and its consolidated subsidiaries adopted a new
accounting standard for treasury stock and reversal of lega reserves The effect of the
adoption of this standard on the consolidated results of their operations for the year ended
March 31, 2003 was immaterial.

In accordance with the revised regulations on consolidated financial statements, additional
paid-in capital reported in shareholders’ equity in the previous year has been presented as
capital surplus as of March 31, 2002.

8. Revaluation of Land

At March 31, 2000 and 2002, certain consolidated subsidiaries and an affiliate revalued
thar land held for business use in accordance with the “Law on Land Revaluation.”
Differences on land revaluation have been accounted for as land revaluation reserve under
shareholders equity at the Company’s share of the net amount of the relevant tax effect.
The method followed for land revaluation was determined in accordance with the
“Enforcement Act Concerning Land Revaluation.”

At March 31, 2002 and 2003, the carrying value of land revaluated at March 31, 2000
exceeded the corresponding fair value by ¥218 million and ¥134 million ($1,115
thousand), respectively.

The carrying value of the land revalued at March 31, 2002 was as follows:

Millions of yen

Carrying value before revaluation ¥10,059
Carrying value after revaluation 11,512

At March 31, 2003, the carrying value of ¥11,512 million exceeded the corresponding fair
value by ¥931 million ($7,745 thousand).
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

9. Research and Development Costs

Research and development costs included in selling, general and administrative expenses
for the years ended March 31, 2002 and 2003 were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
¥705 ¥654 $5,441

10. Leases

The following pro forma amounts present the acquisition costs, accumulated depreciation
and net book value of the leased property as of March 31, 2002 and 2003, which would
have been reflected in the balance sheets if finance leases other than those which transfer
the ownership of the leased property of the Company and its consolidated subsidiaries
(which are currently accounted for as operating leases) were capitalized:

Millions of yen

2002 2003
Acquisition Accumulated Net book Acquisition Accumulated Net book
costs depreciation value costs depreciation value
Machinery,
equipment and
vehicles ¥ 629 ¥ 397 ¥ 232 ¥580 ¥432 ¥148
Thousands of U.S. dollars
2003
Acquisition Accumulated Net book
costs depreciation value
Machinery,
equipment and
vehicles $4,825 $3,594 $1,231

The related lease payments and depreciation for the years ended March 31, 2002 and 2003
were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
L ease payments ¥118 ¥112 $932
Depreciation 118 112 932

Depreciation is calculated by the straight-line method over the respective lease terms.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

10. Leases (continued)

The related future minimum payments (including the interest portion thereon) subsequent
to March 31, 2003 under finance leases other than those which transfer the ownership of
the leased property to the Company and its consolidated subsidiaries are summarized as
follows:

Thousands of
Millions of yen U.S dollars
Y ear ending March 31,
2004 ¥ 89 $ 740
2005 and theresfter 59 491
¥148 $1,231

11. Contingent Liabilities

At March 31, 2003, the Company and its consolidated subsidiaries had the following
contingent liabilities:

Thousands of
Millions of yen U.S dollars
Guarantees of housing loans of employees and
indebtedness of unconsolidated subsidiaries ¥2,761 $22,970
Contingent liability for an in-substance
defeasance on bonds 5,002 41,614

12. Derivatives

The Company and its consolidated subsidiaries have entered into various transactions
involving derivatives in order to manage risk arising from adverse fluctuation in foreign
currency exchange rates and interest rates. Derivatives positions involve the risk that the
counterparties may default on their obligations. Forward foreign exchange contracts and
Interest-rate swaps entail the risk of fluctuation in foreign currency exchange rates and
interest rates, respectively. The Company and its consolidated subsidiaries select only
financial ingtitutions with high credit ratings as counterparties in order to minimize their
risk.

The Company and its consolidated subsidiaries have not entered into derivatives
transactions whose fluctuation in fair value is material and which could thus impact
significantly on their operations. The Company and its consolidated subsidiaries have
established policies to report and approve the purpose, nature, counterparties, inherent risk,
limit on loss and the level of risk of each transaction. Under their policies for derivatives,
trading is not entered into for speculative purposes.

At March 31, 2002 and 2003, al derivatives positions qualified for the application of
deferral hedge accounting and, thus, have not been separately disclosed.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

13. Amountsper Share

Amounts per share at March 31, 2002 and 2003 and for the years then ended were as
follows:

Yen U.S dollars
2002 2003 2003
Net assets ¥704.39 ¥683.16 $5.68
Net (loss) income (19.52) 6.59 0.05
Cash dividends applicable to
the year 7.00 5.00 0.04

Diluted net income has not been presented for the year ended March 31, 2003 since the
Company had not issued any potentialy dilutive stocks at March 31, 2003.

Until the year ended March 31, 2002, amounts per share of net assets were computed
based on the net assets reported in the consolidated balance sheets and the number of
shares of common stock outstanding at each balance sheet date. Net income or 10ss per
share was computed based on the net income or loss reported in the consolidated
statements of operations and the weighted average number of shares of common stock
outstanding during each year.

In accordance with a new accounting standard for earnings per share which became
effective April 1, 2002, the amount per share of net assets at March 31, 2003 has been
computed based on net assets available for distribution to the shareholders and the number
of shares of common stock outstanding at the year end. Net income per share has been
computed based on the net income available for distribution to shareholders of common
stock and the weighted average number of shares of common stock outstanding during the
year. |If the Company and its consolidated subsidiaries had applied the new standard, the
per share amounts of net assets at March 31, 2002 and net loss for the year then ended
would have been ¥701.83 ($5.84) and ¥19.48 ($0.16), respectively.

Cash dividends per share represent the cash dividends proposed by the Board of Directors
as applicable to the respective years together with the interim cash dividends paid.
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

14. Segment Information

The Company and its consolidated subsidiaries are primarily engaged in the manufacture
and sale of a variety of steel products such as steel sheets, construction materials,
prefabricated structures, home furnishings, steel rolls and gratings. The Company also
engages in other activities such as real estate rental and engineering projects

The business and geographica segments of the Company and its consolidated subsidiaries
for the years ended March 31, 2002 and 2003 are outlined as follows:

Business Segments

|. Salesand operating income
Salesto third parties
Intergroup sales and
transfers
Total sales
Operating expenses
Operating income

Il. Assets, depreciation and
capital expenditures
Total assets
Depreciation
Capital expenditures

|. Salesand operating income
Salesto third parties
Intergroup sales and
transfers
Total sales
Operating expenses
Operating income (l0ss)

Il. Assets, depreciation and
capital expenditures
Total assets
Depreciation
Capital expenditures

Millions of yen

Y ear ended March 31, 2002

Elimina-
tions and
Electric general
Steel sheet  furnace corporate  Consoli-
products products Other Total assets dated
¥127,020 ¥ 9,229 ¥ 8,822 ¥145,071 ¥ —  ¥145071
0 — 4,527 4,527 (4,527) —
127,020 9,229 13,349 149,598 (4,527) 145,071
125,270 9,181 12,433 146,884 (3,644) 143,240
¥ 1750 ¥ 48 ¥ 916 ¥ 2714 ¥ (883) ¥ 1831
¥119,342  ¥10,098 ¥24,295 ¥153,735  ¥43,949  ¥197,684
6,638 452 535 7,625 123 7,748
2,083 173 410 2,666 102 2,768
Millions of yen
Y ear ended March 31, 2003
Elimina-
tions and
Electric general
Steel sheet  furnace corporate  Consoli-
products products Other Total assets dated
¥130,649 ¥ 7,517 ¥ 8,958 ¥147,124 ¥ - ¥147,124
0 - 6,415 6,415 (6,415) -
130,649 7,517 15,373 153,539 (6,415) 147,124
123,883 7,783 13,858 145,524 (5,524) 140,000
¥ 6,766 ¥ (266) ¥ 1515 ¥ 8015 ¥ (891) ¥ 7,124
¥106,388 ¥ 9,075 ¥23,188 ¥138,651  ¥41,171  ¥179,822
5,821 401 441 6,663 115 6,778
2,325 216 260 2,801 27 2,828
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

14. Segment Information (continued)

Business Segments (continued)

Thousands of U.S. dollars
Y ear ended March 31, 2003

Elimina-
tions and
Electric general
Steel sheet furnace corporate Consoli-
products products Other Total assets dated
|. Salesand operating
income
Salesto third parties $1,086,930 $62,537 $ 74526 $1,223993 $ —  $1,223,993
Intergroup sales and
transfers 0 — 53,369 53,369 (53,369) —
Total sales 1,086,930 62,537 127,895 1,277,362 (53,369) 1,223,993

Operating expenses 1,030,641 64,750 115,291 1,210,682 (45,957) 1,164,725
Operating income
(loss) $ 56289 _$(2213) $ 12604 $ 66680 _$ (7412) $ 59,268

I1. Assets, depreciation and
capital expenditures

Total assets $ 885,092 $75499 $192,911 $1,153502 $342,521 $1,496,023
Depreciation 48,428 3,336 3,669 55,433 957 56,390
Capital expenditures 19,343 1,797 2,163 23,303 224 23,527

As described in Note 1(f), the Company has changed its method of accounting for the
valuation of finished goods, work-in-process and raw materials of steel sheets, building
materials and raw materias for rolls from the last-in, first-out method to the average cost
method effective the year ended March 31, 2003. The effect of this change in method of
valuation for inventories was to increase operating income for the year ended March 31,
2003 by ¥1,138 million ($9,468 thousand) and decrease total assets at March 31, 2003 by
¥903 million ($7,512 thousand) in the steel sheet products segment, and to decrease
operating loss for the year ended March 31, 2003 by ¥1 million ($8 thousand) and
increase total assets at March 31, 2003 by ¥2 million ($17 thousand) in the electric
furnace products segment.

Geographical Segments

Millions of yen

Y ear ended March 31, 2002

Eliminations
and general
Southeast corporate
Japan Asia Totd assets Consolidated
| .Sales and operating income
Salesto third parties ¥104,337 ¥ 40,734 ¥ 145,071 ¥ - ¥145,071
Interarea sales and
transfers 60 — 60 (60) —
Total sales 104,397 40,734 145,131 (60) 145,071
Operating expenses 103,956 39,413 143,369 (129) 143,240
1. Assets ¥131,031 ¥ 30,000 ¥ 161,031 ¥36,653 ¥197,684
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

14. Segment Information (continued)

Geographical Segments (continued)

Millions of yen
Y ear ended March 31, 2003

Eliminations
and general
Southeast corporate
Japan Asia Total assets Consolidated
|. Salesand operating
income
Salesto third parties ¥ 99,073 ¥ 48,051 ¥ 147,124 ¥ - ¥ 147,124
Interarea sales and
transfers 1,826 — 1,826 (1,826) -
Total sales 100,899 48,051 148,950 (1,826) 147,124
Operating expenses 98,726 43,193 141,919 (1,919) 140,000
1. Assets ¥116,152 ¥ 28,815 ¥ 144,967 ¥ 34,855 ¥ 179,822

Thousands of U.S. dollars
Y ear ended March 31, 2003

Eliminations
and general
Southeast corporate
Japan Asia Total assets Consolidated
|. Salesand operating
income
Salesto third parties $824,234 $399,759 $1,223,993 $ - $1,223,993
Interarea sales and
transfers 15,192 — 15,192 (15,192) —
Total sales 839,426 399,759 1,239,185 (15,192) 1,223,993
Operating expenses 821,348 359,343 1,180,691 (15,966) 1,164,725
Operating income $ 18,078 $ 40,416 $ 58,494 $ 774 $ 59,268
1. Assets $966,323 $239,725 $1,206,048 $289,975 $1,496,023

As described in Note 1(f), the Company has changed its method of accounting for the
valuation of finished goods, work-in-process and raw materials of steel sheets, building
materials and raw materias for rolls from the last-in, first-out method to the average cost
method effective the year ended March 31, 2003. The effect of this change in method of
valuation for inventories was to increase operating income for the year ended Mach 31,
2003 in Japan by ¥1,137 million ($9,459 thousand) and to decrease total assets at March
31, 2003 by ¥901 million ($7,496 thousand).
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Y odogawa Steel Works, Ltd.

Notes to Consolidated Financial Statements (continued)

14. Segment Information (continued)

Geographical Segments (continued)

Overseas sales which include export sales of the Company and its domestic consolidated
subsidiaries and sales (other than exports to Japan) of the overseas consolidated subsidiary

for the years ended March 31, 2002 and 2001 are summarized as follows:

Millions of yen
Y ear ended March 31, 2002

Aga Other Total
Overseas saes ¥36,958 ¥ 9227 ¥ 46,185
Consolidated net sales 145,071
Overseas sales as a percentage of
consolidated net sales 25.5% 6.3% 31.8%
Millions of yen
Y ear ended March 31, 2003
Aga Other Total
Overseas sales ¥50,113 ¥ 6,691 ¥ 56,804
Consolidated net sales 147,124
Overseas sales as a percentage of
consolidated net sales 34.1% 4.5% 38.6%
Thousands of U.S dollars
Y ear ended March 31, 2003
Aga Other Total
Overseas sales $416,913 $55,666 $ 472,579
Consolidated net sales 1,223,993

15. Subsequent Event

The following appropriations of retained earnings of the Company, which have not been
reflected in the accompanying consolidated financial statements for the year ended March
31, 2003, were approved at a shareholders meeting held on June 27, 2003:

Thousands of
Millions of yen U.S dollars
Cash dividends of ¥2.5 ($0.02) per share ¥460 $3,827
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Report of Independent Auditors

The Board of Directors
Y odogawa Steel Works, Ltd.

We have audited the accompanying non-consolidated balance sheets of Y odogawa Steel Works,
Ltd. as of March 31, 2002 and 2003, and the related non-consolidated statements of operations
and shareholders equity for the years then ended, dl expressed in yen. These financid
datements are the respongbility of the Company's management. Our responghility is to
express an opinion independently on these financia statements based on our audits.

We conducted our audits in accordance with auditing standards, procedures and practices
generally accepted and applied in Japan. Those standards, procedures and practices require
that we plan and perform the audit to obtain reasonable assurance about whether the financia
datements are free of materid misstatement. An audit includes examining, on a tet bass,
evidence supporting the amounts and disclosures in the financid statements. An audit dso
includes assessing the accounting principles used and sgnificant estimates made by management,
as wel as evduating the overdl financid statement presentation. We bdieve that our audits
provide a reasonable basis for our opinion.

In our opinion, the financia statements referred to above present fairly, in al materia respects,
the financid pogtion of Yodogawa Steel Works, Ltd. at March 31, 2002 and 2003, and the
results of its operations for the years then ended in conformity with accounting principles and

practices generdly accepted in Japan.

As described in Note 1(e) to the non-consolidated financid statements, Y odogawa Steel Works,
Ltd. has changed its method of accounting for the valuation of finished goods, work-in-process
and raw materids of sted sheets, building materids and raw materids for rolls from the lag-in,
firg-out method to the average cost method effective the year ended March 31, 2003 in the
preparation of its non-consolidated financia statements.

The U.S. dallar amounts in the accompanying non-consolidated financid statements with respect
to the year ended March 31, 2003 are presented soldly for convenience. Our audit dso
included the trandation of yen amounts into U.S. dollar amounts and, in our opinion, such
trandation has been made on the basis described in Note 2.

June 27, 2003 §£'M MA.%A"M 8; Cou-

See Note 1 which explains the basis of preparation of the non-consolidated financial
statements of Yodogawa Steel Works, Ltd. under Japanese accounting principles and
practices.

33



Y odogawa Steel Works, Ltd.

Non-Consolidated Balance Sheets

March 31, 2002 and 2003

Assets
Current assets:
Cash and cash equivalents
Short-term investments
Marketable securities (Note 3)
Notes and accounts receivable:
Subgdiaries and affiliates
Trade
Less dlowance for doubtful receivables
Inventories (Note 4)
Deferred income taxes (Note 6)
Other current assets
Tota current assets

Property, plant and equipment (Note 5):
Land
Buildings and structures
Machinery, equipment and vehicles
Congruction in progress
L ess accumulated depreciation
Property, plant and equipment, net

Investments and other assdts;
Investments in securities (Note 3)

Investments in and advances to subsdiaries and

filiates (Note 3)
Deferred income taxes (Note 6)
Other assets
Totd investments and other assets

Tota assets

Thousands of
U.S dollars
Millions of yen (Note 2)
2002 2003 2003

¥ 14,025 ¥ 15112 $ 125,724
1,000 0 0
3,112 2,523 20,990
15,380 13,956 116,106
14,747 13,775 114,601
(59) (25) (208)
24,556 18,145 150,957
583 1,836 15,275
4,774 5,928 49,317
78,118 71,250 592,762
12,176 12,180 101,331
40,781 40,688 338,502
102,788 95,870 797,587
270 654 5,441
(109,968) (106,788) (888,419)
46,047 42,604 354,442
19,533 15,316 127,421
18,829 18,873 157,013
242 936 7,787
1,629 1,579 13,137
40,233 36,704 305,358
¥164,398 ¥ 150,558 $1,252,562




Thousands of

U.S dollars
Millions of yen (Note 2)
2002 2003 2003
Liabilitiesand shareholders equity
Current ligbilities
Short-term bank loans (Note 5) ¥ 7,780 ¥ 6270 $ 52,163
Current portion of long-term debt (Note 5) 5,000 - -
Notes and accounts payable:
Subgdiaries and afiliates 1,686 1,590 13,228
Trade 11,184 10,781 89,692
Congtruction 1,091 1,252 10,416
Accrued expenses 2,902 2,555 21,256
Accrued income taxes (Note 6) 135 37 308
Allowance for loss on restructuring 568 - -
Other current lighilities 2,271 1,052 8,752
Totd current lighilities 32,617 23,537 195,815
Long-term lighilities
Accrued retirement benefits 6,783 5,507 45,815
Guarantee deposits (Note 5) 1,041 991 8,245
Totd long-term ligbilities 7,824 6,498 54,060
Contingent lighilities (Note 10)
Shareholders equity (Note 7):
Common stock:
Authorized:
753,814,067 sharesin 2002 and 2003
| ssued:

184,186,153 sharesin 2002 and 2003 23,221 23,221 193,186
Capitd surplus 23,497 23,497 195,482
Retained earnings (Note 12) 73,519 72,645 604,368
Unredized holding gain on securities (Note 3) 3,722 1,205 10,025
Treasury stock, at cost — 5,833 sharesin 2002

and 157,901 sharesin 2003 2 (45 (374)
Tota shareholders equity 123,957 120,523 1,002,687

See accompanying notes to non-consolidated financial statements.
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Totd lidbilities and shareholders equity ¥164,398 _ ¥150,558

$1,252,562

See accompanying notes to non-consolidated financial statements.
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Y odogawa Steel Works, Ltd.

Non-Consolidated Statements Operations

Years ended March 31, 2002 and 2003

Net sdes
Cost of sdes
Gross profit

Sdling, generd and adminidrative expenses
(Note8)
Operating income

Other income (expenses):
Interest and dividend income
Interest expense
(Loss) gain on sdes of securities
Imparment loss on securities
(Loss) gain on sdes or disposal of property, plant
and equipment, net
Loss on digposd of inventories
Restructuring charges
Provison for business closing cogts
Cumulaive effect of changesin method of
inventory vauation
Other, net
(Loss) income before income taxes

Income taxes (Note 6):
Current
Deferred

Net (loss) income

Thousands of
U.S dollars
Millions of yen (Note 2)
2002 2003 2003

¥93,688 ¥ 90,829 $ 755,649
78,096 74,987 623,852
15,592 15,842 131,797
15,061 13,553 112,754
531 2,289 19,043
1,109 941 7,829
(230) (117) (973)
(82 1,765 14,684
(5,065) (1,536) (22,779)
(298) 78 649
(583) - -
- (1,369) (11,389)

(568) - -
- (2,038) (16,955)

(385) 180 1,497
(5,571) 193 1,606
142 51 424
(2,414) (89 (740)
2,272 38 316
¥(3299) ¥ 231 $ 1922

See accompanying notes to non-consolidated financial statements.
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Y odogawa Steel Works, Ltd.

Non-Consolidated Statements of Shareholders Equity

Years ended March 31, 2002 and 2003

Thousands of
U.S dallars
Millions of yen (Note 2)
2002 2003 2003
Common stock
Bdance at beginning and end of the year ¥23,221 ¥23,221 $193,186
Capital surplus
Bdance a baj nning and end of the year ¥23,497 ¥23,497 $195,482
Retained earnings
Baance a beginning of the year ¥83,087 ¥73,519 $611,639
Add:
Net income - 231 1,922
Deduct:
Net loss 3,299 - -
Cash dividends paid 1,396 1,105 9,193
Bonuses to directors and statutory auditors 50 - -
Retirement of treasury stock 4,823 - -
Baance a end of the year ¥73,519 ¥72,645 $604,368

Unrealized holding gain on securities(Note 3)

Baance at beginning of the year ¥ - ¥ 3,722 $ 30,965
Net change during the year 3,722 (2,517) (20,940)
Baance at end of the year ¥ 3722 ¥ 1,205 $ 10,025

See accompanying notes to non-consolidated financial statements.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financiad Statements

March 31, 2003

1. Summary of Significant Accounting Policies

(@)

(0)

(©

Basis of Preparation

The accompanying norconsolidated financiad statements of Y odogawa Stedl Works, Ltd.
(the “Company”) have been prepared in accordance with accounting principles and
practices generally accepted and applied in Japan, which may differ in certain materid
respects from accounting principles and practices generadly accepted in countries and
jurisdictions other than Japan, and have been compiled from those prepared by the
Company as required under the Securities and Exchange Law of Japan.

In addition, the notes to the non-consolidated financid satements include information which
is not required under accounting principles generaly accepted in Japan but is presented
herein as additiona information.

Certan reclassfications of previoudy reported amounts have been made to the
non-consolidated financid statements for the year ended March 31, 2002 to conform them
to the 2003 presentation. Such reclassfications had no effect on net loss or shareholders

equity.
Foreign Currency Trandation

Monetary assets and liabilities denominated in foreign currencies are trandated into yen at
the rates of exchange in effect at the balance sheet date. Other assets and liabilities
denominated in foreign currencies are trandated at their higtorical rates. All revenues and
expenses associated with foreign currencies are trandated at the rates of exchange
prevalling when such transactions were made. The resulting exchange losses and gains are
charged or credited to income.

Cash Equivalents
Cash and cash equivadents consst of cash on hand, deposits with banks withdrawable on
demand, and short-term investments which are readily convertible to cash subject to an

indgnificant risk of changesin their value and which were purchased with an origind maturity
of three months or less.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(d)

(e)

Securities

The accounting stlandard for financid instruments requires that securities other than those of
subsdiaries and ffiliates ae classfied into three categories: trading securities,
held-to-maturity debt securities or other securities. Under this standard, trading securities
are caried a far vaue and gain and loss, both redized and unredized, are charged to
income. Held-to-maturity debt securities are carried at their amortized cost.  Marketable
securities classfied as other securities are carried at fair value with any changes in unredlized
holding gain or loss, net of the applicable income taxes, reported as a separate component
of shareholders equity. Non-marketable securities classfied as other securities and
invesments in subsdiaries and an afiliate are carried at cogt.

Inventories

Up to the year ended March 31, 2002, nventories a the Company were stated at cost
determined principdly by the lagt-in, firs-out method.

Effective April 1, 2002, the Company changed its method of accounting for the vauation of
finished goods, work-in-process and raw materids of sted sheets, building materids and
rawv materids for rolls from the lagt-in, firg-out method to the average cost method. This
change was made to mitigate the impact of materid fluctuation in the purchase prices of raw
materids and to minimize the difference between the book and market value of these
inventories.  The effect of this change was to decrease inventories a March 31, 2003 by
¥901 million ($7,496 thousand), to increase operating income for the year then ended by
¥1,137 million ($9,459 thousand) and to decrease income before income taxes for the year
then ended by ¥901 million ($7,496 thousand) by recognizing the cumuletive effect of the
changein inventory vauation of ¥2,038 million ($16,955 thousand) for the year then ended.

Supplies are stated at cost determined by the firgt-in, firg-out method.

Finished goods and work-in-process of roll products and red estate held for sde are stated
at cogt determined by the specific identification method.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(f)

(9

(h)

Property, Plant and Equipment and Depr eciation

Property, plant and equipment is stated on the basis of cogt.

Depreciation of property, plant and equipment is cdculated by the declining-balance
method over the useful lives of the respective assets, except that the straight-line method is
applied to buildings (except for structures attached to the buildings) acquired subsequent to
April 1, 1998.

The useful lives adopted for calculating depreciation are principaly asfollows:

Buildings and structures 3to 60 years
Machinery, equipment and vehicles 3to 17 years

Significant renewals and additions are capitdized a cost. Maintenance and repairs are
charged to income as incurred.

Intangible Assets

Intangible assets are stated on the bass of cost. Amortization is caculated by the
straght-line method over the useful lives of the respective assets.

Allowance for Doubtful Receivables

The Company provides an dlowance for doubtful receivables a an amount caculated

based on the Company’ s historical experience of bad debts on ordinary receivables plus an
additiond estimate of probable specific bad debts from customers experiencing financid

difficulties.

Resear ch and Development Costs and Computer Software

Research and development costs are charged to income as incurred.

Expenditures relating to the development of computer software intended for internd use are
charged to income when incurred, unless these are deemed to contribute to the generation

of future income or cost savings. Such expenditures are capitaized as assets and
amortized by the sraight-line method over their esimated useful life of five years.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

0

(k)

0

L eases

The Company leases certain equipment under noncancelable leases referred to as finance
leases. Finance leases other than those which trandfer the ownership of the leased
property to the Company are accounted for as operating leases.

Income T axes

Deferred income taxes are provided for temporary differences between the balances of
assets and liabilities for financia reporting purposes and the corresponding baances for tax

reporting purposes.
Provision for Business Closing Costs
At March 31, 2002, the Company has provided a provison for business closing costs

arigng from the discontinuation of its household articles business a an estimate of the lossto
be incurred.

(m) Retirement Benefits

Employees of the Company are covered by an employees retirement benefit plan and an
employees pension plan. The employees retirement benefit plan provides for alump-sum
payment determined by reference to the basic sdary, length of service and the conditions
under which the termination occurs.  The employees penson plan, which is a funded
non-contributory plan, partidly covers the benefits under the employees' retirement benefit
plan to employees who retire after fifteen or more years of service.

Accrued retirement benefits for employees at March 31, 2003 were provided mainly at an
amount caculated based on the retirement benefit obligation less the far vaue of the
penson plan assets as of March 31, 2003, as adjusted for unrecognized actuaria loss.
The retirement benefit obligation is dlocated to each period by the straight-line method over
the estimated years of service of the digible employees.

Actuaria gain and loss are amortized in the year following the year in which the gain or loss
is recognized by the draight-line method over 10 years, which is within the estimated
average remaining years of service of the digible employees.

The directors and gatutory auditors of the Company are customarily entitled to lump-sum
payments under the unfunded retirement benefit plan. The provision for retirement benefits
for directors and statutory auditors has been made a an estimated amount based on the
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

Company’sinternd rules.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

(n)

()

Hedge Accounting

Gain or loss on derivatives designed as hedging ingruments is deferred until the gain or loss
on the underlying hedged item is recognized. Interest-rate Swaps which meet certain
conditions are accounted for as if the interest rates gpplied to the swaps had origindly
applied to the underlying debt and others. Receivables and payables hedged by forward
foregn exchange contracts which meet certan conditions are trandated a the
corresponding foreign exchange contract rates.

Appropriation of Retained Earnings

Under the Commercid Code of Japan, the gppropriation of retained earnings with respect
to agiven financid period is made by resolution of the stockholders a a generd meeting
held subsequent to the close of the financia period and the accounts for that period do not,
therefore, reflect such gppropriations.

2. U.S Ddllar Amounts

The trandation of yen amountsinto U.S. dollar amounts isincluded solely for the convenience of

readers outside Japan and has been made at the rate of ¥120.20 = U.S.$1.00, the approximate
exchange rate prevailing on March 31, 2003. The trandation should not be condrued as a

representation that yen have been, could have been, or could in the future be, converted into U.S.
dollars at the above or any other rate.

3.

Securities

Information with respect to securities a March 31, 2002 and 2003 is disclosed on a
consolidation bass. See Note 3 to the consolidated financia statements.

Information with respect to the carrying and fair vadue of, and unredized loss or gain on,
securities with determinable fair vdue included in invesmentsin and advances to subsidiaries and
dfiliates & March 31, 2002 and 2003 is summarized as follows

Millions of yen
2002 2003
Carrying Unredized Carrying Unredized
vaue Far vdue loss vdue Far vdue gan




Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

Investmentsin a
subsdiary ¥11,310 ¥8,699 ¥(2,611) ¥11,310 ¥21,626 ¥10,316
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

3. Securities (continued)

Thousands of U.S. dollars

2003
Carying Unredlized
vaue Far vdue gan
Investmentsin a
subsidiary $94,093 $179,917  $85,824

4. Inventories

Inventories at March 31, 2002 and 2003 were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003

Finished goods ¥13,632 ¥10,506 $ 87,404
Work in process 3,275 2,766 23,012
Raw materias and supplies 6,932 4,299 35,765
Red edate hed for sde 717 574 4,776
¥24, 556 ¥18,145 $150,957

5. Short-Term Bank Loans, Long-Term Debt and Guar antee Deposits

Short-term bank loans represent overdrafts at annua interest rates of approximately 0.846%
and 0.562% at March 31, 2002 and 2003, respectively.

Long-term debt at March 31, 2002 and 2003 was as follows:.

Thousands of
Millions of yen U.S dollars
2002 2003 2003
1.8% unsecured bonds, payablein
yen, due 2003 ¥ 5,000 ¥— $-
Less current portion (5,000) - -
¥ — ¥— $—
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

5. Short-Term Bank Loans, Long-Term Debt and Guar antee Deposits (continued)

The assets pledged as foundation mortgages and collatera for short-term bank loans of ¥1,034
million ($8,602 thousand) at March 31, 2003 were asfollows:

Thousands of
Millions of yen U.S dollars
Property, plant and equipment, a net book vaue ¥25,943 $215,832

Guarantee deposits condsted of interest-free deposits, which were mainly golf membership
deposits, and interest- bearing deposits, which were principdly from customers a annud interest
rate of approximately 0.5% a March 31, 2002 and 2003. Interest-free deposits and
interest-bearing deposits at March 31, 2002 and 2003 were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
Interest-free deposits ¥ 742 ¥678 $5,641
I nterest-bearing deposits 299 313 2,604
¥1,041 ¥901 $8,245

The aggregate annual maturities of guarantee deposits subsequent to March 31, 2003 are
summarized asfollows

Thousands of
Millions of yen U.S dollars
Y ear ending March 31,

2004 ¥ 3 $ 25
2005 3 25
2006 2 17
2007 - -
2008 - -
2009 and theredfter 983 8,178
¥ 991 $8,245

All interest-bearing deposits are scheduled to mature during the years ending March 31, 2009
and theresfter.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

6. Income Taxes

Income taxes applicable to the Company comprise corporation, enterprise and inhabitants taxes
which, in the aggregete, resulted in a statutory tax rate of gpproximately 42.0% for the years
ended March 31, 2002 and 2003.

A reconciliation of the statutory tax rate and the effective tax rate for the year ended March 31,
2003 as a percentage of income before income taxes is as follows:

2003
Statutory tax rate 42.0%
Nondeductible expenses 12.9
Nontaxable income (33.7)
Foreign tax credit (74.5)
Per capita portion of inhabitants taxes 26.4
Other 7.2
Effective tax rate (19.7)%

The corresponding information for the year ended March 31, 2002 has been omitted because a
loss before income taxes was recorded.
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

6. Income Taxes (continued)

The sgnificant components of deferred tax assets and liahilities of the Company a March 31,
2002 and 2003 are summarized asfollows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
Deferred tax assets:
Accrued retirement benefits for
employees ¥ 1,590 ¥ 1,364 $11,348
Accrued retirement benefits for
directors and statutory auditors 174 188 1,564
Accrued bonuses 225 285 2,371
Allowances for doubtful receivables 81 34 283
Allowance for loss on restructuring 239 - -
Excessforeign tax deduction 241 410 3411
Loss on devaluation of securities 524 1,045 8,694
Tax loss carryforwards 1,764 1,407 11,705
Other 94 129 1,074
Totd deferred tax assets 4,932 4,862 40,450
Deferred tax liabilities:
Unredized holding gain on securities (2,695) (837) (6,964)
Reserve for deferred taxationon
contributions for acquisition of
property (1,412 (1,253) (10,424)
Tota deferred tax ligbilities (4,107) (2,090) (17,388)
Net deferred tax assets ¥ 825 ¥2,772 $ 23,062

In accordance with alaw on amendments to loca tax laws, etc. announced on March 31, 2003,
the Company applied a satutory tax rate of 40.5% to the calculation of deferred tax assets and
ligbilities at March 31, 2003, which are expected to be reversed on April 1, 2004 and theresfter.
The effect of this change in the gatutory tax rate gpplied was to decrease non-current deferred
tax assets (net of non-current deferred tax ligbilities) by ¥19 million ($158 thousand) and to
increase unrealized holding gain on securities by ¥31 million ($258 thousand) at March 31, 2003
and to decrease income taxes — deferred (credit) and ret income before income taxes by ¥50
million ($416 thousand) for the year ended March 31, 2003
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

7. Shareholders Equity

The Commercia Code of Japan provides that an amount equivaent to at least 10% of cash
dividends paid and bonuses to directors and statutory auditors, and exactly 10% of interim cash
dividends paid be gppropriated to the lega reserve until the sum of additiond paid-in capitd and
the legal reserve equals 25% of dtated capita. The Code aso provides that neither additional
pad-in capital nor the legd reserve is available for dividends but both may be used to reduce or
eliminate a deficit by resolution of the shareholders or may be trandferred to stated capitd by
resolution of the Board of Directors. The Code dso stipulates that, to the extent that the sum
of the additional paid-in capital account and the legal reserve exceeds 25% of the common stock
account, the amount of any such excess is available for agppropriation by resolution of the
shareholders.  The Company’s legd reserve, which is included in retained earnings, amounted
to ¥3478 million and ¥3,478 million ($28,935 thousand) a March 31, 2002 and 2003,

respectively.

Effective April 1, 2002, the Company adopted a new accounting standard for treasury stock
and reversa of legd reserves. The effect of the adoption of this standard on the result of its
operations for the year ended March 31, 2003 was immeaterial.

In accordance with the revised regulations on financid statements, additiona paid-in capitd and
legal reserve reported in shareholders equity in the previous year has been presented as capita
surplus and a component of retained earnings as of March 31, 2002, respectively.

8. Research and Development Costs

Research and devel opment costs included in sdling, generd and adminigtrative expenses for the
years ended March 31, 2002 and 2003 were as follows:

Thousands of
Millions of yen U.S dollars
2002 2003 2003
¥453 ¥364 $3,028
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

9. Leases

The following pro forma amounts present the acquisition costs, accumulated depreciation and net
book value of the leased property as of March 31, 2002 and 2003, which would have been
reflected in the baance sheets if finance leases other than those which trandfer the ownership of
the leased property to the Company (which are currently accounted for as operating leases)
were capitdized:

Millions of yen

2002 2003
Acquisition Accumulated Netbook Acquistion Accumulated Net book
costs depreciation vaue costs depreciation vaue
Machinery,
equipment and
vehicles ¥ 329 ¥ 186 ¥143 ¥279 ¥175 ¥104
Thousands of U.S. dollars
2003
Acquisition Accumulated Net book
costs depreciation value
Machinery,
equipment and
vehicles $2,321 $1,456 $865

The related lease payments and depreciation for the years ended March 31, 2002 and 2003
were asfollows.

Thousands of

Millions of yen U.S dollars
2002 2003 2003
L ease payments ¥66 ¥61 $507
Depreciation 66 61 507

Depreciation is caculated by the straight-line method over the respective lease terms.

The related titure minimum payments (including the interest portion thereon) subsequent to
March 31, 2003 under finance leases other than those which transfer the ownership of the leased
property to the Company are summarized as follows:

Thousands of
Millions of yen U.S dollars
Y ear ending March 31,
2004 ¥ 61 $507
2005 and thereafter 43 358
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

¥104 $865
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Y odogawa Steel Works, Ltd.

Notes to Non-Consolidated Financial Statements (continued)

10. Contingent Liabilities
At March 31, 2003, the Company had the following contingent ligbilities:

Thousands of
Millionsof yen ~ U.S dollars

Guarantees of housing loans of employees and
indebtedness of subsidiaries ¥ 161 $ 1,339
Contingent lidbility for in-substance defeasance on bonds 5,002 41,614

11. Amounts per Share

Amounts per share at March 31, 2002 and 2003 and for the years then ended were as follows

Yen U.S dollars
2002 2003 2003
Net assets ¥673.02 ¥654.91 $5.45
Net (loss) income (16.94) 1.25 0.01
Cash dividends applicable to the year 7.00 5.00 0.04

Diluted net income has not been presented for the year ended March 31, 2003 since the
Company had not issued any potentiadly dilutive stocks a March 31, 2003.

Effective April 1, 2002, the Company adopted a new accounting standard for earning per share.
The effect of the adoption of this standard was nil.

Cash dividends per share represent the cash dividends proposed by the Board of Directors as
gpplicable to the respective years together with the interim cash dividends paid.

12. Subsequent Events

See Note 15 to the consolidated financid satements.
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