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Aiming to increase enterprise value, we are focusing on
shareholder-oriented management, on maintaining and
improving a sound financial structure, and on enhancing
systems to guarantee the reliability of financial reporting.

One aspect of shareholder-oriented management that we
consider to be an important management issue is returning
profits to shareholders, and we are positively working to raise
the dividend level.

In fiscal 2007, the year ended March 31, 2008, we paid a
full-year dividend of ¥60 per share, a ¥10 increase on the
previous fiscal year and the fifth consecutive year we have
increased our ordinary dividend. Herewith, we are realizing
significantly high levels for our dividend payout ratio and
dividend on equity (DOE) compared with the average for the
stock market as a whole.

Going forward, the management would like to maintain
stable dividends while striving to increase its dividend

payout, taking into account comprehensively its consolidated
performance, levels of return on equity (ROE), DOE as well
as retained earnings for strengthening its business structure
and developing future businesses.

In addition, we will sustain a sound financial structure
capable of withstanding any change within our operating
environment, while emphasizing cash flow. We will also be
mindful of securing funds and ensuring our procurement
capabilities for investment to realize future growth and
expanded operations, as well as to rapidly recover and
continue operations in the event of a natural disaster.

We have been establishing systems to guarantee appropri-
ate financial reporting through the enhancement of quarterly
reporting based on the Financial Instruments and Exchange
Law, enforced in fiscal 2008, the year ending March 31, 2009,
and the upgrade and evaluation of internal controls.

Notes to Eleven-Year Financial Summary

*1 Following the adoption of accounting standards for employees’
retirement benefits, liabilities for retirement benefits was recorded
at the amount based on the projected benefit obligation and plan
assets at the end of the fiscal year. As a result, a variance of
¥18,984 million that occurred on the adoption of these accounting
standards was recorded in this fiscal year as an extraordinary loss.

*2 Accompanying the enforcement of the Defined Benefit Corporate
Pension Law, the Company was exempted by the Minister of
Health, Labour and Welfare from its obligation to provide the
future part of the substitutional portion of the projected benefit
obligation. Consequently, the Company eliminated ¥11,021 million
of the corresponding substitutional portion on the day the
exemption was granted, and the same amount was recorded in
this fiscal year as an extraordinary profit.

*3 As a result of the shift to a DC pension plan in June 2004, an
extraordinary loss of ¥3,453 million was incurred.

*4 An extraordinary profit of ¥2,716 million was recorded as a gain
on sales of property, plant and equipment on the sale of a former
factory site.

*5 Kimmon Manufacturing Co., Ltd. was made a consolidated
subsidiary. At the end of fiscal 2005, the year ended March 31,
2006, only the balance sheet was consolidated, and for fiscal 2006,
ended March 31, 2007, the profit and loss accounts were also
consolidated.

*6 For fiscal 2005, the year ended March 31, 2006, the full-year
dividend of ¥50 per share consisted of an ordinary dividend of ¥40
per share and a special dividend of ¥10 per share to commemo-
rate the Company’s 100 year anniversary.

*7 An extraordinary profit of ¥2,832 million was recorded as a gain on
sales of property, plant and equipment on the sale of former
factory sites. However, an extraordinary loss of ¥2,091 million was
registered following an asset-impairment loss equivalent to the
loss in market value of goodwill, investments and other assets due
to a significant fall in the market value of shares in Kimmon and an
extraordinary loss of ¥1,017 million was recorded as an impairment
loss on Kimmon operational-use property, plant and equipment.
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Eleven-Year Financial Summary i
Millions of yen except per share data le)
1997 1998 1999 2000+ 2001 2002+ 2003 2004+ 2005 2006* 2007+ 3
For the year:
Net sales ¥ 198,932 ¥178,896 ¥169,634 ¥177,940 ¥167,164 ¥167,969 ¥169,951 ¥180,763 ¥188,321 ¥234,572 ¥248,551
Operating income 12,733 7,458 7,198 11,694 4,527 3,275 6,820 9,353 13,515 17,314 20,484
Income before income taxes and minority interests (loss) 10,102 6,848 6,332 (9,576) 4,345 11,235 6,493 5,769 15,650 17,856 19,540
Net income (loss) 5,020 2,520 3,413 (5,918) 2,121 5,308 3,241 3,709 9,795 10,646 10,709
Depreciation and amortization 2,813 2,951 2,810 2,655 2,809 2,655 2,346 2,291 2,352 3,891 4,387
R&D expenses 9,835 9,447 7,482 8,674 8,770 8,881 8,099 8,170 8,360 8,776 9,844
Capital expenditures 3,624 2,869 2,350 3,552 2,255 2,065 2,065 2,460 6,790 5,273 4,488
Return on equity (ROE) % 4.6% 2.3% 3.0% (5.5)% 2.1% 5.6% 3.5% 3.8% 9.3% 9.3% 9.0%
At year-end:
Total assets ¥ 196,456 ¥181,654 ¥179,054 ¥186,302 ¥180,958 ¥162,919 ¥165,264 ¥172,586 ¥217,882 ¥230,679 ¥228,844
Total equity 110,995 112,353 114,603 99,495 98,886 91,780 95,530 99,848 110,859 118,967 121,721
Per share data (yen):
Net income (loss) ¥ 5363 ¥ 2693 ¥ 3647 ¥ (64.74) ¥ 25.09 ¥ 68.65 ¥ 4351 ¥ 4988 ¥ 132.52 ¥ 144.71 ¥ 145.63
Cash dividends 12.00 12.00 12.00 12.00 12.00 12.00 14.00 23.00 50.00 50.00 60.00
Total equity 1,1185.81 1,200.32 1,224.36 1,176.54 1,169.39 1,247.07 1,297.95 1,356.65 1,506.25 1,602.33 1,641.73
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Financial Review

Consolidated Results

Net Sales

In fiscal 2007, ended March 31, 2008, the Building Automation
and Advanced Automation businesses both recorded strong
sales, and for the first time each surpassed the ¥100 billion
mark. As a result, total net sales grew ¥13,978 million year on
year, or 6.0%, to ¥248,551 million, and the Group recorded
increased sales for the sixth consecutive fiscal year.

Building Automation Business
The Building Automation business achieved major increases
in both sales and profits. Sales increased ¥11,539 million
year on year, or 13.0%, to ¥100,517 million, and operating
income grew ¥3,292 million, or 38.9%, to ¥11,752 million.
Sales in Yamatake's market for new buildings continued
to grow, primarily due to investment in construction con-
tinuing to expand for redevelopment projects centered in
the Tokyo metropolitan area and also in the manufacturing
industry. Moreover, Yamatake achieved significant sales
growth in both existing buildings and services, including
its ESCO (Energy Service Company) business. This can be
explained by a new emphasis on measures and regulations
aimed at meeting Japan's commitment to reduce carbon
dioxide emissions, as laid down in the Kyoto Protocol, as
well as by heightened corporate concerns about conserving
energy. Furthermore, in the security (room access control)
business, sales have grown significantly as a result of
increased demand among customers, particularly financial
institutions. Yamatake's international business has been
affected by manufacturers’ reassessing their production
bases in China and in the Southeast Asian region, and by
the resulting postponement of investment. In particular, the
slowdown in projects for Japanese-owned factories in China
has led to a small drop in revenue.

Advanced Automation Business
Sales in the Advanced Automation business increased ¥5,696
million year on year, or 5.7%, to ¥105,446 million, while operat-
ing income decreased ¥143 million, or 1.6%, to ¥8,925 million,
due to factors including the rising costs of raw materials.
Despite the increasing uncertainty regarding domestic capi-
tal investment, customer needs for safety, stable operations,
energy savings and advanced control remain as strong as
ever. Yamatake was able to increase sales in each of these
fields by providing a range of solutions for its customer needs,
via its unique, high-value-added products and applications. In
its international business, Yamatake's overseas sales subsidiar-
ies and affiliates recorded solid growth, particularly in Asia.
Also, the results of Royal Control Co., Ltd., which became a
consolidated subsidiary in the second half of fiscal 2006, con-
tributed to the overall increase in sales.

Life Automation Business

Life Automation business sales declined ¥348 million, or 0.9%,
to ¥36,457 million, while an operating loss of ¥286 million was
recorded, a year-on-year improvement of ¥238 million. In the
Life Automation business, Kimmon Manufacturing Co., Ltd.
has been facing a difficult business environment as a result of
such factors as the steep rise in the cost of raw materials and
a drop in sales prices. Responding to these conditions,
increased cooperation within the Group has facilitated imple-
mentation of the “Kimmon-Yamatake Jump-Up Plan”, which
aims to strengthen the company’s business structure and
improve profitability.

In the city gas equipment business, demand declined
during the fiscal year due to an extension in the length of the
period required between mandatory equipment testing.
Despite this, efforts have been made to strengthen sales, for
example by working with the Advanced Automation business
to expand the product lineup. Also, the LP gas equipment
business is entering a period of increased demand and sales
opportunities have been actively pursued.
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— — Operating Income to Net Sales (right scale)

In the emergency dispatch service and care service fields,
Yamatake has striven to improve operational efficiency. It has
also made some progress in expanding the business field,
such as offering a service for the prevention of lifestyle-related
diseases.

Other Businesses

Sales of Other businesses declined ¥2,712 million year on
year, or 24.4%, to ¥8,411 million, and operating income fell
76.5%, to ¥83 million.

Operating Income

Higher sales led to an increase in cost of sales of ¥8,812 mil-
lion year on year, or 5.9%, to ¥158,605 million. Despite the ris-
ing costs of raw materials, cost-reduction efforts resulted in
the cost of sales ratio falling 0.1 percentage point, to 63.8%,
while gross profit rose ¥5,166 million, or 6.1%, to ¥89,946 mil-
lion. Selling, general and administrative expenses increased
¥1,996 million, or 3.0%, to ¥69,462 million.

In spite of the above factors, operating income climbed
¥3,171 million, or 18.3%, to ¥20,484 million. Not only was this
the fifth consecutive fiscal year of increased earnings, it was
also the first time the Group has surpassed ¥20 billion for
operating income.

Net Income
Other (Expenses) Income
In the year under review, other expenses of ¥944 million were
charged whereas other income of ¥542 million was recorded
in the previous year. Although gain on sales of property, plant
and equipment-net amounted to ¥2,384 million, loss on
impairment of long-lived assets of ¥3,108 million was recorded
in the year under review.

As a result, income before income taxes and minority
interests climbed ¥1,685 million, or 9.4%, to ¥19,540 million.

Income Taxes
Total income taxes increased ¥1,519 million, or 21.7%, to
¥8,518 million.

The actual effective tax rate on income before income taxes
and minority interests was 43.6%, an increase of 4.4 percent-
age points from the previous fiscal year, while minority
interests in net income climbed ¥102 million, or 48.3%, to
¥313 million. As a consequence, net income increased ¥63
million year on year, or 0.6%, to ¥10,709 million, the fourth
consecutive fiscal year of increased earnings has been
recorded.

Financial Position

Assets

Total assets at March 31, 2008, were down ¥1,835 million year
on year, or 0.8%, to ¥228,844 million. This was principally
because an increase in current assets of ¥9,861 million, or
6.2%, to ¥169,582 million, was exceeded by a decrease in
property, plant and equipment of ¥11,697 million, or 16.5%,
to ¥59,262 million. The major changes were as follows.

Current Assets
Cash and cash equivalents: Increased ¥14,066 million due
to an increase in cash from operating activities and
because the fiscal year-end fell on a holiday for financial
institutions in fiscal 2006, in contrast to fiscal 2007 when it
fell on a weekday.
Notes and accounts receivable-trade: Decreased ¥3,657
million, as in fiscal 2006 the balance of notes and
accounts receivable increased as the fiscal year-end fell
on a holiday for financial institutions, while in fiscal 2007
the year-end fell on a weekday.
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Property, Plant and Equipment, Investment

and Other Assets
Buildings and structures: Decreased ¥682 million, as a result
of the sale of former factory sites.
Gooduwill: Decreased ¥1,211 million, due to the amortiza-
tion of goodwill and the recording of an impairment loss
stemming from a fall in the market value of Kimmon
Manufacturing Co., Ltd.
Investment securities: Decreased ¥7,739 million, because of
a fall in the market value of stock holdings.

Liabilities

Total liabilities at March 31, 2008, decreased ¥4,590 million
year on year, or 4.1%, to ¥107,123 million, as although total
current liabilities increased ¥96 million, or 0.1%, to ¥87,064
million, total long-term liabilities decreased ¥4,685 million, or
18.9%, to ¥20,059 million. The major changes were as follows.

Long-Term Liabilities
Long-term debt: Decreased ¥2,046 million, due to
repayments.
Liabilities for retirement benefits: Decreased ¥1,867 million,
due to the discontinuance of lump-sum retirement payments.

Total Equity

Total equity on March 31, 2008, the end of fiscal 2007, had
increased ¥2,754 million year on year, or 2.3%, to ¥121,721
million.

A year-on-year comparison of asset performance indicators
(simple average at beginning and end of the year) is as
follows.

 Receivables/sales (days): decreased 3 days to 128 days.

e Inventories/cost of sales (days): decreased 1 day to 55

days.

e Asset turnover (times): increased 0.03 times to 1.08 times.

e The ratio of equity to total assets: increased 1.6 percent-

age points to 53.2%.

Per Share Data
Net income per share increased ¥0.92 year on year to ¥145.63,
and net assets per share rose ¥39.4 to ¥1,641.73.

Cash Flows

Cash and cash equivalents (subsequently, net cash) on March
31, 2008, the end of fiscal 2007, increased ¥14,066 million year
on year, or 40.0%, to ¥49,256 million. The primary reason was
an increase in net cash provided by operating activities.

Net cash provided by operating activities increased ¥13,563
million year on year, or 180.3%, to ¥21,086 million, primarily
due to an increase in income before income taxes and minor-
ity interests and a decrease in notes and accounts receivable.

Net cash used in investing activities decreased ¥1,863 mil-
lion year on year, or 75.3%, to ¥612 million, mainly because
proceeds from sales of property, plant and equipment of
¥3,244 million and redemption of investment securities of
¥1,550 exceeded purchase of property, plant and equipment
of ¥4,507 million.
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Net cash used in financing activities increased ¥85 million,
or 1.3%, to ¥6,433 million. The primary reason was an increase
in payment of long-term debt and dividends paid.

Outlook for Fiscal 2008

For fiscal 2008, ending March 31, 2009, we forecast year-on-
year increases of ¥4,400 million in net sales, or 1.8%, to
¥253,000 million; ¥600 million in operating income, or 3.0%, to
¥21,100 million; and ¥1,400 million in net income, or 13.9%, to
¥12,200 million.

Building Automation Business

Despite a fall in new building projects within the Tokyo
metropolitan area, large-scale production facility projects are
planned, and it is thus expected that the Building Automation
business will continue to operate in high gear. In the markets
for existing buildings and maintenance services, because of
the new focus on meeting Japan's commitment to reduce car-
bon dioxide emissions, as laid down in the Kyoto Protocol,
government regulations will be tightened; it is also expected
that there will be heightened demand for energy-saving
upgrades to facilities. Overseas, local business infrastructure
development will be encouraged. By maintaining operating
systems appropriate to each business environment and
steadily converting business opportunities into improved per-
formance, we are forecasting year-on-year increases in net
sales of ¥2,400 million, or 2.5%, to ¥103,000 million, and in
operating income of ¥900 million, or 8.1%, to ¥12,700 million.

Advanced Automation Business

Uncertainty in the domestic market environment will increase,
and generally speaking it is predicted Yamatake will be faced
with an extremely difficult business climate. Even so,
Yamatake will enhance its sales structure to propose solutions
that combine its original technologies, products and services
for customers involved with equipment for manufacturing flat
panel displays and high-function materials. Furthermore,
investment is expected to continue among customers seeking
to secure safety, stable operations in existing factories and
plants, and Yamatake will similarly enhance its ability to pro-
pose solutions and services to meet this need. Overseas in
the Asian region, where economic conditions are expected to
remain favorable, Yamatake will make progress with develop-
ing the business infrastructure for sales, etc.—especially in
China, Korea and Southeast Asia. At the same time, overseas
subsidiaries and affiliates will be encouraged to expand their
business by offering solutions to issues facing their customers.
Taking into account the business climate and proposed mea-
sures outlined above, in the Advanced Automation business
we forecast increases in net sales of ¥500 million year on year,
or 0.5%, to ¥106,000 million, and decrease in operating
income of ¥700 million, or 8.1%, to ¥8,200 million.

Life Automation Business

Yamatake is aiming to improve the profitability of Kimmon in
particular, but also in other business fields and to look for
opportunities to expand in peripheral business fields. For
Kimmon, a recovery is expected in demand for city gas
meters, following that for LP gas meters. Further improve-
ments will come from management integration following
Yamatake's conversion of Kimmon into a wholly owned sub-
sidiary, as in enhanced profitability, business field expansion,
and infrastructure development. Achieving these improve-
ments surely and speedily is expected to lead to increased
sales and profits. As regards the emergency dispatch and
nursing care services, in response to the Health Insurance Law
revisions and moves to reform Japan’s health service,
Yamatake will seek to expand the scope of its business. Based
on these measures, we forecast year-on-year increases in net
sales of ¥1,200 million, or 3.4%, to ¥37,700 million, and in
operating income of ¥50 million.

Risk Management

The following are some of the risks that could affect the
Group's business results and financial position. Forward-look-
ing statements are based on the Group’s judgments at the
end of fiscal 2007, ended March 31, 2008.

1 Effect of a Major Economic Downturn

Structural factors make the Building Automation and
Advanced Automation businesses susceptible to fluctuations
in the Japanese economy. There is a risk of major fluctuation
in market demand, and therefore the Group’s business results
could be affected by unforeseen fluctuations.

2 Effect of Changes in Operating Environments of
Overseas Business
The Group conducts business mainly in Asia through 21 local
companies overseas. In the rapidly growing Chinese market,
the Group manufacturers and sells products, carries out
instrumentation work and conducts other business locally
through 10 subsidiaries and affiliates. The Group has estab-
lished manufacturing bases in Dalian and Shenzhen, where
products are manufactured for the Japanese market. While
the Group will continue to expand its business overseas,
unexpected changes in the political climate, currency fluctua-
tions, legal and other reforms, natural disasters, terrorism,
strikes and other developments in countries where it
has advanced could affect the Group's business results and
financial position.

3 Effect of Defects in Products, Systems or Services

The Group's products, systems and services are used for vital
measurement and control systems related to safety and
quality in a variety of plants and buildings. The Group has
established a committee to oversee quality assurance and,
through sharing and visualization of quality information, has a
rigorous quality control system. Furthermore, the Group has
taken out insurance policies, giving due consideration to
damages for product liability. However, an incident caused by
defects in the Group's products, systems or services could

result in substantial costs and severely damage the Group's
credibility with customers. This in turn could have an adverse
impact on the Group's operations, business results and
financial position.

4 Effect of Earthquakes on Production Bases

The Group has taken various preemptive actions to mitigate
the effects of earthquakes, including shifting production bases
overseas, mainly to China; reinforcing buildings and other
structures to minimize damage; establishing a business con-
tinuation plan to quickly return operations to normal; and
taking out earthquake insurance. However, in the Building
Automation and Advanced Automation businesses, four of
the Group’s five domestic production bases, including manu-
facturing subsidiaries, are concentrated in Kanagawa
Prefecture. As a result, depending on its magnitude, an earth-
quake in the Tokyo metropolitan area could disrupt produc-
tion for a certain period of time.

Seasonality

The Group’s sales tend to be focused in the end of the first
half of the fiscal year and the fiscal-year end. The highly sea-
sonal nature of Yamatake's sales is due to the peculiarities of
key industries, including building construction and materials
industries, and this seasonal nature is particularly evident

in the concentration of sales at the fiscal-year end.

Basic Policies Concerning the Control of the Company
Yamatake Corporation, at a Board of Directors meeting
held May 9, 2008, resolved on “basic policy relating to
persons responsible for the control of the Company’s
financial and business decisions and on special measures
to realize these policies.” These special measures are
intended to increase enterprise value by steadily imple-
menting management plans and effectively utilizing
management assets. In addition, one part of these
special measures defines rules for large-scale share
purchases (defined as a purchase of more than 20% of
shares without the agreement of the Yamatake Board of
Directors). Rules for large-scale purchases ensure the
purchasing party provides necessary and sufficient infor-
mation in a timely manner, to enable shareholders to
decide if the purchase will be in their common interests.
The purchasing party must comply with the prescribed
purchase procedures, and these rules do not set any con-
crete defensive measures for takeover, such as the allot-
ment of new shares or the issuance of share warrants.
Please refer to the Company’s home page, “Investor
relations,” for further details.
(http://jp.yamatake.com/ir/kabu/index.html)
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Consolidated Balance Sheets

Yamatake Corporation and Consolidated Subsidiaries
March 31, 2008 and 2007

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2008 2007 2008
ASSETS
Current Assets:
Cash and cash equivalents (Note 6) ¥ 49,256 ¥ 35,191 $ 492,562
Notes and accounts receivable:
Trade 85,526 89,184 855,265
Other 845 1,118 8,447
Allowance for doubtful receivables (394) (356) (3,942)
Inventories (Note 4) 23,432 24,703 234,316
Deferred tax assets (Note 9) 5,692 5,716 56,921
Prepaid expenses and other current assets 5,225 4,165 52,252
Total current assets 169,582 159,721 1,695,821
Property, Plant and Equipment:
Land (Notes 5 and 6) 6,474 6,548 64,737
Buildings and structures (Notes 5 and 6) 36,855 37,537 368,548
Machinery and equipment (Note 5) 17,304 17,292 173,042
Furniture and fixtures (Note 5) 19,486 19,407 194,873
Construction in progress 881 387 8,805
Total 81,000 81,171 810,005
Accumulated depreciation (51,655) (50,494) (516,551)
Net property, plant and equipment 29,345 30,677 293,454
Investment and Other Assets:
Investment securities (Notes 3 and 6) 16,250 23,989 162,500
Investments in and advances to unconsolidated
subsidiaries and associated companies 713 577 7122
Goodwill (Note 5) 3,023 4,234 30,232
Deferred tax assets (Note 9) 659 244 6,588
Other assets (Note 5) 9,272 11,237 92,723
Total investment and other assets 29,917 40,281 299,165
Total ¥228,844 ¥230,679 $2,288,440

See notes to consolidated financial statements.
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Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2008 2007 2008
LIABILITIES AND EQUITY
Current Liabilities:
Short-term borrowings (Note 6) ¥ 12,354 ¥ 12,069 $ 123,535
Current portion of long-term debt (Note 6) 2,089 2,209 20,893
Notes and accounts payable:
Trade 42,131 42,200 421,305
Other 2,625 3,490 26,250
Income taxes payable 5,764 4,939 57,639
Accrued bonuses 9,030 8,842 90,304
Other accrued expenses and current liabilities 13,071 13,218 130,708
Total current liabilities 87,064 86,967 870,634
Long-Term Liabilities:
Long-term debt (Note 6) 4,527 6,573 45,270
Liabilities for retirement benefits (Note 7) 14,181 16,048 141,808
Deferred tax liabilities (Note 9) 1,073 1,954 10,730
Other long-term liabilities 278 170 2,787
Total long-term liabilities 20,059 24,745 200,595
Commitments and Contingent Liabilities (Notes 11, 12 and 13)
Equity (Notes 8 and 14.b):
Common stock—authorized, 279,710,000 shares;
issued, 73,576,256 shares 10,523 10,523 105,227
Capital surplus 12,648 12,648 126,477
Retained earnings 93,688 87,025 936,883
Unrealized gain on available-for-sale securities 3,858 7,477 38,578
Deferred gain (loss) on derivatives under hedge accounting 1 O] 9
Foreign currency translation adjustments 317 218 3,172
Treasury stock—at cost, 258,935 shares in 2008 and 8,463 shares in 2007 (668) (10) (6,677)
Total 120,367 117,880 1,203,669
Minority interests 1,354 1,087 13,542
Total equity 121,721 118,967 1,217,211
Total ¥228,844 ¥230,679 $2,288,440
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Consolidated Statements of Income Consolidated Statements of Changes in Equity

Yamatake Corporation and Consolidated Subsidiaries Yamatake Corporation and Consolidated Subsidiaries
Years Ended March 31, 2008 and 2007 Years Ended March 31, 2008 and 2007
Thousands of Thousands Millions of Yen
U.S. Dollars Deferred
Millions of Yen (Note 1) Outstanding Unrealized Gain @
Number of Gain on (Loss) on Foreign m
2008 2007 2008 Shares of Available-  Derivatives Currency g
Common Common Capital Retained for-Sale under Hedge ~ Translation ~ Treasury Minority Total —
Net Sales ¥248,551 ¥234,572 $2,485,509 Stock Stock Surplus Earnings Securities  Accounting  Adjustments Stock Total Interests Equity py
>
Cost of Sales (Note 7 and 11) 158,605 149,792 1,586,048 Balance, April 1, 2006 73569 ¥10,523 ¥12,648 ¥80,472  ¥7,164 Y0 ¥ (8 ¥110859 ¥110,859 =
Gross profit 89,946 84,780 899,461 Reclassified balance as of 0
Selling, General and Administrative Expenses March 31, 2006 (Note 2.i) ¥ 682 682
(Notes 7, 10 and 11) 69,462 67,466 694,617 Net income 10,646 10,646 10,646
Operating income 20,484 17,314 204,844 Cash dividends, ¥50 per share (4,046) (4,046) (4,046) @
Bonuses to directors (47) (47) (47) §
Other Income (Expenses): I
P : Purchase of treasury stock (1) @) ) @ o
. 0
Interest income 240 122 2,399 Net change in the year 313 ¥() 158 470 405 875 5
Dividend income 326 288 3,260 Balance, March 31, 2007 73568 10523 12,648 87,025 7477 (218 (100 117,880 1087 118967 i
Interest expense (278) (210) (2,785) Net income 10,709 10,709 10,709
Foreign currency exchange (loss) gain (280) 132 (2,799) Cash dividends, ¥55 per share (4,046) 4,046) (4,046)
Gain (loss) on sales of property, plant and equipment—net 2,384 (243) 23,845 Purchass of messurysiock 251) (658) (658) (658)
Gain on sales of investment securities—net 276 76 2,761 Simmosel of sy s "
o
L i i t of long-lived ts (Notes 2. d5 3,108 31,077 . 8]
oss on impairment of long-lived assets (Notes 2.g and 5) (3.108) ( ) Net change in the year 3,619) 2 99 (3518 267 (3,251) 5
Others—net (504) 377 (5.044) Balance, March 31, 2008 73317 ¥10523 ¥12,648 ¥93688  ¥3.858 ¥1  ¥317 ¥(668) ¥120367 ¥1,354 ¥121,721 =
Other (expenses) income—net (944) 542 (9,440) §
Income Before Income Taxes and Minority Interests 19,540 17,856 195,404 r— Thousands of U.S. Dollars (Note 1) -
Income Taxes (Note 9): Unrea‘lized Gain )
Gain on (Loss) on Foreign
Current 7,360 5,971 73,604 Available-  Derivatives Currency
Common Capital Retained for-Sale under Hedge ~ Translation  Treasury Minority Total m
Deferred 1,158 1,028 11,575 Stock Surplus Earnings Securities  Accounting  Adjustments Stock Total Interests Equity é
Total income taxes 8,518 6,999 85,179 Balance, March 31, 2007 $105,227 $126,476 $870,252  $74,779 $(14)  $2,181 $ (102) $1,178,799 $10,869 $1,189,668 §
Net income 107,093 107,093 107,093 i
Minority Interests in Net Income (313) 211) (3,132) Cash dividends, $0.55 per share (40,462) (40,462) (40,462) E
Net Income ¥ 10,709 ¥ 10,646 $ 107,093 Purchase of treasury stock (6,576) (6,576) (6,576) %
o
Disposal of treasury stock 1 1 2 2 z
U.S. Doll X
Ve (Note 1 Net change in the year (36,201) 23 991 (35187) 2,673 (32514)
2008 2007 2008 Balance, March 31, 2008 $105,227 $126,477 $936,883 $38,578 $ 9 $3,172 $(6,677) $1,203,669 $13,542 $1,217,211
Per Share of Common Stock (Note 2.q): See notes to consolidated financial statements. =
>
Net income ¥145.63 ¥144.71 $1.46 =
. . >
Cash dividends applicable to the year 60.00 50.00 0.60 c
m
See notes to consolidated financial statements. 3
A
3
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Consolidated Statements of Cash Flows

Yamatake Corporation and Consolidated Subsidiaries
Years Ended March 31, 2008 and 2007

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2008 2007 2008
Operating Activities:
Income before income taxes and minority interests ¥19,540 ¥17,856 $195,404
Adjustments for:
Income taxes—paid (6,675) (5,596) (66,745)
Depreciation and amortization 5,037 4,580 50,373
Provision for (reversal of) doubtful receivables 204 (200) 2,040
Increase in accrued bonuses 188 653 1,875
(Gain) loss on sales of property, plant and equipment—net (2,384) 243 (23,845)
Gain on sales of investment securities—net (276) (76) (2,761)
Loss on impairment of long-lived assets 3,108 31,077
Decrease (increase) in notes and accounts receivable 3,730 (9,414) 37,305
Decrease (increase) in inventories 1,241 (3,120) 12,413
(Decrease) increase in notes and accounts payable (74) 2,245 (742)
Decrease in liabilities for retirement benefits (1,867) (681) (18,670)
Others—net (686) 1,034 (6,859)
Total adjustments 1,546 (10,332) 15,461
Net cash provided by operating activities 21,086 7,524 210,865
Investing Activities:
Proceeds from sales of property, plant and equipment 3,244 1,998 32,441
Purchase of property, plant and equipment (4,507) (5,335) (45,065)
Proceeds from sales of investment securities 366 225 3,665
Purchase of investment securities (52) (268) (516)
Proceeds from purchase of Royal Controls Co., Ltd., net of cash acquired 1,307
Proceeds from sales of beneficiary securities of trust 1,029 3,237 10,286
Purchase of beneficiary securities of trust (3,199)
Others—net (692) (440) (6,929)
Net cash used in investing activities 612) (2,475) (6,118)
Financing Activities:
Net increase in short-term borrowings 336 46 3,357
Proceeds from long-term debt 100 1,000
Repayment of long-term debt (2,157) (2,332) (21,571)
Purchase of treasury stock (658) 2 (6,576)
Dividends paid (4,044) (4,044) (40,438)
Others—net (10) (16) (101)
Net cash used in financing activities (6,433) (6,348) (64,329)
Foreign Currency Translation Adjustments
on Cash and Cash Equivalents 24 187 238
Net Increase (Decrease) In Cash and Cash Equivalents 14,065 (1,112) 140,656
Cash and Cash Equivalents, Beginning of Year 35,191 36,303 351,906
Cash and Cash Equivalents, End of Year ¥49,256 ¥35,191 $492,562
Noncash Investing Activities:
Increase in assets and liabilities, cash paid for the capital and
goodwill due to the purchase of Royal Controls Co., Ltd.:
Assets acquired ¥3,538
Liabilities assumed 3,296
Cash paid for the capital 215
Goodwill (27)

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Yamatake Corporation and Consolidated Subsidiaries
Years Ended March 31, 2008 and 2007

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL

STATEMENTS
The accompanying consolidated financial statements have been
prepared in accordance with the provisions set forth in the Japanese
Financial Instruments and Exchange Law (formerly, the Japanese
Securities and Exchange Law) and its related accounting regulations,
and in conformity with accounting principles generally accepted in
Japan (“Japanese GAAP"), which are different in certain respects as
to application and disclosure requirements of International Financial
Reporting Standards.

In preparing these consolidated financial statements, certain reclas-
sifications and rearrangements have been made to the consolidated
financial statements issued domestically in order to present them in a
form which is more familiar to readers outside Japan. In addition, cer-
tain reclassifications have been made in the 2007 consolidated
financial statements to conform to the classifications used in 2008.

The consolidated financial statements are stated in Japanese yen,
the currency of the country in which Yamatake Corporation
("Yamatake") is incorporated and operates. The translation of
Japanese 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 ¥100 to $1, the approximate rate of exchange as of
March 31, 2008. Such translation should not be construed as repre-
sentation that the Japanese yen amounts could be converted into

U.S. dollars at that or any other rate.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation—The consolidated financial statements as of
March 31, 2008 and 2007, include the accounts of Yamatake and its
36 significant subsidiaries (together, “Yamatake Group”).

Under the control or influence concept, those companies in which
Yamatake, directly or indirectly, is able to exercise control over oper-
ations are fully consolidated.

Investments in unconsolidated subsidiaries and associated com-
panies are stated at cost. If the equity method of accounting had
been applied to the investments in these companies, the effect on
the accompanying consolidated financial statements would not be
material.

Goodwill represents the excess of the cost of an acquisition over
the fair value of the net assets of the acquired subsidiary and associ-
ated company at the date of acquisition. Goodwill on acquisition of
Kimmon Manufacturing Co., Ltd. (“Kimmon") has been amortized
over 7 years. Other goodwill is to be amortized on the straight-line
basis over 5 years with the exception of minor amounts which are
charged to income in the period of acquisitions.

All significant intercompany balances and transactions have been
eliminated in consolidation. All material unrealized profit included in
assets resulting from transactions within Yamatake Group is also

eliminated.

b. Cash Equivalents—Cash equivalents are short-term investments
that are readily convertible into cash and that are exposed to insig-
nificant risk of changes in value.

Cash equivalents include time deposits, certificate of deposits,
beneficiary securities of trust under resale agreements and commer-
cial paper, all of which mature or become due within three months

of the date of acquisition.

c. Inventories—Inventories, other than raw materials, are principally
stated at cost on the specific identification basis. Raw materials are
principally stated at cost determined by the moving-average

method.

d. Allowance for Doubtful Receivables—The allowance for doubtful
receivables is stated in amounts considered to be appropriate based
on Yamatake Group's past credit loss experience and an evaluation of

potential losses in the receivables outstanding.

e. Investment Securities—Investment securities are classified and
accounted for, depending on management’s intent, as follows: (1)
held-to-maturity debt securities, which are expected to be held to
maturity with the positive intent and ability to hold to maturity, are
reported at amortized cost, and (2) available-for-sale securities are
reported at fair value, with unrealized gains and losses, net of applica-
ble taxes in a separate component of equity.

Non-marketable available-for-sale securities are principally stated
at cost determined by the moving-average method. For other than
temporary declines in fair value, non-marketable available-for-sale

securities are reduced to net realizable value by a charge to income.

f. Property, Plant and Equipment—Property, plant and equipment
are stated at cost. Depreciation of Yamatake and domestic consoli-
dated subsidiaries is computed by the declining-balance method,
while the straight-line method is applied to buildings acquired after
April 1, 1998.
Depreciation of foreign consolidated subsidiaries is mainly com-

puted by the straight-line method. The range of useful lives is from 15
to 50 years for buildings and structures, from 4 to 12 years for machin-

ery and equipment, and from 2 to 6 years for furniture and fixtures.

g. Long-lived Assets—Yamatake Group reviews its long-lived assets
for impairment whenever events or changes in circumstances indicate
the carrying amount of an asset or asset group may not be recover-
able. An impairment loss would be recognized if the carrying amount
of an asset or asset group exceeds the sum of the undiscounted
future cash flows expected to result from the continued use and the
eventual disposition of the asset or asset group. The impairment loss
would be measured as the amount by which the carrying amount of
the asset exceeds its recoverable amount, which is the higher of the
discounted cash flows from the continued use and the eventual dis-

position of the asset or the net selling price at disposition.

h. Retirement and Pension Plans—Yamatake has a non-contributory
funded pension plan and a defined contribution pension plan cover-
ing substantially all of its employees.

Most of the consolidated subsidiaries have non-contributory
funded pension plans and unfunded retirement benefit plans.

The liability for employees’ retirement benefits is provided at the
amount based on the projected benefit obligation and plan assets
at the balance sheet date.

Retirement benefits to directors and corporate auditors are pro-
vided at the amount which would be required if all directors and

corporate auditors retired at each balance sheet date.
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i. Presentation of Equity—On December 9, 2005, the Accounting
Standards Board of Japan (the “ASBJ") published a new accounting
standard for presentation of equity. Under this accounting standard,
certain items which were previously presented as liabilities or assets,
as the case may be, are now presented as components of equity.
Such items include stock acquisition rights, minority interests, and
any deferred gain or loss on derivatives accounted for under hedge
accounting. This standard was effective for fiscal years ending on or
after May 1, 2006. The balances of such items as of March 31, 2006
were reclassified as separate components of equity as of April 1,

2006 in the consolidated statement of changes in equity

j. Research and Development Costs—Research and development

costs are charged to income as incurred.

k. Leases—All leases are accounted for as operating leases. Under
Japanese accounting standards for leases, finance leases that deem
to transfer ownership of the leased property to the lessee are to be
capitalized, while other finance leases are permitted to be accounted
for as operating lease transactions if certain “as if capitalized” infor-

mation is disclosed in the notes to the lessee’s financial statements.

|. Bonuses to Directors—Bonuses to directors are accrued at the
year end to which such bonuses are attributable. The balance of
such accrued bonuses as of March 31, 2008 and 2007 were ¥80 mil-
lion ($802 thousand) and ¥89 million, respectively

m. Income Taxes—The provision for income taxes is computed
based on the pretax income included in the consolidated statements
of income. The asset and liability approach is used to recognize
deferred tax assets and liabilities for the expected future tax conse-
quences of temporary differences between the carrying amounts and
the tax bases of assets and liabilities. Deferred taxes are measured
by applying currently enacted tax laws to the temporary differences

and tax loss carryforwards.

n. Foreign Currency Transactions—All short-term and long-term
monetary receivables and payables denominated in foreign currencies
are translated into Japanese yen at the exchange rates at the balance
sheet date. The foreign exchange gains and losses from the translation
are recognized in the consolidated statements of income to the extent

that they are not hedged by forward exchange contracts.

o. Foreign Currency Financial Statements—The balance sheet
accounts of the foreign consolidated subsidiaries are translated into
Japanese yen at the current exchange rate as of the balance sheet date
except for equity, which is translated at the historical rate. Differences
arising from such translation are shown as "“Foreign currency translation
adjustments” in a separate component of equity.

Revenue and expense accounts of foreign consolidated subsidiar-
ies were translated into yen at the average exchange rate in 2008
and the current exchange rate as of the balance sheet date in 2007,

respectively.

p. Derivatives Financial Instruments—Yamatake Group uses deriva-

tive financial instruments to manage its exposures to fluctuations in
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foreign exchange. Foreign exchange forward contracts are utilized
by Yamatake Group to reduce foreign currency exchange risks.
Yamatake Group does not enter into derivatives for trading or spec-
ulative purposes.

All derivatives are recognized as either assets or liabilities and
measured at fair value with gains or losses on derivative transactions
recognized in the consolidated statements of income. If derivatives
qualify for hedge accounting because of high correlation and effec-
tiveness between the hedging instruments and the hedged items,
the hedge accounting is applied.

Foreign exchange forward contracts are utilized to hedge foreign
exchange exposures for export sales and import purchases. Trade
receivables and payables denominated in foreign currencies are trans-
lated at the contracted rates if the forward contracts qualify for hedge
accounting. Forward contracts related to forecasted (or committed)
transactions are measured at the fair value but the unrealized gains/

losses are deferred until the underlying transactions are completed.

qg. Per Share Information—Net income per share is computed by
dividing net income available to shareholders of common stock by
the weighted-average number of shares of common stock outstand-
ing for the period, retroactively adjusted for stock splits. The
weighted-average number of shares of common stock used in the
computation was 73,538,092 shares for 2008 and 73,568,242 shares
for 2007.

Cash dividends per share presented in the accompanying consoli-
dated statements of income are dividends applicable to the respective
years including dividends to be paid after the end of the year.

Diluted net income per share is not disclosed because it is

anti-dilutive.

r. New Accounting Pronouncements
Measurement of Inventories—Under Japanese GAAP, inventories are
currently measured either by the cost method, or at the lower of
cost or market. On July 5, 2006, the ASBJ issued ASBJ Statement
No. 9, “Accounting Standard for Measurement of Inventories,”
which is effective for fiscal years beginning on or after April 1, 2008
with early adoption permitted. This standard requires that invento-
ries held for sale in the ordinary course of business be measured at
the lower of cost or net selling value, which is defined as the selling
price less additional estimated manufacturing costs and estimated
direct selling expenses. The replacement cost may be used in place
of the net selling value, if appropriate. The standard also requires
that inventories held for trading purposes be measured at the mar-
ket price.
Lease Accounting—On March 30, 2007, the ASBJ issued ASBJ
Statement No. 13, “Accounting Standard for Lease Transactions,”
which revised the existing accounting standard for lease transactions
issued on June 17, 1993. The revised accounting standard for lease
transactions is effective for fiscal years beginning on or after April 1,
2008 with early adoption permitted for fiscal years beginning on or
after April 1, 2007.

Under the existing accounting standard, finance leases that deem
to transfer ownership of the leased property to the lessee are to
be capitalized, however, other finance leases are permitted to be

accounted for as operating lease transactions if certain “as if

capitalized” information is disclosed in the note to the lessee’s
financial statements. The revised accounting standard requires that
all finance lease transactions shall be capitalized recognizing lease
assets and lease obligations in the balance sheet.
Unification of Accounting Policies Applied to Foreign Subsidiaries
for the Consolidated Financial Statements—Under Japanese GAAP,
a company currently can use the financial statements of foreign sub-
sidiaries which are prepared in accordance with generally accepted
accounting principles in their respective jurisdictions for its consoli-
dation process unless they are clearly unreasonable. On May 17,
2006, the ASBJ issued ASBJ Practical Issues Task Force (“PITF") No.
18, "Practical Solution on Unification of Accounting Policies Applied
to Foreign Subsidiaries for the Consolidated Financial Statements.”
The new PITF prescribes: (1) the accounting policies and procedures
applied to a parent company and its subsidiaries for similar transac-
tions and events under similar circumstances should in principle be
unified for the preparation of the consolidated financial statements,
(2) financial statements prepared by foreign subsidiaries in accor-
dance with either International Financial Reporting Standards or the
generally accepted accounting principles in the United States tenta-
tively may be used for the consolidation process, (3) however, the
following items should be adjusted in the consolidation process so
that net income is accounted for in accordance with Japanese
GAAP unless they are not material;
(1) Amortization of goodwill
(2) Actuarial gains and losses of defined benefit plans recognized
outside profit or loss
(3) Capitalization of intangible assets arising from development
phases
(4) Fair value measurement of investment properties, and the revalu-
ation model for property, plant and equipment, and intangible
assets
(5) Retrospective application when accounting policies are changed

(6) Accounting for net income attributable to a minority interest

The new task force is effective for fiscal years beginning on or

after April 1, 2008 with early adoption permitted.

Construction Contracts—Under the current Japanese GAAP, either
the completed-contract method or the percentage-of-completion
method is permitted to account for construction contracts. On
December 27, 2007, the ASBJ published a new accounting standard
for construction contracts. Under this accounting standard, the con-
struction revenue and construction costs should be recognized by
the percentage-of-completion method, if the outcome of a con-
struction-contract can be estimated reliably. When total construction
revenue, total construction costs and the stage of completion of the
contract at the balance sheet date can be reliably measured, the
outcome of a construction contract can be estimated reliably. If the
outcome of a construction contract cannot be reliably estimated, the
completed-contract method shall be applied. When it is probable
that total construction costs will exceed total construction revenue,
an estimated loss on the contract should be immediately recognized
by providing for loss on construction contracts. This standard is
applicable to construction contracts and software development con-
tracts and effective for fiscal years beginning on or after April 1,
2009 with early adoption permitted for fiscal years beginning on or
before March 31, 2009 but after December 27, 2007.

3. INVESTMENT SECURITIES
Investment securities as of March 31, 2008 and 2007, consisted of
the following:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008

Non-current:
Marketable equity securities ¥16,124 ¥22,266 $161,240
Trust fund investments and other 126 1,723 1,260

Total ¥16,250 ¥23,989 $162,500

The carrying amounts and aggregate fair values of investment securities whose fair value is readily determinable as of March 31, 2008 and

2007, were as follows:

Thousands of

Millions of Yen U.S. Dollars
2008 2007 2008
Unrealized  Unrealized Unrealized  Unrealized Unrealized  Unrealized
Cost Gains Losses  Fair Value Cost Gains Losses  Fair Value Cost Gains Losses  Fair Value
Securities classified
as available-for-sale:
Equity securities ¥6,118 ¥8,650 ¥108 ¥14,660 ¥6,146 ¥14,623 ¥35 ¥20,734 $61,183 $86,501 $1,083 $146,601
Trust fund investments
and other 78 8 70 636 4 640 776 77 699

The carrying amounts of investment securities whose fair value is not

readily determinable as of March 31, 2008 and 2007, were as follows:

Carrying Amount

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008
Securities classified as
available-for-sale:
Equity securities ¥1,464  ¥1532  $14,639
Trust fund investments and other 56 1,083 561

Proceeds from sales of available-for-sale investment securities for
the years ended March 31, 2008 and 2007 were ¥366 million ($3,665
thousand) and ¥225 million, respectively. Net realized gains on these
sales, computed on the moving average cost basis, were ¥276 mil-
lion ($2,761 thousand) and ¥76 million for the years ended March 31,
2008 and 2007, respectively.
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4. INVENTORIES
Inventories as of March 31, 2008 and 2007, consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008
Merchandise ¥ 1,627 ¥ 2,201 $ 16,268
Finished products 2,942 2,475 29,418
Work in process 12,536 13,739 125,362
Raw materials 6,327 6,288 63,268
Total ¥23432 ¥24,703 $234,316

5. LONG-LIVED ASSETS

Yamatake Group reviewed its long-lived assets for impairment as of
March 31, 2008 and recognized an impairment loss of ¥3,108 million
($31,077 thousand) for goodwill and certain assets of Kimmon. The
carrying amount of the relevant property, plant and equipment was
written down to the net selling price, and the carrying amount of the
goodwill and other assets was written down to the recoverable
amount. No impairment loss was recognized in the year ended
March 31, 2007.

6. SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-term borrowings as of March 31, 2008 and 2007, mainly con-
sisted of notes to banks and bank overdrafts. The annual interest rates
applicable to the short-term bank loans ranged from 1.0% to 3.8% as
of March 31, 2008 and from 0.9% to 5.8% as of March 31, 2007.

Long-term debt as of March 31, 2008 and 2007, consisted of the
following:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008
Loans from banks and other
financial institutions, due serially to
2026 with interest rates ranging from
1.1% to 3.3% in 2008 and from
1.1% to 2.8% in 2007:
Collateralized ¥ 444 ¥ 509 $ 4,443
Unsecured 5,752 7,593 57,520
Bond due serially to 2011 with
interest rates ranging from
0.8% to 1.5% in 2008 and from
0.8% to 1.5% in 2007:
Collateralized 140 170 1,400
Unsecured 280 510 2,800
Total 6,616 8,782 66,163
Less current portion (2,089) (2,209)  (20,893)
Long-term debt, less current portion ¥4,527 ¥6,573  $45,270

As of March 31, 2008, Yamatake had an unused line of credit
amounting to ¥30,000 million ($300,000 thousand) of which ¥10,000
million ($100,000 thousand) related to the unused portion of com-
mitment lines with four banks and ¥20,000 million ($200,000

thousand) related to the medium term notes program.
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Annual maturities of long-term debt as of March 31, 2008, for the

next five years and thereafter were as follows:
Thousands of

Year Ending March 31 Millions of Yen  U.S. Dollars
2009 ¥2,089  $20,893
2010 2,378 23,782
2011 1,809 18,086
2012 97 974
2013 33 327
2014 and thereafter 210 2,101
Total ¥6,616  $66,163

The carrying amounts of assets pledged as collateral for the above

collateralized long-term debt as of March 31, 2008, were as follows:

Thousands of
Millions of Yen U.S. Dollars

Time deposit ¥ 135 $ 1,350
Land 40 400
Buildings and structures 178 1,778
Investment securities 1,553 15,530
Total ¥1,906  $19,058

As is customary in Japan, Yamatake Group maintains deposit bal-
ances with banks with which it has bank loans. Such deposit balances
are not legally or contractually restricted as to withdrawal.

General agreements with respective banks provide, as is customary
in Japan, that additional collateral must be provided under certain cir-
cumstances if requested by the lending banks and that certain banks
have the right to offset cash deposited with them against any bank
loan or obligation that becomes due and, in case of default and cer-
tain other specified events, against all other debt payable to the

banks. Yamatake Group has never received any of such requests.

7. RETIREMENT AND PENSION PLANS
Yamatake Group has retirement and pension plans for employees,
and retirement benefit plans for directors and corporate auditors.
Under most circumstances, employees terminating their employ-
ment are entitled to retirement benefits determined based on the rate
of pay at the time of termination, years of services and certain other
factors. Such retirement benefits are made in the form of lump-sum
severance payments from Yamatake Group and annuity payments from
a trustee. Employees are entitled to larger payments if the termination
is involuntary, by retirement at the mandatory retirement age or by
death, than the voluntary termination at certain specific ages prior to
the mandatory retirement age. The liability for retirement benefits for
directors and corporate auditors for the years ended March 31, 2008
and 2007, was ¥186 million ($1,863 thousand) and ¥174 million, respec-
tively. The retirement benefits for directors and corporate auditors are

paid subject to the approval of the shareholders.

The liability for employees’ retirement benefits as of March 31,
2008 and 2007, consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008
Projected benefit obligation ¥43,171 ¥46,457 $431,710
Fair value of plan assets (25,505) (27,838) (255,053)
Unrecognized prior service costs 2,869 2,841 28,687
Unrecognized actuarial loss (6,656) (5,698)  (66,560)
Prepaid pension expense 116 112 1,161
Net liability ¥13,995 ¥15874 $139,945

The components of net periodic benefit costs for the years ended
March 31, 2008 and 2007, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008
Service cost ¥ 726 ¥1,313  $ 7,258
Interest cost 807 860 8,070
Expected return on plan assets (821) (379) (8,213)
Amortization of prior service costs (224) (224) (2,241)
Recognized actuarial loss 507 694 5,067
Payment for defined contribution
pension plan and other 767 758 7,675
Net periodic benefit costs ¥1,762 ¥3,022 $17,616

Assumptions used for the years ended March 31, 2008 and 2007,

were set forth as follows:

2008 2007
Discount rate 2.0% 2.0%
Expected rate of return on plan assets 3.0%-3.5% 1.5%
Amortization period of prior service cost 10-15years  10-15years
Recognition period of actuarial gain/loss 10-15years  10-15 years

8. EQUITY

Since May 1, 2006, Japanese companies have been subject to the
Corporate Law of Japan (the “Corporate Law"), which reformed
and replaced the Commercial Code of Japan. The significant provi-
sions in the Corporate Law that affect financial and accounting

matters are summarized below:

a. Dividends

Under the Corporate Law, companies can pay dividends at any time
during the fiscal year in addition to the year-end dividend upon res-
olution at the shareholders meeting. For companies that meet
certain criteria such as; (1) having the Board of Directors, (2) having
independent auditors, (3) having the Board of Corporate Auditors,
and (4) the term of service of the directors is prescribed as one year
rather than two years of normal term by its articles of incorporation,
the Board of Directors may declare dividends (except for dividends
in kind) at any time during the fiscal year if the company has pre-
scribed so in its articles of incorporation. However, Yamatake cannot
do so because it does not meet all the above criteria. The
Corporate Law permits companies to distribute dividends-in-kind
(non-cash assets) to shareholders subject to a certain limitation and
additional requirements. Semiannual interim dividends may also be
paid once a year upon resolution by the Board of Directors if the
articles of incorporation of the company so stipulate.

The Corporate Law provides certain limitations on the amounts
available for dividends or the purchase of treasury stock. The limita-
tion is defined as the amount available for distribution to the
shareholders, but the amount of net assets after dividends must be

maintained at no less than ¥3 million.

b. Increases/Decreases and Transfer of Common Stock,

Reserve and Surplus
The Corporate Law requires that an amount equal to 10% of
dividends must be appropriated as a legal reserve (a component
of retained earnings) or as additional paid-in capital (a component

of capital surplus) depending on the equity account charged upon

the payment of such dividends until the total of aggregate amount
of legal reserve and additional paid-in capital equals 25% of the
common stock. Under the Corporate Law, the total amount of addi-
tional paid-in capital and legal reserve may be reversed without
limitation. The Corporate Law also provides that common stock,
legal reserve, additional paid-in capital, other capital surplus and
retained earnings can be transferred among the accounts under cer-

tain conditions upon resolution of the shareholders.

c. Treasury Stock and Treasury Stock Acquisition Rights

The Corporate Law also provides for companies to purchase trea-
sury stock and dispose of such treasury stock by resolution of the
Board of Directors. The amount of treasury stock purchased cannot
exceed the amount available for distribution to the shareholders
which is determined by specific formula. Under the Corporate Law,
stock acquisition rights, which were previously presented as a liabil-
ity, are now presented as a separate component of equity, if any.
The Corporate Law also provides that companies can purchase both
treasury stock acquisition rights and treasury stock. Such treasury
stock acquisition rights are presented as a separate component of

equity, if any, or deducted directly from stock acquisition rights.

9. INCOME TAXES
Yamatake and its domestic subsidiaries are subject to Japanese
national and local income taxes which, in the aggregate, resulted in
a normal effective statutory tax rate of approximately 40.4% for the
years ended March 31, 2008 and 2007.

The tax effects of significant temporary differences and tax loss
carryforwards which resulted in deferred tax assets and liabilities as
of March 31, 2008 and 2007, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008
Deferred tax assets:
Pension and severance costs ¥5,170 ¥6,441 $51,704
Accrued expenses 4,807 4,753 48,075
Depreciation 1,392 950 13,917
Loss on impairment of property,
plant and equipment 572 286 5,715
Allowance for doubtful receivables 290 274 2,903
Tax loss carryforwards 3,179 3,185 31,791
Others 1,570 2,720 15,700
Less valuation allowance (6,149) (7,012)  (61,491)
Total 10,831 11,597 108,314
Deferred tax liabilities:
Net unrealized gain on
available-for-sale securities 3,367 6,055 33,667
Special advanced depreciation 1,831 1,182 18,314
Others 355 354 3,554
Total 5,553 7,591 55,535
Net deferred tax assets ¥5,278 ¥4,006  $52,779
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A reconciliation between the normal effective statutory tax rate

and the actual effective tax rate reflected in the accompanying con-

solidated statements of income for the years ended March 31, 2008

and 2007, was as follows:

10. RESEARCH AND DEVELOPMENT COSTS

Research and development costs charged to income were ¥9,844
million ($98,440 thousand) and ¥8,776 million for the years ended
March 31, 2008 and 2007, respectively.

2008 2007
Normal effective statutory tax rate 404%  40.4%
Expenses not deductible for tax purposes 1.4 1.7
Tax benefits for qualified expenses (4.6) 4.2)
Valuation allowance increase 7.6
Others—net (1.2) 1.3

11. LEASES
(1) Financing Leases as a Lessee
Yamatake Group leases certain machinery, computer equipment,

office space and other assets as a lessee.

Actual effective tax rate

43.6%  39.2%

Total rental expenses under the above leases for the years ended

As of March 31, 2008, certain subsidiaries have tax loss carryfor-

wards aggregating approximately ¥9,770 million ($97,700 thousand)

which are available to be offset against taxable income of such sub-

sidiaries in future years. These tax loss carryforwards, if not utilized,

will expire as follows:

Year Ending March 31

Thousands of

Millions of Yen U.S. Dollars

March 31, 2008 and 2007, were ¥5,587 million ($55,866 thousand) and
¥5,161 million, respectively.

For the year ended March 31, 2008, Yamatake Group recorded an
impairment loss of ¥361 million ($3,608 thousand) on certain leased
property held under finance leases that do not transfer ownership and
an allowance for impairment loss on leased property, which is included

in long-term liabilities—other.

2010 ¥ 600 $ 6,000
2011 1,520 15,200
2012 130 1,300
2013 560 5,600
2014 4,680 46,800
2015 and thereafter 2,280 22,800
Total ¥9,770  $97,700

Pro forma information of leased property such as acquisition cost, accumulated depreciation, accumulated impairment loss, obligations

under finance leases, depreciation expense and other information of finance leases that do not transfer ownership of the leased property to

the lessee on an “as if capitalized” basis for the years ended March 31, 2008 and 2007, was as follows:

Millions of Yen

The minimum rental commitments under noncancelable operating
leases as of March 31, 2008 and 2007 were as follows:

Thousands of
Millions of Yen U.S. Dollars

2008 2007
Machinery Furniture Machinery Furniture
and and and and
Equipment Fixtures Software Total Equipment Fixtures Software Total
Acquisition cost ¥955 ¥1,911 ¥703 ¥3,569 ¥925 ¥2,212 ¥619 ¥3,756
Accumulated depreciation 467 1,202 298 1,967 361 1,468 206 2,035
Accumulated impairment loss 130 148 40 318
Net leased property ¥358 ¥ 561 ¥365 ¥1,284 ¥564 ¥ 744 ¥413 ¥1,721
Thousands of U.S. Dollars
2008
Machinery Furniture
and and
Equipment Fixtures Software Total
Acquisition cost $9,550 $19,113 $7,026 $35,689
Accumulated depreciation 4,674 12,024 2,976 19,674
Accumulated impairment loss 1,297 1,481 399 3,177
Net leased property $3,579 $ 5,608 $3,651 $12,838

Obligations under finance leases:

Thousands of

Millions of Yen U.S. Dollars

Depreciation expense and other information under finance leases:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008 2008 2007 2008

Due within one year ¥ 969 ¥1012 $ 9,686 Depreciation expense ¥680 ¥817  $6,798

Due after one year 8RS 3,195 53831117 Lease payments 842 821 8421
Total ¥4,300  ¥4,207  $43,003 Reversal of allowance for impairment

loss on leased property 140 1,396

The above obligations under finance leases include the imputed Impairment loss 361 3,608

interest portion.

Allowance for impairment loss on leased property of ¥221 million

($2,211 thousand) as of March 31, 2008 is not included in obligations

under finance leases.
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Depreciation expense, which is not reflected in the accompanying
consolidated statements of income, is computed mainly by the
declining-balance method at rates based on the period of those

financing leases with remaining value of 10% of total lease payment.

2008 2007 2008
Due within one year ¥ 752 ¥ 751 $ 7,516
Due after one year 1,081 1,829 10,814
Total ¥1,833 ¥2580 $18,330

(2) Financing Leases as a Lessor

Yamatake Group leases certain machinery and equipment as a lessor.

12. DERIVATIVES

Yamatake Group enters into foreign currency forward contracts to
hedge foreign exchange risk associated with trade receivables and
payable denominated in foreign currencies.

It is Yamatake Group's policy to use derivatives only for the pur-
pose of reducing market risks associated with assets and liabilities,
not to hold or issue derivatives for speculative or trading purposes.

Since all of Yamatake Group's foreign currency forward contracts
are related to qualified hedges of underlying business exposures,

market gain or loss risk in the derivative instruments is effectively off-

Pro forma information of leased property such as receivables under
the finance leases that do not transfer ownership of the leased prop-
erty to the lessee on an "as if capitalized" basis for the years ended
March 31, 2008 and 2007, was as follows:

Thousands of
Millions of Yen U.S. Dollars

2008 2007 2008

Receivables under finance leases:
Due within one year ¥ 305 ¥ 264 $ 3,046
Due after one year 2,137 1,820 21,370
Total ¥2,442 ¥2,084  $24,416

set by opposite movements in the value of the hedged assets or
liabilities.

Because the counterparties to these derivatives are limited to
major international financial institutions, Yamatake Group does not
anticipate any losses arising from credit risk.

Derivative transactions entered into by Yamatake Group have
been made in accordance with internal policies which regulate the
authorization and credit limit amounts.

The fair value of Yamatake Group's derivative financial instru-
ments as of March 31, 2008 and 2007, was as follows:

Thousands of

Millions of Yen U.S. Dollars
2008 2007 2008
Contract Fair Unrealized Contract Fair Unrealized Contract Fair Unrealized
Amount Value Gain Amount Value Gain Amount Value Gain
Exchange contract:
Sell Japanese yen ¥48 ¥48
Buy Japanese yen ¥15 ¥16 ¥ $153 $155 $2

13. COMMITMENT AND CONTINGENT LIABILITIES
As of March 31, 2008, Yamatake Group had the following contingent

liabilities:
Thousands of
Millions of Yen U.S. Dollars
Trade notes discounted ¥392 $3,918
Trade notes endorsed 87 869
Guarantees and similar items of loans 26 264

14. SUBSEQUENT EVENTS
a. Conversion of Kimmon to a Wholly Owned Subsidiary of

Yamatake through Share Exchange
Effective April 1, 2008, Yamatake made Kimmon, a 43% owned sub-
sidiary, into a wholly owned subsidiary of Yamatake by means of a
share exchange.
(1)Objectives

To establish the foundation of the Life Automation business, fur-
ther progress was required in terms of: combining and integrating
the resources of both companies under a unified governance;
improving the flexibility of management to respond quickly to the
changing business environment; and improving management effi-
ciency. To this end, Yamatake decided that the conversion of
Kimmon to a wholly owned subsidiary via the planned share
exchange agreement was in the best interests of both companies.
(2)Nature of business about Kimmon

Manufacture and sale of town gas meters, LPG meters, water
meters and related equipment.

(3)Method and content of share exchange

(a)Share Allocation Pertaining to Share Exchange

Yamatake Kimmon
(Parent Company) (Subsidiary)
Share-exchange ratio 1 0.045

Note:The share allocation shall be 0.045 shares of Yamatake common stock per 1
share of Kimmon common stock.

(b)Basis of Calculation of Share Allocation Pertaining to Share
Exchange

With reference to the results of the share-exchange ratio calculations

provided in the independent third-party valuations, and taking into

full consideration factors such as the financial condition of both com-

panies, financial projections and price trends in the Japanese stock

market, Yamatake and Kimmon decided the share-exchange ratio as

noted (3) (a) above.

(c) Number of New Shares to Be Issued

1,539,845 shares

(d)Acquisition Cost and Breakdown

Thousands of
Millions of Yen U.S. Dollars

Common stock of Yamatake ¥4,550  $45,502
Direct expenditure related to the acquisition 50 500
Total acquisition cost ¥4,600  $46,002

Note:The acquisition cost was calculated based on the share price as of the delivery
date of the shares.

b. Appropriation of Retained Earnings

The following appropriation of retained earnings as of March 31,
2008 was approved at the Yamatake's general shareholders meeting
held on June 27, 2008:

Thousands of
Millions of Yen U.S. Dollars

Year-end cash dividends, ¥30 ($0.30) per share ¥2,200  $21,995
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15. SEGMENT INFORMATION steel, pulp and paper, shipping and marine, semiconductors, b. Assets, Depreciation, Impairement Loss and Capital Expenditures
Millions of Y
Yamatake Group focuses on creating value through measurement electrical/electronic components, machine tools, automobiles, phar- : msozogg »
o
and control technologies. The operating segments reported below maceuticals, foods and beverages/packaging, furnace/oven/boiler Building Advanced Life Eliminations/ 3
. . . . o Automation Automation Automation Other Total Corporate Consolidated >
are the segments of Yamatake Group for which separate financial manufacturing and residential/commercial buildings. .
e ‘ o el A et - Assets ¥53,491 ¥74,570 ¥32,601 ¥5,063 ¥165,725 ¥63,119 ¥228,844 3
information is available and for which operating profit/loss amounts e litfe automation segment consists of various operating fields, Depreciation 999 2182 1154 52 4,387 4,387 3
are evaluated regularly by executive management in deciding how such as “Life-line automation,” "Life-assist automation” and “Life Impairment loss 4,605 4,605 (1,497) 3,108 a
to allocate resources and in assessing the performance. science.” These businesses draw on the technologies and know-how Capital expenditures 1,080 3,160 230 18 4,488 4,488
The building automation segment designs, develops, manufac- built up through many years of experience in the building and
tures, distributes and provides engineering/maintenance services, industrial automation markets. This expertise is applied to fields Mmonsc;gg;
integrated building automation systems, security systems and closely connected with daily life. The life automation covers a broad Building Advanced Life Eliminations/ g
.. . . L NoRT . Automation Automation Automation Other Total Corporate Consolidated >
energy and facility management, primarily for such markets as com- range of fields, from lifeline infrastructure—such as gas and water z
. a . s . . . L Assets ¥55,555 ¥75,340 ¥36,604 ¥5,752 ¥173,251 ¥57,428 ¥230,679 a
mercial buildings, research and manufacturing facilities, hospitals, meters, sewage and waste disposal systems—to residential air con- o p
o | buildi hools. h ditioni food saf i | for the elderl ) Depreciation 1,024 1,600 1,233 34 3,891 3,891 <
government and institutional buildings, schools, hotels and depart- itioning, Tood satety, litestyle support tor the elderly, care services Capital expenditures 1624 3213 337 99 5,273 5,273 2
ment stores. and products for biotechnology applications; to provide people z
The advanced automation segment designs, develops, manufac- from all walks of life with improved comfort and peace of mind. Thousands of U.S. Dollars
tures, distributes and provides switches, sensors, controllers, valves, The other segment consists of mainly the import of industrial Bulding e — e Eliminations/ 2008
systems and software packages vital to the operation of industrial machines and equipment. asionaucn asenaton PUEERE Other Total CofpEre Consolidated
plants and factories as well as of engineering and maintenance ser- Information about industry segments of Yamatake Group for the Assets $534,908 $745,703 $326,013 $50,631 $1,657,255 $631,185 $2,288,440 e
vices, primarily for such markets as petrochemical/chemical, water years ended March 31, 2008 and 2007, was as follows: Depreciation e AEEY 12 T3 i <l 2
. . . . Impairment loss 46,050 46,050 (14,973) 31,077 -
supply and sewerage, oil refining, electric power and gas, iron and ) ) @
Capital expenditures 10,805 31,590 2,303 184 44,882 44,882 3
Note:Corporate assets of ¥64,779 million ($647,789 thousand) and ¥60,807 million for the years ended March 31, 2008 and 2007, respectively, included in “Eliminations/corpo- 3
(1) Industry Segments rate” mainly consist of cash and cash equivalents and investment securities.
a. Sales and Operating Income (Losses)
Millions of Yen .
2) G hical S t
2008 (2) Geographical Segments .
Building Advanced Life Eliminations/ Overseas sales amounts are less than 10% of consolidated sales. <
Automation Automation Automation Other Total Corporate Consolidated 8
Sales to customers ¥99,504 ¥104,555 ¥36,278 ¥8,214 ¥248,551 ¥248,551 ) é
(3) Sales to Foreign Customers m
Intersegment sales 1,013 891 179 197 2,280 ¥(2,280) | forei | h % of ’ | 4
Total sales 100,517 105,446 36,457 8,411 250,831 (2,280) 248,551 Sales to foreign customers are less than 10% of consolidated sales. i
Operating expenses 88,765 96,521 36,743 8,328 230,357 (2,290) 228,067 g
Operating income (losses) ¥11,752 ¥ 8,925 ¥ (286) ¥ 83 ¥ 20,474 ¥ 10 ¥ 20,484 =
Millions of Yen
2007
Building Advanced Life Eliminations/ I
Automation Automation Automation Other Total Corporate Consolidated )Z>
z
Sales to customers ¥88,499 ¥98,677 ¥36,735 ¥10,661 ¥234,572 ¥234,572 g
Intersegment sales 479 1,073 69 463 2,084 ¥(2,084) o
Total sales 88,978 99,750 36,804 11,124 236,656 (2,084) 234,572 g
Operating expenses 80,519 90,682 37,327 10,772 219,300 (2,042) 217,258 3
Operating income (losses) ¥ 8,459 ¥ 9,068 ¥ (523) ¥ 352 ¥ 17,356 ¥ 42 ¥ 17,314
Thousands of U.S. Dollars
2008
Building Advanced Life Eliminations/
Automation Automation Automation Other Total Corporate Consolidated
Sales to customers $ 995,045 $1,045,548 $362,778 $82,138 $2,485,509 $2,485,509
Intersegment sales 10,126 8,912 1,791 1,973 22,802 $(22,802)
Total sales 1,005,171 1,054,460 364,569 84,111 2,508,311 (22,802) 2,485,509
Operating expenses 887,655 965,207 367,425 83,284 2,303,571 (22,906) 2,280,665
Operating income (losses) $ 117,516 $ 89,253 $ (2,856) $ 827 $ 204,740 $ 104 $ 204,844
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Yamatake Corporation:

We have audited the accompanying consolidated balance sheets of Yamatake Corporation (the
"Company") and consolidated subsidiaries as of March 31, 2008 and 2007, and the related
consolidated statements of income, changes in equity, and cash flows for the years then ended, all
expressed in Japanese yen. These consolidated financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

- We conducted our audits in accordance with auditing standards generally accepted in Japan. Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Yamatake Corporation and consolidated subsidiaries
as of March 31, 2008 and 2007, and the consolidated results of their operations and their cash flows
for the years then ended in conformity with accounting principles generally accepted in Japan.

As discussed in Note 14.a to the consolidated financial statements, effective April 1, 2008, the
Company made Kimmon Manufacturing Co., Ltd., a 43% owned subsidiary, a wholly owned
subsidiary of the Company by means of a share exchange.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and,

in our opinion, such translation has been made in conformity with the basis stated in Note 1. Such
U.S. dollar amounts are presented solely for the convenience of readers outside Japan.

Delo\tie Touche Tohmo\"b\-\

June 27, 2008

Member of
Deloitte Touche Tohmatsu
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