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CORPORATE SPIRIT & GUIDING PRINCIPLES

CORPORATE SPIRIT

Creativity, Vitality, and Harmony

GUIDING PRINCIPLES

1. Develop creativity and originality for innovation.
2. Build a corporate culture overflowing with vitality.
3. Live in harmony with people, society, and the environment.
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KAYABA’'S STRENGTHS

Not Just the Top

'

Japanese Manufacturer
Kayaba Industry Co., Ltd., is the largest manufac- Of Hyd rau I |C Eq U | pment

turer of shock absorbers and hydraulic equipment
in Japan. The Company has successfully com-

bined its expertise in hydraulics, mecha-

tronics, electronics, and pneumatics to
produce a broad range of products char-
acterized by unrivaled reliability
and durability. In addition to
being widely incorporated
into automobiles, motor-
cycles, construction
machinery, forklifts, Kayaba'’s products are
buildings, and ships, used in such sophisti-
cated applications as
the landing gear and flight
control systems of aircraft
and the new suspension sys-
tems of Shinkansen (“bullet
trains”). The Company is also a leading sup-
plier of such products as concrete mixer trucks
and auditorium systems. Kayaba has overseas
manufacturing facilities in Europe, Asia, and the

United States and markets its products worldwide

under the IK W B8 brand name.



A MESSAGE FROM THE PRESIDENT

e Promptly adapting to changes in business conditions and securing earnings

e Strictly adhering to established regulations regarding product quality,
the environment, and safety

e Shortening lead times and enhancing productivity levels for the improve-
ment of business results

During fiscal 2000, ended March 31, 2001, competition intensified on a
global scale in the principal industries Kayaba Industry Co., Ltd., operates
in. Such circumstances are rapidly creating a business environment in
which those companies that fail to adapt to international price structures
and the current speed of change face limited prospects for survival. To deal
effectively with these market forces, the various Kayaba Group companies,
both domestic and overseas, are acting in unison to implement measures
designed to affirm Kayaba’s position as a corporation that consistently
wins the trust of its customers. We are working to create products that
incorporate the superior levels of quality and cost-competitiveness that are
required to prevail against today’s international competition, strengthening
our supply chain management on a global level, and combining systems
and controls for the consistent supply of high-value-added products to

our customers.

Furthermore, to achieve the objectives of an 8% or greater return on
equity and a 3% or greater return on assets, as stated in the Kayaba Group’s
New Three-Year Plan, the Group will enhance capital efficiency by stream-
lining and making effective use of its managerial resources and exerting its
combined energies into a range of initiatives aimed at configuring a strong
operational structure with the capacity to adapt to changes.

Kiyoshi Hosomi, President

STRATEGIES

In line with the strategies outlined above, Kayaba engaged itself during
fiscal 2000 in such efforts as creating products that are superior to those
of its competitors, networking its supply operations, establishing a break-
even-point structure that enables prompt response to change, streamlining
and enhancing the efficient use of invested assets, developing markets,
expanding both domestic and overseas sales, accelerating the develop-
ment of new technologies and products, and augmenting environmental
protection efforts.



FINANCIAL HIGHLIGHTS
For the year ended March 31, 2001

For the year:

NEt SAIES...oceiieiiiiiieee et
NEtiNCOME ...

At year-end:

Total shareholders’ equity ..........cccceveveeennnen.
Total 8SSEtS ...ccviviiiiiiei e

Per share data:

Net iNCOME ....cccveiiiiiiiiiiece
Cash dividends applicable to the year ..........

In its automobile components business, for example, the Company con-
cluded a strategic partnership contract in September 2000 with Visteon
Corporation of the United States for the development, design, and world-
wide supply of next-generation steering systems. This partnership will not
only enable Kayaba to achieve joint development of steering systems and
related products and reduced costs and times to market; it will also con-
struct a global product supply framewaork through the synergistic fusion of
Kayaba's established operations network in Japan and Southeast Asia and
Visteon’s prominence in Europe and North America.

Furthermore, in July 2000, a joint development contract was concluded
between Bridgestone Corporation, Akebono Brake Industry Co., Ltd., and
Kayaba, the recognized industry leaders in the fields of tires, brakes, and
shock absorbers, respectively. Through this partnership, we will promote
joint development for the modularization and systemization of automobile
underbody related products, which will enhance the appeal of our develop-
ment proposals to automakers.

Additionally, as a result of our Companywide environmental protection
efforts, between February 2000 and January 2001 all of our domestic
manufacturing plants attained ISO 14001 certification, the international
standard for environmental management.

Regarding Arvin-Kayaba LLC, the automobile shock absorber production
joint venture established by Kayaba and Arvin Industries, Inc., in November
1998 (and in which Kayaba held a 49.9% equity stake), Kayaba has decided
to terminate joint operations in autumn of 2001 in the interest of accelerat-
ing decision-making processes and facilitating Kayaba production methods.
We will reorganize our U.S. operations by entering the U.S. automobile shock
absorber business through our wholly owned manufacturing subsidiary
KYB Manufacturing North America, Inc. (KMNA), and by pursuing reforms
in such areas as product quality and materials acquisition through Kayaba-
style policy management and plant administration.

.............................................. ¥192,052 million
..................................................... ¥636 million

................................................ ¥54,309 million
.............................................. ¥183,214 million

OuTLooK

In fiscal 2001, conditions in the Japanese economy are expected to
become increasingly severe. In addition to the limited prospects for recov-
ery in consumer spending, corporate earnings and capital investment
appear to be on a downtrend.

The U.S. economy is also displaying distinct signs of a slowdown, and
concerns remain over sluggishness in Asian markets as a result of the
lackluster U.S. and Japanese markets. Although EU markets are considered
to be stable overall, they also appear to be entering a period of deceleration
in economic growth.

Against this backdrop, Kayaba has placed top strategic priority on
strengthening its corporate structure and securing earnings to propel itself
into the next stage of growth. We are implementing all efforts necessary
to achieve optimized procurement activities on a worldwide scale and cost
reductions in response to international competition and to establish a flexible
break-even-point structure emphasizing prompt strategic implementation
of new product and technology development.

We are also thoroughly enforcing and observing all regulations for en-
suring product quality and environmental protection as well as setting
ISO 14001 standards firmly in place and promoting awareness of environ-
mental issues. Furthermore, we are aggressively promoting initiatives to
enhance efficiency and improve business performance, including the radi-
cal reform and rationalization of administrative divisions. Through these
efforts, Kayaba will prevail against its formidable competition on a global
scale and fulfill the expectations of its shareholders.

Al S

Kiyoshi Hosomi, President



REVIEW OF OPERATIONS AND STRATEGIES H YDRAULIC P RODUCTS

» Responding to the globalization of markets and
the international restructuring and consolidation
of industries

 Building a manufacturing system capable
of flexible adaptation

e Establishing a solid base for operations as
a supplier of controls and other systems

= Aggressively promoting resource conservation,
environmental protection, and safety

Kayaba'’s vibration control dampers and seismic isolation systems minimize shaking in high-rise buildings during earthquakes and strong winds.



MAJOR PRODUCTS

Shock Absorbers

For automobiles, motorcycles, rail-
way vehicles, and industrial use:
Seismic isolation systems, vibra-
tion control dampers

Hydraulic Equipment

 For industrial use:
Pumps, valves, motors, and
cylinders

= For automobiles:
Pumps and electric power steering

and four-wheel steering machinery
= For aircraft:

Equipment for landing systems,

flight control systems, and

pneumatic/hydraulic systems

as well as space flight related
equipment

 Others:
Jacks, brake pads, and clutch
disks for automobiles

During fiscal 2000, sales in the hydraulic products segment amounted
to ¥177.7 billion (US$1,433.1 million), up ¥4.6 billion, or 2.7%, from the
previous fiscal year. Operating income for the segment increased 6.8%,
or ¥0.8 bhillion, to ¥12.1 hillion (US$97.3 million).

Four-wheeled vehicle shock absorbers—Revenues increased in tandem
with the increase in domestic vehicle production volumes.

Motorcycle shock absorbers—Net sales increased as a result of
the expansion in motorcycle production volumes due to strong exports

INTERNATIONAL ACTIVITIES

Although revenues declined for Kayaba’s European subsidiaries—which

to Europe.
Other shock-absorhing devices—Net sales of ¥1.3 billion were recorded

in seismic isolation systems and vibration control devices for high-rise comprise primarily sales of four-wheeled vehicle hydraulic shock absorbers—

buildings. revenues grew at the Company’s sales subsidiary in the United States and

Industrial-use hydraulic devices—Revenues grew due to strong sales hydraulic shock absorber manufacturing subsidiary in Taiwan.

overseas of control valves and increased sales of new devices. In September 2000, Kayaba concluded a strategic partnership contract

Four-wheeled vehicle steering devices—Despite declines in exports with Visteon Corporation of the United States for the development, design,

of knockdown kit components resulting from increased local production, and mutual supply of steering-system products. This partnership has

an expansion in domestic sales resulted in revenue growth. already begun to produce results, as Kayaba and Visteon jointly obtained

purchase orders in June 2001 from General Motors Corporation (GM) in

Sales of Hydraulic Products the United States for hydraulic power steering pumps.

(Million ¥)
165,574 | We also succeeded in jointly obtaining purchase orders for shock absorbers
182 (_;69 | from Nissan Motor Co., Ltd., and Renault SA for the automakers’ next world
170,874 | compact cars as well as from GM for its new flagship pickup truck.
173,110 | Furthermore, in China, Kayaba established Husco-Kayaba Hydraulics
177,700 |

(Shanghai) Ltd., a hydraulic control-valve manufacturing joint venture with

Husco International, Inc., of the United States, and Shanghai Sanxin
Hydraulics Co., Ltd.



REVIEW OF OPERATIONS AND STRATEGIES SYSTE MS P RODUCTS

response to anticipated changes in the operating
environment and customer needs

= Increasing the sophistication and internal integra-
tion of control units for diverse products

= Proactively moving to conserve resources, protect
the natural environment, and ensure safety

‘ e ‘f - = Promoting stable profitability by greatly reducing
ST L1 ‘ break-even points
= E e Quickly commercializing new products in

Kayaba's retractable roof system, used in the Toyota Stadium



MAJOR PRODUCTS

Systems Products

» Special-purpose vehicles:
Concrete mixer trucks, granule
carriers, absorbing/exhaust cars,
and special function vehicles

« Devices:
Motion simulators, control sys-
tems, electrical hydraulic ser-
vos, electronic controllers,
hydraulic systems, auditorium

Sales in the systems products segment during fiscal 2000 amounted to
¥15.2 hillion (US$122.2 million), down ¥0.6 billion, or 4.1%, from the
previous fiscal year. The Company succeeded in recording operating income
for the segment of ¥0.6 billion (US$4.7 million), a surge of ¥1.4 billion
compared with an operating loss of ¥0.8 hillion in the previous fiscal term.

Special-purpose vehicles—Revenues increased, propelled by growing
demand for concrete mixer trucks as a result of the advancing age of
previously commissioned vehicles.

Systems devices—Although one of the Company’s retractable roof sys-
tems was installed in the Toyota Stadium, revenues declined for the term
due to the contraction of and postponement of orders in the auditorium
and stage control system related market.

Sales of Systems Products
(Million ¥)

21,789

17,836 |
16,255 |
15,799 |

15,150 |

and stage control systems, and
hydraulic tunnel borers

ENVIRONMENT-FRIENDLY APPLICATIONS

Kayaba has been proactively engaged in efforts to reduce waste, prevent
pollution, conserve energy, and halt global warming. Concurrently, the
Company has systematically implemented other measures to protect the
global environment. As a result of its untiring efforts, in February 2001,
all of the Company’s domestic manufacturing plants attained I1SO 14001
certification, the international standard for environmental management.

We are further contributing to environmental protection by developing
and producing such products as tree-pruning vehicles for use in the recy-
cling of pruned tree branches that offer low noise level operation and high
transport efficiency; a plastic container recycling system for PET bottles;
and Biomixer, a high-speed fermentation processor of organic waste.




REVIEW OF OPERATIONS AND STRATEGIES RESEARCH & DEVELOPMENT

= Developing competitive products with high
performance-to-cost ratios

= Supplying appealing products tailored to customer
needs in a timely fashion

= Developing products that address energy and
global environment concerns

Analyzing the motion characteristics and vibrations of automobile underbodies through the use of representation modules



Through its three principal R&D facilities—the Basic Technology R&D
Center, the Hydraulics R&D Center, and the Production Technology R&D
Center—Kayaba conducts highly innovative, cutting-edge technological
research and development. These operations include the development of
highly competitive cost-effective products and technical development in
response to such demands as improved product functionality, systemiza-
tion, and modularization.

The Company is also implementing joint research into the modularization
and systemization of automotive underbodies, in line with its joint develop-
ment contract with Bridgestone Corporation and Akebono Brake Industry
Co., Ltd.

We are also proactively engaged in efforts to support the improvement
of existing products by our affiliates, the formulation of systems for joint
R&D operations with customers and manufacturers of related machinery,
and the streamlining and shortening of required times for joint industrial

and academic R&D operations.

R&D Expenditures
(Million ¥)

3,975 |

4,086 |
4,108 |
3,760 |
3,565 |

Among the results of Kayaba’s R&D activities during fiscal 2000 were
a new shock-absorbing system for four-wheeled vehicles that delivers both
a comfortable ride and driving stability by adjoining the left- and right-side
shock absorbers. In the field of motorcycle shock absorption, we developed
a new high-performance front fork that incorporates such cutting-edge fea-
tures as revolutionary handling achieved through substantial decreases in
weight, internal structural enhancements for increased absorption of road
surface impact, and a top-quality titanium coating.

Also, in hydraulic devices for construction machinery, the Company
developed new hose rupture valves to comply with the new, more stringent
safety standards for crane operations. In four-wheeled vehicle steering
systems, we also developed the Kayaba Electronically Controlled Energy-
Saving Powersteering System (KEEPS), which delivers both improved fuel
economy and enhanced driver utility.

In the field of human-welfare devices, Kayaba developed Portée, a caster
with a built-in shock absorber that increases comfort levels for wheelchair
users, and Ecolifter, a device for raising and lowering physically challenged
persons into swimming pools that operates on tap water alone.

In systems devices, we developed a retractable roof system that has
been installed in the main stadium of Oita Sports Park as well as in the

Toyota Stadium.
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FINANCIAL SECTION

CONSOLIDATED FIVE-YEAR SUMMARY

Kayaba Industry Co., Ltd. and Consolidated Subsidiaries Years ended March 31

Thousands of

U.S. dollars
Millions of yen (except per
(except per share amounts) share amounts)
2001 2000 1999 1998 1997 2001
For the year:
NEEL SAIES ..vvvieeeiiiiiiee e ¥192,052 ¥187,522 ¥185,405 ¥198,602 ¥205,753 $1,548,806
Operating EXPENSES .......ccevuererrerearireeeaieeeseeeesnaeeens 184,952 182,090 183,922 193,359 193,772 1,491,548
NEt INCOME (I0SS)...eeeiuveeeiiiieeiiie et 636 (7,168) (1,961) 1,738 5,615 5,129
Capital expenditures.........ccccceevveeeerieeesiieeesiee e 6,979 6,210 11,096 11,543 10,245 56,282
Per share (yen and U.S. dollars):
NEt INCOME (I0SS)...eeeiueieeiiiieeiiie e ¥ 285 ¥ (32.09) ¥ (853) ¥ 752 ¥ 2430 $ 0.02
Cash dividends applicable to the year ...................... 6.00 3.00 3.00 6.00 7.00 0.05
NEEWOIth e 243.56 251.27 280.94 290.62 291.20 1,964.19
At year-end:
Working Capital .......cuveeieeeeiiieeeiee e ¥ 17,770 ¥ 33,063 ¥ 28,945 ¥ 30,791 ¥ 24,178 $ 143,306
Total shareholders’ equity . 54,309 56,029 63,463 67,141 67,277 437,976
Total @SSELS....uviiiieeiciiiee e 183,214 185,010 169,334 166,926 165,161 1,477,532

Number of employees.........ccccovviiiiei i 6,031 6,161 5,810 5,847 5,810

Notes: 1. Unless otherwise indicated, all dollar amounts herein refer to U.S. currency. Yen amounts have been translated into U.S. dollars, for convenience only, at ¥124=US$1,
the approximate exchange rate prevailing on March 31, 2001. Billion is used in the American sense of one thousand million.
2. Per share amounts are based on the average number of shares outstanding each year.
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Consolidated Statements of Cash FIOWS ..o 17
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FINANCIAL REVIEW

Net Sales

Kayaba’s consolidated net sales for fiscal 2000, ended March 31,
2001, increased 2.4%, or ¥4,530 million, to ¥192,052 million
(US$1,549 million).

Revenues from sales of automobile shock absorbers grew due to
an increase in domestic automobile production volumes. Sales of
motorcycle shock absorbers also climbed, due to increased domes-
tic motorcycle production resulting from strong exports to North
America and Europe. While sales of industrial-use hydraulic products
and hydraulic products for automobiles grew, sales of hydraulic
products for aircraft were down. As a result, sales to outside cus-
tomers in the hydraulic products business segment rose 2.9%, or
¥4,933 million, to ¥177,447 million (US$1,431 million).

Kayaba increased its sales of concrete mixer trucks and other
special-purpose vehicles, propelled by growing demand for vehicle
replacement as a result of the advancing age of previously commis-
sioned vehicles. However, in-system devices revenues declined for
the term due to the contraction of and postponement of orders in
the large-scale auditorium and stage control system related market.
Consequently, sales to outside customers in the systems products
business segment declined 2.7%, or ¥403 million, to ¥14,605 million
(US$118 million).

Overseas sales increased 2.2%, or ¥742 million, to ¥34,708 mil-
lion (US$280 million), and accounted for 18.1% of net sales. Sales
in North America increased 10.4%, or ¥768 million, to ¥8,172 million
(US$66 million). In contrast, sales in Europe dropped 2.9%, or ¥486
million, to ¥16,022 million (US$129 million), and sales in Southeast
Asia advanced 3.3%, or ¥215 million, to ¥6,755 million (US$54 million).

Costs, Expenses, and Earnings

Cost of sales increased 2.2%, or ¥3,467 million, to ¥158,466 million
(US$1,278 million). As the cost of sales ratio dropped 0.2 percentage
point, to 82.5%, and net sales increased 2.4%, gross profit rose 3.3%,

Net Sales Operating Income
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or ¥1,063 million, to ¥33,586 million (US$271 million), and the gross
profit margin was 17.5%, up from 17.3% in the previous fiscal year.

Thanks to the Company’s efforts to reduce expenses, selling, gen-
eral and administrative (SG&A) expenses fell 2.2%, or ¥605 million,
to ¥26,486 million (US$214 million), and the ratio of SG&A expenses
to net sales was 13.8%, compared with 14.4% in the previous fiscal
year. Thus, operating income totaled ¥7,100 million (US$57 million),
up 30.7%, or ¥1,668 million, from the previous fiscal year.

As a result of the adoption of retirement benefit accounting stan-
dards, the Company recorded a gain on securities contributed to the
employee retirement benefit trust of ¥10,370 million (US$84 million)
and severance and retirement benefit expenses of ¥12,374 million
(US$100 million). An extraordinary loss of ¥5,744 million (US$46 mil-
lion), resulting from the reorganization and restructuring costs of U.S.
operations, was the primary factor contributing to net other expenses,
which totaled ¥8,427 million (US$68 million). Interest expense, net,
decreased ¥153 million, to ¥814 million (US$7 million).

Consequently, the loss before income taxes and minority interests
amounted to ¥1,327 million (US$11 million), compared with a loss of
¥11,187 million in the previous fiscal year.

Income taxes resulted in income of ¥2,252 million (US$18 million),
as ¥4,563 million (US$37 million) in income from deferred income
taxes exceeded ¥2,311 million (US$19 million) in expense from cur-
rent income taxes. Thus, the Company’s net income amounted to
¥636 million (US$5 million), an increase of ¥7,804 million from the
previous fiscal year’s loss. Net income per share was ¥2.85 (US$0.02)
and cash dividends applicable to the fiscal year increased to ¥6.00
(US$0.05).

Financial Position

Total assets at the fiscal year-end amounted to ¥183,214 million
(US$1,478 million), down 1.0%, or ¥1,796 million, from the previous
fiscal year-end.

Net Income (Loss)
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Net Interest Expense/
Net Sales
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Total current assets were ¥101,009 million (US$815 million), down
¥5,778 million. Regarding the introduction of market value accounting,
marketable securities of ¥8,612 million (US$69 million) were transferred
to investment securities. As a result, liquid funds—comprising market-
able securities and cash and time deposits—decreased ¥11,512 mil-
lion, to ¥14,196 million (US$114 milion). Notes and accounts receivable
grew ¥1,059 million, to ¥59,868 million (US$483 million), and inven-
tories grew ¥4,042 million, to ¥24,011 million (US$194 million).

Total investments and other non-current assets rose ¥10,427 mil-
lion, to ¥26,821 million (US$216 million). This reflected an ¥11,709 mil-
lion increase in investment securities, which was due mainly to the
introduction of market value accounting.

A total of ¥6,979 million (US$56 million) was invested in property,
plant and equipment, up ¥769 million from the previous fiscal year,
and ¥8,482 million (US$68 million) was depreciated in property, plant
and equipment, down ¥580 million from the previous fiscal year.

Net property, plant and equipment declined ¥1,777 million, to
¥55,384 million (US$447 million).

Total liabilities and minority interests in consolidated subsidiaries
fell ¥76 million, to ¥128,905 million (US$1,040 million). This principally
reflected a ¥1,786 million decrease in retirement benefits, to ¥19,866
million (US$160 million). Short- and long-term interest-bearing debt
declined ¥193 million, to ¥48,921 million (US$395 million). Trade pay-
ables, payables—other, and accrued expenses grew ¥2,879 million,
to ¥53,176 million (US$429 million), and income taxes payable and
other current liabilities fell ¥823 million, to ¥3,908 million (US$32 million).

Total shareholders’ equity declined ¥1,720 million, to ¥54,309 million
(US$438 million), due to a decline in retained earnings and the reclas-
sification of foreign currency translation adjustment to shareholders’
equity. As a result, the shareholders’ equity ratio declined 0.7 per-
centage point, to 29.6%. The debt-to-equity ratio (interest-bearing
debt divided by the sum of interest-bearing debt and shareholders’
equity) decreased from 47.6% to 48.2%, and the current ratio
declined from 1.45 to 1.21.

Capital Expenditures Total Assets

(Billion ¥) (Billion ¥)
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Cash Flows

Net cash provided by operating activities during the fiscal year
amounted to ¥5,691 million (US$46 million), down ¥5,655 million
from the previous fiscal term. The loss before income taxes and
minority interests caused a cash outflow of ¥1,327 million (US$11
million). The gain on securities contributed to the employee retire-
ment benefit trust amounted to ¥10,370 million (US$84 million),
changes in inventories amounted to ¥3,355 million (US$27 million),
and changes in retirement benefits accounted for ¥1,718 million
(US$14 million) of the cash outflow. Cash inflow from severance and
retirement benefit expenses totaled ¥11,358 million (US$92 million),
while ¥8,638 million (US$70 million) of cash inflow stemmed from
depreciation and amortization.

Net cash used in investing activities increased ¥3,409 million, to
¥6,769 million (US$55 million). Net cash outflow due to sales and
acquisition of investment securities totaled ¥1,123 million (US$9 mil-
lion), and net cash outflow due to sales and acquisition of property,
plant and equipment was ¥5,606 million (US$45 million).

Net cash used in financing activities amounted to ¥1,705 million
(US$14 million), compared with ¥3,170 million in the previous fiscal
year. Net cash outflow due to proceeds from and repayments of
long-term debt amounted to ¥175 million (US$1 million), net cash
outflow due to changes in bank loans amounted to ¥158 million
(US$1 million), and cash dividends paid amounted to ¥1,338 million
(US$11 million).

As a result, cash and cash equivalents at the end of the fiscal
year amounted to ¥13,591 million (US$110 million), compared with
¥16,32 million in the previous fiscal year. This level of cash and cash
equivalents corresponds to 0.849 times the average level of monthly
net sales of ¥16,004 million (US$129 million). Consequently, man-
agement is confident that it has maintained a sufficiently high level
of liquidity.

Total Shareholders’ Total Shareholders’

Equity Equity Ratio
(Billion ¥) (%)
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CONSOLIDATED BALANCE SHEETS

Kayaba Industry Co., Ltd. and Consolidated Subsidiaries March 31, 2001 and 2000

Thousands of

Millions of yen U.S. dollars (Note 1)
ASSETS 2001 2000 2001
Current assets:
Cash and time depositS (NOTE 9)......c.uiiiiiiieiiiie ettt ¥ 5669 ¥ 11,004 $ 45,718
Marketable securities (Note 11) 8,527 14,704 68,766
Trade receivables:
NOES AN ACCOUNTS ....oeviiiieiiee e e ettt e e e e e e et e et e e e e e e e e e e e e et e e e eeeeesaeeeeeseaanans 59,868 58,809 482,806
Unconsolidated subsidiaries and affiliated companies...........cccvveeeiiieeiiiieeniiee e 1,033 949 8,331
Allowance for doubtful reCeIVabIES ...........ccoiiiiiii i (117) (415) (943)
LN a1 (o (LT (N o) (=T ) PSPPSR 24,011 19,969 193,637
Deferred tax assetS (NOTE 6) ......ccuveiiieiiiiiiiee e eeiiiier et e s e e e s e e e e e e snrreeeas 1,596 1,189 12,871
Prepaid expenses and Other CUITENT @SSELS .........eoiiviieiiiieiiiie et 422 578 3,403
TOAl CUIMTENT ASSELS ..u.uiiieeeeeeeeeeeee et e ettt e e e e e e e e e e e et e e e e e e e e e e eesesbbaneaaeaes 101,009 106,787 814,589
Investments and other non-current assets:
Investments in and loans to unconsolidated subsidiaries
and affiliated COMPANIES ..........oiiiiiiiiie e ea e e 2,880 6,699 23,226
Allowance for doubtful reCeivabIes............ccci i (48) (357) (387)
Investment SECUNLIES (NOLE 11) ... ..eeiiiiiiiiiieee ettt e et e e s e e e e e aneeeeeas 12,003 294 96,798
Lease deposits, loans and other long-term receivables............cccoocoiiiiii e 1,699 2,261 13,702
Deferred tax aSSetS (NOLE 6) ......oueeeeieeiiiiiiee et ee ettt e e et e e e s e e e e e aneeeeeas 9,817 6,805 79,169
(01 g1 g XY= £ RSN 470 692 3,790
Total investments and other NON-CUITENt ASSELS..........ccovvivveviiiieeieeeeeeeeeeee e 26,821 16,394 216,298
Property, plant and equipment (Note 4):
Land............... 11,084 11,058 89,387
Buildings 37,114 36,735 299,306
Machinery and equipment 140,594 138,849 1,133,823
CONSIIUCTION 1N PrOGIESS. ... .eveieiireieiirieesiree et e st e e e st s e e et e e sne e e snneesnnneenanee 937 678 7,556
L0 ] = L OSSP U PP U P TOPPRPTRPON 189,729 187,320 1,530,072
Less accumulated depreCiation .........cc.uueeieeiiiiieee e e e e et e e e e saaeea e 134,345 130,159 1,083,427
Net property, plant and eqUIPMENT ...........ooii it 55,384 57,161 446,645
Foreign currency translation adjustment — 4,668 —
0] = L= T PSPPI ¥183,214  ¥185,010 $1,477,532

See accompanying notes.



Millions of yen

Thousands of
U.S. dollars (Note 1)

LIABILITIES AND SHAREHOLDERS’ EQUITY 2001 2000 2001
Current liabilities:
BanK [0aNS (NOLE 4) ...iiiiiiie ettt e e e e s et e e e s esata e e e e e s sasbaaaeeeans ¥ 14,996 ¥ 15,017 $ 120,936
Current maturities of long-term debt (Note 4) 11,159 3,679 89,992
Trade payables:
NOES AN ACCOUNTS .....eiiiiiiieitiee ettt sttt e et e e sbnee s nbnee s 41,654 39,969 335,919
Unconsolidated subsidiaries and affiliated compani€s...........ccoccvveeiiviiieeeeeiiiiiee e 541 970 4,363
PayablES—0ther ........co i 5,490 3,952 44,274
ACCTUEA EXPEINSES ... ittiieee e ettt e e e ettt e e s et e e e e e s aabaeeeeeasaataeeeeeaastbaseaesaasbaseaeesasssnaneeeaans 5,491 5,406 44,282
INCOME taXES PAYADIE ... .eiieiie e 1,708 2,678 13,774
Other current ADIILIES ........c.veiiiiiee e 2,200 2,053 17,742
Total CUIMENTE IADIIIES. ... i e e e et e e e e e e e eaaas 83,239 73,724 671,282
Long-term debt less current maturities (Note 4).... 22,766 30,418 183,597
Retirement BenefitsS (NOLE 5).......eiii i e e e e e 19,866 21,652 160,209
Other long-term labilitieS ..........ueiii e 451 483 3,637
Minority interests in consolidated subsidiaries.........c.ccoociiiii e 2,583 2,704 20,831
Contingent liabilities (Note 8)
Shareholders’ equity (Note 7):
Common stock, par value ¥50 per share;
Authorized—491,955,000 shares
ISSUEA—222,984,315 SNAIES.....ceeiiiiiieiiiie ittt sttt e e srbee e st e e sneee e nnaeeeas 19,114 19,114 154,145
Additional PaIA-IN CAPITALL......cueeeiiiee et e e s ee e s neee s seeeeeas 20,248 20,248 163,291
RELAINEA BAIMINGS ... eeeiiteie ittt ettt e e st e e st e e e bt e e arte e e snteeeanbeeeeneeeenneeas 15,892 16,667 128,161
Net unrealized holding gaiNs ON SECUILIES. ..........eieiiiiiiiies e 1,645 — 13,266
Foreign currency translation adjuStMent............ooueiiiiiieiiiee e (2,590) — (20,887)
Total shareholders’ equity 54,309 56,029 437,976
Total liabilities and shareholders’ EQUILY .........c.eovieiiiiieeiie e ¥183,214  ¥185,010 $1,477,532
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CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Kayaba Industry Co., Ltd. and Consolidated Subsidiaries Years ended March 31, 2001 and 2000

Millions of yen

Thousands of
U.S. dollars (Note 1)

2001 2000 2001
Net sales (Note 15).......ccccceveeviiirireeeiinnns ¥192,052  ¥187,522 $1,548,806
Cost of sales (Notes 13 and 15) 158,466 154,999 1,277,951
(€ (o1l o] o) {1 SO TSP 33,586 32,523 270,855
Selling, general and administrative expenses (Notes 13 and 15) 26,486 27,091 213,597
Operating iNCOME (NOE 15).....cuuiiiiiiieiiiie ettt 7,100 5,432 57,258
Other income (expenses):
Interest and diVIdENd INCOME ......ccoiiiiiiiiie it 167 209 1,347
INEEIEST EXPENSE ...ttt ettt ettt e bt e e sttt e bt e e sttt e e st e e e st e e sbn e e nneas (981) (1,176) (7,911)
Provision for retirement benefits for prior SErvice COSES.........ccvviiiiviiiiiieiiiie e — (9,220) —
Charge resulting from recognition of unamortized prior Service COStS.........cccovvveeerivneenns — (5,302) —
Gain on securities contributed to employee retirement benefit trust (Notes 5 and 11)...... 10,370 — 83,629
Severance and retirement benefit expenses (NOtE 5) .......c.coeviviiiiieiiniienniiie e — (99,790)
Reorganization and restructuring costs of U.S. operations — (46,323)
ROYAIY INCOME ...ttt 635 3,637
Loss on disposal of property, plant and equipment (591) (4,065)
Equity in losses of unconsolidated subsidiaries and affiliated companies (856) (4,492)
Other, net (Note 14)........... (318) 6,008
Net other expenses (16,619) (67,960)
Loss before income taxes and minority iNterestS........cccvvieeiicieieeeiisiiieee e (11,187) (10,702)
Income taxes (Note 6):
(0 (=] o | PP PPPPTP RN 2,311 2,797 18,637
(D] =T =T O SRS PRPPPPRON (4,563) (6,894) (36,799)
Income (loss) before minority interests in consolidated subsidiaries..........ccccocovevcerennnee. 925 (7,090) 7,460
MINOTEY INTEIESTS ...eeeiiiie e ettt s e e e e nn e e s nnees (289) (78) (2,331)
NETINCOME (I0SS) .vvvveeeeiiiiiite e e ettt ettt e e et e e e s e e e e et e e e s sssbareeeeeasssbaeeeaeans 636 (7,168) 5,129
Retained earnings:
Balance at beginning Of YEar.........cciiiiiiiiii i 16,667 24,101 134,411
Cumulative effect of adopting deferred income tax accounting ...........ccceeveveeviieeinieennnns — 1,075 —
Deductions:
Retirement of treasury STOCK .........vuiiiiiiiiiiie e e e — (639) —
Cash diVIdENdS PRI ........cooieiiiiiiee i (1,338) (678) (10,790)
Bonuses to directors and corporate auditors ...........ceeevueeeiiieeniiee e (70) (24) (565)
BONUSES 10 EMPIOYEES ..ottt sttt et ninee s (3) — (24)
Balance at @Nd Of YA .......oiiiieie e ¥ 15,892 ¥ 16,667 $ 128,161
Yen U.S. dollars (Note 1)
Amounts per share of common stock:
NELINCOME (I0SS) - .eeeeeiitiet e ettt ettt ettt e e e ettt e e e e etbe e e e e e eanneeeeaeeaannneeeaaans ¥2.85 ¥(32.09) $0.02
Cash dividends applicable t0 the Year............ooo e 6.00 3.00 0.05

See accompanying notes.



CONSOLIDATED STATEMENTS OF CASH FLowsS

Kayaba Industry Co., Ltd. and Consolidated Subsidiaries Years ended March 31, 2001 and 2000

Millions of yen

Thousands of
U.S. dollars (Note 1)

2001 2000 2001
Cash flows from operating activities:

Loss before income taxes and minority INtErestS ..........cooiuiiiiiiiiiiiie e ¥ (1,327) ¥(11,187) $(10,702)
Depreciation and amortization 8,638 9,228 69,661
Loss on disposal of property, plant and equipment 504 591 4,064
Amortization of consolidation goOAWIll..............ooiiiiiiieiiie e 61 61 492
Changes in allowance for doubtful receivables (241) (67) (1,944)
Changes in retirement DENEItS .........cooo i (2,718) 14,729 (13,854)
Interest and diVIdENd INCOME........oiiiiiiiiiiie e e e etaaeeeeean (167) (209) (1,347)
INEEIEST EXPENSE ... ittt ettt ettt et et e e e e e e e e e e e e e asaaaaaaanenenenree 981 1,176 7,911
Equity in losses of unconsolidated subsidiaries and affiliated companies 557 856 4,492
Gain on sale of property, plant and eqUIPMENT .........cooiuiiiiiiiiiiiiee e (38) (8) (306)
Gain on securities contributed to employee retirement benefit trust ... (10,370) — (83,629)
Severance and retirement benefit EXPENSES .........vvviiiiiiiiiiei e 11,358 — 91,596
Reorganization and restructuring costs of U.S. operation 5,744 — 46,323
Changes in trade notes and accounts receivable.............c.cccocceeeeennns ... (1,076) (3,786) (8,677)
Changes iN INVENLONES .........oviiiieiiiieeiie e .o (3,355) (1,155) (27,056)
Changes in trade notes and accounts payable................... 514 2,629 4,145
L@ =Y R T OSSR (394) (119) (3,177)

LT o] (o] - OSSPSR 9,671 12,739 77,992
Interest and dividends received .. 229 209 1,847
Interest paid .........cccceveeeiiieeeenn. (981) (1,166) (7,911)
Income taxes paid v (3,298) (635) (26,597)
INCOME taXeS rEfUNAEM......cooi i e etaeeee e an 70 199 564
Net cash provided by operating acCtivities ............ccovvverieeiiiiiiieeeeeiiiee e e 5,691 11,346 45,895

Cash flows from investing activities:

Transfer t0 tiMe AEPOSIES ... .. .ueiiie et e et e e e e et e e e e e e anebe e e e e e enneeeas (605) (721) (4,879)

Transfer from tiMe AEPOSIES ......ccoii it e 680 651 5,484

Payments for acquisition of marketable securities.................. — (669) —

Proceeds from sale of marketable securities.............cccceeenn.... — 2,053 —

Payments for acquisition of property, plant and equipment... .. (5,765) (5,056) (46,492)

Proceeds from sale of property, plant and equipment ........... 159 119 1,282

Payments for acquisition of investment securities .................. .. (1,430) (103) (11,532)

Proceeds from sale of investment securities 307 206 2,476

Payments for 10ans. ... (65) (105) (524)

Proceeds from collection of loans... 124 242 1,000

Other, NEL ... (174) 23 (1,403)

Net cash used in investing activities (6,769) (3,360) (54,588)
Cash flows from financing activities:

Proceeds from DanK I08NS........coiiiiiiiiieeee e ———————— 30,570 20,913 246,532

Repayments of bank loans............. ... (30,728) (21,207) (247,807)

Proceeds from long-term debt 3,500 2,773 28,226

Repayments of long-term debt .. (3,675) (4,201) (29,637)

Repayments of bonds .........cccccevviiiiieiciienen, — (100) —

Payments for acquisition of treasury stock.......... (0) (639) (0)

Cash dividends paid..........cccccceeviiieiieiiniiieeeeenn. .. (1,338) (678) (20,790)

Cash dividends paid for MinOrity INtErEStS........cccuviiiieiiiiiii e (34) (31) (274)

Net cash used in fiNANCING ACHVILIES .......cccoviiuiiiiiiiiiiiii e (1,705) (3,170) (13,750)

Effect of exchange rate changes on cash and cash equivalents................cccccceeeeiinnenn. 52 (171) 419

Net (decrease) increase in cash and cash equivalents .............cccccnniie, (2,731) 4,645 (22,024)

Cash and cash equivalents at beginning of Year ..........cccccceieeiiiiiee e 16,322 11,323 131,629
Increase in cash and cash equivalents resulting from increase

in the number of consolidated subsidiaries ..........ccccoiiiiiiiiii e — 354 —

Cash and cash equivalents at end of year (Note 9) ¥13,591 ¥16,322 $109,605

See accompanying notes.
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NoTES TO CONSOLIDATED FINANCIAL STATEMENTS

Kayaba Industry Co., Ltd. and Consolidated Subsidiaries

1. BASIS OF FINANCIAL STATEMENTS

Years ended March 31, 2001 and 2000

The Company and its consolidated domestic subsidiaries main-
tain their accounts and records in accordance with the provisions
set forth in the Japanese Commercial Code and the Securities
and Exchange Law and in conformity with accounting principles
and practices generally accepted in Japan (“Japanese GAAP”),
which are different from the accounting and disclosure require-
ments of International Accounting Standards. The accounts of
overseas consolidated subsidiaries are based on their accounting
records maintained in conformity with generally accepted
accounting principles and practices prevailing in the respective
countries of domicile.

The accompanying consolidated financial statements are a
translation of the audited consolidated financial statements of the
Company which were prepared in accordance with Japanese

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

GAAP and were filed with the appropriate Local Finance Bureau
of the Ministry of Finance as required by the Securities and
Exchange Law.

In preparing the accompanying consolidated financial state-
ments, certain reclassifications have been made in the consoli-
dated financial statements issued domestically in order to present
them in a form which is more familiar to readers outside Japan.

The translations of the Japanese yen amounts into U.S. dollars
are included solely for the convenience of readers, using the pre-
vailing exchange rate at March 31, 2001, which was ¥124 to
US$1. The convenience translations should not be construed as
representations that the Japanese yen amounts have been,
could have been, or could in the future be converted into U.S.
dollars at this or any other rate of exchange.

Consolidation

The consolidated financial statements of the Company include
the accounts of the Company and its significant subsidiaries
(16 in 2001 and 2000) which are controlled through substantial
ownership of majority voting rights or the existence of certain
conditions.

Financial statements of certain consolidated subsidiaries which
have the fiscal year ending December 31 were consolidated with
adjustments made for material transactions which took place in
the three-month period between the balance sheet date of such
subsidiaries and that of the Company, except that, in 2001,
financial statements as of and for the fifteen months ended
March 31, 2001 were used for a subsidiary which is scheduled to
be dissolved.

Equity method

Investments in seven affiliated companies (20% to 50% owned and

certain others 15% to 20% owned) are accounted for by the equity

method and, accordingly, are stated at cost adjusted for equity in

undistributed earnings and losses from the date of acquisition.
Investments in the other affiliated companies and unconsolidated

subsidiaries are stated at cost or less.

Foreign currency translation

Short-term receivables and payables denominated in foreign cur-
rencies are translated into Japanese yen at the year-end rates.
Prior to April 1, 2000, long-term receivables and payables denom-
inated in foreign currencies were translated at historial rates.

Effective April 1, 2000, the Company and its consolidated sub-
sidiaries adopted the revised accounting standard for foreign cur-
rency translation, “Opinion Concerning Revision of Accounting
Standard for Foreign Currency Translation,” issued by the
Business Accounting Deliberation Council on October 22, 1999
(the “Revised Accounting Standard”). Under the Revised
Accounting Standard, long-term receivables and payables
denominated in foreign currencies are also translated into
Japanese yen at the year-end rates.

The effect on the consolidated income statement of adopting
the Revised Accounting Standard was immaterial.

Balance sheets of consolidated overseas subsidiaries are
translated into Japanese yen at the year-end rates except for
shareholders’ equity accounts, which are translated at the histori-
cal rates. Income statements of consolidated overseas sub-
sidiaries are translated at average rates.

Due to the adoption of the Revised Accounting Standard, the
Company reports foreign currency translation adjustments in the
shareholders’ equity and minority interests. The prior year’s
amount, which is included in assets, has not been reclassified.

Cash and cash equivalents

In preparing the consolidated statements of cash flows, cash on
hand, readily-available deposits and short-term highly liquid
investments with maturities of not exceeding three months at the
time of purchase are considered to be cash and cash equivalents.



Inventories
Inventories are stated at cost by the weighted-average method.

Securities

Prior to April 1, 2000, marketable securities and investment secu-
rities of the Company and its consolidated subsidiaries (the
“Companies”) listed on Japanese stock exchanges were stated
at the lower of cost (moving-average method) or market value.
The Companies recorded recoveries of write-downs of securities.
The other securities were stated at moving-average cost.

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

In accordance with the new accounting standard, the Com-
panies examine the intent of holding each security and classify
those securities as (a) securities held for trading purposes, (b)
debt securities intended to be held to maturity, (c) equity securi-
ties issued by subsidiaries and affiliated companies and (d) for all
other securities that are not classified in any of the above cate-
gories (hereafter, “available-for-sale securities”).

Equity securities isssued by subsidiaries and affiliated compa-
nies which are not consolidated or accounted for using the equity
method are stated at moving-average cost. Availabe-for-sale
securities with available fair market values are stated at fair mar-
ket value. Unrealized gains and unrealized losses on these secu-
rities are reported, net of applicable income taxes, as a separate
component of shareholders’ equity. Realized gains and losses on
sales of such securities are computed using the moving-average
cost.

Securities with no available fair market value are stated at
moving-average cost.

As a result of adopting the new accounting standard for finan-
cial instruments, income before income taxes and minority inter-
ests increased by ¥191 million (US$1,540 thousand) and
investment securities increased by ¥2,792 million (US$22,516
thousand). Also, based on the examination of the intent of hold-
ing each security upon application of the new accounting stan-
dard on April 1, 2000, commercial paper is included in current
assets and other securities are included in investments and
other assets. As a result, at April 1, 2000, securities in current
assets decreased by ¥8,706 million (US$70,210 thousand) and
investment securities increased by the same amount compared
with what would have been reported under the previous account-

ing policy.

Derivative transactions and hedge accounting

The new accounting standard for financial instruments, effective
from the year ended March 31, 2001, requires companies to
state derivative financial instruments at fair value and to recognize
changes in the fair value as gains or losses unless derivative
financial instruments are used for hedging purposes.

If derivative financial instruments are used as hedges and meet
certain hedging criteria, the Companies defer recognition of gains
or losses resulting from changes in the fair value of derivative
financial instruments until the related gains or losses on the
hedged items are recognized.

However, if a forward foreign exchange contract is executed to
hedge a future transaction denominated in a foreign currency, the
future transaction will be recorded using the contracted forward
rate and no gains or losses on the forward foreign exchange con-
tract are recognized.

Also, if interest rate swap contracts are used as hedges and
meet certain hedging criteria, the net amount to be paid or
received under the interest rate swap contract is added to or
deducted from the interest on the assets or liabilities for which
the swap contract was executed.

Property, plant and equipment

Property, plant and equipment are carried at cost. Depreciation is
computed by the declining-balance method at rates based on the
estimated useful lives, except for buildings acquired after March
31, 1998, which are depreciated using the straight-line method.

Research and development
Expenses relating to research and development activities are
charged to income as incurred.

Certain lease transactions

Financial leases, except for those leases for which the ownership
of the leased assets is considered to be transferred to lessees,
are accounted for as operating leases.

Retirement benefits
(1) Employees’ severance and retirement benefits
The Company and its certain domestic consolidated subsidiaries
provide two types of post-employment benefit plans, unfunded
lump-sum payment plans and funded noncontributory pension
plans, under which all eligible employees are entitled to benefits
based on the level of wage and salary at the time of retirement or
termination, length of service and certain other factors. Some
subsidiaries have adopted a pension plan of their own.

At March 31, 2000, the Company and its certain domestic
consolidated subsidiaries accrued liabilities for lump-sum severance
and retirement payments at 100% of the amount required had all
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eligible employees voluntarily terminated their employment at the
balance sheet date. The Companies recognized pension
expense based on the accrual method.

Effective April 1, 2000, the Companies adopted the new
accounting standard, “Opinion on Setting Accounting Standard
for Employees’ Severance and Pension Benefits,” issued by the
Business Accounting Deliberation Council on June 16, 1998 (the
“New Accounting Standard”).

Under the New Accounting Standard, the liabilities and
expenses for severance and retirement benefits are determined
based on the amounts actuarially calculated using certain
assumptions.

The Companies provided an allowance for employees’ sever-
ance and retirement benefits at March 31, 2001 based on the
amounts of projected benefit obligation and the fair value of the
plan assets at that date.

The excess of the projected benefit obligation over the total of
the fair value of pension assets as of April 1, 2000 and the bal-
ances of retirement benefits and accrued prior service costs
recorded as of April 1, 2000 (the “net transition obligation”)
amounted to ¥16,442 million (US$132,597 thousand), of which
¥11,358 million (US$91,596 thousand) was recognized as an
expense as a result of the contribution of investment securities
worth ¥11,358 million (US$91,596 thousand) to the employee
retirement benefit trust in June 2000. The remaining net transition
obligation, amounting to ¥5,084 million (US$41,000 thousand)
will be recognized in expenses in equal amounts over five years
commencing with the year ended March 31, 2001. Actuarial
gains and losses are recognized in expenses in equal amounts
over the average of the estimated remaining service lives com-
mencing with the succeeding period.

3. INVENTORIES

As a result of the adoption of the New Accounting Standard, in
the year ended March 31, 2001, severance and retirement bene-
fit expenses decreased by ¥954 million (US$7,694 thousand),
operating income increased by ¥886 million (US$7,145 thou-
sand) and loss before income taxes and minority interests
increased by ¥1,118 million (US$9,016 thousand) compared with
what would have been recorded under the previous accounting
standard. The Companies included accrued prior service costs in
retirement benefits in 2001. The prior year’s accrued prior service
costs amounting to ¥5,634 million has been reclassified to con-
form to the 2001 presentation.

(2) Severance and retirement allowance for directors

Directors and corporate auditors of the Company and certain
subsidiaries receive lump-sum payments upon termination of
their services under unfunded termination plans. The full amount
of such retirement benefits for directors and corporate auditors is
accrued in accordance with the internal rules. The payments to
directors and corporate auditors are subject to shareholders’
approval.

Income taxes

Income taxes comprise corporation, enterprise and inhabitant taxes.
The Companies recognize tax effects of temporary differences

between the financial statement basis and the tax basis of assets

and liabilities.

Amounts per share
Amounts per share of common stock are computed based on
the weighted-average number of shares during each year.

Reclassifications

Certain prior year amounts have been reclassified to conform to
the 2001 presentation. These changes had no impact on previ-
ously reported results of operations or shareholders’ equity.

Inventories at March 31, 2001 and 2000 consisted of the following:

Thousands of

Millions of yen U.S. dollars

2001 2000 2001
AT o =To I o] 0T [N o2 £SO STPUPPROP ¥ 9,609 ¥ 6,449 $ 77,492
Work in process..............cu..... 12,535 11,658 101,089
Raw materials and supplies 1,867 1,862 15,056
¥24,011  ¥19,969 $193,637




4. BANK LOANS AND LONG-TERM DEBT

Bank loans at March 31, 2001 and 2000 were represented by
short-term notes, generally 90 days, bearing annual interest rates

ranging from 0.681% to 7.04% and from 0.5318% to 7.35%,
respectively.

Long-term debt at March 31, 2001 and 2000 consisted of
the following:

Thousands of

Millions of yen U.S. dollars

2001 2000 2001

2.05% unsecured bonds, dUE iN 2002...........uuuuiieeiiieeieeee e e e e e e e e e e e e e e e e e e e aeaaes ¥ 8,000 ¥ 8,000 $ 64,516

2.5% unsecured bonds, dUE N 2005 ..........ooviuiiiiiiei et e e e e e e e e e r e e e aaeaaes 7,000 7,000 56,452
Loans from banks and others, due through 2008 with

interest rates ranging from 1.08% to 8.5%:

LYY o0 = 4,200 5,873 33,871

Unsecured 14,725 13,224 118,750

Total 33,925 34,097 273,589

Less current maturities 11,159 3,679 89,992

¥22,766  ¥30,418 $183,597

As is customary in Japan, security may have to be given if
requested by a lending bank, and such bank has the right to off-
set cash deposited with it against any debt or all obligations that
become due and, in the case of default or certain other specified

events, against all debts payable to the bank. The Company has
never received such a request.

At March 31, 2001, the following assets were pledged as
collateral for notes and long-term bank loans:

Thousands of

Millions of yen U.S. dollars

Property, plant and equipment less accumulated depreciation .........

¥6,476 $52,226

The aggregate annual maturities of long-term debt are as follows:

Year ending March 31,

Thousands of

Millions of yen U.S. dollars

¥11,159 $ 89,992
3,078 24,822
7,326 59,081
9,855 79,476
2,257 18,202

250 2,016
¥33,925 $273,589
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5. RETIREMENT BENEFITS

As explained in Note 2. Summary of Significant Accounting
Policies, effective April 1, 2000, the Companies adopted the new
accounting standard for employees’ severance and retirement
benefits, under which the liabilities and expenses for employees’

severance and retirement benefits are determined based on the
amounts obtained by actuarial calculations.

The liabilities for employees’ severance and retirement benefits
included in the liability section of the consolidated balance sheet
as of March 31, 2001 consists of the following:

Thousands of

Millions of yen U.S. dollars
Projected benefit ODIIGALION .........coo ettt e e et e e e e e e e e e e e e enbe e e e e e eannneeeaeas $675,766
Unrecognized actuarial differences (68,911)
Less fair Value Of PIAN @SSELS ......ceii ittt et e e e e e bt e e e e e e b e e e e nnbne e e as ) (418,807)
Less unrecognized net transition OBlIGAtION ............c.oiiiiiioiiie e (4,067) (32,798)
Prepaid PENSION EXPENSE .....cc.uiiiiie ettt ettt e e ettt e e e et e e e e e s e b e e e e e ea st aaeeeesaaaataeeeesaarbeeeeeaatbaeeeeeaarrareaean 7 56
Liability for employees’ severance and retirement DENEfitS..........cooovviiiiieiiiii e 19,258 155,306
Severance and retirement alloWwanCe fOr AIFECLOIS .....uu.iiiiii i e e e e e e e aneees 608 4,903
Total retireMENt DENEMIES .....oooiiiiii ettt ¥19,866 $160,209

Included in the consolidated statement of operations and retained earnings for the year ended March 31, 2001 are employees’ sever-

ance and retirement benefit expenses comprising the following:

Thousands of

Millions of yen U.S. dollars

Service costs—benefits earned dUriNg the YEAI..........ccuuiiiii i ¥ 2,642 $ 21,307
Interest cost on projected benefit OBIGAtION ...........ccuviiii i 2,824 22,774
EXPECted retlrn ON PIAN @SSELS .....cciiiiiiiie ittt e e e et e e e e et e e e e e e bt e e e e e et ba e e e e e earaaraaeas (2,314) (18,661)
Amortization of actuarial diffErENCES ..........uei i e 12,374 99,790
Special payment of extra retirement DENETILS ........ccooiiiiiiii e 35 282
Severance and retirement DENEFit EXPENSES .........uiiiiiiiiiii et e e eee s ¥15,561 $125,492

The estimated amount of all employees’ retirement benefits to
be paid at the future retirement date is allocated equally to each
service year using the estimated number of total service years.
The discount rate and the rate of expected return on plan assets

used by the Company are 3.5% and 3.5% to 6.13%, respective-
ly. Actuarial differences are recognized as an expense in equal
amounts over 14 to 15 years.



6. INCOME TAXES

Taxes on income applicable to the Company and its consolidated subsidiaries would have resulted in normal effective tax rates

of approximately 41.1% in 2001 and 2000, respectively.

Significant components of the Company’s deferred tax assets and liabilities as of March 31, 2001 and 2000 were as follows:

Thousands of

Millions of yen U.S. dollars
2001 2000 2001
Deferred tax assets:
Provision for employees’ severance and retirement benefits............cccooeiieeieiii e, ¥10,599 ¥4,148 $ 85,476
Reorganization and restructuring costs of U.S. Operation.............cccvveeeeiiiirieeeiiiiiieee e siiesee e 4,260 — 34,355
(IO or= (=10 IR {0 A= T o T 3,378 2,392 27,242
Accrued prior service cost ........ — 2,294 —
Accrued bonuses..........ccccee..... 824 576 6,645
Elimination of unrealized gain 401 291 3,234
Provision for retirement benefits for directors 251 278 2,024
P aXoTot U =To =T 0= g o [ N 7 O PSRRI 151 236 1,218
Unrealized holding losses on securities 51 — 411
L 3= SR RR 453 3,653
TOtal dEfErTed TAX ASSELS.....viii ittt et et e e et e sbb e e ssb e e stn e e nnnes 10,668 164,258
Less: Valuation allowance (2,232) (27,298)
8,436 136,960
Deferred tax liabilities:
Securities contributed to employee retirement benefit trust (4,274) — (34,468)
Unrealized holding gains on SECUNtIES..........cccvveveeiiiiieree e, (1,198) — (9,661)
[DLT o] (= Toi =i o PO ERRP (—) (360) (—)
[ 3= SRR (100) (82) (807)
Total deferred tax TADIlILIES ..........oocuiiiie e e e (5,572) (442) (44,936)
Net deferred taX ASSELS........ccii i e e e s r e e e e e e e e e e e e e e e e e e ¥11,411  ¥7,994 $ 92,024

7. SHAREHOLDERS’ EQUITY

Under the Commercial Code of Japan (the “Code”), at least 50%
of the issue price of new shares, with a minimum of the par value
thereof, is required to be credited to common stock. The portion
which is to be credited to common stock is determined by reso-
lution of the Board of Directors. Proceeds in excess of the
amounts credited to common stock are credited to additional
paid-in capital.

Under the Code, certain amounts of retained earnings equal
to at least 10% of cash dividends and bonuses to directors and
corporate auditors must be set aside as a legal reserve until the
reserve is equal to 25% of common stock. The reserve is not
available for dividends but may be used to reduce a deficit by

resolution of the stockholders or may be capitalized by resolution
of the Board of Directors. The legal reserve is included in the
retained earnings.

The maximum amount that the Company can distribute as div-
idends is calculated based on the unconsolidated financial state-
ments of the Company and in accordance with the Code.

The shareholders approved, at the general meeting held on
June 27, 2001, the payment of year-end cash dividends totaling
¥669 million (US$5,395 thousand) and the related transfer from
retained earnings to the legal reserve in the amount of ¥67 million
(US$540 thousand).
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8. CONTINGENT LIABILITIES

At March 31, 2001, the Company and its consolidated sub- At the same date, the Company was also contingently liable
sidiaries were contingently liable for trade notes receivable dis- under guarantees of indebtedness of unconsolidated subsidiaries and
counted amounting to ¥979 million (US$7,895 thousand) and affiliated companies amounting to ¥2,226 milion (US$17,952 thou-
trade notes receivable endorsed amounting to ¥671 million sand) and of employees’ loans for their own houses amounting to
(US$5,411 thousand). ¥34 million (US$274 thousand).

9. CASH AND CASH EQUIVALENTS

Reconciliations of cash and time deposits shown in the consolidated balance sheets and cash and cash equivalents shown in the con-

solidated statements of cash flows as of March 31, 2001 and 2000 are as follows:

Thousands of

Millions of yen U.S. dollars
2001 2000 2001
(O T =T aTo I 1] 0 g 1= 30 (= o 0 11 S EUPOPPRRP ¥ 5669 ¥11,004 $ 45,718
Less: Time deposits with maturities exceeding three Months ... (605) (680) (4,879)
Add: Commercial paper with maturity less than three months.............ccccoiiiiiic e, 8,527 5,998 68,766
Cash and Cash EQUIVAIENTS ...........oiiiiiiiiiei et e e e st e e e e st e e e e e e st b e e e e s s etbanaeeeaanes ¥13,591 ¥16,322 $109,605

10. LEASE INFORMATION

Finance leases which do not transfer ownership to lessees are not capitalized and are accounted for in the same manner as operating

leases.

A summary of assumed amounts of acquisition cost, accumulated depreciation and net book value at March 31, 2001 and 2000 is

as follows:
Thousands of
Millions of yen U.S. dollars
2001 2000 2001
Acquisition cost of machinery and eQUIPIMENT ..........oiuiiiiiiiiiiie et ¥4,551  ¥5,240 $36,702
Accumulated depreciation of machinery and equipment 2,867 2,941 23,121
Net book value of machinery and equipment ...................... . ¥1,684  ¥2,299 $13,581

Future minimum lease payments at March 31, 2001 and 2000 were as follows:

Thousands of

Millions of yen U.S. dollars

2001 2000 2001
DUE WITNIN ONE YEAI .....eeiiieeiiiiiiee ettt e e e e ettt e e e e ettt e e e e e s tba e e e e e aantbaeeeeeannnseeeeeeannsbeeeaeean ¥ 773 ¥1,044 $ 6,234
DU @FtEI ONE YEAK ... eeeeiee ettt ettt ettt e e e ettt e e e e tat e e e e e e ate e e e e e e ansbeeeaeeaanneeeeeeeaannseeeaeeaansaneeaeean 911 1,255 7,347
¥1,684 ¥2,299 $13,581




Lease payments and assumed depreciation charge for the years ended March 31, 2001 and 2000 were as follows:

Thousands of

Millions of yen U.S. dollars
2001 2000 2001
LBASE PAYIMENTS ..eiiiiiieiiieie ittt et et e e e e e e e e e e e s s e e e e ea bbb e e e e et et ettt e eeeaeeeeeaaeasaeaaannnnnnnrnenrrnnee ¥1,046  ¥1,269 $8,435
AssuMeEd depPreciation ChANGE. ...... ... i e e e e e e et e e e e e sebr e e e e e aaneee 1,046 1,269 8,435

Assumed depreciation charges are computed using the
straight-line method over lease terms assuming no residual value.

at March 31, 2001 and 2000, interest expense has been in-
cluded in acquisition costs and depreciation expense.

Since the portion of the future minimum lease payments is
minor compared to the balance of property, plant and equipment

11. SECURITIES

A. The following tables summarize acquisition costs, book values and fair value of securities with available fair values as of March 31, 2001:
Available-for-sale securities: Securities with book values exceeding acquisition costs

Millions of yen Thousands of U.S. dollars

Acquisition Acquisition
cost Book value Difference cost Book value Difference
EQUILY SECUMEIES ...ttt e ¥7,849 ¥10,761 ¥2,912 $63,298 $86,782 $23,484
Available-for-sale securities: Other securities
Millions of yen Thousands of U.S. dollars
Acquisition Acquisition
cost Book value Difference cost Book value Difference
EQUILY SECUMIES ...vieiviee et ciie et ¥1,069 ¥944 ¥(125) $8,621  $7,613  $(1,008)

B. The following tables summarize book values of securities with no available fair values as of March 31, 2001
Available-for-sale securities:

Thousands of

Millions of yen U.S. dollars

(00T 0 4o T=T T T o= o =Y RSP UTS ¥8,527 $68,766
NON-NISTEA EQUILY SECUIIES. ... .eteeie ettt ettt e ettt e e e ettt e e e e e aab b b e e e e e e aabbaeeeeeaannneeeaeas 296 2,387
L1 =T £ P EPUUPUPURUR 2 16
1o ] - | OO ¥8,825 $71,169

C. Total sales of available-for-sale securities sold in the year
ended March 31, 2001 amounted to ¥307 milion (US$2,476 thou-
sand) and the related gains and losses amounted to ¥110 million
(US$887 thousand) and ¥1 milion (US$8 thousand), respectively.

D. In June 2000, the Company contributed, receiving no cash,

trust as explained in Note 2. The market value of the con-
tributed securities at the time of contribution was ¥11,358 mil-
lion (US$91,596 thousand). Upon contribution of these
securities, a “gain on securities contributed to employee
retirement benefit trust” amounting to ¥10,370 million

certain investment securities to its employee retirement benefit (US$83,629 thousand) was recognized.

25



26

At March 31, 2000, the book value, market value and net unrealized gains of the listed and quoted marketable securities held by the

Company and consolidated subsidiaries were as follows:

Millions of yen

Net unrealized

Book value  Market value gains

Current assets:

] 1T PP

¥8,706 ¥24,597 ¥15,891

12. DERIVATIVE FINANCIAL INSTRUMENTS

The Company and certain consolidated subsidiaries have entered
into forward exchange contracts with banks as hedges against
receivables denominated in foreign currencies, and interest rate
swap agreements for certain assets with fixed interest rates and
certain liabilities with variable interest rates to hedge its exposure
to fluctuations of interest rates.

These derivative financial transactions are utilized solely for
hedging purposes under the internal control rules and the
supervision of the Board of Directors. The Companies do not
anticipate any credit loss from non-performance by the counter-
parties to forward exchange contracts and interest rate swap
agreements.

The following summarizes hedging derivative financial instru-
ments used by the Companies and items hedged:
Hedging instruments:
Forward foreign exchange contracts, interest rate swap
contracts
Hedged items:
Foreign currency transaction, bank loan
Evaluating hedge effectiveness during the year ended March
31, 2001 is omitted as hedge accounting has been applied to
derivative transactions.
At March 31, 2000, the outstanding contract amounts of
derivative financial transactions and their market values are
summarized as follows:

Millions of yen

Contract amount:
Forward exchange contracts:
To sell U.S. dollars.........ccceeeviieinieeeiieeenieeens
Interest rate swap agreements
Market value:
Forward exchange contracts:

TO SEIl U.S. dOHArS...ccceeeeeeieieeee e
Interest rate SWap agreEMENTS......c.ccvvveiveereerveeriesieesieeseeeneee e

Unrealized gain (loss):
Forward exchange contracts:

TO SEllU.S. dOHArS...ccceeeeieieiie et
Interest rate SWap agreEMENTS.......ecvvveiveereerveereesieesieeseeeseee e

¥ 18

6,500
...................................................................................... ¥ 18
...................................................................................... (80)
...................................................................................... ¥ 0
...................................................................................... (80)

13. RESEARCH AND DEVELOPMENT COSTS

Research and development costs charged to the cost of sales
and selling, general and administrative expenses for the year

ended March 31, 2001 and 2000 were ¥3,565 million (US$28,750
thousand) and ¥3,762 million, respectively.



14. OTHER INCOME (EXPENSES)—OTHER, NET

Other, net, included in other income (expenses) for the years ended March 31, 2001 and 2000 comprises the following:

Millions of yen

Thousands of
U.S. dollars

2001 2000 2001
Life INSUFANCE FECEIVEA ...ttt ettt e e e et e e e e ettt e e e e e e et et e e e e e snnteeeeeesensbaeeeeeeanneees ¥34 ¥ 4 $ 274
COMPENSALION FECEIVET ...ttt ettt e bt e st e e s r et e et bt e e nnneeennneeas 94 111 758
LOSS 0N diSPOSAl Of INVENTOIES .....eeiiiiieiiiie ittt ettt e e s e e st eesneees (180)  (113) (1,452)
FOreign eXChange gaIN (I0SS).. .. ..ueeirriieiiiie ettt e e et enneeas 413 (449) 3,331
(€] =T £SJ £=T03=11Y/= o [ PSS PUPTSUPRSR 26 71 210
Reversal of allowance for doubtful reCEIVADIES ..........oiiiiiiiiieeeee e e e e 233 9 1,879
(@1 01T £ TP 125 49 1,008

¥T745  ¥(318) $6,008

15. SEGMENT INFORMATION

Business Segment

The Company and its consolidated subsidiaries operate primarily in the production and sale of hydraulic products and systems products.

Business segment information for the years ended March 31, 2001 and 2000 is as follows:

Year ended March 31, 2001:

Millions of yen

Elimination

Hydraulic products  Systems products Total or unallocation Consolidated

Sales:
OULSIAE CUSTOMETS ....cvvvvriiieeeeeeeeeeeeeeee e ¥177,447 ¥14,605 ¥192,052 ¥ — ¥192,052
Intersegment............... 253 545 798 (798) —
Total sales........... 177,700 15,150 192,850 (798) 192,052
Operating expenses 165,639 14,565 180,204 4,748 184,952
Operating INCOME......cccouiiiiiiiee e e e ¥ 12,061 ¥ 585 ¥ 12,646 ¥ (5,546) ¥ 7,100
Identifiable aSSELS......cciviieiieeiiii e ¥125,024 ¥16,419 ¥141,443 ¥41,771 ¥183,214
Depreciation and amortization ............cccceeeeiiiiiereeniiiieeeeenne 7,600 689 8,289 193 8,482
Capital expenditures 6,453 441 6,894 85 6,979

Year ended March 31, 2000: Millions of yen
Elimination

Hydraulic products  Systems products Total or unallocation Consolidated

Sales:
Outside CUSIOMETS ......cccciiiiiiiiiiiereee e ¥172,514 ¥15,008 ¥187,522 ¥ — ¥187,522
INErSEOMENT ... 596 791 1,387 (1,387) —
Total SAIES......evveiieeiiiiiee e 173,110 15,799 188,909 (1,387) 187,522
Operating EXPENSES .....ccciuvriieeeeiiirereeeseiirreeeeeeiaereeeeesssaaeeas 161,821 16,645 178,466 3,624 182,090
Operating INCOME (I0SS) ....cuvveerreeeiiiie e ¥ 11,289 ¥ (846) ¥ 10,443 ¥ (5,011) ¥ 5,432
Identifiable assets ¥125,070 ¥16,905 ¥141,975 ¥43,035 ¥185,010
Depreciation and amortization 8,030 770 8,800 261 9,061
Capital eXpendituresS..........cccovviiieieeiiiiiiree e 5,560 599 6,159 51 6,210
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Year ended March 31, 2001:

Thousands of U.S. dollars

Elimination

Hydraulic products ~ Systems products Total or unallocation Consolidated

Sales:
OULSIAE CUSTOMIBIS .. $1,431,024 $117,782 $1,548,806 $ — $1,548,806
INTErSEOMENT .....oeiiiiiei e 2,040 4,395 6,435 (6,435) —
TOtal SAIES ...t 1,433,064 122,177 1,555,241 (6,435) 1,548,806
Operating EXPENSES ......vvvveeeeiiiiiireeaiiirereeeeesirreeeeesnireraeeaas 1,335,798 117,459 1,453,257 38,291 1,491,548
OPErating INCOME .....vveeiie e eciee st e et e see et reesaee e $ 97,266 $ 4,718 $ 101,984 $(44,726) $ 57,258
Identifiable aSSEtS ..........oooiiiiiiiiiii e $1,008,258 $132,411 $1,140,669 $336,863 $1,477,532
Depreciation and amortization .............cceoveieeeeeeeiniiieneeeenes 61,290 5,557 66,847 1,556 68,403
Capital eXpendituresS..........cccviiiiieieeiiiiiiiee e eesiiiee e 52,040 3,557 55,597 685 56,282

The effects of adopting the new accounting standards on the
business segment information were as follows.

As explained in Note 2, effective this fiscal year the Company
and its domestic subsidiaries adopted the new accounting stan-
dard for employees’ severance and retirement benefits.

The effects of the adoption were to increase operating income of
“Hydraulic products” by ¥787 million (US$6,347 thousand), operat-
ing income of “Systems products” by ¥58 million (US$468 thou-
sand) and operating income of “Elimination or unallocation” by
¥41 million (US$330 thousand).

As explained in Note 2, effective this fiscal year the Company
and its domestic subsidiaries adopted the new accounting stan-
dard for financial instruments.

Geographic Segment

The effects of the adoption were to increase assets of “Hydraulic
products” by ¥24 million (US$194 thousand), assets of “Systems
products” by ¥1 million (US$8 thousand) and assets of “Elimination
or unallocation” by ¥1,619 million (US$13,056 thousand).

As explained in Note 2, effective this fiscal year the Company
and its domestic subsidiaries adopted the new accounting stan-
dard for foreign currency translation.

The effects of the adoption were to decrease assets of “Elimi-
nation or unallocation” by ¥2,955 million (US$23,831 thousand).

Geographic segment information for the years ended March 31, 2001 and 2000 is as follows:

Year ended March 31, 2001:

Millions of yen

Elimination

Other areas Total or unallocation Consolidated

Sales:
Outside customers ¥172,507 ¥19,545 ¥192,052 ¥ — ¥192,052
INTErSEOMENT ...ooiiiiiiiiiie e 10,040 109 10,149 (10,149) —
TOtal SAIES ... 182,547 19,654 202,201 (10,149) 192,052
OPEerating EXPENSES.....ccciiieriiieeeaittiieaeeeaetiereeeaaereeeeesenreeeaeens 170,699 18,885 189,584 (4,632) 184,952
OPerating INCOIME ........ccoiiiiiiiiee ettt ¥ 11,848 ¥ 769 ¥ 12,617 ¥ (5,517) ¥ 7,100
Identifiable ASSEtS ..........covvviiiiieiee e ¥142,807 ¥15,116 ¥157,923 ¥25,291 ¥183,214




Year ended March 31, 2000:

Millions of yen

Elimination
Japan Other areas Total or unallocation Consolidated
Sales:
OULSIAE CUSTOMETS .vvveeniieeeeeeeeeeeeieeee e e e e e e e e eaeeees ¥168,693 ¥18,829 ¥187,522 ¥ — ¥187,522
INTErSEOMENT ..o 8,643 119 8,762 (8,762) —
TOtAl SAIES ..vvvvveieieieeieiieeeee e 177,336 18,948 196,284 (8,762) 187,522
OPErating EXPENSES. ....ccciiivriieeeeeiirieeeeeerrereeesiirereeesenrraeeaes 167,563 18,616 186,179 (4,089) 182,090
OPerating INCOME .......ccoiiiiiiiieeeeeiiiee e ¥ 9,773 ¥ 332 ¥ 10,105 ¥ (4,673) ¥ 5,432
[dentifiable @SSELS ....uiiiiiiiiiiie e ¥140,361 ¥15,248 ¥155,609 ¥29,401 ¥185,010
Year ended March 31, 2001: Thousands of U.S. dollars
Elimination
Japan Other areas Total or unallocation Consolidated
Sales:
OULSIAE CUSTOMBIS ... $1,391,185 $157,621 $1,548,806 $ $1,548,806
INTErSEOMENT. ... 80,968 879 81,847 (81, 847) —
TOtal SAIES ..o 1,472,153 158,500 1,630,653 (81,847) 1,548,806
Operating EXPENSES .......uvvveieeiiiireieeeeeiirreeeeesirereeessrraeeaeeas 1,376,605 152,298 1,528,903 (37,355) 1,491,548
OPErating INCOME ...ccuveeiiieieecire et e seeeste e ve et e et e e $ 95,548 $ 6,202 $ 101,750 $ (44,492) $ 57,258
Identifiable ASSELS .......cccivviieiiiiiecee e $1,151,669 $121,903 $1,273,572 $203,960 $1,477,532

The effects of adopting the new accounting standards on the
geographic segment information were as follows.

As explained in Note 2, effective this fiscal year the Company
and its domestic subsidiaries adopted the new accounting stan-
dard for employees’ severance and retirement benefits.

The effects of these adoptions were to increase operating
income of “Japan” by ¥845 million (US$6,815 thousand) and
operating income of “Elimination or unallocation” by ¥41 million
(US$330 thousand).

As explained in Note 2, effective this fiscal year the Company
and its domestic subsidiaries adopted the new accounting stan-
dard for financial instruments.

The effects of the adoption were to increase assets of “Japan”
by ¥25 million (US$202 thousand) and assets of “Elimination or
unallocation” by ¥1,619 million (US$13,056 thousand).

As explained in Note 2, effective this fiscal year the Company
and its domestic subsidiaries adopted the new accounting stan-
dard for foreign currency translation.

The effects of the adoption were to decrease assets of “Elimi-
nation or unallocation” by ¥2,955 million (US$23,831 thousand).
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Overseas Sales

Overseas sales by geographic area for the years ended March 31, 2001 and 2000 were as follows:

Year ended March 31, 2001:

Millions of yen

North Southeast Other
Europe America Asia areas Total
|. OVEISEAS SAIES ...eieeiiiiiiie e e ettt ettt e e e e et e e e s eeraraaeaeas ¥16,022 ¥8,172 ¥6,755 ¥3,759 ¥ 34,708
[l. COoNSOIdAted SAIES ......ccvviiiiiieiiiie e — — — — 192,052
[ll. Ratio of OVErseas SAIES (%0) ......cccvveereeiiiiriieeeeeiiiie e e e e st e e e e s sirae e e e e 8.3% 4.3% 3.5% 2.0% 18.1%
Year ended March 31, 2000: Millions of yen
North Southeast Other
Europe America Asia areas Total
|. OVEISEAS SAIES ...eieeiieiiiiiee ittt e e ettt e e et e e e e s e e e e st e e e s enaraaeae s ¥16,508 ¥7,404 ¥6,540 ¥3,514 ¥ 33,966
Il. Consolidated sales — — — — 187,552
[ll. Ratio of OVerseas Sales (90) .......oovveeeriiieriiie e 8.8% 3.9% 3.5% 1.9% 18.1%
Year ended March 31, 2001: Thousands of U.S. dollars
North Southeast Other
Europe America Asia areas Total
|, OVEISEAS SAIBS ...uvveuiiieieeiiieieeeeee et e e e e e e e e e e s e e e e eaeeees $129,210 $65,903 $54,476 $30,314 $ 279,903
[l Consolidated SAlES ..........uuvueeeiieieeeeeeeeee e — — — — 1,548,806
[ll. Ratio of OVerseas Sales (90).........cvveririerieeeiiiee e 8.3% 4.3% 3.5% 2.0% 18.1%

Overseas sales included those of the Company and its consolidated subsidiaries.



REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Shareholders and the Board of Directors of KAYABA INDUSTRY CO., LTD.:

We have audited the accompanying consolidated balance sheets of KAYABA INDUSTRY CO., LTD. (a Japanese corporation) and
subsidiaries as of March 31, 2001 and 2000, and the related consolidated statements of operations and retained earnings and cash
flows for the years then ended, expressed in Japanese yen. Our audits were made in accordance with generally accepted auditing
standards in Japan and, accordingly, included such tests of the accounting records and such other auditing procedures as we con-
sidered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the consolidated financial position of KAYABA
INDUSTRY CO., LTD. and subsidiaries as of March 31, 2001 and 2000, 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 applied on a consistent
basis during the periods, except as noted in the following paragraph.

As explained in Note 2, in the year ended March 31, 2001, KAYABA INDUSTRY CO., LTD. and subsidiaries prospectively adopted
new Japanese accounting standards for employees’ severance and retirement benefits, financial instruments and foreign currency
translation.

Also, in our opinion, the U.S. dollar amounts in the accompanying consolidated financial statements have been translated from
Japanese yen on the basis set forth in Note 1.

Aaobs K 2.

Tokyo, Japan
June 27, 2001

STATEMENT ON ACCOUNTING PRINCIPLES AND AUDITING STANDARDS

This statement is to remind users that accounting principles and auditing standards and their application in practice may vary
among nations and therefore could affect, possibly materially, the reported financial position and results of operations. The accom-
panying financial statements are prepared based on accounting principles generally accepted in Japan, and the auditing standards
and their application in practice are those generally accepted in Japan. Accordingly, the accompanying consolidated financial state-
ments and auditors’ report presented above are for users familiar with Japanese accounting principles, auditing standards and their
application in practice.
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GLoBAL NETWORK

Plants
Sagami, Urawa, Kumagaya,
Gifu North, Gifu South, Mie

R&D Centers

Basic Technology R&D Center
Hydraulics R&D Center

Production Technology R&D Center

Sales Branches
Sapporo, Sendai, Hamamatsu, Nagoya,
Osaka, Hiroshima, Fukuoka

Major Domestic Subsidiaries

Nippon Power Steering Co., Ltd.
Kayaba Engineering & Service Co., Ltd.
Nihon Koki Co., Ltd.

Yanagisawa Seiki Seisakusho, Ltd.

Major Domestic Affiliates
MacGREGOR-Kayaba, Ltd.
Japan Analysts Co., Ltd.

Overseas Offices

Europe Representative Office
Breite Strasse 10b,

40670 Meerbusch 2, Germany
Tel: 49-2159-529850

Fax: 49-2159-529880

Europe Motorcycle Parts Representative
Office

30/D, Via Ronchi Inferiore,

40061 Minerbio (BO), Italy

Tel: 39-51-6606010

Fax: 39-51-6606105

California Representative Office
5790 Katella Ave., Cypress,

CA 90630, U.S.A.

Tel: 1-562-799-3862

Fax: 1-562-799-3863

Seattle Representative Office
700 5th Ave., Suite 5900,
Seattle, WA 98104, U.S.A.
Tel: 1-206-386-5625

Fax: 1-206-621-9448

Major Overseas Subsidiaries

Kayaba Europe GmbH

Breite Strasse 10b,

40670 Meerbusch 2, Germany
Tel: 49-2159-52980

Fax: 49-2159-50139

Kayaba Arvin S.A.
Poligono Industrial
de Ipertegui No. 2,
Orcoyen Navarra,
Spain

Tel: 34-948-321004
Fax: 34-948-321005

KYB America LLC.

140 North Mitchell Ct.,
Addison, IL 60101, U.S.A.
Tel: 1-630-620-5555

Fax: 1-630-620-8133

KYB Manufacturing North America, Inc.
2625 North Morton,

Franklin, IN 46131, U.S.A.

Tel: 1-317-736-7774

Fax: 1-317-736-4618

Yung Hwa Machinery
Industrial Co., Ltd.
No. 493, Kuang Hsing Road,
Pa-Teh City, Tao Yuan Hsien, Taiwan
Tel: 886-3-3683123
Fax: 886-3-3683369

Thai Kayaba Industries Co., Ltd.
700/460 Moo 7, T. Don Hua,
Roh A. Muang,

Chonburi 20000, Thailand

Tel: 66-3-821-5025

Fax: 66-3-821-5029

Major Overseas Affiliates

AP Amortiguadores, S.A.
Ctra. Irurzun S/No,

31171 Ororbia Navarra, Spain
Tel: 34-948-421700

Fax: 34-948-322338

Siam Kayaba Co., Ltd.

380 Moo 2, Sukhumvit Road,

T. Bangpoo Mai, Ampur Muang,
Samut Prakan 10280, Thailand
Tel: 66-2-323-9035

Fax: 66-2-323-9037

P.T. Kayaba Indonesia

JI. Rawaterate 1/4,

Pulogadung Industrial Estate,

Jakarta Timur 13930, Indonesia

Tel: 62-21-4891000, 4600046
62-21-4615020

Fax: 62-21-4606140

Kayaba (Malaysia) Sdn. Bhd.

Kayaba Hydraulics (Malaysia)
Sdn. Bhd.

Lot 8, Jalan Waja 16,

Telok Panglima Garang,

42500 Kuala Langat,

Selangor DE, Malaysia

Tel: 60-3-3526222

Fax: 60-3-3526677



CORPORATE DATA

Head Office

World Trade Center Bldg.,

4-1, Hamamatsu-cho 2-chome,
Minato-ku, Tokyo 105-6111, Japan
Tel: 81-3-3435-3511

Fax: 81-3-3436-6759

URL: http://www.kyb.co.jp

Date of Establishment
November 25, 1948

Paid-in Capital
¥19,114 million

Common Stock Issued
222,984,315 shares

Number of Shareholders
22,616

Number of Employees
6,031
(Consolidated basis)

Securities Traded
Tokyo Stock Exchange and other major
Japanese stock exchanges

Transfer Agent and Registrar
Mizuho Trust & Banking Co., Ltd.
6-2, Marunouchi, 1-chome,
Chiyoda-ku, Tokyo 100-0005, Japan

(As of March 31, 2001)

33



YIS

KAYABA INDUSTRY CO,, LTD.

PRINTED IN JAPAN



