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Consolidated Seven-year Summary

Thousands of
Millions of yen U.S. dollars*1

Years ended or as of March 31 2007 2006 2005 2004 2003 2002 2001 2007

Net sales ............................ ¥   908,059 ¥897,277 ¥844,200 ¥856,198 ¥832,414 ¥   839,135 ¥891,086 $7,695,415
Cost of sales ...................... 708,837 702,007 665,774 690,948 666,604 677,033 709,481 6,007,092
[Ratio to net sales (%)] ........ 78.1 78.2 78.9 80.7 80.1 80.7 79.6 –
Selling, general and
administrative expenses ... 153,014 154,258 151,608 147,803 152,901 154,613 156,598 1,296,725

[Ratio to net sales (%)] ........ 16.8 17.2 17.9 17.3 18.3 18.4 17.6 –
Operating income .............. 46,208 41,012 26,818 17,447 12,909 7,489 25,007 391,598
[Ratio to net sales (%)] ........ 5.1 4.6 3.2 2.0 1.6 0.9 2.8 –
Ordinary income ................. 48,762 41,831 22,222 13,928 8,984 5,791 22,522 413,238
[Ratio to net sales (%)] ........ 5.4 4.7 2.6 1.6 1.1 0.7 2.5 –
Income before income taxes
and minority interests ......... 40,474 34,163 16,254 12,887 7,074 231 21,319 343,005

[Ratio to net sales (%)] ........ 4.5 3.8 1.9 1.5 0.8 0.0 2.4 –
Net income (loss) ............... 23,142 18,603 7,797 5,519 3,911 (3,217) 9,711 196,127
[Ratio to net sales (%)] ........ 2.5 2.1 0.9 0.6 0.5 (0.4) 1.1 –

Total assets ....................... 1,024,832 990,054 882,412 908,060 921,121 1,104,871 964,211 8,685,018
Asset turnover (times) ......... 0.90 0.96 0.94 0.94 0.82 0.81 0.94 –
Net assets*2 ....................... 284,553 284,889 203,827 200,265 175,643 280,097 195,469 2,411,468
Net assets ratio (%) ............ 26.8 27.8 22.2 21.1 17.5 22.5 16.8 –
Interest-bearing debt .......... 299,908 275,046 318,433 363,010 438,864 460,121 443,538 2,541,600
Interest-bearing
debt ratio (%) .................... 29.3 27.8 36.1 39.9 47.6 41.6 46.0 –

Debt-equity ratio (times)*3 ... 1.1 1.0 1.6 1.9 2.7 1.9 2.7 –
Return on assets (%) .......... 2.3 2.0 0.9 0.6 0.4 (0.3) 1.0 –
Return on equity (%) ........... 8.4 7.9 4.0 3.1 1.9 (1.6) 6.2 –

Yen U.S. dollars*1

Net income (loss) per share
Basic .............................. ¥       32.37 ¥    25.70 ¥    10.69 ¥      7.46 ¥      5.28 ¥       (4.50) ¥    13.58 $       0.274
Diluted ............................ 31.24 – – – – – – 0.265

Cash dividends per share ... 8.00 7.00 5.00 5.00 5.00 5.00 6.00 0.068
Payout ratio (%)*4 ............... 24.7 27.2 46.8 67.0 94.7 – 44.2 –
Net assets per share .......... 384.53 384.38 273.47 267.80 225.06 346.91 226.13 3.26

Thousands of
Millions of yen U.S. dollars*1

Plant and
equipment investment*5 .... ¥     71,450 ¥  53,066 ¥  35,662 ¥  26,973 ¥  33,233 ¥     35,104 ¥  34,231 $   605,512

Depreciation and
amortization*6 ................... 17,544 15,721 16,545 17,675 27,202 29,826 32,608 148,794

R&D expenditures .............. 32,554 29,021 27,224 28,568 26,780 28,064 27,017 275,887

Number of employees ........ 25,351 25,408 24,597 24,601 25,822 24,505 27,103 –

*1 The U.S. dollar amounts represent the arithmetic results of translating yen into dollars at ¥118=U.S.$1, the approximate exchange rate at March 31, 2007.
*2 Net assets are newly provided to conform to Japanese accounting regulation revisions. The previous fiscal figures also restated to reflect this change.

See Note 2 p. of the Notes to Consolidated Financial Statements for details.
*3 Debt-equity ratio: Interest-bearing debt/net assets
*4 Payout ratio: cash dividends per share of Fuji Electric Holdings Co., Ltd./consolidated net income per share
*5 Plant and equipment investment is the total of investment in tangible fixed assets and acquisition amounts for lease contracts.
*6 Depreciation and amortization expense is the total of the depreciation of tangible fixed assets and amortization of intangible assets.
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Consolidated Financial Review

Operating Results

Net Sales

In fiscal 2006, the year ended March 31, 2007, consolidated net sales rose 1.2% year on year to

¥908,059 million (US$7,695 million). By business group, sales increased in Energy & Electric

Systems, which recorded sales from a large-scale electric power plant project, ED&C · Drive

Systems, on sales growth both in Japan and overseas on the back of robust demand generated

by private-sector capital investment, and Electronic Devices, thanks to increased sales from semi-

conductors and device media. However, Retail Systems reported lower sales due to declines in

vending machines and currency handling systems.

Overseas sales declined 4.9% year on year to ¥194,244 million (US$1,646 million), with the ratio

of overseas sales falling 1.4 percentage points from a year earlier to 21.4%. This included a ¥14,026

million impact arising from adjustments to the settlement date for certain consolidated subsidiaries

with a fiscal year-end of December 31, made during the previous fiscal year. To more appropriately

manage and provide disclosure of consolidated earnings, the settlement dates were altered by

using a provisional account settlement date, or by making the end of the business year the same as

the consolidated year-end settlement date. By region, Asia (excluding China) accounted for 58.9%

of overseas sales, China 20.7%, Europe 8.6% and North America 8.61%.

Cost of Sales, SG&A Expenses, and Operating Income

Cost of sales amounted to ¥708,837 million (US$6,007 million), up 1.0% from the previous fiscal

year. Despite negative factors such as rising prices for raw materials, the cost of sales ratio

declined 0.1 of a percentage point from 78.2% a year earlier to 78.1%, reflecting an increase in

sales from proactive measures to expand orders, along with cost reductions realized from busi-

ness process reengineering. As a result, the gross profit margin improved 2.0%.

Selling, general and administrative (SG&A) expenses, despite an increase in higher research

and development costs, declined 0.8% year on year to ¥153,014 million (US$1,297 million), mainly

due to strategic reassignment of personnel in accordance with business process reengineering

and resulting changes in the operating structure. SG&A expenses represented 16.8% of net

sales, down 0.4 of a percentage point from 17.2% the previous year.

As a result, operating income rose 12.7% year on year to ¥46,208 million (US$392 million). By

group, increased operating income was recorded in Energy & Electric Systems, ED&C·Drive Sys-

tems, and Electronic Devices, but declined in Retail Systems due to a drop in sales.

Non-operating Income (Expenses) and Ordinary Income

Non-operating income (expenses) increased ¥1,735 million from net income of ¥819 million in

the previous year to net income of ¥2,554 million (US$22 million) for the fiscal year under review.

This mainly reflected an increase in the gain on foreign currency translation adjustments, and a

rise in earnings in equity-method affiliates stemming from the improvement in profitability of a

domestic affiliate in the substation business.

As a result, ordinary income rose 16.6% year on year, to ¥48,762 million (US$413 million), a

new record high for the Group.
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Extraordinary Gains and Losses, and Net Income

The Fuji Electric Group posted extraordinary gains of ¥2,837 million (US$24 million) after record-

ing a gain on sales of investment securities, and gain on withdrawing pension assets in trust. This

represented a year-on-year decline of ¥1,543 million, mainly due to the absence of a gain on

sales of property, plant and equipment booked in the previous fiscal year.

Extraordinary losses of ¥11,125 million (US$94 million) mainly consisted of loss on sales of

property, plant and equipment, special termination benefits, and special repair expense. This

represented a decline of ¥923 million from a year earlier, stemming mainly from a decrease in loss

on sales of property, plant and equipment compared to the previous fiscal year.

As a result of the above, income before income taxes and minority interests increased 18.5%

to ¥40,474 million (US$343 million). Net income, after deducting income taxes of ¥16,346 million

(US$139 million) and minority interests in net income of consolidated subsidiaries of ¥986 million

(US$8 million), rose 24.4% year on year to ¥23,142 million (US$196 million), a new record high

for the Group.

For details on net sales and operating income by group, please refer to the Review of Opera-

tions section (pages 20 – 49 of Operational Review).

Plant and Equipment Investment

In its medium-term management plan covering fiscal 2006 through fiscal 2008, the Fuji Electric

Group has earmarked investment in plant and equipment totaling ¥1.9 billion over three years.

This investment is aimed at further business selection and concentration, along with promoting

and accelerating proactive investment in specialty fields.

During fiscal 2006, the first year of this medium-term management plan, plant and equipment

investment amounted to ¥71,450 million (US$606 million), including lease acquisitions of ¥36,828

million (US$312 million). By group, plant and equipment investment totaled ¥9,050 million (US$77

million) in Energy & Electric Systems, ¥6,529 million (US$55 million) in ED&C·Drive Systems,

¥48,367 million (US$410 million) in Electronic Devices, ¥5,593 million (US$47 million) in Retail

Systems, ¥1,879 million (US$16 million) in Others, and ¥32 million (US$0.3 million) in shared

Group investment.

The major components of plant and equipment investment included the following.

In Energy & Electric Systems, the Group installed and began operating a production line for

solar cells at the Kumamoto Plant run by Fuji Electric Systems Co., Ltd., aimed at full-scale entry

into the solar cell business. In the measuring equipment business the Company established a

production plant in Wuxi, China, to provide a platform for entry into the Chinese market.

In ED&C·Drive Systems, the Group updated its short-circuit generators in order to strengthen

development capabilities in the ED&C components business. Equipment and facilities were also

expanded to enhance production capacity for low-voltage circuit breakers. The inverter division

at the Kobe Plant was also integrated into the Suzuka complex, and production launched.

In Electronic Devices, in the disk media field the Group expanded production lines for glass

and aluminum substrate disks at the Matsumoto and Yamanashi plants operated by Fuji

Electric Device Technology Co., Ltd. and at Fuji Electric (Malaysia) Sdn. Bhd. These steps

were taken to respond to rising demand in the HDD market, which continues to see growth

in both computer and consumer electronics applications. In semiconductors, the Group in-

stalled new production facilities at the Matsumoto Plant operated by Fuji Electric Device Tech-

nology Co., Ltd. for PDP ICs and power devices for industrial applications and automotive
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components. In imaging devices, the Group expanded and relocated production lines at Fuji

Electric (Shenzhen) Co., Ltd., to consolidate facilities for organic photoconductive drums

(OPCs) in China.

In Retail Systems, the Group completed constructing a new integrated office building at the

Saitama Plant run by Fuji Electric Retail Systems Co., Ltd., and began undertaking efforts to

strengthen development capabilities and enhance operational efficiency. The Group also built a

new R&D facility at the Mie Plant to shorten development lead times and raise product develop-

ment quality.

In research and development, the Group installed prototype and testing equipment for new

processes for next-generation magnetic recording media. Process development equipment was

also upgraded to raise the quality of organic light-emitting displays (OLEDs).

Depreciation and amortization expense in the fiscal year under review amounted to ¥17,544 million

(US$149 million). Lease expense for production equipment totaled ¥25,034 million (US$212 million).

R&D Expenditures

The Fuji Electric Group makes strategic investments in key product lines to enhance the technol-

ogy development and basic research that strengthens the core technology in which it special-

izes, and to accelerate the process of bringing distinctive new products to market.

R&D expenditures in fiscal 2006 amounted to ¥32,554 million (US$276 million), representing

3.6% of net sales. By group, expenditures totaled ¥9,886 million (US$84 million) in Energy &

Electric Systems, ¥4,097 million (US$35 million) in ED&C·Drive Systems, ¥14,368 million (US$122

million) in Electronic Devices, ¥4,150 million (US$35 million) in Retail Systems and ¥53 million

(US$0.4 million) in Others.

Major R&D projects included the following.

Energy & Electric Systems: in power electronics the Group focused on building design platforms,

using them to successfully commercialize such products as medium-capacity inverters for variable-

speed motors, and accelerate the rate of development. It also expanded its product range in

uninterruptible power supplies (UPS) with the development of the 8000 Series of large-capacity,

high-voltage UPS that counter momentary voltage drops, and completed the product lineup in the

GX 100/200 Series of high-efficiency mini-UPS. In measuring equipment, the Group utilized micro-

processing technology to develop a combined differential pressure/pressure sensor, and created

smaller, more accurate flowmeters. The Group also completed development of a direct laser gas

analyzer capable of continuous measurement and monitoring. Going forward, the Fuji Electric Group

will continue to develop products for the environmental measurement field.

ED&C·Drive Systems: in ED&C components the Group developed the G-Twin Series of global

MCCB/ELCB (wiring and earth leakage circuit breakers), a single unit that meets new JIS/IEC

standards (Japan and Europe), GB standards (China), and UL standards (United States). This

environmentally-friendly product is fully compliant with the EU RoHS Directive. In control and

drive systems the Group developed the FRENIC-MEGA Series, general-purpose inverters that

comply with the electromagnetic compatibility (EMC) regulations, a key requirement for global

products, and have internal harmonic suppression functions. This series has control capabilities

on a par with the best in the industry, and incorporates functions suited to a wide range of

applications.

Electronic Devices: in power semiconductors the Group commercialized IGBT-IPM (Intelligent

Power Modules) incorporating optimized packages on low-loss, highly durable, compact U-series

R&D Expenditures,
Ratio to Net Sales
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IGBT chips developed using proprietary technology. These IGBT-IPMs are used in power control

units for hybrid vehicles. In disk media the Group continued to develop perpendicular magnetic

recording media that meet the need for large-capacity, high-density data storage, establishing the

technology for a surface recording density of 270Gbpsi. The Group is also preparing to begin vol-

ume production of 2.5 inch hard disk drives with a capacity of 160GB, the largest in the world.

Retail Systems: in vending machines the Group developed a series of can vending machines

with extremely low global warming potential thanks to the use of a safe carbon dioxide (CO2)

refrigerant in cooling system. The Group also developed the FOOD-X series of general-purpose

vending machines, which can accommodate a wide range of products in various sizes, including

sandwiches  and rice balls. In currency handling systems the Group developed the ECS07 auto-

matic coin dispenser that enables accurate cash management, as well as payment terminals for

electronic money and credit cards using contactless ICs, the use of which is spreading rapidly.

In the new business and basic technology field, 17 phosphoric acid fuel cell power generation

systems are now operating in the field, reducing primary energy usage and contributing to a

reduction in CO2 emissions. Going forward, the Group will work to bring down costs and open

new markets to promote the uptake of these systems.

The Group began trial operations of polymer electrolyte fuel cell (PEFC) power generation sys-

tems in Mie Prefecture and other locations, with the aim of verifying their durability and reliability

under actual operating conditions. In September 2006 the system exceeded 11,000 hours of

operation—the top level in the industry—and is still in continuous operation. Development is pro-

ceeding with the aim of commercializing the system.

To increase efficiency and speed in product development and design operations the Group is

working to build technology platforms for electronics and other technologies, the results of which

will be systematically implemented across the Group.

Financial Position

Total assets as of March 31, 2007 stood at ¥1,024,832 million (US$8,685 million), ¥34,778

million more than a year earlier.

Current assets totaled ¥483,401 million (US$4,097 million), an increase of ¥41,352 million com-

pared to a year earlier. This was mainly attributable to increases of ¥259,107 million in trade

receivables, and ¥149,716 million in inventories.

Net property, plant and equipment increased ¥19,207 million from a year earlier to ¥169,557

million (US$1,437 million). This was mainly for strategic capital investments centered on the Elec-

tronic Devices Group. Total investments and other assets declined ¥25,781 million to ¥371,874

million (US$3,151 million). This mainly reflected a corresponding decline in the market value of

investment securities, other, from the previous fiscal year.

Total liabilities were ¥740,279 million (US$6,274 million), ¥35,114 million more than one year

earlier. This was attributable to a ¥7,651 million decrease in deferred tax liabilities due mainly to a

corresponding decline in the market value of investment securities, other, outweighed by a ¥16,279

million increase in trade payables and an increase in bonds following the issue of ¥30,000 million

in euro-denominated convertible corporate bonds with share warrants maturing in 2016.

The balance of consolidated interest-bearing debt at the end of fiscal 2006 was ¥299,908

million (US$2,542 million), an increase of ¥24,862 million from a year earlier. The ratio of this

balance to total assets was 29.3%, up 1.5 percentage points from the previous fiscal year.

Interest-bearing Debt,
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■ Net Assets
● Equity Ratio

(¥ Billion) (%)

0

15

30

45

05.3 06.3 07.3

284.8 284.5

203.8
27.8 26.8

22.2

0

100

200

300

*

*

Net Assets,
Equity Ratio

* Figure for FY3/07 has been adjusted
based on the calculation of total share-
holders’ equity used until the previous
fiscal year.

Total net assets at March 31, 2007 were ¥284,553 million (US$2,411 million). Of this amount,

¥274,861 million was equivalent to the shareholders’ equity item used until the previous fiscal

year, representing a year-on-year decline of ¥211 million. This was mainly due to an increase in

retained earnings of ¥16,784 million, outweighed by a decrease in unrealized gain on other secu-

rities, net of taxes, of ¥17,466 million. As a result, the equity ratio fell 1.0 percentage point from

the end of the previous fiscal year to 26.8%.

Cash Flows

In fiscal 2006, free cash flow (the sum of operating and investing cash flows) on a consolidated

basis amounted to a negative ¥21,676 million (US$184 million), compared to positive free cash

flow of ¥53,603 million in the previous fiscal year and representing a deterioration of ¥75,279

million. This was due mainly to the impact of the fiscal year-end falling on a holiday, and proactive

investment in growth fields.

Cash Flow From Operating Activities

Operating activities provided net cash and cash equivalents (cash) of ¥12,764 million (US$108

million), compared to net cash provided in the previous fiscal year of ¥60,200 million. Cash was

mainly provided by income before income taxes and minority interests.

This represented a deterioration of ¥47,436 million from the previous fiscal year.

Cash Flow From Investing Activities

Investing activities used net cash of ¥34,440 million (US$292 million), compared to net cash used

in the previous fiscal year of ¥6,597 million. Cash was mainly used for strategic capital investment

centered on the Electronic Devices Group.

This represented a deterioration of ¥27,843 million from the previous fiscal year.

Cash Flow From Financing Activities

Financing activities provided net cash of ¥18,756 million (US$159 million), compared to net cash used

in the previous fiscal year of ¥49,470 million. This mainly reflected an increase in corporate bonds.

As a result of the above, cash and cash equivalents on a consolidated basis at March 31, 2007

amounted to ¥19,135 million (US$162 million), ¥2,278 million less than a year earlier.

Risk Factors

The Fuji Electric Group works to mitigate business risk and other risks in a systematic and me-

thodical manner. However, there are various risks, such as those listed below, which could have

a negative impact on the operating results and financial position of the Fuji Electric Group. As of

March 31, 2007, the following factors were judged to have a potential future impact on the op-

erations of the Fuji Electric Group.

(1) Risks related to changes in the operating environment

(a) Material and component prices in international markets have been rising due to rapidly in-

creasing demand for raw materials associated with economic expansion in the BRIC coun-

tries, particularly in China, and protracted geopolitical instability related to conditions in the

Middle East. Operating results could be negatively affected in the event the Group is unable to

adequately respond to further increases in raw material and component prices.
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(b) The Fuji Electric Group’s sales are affected by domestic economic trends, including public

and private sector investment. The performance of the Electronic Devices business is closely

correlated to market conditions in the electronics industry. Consequently, the Group’s oper-

ating results could be affected in the event of sudden changes in the supply-demand balance

or intensified competition resulting in sharp declines in prices in the electronics industry.

(c) The Fuji Electric Group is seeking to expand its overseas presence, with a particular focus on

the Chinese market. Specifically, the Group is actively working to increase sales of magnetic

contractors, control and drive systems, semiconductors and other products in China. Conse-

quently, the Group’s operating results could be affected in the event of deterioration in the

Chinese economy or unexpected changes to economic policy.

(d) Based on an established set of management criteria, the Fuji Electric Group systematically

employs forward-exchange contracts to minimize the risk of exchange rate fluctuations on its

operating results. However, the forward-exchange contract policy is not capable of entirely

mitigating exchange-rate risk. Consequently, fluctuations in exchange rates, primarily between

the yen and the U.S. dollar, may have a negative impact on the operating results and financial

position of the Group.

(e) The Fuji Electric Group’s interest-bearing debt totaled ¥2,999 million as of March 31, 2007. A

higher-than-anticipated increase in interest rates may lead to a significant additional interest

payment burden, which could have an impact on the operating results of the Group.

(2) Risks related to product quality

The Fuji Electric Group has put in place a quality assurance system designed to ensure the

highest level of quality for all products it manufactures and sells. Although the Group has taken

precautions in the form of insurance to provide compensation for product liability claims, in the

event that major defects are found in any Fuji Electric Group products due to unforeseen factors,

this may have a negative impact on the Group’s operating results and financial position.

(3) Risks related to technology development

The Fuji Electric Group makes a concerted effort to develop technology that matches the needs

of the market. However, there is a possibility that competing companies will gain an advantage

through faster development, or that the Group will be unable to bring products to market in a

timely manner should development not progress according to plan. Such events could have a

negative impact on the Group’s operating results.

(4) Risks related to overseas business activities

The Fuji Electric Group is seeking to expand its overseas presence, with a particular focus on

Asia, including China. Consequently, the Group is exposed to the following risks, which may

have a negative impact on the Group’s operating results and financial position:

• Unforeseen changes in laws and regulations and tax systems that may have a detrimental

effect on the Group

• Disadvantages arising from political conditions

• Social turmoil related to terrorist incidents, war and other events.
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(5) Risks related to intellectual property

The Fuji Electric Group effectively manages its intellectual property rights and develops new prod-

ucts and technologies in a manner that does not infringe on third-party patent rights. However,

since the pace of technological innovation is accelerating and the Group’s operations are becom-

ing more global, the possibility of disputes over intellectual property rights is increasing. A dispute of

this nature may have a negative impact on the Group’s operating results and financial position.

(6) Risks related to human resources

The business activities of the Fuji Electric Group depend heavily on its human resources. Retaining

and training superior personnel in such fields as technology, production, sales and administration is

essential to the growth of the Group. Should the Group be unable to retain and/or train such nec-

essary human resources, this could have a negative impact on the Group’s operating results.

(7) Risks related to leak of personal information

As a part of its business activities, the Fuji Electric Group handles personal information about

numerous individuals, including customers, suppliers and employees. The Fuji Electric Group has

formulated and strictly enforces thorough internal regulations regarding the gathering, use and

management of personal information. However, the Group cannot entirely rule out the possibility

that such information may be leaked due to unforeseen circumstances. Any leak of this kind could

damage trust in Fuji Electric and have a negative impact on the Group’s operating results.

(8) Risks related to major natural disasters

The Fuji Electric Group has a network of bases throughout the world. In the event of a major

natural disaster, production facilities may be damaged, operations at manufacturing facilities may

be halted, shipments of products may be delayed, and other problems may occur. These events

could have a negative impact on the operating results and financial position of the Group.

(9) Risks related to soil contamination

Based on the international standard for environmental protection systems, the Group works to

prevent, measure and monitor soil contamination at its operating sites. Prior to selling any land,

the Group carries out soil surveys and takes other appropriate steps in accordance with relevant

laws and regulations. However, as a result of these measurements and surveys, the Group may

incur costs for soil remediation measures, which could have a negative impact on the operating

results of the Group.

(10) Risks related to retirement benefit liabilities

The Fuji Electric Group has a lump-sum payment plan and a corporate pension plan for its em-

ployees when they retire. Retirement benefit costs and liabilities are calculated on the assump-

tion that they are accepted as reasonable on the basis of actuarial calculations. Fuji Electric and

certain domestic consolidated subsidiaries have also entrusted listed marketable securities to

employee retirement benefit trusts. Consequently, changes in the discount rate, the expected

rate of return on pension assets and stock prices that are used as the basis of computing pen-

sion benefit obligations, differences between these expectations and actual performance, changes

in the prices of entrusted listed marketable securities and other items, could have a negative

impact on the operating results and financial position of the Fuji Electric Group.
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(11) Risks related to compliance

The Fuji Electric Group conducts business in a variety of fields and regions throughout the world,

and as such is subject to the laws and regulations of numerous countries. The Group has put in

place an appropriate internal control system to ensure compliance, but the possibility of legal

violations cannot be discounted entirely. Should such a violation occur, this could have a nega-

tive impact on the Group’s social credibility and/or operating results.

(12) Risks related to lawsuits and other legal proceedings

The Fuji Electric Group, in the course of its business, could become the subject of a lawsuit or

other legal proceeding, and may unexpectedly be liable for the payment of large amounts of

compensation. Depending on the content of such a decision, this could have a negative impact

on the Group’s operating results.

On February 9, 2007, Fuji Electric Holdings Co., Ltd. and Fuji Electric Systems Co., Ltd. re-

ceived notice from the European Commission of its decision (dated January 24, 2007) to impose

a fine of 2.40 million euros for anti-competitive activities in the European market relating to gas-

insulated switchgear. In addition, the Group’s equity-method affiliate (30% equity investment)

Japan AE Power Systems Corporation, together with Hitachi, Ltd., has been ordered to pay a

fine of 1.35 million euros. After review of the decision, the Fuji Electric Group filed an appeal with

the European Court of First Instance on April 19, 2007, on the basis that the facts stated in the

decision are inconsistent with those recognized by the Group. The Group will be stating its argu-

ment at court.
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Consolidated Balance Sheets

Thousands of
U.S. dollars

Millions of yen (Note 3)

As of March 31, 2007, 2006 and 2005 2007 2006 2005 2007

ASSETS
CURRENT ASSETS:

Cash and cash equivalents (Note 2) ............................................ ¥     19,135 ¥  21,413 ¥  16,215 $   162,164
Short-term investments (Notes 2, 4 and 6) ................................. 112 113 123 952
Trade receivables ....................................................................... 259,107 240,599 241,820 2,195,824
Allowance for doubtful accounts (Note 2) ................................... (1,201) (1,311) (955) (10,183)
Inventories (Notes 2 and 5) ......................................................... 149,716 137,442 135,076 1,268,783
Deferred income taxes (Notes 2 and 12) ..................................... 18,454 17,156 16,372 156,396
Other current assets ................................................................... 38,078 26,637 28,998 322,689

TOTAL CURRENT ASSETS ................................................. 483,401 442,049 437,649 4,096,625

PROPERTY, PLANT AND EQUIPMENT (Notes 2 and 6):
Land ........................................................................................... 35,534 35,772 36,900 301,144
Buildings and structures ............................................................. 191,984 189,617 190,604 1,626,986
Machinery and equipment .......................................................... 162,875 162,945 179,729 1,380,298
Construction in progress ............................................................ 20,467 2,220 1,631 173,438

410,860 390,554 408,864 3,481,866
Less accumulated depreciation .................................................. (241,303) (240,204) (257,961) (2,044,942)

NET PROPERTY, PLANT AND EQUIPMENT ...................... 169,557 150,350 150,903 1,436,924

INVESTMENTS AND OTHER ASSETS:
Investment securities (Notes 2, 4 and 6):

Unconsolidated subsidiaries and affiliates ............................... 22,211 24,454 26,403 188,231
Other ...................................................................................... 278,704 297,123 192,770 2,361,904

Long-term loans receivable ........................................................ 1,762 2,464 3,321 14,935
Deferred income taxes (Notes 2 and 12) ..................................... 5,686 4,718 2,993 48,188
Other investments and other assets ........................................... 64,462 70,081 69,425 546,272
Allowance for doubtful accounts (Note 2) ................................... (951) (1,185) (1,052) (8,061)

TOTAL INVESTMENTS AND OTHER ASSETS ................... 371,874 397,655 293,860 3,151,469

¥1,024,832 ¥990,054 ¥882,412 $8,685,018

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.
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Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:

Short-term debt (Note 7) ............................................................ ¥     89,393 ¥106,975 ¥142,733 $   757,574
Current portion of long-term debt (Note 7) .................................. 63,134 45,370 8,610 535,037
Trade payables ........................................................................... 197,361 181,082 176,575 1,672,558
Advances from customers .......................................................... 26,766 30,693 32,980 226,836
Accrued income taxes (Notes 2 and 12) ..................................... 9,366 9,645 2,678 79,377
Other current liabilities ................................................................ 122,235 116,532 104,436 1,035,865

TOTAL CURRENT LIABILITIES ........................................... 508,255 490,297 468,012 4,307,247

LONG-TERM DEBT (Note 7) ........................................................ 147,380 122,701 167,090 1,248,989
LIABILITY FOR SEVERANCE PAYMENTS (Notes 2 and 8) ........ 12,151 10,330 8,291 102,976
RESERVE FOR DIRECTORS’
RETIREMENT BENEFITS (Note 2) ............................................. 1,032 1,168 – 8,751

DEFERRED INCOME TAXES (Notes 2 and 12) ........................... 68,041 75,692 28,694 576,624
OTHER LONG-TERM LIABILITIES ............................................. 3,420 4,977 6,498 28,963

TOTAL LIABILITIES .............................................................. 740,279 705,165 678,585 6,273,550

CONTINGENT LIABILITIES (Note 13):

NET ASSETS (Note 2):
SHAREHOLDERS’ EQUITY:

Common stock:
Authorized — 1,600,000,000 shares
Issued — 746,484,957 shares as of March 31, 2007 ....... 47,586 – – 403,272

746,484,957 shares as of March 31, 2006 ....... – 47,586 – –
746,484,957 shares as of March 31, 2005 ....... – – 47,586 –

Capital surplus ............................................................................ 46,717 46,713 46,711 395,908
Retained earnings ....................................................................... 104,959 88,175 74,575 889,489

Treasury stock at cost :
31,447,349 shares as of March 31, 2007 ................................... (6,985) – – (59,197)
31,447,349 shares as of March 31, 2006 ................................... – (6,887) – –
31,266,513 shares as of March 31, 2005 ................................... – – (6,797) –

TOTAL SHAREHOLDERS’ EQUITY ..................................... 192,277 175,587 162,075 1,629,472

VALUATION AND TRANSLATION ADJUSTMENTS:
Unrealized gain on other securities, net of taxes ......................... 82,563 100,029 36,957 699,687
Deferred gain on hedging instruments ........................................ 30 – – 257
Foreign currency translation adjustments .................................... 22 (544) (3,291) 178

TOTAL VALUATION AND
TRANSLATION ADJUSTMENTS ....................................... 82,615 99,485 33,666 700,122

MINORITY INTERESTS IN CONSOLIDATED SUBSIDIARIES .... 9,661 9,817 8,086 81,874

TOTAL NET ASSETS ............................................................ 284,553 284,889 203,827 2,411,468

¥1,024,832 ¥990,054 ¥882,412 $8,685,018
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Consolidated Statements of Income

Thousands of
U.S. dollars

Millions of yen (Note 3)

Years ended March 31, 2007, 2006 and 2005 2007 2006 2005 2007

NET SALES (Note 2) ........................................................................ ¥908,059 ¥897,277 ¥844,200 $7,695,415
COST OF SALES (Note 10) ............................................................. 708,837 702,007 665,774 6,007,092

GROSS PROFIT ....................................................................... 199,222 195,270 178,426 1,688,323
SELLING, GENERAL AND
ADMINISTRATIVE EXPENSES (Note 10) ..................................... 153,014 154,258 151,608 1,296,725

OPERATING INCOME ............................................................. 46,208 41,012 26,818 391,598

NON-OPERATING INCOME (EXPENSES):
Interest and dividend income ......................................................... 3,709 2,849 2,379 31,433
Interest expense ............................................................................ (3,868) (2,987) (3,049) (32,784)
Other, net ...................................................................................... 2,713 957 (3,926) 22,991

2,554 819 (4,596) 21,640

ORDINARY INCOME ............................................................... 48,762 41,831 22,222 413,238
EXTRAORDINARY LOSS, NET (Note 11) ....................................... (8,288) (7,668) (5,968) (70,233)

INCOME BEFORE INCOME TAXES AND
MINORITY INTERESTS ......................................................... 40,474 34,163 16,254 343,005

INCOME TAXES (Notes 2 and 12) ............................................ 16,346 15,251 8,698 138,532

INCOME BEFORE MINORITY INTERESTS ........................... 24,128 18,912 7,556 204,473
MINORITY INTERESTS IN NET LOSS (INCOME) OF
CONSOLIDATED SUBSIDIARIES ......................................... (986) (309) 241 (8,346)

NET INCOME ........................................................................... ¥  23,142 ¥  18,603 ¥    7,797 $   196,127

U.S. dollars
yen (Note 3)

2007 2006 2005 2007

PER SHARE OF COMMON STOCK:
Basic (Note 2) ................................................................................ ¥    32.37 ¥    25.70 ¥    10.69 $       0.274
Diluted (Note 2) .............................................................................. ¥    31.24 ¥           – ¥           – $       0.265

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.



13

Consolidated Statements of Changes in Net Assets

Thousands Millions of yen

Unrealized
Number of gain on Foreign Minority
shares of other Deferred currency interests in
common Common Capital Retained securities, gain on translation Treasury consolidated Total

stock stock surplus earnings net of taxes Hedges adjustments stock Total subsidiaries Net assets

BALANCE AT MARCH 31, 2004 .............. 746,484 ¥  47,586 ¥  46,710 ¥  71,172 ¥  36,617 ¥    – ¥(3,574) ¥  (6,737) ¥   191,774 ¥  8,491 ¥   200,265
Net income for the year ............................ – – – 7,797 – – – – 7,797 – 7,797
Change from merger of consolidated
and unconsolidated subsidiaries ............ – – – (8) – – – – (8) – (8)

Change from increase in consolidated
subsidiaries previously not
consolidated at
the beginning of year .............................. – – – (22) – – – – (22) – (22)

Decrease of an affiliate newly
accounted for by the equity method ....... – – – (618) – – – – (618) – (618)

Cash dividends ........................................ – – – (3,576) – – – – (3,576) – (3,576)
Bonuses to directors ................................ – – – (170) – – – – (170) – (170)
Purchase of treasury stock,
net of sales ............................................ – – 1 – – – – (60) (59) – (59)

Net Change in the year ............................ – – – – 340 – 283 – 623 (405) 218

BALANCE AT MARCH 31, 2005 .............. 746,484 ¥  47,586 ¥  46,711 ¥  74,575 ¥  36,957 ¥    – ¥(3,291) ¥  (6,797) ¥   195,741 ¥  8,086 ¥   203,827
Net income for the year ............................ – – – 18,603 – – – – 18,603 – 18,603
Change from increase in consolidated
subsidiaries previously not
consolidated at
the beginning of year .............................. – – – (94) – – – – (94) – (94)

Decrease in retained earnings due to
change in accounting standards of
consolidated subsidiaries ....................... – – – (840) – – – – (840) – (840)

Cash dividends ........................................ – – – (3,933) – – – – (3,933) – (3,933)
Bonuses to directors ................................ – – – (136) – – – – (136) – (136)
Purchase of treasury stock,
net of sales ............................................ – – 2 – – – – (90) (88) – (88)

Net Change in the year ............................ – – – – 63,072 – 2,747 – 65,819 1,731 67,550

BALANCE AT MARCH 31, 2006 .............. 746,484 ¥  47,586 ¥  46,713 ¥  88,175 ¥100,029 ¥    – ¥   (544) ¥  (6,887) ¥   275,072 ¥  9,817 ¥   284,889
Net income for the year ............................ – – – 23,142 – – – – 23,142 – 23,142
Change from increase in consolidated
subsidiaries previously not
consolidated at
the beginning of year .............................. – – – (505) – – – – (505) – (505)

Change from merger of consolidated
and unconsolidated subsidiaries ............ – – – 73 – – – – 73 – 73

Cash dividends ........................................ – – – (5,719) – – – – (5,719) – (5,719)
Bonuses to directors ................................ – – – (207) – – – – (207) – (207)
Purchase of treasury stock,
net of sales ............................................ – – 4 – – – – (98) (94) – (94)

Net Change in the year ............................ – – – – (17,466) 30 566 – (16,870) (156) (17,026)

BALANCE AT MARCH 31, 2007 ........... 746,484 ¥  47,586 ¥  46,717 ¥104,959 ¥  82,563 ¥  30 ¥      22 ¥  (6,985) ¥   274,892 ¥  9,661 ¥   284,553

Thousands of U.S. dollars (Note 3)

BALANCE AT MARCH 31, 2006 .............. $403,272 $395,877 $747,251 $847,708 $    – $(4,612) $(58,371) $2,331,125 $83,201 $2,414,326
Net income for the year ............................ – – 196,127 – – – – 196,127 – 196,127
Change from increase in consolidated
subsidiaries previously not
consolidated at
the beginning of year .............................. – – (4,279) – – – – (4,279) – (4,279)

Change from merger of consolidated
and unconsolidated subsidiaries ............ – – 625 – – – – 625 – 625

Cash dividends ........................................ – – (48,475) – – – – (48,475) – (48,475)
Bonuses to directors ................................ – – (1,760) – – – – (1,760) – (1,760)
Purchase of treasury stock,
net of sales ............................................. – 31 – – – – (826) (795) – (795)

Net Change in the year ............................ – – – (148,021) 257 4,790 – (142,974) (1,327) (144,301)

BALANCE AT MARCH 31, 2007 ........... $403,272 $395,908 $889,489 $699,687 $257 $    178 $(59,197) $2,329,594 $81,874 $2,411,468

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.
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Consolidated Statements of Cash Flows

Thousands of
U.S. dollars

Millions of yen (Note 3)

Years ended March 31, 2007, 2006 and 2005 2007 2006 2005 2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Income before income taxes and minority interests ................................. ¥40,474 ¥34,163 ¥16,254 $343,005
Depreciation and amortization ................................................................ 17,544 15,721 16,545 148,679
Increase (decrease) in allowance for doubtful receivables ....................... (345) 477 (874) (2,924)
Interest and dividend income .................................................................. (3,709) (2,849) (2,379) (31,433)
Interest expense ..................................................................................... 3,868 2,987 3,049 32,784
Exchange (gain) loss ............................................................................... (941) (106) (40) (7,982)
Gain on sales of property, plant and equipment ...................................... (55) (3,347) (1,131) (467)
Gain on sales of investment securities .................................................... (1,434) (1,033) (4,893) (12,158)
Gain on withdrawing pension assets in trust ........................................... (991) – – (8,407)
Gain on transition of retirement benefits plans ........................................ (357) – – (3,029)
Adjustment for recognized actuarial gain ................................................ – – (3,554) –
Loss on devaluation of investment securities .......................................... 417 1,024 2,598 3,538
Extraordinary loss/other .......................................................................... 2,509 4,960 2,889 21,269
Changes in operating assets and liabilities:

Trade receivables ................................................................................ (19,967) 2,205 11,762 (169,220)
Inventories .......................................................................................... (7,116) (409) (8,491) (60,311)
Trade payables ................................................................................... 15,367 4,643 (5,445) 130,233
Advances from customers .................................................................. (3,937) (2,374) (788) (33,370)

Other, net ............................................................................................... (14,137) 10,561 25,633 (119,767)

Cash generated from operations ..................................................... 27,190 66,623 51,135 230,440

Interest and dividends received .............................................................. 3,704 2,873 2,354 31,391
Interest paid ........................................................................................... (3,719) (3,011) (3,047) (31,524)
Income taxes paid .................................................................................. (14,411) (6,285) (8,168) (122,133)

Net cash provided by operating activities ........................................ 12,764 60,200 42,274 108,174

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of marketable securities ......................................... – – 5 –
Additions to property, plant and equipment ............................................ (33,010) (19,380) (12,959) (279,750)
Proceeds from sales of property, plant and equipment ........................... 1,733 11,225 2,101 14,688
Payments for purchase of investment securities ..................................... (2,592) (1,147) (5,807) (21,972)
Proceeds from sales of investment securities .......................................... 2,796 2,977 13,305 23,698
Disbursements for long-term loans ......................................................... (16,276) (18,789) (17,368) (137,932)
Decrease in long-term loans ................................................................... 16,827 20,834 18,605 142,607
Other, net ............................................................................................... (3,918) (2,317) (1,676) (33,210)

Net cash used in investing activities ................................................. (34,440) (6,597) (3,794) (291,871)

CASH FLOWS FROM FINANCING ACTIVITIES:
Decrease in short-term debt ................................................................... (18,373) (37,247) (39,581) (155,704)
Proceeds from long-term debt ................................................................ 20,408 1,304 9,462 172,954
Repayment of long-term debt ................................................................. (47,154) (9,143) (15,845) (399,618)
Proceeds from issuance of bonds .......................................................... 70,000 – – 593,220
Proceeds from the sale of treasury stock ................................................ 5 3 7 50
Purchase of common stock in treasury ................................................... (99) (92) (66) (846)
Cash dividends paid ............................................................................... (5,719) (3,933) (3,576) (48,475)
Dividends paid to minorities .................................................................... (42) (362) (141) (361)
Other, net ............................................................................................... (270) – – (2,275)

Net cash provided by (used in) financing activities ........................... 18,756 (49,470) (49,740) 158,945

EFFECT OF EXCHANGE RATE CHANGES ON CASH AND
CASH EQUIVALENTS ............................................................................ 213 591 205 1,808

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ... (2,707) 4,724 (11,055) (22,944)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR .............. 21,413 16,215 27,240 181,471
CASH AND CASH EQUIVALENTS OF
NEWLY CONSOLIDATED SUBSIDIARIES ........................................... 164 474 12 1,391

INCREASE RESULTING FROM MERGER OF A CONSOLIDATED
SUBSIDIARY WITH A NON-CONSOLIDATED SUBSIDIARY .............. 265 – 18 2,246

CASH AND CASH EQUIVALENTS AT END OF YEAR ........................... ¥19,135 ¥21,413 ¥16,215 $162,164

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.
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Note 1

BASIS OF PREPARING CONSOLIDATED FINANCIAL
STATEMENTS
The accompanying consolidated financial statements of Fuji
Electric Holdings Co., Ltd. (the “Company”) and consolidated
subsidiaries are prepared on the basis of accounting principles
generally accepted in Japan, which are different in certain
respects as to application and disclosure requirements of Inter-
national Financial Reporting Standards, and are compiled from
the consolidated financial statements prepared by the Company

as required by the Securities and Exchange Law of Japan.
In preparing these statements, certain reclassifications and

rearrangements have been made to the consolidated financial
statements prepared domestically in Japan in order to present
these statements in a form that is more familiar to readers
outside Japan.

In addition, the notes to the consolidated financial statements
include additional information which is not required under ac-
counting principles generally accepted in Japan.

Note 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a. Principles of Consolidation
The consolidated financial statements for the year ended
March 31, 2007 include the accounts of the Company and
its 67 significant subsidiaries (67 in 2006 and 61 in 2005)
(together, the “Companies”).

Under the control or influence concept, the accompanying
consolidated financial statements include the accounts of the
Company and, with minor exceptions, those of its subsidiaries,
whether directly or indirectly controlled, and those companies
over which the Companies have the ability to exercise significant
influence are accounted for by the equity method. All significant
intercompany balances and transactions have been eliminated
in consolidation. All material unrealized profit included in assets
resulting from transactions within the Companies is eliminated.
The Company does not consolidate nor applies the equity
method to subsidiaries or affiliates whose gross assets, net sales,
net income (loss) and retained earnings are not significant to
the consolidated financial statements.

Investments in unconsolidated subsidiaries and affiliates are
accounted for by the cost method.

The balance sheet date of the certain consolidated subsidiar-
ies is December 31. The financial statements of such subsidiar-
ies were tentatively prepared in accordance with the fiscal year
of the Company, and those were consolidated.

In the elimination of investments in subsidiaries, the assets and
liabilities of the subsidiaries, including the portion attributable to
minority shareholders, are evaluated using the fair value at the time
the Company acquired control of the respective subsidiaries.

The excess of the Company’s equity in the net assets at the
respective dates of acquisition over goodwill and negative good-
will, is being amortized over a period of 5 years.

b. Cash Equivalents
For the purpose of the statement of cash flows, the Companies
consider all short-term, highly liquid instruments with a maturity
of three months or less to be cash equivalents.

c. Inventories
Raw materials are stated at cost determined by the most
recent purchase price method. Finished goods and work in
process are stated at actual cost determined by accumulated
production cost for contract items or average cost for regular
production items, except that finished goods of certain consoli-
dated subsidiaries are priced by the most recent purchase price
method. In accordance with accounting practices generally
accepted in the heavy electric industry, inventories include items
with a manufacturing period exceeding one year.

d. Securities
Securities classified as other securities are stated at fair value.
Unrealized gains and losses, net of taxes, are reported in a
separate component of net assets.

Non-marketable available-for-sale securities are stated at
cost determined by the moving-average method.

e. Depreciation
Depreciation is computed by the declining-balance method at
rates based on the estimated useful lives of the assets, while
the straight-line method is applied to the buildings of the
Company and domestic subsidiaries acquired after April 1, 1998.
The range of useful lives is from 7 to 50 years for buildings and
from 5 to 13 years for machinery and equipment.

f. Allowance for Doubtful Accounts
The allowance for doubtful accounts is stated in amounts
considered to be appropriate based on the Companies’ past
credit loss experience and an evaluation of potential losses in
the receivables outstanding.

g. Retirement Benefits
The Company and its domestic consolidated subsidiaries
have contributory funded pension plans, non-contributory
funded pension plans and unfunded retirement benefit plans
as defined benefit plans. Certain domestic subsidiaries have
defined contribution pension plans.

Notes to the Consolidated Financial Statements
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The Companies accounted for the liability for retirement ben-
efits based on the projected benefit obligations and plan assets
at the balance sheet date.

The transitional obligation, determined as of April 1, 2000, is
being amortized over ten years.

The prior service cost is amortized by the straight-line method
over the expected remaining working lives of the then-active
employee participants.

The actuarial gains and losses are amortized by the
straight-line method over the expected remaining working lives
of the then-active employee participants from the next period
in which they arise, respectively.

The plan assets significantly exceeded project benefit obli-
gation. As a result, unrecognized actuarial gain became extremely
large mainly because the Company’s employees decreased to
a large extent. To eliminate this excess, in April 2004, marketable
securities held in the employee retirement benefit trust were
returned to the Company. Due to the large decrease in the
number of employees, the unrecognized actuarial gain calculated
by the proportion of the plan assets to trusted assets was
recognized in the accompanying statement of income as an
extraordinary gain.

h. Reserve for Directors’ Retirement Benefits
In the year ended March 31, 2006, the Company and some
of its consolidated subsidiaries changed their accounting for
directors’ retirement benefits. The accrued retirement benefits
for directors were provided mainly at the amount of their
compensation at the time of termination calculated based on
its internal regulations.

i. Research and Development Costs
Research and development costs are charged to income as
incurred.

j. Leases
Finance leases other than those that are deemed to transfer
the ownership of the leased assets to the lessees are accounted
for by the method that is applicable to ordinary operating leases.

k. Revenue Recognition
Sales of products are generally recognized as delivery is made.
Sales of installation products are recognized when installation
is completed.

l. Income Taxes
The provision for income taxes is computed based on the pre-
tax income included in the consolidated statements of income.
The Company filed a consolidated tax return, which allows com-
panies to file tax payments on the combined basis of profits or
losses of the parent company and its wholly owned domestic

subsidiaries. The asset and liability approach is used to recog-
nize deferred tax assets and liabilities for the expected future tax
consequences 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 tem-
porary differences.

m. Foreign Currency Transactions
All 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 translation are recognized in the statements of
income to the extent that they are not hedged by forward
exchange contracts.

n. Foreign Currency Financial Statements
Assets, liabilities, revenue and expense accounts of the con-
solidated foreign subsidiaries are translated into Japanese yen
at the current exchange rate as of the balance sheet date
except for shareholders’ equity, which is translated at the
historical rate.

Differences arising from such translation are included in
Foreign currency translation adjustments and minority interests in
consolidated subsidiaries as a separate component of net assets.

o. Derivatives and Hedging Activities
The Companies enter into derivative financial instruments
(“derivatives”), including foreign currency forward contracts to
hedge foreign exchange risk associated with certain assets and
liabilities denominated in foreign currencies and interest rate
swap agreements as a means of managing its interest rate
exposures on certain assets and liabilities. In addition, the
Companies enter into commodity swap agreements to hedge
the risk of fluctuation of commodity prices for raw materials.

Derivative financial instruments and foreign currency trans-
actions are classified and accounted for as follows:
a) All derivatives are recognized as either assets or liabilities and

measured at fair value, and forward contracts applied for
forecasted transactions are measured at fair value but the
unrealized gains/losses are deferred until the underlying
transactions are completed if the forward contracts qualify
for hedge accounting.

b) Trade receivables and trade payables denominated in foreign
currencies for which foreign exchange forward contracts
are used to hedge the foreign currency fluctuations are
translated at the contracted rate if the forward contracts qualify
for hedge accounting.

c) The interest rate swaps which qualify for hedge accounting
and meet specific matching criteria are not remeasured at
market value but the differential paid or received under the
swap agreements are recognized and included in interest
expense or income.
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p. Accounting Standard for Presentation of Net Assets
in the Balance Sheet

“Accounting Standard for Presentation of Net Assets in the
Balance Sheet” (ASBJ Statement No. 5, issued on December
9, 2005) and “Guidance on Accounting Standard for Presenta-
tion of Net Assets in the Balance Sheet” (ASBJ Guidance No. 8,
issued on December 9, 2005) have been adopted effective this
fiscal year. The amount that corresponds to former sharehold-
ers’ equity was ¥274,861 million ($2,329,337 thousand) at
March 31, 2007.

For the years ended March 31, 2006 and 2005, the consoli-
dated financial statements were restated to reflect this change.

q. Accounting for Consumption Taxes
The Japanese consumption taxes withheld and consumption
taxes paid are not included in the accompanying consolidated
statements of income.

r. Net Income per Share
Net income per share is computed by dividing net income
available to common shareholders, which is more precisely
computed than under previous practices, by the weighted-
average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted net income per share is not disclosed because it is
anti-dilutive at March 31, 2006 and 2005.

Note 3

U.S. DOLLAR AMOUNTS
The U.S. dollar amounts included in accompanying consoli-
dated financial statements and notes thereto represent the
arithmetic results of translating yen into dollars at ¥118=U.S.$1,

the approximate exchange rate at March 31, 2007. The U.S.
dollar amounts are presented solely for the convenience of the
readers outside Japan.

Note 4

SECURITIES
Information regarding the marketable securities classified as other securities at March 31, 2007, 2006 and 2005 were as follows:

Millions of yen

March 31, 2007 2007

Carrying Unrealized Unrealized
Cost amounts gains losses

Marketable securities classified as other securities
Equity securities ............................................................................ ¥   125,592 ¥   265,161 ¥   139,652 ¥  83
Debt securities .............................................................................. – – – –
Others ........................................................................................... – – – –

¥   125,592 ¥   265,161 ¥   139,652 ¥  83

March 31, 2006 2006

Marketable securities classified as other securities
Equity securities ............................................................................ ¥   113,604 ¥   282,824 ¥   169,253 ¥  33
Debt securities .............................................................................. – – – –
Others ........................................................................................... 51 52 1 –

¥   113,655 ¥   282,876 ¥   169,254 ¥  33

March 31, 2005 2005

Marketable securities classified as other securities
Equity securities ............................................................................ ¥   114,866 ¥   177,358 ¥     62,696 ¥204
Debt securities .............................................................................. – – – –
Others ........................................................................................... 101 105 4 –

¥   114,967 ¥   177,463 ¥     62,700 ¥204
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Thousands of U.S. dollars (Note 3)

March 31, 2007 2007

Carrying Unrealized Unrealized
Cost amounts gains losses

Marketable securities classified as other securities
Equity securities ............................................................................ $1,064,345 $2,247,133 $1,183,499 $711
Debt securities .............................................................................. – – – –
Others ........................................................................................... – – – –

$1,064,345 $2,247,133 $1,183,499 $711

Other securities whose fair value is not readily determinable as of March 31, 2007, 2006 and 2005 were as follows:
Carrying amounts

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Others
Unquoted securities .................................................................................... ¥  3,489 ¥  4,191 ¥  4,753 $  29,573
Preferred shares ......................................................................................... 5,000 5,000 5,500 42,373
Preferred stock ........................................................................................... 5,050 5,050 5,050 42,796

Total ........................................................................................................ ¥13,539 ¥14,241 ¥15,303 $114,742

Sales of other securities:
Proceeds from sales of other securities for the years ended
March 31, 2007, 2006 and 2005 were ¥2,388 million ($20,245
thousand), ¥2,396 million and ¥12,613 million, respectively.
Gross realized gains and losses on these sales, computed on
the moving average cost basis, were ¥1,434 million ($12,160

thousand) and ¥323 million ($2,739 thousand), respectively, for
the year ended March 31, 2007, ¥1,033 million and ¥1 million,
respectively, for the year ended March 31, 2006 and ¥4,892
million and ¥25 million, respectively, for the year ended March
31, 2005, always excepting the sales of public bond investment
trusts and money management funds.

The carrying values of debt securities by contractual maturities for securities classified as other securities at March 31, 2007,
2006 and 2005 were as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

Debt Other Debt Other Debt Other Debt Other
securities securities securities securities securities securities securities securities

2007 2006 2005 2007

Due in one year or less ........................................ ¥0 ¥– ¥0 ¥– ¥0 ¥– $  3 $–
Due after one year through five years .................. 1 – 1 – 1 – 11 –
Due after five years through ten years ................. 0 – 1 – 1 – 2 –
Due after ten years .............................................. – – – – – – – –

Total .................................................................... ¥1 ¥– ¥2 ¥– ¥2 ¥– $16 $–

Note 5

INVENTORIES
Inventories at March 31, 2007, 2006 and 2005 comprised the following:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Finished goods .................................................................................. ¥  59,967 ¥  50,423 ¥  55,651 $   508,195
Work in process ................................................................................. 62,572 69,223 63,126 530,273
Raw materials .................................................................................... 27,177 17,796 16,299 230,315

¥149,716 ¥137,442 ¥135,076 $1,268,783
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Note 6

PLEDGED ASSETS AND FINANCIAL ASSETS ACCEPTED AS COLLATERAL
The amounts of assets pledged as collateral for trade payables, short-term debt and long-term debt at March 31, 2007, 2006 and
2005 were as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Time deposits .................................................................................... ¥         60 ¥         60 ¥         60 $          508
Investment securities .......................................................................... 737 732 492 6,249
Property, plant and equipment ........................................................... 40,541 41,748 33,037 343,565

¥  41,338 ¥  42,540 ¥  33,589 $   350,322

Note 7

SHORT-TERM DEBT AND LONG-TERM DEBT
Short-term debt at March 31, 2007, 2006 and 2005 consisted of the following:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Loans, principally from banks ............................................................. ¥  61,393 ¥  59,275 ¥  65,733  $   520,286
Commercial paper .............................................................................. 28,000 47,700 77,000 237,288

¥  89,393 ¥106,975 ¥142,733 $   757,574

The weighted average interest rates on short-term debt at March 31, 2007, 2006 and 2005 were 1.24%, 0.80% and 0.34%, respectively.

Long-term debt at March 31, 2007, 2006 and 2005 consisted of the following:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Loans, principally from banks and insurance companies .................... ¥  60,514 ¥  48,071 ¥  55,700 $   512,840

Bonds issued by the Companies:
1.02% Yen bonds due 2006 ............................................................... – 20,000 20,000 –
1.06% Yen bonds due 2006 ............................................................... – 20,000 20,000 –
1.07% Yen bonds due 2007 ............................................................... 8,000 8,000 8,000 67,797
1.11% Yen bonds due 2007 ............................................................... 12,000 12,000 12,000 101,695
1.12% Yen bonds due 2007 ............................................................... 7,000 7,000 7,000 59,322
1.15% Yen bonds due 2007 ............................................................... 13,000 13,000 13,000 110,169
0.83% Yen bonds due 2008 ............................................................... 10,000 10,000 10,000 84,746
1.08% Yen bonds due 2009 ............................................................... 20,000 20,000 20,000 169,492
1.14% Yen bonds due 2010 ............................................................... 10,000 10,000 10,000 84,746
1.78% Yen bonds due 2011 ............................................................... 20,000 – – 169,492
1.56% Yen bonds due 2011 ............................................................... 20,000 – – 169,492
Zero coupon convertible bonds with
stock acquisition rights due 2016 ..................................................... 30,000 – – 254,235

210,514 168,071 175,700 1,784,026
Less: Portion due within one year ....................................................... 63,134 45,370 8,610 535,037

¥147,380 ¥122,701 ¥167,090 $1,248,989

The weighted average interest rates on loans, principally from banks and insurance companies, at March 31, 2007, 2006 and 2005 were 1.79%, 1.17% and
1.22%, respectively.
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As of March 31, 2007, the aggregate annual maturities of long-term debt during the next five years are as follows:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2008 ...................................................................................................................................................... ¥  63,134 $   535,037
2009 ...................................................................................................................................................... 46,258 392,021
2010 ...................................................................................................................................................... 11,757 99,639
2011 ...................................................................................................................................................... 14,046 119,039
2012 thereafter ...................................................................................................................................... 75,319 638,290

¥210,514 $1,784,026

Note 8

RETIREMENT BENEFITS
The Company and its domestic consolidated subsidiaries have
corporate pension, tax-qualified pension plans and lump-sum
payment plans as defined benefit plans and defined contribution

The liability (asset) for employees’ retirement benefits at March 31, 2007, 2006 and 2005 consisted of the following:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Projected benefit obligation ............................................................. ¥(227,970) ¥ (221,518) ¥ (206,994) $(1,931,953)
Fair value of plan assets .................................................................. 207,786 246,201 177,759 1,760,896

Excess projected benefit obligation over plan assets ....................... (20,184) 24,683 (29,235) (171,057)
Unrecognized transitional obligation ................................................ 4,360 5,822 7,266 36,951
Unrecognized actuarial loss ............................................................. 49,107 20,916 75,262 416,167
Unrecognized prior service cost ...................................................... 893 (10,018) (10,442) 7,571

Carrying amount ...................................................................... 34,176 41,403 42,851 289,632
Prepaid pension expense ................................................................ 46,327 51,733 51,142 392,608

Net liability ............................................................................ ¥  (12,151) ¥   (10,330) ¥    (8,291) $   (102,976)

The Company and some of its domestic consolidated subsid-
iaries have pension trust. As a result of a recovery in stock market
conditions and some other factors, the plan assets significantly
exceeded project benefit obligation. To eliminate this excess, in

March 2007, marketable securities held in the employee retire-
ment benefit trust were returned to the Company. The effect of
this transaction was as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2007

Decrease in plan assets ......................................................................................................................... ¥(12,084) $(102,407)
Recognized actuarial gain ...................................................................................................................... 991 8,407
Increase in liability for severance payments ............................................................................................ 350 2,951
Decrease in prepaid pension expense .................................................................................................... (10,743) (91,049)

pension plans.
In addition, the Companies pay other retirement benefits

other than the above plans.
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In computing projected benefit obligation, several simplified
methods are permitted to small companies, and certain sub-
sidiaries have adopted such methods.

Due to the reorganization of the Companies, the Company
was divided into a holding company and its subsidiaries during
the year ended March 31, 2004. By the same token, the plan
assets significantly exceeded project benefit obligation. As a
result, unrecognized actuarial gain became extremely large

mainly because the Company’s employees decreased to a large
extent. To eliminate this excess, in April 2004, marketable se-
curities held in the employee retirement benefit trust were re-
turned to the Company. Due to the large decrease in the number
of employees, the unrecognized actuarial gain calculated by the
proportion of the plan assets to trusted assets was recognized
in the accompanying statement of income as an extraordinary
gain. The effect of this transaction was as follows:

Millions of yen

2005

Decrease in plan assets ................................................................................................................................................... ¥(10,440)
Recognized actuarial gain ................................................................................................................................................ 3,555

Increase in liability for severance payments ...................................................................................................................... ¥  (6,885)

The components of net periodic benefit costs for the years ended March 31, 2007, 2006 and 2005 were as follows:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Service cost ................................................................................................... ¥  7,151 ¥  7,146 ¥  6,940 $  60,609
Interest cost ................................................................................................... 5,009 4,370 5,042 42,457
Expected return on plan assets ...................................................................... (3,165) (2,706) (2,470) (26,827)
Amortization of transitional obligation ............................................................. 1,462 1,443 1,443 12,396
Recognized actuarial loss ............................................................................... 2,703 6,123 6,471 22,914
Amortization of prior service cost ................................................................... (212) (797) (1,019) (1,813)

Net periodic benefit costs .............................................................................. 12,948 15,579 16,407 109,736

Gain on withdrawing pension assets in trust ................................................... (991) – (3,554) (8,407)
Loss on end of retirement benefits plans ........................................................ (330) – – (2,803)
Gain on transition to the basis methods from the simplified methods are
permitted to small companies ...................................................................... (26) – – (226)

Contributory portion to a defined contribution pension plan ............................ 823 96 101 6,992
Gain on transferring the substitutional portion of the pension
obligations and related assets to the government ......................................... – – (297) –

Total ............................................................................................................... ¥12,424 ¥15,675 ¥12,657 $105,292

Special additional termination benefits which have been
excluded from the amounts shown in the above table were
¥3,384 million $(28,681 thousand), ¥1,336 million and ¥3,572

million for the years ended March 31, 2007, 2006 and 2005,
respectively, and were charged to income as paid.

Assumptions used for the years ended March 31, 2007, 2006 and 2005 were as follows:
2007 2006 2005

Decrease in projected benefit obligation ......................................................... 2.5% 2.5% 2.5%
Decrease in liability for severance payments ................................................... mainly 2.5% mainly 2.5% mainly 2.5%

The transitional obligation, determined as of the beginning
of the year, is being amortized over ten years. The prior service
cost is amortized by the straight-line method over the expected
remaining working lives of the then-active employee participants.

The actuarial gains and losses are amortized by the straight-
line method over the expected remaining working lives of the
then-active employee participants from the next period in which
they arise, respectively.
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Note 9

SHAREHOLDERS’ EQUITY
Through May 1, 2006, Japanese companies are subject to the
Japanese Commercial Code (the “Code”).

The Code provides that an amount at least equal to 10% of
the aggregate amount of cash dividends and certain other ap-
propriations of retained earnings associated with cash outlays
applicable to each period shall be appropriated as a legal re-
serve (a component of retained earnings) until such reserve and
additional paid-in capital equals 25% of common stock.

Dividends are approved by the shareholders at a meeting
held subsequent to the fiscal year to which the dividends are
applicable. Semiannual interim dividends may also be paid upon
resolution of the Board of Directors, subject to certain limita-
tions imposed by the Code.

 On May 1, 2006, a new Corporate Law (the “Law”) became
effective, which reformed and replaced the Code with various
revisions that would, for the most part, be applicable to events
or transactions which occur on or after May 1, 2006 and for the
fiscal years ending on or after May 1, 2006. The significant

changes in the Law that affect financial and accounting matters
are as follows:

a. Dividends:
The Law allows Japanese companies to pay dividends at
any time during the fiscal year in addition to the year-end
dividend upon resolution at the shareholders meeting.

b. Increases/decreases and transfer of common stock,
reserve and surplus:
The Law requires that an amount equal to 10% of divi-
dends must be appropriated as a legal reserve (of retained
earnings) or as additional paid-in capital (of capital surplus)
depending on the equity account charged upon the pay-
ment of such dividends until the total of aggregate amount
of legal reserve and additional paid-in capital equals 25%
of the common stock. The Law also provides that
common stock, legal reserve, additional paid-in capital,
other capital surplus and retained earnings can be trans-
ferred among the accounts under certain conditions upon
resolution of the shareholders.

Note 10

RESEARCH AND DEVELOPMENT COSTS
Research and development costs charged to income were ¥32,554 million ($275,887 thousand), ¥29,021 million and ¥27,224
million for the years ended March 31, 2007, 2006 and 2005, respectively.

Note 11

EXTRAORDINARY LOSS, NET
Extraordinary loss, net, for the years ended March 31, 2007, 2006 and 2005 was as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Extraordinary income
Gain on sales of property, plant and equipment .......................................... ¥      55 ¥ 3,347 ¥ 1,131 $      467
Gain on sales of investment securities ........................................................ 1,434 1,033 4,893 12,158
Gain on withdrawing pension assets in trust ............................................... 991 – – 8,407
Gain on transition of retirement benefits plans ............................................. 357 – – 3,029
Recognized actuarial gain ........................................................................... – – 3,554 –
Others ........................................................................................................ – – 751 –

Extraordinary loss
Loss on sales of property, plant and equipment .......................................... (2,509) (4,960) (2,657) (21,269)
Loss on devaluation of investment securities .............................................. (417) (1,024) (2,598) (3,538)
Special termination benefits ........................................................................ (2,458) (495) (2,721) (20,834)
Special repair expense ............................................................................... (1,900) – – (16,102)
Loss on disposal of inventories ................................................................... (1,389) (924) (4,511) (11,779)
Loss on reserve for directors’ retirement benefits in prior years ................... – (730) – –
Others ........................................................................................................ (2,452) (3,915) (3,810) (20,772)

¥(8,288) ¥(7,668) ¥(5,968) $(70,233)
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Note 12

INCOME TAXES
The components of income taxes for the years ended March 31, 2007, 2006 and 2005 were as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Current .......................................................................................................... ¥14,077 ¥13,264 ¥4,331 $119,305
Deferred ........................................................................................................ 2,269 1,987 4,367 19,227

¥16,346 ¥15,251 ¥8,698 $138,532

The Company and domestic subsidiaries are subject to corporate income tax, prefectural and municipal inhabitants’ taxes and
enterprise tax, based on income.

The significant components of deferred tax assets and liabilities at March 31, 2007, 2006 and 2005 were as follows:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Deferred tax assets
Liability for severance payments ............................................................... ¥ 28,438 ¥ 29,368 ¥29,048 $ 241,004
Accrued employee benefits ...................................................................... 8,482 8,135 7,851 71,884
Tax loss carryforwards .............................................................................. 5,850 5,508 7,017 49,584
Investment securities ................................................................................ 4,659 3,752 3,719 39,491
Inventories ................................................................................................ 3,501 3,642 3,869 29,671
Tangible fixed assets ................................................................................. 2,177 2,814 2,894 18,453
Other ........................................................................................................ 9,295 7,782 6,505 78,744

Gross deferred tax assets ............................................................................ 62,402 61,001 60,903 528,831
Less: Valuation allowance ......................................................................... (9,560) (6,971) (4,732) (81,015)

Total deferred tax assets .............................................................................. 52,842 54,030 56,171 447,816

Deferred tax liabilities
Unrealized gain on other securities ........................................................... (56,531) (68,773) (25,301) (479,078)
Gain on securities contribution to employee retirement benefit trust .......... (32,033) (35,409) (36,246) (271,468)
Investment securities ................................................................................ (7,789) (3,549) (3,549) (66,014)
Retained earning appropriated for tax deductible reserves ........................ (389) (363) (360) (3,296)
Others ...................................................................................................... – (27) (43) –

Gross deferred tax liabilities .......................................................................... (96,742) (108,121) (65,499) (819,856)

Net deferred tax assets (liabilities) ................................................................. ¥(43,900) ¥(54,091) ¥ (9,328) $(372,040)

Reconciliation of the difference between the statutory income tax rate and the effective income tax rate for the year ended
March 31,2007 was not disclosed because it was not material.

The reconciliation between the statutory income tax rate and the effective tax rate for the year ended March 31, 2006 and
2005 was as follows:

2006 2005

Statutory income tax rate ................................................................................................................................ 40.7% 40.7%
Permanent difference resulting from expenses not deductible for income tax purposes ................................... 5.3 9.0
Permanent difference resulting from non-taxable income, including dividends received ................................... (1.7) (3.4)
Valuation allowance ......................................................................................................................................... 5.3 5.1
Tax credit ........................................................................................................................................................ (6.0) –
Other .............................................................................................................................................................. 1.0 2.1

Effective income tax rate ................................................................................................................................. 44.6% 53.5%
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Note 13

CONTINGENT LIABILITIES
Contingent liabilities at March 31, 2007, 2006 and 2005 were as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Notes discounted and endorsed .................................................................... ¥       – ¥     21 ¥   649 $         –
Guarantees .................................................................................................... 6,867 8,049 9,948 58,197

Note 14

LEASES
Pro forma information of leased property such as acquisition cost, accumulated depreciation, obligation under finance lease, lease
expense, depreciation expense and interest expense 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, 2007, 2006 and 2005 were as follows:

Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Machinery and Machinery and Machinery and Machinery and
Equipment  Equipment Equipment Equipment

Acquisition cost ....................................................................................... ¥135,637 ¥117,764 ¥89,348 $1,149,466
Accumulated depreciation ....................................................................... 55,481 44,409 31,739 470,172

Net leased property ................................................................................. ¥  80,156 ¥  73,355 ¥57,609 $   679,294

Obligations under finance leases:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Due within one year .................................................................................... ¥26,635 ¥22,465 ¥15,853 $225,721
Due after one year ...................................................................................... 55,365 52,659 42,948 469,196

Total ........................................................................................................... ¥82,000 ¥75,124 ¥58,801 $694,917

Lease expense, depreciation expense and interest expense under finance leases:
Thousands of
U.S. dollars

Millions of yen (Note 3)

2007 2006 2005 2007

Lease expense ........................................................................................... ¥25,915 ¥21,932 ¥17,745 $219,620
Depreciation expense ................................................................................. 25,260 21,384 17,003 214,070
Interest expense ......................................................................................... 1,574 1,372 1,402 13,340
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Fair Value of Derivative Financial Instruments:
The fair value of the Companies’ derivative financial instruments at March 31, 2007, 2006 and 2005 were as follows:

Millions of yen

2007 2006 2005

Contract Unrealized Contract Unrealized Contract Unrealized
Amount Fair Value Gain/Loss Amount Fair Value Gain/Loss Amount Fair Value Gain/Loss

Foreign currency
forward contracts:
Receivables:

U.S. dollars ................... ¥  16,280 ¥  16,245 ¥35 ¥7,221 ¥7,329 ¥(108) ¥3,217 ¥3,267 ¥(50)
Euro .............................. – – – – – – 415 414 1
Canadian dollars ........... 27 29 (2) – – – – – –

Total .......................... ¥  16,307 ¥  16,274 ¥33 ¥7,221 ¥7,329 ¥(108) ¥3,632 ¥3,681 ¥(49)

Thousands of U.S. dollars (Note 3)

2007

Contract Unrealized
Amount Fair Value Gain/Loss

Foreign currency
forward contracts:
Receivables:

U.S. dollars ................... $137,980 $137,677 $303
Euro .............................. – – –
Canadian dollars ........... 224 240 (16)

Total .......................... $138,204 $137,917 $287

Foreign currency forward contracts which qualify for hedge accounting for the years ended March 31, 2007, 2006 and 2005
and such amounts which are assigned to the associated assets and liabilities and were recorded on the balance sheets at March
31, 2007, 2006 and 2005, are excluded from disclosure of market value information.

Note 15

All derivative transactions are entered into to hedge foreign
currency exposures incorporated within business. Accordingly,
market risk in these derivatives is basically offset by opposite
movements in the value of hedged assets or liabilities. Derivative
transactions entered into by the Companies have been made
in accordance with the Companies’ policies. The execution and
control of derivatives, which is based on the application of each
section, are controlled by the Finance Department or the Material
Section. Each derivative transaction is periodically reported to
the management and each section.

DERIVATIVES
The Companies, which operate globally, are exposed to market
risk arising from fluctuations in foreign currency exchange rates
and enter into derivative financial instruments for the purpose
of reducing such risk. The Companies also enter into interest
rate swap agreements as a means of managing their interest
rate exposure. In addition, the Companies enter into commodity
swap agreements to hedge the risk of fluctuation of commodity
prices for raw materials. The Companies do not hold or issue
derivatives for speculative or dealing purposes.

Because the counterparties to these derivatives are limited
to authentic financial institutions, the Companies do not anticipate
any losses arising from credit risk.
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Note 16

SEGMENT INFORMATION
The Companies’ primary business activities include (1) Energy & Electric Systems, (2) ED&C·Drive Systems, (3) Electronic Devices,
(4) Retail Systems and (5) Others.
• BUSINESS SEGMENT INFORMATION

Millions of yen

Energy & Elimination
Electric ED&C·Drive Electronic Retail and Consolidated

Year ended March 31, 2007 Systems Systems Devices Systems Others Total Corporate Total

Sales
Unaffiliated
customers ......... ¥384,587 ¥182,348 ¥176,979 ¥151,356 ¥12,789 ¥908,059 ¥           – ¥   908,059

Intersegment ....... 17,268 11,561 5,420 1,215 52,718 88,182 (88,182) –

Total sales .... ¥401,855 ¥193,909 ¥182,399 ¥152,571 ¥65,507 ¥996,241 ¥ (88,182) ¥   908,059
Operating costs
and expenses ........ 389,694 182,316 163,177 150,064 63,400 948,651 (86,800) 861,851

Operating income ... ¥  12,161 ¥  11,593 ¥  19,222 ¥    2,507 ¥  2,107 ¥  47,590 ¥   (1,382) ¥     46,208

Total assets ............. ¥326,265 ¥148,926 ¥188,339 ¥103,600 ¥54,730 ¥821,860 ¥202,972 ¥1,024,832

Depreciation and
amortization ........... 5,157 1,839 8,037 1,317 938 17,288 256 17,544

Capital
expenditure ........... ¥    5,637 ¥    2,911 ¥  26,011 ¥    2,739 ¥     733 ¥  38,031 ¥         36 ¥     38,067

Millions of yen

Energy & Elimination
Electric ED&C·Drive Electronic Retail and Consolidated

Year ended March 31, 2006 Systems Systems Devices Systems Others Total Corporate Total

Sales
Unaffiliated
customers ........... ¥383,643 ¥170,522 ¥169,053 ¥160,939 ¥13,120 ¥897,277 ¥           – ¥   897,277

Intersegment ....... 14,554 11,989 4,349 1,256 39,083 71,231 (71,231) –

Total sales .... ¥398,197 ¥182,511 ¥173,402 ¥162,195 ¥52,203 ¥968,508 ¥ (71,231) ¥   897,277
Operating costs
and expenses ........ 391,173 174,608 155,207 156,322 50,065 927,375 (71,110) 856,265

Operating income ... ¥    7,024 ¥    7,903 ¥  18,195 ¥    5,873 ¥  2,138 ¥  41,133 ¥      (121) ¥     41,012

Total assets ............. ¥318,713 ¥131,381 ¥149,568 ¥  92,355 ¥44,666 ¥736,683 ¥253,371 ¥   990,054

Depreciation and
amortization .......... 4,632 1,797 6,707 1,337 920 15,393 328 15,721

Capital
expenditure ........... ¥    4,206 ¥    2,188 ¥  17,342 ¥    2,028 ¥     826 ¥  26,590 ¥       216 ¥     26,806
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Millions of yen

Energy & Elimination
Electric ED&C·Drive Electronic Retail and Consolidated

Year ended March 31, 2005 Systems Systems Devices Systems Others Total Corporate Total

Sales
Unaffiliated
customers ........... ¥361,410 ¥165,757 ¥137,599 ¥167,208 ¥12,226 ¥844,200 ¥           – ¥   844,200

Intersegment .......... 13,384 12,536 5,637 904 33,532 65,993 (65,993) –

Total sales .... ¥374,794 ¥178,293 ¥143,236 ¥168,112 ¥45,758 ¥910,193 ¥ (65,993) ¥   844,200
Operating costs
and expenses ........ 371,590 171,641 133,738 160,663 44,020 881,652 (64,270) 817,382

Operating income ... ¥    3,204 ¥    6,652 ¥    9,498 ¥    7,449 ¥  1,738 ¥  28,541 ¥   (1,723) ¥     26,818

Total assets ............. ¥307,428 ¥131,665 ¥128,497 ¥106,191 ¥48,801 ¥722,582 ¥159,830 ¥   882,412

Depreciation and
amortization .......... 4,428 1,933 7,633 1,271 842 16,107 438 16,545

Capital
expenditure ........... ¥    3,767 ¥    1,813 ¥    7,950 ¥    1,200 ¥     545 ¥  15,275 ¥       539 ¥     15,814

Thousands of U.S. dollars (Note 3)

Energy & Elimination
Electric ED&C·Drive Electronic Retail and Consolidated

Year ended March 31, 2007 Systems Systems Devices Systems Others Total Corporate Total

Sales
Unaffiliated
customers ......... $3,259,218 $1,545,328 $1,499,823 $1,282,686 $108,360 $7,695,415 $              – $7,695,415

Intersegment ....... 146,341 97,973 45,933 10,292 446,769 747,308 (747,308) –

Total sales .... $3,405,559 $1,643,301 $1,545,756 $1,292,978 $555,129 $8,442,723 $  (747,308) $7,695,415
Operating costs
and expenses ........ 3,302,497 1,545,049 1,382,857 1,271,729 537,283 8,039,415 (735,598) 7,303,817

Operating income ... $   103,062 $     98,252 $   162,899 $     21,249 $  17,846 $   403,308 $    (11,710) $   391,598

Total assets ............. $2,764,962 $1,262,088 $1,596,096 $   877,970 $463,801 $6,964,917 $1,720,101 $8,685,018

Depreciation and
amortization .......... 43,710 15,588 68,117 11,163 7,931 146,509 2,170 148,679

Capital
expenditure ........... $     47,771 $     24,676 $   220,434 $     23,217 $    6,203 $   322,301 $          302 $   322,603
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• GEOGRAPHIC INFORMATION
Million of yen

North Asia (except Elimination and Consolidated
Year ended March 31, 2007 Japan America Europe for China) China Total Corporate Total

Sales
Unaffiliated customers ........... ¥   839,350 ¥  6,911 ¥  14,003 ¥  15,112 ¥  32,683 ¥   908,059 ¥              – ¥   908,059
Intersegment ......................... 59,186 535 324 26,030 13,229 99,304 (99,304) –

Total sales ...................... ¥   898,536 ¥  7,446 ¥  14,327 ¥  41,142 ¥  45,912 ¥1,007,363 ¥    (99,304) ¥   908,059
Operating costs and expenses .. 857,160 7,077 13,919 39,125 43,223 960,504 (98,653) 861,851

Operating income ..................... ¥     41,376 ¥     369 ¥       408 ¥    2,017 ¥    2,689 ¥     46,859 ¥         (651) ¥     46,208

Total assets ............................... ¥   764,471 ¥  3,405 ¥    5,304 ¥  47,267 ¥  30,000 ¥   850,447 ¥   174,385 ¥1,024,832

Million of yen

North Asia (except Elimination and Consolidated
Year ended March 31, 2006 Japan America Europe for China) China Total Corporate Total

Sales
Unaffiliated customers ........... ¥   823,937 ¥  8,721 ¥  14,158 ¥  18,032 ¥32,429 ¥   897,277 ¥              – ¥   897,277
Intersegment ......................... 55,611 775 608 17,107 10,989 85,090 (85,090) –

Total sales ...................... ¥   879,548 ¥  9,496 ¥  14,766 ¥  35,139 ¥43,418 ¥   982,367 ¥    (85,090) ¥   897,277
Operating costs and expenses .. 843,441 9,257 14,507 32,963 41,681 941,849 (85,584) 856,265

Operating income ..................... ¥     36,107 ¥     239 ¥       259 ¥    2,176 ¥  1,737 ¥     40,518 ¥          494 ¥     41,012

Total assets ............................... ¥   703,755 ¥  4,304 ¥    5,904 ¥  25,143 ¥25,942 ¥   765,048 ¥   225,006 ¥   990,054

Thousands of U.S. dollars

North Asia (except Elimination and Consolidated
Year ended March 31, 2007 Japan America Europe for China) China Total Corporate Total

Sales
Unaffiliated customers ........... $7,113,143 $58,570 $118,673 $128,075 $276,954 $7,695,415 $              – $7,695,415
Intersegment ......................... 501,575 4,537 2,747 220,593 112,112 841,564 (841,564) –

Total sales ...................... $7,614,718 $63,107 $121,420 $348,668 $389,066 $8,536,979 $  (841,564) $7,695,415
Operating costs and expenses .. 7,264,066 59,977 117,955 331,568 366,297 8,139,863 (836,046) 7,303,817

Operating income ..................... $   350,652 $  3,130 $    3,465 $  17,100 $  22,769 $   397,116 $      (5,518) $   391,598

Total assets ............................... $6,478,573 $28,863 $  44,955 $400,576 $254,217 $7,207,184 $1,477,834 $8,685,018

Notes: 1. Classification of the geographic segments is determined by geographical location.
2. The principal countries and regions belonging to geographic segments other than Japan:

(1) North America U.S.A., Canada
(2) Europe Germany, France, U.K.
(3) Asia (except for China) Taiwan, Singapore

For the years ended March 31, 2005, sales from operations in Japan represented more than 90% of consolidated net sales. As a
result, geographic information is not required to be disclosed in accordance with accounting principles generally accepted in Japan.
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• OVERSEAS SALES
Millions of yen

North Asia (except
Year ended March 31, 2007 America Europe for China) China Other Total

Overseas sales ................................................. ¥  15,796 ¥  16,787 ¥114,408 ¥  40,205 ¥  7,048 ¥   194,244

Consolidated net sales ..................................... ¥   908,059

Overseas sales as a percentage of
consolidated net sales .................................... 1.7% 1.9% 12.6% 4.4% 0.8% 21.4%

Millions of yen

North Asia (except
Year ended March 31, 2006 America Europe for China) China Other Total

Overseas sales ................................................. ¥  17,643 ¥  19,721 ¥125,988 ¥  31,216 ¥  9,580 ¥   204,148

Consolidated net sales ..................................... ¥   897,277

Overseas sales as a percentage of
consolidated net sales .................................... 2.0% 2.2% 14.0% 3.5% 1.1% 22.8%

Millions of yen

North
Year ended March 31, 2005 America Europe Asia Other Total

Overseas sales ....................................................................... ¥  14,735 ¥  12,843 ¥101,906 ¥13,056 ¥   142,540

Consolidated net sales ........................................................... ¥   844,200

Overseas sales as a percentage of consolidated net sales ..... 1.7% 1.5% 12.1% 1.6% 16.9%

Thousands of U.S. dollars (Note 3)

North Asia (except
Year ended March 31, 2007 America Europe for China) China Other Total

Overseas sales ................................................. $133,870 $142,265 $969,562 $340,728 $59,718 $1,646,143

Consolidated net sales ..................................... $7,695,415

Overseas sales as a percentage of
consolidated net sales .................................... 1.7% 1.9% 12.6% 4.4% 0.8% 21.4%
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Report of Independent Auditors

Certified Public Accountants Phone: 03 3503-1100
Hibiya Kokusai Bldg. Fax: 03 3503-1197
2-2-3, Uchisaiwai-cho
Chiyoda-ku, Tokyo 100-0011
C.P.O. Box 1196, Tokyo 100-8641

The Board of Directors

Fuji Electric Holdings Co., Ltd.

We have audited the accompanying consolidated balance sheets of Fuji Electric Holdings Co., Ltd. and consolidated subsidiar-

ies as of March 31, 2007, 2006 and 2005, and the related consolidated statements of income, changes in net assets, and cash

flows for the years then ended, all expressed in yen. These financial statements are the responsibility of the Company’s manage-

ment. Our responsibility is to express an opinion on these 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 misstate-

ment. 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 financial statements referred to above present fairly, in all material respects, the consolidated financial position of

Fuji Electric Holdings Co., Ltd. and consolidated subsidiaries at March 31, 2007, 2006 and 2005, 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.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31, 2007

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

opinion, such translation has been made on the basis described in Note 3 to the consolidated financial statements.

June 26, 2007
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Securities Agents, Ltd.

Share Listings:
Tokyo, Osaka, Nagoya and Fukuoka stock exchanges

31



This Annual Report was printed on FSC-approved paper using soy-based 100%

vegetable ink and waterless printing processes.

Printed in Japan


