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« Tsukishima Techno Maintenance Services — « Tsukishima Techno Machinery

* Samukawa Water Services * Tsukishima Kankyo Engineering
* Sun Eco Thermal

Industrial plant equipment and machinery,
sugar and biotechnology, incineration,
vacuum processing

Water: Filtration and purification,
Wastewater treatment

Sewage: Sewage treatment, Sludge treatment



Subsegment Business description

Plants and process equipment * Various plants and equipment

Water Environmental
Business

Life cycle business « PFI/DBO/Comprehensive O&M contracts

O&M* * One-year/multi-year O&M contracts
Maintenance/Parts/Repair/Chemicals

Plants and process equipment « Various plants and equipment

Incineration * Incineration plants and equipment
Industrial Business
o&M * Maintenance/Parts

* Intermediary treatment of industrial and non-
industrial waste (incineration)

Topics for 2010

Economic growth in China has led to an increase in sewage sludge volume, and an alternative to landfill disposal,
which imposes a heavy environmental load, is urgently required. The Tsukishima Kikai Group has an established
reputation as a leader in sludge treatment technologies, including digestion, dewatering, drying, and incineration.
Recently we won our first contract to supply sewage sludge drying equipment to China. There have also been
many inquiries from China about incineration plants as well as drying plants, indicating that major business
opportunities are starting to emerge.

Exhaust gases produced by fuel combustion in thermal power stations contain
sulfur oxides, which are harmful to human health and the environment. Our seawater
desulfurization process uses the alkaline substances naturally contained in seawater
to neutralize such sulfur-containing gases. The investment and operating costs are }
lower than conventional systems based on the limestone process, and there have
already been many inquiries from Asia, South America, the Middle East, and other
parts of the world. We have already secured an order for a project in North Africa
this year, and we are determined to expand our sales of this technology globally.

In March 2010, we won a contract for the supply of a para-dichlorobenzene
(PDCB) production plant from a Chinese company producing chlorine-based
chemicals. It was the first order won after the signing of a technology licensing
agreement with Nippon Light Metal Co, Ltd. (NLM) and attributable to the
technical superiority thereby brought forth.

PDCB is used as the raw material for polyphenylene sulfide (PPS) resin.
The recovery of the markets for motor vehicles and electronics industries is
resulting in increase of inquiries not only from China but also from India.
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A Message from the Management

Expanding Our Focus on
Environment and Energy

Kazuhiko Yamada

President and Chief Executive Officer,
Representative Director

Market Circumstances

| am pleased to present the Annual Report of the Tsukishima Kikai Group
(Tsukishima Kikai Co., Ltd. and its consolidated subsidiaries) for fiscal
2009 (April 1,2009-March 31, 2010).

During the year under review, the Japanese economy began to show
signs of a gradual recovery driven by improving overseas economic trends
and other factors. However, there was continuing concern about downward
pressures on economic performance. Of particular significance were a per-
sistently widespread perception of excess capacity in the business sector, a
worsening employment environment, and continuing deflation.

Uncertainty about the outlook for public works expenditure in the
areas of water supply and sewage continued to affect the machinery in-
dustry. In the area of industrial machinery, the downward trend in orders
began to slow in step with a recovery in production levels in some indus-
tries. Nevertheless, business sector capital investment remained generally
slow and did not result in sufficient impetus for an economic recovery.

Trends in Orders, Net Sales and Income

Our key concepts for the Tsukishima Kikai Group in these circumstances
were the environment and energy, both of which have become the focus
of increasing global concern. Our Water Environmental Business centers
on the Japanese market for water supply and sewage facilities. We won
contracts for PFI' and DBO? projects for water purification and sewage
treatment plants. We were also able to expand our orders in a key busi-
ness area within this segment, the “Life cycle business’, which includes
multi-year comprehensive operation and maintenance (O&M) services. In
the Industrial Business segment, we mainly serve private sector markets
in Japan and overseas. In this area, we worked to win domestic and over-
seas orders for plants, including chemical, iron and steel and food plants,
as well as for process equipment.

We again faced challenging business conditions, and net sales were
lower year on year. However, we implemented group-wide initiatives
to ensure profitability, including the use of centralized and overseas
procurement of materials and equipment to reduce the cost of sales.
We also accelerated our efforts to reduce fixed costs by introducing
structural reforms, especially measures to improve the efficiency of our
engineering operations.
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As a result of these efforts, we achieved orders of ¥68,340 million,

net sales of ¥67,674 million, operating income of ¥1,945 million, ordinary

income of ¥2,018 million, and net income of ¥753 million.

Notes:

. PFI: Private finance initiative

This is a mechanism that allows private sector financial resources, technology, and effi-
cient operating expertise to be utilized in public service projects that involve the develop-
ment of facilities.

2. DBO: Design, build, operate
With this method, business corporations are given comprehensive contracts to design, build,
and operate facilities. Government agencies own the facilities and raise the funds required.

-

Our segment results for the consolidated accounting year ended March
31,2010 were as follows:

Water Environmental Business

Demand for machinery and facilities in this segment remained generally
slow because of reduced public investment. However, there was firm
demand for replacement of facilities for water purification and sewage
treatment plants, as well as for facility O&M, and repair work. We also
recognized a gradual increase in orders for PFl and DBO projects and
other projects combining facility construction with long-term operation
and maintenance.

One of the areas targeted by the Tsukishima Kikai Group under these
business conditions was replacement projects for water purification
plants and sewage sludge treatment facilities. Environmental and energy
technologies, including sludge-to-fuel production systems, and new ener-
gy-saving dewatering systems, are playing a key role in this area. We also
focused on PFl and DBO projects that offered opportunities to capitalize
on our group value chains in such areas as design, procurement, manu-
facturing and O&M. Another goal was the expansion of our “Life cycle
business” activities, including comprehensive multi-year O&M services.

Orders received in the Water Environmental Business totaled
¥46,701 million. Net sales reached ¥43,418 million and operating in-
come ¥2,790 million.

Industrial Business

Despite improving production levels in some domestic industries, busi-
ness sector capital investment remained slow in general. However, look-
ing at in overseas markets, there was a gradual recovery in capital invest-
ment demand in Asia, especially in the Chinese market.
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In this business segment, our core fields of expertise are environmen-
tal and energy technologies that contribute to the reduction of CO, emis-
sions in various industries. In the Japanese market, we used our expertise
through our business activities in related areas, including gas holders
for the iron and steel industry, and dryers for the chemical industry. In
overseas markets, we focused on marketing our drying and incineration
equipment to various industries in Asia, Europe and North America.

Orders in the Industrial Business segment amounted to ¥21,638 mil-
lion, and net sales reached ¥24,255 million. There was an operating loss
of ¥844 million.

Total capital investment in fiscal 2009 amounted to ¥226 million. The
main areas of investment were the replacement of production facilities in
our factory, and IT.

Research and development are vital to the continuing technology-based
growth of the Tsukishima Kikai Group. We will increase our efforts to
expand our range of new products and develop technology to differen-
tiate our products and services, especially in environment- and energy-
related fields.

In addition to the expansion of our basic research relating to sludge
treatment, which is one of our major markets in the Water Environmen-
tal Business segment, we will also accelerate the commercialization of
new energy-saving incineration systems and step up our efforts to win
first-time orders. In the Industrial Business segment, we will strengthen
our market competitiveness through differentiation based on core tech-
nologies in environmental and energy-related areas. Our research and
development will focus mainly on thermal technologies, including a highly
efficient drying technology for low-grade coal, and a system to use waste
heat to generate electricity.

Research and development investment in the year ended March 31,
2010 amounted to ¥1,093 million.

Operating income
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New Medium-term Management Plan

In May 2010, the Tsukishima Kikai Group formulated a new medium-term
management plan covering the three-year period from fiscal 2010 to fiscal
2012. The core concepts in the basic policy under this plan are the envi-
ronment and energy, both of which are the focus of increasing global con-
cern. We will continue to contribute to the prevention of global warming by
improving our environmental and energy-related technologies. Another goal
is the expansion of our overseas business activities, especially in emerging
markets where capital investment demand is strong.

Water Environmental Business

The Tsukishima Kikai Group is differentiating its products and services in
this segment by developing new environmental and energy-related tech-
nologies with the potential to contribute to the prevention of global warm-
ing. These include sludge-to-fuel production systems, and a turbocharged
fluidized bed incineration system with excellent energy efficiency. By us-
ing these technologies to develop our “Life cycle business”, including PFI
and DBO projects and comprehensive O&M services, we will evolve into a
business group capable of generating reliable income streams.

Industrial Business

Global warming countermeasures have become an urgent priority for
many industries. Our goal is to attract more orders from those industries
through our environmental and energy-related technologies, including
flue-gas desulfurization systems, liquid waste combustion facilities, and
solid waste treatment equipment. A particular priority is the development
of additional applications for our large-scale dryers, which we have al-
ready supplied to many users.

Many overseas governments have tightened their environmental regu-
lations, including measures designed to fight global warming. This trend
is an opportunity for the Tsukishima Kikai Group to win more orders in
overseas markets. We have many achievements in the fields of environ-
mental technology and highly efficient production facilities, and we aim to
expand our overseas business activities by taking these technologies and
products into foreign markets.

We look forward to the continuing support and cooperation of our
shareholders, investors and customers.
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Board of Directors

Kunihiko Sawa
Board Member

Takashi Kikkawa

Board Member,
Executive Officer

Torahiko Maki

Board Member,
Executive Officer

Akihiko Watanabe

Board Member,
Executive Officer

Toshio Yonezawa
Board Member

Kazuo Nakajima

Board Member,
Executive Officer

Hiroshi Sano

Board Member,
Executive Officer
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Kazuhiko Yamada

President and Chief Executive Officer,
Representative Director

Naoyuki Oishi Katsunori Nishida

Senior Managing Executive Officer,
Representative Director

Board Member,
Managing Executive Officer



Financial Section

FIvE-YEAR SUMMARY (CONSOLIDATED)

TSUKISHIMA KIKAI CO., LTD. and its consolidated subsidiaries
Years ended March 31

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2008 2007 2006 2010
For the year:
Net sales........ocooivioiiiiiiiiee. ¥67,674 ¥77,753 ¥77,704 ¥79,074 ¥74,184 $727,364
Operating iNCome ..............c..cccc...... 1,945 2,850 3,254 3,072 2,300 20,904
Income before income taxes.............. 2,007 1,182 2,057 1,821 2,598 21,571
Net INCOME.......ovovvioiiiiieiieieie 753 480 827 1,009 1,660 8,093
At year-end:
Total assets .......cooovvoieieiiiiiee 89,809 92,916 102,925 117,502 107,924 965,273
Total shareholders” equity................. 44,018 44,469 44,692 44,559 54,364 473,108
Yen U.S. dollars
Per share:
Net iNCOME. ..o ¥16.86 ¥10.55 ¥18.18 ¥22.16 ¥35.19 $0.18
Cash dividends............cccoocooieiii.. 15.00 15.00 15.00 15.00 15.00 0.16
Number of shares outstanding
(in thousands) ...........cccooveiieiiii, 45,625 45,626 45,626 45,626 45,626

Note: U.S. dollar amounts are translated from yen at the rate of ¥93.04 to US$1, solely for the convenience of the reader.

Amounts less than ¥ million, $! thousand and Number of shares outstanding in thousands had been rounded off until 2009.

These amounts have been rounded down from 2010.

Net Income per Share (Yen)

35.19

22.16

18.18

Return on Equity (%)

‘06 ‘07 ‘08 ‘09 ‘10

3.2

1,192.84

1,148.28

‘06 ‘07 ‘08

‘09 10

Equity per Share (Yen)
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CONSOLIDATED BALANCE SHEETS

TSUKISHIMA KIKAI CO., LTD. and its consolidated subsidiaries
Years ended March 31, 2010 and 2009

ASSETS

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Current assets:
Cash and time deposits (INOtes 4, 7) .....c.oooioioriiiiiieieeeeeeeee ¥13,291 ¥ 7,832 $142,852
Marketable securities (NoOtes 2, 4, 5) ...o.oooiiiiiiiioeeeeeeeeeeeee 1,000 1,000 10,748
Notes and accounts receivable (Notes 4, 6, 7)..........ccccoooiiiiiiiiiiei 35,043 43,675 376,644
Less: allowance for doubtful accounts (Note 2) ..........c..oocooiiiiioiiiiie (313) (145) (3,364)
Work in process (INOte 2) .......coooiiiiii oo 4,027 4,641 43,282
Raw materials and supplies (Note 2) ..o, 157 148 1,687
Deferred income taxes (Note 10) ... 1,993 3,274 21,420
Other CUIMTENT ASSEES. .....ve ettt 815 1,469 8,759
Total CUMTENE ASSELS ..o 56,016 61,894 602,063
Property, plant and equipment (Note 2):
AN e 7,020 7,025 75,451
Buildings and SErUCTUES ..........o.ooiiiiiieiii e 9,160 9,310 98,452
Machinery and eqUIPMENT ..........ccoooiiiiiiiiiie e 15,120 15,224 162,510
LLEASE ASSELS ..o 39 27 419
CONStrUCION N PrOGIESS. ... voviiiiiteiieii et 15 7 161
31,358 31,593 337,037
Less: accumulated depreciation ...............ccooioiiioeiie e (18,170) (17,662) (195,292)
Net property, plant and equIpMEeNt.............cc.oooioiioioieeeee 13,187 13,931 141,734
Investments and other assets:
GOoOdWIll (INOTE 2) ..., 465 — 4,997
SOFEWEIE ..o 1,263 1,873 13,574
Investments in securities (Notes 2, 4, 5) ... 15,176 11,071 163,112
Long-term [0ans (INOte 7) .......ccooiiiiiiiiiee e, 42 104 451
Deferred income taxes (Note 10) ..ot 3,337 3,666 35,866
Other @SSEES .. .o 562 632 6,040
Less: allowance for doubtful accounts (Note 2) .........cocooviiiioiioiieiiee, (241) (255) (2,590)
Total investments and other assets ................coooioiiiiiii 20,605 17,091 221,463
Total @SSOUS ..o ¥89,809 ¥92.916 $965,273

See Notes to Consolidated Financial Statements.
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LIABILITIES AND NET ASSETS

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Current liabilities:
Notes and accounts payable
Trade (NOTES 4, B) ...oovvoeiioiee oo, ¥19,728 ¥22,129 $212,037
ONET o 1,610 1,736 17,304
Short-term loans (Note 7) ... 200 200 2,149
Current portion of long-term loans (Notes 4, 7)..........ccocoiiiiiiiiii, 622 664 6,685
Lease obligations (INOtE 7) .......o.oiiiiiiiiiiie oo 8 5 85
Accrued income taxes (Note 10) ..o 789 696 8,480
ACCIUEA EXPEINSES ... 2,011 2,029 21,614
Accrued warranty (NOTE 2) .........ooiiiiiiiiiieo oo 1,142 1,952 12,274
Reserve for losses on contracts (NOte 2).........cccooooviiiiiiiiiiiiieie 263 108 2,826
AdVANCES FECRIVE. ... ..o it 4,161 4,085 44,722
Other current Tabilities ..........oooi oo 3,190 3,131 34,286
Total current liabilities ... 33,728 36,735 362,510
Long-term liabilities:
Long-term loans (NOtes 4, 6, 7).....ccoooviiiiiiiiiiiieeeee e 4,999 5,640 53,729
Lease obligations (NOTE 7) .....eoiioiiiiiiieee e 23 19 247
Long-term accounts payable-other (Note 2)............ccoocooioiiiiiiiiiiiee 1,037 — 11,145
Provision for post-employment benefits (Notes 2, 8. 5,240 6,349 56,319
Reserve for retirement payments to officers (Note 2) ..........ocoooiiiioinn.. 118 335 1,268
ONCT e 56 73 601
Total long-term liabilities .............ocoiiiiiiiioeee e 11,476 12,416 123,344
Contingent liability (Note 11)
Net assets:
Shareholders’ equity:
Common stock,
Authorized: 180 million shares in 2010 and 2009
Issued: 45,625,800 shares in 2010 and 2009 ... 6,646 6,647 71,431
Additional paid-in capital..............ocooiiiiiiiii e 5,485 5,486 58,953
Retained €arnings ..........ocooiiiiiiiio oo 32,533 32,454 349,666
TreaSUNY SEOCK ..ot (646) (118) (6,943)
Total shareholders’ equity ... 44,018 44,469 473,108
Valuation and translation adjustments
Net unrealized gains or losses on available-for-sale securities ....................... 674 (1,043) 7,244
Deferred gains or losses on hedges.............oocoocooiioiiiiiiiii (89) (108) (956)
Total valuation and translation adjustments................cccocooooieioo. 584 (1,151) 6,276
Minority interests ..o — 447 —
TOtal NEt ASSELS ... 44,603 43,765 479,395
Total liabilitiesand netassets ..., ¥89,809 ¥92,916 $965,273

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF INCOME

TSUKISHIMA KIKAI CO., LTD. and its consolidated subsidiaries
Years ended March 31, 2010 and 2009

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Netsales (NOtes 2, 15) ..o ¥67,674 ¥T77,753 $727,364
Costofsales (NOt@ D) ............coooiiiiiii e 56,151 64,940 603,514
GrOSS PrOfIt oo 11,522 12,813 123,839
Selling, general and administrative expenses (Note9) ..................... 9,576 9,963 102,923
OPerating INCOMIE. ..........iiiiieit ettt 1,945 2,850 20,904
Other income (expenses):
Interest and dividend income ... 280 541 3,009
[NEEIEST EXPENSES ...ttt (173) (193) (1,859)
Gain on sales of investments iN SECUMTIES ..............cocoovoioiiiieeeeee 0 0 0
Gain on sales of property, plant and equipment ... 0 | 0
Loss on sales and disposal of property, plant and equipment .................... (34) (100) (365)
Loss on valuation of INVENTOMES ..............ccoiiiiiiiiieiee e — (97) —
Write-down Of SECUITIES. .......oovviiiiiioeoiee e — (256) —
Write-down of investments in SECUtIes. ..............ccoocvoiioiiieiieieee (1) (110) (10)
Loss on sales of investments in SECUrItIes. ...............cccoooiiiieiiiieee — (834) —
Loss on construCtion CONEIrACES ...........ovioiieiieeieieieie e — (98) —
LLoss on abolishment of retirement benefit plan....................coooiiil (43) — (462)
Provision of accrued Warranty.............ccoocveiiiiiieceee e — (500) —
Equity in earnings of affiliates (Note 2)...........ocoooiiiiiiiiii 9 12 96
Other, net (NOte 12) ..ot 22 (34) 236
Other income (EXPenSses), NEL..........ccveiiiiiiiiiieieieiie e 61 (1,668) 655
Income before INCOME taXES ........o..oovviiiiiiiiiieeieeeeeeeeeeeeee e 2,007 1,182 21,571
Income taxes (Notes 2, 10):
CUITENE. oo 784 910 8,426
Deferred ..o 425 (313) 4,567
Total INCOME TAXES ... 1,210 597 13,005
MINOMIEY INEEIESTS. ... .vieeie e (43) (105) (462)
NEtINCOME ..o ¥ 753 ¥ 480 $ 8,093

U.S. dollars

Yen (Note 1)
Per share
INEEINCOME ...t ¥ 16.86 ¥ 10.55 $ 0.18
Cash diVIAEndS ..o 15.00 15.00 0.16

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS
TSUKISHIMA KIKAI CO., LTD. and its consolidated subsidiaries

Years ended March 31, 2010 and 2009

Thousands Millions of yen (Note 1)
Number of Shareholders’ equity Valuation and translation adjustments
shares of . Net unrealized ~ Deferred Total Minorit: Total
Additional Total ! ; inority ota
T O ekt LTI e SIS BT U mens e
issued capital equity sale securities  hedges  adjustments
Balance as of March 31,2008 ..... 45,626 ¥6,647  ¥5486 ¥32,665 ¥(106) ¥44,692 ¥1,764 ¥(90) ¥1,674 ¥355  ¥46,721
Cash dividends .......ccccovovvviiiian. — — — (682) — (682) — — — — (682)
Net income for the year ended
March 31,2009 ... — — — 480 — 480 — — — — 430
Change of scope of equity method.. — — — 9) — 9) — — — — )
Purchase of treasury stock.............. — — — — (12) (12) — — — — (12)
Net changes of items other than
those in shareholders’ equity ........ — — — — — — (2,807) (18)  (2,825) 92 (2,733)
Balance as of March 31, 2009 ..... 45,626 ¥06,647 ¥5,486 ¥32,454 ¥(118) ¥44,469 ¥(1,043) ¥(108) ¥(1,151) ¥44T ¥43,765
Thousands Millions of yen (Note 1)
Number of Shareholders’ equity Valuation and translation adjustments
shares of . Net unrealized  Deferred Total Minori Total
Comen Common Add}gonal Retained  Treasury Tsti; . gainsorlosses  gains or va]uatcx)o?v and intzroersz net Sz?ets
stock stock paicn earnings stock  STATCNOCES o available-for- losseson  translation
issued capital equity sale securities  hedges  adjustments
Balance as of March 31,2009 ..... 45,625 ¥6,646  ¥5485 ¥32,454 ¥(118) ¥44,469 ¥(1,042) ¥(108)  ¥(1,151) ¥44T  ¥43,765
R Y _ - — (679) —(6T9) _ _ - — (675
Net income for the year ended
March 31, 2010........ccocooee = = = 753 = 753 = = = = 753
Purchase of treasury stock.............. — — — — (528) (528) — — — — (528)
Net changes of items other than
those in shareholders’ equity ........ — — — — — — 1,717 18 1,736 (447) 1,288
Balance as of March 31,2010 ..... 45,625  ¥6,646 ¥5,485 ¥32,533  ¥(646) ¥44,018 ¥674 ¥(89)  ¥584 —  ¥44,603
Thousands Thousands of U.S. dollars (Note 1)
Number of Shareholders’ equity Valuation and translation adjustments
shares of Net unrealized ~ Deferred Total Minori Total
commen e o Treasury e gaems OrEIZSSZS g;ss Oel' va]uat?oi and interesz net a;sets
stock stock pa@—m earnings stock Shaichollels on available-for- losseson  translation
issued capital equity sale securities  hedges  adjustments
Balance as of March 31, 2009 ..... 45,625 $71,431  $58,953 $348817  $(1,268) $477,955 $(11,199)  $(1,160) $(12,371)  $4,804 $470,389
Cash dividends .......ccccooovoveiiinn. — — —  (1.254) —  (7.254) — — — —  (7.254)
Net income for the year ended
March 31, 2010........cccoooii. — — — 8,093 — 8,093 — — — — 8,093
Purchase of treasury stock.............. — — — —  (5,674) (5,674) — — — —  (5,674)
Net changes of items other than
those in shareholders’ equity ........ — — — — — — 18,454 193 18,658  (4,804) 13,843
Balance as of March 31,2010 ... 45,625  $71,431 $58,953 $349,666 $(6,943) $473,108 $ 7,244 $ (956) $ 6,276 — $479,395

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

TSUKISHIMA KIKAI CO., LTD. and its consolidated subsidiaries
Years ended March 31, 2010 and 2009

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Cash flows from operating activities:
Income before income taxes and minority INtErests ............cc.oocvevieeieeieennn. ¥2,007 ¥ 1,182 $21,571
Adjustments for:
Depreciation and amortization ................cc.ocvriiiiioiieieeeee e 1,554 1,677 16,702
Increase (decrease) in provision for post-employment benefits................. (1,108) 57 (11,908)
Increase (decrease) in accrued bonus to employees ...........c.ococoieiiiiin 7 5 (75)
Increase (decrease) in reserve for retirement payments to officers ............ (216) 9) (2,321)
Increase (decrease) in allowance for doubtful accounts............................ 154 212 1,655
Increase (decrease) in accrued Warranty.............cccoocoooioiioiiieee (809) (707) (8,695)
Increase (decrease) in reserve for losses on contracts .............cc.ccoooeiinn 156 (132) 1,676
Interest and dividend INCOME ..............oooiiiiiii o, (280) (541) (3,009)
[NEEIEST EXPENSES ... ittt 173 193 1,859
Equity in (earnings) losses of affiliates................cc.occoooiiiiiiii C) (12) (96)
Loss (gain) on sales and disposal of property, plant and equipment............ 33 96 354
Write-down Of SECUMTIES. .......ooviiieieieoiee e — 256 —
Loss (gain) on sales of investments in SeCUrities ..............ccoocooeioiorereen. (0) 834 (0)
Write-down of investments in SECUNtIEs. ..............c..ocooiioiiieiieieiee 110 10
(Increase) decrease in notes and accounts receivable................................ 8,631 (4,604) 92,766
Increase (decrease) in advances received ... 76 (693) 816
(Increase) decrease iN INVENLOMIES .........ovoiiiiiiiieieieeeeeeee 604 2,586 6,491
Increase (decrease) in notes and accounts payable, trade.......................... (2,400) (1,356) (25,795)
ORET e 1,711 (1,276) 18,389
SUBLOTAL ... 10,271 (2,122) 110,393
Interest and dividend income received............ooooiiiiiii e 280 538 3,009
Interest eXPenses PaId.............oiioiiiiiiiiii oo (174) (193) (1,870)
Income taxes Paid...........c.oooii i (616) (2,396) (6,620)
Net cash provided by (used in) operating activities.................c.cc.c....... 9,761 (4,173) 104,911
Cash flows from investing activities:
Purchase of marketable seCUrities ..............ocooiiiiiiiiiiieeeeeeeee — (2,299) —
Proceeds from sales of marketable securities..............ccocooooiiiiiiooie — 2,300 —
Purchase of property, plant and equipment ..............coocoocoioiiiiiiiie (174) (566) (1,870)
Proceeds from sales of property, plant and equipment...................c...c...o....... 3 4 32
Purchase of intangible fixed assets ............cccocoiiiiiiiiiiii (90) (122) (967)
Purchase of investments in SECUNties ............c..oooiiiiiiiiiiieeeeeeee (1,200) (826) (12,897)
Proceeds from sales of investments in securities................cccoooveiiieiieieen. 0 923 0
Payments for loans receivable ... (5) (43) (53)
Collection of loans receivable..............occooiiiiiiiiiiiecec e 44 6 472
Purchase of treasury stock of subsidiaries in consolidation............................. (948) — (10,189)
ORCT e (26) 27 (279)
Net cash provided by (used in) investing activities....................c........... (2,397) (1,426) (25,763)
Cash flows from financing activities:
Repayments of long-term [0ans. ...............ccoocooiiiiiiiiiiii (681) (674) (7,319)
Repayments of lease obligations...............ccoocooiiiiiiiiiieeeee (7) (3) (75)
Additions of treasury SOCK ..........ccoooiiiiiiiiii e (528) (12) (5,674)
Cash dividends paid ...............oooiiiii e (675) (682) (7,254)
Cash dividends paid to minority shareholders .....................coccooiii (11) (12) (118)
Net cash provided by (used in) financing activities................................ (1,904) (1,383) (20,464)
Net increase (decrease) in cash and cash equivalents........................ 5,459 (6,982) 58,673
Cash and cash equivalents at beginning of period (Notes 2,3) ............ 8,782 15,727 94,389
Increase in cash and cash equivalents resulting
from merger with unconsolidated subsidiaries ........................... — 37 —
Cash and cash equivalents at end of period (Notes 2,3).................... ¥14,241 ¥ 8,782 $153,063

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presenting
Consolidated Financial
Statements

2. Summary of Significant
Accounting Policies

The accompanying consolidated financial statements have been prepared from the financial
statements filed with the Financial Services Agency as required by the Japanese Financial
Instruments and Exchange Law in accordance with accounting principles and practices generally
accepted in Japan, which are different from the accounting and disclosure requirements of’
International Accounting Standards.

Certain reclassifications have been made to present the accompanying consolidated financial
statements in a format which is familiar to readers outside Japan.

For the convenience of the reader, the accompanying consolidated financial statements have been
presented in U.S. dollars by translating all Japanese yen amounts at the exchange rate of ¥93.04 to
$1, the approximate rate of exchange at March 31, 2010.

Amounts less than ¥1 million and $1 thousand had been rounded off until 2009.

Amounts less than ¥1 million have been rounded down from 2010. And U.S. dollars are translated
from these amounts and have been rounded down.

The total amounts in Japanese yen and translated U.S. dollars shown in the consolidated
financial statements and notes of March 31, 2010 do not necessarily agree with the sum of the
individual amounts.

(a) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its

subsidiaries. Significant intercompany accounts and transactions have been eliminated in consolidation.
The 5 major subsidiaries that have been consolidated with the Company are listed below:

+  Tsukishima Technology Maintenance Service Co., Ltd.
+  Tsukishima Techno Machinery Co., Ltd.

+ Sun Eco Thermal Co., Ltd.

+ Tsukishima Kankyo Engineering, Ltd.

= Samukawa Water Service, Co., Ltd.

(b) Accounting for Investments in Unconsolidated Subsidiaries and Affiliates
The equity method is applied to the investments in | affiliate.

The cost method is applied to investments in the remaining unconsolidated subsidiaries and
affiliates since they are not material for the consolidated financial statements.

The affiliate accounted for by the equity method is listed below:

» Edogawa Water Service, Co., Ltd.

(c) Marketable Securities and Investments in Securities
All of the Group's securities are classified as follows: i) Held-to-maturity debt securities, which
management has the positive intent and ability to hold to maturity, are reported at amortized cost.
ii) Available-for-sale securities are reported at fair value, with unrealized gains and losses, net of
applicable taxes, reported in a separate component of net assets. The cost of securities sold is
determined based on the moving-average method.

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

(d) Inventories
The Company applies the cost method based on the methods mentioned below, which determines
the amount of inventories shown in the balance sheet by writing them down based on the decrease
in their profitability.

(1) Work in process is stated at cost, which is determined by the specific cost method.

(2) Raw materials are stated at cost, which is determined by the periodic average method.

(3) Supplies are stated at cost, which is determined by the moving-average method.
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(e) Property, Plant and Equipment excluding Lease Assets

Property, plant and equipment are carried at cost. Depreciation is computed by the declining balance
method over the estimated useful lives of the assets, except for buildings placed in service after April
1, 1998, for which depreciation is computed by the straight-line method. The range of useful lives is
from 3 to 60 years for buildings and structures and from 2 to 17 years for machinery and equipment.

(f) Lease Assets

Depreciation of assets on finance leases that do not transfer ownership of the leased assets to the

lessee are calculated by the straight-line method over the lease period with their residual value zero.
Finance lease transactions starting before the fiscal year ended March 31, 2008 that do not

transfer ownership of the leased property to the lessee are accounted for as operating leases.

(g) Allowance for Doubtful Accounts

The allowance for doubtful accounts is provided for in an amount sufficient to cover possible
losses on collection. It consists of the estimated uncollectible amount with respect to identified
doubtful receivables and an amount calculated on the historical loss experience with respect to
remaining receivables.

(h) Accrued Warranty

The accrued warranty is provided for based on amounts determined as a certain percentage (which is
distinguished between domestic and overseas construction) of the amount of completed construction
contracts for the year, which is computed as a ratio of the actual repair costs incurred under the
warranty against the amounts of completed construction contracts during the past years. In addition,
the estimated repair costs for identified individual construction are provided.

(i) Reserve for Losses on Contracts
A reserve for losses on contracts is provided for an estimated amount of probable losses to be
incurred in future years in respect of construction projects in progress.

(j) Provision for Post-employment Benefits
Accrued employees’ retirement benefits are provided based on the projected retirement benefit
obligation and the fair value of the plan assets at the end of the fiscal year.

(Change in Accounting Policy)

Effective from the fiscal year ended March 31, 2010, “Partial Amendments to Accounting Standard for

Retirement Benefits (Part 3)” (ASBJ Statement No. 19, issued on July 31, 2008) has been applied.
This change has no impact on operating income and income before income taxes for the fiscal

year ended March 31, 2010.

(Additional Information)
Effective March 1, 2010, the Company amended its employees’ retirement plans from a combination of
lump-sum defined benefit plans and tax-qualified pension plans to a combination of lump-sum defined
benefit plans, defined benefit plans and defined contribution plans. The Company applied the accounting
treatment specified in the guidance issued by the Accounting Standards Board of Japan (“ASBJ").

The effect of this plan amendment decreased income before income taxes by ¥43 million ($462

thousand) for the year ended March 31, 2010.

(k) Reserve for Retirement Payments to Officers
Certain of the Company's consolidated subsidiaries have provided for reserve for retirement
payments to officers under the retirement benefits plan which are calculated by the estimated
amount to be paid if all officers retired at the balance sheet date.

With respect to officers’ resignations, the retirement payments calculated under the retirement
benefits plan are normally paid subject to approval of the shareholders. The retirement payments to
officers should be provided for when such costs can be reasonably estimated.



(Additional Information)
A resolution for the abolishment of a retirement benefits plan for directors and corporate auditors of
the Company was approved at the annual general meeting of shareholders held on June 26, 2009.
As aresult, the Company has reclassified the balance of the related accrued retirement benefits as
of June 26, 2009 to “Long-term liabilities: Long-term accounts payable-other”.
Such balance included in long-term accounts payable-other as of March 31, 2010 amounted to
¥221 million ($2,375 thousand).

(I) Income Taxes

The Company and its consolidated subsidiaries have adopted the asset-liability method of tax effect
accounting to recognize the effect of all temporary differences in the recognition of the tax basis
assets and liabilities and their financial reporting amounts.

(m) Translation of Foreign Currencies
Foreign currency receivables and payables are translated at the appropriate year-end current rate.
Revenue and expense accounts are translated at the rates closely approximate to those prevailing
on the transaction dates.
Exchange gains and losses arising from the above foreign currency translations and transactions
are included in other income or expenses.

(n) Research and Development Costs
Research and development costs are charged to income as incurred.

(o) Recognition of Contract Revenue
(Change in Accounting Policy)
Until the fiscal year ended March 31, 2009, the percentage-of-completion method was applied
for significant construction contracts in which total proceeds are more than ¥0.3 billion and the
construction period is longer than one year. Effective for the fiscal year ended March 31, 2010,
the Company and its consolidated subsidiaries adopted “Accounting Standard for Construction
Contracts” (ASBJ Statement No. 15, December 27, 2007) and “Guidance on Accounting Standard
for Construction Contracts” (ASBJ Guidance No. 18, December 27, 2007). The Company and its
consolidated subsidiaries apply the percentage-of-completion method for the construction contracts
made in the current fiscal year which fulfill the conditions that the outcome of the construction
activity is deemed certain during the course of the activity. Otherwise, the Company and its
consolidated subsidiaries apply the completed-contract method.

As a result of this change, net sales were ¥2,564 million ($27,558 thousand) higher, and both
operating income and income before income taxes were ¥365 million ($3,923 thousand) higher than
under the previous method of accounting.

(p) Goodwill

Any difference between the cost of an investment in a subsidiary and the amount of underlying equity
in net assets of the subsidiary is treated as an asset, as the case may be, and amortized over a period of
10 years using the straight-line method.

(q) Cash Equivalents
For the purpose of the consolidated statements of cash flows, cash and cash equivalents include highly
liquid investments which can be withdrawn without any restriction and with minimum market risk.

(r) Derivative Financial Instruments
The Company and certain consolidated subsidiaries use derivative financial instruments to manage
their exposures to fluctuations in foreign exchange and interest rates. Foreign exchange forward
contracts and interest rate swaps are utilized by the Company and certain consolidated subsidiaries
to reduce foreign currency exchange risks and interest rate risks.

The Company and certain consolidated subsidiaries do not enter into derivatives for trading or
speculative purposes.



3. Cash and Cash Cash and cash equivalents as of March 31, 2010 and 2009 consisted of the following:
Equivalents

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Cash and time deposits ............ccoovoiiieiieieiieee ¥13,291 ¥7,832 $142,852
Marketable securities 1,000 1,000 10,748
Less: time deposits that mature or become due over
three months after the date of acquisition....................... (50) (50) (537)
Cash and cash equivalents ................c.cccocoooooieie ¥14,241 ¥8,782 $153,063
4. Financial Amounts on the consolidated balance sheets as of March 31, 2010, fair value and variance were
Instruments as follows:
Millions of yen
2010
Amounts on the
consolidated
Balance Sheets Fair value Variance
(1) Cash and time deposits............cooveverieioeeiceeeiee ¥13,291 ¥13,291 ¥ —
(2) Notes and accounts receivable ..............ccocooreiiion, 35,043 33,682 (1,361)
(3) Marketable securities and Investments in securities
Securities classified as available-for-sale ....................... 15,691 15,691 —
Total e 64,027 62,665 (1,361)
(4) Notes and accounts payable-trade 19,728 19,728 —
(5) Long-term loans (Include portion due within one year) ... 5,622 5,640 18
TOtAL e 25,350 25,369 18
(6) Derivative transactions™ .............ccoccocvoeieioeieicee ¥ (60) ¥ (61 ¥ (0

Thousands of U.S. dollars

2010
Amounts on the
consolidated
Balance Sheets Fair value Variance
(1) Cash and time deposits..............cccoooiiioiiee $142,852 $142,852 $ —
(2) Notes and accounts receivable ................cccoocooveiien. 376,644 362,016 (14,628)
(3) Marketable securities and Investments in securities
Securities classified as available-for-sale ..................... 168,647 168,647 —
Totalooovoeoeeeeeee 688,166 673,527 (14,628)
(4) Notes and accounts payable-trade 212,037 212,037 —
(5) Long-term loans (Include portion due within one year) ... 60,425 60,619 193
TOtAL o 272,463 272,667 193
(6) Derivative transactions™ ..o, $ (644) $ (655) $ (0)

* Receivables and payables arising from derivative transactions are presented on a net basis, and if the total represents a liability, it is indicated in parentheses.

Notes a. Method of measurement of fair values of financial instruments and matters concerning securities and

derivative transactions

(1) Cash and time deposits
As these items are settled in a short period of time and the fair value is almost equal to the book value, their
book value is presented.

(2) Notes and accounts receivable
As these items are settled in a short period of time and the fair value is almost equal to the book value, their
book value is presented. However, the fair value of Accounts receivable-installment is measured by taking
the debtor’s financial position into consideration due to the long-term repayment period, and discounted at
the interest rate determined by the debtor’s financial position.
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(3) Marketable securities and Investments in securities
Marketable securities are negotiable certificate of deposit and settled in a short period of time and the fair
value is almost equal to the book value, their book value is presented. Investment securities are valued at the
exchange trading price.

(4) Notes and accounts payable-trade
As these items are settled in a short period of time and the fair value is almost equal to the book value, their
book value is presented.

(5) Long-term loans (Include portion due within one year)
The current value of a long-term loan payable is calculated by discounting the aggregate amount of the
principal and interest by the interest rate deemed applicable to a new loan of the same amount.

(6) Derivative transactions
The fair value of derivative transactions qualifying for hedge accounting is the forward quotation or the price
presented by correspondent financial institutions.

b. Non-listed stocks (consolidated balance sheet amount of ¥412 million ($4,428 thousand)) and non-consolidated
subsidiary and associated company stocks (consolidated balance sheet amount of ¥72 million ($773 thousand))
are not included in “(3) Marketable securities and Investments in securities”, since the identification of the
current values thereof is deemed extremely difficult, due to the absence of market values.

c. The aggregate maturities of monetary claims and available-for-sale securities with maturity outstanding as

of March 31, 2010 were as follows:

Millions of yen

2010
Within Over | year  Over 5 years Over
| year Within 5 years Within 10 years 10 years
Cash and time deposits .........c.ccoviiiirieiiiiiceeee e ¥13,291 ¥ — ¥ — ¥ —
Notes and accounts receivable..............ccocooviioeieeeiiiieiin 29,521 1,632 1,859 2,030

Marketable securities and Investments in securities
1,000 — — —
¥43,813 ¥1,632 ¥1,859 ¥2,030

Securities classified as available-for-sale.....

Thousands of U.S. dollars

2010
Within Over | year ~ Over 5 years Over
| year Within 5 years Within 10 years 10 years
Cash and time deposits $142,852 $ — 3 — 3 —

Notes and accounts receivable 317,293 17,540 19,980 21,818
Marketable securities and Investments in securities

Securities classified as available-for-sale................................ 10,748 — — —
TOtA ..o $470,904 $17,540 $19,980  $21,818

d. The aggregate maturities of long-term loans outstanding as of March 31, 2010 were as follows:

Millions of yen

2010
Within Over | year ~ Over2years Over 3years  Over 4 years Over
| year Within 2 years Within 3 years Within 4 years Within 5 years 5 years

Long-term loans (Include portion
due within one year)

¥622 ¥1,054 ¥253 ¥260 ¥268 ¥3,162
¥622 ¥1,054 ¥253 ¥260 ¥268 ¥3,162

Thousands of U.S. dollars
2010

Within Over | year ~ Over2years Over 3 years Over 4 years Over
| year Within 2 years  Within 3 years Within 4 years Within 5 years 5 years

Long-term loans (Include portion
due within one year)

$6,685  $11,328 $2,719 $2,794 $2,880 $33,985
$6,685  $11,328 $2,719 $2,794 $2,880 $33,985

(Additional Information)

Effective from the fiscal year ended March 31, 2010, the Company and its consolidated subsidiaries
adopted “Accounting Standard for Financial Instruments” (ASBJ Statement No. 10, March 10,
2008) and “Guidance on Disclosures about the Fair Value of Financial Instruments” (ASBJ
Guidance No. 19, March 10, 2008).



5. Marketable Securities
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and Investments in
Securities

The carrying amounts and aggregate fair values of marketable and investment securities at March

31, 2010 and 2009 were as follows:

Millions of yen

2010
Unrealized Unrealized
Cost gains losses Fair value
Securities classified as:
Available-for-sale:
Equity securities..............occoocooieii, ¥13,549 ¥2,191 ¥(1,056) ¥14,684
Others ..o 1,004 1 — 1,006
¥14,554 ¥2,193 ¥(1,056) ¥15,691
Held-to-maturity securities........................... ¥ — ¥ — ¥  — ¥ —
Millions of yen
2009
Unrealized Unrealized
Cost gains losses Fair value
Securities classified as:
Available-for-sale:
Equity securities............cc.occoeoiieeo. ¥12,351 ¥1,278 ¥(3,036) ¥10,593
Others ..o 5 — — 5
¥12,356 ¥1,278 ¥(3,036) ¥10,598
Held-to-maturity securities........................... ¥ — ¥ — ¥ — ¥ —
Thousands of U.S. dollars
2010
Unrealized Unrealized
Cost gains losses Fair value
Securities classified as:
Available-for-sale:
Equity securities............cccocovveiieieoa. $145,625 $23,549 $(11,349) $157,824
Others ....c.oovoieoceceeee 10,791 10 — 10,812
$156,427 $23,570 $(11,349) $168,647
Held-to-maturity securities......................... $ — 3 — — 3 —




6. Derivative
transactions

Derivative financial instruments with fair value as of March 31, 2010 were as follows:

(1) Derivative transactions not qualifying for hedge accounting
There is not the matter.

(2) Derivative transactions qualifying for hedge accounting
(a) Currency-related

(Foreign exchange contracts and other derivative transactions qualifying for designation accounting)

Millions of yen

2010

Contracts
Contracts outstanding
outstanding  (Over one year)  Fair value

Forward foreign currency Principal items hedged:

exchange contracts:
Sgll Ui, delar Accounts receivable........... ¥135 ¥ — ¥(4)
uy Japanese yen

Buy U.5. dollar, Accounts payable-trade ..... 16 — 0
sell Japanese yen

Buy Australia dollar, 1 _ 0
sell Japaneseyen ¢

Buy Singapore dollar, 7 . 0
sell Japaneseyen v

Buy Swiss franc,
sell Japaneseyen ¢ 8 - (0)

TOtal oo ¥169 ¥ — ¥(4)

Thousands of U.S. dollars

2010

Contracts
Contracts outstanding
outstanding  (Over one year)  Fair value

Forward foreign currency Principal items hedged:

exchange contracts:
Sell U.S. doll .
guy Japar?esaer)y en Accounts receivable........... $1,450 $— $(42)
Buy U.S. dollr, Accounts payable-trade ... 171 — 0
sell Japanese yen
Buy Australia dollar, 10 . 0
sell Japaneseyen ¢
Buy Singapore dollar,
sell Japaneseyen v 75 — \
Buy Swiss franc,
sell Japaneseyen v 85 — (0)
TOtL $1,816 $— ¥(42)

Note The fair value is the forward quotation.



7.

18

Short-term Loans,
Long-term Loans and
Lease Obligations

(b) Interest rate-related
(Derivative transactions qualifying for general accounting policies, deferral hedge accounting)

Millions of yen
2010
Contracts
Contracts outstanding
outstanding  (Over one year)  Fair value
Interest rate swaps: Principal items hedged:
Receive floating, pay fixed ~ Long-termloans................ ¥4,287 ¥4,011 ¥(56)
TOUA oo ¥4,287  ¥4,011 ¥(56)
Thousands of U.S. dollars
2010
Contracts
Contracts outstanding
outstanding  (Over one year)  Fair value
Interest rate swaps: Principal items hedged:
Receive floating, pay fixed ~ Long-termloans................ $46,076 $43,110 $(601)
TOtALL e $46,076 $43,110 $(601)

Note The fair value is the price presented by correspondent financial institutions.

Short-term loans are represented by 12-month notes, and the weighted average interest rates
applicable to such loans as of March 31, 2010 and 2009 were approximately 0.9 percent and 1.5
percent, respectively.

Long-term loans as of March 31, 2010 and 2009 consisted of the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Loans, due 2026 ..o ¥5,622 ¥6,304 $60,425
Less: portion due within one year.................ccocoeveveon. (622) (664) (6,685)

¥4,999 ¥5,640 $53,729

Lease obligations as of March 31, 2010 and 2009 consisted of the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
CUMTENE e ¥ 8 ¥ 5 $ 85
NON-CUITENT. ... 23 19 247
¥31 ¥24 $333




8. Provision for
Post-employment
Benefits

The following assets were pledged as collateral for the above long-term loans:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
DEPOSIT ..o ¥615 ¥563 $6,610
Account receivable ... 184 184 1,977
Long-term l0ans.........ocoovoviioiiiii e 42 41 451
¥843 ¥788 $9,060

Interest rates of long-term loans as of March 31, 2010 and 2009 were between 1.39 percent and 4.00
percent for both years.

Provision for post-employment benefit obligations as of March 31, 2010 and 2009 consisted of’
the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
a. Post-employment benefit obligations............................. ¥(6,703) ¥(7,977) $(72,044)
b. Pension @Ssets .........c.oocviiviieii i 1,015 1,097 10,909
c. Net-total (a+b) ..o (5,687) (6,880) (61,124)
d. Unrecognized actuarial differences...........cccccoooiiiiie. 493 809 5,298
e. Unrecognized prior service Cost............cocooeveirierenennnn. (46) (278) (494)
f. Provisions for post-employment benefits (c+d+e) ......... ¥(5,240) ¥(6,349) $(56,319)

Post-employment benefit expenses for the years ended March 31, 2010 and 2009 consisted of
the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
A SEIVICE COSES vttt ¥567 ¥515 $6,094
b. INterest CoStS ....ovooiiiiiiiiiii e 146 186 1,569
c. Expected return .......oooooiiiiiiee e (16) (21) (171)
d. Amortization of unrecognized actuarial differences ...... 196 259 2,106
e. Amortization of prior Service Cost ...............ccocooeirenin.. (30) (30) (322)
f. Post-employment benefit expenses total ....................... ¥863 ¥909 $9,275
g. Loss on abolishment of retirement benefit plan.............. 43 — 462
Total (F4@) oo ¥906 ¥909 $9,737
Basic measurement of post-employment benefit obligations and other items
2010 2009
a. Allocation method for projected post-employment benefits.... Straight-line method Straight-line method
b. DISCOUNL FALE ...o.oviec e 2.0% 2.0%
c. Expected rate of return ... 1.5% 1.5%
d. Amortization period of prior service cost ...................... 11-14 years I1 years
e. Amortization period of actuarial differences ................. 7 years 7 years



9. Research and
Development Costs

10. Income Taxes

20

Research and development costs charged to income for the years ended March 31, 2010 and 2009
amounted to ¥1,093 million ($11,747 thousand) and ¥1,319 million, respectively.

Income tax applicable to the Company and its consolidated subsidiaries consists of corporate income

tax, enterprise taxes and corporate inhabitants’ taxes.

The effective income tax rate of the Company and its consolidated subsidiaries differs from the

statutory tax rate for the following reasons:

2010 2009
StAtULONY tAX FALE ... 40.7% 40.7%
Expenses not deductible for tax purposes..................... 6.6 9.3
Non-taxable dividend income..............c.c.ocoooveeiinnn. (2.7) (10.3)
Per capita levy of inhabitant taxes..................cc.cooo..... 1.5 2.5
Valuation allowance..............ccocooooiiiiiie 15.5 7.8
Other—net....o.oooooeieieeeeeeeeeeeee (1.3) 0.5
Effective tax rate...........ocoooovovoiiioiieeeeeee e 60.3% 50.5%

Deferred tax assets and liabilities at March 31, 2010 and 2009 were composed of the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Deferred tax assets:
Accrued cost of sales...........ocoooiiiiiiiiee ¥ 269 ¥ 321 $2,891
Accrued enterprise taxes .............ccocoovveveeovereeeeeeenns. 47 63 505
LLoss on construction CONEraCES ......vveeeeeeeeeeeeeeeeeeeeen. — 1,161 —
Reserve for losses on contracts ...........ccccoeeeeieeiin. 107 — 1,150
Accrued Warranty............o.ooooiiiooeieeeeeeee 464 794 4,987
Provision for post-employment benefits ...................... 2,132 2,584 22,914
Unrealized profit ........ooooooviiiiiiiieee 81 96 870
Accrued bonus to employees............ccoooovoeieiienn 611 615 6,567
Tax loss carryforward...........c.ocoociiviiioeiiiceeee 2,515 1,416 27,031
Allowance for doubtful accounts ................c.ccoceii. 212 — 2,278
ong-term accounts payable-other ..................c........... 422 — 4,535
Net unrealized losses on available-for-sale securities ... — 715 —
Ohers oo 968 920 10,404
Less: valuation allowance.............c..cccooeiiiiiie (687) (378) (7,383)
Total deferred tax assets..........ccoocooviiioiiiciiiiee ¥ 7,147 ¥ 8,307 $76,816
Deferred tax liabilities:
Reserve for deferred gains on sales of’
fixed assets for tax pUrpoSes ..........ccocoovoverieereeene. ¥(1,353) ¥(1,366) $(14,542)
Net unrealized gains on available-for-sale securities ..... (462) — (4,965)
ONErS ..o — ) —
Total deferred tax liabilities ...............cccoovoveeiieee, (1,816) (1,367) (19,518)
Net deferred tax assets (liabilities) .............................. ¥ 5,330 ¥ 6,940 $57,287




11. Contingent Liability

12. Other Income/
(Expenses)—Other, Net

13. Subsequent Events

The Company and its consolidated subsidiaries were contingently liable for the following items:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Guarantees for indebtedness of employees....................... ¥7 ¥17 $75
Other income/(expenses)—other, net consisted of the following items:
Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Gain ON INSUFANCE ... ¥ 43 ¥ 27 $ 462
Depreciation of prepaid expenses ..............c..coevririerernnn. 4) (5) 42)
Other, NEt...ovovoiceeeeeeeeee e (15) (56) (161)
¥ 22 ¥(34) $ 236

Appropriation of Retained Earnings

The following appropriation of retained earnings of the Company, which has not been reflected in the
accompanying consolidated financial statements for the year ended March 31, 2010, was approved at
the Board of Directors meeting held on May 26, 2010:

Thousands of
Millions of yen U.S. dollars
Year-end cash dividends of ¥8.00 ($0.08) per share..............ccccocoooe ¥356 $3,826
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14. Finance Leases

22

Finance leases that existed at March 31, 2008 and do not transfer ownership of the leased property
to the lessee are accounted for as operating lease transactions.

The pro forma information of such leases existing at the transition date on an “as if capitalized” basis
for the years ended March 31, 2010 and 2009 is as follows:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Machinery and equIpment..............c.occocvoeiieioeieeee ¥ 112 ¥ 112 $1,203
Tools, furniture and fiXtUres............ccocooieveiieiieiee 67 109 720
Other @SSets.........ovoivoiiiieiceeeeeeeeeeeeeeeee e 37 42 397
Less: accumulated depreciation..............c.ccocvoveieeieinnn. (144) (146) (1,547)
¥ 74 ¥ 117 $ 795
Obligations under finance leases as of March 31, 2010 and 2009 were as follows:
Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Due within one year...............ccocooooiioei ¥35 ¥ 43 $376
Due after one year ............cocoovoiiviiioiioeceeeeee 38 74 408
¥74 ¥117 $795

Total rental expenses for the above leases were ¥43 million ($462 thousand) and ¥52 million for the
years ended March 31, 2010 and 2009, respectively.

The pro forma depreciation expense computed by the straight-line method was ¥43 million ($462
thousand) and ¥52 million for the years ended March 31, 2010 and 2009, respectively.

The pro forma information above does not exclude the imputed interest portion because the
remaining financial lease obligations are not material, compared with the book values of property,
plant and equipment.



15. Segment Information

(a) Information by Industry Segment
The Company and its consolidated subsidiaries are primarily engaged in the following industry segments:
Water environment business: Water purification plant, Others
Industrial business: Chemistry plant, Iron and steel plant, Food plant, Others

(Change in Accounting Policy)
Effective from the fiscal year ended March 31, 2010, the Company and its consolidated subsidiaries
adopted “Accounting Standard for Construction Contracts” (ASBJ Statement No. 15, December
27,2007) and “Guidance on Accounting Standard for Construction Contracts” (ASBJ Guidance

No. 18, December 27, 2007).

As a result of this change, net sales were ¥1,720 million ($18,486 thousand) and operating income
were ¥182 million ($1,956 thousand) higher respectively in Water environment business and net sales
were ¥843 million (39,060 thousand) and operating income were ¥183 million ($1,966 thousand)
higher respectively in Industrial business.

Year ended March 31,2010 Millions of yen
Water environment ~ Industrial
business business Total Eliminations ~ Consolidated
Sales:
Customers ...........ccocoeven.n. ¥43,418 ¥24,255 ¥67,674 ¥ —  ¥67,674
Intersegment ...........c.......... — — — — —
Total oo 43,418 24,255 67,674 — 67,674
Operating expenses............. 40,627 25,100 65,728 — 65,728
Operating income (loss) ...... 2,790 (844) 1,945 — 1,945
Total assets.......cccovveeeiii.. 38,246 23,396 61,643 28,166 89,809
Depreciation....................... 658 895 1,554 — 1,554
Capital expenditures............ 86 140 226 — 226
Year ended March 31, 2009 Millions of yen
Water environment  Industrial
business business Total Eliminations ~ Consolidated
Sales:
Customers ...........ccccocee... ¥42,158 ¥35,595 ¥T7,753 ¥ — ¥77,753
Intersegment.............cc........ — — — — —
Total oo 42,158 35,595 77,753 — 77,753
Operating expenses............. 40,282 34,621 74,903 — 74,903
Operating income ............... 1,876 974 2,850 — 2,850
Total assets......oovevveveeeeneen. 35,619 33,865 69,484 23,432 92,916
Depreciation........................ 687 990 1,677 — 1,677
Capital expenditures............ 351 502 853 — 853
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Year ended March 31,2010

Thousands of U.S. dollars

Water environment  Industrial

business business Total Eliminations ~ Consolidated

Sales:
CUStomers ..o $466,659 $260,694 $727,364 $ — $727,364
Intersegment ...........c..ccooene. — — — — —
Total..ooooooeee 466,659 260,694 727,364 — 727,364
Operating expenses................ 436,661 269,776 706,448 — 706,448
Operating income (loss) ......... 29,987 (9,071) 20,904 — 20,904
Total assets.........ccoooeeiveennn. 411,070 251,461 662,542 302,730 965,273
Depreciation........................... 7,072 9,619 16,702 — 16,702
Capital expenditures............... 924 1,504 2,429 — 2,429

(b) Overseas Sales

Overseas sales by area and percentage of overseas sales over consolidated net sales for the years

ended March 31, 2010 and 2009 were as follows:

Thousands of
Millions of yen U.S. dollars Percentage
2010 2009 2010 2010 2009
Area
ASIAL ¥6,155 ¥10,672 $66,154 9.1% 13.7%
Other..oovooiiiiiee 768 2,364 8,254 1.1% 3.0%
¥6,924 ¥13,036 $74,419 10.2% 16.8%

Major countries and areas included in each geographic area are as follows:

Asia: Korea, Saudi Arabia, China
Other: Poland, Brazil, U.S.A., Portugal

(Change in Accounting Policy)

Effective from the fiscal year ended March 31, 2010, the Company and its consolidated subsidiaries
adopted “Accounting Standard for Construction Contracts” (ASBJ Statement No. 15, December
27, 2007) and “Guidance on Accounting Standard for Construction Contracts” (ASBJ Guidance

No. 18, December 27, 2007).

As a result of this change, net sales were ¥75 million ($806 thousand) higher in Asia area.



Independent Auditors’ Report

INDEPENDENT AUDITORS’ REPORT

INOUE AUDITING CO., INC.

To the Board of Directors of
Tsukishima Kikai Co., Ltd.

We have audited the accompanying consolidated balance sheets of Tsukishima Kikai Co. Ltd. and
consolidated subsidiaries as of March 31, 2009 and 2010, and the related consolidated statements of
income, changes in net assets and cash flows for the years then ended, all expressed in Japanese yen.
These consolidated financial statements are the responsibility of the Company’ s management. Our
responsibility is to independently express an opinion on these consolidated financial statements based on
our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all matenal
respects, the consolidated financial position of Tsukishima Kikai Co., Ltd. and consolidated subsidiaries as
of March 31, 2009 and 2010, 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.

Supplemental Information:
As described in Note 2 (o) of the notes to consolidated financial statements, effective for the fiscal year
ended March 31, 2010, the Company and its consolidated subsidiaries adopted “Accounting Standard for

Construction Contracts” and “Guidance on Accounting Standard for Construction Contracts”.

The amounts expressed in U.S. dollars, which are provided solely for the convenience of the readers, have
been translated on the basis set forth in Note 1 of the notes to consolidated financial statements.

‘_Onoue M CO) \aﬂb.

Inoue Auditing Co., Inc.

Tokyo, Japan
June 29, 2010
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NON-CONSOLIDATED BALANCE SHEETS

TSUKISHIMA KIKAI CO., LTD.
Years ended March 31, 2010 and 2009

ASSETS

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Current assets:
Cash and time dePOSIS ... ..ovviiviiiiio e ¥ 7,234 ¥ 4173 $ 77,751
Marketable securities (NOtES 2, 4) ......ooiiiiiiiiiiec e 1,000 1,000 10,748
Notes and accounts receivable ... 22,389 29,188 240,638
Less: allowance for doubtful accounts (Note 2) ..........c..oooooiiiiiiiiii (278) (49) (2,987)
Work in process (INOte 2) .......c.oooiiiiiiio oo 2,588 3,294 27,815
Raw materials and supplies (Note 2) ............c.oooiiiiiioioeee 57 32 612
Deferred income taxes (NOte 7)..........coooiiiioiiiioieeeeeee 1,293 2,475 13,897
Other CUIMTENT ASSEES. ...vveeee oo 1,325 1,585 14,241
Total CUMTENt @SSELS ..ot 35,611 41,698 382,749
Property, plant and equipment (Note 2):
AN e 6,738 6,609 72,420
Buildings and SErUCTUES ..........c.ooiiiiiieiio e 8,318 8,248 89,402
Machinery and eqUIPIMENT ..........ccoooiiiiiiiiiie e 10,498 10,661 112,833
[LEASE ASSELS ..o 25 22 268
CONStrUCION 1N PrOGIESS. ...ttt 2 2 21
25,583 25,542 274,967
Less: accumulated depreciation ...............ccooioiiioieiio e (14,177) (13,730) (152,375)
Net property, plant and equIPMENt.............cc.oooioiiiiioieeeiee 11,406 11,812 122,592
Investments and other assets:
SOFEWEIE ..o 1,191 1,781 12,800
Investments in securities (Notes 2, 4) ... 15,102 11,008 162,317
Investments and long-term loans to subsidiaries (Note 5)..............cccocoo. 723 772 7,770
Deferred income taxes (NOte 7).......ccoooviiiiiiiiieiiiiiie e 2,038 2,497 21,904
Other @SSELS ... 417 567 4,481
Less: allowance for doubtful accounts (Note 2) .........cocooviiiioiioiieiiee, (197) (256) (2,117)
Total investments and other assets ... 19,276 16,369 207,179
Total @SSeS ..o ¥66,293 ¥69,879 $ 712,521

See Notes to Non-Consolidated Financial Statements.
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LIABILITIES AND NET ASSETS

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Current liabilities:
Accounts payable
TTAAC ..o ¥14,057 ¥15,498 $151,085
ONET e 1,174 1,280 12,618
Short-term [0ans (NOte 5) ......ccooiiiiiiiiiiiic e 50 50 537
Current portion of long-term loans (Note 5) ........cccoocooiiiiiiiiii 17 66 182
Lease obligations (NOte 5) .......oviiiiiiiiiiiiiie e 4 4 42
Accrued income taxes (NOte 7).........ooviiiiioiiiiieioceee e 44 29 472
ACCTUE EXPEINSES ... 727 721 7,813
Accrued warranty (NOte 2)..........oooiiiioiiieoee e 970 1,794 10,425
Reserve for losses on contracts (Note 2).........ccoooooiiiiiiiiiiiiiieeeeeee 142 — 1,526
AdVANCES FECRIVE. ...t 2,572 2,171 27,644
Other current Habilities ........coeooee oo 2,605 5,000 27,998
Total current liabilities ... 22,366 26,613 240,391
Long-term liabilities:
Long-term loans (NOte D) .......ooviiiiiiiiiiiie e — 17 —
Lease obligations (NOTE 5) .....ooviioiiiiiiiii e 14 17 150
Long-term accounts payable-other (Note 2)...........ocooiiioiioiiieiee 1,037 — 11,145
Provision for post-employment benefits (Note 2) ... 2,613 3,789 28,084
Reserve for retirement payments to officers (Note 2)...........ccoooieiieiin.. — 235 —
Total long-term labilities ............oooooiiiiiiioeeeeee e 3,665 4,058 39,391
Contingent liability (Note 8)
Net assets:
Shareholders’ equity:
Common stock,
Authorized: 180 million shares in 2010 and 2009
Issued: 45,625,800 shares in 2010 and 2009 ..o 6,646 6,647 71,431
Additional paid-in capital.............oocooiiiiiiiii e 5,485 5,486 58,953
Retained €arnings ..........ccooviiiiiiio oo 28,035 28,168 301,322
TreasUrY STOCK ... (580) (51) (6,233)
Total shareholders’ equity ..........ccocoiiiiiiiiii e 39,587 40,250 425,483
Valuation and translation adjustments
Net unrealized gains or losses on available-for-sale securities ....................... 674 (1,043) 7,244
Deferred gains or losses on hedges.............occoocooiioiiiiiiiiiiee (1) | (10)
Total valuation and translation adjustments......................ccccooeiii.. 673 (1,042) 7,233
T Otal NEt ASSELS ..o 40,261 39,208 432,727
Total liabilitiesand netassets .........................ccoooiiiiiiii ¥66,293 ¥69,879 $712,521

See Notes to Non-Consolidated Financial Statements.
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NON-CONSOLIDATED STATEMENTS OF INCOME

TSUKISHIMA KIKAI CO., LTD.
Years ended March 31, 2010 and 2009

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Netsales (NOte 2) ... ¥39,014 ¥47,581 $419,325
Costofsales (NOt@6) .............ccoooiiiiiie e 32,040 39,965 344,368
GrOSS PrOfIt ..o 6,973 7,616 74,946
Selling, general and administrative expenses (Note6) ...................... 6,578 6,917 70,700
OPErating INCOMIE ...ttt 395 699 4,245
Other income (expenses):
Interest and dividend INCOME ........ooooiieiee e 682 1,461 7,330
[NTEIEST EXPENSES ..ottt (1) (3) (10)
Gain on sales of iNvestments in SECUNESs ............ooovieiioiiieiieeeee 0 — 0
Gain on sales of property, plant and equipment ...................c...cccooeeeil 0 | 0
Loss on sales and disposal of property, plant and equipment .................... (23) (95) (247)
Loss on valuation of INVENtOries ...............ccooiiiiiiiiiieee — (97) —
Write-down of SECUMTIES. ........oo.iiiiiiiiiiii e — (256) —
Write-down of investments in SeCUrities. .............cc..occooovoiiiiiieie (1) (110) (10)
LLoss on sales of investments iN SECUMtIes. ..............ccoooveiioieiieiieieee — (834) —
Loss on CoNStruction CONTIACES ..........ovieiieiieieeieeee et — (98) —
Loss on abolishment of retirement benefit plan....................c.ocooeoo (43) — (462)
Provision of accrued Warranty.............c.ooovoiioiioiieeeeeeee e — (500) —
Other, Net (NOtE 9) 1.oviiiiiiioeee e 17 (8) 182
Other income (EXPenses), NEL..........oovieiiiiiiiiieiee e 631 (539) 6,782
Income before INCOME tAXES .......oovivviiiiiiieieeeeee e 1,026 160 11,027
Income taxes (Notes 2, 7):
CUITENT. .o 19 78 204
Deferred ... 464 (287) 4,987
Total INCOME LAXES ... oo 483 (209) 5,191
Netincome ... ¥ 543 ¥ 369 $ 5,836
U.S. dollars
Yen (Note 1)
Per share
NEE INCOME ..ot ¥ 12.13 ¥ 8.1l $ 0.13
Cash dIVIdeNdS .........oovoiiiioe e 15.00 15.00 0.16

See Notes to Non-Consolidated Financial Statements.
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NON-CONSOLIDATED STATEMENTS OF CHANGES IN INET ASSETS

TSUKISHIMA KIKAI CO., LTD.
Years ended March 31, 2010 and 2009

Thousands Millions of yen (Note 1)
Number of Shareholders’ equity Valuation and translation adjustments
shares of . Net unrealized  Deferred Total Total
ol Additional . Total . .
oo G g Gl TS gy B e et s
issued capital equity sale securities hedges adjustments
Balance as of March 31,2008 ....... 45,626 ¥6,647  ¥5486  ¥28,543 ¥(106)  ¥40,570 ¥ 1,764 ¥(1) ¥ 1763 ¥42,333
Cash dividends .......cccooovvivieeiin — — — (682) — (682) — — — (682)
Net income for the year ended
March 31, 2009 ..o — — — 369 — 369 — — — 369
Purchase of treasury stock................ — — — — (12) (12) — — — (12)
Increase by merger ........................... — — — (62) 67 5 — — — 5
Net changes of items other than
those in shareholders’ equity .......... — — — — — — (2,807) 2 (2,805) (2,805)
Balance as of March 31,2009 ....... 45,626 ¥6,647 ¥5,486 ¥28,168 ¥ (51) ¥40,250  ¥(1,043) ¥1 ¥(1,042) ¥39,208
Thousands Millions of yen (Note 1)
Number of Shareholders’ equity Valuation and translation adjustments
shares of . Net unrealized ~ Deferred Total Total
Commos Common Add':fna] Retained Treasury h T;) ti; ., gainsor losses gains or valuat?on and et ;)St:ets
stock stock [P ml earnings stock SNArenolders o available-for-  losses on translation
issued capital Cajisy sale securities hedges adjustments
Balance as of March 31,2009 .. 45,605 Y6646 ¥5485 Y8168 ¥(5I) ¥40249  ¥(1,042) Y0 ¥(104]) ¥39.207
Cash dividends .....oooooccerrosrrrrroen - . - (676) . (676) . - . (676)
Net income for the year ended
March 31, 2010........ccoovoiiiie — — — 543 — 543 — — — 543
Purchase of treasury stock................ — — — — (528) (528) — — — (528)
Net changes of items other than
those in shareholders’ equity .......... — — — — — — 1,717 2) 1,715 1,715
Balance as of March 31,2010 ....... 45,625 ¥6,646  ¥5,485 ¥28,035  ¥(580) ¥39,587 ¥ 674 ¥(I) ¥ 673 ¥40,261
Thousands Thousands of U.S. dollars (Note 1)
Number of Shareholders’ equity Valuation and translation adjustments
shares of : Netunreaized  Deferred Total Total
commen Common Addt;ona] Retained Treasury h Ts ti; ) gaems orelzss:s g:x:s gr valuat?oi and et astsas
stock stock paicen earnings stock Sharenowcers o available-for-  losses on translation
issued capital equity sale securities hedges adjustments
Balance as of March 31,2009 45625  $71431 $58953 $302751 § (548) $432.598  $(IL199)  $ 0 $(I1188) $421,399
Cash dividends ............cc.cccooiii — = — (7,265) = (7,265) — = = (7,265)
Net income for the year ended
March 31, 2010.......coocooii — — — 5,836 — 5,836 — — — 5,836
Purchase of treasury stock............... — — — —  (5,674) (5,674) — — — (5,674)
Net changes of items other than
those in shareholders’ equity .......... — — — — — — 18,454 (21 18,432 18,432
Balance as of March 31,2010 ....... 45,625 $71,431 $58,953 $301,322 $(6,233) $425,483  $7,244 $(10) $7,233 $432,727

See Notes to Non-Consolidated Financial Statements.
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NON-CONSOLIDATED STATEMENTS OF CASH FLOWS

TSUKISHIMA KIKAI CO., LTD.
Years ended March 31, 2010 and 2009

Thousands of
U.S. dollars
Millions of yen (Note 1) (Note 1)
2010 2009 2010
Cash flows from operating activities:
Income before INCOME tAXES ... ..vee oo ¥1,026 ¥ 160 $11,027
Adjustments for:
Depreciation and amortiZation ..................cocoooovoeiiiioseeeeeeeee 1,286 1,366 13,822
Increase (decrease) in provision for post-employment benefits.................... (1,175) (21) (12,628)
Increase (decrease) in accrued bonus to employees ... 7 (17) 75
Increase (decrease) in reserve for retirement payments to officers.............. (235) (18) (2,525)
Increase (decrease) in allowance for doubtful accounts .......................... 170 170 1,827
Increase (decrease) in accrued WArranty ...........o.ocoocooioioiieiiieee (823) (685) (8,845)
Increase (decrease) in reserve for losses on contracts ................................ 142 (27) 1,526
Interest and dividend INCOME.........c.oviviiiiiiiiiieiie e (682) (1,461) (7,330)
[NEEIEST EXPEMSES ..ottt 1 3 10
[Loss (gain) on sales and disposal of property, plant and equipment.............. 23 91 247
Write-down Of SECUNITIES ... ..ot — 256 —
Loss (gain) on sales of investments in SECUrties..................occooiiiioeren (0) 834 (0)
Write-down of investments in SECUrties ...............ocooiiiiiiiiiiieeee 1 110 10
(Increase) decrease in notes and accounts receivable............................... 6,798 (3,909) 73,065
Increase (decrease) in advances received...................oooooiiiiiiiii 401 (1,139) 4,309
(Increase) decrease in INVENTOMES .........ovoiiieieiieiee e 679 2,232 7,297
Increase (decrease) in accounts payable, trade .............ocoooooiiiiiiiien. (1,440) (2,817) (15,477)
OMNCr e (539) 549 (5,793)
SUBLOTAlL ... 5,641 (4,323) 60,629
Interest and dividend income received.................ccocoooiiiiiiieee 683 1,458 7,340
INterest eXpenses PaIC.............ocoovovoi oo (1) (2) (10)
Income taxes (paid) refund..............oooooiiiiiii e 164 (1,371) 1,762
Net cash provided by (used in) operating activities ..................c..oocovreen. 6,487 (4,238) 69,722
Cash flows from investing activities:
Purchase of marketable Securities .............ccocooiiiiiiiiiee — (2,299) —
Proceeds from sales of marketable SeCUrities..........oovvoveeiecioeeeeeeeeeeee —_ 2,300 —
Purchase of property, plant and equipment ... (284) (427) (3,052)
Proceeds from sales of property, plant and equipment..................c...ccooeenn.. 3 4 32
Purchase of intangible fixed aSSets ............ccocooiiiiiiiiiieeeee (78) (72) (838)
Purchase of Investments in SECUMTIES .............coovoiovoiiiiiieiiieeee (1,208) (826) (12,983)
Proceeds from sales of investments in SECUMties. ............cooooiiiiiiiieee 0 92 0
Payments for loans receivable ..............ooooiiiiiiiiii (880) (278) (9,458)
Collection of loans receivable......................oii 300 212 3,224
ONCE .o (2) 30 (21)
Net cash provided by (used in) investing activities ..............cccoocooroeren. (2,149) (1,204) (23,097)
Cash flows from financing activities:
Repayments of long-term [0ans....................o.ocoooiii e (66) (66) (709)
Repayments of lease 0bligations.............ccooiiiiiiiiiiiiiii e 4) (2) 42)
Additions of treasury StOCK ..o (528) (12) (5,674)
Cash dividends paid ..o (676) (682) (7,265)
Net cash provided by (used in) financing activities .............cc..occooveenrenn. (1,276) (762) (13,714)
Net increase (decrease) in cash and cash equivalents....................... . 3,061 (6,204) 32,899
Cash and cash equivalents at beginning of period (Notes 2,3) .............. 5,163 11,330 55,492
Increase in cash and cash equivalents resulting
from merger with unconsolidated subsidiaries............................. — 37 —
Cash and cash equivalents at end of period (Notes 2,3)........................ ¥8,224 ¥ 5,163 $88,392

See Notes to Non-Consolidated Financial Statements.
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presenting Non- The accompanying non-consolidated financial statements have been prepared from the financial

Consolidated Financial
Statements

2. Summary of Significant
Accounting Policies

statements filed with the Financial Services Agency as required by the Japanese Financial
Instruments and Exchange Law in accordance with accounting principles and practices generally
accepted in Japan, which are different from the accounting and disclosure requirements of'
International Accounting Standards.

Certain reclassifications have been made to present the accompanying non-consolidated financial
statements in a format which is familiar to readers outside Japan.

For the convenience of the reader, the accompanying non-consolidated financial statements
have been presented in U.S. dollars by translating all Japanese yen amounts at the exchange rate of
¥93.04 to $1, the approximate rate of exchange at March 31, 2010.

Amounts less than *¥1 million and $1 thousand had been rounded off until 2009.

Amounts less than ¥1 million have been rounded down from 2010. And U.S. dollars are translated
from these amounts and have been rounded down.

The total amounts in Japanese yen and translated U.S. dollars shown in the non-consolidated
financial statements and notes of March 31, 2010 do not necessarily agree with the sum of the
individual amounts.

(a) Marketable Securities and Investments in Securities
The Company’s securities are classified as follows: i) Held-to-maturity debt securities, which
management has the positive intent and ability to hold to maturity, are reported at amortized cost.
ii) Equity securities, which were issued by subsidiaries and affiliates, are stated at moving-average
cost. iii) Available-for-sale securities are reported at fair value, with unrealized gains and losses, net
of applicable taxes, reported in a separate component of net assets. The cost of securities sold is
determined based on the moving-average method.

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

(b) Inventories
The Company applies the cost method based on the methods mentioned below, which determines
the amount of inventories shown in the balance sheet by writing them down based on the decrease
in their profitability.

(1) Work in process is stated at cost, which is determined by the specific cost method.

(2) Raw materials are stated at cost, which is determined by the periodic average method.

(3) Supplies are stated at cost, which is determined by the moving-average method.

(c) Property, Plant and Equipment excluding Lease Assets

Property, plant and equipment are carried at cost. Depreciation is computed by the declining balance
method over the estimated useful lives of the assets, except for buildings placed in service after April
[, 1998, for which depreciation is computed by the straight-line method. The range of useful lives is
from 3 to 60 years for buildings and structures and from 2 to 17 years for machinery and equipment.

(d) Lease Assets

Depreciation of assets on finance leases that do not transfer ownership of the leased assets to the

lessee are calculated by the straight-line method over the lease period with their residual value zero.
Finance lease transactions starting before the fiscal year ended March 31, 2008 that do not

transfer ownership of the leased property to the lessee are accounted for as operating leases.

(e) Allowance for Doubtful Accounts

The allowance for doubtful accounts is provided for in an amount sufficient to cover possible
losses on collection. It consists of the estimated uncollectible amount with respect to identified
doubtful receivables and an amount calculated on the historical loss experience with respect to
remaining receivables.
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(f) Accrued Warranty

The accrued warranty is provided for based on amounts determined as a certain percentage (which is
distinguished between domestic and overseas construction) of the amount of completed construction
contracts for the year, which is computed as a ratio of the actual repair costs incurred under the
warranty against the amounts of completed construction contracts during the past years. In addition,
the estimated repair costs for identified individual construction are provided.

(g) Reserve for Losses on Contracts
A reserve for losses on contracts is provided for an estimated amount of probable losses to be
incurred in future years in respect of construction projects in progress.

(h) Provision for Post-employment Benefits
Accrued employees’ retirement benefits are provided based on the projected retirement benefit
obligation and the fair value of the plan assets at the end of the fiscal year.

(Change in Accounting Policy)

Effective from the fiscal year ended March 31, 2010, “Partial Amendments to Accounting Standard for

Retirement Benefits (Part 3)" (ASBJ Statement No. 19, issued on July 31, 2008) has been applied.
This change has no impact on operating income and income before income taxes for the fiscal

year ended March 31, 2010.

(Additional Information)
Effective March 1, 2010, the Company amended its employees’ retirement plans from a combination of
lump-sum defined benefit plans and tax-qualified pension plans to a combination of lump-sum defined
benefit plans, defined benefit plans and defined contribution plans. The Company applied the accounting
treatment specified in the guidance issued by the Accounting Standards Board of Japan (“ASBJ”).

The effect of this plan amendment decreased income before income taxes by ¥43 million ($462
thousand) for the year ended March 31, 2010.

(i) Reserve for Retirement Payments to Officers
(Additional Information)
A resolution for the abolishment of a retirement benefits plan for directors and corporate auditors of’
the Company was approved at the annual general meeting of shareholders held on June 26, 2009.
As a result, the Company has reclassified the balance of the related accrued retirement benefits as
of June 26, 2009 to “Long-term liabilities: Long-term accounts payable-other”.
Such balance included in long-term accounts payable-other as of March 31, 2010 amounted to
¥221 million ($2,375 thousand).

(j) Income Taxes

The Company has adopted the asset-liability method of tax effect accounting to recognize the effect
of all temporary differences in the recognition of the tax basis assets and liabilities and their financial
reporting amounts.

(k) Translation of Foreign Currencies
Foreign currency receivables and payables are translated at appropriate year-end current rate.
Revenue and expense accounts are translated at the rates closely approximate to those prevailing
on the transaction dates.
Exchange gains and losses arising from above foreign currency translations and transactions are
included in other income or expenses.



3. Cash and Cash
Equivalents

(I) Research and Development Costs
Research and development costs are charged to income as incurred.

(m) Recognition of Contract Revenue
(Change in Accounting Policy)
Until the fiscal year ended March 31, 2009, the percentage-of-completion method was applied
for significant construction contracts in which total proceeds are more than ¥0.3 billion and the
construction period is longer than one year. Effective for the fiscal year ended March 31, 2010, the
Company adopted “Accounting Standard for Construction Contracts” (ASBJ Statement No. 15,
December 27, 2007) and “Guidance on Accounting Standard for Construction Contracts” (ASBJ
Guidance No. 18, December 27, 2007). The Company applies the percentage-of-completion method
for the construction contracts made in the current fiscal year which fulfill the conditions that the
outcome of the construction activity is deemed certain during the course of the activity. Otherwise,
the Company applies the completed-contract method.

As a result of this change, net sales were ¥2,534 million ($27,235 thousand) higher, and both
operating income and income before income taxes were ¥358 million ($3,847 thousand) higher than
under the previous method of accounting.

(n) Cash Equivalents
For the purpose of the non-consolidated statements of cash flows, cash and cash equivalents include
highly liquid investments which can be withdrawn without any restriction and with minimum market risk.

(o) Derivative Financial Instruments

The Company uses derivative financial instruments to manage their exposures to fluctuations

in foreign exchange rates. Foreign exchange forward contracts are utilized by the Company to
reduce foreign currency exchange risks. The Company does not enter into derivatives for trading or
speculative purposes.

Cash and cash equivalents as of March 31, 2010 and 2009 consisted of the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Cash and time deposits ..............ccooviioioiiiiee ¥7,234 ¥4 173 $77,751
Marketable securities ..............ccoocooioiioioiieeee 1,000 1,000 10,748
Less: time deposits that mature or become due over
three months after the date of acquisition.................... (10) (10) (107)

¥8,224 ¥5,163 $88,392

Cash and cash equivalents
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4. Marketable Securities
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and Investments in
Securities

The carrying amounts and aggregate fair values of marketable and investment securities at March 31,

2010 and 2009 were as follows:

Millions of yen

2010
Unrealized Unrealized
Cost gains losses Fair value
Securities classified as:
Available-for-sale:
Equity securities............ocoooeioiioii, ¥13,549 ¥2,191 ¥(1,056) ¥14,684
Others oo 1,004 1 — 1,006
¥14,553 ¥2,193 ¥(1,056) ¥15,690
Held-to-maturity securities.......................... ¥ — ¥ — ¥ — ¥ —
Millions of yen
2009
Unrealized Unrealized
Cost gains losses Fair value
Securities classified as:
Available-for-sale:
Equity securities..............occoocooeii. ¥12,351 ¥1,278 ¥(3,036) ¥10,593
Others ..o 5 — — 5
¥12,356 ¥1,278 ¥(3,036) ¥10,598
Held-to-maturity securities........................... ¥ — ¥ — ¥ — ¥ —
Thousands of U.S. dollars
2010
Unrealized Unrealized
Cost gains losses Fair value
Securities classified as:
Available-for-sale:
Equity securities.......................c..... $145,625 $23,549 $(11,349) $157,824
Others ..o 10,791 10 — 10,812
$156,416 $23,570 $(11,349) $168,637
Held-to-maturity securities.......................... $ — 3 — 3% — 3 —




5. Short-term Loans,
Long-term Loans and
Lease Obligations

6. Research and
Development Costs

Short-term loans are represented by 12-month notes, and the weighted average interest rates
applicable to such loans as of March 31, 2010 and 2009 were approximately 0.9 percent and 1.4

percent, respectively.

Long-term loans as of March 31, 2010 and 2009 consisted of the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Loans, due 2010 ... ..o ¥ 17 ¥ 83 $182
Less: portion due within one year................cc.ccooooeeenn (17) (66) (182)
¥— ¥ 17 $ —
|ease obligations as of March 31, 2010 and 2009 consisted of the following:
Thousands of
Millions of yen U.S. dollars
2010 2009 2010
CUMTENLE e e ¥ 4 ¥ 4 $ 42
NON-CUIMTENT.......ooiiiiioie e 14 17 150
¥19 ¥21 $204
The following assets were pledged as collateral.
Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Investments and long-term loans to subsidiaries ................ ¥235 ¥255 $2,525
¥235 ¥255 $2,525

Interest rates of long-term loans as of March 31, 2010 and 2009 were approximately 1.39 percent for

both years.

Research and development costs charged to income for the years ended March 31, 2010 and 2009

amounted to ¥936 million ($10,060 thousand) and ¥1,229 million, respectively.
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7.Income Taxes

8. Contingent Liability
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Income tax applicable to the Company consists of corporate income tax, enterprise taxes and

corporate inhabitants’ taxes.

The effective income tax rate of the Company differs from the statutory tax rate for the

following reasons:

2010 2009
SEAtULOry TAX FALE ....vvoveecieiceee e 40.7% 40.7%
Expenses not deductible for tax purposes..................... 11.1 58.8
Non-taxable dividend income...........cccoooveiiviiiiiinnae (21.2) (313.6)
Per capita levy of inhabitant taxes .............cccccocevinnae 1.9 12.2
Valuation allowance...............ocoocoiioiioiiiieiiee 4.8 56.9
Other——Net....coooiiiieiiiee e 9.8 13.6
Effective tax rate........oooovoeeeee oo 47.1% (131.4)%

Deferred tax assets and liabilities at March 31, 2010 and 2009 were composed of the following:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010

Deferred tax assets:
Accrued cost of sales ............ccoooiiiiiiee
LLoss on construction contracts ..............coococveeeveiinn..
Reserve for losses on contracts .............ccoococveeiveiinn..
Accrued Warranty...........o.oocoeveioeiioeeeeeeeeee e
Provision for post-employment benefits ....................
Accrued bonus to employees .............c.ocoocooeiieien..
Tax loss carryforward...........c.ccocoooiiiiiiieee
Allowance for doubtful accounts ....................c...o.......
Long-term accounts payable-other ................c.c.c.......
Net unrealized losses on available-for-sale securities ...

Deferred tax liabilities:

Reserve for deferred gains on sales of
fixed assets for tax purpoSes...........cooveveeveeeereennn

Net unrealized gains on available-for-sale securities .....
OLhErs oo
Total deferred tax liabilities ...............ccocoooiioi
Net deferred tax assets (liabilities) ...

¥ 258 ¥ 321 $ 2,773

— 1,101 —
57 — 612
394 730 4,234
1,062 1,541 11,414
229 227 2,461
2,272 1,356 24,419
177 — 1,902
422 — 4,535
— 715 —
590 617 6,341
(318) (269) (3,417)

¥ 5,148 ¥ 6,339 $ 55,331

¥(1,353)  ¥(1,366)  $(14,542)
(462) — (4,965)
— (]) —

(1,816) (1,367) (19,518)

¥ 3,331 ¥ 4,972 $ 35,801

The Company was contingently liable for the following items:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Guarantees for indebtedness of subsidiaries and others ..... ¥1,285 ¥1,475 $13,811




9. Other Income/
(Expenses)—Other, Net

10. Subsequent Events

11.Finance Leases

Other income/(expenses)—other, net consisted of the following items:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
GaIN ON INSUIFANCE ..o ¥— ¥ 27 $ —
Exchange gain (I0SS).........coovoviioiiioiceeeeee, (1) (6) (10)
Depreciation of prepaid eXpenses ................ccccoocoeveieeinn 3) (4) 32)
Other, NEt ..o 23 (25) 247
¥17 ¥ (8) $182

Appropriation of Retained Earnings

The following appropriation of retained earnings of the Company, which has not been reflected in
the accompanying non-consolidated financial statements for the year ended March 31, 2010, was
approved at the Board of Directors meeting held on May 26, 2010.

Thousands of
Millions of yen U.S. dollars
Year-end cash dividends of ¥8.00 ($0.08) per share...............c.ccccoovenn. ¥356 $3,826

Finance leases that existed at March 31, 2008 and do not transfer ownership of the leased property
to the lessee are accounted for as operating lease transactions.

The pro forma information of such leases existing at the transition date on an “as if capitalized” basis
for the years ended March 31, 2010 and 2009 is as follows:

Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Tools, furniture and fiXtUres.........oovveveeeeeeeeeeeeeeeeeee ¥10 ¥ 10 $107
Other @SSets.........oovoviviieieeeeeeeeeeeeeeeee 18 18 193
Less: accumulated depreciation..............c.ccocooveieeieen. (16) (11) (171)
¥12 ¥ 17 $128
Obligations under finance leases as of March 31, 2010 and 2009 were as follows:
Thousands of
Millions of yen U.S. dollars
2010 2009 2010
Due within one year..................ccococooiooie ¥ 4 ¥ 5 $ 42
Due after one year ...........ccococoooiiiioiieceee e, 7 12 75
¥12 ¥17 $128

Total rental expenses for the above leases were ¥4 million ($42 thousand) and ¥7 million for the
years ended March 31, 2010 and 2009, respectively.

The pro forma depreciation expense computed by the straight-line method was ¥4 million ($42
thousand) and ¥7 million for the years ended March 31, 2010 and 2009, respectively.

The pro forma information above does not exclude the imputed interest portion because the
remaining financial lease obligations are not material, compared with the book values of property,
plant and equipment.
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Independent Auditors’ Report

INDEPENDENT AUDITORS’ REPORT

INOUE AUDITING CO., INC.

To the Board of Directors of
Tsukishima Kikai Co., Ltd.

We have audited the accompanying non—consolidated balance sheets of Tsukishima Kikai Co., Ltd. as
of March 31, 2009 and 2010, and the related non—~consolidated statements of income, changes in net
assets and cash flows for the years then ended, all expressed in Japanese yen. These
non—consolidated financial statements are the responsibility of the Company’ s management. Our
responsibility is to independently express an opinion on these non—consolidated financial statements
based on our audits.

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

In our opinion, the non—consolidated financial statements referred to above present fairly, in all
matenial respects, the financial position of Tsukishima Kikai Co., Ltd. as of March 31, 2009 and 2010,
and the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in Japan.

Supplemental Information:
As described in Note 2 (m) of the notes to non—consolidated financial statements, effective for the
fiscal year ended March 31, 2010, the Company adopted “Accounting Standard for Construction

Contracts” and “Guidance on Accounting Standard for Construction Contracts”.

The amounts expressed in U.S. dollars, which are provided solely for the convenience of the readers,
have been translated on the basis set forth in Note 1 of the notes to non—consolidated financial

statements. ‘QM Wv Co) &m

Inoue Auditing Co., Inc.

Tokyo, Japan
June 29, 2010
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CORPORATE DATA (s of march 31,2010)

Company name
Established

Fiscal year

Capital stock
Number of employees
Stock listing

Common stock
Number of shareholders

Transfer agent

Overseas

CORPORATE HISTORY

TSUKISHIMA KIKAI CO., LTD

August 1905

From April 1 to March 31

¥6,646,801,824

624

Tokyo Stock Exchange and Osaka Securities Exchange

Authorized: 180,000,000 shares
Issued: 45,625,800 shares

4,544

Mitsubishi UFJ Trust and Banking Corporation
4-5 Marunouchi 1-chome, Chiyoda-ku, Tokyo 100-8212, Japan

Offices

TSK Jakarta Representative Office
TSK Hanoi Representative Office
TSK Mumbai Liaison Office

Group Companies
Tsukishima Engineering Singapore Pte. Ltd.
Tsukishima Engineering Malaysia Sdn. Bhd.
TSK Engineering Taiwan Co., Ltd.

TSK Engineering (Thailand) Co., Ltd.

1905 August

1917 May

1937  September

1944 March

1949 May

1961 September
October

1962 April

1976 January

1977  July

1991 February

1993  April

1994 November

1996  October

2000 June
October

November

2001 December

2003  June
December
2004 January
2005 March
2006 April

Densaku Kuroita founded Tokyo Tsukishima Kikai Seisakusho.

Tsukishima Kikai Co., Ltd. incorporated.

Daini Tsukishima Kikai, Co., Ltd. in Tsurumi-ku, Yokohama City, merged.

The company merged with Tsukishima Kikai Chuko Co., Ltd.

Stock listed on the Tokyo Stock Exchange.

Stock listed on the Second Section of the Osaka Securities Exchange.

A laboratory built within the Tsukudajima Factory to strengthen research and development.
Tsukishima Kikai Engineer Training Center created.

The Ichikawa Factory began its operations.

The Ichikawa Factory acquired the ASME (American Society of Mechanical Engineers) certificate.
TSK Engineering Malaysia Sdn. Bhd. was founded.

TSK Engineering (Thailand) Co., Ltd. was founded.

TSK Engineering Taiwan Co., Ltd. was founded.

The company acquired ISO 9001.

The company acquired ISO 14001.

Environmental Technology Development Center opened.

Tsukishima Techno Maintenance Service Co., Ltd., a company whose parent organization is
Tsukishima Maintenance Co., Ltd., was founded.

Tsukishima Techno Machinery Co., Ltd. was founded.

Electron beam welding equipment, one of the biggest in Japan, installed at the Ichikawa Factory.
Tsukishima Techno Solution Co., Ltd. was founded.

Kanuma Kankyo Bika Center changed its name to Sun Eco Thermal Co., Ltd.

The company acquired the management rights of Nittetsu Chemical Engineering Ltd.

Nittestu Chemical Engineering Ltd. changed its name to Tsukishima Kankyo Engineering Ltd.
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TSUKISHIMA KIKAI CO., LTD.

17-15, Tsukuda 2-chome, Chuo-ku, Tokyo 104-0051, Japan
TEL. +81-(0)3-5560-6535-7

FAX. +81-(0)3-35636-0573
http://www.tsk-g.co.jp/en/index.html
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