Five-Year Summary

Sankyo Seiki Mfg. Co., Ltd. and Consolidated Subsidiaries

Thousands of

Millions of Yen U.S. Dollars

Years Ended March 31 1998 1997 1996 1995 1994 1998
NetsalesS.......oovviiiiiiiiicccee e, ¥134,031 ¥118,586 ¥116,372 ¥113,572 ¥104,908 $1,014,619
Net income (l0SS) «...cooevviiiiiviiiiiiieeenn, 6,281 (850) (524) (1,100) (3,726) 47,550
Yen U.S. Dollars

Per share:

Net income (10SS) .......cccvvvvvreeeeeennn. ¥71.94 ¥(9.74) ¥(6.03) ¥(12.68) ¥(42.91) $0.54
Cashdividends.............cccoevvvvvvvnnnnns 2.50 0.02
Thousands of
Millions of Yen U.S. Dollars
Total shareholders’ equity ................... ¥ 42,068 ¥ 36,778 ¥ 37,444 ¥ 37,819 ¥ 39,150 $318,461
Total asSetsS ....ueeeeieieieieeeeeeiiieieieeeeeeeiais 114,899 111,572 114,249 106,759 106,423 869,787
Working capital ..............cocccvvvvvennnnnnnn. 18,325 11,640 5,247 12,465 12,939 138,717
Long-term debt, less current portion ... 7,947 14,459 9,977 15,795 16,240 60,159
Capital expenditures.........cccceeeeeeveennes 4,931 5,637 8,242 7,322 5,080 37,324
Depreciation and amortization............ 6,109 6,888 6,650 6,311 6,536 46,246

Note: U.S. dollar amounts are translated from Japanese yen, for convenience only, at the rate of ¥132.10=US$1.00.
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Financial Review

Net Sales (Millions of Yen) Sales

o4 48,908 104,908 In fiscal 1998, ended March 31, 1998, Sankyo Seiki Mfg. Co.,
Ltd. recorded consolidated net sales of ¥134,031 million

% ot 66,35 113,572 (US$1,014.6 million), an increase of 13.0% compared with
% 45.942 MEE 116,572 the previous term. Net sales to domestic customers rose

97 43,467 75,119 118,586 11.8% to ¥48,588 million (US$367.8 million), or 36.3% of
98 48,588 85,443 134,031 total net sales, a decline of 0.4 percentage point. Net sales to

foreign customers were up 13.7% to ¥85,443 million
(US$646.8 million), accounting for 63.7% of total net sales.
By sales category, electronic components climbed 17.3% to

Domestic Overseas

Net Income (L0oss) (Millions of Yen)

94 (3.726) ¥81,722 million (US$618.6 million), accounting for 61.0% of
95 (1,100) total net sales. Growth was supported by brisk shipments of
96 (524) compact motors for floppy and hard disk drives, which offset

weak demand for audio and video equipment. In response to

o (#0) the trend for continuous improvements in the speed and

% 0,281 performance of disk drives, the Company reached an agree-
ment with Seagate Technology, Inc. during the term to supply

Net Income (Loss) per Share (ven) the U.S. company with fluid dynamic bearing motors. Control

% @2.91) devices, the second largest category and accounting for 20.0%
of net sales, rose 5.6% to ¥26,853 million (US$203.3 million).

95 (12.68) . R
Weak demand for components used in consumer electronics

% (6.03) was offset by strong sales for stepping motors used in floppy

97 (9.74) disk drives and other information processing equipment. Sales

08 71.94 of musical products were ¥7,034 million (US$53.2 million),

down 9.1% and making up 5.2% of total net sales. The Com-
pany is striving to compensate for adverse market conditions

Capital Expenditures and Depreciation & Amortization (Millions of Yen) N r ) )
through aggressive business development in high-end products.

94 g S Data system machines recorded the highest level of sales
: S growth, surging 27.0% to ¥12,955 million (US$98.1 million),
% 6311 on the back of brisk sales of magnetic card readers used in cash
% 8,242 dispensers and automatic teller machines (ATMs). This in-
6:650 crease reflects active capital investment in branch automation
97 21355 — by domestic financial institutions as well as higher sales in the
_— ' Ur_1i'ged States. Mach_in_e produc_:ts edged do_wn 1.2% to ¥5,464
%8 " 6109 million (US$41.4 million), owing to restrained capital invest-
Capital Expenditures Depreciation & Amortization ment in ‘]apan and Other ASian Countries'
Total Assets and Total Shareholders’ Equity (Mmillions of Yen) ;
Earnings
94 . 106,423 Sankyo implemented a thorough restructuring program
TERES] during the previous term aimed at ensuring a sound base for
% 37,819 ' the 21st century. These cost-cutting measures and the ben-
% 114,249 efits of the yen’s depreciation resulted in a sharp improve-
37.444 ment in profitability during the term. The cost of sales ratio
97 P AL improved 4.0 percentage points to 85.0%, and selling, general
114855 and administrative (SG&A) expenses as a percentage of net
% 42,068 ’ sales improved 1.1 percentage points to 8.3%. Consequently,
Toml Asels Toml Sharehoiders Bty operating income continued a strong rebound, surging

352.5% to ¥8,915 million (US$67.5 million), with an operat-
ing income margin of 6.7%.

The Company posted other expenses—net of ¥3,246
million (US$24.6 million), up slightly from ¥3,214 million in
the previous term. The primary reasons for this rise were
increases in exchange losses of ¥975 million (US$7.7 million)
and a loss on devaluation of marketable and investment
securities of ¥783 million (US$5.9 million). These factors



offset the absence of ¥2,339 million in additional employees’ Electronic Components Sales™ (uillions of ven)
retirement benefits recorded last term. Interest expense o4 60,257
decreased 16.6% to ¥1,622 million (US$12.3 million).

Sankyo recorded income before income taxes and equity in % 6280
earnings of unconsolidated subsidiaries and associated compa- 96 70,386
nies of ¥5,669 million (US$42.9 million), as opposed to a loss o7 69,696
of ¥1,244 million in the previous fiscal year. Income taxes 98 81,722

were ¥355 million (US$2.7 million), an increase of 169.0%,
and equity in earnings of unconsolidated subsidiaries and
associated companies jumped 83.8% to ¥967 million (US$7.3

*Micromotors/Magnetic heads/Cassette deck mechanisms

Control Devices Sales* (Millions of Yen)

million). Net income recovered during the term under review 94 22505

to ¥6,281 million (US$47.5 million), as opposed to a net loss 95 24,036

of ¥850 million in the previous term. Net income per share 96 24,584

rebounded to ¥71.94 (US$0.54). Management resumed o7 5452

dividend payments, with cash dividends applicable to the year

of ¥2.50 (US$0.02). % 20,853
*Timers/Stepping motors

Cash Flows Musical Products Sales™ (millions of Yen)

Net cash provided by operating activities totaled ¥13,903 o 0,278

million (US$105.2 million), a significant rise from the previ- o —

ous term’s level of ¥5,177 million. The largest sources of cash '

in this category were net income, and depreciation and 9 —

amortization, which declined 11.3% to ¥6,109 million 97 7,740

(US$46.2 million). 98 7,034

Net cash used in investing activities was ¥2,079 million
(US$15.7 million), down from ¥3,154 million in the previous
term. Capital expenditures declined 12.5% to ¥4,931 million

*Musical movements/Electronic musical units

Machine Products Sales (Millions of Yen)

(US$37.3 million). 94 4201

Net cash used in financing activities was ¥5,679 million 95 3,944
(US$43.0 million), compared with net cash provided by 96 4,622
financing activities of ¥2,292 million in the previous fiscal 97 55629
year. The primary reason for this change was a decrease of
¥8,432 million in proceeds from long-term debt to ¥1,314 o8 5,464
million (US$9.9 million).

In aggregate, cash and cash equivalents, end of year, rose Data System Machines Sales™ (willions of Yen)
¥6,429 million, including the effects of changes in consolida- o4 8,507
tion, to ¥22,068 million (US$167.1 million).

95 8,977

Financial Position 9 8.127
Due largely to the increase in cash and in time deposits, total 97 10,198
current assets rose 16.6% to ¥77,989 million (US$590.4 98 12,955

million), while total current liabilities increased 8.0% to
¥59,664 million (US$451.7 million).

Net property, plant and equipment was ¥28,240 million
(US$213.8 million), down 12.3%. Investments and other
assets declined 30.6% to ¥8,670 million (US$65.6 million).

In aggregate, total assets increased 3.0% from the previous
fiscal year-end to ¥114,899 million (US$869.8 million).

Interest-bearing debt, comprising short-term borrowings,
the current portion of long-term debt and long-term debt, less
current portion, declined ¥6,611 million to ¥34,600 million
(US$261.9 million).

Total shareholders’ equity increased 14.4% to ¥42,068
million (US$318.5 million), reflecting higher retained earnings.

*Magnetic card readers/Cartridge tape drives



Consolidated Balance Sheets

Sankyo Seiki Mfg. Co., Ltd. and Consolidated Subsidiaries

Thousands of
U.S. Dollars

Millions of Yen (Note 1)
March 31, 1998 and 1997 1998 1997 1998
ASSETS
Current assets:
(-1 o ¥ 22,068 ¥ 15,639 $167,052
THME EPOSITS .ttt ettt e e e e e e e e e e e ennaes 5
Marketable securities (NOtes 3 and 6) ........cccuveviiiiiiiiieaiiieeeeee e 4,403 2,609 33,330
Notes and accounts receivable:
TrAAE NOTES .ottt e e et e e e e e aat e e eaees 5,487 3,475 41,535
Trade ACCOUNTS ......cuvuieiiiieiiee et e e e e et e e e e e et e e e e e e eaab e e eeaees 21,999 22,685 166,532
Unconsolidated subsidiaries and associated companies ............cccoeeeuvvnes 4,045 3,190 30,624
Other (NOTE 10) ...eeeeiiiiiieee ettt et e e e 2,802 1,781 21,214
Allowance for doubtful receivables ... (356) (401) (2,698)
INVENTONIES (NOTE 4) ..t e e e e e e e e e e e e s ennnes 17,089 17,115 129,367
Prepaid expenses and other CUrTeNnt aSSetS...........eeevivieeerniiiiiiiiiiiieieeeeeeeenn 452 779 3,419
TOtal CUITENT ASSELS ....cieeeveeee e e e e e e e e e e e e e e e 77,989 66,877 590,375
Property, plant and equipment (Note 6):
11T IR 4,636 5,065 35,093
BUildings and SEIUCTUIES ........veiiiiiiiiieeeee e e et e e e e snneeer e e e e e e e 20,278 21,521 153,503
Machinery and eqUIPMENT ...........ooiiiiiaiiiiiiieieee e 56,096 61,497 424,646
CONSLIUCTION 1N PrOGIESS .evieiieeeiieiiititeee et e e e e e e et e e e e e e e e e e e enebeeeeees 378 423 2,866
B o) 7- | I RTRRRPRRIIN 81,388 88,506 616,108
Accumulated depreCiation ...........ccueeeeeiiiiiee e (53,148) (56,308) (402,328)
Net property, plant and eqUIPMENT ..., 28,240 32,198 213,780
Investments and other assets:
Investments in securities (NOteS 3 aNd 6) ......coceeeriiiiiiiiiiiiiiiiiieee e 2,698 2,713 20,427
Investments in and advances to unconsolidated subsidiaries and
associated companies (NOtE 5) ......ooviiviiiiiiiiii e e 3,163 7,211 23,944
Allowance for losses from investments in associated companies ................. (1,492) (1,347) (11,294)
Foreign currency statements translation adjustments............cccccveeeeeeeeeennnn. 1,634 1,003 12,366
Other assets (NOte 10) ...vvvieeeeeiiiiiiiiiieiie e e e e e e e e e e e e e e e e eeneneaeeeees 2,667 2,917 20,189
Total investments and Other aSSets .........coeeveviieiiiieieieeeee e 8,670 12,497 65,632
TOTAL et ———————— ¥114,899 ¥111,572 $869,787

See notes to consolidated financial statements.



Thousands of
U.S. Dollars

Millions of Yen (Note 1)
1998 1997 1998
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Short-term borrowings (NOE 6) .........ccuevvieiiiiiiieiiiie e ¥ 19,889 ¥ 21,338 $150,563
Current portion of long-term debt (NOte 6) ...........oeveeeiiiiiriiiiiieeeeeeee. 6,764 5,414 51,203
Notes and accounts payable:
B =T S 410 =T 5,293 3,816 40,068
TrA0 ACCOUNTS ....eieeeieeee e ettt e e e ettt e e e e e e e e e e e eeeeas 20,132 18,253 152,400
Unconsolidated subsidiaries and associated companies ...............cccuueeeee. 479 435 3,626
(@] (o 1= O TSPPRPP 2,583 1,983 19,553
Income taxes payable (NOE 9) .......cooiiiiiiiiiiiii e 194 77 1,473
ACCTUB EXPBNSES ..eeeieeeeeeieeaiiietteee ettt e e e e e e s e s aabeebe et e e e aaaeeesasannnbbebeneeeeaaaaeans 3,576 2,968 27,067
Other current labIlTIES .......coveeeeeee e 754 953 5,705
Total current HabilitieS ... ..cevveeee e 59,664 55,237 451,658
Long-term liabilities:
Long-term debt, less current portion (NOte 6) ........cceeeevveviiiiiiiiiiiinieeeeeen, 7,947 14,459 60,159
Liability for retirement benefits (NOte 7) ....ovviiviiiiiiiiiiieeieceeen 4,757 4,763 36,009
Total long-term Habilities ..........oeeeeeiiiiciee e 12,704 19,222 96,168
MINOKILY INTEFEST ..eeiiieiii e 463 335 3,500
Commitments and contingent liabilities (Notes 12 and 13)
Shareholders’ equity (Notes 8 and 14):
Common stock, ¥50 par value—authorized, 200,000,000 shares;
issued and outstanding, 87,311,591 shares ..........cccueeeviiieeennniiiiiiieeeee. 16,575 16,575 125,474
Additional paid-in Capital............cevveieeeeiiiiiii e 18,602 18,602 140,815
LEQJAI FESEIVE .eeieeiieie e e e e e ettt e e e e e et e e e e e e e e e s e rerereeeaeeeees 842 842 6,377
REtaiNed BAIMINGS .....ceiiiiieeiii it ee e e e e e 6,050 760 45,800
0] L PP PRR 42,069 36,779 318,466
Treasury SEOCK—aL COSE ......oiuuiiiieiiiiiie ettt e e (@) (1) (5)
Total shareholders’ QUILY .......ccvveeeeeeiiiiiciieee e 42,068 36,778 318,461
] -1 PSP UPPPPPPORRPP ¥114,899  ¥111,572 $869,787




Consolidated Statements of Operations

Sankyo Seiki Mfg. Co., Ltd. and Consolidated Subsidiaries

Thousands of
U.S. Dollars

Millions of Yen (Note 1)
Years Ended March 31, 1998 and 1997 1998 1997 1998
Net SaleS (NOTE 10) ..ooieieiiiiieiiie ettt ¥134,031  ¥118,586 $1,014,619
Cost Of SAlES (NOLE L10) ...eeeieiiiiiiiieiiee ettt 113,967 105,510 862,733
GIOSS PIOFIT ..t 20,064 13,076 151,886
Selling, general and administrative expenses (Note 11)...........cccceeeeernnnnen. 11,149 11,106 84,401
OPErating INCOME .....coeiiiiiiiiiiitee et e e e 8,915 1,970 67,485
Other income (expenses):
INTEIEST EXPEINSE ...ceieie ettt ettt e e e e e e e e e e (1,622) (1,946) (12,280)
Interest and dividend INCOME .........oviiiiiiiiiiee e 576 471 4,361
EXChange gains (I0SS) «.....vveeeeeiiiiiiie ettt e s (1,017) 42 (7,698)
Gain (loss) on sales of marketable and investment securities ...................... (22) 904 (170)
Loss on sale of investment in associated COMPANY ..........ccoccvvviiiieeeeeeeenannnn (425) (3,215)
Additional employees’ retirement benefits ..........ccccviiiiiiiiii i (2,339)
Gain on sales of property, plant and equipment.............cocccoveeeiiieeeeeeenee. 600 493 4,543
Loss on disposals of property, plant and equipment .............ccccoeeeeeeeeennn. (587) (840) (4,445)
Loss on devaluation of marketable and investment securities ..................... (783) (198) (5,927)
OLhEI—EL ...t 34 199 258
Other eXPeNSES—NEL ....ouviiiiieiiieie e (3,246) (3,214) (24,573)
Income (loss) before income taxes and equity in earnings
of unconsolidated subsidiaries and associated companies ..................... 5,669 (1,244) 42,912
INCOME taXES (NOTE ) ...t 355 132 2,688
Equity in earnings of unconsolidated subsidiaries
and associated COMPANIES .......coeiiiiiiiiiiiiiie et e e e e e e e e e e 967 526 7,326
NET INCOME (I0SS) .-vvreiviieeiiiee et e et e et e et e et e et e e e e sneee e e e e aeeeeenees ¥ 6,281 ¥ (850) $ 47,550
Yen U.S. Dollars
Per share of common stock (Note 2.n):
NETINCOME (I0SS) +.revtieeiieee et eie ettt e e e et e eneee e ¥71.94 ¥(9.74) $0.54
Cash dividends applicable tothe year ..........ccccccceieiiiiiiiiiiiiiiiieee 2.50 0.02

See notes to consolidated financial statements.



Consolidated Statements of Shareholders’ Equity

Sankyo Seiki Mfg. Co., Ltd. and Consolidated Subsidiaries

Millions of Yen

Shares of
Common Additional
Stock Common Paid-in Legal Retained

Years Ended March 31, 1998 and 1997 (Thousands) Stock Capital Reserve Earnings
Balance, April 1, 1996 ......ccooiiiiiiiiiiiiiiieeee e 87,030 ¥ 16,464 ¥ 18,491 ¥ 829 ¥ 1,660
NET 0SS ..t e e e (850)
Transfer to legal reserve (NOte 8) .......covvvvivieiiiiiiieeiiiieeeee 4 4
Increase (decrease) from newly consolidated companies ........... 9 (46)
Stock issued on conversion of convertible bonds ....................... 282 111 111
Balance, March 31, 1997 ...t 87,312 16,575 18,602 842 760
N T=Y T (oo 1= 6,281
Decrease resulting from changes in the scope of consolidation
or adoption of the equity method ..., (991)
Balance, March 31, 1998 .......ccccuiiiiiiiiiieeeeee e 87,312 ¥ 16,575 ¥ 18,602 ¥ 842 ¥ 6,050

Thousands of U.S. Dollars (Note 1)

Additional
Common Paid-in Legal Retained
Stock Capital Reserve Earnings
Balance, March 31, 1997 ......cccoiiiiiiiieeee e $125,474 $140,815 $6,377 $ 5,754
NET INCOME ..t 47,550
Decrease resulting from changes in the scope of consolidation
or adoption of the equity method.............cccccoiviiiiiis (7,504)
Balance, March 31, 1998 .......cccccviiiiiiieeee e $125,474 $140,815 $6,377  $45,800

See notes to consolidated financial statements.



Consolidated Statements of Cash Flows

Sankyo Seiki Mfg. Co., Ltd. and Consolidated Subsidiaries

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
Years Ended March 31, 1998 and 1997 1998 1997 1998

Operating activities:
NEEINCOME (I0SS) ...vveivieite ettt ettt ettt ettt sbe e sae s ¥ 6,281 ¥ (850) $ 47,550
Adjustments to reconcile net income (loss) to net cash provided
by operating activities:
Depreciation and amortization .............cccvveeeeiiiiiiiee e 6,109 6,888 46,246

Provision for retirement benefits—net .. (6) (768) (48)
Gain on sales of property, plant and equipment ....... (600) (493) (4,543)
Loss on disposals of property, plant and equipment 587 840 4,445
Loss (gain) on sales of marketable and investment securities 22 (904) 170
Loss on devaluation of marketable and investment securities 783 198 5,927
Equity in earnings of unconsolidated subsidiaries and associated companies .... (967) (526) (7,326)
(@1 1= e 01 PP PPRP 68 122 514
Changes in assets and liabilities, net of effects from changes in the scope of
consolidation:
Increase in notes and accounts receivables (2,426) (1,946) (18,361)
Decrease in INVENTOMIES ......ccuviiiiiieeiiieeeiiee e 310 5,819 2,349
Decrease in prepaid expenses and other current assets ..........ccceeevvvvereeeinins 340 66 2,572
Increase (decrease) in notes and accounts payables 2,813 (3,545) 21,298
Increase in accrued iNCOME taXes .........ceeervveeereeeennnn 118 24 891
Increase in accrued EXPENSES ......cccvvvvveeeeeiiurrereeesinnns 648 256 4,907
Increase (decrease) in other current liabilities .............ccooiiiiiiiii e (232) 206 (1,759)
Effect of exchange rate changes on financial statements of foreign
SUDSIATAITES ...t 55 (210) 416
Total adjustments 7,622 6,027 57,698
Net cash provided by operating activities ..........c.ccccevvveiiiieiiiieniece 13,903 5,177 105,248
Investing activities:
Proceeds from sales of property, plant and equUipment ............cccccevvvieeeniineennne. 2,089 1,845 15,814
Capital EXPENAITUIES ..ottt e et e e e e nebe e e e e e enes (4,931) (5,637) (37,324)
Proceeds from sales of marketable and investment SECUrIties .............eeevvevnnnnnnnn. 3,787 2,366 28,668
Purchases of marketable and investment SECUNtIeS ...........uveeeviiiiiieeeiiiiiiineee s (6,095) (1,149) (46,144)
Decrease (increase) in investments in and advances to unconsolidated
subsidiaries and associated COMPANIES ..........eeeieiiiiuriiiee et ee e e eieeeee s 2,774 (811) 20,996
DECrease iN OLNEI @SSELS .......oivviiiieee e e e e e e e s 297 232 2,247
Net cash used in INVeStiNg aCtIVITIES ..........ccovvieiiiiiiiiie e (2,079) (3,154) (15,743)
Financing activities:
Increase (decrease) in short-term borrowings—net .........cccccceeviieeiniiiinicc i, (1,435) 1,236 (10,866)
Proceeds from long-term debt ..........ccoooiiiiiiis 1,314 9,746 9,945
Repayments of long-term debt .................... (5,639) (4,127) (42,685)
Decrease in long-term loans receivable 81 127 616
Redemption of convertible DONS ..........c..eeiiiiiiiii e (4,690)
Net cash provided by (used in) financing activities ............cccoccveeviiveennnen. (5,679) 2,292 (42,990)
Net increase in cash and cash eqUIVAIENTS ..........cc.eeeiieiiiiiiiie e 6,145 4,315 46,515
Cash and cash equivalents of newly consolidated subsidiary,
DEGINNING OF YEAI ..o 287 123 2,176
Cash and cash equivalents decreased by elimination of consolidated subsidiary .. 3) (24)
Cash and cash equivalents, beginning of year ...........cccccooiiiiiiiiiiiiiieeee 15,639 11,201 118,385
Cash and cash equivalents, end of Year ...........ccccoiiiiiiiiiiiiii e ¥22,068 ¥15,639 $167,052
Noncash investing and financing activities:
Conversion of convertible bonds into common stock ..., ¥ 222
Assets increased by consolidation of subsidiary previously unconsolidated .......... ¥ 2,019 413 $ 15,283
Liabilities increased by consolidation of subsidiary previously unconsolidated..... 1,257 306 9,512
Assets decreased by deconsolidation of subsidiary ............ccccceeviiiieiieniiiieneeen. 176 1,336
Liabilities decreased by deconsolidation of subsidiary ..............ccccooiiiiiereinniinnnen. 161 1,219
Additional cash flow information:
L1 =T CoES) o UL PR STTUPRPTN 1,598 1,965 12,094
INCOME TAXES PAI ...ttt e e e e eeeas 169 130 1,277

See notes to consolidated financial statements.



Notes to Consolidated Financial Statements

Sankyo Seiki Mfg. Co., Ltd. and Consolidated Subsidiaries
Years Ended March 31, 1998 and 1997

1. Basis of Presenting Consolidated Financial
Statements

The accompanying consolidated financial statements have
been prepared in accordance with the provisions set forth
in the Japanese Securities and Exchange Law and its
related accounting regulations, and in conformity with
accounting principles and practices generally accepted in
Japan, which are different in certain respects as to applica-
tion and disclosure requirements of International Ac-
counting Standards. The consolidated statements of cash
flows are not required as part of the basic financial state-
ments in Japan but are presented herein as additional
information.

In preparing these consolidated financial statements,
certain reclassifications and rearrangements have been
made to the consolidated financial statements issued
domestically in order to present them in a form which is
more familiar to readers outside Japan. In addition, the
notes to the consolidated financial statements include
information which is not required under accounting prin-
ciples generally accepted in Japan but is presented herein
as additional information. Certain reclassifications have
been made in the 1997 consolidated financial statements
to conform to the classifications used in 1998.

The consolidated financial statements are stated in
Japanese yen, the reporting currency of the country in
which Sankyo Seiki Mfg. Co., Ltd. (the “Company”) is
incorporated and operates. The translations of Japanese
yen amounts into U.S. dollar amounts are included solely
for the convenience of readers outside Japan and have
been made at the rate of ¥132.10 to $1, the approximate
rate of exchange at March 31, 1998. Such translations
should not be construed as representations that the Japa-
nese yen amounts could be converted into U.S. dollars at
that or any other rate.

2. Summary of Significant Accounting Policies

a. Principles of Consolidation

The accompanying consolidated financial statements
include the accounts of the Company and its significant
subsidiaries. The number of the consolidated subsidiaries
increased from 12 in 1997 to 13 in 1998.

Investments in certain unconsolidated subsidiaries and
associated companies (20%-50% ownership) are ac-
counted for by the equity method. Provision has been
made for the capital deficits of associated companies in
excess of the carrying balance of investments in such
associated companies.

Investments in the remaining unconsolidated subsidiar-
ies and associated companies are stated at cost. Effects
from not adopting the equity method for foregoing com-
panies could be immaterial.

The excess of the cost of the Company’s investments in
consolidated subsidiaries and associated companies ac-
counted for by the equity method, over its equity in the
net assets at the respective dates of acquisition, is charged
to income as incurred.

All significant intercompany balances and transactions
have been eliminated in consolidation. All material unreal-
ized profit included in assets resulting from transactions
within companies is eliminated.

b. Statements of Cash Flows

For purposes of the statements of cash flows, cash and
cash equivalents consist of cash and similar balances with
banks with an original maturity of three months or less.

c. Marketable and Investment Securities

Listed equity securities included in marketable and invest-
ment securities are stated at the lower of cost or market,
cost being determined by the average method. Other
securities are stated at cost determined by the average
method.

d. Inventories

Inventories held by the Company and domestic consoli-
dated subsidiaries are valued at cost and those held by
foreign consolidated subsidiaries are valued at the lower of
cost or market, all cost of inventories is determined by the
first-in, first-out method.

e. Property, Plant and Equipment

Property, plant and equipment are carried at cost. Signifi-
cant renewals and additions are capitalized; maintenance
and repairs, and minor renewals and improvements, are
charged to income as incurred. Interest costs relating to
construction of property, plant and equipment are not
capitalized.

Depreciation of property, plant and equipment is com-
puted by the declining-balance method at rates based on
the estimated useful lives of the assets which range princi-
pally as follows:

BUIAINGS ..ceeeiiieeeiei e 26-60 years
Machinery and equipment ............cccccceeeeenn. 2-20 years



f. Allowance for Doubtful Receivables

The Company and its domestic subsidiaries have provided
allowances for doubtful receivables principally at an esti-
mated amount of probable bad debts plus the maximum
amount permitted to be charged to income under Japa-
nese tax regulations. Foreign subsidiaries have provided
allowances for doubtful receivables at an estimated
amount of probable bad debts.

g. Retirement Benefits and Pension Plans

The liability for retirement benefits for employees of the
Company and its consolidated subsidiaries is calculated to
state the liability at the amount that would be required if
all employees voluntarily terminated their employment at
each balance sheet date, less amounts covered by con-
tributory pension plans, in which the Company and most
of its consolidated subsidiaries participate, which cover an
approximate 60% portion of the total benefits. The liabil-
ity for retirement benefits for directors and statutory
auditors is also calculated to state the liability at the
amount that would be required if all directors and corpo-
rate auditors retired at each balance sheet date.

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

i. Leases

All leases are accounted for as operating leases. Under
Japanese accounting standards for leases, finance leases
that deem to transfer ownership of the leased property to
the lessee are to be capitalized, while other finance leases
are permitted to be accounted for as operating lease trans-
actions if certain “as if capitalized” information is disclosed
in the notes to the lessee’s financial statements. These
standards are being applied on a step-by-step basis begin-
ning with fiscal years starting on or after April 1, 1996,
with full implementation expected for fiscal years starting
on or after April 1, 1998.

j. Income Taxes

The Company and its domestic subsidiaries provide for
income taxes at amounts currently payable for each year.
Interperiod income tax allocation is not made even though
there are certain temporary differences between book and
taxable income. Certain foreign subsidiaries provide for
deferred income taxes relating to temporary differences in
accordance with accounting principles generally accepted
in the relevant country.

k. Appropriations of Retained Earnings
Appropriations of retained earnings at each year end are
reflected in the consolidated financial statements in the
following year after shareholders’ approval has been
obtained.

I. Foreign Currency Transactions

Short-term receivables and payables denominated in
foreign currencies are translated into Japanese yen at the
current exchange rates at each balance sheet date or,
when forward exchange contracts are made, at such for-
ward exchange rates. Long-term receivables and payables
denominated in foreign currencies are translated into
Japanese yen at historical exchange rates. In the case
where there is significant fluctuation of currencies with
possible exchange losses, long-term receivables or payables
denominated in foreign currencies are translated at the
current exchange rates as of each balance sheet date. The
exchange losses arising from these translation are charged
to income. Other exchange gains and losses are recognized
in the fiscal periods in which they occur. Transactions
denominated in foreign currencies are translated into
Japanese yen at approximate exchange rates when such
transactions occur.

m. Translation of Financial Statements of Foreign
Subsidiaries
The balance sheet accounts of foreign subsidiaries are
translated into Japanese yen at the current exchange rates
as of the balance sheet date except for shareholders’ eg-
uity, which is translated at the historical rates. Differences
arising from such translation are shown as “Foreign cur-
rency statements translation adjustments” in the accompa-
nying consolidated balance sheets. Revenue and expense
accounts of foreign subsidiaries are translated into yen at
the annual average rate.

n. Per Share Information

The computation of net income or loss per share is based
on the weighted average number of shares of common
stock outstanding during each year. The average number
of common shares used in the computation was 87,310
thousand shares for 1998 and 87,182 thousand shares for
1997.

Fully diluted net income per share is not disclosed
because it is anti-dilutive for 1998 and because of the
Company’s net loss position for 1997.

Cash dividends per share presented in the accompany-
ing consolidated statements of operations are dividends
applicable to the respective years including dividends to
be paid after the end of the year.

No cash dividends were declared applicable to the year
ended March 31, 1997.



3. Marketable and Investment Securities

Marketable and investment securities at March 31, 1998
and 1997, were comprised of the following:

Thousands of

6. Short-Term Borrowings and Long-Term Debt

Short-term borrowings principally represent bank over-
drafts. The annual interest rates applicable to the short-
term bank loans ranged from 1.63% to 6.72% and 1.63%
to 6.16% at March 31, 1998 and 1997, respectively.

Millions of Yen U.S. Dollars Long-term debt at March 31, 1998 and 1997, was
199 1997 199 comprised of the following:
Current:
Quoted securities ............uee..... ¥1,924 ¥2574 $14,562
. Thousands of
Unquoted SECUIITIeS ......veevvnnneen, 2,479 35 18,768 Millions of Yen U.S. Dollars
¥4 403  ¥2,609 $33,330 1998 1997 1998
1.12% to 4.90% (1.12% to 5.70%
Non-current: in 1997) loans from banks and

Quoted SECUTTLES .........oveeen.... ¥2,347  ¥2,402  $17,772 insurance companies, due serially

Unquoted SECUNties oo, 351 311 2,655 102004 ..o ¥12,450 ¥15,829 $ 94,250
TOMAl e ¥2,698 ¥2713  $20,427 6.53% to 14.00% (6.06% to 10.0%

in 1997) loans from banks, in
foreign currencies, due serially to

The aggregate market value of the above quoted securi- 2002 ..o 1,716 3,450 12,987
ties amounted to ¥4,965 million ($37,583 thousand) and 3.00% to 6.85% loans from
¥6,058 million at March 31, 1998 and 1997, respectively. government financing institutions,

The above unquoted securities principally consist of due serially t0 2027 ...oveoevveenenn. 545 594 4,125
money management funds and non-marketable securities TOtal covveeeeeeeeeeeeeeeeeeeeeeeee e 14711 19,873 111,362
for whl_ch there is no readily-available market from which L ess Current portion ................. (6.764) (5.414) (51,203)
to obtain or calculate the market value thereof.

Long-term debt, less current
POFON ..o, ¥ 7,947 ¥14459  $ 60,159

4. Inventories

Inventories at March 31, 1998 and 1997, were comprised
of the following:

The annual maturities of long-term debt for the years
subsequent to March 31, 1998, are as follows:

Thousands of

Thousands of

Millions of Yen U.S. Dollars Year Ending March 31 Millions of Yen U.S. Dollars

1998 1997 1998 1999 ..o ¥ 6,764 $ 51,203

Finished products ...........cccccceeenne ¥ 5465 ¥ 5,650 $ 41,373 2000 ..o 3,899 29,515
WOrK in process ..........ccceceveverenene. 4,713 5873 35,680 2001 o 2,110 15,972
Raw materials and supplies..... 6,911 5,592 52,314 1313 9,941
Total oo ¥17,089 ¥17,115  $129,367 ‘1123 ;ggg
¥14,711 $111,362

5. Investments in and Advances to Unconsolidated
Subsidiaries and Associated Companies

Investments in and advances to unconsolidated subsidiar-
ies and associated companies at March 31, 1998 and
1997, were as follows:

Thousands of

Millions of Yen U.S. Dollars

1998 1997 1998
Investments...........ccoeeeeiieiininnns ¥3,103 ¥6,332 $23,490
AAVANCES ..ooveeeieiiiiiiee e 60 879 454
Total covvvveeeeeeecce e ¥3,163 ¥7,211 $23,944




A summary of assets pledged as collateral for short-term
borrowings and long-term debt at March 31, 1998, is as
follows:

The liabilities for retirement benefits at March 31, 1998
and 1997, were as follows:

Thousands of

Thousands of Millions of Yen U.S. Dollars
Millions of Yen U.S. Dollars 1998 1997 1998

Marketable and investment securities ...... ¥ 4,074 $ 30,841 EMPIOYEES ....oveveeeveiieeeee ¥4191 ¥4,110 $31,728
LanNd oo 3,481 26,349 Directors and corporate auditors .. 566 653 4,281
Buildings and structures TOMAl cvveeeeeee s ¥4,757  ¥4,763 $36,009
(net book value) ..........cccvevviiiiiciiciiiens 5,689 43,069
Machinery and equipment
(et bOOK ValUE) ........c.oveeeeeeeeeeeeeeeeeens 2,843 21,518 The payment and amount of the severance benefits for
(@41 400 3,030 retired directors or corporate auditors are subject to
TOAl oo ¥16,487 $124,807 approval by the shareholders.

As is customary in Japan, security must be provided if
requested by a lending bank and such bank has the right
to offset cash deposited with it against any debt or obliga-
tion that becomes due and, in the case of default or cer-
tain other specified events, against all debt payable to the
bank. The Company and its consolidated subsidiaries have
never received such a request.

7. Liability for Retirement Benefits and Pension
Plans

The Company and its domestic subsidiaries and several its
foreign subsidiaries have unfunded employees’ retirement
benefit plans covering substantially all of their employees.
Under the plans, employees terminating their employ-
ment either voluntarily or upon reaching the mandatory
retirement age are, in most circumstances, entitled to
lump-sum severance payments based on their rate of pay
at the time of termination, years of service and certain
other factors. If the termination is involuntary, or caused
by death, the employee is usually entitled to a greater
payment than in the case of voluntary termination. In
addition, the Company and certain subsidiaries have
funded pension plans which cover substantially all of their
employees. The prior service costs of the Company’s
funded pension plans as of March 31, 1997 (the most
recent date of available information) was ¥2,422 million
($18,333 thousand).

Annual contributions to the funded plans charged to
income and provision for retirement benefits under the
unfunded plans for the years ended March 31, 1998 and
1997, were as follows:

Thousands of

Millions of Yen U.S. Dollars
1998 1997 1998
Contributions to the funded
PlaNs ... ¥ 652 ¥ 626 $4,937
Provision for retirement benefits
under the unfunded plans............ 609 541 4,612
Total .o ¥1,261 ¥1,167 $9,549

8. Shareholders’ Equity

The Japanese Commercial Code (the “Code”) requires at
least 50% of the issue price of new shares, with a mini-
mum of the par value thereof, to be designated as stated
capital as determined by resolution of the Board of Direc-
tors. Proceeds in excess of amounts designated as stated
capital are credited to additional paid-in capital.

The Code also requires companies to appropriate from
retained earning to a legal reserve an amount equal to at
least 10% of all cash payments which are made as an
appropriation of retained earnings until such reserve
equals 25% of stated capital. This reserve is not available
for dividends but may be used to reduce a deficit by
resolution of the shareholders.

The Company may transfer portions of additional paid-
in capital and legal reserve to stated capital by resolution
of the Board of Directors. The Company may also transfer
portions of retained earnings, available for dividends, to
stated capital by resolution of the shareholders.



Under the Code, the Company may issue new common
shares to existing shareholders without consideration as a
stock split pursuant to resolution of the Board of Direc-
tors. The Company may make such a stock split to the
extent the aggregate par value of the shares outstanding
after the stock split does not exceed the stated capital.
However, the amount calculated by dividing the total
amount of shareholders’ equity by the number of out-
standing shares after the stock split shall not be less than
¥50.

Dividends are approved by the shareholders at a meet-
ing held subsequent to the fiscal year to which the divi-
dends are applicable. Semiannnual interim dividends may
also be paid upon resolution of the Board of Directors,
subject to certain limitations imposed by the Code.

Under the Code, the amount available for dividends is
based on retained earnings as recorded on the Company’s
books. At March 31, 1998, retained earnings recorded on
the Company’s books were ¥3,764 million ($28,492
thousand) which is available for future dividends subject
to the approval of the shareholders and legal reserve
requirements.

9. Income Taxes

The Company and its domestic subsidiaries are subject to
Japanese national and local taxes based on income which,
in the aggregate, resulted in a normal effective statutory
tax rate of approximately 51% for the years ended March
31, 1998 and 1997. Foreign subsidiaries are subject to
income taxes of the countries in which they operate.

The actual effective tax rates differ from the above
normal effective statutory tax rates principally because of:
(1) the policy of not providing for deferred taxes arising
from temporary differences between book and taxable
income, (2) certain expenses permanently not deductible
for tax purposes and (3) the loss position of the Company
and certain of its consolidated subsidiaries.

At March 31, 1998, the Company and certain consoli-
dated subsidiaries have loss carryforwards, which can be
offset against taxable income, if any, of the Company and
such consolidated subsidiaries in the future, totaling ap-
proximately ¥5,756 million ($43,577 thousand).

These tax loss carryforwards held by the Company and
its domestic subsidiaries, if unutilized, will expire as
follows:

The remaining balance of ¥4,862 million ($36,803
thousand) held by foreign subsidiaries can be carried
forward indefinitely provided that certain conditions are
met.

10. Related Party/Employee Transactions
Major transactions with unconsolidated subsidiaries and

associated companies for the years ended March 31, 1998
and 1997, were as follows:

Thousands of

Millions of Yen U.S. Dollars
1998 1997 1998

¥4,391 ¥4,105 $33,240

3,728 2,235 28,220

Loans to employees at March 31, 1998 and 1997, were
as follows:

Thousands of

Millions of Yen U.S. Dollars
1998 1997 1998
Current ....ooovvveeeieeeees ¥ 44 ¥ 44 $ 336
Non-current 506 548 3,830
Total covveveeeeeeeeceee e ¥550 ¥592 $4,166

Thousands of

Year Ending March 31 Millions of Yen U.S. Dollars
1999 o ¥586 $4,438
2001 .o 37 283
2002 ..o 271 2,053
TOtal oo ¥894 $6,774

The loans bear annual interest ranging from 3.00% to
3.50%.

11. Research and Development Costs

Research and development costs relating to new products
and technologies were ¥880 million ($6,661 thousand)
and ¥856 million for the years ended March 31, 1998 and
1997, respectively.

12. Leases

The Company and its consolidated subsidiaries lease
certain machinery, computer equipment, office space and
other assets.

Total rental expenses for the years ended March 31,
1998 and 1997, were ¥1,775 million ($13,439 thousand)
and ¥1,427 million, respectively, including ¥542 million
($4,102 thousand) and ¥568 million of lease payments
under finance leases.

Pro forma information of leased property such as obliga-
tions under finance lease that do not transfer ownership of
the leased property to the lessee on an “as if capitalized”
basis for the year ended March 31, 1998, was as follows:



For the Year Ended March 31, 1998
Obligations under finance leases:

(1) Operations in Different Industries

Millions of Yen

Thousands of Electronics System Eliminations
Millions of Yen U.S. Dollars Equipment Machines  and Corporate Consolidated
Due within one year ..........ccccccevvveennennne. ¥ 354 $2,685 Year Ended March 31,
Due after one year .........coccveevieeeiineeenns 690 5,222 1998
TOLAL vt ¥1,044 $7,907 Sales to customers .. ¥108,576  ¥25,455 ¥134,031
Operating
i o EXPENSES ...ovvrennee. 102,473 21,841 ¥ 802 125,116
13. Contingent Liabilities Operatingincome .. ¥ 6,103 ¥ 3,614 ¥ (802) ¥ 8915
Contingent liabilities at March 31, 1998, were as follows: ASSLS ¥ 67854 ¥16322 ¥30,723 ¥114,899
Depreciation .......... 5,132 829 148 6,109
Capital
Thousands of H
Millions of Yen Us. Dollars expenditures ......... 4,244 519 168 4,931
Trade notes discounted with banks........... ¥2,737 $20,721
Guarantees of loans of: Thousands of U.S. Dollars
Unconsolidated subsidiaries and Electronics System Eliminations
associated companies 3468 26.248 Equipment Machines and Corporate  Consolidated
Employees’ housing loans .................... 180 1,359 Year Ended March 31,
OhEr ..ocvviiiiccee e 363 2,751 1998
Total ¥6.748 $51.079 Sales to customers .. $821,922 $192,697 $1,041,619
....................................................... , , Operating
EXPENSES ....vevennee 775,720 165,343 $ 6,071 947,134

14. Subsequent Event

The following appropriations of retained earnings at
March 31, 1998, were approved at the Company’s share-
holders meeting held on June 26, 1998:

Thousands of

Millions of Yen U.S. Dollars
Year-end cash dividends, ¥2.50 ($0.02)
PEI SNAE ...ovieeiieeiieecee e ¥218 $1,652
Transfer to legal reserve.............cccc.c...... 22 165

15. Segment Information

Information on operations in different industry segments,
foreign operations and sales to foreign customers of the
Company and its consolidated subsidiaries for the years
ended March 31, 1998 and 1997, is as follows:

Operating income .. $ 46,202 $ 27,354 $ (6,701)$ 67,485

ASSeLS ..o $513,655 $123,557 $232,575 $ 869,787
Depreciation .......... 38,850 6,276 1,120 46,246
Capital

expenditures ......... 32,125 3,930 1,269 37,324

Millions of Yen

Electronics System Eliminations

Equipment Machines and Corporate  Consolidated
Year Ended March 31,
1997
Sales to customers .. ¥95,119  ¥23,467 ¥118,586
Operating
EXPeNSES ........cc.ue. 93,818 22,009 ¥ 789 116,616
Operating income .. ¥ 1,301 ¥ 1458 ¥ (789) ¥ 1,970
ASSELS .. ¥62,685 ¥17,098  ¥31,789 ¥111,572
Depreciation 5,704 1,010 174 6,888
Capital
expenditures ......... 4,439 429 98 4,966

Notes: The electronics equipment segment consists of timers, stepping motors, micromotors,
magnetic heads, electronic devices, etc.
The system machines segment contains machine tools, industrial robots, magnetic card
readers, musical movements, floppy-disk drives, etc.
The unallocated operating expenses is principally composed of general corporate
expenses incurred by the Administration Headquarters of the Company.



(2) Foreign Operations

The foreign operations of the Company and its consoli-
dated subsidiaries for the years ended March 31, 1998 and
1997, are summarized as follows:

Millions of Yen

Millions of Yen

North Eliminations

Japan Asia America and Corporate Consolidated
Year Ended March
31,1998
Sales:
Outside
customers ..... ¥ 75,423 ¥ 57,267 ¥ 1,341 ¥ 134,031
Interarea ........ 31,591 16,673 ¥ (48,264)
Total sales.. 107,014 73,940 1,341 (48,264) 134,031
Operating
expenses .......... 100,876 70,606 1,334  (47,700) 125,116
Operating
income (loss).... ¥ 6,138 ¥ 3,334 ¥ 7¥ (564) ¥ 8915
ASSets................ ¥ 59,936 ¥ 40,323 ¥ 832 ¥ 13,808 ¥ 114,899
Thousands of U.S. Dollars
North Eliminations
Japan Asia America and Corporate Consolidated
Year Ended March
31, 1998
Sales:
Outside
customers ..... $570,956 $433,508 $10,155 $1,014,619
Interarea......... 239,144 126,217 $(365,361)

Total sales.. 810,100 559,725 10,155 (365,361) 1,014,619
Operating

EXPenses .......... 763,635 534,487 10,098 (361,086) 947,134
Operating
income (loss) .... $ 46,465 $ 25,238 $ 57 $ (4,275) $ 67,485

Assets................ $453,718 $305,243 $ 6,297 $ 104,529 $ 869,787

QOutside Eliminations
Japan Japan and Corporate  Consolidated
Year Ended March 31,
1997
Sales:
Outside
customers .......... ¥67,328  ¥51,258 ¥118,586
Interarea.............. 23,407 10,610 ¥(34,017)
Total sales ....... 90,735 61,868 (34,017) 118,586
Operating
EXPENSES ....oovvuvenes 88,016 61,858 (33,258) 116,616
Operating income
(G5 I, ¥ 2719 ¥ 10 ¥ (759) ¥ 1,970
ASSELS ... ¥55,646 ¥36,801 ¥ 19,125 ¥111,572

Notes: Asia area is composed of China, Hong Kong, Malaysia, Singapore, Thailand, Korea.
North America area presents the United States of America.

(3) Sales to Foreign Customers

Sales to foreign customers for the year ended March 31,
1998, were as follows:

Millions of Yen

North
America Europe Asia Others Total
Sales to foreign
customers......... ¥2235 ¥7,590 ¥75,026 ¥592 ¥85,443
Thousands of U.S. Dollars
North
America Europe Asia Others Total
Sales to foreign
customers......... $16,916 $57,455 $567,948 $4,485  $646,804

Sales to foreign customers for the year ended March 31,
1997, amounted to ¥75,119 million.

Notes: North America area consists of the United States of America and Canada.
Europe area contains the United Kingdom, France, Germany, Finland and Italy.
Asia area is composed of China, Hong Kong, Malaysia, Singapore, Thailand, Korea and
Indonesia.

Sales to foreign customers represent the aggregate sum of exports of the Company
and its domestic consolidated subsidiaries and the aggregate sum of sales of foreign
consolidated subsidiaries, excluding internal transactions between the Company and its
consolidated subsidiaries and export from consolidated subsidiaries to Japan.



Independent Auditors’ Report

Dedoitte Touche
Tohmatsu

ﬂ- Fodasamis & Do

To the Board of Directors of
Sankyo Seiki Mfg. Co., Ltd.:

We have examined the consolidated balance sheets of Sankyo Seiki Mfg. Co., Ltd. and consolidated subsidiaries as of
March 31, 1998 and 1997, and the related consolidated statements of operations, shareholders’ equity, and cash flows for
the years then ended, all expressed in Japanese yen. Our examinations were made in accordance with auditing standards
generally accepted in Japan and, accordingly, included such tests of the accounting records and such other auditing proce-
dures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the financial position of Sankyo
Seiki Mfg. Co., Ltd. and consolidated subsidiaries as of March 31, 1998 and 1997, and the results of their operations and
their cash flows for the years then ended in conformity with accounting principles generally accepted in Japan applied on
a consistent basis.

Our examinations also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 1 to the consolidated financial state-
ments. Such U.S. dollar amounts are presented solely for the convenience of readers outside Japan.

VT N Ay

June 26, 1998





