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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Financial Highlights

For the years ended March 31, 2008, 2007 and 2006

Thousands of

U.S. dollars
Millions of yen (Note)
2008 2007 2006 2008
For the years ended March 31,
Net sales:
DOMESLIC ..o ¥ 50,839 ¥ 46,376 ¥ 46,671 $ 507,531
OVEBISEBAS ... eaasassnssnssennes 66,439 59,785 57,696 663,262
Total oo 117,278 106,161 104,367 1,170,793
Sales classified by business segment:
(Ialolger=Tallo el o =10 ol or: ]IS 59,410 57,641 55,825 593,093
Organic ChEMICAIS ........ccvvvviieiee e 48,893 43,196 42,180 488,096
CONSEIUCTION et 7,764 3,933 4,789 77,505
ONer DUSINESSES ..o 1,211 1,391 1,573 12,099
Total oo 117,278 106,161 104,367 1,170,793
Operating INCOME ......coiiiiiii e 16,013 12,711 13,392 159,856
NEt INCOME (IOSS) .t 2,643 (3,935) (10,774) 26,385
Depreciation and amortization of property, plant and equipment 5,023 5,179 5,307 50,146
Research and development costs.............cccco 6,457 6,398 5,900 64,459
At the year end
CUITENT ASSEBIS ..t e e 103,065 115,861 100,041 1,028,904
TOtAl @SSEES i 177,407 193,176 170,489 1,771,059
Current labilities .........oovvvei 82,299 88,728 85,902 821,593
NEt @SSEES .o 46,814 45,692 47,678 467,342
U.S. dollars
Yen (Note)
Per share data
NEt INCOME (I0SS) .ot ¥ 6.87 ¥ (10.54) ¥ (28.93) $ 0.0686
NEt @SSEES oo 121.65 118.28 127.20 1.2144
Number of employees (as of March 31) ......oocooeeiiiiiieiiiiieecen, 1,852 1,851 1,882 —

Note: The U.S. dollar amounts in this report have been translated from the yen amounts, for convenience only, at ¥100.17 = U.S.$1.00, the rate of
exchange prevailing on March 31, 2008.
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To Our Shareholders and Friends

In fiscal 2007, there were growing signs of a global economic slowdown on the back of
a significant decline in housing investment and worsening confusion in financial markets,
stemming from the subprime mortgage crisis in the United States. Asian economies
grew steadily overall, although the second half of the fiscal year brought signs of declines
in investments and exports from China, whose economy appeared to overheat. In Eu-
rope, economic conditions were healthy, driven by solid capital spending, but slackened
moderately in the second half of the fiscal year.

In the Japanese economy, exports increased, mainly to developing countries, although
domestic demand slumped due to a decline in construction starts and other factors. In
the second half of the year, corporate earnings worsened due to falling share prices and
the yen's appreciation, as well as the growing fallout from the subprime mortgage prob-
lem and soaring prices of primary products. As a result, the economy showed signs of
slowing, making the corporate business climate even more challenging.

Against this backdrop, the Group continued implementing its third medium-term
management plan, covering the three-year period from April 2006 to March 2009. During
the year, we pursued business developments in accordance with initiatives outlined in
the medium-term plan.

Sales of inorganic chemicals increased, with the titanium dioxide business posting
higher exports to Asia and the functional and electronic materials business benefiting
from higher sales of TiO2 for deNOx catalyst. However, surging energy costs and soaring
prices of raw materials and auxiliary materials drove costs up, leading to a decline in
earnings.

In organic chemicals, we recorded increases in both sales and income. This was
attributable to healthy overseas sales of proprietary agrochemicals, a major income source
for the Group, and to strong currencies in Europe, our principal export market.

Other income and expenses deteriorated due to a number of factors. These included
higher interest payments stemming from increased interest rates and a syndicate loan
taken out at the end of the previous fiscal year, as well as a foreign exchange loss stem-
ming from the yen's appreciation at the end of the fiscal year.

Among extraordinary gains and losses, the Company generated proceeds from sales
of investments in securities, but also made an additional provision for losses in associa-
tion with the Ferosilt recovery. Nevertheless, there was a significant improvement in ex-
traordinary gains and losses compared with the previous year.

As a result of the above, consolidated net sales increased ¥11,117 million year-on-

year, to ¥117,278 million (US$1,171 million). Operating income grew ¥3,302 million, to
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¥16,013 million (US$160 million), and income before extraordinary gains and losses rose
¥2,144 million, to ¥13,206 million (US$132 million). Net income rose by ¥6,578 million, to
¥2,643 million (US$26 million), representing a return to profitability for the first time in
three years.

The Company expresses its sincerest apologies to shareholders, business partners,
and all concerned parties for the repeated losses incurred as a result of the Ferosilt
recovery issue. However, we are pleased to report that with the additional allocation of
¥8,739million (US$87 million) for recovery work, we have reached the final stage with
respect to the allocation of funds for this purpose.

The above-mentioned results for net sales, operating income, and income before
extraordinary gains and losses have enabled the Company to meet the targets set under
its third medium-term management plan. This success is attributable to reforms to our
corporate foundation and the steady implementation of growth strategies for ISK's vari-
ous business segments, despite the extreme and unprecedented difficulties experienced
in connection with the Ferosilt issue.

Unfortunately, the Company has yet to achieve another important task, which is to
regain the trust of society. In September 2007, ISK discovered that some executives and
employees had been responsible for the illegal dumping of industrial waste containing
organic residue, a by-product of the process of synthesizing organic intermediates. Al-
though we immediately made this public, the incident has once more greatly damaged
public confidence in the Company. In January 2008, it was found that ISK had failed to
report to authorities that its smoke generating facility had exceeded emission standards
in the previous fiscal year. To put an end to this sort of transgression, in October 2007 we
established an investigation committee made up of external lawyers to conduct a thor-
ough investigation of the causes. Based on the Committee's report, we took punitive
action against those concerned. In March 2008, ISK voluntarily implemented a "compli-
ance check" of all Group employees. Seven cases of inappropriate activities revealed as
a result of the check have been reported to the relevant authorities and have been made
public in a press release issued in May 2008.

Most of the inappropriate activities uncovered by the compliance checks have al-
ready been dealt with or are subject to measures being initiated under guidance from
authorities. In fiscal 2008, ISK will work as one to resolve any problems and ensure that
there is no recurrence of such incidents. We will endeavor to regain the trust of society
and the people of Yokkaichi City, which has been damaged by successive transgres-

sions following the Ferosilt incident.
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Next, | would like to announce policies for each of the Company's business seg-
ments.

Our titanium dioxide business enjoys an unassailable position as leader in Japan.
Nonetheless, the profitability of the business has been severely compromised by sudden
and considerable increases in the price of raw materials, fuel, and shipping costs in
recent years. For the time being, therefore, we will strive to revise selling prices and focus
on profitability rather than expanding volume.

In functional and electronic materials, we forecast an increase in sales of TiO2 for
deNOx catalyst. Positioned as our third core business, this is a development-led, highly
profitable business that contributes to the growth of the inorganic materials business and
corporate value. However, the performance of this segment is not satisfactory.

In the field of electronic materials, we will continue the smooth transition to next-
generation products that anticipate customer needs. At the same time, we will acceler-
ate development activities with the aim of expediting the establishment of new busi-
nesses and stimulating demand for new materials developed through the Group's tech-
nological capabilities.

In agrochemicals, we aim to achieve sales of ¥70,000 million (US$699 million) in its
second phase of growth. By increasing the registration of strategic products and adopt-
ing appropriate plans for generic products, we will strive to expand sales of existing
mainstay chemicals and achieve profits and competitiveness through strengthened cost-
cutting initiatives. We will also work to broaden our lineup by introducing products made
by other companies and by swiftly launching newly developed products in the market.

In fiscal 2008, the Group will formulate its next medium-term management plan. De-
spite the challenges experienced over the past three years, we will put all of these prob-
lems behind us and once again move ahead with the aim of ensuring sustainable growth
and earnings by harnessing the Company's true technological capabilities.

We look forward to your ongoing support and understanding as we work toward

these goals.

Kenzo Oda
President
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Business Overview

M Inorganic Chemicals

H Organic Chemicals

In the titanium dioxide business, tight supply and demand, primarily in Asia, led to a recovery in
market prices. In this environment, we actively promoted sales activities while taking steps to
revise our selling prices. As a result, sales increased to the Group's core export market of Asia,
centered on China, while higher selling prices also bolstered segment revenue.

In the functional and electronic materials business, we strove to increase sales in a diverse
range of product applications. Higher sales of TiO2 for deNOx catalyst contributed to segment
sales growth. In both businesses, earnings were adversely affected by higher manufacturing
costs accompanying rising energy costs and soaring raw material prices. This was despite
efforts to reduce costs and revise selling prices.

As a result, segment sales, including sales of other inorganic chemicals, rose ¥1,769 mil-
lion, to ¥59,410 million (US$593 million). Operating income declined ¥1,395 million year-on-
year, to ¥2,704 million (US$27 million).

H Construction

The global agrochemicals market experienced a reshuffling among European and U.S. con-
glomerates, the emergence of oligopolies, and an increasingly evident difference in business
scale. Such restructuring took place in Japan as well, creating a challenging operating environ-
ment. Under these circumstances, the Group worked to achieve its second phase of growth by
developing new global markets for existing and new products, centering on our proprietary
compounds, which are internationally competitive. We also aim to reinforce our own promo-
tional structure, which includes potential business alliances with other companies.

During the year, ISK posted substantial growth in sales of agrochemicals. We benefited
from enormous demand for fungicides as a result of abnormal weather conditions (sustained
rain and cool temperatures) in Europe, as well as the introduction of proprietary insecticides
and strong European currencies. We recorded an increase in overall sales, owing to steady
sales growth in the United States centering on herbicides, despite a fall in sales in Asia. In
Japan, sales dipped slightly due to a decrease in sales of chemicals developed by other com-
panies amid a difficult sales environment. However, the Company posted substantial increases
in combined domestic and overseas sales and profit for agrochemicals.

In the pharmaceuticals business, we posted higher sales of an active pharmaceutical ingredi-
ent that ISK manufactures under consignment.

As a result, segment sales, including intermediates, increased ¥5,697 million, to ¥48,893 mil-
lion (US$488 million). Operating income grew ¥4,457 million, to ¥15,123 million (US$151 million).

B Other Businesses

Sales in the construction business increased, boosted by orders received for large projects for
new plant facilities. As a result, segment sales increased ¥3,831 million, to ¥7,764 million (US$78
million), and operating income rose ¥207 million, to ¥1,143 million (US$11 million).

The Company's other businesses center on the activities of our trading company subsidiaries.
In the year under review, sales fell ¥180 million, to ¥1,211 million (US$12 million), and operating
income decreased ¥161 million, to ¥217 million (US$2 million).
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Balance Sheets

As of March 31, 2008 and 2007

Thousands of
U.S. dollars

Millions of yen (Note 1)
2008 2007 2008
Assets
Current assets:
Cash and time deposits (Notes 5 and 14) ... ¥28,393 ¥ 42,349 $ 283,452
Trade receivables:
NOTES 1ttt 2,681 3,758 26,769
ACCOUNES .ttt e 27,639 28,617 275,923
30,320 32,375 302,692
Less allowance for doubtful receivables ... (438) (425) (4,371)
Trade receivabIEs, NBL ....v. e 29,882 31,950 298,321
INnventories (NOTE 4) ......coooeeiiei e 34,308 30,527 342,496
Deferred income taxes (NOte 9) ....vcoiiiiiiiiiiiiie e 7,103 8,233 70,912
Other CUIMTEBNT GSSEES ...vvvviiiieieiiiiieieeeeeieeeeeeeaeea e eeeessaeeseneensnnnes 3,379 2,802 33,723
Total CUIMENT ASSETS ....ovviiie i, 103,065 115,861 1,028,904
Property, plant and equipment (Note 5):
7= 0T SO OPPPTUPPPPPRPR 6,411 6,430 64,005
Buildings and StUCTUIES .....cooviiiiiiecc e 49,364 48,764 492,806
Machinery and equUIPMENT ... 126,990 125,153 1,267,743
COoNSIUCTION IN PIrOGIESS .vvvvvviieeee ittt e e 3,712 2,980 37,057
186,477 183,327 1,861,611
Less accumulated depreciation ............cccoeeeiii (132,012) (129,029) (1,317,882)
Property, plant and equipment, net ..............ccooee, 54,465 54,298 543,729
Investments and other assets:
Investments in securities (Notes 3 and 5):
Unconsolidated subsidiaries and affiliates...........cccccccviiinn, 2,023 1,813 20,198
(@101 S USURRRRR 2,741 6,129 27,363
Total investments iN SECUNMLIES .....vviviviiiiiec e 4,764 7,942 47,561
LONG-TEIM IOBNS ..t 297 400 2,964
GOOAWIIL L. 438 634 4,372
Deferred income taxes (NOte€ Q) ....ccooeeiiiiiiiiiiiii, 13,651 13,210 136,283
OB e 727 831 7,246
Total investments and other assets ......oovvveeeviie e, 19,877 23,017 198,426
TOTAl ASSEIS . ¥177,407 ¥193,176 $1,771,059

The accompanying notes are an integral part of the consolidated financial statements.
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Thousands of
U.S. dollars

Millions of yen (Note 1)
2008 2007 2008
Liabilities and net assets
Current liabilities:
Short-term bank loans (NOte 5) ... ¥ 29,241 ¥ 28,529 $ 291,909
Current portion of long-term debt (Note 5) ....vvvvvvviiiiiiiiiiiiiiee, 9,594 10,716 95,777
Trade payables:
NOTES ettt 3,157 6,119 31,517
ACCOUNES ©etiiitiie ettt e e e e e e e aae s 15,259 13,243 152,330
18,416 19,362 183,847
Accrued income taxes (NOt€ 9) ...oovvvieiiiiiieiiiee e 493 707 4,924
ACCIUBA BXPENSES ...iiiieieieeee ettt a e e e e e e 5,055 6,242 50,460
ACCIUEA DONUSES ..ottt et e e e e e e e e et eea et ees 585 582 5,838
Accrual for PeriodiC MEPAINS «.vviveee e e e e e 177 61 1,763
Reserve for Ferosilt removal ........cooeiiiiiiiiiiiii 14,019 16,591 139,956
Reserve for implementation of environmental and safety arrangements ... 180 — 1,797
Other current abIlItIES .......vvvvieeeiiiiieeee e 4,539 5,938 45,322
Total current ADIHIES ...ovvveeiiee e 82,299 88,728 821,593
Long-term liabilities:
Long-term debt (NOE 5) ...voeeiiiiiiiiiiiicee e 24,710 33,044 246,680
Accrued retirement benefits for employees (Note 7) ...l 6,895 6,696 68,832
Accrued retirement benefits for directors and corporate auditors......... 91 372 907
Deferred income taxes (Note Q) ... 318 116 3,175
Reserve for Ferosilt removal ......o.eeviieeeeeee e 12,990 15,266 129,680
Reserve for implementation of environmental and safety arrangements ..... 400 — 3,993
Other long-term abilitIeS ........cooiiiiiiiiiic e 2,890 3,262 28,857
Total long-term liabilities ....cooeeeeeeeeeeeeeee e, 48,294 58,756 482,124
Contingent liabilities (Note 13)
Net assets:
Shareholders’ equity (Note 10):
Common stock:
Authorized: 1,000,000,000 shares
Issued: 387,839,431 shares in 2008
384,360,431 shares in 2007 .......ccccvvvveeeeiiiiiiiiieeee e 42,029 42,029 419,572
Capital SUIMPIUS ©.vvveeieeee ittt e e 9,231 8,594 92,158
Retained earnings defiCit ........ccovvviiiiiiiii (4,672) (7,315) (46,641)
Less treasury stock, at cost:
3,345,349 shares iN 2008 .......ccooiiiuiiiiiiee et (632) (33) (6,316)
139,211 ShareS iN 2007 ....eeeeeeeeee e
Total shareholders’ eqUILY ......ccoeeeeeeeieeieiecee e, 45,956 43,275 458,773
Valuation, translation adjustments and other:
Net unrealized holding gain on securities (Note 3) ........ovvvveviiiiiiininnenn. 289 1,974 2,890
Unrealized deferred gain on hedges .......ccvvvvviieeiiiiiiiiiiiice e — 3 —
Translation adjusStments .......ccoooeeeiiiiii e, 495 192 4,943
Adjustment for projected benefit obligation of an overseas subsidiary ....... 36 — 355
Total valuation, translation adjustments and other...........cccoeeeeeieeieeeeeee, 820 2,169 8,188
Minority interests in consolidated subsidiaries .........cccccccviiiiiiiiiiennins 38 248 381
TOtal NEE ASSEES ... 46,814 45,692 467,342
Total liabilities and Net aSSEtS .......vvvveeiiiiiiiiiiic i ¥177,407 ¥193,176 $1,771,059

The accompanying notes are an integral part of the consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Operations

For the years ended March 31, 2008 and 2007

Thousands of
U.S. dollars

Millions of yen (Note 1)
2008 2007 2008
Net SAIES (NOIE 18) ...uviviieeieceiei ettt ¥ 117,278 ¥106,161 $1,170,793
C0oSt Of SAIES (NOE B) ..vveeeiieiie et 78,945 72,650 788,113
(G (0TI o] o) i1 USSR 38,333 33,511 382,680
Selling, general and administrative expenses (NOte 6) ........ccccevvvvveeinenen. 22,320 20,800 222 824
Operating iNCome (NOE 18) ...eeiiiiiiei i 16,013 12,711 159,856
Other income:
Interest and dividend INCOME .......coveiieiiiiie e 323 291 3,224
Equity in earnings of affiliates ..........cccccovviiiiiiiii e 440 252 4,389
FOreign eXChange gaiN .......cocviiiiiiee it — 274 —
ONIEE e 359 209 3,588
1,122 1,026 11,201
Other expenses:
INTErESt BXPENSE ... 1,938 1,280 19,348
Loss on disposition Of INVENTONES .......c.vvvviiiieeiiiiiiiicee e 63 275 624
Retirement benefit eXpense ..o 430 434 4,293
FOreign eXChange l0SS ......oooiiiiiiiieii e 949 — 9,472
OB e 549 686 5,479
3,929 2,675 39,216
Income before extraordinary gains and I0SSES ....cccoeveeeeeiiiiiiiiieeeeeee, 13,206 11,062 131,841
Extraordinary gains:
Gain on prior-year adjusStment ..............cccccc 54 — 539
Gain on sales of investments in SECUNMtieS .......vvviviviiiiie e, 1,336 2,198 13,339
Reversal of reserve for Ferosilt removal ... 28 254 278
Gain oN INSUraNCE ClaiM ....vvvieiiieie e 827 — 8,255
(O] 1 =T SRR 11 28 109
2,256 2,480 22,520
Extraordinary losses:
Loss on disposal of fixed assets ..........cccccvivviiiiiiiiii 353 269 3,523
Loss on impairment of fixed assets (Note 8) ......ccovvvveeiiiiieiiiiieeeiien, 31 1,006 309
Loss on devaluation of investments in SECUritieS ........oovvveveiiiiveieeiinnns 352 48 3,517
Reserve for Ferosilt removal ........ccooooeiiiiiiii 8,739 18,907 87,242
Reserve for implementation of environmental and safety arrangements ..... 580 — 5,790
ONEE e 167 124 1,666
10,222 20,354 102,047
Income (loss) before income taxes and minority interests ..........cccoceeeenn. 5,240 (6,812) 52,314
Income taxes (Note 9):
[0 ¢=T 0 | SRR 866 972 8,648
DEIBITEA e 1,726 (3,899) 17,235
MiNOFILY INTEIESTS o 5 50 46
NE INCOME (IOSS) +.vvvveeeiiiie ettt e e ¥ 2,643 ¥ (3,935) $ 26,385

The accompanying notes are an integral part of the consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Changes in Net Assets

For the years ended March 31, 2008 and 2007

Millions of yen

Shareholders’ equity

Valuation, translation adjustments and other

Net Adjustment for
Number of unrealized Unrealized projected benefit Total valuation,  Minority
shares of Retained Treasury Total holding deferred  Translation obligationofan  translation  interests in
common stock Common Capital earnings stock, shareholders’ gain on gain adjust- overseas adjustments  consolidated  Total net
in issue stock surplus deficit at cost equity securities on hedges ments subsidiary and other  subsidiaries ~ assets

Balance at

March 31, 2006 .......cccoovvevinnee 384,360,431  ¥42,029 ¥8,594 ¥ (2,564) ¥(2,829) ¥45230 ¥ 3,188 ¥ (2) ¥(1,083) ¥ — ¥2123 ¥325 ¥47,678
Net loss for the year

ended March 31, 2007 ............. — — — (393 — (3935 [ — — — — — (3,935
Acquisition of treasury

STOCK v — — — — (27) 27) — — — — — — (27)
Disposition of treasury

STOCK .o eeeeeeeeeen — — ©) 816) 2,823 2,007 [ — — — — — 2,007
Other changes ........cocovveererniiinns — — — — — — (1,214 5 1,265 — 46 (77) (31)
Balance at

March 31, 2007 ....cccoovvvriiivininn. 384,360,431  ¥42,029 ¥8,594 ¥(7,315) ¥(33) ¥43275 ¥1,974 ¥3 ¥192 ¥ — ¥2169 ¥248 ¥45692
Net income for the year ended

March 31, 2008 .....cccccovvvvirinne — — — 2,643 — 2,643 — — — — — — 2,643
Changes due to a merger ............ 3,479,000 — 637 — (563) 74 — — — — — — 74
Acquisition of treasury

SEOCK v — — — — (38) (38) — — — — — — (38)
Disposition of treasury

STOCK v — — — ) 1 1 — — — — — — 1
Other Changes ...........coowweveeereee. — — — — — — (1,689 @) 303 36 (1,349 (210)  (1,559)
Balance at

March 31,2008 ........cccvernne 387,839,431  ¥42,029 ¥9231 ¥(4,672) ¥(632) ¥ 45,956 ¥289 ¥ — ¥ 495 ¥ 36 ¥820 ¥38 ¥46,814

The accompanying notes are an integral part of the consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Changes in Net Assets

For the years ended March 31, 2008 and 2007

Thousands of U.S. dollars (Note 1)

Shareholders’ equity

Valuation, translation adjustments and other

Net Adjustment for
Foaned  Tosswy  Tod  nodm  seres  Tansaion agsionctam | vemdaton o
Capital earnings stock, shareholders’ gain on gain adjust- overseas adjustments  consolidated  Total net
surplus deficit at cost equity securities on hedges ments subsidiary and other subsidiaries assets
Balance at
March 31, 2007 .....cccoovvrvnnnnnns $85,795 $(73,025) $(324) $432,018 $19,702 $ 31 $1,918 $— $21,651 $2,481$ 456,150
Net income for the year
ended March 31, 2008 ............ — 26,385 — 26,385 _— _— . . . — 26,385
Changes due to a merger ............ 6,363 — (5,624) 739 — — — — — — 739
Acquisition of treasury
STOCK v eeeeee e — — (382) (382) — — — — — — (382)
Disposition of treasury
SIOCK covvvevveee e — 1) 14 13 — — — — — — 13
Other Changes «..........coowwveeeceren. — — — — (16812 @) 3,025 355 (13,463)  (2,100) (15,563)
Balance at
March 31, 2008 ........ccoerieennes $92,158 $(46,641) $(6,316) $458,773  $2,890 $— $4943 $35 $8,188 $ 381 $ 467,342

The accompanying notes are an integral part of the consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Cash Flows

For the years ended March 31, 2008 and 2007

Thousands of

U.S. dollars
Millions of yen (Note 1)

2008 2007 2008

Cash flows from operating activities
Income (loss) before income taxes and minority interests ..........cccceeeve... ¥ 5,240 ¥ (6,812) $ 52,314
Adjustments to reconcile income (loss) before income taxes and

minority interests to net cash (used in) provided by operating activities:

Depreciation and amortization ... 5,023 5,470 50,146
Loss on disposal Of fixed @SSEtS .......ccovviiiiiiiiiiiiiiie 117 161 1,167
LLoss on devaluation of investments in SecUrities .........ccceevvevviiveiiinees 352 48 3,517
Loss on impairment of fixed assets ..............cccccco 31 1,006 309
Foreign exchange 10ss (gain), Nt .......ooviiiiieiiiie e 180 (85) 1,793
Gain on sales of investments iN SECUNLIES ......coovvveeiiiiieeiiie e (1,336) (2,198) (13,339)
Provisions for accrued retirement benefits for employees,
directors and corporate auAitOrS ............uvevevvvviveiiiiiiiiiiiiiiiivviiiiiiiinens 147 306 1,464
Reserve for Ferosilt removal ... (4,848) 2,226 (48,397)
Reserve for implementation of environmental and safety arrangements . 580 — 5,790
Interest and diVIAENd INCOME ....vvviieeeiiiiiiiiie et (323) (291) (3,224)
INTErESt EXPENSE ..., 1,938 1,280 19,348
Equity in earnings of affiliates .........ccceeeiiiiiiiiiii e, (339) (160) (3,383)
(O 101 PSP PPPPPSRRRTPPPN (706) (5) (7,048)
Changes in operating assets and liabilities:
Trade rECEIVADIES ... 2,395 1,844 23,911
INVENTONES ..ttt e e e (3,481) (2,965) (34,751)
Other CUMENt SSEES ..vviiiiiiiiiiiiiie e (303) 763 (3,022)
Trade PAYADIES ....ccciiiiiiiiii e (1,572) 3,735 (15,688)
Accrued expenses and other current liabilities .........cccccceeiiiiivinnnnn. (3,122) 3,587 (31,172)
SUBDTOTAL ...t 27) 7,910 (265)
Interest and diVIJENdS rECEIVEA ........veieeieeiee e 322 282 3,214
INTEIEST PAI ...eee i (1,980) (1,266) (19,768)
Gain ON INSUrANCE ClaiM ..ovveeiie e 706 — 7,047
INCOME tAXES PAIA ..vvvveiieees ittt e e e (1,224) (673) (12,222)
Net cash (used in) provided by operating activities .............cccceevvvee. (2,203) 6,253 (21,994)
Cash flows from investing activities
INcrease in tiMe dePOSIES .....cvvvviiiie e (20) (100) (203)
Decrease in time depositS..........ooo 100 20 1,001
Purchases of property, plant and equipment ........................ (5,353) (5,645) (53,435)
Purchases of short-term investments and
INVESTMENtS IN SECUMTIES ..vvviieiiiciiiiiie e (792) (21) (7,908)
Proceeds from sales of property, plant and equipment ....................... 329 113 3,282
Proceeds from maturity and sales of short-term
investments and investments in SeCUrities .......ccovvvvvveviiviieieiieeeeeeen, 2,730 3,796 27,254
LOANS MATE ..vviiiieeeiiciee e (153) (450) (1,526)
Collection of [0ANS MATE .....viieee e 268 193 2,672
Purchases of treasury stock from minority shareholders...................... — (250) —
OB, N e e 146 — 1,457
Net cash used in investing aCtiVities ..........cccvvvieeeiiiiie i, (2,745) (2,344) (27,406)
Cash flows from financing activities
Increase in short-term bank 10ans, Nt ........ccovvvviiiiiiie 712 111 7,104
Proceeds from long-term bank 10ans ... 1,260 16,660 12,579
Repayment of long-term bank [0ans ..........ccccceeeiiiiiinieiiiee, (10,724) (4,125) (107,049)
Purchases of treasury StOCK.........uuviiiiiiiiiii e (38) 27) (381)
Proceeds from sales of treasury StOCK .......cooovvvviiiiiii 1 2,008 13
Net cash (used in) provided by financing activities ..............ccccvvveeen. (8,789) 14,627 (87,734)
Effect of exchange rate changes on cash and cash equivalents .............. (139) 309 (1,390)
(Decrease) increase in cash and cash equivalents ..........cccccoevieeiiinnens (13,876) 18,845 (138,524)
Cash and cash equivalents at beginning of year .........cccccccviiiiiiiiinenennn, 42,249 23,404 421,773
Cash and cash equivalents at end of year (Note 14) ..........cc.cccoeieinnn... ¥ 28,373 ¥ 42,249 $ 283,249

The accompanying notes are an integral part of the consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

Years ended March 31, 2008 and 2007

1. Basis of Preparation of Consolidated Financial State-
ments

Ishihara Sangyo Kaisha, Ltd. (the “Company”) and its domestic
consolidated subsidiaries maintain their accounts and records in
accordance with accounting principles generally accepted in Ja-
pan. Its overseas consolidated subsidiaries maintain their accounts
in conformity with the requirements of their respective countries of
domicile. The accompanying consolidated financial statements
have been prepared on the basis of accounting principles gener-
ally accepted in Japan, which are different in certain respects as to
the application and disclosure requirements of International Finan-
cial Reporting Standards, and are compiled from the consolidated
financial statements prepared by the Company as required by the
Financial Instruments and Exchange Law of Japan.

The translation of yen amounts into U.S. dollar amounts is in-
cluded solely for convenience, as a matter of arithmetic computa-
tion only, at ¥100.17 = U.S.$1.00, the approximate rate of exchange
in effect on March 31, 2008. This translation should not be con-
strued as a representation that yen have been, could have been, or
could in the future be, converted into U.S. dollars at the above or
any other rate.

2. Summary of Significant Accounting Policies

(a) Principles of consolidation and accounting for investments in
unconsolidated subsidiaries and affiliates

The accompanying consolidated financial statements as of and for
the year ended March 31, 2008 consist of the accounts of the
Company, ISK Bioscience K.K., ISK Singapore Pte. Ltd., the ISK
Americas Incorporated Group (5 subsidiaries), ISK Biosciences
Europe S.A. Group (3 subsidiaries), ISK Taiwan Co., Ltd., Fuiji Tita-
nium Industry Co., Ltd., Ishihara Techno Corporation, and ISK En-
gineering Corporation.

Ishihara Enterprise & Co., Inc. and ISK Distribution Service Co.,
Ltd., which were consolidated subsidiaries, were merged into the
Company on May 1, 2007 and October 1, 2007, respectively.

All assets and liabilities of the consolidated subsidiaries are re-
valued at fair value as of their respective dates of acquisition by the
full value method, if applicable. Goodwill and negative goodwill are
amortized over periods ranging from five years to twenty years on
a straight-line basis in accordance with the accounting practices
of their respective countries of domicile if the goodwill and negative
goodwill are material, or charged to income when incurred if imma-
terial.

The overseas consolidated subsidiaries are consolidated on
the basis of fiscal periods ending December 31, which differs from
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the balance sheet date of the Company. As a result, adjustments
have been made for any significant intercompany transactions which
took place during the period between the year ends of these over-
seas consolidated subsidiaries and the year end of the Company.

The Company's remaining subsidiaries have not been con-
solidated because they are not significant in terms of total as-
sets, retained earnings, net sales and net income. Investment
in a significant affiliate is stated at its underlying net equity after
the elimination of intercompany profit. Investments in uncon-
solidated subsidiaries and the remaining affiliates companies
are stated at cost.

(b) Foreign currency translation

Foreign currency transactions

All monetary assets and liabilities denominated in foreign curren-
cies are translated into yen amounts at the rates of exchange in
effect at the balance sheet date, except that receivables and
payables hedged by qualified forward foreign exchange contracts
are translated at their corresponding contracted rates. All other
assets and liabilities denominated in foreign currencies are trans-
lated at their historical rates.

Revenue and expense items arising from transactions denomi-
nated in foreign currencies are generally translated into yen at the
exchange rates in effect at the respective transaction dates. For-
eign exchange gain or loss is credited or charged to income in the
year in which such gain or loss is recognized for financial reporting
purposes.

Financial statements of overseas consolidated subsidiaries

The balance sheet accounts of the overseas consolidated subsid-
iaries are translated into yen at the rates of exchange in effect at
the balance sheet date, except that the components of net assets
excluding minority interests in consolidated subsidiaries are trans-
lated at their historical rates. Revenue and expense accounts are
translated at the average rates of exchange in effect during the
year. Differences resulting from translating financial statements de-
nominated in foreign currencies have not been included in the de-
termination of net income (loss) but are reported as minority inter-
ests in consolidated subsidiaries and translation adjustments which
are components of net assets.

(c) Cash and cash equivalents

For the purposes of the consolidated statements of cash flows,
cash and cash equivalents include cash on hand and in banks and
other highly liquid investments with maturities of three months or
less when purchased.



(d) Inventories

Inventories of the Company and its domestic consolidated subsid-
iaries are valued at cost determined by the weighted-average
method. Inventories of the overseas consolidated subsidiaries are
stated at the lower of cost or market, the cost of inventories of ISK
Singapore Pte. Ltd. being determined by the moving average
method and the cost of those of other subsidiaries, by the weighted-
average method.

(e) Securities

Securities are classified into three categories: trading securities,
held-to-maturity debt securities and other securities. Trading se-
curities, consisting of debt and marketable equity securities, are
credited or carried at fair value. Gain and loss, both realized and
unrealized, are credited or charged to income. Held-to-maturity
debt securities are carried at amortized cost. Marketable securi-
ties classified as other securities are carried at fair value, with any
changes in unrealized holding gain or loss, net of the applicable
income taxes, reported as a separate component of net assets.
Non-marketable securities classified as other securities are carried
at cost. Cost of securities sold is determined by the moving aver-
age method.

(f) Derivatives and hedging activities
Derivative financial instruments are utilized by the Company and its
domestic consolidated subsidiaries principally in order to manage
risk arising from adverse fluctuation in foreign exchange rates and
interest rates. The Company and its domestic consolidated sub-
sidiaries have established a control environment which includes
policies and procedures for risk assessment, including an assess-
ment of the effectiveness of their hedging activities, and for the
approval, reporting and monitoring of transactions involving de-
rivatives. The Company and its domestic consolidated subsidiar-
ies do not hold or issue derivatives for speculative trading purposes.
The Company and its domestic consolidated subsidiaries are
exposed to market risk arising from their forward foreign exchange
contracts and interest-rate swap contracts. The Company and its
domestic consolidated subsidiaries are also exposed to the risk of
credit loss in the event of nonperformance by the counterparties to
these contracts; however, they do not anticipate nonperformance
by any of these counterparties, all of whom are financial institutions
with high credit ratings.

Derivatives are carried at fair value with any changes in unreal-
ized gain or loss credited or charged to income, except for those
which meet the criteria for deferral hedge accounting under which
unrealized gain or loss is deferred and reported as a component of
net assets. Receivables and payables hedged by forward foreign
exchange contracts which meet certain conditions are translated
at their contracted rates. Interest-rate swaps which meet certain
conditions are accounted for as if the interest rates which apply to
the swaps had originally applied to the underlying debt.

(9) Property, plant and equipment and depreciation

Property, plant and equipment are stated at cost. Depreciation of
property, plant and equipment is recognized primarily by the straight-
line method over the estimated useful lives of the respective as-
sets. The useful lives of property, plant and equipment are princi-
pally as follows:

Buildings and structures ...............ccoeee. 3 to 55 years
Machinery and equipment ............cc.o.o..e. 2 1o 20 years

Costs for maintenance, repairs and minor renewals are charged to
income as incurred. Major renewals and betterments are capital-
ized.

(h) Research and development costs and computer software
Research and development costs are charged to income as in-
curred. Expenditures relating to computer software developed for
internal use are charged to income as incurred, except if these are
deemed to contribute to the generation of future income or cost
savings. Such expenditures are capitalized as assets and amor-
tized by the straight-line method over their estimated useful lives,
generally a period of 5 years.

(i) Allowance for doubtful receivables
The Company and its domestic consolidated subsidiaries have pro-
vided an allowance for doubtful receivables based on their histori-
cal experience of bad debts on ordinary receivables plus an addi-
tional estimate of probable specific doubtful accounts from cus-
tomers experiencing financial difficulties.

The allowance for doubtful receivables of the overseas con-
solidated subsidiaries has been provided at the estimated aggre-
gate amount of their probable bad debts.
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(i) Accrual for Periodic Repairs

The principal items of equipment of the Company installed are sub-
ject to periodic overhaul every two or more years. The Company
has provided an accrual for periodic repairs based on the esti-
mated costs for overhauling this equipment.

(k) Reserve for Ferosilt removal

The Company has provided a reserve for Ferosilt removal and dis-
posal based on local costs for the removal, transportation and dis-
posal of Ferosilt at each location estimated with reference to the
construction region and disposal location.

() Reserve for implementation of environmental and safety ar-
rangements

The Company has provided an estimated reserve for future
payments to promote environmental and safety arrangements
in its manufacturing plants.

The Company investigated the status of its environmental
and safety arrangements in the Yokkaichi factory and deter-
mined to record a reserve for implementation of environmental
and safety arrangements to provide for future payments related
to maintenance of the factory and disposal of idle assets. As a
result, income before income taxes and minority interests de-
creased by ¥580 million ($5,790 thousand) for the year ended
March 31, 2008 from the corresponding amount which would
have been recorded under the previous method.

(m) Leases

The Company and its domestic consolidated subsidiaries lease
certain equipment under non-cancelable lease agreements referred
to as finance leases. Finance leases other than those which trans-
fer the ownership of the leased property to the Company and its
domestic consolidated subsidiaries are accounted for as operat-
ing leases.

The overseas consolidated subsidiaries lease certain equip-
ment under non-cancelable lease agreements. These leased as-
sets are generally classified and accounted for by methods gener-
ally accepted in the respective countries in which they are incorpo-
rated.

(n) Retirement benefits

The Company and its domestic consolidated subsidiaries have
defined benefit pension plans and retirement benefit plans. The
retirement benefit plans provide for lump-sum payments to eli-
gible employees upon retirement and are determined by refer-
ence to their basic salary, years of service and certain other
factors.
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Accrued retirement benefits are provided based on the
amount of the projected benefit obligation reduced by the pen-
sion plan assets at fair value at the balance sheet date. The net
retirement benefit obligation at transition of ¥6,450 million
($64,395 thousand) is being amortized by the straight-line
method over a period of 15 years.

Prior service cost is amortized by the straight-line method
over the estimated average remaining years of service of the
employees participating in the plans.

Actuarial gain or loss is amortized in the year following the
year in which such gain or loss is recognized, principally by the
straight-line method over the estimated average remaining years
of service of the employees participating in the plans.

(o) Retirement benefits for directors and corporate auditors
Until the year ended March 31, 2007, accrued retirement ben-
efits for directors and corporate auditors were recorded at an
amount equal to an estimate of the amounts which would be
payable to them if they had retired at the balance sheet date.

However, the Company approved a resolution to abolish
the internal rule for retirement benefits for directors and corpo-
rate auditors and make a final payment at the 84th annual share-
holders' meeting held on June 28, 2007. Pursuant to the reso-
lution, the Company reversed accrued retirement benefits for
directors and corporate auditors and included the outstanding
payables at March 31, 2008 in "Other current liabilities" and
"Other long-term liabilities". Its domestic consolidated subsid-
iaries record accrued retirement benefits for directors and cor-
porate auditors at an amount equal to an estimate of the
amounts which would be payable to them based on their inter-
nal rules if they were to retire at the balance sheet date.

(p) Income taxes

Income taxes are calculated based on taxable income and charged
to income on an accrual basis. Certain temporary differences exist
between taxable income and income reported for financial state-
ment purposes which enter into the determination of taxable in-
come in a different period. The Company and its domestic con-
solidated subsidiaries recognize the tax effect of such temporary
differences in their consolidated financial statements.



3. Investments in Securities

Marketable securities classified as held-to-maturity debt securities and other securities at March 31, 2008 and 2007 were as follows:
(a) Held-to-maturity debt securities

Millions of yen Thousands of U.S. dollars
2008 2007 2008
Carrying Estimated Unrealized Carrying Estimated Unrealized Carrying Estimated Unrealized
value fair value loss value fair value loss value fair value loss
Securities whose carrying value
exceeds their estimated fair value ¥10 ¥10 ¥(0) ¥10 ¥10 ¥ (0) $100 $100 $(0)
I ¥10 ¥10 ¥(0) ¥10 ¥10 ¥ (0) $100  $100 $(0)
(b) Other securities
Millions of yen Thousands of U.S. dollars
2008 2007 2008
Acquisition Carrying Unrealized Acquisition Carrying Unrealized Acquisition Carrying Unrealized
cost value gain (loss) cost value gain (loss) cost value gain (loss)
Securities whose carrying value
exceeds their acquisition cost:
Equity securities ........ccovvvvvcian, ¥637 ¥1,175 ¥538 ¥2133 ¥5134  ¥3,001 $6,361 $11,724  $5,363
Subtotal 637 1,175 538 2,133 5,134 3,001 6,361 11,724 5,363
Securities whose acquisition cost
exceeds their carrying value:
EqQuity SECUMHIES ......vvvvooreeerene. 220 175 (45) 32 31 (1) 2,199 1,747 (452)
SUBLOtal ..o 220 175 (45) 32 31 (1) 2,199 1,747 (452)
TOtal v ¥857  ¥1,350 ¥493 ¥2,165 ¥5,165  ¥3,000 $8,560 $13,471  $4,911

The carrying value of the principal investments in non-marketable securities at March 31, 2008 and 2007 is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2008 2007 2008

Other securities:
UNlISted BQUILY SECUMHIES ..v.vvveviiiiiireiieeiciei et ¥1,381 ¥954 $13,792

Proceeds from sales of, and gross realized gain on, other securities for the years ended March 31, 2008 and 2007 are summarized as follows:
Thousands of

Millions of yen U.S. dollars
2008 2007 2008
ProCeeds frOM SAIES ......c.viieiiiie ettt ¥2,660 ¥3,706 $26,552
GroSs reaAlIZEA GaIN .....cvvviieieiii e s 1,336 2,198 13,339
The redemption schedule at March 31, 2008 for held-to-maturity debt securities classified as other securities was as follows:
Millions of yen Thousands of U.S. dollars
Due in one year Due after one year Due after five years Due in one year Due after one year Due after five years
or less through five years through ten years or less through five years through ten years
Government bonds............c.c.c........ Y — Y — ¥ 10 $— $— $ 100

4. Inventories

Inventories at March 31, 2008 and 2007 are summarized as follows:

Thousands of

Millions of yen U.S. dollars

2008 2007 2008

FINISNEA GOOTS ...t ¥15,185 ¥15,302 $151,593
WOIK iN PrOCESS ...vvvvviieiciiicieie e 5,954 5,772 59,442
Raw materials and supplies 13,169 9,453 131,461
¥34,308 ¥30,527 $342,496
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5. Short-Term Bank Loans and Long-Term Debt

The average annual interest rates on short-term bank loans at March 31,
2008 and 2007 were 1.9% and 1.8%, respectively.

Long-term debt, including the current portion of long-term debt, at
March 31, 2008 and 2007 consisted of the following:

Thousands of

Millions of yen U.S. dollars

2008 2007 2008
SECUrEA DANK J0ANS ...ttt ettt ettt ee et ¥ 9,989 ¥12,725 $ 99,720
UNSECUrEd DANK I0BNS ....vviiviieceiee ettt 24,315 31,035 242,737
34,304 43,760 342,457
Less amounts due WIthin ONE YEAI ..........ccciviiiviiiiiiccee e (9,594) (10,716) (95,777)
¥24,710 ¥33,044 $246,680
Interest rates applicable to long-term bank loans presented in the above These bank loans become due through 2017.
table fell in the range of 1.0% to 5.9% at March 31, 2008 and 2007.
The aggregate annual maturities of long-term debt subsequent to March 31, 2008 are summarized as follows:
Thousands of
Year ending March 31, Millions of yen U.S. dollars
2009 . E bbb ¥ 9,594 $ 95,777
20700 1ottt £ttt R Rt E R E Rt R et R Rttt n ettt 11,420 114,002
20 PSPPI TO 9,350 93,338
200 ettt Rt R R Rt R et R bRttt 1,229 12,271
20T B bbb 833 8,321
O = TaTo I 0 T=Y == PP 1,878 18,749
¥34,304 $342,458
At March 31, 2008, the following assets were pledged as collateral for short-term bank loans, the current portion of long-term debt and long-term debt:
Thousands of
Millions of yen U.S. dollars
Cash AN IME ABPOSIES ......cveereeiiieee ettt ettt ettt ettt ettt ettt ettt Y 80 $ 799
Property, plant and equipment, net of accumulated depreCiation ... 36,081 360,202
INVESTMENTS IN SECUMHIES ...ttt bbbt 75 746
¥36,236 $361,747

Short-term bank loans, the current portion of long-term debt and long-term debt secured by such collateral at March 31, 2008 were as follows:

Thousands of

Millions of yen U.S. dollars

ShO-EEIM DANK IOANS ...ttt ettt et et e et et e et e et e st e et e e rte s ¥13,040 $130,179
Current portion Of IONG-TEIM AEDT ........iuiiieeece e 2,329 23,250
LONG-TEIMM BT ...ttt bbbttt 7,660 76,470

¥23,029 $229,899

In addition, investments in securities of ¥703 million ($7,015 thou-
sand), buildings and structures of ¥798 million ($7,961 thousand),
land of ¥561 million ($5,602 thousand) and property, plant and
equipment and other of ¥1 million ($11 thousand) were pledged
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as collateral to secure loans from certain financial institutions at
March 31, 2008. However, there were no corresponding liabili-
ties at March 31, 2008.



6. Research and Development Costs

Research and development costs included in manufacturing costs and 31,2008 and 2007 totaled ¥6,457 million ($64,459 thousand) and ¥6,398
selling, general and administrative expenses for the years ended March million, respectively.

7. Retirement Benefits

The following table sets forth the funded and accrued status of the em- for the Company’s and the accompanying consolidated subsidiaries’
ployees’ retirement benefit plans and the amounts recognized in the ac- defined benefit pension plans:
companying consolidated balance sheets at March 31, 2008 and 2007

Thousands of

Millions of yen U.S. dollars
2008 2007 2008

Retirement benefit OblIgation ... ¥(10,586) ¥(10,780) $(105,675)
Plan assets at falr VAIUE .........ccoviiiiiic e 592 602 5,908
Unfunded retirement benefit obligation ... (9,994) (10,178) (99,767)
Unrecognized net retirement benefit obligation at transition ... 3,010 3,470 30,051
Unrecognized actuarial [0SS (QaIN) .......voveeiiiiiieeiieeee e 12 (52) 114
UNrecognized Prior SEIVICE COST ....cuiiiiiiiieiiie ettt 173 96 1,729
Net retirement benefit ObIIGatoN ..........coviiiiiiic e (6,799) (6,664) (67,873)
Prepaid PENSION COST .....vviviiiiitiiieee e — (32) —
Adjustment for projected benefit obligation of an overseas subsidiary ...........c.ccovvvennn (96) — (959)
Accrued retirement DENEAITS ..o ¥ (6,895) ¥ (6,696) $ (68,832)

The domestic consolidated subsidiaries have adopted certain simplified ~ under the accounting standard for employees’ retirement benefits.
methods for calculating their accrued retirement benefits as permitted

The components of retirement benefit expense for the years ended March 31, 2008 and 2007 were as follows:

Thousands of

Millions of yen U.S. dollars
2008 2007 2008

SBIVICE COSE ..vvviiitieieie s e et e et e st e e es e eeees e e Y 577 ¥ 606 $ 5,755
Q1 EETCS TS A eT0 ] TR 246 242 2,457
Expected return 0N plan @SSELS .......civiviiiiiieiri e 23 (10) 231
Amortization of retirement benefit obligation at transition ..., 460 434 4,590
Amortization of unrecognized actuarial (gain) I0SS .........cevriiriiiiiiie 2) 10 (21)
Amortization of unrecognized Prior SEIVICE COST ....viviiiiiiiiiieieee e 12 7 124
Retirement DENEfit EXPENSE .vivviviiiiieii e ¥ 1,316 ¥ 1,289 $ 13,136

The retirement benefit expense of certain domestic consolidated subsidiaries, which calculated the retirement benefit expenses by simplified meth-
ods, has been included in service cost in the above table.

The assumptions used in accounting for the defined benefit pension plans for the years ended March 31, 2008 and 2007 were as follows:

2008 2007
DISCOUNT TALE ..ttt ettt bbbt b bbbt b et b ettt e bttt 2.5% 2.5%
Expected rate of return 0N PIAN @SSELS .....iviiiiiiiiiii e e 2.5% 2.5%
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8. Loss on Impairment of Fixed Assets

For the year ended March 31, 2007, the Company recorded a loss on impairment of fixed assets. The loss on impairment of fixed assets is

summarized as follows:

Location Major use Classification Millions of yen
Yokkaichi Factory
(Yokkaichi City, Mie Prefecture) Idle assets Structures, machinery and equipment ¥1,006

The aggregate loss on impairment of fixed assets of ¥1,006 million for
the year ended March 31, 2007 consisted of ¥65 million on buildings,
¥425 million on machinery, ¥1 million on other assets and ¥515 million
on removal expenses.

The Company acknowledges that its oil boiler facilities are unem-
ployed assets and recorded a loss on impairment of the oil boiler facili-
ties as an extraordinary loss since the Company achieved a reduction in
energy costs through the operation of its coal boiler facilities which were
completed in June 2005, and achieved a stable technical outcome by
completing regular repairs to the coal boiler facilities in October 2006.
As aresult, the Company determined to dismantle the oil boiler facilities
which had been idle and were a backup for the coal boiler facilities. The
recoverable amount of the oil boiler facilities was based on their net sales
price.

9. Income Taxes

For the year ended March 31, 2008, the Company recorded a loss
on impairment of fixed assets of ¥31 milion ($309 thousand). However,
the details of the impaired assets have not been presented because the
related amounts of loss on impairment of fixed assets were immaterial.

The Company and its domestic consolidated subsidiaries group their
assets in association with their business and production processes. Idle
assets which are not anticipated to be utilized in the future and leased
property are classified as individual cash-generating units. Assets, which
are not definitely linked to a specific business, such as the head-office
building, the facilities for research and development and the facilities for
welfare, are classified as corporate assets.

Income taxes applicable to the Company and its domestic consolidated
subsidiaries consist of corporation, inhabitants' and enterprise taxes. The
statutory tax rates in Japan for the years ended March 31, 2008 and
2007 were, in the aggregate, approximately 40.1% and 39.5%, respec-

tively.

The effective tax rate reflected in the accompanying consolidated
statement of income for the year ended March 31, 2008 differs for the
above statutory tax rate for the following reasons:

2008
Statutory tax rate .....ooveeeiveeicecece e 40.1%
Permanently non-deductible expenses 1.1
Permanently NON-taXabIE INCOME .......c.viviiiiiitet ittt ettt ettt ettt st et e b bt et et ebe st e e et et ete st e b e be st ere et e s ans (12.3)
Per capita portion Of INNADITANTS' TAXES .....vvirriiiii it ettt e et et e st e e e et e e 0.6
FOEIGN INCOME TAXES ..ttt bbb bbb bbbk b s bt h bbb bt btk bbbttt et e bbbt 0.1
Changes iN VaIUATION GlIOWENCE .......c.vuviiieiiietiie ettt ettt ettt bbbttt s bbbttt ettt anenes 20.4
Tax rate differences of conSolidated SUDSITIAMNES .........viiiiiiiiiie it ae et aneanes (1.2
Unrealized gain on interComMPany traNSACHIONS .........uiuiiiiiieiiie ettt bbb bbbt 1.0
OB ettt L b1 b ettt a1t e Lot b e 4o 1 e bt et b e bt et e b et et er e et et et e b e e et et et et et ete et ereas 0.3
EFFECTIVE 18X TALE ..ttt bbb bbb b bR bbb bRt b e bbbt b et 49.5%

A reconciliation of the differences between the statutory tax rate and the
effective tax rate for the year ended March 31, 2007 has not been pre-
sented because loss before income taxes and minority interests was
recorded.

Deferred income taxes reflect the net tax effect of the temporary
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differences between the carrying amounts of the assets and liabilities for
financial reporting purposes and the corresponding amounts for income
tax purposes. The significant components of the Company's and con-
solidated subsidiaries' deferred tax assets and liabilities at March 31,
2008 and 2007 are summarized as follows:



Thousands of

Millions of yen U.S. dollars

2008 2007 2008

Deferred tax assets:
TaX 10SS CAMYTOIWAITS .....vviviirieiecie sttt ¥12,842 ¥12,621 $128,198
Retirement benefits .......cccovvveviiiiiiicce 2,682 2,666 26,776
Unrealized gain on intercompany transactions 877 1,093 8,756
Write-downs of marketable and investment SECUNIES ..........ccoiviviiiiiicicccecis 101 2 1,003
ACCIUED BXPENSES ..vvvvverririirieiesie s se s 709 827 7,076
Write-downs of inventories ..........cccceevvvvviireens 154 139 1,539
ACCrued DONUSES ......ccovveeieiieiieeeee e 231 235 2,308
Write-downs of property, plant and equipment 124 131 1,240
Reserve for FErosilt reMOVAl ..........oouviiieecee et ee e 10,831 12,775 108,124
OHNBT e 2,297 2,130 22,933
GroSs AEferred taX SSELS .....viiiiiii it 30,848 32,619 307,953
Less valuation @llOWANCE ..........cueiiiiiiiii e (9,436) (9,625) (94,199)
Total deferred taX @SSELS .....iiiviiiii it 21,412 22,994 213,754
Deferred tax liabilities:

Property, plant and 8qUIDMENT .........cc.ciiiiiiicccc s (21) (206) (206)
Unrealized holding gain on securities (176) (994) (1,762)
OMNET e (780) (474 (7,778)
Total deferred tax lIAbIItIES .........ccoviiiiiiiii e (977) (1,674) (9,746)
Net ABfEITEA taX ASSEES ...vviiiiiiiiii ettt ¥20,435 ¥21,320 $204,007

10. Shareholders’ Equity

The Corporation Law of Japan (the "Law") provides that an amount equal to
10% of the amount to be disbursed as distributions of capital surplus (other
than the capital reserve) and retained earnings (other than the legal reserve)
be transferred to the capital reserve and the legal reserve, respectively, until
the sum of the capital reserve and the legal reserve equals 25% of the capital
stock account. Such distributions can be made at any time by resolution of
the shareholders or by the Board of Directors if certain conditions are met.
The Company's legal reserve included in retained earnings at March 31,

Treasury stock

2008 and 2007 amounted to ¥270 million ($ 2,694 thousand) and ¥270 mil-
lion, respectively.

Under the Law, upon the issuance and sale of new shares of common
stock, the entire amount of the proceeds is required to be accounted for as
common stock, although a company may, by resolution of the Board of Di-
rectors, account for an amount not exceeding one-half of the proceeds of
the sale of new shares as additional paid-in capital.

Movements in treasury stock during the years ended March 31, 2008 and 2007 are summarized as follows:

Number of shares

2008

March 31, 2007

Increase Decrease March 31, 2008

Treasury stock

139,211

3,212,360 6,222 3,345,349

Number of shares

2007

March 31, 2006

Increase Decrease March 31, 2007

Treasury stock

12,078,489

157,007 12,096,285 139,211
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11. Leases

The following pro forma amounts represent the acquisition costs, accumu-
lated depreciation and net book value of the leased assets at March 31,
2008 and 2007, which would have been reflected in the accompanying con-

solidated balance sheets if finance lease accounting had been applied to the
finance leases currently accounted for as operating leases:

Millions of yen Thousands of U.S. dollars
2008 2007 2008
Acquisition  Accumulated  Net book Acquisition  Accumulated  Net book Acquisition  Accumulated  Net book
costs depreciation value costs depreciation value costs depreciation value
Machinery and equipment................ ¥2312  ¥1,211  ¥1,101 ¥2,434 ¥1,200  ¥1,144 $23,084 $12,088 $10,996
Other .o 1,001 475 526 1,145 623 522 9,991 4,738 5,253
¥3,313  ¥1,686 ¥1,627 ¥3,679 ¥1,913  ¥1,666 $33,075 $16,826 $16,249

Lease payments relating to finance leases accounted for as operating leases
for the years ended March 31, 2008 and 2007 amounted to ¥591 million
($5,903 thousand) and ¥675 million, respectively. Depreciation of the leased
assets computed by the straight-line method over the respective lease terms
for the years ended March 31, 2008 and 2007 amounted to ¥591 million

($5,903 thousand) and ¥675 million, respectively.

Future minimum lease payments (including the interest portion thereon)
subsequent to March 31, 2008 for finance leases accounted for as operating
leases are summarized as follows:

Thousands of

Year ending March 31, Millions of yen U.S. dollars
2009 .ttt ¥ 543 $ 5428
2010 @NA TNEIEAMET ... bbb 1,084 10,824

¥ 1,627 $ 16,247
Future minimum lease payments (including the interest portion thereon) subsequent to March 31, 2008 for operating leases are summarized as
follows:

Thousands of

Year ending March 31, Millions of yen U.S. dollars
2009 bR LRt R E £ R b £ b kR bt Rttt ettt ne e ¥ 322 $3,219
QRO I g To I gl YT 1< RS STRP 432 4,316

¥ 754 $7,535

12. Derivatives

The notional amounts and the estimated fair value of the derivative in-
struments outstanding which did not qualify for deferral hedge account-

ing at March 31, 2008 were as follows:

Currency-related transactions Milions of yen Thousands of U.S. dollars
Notional Estimated  Unrealized Notional ~ Estimated Unrealized
amount fair value loss amount fair value loss

Forward foreign exchange contracts

Sell:

U.S. dOMAIS .o 1 ¥ ¥ 0 $ 7 & 6 $ 0

Buy:

Japanese yen 716 733 17) 7,155 7,325 (171)

OBl eovvvvveeeveeeeseeeeeee e eeeeeeeeseseeseeeeeseseeeseseeeeesseseeeesreseeserenes ¥717 ¥734 ¥(17) $7,162  $7,331 $(171)

The corresponding presentation at March 31, 2007 of the above table
has been omitted since all of the currency-related transactions for the
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13. Contingent Liabilities

At March 31, 2008, the Company and its consolidated subsidiaries were contingently liable for the following:

Thousands of

Millions of yen U.S. dollars

Trade notes receivable discounted With DANKS ..........cviiiiiiiii e ¥219 $2,188
ENAOISEA NOIES ...ttt ettt ettt et ettt e et e et e et et e et e et et ere e 11 108
As guarantor for borrowings of unconsolidated SUDSITIANES ..........ccoveiiiiiiiiii e 186 1,853
¥416 $4,149

14. Supplemental Information to Consolidated Statements of Cash Flows

A reconciliation between cash and cash equivalents in the accompany-
ing consolidated statements of cash flows and cash and time deposits

in the accompanying consolidated balance sheets as of March 31, 2008
and 2007 is presented as follows:

Thousands of

Millions of yen U.S. dollars

2008 2007 2008

Cash and tiMe dBPOSIES ......vcveviiiiiiite et ¥28,393 ¥42,349 $283,452

Time deposits with a maturity in excess of three Months ...........ccccvviviiiicciccccn (20) (100) (203)

Cash and Cash EQUIVAIENTS .......coiviiiiiciiceee e ¥28,373 ¥42,249 $283,249
15. Amounts per Share

Yen U.S. dollars

2008 2007 2008

Net INCOME (I0SS) PEI SNAIE ....c.vcviviiiciiiiticiece e ¥ 6.87 ¥ (10.54) $0.0686

NEL @SSELS PEI SNAME ..viviieii i 121.65 118.28 1.2144

Net income (loss) per share is based on the net income (loss) attributable
to shareholders of common stock and the weighted-average number of
shares of common stock outstanding during each year. Net assets per
share is based on the number of shares of common stock outstanding
at the year end.

No diluted net income per share for the years ended March 31, 2008

is presented since no potentially dilutive securities have been issued.

The financial data for the computation of basic net income (loss) per
share for the years ended March 31, 2008 and 2007 in the table above is
summarized as follows:

Thousands of

Millions of yen U.S. dollars
2008 2007 2008
Information on basic net income (loss) per share:
NEL INCOME (I0SS) .vivvviiiiviiiiietei ettt ¥2,643 ¥(3,935) $26,385
Adjusted net income (loss) attributable to common shareholders .................c........ ¥2,643 ¥(3,935) $26,385
Thousands of shares
2008 2007
Weighted-average number of shares of common stock outstanding during the year ....... 384,501 373,190

The financial data for the computation of net assets per share at March 31, 2008 and 2007 in the above table is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2008 2007 2008
TOTAI NET ASSELS ..ttt ¥46,814 ¥45,692 $467,342
Deductions from total net assets:
MINOFIY INTEIESES: .ot (38) (248) (381)
Total net assets used in the calculation of net assets pershare .............c..ccccvevenen. ¥46,776 ¥45,444 $466,961
Thousands of shares
2008 2007
Number of shares used in the calculation of net assets per share...............ccocoevvevininns 384,494 384,221
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16. Related Party Transaction

Major transactions with the principal shareholder for the years ended March 31, 2008 and 2007 were as follows:

Transactions Remaining balances
Thousands of Thousands of
Millions of yen U.S. dollars Millions of yen U.S. dollars
Name of principal Type of
shareholder transaction 2008 2007 2008 Account name 2008 2007 2008
MITSUI & CO., LTD.  Sales of products ¥10,564 ¥10,100 $105,464 Trade receivables ¥2,799 ¥2,128  $27,946
Purchases of raw materials 6,575 6,610 65,639 Trade payables 3,488 3,682 34,822

17. Business Combination

7

(a) Merger with Ishihara Enterprise & Co., Inc. (“Ishihara Enterprise”)
On May 1, 2007, Ishihara Enterprise, a consolidated subsidiary of the
Company, was merged into the Company based on a resolution ap-
proved at a meeting of the Board of Directors of the Company held on
March 7, 2007, pursuant to Article 796, Paragraph 3 of the Corporation
Law and a merger agreement entered March 7, 2007. Ishihara Enter-
prise obtained approval for the merger agreement by resolution of the
shareholders at a meeting held on March 23, 2007.

Prior to the merger, Ishihara Enterprise was engaged in the real es-
tate business. The Company determined that the merger would contrib-
ute to savings of indirect cost and enhance efficiency in group asset
management by integrating the real estate business of common stock of
Ishihara Enterprise into the Company's owned assets.

In connection with the merger, the Company issued 3,479,000 shares
of common stock of the Company based on a conversion ratio of 3.55
shares of the Company's common stock for each share of Ishihara En-
terprise.

The Company has accounted for this business combination as a
merger under common control which has been eliminated as an internal
transaction pursuant to "Accounting Standard for Business Combina-
tions" (issued on October 31, 2003 by the Business Accounting Council
of Japan), and "Guidance on Accounting Standard for Business Combi-
nations and Accounting Standard for Business Divestitures" (Account-
ing Standards Board of Japan (ASBJ) Guidance No. 10 issued on De-
cember 22, 2006).

The condensed balance sheet of Ishihara Enterprise at April 30, 2007 was as follows:

Thousands of
Millions of yen U.S. dollars

CUITEBNT BSSEES .....v.vieceiicte ettt ettt ettt s et s sttt ettt b sttt ¥ 81 $ 809
NGO =TT £ TSP 3,755 37,483
TOTAI ASSES ...ttt ettt ettt ettt ettt ettt ettt ettt ettt ettt ettt ettt ¥3,836 $38,292
CUITENE TADIHIES ...ttt ettt ettt e et e et e st et e et e et et e et et e et e eteeeaeeans ¥1,916 $19,129
LONG-TEMMN IADIITIES ...ttt bttt bt 537 5,359
TOTAI TADIITIES . vvee ettt ettt et e et e et e et e sttt e st e e st e e st e e saeas 2,453 24,488
TOTAI NBE ASSEES ..ttt et e e eb e et e et e erae e 1,383 13,804
Total llabilitieS AN NEE ASSELS ......iiiiiiiii ettt e st e et e e eba e e aa e ¥3,836 $38,292

(b) Merger with ISK Distribution Service Co., Ltd. ("ISK Distribution
Service")

On October 1, 2007, ISK Distribution Service Co., Ltd., a consolidated
subsidiary of the Company, was merged into the Company based on a
merger agreement entered into between the Company and ISK Distribu-
tion Service on August 10, 2007, pursuant to Article 796, Paragraph 3
and Article 784, Paragraph 1 of the Corporation Law. ISK Distribution

Service was engaged in the distribution business. The Company deter-
mined that the merger would enhance efficiency in logistic operations by
centralizing its logistics from the receipt of raw materials to the packag-
ing and shipping of products at the Yokkaichi plant of the Company.
Since ISK Distribution Service was a wholly-owned subsidiary, the Com-
pany did not issue any shares in connection with this merger.

The condensed balance sheet of ISK Distribution Service at September 30, 2007 was as follows:

Thousands of
Millions of yen U.S. dollars

CUITENT ASSEES vttt ettt ettt ettt et ettt et ettt et e ettt e et et e st et e s et ettt et et et ettt ettt ¥675 $6,736
FIXEA @SSBLS ...ttt e ettt oottt R bbbttt e e 15 156
TOTAI ASSELS ...ttt ettt ettt ettt ettt ettt ettt et ettt ettt ¥690 $6,892
CUITENTE TBIOHMITIES ...+ttt ettt ettt ettt et ettt ettt et et ettt ettt et ettt et ettt et ettt e e ans ¥456 $4,556
LONG-TEMM HIADIITIES ...ttt 13 127
B L] ez = o) 111 PSRRI 469 4,683
TOAI NMEE ASSEES ..ttt ettt e e ettt et et e et e e 221 2,209
Total liabilitieS @NA NEE ASSELS ......ciiiiie ittt e et e e st e e eta e e tae e ¥690 $6,892
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18. Segment Information

Business segments

The Company’s and its consolidated subsidiaries’ operations are classified into 4 business segments as follows:
Inorganic chemicals
This segment’s business involves titanium dioxide and functional materials which are value-added products designed to take advantage of the
characteristics of titanium dioxide such as electronic materials, magnetic materials and other inorganic chemicals.
Organic chemicals
This segment’s business involves agrochemicals, organic intermediates and active pharmaceutical ingredients.
Construction
This segment’s business involves the construction of chemical plants.
Other businesses
This segment principally involves industries which trade and distribute the Company’s goods, rent real estate and so forth.

A summary of financial information by business segment for the years ended March 31, 2008 and 2007 is as follows:

Millions of yen
2008
Inorganic Organic Other Eliminations
chemicals chemicals Construction businesses Subtotal and corporate Consolidated
Net sales and operating income:
Net sales:
External customers ................... ¥59,410 ¥48,893 ¥ 7,764 ¥1,211 ¥117,278 ¥ ¥117,278
Intersegment ........ccccoovevvrenae — — 5,276 3,207 8,483 (8, 483) —
Net saleS ....ovovevviiiiiiiiins 59,410 48,893 13,040 4,418 125,761 (8,483) 117,278
Operating eXpenses .........ccoveererenes 56,706 33,770 11,897 4,201 106,574 (5,309) 101,265
Operating iNCOME ........cccceveerereenee. ¥ 2,704 ¥15,123 ¥ 1,143 ¥ 217 ¥ 19,187 ¥ (3,174) ¥ 16,013
Total assets ¥73,521 ¥43,386 ¥ 7,847 ¥3,695 ¥128,449 ¥48,958 ¥177,407
Depreciation and amortization ........... 3,815 689 71 35 4,610 165 4,775
Capital expenditures ..........cccccovevene. 4,342 1,210 150 32 5,734 (284) 5,450
Millions of yen
2007
Inorganic Organic Other Eliminations
chemicals chemicals Construction businesses Subtotal and corporate Consolidated
Net sales and operating income:
Net sales:
External customers .........c......... ¥57,641 ¥43,196 ¥ 3,933 ¥1,391 ¥106,161 ¥ ¥106,161
Intersegment ........ccooveeiiiennn. — — 6,841 5,230 12,071 (12 071) —
Net sales ......ccoovvvveviiiieinnns 57,641 43,196 10,774 6,621 118,232 (12,071) 106,161
Operating eXpenses .........ccceeveererenes 53,543 32,529 9,839 6,243 102,154 (8,704) 93,450
Operating inCOMe .......ccccvereeereenene ¥ 4,098 ¥10,667 ¥ 935 ¥ 378 ¥ 16,078 ¥ (3,367) ¥ 12,711
Total @SSetS .vovvvivvicicciececece, ¥69,544 ¥40,575 ¥ 9,382 ¥6,231 ¥125,732 ¥67,444 ¥193,176
Depreciation and amortization ........... 4124 794 45 42 5,005 218 5,223
Loss on impairment of fixed assets ... 933 73 — — 1,006 — 1,006
Capital expenditures ..........cccccoveuenn.n. 5,359 762 233 21 6,375 (416) 5,959
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Thousands of U.S. dollars

2008
Inorganic Organic Other Eliminations
chemicals chemicals Construction businesses Subtotal and corporate Consolidated
Net sales and operating income:
Net sales:
External customers .........c.c....... $593,093  $488,096 $ 77,505 $12,099  $1,170,793 $ $1,170,793
Intersegment .........cccoovvvrreennn — — 52,672 32,010 84,682 (84, 682) —
Net saleS......ocovevivciiiineinnan, 593,093 488,096 130,177 44,109 1,255,475 (84,682) 1,170,793
Operating eXpenses .......ccoceveeereenenn 566,100 337,118 118,769 41,943 1,063,930 (52,993) 1,010,937
Operating iNCOME .......ccceevvrererrnene. $ 26,993 $150,978 $ 11,408 $ 2,166 $ 191,545 $(31,689) $ 159,856
Total aSSEtS .vivviviiiiicicccc i, $ 733,961 $433,125 $ 78,341 $36,881 $1,282,308 $488,751 $1,771,059
Depreciation and amortization ........... 38,086 6,881 705 349 46,021 1,650 47,671
Capital expenditures ..........cccccovevennen. 43,346 12,084 1,498 313 57,241 (2,833) 54,408
Until the year ended March 31, 2007, the construction segment was presentation.

accounted for under the other businesses segment. Effective the year
ended March 31, 2008, the Construction segment has been presented
separately due to an increase in its materiality.

Based on this separate presentation of the construction segment,
the Company has restated its previously reported business segment in-
formation for the year ended March 31, 2007 to conform it to the 2008

Geographical segments

Unallocable operating expenses, consisting primarily of the
Company's expenses relating to general affairs, totaled ¥3,122 million
($31,165 thousand) and ¥3,163 million for the years ended March 31,
2008 and 2007, respectively. These have been included in "Eliminations
and corporate." Corporate assets consisted principally of the Company's
cash and time deposits and investments in securities.

Geographical segments are determined on the basis of geographic proximity and the Company's business base as follows:

Asia: Singapore and Taiwan
America: The United States
Europe: Belgium, France and Spain

Millions of yen
2008
Eliminations
Japan Asia America Europe Subtotal and corporate Consolidated
Net sales and operating income (loss):
Net sales:
External customers .......coccoeevveviiiiiinene ¥ 75,575 ¥10,680 ¥ 4,293 ¥26,730 ¥117,278 ¥ ¥117,278
INtErsegMENt .....cvveveeiierei e 32,686 5,212 29 150 38,077 (38, 077) —
Net saleS .....cccovevvieviiiiiccecc, 108,261 15,892 4,322 26,880 155,355 (38,077) 117,278
Operating eXpenses..........cocceerenne 90,463 15,492 4,496 26,511 136,962 (35,697) 101,265
Operating income (loss) ¥ 17,798 ¥ 400 ¥ (174) ¥ 369 ¥ 18,393 ¥ (2,380) ¥ 16,013
Total @SSEtS ..oovviiviciecieciecec e ¥117,282 ¥20,184 ¥ 3,779 ¥14,488 ¥155,733 ¥ 21,674 ¥177,407
Millions of yen
2007
Eliminations
Japan Asia America Europe Subtotal and corporate Consolidated
Net sales and operating income (loss):
Net sales:
External customers ........cccccevevviveenean, ¥ 70,026 ¥10,043 ¥5174 ¥20,918 ¥106,161 ¥ ¥106,161
INtErsegMENt .....cvveveeeeieree e 27,851 5127 27 97 33,102 (33, 102) —
Net SaleS .....cccovvevviiiiiiiiicccce e, 97,877 15,170 5,201 21,015 139,263 (33,102 106,161
Operating eXpenses ........ccoverreeerererienens 82,549 14,921 5,357 20,559 123,386 (29,936) 93,450
Operating income (I0SS) ........cccveeerereeuenene ¥ 15,328 ¥ 249 ¥ (156) ¥ 456 ¥ 15,877 ¥ (3,166) ¥ 12,711
Total @SSELS ..ovvivveeciiiiecceee e ¥119,337 ¥20,824 ¥ 3,651 ¥11,423 ¥155,235 ¥ 37,941 ¥193,176
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Thousands of U.S. dollars

2008
Eliminations

Japan Asia America Europe Subtotal and corporate Consolidated

Net sales and operating income (loss):

Net sales:

External customers .........ccocooveiviininnas $ 754,472 $106,616 $42,861 $266,844 $1,170,793 $ —  $1,170,793
INtErsegment .....ovovveieeiiceee e 326,304 52,032 282 1,502 380,120 (380,120) —
Net SalES ...oviviiiiiiecicecece 1,080,776 158,648 43,143 268,346 1,550,913 (380,120) 1,170,793
Operating eXPENSES .....vvveereerererrenerenenns 903,100 154,654 44,885 264,660 1,367,299 (356,362) 1,010,937
Operating income (I0SS) ..............cccoovvnn.. $ 177676 $ 3,994 $(1,742) $ 3,686 $ 183,614 $ (23,758) $ 159,856
Total @SSELS ..o $1,170,826 $201,494 $37,731 $144,635 $1,554,686 $ 216,373 $1,771,059

Unallocable operating expenses, consisting primarily of the Company’s respectively. These have been included in “Eliminations and corporate.”
expenses relating to general affairs, totaled ¥3,122 million ($31,165 thou- Corporate assets consisted principally of the Company’s cash and time
sand) and ¥3,163 million for the years ended March 31, 2008 and 2007, deposits and investments in securities.

Overseas sales

The regions are determined on the basis of geographic proximity and the Company's business activities as follows:
Asia: China, Taiwan, South Korea, Thailand, Indonesia and Singapore
America: The United States, Canada, Brazil, Argentina and Mexico
Europe: Germany, the Netherlands, France, the United Kingdom, Belgium, ltaly, Eastern Europe and the Middle East
Other:  Australia, New Zealand and Africa

Millions of yen
2008
Asia America Europe Other Total
OVverseas Net SAIBS .....ccvvcvvevecieeiecee e, ¥26,994 ¥10,244 ¥28,685 ¥516 ¥66,439
Consolidated net Sales ........cccocvevvveiieieeieceee, 117,278
Overseas net sales as a percentage of
consolidated net sales ......cccovvvvvivciiiciecien, 23.0% 8.7% 24.5% 0.5% 56.7%
Millions of yen
2007
Asia America Europe Other Total
Overseas net sales .......... ¥26,027 ¥9,634 ¥23,553 ¥571 ¥59,785
Consolidated net sales 106,161
Overseas net sales as a percentage of
consolidated net sales ......cccovevvivviviiiiciiicen, 24.5% 9.1% 22.2% 0.5% 56.3%
Thousands of U.S. dollars
2008
Asia America Europe Other Total
OVErseas NEt SAIES ...c.voveveeereeeeeeeee oo $269,486 $102,263 $286,359 $5,154 $ 663,262
Consolidated net sales ......c.ccovveiviiiiiiiciicce e 1,170,793
Overseas net sales as a percentage of
consolidated net sales ......cccovvvvevevciiiciecien, 23.0% 8.7% 24.5% 0.5% 56.7%
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19. Subsequent Events

(a) Merger and business divestiture

Pursuant to a resolution approved by the Board of Directors at a meeting
held on February 8, 2008, effective April 1, 2008, Ishihara Techno Cor-
poration, a consolidated subsidiary, changed its company name to
Ishihara Trading Co., Ltd. and a new company, Ishihara Techno Corpo-
ration was established as a result of a spin off of certain businesses of
Ishihara Trading Co., Ltd.

Ishihara Trading Co., Ltd. was merged into the Company on April 1,
2008 pursuant to Article 796, Paragraph 3 and Article 784, Paragraph 1
of the Corporation Law of Japan.

Prior to this merger and business divestiture, the former Ishihara
Techno Corporation was engaged in sales and distribution of titanium
dioxide products and raw materials, and the real estate rental business.
The Company determined that this merger and business divestiture would
strengthen its competitive power in the inorganic chemicals business, a
core business of Ishihara Techno Corporation, by integrating the real

estate rental business into the Company's business, by focusing on trad-
ing and specialized sales and distribution of titanium dioxide products
and raw materials, by sharing management resources and information
and by assigning each function properly. In connection with this merger,
Ishihara Trading Co., Ltd. was dissolved.

The Company has accounted for this business combination as a
merger under common control which has been eliminated as an internal
transaction pursuant to "Accounting Standard for Business Combina-
tions" (issued on October 31, 2003 by the Business Accounting Council
of Japan), and "Guidance on Accounting Standard for Business Combi-
nations and Accounting Standard for Business Divestitures "(ASBJ Guid-
ance No. 10 issued on December 22, 2006).

Since Ishihara Trading Co., Ltd. was a wholly-owned subsidiary, the
Company neither issued any shares nor made payments of cash in con-
nection with this merger.

The condensed balance sheet of Ishihara Trading Co., Ltd. at April 1, 2008 subsequent to the business divestiture was as follows:

Thousands of

Millions of yen U.S. dollars

CUITEBNT BSSEES .....v.vieceiteee et ettt et ettt ettt st bs sttt ettt b sttt Y 14 $ 141
NSO =TT £ RSP RT 2,673 26,687

TOTAI BSSEES ...ttt ettt ettt ettt ettt ettt ettt ettt ettt ¥2,687 $26,828
CUITENE TBIMITIES .ottt ettt ettt ettt ettt e e et ettt e et et et et et et et et ettt ettt e et e ¥1 544 $15,410
LONG-TEMM IADIITIES ...ttt bttt bbbttt 389 3,891
TOAI HAMIHIES ....v.veviveet ettt bttt ettt b ettt e et ettt r e bt ne e 1,933 19,301
QL0 t= A= A= TS = £ ORI 754 7,527
Total iabilitieS AN NEE ASSELS ... ..ccviiiiii ittt s st a e st e s s te e s aae e ¥2,687 $26,828

(b) Transfer of Industrial Power Generation Business

At its meeting held on May 26, 2008, the Board of Directors of the Com-
pany approved a resolution to transfer the industrial power generation
business of the Company's Yokkaichi Plant to Yokkaichi Energy Services
Co., Ltd. (the "Transferee"), whose main businesses are to produce, supply
and sell industrial electrical power and steam. The Company has also
signed a business transfer agreement and a master agreement concerning
business operations with the Transferee on May 26, 2008.

The reason for this transfer of business was to foster the efficient use
of the Company's assets and reinforce its financial position in accor-
dance with its future business strategy.

The Company has signed a power supply service agreement among
Japan Energy Network Co., Ltd., which is to build its own industrial power
generation network, and the Transferee, a subsidiary of Japan Energy
Network Co., Ltd., for the supply of power to the Company by the Trans-
feree.
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The Company and the aforementioned companies will work together
to ensure efficient operation of the industrial power generation business,
a stable supply of energy at the Company's Yokkaichi Plant, and the
realization of cost reductions. Seeking to boost demand, the three com-
panies will collaborate to construct a new industrial power generation
facility with the aim of expanding the business to its second phase.

The Company plans to transfer to the Transferee certain industrial
power generation facilities (a coal boiler and ancillary equipment, raw
materials, inventories and so forth) and a related business whose book
value is ¥5,309 million ($52,997 thousand) at March 31, 2008. Consid-
eration value is planned at ¥7,189 million ($71,772 thousand).

On June 27, 2008, the Company acquired 34% of the shares of
common stock of the Transferee for ¥580 million ($5,790 thousand) in
cash.

On June 30, 2008, the Company plans to transfer the above-men-
tioned business.



Report of Independent Public Accountants

Ell ERNST & YOUNG SHINNIHON

Report of Independent Auditors

The Board of Directors
Ishihara Sangvo Kaisha, 1.1d.

We have audited the accompanying consolidated balance sheets of Ishihara Sangyo Kaisha,
Lid. and comsolidated subsidiaries as of March 31, 2008 and 2007, and the related
consolidated statements of opcrations, changes in net assets, and cash flows for the years
then ended, all expressed in yen.  These financial statements arc the responsibility of the
Company’s management. Our responsibility is 10 express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in
Japun. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial slatements 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 estimalcs made by management, as well as evaluating the overall
financial statement presentation.  We belicve that our audits provide a reasonable basis
for our opinion.

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

Supplemental Information
As described in Note 19(b). on May 26, 2008, the Board of Directors of the Company
approved a resolution to transfer the industrial power generation business of the
Company’s Yokkaichi Plant to Yokkaichi Encrgy Services Co.. Lid.
The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the vear ended March 31, 2008 are presented solely for convenience. Our

audit also included the translation of yen amounts into U.S. dellar amounts and, in our
opinion, such translation has been made on the basis described in Note 1.

Ossk, fapan M%%mh

June 27. 2008
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Other Information

(a) In 1998, the Company sold its U.S. agrochemicals subsidiary, located in Houston, Texas, to Syngenta, which
is headquartered in Switzerland, with an agreement of indemnification covering certain environmental liabilities.
The Company received a claim from Syngenta concerning our responsibility for a portion of expenses incurred in
relation to environmental issues that arose in Houston in 2001. Based on the Stock Purchase Agreement, the
Company had been in discussions with Syngenta to reach a resolution. Recently, the Company and Syngenta
came to an agreement on the apportionment of specified expenses. Accordingly, this claim is now resolved

conclusively.

(b) On January 31, 2007, the Company received a claim for ¥564 million in damages from Nippon Aerosil Co.,
Ltd., pursuant to the cancellation of a contract with the Company. This suit is currently under deliberation by the
Yokkaichi Branch of the Tsu District Court. In accordance with the Company’s determination that there are no
grounds to this claim, we will deal with the case in a timely and appropriate manner by continuing to argue the

validity of the Company’s position in court.
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ISK SINGAPORE PTE. LTD.
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Tel: +65-6861-2077 Fax: +65-6861-3566

ISK Taiwan Co., Ltd.
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Ishihara Sangyo Kaisha, Ltd. 29



P
ISK Ishihara Sangyo Kaisha, Ltd.
——

Printed in Japan





