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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Financial Highlights

For the years ended March 31, 2003 and 2002

Thousands of
U.S. dollars

Millions of yen (Note)
2003 2002 2003
For the years ended March 31,
Net sales:
DOMIESTIC c.vevevievireeteeteereeteeteeseetesteseseseeseesseseeseessenseneesseresseeresaesreeseesesanas ¥ 43,020 ¥ 40,705 $ 357,901
OVELSEAS v.cvvveeereeirreeireeetreeeteeeteesteeeseesseeebeessseesesseseesseeeareessseensesseseenseenares 52,854 51,812 439,719
TOEAL et et ere e 95,874 92,517 797,620
Sales classified by business segment:
Inorganic chemicals .........ccoeuiueiiiciciiiiiiic e 48,449 45,903 403,072
Organic chemicals .........coeueuiiiieieceiiccc e 42,645 41,941 354,783
Other DUSINESS «.c.vvevieerieieereete ettt ettt et er e e ereeteereeereereeereenneenas 4,780 4,673 39,765
TOEAL e ettt ereeenras 95,874 92,517 797,620
OPperating iNCOME .......ciiiiuiiiiiiiiiiiiiie e 8,480 7,605 70,552
INEE INCOME c.utviiiiiieeeiiee ettt e ettt e e st e e ertbeeestaeeetbaeessbaeeessesessbaeessseeenssseesnres 1,351 1,833 11,239
Depreciation of property, plant and equipment .........ccceeccineinnicinncnnes 4,789 5,173 39,840
Research and development costs ..........coeeiriiiniiiciniicicccccceeene 5,667 6,350 47,150
At the year end
CULTEIIT ASSELS .uvveerereeeeerieeeeereeesteeeseseesassseesaseeesssseesassseesasseessssseesssssessssaeesns 83,470 94,318 694,426
TOLAl ASSELS wveevvriirieetieeiieeie ettt eet et e e ete et e e eteesare e teeeare e taeebeesare e raeeaneenes 146,912 160,525 1,222,227
Current Habilities .....ooveeerieiie et 74,942 87,058 623,477
Shareholders” €qUILY «..c.everveveeirnieieiricicciretceree et 45,671 43,533 379,961
U.S. dollars
Yen (Note)
Per share data
INCE ITICOIMIC ceeeeeeeeeeeeeeeee e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeeeeaaeeeaaaaaeaeaeaeasasssessanaaaaaaaaaanen ¥ 3.70 ¥ 5.02 $ 0.03
Shareholders” eqUILY ...c.covvveueiriiieiiiricircc e 125.32 119.32 1.04
Number of employees (as of March 31) ..ccecevvveinnecinnirnicinccceene, 1,814 1,863 —

Note: The U.S. dollar amounts in this report have been translated from the yen amounts, for convenience only, at ¥120.20 = U.S.$1.00, the rate of exchange prevailing on

March 31, 2003.



To Qur Shareholders and Friends

It is a pleasure to present this annual report covering the perfor-
mance of Ishihara Sangyo Kaisha Group (ISK) for fiscal 2002, ended
March 31, 2003.

The outlook for the global economy became increasingly uncer-
tain due to such factors as falling world share prices and deflationary
concerns. Although the economies of Asian nations, especially China,
were solid, recovery in the United States failed to take hold as signs
of a turnaround in the spring of 2002 were cut short by large corpo-
rate accounting scandals and crises in the Middle East. In Europe,
meanwhile, the strengthening euro caused economies in the region
to stagnate.

In Japan, ongoing structural reforms in the industrial sector led
to increases in corporate bankruptcies and higher unemployment,
while deflation and other factors reflected a severe economic cli-
mate.

Amid such challenging conditions in Japan and overseas, ISK
strove to improve profitability and expand its business operations
while pursuing reforms under its four-year structural improvement
plan, which ended in March 2003. As a result, consolidated net
sales in fiscal 2002 amounted to ¥95,874 million (US$798 mil-
lion), up 3.6% from fiscal 2001.

By segment, sales of inorganic chemicals recovered owing to im-
proving demand for mainstay titanium dioxide and functional ma-
terials. We also cut costs at the Yokkaichi plant, which helped im-
prove segment earnings. Both revenues and profits in the organic
chemicals segment increased thanks to a significant rise in sales of
agrochemicals in Europe.

The Group successfully lowered selling, general, and adminis-
trative expenses by concentrating and consolidating its R&D func-
tions.

As a result, operating income grew 11.5%, to ¥8,480 million
(US$71 million). However, net income declined to ¥1,351 million
(US$11 million) due to extraordinary items, including a loss on
devaluation of investments in securities and a foreign exchange loss.

During the year, we worked hard to slash interest-bearing li-
abilities under the four-year structural improvement plan. At the
end of the year, which also coincided with the end of the period
covered by the plan, we made ¥8.1 billion in bond repayments, thus
reaching the plan’s overall target of ¥35.0 billion in such repayments.
We also made a Groupwide effort to improve profitability and
strengthen our financial position—two key objectives of the plan.
To improve profitability, we withdrew from unprofitable businesses
in Japan and overseas and concentrated on core businesses. To
strengthen our financial position, we disposed of non-performing
assets and slashed interest-bearing liabilities, thus making great
progress in our structural reform program for the Group. We were
particularly successful in reinforcing the earnings foundation of our
agrochemicals business. However, the earnings power of our inor-
ganic chemicals business stagnated, preventing us from improving

the profit structure of that segment as planned.

While reaping the benefits of the four-year structural improve-
ment plan just ended, we have formulated a new medium-term
management plan, covering the three-year period from April 2003
to March 2006. Under the new plan, we will strive to reach unattained
goals of the old plan while also addressing new issues.

The new plan has two key objectives: (1) Build a robust earn-
ings base for our titanium dioxide business, which is largely resilient
to external economic conditions; and (2) Demonstrate our full po-
tential to become a growth-oriented group of companies.

The business climate for ISK, both domestically and overseas, is
characterized by increasing uncertainty and dramatic change. Fac-
ing these conditions, we must accelerate our decision-making pro-
cesses and become more efficiency-oriented in order to win against
global competition. To this end, we will target sustained growth and
improved earnings by cutting costs and reinforcing our R&D ac-
tivities, which will include establishing new businesses. To solidify
our financial position, we will adopt a cash-flow-intensive manage-
ment policy, shrink our asset base, and further reduce interest-bear-
ing liabilities.

We have formed specific policies for each of our major business
categories. In our titanium dioxide business, we will pursue reforms
of our cost and business structure in order to restore profitability
and strengthen our international competitiveness. In functional
materials, we will seek to become a highly profitable, development-
oriented company by continually introducing high-value-added
products and targeting ongoing business growth. In agrochemicals,
we will enter the second tier of the world market and reinforce our
business in an effort to become one of the Top 3 companies in Ja-
pan.

To achieve sustained growth and progress over the long term,
ISK will endeavor to enhance operating efficiency and reinforce in-
ternational competitiveness. We are also aware of the importance of
building a corporate governance system that focuses on maximizing
shareholder value. To achieve such a system, we recognize that in-
creasing the transparency, credibility, and soundness of management
will be crucial. For this reason, we will work to elucidate lines of
decision-making and business enforcement authority and clarify
specific responsibilities. We will also reinforce internal controls and
build a strong awareness of the importance of legal and ethical com-
pliance. Crisis management will also play a key role, and to this end
we will undertake more extensive risk management activities.

We look forward to the ongoing support and understanding of

our shareholders and customers as we tackle the challenges ahead.

B AT 6’?1" R~

Fujio Tamura

President



Business Overview

INORGANIC CHEMICALS

Titanium Dioxide and Functional Materials

Our mainstay titanium dioxide business benefited from healthy over-
seas demand, especially in China and other parts of Asia. Sales on a
volume basis also increased owing to aggressive efforts by our sales-
people. Although prices of titanium dioxide improved throughout
the world, prices in yen terms remained at previous-year levels due
to the yen’s appreciation. The sales situation in Japan, meanwhile,

remained difficult amid the stagnating domestic economy.

ORGANIC CHEMICALS

Sales of functional materials were strong owing to increased sales
to IT-related companies and higher demand for titanium dioxide
for catalytic use stemming from stricter nitrogen oxide emission stan-
dards in the United States.

Consequently, sales in this segment—covering sales of titanium
dioxide, functional materials, and other inorganic chemicals—
amounted to ¥48,449 million (US$403 million), up ¥2,546 mil-
lion. Operating income grew ¥378 million, to ¥3,251 million
(US$27 million).

Agrochemicals, Organic Intermediates, and Pharmaceuticals
The global agrochemical industry saw continued mergers and con-
solidation among North American and European companies, giv-
ing further impetus to the trend of increased domination by several
major firms. In Japan, the operating environment for the agrochemi-
cal business grew more severe, due to industrial reorganization and
other factors. In response, we focused on in-house development of
highly profitable chemicals with a strong competitive edge.

In the year under review, we achieved significantly higher sales
in Europe of Nicosulfuron, a herbicide, and Fluazinum, a fungi-
cide. Sales of Ranman, a newly developed fungicide, also were solid.

Sales of products made by FMC Corporation, a U.S. company with

OTHER BUSINESSES

whom ISK formed an alliance in the previous fiscal year, were strong,
making a full-scale contribution to segment revenue.

Despite the absence of royalty income, sales in this segment rose
¥704 million, to ¥42,645 million (US$355 million), and operating
income also rose ¥258 million, to ¥7,166 million (US$60 million).

In the year under review, we consolidated all of our agrochemi-
cal-related R&D activities in the Kusatsu Central Research Institute
in an effort to maximize R&D efficiency. In addition, we reduced
the business scope of Ishihara Argentina S.A., which sells agrochemi-
cals in Argentina, following the collapse of the financial and eco-

nomic systems in that nation in 2001.

Our other businesses are carried out mainly by Japanese construction

and trading company subsidiaries. Fiscal 2002 sales rose ¥107 million,

to ¥4,780 million (US$40 million), and operating income slipped ¥242
million, to ¥667 million (US$6 million).



Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Balance Sheets

As of March 31, 2003 and 2002

Millions of yen

Thousands of
U.S. dollars (Note 1)

2003 2002 2003
Assets
Current assets
Cash and time deposits (Notes 5 and 13) .....coccvvveccinnicinnennnnes ¥ 17,911 ¥ 20,259 $ 149,014
Short-term investments (Notes 3 and 5) ......ooeeevveevveeeeeeneeeireeennennn 136 216 1,132
Trade receivables:
INOTES ettt e e e e e ettt e e e e e e e et e e a e e eees 4,207 5,118 35,001
AACCOUNLES «.veeeeeeie et et eetee e e e et eeeaeeeeeaaaeeseaaeesenaeeesnnnessenreeeens 29,777 31,456 247,726
33,984 36,574 282,727
Less allowance for doubtful receivables..........ccccooeivvuviveiiniiiiieenn. (1,432) (1,998) (11,913)
Trade receivables, NEt .......covviviiiiiiiiiiiieceeceee e 32,552 34,576 270,814
Inventories (INOTE 4) ..oc.ueviiceeeiieieeeeeeee et eeetee et e e eeaeeesareeesaeeeeans 26,790 32,767 222,879
Deferred income taxes (INOte 8) ....ccueivvvieeeiereeeieeeireeeeeeeeeesreeeneens 1,552 956 12,907
Other CUITENT ASSELS .oouvvviiireieiireeeeeeeeeeeereeeereeeeeneeeeeraeeeeeaeeeeereeeeenes 4,529 5,544 37,680
Total CUITENT ASSELS ..eeivveiiieeieeetieeeeeeeeeeeeeeeeee e e e e seaeeeas 83,470 94,318 694,426
Investments and advances
Investments in securities (Notes 3 and 5)
Unconsolidated subsidiaries and affiliates.........cccoovvivvivivirinnnnnnne. 3,369 3,465 28,024
(@337 ST TP RTURPRRTN 4,870 5,481 40,520
Total INvestments N SECULIIES ....ccouveeerereeeeeireeeeireeereeeens 8,239 8,946 68,544
Long-term loans .........c.coccoeviiiiiininiiiincens 108 186 900
Less allowance for doubtful accounts...........oecvevvveiviiivieinieiiieenen (0) (0) (0)
Long-term loans, Net .....ccccccevvueucirnccnnecinreeeseenenes 108 186 900
Deferred income taxes (INOte 8) ...eevviveieiiieieieirieeeeeeeeeeeee e 4,844 3,079 40,298
(@ 1357 ST PRSP RROPPRRRRRRORRINY 1,109 1,410 9,227
Total investments and advances ........ccocoveeevevveerecneeerinneenn. 14,300 13,621 118,969
Property, plant and equipment, at cost (Note 5)
Land oo et 5,836 5,858 48,554
Buildings and structures ...........ccooeiiiniiiininiiii, 44,634 45,222 371,328
Machinery and equipment .........cccovvevevennierernineinneceneseeeneneees 100,739 107,203 838,098
Construction i PrOZLESS .....ccveerviruemiruerieririeirieeereseeesueeereseenesaeeans 983 1,146 8,173
152,192 159,429 1,266,153
Less accumulated depreciation ........cccoceveeeneinenenicnccnenncnecnnenenn, (103,691) (107,654) (862,651)
Property, plant and equipment, Net......c.ccceueveurreruereenennee 48,501 51,775 403,502
O hEr ASSEES ..t e e e e et e e e eeeeeeeeeeeeeeeeeeeaesaneeas 641 811 5,330
TOtAl ASSELS wuveeiveieeceriieeieee et et ¥146,912 ¥160,525 $1,222,227

The accompanying notes are an integral part of the consolidated financial statements.



Thousands of

Millions of yen U.S. dollars (Note 1)
2003 2002 2003
Liabilities and Shareholders’ Equity
Current liabilities
Short-term bank 10ans (INOte 5) ...cccvevrierueieeiieireeeecteeere et eere e esreenees ¥ 43,761 ¥ 46,999 $ 364,072
Current portion of long-term debt (Note 5) ..c.cooveveivinicininiiiccecene 6,600 13,974 54,912
Trade payables:
INOLES i e e ettt e e e e e e et e et e e e e e e e ra b ————— 4,213 4,049 35,048
AALCCOUNES .ttt ettt e et e e e e et e e eeaeeeeeaaeeesaeeseneeessnseeesnneeeennes 12,585 12,549 104,705
16,798 16,598 139,753
ACCIUE INCOMIE TAXES weeieviiiieeieeieieee ettt e et e e st e e e eteeeeeeteeseaaeeeseteeessnseeesanneas 125 204 1,039
ACCIUE EXPEIISES ..evviniriiniieieiiieie ettt 3,718 5,265 30,933
Other current Habilities .........ocviiiiiiiiiiiiiceieeie e 3,940 4,018 32,768
Total current Habilities ....co.veevvviiiveiieiiieeceee e 74,942 87,058 623,477
Long-term liabilities
Long-term debt (NOTE 3) ...c.ooiiiiiiuiiiiieiiiiiiieiirecereeeeee e 17,487 21,540 145,482
Accrued retirement benefits for employees (Note 7) ....c.evvenerererirerierercueucenac 4,470 3,921 37,185
Accrued retirement benefits for directors and corporate auditors .................. 900 858 7,489
Deferred income taxes (INOE 8) ....iivveiiviiiiiiieiiiieieeiee sttt 329 197 2,733
OO ettt et e s et e e st e e et e e seaeeeseaeeeeans 2,857 3,171 23,771
Total long-term liabilities ......cooeiviniiiinniiiiciicccce 26,043 29,687 216,660
Contingent liabilities (Note 12)
MINOLILY INEELESTS ..euveuvventeriietirteiirteitrteateteate ettt ettt eb et es bbbt b senes 256 247 2,129
Shareholders’ equity
Common stock:
Authorized: 1,000,000,000 shares
Issued: 369,757,510 shares in 2003 and 2002 ........ccceeevevieeeinieeieeeeeeennee, 42,029 42,029 349,655
Capital surplus (NOTE 9) ....cuoiviiiiiiiiieiciricceceeee s 5,235 5,235 43,556
Retained earnings (NOte 9) .....ccccuiiiiiiiiiiiniiiiiiccicccecs 2,452 1,101 20,399
Surplus arising from land revaluation (Note 10) ....ccoovveveeueuererccccininnerennes 100 98 832
Net unrealized holding loss 0n SECUIIHES .....covvveuiirieuiciniiicirircceeceeenes (260) (1,262) (2,158)
Translation adjustments .........ccccovrueueeiririiininieeieec e (1,609) (1,447) (13,387)
Less treasury stock, at cost:
5,321,501 shares in 2003 and 4,925,543 shares in 2002.........ccccovveeeunnns (2,276) (2,221) (18,936)
Total shareholders’ equity .......coeeiviieiiiiiiiicccce 45,671 43,533 379,961
Total liabilities and shareholders’ equity .........cccoveeirerueininucinnnnee ¥146,912 ¥160,525 $1,222,227

The accompanying notes are an integral part of the consolidated financial statements.



Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Income

For the years ended March 31, 2003 and 2002

Millions of yen

Thousands of
U.S. dollars (Note 1)

2003 2002 2003
Net sales (INOLE 15) ....oouiiviiirieiriiiiereeteeireete ettt e eere et eere e e eae et e ereenvesseesesaeen ¥95,874 ¥92,517 $797,620
Cost 0 5les (INOTE 6) ..c.vvveeieiieeeiieeeeee ettt et e et e e s eaeeesaae s 69,388 66,068 577,270
GIOSS PIOFIE cuvuveviiniieietiririeieiererte ettt ettt ettt ettt b et b e saeneee 26,486 26,449 220,350
Selling, general and administrative expenses (Note 6) .........cccocouvererrerererencnnee 18,006 18,844 149,798
Operating income (INOEE 15) ...cuiiriiueuirinieriiriicinreeereeeeeeeeneneee 8,480 7,605 70,552
Other income:
Interest and dividend INCOME ......coouviiiiieieiiiiieeeeee e 224 336 1,860
Gain on sales of property, plant and equipment .......c.coeecervueirneernecennes 2 15 19
Gain on sales of INVEStMENTS 1N SECULIEIES ..vvevvvreeerrieeerrereeeereeesreeeessereesennes — 195 —
Foreign exchange gain ... — 171 —
ORT ettt e e e et s et e e st e e et e e s eaaes 326 1,204 2,711
552 1,921 4,590
Other expenses:
TNEEIESE EXPEIISE w.vevevererererrerererererereieetaeeeeeetatsttatats ettt seseses e sesasesesseaesenenenene 2,032 2,472 16,903
Loss on disposal of property, plant and equipment .........ccccccvveecireicinienencne. 716 283 5,955
Loss on devaluation of investments in SECUTIIES ......ecvvrevrveevreerreereeeerneeennees 1,903 1,229 15,832
Foreign exchange 1ss .......c.cccoceiiiiiiinininnrr e 1,295 — 10,777
[ 73 111 SRR 3,562 3,346 29,637
9,508 7,330 79,104
(Loss) income before income taxes and minority interests .....c....cocevven.. (476) 2,196 (3,962)
Income taxes (Note 8):
(@013 o L ORI 379 412 3,154
DELErTEd ..ottt et st eae e (2,215) (96) (18,432)
MINOIIEY IIEELESTS wvevvevenrrerrenerreeerensererteetereseressenesaessentssesessensesesenessesessennenensenes 9 47 77
INEE LIICOMMIE ..ottt ettt eee e ettt e ettesae et esasesesatesaesasessesasesaeesesaean ¥ 1,351 ¥ 1,833 $ 11,239

The accompanying notes are an integral part of the consolidated financial statements.



Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Cash Flows

For the years ended March 31, 2003 and 2002

Millions of yen

Thousands of
U.S. dollars (Note 1)

2003 2002 2003
Cash flows from operating activities
(Loss) income before income taxes and minority interests ........cocevveerveruenenne ¥ (476) ¥ 2,196 $ (3,962)
Adjustments to reconcile (loss) income before income taxes and minority
interests to net cash provided by operating activities:
Depreciation and amortization .........ccceeeeeereeerrereeereenrensererseneeesseessenees 5,043 5,417 41,959
Loss on disposal of property, plant and equipment .......cococccvvveerreecnennee 626 160 5,207
Loss on devaluation and sales of investments in SeCUTItIES .......cevvrerveernnen.n 1,947 1,239 16,196
Foreign exchange 1oss (gain) ........ccccovieiiiniiiinniiiecccceeecnes 833 (722) 6,932
Loss (gain) on sales of investments in SECUTTHES ....ccceveueeruerireriereririeriennes 14 (195) 116
Provision for retirement Denefits vooeeeeueeeeeeeeeeeeeeee et eeeeeeeeeeeeeeeeeaee 591 446 4,913
Interest and dividend INCOMIE ......ccvvviieuviiiiiieeceee e (224) (336) (1,860)
INEEIEST EXPEIISE «eovenveverienerienreteietirteeentest ettt ertsteeesre e ebenesesnese s seenenenennenes 2,032 2,472 16,903
Equity in loss of affiliated companies ........c.cocvuevecerrreinnererneecnniecnennen 315 283 2,620
ORET ettt e et e e e et e s aa e eaae s (262) 1,182 (2,184)
Changes in operating assets and liabilities:
RECEIVADIES vttt e e e e e eeeeeeseseeaeeseeesrneeeesesannees 2,274 3,134 18,918
TIVEITOTIES 1evveievieeerieeteecteecte et e eete e et eeeteeebeeeteeebeeeaseeteesabeenseeeabeesaseenseens 5,724 255 47,621
Other current assets and other operating assets ............ceveveveeuererererercncnns 556 997 4,628
Payables ....cooviiiiinieicc s 299 (1,888) 2,489
Accrued expenses and other current liabilities .........cooceveiiiniiinciinne (580) (3,397) (4,825)
SUDBLOTAl ..ttt e e e 18,712 11,243 155,671
Interest and dividends received ........cccovuievieeiiieiiiecii e 215 528 1,787
INEErest Paid c.eeverveverieirieiricieere et (2,070) (2,452) (17,218)
INCOMmE taXeS PALd ..vveuvrvviiiirieieiiiriei ettt (415) (342) (3,450)
Net cash provided by operating activities ..........cccceeveueriruercerueneae. 16,442 8,977 136,790
Cash flows from investing activities
Purchases of property, plant and equIpmeNt ......c.covveerirverirnecreneecnieenene (3,616) (3,631) (30,079)
Increase in INVESTMENTS I SECULITIES ....vvveeevvieeeiieeeeeiieeeeeieeeeeireeeeeneeeeereeeeans (663) (420) (5,518)
Proceeds from sales of property, plant and equipment .......c.ccccceveinineinnnes 28 385 233
Proceeds from sales of investments in SECULItIES .......eeeeveveeeievereeereeeeeeireeeeenns 217 849 1,803
Increase in long-term loans.........ccccccviiiiiniiiiniii (22) (23) (181)
Decrease in long-term 1oans ..o 96 82 800
(@ 13 11T T s 1<, R (27) 1,860 (226)
Net cash used in investing activities .........cceveererueecerueeneneenenenes (3,987) (898) (33,168)
Cash flows from financing activities
Decrease in short-term bank 10ans, Net........cocoeviiiiiiiiiiiieiiieeeeeeee e (3,165) (1,543) (26,334)
Proceeds from long-term debt ........c.cccciviiiiiiniciiniiiccceces 2,660 3,160 22,130
Repayment of long-term debt.......cccoviiiiniiiiniiiicicccee, (5,851) (6,227) (48,674)
Repayment of Bonds ........c.ccooiueuiiniiieiiniiiincceeceeee s (8,100) (14,335) (67,388)
OThEr, MOt auiiiuiiiceii ittt ettt e et eaa e e saeesaaeesaaeeaeesaae s (55) (8) (460)
Net cash used in financing activities ........c.cceeeererieicirceninenceene. (14,511) (18,953) (120,726)
Effect of exchange rate changes on cash and cash equivalents...........ccoccccceeneie. (242) 377 (2,009)
Decrease in cash and cash equivalents ...........ccooeciniciniiiniciicce (2,298) (10,497) (19,113)
Cash and cash equivalents at beginning of year ........c.cccoccoveveiineiinncciniene. 20,199 30,696 168,043
Cash and cash equivalents at end of year (Note 13) ...cccoeerineenvereneeneneennen ¥17,901 ¥20,199 $148,930

The accompanying notes are an integral part of the consolidated financial statements.



Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

For the years ended March 31, 2003 and 2002
1. Basis of Preparation of Consolidated Financial Statements

Ishihara Sangyo Kaisha, Ltd. (the “Company”) and its domestic consolidated
subsidiaries maintain their accounts and records in accordance with accounting
principles and practices generally accepted and applied in Japan. Its overseas
consolidated subsidiaries maintain their accounts in conformity with the require-
ments of their countries of domicile. The accompanying consolidated financial
statements have been compiled from the consolidated financial statements pre-
pared by the Company as required by the Securities and Exchange Law of Japan,
which may differ in certain material respects from accounting principles and
practices generally accepted in countries and jurisdictions other than Japan.

The translation of yen amounts into U.S. dollar amounts is included solely for
convenience, as a matter of arithmetic computation only, at the rate of ¥120.20 =
U.5.$1.00, the approximate rate of exchange in effect on March 31, 2003. This
translation should not be construed 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.

Certain amounts in the prior year’s financial statements have been reclassified
to conform to the current year’s presentation.

2. Summary of Significant Accounting Policies

(a) Principles of Consolidation and Accounting for Investments in
Unconsolidated Subsidiaries and Affiliates

The accompanying consolidated financial statements for the years ended March
31, 2003 and 2002 consist of the accounts of the Company, ISK Bioscience KX.,
ISK Singapore Pte. Ltd., the ISK Americas Incorporated Group (6 subsidiaries),
ISK Biosciences Europe S.A., ISK Taiwan Co., Ltd., Ishihara Argentina S.A.,
Ishihara Tecno Corporation, Ishihara Enterprise & Co. Inc., ISK Engineering
Corporation and ISK Distribution Service Co. Ltd.

Concord Research Center, Inc., which was included in the consolidated finan-
cial statements of ISK Americas Incorporated for the previous year, was closed
during the year ended March 31, 2003.

All significant intercompany accounts and transactions have been eliminated

in consolidation.

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

The Company’s remaining subsidiaries have not been consolidated because
they are not significant in terms of total assets, retained earnings, net sales and net
income. The investments in significant affiliates have been stated at their underly-
ing net equity after the elimination of intercompany profit. Investments in un-
consolidated subsidiaries and the remaining affiliated companies are stated at cost.

(b) Foreign Currency Translation

Foreign currency transactions

All monetary assets and liabilities denominated in foreign currencies 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 con-

tracts are translated at their corresponding contract rates. All other assets and

liabilities denominated in foreign currencies are translated at their historical rates.
Revenue and expense items arising from transactions denominated in foreign

currencies are generally translated into yen at the exchange rates in effect at the

respective transaction dates. Foreign 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 sheets accounts of the overseas consolidated subsidiaries are translated

into yen at the rates of exchange in effect at the balance sheet date except that the

components of shareholders’ equity are translated 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 denominated
in foreign currencies have not been included in the determination of net income
but are reported as translation adjustments as a component of shareholders” equity.

(c) Cash and Cash Equivalent

For the purposes of the consolidated statements of cash flows for the years ended
March 31, 2003 and 2002, 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 subsidiaries 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 at ISK Singapore Pte. Ltd. being determined by the moving average
method and the cost of those at other subsidiaries, by the average method.

(e) Investments in Securities

Securities are classified into three categories: trading securities, held-to-maturity
debt securities and other securities in accordance with “Accounting Standard for
Financial Instruments” issued by the Business Accounting Deliberation Council
of Japan.

Under this standard, trading securities are carried at fair value. Gain and loss,
both realized and unrealized, are charged to income. Held-to-maturity debt
securities are carried at amortized cost. Marketable securities 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
shareholders’ equity. Non-marketable securities classified as other securities are
carried at cost. Cost of securities sold is determined by the moving average
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 currency exchange rates and interest rates. The Company
and its domestic consolidated subsidiaries have established a control environment
which includes policies and procedures for risk assessment, including an assess-
ment of the effectiveness of the hedging, and for the approval, reporting and
monitoring of transactions involving derivatives. The Company and its domestic
consolidated subsidiaries do not hold or issue derivatives for speculative trading
purposes.

The Company and its domestic consolidated subsidiaries are exposed to cer-
tain market risk arising from their forward foreign exchange contracts and inter-
est-rate options positions. The Company and its domestic consolidated subsidiar-
ies are also exposed to the risk of credit loss in the event of non-performance by
the counterparties to the currency and interest-rate 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 unrealized gain or loss
credited or charged to income, except for those which meet the criteria for defer-
ral hedge accounting under which unrealized gain or loss is deferred as an asset or
liability.

(g) Property, Plant and Equipment
Property, plant and equipment are stated at cost. Depreciation of the respective
assets is recognized primarily by the straight-line method.

Costs for maintenance, repairs and minor renewals are charged to income as
incurred; major renewals and betterments are capitalized.

(h) Research and Development Costs and Computer Software
Research and development costs are charged to income as incurred. 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 amortized by the
straight-line method over their useful lives, generally a period of 5 years.



(i) Allowance for Doubtful Accounts
The Company and its domestic consolidated subsidiaries have provided allow-
ances for doubtful receivables based on their historical experience of bad debts on
ordinary receivables plus an additional estimate of probable specific doubtful
accounts from customers experiencing financial difficulties.

The allowance for doubtful accounts of the overseas consolidated subsidiaries
has been provided at an estimated aggregate amount of their probable bad debts.

() 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 transfer the ownership of the leased property to the Company and its
domestic consolidated subsidiaries are accounted for as operating leases.

The overseas consolidated subsidiaries lease certain equipment under non-cancel-
able lease agreements. These leased assets are generally classified and accounted for
either as finance or operating leases in conformity with the accounting principles and
practices accepted in the countries in which they are incorporated.

(k) 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 eligible employees upon retirement determined by
reference to their basic salary, years of service and certain other factors.

3. Short-Term Investments and Investments in Securities

In accordance with “Accounting Standard for Retirement Benefits” issued by
the Business Accounting Deliberation Council of Japan, accrued retirement ben-
efits are provided based on the amount of the projected benefit obligation reduced
by the pension plan assets at fair value at the balance sheet date. The net retirement
benefit obligation at transition of ¥6,506 million ($54,126 thousand) is being
amortized by the straight-line method over 15 years.

Actuarial gain or loss is amortized in the year following the year in which 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.

Directors and corporate auditors are not covered by these plans. Accrued
retirement benefits for directors and corporate auditors have been recorded at an
amount equal to an estimate of the amounts payable to them if they retired at the
balance sheet date.

The overseas consolidated subsidiaries do not have pension plans such as those
of the Company and its domestic consolidated subsidiaries.

(1) 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 statement purposes which enter into the determi-
nation of taxable income in a different period. The Company and its domestic
consolidated subsidiaries recognize the tax effect of such temporary differences in
their consolidated financial statements.

Marketable securities classified as held-to-maturity debt securities and other securities at March 31, 2003 and 2002 were as follows:

(a) Held-to-maturity debt securities

Millions of yen

Thousands of U.S. dollars

2003 2002 2003
Carrying Estimated Unrealized Carrying Estimated Unrealized Carrying Estimated Unrealized
value fair value gain value fair value loss value fair value gain
Securities whose fair value
exceeds their carrying value ........ ¥10 ¥10 ¥0 ¥— ¥— ¥— $84 $84 $0
Securities whose carrying value
exceeds their fair value................ — — — 10 10 0 — — —
Total wooveveeeveeeveeeeee ¥10 ¥10 ¥0 ¥10 ¥10 ¥ 0 $84 $84 $0
(b) Other securities
Millions of yen Thousands of U.S. dollars
2003 2002 2003
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 .....cocccervevrrerrerernenes ¥ 656 ¥ 986 ¥ 330 ¥ 720 ¥ 901 ¥ 181 $ 5,454 $ 8,198 $2,744

Subtotal ....coveeveeeiiieiieieeee, 656 986 330

720 901 181 5,454 8,198 2,744

Securities whose acquisition cost
exceeds their carrying value:

Equity SECUrities ....evevevevererererennes 3,511 2,926 (585) 4,948 3,532 (1,416) 29,212 24,347  (4,865)
Debt securities.......cccevveeveennenne.. — — — 50 50 — — — —
Other ..o 3 2 (1) 3 2 (1) 24 14 (10)
Subtotal c...oovviiiiiiiieeies 3,514 2,928 (586) 5,001 3,584 (1,417) 29,236 24,361 (4,875)
Total covveieiiieieeeeeeeieee ¥4,170 ¥3,914 ¥(256) ¥5,721  ¥4,485 ¥(1,236) $34,690 $32,559 $(2,131)

(c) A breakdown of other securities whose market value was not
determinable at March 31, 2003 and 2002 is as follows:

Thousands of

Millions of yen U.S. dollars

2003 2002 2003

Bonds held to maturity «....ccccceunee ¥136 ¥ 156  $1,132
Other seCurities ....oeveeeeeeeeeeeeeeeennen. 947 1,045 7,877

(d) The proceeds from sales of, and gross realized gain and loss on, other
securities for the years ended March 31, 2003 and 2002 are
summarized as follows:

Thousands of

Millions of yen U.S. dollars

2003 2002 2003

Proceeds from sales ¥1 ¥6 $ 6
Gross realized gain .. . — 0 —
Gross realized [0ss ......coovveevveennennnen. 14 2 116




() The carrying value of held-to-maturity debt securities and debt
securities classified as other securities at March 31, 2003 is summa-
rized as follows:

Thousands of
Millions of yen  U.S. dollars

Bonds Bonds
$1,132

Due in one year or less ....cccoveereruinennne ¥136

4. Inventories

Inventories at March 31, 2003 and 2002 are summarized as follows:

Thousands of

Millions of yen U.S. dollars

2003 2002 2003

Finished goods .......ccccccocveininnnnnes ¥16,136 ¥19,780 $134,238
Work in process .......coeueuene. 3,132 3,864 26,060
Raw materials and supplies 7,522 9,123 62,581

¥26,790 ¥32,767 $222,879

5. Short-Term Bank Loans and Long-Term Debt

The average annual interest rates on short-term bank loans for the years
ended March 31, 2003 and 2002 were 1.5% and 1.6%, respectively.

Long-term debt including the current portion at March 31, 2003
and 2002 consisted of the following:

Thousands of

Millions of yen U.S. dollars

2003 2002 2003

Loans from banks (secured) ................. ¥18,433 ¥21,657 $153,356
Loans from banks (unsecured) 5,654 5,757 47,038
5.7% yen bonds due 2003 ................... — 8,100 —
24,087 35,514 200,394
Less amounts due within one year ...... (6,600) (13,974)  (54,912)
¥17,487 ¥21,540 $145,482

Loans from banks and other financial institutions with interest rates in
2003 ranging from 1.0% to 5.8%, due through 2017, and in 2002,
ranging from 1.0% to 5.8%, due through 2017:

The aggregate annual maturities of long-term debt subsequent to March
31, 2003 are summarized as follows:

6. Research and Development Costs

Thousands of
Year ending March 31, Millions of yen U.S. dollars

¥ 6,600 $ 54,912

4,459 37,100

4,007 33,334

3,165 26,334

2,731 22,719

3,125 25,995

¥24,087 $200,394

At March 31, 2003 and 2002, the following assets were pledged as

Research and development costs included in manufacturing costs and
selling, general and administrative expenses for the years ended March 31,
2003 and 2002 totaled ¥5,667 million ($47,150 thousand) and ¥6,350
million, respectively.

1. Retirement Benefits

The following table sets forth the funded and accrued status of the
retirement benefit plans and the amounts recognized in the
consolidated balance sheets at March 31, 2003 and 2002 for the
Company’s and the consolidated subsidiaries’ defined benefit plans:

Thousands of
Millions of yen U.S. dollars
2003 2002 2003
Retirement benefit obligation ........... ¥10,473 ¥10,470 $87,132
Plan assets at fair value ..................... (275) (348) (2,290)
Unfunded retirement benefit
obligation .....c.ccveeivinieiiininnne. 10,198 10,122 84,842
Unrecognized net retirement benefit
obligation at transition ................. (5,205)  (5,639)  (43,303)
Unrecognized actuarial loss .............. (523) (562) (4,354)
Accrued retirement benefits............... ¥ 4470 ¥ 3,921 $37,185

The components of retirement benefit expenses for the years ended
March 31, 2003 and 2002 were as follows:

Thousands of
Millions of yen U.S. dollars
2003 2002 2003
Service cost ¥ 527 ¥ 490 $ 4,381
Interest cost 246 320 2,050
Expected return on plan assets.......... (14) (14) (116)
Amortization of retirement benefit
obligation at transition ................. 434 434 3,608
Amortzation of unrecognized
actuarial loss (gain) .......c.cccceuuee. 33 (@) 276
Retirement benefit expenses ¥1,226  ¥1,228  $10,199

The assumptions used in accounting for the defined benefit plans for the
years ended March 31, 2003 and 2002 were as follows:

2003 2002
Discounted rate .......ccoeevveevveeereeeeeerneennens 2.5% 2.5%
Expected rate of return on plan assets ..... 4.0% 4.0%

8. Income Taxes

Income taxes applicable to the Company and its domestic consolidated subsid-
aries consist of corporation, inhabitants’ and enterprise taxes. The statutory tax
rate in Japan for the years ended March 31, 2003 and 2002 was, in the aggregate,
approximately 40.8%.

The difference between the statutory tax rate and the effective tax rate for the
year ended March 31, 2002 is reconciled as follows:

collateral to secure the above short-term bank loans and long-term debt: 2002
. Thousands of Statutory TAX TALE vrvverererereeeerereeeeeenesesissnnrnrrerereresseeeeeeeeeeeeeeasanans 40.8%
Millions of yen U.S. dollars Permanently nondeductible expenses . 14.4
2003 2002 2003 Permanently nontaxable dividends .......... (2.6)
Cash and time deposits .................... ¥ — ¥ 10 $ — Per cap ita portion of inhabitants’ taxes 2.6
. L . Foreign income taxes .... 3.2
Investments in securities including Valustion all 453
hort-term investments 3.735 5.390 31,076 aluation allowance .........cccccccvevcvne assssssssssnniirsssssssoans (45.8)
sho S ceeneeneneenne > > > Effect of differences in tax rates of consolidated subsidiaries ... (1.1)
Property, plant and equipment, Unrealized profit on intercompany transactions...................... 2.9
net of accumulated depreciation ... 35,977 37,436 299,306 Effecti 14.4%
All assets of ISK Singapore Pre. Led. ECLIVE TAX TALE vvvvvverevereesessrsesssssssssesssssssessesessssessssssssesessssens 4%
(except for certain property, A reconciliation of the difference between the statutory income tax
plant and equipment) ................. 10,107 12,337 84,086 rate and the effective tax rate for the year ended March 31, 2003 has

¥49,819 ¥55,173 $414,468

not been presented because a loss before income taxes and minority
interests was recorded.



Deferred income taxes reflect the net tax effect of the temporary
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
and consolidated subsidiaries’ deferred tax assets and liabilities at
March 31, 2003 and 2002 are summarized as follows:

Thousands of
Millions of yen U.S. dollars
2003 2002 2003
Deferred tax assets:
Tax loss carryforward ........ccceunee. ¥15,610 ¥15,467 $129,867
Retirement benefits ......cceeeuneen.... 1,370 1,018 11,402
Unrealized profit on
intercompany transactions........ 838 838 6,976
Write-downs of marketable and
INVEStMENt SECULIIES ..veveenn..... 409 120 3,402
Accrued expenses ................ 182 203 1,513
Write-downs of inventories .......... 161 177 1,343
Accrued bonuses ........coeeeeveeeennne... 160 142 1,328
Werite-downs of property,
plant and equipment................. 141 2,116 1,170
Other c.voovieieeeeeeeeeeeeeeee 1,265 1,960 10,523
Gross deferred tax assets ........... 20,136 22,041 167,524
Valuation allowance............ccu.... (12,828) (16,869) (106,722)
Total deferred tax assets ........... 7,308 5,172 60,802
Deferred tax liabilities:
Property, plant and equipment...... 1,234 1,316 10,272
Other uvevieeieeeeeeeeeeeeeeeeee, 7 17 58
Total deferred tax liabilities ...... 1,241 1,333 10,330
Net deferred tax assets .............. ¥ 6,067 ¥ 3,839 $ 50,472

On March 31, 2003, Cabinet Order No. 9 entitled “Reform of a
Portion of Local Tax Law” was issued and this reform will apply to
fiscal years beginning after April 1, 2004. As a result, the statutory
income tax rate to be used for the calculation of deferred income taxes
arising from temporary differences which are expected to be realized
or settled after April 1, 2004 was changed to 39.5% from 40.8%. The
effect of this change in rate was to decrease deferred tax assets and
income taxes — deferred by ¥139 million ($1,154 thousand).

11. Leases

9. Capital Surplus and Retained Earnings

The Commercial Code of Japan (the “Code”) provides that an amount
equal to at least 10% of the amounts to be disbursed as distributions of
earnings be appropriated to the legal reserve until the sum of the legal
reserve and capital surplus equals 25% of the common stock account.
The Code also stipulates that, to the extent that the sum of the capital
surplus account and the legal reserve exceeds 25% of the common stock
account, any such excess is available for appropriation by resolution of the
shareholders. No legal reserve has been included in retained earnings at
March 31, 2003 or 2002.

Effective April 1, 2002, the Company and its domestic consolidated
subsidiaries adopted Financial Accounting Standards No. 1, “Accounting
Standards for Treasury Stock and Reversal of Legal Reserves.” The effect
of the adoption of this standard on the consolidated statement of income
for the year ended March 31, 2003, was immaterial.

10. Land Revaluation

At March 31, 2002, a domestic affiliate, which has been accounted for by
the equity method, revalued its land held for business use in accordance
with the “Land Revaluation Law” and the “Amended Land Revaluation
Law.” As a result of this revaluation by the affiliate, the Company
recognized the portion attributable to the Company’s interest in the
unrealized gain on land revaluation and this has been accounted for as
“surplus arising from land revaluation” under shareholders’ equity in the
consolidated balance sheets at March 31, 2003 and 2002.

The following pro forma amounts represent the acquisition costs, accu-
mulated depreciation and net book value of the leased assets as of March
31, 2003 and 2002, which would have been reflected in the consolidated

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
2003 2002 2003
Acquisition  Accumulated ~ Net book Acquisition  Accumulated ~ Net book Acquisition  Accumulated ~ Net book
costs depreciation value costs depreciation value costs depreciation value

Machinery and equipment ............. ¥4,394 ¥1,972 ¥2,422

¥3,705 ¥1,481  ¥2,224 $36,558 $16,404 $20,154

Lease payments relating to finance leases accounted for as operating
leases for the years ended March 31, 2003 and 2002 amounted to
¥709 million ($5,901 thousand) and ¥551 million, respectively. De-
preciation of the leased assets computed by the straight-line method
over the respective lease terms for the years ended March 31, 2003
and 2002 amounted to ¥709 million ($5,901 thousand) and ¥551
million, respectively.

Future minimum lease payments (including the interest portion
thereon) subsequent to March 31, 2003 for finance leases accounted
for as operating leases are summarized as follows:

Thousands of

Year ending March 31, Millions of yen  U.S. dollars
2004 1o ¥ 736 $ 6,122
2005 and thereafter........cooouveveuieieieenneenns 1,686 14,032
¥2,422 $20,154

Future minimum lease payments (including the interest portion
thereon) subsequent to March 31, 2003 for operating leases are
summarized as follows:

Thousands of
Year ending March 31, Millions of yen  U.S. dollars
2004 .o ¥346 $2,880
2005 and thereafter 380 3,163

¥726 $6,043




12. Contingent Liabilities

At March 31, 2003, 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 ....veeeeeeeeeeeeeeeeeee e ¥199 $1,651
As guarantor for borrowings of
unconsolidated subsidiaries ................... 259 2,156

¥458 $3,807

13. Supplemental Information to Consolidated Statements of Cash Flows

A reconciliation between cash and cash equivalents in the consolidated
statements of cash flows and cash and time deposits in the consolidated
balance sheets as of March 31, 2003 and 2002 is presented as follows:

Thousands of
Millions of yen U.S. dollars
2003 2002 2003
Cash and time deposits .......c.c.ccou..... ¥17,911 ¥20,259 $149,014
Time deposits with a maturity in
excess of three months ................. (10) (60) (84)
Cash and cash equivalents ................ ¥17,901 ¥20,199 $148,930
14. Amounts per Share
Yen U.S. dollars
2003 2002 2003
NEt INCOME weeeeeeeeeeeeeeeeeereeeeenes ¥ 370 ¥ 5.02 $0.03
INEL ASSELS .vvveeeereeerreeireeereeeieeeene 125.32  119.32 1.04

15. Segment Information

Until the year ended March 31, 2002, net income per share was com-
puted based on the net income reported in the consolidated statements of
income and the weighted average number of shares of common stock
outstanding during each year, and amounts per share of net assets were
computed based on the net assets reported in the consolidated balance
sheets and the number of shares of common stock outstanding at each
balance sheet date.

In accordance with a new accounting standard for earnings per share
which became effective April 1, 2002, net income per share for the year
ended March 31, 2003 has been computed based on the net income
available for distribution to shareholders of common stock and the
weighted average number of shares of common stock outstanding during
the year, and amounts per share of net assets at March 31, 2003 has been
computed based on the net assets available for distribution to the share-
holders of common stock and the number of shares of common stock
outstanding at the year end.

The basic financial data for the computation of basic net income per
share based on the above standard for the year ended March 31, 2003 are

summarized as follows:

Thousands of
Millions of yen  U.S. dollars

Information on basic net income per share:
NEL INCOME wvvereeierisreseeereeeeereeereeeseeerenne ¥1,351
Deduction from net income:
Bonuses to directors and
StAtULory aUdItOrs .....ccvvevercerecieiereene — —

$11,239

Adjusted net income attributable to
shareholders of common stock .....................

¥1,351 $11,239

Weighted average number of shares of

364,675,952 shares

common stock outstanding during 2002 ......

If the Company had adopted the new standard for the year ended
March 31, 2002, net assets per share at March 31, 2002 and basic net
income per share for the year ended March 31, 2002, would have
remained unchanged.

Business segments

The Company and its consolidated subsidiaries’ operations are classified into 3 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, magnetic materials and other inorganic chemicals.

Organic chemicals

This segment’s business involves agrochemicals, organic intermediates and active pharmaceutical ingredients.

Other businesses

This segment principally involves industries which trade and distribute the Company’s goods, construct chemical plants, rent real estate, and so forth.

A summary of financial information by business segment for the years ended March 31, 2003 and 2002 is as follows:

Millions of yen

2003
Inorganic Organic Other Eliminations
chemicals chemicals businesses /corporate Consolidated
Sales and operating income:
Net sales:
OUtside CUSTOMELS ..eevvvieieeieiieeeeieeeeeeeeeeeeeeeeeeeesaeeas ¥48,449 ¥42,645 ¥ 4,780 ¥ — ¥ 95,874
Intersegment ............ — — 8,906 (8,9006) —
Total sales 48,449 42,645 13,686 (8,906) 95,874
OPperating eXPemnses ..........oueuevrerereerrerereeereressessesesessseseseenns 45,198 35,479 13,019 (6,302) 87,394
Operating iNCOME ... ¥ 3,251 ¥ 7,166 ¥ 667 ¥ (2,604) ¥ 8,480
TOTAl ASSEES wvvveeeeeeeeee et ettt e e e eeeeeeeeeeeeaeeeeenens ¥60,090 ¥45,315 ¥12,319 ¥29,188 ¥146,912
Depreciation and amortization .. 3,672 908 86 319 4,985
Capital expenditures .......c.ccoeeeeerreririerererercreiienennenenaenes 2,200 384 70 (99) 2,555




Millions of yen

2002
Inorganic Organic Other Eliminations
chemicals chemicals businesses /corporate Consolidated
Sales and operating income:
Net sales:
OULSIAE CUSTOIMETS vveeeeeeeeeeeeeeeeeeieeeeeeeeeeeeeraereeeeeenens ¥45,903 ¥41,941 ¥ 4,673 ¥ —_ ¥ 92,517
INEEISEGMENLT .ot — — 10,685 (10,685) —
TOtal SALES vevvveeeeeeeee e 45,903 41,941 15,358 (10,685) 92,517
OPperating eXPenses .......c.c.eueueereecsrereesesemereresessmsmnesecnenes 43,030 35,033 14,449 (7,600) 84,912
Operating iNCOME ......c.cerirereeueveiririreereeteneneereneenennes ¥ 2,873 ¥ 6,908 ¥ 909 ¥ (3,085) ¥ 7,605
TOLAL ASSEES eeveeeeeeeeeeeee e e et eeeee e e e e e e e e eeeeeeeeaaane ¥71,021 ¥46,853 ¥13,388 ¥29,263 ¥160,525
Depreciation and amortization.............cccoeeeverucueueenirinnenee. 3,985 918 92 367 5,362
Capital expenditures.......coeeeeereirieinieinieeneireeeneens 3,642 912 36 (259) 4,331
Thousands of U.S. dollars
2003
Inorganic Organic Other Eliminations
chemicals chemicals businesses /corporate Consolidated
Sales and operating income:
Net sales:
Outside CUSEOMETS ...vvvvvvoveeeeeeeeeeeeeeeeeeeeeeee e, $403,072  $354,783  $ 39,765 s  — $ 797,620
INTELSEZMENT 1o —_ — 74,092 (74,092) —
TOtALl SALES et 403,072 354,783 113,857 (74,092) 797,620
Operating eXpenses ...........cecvvveuereriruereriensuereeseeseseesennenes 376,025 295,167 108,308 (52,432) 727,068
Operating iNCOME .......c.cooeucuemicuereiirieienecaeneeeene $ 27,047 $ 59,616 $ 5,549 $ (21,660) $ 70,552
TOTAL ASSELS +eeveeeeeeeeeee et e et et eeeeeeeeeeeeeaeeeeaeeeenees $499,917 $376,997 $102,483 $242,830 $1,222,227
Depreciation and amortization ...........eeeveerrereeuererrecnennns 30,551 7,555 713 2,655 41,474
Capital expenditures.........cccecioiiininininiiicececcenennneeas 18,304 3,192 586 (825) 21,257

Unallocable operating expenses consisting primarily of the Company’s expenses
relating to general affairs totaled ¥2,378 million ($19,781 thousand) for the
year ended March 31, 2003 and ¥2,553 million for the year ended March 31,

Geographical segments

2002. These have been included in “Eliminations/corporate.” Corporate as-
sets principally consisted of the Company’s cash and time deposits and invest-
ments in securities.

Geographical segments are determined in conformity with geographic proximity and the Company’s business bases, as follows:

Asia:  Singapore, Taiwan
America: United States, Argentina
Europe: Belgium

Millions of yen

2003
Eliminations

Japan Asia America Europe /corporate Consolidated

Sales and operating income:

Net sales:

QOutside CUSTOMETS ..ouevvvveeeeeeeennnnns ¥ 62,193 ¥ 9,513 ¥8,971 ¥15,197 ¥ — ¥ 95,874
Intersegment ........coceeveecececueueunenenee 24,638 2,645 76 57 (27,416) —
Total sales cveeeeeeeeeeeeeeeeeeen. 86,831 12,158 9,047 15,254 (27,416) 95,874
Operating €Xpenses ...........cccoeeveveeerenen. 74,676 12,548 9,361 14,926 (24,117) 87,394
Operating income (loss) ................ ¥ 12,155 ¥ (390) ¥ (314) ¥ 328 ¥ (3,299) ¥ 8,480
TOtal ASSELS veeveeeeeeeeeeeeeeeeeee e eeee e ¥114,579 ¥19,334 ¥5,832 ¥ 9,037 ¥ (1,870) ¥146,912




Millions of yen

2002
Eliminations
Japan Asia America Europe /corporate Consolidated
Sales and operating income:
Net sales:
Qutside CUStOMELS v.vveveeeereeeeeeenans ¥ 63,951 ¥ 8,229 ¥ 9,242 ¥11,095 ¥ —_ ¥ 92,517
Intersegment .......ccoeeeeverererererececens 19,384 3,224 715 66 (23,389) —
Total sales .cooeveeeeeeeeeeeeeeeeenen. 83,335 11,453 9,957 11,161 (23,389) 92,517
Operating expenses............ccccccevruruenee. 73,132 10,848 10,125 10,754 (19,947) 84,912
Operating income (loss) ................ ¥ 10,203 ¥ 605 ¥ (168) ¥ 407 ¥ (3,442) ¥ 7,605
TOtal ASSELS vueeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee ¥126,556 ¥21,584 ¥ 8,063 ¥ 6,562 ¥ (2,240) ¥160,525
Thousands of U.S. dollars
2003
Eliminations
Japan Asia America Europe /corporate Consolidated
Sales and operating income:
Net sales:
Outside CUSTOMELS ....eoveevevererrerens $517,415 $ 79,141 $74,629 $126,435 $ — $ 797,620
Intersegment ........cccceueureececuenennes 204,972 22,004 634 476 (228,086) —
Total sales ....c.ccevveereeeeeereenenn, 722,387 101,145 75,263 126,911 (228,086) 797,620
Operating expenses...........cccceeueueueunns 621,267 104,389 77,878 124,175 (200,641) 727,068
Operating income (loss) ................ $101,120 $ (3,244) $ (2,615) $ 2,736 $ (27,445) $ 70,552
Total ASSELS eveeeeeeeeeeeeeeeeeeeeeee e $953,240 $160,845 $48,516 $ 75,185 $ (15,559) $1,222,227
Unallocable operating expenses consisting primarily of the Company’s corporate.”
expenses relating to general affairs totaled ¥2,378 million ($19,781 thou- Corporate assets principally consisted of the Company’s cash and time
sand) for the year ended March 31, 2003 and ¥2,553 million for the year deposits, and investments in securities.
ended March 31, 2002. These have been included in “Eliminations/
Opverseas net sales
The regions are determined in conformity with geographic proximity and the Company’s business activities, as follows:
Asia: China, Taiwan, South Korea, Thailand, Indonesia, Singapore
America: United States, Canada, Puerto Rico, Brazil, Argentina, Mexico
Europe: Germany, Holland, France, Great Britain, Belgium, Italy, Eastern Europe and the Middle East
Other:  Australia, New Zealand, Africa
Millions of yen
2003
Asia America Europe Other Total
OVerseas NEt SALES vuevvveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees ¥18,569 ¥15,160 ¥18,514 ¥611 ¥52,854
Consolidated net sales ...c.vveeeeeeeevveeeeeeeeeeeeeeeeeeeeane 95,874
Overseas net sales as a percentage of
consolidated net sales ..........ccceevrveeriecrienrieennennen. 19.4% 15.8% 19.3% 0.6% 55.1%
Millions of yen
2002
Asia America Europe Other Total
OVerseas NEt SAIES voveveveveeveeeeeeeeeeeeeeeeeeeeeeeeeereeeeeens ¥16,449 ¥17,549 ¥17,326 ¥488 ¥51,812
Consolidated net sales .........coevuevevvveeeiiiieieeeeeenen. 92,517
Opverseas net sales as a percentage of
consolidated net sales ........cccoeeveiiiuieeieeirieeeeenen. 17.8% 19.0% 18.7% 0.5% 56.0%
Thousands of U.S. dollars
2003
Asia America Europe Other Total
OVerseas NEE SALES ..vveeeeuveeeeeeeeeeeeeeeeeeeereeeereeeeeeneens $154,483 $126,125 $154,026 $5,085 $439,719
Consolidated net sales 797,620

Opverseas net sales as a percentage of
consolidated net sales .......c.ccceevveereeieieeiieeneenne. 19.4% 15.8% 19.3% 0.6% 55.1%




Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Shareholders’ Equity

For the years ended March 31, 2003 and 2002

Millions of yen

Number of Surplus arising  Net unrealized

shares of Common Capital ~ Rewined  fromland  holdinggsin ~ Translation Treasury

common stock stock surplus  carnings  revaluation  (loss) on securities  adjustments stock, at cost
Balance at March 31, 2001 .......ccceeveveverererennnn, 369,757,510  ¥42,029  ¥5,235 ¥ 278 ¥ — ¥ 14 ¥(2,402)  ¥(2,213)
Net income for the year ended March 31, 2002 ... — — — 1,833 — — — —
Decrease in retained earnings resulting from
restructuring of U.S. subsidiaries ..................... — — — (1,010 — — — —
Surplus arising from land revaluation.................... — — — — 98 — — —
Unrealized holding loss on securities..................... — — — — — (1,276) — —
Translation adjustments ..........c.cceevereuneeerenennncs — — — — — — 955 —
Increase in treasury stock — — — — — — — (8)
Balance at March 31, 2002 ......cccooveerrirerirennnnnnn. 369,757,510  ¥42,029  ¥5,235 ¥1,101 ¥ 98  ¥(1,262) ¥(1,447)  ¥(2,221)
Net income for the year ended March 31, 2003 ... — — — 1351 — — — —
Surplus arising from land revaluation.................... — — — — 2 — — —
Unrealized holding gain on securities — — — — — 1,002 — —
Translation adjustments .........cceveverrerrerrerrernennes — — — — — — (162) —
Increase in treasury SE0CK c.....eeeereevmecercrmecerecuncenne — — — — — — — (55)
Balance at March 31, 2003 .......cccovvvveverercecnnnnn 369,757,510 ¥42,029 ¥5,235 ¥2,452  ¥100 ¥ (260) ¥(1,609)  ¥(2,276)
Thousands of U.S. dollars (Note 1)
Number of Surplus arising Net unrealized
shares of Common Capital ~ Rewined  fromland  holdinggsin ~ Translation Treasury
common stock stock surplus  carnings  revaluation  (loss) on securities  adjustments stock, at cost

Balance at March 31, 2002 .......cccvvvrienriennnnenns 369,757,510 $349,655 $43,556 $ 9,160  $812 $(10,500)  $(12,035) $(18,475)
Net income for the year ended March 31, 2003 ... — — — 11,239 — — — —
Surplus arising from land revaluation.................... — — — — 20 — — —
Unrealized holding gain on securities — — — — — 8,342 — —
Translation adjustments ..........c.ocevevereureeeverennncs — — — — — — (1,352) —
Increase in treasury StOck ......cveeeeeerreerererrenenne — — — — — — — (461)
Balance at March 31, 2003 .......ccoovvrerrerrerrennnnn. 369,757,510 $349,655 $43,556 $20,399  $832 § (2,158) $(13,387) $(18,936)

The accompanying notes are an integral part of the consolidated financial statements.
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Report of Independent Auditors

The Board of Directors
Ishihara Sangyo Kaisha, Ltd.

We have audited the accompanying consolidated balance sheets of Ishihara Sangyo Kaisha,
Ltd. and consolidated subsidiaries as of March 31, 2003 and 2002, and the related
consolidated statements of income, shareholders’ equity, and cash flows for the years then
ended, all expressed in yen. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion independently on
these financial statements based on our audits.

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

In our opinion, the 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, 2003 and 2002, and the consolidated results of their
operations and their cash flows for the years then ended in conformity with accounting
principles and practices generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the year ended March 31, 2003 are presented solely for convenience. Our
audit also included the translation of yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made on the basis described in Note 1.

Shin Jehs? Jo (.

June 27, 2003

See Note 1 which explains the basis of preparation of the consolidated financial
statements of Ishihara Sangyo Kaisha, Ltd. and consolidated subsidiaries under Japanese
accounting principles and practices.
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