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Financial Review

Results of Operations

(1) General

For the year under review, Komatsu Ltd. (“the Company”) and
consolidated subsidiaries (together “the companies”) expanded
sales and profits on both consolidated and non-consolidated
accounts, further ensuring a V-shaped recovery of business per-
formance.

Consolidated net sales expanded 9.8% over the previous
year, to ¥1,196,418 million (US$11,504 million, at US$1=¥104),
renewing the record-high figure after five years. In the con-
struction and mining equipment business, Komatsu achieved a
big gain in overseas sales by capitalizing on improved market
conditions including increased demand in China and demand
recovery in North America, the largest market in the world,
coupled with the benefits of its globalization drive over the
years. In the Japanese market, where construction investments
have continued to shrink, Komatsu increased sales by capturing
demand for equipment renewals which had resulted from ex-
panded exports of used equipment from Japan. In the business
of industrial machinery, vehicles and others, each company of
the Komatsu group expanded sales through aggressive sales
and service efforts centering on products with unique features.
Sales in the electronics business improved over the previous
year, mainly driven by the expanded silicon wafer business in
Taiwan.

Segment profit* advanced to ¥65,926 million (US$634 mil-
lion), up from the last peak figure of ¥49,903 million recorded
for the fiscal year ended March 31, 1997. Komatsu has further
improved its earning power with continued efforts in the re-
duction of fixed and production costs in addition to expanded
sales of all businesses, especially the construction and mining
equipment business.

* The amount of segment profit is obtained by subtracting cost of sales and

selling, general and administrative expenses from net sales consistent with Japanese
accounting principles.
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Income before income taxes amounted to ¥27,036 million
(US$260 million) for the year. In the electronics business,
Advanced Silicon Materials LLC (ASiMI) re-appraised its fixed
assets and recorded an impairment loss of ¥17,534 million
(US$169 million) on them based on the assumption that the
business environment will remain unfavorable with belated
elimination of the demand-and-supply gap for polycrystalline
silicon as well as intensified pricing competition.

Net income for the year increased to ¥26,963 million
(US$259 million), registering an increase of about 9 times more
than the previous year. In addition to growth in income before
income taxes, this substantial increase in net income reflects
the tax benefit on prior recognized impairment loss of Komatsu
Silicon America, Inc. (KSA), that was recognized due to the
completion of the sale of land and buildings of KSA which had
previously stopped production activities.

(2) Impact of Foreign Exchange Rate

In comparison to the previous year, Japanese yen was strong
against US dollar and weak against Euro this year. Due to such
currency fluctuations, this year's operating profit in the con-
struction and mining machinery segment decreased by approxi-
mately ¥5.4 billion from the previous year. The calculation was
made after deducting cost of sales and selling, general and ad-
ministrative expenses from sales in foreign currency transac-
tions, then multiplying the result by the difference in average
exchange rates of this year and last year. However, the effects
of changes of selling price due to currency fluctuations were
not taken into account.

(3) Sales
(In this section, the amounts of sales represent sales to the cus-
tomer in each region.)

Consolidated net sales expanded 9.8% over the previous
year, to ¥1,196,418 million (US$11,504 million), renewing the
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record-high figure after five years. Sales in Japan increased
5.6% over the previous year, to ¥483,749 million (US$4,651
million). Sales in overseas increased 12.8% over the previous
year, to ¥712,669 million (US$6,853 million).

Construction and Mining Equipment

Consolidated net sales of construction and mining equipment for
the year climbed to ¥863,244 million (US$8,300 million), up
12.4% over the previous year. Overviews by regions are as follows.

<Japan>

While construction investments remained sluggish in Japan, de-
mand for equipment renewals increased centering on hydraulic
excavators and mini excavators, as exports of used equipment
from Japan expanded against the backdrop of accelerating
overseas demand. Komatsu teamed up with its distributors na-
tionwide, concerted its efforts to enhance the product lineup
of the GALEO series equipment and launch Unigue and Unrivaled
products on the market. As a result, sales in Japan improved
from the previous year after two years of decline.

Komatsu Used Equipment Corp., engaging in sales of used
equipment, worked to strengthen its business foundation by
expanding the scale of its centers for used equipment and uti-
lizing its bidding system on the Internet. As a result, sales for
the year continued to make solid year-to-year growth.

<The Americas>

In the United States, after four years of decline, demand for
construction and mining equipment upturned, fueled by corpo-
rate investment incentives coupled with robust housing starts,
and Komatsu increased North American sales over the previous
year. Komatsu America Corp. continued to focus its efforts on
step-up sales of GALEO series equipment, while working to en-
hance its product development and customer support capabili-
ties and strengthen its distributors.

<Europe>

In Europe where demand upturned for recovery, Komatsu
worked to reinforce its sales and service by consolidating all
marketing capabilities at Komatsu Europe International N.V.,
the regional headquarters in Europe, and expanding the scale
of its parts supply center for Europe, the Middle East and
Africa. In the Commonwealth of Independent States (CIS or
former Soviet republics), including Russia, demand advanced in
the mining and resource development-related sectors, and
Komatsu boosted sales for the year. As a result, Komatsu ex-
panded sales over the previous year in Europe including the
CIS.

<China>
Demand continued to demonstrate sizable growth, while there

were some concerns over the possibilities for credit squeeze
and other negative factors. Komatsu focused its efforts to ex-
pand the local production capacity and broaden the product
range, and accomplished outstanding growth in sales over the
previous year.

Komatsu (China) Ltd. boosted sales for the year, centering
on hydraulic excavators. By making full use of its training cen-
ter in Changzhou, the company continued to support distribu-
tors in their efforts to strengthen sales and service capabilities.
Komatsu Shantui Construction Machinery Co., Ltd. continued
to step up production and sales of hydraulic excavators, espe-
cially the mainstay PC200 model. Sales of smaller PC60 models
which the company embarked on producing during the year
steadily increased. Komatsu (Changzhou) Construction
Machinery Corp. expanded sales of 30 and 40-ton class hy-
draulic excavators in response to growth in demand for larger
equipment.

<Asia & Oceania and the Middle East & Africa>

In Southeast Asia, Komatsu teamed up with a powerful distrib-
utor, carried out aggressive sales and service activities, and won
a large-lot order for mining equipment in Indonesia. In Oceania,
Komatsu steadily captured an increase in demand for construc-
tion equipment as housing starts grew, while meeting stronger
demand for mining equipment during the year.

In the Middle East, while there were some concerns over
adverse effects of the Iraqgi situation, Komatsu was able to se-
cure sales at about the same level as last year. In Africa,
Komatsu seized upon demand from mining and infrastructure
developments particularly in the Republic of South Africa, the
largest market in Africa.

Komatsu launched the market introduction of Unique and
Unrivaled products which have attained both outstanding ad-
vantages and cost reductions as a result of its efforts in the
Spirit of Manufacturers reform. While brisk sales of the MR-2
mini hydraulic excavator series contributed to expanded sales
of utility equipment, strong sales of PC400 and 450 hydraulic
excavators as well as D475A super-large crawler dozers also
helped to increase sales in Japan and other major markets of
the world. All models have enjoyed excellent customer evalua-
tion.

Industrial Machinery, Vehicles and Others

Consolidated net sales of industrial machinery, vehicles and
other operations totaled ¥241,991 million (US$2,327 million)
for the year, up 2.2% over the previous year. Non-consolidated
net sales of the operations declined 6.3%, to ¥57,400 million
(US$552 million). On a non-consolidated basis, sales of large
presses improved from the previous year, reflecting increased
capital outlays of automobile manufacturers around the world.
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Sales to Japan's Defense Agency decreased for the year.

Komatsu Forklift Co., Ltd. carried out aggressive sales and
service activities of the LEO-NXT series engine-driven forklift
trucks and Linde-made models and expanded sales in Japan for
the year under review. Overseas, the company captured
growth in demand in the United States and increased sales of
locally produced forklift trucks. The company also expanded ex-
port sales of finished units from Japan to the Middle East and
CIS.

Komatsu Industries Corporation expanded sales for the
fourth consecutive year. Sales of the H1F and H2F Hybrid AC
Servo Press series remained strong, topping the cumulative sum
of 400 units in about two years since their market introduction.
The company also focused its efforts on the sales promotion of
strategic products such as the twister fine plasma cutting ma-
chines, while aggressively engaging in engineering services.

Komatsu Machinery Corporation zoomed in on automobile
manufacturers' active capital investments and significantly ex-
panded sales of crankshaft millers and other machine tools.
The company also improved sales to LCD (liquid crystal display)
manufacturers.

Komatsu Zenoah Co. continued to advance sales of agricul-
tural and forestry equipment in Japan and abroad during the
year. In Japan, the market introduction of originality-empha-
sized products made contributions to expanded sales, such as
the G3200EZ chainsaw featuring a unique mechanism for easy
tightening of the saw. Overseas, in addition to Europe and
Korea, the company increased sales in Australia where it
gained a new distributor.

Electronics

Consolidated net sales from the electronics business for the
year increased 7.0% over the previous year, to ¥91,183 million
(US$877 million).

Komatsu Electronic Metals Co., Ltd. worked to take advan-
tage of the production capacity of its subsidiary in Taiwan for
expanded sales mainly in Asia including Taiwan, when demand
for silicon wafers remained firm. The company also worked to
secure Groupwide profits by diligently meeting customers' re-
quirements for high quality with an increased ratio of prime
wafers centering on annealed and epitaxial wafers.

Advanced Silicon Materials LLC. (ASiMI) stepped up sales of
monosilane gas to semiconductor and LCD panel manufactur-
ers during the year, however, the market for polycrystalline sili-
con remained very tough with intensified pricing competition,
pushing down ASiMI's total sales lower than last year.

Komatsu Electronics, Inc. expanded sales of semiconductor
manufacturing-related equipment against the backdrop of up-
turned investments by semiconductor manufacturers. Sales of
thermoelectric modules for fiber optic communications also
turned upward for the year.

(4) Cost of Goods Sold, Sales, General and Administrative
Expenses

Accompanying the rise in sales, costs of goods sold rose by
8.1% year over year to ¥881,231 million (US$8,473 million).
And with the introduction of new products, our efforts at re-
ducing manufacturing costs contributed to a 1.1 point im-
provement in the cost of goods sold to sales ratio to 73.7%
from the previous term. With regards to sales, general and ad-
ministrative expenses (SG&A), direct selling expenses and other
factors accompanying the increase in sales contributed to a
3.4% year over year rise to ¥249,261 million (US$ 2,397 mil-
lion). However, as part of the management structure reforms
that have been undertaken since fiscal year 2001, and in reflec-
tion of our activities in reducing fixed costs, the ratio of SG&A
fell by 1.3 points from the previous year to 20.8%. Moreover,
research and development expenses, which are included in
SGR&A, rose by 9.2% year over year to ¥42,602 million
(US$410 million). Among the main factors responsible for this
increase are the development of new Unique and Unrivaled
products, development of next generation engines that comply
with new emissions regulations, and aggressive development
of products in the construction and mining equipment division.

(5) Segment Profit

Segment profit in the construction and mining equipment seg-
ment incurred a currency translation loss resulting from the
strengthening of the yen. However, an expansion of overseas
sales allowed us to capitalize our physical advantages as well as
helping us to reduce manufacturing costs and allowed profits
to rise by a large ¥24,918 million margin to ¥53,908 million
(US$518 million).

With regards to industrial machinery, vehicle and others seg-
ment, the expansion in the business of Komatsu Forklift Co.,
Ltd., Komatsu Zenoah Co., Komatsu Industries Corp., Komatsu
Machinery Corp., Komatsu Logistics Corp., Komatsu Engineering
Corp., and other subsidiaries allowed profits to rise by ¥2,410
million to ¥11,251 million (US$108 million).

In the electronics segment, improved earnings at Advanced
Silicon Materials LLC which produces and markets polycrystalline
silicon and monosilane gas , and Komatsu Electronic Metals Co.,
Ltd. which manufactures and sells silicon wafers allowed our
earnings to recover from the ¥849 million loss recorded in the
previous year to a ¥4,556 million (US$44 million) profit.
Consequently we were able to see a marked recovery in our
overall consolidated earnings and we doubled our segment profit
from the previous year to ¥65,926 million (US$634 million).
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(6) Other Income (Expense)

We saw an increase of ¥18,617 million to ¥38,890 million
(US$374 million) in our net non-operating expenses from the
¥20,273 million net expense recorded in the previous term. It
was caused mainly by the fact we incurred a ¥17,534 million
(US$169 million) impairment loss arising from the revaluation
of the fixed assets of Advanced Silicon Materials LLC, as well as
a liquidation loss of ¥3,429 million (US$33 million) due to the
sales of real estate holdings of Komatsu Silicon America, Inc.,
which had ceased production activities. Subtracting our inter-
est income from our interest expense we saw net interest ex-
pense that was basically in line with last year's levels at ¥6,564
million. At the same time we were able to limit our valuation
losses after having seen a big loss on shareholdings arising
from the weak markets and the valuations losses incurred on
real estate during the last term.

(7) Income Before Income Taxes

Income before income taxes rose by ¥14,131 million to
¥27,036 million (US$260 million) in the current year from the
¥12,905 million recorded during the last term.

(8) Corporate Income Taxes

The corporate income tax rate (effective tax rate) was negative
13.0% for the fiscal year ended March 31, 2004 and 46.2% for
the fiscal year ended March 31, 2003. The decrease was due
mainly to the recognition of the deferred tax asset of ¥17,504
million (US$168 million) for the previously recognized loss on
investment in Komatsu Silicon America, Inc.

Liquidity and Capital Resources

(1) Funding and Liquidity Management

Our principal financial policy is to keep sufficient capital resources
necessary for our business and to retain appropriate level of lig-
uidity.

We fund the future capital expenditures and working capital
through cash generated by operations and funding. Our interest
bearing debt as of March 31, 2004 totaled ¥460,068 million
(US$4,424 million), down ¥64,941 million from the previous
year end, and our net interest bearing debt after deducting cash
and deposits also decreased by ¥59,728 million to ¥388,598
million (US$3,737 million). This movement reflected the repay-
ment of interest bearing debt through cash provided by operating
and investing activities. As a result our net debt to equity ratio as
of March 31, 2004 came down to 0.91, 0.22 point improvement
from the previous year.

Our short-term debt as of March 31, 2004 decreased by
¥14,936 million to ¥97,057 million (US$933 million), while long-
term debt including current maturities decreased by ¥50,005

(9) Minority Interests in Income of Subsidiaries

Komatsu Shantui Construction Machinery Co., Ltd. producing
and selling construction equipment in China and Formosa
Komatsu Silicon Corporation manufacturing and selling silicon
wafers used in semiconductors enjoyed their favorable earnings
performances and their attribution to minority shareholders in-
creased. Consequently, minority interests in income of sub-
sidiaries increased to ¥3,839 million (US$37 million) from
¥2,877 million in the last year.

(10) Equity in Earnings of Affiliated Companies

Thanks to the improvement in earnings of affiliated companies
held under the equity accounting method, we saw an improve-
ment in their contribution from ¥786 million in losses in the
previous term to a ¥247 million (US$2 million) profit in the cur-
rent term.

(11) Cumulative Effect of Accounting Change

In the previous year we implemented the Statement of
Financial Accounting Standards No. 142 regarding " Goodwill
and Other Intangible Assets" and realized a loss of ¥265 million
due to the impairment of the goodwill of Komatsu (Changzhou)
Foundry Corporation.

(12) Net Income

Our net income during the current year grew by nine times to
¥26,963 million (US$259 million) from the previous year's level
of ¥3,009 million. Similarly our net income per share rose to
¥27.17 from ¥3.09 in the previous year. (the diluted earnings
per share is ¥3.09 and ¥27.16 respectively for last and this term)

million to ¥363,011 million (US$3,490 million) over the same
period. Short-term debt primarily consists of short-term bank
loans and is used as working capital by the group companies.
Long-term debt consists of ¥182,463 million in loans from
banks, insurance companies and other financial institutions,
¥67,186 million in Euro Medium Term Notes (EMTN), ¥7,504
million in Senior Notes due 2005 (payable in U.S. dollars),
¥35,000 million in unsecured bonds due 2006, ¥20,000 million
in unsecured bonds due 2007, ¥10,000 million in unsecured
bonds due 2009, and ¥40,858 million in capital lease obliga-
tions, most of which are used primarily for capital expenditures
and long-term working capital. The Company has been regis-
tering a program to issue ¥100 billion in new bonds and the
Company, Komatsu Finance America Inc., Komatsu Finance
(Netherlands) B.V., Komatsu Europe Coordination Center N.V.,
and Komatsu Australia Holdings Pty. Ltd. hold 1.2 billion US
Dollar EMTN Program to suit the requirements of our medium
to long-term funding demands.
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The Company and certain of its consolidated subsidiaries
have established a program to securitize trade notes and ac-
counts receivables for the purpose of accelerating the receipt
of cash related to its finance receivables and diversifying the
funding source. As of March 31, 2004 the balance of securi-
tized receivables stood at ¥136,149 million (US$1,309 million)
and were not reflected in our consolidated balance sheet.

We are keeping the appropriate level of the liquidity with
cash flows from our operating activities, bank loans, securitized
receivables, and commercial paper issue.

Working capital in fiscal 2004 increased by ¥23,608 million
to ¥260,549 million (US$2,505 million) caused by the increases
in receivables and inventories accompanying the expansion of
sales, as well as the repayment of short-term debt and long-
term debt due within one year, and the current ratio in fiscal
2004 rose 4.1 points from the previous year to 150.1%.
Judging from the current levels of the working capital and the
current ratio, we believe that we maintain an adequate level of
liquidity. The Company holds ¥50,000 million (US$481 million)
commercial paper program and had ¥35,000 million unused
amount as of March 31, 2004. Komatsu and certain consoli-
dated subsidiaries have entered into contracts of committed
credit line agreement totaled ¥46,826 million (US$450 million)
with finance institutions to secure the liquidity and the unused
amount was ¥38,691 million as of March 31, 2004.

(2) Cash-flow

Due to the improved business results, net cash provided by oper-
ating activities totaled ¥117,290 million (US$1,128 million), an
increase of ¥69,033 million compared with the previous fiscal
year which included the payments of early retirement benefits.

(4) Contractual obligations
The following table sets forth Komatsu's contractual obligations

Net cash used in investing activities amounted to ¥40,931
million (US$394 million), a decrease of ¥4,913 million compared
with the previous fiscal year, largely due to investments in pro-
duction and sales facilities, and the acquisition of Partek Forest
AB and Partek Forest Holdings, LLC.

Net cash used in financing activities amounted to ¥78,971
million (US$759 million), a decrease of ¥97,817 million com-
pared with the previous fiscal year, mainly due to the reduction
of interest bearing debt.

As a result, cash and cash equivalents as of March 31, 2004
totaled ¥71,406 million (US$687 million), a decrease of ¥4,746
million compared with the previous fiscal year.

(3) Capital Expenditure
With the prime focus on our Construction and Mining Equipment
Business, we carried out investment in the development and
production of new products, as well as in the rationalization of
production operations, for the purpose of improving the com-
petitiveness of our product lines. In addition, we responded to
the rising level of demand on a global scale by bolstering our
domestic production capacity in the area of the main compo-
nents of our equipment, such as hydraulics and braking sys-
tems. Additionally, leased construction equipment was replaced
with the aim of optimizing operating assets. In the Electronic
Business, in addition to increasing our production capacity in
300-millimeter silicon wafers, we also invested in improving
productivity and in shifting to higher-quality products, particu-
larly 200-millimeter wafers.

As a result, our capital expenditure, on a consolidated basis,
for the reporting term came to ¥78,049 million (US$750 million),
an increase of ¥7,576 million from the previous business term.

as of March 31, 2004.

Millions of yen

Less than More

1 year 1-3years 3-5 years than
Total 5 years
Short-term Debt Obligations 96,787 96,787 — — —
Long-term Debt Obligations (excluding Capital Lease Obligations) 315,746 41,160 188,342 68,320 17,924
Capital (Finance) Lease Obligations (including amounts representing interest) 44,370 13,064 19,984 8,561 2,761
Operating Lease Obligations 8,106 2,148 2,447 1,402 2,109
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Millions of U.S. dollars

Less than More

1 year 1-3years 3-5 years than
Total 5 years
Short-term Debt Obligations 931 931 — — —
Long-term Debt Obligations (excluding Capital Lease Obligations) 3,036 396 1,811 657 172
Capital (Finance) Lease Obligations (including amounts representing interest) 427 126 192 82 27
Operating Lease Obligations 78 21 24 13 20

Short-term and long-term debt obligations exclude SFAS No.133 market value adjustments of ¥270 million (US$3 million) and

¥6,407 million (US$62 million), respectively.

Commitments for capital expenditures outstanding at March 31, 2004 aggregated approximately ¥4,000 million (US$38 million).

Business Risk

The Company believes that, as an independent business entity, it
must maintain its own management strategy and resources to
win against the competition within a foreseeable scope based
on available information.

The main business risks in the business environment sur-
rounding the Company are as follows:

1 Economic and market conditions

The risk of large fluctuations in products demand and Komatsu
group's business environments depending on different local
conditions in market, politics and economy, as Komatsu group
operates globally.

2 Foreign exchange fluctuation

The risk of negative effects on Komatsu group's financial re-
sults due to currency fluctuations in consideration that 60 % of
total sales come from sales outside Japan. In addition, the risk
of negative effects caused by exchange fluctuations on com-
parative price of Komatsu group's products to that of foreign
competitors' and on import price of raw materials.

3 Finance

The risk of interest rate hike causing increases in interest pay-
ment for various borrowings and subsequent reduction in
Komatsu group's overall profits. In addition, the risk of nega-
tive effects on Komatsu group's financial results and conditions
caused by increases in funding shortage and liabilities of
Komatsu group's defined pension plans and a subsequent pen-
sion cost increase after fluctuations in market prices of mar-
ketable securities and interest rates in the financial markets.

4 Significant movement of Chinese economy
The risk of negative effects on Komatsu group's financial re-
sults due to a reduction in products demand as a result of tem-
porary economic turmoil and halt caused by unpredictable
political and economic factors in the Chinese markets where
Komatsu group is actively operating its businesses.

5 Price rise of steel materials

The risk of negative effects on Komatsu group's financial re-
sults due to prolonged rising of steel materials price as global
price of steel materials are kept high along with the expansion
of the Chinese economy.

6 Competition

The risk of decrease in Komatsu group's market share, sales
and profits due to an increase in market competition caused by
product development and price cut by competitors.

7 Local restrictions

The risk of negative effects on Komatsu group's business and
operating results caused by a cost increase after an enactment
of unfavorable new regulations in a country where Komatsu
group operates including import duties, quotas, currency re-
strictions and taxation.

8 Environmental restrictions

The risk of negative effects on Komatsu group's business and
operating results caused by cost increases and capital expendi-
tures required under new regulations where environmental re-
strictions are revised.

9 Manufacturer's liability

The risk of profit decrease due to costs for remedies in relation
to Komatsu group's product liability where a product failure
causes an unpredictable accident.

10 Business alliance

The risk of negative effects on Komatsu group's financial re-
sults caused by business failures of projects under corporate al-
liance with outside parties as a result of management and
financial conflicts among the parties.
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Market Risk Exposure

The companies are exposed to market risk primarily from
changes in foreign currency exchange rates and interest rates
with respect to international operations and foreign currency de-
nominated credits and debts. In order to manage these risks that
arise in the normal course of business, the companies enter into
various derivative financial transactions pursuant to their policies
and procedures. The companies do not enter into derivative

Foreign Exchange Risk

To reduce foreign exchange risks against foreign currency
denominated assets and liabilities, the companies execute
forward exchange contracts and option contracts in a range
of 50% to 100% based on their projected cash flow in foreign
currencies.

The following table provides information concerning deriva-
tive financial instruments of the companies in relation to foreign

financial transactions for trading or speculative purposes.

The companies are exposed to credit-related losses in the
event of nonperformance by counterparties to derivative finan-
cial instruments. However, because of the counterparties’ satis-
factory credit ratings, none are expected to fail to meet their
obligations.

currency exchange transactions existing as of March 31, 2004,
which are translated into yen at the rate used on that date,
together with the related weighted average contractual ex-
change rates as of March 31, 2004. As of March 31, 2004,
the notional amount of option contracts is ¥1,061 million
(US$10,202 thousand).

Millions of yen (except average contractual rates)

Forwards to sell foreign currencies: US$/Yen EUR/Yen US$/EUR Others Total
Contract amounts ¥ 27,309 ¥ 9,410 ¥ 1,781 ¥ 3,050 ¥ 41,550
Average contractual rates 108.12Yen/US$  129.18Yen/EUR  0.83EUR/US$ — —
Forwards to buy foreign currencies: GBP/EUR Yen/Yuan Yen/ZAR Yen/A$ US$/A$ Others Total
Contract amounts ¥ 7,083 ¥ 5,367 ¥ 3,723 ¥ 3,113 ¥ 3,036 ¥ 7,916 ¥ 30,238
Average contractual rates 0.68GBP/EUR  12.81Yen/Yuan  14.58Yen/ZAR  79.90Yen/A$ 0.74US$/A$ = =
Thousands of U.S. dollars
Forwards to sell foreign currencies: US$/Yen EUR/Yen US$/EUR Others Total
Contract amounts $262,587 $90,481 $17,125 $29,326 $399,519
Forwards to buy foreign currencies: GBP/EUR Yen/Yuan Yen/ZAR Yen/A$ US$/A$ Others Total
Contract amounts $ 68,106 $ 51,606 $ 35,798 $29,933 $29,192 $76,115 $290,750
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Interest Rate Risk

To reduce risks and hedge the cash flow, the companies engage
in certain interest rate swaps, cross-currency swaps and cap op-
tion transactions for interest payment and interest receipt.
Certain interest rate swap contracts are not qualified as hedges
and are recorded at the fair value and the resultant gains are
recognized as income.

The following tables provide information concerning debt
obligations excluding capital lease obligations and derivatives
and other financial instruments of the companies that are sensi-

tive to changes in interest rates, mainly including interest rate
swaps and cross-currency swaps. For debt obligations, the tables
present principal cash flows and related weighted average inter-
est rates by expected maturity dates. For interest rate and cross-
currency swaps, the following tables present notional amounts
and weighted average receive and pay interest rates. As of
March 31, 2004, the notional amount and its average strike rate
of interest cap transactions are ¥29,039 million (US$279,221
thousand) and 3.77 %, respectively.

Millions of yen

Long-term debt excluding capital lease obligations (including due within one year)

Expected maturity date

Average interest rate Total 2005 2006 2007 2008 2009 Thereafter
U.S. dollar bonds : 7.04% ¥ 7,504 — ¥ 7504 ¥ — ¥ — ¥ — ¥ —
Japanese yen bonds 1.58% 65,000 — 35,000 — 20,000 — 10,000
Euro medium-term notes 1.57% 60,779 19,468 14,781 19,814 6,716 = =
Loans, principally from banks 1.53% 182,463 21,692 60,174 51,069 16,638 24,966 7,924
Total ¥ 315746 ¥ 41,160 ¥ 117,459 ¥ 70,883 ¥ 43354 ¥ 24966 ¥ 17,924
Interest rate and cross-currency swaps Millions of yen

© Average interest rate Expected maturity date

. Receive Pay Total 2005 2006 2007 2008 2009 Thereafter
Japanese yen interest rate swap 0.07% 1.13% ¥ 35,449 ¥ 30,369 ¥ 5080 ¥ — ¥ — ¥ — ¥ —
U.S. dollar interest rate swap 0.99% 2.33% 79,133 LM ,635 24,837 10,722 1,939 — —
Yen/US$ cross-currency swap 0.80% 2.32% 69,000 20,500 15,000 16,500 9,000 5,000 3,000
Yen/EUR cross-currency swap 0.34% 2.19% 13,500 8,000 2,000 3,500 — — —
Others : 2,564 1,454 552 558 — — —
Total ¥ 199,646 ¥101,958 ¥ 47,469 ¥ 31,280 ¥10939 ¥ 5,000 ¥ 3,000
Long-term debt excluding capital lease obligations (including due within one year) Thousands of U.S. dollars

Expected maturity date

Average interest rate Total 2005 2006 2007 2008 2009 Thereafter
U.S. dollar bonds : 7.04% $ 72,154 —$ 72154 $ — $ - 3 — 35 —
Japanese yen bonds 1.58% 625,000 — 336,538 — 192,308 — 96,154
Euro medium-term notes 1.57% 584,413 187,192 142,125 190,519 64,577 = =
Loans, principally from banks 1.53% 1,754,452 208,577 578,596 491,048 159,981 240,058 76,192
Total $3,036,019 $395,769 $1,129,413  $681,567 $416,866  $240,058 $172,346
Interest rate and cross-currency swaps Thousands of U.S. dollars

Average interest rate Expected maturity date

© Receive Pay Total : 2005 2006 2007 2008 2009 Thereafter
Japanese yen interest rate swap 0.07% 1.13% $ 340,856 $292,010 $§ 48846 $ — 3 — 3 — 3 —
U.S. dollar interest rate swap 0.99% 2.33% 760,894 : 400,337 238,817 103,096 18,644 — —
Yen/US$ cross-currency swap 0.80% 2.32% 663,462 197,115 144,231 158,654 86,539 48,077 28,846
Yen/EUR cross-currency swap 0.34% 2.19% 129,808 76,923 19,231 33,654 — — —
Others 24,653 13,980 5,308 5,365 — — —
Total $1,919,673 :$980,365 $ 456,433 $300,769 $105,183 § 48,077 §$ 28,846
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Ten-Year Summary

Komatsu Ltd. and Consolidated Subsidiaries
Years ended March 31

Millions of yen

(except per share amounts)

2004 2003 2002

For the fiscal period
Net sales ¥1,196,418 ¥1,089,804 ¥1,035,891
Cost of sales 881,231 815,557 792,748
Income (loss) before income taxes, minority interests, equity

in earnings and cumulative effect of accounting changes 27,036 12,905 (106,724)
Net income (loss) 26,963 3,009 (80,621)

As percentage of sales 2.3% 0.3% (7.8)%
Capital expenditures 78,049 70,473 74,468
At fiscal period-end
Total assets ¥1,348,645 ¥1,306,354 ¥1,340,282
Working capital 260,549 236,941 167,581
Property, plant and equipment 367,361 400,087 405,301
Long-term debt—Iless current maturities 307,143 310,717 257,180
Shareholders’ equity 425,507 395,366 395,143

As percentage of total assets 31.6% 30.3% 29.5%
Per share data
Net income (loss) per share:

Basic ¥ 27.17 ¥ 3.09 ¥  (84.46)

Diluted 27.16 3.09 (84.46)
Cash dividends per share 6.00 6.00 6.00
Shareholders’ equity per share 428.73 398.34 414.02

Yen per U.S. dollar
2004 2003 2002

Other information
Exchange rate into U.S. dollars

(per the Federal Reserve Bank of New York):

At fiscal period-end ¥104 ¥118 ¥133

Average for the fiscal period 113 121 126

Range for the fiscal period:

High 120 128 134
Low 104 118 119

1. Net income in 2003 includes a charge of ¥265 million for the cumulative effect of accounting changes for goodwill and other intangible assets.
2. Total assets and shareholders’ equity in 2002 include the cumulative effect of adopting SFAS No. 133. (See Note 14)

3. Total assets and shareholders’ equity after 1995 include the effect of adopting SFAS No. 115.
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TEN-YEAR SUMMARY

Millions of yen
(except per share amounts)

2001 2000 1999 1998 1997 1996 1995
¥1,096,369 ¥1,055,654 ¥1,061,597 ¥1,104,077 ¥1,098,916 ¥ 999,327 ¥ 918,910
804,700 796,820 807,255 826,627 827,665 763,045 702,416
20,064 19,395 (9,604) 40,252 45,769 32,431 24,482
6,913 13,395 (12,378) 19,241 18,160 14,291 10,225
0.6% 1.3% (1.2)% 1.7% 1.7% 1.4% 1.1%
79,310 57,728 114,874 123,026 70,604 47,499 41,492
¥1,403,195 ¥1,375,280 ¥1,524,600 ¥1,561,662 ¥1,512,730 ¥1,593,003 ¥1,541,972
203,233 221,517 256,039 212,096 228,404 260,296 254,992
438,795 397,534 440,706 393,603 299,098 264,842 257,219
238,349 245,289 292,250 196,898 163,590 140,208 140,550
474,257 490,454 495,643 524,201 541,933 606,444 575,534
33.8% 35.7% 32.5% 33.6% 35.8% 38.1% 37.3%
¥ 7.24 ¥ 13.85 ¥ (12.77) ¥  19.60 ¥ 1826 ¥ 1424 ¥ 1019
7.24 13.76 (12.77) 19.32 18.02 14.10 10.19
6.00 6.00 8.00 8.00 8.00 8.00 8.00
497.12 507.26 511.54 540.50 550.79 604.07 573.29

Yen per U.S. dollar

2001 2000 1999 1998 1997 1996 1995
¥126 ¥103 ¥118 ¥133 ¥124 ¥107 ¥87
112 110 128 124 113 96 99
126 121 145 133 124 107 105
106 102 113 115 105 84 87
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Consolidated Balance Sheets

Komatsu Ltd. and Consolidated Subsidiaries
March 31, 2004 and 2003

Thousands of

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

Assets 2004 2003 2004
Current assets
Cash and cash equivalents ¥ 71,406 ¥ 76,152 $ 686,596
Time deposits 64 531 615
Trade notes and accounts receivable, less allowance

for doubtful receivables of ¥15,222 million ($146,365 thousand)

in 2004 and ¥9,063 million in 2003 (Notes 1, 4 and 9) 354,184 337,401 3,405,615
Inventories (Notes 1 and 5) 255,866 241,722 2,460,250
Deferred income taxes and other current assets (Notes 1, 15 and 19) 98,861 95,819 950,587
Total current assets 780,381 751,625 7,503,663
Investments
Investments in and advances to affiliated companies (Notes 1 and 7) 18,352 19,359 176,462
Investment securities (Notes 1, 6 and 20) 59,253 30,762 569,740
Other 1,267 2,296 12,183
Total investments 78,872 52,417 758,385
Land and buildings held for sale (Note 1) 3,824 8,926 36,769
Property, plant and equipment—Iess accumulated depreciation

(Notes 1, 8, 9 and 16) 367,361 400,087 3,532,317
Goodwill (Notes 1 and 10) 16,812 5,550 161,654
Other intangible assets (Notes 1 and 10) : 27,762 22,784 266,942
Deferred income taxes and other assets (Notes 1, 10, 15, 19 and 20) : 73,633 64,965 708,010

: ¥1,348,645 ¥1,306,354 $12,967,740

The accompanying Notes to Consolidated Financial Statements are an integral part of these balance sheets.
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CONSOLIDATED BALANCE SHEETS

Thousands of

Millions of yen U&.O?(e)laa)rs
Liabilities and Shareholders’ Equity 2004 2003 2004
Current liabilities
Short-term debt (Notes 9 and 11) . ¥ 97,057 ¥ 111,993 . § 933,240
Current maturities of long-term debt (Notes 9, 11, 16 and 20) 55,868 102,299 537,192
Trade notes and accounts payable 218,911 174904 2,104,914
Income taxes payable (Note 15) 12,957 6,516 124,587
Deferred income taxes and other current liabilities (Notes 1, 15 and 19) 135,039 118,972 1,298,452
Total current liabilities 519,832 514,684 . 4,998,385
Long-term liabilities : :
Long-term debt (Notes 9, 11, 16 and 20) : 307,143 310,717 : 2,953,298
Liability for pension and retirement benefits (Notes 1 and 12) 43,692 48,848 420,115
Deferred income taxes and other liabilities (Notes 1, 15, 19 and 20) f 14,825 8,536 f 142,548
Total long-term liabilities § 365,660 368,101 3,515,961
Minority interests 37,646 28,203 361,981
Commitments and contingent liabilities (Note 18)
Shareholders’ equity (Notes 1 and 13)
Common stock:

Authorized, 3,955,000,000 shares in 2004 and 2003; : :

Issued and outstanding, 998,744,060 shares in 2004 and 2003, : 67,870 67,870 : 652,596
Capital surplus § 135,675 135,686 . 1,304,567
Retained earnings:

Appropriated for legal reserve : 21,629 21,030 : 207,971
Unappropriated 227,825 207,416 . 2,190,625
Accumulated other comprehensive income (loss) (Notes 1, 6, 12 and 14) (23,794) (32,981) (228,788)
Treasury stock at cost, 6,255,784 shares in 2004
and 6,215,411 shares in 2003 (Note 13) : (3,698) (3,655) : (35,558)
Total shareholders’ equity 425,507 395,366 © 4,091,413
: ¥1,348,645 ¥1,306,354 $12,967,740
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Consolidated Statements of Income

Komatsu Ltd. and Consolidated Subsidiaries
Years ended March 31, 2004, 2003 and 2002

Thousands of

U.S. dollars
Millions of yen (Note 1)
2004 2003 2002 2004
Revenues
Net sales (Notes 1 and 7) ¥1,196,418 ¥1,089,804 ¥1,035,891 $11,504,019
Interest and other income 11,945 13,436 34,278 114,856
Total 1,208,363 1,103,240 1,070,169 11,618,875
Costs and expenses (Notes 16 and 22)
Cost of sales 881,231 815,557 792,748 8,473,375
Selling, general and administrative 249,261 241,069 256,364 2,396,740
Interest 14,915 14,693 16,842 143,413
Impairment loss on long-lived assets (Note 1) 19,051 — 52,242 183,183
Special termination benefit (Note 12) — — 30,131 —
Other 16,869 19,016 28,566 162,202
Total 1,181,327 1,090,335 1,176,893 11,358,913
Income (loss) before income taxes, minority
interests and equity in earnings 27,036 12,905 (106,724) 259,962
Income taxes (Notes 1 and 15)
Current 20,354 6,681 3,914 195,712
Deferred (23,873) (713) (25,844) (229,548)
Total (3.519) 5,968 (21,930) (33.836)
Income (loss) before minority interests and equity
in earnings 30,555 6,937 (84,794) 293,798
Minority interests in (income) loss of consolidated
subsidiaries (3.839) (2,877) 3,775 (36,913)
Equity in earnings (losses) of affiliated companies 247 (786) 398 2,375
Income (loss) before cumulative effect of accounting change 26,963 3,274 (80,621) 259,260
Cumulative effect of accounting change — (265) — —
Net income (loss) ¥ 26,963 ¥ 3,009 ¥ (80,621) $ 259,260
Yen U.S. cents
Per share data (Notes 1 and 17):
Income (loss) before cumulative effect of accounting change:
Basic ¥27.17 ¥3.36 ¥(84.46) 26.13¢
Diluted 27.16 3.36 (84.46) 26.12
Cumulative effect of accounting change:
Basic — (0.27) — —
Diluted — (0.27) — —
Net income (loss):
Basic 27.17 3.09 (84.46) 26.13
Diluted 27.16 3.09 (84.46) 26.12
Dividends per share (Note 1) 6.00 6.00 6.00 5.77

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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Consolidated Statements of Shareholders' Equity

Komatsu Ltd. and Consolidated Subsidiaries
Years ended March 31, 2004, 2003 and 2002

Thousands of

U.S. dollars
Millions of yen (Note 1)
2004 2003 2002 2004

Common stock
Balance, beginning of year ¥ 67,870 ¥ 67,870 ¥ 67,870 $ 652,596
Balance, end of year ¥ 67,870 ¥ 67,870 ¥ 67,870 $ 652,596
Capital surplus
Balance, beginning of year ¥ 135,686 ¥117,439 ¥117,418 $ 1,304,673
Sales of treasury stock (11) 9 21 (106)
Issuance of shares to acquire minority interests

of consolidated subsidiaries — 18,238 — —
Balance, end of year ¥ 135,675 ¥135,686 ¥117,439 $ 1,304,567
Retained earnings
Appropriated for legal reserve
Balance, beginning of year ¥ 21,030 ¥ 20,852 ¥ 20,718 $ 202,211
Transfer from unappropriated retained earnings 599 178 134 5,760
Balance, end of year ¥ 21,629 ¥ 21,030 ¥ 20,852 $ 207,971
Unappropriated retained earnings
Balance, beginning of year ¥ 207,416 ¥210,309 ¥300,499 $ 1,994,385
Adjustments for change of fiscal period of consolidated subsidiaries (Note 1) — — (3,705) —
Net income (loss) 26,963 3,009 (80,621) 259,260
Cash dividends paid (5,955) (5,724) (5,730) (57,260)
Transfer to retained earnings appropriated for legal reserve (599) (178) (134) (5,760)
Balance, end of year ¥ 227,825 ¥207,416 ¥210,309 $ 2,190,625
Accumulated other comprehensive income (loss)
Balance, beginning of year ¥ (32,981) ¥ (18,393) ¥ (29,204) $ (317,125)
Adjustments for change of fiscal period of consolidated subsidiaries (Note 1) — — 9,447 —
Other comprehensive income (loss) for the year, net of tax 9,187 (14,588) 1,364 88,337
Balance, end of year ¥ (23,794) ¥ (32,981) ¥ (18,393) $ (228,788)
Treasury stock
Balance, beginning of year ¥ (3,655) ¥ (2,934) ¥ (3,044) $ (35,144)
Purchase of treasury stock (153) (721) (643) (1,471)
Sales of treasury stock 110 — 753 1,057
Balance, end of year ¥ (3,698) ¥ (3,655) ¥ (2,934) $ (35,558)
Total shareholders’ equity ¥ 425,507 ¥395,366 ¥395,143 $ 4,091,413
Disclosure of comprehensive income (loss)
Net income (loss) for the year ¥ 26,963 ¥ 3,009 ¥ (80,621) $ 259,260
Other comprehensive income (loss) for the year, net of tax 9,187 (14,588) 1,364 88,337
Comprehensive income (loss) for the year ¥ 36,150 ¥ (11,579) ¥ (79,257) $ 347,597

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

Komatsu Ltd. and Consolidated Subsidiaries
Years ended March 31, 2004, 2003 and 2002

Thousands of

Millions of yen U&.O?gllf)rs
2004 2003 2002 2004
Operating activities
Net income (loss) ¥ 26,963 ¥ 3,009 ¥(80,621) $ 259,260
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:
Depreciation and amortization 69,863 70,229 61,581 671,760
Deferred income taxes (23,873) (713) (25,844) (229,548)
Net loss (gain) from sale of investment securities (211) 6,454 8,696 (2,029)
Gain on sale of property (2,198) (3,410) (16,454) (21,135)
Loss on disposal or sale of fixed assets 7,611 3,974 7,202 73,183
Impairment loss on long-lived assets 19,051 — 52,242 183,183
Pension and retirement benefits, net 1,725 (29,939) 10,364 16,587
Changes in assets and liabilities:
Decrease (increase) in trade receivables (22,410) 9,470 62,551 (215,481)
Decrease (increase) in inventories (17,112) 21,298 20,611 (164,538)
Increase (decrease) in trade payables 41,188 (20,580) (37,942) 396,038
Increase (decrease) in income taxes payable 6,123 (368) (3,491) 58,875
Other, net 10,570 (11,167) 1,426 101,634
Net cash provided by operating activities 117,290 48,257 60,321 1,127,789
Investing activities
Capital expenditures (59,350) (69,182) (54,118) (570,673)
Proceeds from sales of property 15,750 18,627 32,377 151,442
Proceeds from sales of investment securities 14,056 9,453 7,866 135,154
Purchases of investment securities (4,308) (4,549) (4,848) (41,423)
Acquisition of subsidiaries, net of cash acquired (10,440) 5,300 — (100,385)
Collection of loan receivables 7,988 14,418 8,729 76,808
Disbursement of loan receivables (4,553) (10,537) (7,112) (43,779)
Decrease (increase) in time deposits (74) 452 173 (712)
Net cash used in investing activities (40,931) (36,018) (16,933) (393,568)
Financing activities
Proceeds from long-term debt 40,107 152,726 47,927 385,644
Repayments on long-term debt (90,134) (55,862) (49,110) (866,673)
Decrease in short-term debt, net (12,839) (61,115) (28,391) (123,452)
Repayments of capital lease obligations (10,107) (10,458) (5,331) (97,183)
Sale (purchase) of treasury stock, net (43) (721) 180 (413)
Dividends paid (5,955) (5,724) (5,730) (57,260)
Net cash provided by (used in) financing activities (78,971) 18,846 (40,455) (759,337)
Effect of exchange rate change on cash and cash equivalents (2,134) (325) 881 (20,519)
Net increase (decrease) in cash and cash equivalents (4,746) 30,760 3,814 (45,635)
Cash and cash equivalents, beginning of year 76,152 45,392 39,760 732,231
Adjustment for change of fiscal period on consolidated subsidiaries — — 1,818 —
Cash and cash equivalents, end of year " 71,406 ¥ 76,152 ¥ 45,392 $ 686,596

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

Komatsu Ltd. and Consolidated Subsidiaries

1. Description of Business, Basis of Financial Statements and Summary of Significant Accounting Policies

Description of Business

Komatsu Ltd. (“the Company”) and consolidated subsidiaries
(together “the companies”) primarily manufacture and market
various types of construction and mining equipment throughout
the world. They also engage in Industrial Machinery, Vehicles
and Others business, and Electronics business including semicon-
ductor products.

The consolidated net sales of the Company and consolidated
subsidiaries for the year ended March 31, 2004, consisted of the
following:

Construction and mining equipment — 72.2%, Industrial
Machinery, Vehicles and Others — 20.2%, Electronics — 7.6%.

Sales are made principally under the Komatsu brand name,
and are almost entirely through sales subsidiaries and sales distrib-
utors. These subsidiaries and distributors are responsible for mar-
keting and distribution and primarily sell to retail dealers in their
geographical area. Of consolidated net sales for the year ended
March 31, 2004, 59.6% were generated outside Japan, with
23.2% in the Americas, 12.7% in Europe, 7.3% in China, 11.3%
in Asia (excluding Japan and China) and Oceania, and 5.1% in
the Middle East and Africa.

The manufacturing operations of the Company and consoli-
dated subsidiaries are conducted primarily at plants in Japan,
United States, Germany, United Kingdom, Indonesia, Brazil,
[taly, China and Taiwan.

The Company has changed the segment name of “Others”
to “Industrial Machinery, Vehicles and Others”, for all periods.

Basis of Financial Statements

The accompanying consolidated financial statements are stated
in Japanese yen, the functional currency of the country in which
the Company is incorporated and principally operates. The trans-
lation of Japanese yen amounts into United States dollar
amounts for the year ended March 31, 2004, is included solely
for the convenience of readers outside Japan and has been
made at the rate of ¥104 to $1, the approximate rate of ex-
change prevailing at the Federal Reserve Bank of New York on
March 31, 2004. Such translation should not be construed as a
representation that Japanese yen amounts could be converted
into United States dollars at the above or any other rate.

The accompanying consolidated financial statements reflect
certain adjustments, not recorded in the companies’ books, to
present them in conformity with accounting principles generally
accepted in the United States of America. These adjustments are
made mainly in connection with accounting for liability for pen-
sion and other retirement benefits, leases, impairment of long-
lived assets, derivative financial instruments, and recognition of
certain accrued expenses. Certain reclassifications have been
made to prior year amounts to conform with current year pre-
sentation.

Summary of Significant Accounting Policies

(1) Consolidation and Investments in Affiliated Companies
The consolidated financial statements include the accounts
of the Company and all of its majority-owned domestic and
foreign subsidiaries, except for certain immaterial subsidiaries.

The accounts of any variable interest entities that must be con-
solidated under FASB Interpretation No. 46 (revised December
2003) ("FIN 46R"), "Consolidation of Variable Interest Entities"
are included in the consolidated financial statements.

The company had acquired 100% of the shares of Partek
Forest AB and Partek Forest Holdings LLC for EUR 120 million from
KONE, a Finish company, in December 2003. From December 31,
2003, these two companies and their 12 subsidiaries have been
treated as consolidated companies and their one affiliated compa-
ny was treated as an equity method Investment.

At the beginning of fiscal 2002, the Company changed the
consolidated closing date for certain overseas subsidiaries from
December 31 to March 31. As a result, unappropriated retained
earnings decreased by ¥3,705 million, and other comprehensive
income (loss) increased by ¥9,447 million.

Investments in 20 to 50% owned affiliated companies where-
by the Company has the ability to exercise significant influence
over the operational and financial policies of a company,
and certain immaterial subsidiaries not consolidated are, with
minor exceptions, accounted for by the equity method.

(2) Translation of Foreign Currency Accounts

Under the provisions of Statement of Financial Accounting
Standards (“SFAS"”) No. 52, “Foreign Currency Translation,” as-
sets and liabilities are translated at the exchange rates in effect
at each fiscal year-end, and income and expenses are translated
at the average rates of exchange prevailing during each fiscal
year in consolidating the financial statements of overseas
subsidiaries. The resulting translation adjustments are included
as a separate component of accumulated other comprehensive
income (loss) in the accompanying consolidated financial state-
ments. All foreign currency transaction gains and losses are in-
cluded in other income or expenses in the period incurred.

(3) Allowance for Doubtful Trade Receivables

The companies record an allowance for doubtful receivables that
is based upon historical experience and specific customer collec-
tion issues.

(4) Inventories

Inventories, consisting of finished products including finished
parts held for sale, work in process, and materials and supplies,
are stated at the lower of cost or market. Cost is determined by
the last-in, first-out method for finished parts held for sale and
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Notes to Consolidated Financial Statements

Komatsu Ltd. and Consolidated Subsidiaries

by using actual costs accumulated under a job-order cost system
for other finished products and work in process. Cost of materi-
als and supplies are stated at average cost.

(5) Investment Securities

In compliance with SFAS No. 115, “Accounting for Certain
Investments in Debt and Equity Securities,” the companies’ in-
vestments in debt and equity securities are categorized as avail-
able-for-sale securities which are stated at fair value. Changes in
fair values are included as a separate component of accumulated
other comprehensive income (loss) in the accompanying consoli-
dated financial statements.

Unrealized losses are charged against net earnings when a
decline in market value below cost is determined to be other
than temporary based primarily on the financial condition of
the issuer and the extent and length of the time of the decline.

Investments whose market values have declined below cost
that extends for six months are automatically written down to
the fair value in all cases.

(6) Land and Buildings Held for Sale

Land and buildings held for sale are stated at the lower of cost or
market value less cost to sell. During fiscal years ended in March
31, 2004 and 2003, the Company recorded a total charge of
¥1,092 million ($10,500 thousand) and ¥ 6,348 million, respec-
tively, in other expense to reduce the carrying values of assets
held for sale to current estimated market values less cost to sell.

(7) Property, Plant and Equipment, and Related
Depreciation

Property, plant and equipment are stated at cost. Depreciation is
computed principally using the declining-balance method at
rates based on the estimated useful lives of the assets. The aver-
age depreciation periods are 26 years for buildings and 9 years
for machinery and equipment, respectively. Effective rates of de-
preciation for buildings, machinery and equipment for the years
ended March 31, 2004, 2003 and 2002, are as follows:

. 2004 2003 2002
Buildings 9% 9% 9%
Machinery and equipment . 23% 23% 23%

Certain leased machinery and equipment are accounted for
as capital leases in conformity with SFAS No. 13, “Accounting
for Leases.” The aggregate cost included in property, plant and
equipment and related accumulated depreciation as of March
31, 2004 and 2003 are as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Aggregate cost ¥66,964 ¥56,683 $643,885
Accumulated depreciation 27,343 20,574 262,913

Ordinary maintenance and repairs are charged to expense as
incurred. Major replacements and improvements are capitalized.
When properties are retired or otherwise disposed of, the prop-
erty and related accumulated depreciation accounts are relieved
of the applicable amounts and any differences are included in
other income or expenses.

(8) Goodwill and Other Intangible Assets

The companies have adopted SFAS No.141“Business Combinations”
and SFAS No.142 “Goodwill and Other Intangible Assets”. SFAS
No. 141 requires the use of only the purchase method of ac-
counting for business combinations and refines the definition of
intangible assets acquired in a purchase business combination.
SFAS No. 142 eliminates the amortization of goodwill and in-
stead requires annual impairment testing thereof. SFAS No. 142
also requires recognized intangible assets with a definite useful
life to be amortized over their respective estimated useful lives
and reviewed for impairment annually in accordance with SFAS
No. 144. Any recognized intangible asset determined to have an
indefinite useful life is not to be amortized, but instead tested
for impairment based on its fair value until its life is determined
to no longer be indefinite.

The companies fully adopted the provisions of SFAS No. 141
and SFAS No. 142 as of April 1, 2002. Goodwill acquired in
business combinations completed before July 1, 2001, was
amortized through March 31, 2002. In connection with the
transition provision of SFAS No. 142, the Company was required
to perform an assessment of whether there was an indication
that any existing goodwill was impaired as of April 1, 2002. To
accomplish this, the Company (1) identified its reporting units,
(2) determined the carrying value of each reporting unit by as-
signing the assets and liabilities, including the existing goodwill
and intangible assets, to those reporting units, and (3) deter-
mined the fair value of each reporting unit. The Company com-
pleted the transitional assessment and recognized an
impairment loss amounting to ¥265 million as of April 1, 2002
since the carrying amount of the applicable reporting unit’s
goodwill exceeded its implied fair value. As specified by SFAS
No. 142, such transitional impairment loss was reflected as a cu-
mulative effect adjustment in the consolidated statement of in-
come. The Company also completed the annual assessments for
the year ended March 31, 2004 and 2003, and determined that
no additional goodwill impairment charge was necessary.

(9) Revenue Recognition

The companies recognize revenue from product sales at the time
when (1) title and risk of all ownership is transferred to
independently owned and operated dealers or customers,
(2) products are received and accepted by the customers for major
products such as construction equipment and upon shipment for
parts and certain other products, (3) sales price is fixed or deter-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

minable and (4) amounts are reasonably assured of collection.
Revenues are recorded net of discounts and allowances.

(10) Income Taxes

In accordance with SFAS No. 109, "Accounting for Income
Taxes," income taxes are accounted for under the asset and lia-
bility method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences be-
tween the financial statement carrying amounts of existing as-
sets and liabilities and their respective tax bases and operating
loss and tax credit carryforwards. Deferred tax assets and liabili-
ties are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differ-
ences and carryforwards are expected to be realized or settled.
The effect on deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that includes the en-
actment date.

(11) Product Warranties

The companies establish a liability for estimated product war-
ranty cost after sales. Estimates for accrued product warranty
cost are primarily based on historical experience.

(12) Pension and Retirement Benefits

The defined benefit plans are accounted for in accordance with
SFAS No. 87, “Employers’ Accounting for Pensions,” except for
certain subsidiaries’ pension plans which in the aggregate are
not significant. Certain domestic subsidiaries also have local sev-
erance payment plans under which accrued severance liabilities
are stated on the vested benefits obligation basis, which is the

amount required to be paid if all eligible employees voluntarily
terminated their employment as of the balance-sheet date.

Amortization of unrecognized net gain or loss is included as
a component of the Company’s net periodic pension cost for a
year if, as of the beginning of the year, that unrecognized net
gain or loss exceeds 10 percent of the greater of (1) the projected
benefit obligation or (2) the fair value of that plan’s assets.

In such case, the amount of amortization recognized by the
Company is the resulting excess divided by average remaining
service period of active employees expected to receive benefits
under the plan. The expected return on plan assets is deter-
mined based on the historical long-term rate of return on plan
assets. The discount rate is determined based on the rates of re-
turn of high-quality fixed income investments currently available
and expected to be available during the period to maturity of
the pension benefits.

(13) Stock-Based Compensation

The Company applies Accounting Principles Board (APB) Opinion
No. 25, “Accounting for Stock Issued to Employees” as permitted
by SFAS No. 123, “Accounting for Stock-Based Compensation.”
SFAS No. 123 gives entities a choice of measuring related com-
pensation expense by using the fair value method or the intrinsic
value approach under APB Opinion No. 25. Any excess of mar-
ket price over exercise price at the grant date would be charged
to expense over the vesting period.

The following table summarizes the results of the Company if
compensation cost for stock options granted and for employee
stock purchases under the plan had been determined in accordance
with the fair value based method prescribed by SFAS No. 123:

Thousands of

Millions of yen U.S. dollars

: 2004 2003 2002 : 2004
Net income (loss), as reported i ¥26,963 ¥3,009 ¥(80,621) : $259,260
Total stock-based compensation expenses determined using the fair value based method 229 75 135 A 2,202
Pro forma net income (loss) : 26,734 2,934 (80,756) 257,058
Yen U.S. cents

Net income (loss) per share, basic and diluted: : 2004 2003 2002 2004

Basic earnings (loss) per share As reported © ¥ 2717 ¥ 3.09 ¥ (84.46) 26.12¢

Pro forma . 2694 3.01 (84.60) 25.90
Diluted earnings (loss) per share As reported ¥ 27.16 ¥ 3.09 ¥ (84.46) 26.13
Pro forma : 26.93 3.01 (84.60) 25.89

(14) Per Share Data

Basic net income (loss) per share has been computed by dividing
net income (loss) by the weighted-average number of common
shares outstanding during each fiscal year, after deducting trea-
sury shares. Diluted net income (loss) per share reflects the po-
tential dilution computed on the basis that all convertible bonds

were converted at the beginning of the year and that all stock
options were exercised (less the number of treasury shares as-
sumed to be purchased from proceeds using the average market
price of the Company’s common shares) to the extent that each
is not antidilutive.

Dividends per share shown in the accompanying consolidated
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statements of income have been calculated based on dividends
approved and paid in each fiscal year.

(15) Consolidated Statements of Cash Flows

For the purpose of the consolidated statements of cash flows, cash
and cash equivalents include highly liquid investments with an
original maturity of three months or less at the date of purchase.

(16) Derivative Financial Instruments
The companies use various derivative financial instruments
to manage their interest rate and foreign exchange exposure.

Effective April 1, 2001, the companies adopted SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities”
and SFAS No. 138, “Accounting for Certain Derivative Instru-
ments and Certain Hedging Activities, an amendment of FASB
Statement No. 133.” SFAS No. 133 as amended requires that all
derivatives, including derivatives embedded in other financial in-
struments, be measured at fair value and recognized as either
assets or liabilities on the consolidated balance sheet. Changes
in the fair values of derivative instruments not designated or not
qualifying as hedges under SFAS No. 133 or any ineffective por-
tion of qualified hedges are recognized in earnings in the current
period. Changes in the fair values of derivative instruments used
effectively as fair value hedges are recognized in earnings, along
with changes in the fair value of the hedged item. Changes in
the fair value of the effective portions of cash flow hedges are
reported in other comprehensive income (loss), and recognized
in earnings when the hedged item is recognized in earnings.

The cumulative effect adjustment upon the adoption of SFAS
No. 133 and 138, net of the related tax effect, resulted in an im-
material impact to net income and a decrease to other compre-
hensive income (loss) of ¥670 million.

In April 2003, the Financial Accounting Standard Board
"FASB" issued No. 149 ("Amendment of Statement 133 on
Derivative Instruments and Hedging Activities"). This Statement
amends and clarifies financial accounting and reporting for de-
rivative instruments, including certain derivative instruments em-
bedded in other contracts (collectively referred to as derivatives)
and for hedging activities under FASB Statement No. 133,
("Accounting for Derivative Instruments and Hedging Activities").

The companies adopted FASB No.149 from July 1, 2003. The
effect of adopting this statement was not material to the consol-
idated financial position or results of operations.

(17) Impairment of Long-Lived Assets and Long-Lived
Assets to be Disposed of

In accordance with SFAS No. 144 “Accounting for the Impairment

or Disposal of Long-Lived Assets,” which develops a single ac-

counting method, based on the framework established in SFAS

No. 121, “Accounting for the Impairment of Long-Lived Assets

and for Long-Lived Assets to Be Disposed Of,” the long-lived as-

sets and certain identifiable intangibles to be held and used by
the companies are reviewed for impairment based on a cash
flow analysis of related operations whenever events or changes
in circumstances indicate that the carrying amount of an asset
may not be recoverable. Long-lived assets and certain identifi-
able intangibles to be disposed of are reported at the lower of
carrying amount or fair value less cost to sell. The adoption of
SFAS No. 144 as of April 1, 2002, did not have a significant im-
pact on the consolidated financial statements.

In the fiscal year ended March 31, 2002, the companies
recorded an impairment loss of ¥24,983 million, on long-lived
assets related to certain production facilities at its wholly
owned subsidiary, Komatsu Silicon America, Inc. which is in the
electronics segment. The reason for this impairment is that
management has changed its policy now to sell or dispose of
these facilities instead of holding them for future use. The im-
pairment loss was calculated based on an estimated fair value
less cost to sell of the facilities under current market conditions
utilizing independent appraisal of the facilities.

Additionally in the fiscal year ended March 31, 2002, the
companies, due to the decline in the market demand, recorded
impairment losses of ¥27,259 million on production facilities
being operated by a consolidated subsidiary, Advanced Silicon
Materials LLC (ASiMI) which is also in the electronics segment.
Specifically, an impairment loss of ¥13,411 million for its Butte
plant in Montana was calculated using the best estimate of dis-
counted future cash flows based on the decision to continue its
operation, and one of ¥13,848 million for its Moses Lake plant
in Washington was calculated using the estimate of realizable
value based on the decision to discontinue its production.

Also, in the fiscal year ended March 31, 2004, ASIMI re-ap-
praised its fixed assets of the Butte plant using estimated future
cash flows and recorded an impairment loss of ¥17,534 million
($168,596 thousand) on them based on the assumption that the
business environment will remain unfavorable with belated elim-
ination of demand-and-supply gap for polycrystalline silicon as
well as intensified pricing competition.

(18) Use of Estimates

The Company’s management has made a number of estimates
and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses to prepare these financial
statements in conformity with generally accepted accounting
principles. Actual results could differ from the estimates and as-
sumptions.

The Company has identified five areas where it believes
assumptions and estimates are particularly critical to the financial
statements. These are the determination of the allowance for
doubtful receivables, impairment on long-lived assets and good-
will, pension liabilities and expenses, fair value of financial instru-
ments and realization of deferred tax assets.
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(19) New Accounting Standards

In January 2003, the FASB issued Interpretation No. 46 (FIN 46),
“Consolidation of Variable Interest Entities (“VIEs”),” which ad-
dresses consolidation by business enterprises of variable interest
entities that either: (1) do not have sufficient equity investment
at risk to permit the entity to finance its activities without addi-
tional subordinated financial support, or (2) the equity investors
lack an essential characteristic of a controlling financial interest.
In December 2003, the Financial Accounting Standards Board is-
sued FASB Interpretation No. 46 (revised December 2003)("FIN
46R"),"Consolidation of Variable Interest Entities", which ad-
dresses how a business enterprise should evaluate whether it
has a controlling financial interest in an entity through means
other than voting rights and accordingly should consolidate the
entity. FIN 46R replaces FIN 46.

For any VIEs that must be consolidated under FIN 46R that
were created before December 31, 2003, the assets, liabilities
and non-controlling interests of the VIEs initially would be mea-
sured at their carrying amounts at the date the requirements of
this Interpretation first apply. If determining the carrying
amounts is not practicable, fair value at the date FIN 46R first
applies may be used to measure the assets, liabilities and non-

2. Supplemental Cash Flow Information

controlling interest of the VIEs. Any difference between the net
amount added to the balance sheet of the consolidating enter-
prise and the amount of any previously recognized interest in
the newly consolidated entity shall be recognized as the cumula-
tive effect of an accounting change.

Foreign private issuers with variable interests in "VIEs" creat-
ed after January 31, 2003 are required to apply FIN 46R immedi-
ately. The mandatory effective dates of FIN 46R for foreign
private issuers with variable interests in VIEs created before
February 1, 2003 vary depending on the foreign private issuers'
year-end and frequency of interim reporting. The companies
were required to apply FIN 46R to both special-purpose entities
and other VIEs in consolidated financial statements from the pe-
riods beginning April 1, 2004.

For any VIEs that must be consolidated under FIN 46R that
were created before February 1, 2003, the cumulative effect of
the accounting change should be recognized as of April 1,
2004.

The adoption of FIN 46R did not have and is not expected to
have a material effect on the Company's consolidated financial
position and results of operations.

Additional cash flow information and noncash investing and financing activities for the years ended March 31, 2004, 2003 and

2002, are as follows:

Thousands of

Millions of yen U.S. dollars

2004 2003 2002 2004
Additional cash flow information: ! !
Interest paid © ¥14,911 ¥14,370 ¥17,091 : $143,375
Income taxes paid © 13,102 6,831 13,139 {125,981
Noncash investing and financing activities:
Acquisition of minority interests of two consolidated subsidiaries
through stock for stock exchanges:
Net assets acquired — 18,238 — —
Capital lease obligations incurred 18,699 12,022 9,203 179,798

On October 2002, the Company acquired all of the minority in-
terests, representing 48.5% and 45.7% of the issued and out-
standing shares, of its existing consolidated subsidiaries,
Komatsu Forklift Co., Ltd. (“Komatsu Forklift”) and Komatsu
Zenoah Co. (“Komatsu Zenoah”), respectively, through stock for
stock exchanges. As a result the Company issued 23,691 thou-
sand shares and 16,132 thousand shares for minority interest,

3. Acquisition

In December 2003, the Company acquired 100% of the shares
of Partek Forest AB and Partek Forest Holdings LLC for cash of
Euro 120 million in order to make full-scale entry to the forestry
equipment market. From this fiscal year ended March 31, 2004,

respectively.

The Company has used the purchase method of accounting
to record the transactions in conformity with SFAS No. 141 and
accordingly, has allocated the purchase price based on estimat-
ed fair values of acquired net assets. The cost of acquired minor-
ity interests were ¥10,850 million and ¥7,388 million for
Komatsu Forklift and Komatsu Zenoah, respectively.

these two companies and their 12 subsidiaries (collectively,
Partek Forest group) were treated as consolidated companies
and their one affiliated company was treated as an equity
method investment. The Company accounts for the investment
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based on a fiscal period ended 90 days prior to the Company’s
year end; therefore, it has included the consolidated balance
sheet as of December 31, 2003 of Partek Forest group in the
consolidated financial statements of the Company as of March
31, 2004. The business of Partek Forest group is primarily man-
ufacture and sale of forestry equipment mainly used in Europe

and North America.

The purchase price allocation has been prepared on a pre-
liminary basis, and reasonable changes are expected as addi-
tional information becomes available. Following is a summary
of the estimated fair values of the assets acquired and liabilities
assumed as of the date of the acquisition:

Thousands of

Millions of yen U.S. dollars
Current assets S 2,154 $116,865
Property, plant and equipment 2,535 24,375
Intangible assets 6,496 62,462
Goodwill 6,439 : 61,913
Other assets 43 414
Total assets acquired 27,667 : 266,029
Current liabilities 11,309 108,740
Long-term liabilities 2,993 28,779
Total liabilities assumed 14,302 137,519
Purchase price ¥13,365 $128,510

Total intangible assets of ¥6,496 million ($62,462 thousand)
will be amortized over their weighted-average useful lives, which
includes technology assets of ¥2,513 million ($24,163 thousand),
dealer network of ¥1,315 million ($12,644 thousand) and cus-
tomer relationships of ¥1,108 million ($10,654 thousand) (6, 9

4. Trade Notes and Accounts Receivable

and 15 years weighted-average useful lives, respectively).

The goodwill of ¥6,439 million (361,913 thousand) was as-
signed to the construction and mining equipment segment. The
total amount of goodwiill is not deductible for tax purposes.

The receivables at March 31, 2004 and 2003 are summarized as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Trade notes ¥114,323 ¥122,470 $1,099,259
Accounts receivable 255,083 223,994 2,452,721
Total 369,406 346,464 3,551,980
Less: allowance (15,222) (9,063) (146,365)
Net trade receivables ¥354,184 ¥337,401 $3,405,615

The Company and certain of its consolidated subsidiaries
follow the practice of including the portion of installment and
lease receivables due after one year (less unearned interest) in
current assets. Receivables due after one year (less unearned in-
terest) amounted to ¥68,869 million ($662,202 thousand) and
¥61,177 million at March 31, 2004 and 2003, respectively.

Lease receivables are included in accounts receivable above
and represent receivables from customers for equipment leased
by Komatsu Forklift Co., Ltd. These leases are accounted for as
sales-type leases in conformity with SFAS No. 13. Equipment
sales revenue from sales-type leases are recognized at the
inception of the lease.

At March 31, 2004 and 2003, lease receivables comprised
the following:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Minimum lease payments
receivable ¥11,384 ¥11,925 $109,462
Unearned income (913) (967) (8,779)
Net lease receivables ¥10,471 ¥10,958 $100,683

Cash flows received for all securitization activities for the years
ended March 31, 2004 and 2003 were ¥294,210 million
($2,828,942 thousand) and ¥255,342 million from the sales of
trade notes and accounts receivable.

The Company and its consolidated subsidiaries retain servicing
responsibilities, however contractual servicing fees are not re-
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ceived from the third parties separately. The investors and the se-
curitization trusts have no or limited recourse rights to the
Company and its consolidated subsidiaries’ assets in case of
debtors’ default. Appropriate reserves have been established for
potential losses relating to the limited recourse of the sold receiv-
ables. Also the Company and its consolidated subsidiaries, except
for a certain U.S. subsidiary, as transferor do not retain any inter-
est in the receivables sold.

The components of securitized trade receivables and other assets
managed together at March 31, 2004 and 2003 were as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Total amount of trade
receivables that are :
managed and securitized ¥505,555 ¥482,134 : $4,861,105

Assets transferred

(136,149) (135,670) (1,309,125)

Total amount of trade

receivable on B/S ¥369,406 ¥346,464 $3,551,980

5. Inventories

At March 31, 2004 and 2003, inventories comprised the following:

A certain U.S. subsidiary’s retained interests, which are in-
cluded in the recourse provisions, are subordinate to investor’s
interests and their value are subject to certain key assumptions.
Key assumptions used in measuring the fair value of retained in-
terests related to securitization transactions completed during
the year ended March 31, 2004 and 2003 were as follows:

2004 2003
Weighted-average life 48 months 48 months
Prepayment speed over the life 2.3% 2.3%
Expected credit losses over the life 1.6% 2.2%
Discount rate on cash flow $1.6-2.1% 2.2-35%

The carrying value of retained interest was ¥ 5,822 million ($
55,981 thousand) and ¥4,174 million as of March 31, 2004 and
2003, respectively. The impacts of 10% and 20% changes to the
key assumptions on the fair value of retained interest as of March
31, 2004 are immaterial.

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Finished products, including finished parts held for sale ¥174,982 ¥163,434 $1,682,519
Work in process 52,702 47,981 506,750
Materials and supplies 28,182 30,307 270,981
Total ¥255,866 ¥241,722 $2,460,250

6. Investment Securities

Investment securities at March 31, 2004 and 2003, primarily
consisted of securities available for sale.

The cost, gross unrealized holding gains and losses, and fair
value for such investment securities by major security types at
March 31, 2004 and 2003, are as follows:

Millions of yen
Gross unrealized holding

Cost Gains Losses Fair value
At March 31, 2004
Investment securities available for sale:
Marketable debt securities ¥ 10 ¥ — ¥ — ¥ 10
Marketable equity securities 17,430 27,586 0 45,016
Other investment securities at cost 14,227 — — 14,227
¥31,667 ¥27,586 ¥ 0 ¥59,253
At March 31, 2003
Investment securities available for sale:
Marketable debt securities ¥ 10 ¥ 0 ¥ — ¥ 10
Marketable equity securities 12,602 4,912 1,040 16,474
Other investment securities at cost 14,278 — — 14,278
¥26,890 ¥ 4,912 ¥1,040 ¥30,762
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Thousands of U.S. dollars
Gross unrealized holding

Cost Gains Losses Fair value
At March 31, 2004
Investment securities available for sale:
Marketable debt securities $ 96 $ — $ — $ 96
Marketable equity securities 167,596 265,250 0 432,846
Other investment securities at cost 136,798 — — 136,798
$304,490 $265,250 $ 0 $569,740

Other investment securities primarily include non-marketable
equity securities.

Maturities of marketable debt securities at March 31, 2004
and 2003 primarily fall within five years.

Unrealized holding gains and losses deemed to be temporary
are included as a component of accumulated other comprehensive
income (loss) until realized.

Proceeds from the sales of marketable securities and invest-
ment securities available for sale were ¥14,056 million
($135,154 thousand), ¥9,453 million and ¥7,866 million for the

7. Investments in and Advances to Affiliated Companies

years ended March 31, 2004, 2003 and 2002, respectively.

Net realized gains (losses) on sale of investment securities
available for sale during the years ended March 31, 2004, 2003
and 2002, amounted to gains of ¥211 million ($2,029 thou-
sand), losses of ¥6,454 million and losses of ¥8,696 million, re-
spectively. They were included in “interest and other income” or
in “other” of “costs and expenses” in the accompanying consol-
idated statements of income. The cost of the marketable securi-
ties and investment securities sold was computed based on the
average-cost method.

At March 31, 2004 and 2003, investments in and advances to affiliated companies comprised the following:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Investments in capital stock ¥13,308 ¥14,482 $127,962
Advances 5,044 4,877 48,500
Total ¥18,352 ¥19,359 $176,462

Dividends received from affiliated companies were ¥184 mil-
lion ($1,769 thousand), ¥221 million and ¥1,234 million during
the years ended March 31, 2004, 2003 and 2002, respectively.

Trade notes and accounts receivable from affiliated compa-
nies at March 31, 2004 and 2003, were ¥36,282 million
($348,865 thousand) and ¥44,086 million, respectively.

Short-term loans receivable from affiliated companies at
March 31, 2004 and 2003, were ¥9,453 million ($90,894 thou-
sand) and ¥15,610 million, respectively.

Trade notes and accounts payable to affiliated companies at
March 31, 2004 and 2003, were ¥6,488 million ($62,385 thou-
sand) and ¥5,706 million, respectively.

Net sales for the years ended March 31, 2004, 2003 and

2002, included net sales to affiliated companies in the amounts
of ¥49,978 million ($480,558 thousand), ¥57,418 million and
¥53,359 million, respectively.

Intercompany profits (losses) have been eliminated in the
consolidated financial statements.

At March 31, 2004 consolidated unappropriated retained
earnings included the companies’ share of undistributed earn-
ings of 50% or less owned companies accounted for by the eg-
uity method amounting to ¥6,016 million ($57,846 thousand).

The difference between the carrying amount of equity
method investments and the amount of underlying equity in net
assets is insignificant as of March 31, 2004 and 2003.
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Summarized financial information for affiliated companies at March 31, 2004 and 2003, and for the years ended March 31,

2004, 2003 and 2002, is as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 . 2004
Current assets ¥105,502 ¥122,390 i $1,014,442
Net property, plant and equipment 39,126 59,861 376,212
Other assets 8,521 14,553 81,933
Total assets ¥153,149 ¥196,804 $1,472,587
Current liabilities ¥ 94,270 ¥129,125 $ 906,443
Noncurrent liabilities 24,115 37,846 231,875
Shareholders’ equity 34,764 29,833 334,269
Total liabilities and shareholders’ equity ¥153,149 ¥196,804 . $1,472,587

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004
Net sales ¥177,868 ¥206,684 ¥203,490 $1,710,269
Net income (loss) ¥ 1,857 ¥ (4,791) ¥ 129 :$ 17,856

8. Property, Plant and Equipment

The major classes of property, plant and equipment at March 31, 2004 and 2003, are as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 . 2004
Land ¥ 72759 ¥ 79,071 © $ 699,606
Buildings 297,350 295,788 © 2,859,135
Machinery and equipment 665,118 660,489 6,395,365
Construction in progress 8,062 15,828 77,519
Total 1,043,289 1,051,176 10,031,625
Less: accumulated depreciation (675,928) (651,089) (6,499,308)
Net property, plant and equipment ¥ 367,361 ¥ 400,087 $3,532,317

9. Pledged Assets

At March 31, 2004, assets pledged as collateral for short-term debt, long-term debt and guarantees for debt are as follows:

Thousands of

Millions of yen U.S. dollars
Time deposits L ¥ 361 L8 3471
Trade notes and accounts receivable 947 9,106
Land and buildings held for sale 121 1,163
Property, plant and equipment—Iess accumulated depreciation 25,588 246,039
Total ¥27,017 ©$259,779

The above assets were pledged against the following liabilities:

Thousands of

Millions of yen U.S. dollars
Liabilities appearing in the consolidated balance sheets as: A
Short-term debt ¥ 947 . $ 9,106
Long-term debt 25,457 244,779
Guarantees for debt 613 : 5,894
Total ¥27,017 L $259,779
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10. Goodwill and Other Intangible Assets

The information for intangible assets other than goodwill at March 31, 2004 and 2003 are as follows:

Millions of yen

2004 2003
Gross Net Gross Net

carrying Accumulated carrying carrying Accumulated carrying
amount amortization amount amount amortization amount

Other intangible assets subject to amortization: :
Software : ¥ 26,596 ¥ (15,467) ¥ 11,129 ¥21,368  ¥(11,460) ¥ 9,908
Other : 14,843 (2,446) 12,397 10,183 (2,329) 7,854
Total ¥ 41,439 ¥ (17,913) ¥ 23,526 ¥31,551 ¥(13,789) ¥17,762
Other intangible assets not subject to amortization 4,236 5,022
Total other intangible assets ¥ 27,762 ¥22,784

Thousands of U.S. dollars

2004
Gross Net
carrying Accumulated carrying
amount amortization amount
Other intangible assets subject to amortization: :
Software i $255,731 $(148,721) $107,010
Other © 142,721 (23,519) 119,202
Total . $398,452 $(172,240) $226,212

Other intangible assets not subject to amortization

40,730

Total other intangible assets

$266,942

The aggregate amortization expense of other intangible assets subject to amortization for the year ended March 31, 2004 was
¥5,543 million ($53,298 thousand). The future estimated amortization expenses for each of five years relating to amounts currently

recorded in the consolidated balance sheet are as follows:

Thousands of

Millions of yen U.S. dollars
2005 ¥ 5,608 ©$53,923
2006 5,257 : 50,548
2007 4,190 40,288
2008 2,623 25,221
2009 1,907 18,337

The changes in carrying amounts of goodwill for the year ended March 31, 2004 were as follow:

Thousands of

Millions of yen U.S. dollars
Balance at beginning of the year . ¥ 5550 $ 53,365
Goodwill acquired during the year 11,798 113,442
Foreign exchange impact (536) (5,153)
Balance at end of the year ¥16,812 : $161,654

In adopting SFAS No. 142 on April 1, 2002, a goodwill
impairment loss of ¥265 million was recognized from the cast-
ing goods reporting unit in China and all of the goodwill was
impaired.

At March 31, 2004, the amounts of goodwill allocated to the

construction and mining equipment segment and the electronics
segment were ¥16,272 million ($156,462 thousand) and ¥540
million ($5,192 thousand), respectively.

As of March 31, 2004, goodwill acquired during fiscal year
ended March 31, 2004 was allocated to the construction and
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mining equipment segment.

The majority of goodwill acquired during the year resulted
from the acquisition of 100% of the shares of Partek Forest AB
and Partek Forest Holdings LLC in December 2003.

The following table reconciles previously reported net income
(loss) and net income (loss) per share for the years ended March
31, 2002, as if SFAS No. 142 had been effective previously.

Millions of yen

2002
Net income (loss):
Reported net income (loss) ¥(80,621)
Goodwill amortization 2,272
Adjusted net income (loss) (78,349)
Yen
Net income (loss) per share—basic and diluted:
Reported net income (loss) ¥ (84.46)
Goodwill amortization 2.38
Adjusted net income (loss) (82.08)

11. Short-Term and Long-Term Debt

Short-term debt primarily consists of short-term bank loans. The
weighted-average annual interest rates applicable to short-term
debt outstanding at March 31, 2004 and 2003, were 2.0% and
2.1%, respectively. The Company and certain consolidated sub-

sidiaries have unused committed lines of credit amounting to
¥38,691 million ($372,029 thousand) with certain financial
institutions at the end of fiscal 2004. Long-term debt at March
31, 2004 and 2003, consisted of the following:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Long-term debt with collateral (Note 9):
Banks, insurance companies and other financial institutions,
maturing serially through 2004-2023, weighted-average rate 2.8% :
Government-owned banks and government agencies ¥ 15,647 ¥ 13,310 i $ 150,452
Other 7,255 5,460 ; 69,760
Long-term debt without collateral:
Banks, insurance companies and other financial institutions,
maturing serially through 2004-2017, weighted-average rate 1.5% 155,169 182,655 1,492,010
Euro Medium-Term Notes maturing serially through 2004-2008,
weighted-average rate 1.6% 67,186 52,578 : 646,019
6.9% Senior Notes due 2003 (payable in U.S. dollars) — 14,063 —
1.8% Convertible Unsecured Bonds due 2004 — 27,447 —
7.0% Senior Notes due 2005 (payable in U.S. dollars) 7,504 8,534 : 72,154
1.9% Unsecured Bonds due 2006 35,000 35,000 336,538
1.07% Unsecured Bonds due 2007 20,000 20,000 192,307
1.45% Unsecured Bonds due 2009 10,000 10,000 96,154
Capital lease obligations (Note 16) 40,858 41,074 392,865
Other 4,392 2,895 42,231
Total 363,011 413,016 3,490,490
Less: current maturities (55,868) (102,299) (537,192)
Long-term debt ¥307,143 ¥310,717 $2,953,298
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In 1996, the Company, Komatsu Finance America Inc. and
Komatsu Finance (Netherlands) B.V. (the “Issuers”) registered the
US$1.0 billion Euro Medium-Term Note Program (“the
Program”) on the London Stock Exchange. On April 1, 1999, the
registered amount of the Program was increased to US$1.2 bil-
lion. On March 31, 2000, Komatsu Australia Holdings Pty. Ltd.,
formerly Komatsu Australia Pty. Ltd. was added as an issuer
under the Program. On October 14, 2003, Komatsu Europe
Coordination Center N.V. was added as an issuer under the
Program. Under the Program, each of the issuers may from time
to time issue notes denominated in any currency as may be
agreed between the relevant issuers and dealers. Komatsu
Finance America Inc. issued ¥18,000 million ($173,077 thousand)
and $30,000 thousand during fiscal 2004, and ¥34,100 million
during fiscal 2003 of Euro Medium-Term Notes with various in-
terest rates and maturity dates. Komatsu Finance (Netherlands)
B.V. issued ¥3,500 million ($33,654 thousand) during fiscal
2004, and ¥17,100 million during fiscal 2003 of Euro Medium-
Term Notes with various interest rates and maturity dates.

Komatsu Europe Coordination Center N.V. issued ¥8,500
million ($81,731 thousand) during fiscal 2004 of Euro Medium-
Term Notes with various interest rates and maturity dates.

U.S. dollar interest rates are based on three month LIBOR
with borrowing spreads of LIBOR minus 0.10% to LIBOR plus
0.80% for the years ended March 31, 2004 and 2003, respec-
tively, depending upon the contracts. The floating interest rates
for fiscal 2004 and 2003 ranged from 1.05% to 6.00% and

12. Liability for Pension and Other Retirement Benefits

The Company’s employees, with certain minor exceptions, are
covered by a severance payment and pension plan. The plan pro-
vides that 70% of the employee benefits are payable as a pen-
sion payment, commencing upon retirement at age 60
(mandatory retirement age) and that the remaining benefits are
payable as a lump-sum severance payment based on remunera-
tion, years of service and certain other factors at the time of re-
tirement. The plan also provides for lump-sum severance
payments, payable upon earlier termination of employment.

The Company’s funding policy is to contribute semiannually
the amounts to provide not only for benefits attributed to service
to date but also for those expected to be earned in the future.

1.22% to 6.00%, respectively.

As is customary in Japan, substantially all bank loans are
made under agreements which provide that the banks may
require, under certain conditions, the borrower to provide
collateral, additional collateral or guarantors for its loans.

Lending banks have a right to offset cash deposited with
them against any debt or obligation that becomes due and, in
the case of default and certain other specified events, against all
other debt payable to the banks.

Under certain loan agreements, the lender may require the
borrower to submit proposals for the payment of dividends and
other appropriations of earnings for the lender’s review and ap-
proval before presentation to the shareholders. The companies
have never received such a request.

Annual maturities of long-term debt subsequent to March
31, 2004, excluding SFAS No. 133 market value adjustments of
¥6,407 million ($61,606 thousand) are as follows:

Thousands of

Year ending March 31 Millions of yen U.S. dollars
2005 . ¥ 53,043 $ 510,029
2006 128,574 1,236,288
2007 78,217 752,087
2008 47,942 460,981
2009 28,417 273,240
2010 and thereafter 20,411 196,260
Total ¥356,604 $3,428,885

In the fiscal year ended March 31, 2004, the Company adopted
Statement of Financial Accounting Standards No.132 (revised
2003)(“SFAS 132R “),”Employers’'Disclosures about Pensions and
Other Postretirement Benefits “. SFAS 132R revises and prescribes
employers * disclosures about pension plans and other postretire-
ment benefit plans; it does not change the measurement or
recognition of those plans. SFAS 132R retains the disclosure re-
quirements contained in the original SFAS 132. It also requires
additional disclosures about the assets, obligations, cash flows
and net periodic benefit cost of defined benefit pension plans and
other postretirement benefit plans.

Net periodic cost of the Company’s plan for the years ended March 31, 2004, 2003 and 2002, included the following compo-

nents:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004

Service cost—Benefits earned during the year ¥3,805 ¥3,783 ¥ 4,537 $36,587
Interest cost on projected benefit obligation 2,236 2,777 3,737 21,500
Expected return on plan assets (408) (505) (1,502) (3,923)
Net amortization and deferral 3,984 3,147 2,368 ;38307
Settlement loss — — 6,419 —
Net periodic cost ¥9,617 ¥9,202 ¥15,559 ©$92,471
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The reconciliation of beginning and ending balances of the benefit obligations and the fair value of the plan assets of the

Company’s plan are as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Change in benefit obligation: :
Benefit obligation, beginning of year i ¥ 97,659 ¥ 99,581 $ 939,029
Service cost : 3,805 3,783 36,586
Interest cost 2,236 2,777 21,500
Actuarial loss : 858 3,146 8,250
Benefits paid (8,670) (11,628) (83,365)
Benefit obligation, end of year { ¥ 95,888 ¥ 97,659 $ 922,000
Change in plan assets: :
Fair value of plan assets, beginning of year . ¥ 60,992 ¥ 70,783 $ 586,461
Actual return on plan assets 10,016 (6,733) 96,308
Employer contribution 1,827 4,032 17,567
Benefits paid . (4162) (7,090) (40,019)
Fair value of plan assets, end of year . ¥ 68,673 ¥ 60,992 $ 660,317
Funded status © ¥(27,215)  ¥(36,667) $(261,682)
Unrecognized net loss 28,803 40,641 276,952
Unrecognized net obligation at transition being recognized over 15 years — 787 —
Unrecognized prior service cost being recognized over 15 years : 2,534 3,080 24,365
Net amount recognized ¥ 4,122 ¥ 7,841 $ 39,635
Net amounts recognized in the consolidated balance sheets consist of: :
Liability for pension and retirement benefits : ¥(14,882) ¥ (23,722) $(143,096)
Intangible assets included in other assets 2,534 3,867 24,365
Amount included in accumulated other comprehensive income (loss), gross of tax 16,470 27,696 158,366
Net amount recognized ¥ 4122 ¥ 7,841 $ 39,635

Pension plans with an accumulated benefit obligation in excess of plan assets:

Millions of yen

Thousands of
U.S. dollars

: 2004 2003 2004
Projected benefit obligation ¥ 95,888 ¥ 97,659 $ 922,000
Accumulated benefit obligation 83,555 84,714 803,413
Fair value of plan assets 68,673 60,992 660,317
Information with respect to the plan is as follows:
Measurement date
The Company uses a March 31 measurement date for its plan.
Assumptions
Weighted-average assumptions used to determine benefit obligations at March 31
2004 2003
Discount rate 2.3% 2.3%
Assumed rate of increase in future compensation levels 2.3% 2.3%
Weighted-average assumptions used to determine net periodic benefit cost for the years ended March 31
: 2004 2003 2002
Discount rate i 23% 2.3% 2.8%
Assumed rate of increase in future compensation levels 2.3% 2.3% 2.3%
Expected long-term rate of return on plan assets 0.6% 0.7% 1.9%
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The Company determines the expected long-term rate of
return based on the consideration of the current expectations
for future returns and actual historical returns of each plan
asset category.

However during fiscal year ended March 31, 2003 and
2004, the Company based expected long-term rate of return
only on the performance of stable assets because of the stag-

Obligations

nation in the equity markets in recent years.

Moreover the Company is currently considering a shift from
a tax qualified defined benefit pension plan to a defined bene-
fit cash balance pension plan and 2% is estimated as an ex-
pected long-term rate of return on plan assets based on the
current expectations for future returns and the actual historical
returns of each plan asset category.

The accumulated benefit obligations for the defined benefit plan at March 31, 2004 and 2003 was ¥83,555 million ($803,413

thousand) and ¥84,714 million, respectively.

Plan assets
The benefit plan weighted-average asset allocations at March 31, 2004 and 2003 were as follows:
2004 2003
Equity securities 35.9% 25.7%
Debt securities 18.0% 20.7%
Life insurance company general accounts 44.5% 51.6%
Others 1.6% 2.0%
100.0% 100.0%

In order to secure long-term comprehensive earnings, the
Company's investment policies are available to provide future
payments of pension benefits to eligible participants. Taking
into account the expected long-term rate of return on plan as-
sets, the Company formulates a basic portfolio comprised of
the judged optimum combination of equity and debt securities.
Plan assets are invested in individual equity and debt securities
in accordance with the guidelines of the basic portfolio in order
to produce a total return that will match the expected return
on a mid-term to long-term basis. The Company evaluates the
gap between expected return and actual return of invested
plan assets on an annual basis to determine if such differences
necessitate a revision in the formulation of the basic portfolio.
The Company revises the basic portfolio when and to the extent
considered necessary to achieve the expected long-term rate of
return on plan assets. The "Pension Committee" is organized
in the Company in order to periodically monitor the employ-
ment of such plan assets. Moreover the Company is currently
considering a shift from a tax qualified defined benefit pension
plan to a defined benefit cash balance pension plan and the
basic portfolio is being reviewed in line with this new system.

Equity securities include common stock of the Company
and certain of its domestic listed subsidiaries in the amounts of
¥19 million (0.03% of the Company's total plan assets) and
¥11 million (0.02% of the Company's total plan assets) at
March 31, 2004 and 2003, respectively.

Cash flows

The Company expects to contribute ¥2,247 million ($21,606
thousand) to its benefit plan in the year ending March 31,
2005.

Certain foreign subsidiaries have various funded pension
plans, of which the plan assets and the projected benefit obliga-
tions are calculated under the provisions of SFAS No. 87. The ag-
gregated fair value of plan assets as of March 31, 2004 and
2003, was approximately ¥12,440 million ($119,615 thousand)
and ¥11,455 million, respectively, and the projected benefit
obligations as of March 31, 2004 and 2003, were approximately
¥16,794 million ($161,481 thousand) and ¥15,939 million, re-
spectively. Discount rates of 5.5% to 6.8% and expected long-
term rates of return on plan assets of 5.5% to 9.0% were used
as assumptions in determining the actuarial value of benefit
obligations for the years ended March 31, 2004, 2003 and 2002.

Certain domestic subsidiaries also have unfunded sever-
ance payment plans and/or pension plans similar to those of the
Company for their employees. The aggregated fair value of plan
assets as of March 31, 2004 and 2003, was approximately
¥11,462 million ($110,212 thousand) and ¥10,752 mil-
lion, respectively, and the projected benefit obligations as of
March 31, 2004 and 2003, were approximately ¥25,109 million
($241,433 thousand) and ¥24,227 million, respectively. The
amounts of net periodic costs of certain foreign and domestic
subsidiaries for the years ended March 31, 2004, 2003 and
2002, were ¥4,604 million ($44,269 thousand), ¥3,886 million
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and ¥5,653 million, respectively.

Directors of the Company and domestic subsidiaries are
primarily covered by unfunded retirement allowances plans.

Under the unfunded plans described in the preceding para-
graphs, the amounts required if all employees and directors had
voluntarily terminated their employment at each balance-sheet
date are fully accrued. The payments to directors are subject to
shareholders’ approval.

In November 2001, the Company announced a reorganiza-
tion plan to reduce operating costs primarily through personnel
reductions and relocation to affiliates. A voluntary early retire-
ment and relocation to affiliates program was established to en-
courage reduction of personnel, primarily the Company’s office
personnel. Such program expired on February 28, 2002. In con-
nection therewith, approximately 1,300 employees agreed to
take early retirement and relocation to affiliates. During fiscal
2002, certain domestic subsidiaries also offered retirement
incentive programs. As a result of these actions, the Company
and certain subsidiaries charged the related cost of the early re-
tirement program ¥23,712 million as special termination bene-
fits in the consolidated statement of income for fiscal 2002.

13. Shareholders’ Equity

(1) Common Stock and Capital Surplus

The Commercial Code of Japan (“the Code”) permits, upon
approval of the Board of Directors, transfer of amounts from
capital surplus to common stock. Prior to October 2001, the
Company from time to time made free share distributions that
were accounted for by a transfer from capital surplus to com-
mon stock of the aggregate par value of shares issued. Effective
on October 2001, the Code requires no accounting recognition
for such free share distribution. Publicly owned corporations in
the United States issuing shares in similar transactions would be
required to account for them as stock dividends as of the share-
holders’ record date by reducing retained earnings and increas-
ing appropriate capital accounts by an amount equal to the fair
value of the shares issued.

If such United States practice had been applied to the
cumulative free distributions made by the Company, capital sur-
plus at March 31, 2004, would have been increased by
¥103,189 million ($992,202 thousand) with a corresponding
decrease in unappropriated retained earnings. At March 31,
2004 and 2003, affiliated companies owned 1,350,000 and
1,970,064 shares of the Company’s common stock, respectively.

(2) Retained Earnings Appropriated for Legal Reserve

Effective October 1, 2001, the Code provides that an amount at
least equal to 10% of all cash payments which are made as an
appropriation of retained earnings applicable to each fiscal peri-
od shall be appropriated as a legal reserve until the total amount

In connection with the early retirement program, the Company
recorded a settlement loss of ¥6,419 million in accordance with
SFAS No. 88 “Employer’s Accounting for Settlements and
Curtailments of Defined Benefit Pension Plans and for
Termination Benefits” for the year ended March 31, 2002 which
is also included in special termination benefit.

Total expenses of all severance payment and pension plan
premiums charged to income for the years ended March 31,
2004, 2003 and 2002, were ¥14,181 million ($136,356 thou-
sand), ¥13,274 million and ¥42,779 million, respectively, and in-
cluded the additional severance payment under the retirement
incentive programs in 2002.

Certain foreign subsidiaries have postretirement benefit plans
other than pensions, which are primarily not funded. The accu-
mulated postretirement benefit obligation at March 31, 2004 and
2003, was ¥10,257 million ($98,625 thousand) and ¥11,773 mil-
lion, respectively, and the accrued postretirement benefit obliga-
tion at March 31, 2004 and 2003, was ¥4,237 million (340,740
thousand) and ¥4,291 million, respectively. The amounts of net
periodic postretirement benefits other than pensions for the years
ended March 31, 2004, 2003 and 2002, were not material.

of capital surplus and legal reserve equals 25% of the stated
amount of common stock. Capital surplus and legal reserve may
be used to eliminate or reduce a deficit by the resolution of the
shareholders meeting or may be transferred to common stock
by resolution of the Board of Directors. On condition that the
total amount of capital surplus and legal reserve remains being
equal to or exceeding 25% of common stock, they are available
for distribution and certain other purposes by the resolution of
the shareholders’ meeting.

(3) Retained Earnings and Dividends
The amount of retained earnings available for dividends under
the Code is based on the amount recorded in the Company’s
general books of account maintained in accordance with gener-
ally accepted Japanese accounting practices. The adjustments in-
cluded in the accompanying financial statements but not
recorded in the general books of account, as explained under
“Basis of Financial Statements” in Note 1, have no effect on the
determination of retained earnings available for dividends under
the Code. In addition to the Code provision requiring an appro-
priation for legal reserve as discussed above, the Code imposes
certain limitations on the amount of retained earnings available
for dividends. Accordingly, retained earnings of ¥218,254 mil-
lion ($2,098,596 thousand), included in the Company’s general
books of account as of March 31, 2004 is available for dividends
under the Code.

The Code permits transfers, upon approval of shareholders,
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of a portion of unappropriated retained earnings available for
dividends to common stock account without issuance of any
shares. Dividends are approved by the shareholders at the meet-
ing held subsequent to the statutory fiscal period to which the
dividends are applicable. A semiannual interim dividend pay-
ment may be made by resolution of the Board of Directors.
Such dividends are payable to shareholders of record at the end
of each such fiscal or interim six-month period.

The Board of Directors intends to recommend to the share-
holders, at the next general meeting to be held on June 25,
2004, payment of a cash dividend totaling ¥3,969 million
($38,163 thousand) to shareholders of record on March 31,
2004. In accordance with the Code, the intention of this
dividend has not been reflected in the consolidated financial
statements as of March 31, 2004. Dividends are reported in
the Consolidated Statements of Shareholders’ Equity when
approved and paid.

(4) Stock Option Plan

On June 26, 2003, the shareholders authorized the acquisition
of 10,000,000 shares of the Company’s common stock for the
total consideration not exceeding ¥5,000 million ($48,077 thou-
sand) during the period up to the close of the following annual
general shareholders’ meeting in June 2004. On June 26, 2002,
the shareholders authorized the acquisition of 10,000,000
shares of the Company’s common stock for the total considera-
tion not exceeding ¥5,000 million during the period up to the
close of the following annual general shareholders’ meeting in
June 2003. On June 27, 2001, the shareholders authorized the

acquisition of 1,100,000 shares of the Company’s common
stock for the total consideration not exceeding ¥1,000 million
during the period up to the close of the following annual gener-
al shareholders’ meeting in June 2002. The Company intends to
transfer such treasury shares to directors and certain employees
under an agreement granting the right for them to request such
transfers at a predetermined price. The purchase price is set to
egual an amount obtained by multiplying by 1.05 an average of
the closing prices applicable to ordinary transactions of shares of
the Company on the Tokyo Stock Exchange on all days for a
month immediately preceding the month in which the date of
grant of the right falls, provided that the exercise price shall not
be less than the closing price of the shares of the Company on
the Tokyo Stock Exchange at the date of the grant. Based on the
resolutions of the shareholders’ meeting on June 26, 2003, June
26, 2002 and June 27, 2001, the Company issued 1,280 rights,
950 rights and 1,100 rights of its share acquisition rights during
the years ended March 31, 2004, 2003 and 2002, respectively.
The options vest 100% on each of the grant dates and were
and will be exercisable from August 1, 2004, August 1, 2003
and August 1, 2002.

The Company uses the intrinsic value measurement pre-
scribed by APB Opinion No. 25 to account for stock options and
no additional compensation cost was recorded as exercise prices
were at least equal to the market price at the date of grant in
the years ended March 31, 2004, 2003 and 2002.

The following table summarizes information about stock
option activity for fiscal 2004, 2003 and 2002:

Weighted average Weighted i ;
Number of exercise price average Exercise price
shares Yen U.S. dollars remaining life  ©  Low High
Outstanding at March 31, 2001 3,370,000 ¥763 :
Granted 1,100,000 ¥559
Exercised — —
Canceled or Expired — : —
Outstanding at March 31, 2002 4,470,000 ¥713
Granted 950,000 ¥445
Exercised — —
Canceled or Expired (20,000) ¥559
Outstanding at March 31, 2003 5,400,000 ¥666
Granted 1,280,000 ¥595 $5.72
Exercised (220,000) ¥461 ¥4.43
Cancelled or Expired — : —
Outstanding at March 31, 2004 6,460,000 ¥659 $6.34 2.69 years ¥445 ¥820
[Exercisable at March 31, 2003] 4,450,000 ¥713
[Exercisable at March 31, 2004] 5,180,000 ¥675 $6.49
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The fair value of these stock options was estimated using the Black-Scholes option pricing model under the following

assumptions:

2004 2003 2002
Grant-date fair value ¥179 ($1.72) ¥79 ¥123
Expected life 6 years 6 years 6 years
Risk-free rate 0.50% 0.58% 0.64%
Expected volatility 35.00% 30.00% 30.00%
Expected dividend yield 1.01% 1.54% 1.15%

14. Other Comprehensive Income (Loss)

Other comprehensive income (loss) consists of changes in foreign currency translation adjustments, net unrealized holding gains
(losses) on securities available for sale, pension liability adjustments and net unrealized holding gains (losses) on certain derivative in-
struments, and is included in the consolidated statements of shareholders’ equity.

Accumulated other comprehensive income (loss) at March 31, 2004, 2003 and 2002, is as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004

Foreign currency translation adjustments:

Balance, beginning of year ¥(16,929) ¥(10,344) ¥(29,340) $(162,779)

Adjustment for change of fiscal period of consolidated subsidiaries — — 9,444 —

Aggregate adjustment for the year resulting from

translation of foreign currency financial statements (9,896) (6,585) 9,552 (95,154)

Balance, end of year ¥(26,825) ¥(16,929) ¥(10,344) $(257,933)
Net unrealized holding gains on securities available for sale:

Balance, beginning of year ¥ 1,263 ¥ 3,055 ¥ 7,249 $ 12,144

Net increase (decrease) 14,228 (1,792) (4,194) 136,808

Balance, end of year ¥ 15,491 ¥ 1,263 ¥ 3,055 $ 148,952
Pension liability adjustments:

Balance, beginning of year ¥(15,478) ¥(10,927) ¥ (7,113) $(148,827)

Adjustment for change of fiscal period of consolidated subsidiaries — — 3 —

Adjustment for the year 3,617 (4,551) (3,817) 34,779

Balance, end of year ¥(11,861) ¥(15,478) ¥(10,927) $(114,048)
Net unrealized holding gains (losses) on derivative instruments:

Balance, beginning of year ¥ (1,837) ¥ (177) b — $ (17,663)

Cumulative effect of accounting change — — (670) —

Net increase (decrease) 1,238 (1,660) 493 11,904

Balance, end of year ¥ (599) ¥ (1,837) ¥ (177) $ (5,759)
Total accumulated comprehensive income (loss)

Balance, beginning of year ¥(32,981) ¥(18,393) ¥(29,204) $(317,125)

Adjustment for change of fiscal period of consolidated subsidiaries — — 9,447 —

Other comprehensive income (loss) for the year 9,187 (14,588) 1,364 88,337

Balance, end of year ¥(23,794) ¥(32,981) ¥(18,393) $(228,788)
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Tax effects allocated to each component of other comprehensive income (loss) and adjustments are as follows:

Millions of yen

Pretax Tax (expense) Net of tax
amount or benefit amount

2004:
Foreign currency translation adjustments ¥ (9,896) ¥ — ¥ (9,896)
Net unrealized holding gains on securities available for sale:

Unrealized holding gains or (losses) arising during the year 24,120 (9,773) 14,347

Less: reclassification adjustment for (gains) or losses included in net income (433) 314 (119)

Net unrealized gains (losses) 23,687 (9,459) 14,228
Pension liability adjustments 6,253 (2,636) 3,617
Net unrealized holding gains (losses) on derivative instruments:

Changes in fair value of derivatives 2,186 (886) 1,300

Net (gains) or losses reclassified into earnings (104) 42 (62)

Net unrealized gains (losses) 2,082 (844) 1,238
Other comprehensive income (loss) ¥ 22,126 ¥ (12,939) ¥ 9,187
2003:
Foreign currency translation adjustments ¥ (6,585) ¥ — ¥ (6,585)
Net unrealized holding gains on securities available for sale:

Unrealized holding gains or (losses) arising during the year (1,683) 702 (981)

Less: reclassification adjustment for (gains) or losses included in net income (1,885) 1,074 (811)

Net unrealized gains (losses) (3,568) 1,776 (1,792)
Pension liability adjustments (7,651) 3,100 (4,551)
Net unrealized holding gains (losses) on derivative instruments:

Changes in fair value of derivatives (1,931) 806 (1,125)

Net (gains) or losses reclassified into earnings 918) 383 (535)

Net unrealized gains (losses) (2,849) 1,189 (1,660)
Other comprehensive income (loss) ¥ (20,653) ¥ 6,065 ¥ (14,588)
2002:
Foreign currency translation adjustments ¥ 9,552 ¥ — ¥ 9,552
Net unrealized holding gains on securities available for sale:

Unrealized holding gains or (losses) arising during the year (6,159) 2,571 (3,588)

Less: reclassification adjustment for (gains) or losses included in net income (loss) (1,183) 577 (606)

Net unrealized gains (losses) (7,342) 3,148 (4,194)
Pension liability adjustments (6,551) 2,734 (3,817)
Net unrealized holding gains (losses) on derivative instruments:

Cumulative effect of accounting change (1,150) 480 (670)

Changes in fair value of derivatives 24 (10) 14

Net (gains) or losses reclassified into earnings 822 (343) 479

Net unrealized gains (losses) (304) 127 (177)
Other comprehensive income (loss) ¥ (4,645) ¥ 6,009 ¥ 1,364
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Thousands of U.S. dollars

Pretax Tax (expense) Net of tax
amount or benefit amount
2004: :
Foreign currency translation adjustments : $(95.154) $ — $ (95,154)
Net unrealized holding gains on securities available for sale:
Unrealized holding gains or (losses) arising during the year i 231,923 (93,971) 137,952
Less: reclassification adjustment for (gains) or losses included in net income f (4,163) 3,019 (1,144)
Net unrealized gains (losses) i 227,760 (90,952) 136,808
Pension liability adjustments : 60,125 (25,346) 34,779
Net unrealized holding gains (losses) on derivative instruments: :
Changes in fair value of derivatives 21,019 (8,519) 12,500
Net (gains) or losses reclassified into earnings (1,000) 404 (596)
Net unrealized gains (losses) : 20,019 (8,115) 11,904
Other comprehensive income (loss) i $212,750 $(124,413) $ 88,337

15. Income Taxes

Income (loss) before income taxes, minority interests and equity in earnings and income taxes for the years ended March 31, 2004,
2003 and 2002, were as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 ; 2004

Income (loss) before income taxes: :
Domestic © ¥23,288 ¥ (810 ¥ (26,553) i $223,923
Foreign : 3,748 13,715 (80,171) : 36,039
. ¥27,036 ¥ 12,905 ¥(106,724) . $259,962

Income taxes:

Current— : :
Domestic © ¥16,121 ¥ 4512 ¥ 3,19 : $ 155,010
Foreign 4,233 2,169 718 40,702
: 20,354 6,681 3,914 : 195,712

Deferred— : :
Domestic : (16,578) 1,636 (15,511) (159,404)
Foreign : (7,295) (2,349) (10,333) : (70,144)
. (23.873) (713) (25,844) | (229,548)
Total i ¥(3,519) ¥ 5,968 ¥ (21,930) $ (33,836)

Total income taxes recognized for the years ended March 31, 2004, 2003 and 2002 were applicable to the following:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004
Income (loss) before income taxes, minority interests and equity in earnings i ¥(3,519) ¥ 5,968 ¥ (21,930) i $ (33,836)
Other comprehensive income (loss): :
Net unrealized holding gains on securities available for sale 9,459 (1,776) (3,148) 90,952
Pension liability adjustments 2,636 (3,100) (2,734) 25,346
Net unrealized holding gains (losses) on derivative instruments 844 (1,189) (127) 8,115
Total income taxes © ¥ 9,420 ¥ 97) ¥ (27,939) $ 90,577
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Temporary differences and tax loss carryforwards which gave rise to deferred tax assets and liabilities at March 31, 2004 and

2003, are as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 . 2004
Deferred tax assets:
Allowances provided, not yet recognized for tax ¥ 4,952 ¥ 4,560 i $ 47,615
Accrued expenses 29,823 27,922 286,760
Property, plant and equipment 10,632 22,738 102,231
Inventories 10,323 10,688 99,260
Net operating loss carryforwards 60,158 46,607 578,442
Research and development expenses 3,705 3,866 35,625
Other 29,625 10,453 . 284,855
Total gross deferred tax assets 149,218 126,834 © 1,434,788
Less valuation allowance (50,273) (47,194) : (483,394)
Net deferred tax assets ¥ 98,945 ¥ 79,640 $ 951,394
Deferred tax liabilities: :
Unrealized holding gains on securities available for sale ¥ 11,261 ¥ 1,442 i $ 108,279
Deferral of profit from installment sales 444 1,183 4,269
Property, plant and equipment 11,233 11,936 108,010
Other 421 4,484 4,048
Total deferred tax liabilities ¥ 23,359 ¥ 19,045 :$ 224,606

Net deferred tax assets and liabilities as of March 31, 2004 and 2003 are reflected on the consolidated balance sheets under

the following captions:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Deferred income taxes and other current assets ¥37,361 ¥28,952 $359,240
Deferred income taxes and other assets 43,477 34,707 418,048
Deferred income taxes and other current liabilities (332) (377) (3.192)
Deferred income taxes and other liabilities (4,920) (2,687) (47,308)
¥75,586 ¥60,595 $726,788

The valuation allowance was ¥19,976 million as of March 31, 2001. The net changes in the total valuation allowance for the
years ended March 31, 2004, 2003 and 2002 were an increase of ¥3,079 million (329,606 thousand), a decrease of ¥653 million

and an increase of ¥27,871 million, respectively.
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In assessing the realizability of deferred tax assets, manage-
ment considers whether it is more likely than not that some por-
tion or all of the deferred tax assets will not be realized.
The ultimate realization of deferred tax assets is dependent
upon the generation of future taxable income during the peri-
ods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax li-
abilities, projected future taxable income, and tax planning
strategies in making this assessment. Based upon the level
of historical taxable income and projections for future taxable in-
come over the periods which the deferred tax assets are
deductible, management believes it is more likely than not the
companies will realize the benefits of these deductible differ-
ences, net of the existing valuation allowances at March 31,
2004. The amount of the deferred tax asset considered realizable,
however, could be reduced in the near term if estimates of future
taxable income during the carryforward period are reduced.

The Company and its domestic subsidiaries are subject

to a National Corporate tax rate of 30%, an inhabitant tax of
approximately 6% and a deductible Enterprise tax of approxi-
mately 10%, which in the aggregate resulted in a combined
statutory income tax rate of approximately 41.7%. The inhabi-
tant tax rate and Enterprise tax rate vary by local jurisdiction. In
March 2003, Japanese government approved the Amendments
to Local Tax Law, which reduce standard business tax rates
as well as additionally levying business tax based on corporate
size. It will be effective for the year beginning on and after April
1, 2004. Consequently, combined statutory tax rate will be low-
ered to approximately 40.8% effective for deferred tax assets and
liabilities expected to be settled or realized commencing April 1,
2004 and the effect of the tax rate change of ¥471 million
($4,529 thousand) and ¥277 million was charged to income taxes
for the year ended March 31, 2004 and 2003, respectively.

The differences between the combined statutory tax rates
and the effective tax rates for the years ended March 31, 2004,
2003 and 2002, are summarized as follows:

2004 2003 2002
Combined statutory tax rate 41.7% 41.7%  (41.7)%
Increase (decrease) in tax rates resulting from:
Increase in valuation allowance 30.7 23.2 13.3
Expenses not deductible for tax purposes 10.8 9.3 1.6
Realization of tax benefits on operating losses of subsidiaries (6.5) (4.2) —
Income of foreign subsidiaries taxed at lower than Japanese normal rate (23.5) (4.7) 3.9
Realization of tax benefit for allowance for investment in subsidiary — (20.3) —
Effect of tax rate change 1.7 2.2 —
Recognition of deferred tax assets for unrealized loss on investment in a subsidiary (64.7) — —
Other, net (3.2) (1.0) 2.3
Effective tax rate (13.00% 46.2% (20.6)%

Foreign subsidiaries are subject to income taxes of the coun-
tries in which they operate. At March 31, 2004, no deferred tax
liabilities were recognized for undistributed earnings of foreign
subsidiaries aggregating ¥76,363 million ($734,260 thousand),
because the Company considers those earnings to be perma-
nently reinvested. The amount of unrecognized deferred tax lia-
bility associated with undistributed earnings was approximately
¥6,350 million ($61,058 thousand). At March 31, 2004, the
Company and certain subsidiaries had operating loss carryfor-
wards aggregating approximately ¥153,644 million ($1,477,346

thousand), which may be used as a deduction in determining
taxable income in future periods. The period available to offset
future taxable income varies in each tax jurisdiction as follows:

Thousands of

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

Within 5 years ¥ 59,185 $ 569,087
6 to 20 years 78,839 758,067
Indefinite periods 15,620 150,192
Total ¥153,644 $1,477,346
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16. Rent Expenses

The companies lease office space and equipment and employee
housing under cancelable and non-cancelable lease agreements.
Rent expenses under operating leases amounted to ¥13,710 mil-
lion ($131,827 thousand), ¥12,944 million and ¥16,915 million,
respectively, for the years ended March 31, 2004, 2003 and

2002. Lease contracts for equipment that qualify as capital leas-
es in conformity with SFAS No. 13 have been capitalized. At
March 31, 2004, the future minimum lease payments under
these leases are as follows:

Millions of yen Thousands of U.S. dollars

Capital Operating lease Capital Operating lease

Year ending leases commitments Total leases commitments Total
2005 ¥13,064 ¥2,148 ¥15,212 $125,615 $20,654 $146,269
2006 12,086 1,502 13,588 116,212 14,442 130,654
2007 7,898 945 8,843 75,942 9,087 85,029
2008 4,957 740 5,697 47,664 7,115 54,779
2009 3,604 662 4,266 34,654 6,365 41,019
Thereafter 2,761 2,109 4,870 26,548 20,279 46,827
Total minimum lease payments ¥44,370 ¥8,106 ¥52,476 $426,635 $77,942 $504,577
Less: amounts representing interest (3,512) (33,770)

Present value of net minimum capital lease payments ¥40,858 $392,865

17. Net Income (Loss) per Share

A reconciliation of the numerators and denominators of the basic and diluted net income (loss) per share computations is as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004
Income (loss) before cumulative effect of change in accounting principle ¥26,963 ¥3,274 ¥(80,621) $259,260
Effect of dilutive securities:
1.8% Japanese yen convertible bonds, due 2004 — — — —
Diluted net income (loss) ¥26,963 ¥3,274 ¥(80,621) $259,260
Number of shares
2004 2003 2002
Average common shares outstanding, less treasury stocks 992,483,580 973,306,865 954,530,062
Dilutive effect of:
1.8% Japanese yen convertible bonds, due 2004 — — —
Stock options 273,700 — —
Diluted common shares outstanding 992,757,280 973,306,865 954,530,062
Yen U.S. cents
2004 2003 2002 2004
Income (loss) before cumulative effect of change in accounting principle per share:
Basic ¥27.17 ¥3.36 ¥(84.46) 26.13¢
Diluted 27.16 3.36 (84.46) 26.12

1.8% Japanese yen convertible bonds, due 2004 for the years ended March 31, 2003 and 2002 (28,260,914 shares assuming
that the bonds are fully converted), and shares under the Company’s stock option scheme (5,400,000 shares and 4,470,000 shares
for the years ended March 31, 2003 and 2002, respectively) were excluded from the above net diluted income (loss) per share calcu-

lations because the effect would have been antidilutive.
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18. Commitments and Contingent Liabilities

At March 31, 2004, the companies were contingently liable for
discounted and transferred receivables on a recourse basis with
the financial institutions of ¥14,098 million ($135,558 thou-
sand) (Note 4). The Financial Accounting Standards Board is-
sued FASB Interpretation No. 45 ("FIN 45"), "Guarantor's
Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others" in
November 2002. The initial recognition and measurement pro-
visions of FIN 45 were applicable to guarantees issued or modi-
fied after December 31, 2002.

The companies provide guarantees to third parties of loans
of the employees, affiliated companies and other companies.
The guarantees relating to the employees are mainly made for
their housing loans. The guarantees of loans relating to the af-
filiated companies and other companies are made to enhance
the credit of those companies.

For each guarantee provided, the companies would have to
perform under a guarantee, if the borrower defaults on a pay-
ment within the contract terms. The contract terms are from
10 years to 30 years in the case of employees with housing
loans, and from 1 year to 15 years in the case of loans relating
to the affiliated companies and other companies. The maxi-
mum amount of undiscounted payments the companies would
have had to make in the event of default is ¥26,226 million
($252,173 thousand) at March 31, 2004. The carrying amounts
of the liabilities recognized for the companies' obligations as
guarantors under those guarantees at March 31, 2004 were in-
significant. Certain of those guarantees were secured by collat-
eral and insurance issued to the Company.

With regard to sale of a subsidiary, the Company guaran-
tees to the purchaser to pay up to ¥4,258 million ($40,942

19. Derivative Financial Instruments

Risk Management Policy

The companies are exposed to market risk primarily from
changes in foreign currency exchange and interest rates with re-
spect to debt obligations, international operations and foreign
currency denominated credits and debts. In order to manage
these risks that arise in the normal course of business, the com-
panies enter into various derivative transactions for hedging pur-
suant to their policies and procedures. The companies do not
enter into derivative financial transactions for trading or specula-
tive purposes.

The companies have entered into interest rate swap and cap
agreements, partly concurrent with currency swap agreements
for the purpose of managing the risk resulting from changes in
cash flow or fair value that arise in their interest rate and foreign
currency exposure with respect to certain short-term and long-
term debts.

thousand) as of March 31, 2004 relating to the credit risk of
subsidiary’s outstanding receivables at the time of the sale.
Management of the Company believes that losses from those
contingent liabilities, if any, would not have a material effect
on the consolidated financial statements.

Commitments for capital expenditures outstanding at
March 31, 2004, aggregated approximately ¥4,000 million
($38,462 thousand).

The companies are involved in certain legal actions and
claims arising in the ordinary course of their business. It is the
opinion of management and legal counsel that such litigation
and claims will be resolved without material effect on the
companies’ financial position.

The companies have business activities with customers, deal-
ers and associates around the world and their trade receivables
from such parties are well diversified to minimize concentrations
of credit risks. Management does not anticipate incurring losses
on their trade receivables in excess of established allowances.

The companies also issue contractual product warranties
under which they generally guarantee the performance of prod-
ucts delivered and services rendered for a certain period or term.
Change in accrued product warranty cost for the years ended
March 31, 2004 and 2003 is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Balance at beginning of year ¥11,794  ¥11,193 $113,404
Addition 17,015 12,624 163,606
Utilization : (13,612) (11,815) (130,885)
Other 709 (208) 6,817
Balance at end of year A ¥15,906 ¥11,794 $152,942

The companies operate internationally which expose the
companies to the foreign exchange risk against existing assets
and liabilities and transactions denominated in foreign currencies
(principally the U.S. dollar and the Euro). In order to reduce
these risks, the companies execute forward exchange contracts
and option contracts based on their projected cash flow in for-
eign currencies.

The companies are exposed to credit-related losses in the
event of nonperformance by counterparties to derivative finan-
cial instruments, but they do not expect any counterparties to
fail to meet their obligations because of the high credit rating
of the counterparties.

Fair Value Hedges
The companies use derivative financial instruments designated
as fair value hedges to manage primarily interest rate and for-
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eign exchange risks associated with debt obligations. Principally
cross-currency swaps and interest rate swaps are used to hedge
such risk for debt obligations. Changes in fair value of the
hedged debt obligations and derivative instruments designated
as fair value hedge are offset and recognized in other expense.
For the year ended March 31, 2004, hedge ineffectiveness re-
sulting from fair value hedging activities was not material to the
companies’ result of operations. During the same period, no fair
value hedges were discontinued.

Cash Flow Hedges

The companies use derivative financial instruments designated as
cash flow hedges to manage the companies’ foreign exchange
risks associated with forecasted transactions and the companies’
interest risks associated with debt obligations. For transactions
denominated in foreign currencies, the companies typically
hedge forecasted and firm commitment exposures to the vari-
ability in cash flow basically up to one year. For the variable rate
debt obligations, the companies enter into interest rate swap
contracts to manage the changes in cash flows. The companies
record the changes in fair value of derivative instruments desig-
nated as cash flow hedges in other comprehensive income (loss).
These amounts are reclassified into earnings through interest and
other income or expense when the hedged items impact earn-
ings. Approximately ¥213 million ($2,048 thousand) of existing
loss included in accumulated other comprehensive income (loss)
at March 31, 2004 will be reclassified into earnings within twelve

20. The Fair Value of Financial Instruments

(1) Cash and Cash Equivalents, Time Deposits, Trade Notes
and Accounts Receivables, Other Current Assets, Short-
Term Debt, Trade Notes and Accounts Payables, and
Other Current Liabilities

The carrying amount approximates fair value because of the

short maturity of these instruments.

(2) Investment Securities
The fair values of investment securities available for sale are
based on quoted market prices.

months from that date. No cash flow hedges were discontinued
during the year ended March 31, 2004 as a result of anticipated
transactions that are no longer probable of occurring.

Undesignated Derivative Instruments
The companies have entered into interest rate swap contracts
not designated as hedging instruments under SFAS No. 133 as a
means of managing the Company and its group companies’ in-
terest rate exposures for short-term and long-term debts.
Forward contracts and option contracts not designated as hedg-
ing instruments under SFAS No. 133 are also used to hedge cer-
tain foreign currency exposures. The changes in fair value of
such instruments are recognized currently in earnings.

Notional principal amounts of derivative financial instruments
outstanding at March 31, 2004 and 2003 are as follows.

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Forwards and options: :
Sale of foreign currencies ¥41,550 ¥ 31,262 : $ 399,519
Purchase of foreign :
currencies : 30,238 37,770 290,750
Option contracts (purchased) : 1,061 3,772 10,202
Option contracts (sold) : — 361 —
Interest swap, currency A :
swap and interest rate
cap agreement 228,685 245,973 2,198,894

(3) Installment Receivables

The fair values of installment receivables are based on the pre-
sent value of future cash flows through maturity, discounted
using estimated current interest rates. The fair values computed
on such a basis approximate the carrying amounts (Note 4).

(4) Long-Term Debt

The fair values of each of the long-term debts are based on the
guoted price in the most active market or the present value of
future cash flows associated with each instrument discounted
using the current borrowing rate for similar debt of comparable
maturity.
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(5) Derivative Financial Instruments

The fair values of derivative financial instruments, consisting
principally of foreign currency contracts and interest swap agree-
ments, are estimated by obtaining quotes from brokers.

The carrying amounts and the estimated fair values of the
financial instruments, including financial instruments not qualify-
ing as hedge, as of March 31, 2003 and 2002, are summarized
as follows:

Millions of yen Thousands of U.S. dollars

2004 2003 2004
Carrying Estimated Carrying Estimated Carrying Estimated
amount fair value amount fair value amount fair value
Investment securities ¥ 59,253 ¥ 59,253 ¥ 30,762 ¥ 30,762 $ 569,740 $ 569,740
Long-term debt, including current portion 363,011 360,122 413,016 407,952 3,490,490 3,462,712
Derivatives:
Foreign exchange contracts
Assets 1,258 1,258 297 297 12,096 12,096
Liabilities : 819 819 1,917 1,917 7,875 7,875
Interest rate swap, cross currency swap and cap agreements :
Assets : 7,755 7,755 536 536 74,567 74,567
Liabilities 1,003 1,003 4,242 4,242 9,644 9,644
Limitations involve uncertainties and matters of significant judgment and

Fair value estimates are made at a specific point in time, based
on relevant market information and information about the fi-
nancial instrument. These estimates are subjective in nature and

21. Business Segment Informations

Under SFAS No. 131, “Disclosures about Segments of an
Enterprise and Related Information,” operating segments are
defined as components of an enterprise about which separate
financial information is available that is evaluated regularly by
the chief operating decision maker, in deciding how to allo-
cate resources and in assessing performance. The operating
segments are managed separately because each operating seg-

therefore cannot be determined with precision. Changes in
assumptions could affect the estimates.

ment represents a strategic business unit that offers different
products and services.

The companies operate on a worldwide basis with three oper-
ating segments: 1) Construction and mining equipment, 2)
Industrial Machinery, Vehicles and Others, 3) Electronics.

The Company has changed the name of “Others” to “Industrial
Machinery, Vehicles and Others” segment for all periods.
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The following tables present certain information regarding the companies’ operating segments and geographic information at
March 31, 2004, 2003 and 2002, and for the years then ended:

Operating segments: - Thousands of
Millions of yen U.S. dollars
2004 2003 2002 : 2004
Net sales: :
Construction and mining equipment— : :
Customers i ¥ 863,244 ¥ 767,840 ¥ 731,340 :$ 8,300,423
Intersegment 9,743 6,620 7,018 93,683
Total . 872,987 774,460 738,358 . 8,394,106
Industrial Machinery, Vehicles and Others—
Customers 241,991 236,782 227,782 2,326,836
Intersegment 45,240 37,754 37,191 435,000
Total 287,231 274,536 264,973 2,761,836
Electronics—
Customers : 91,183 85,182 76,769 : 876,760
Intersegment 142 159 236 1,365
Total 91,325 85,341 77,005 878,125
Elimination : (55,125) (44,533) (44,445) § (530,048)
Consolidated : ¥1,196,418 ¥1,089,804 ¥1,035,891 © $11,504,019
Segment profit (loss): : :
Construction and mining equipment i ¥ 53908 ¥ 28990 ¥ 881 : $ 518,346
Industrial Machinery, Vehicles and Others 11,251 8,841 4,976 108,183
Electronics : 4,556 (849) (14,925) : 43,808
Total 69,715 36,982 (9,068) 670,337
Corporate expenses and elimination (3,789) (3,804) (4,153) (36,433)
Consolidated operating income (loss) 65,926 33,178 (13,221) : 633,904
Interest and other income 11,945 13,436 34,278 114,856
Interest expense : 14,915 14,693 16,842 : 143,413
Other expenses 35,920 19,016 110,939 345,385
Consolidated income (loss) before income taxes ¥ 27,036 ¥ 12,905 ¥ (106,724) $ 259,962
Identifiable assets: 3 3
Construction and mining equipment i ¥ 897,163 ¥ 853,644 ¥ 879,732 $ 8,626,567
Industrial Machinery, Vehicles and Others 215,668 219,687 231,287 2,073,731
Electronics 136,954 165,090 181,746 1,316,865
Corporate assets and elimination § 98,860 67,933 47,517 § 950,577
Consolidated © ¥1,348,645  ¥1,306,354  ¥1,340,282  $12,967,740
Depreciation and amortization: : :
Construction and mining equipment : ¥ 44,469 ¥ 46,137 ¥ 36,442 : $ 427,587
Industrial Machinery, Vehicles and Others 9,205 7,719 6,217 88,510
Electronics : 14,089 14,966 17,235 : 135,470
Consolidated Ly 67,763 ¥ 68,822 ¥ 59,894 K3 651,567
Capital expenditures: : :
Construction and mining equipment : ¥ 56,345 ¥ 50,125 ¥ 46,354 : $ 541,779
Industrial Machinery, Vehicles and Others 8,649 9,874 9,187 83,163
Electronics 13,055 10,474 18,927 125,529
Consolidated ;¥ 78,049 ¥ 70,473 ¥ 74,468 : $ 750,471
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Transfers between segments are made at estimated arm’s-  maintained for general corporate purposes.
length prices. Segment profit (loss) represents net sales less cost Other expenses include impairment loss on long-lived assets in
of sales and selling, general and administrative expenses. the electronics segment of ¥17,534 ($168,596 thousand) million
Identifiable assets are those assets used in the operations of  and ¥52,242 million for the years ended March 31, 2004 and
each segment. Unallocated corporate assets consist primarily of 2002, respectively.
cash and cash equivalents and marketable investment securities

Geographic information:
Net sales recognized by sales destination for the years ended March 31, 2004, 2003 and 2002 are as follows:

Thousands of

Millions of yen U.S. dollars
, 2004 2003 2002 ; 2004
Japan | ¥ 483,749 ¥ 453000 ¥ 478,187 . § 4,651,433
Americas 277,302 251,371 262,341 . 2,666,365
Europe . 151,619 145,455 128,029 1,457,875
China § 87,127 52,465 27,555 § 837,760
Asia (excluding Japan, China) and Oceania : 135,542 123,712 98,808 : 1,303,288
Middle East and Africa 61,079 58,801 40,971 587,298
Consolidated net sales . ¥1,196,418  ¥1,089,804  ¥1,035,89] . $11,504,019

Net sales recognized by geographic origin and long-lived assets at March 31, 2004, 2003 and 2002, and for the years then ended
are as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004
Net sales: :
Japan ¥ 600,891 ¥ 558,798 ¥ 564,537 $ 5,777,798
US.A. 276,571 257,027 266,701 2,659,337
Europe 130,528 132,165 108,191 1,255,077
Other . 188,428 141,814 96,462 1,811,807
Total : ¥1,196,418 ¥1,089,804 ¥1,035,891 $11,504,019
Long-lived assets: : :
Japan © ¥ 318,841 ¥ 307,187 ¥ 309,315 : $ 3,065,779
USA. i 72,236 103,504 115,812 i 694,577
Europe 21,024 12,857 13,913 202,154
Other 33,378 31,560 31,701 320,942
Total ¥ 445,479 ¥ 455,108 ¥ 470,741 $ 4,283,452

No individual country within Europe or other areas had a material impact on net sales or long-lived assets. There were no sales to
a single major external customer for the years ended March 31, 2004, 2003 and 2002.
The above long-lived assets consist primarily of land, buildings and equipment.
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The following information shows net sales and segment prof-
it (loss) recognized by geographic origin for the years ended
March 31, 2004, 2003 and 2002. In addition to the disclosure
requirements under SFAS No. 131, the Company discloses this

information as supplemental information in light of the disclo-
sure requirements of the Japanese Securities and Exchange Law,
which a Japanese public company is subject to:

Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004
Net sales:
Japan—
Customers ¥ 600,891 ¥ 558,798 ¥ 564,537 $ 5,777,798
Intersegment 193,245 161,037 125,525 1,858,125
Total 794,136 719,835 690,062 7,635,923
Americas—
Customers 276,725 257,351 267,111 2,660,817
Intersegment 15,057 10,661 17,070 144,779
Total 291,782 268,012 284,181 2,805,596
Europe—
Customers 130,528 132,165 108,191 1,255,077
Intersegment 13,531 10,240 9,682 130,106
Total 144,059 142,405 117,873 1,385,183
Others—
Customers 188,274 141,490 96,052 1,810,327
Intersegment 8,644 8,124 6,869 83,115
Total 196,918 149,614 102,921 1,893,442
Elimination (230,477) (190,062) (159,146) (2,216,125)
Consolidated ¥1,196,418 ¥1,089,804 ¥1,035,891 $11,504,019
Segment profit (loss):
Japan ¥ 41,175 ¥ 25,748 ¥ 130 $ 395913
Americas 7,492 (1,913) (10,562) 72,038
Europe 5,175 2,793 3,077 49,760
Others 14,667 8,971 (354) 141,030
Corporate and elimination (2,583) (2,421) (5,512) (24,837)
Consolidated ¥ 65,926 ¥ 33,178 ¥ (13,221) $ 633,904
Identifiable assets:
Japan ¥ 996,641 ¥ 930,650 ¥ 948,294 $ 9,583,087
Americas 300,400 314,605 354,438 2,888,462
Europe 99,100 89,744 82,102 952,885
Others 134,906 122,253 106,626 1,297,172
Corporate assets and elimination (182,402) (150,898) (151,178) (1,753,866)
Consolidated ¥1,348,645 ¥1,306,354 ¥1,340,282 $12,967,740
Overseas sales:
Americas ¥ 277,302 ¥ 251,371 ¥ 262,341 $ 2,666,365
Europe 151,619 145,455 128,029 1,457,875
Others 283,748 234,978 167,334 2,728,346
Total ¥ 712,669 ¥ 631,804 ¥ 557,704 $ 6,852,586

Transfers between segments are made at estimated arm’s-
length prices. Segment profit (loss) represents net sales less cost
of sales and selling, general and administrative expenses.
Identifiable assets are those assets used in the operations of

each segment. Unallocated corporate assets consist primarily of
cash and cash equivalents and investment securities maintained
for general corporate purposes.
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22. Supplementary Information to Statements of Income

The following information shows research and development ex-  ment expenses, and advertising costs are charged to expense as
penses, advertising costs, and exchange losses for the years incurred.
ended March 31, 2004, 2003 and 2002. Research and develop-

Thousands of

Millions of yen U.S. dollars
: 2004 2003 2002 2004
Research and development expenses S ¥ 42,602 ¥ 39,027 ¥ 44,083 i $ 409,635
Advertising costs 3,412 3,446 5,119 32,808
Exchange losses ¥ 3,368 ¥ 1,507 ¥ 1,109 $ 32,385
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
Komatsu Ltd.:

We have audited the accompanying consolidated balance sheets of Komatsu Ltd. and subsidiaries as of March 31, 2004 and 2003,
and the related consolidated statements of income, shareholders' equity and cash flows for each of the years in the three-year period
ended March 31, 2004, expressed in Japanese yen. These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement presentation. \We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Komatsu Ltd. and subsidiaries as of March 31, 2004 and 2003, and the results of their operations and their cash flows for each of
the years in the three-year period ended March 31, 2004, in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Note 1 to the consolidated financial statements, the Company and subsidiaries adopted the provisions of Statement
of Financial Accounting Standards No. 142, "Goodwill and Other Intangible Assets," effective as of April 1, 2002 and the provisions
of Statement of Financial Accounting Standards No. 133, "Accounting for Derivative Instruments and Hedging-Activities," effective
April 1, 2001.

The accompanying consolidated financial statements as of and for the year ended March 31, 2004 have been translated into United
States dollars solely for the convenience of the reader. We have recomputed the translation and, in our opinion, the consolidated fi-

nancial statements, expressed in yen, have been translated into dollars on the basis set forth in Note 1 to the consolidated financial
statements.

kPMG AZShais

Tokyo, Japan
June 4, 2004
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