NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

TOSHIBA MACHINE CO., LTD. AND CONSOLIDATED SUBSIDIARIES

1. Basis of Presenting Consolidated
Financial Statements

The accompanying consolidated financial
statements of Toshiba Machine Co., Ltd. (the
Company”) and consolidated subsidiaries are
prepared on the basis of accounting principles
generally accepted in Japan, which are different
in certain respects as to the application and dis-
closure requirements of International Financial
Reporting Standards, and are compiled from the
consolidated financial statements prepared by
the Company as required by the Securities and
Exchange Law of Japan. The preparation of
these financial statements requires manage-
ment to make estimates and assumptions that
affect the reported amounts of assets and liabili-
ties and disclosure of contingent assets and lia-
bilities at the dates of the consolidated financial
statements and the reported amounts of rev-
enues and expenses during the reporting peri-
ods. Actual results could differ from these esti-
mates. The consolidated statements of share-
holders' equity have been prepared to supply
additional information.

The consolidated balance sheets, statements
of income and cash flows incorporate certain
reclassifications and rearrangements in order to
present these statements in forms which are
more familiar to readers of these statements
outside of Japan. In addition, the notes to the
consolidated financial statements include infor-
mation which is not required under generally
accepted accounting principles and practice in
Japan but is presented herein as additional
information.

2. Summary of Significant Accounting
Policies

(a) Basis of consolidation and accounting for invest-
ments in unconsolidated subsidiaries and affili-
ates
The consolidated financial statements

include the accounts of the Company and its

subsidiaries (together the Companies” ).

Certain subsidiaries which are not material are

not consolidated.

All significant intercompany transactions
and accounts and unrealized intercompany prof-
its among consolidated entities are eliminated in
consolidation.

The difference between the cost and under-
lying interest in net equity of consolidated sub-

sidiaries at the time of acquisition, which is
included in intangible assets of the accompany-
ing consolidated balance sheets, is deferred and
amortized within the five-year period.

Investments in affiliates (15 to 50 percent-
owned companies ) in which the ability to exer-
cise significant influence exist, except immateri-
al investments, are stated at cost plus equity in
undistributed earning (losses) of investees.

Consolidated net income includes the
Company's share of the current net earnings of
such companies, after elimination of unrealized
intercompany profits.

(b) Translation of Foreign Currencies

Monetary assets and liabilities denominated
in foreign currencies are translated into
Japanese yen at the exchange rate prevailing at
the balance-sheet dates except for those hedged
by a forward contract, which are translated
using the contracted rate .

The foreign exchange gains and losses from
translation are recognized in the consolidated
statements of income to the extent that they
are not hedged by foreign exchange deriva-
tives.

All assets and liabilities of foreign sub-
sidiaries and affiliates are translated at current
rates at the respective balance sheet dates and
all income and expense accounts are translated
at average rates for the respective periods. The
components of shareholders' equity are translat-
ed at their historical exchange rates.

(c) Securities

Securities owned by the Companies have
been classified into two categories, held-to-matu-
rity securities and other securities, in accor-
dance with the accounting standard for finan-
cial instruments.

Held-to-maturity debt securities are carried
at amortized cost. Marketable securities classi-
fied as other securities are carried at fair value
with any changes in unrealized gain or loss, net
of income taxes, directly included in sharehold-
ers' equity.

Non-marketable securities classified as other
securities are carried at cost. Cost of securities
sold is determined by the moving average
method.

(d) Inventories
Inventories are stated at the cost, deter-

13



14

mined by the specific identification method for
finished products and work in process, and by
the moving average method for raw material-
sandsupplies.

(e) Allowance for doubtful receivables

The allowance for doubtful receivables is
stated based on the default ratio sustained over
a specific period in the past and the estimated
uncollectible amount based on the analysis of
certain individual accounts, including probable
bad debts and claims in bankruptcy.

This amount is considered sufficient to cover
possible losses on collection.

(f) Bonuses

The bonuses to the employees are paid
twice a year and accrued based on estimated
amounts to be paid in the subsequent period.
Bonuses to directors and statutory auditors,
which are subject to approval by the sharehold-
ers, are an appropriation of retained earnings
and not charged to income.

(g) Depreciation of property, plant and equipment

Depreciation of buildings is computed, with
minor exceptions, by the straight-line method
and other depreciation of property, plant and
equipment is computed by the declining bal-
ance method over the estimated useful lives of
respective assets. Principally ranging from
three to sixty years for buildings and from
three to twenty-two years for machinery,equip-
ment and vehicle.

(h) Amortization of intangible assets

Computer software used internally by the
Company and consolidated subsidiaries is amor-
tized by the straight -line method over the rele-
vant economic useful lives (5 years). The others
including patent right are computed by the
straight -line method over the estimated useful
lives of respective assets.

(i) Finance Leases

Finance leases, which do not transfer owner-
ship of the leased assets to the lessees, are
accounted for in the same manner as operating
leases.

(j) Derivative financial instruments
All derivatives are stated at fair value. Gains
or losses arising from changes in fair value are

charged or credited to income for the period in
which they arise, except for derivatives that are
designated as hedging instruments.Gains or
losses arising from changes in fair value of the
derivatives designated as hedging instruments
are deferred as assets or liabilities to be off-set
against gains or losses on the underlying
hedged assets and liabilities.

(k) Income Taxes

The Companies accrue current income taxes
based on taxable income.

The Companies include many items for
financial reporting purpose which, in the case of
expenses, are not currently deductible and in
the case of income, are not currently taxable.

Income tax effects on temporary differences
between tax and financial reporting purposes
reflected as deferred income taxes in the consol-
idated financial statements using the asset and
liability method.

(I) Employees’ Retirement Benefits

Accrued employees' retirement benefits are
provided based on the projected retirement bene-
fit obligation less the fair value of plan assets at
year-end.

The unrecognized transitional obligation is
being amortized over 15 years. Actuarial gain or
loss is amortized by the straight-line method over
the average remaining years of service of employ-
€es.

(m) Appropriation of Retained Earnings

Under the Commercial Code of Japan, the
appropriation of retained earnings with respect
to a given financial period is made by resolution
of the shareholders at a general meeting to be
held subsequent to the close of such financial
period. The accounts for that period do not,
therefore, reflect such appropriations. See Notes
14.

(n) Amounts per Share of Common Stock

Net income (loss) per share is computed
based on the weighted-average number of
shares of common stock outstanding during
each year.

Diluted net income per share is not present-
ed since the Company has never issued any
securities with a dilutive effect, such as bonds
with warrants and convertible bonds. Cash divi-
dends per share represent the actual amount



declared as applicable to the respective years.

(o) Statements of Cash Flows

In preparing the statements of cash flows,
cash on hand, readily available deposits and
short-term highly liquid investments with matu-
rities of not exceeding three months at the time
of purchase are considered to be cash and cash
equivalents.

(p) Reclassifications

Certain accounts in the consolidated finan-
cial statements for the year ended March 31,
2005 have been reclassified to conform to the
2006 presentation.

4. Securities

3. U.S. Dollar Amounts

U.S. dollar amounts are included solely for
the convenience of the readers and have been
translated at the rate of U.S.$1.00=%¥117.47 the
approximate exchange rate prevailing in the
Japanese foreign exchange market on March
31, 2006. This translation should not be con-
strued as a representation that the yen
amounts actually represent, have been, or could
be converted into U.S. dollars.

Information regarding marketable securities classified as other securities included in invest-

ment securities were as follows:

Millions of yen

2005
Carrying Market  Unrealized Carrying Market  Unrealized
value value gains value value gains
Equity securities ¥1,820 ¥11,371 ¥9 551 ¥1,881 ¥6,442 ¥4,561
¥1,820 ¥11,371 ¥9,551 ¥1,881 ¥6,442 ¥4,561

Thousands of U.S. dollars

2006
Carrying Market  Unrealized
value value gains
Equity securities $15,493  $96,799  $81,306
$15,493  $96,799  $81,306

15



5. Property, Plant and Equipment
Property, plant and equipment at March 31, 2006 and 2005 consisted of the following:

Thousands of

Millions of yen U.S. dollars

2006 2005 2006
Land ¥6,071 ¥6,081 $51,681
Buildings and structures 30,783 30,315 262,050
Machinery and equipment 30,193 31,063 257,027
Vehicles 565 575 4,810
Tools, furniture and fixtures 7,546 7,423 64,238
Construction in progress 1,439 361 12,250
76,597 75,818 652,056
Less accumulated depreciation (53,753) (53,610) (457,589)
¥22,844 ¥22,208 $194,467

Depreciation expense for the years ended March 31, 2006 and 2005 were ¥ 1,891 million ($
16,098 thousand) and ¥ 1,825 million, respectively.

6. Short-term Bank Loans and Long-term Debt

The annual interest rates applicable to the short-term bank loans outstanding on March 31,
2006 and 2005 ranged principally from 0.55% to 5.56% and from 0.52% to 4.70%, respectively. Long-
term debt on March 31, 2006 and 2005 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2006 2005 2006
Loans, principally from Japanese banks and
insurance companies, with pledged assets as
collateral(See Note 10), maturing 2007-2010,
interest 1.31%-2.27% ¥11,378 12,140 $96,859
11,378 12,140 96,859
Less current portion 1,538 762 13,093
¥9,840 ¥11,378 $83,766

The aggregate annual maturities of long-term debt at March 31,2006 were as follows:

Thousands of

Millions of yen U.S. dollars
Year ending March 31
2007 ¥1,538 $13,093
2008 1,140 9,705
2009 8,690 73,976
2010 10 85

2011 and later — —
¥11,378 $96,859




7. Employees’ Retirement Benefits

The severance indemnity regulations of the Company and certain subsidiaries provides for
benefit payments based on the employees' current basic rate of pay and length of service.

The Company and certain subsidiaries have a non-contributory funded pension plan for
employees. The Company and certain subsidiaries pay the full cost of the benefits to a trust bank
which act as the trustees.

The liability for employees' retirement benefits at March 31, 2006 and 2005 consisted of the fol-

lowing:
Thousands of
Millions of yen U.S. dollars
2006 2005 2006

Projected benefit obligation ¥18,688 ¥18,557 $159,087
Fair value of plan assets (807) (744) (6,870)
Unrecognized transitional obligation (7,193) (8,011) (61,232)
Unrecognized actuarial loss (1,572) (1,798) (13,382)
Accrued retirement benefits obligation ¥9,116 ¥8,004 $77,603

The components of net periodic benefit costs for the years ended March 31, 2006 and 2005 were as
follows:

Thousands of

Millions of yen U.S. dollars
2006 2005 2006
Service cost ¥1,033 ¥1,007 $8,794
Interest cost 316 311 2,690
Expected return on plan assets @) @) (60)
Recognized actuarial loss 818 239 6,963
Amortization of transitional obligation 280 827 2,384
¥2,440 ¥2,377 $20,771

Certain consolidated subsidiaries have adopted the conventional method in calculating their
projected benefit obligation.

Assumptions used in the accounting for the projected benefit obligation were as follows:

2006 2005
Discount rate 2.0% 2.0%
Expected rate of return on plan assets 1.0% 1.0%
Amortization period of transitional obligation 15 years 15 years

Amortization period of actuarial loss/gain 10 years 10 years



8. Contingent Liabilities
On March 31, 2006, contingent liabilities for notes discounted in the ordinary course of business
and for loans guaranteed by the Company, principally on behalf of non-consolidated subsidiaries
and affiliated companies, amounted to ¥316 million ($2,690 thousand) and ¥1,084 million ($9,228
thousand), respectively.

9. Leases

Finance leases of the Companies other than those where ownership of the leased assets is
transferred to the lessee, are accounted for as operating leases. The following pro forma amounts
represent the acquisition costs, accumulated depreciation and net book value of the leased assets
at March 31, 2006 and 2005, which would have been reflected in the consolidated balance sheets if
these arrangements have been accounted for as finance leases:

Thousands of

Millions of yen U.S. dollars
Acquisition Costs 2006 2005 2006
Machinery, equipment and vehicles ¥910 ¥893 $7,747
Tools, furniture and fixtures 1,840 2,010 15,663
Less-Accumulated depreciation (1,408) (1,386) (11,986)
Net book value ¥1,342 ¥1,517 $11,424

Future lease payments (including the interest portion thereon) subsequent to March 31, 2006
for finance leases accounted for as operating leases are as follows:
Thousands of

Millions of yen U.S. dollars
2006 2006
Due within one year ¥524 $4,461
Due after one year 818 6,963
¥1,342 $11,424

Periodic lease charges, as a lessee, charged to income for the years ended March 31, 2006 and
2005 were ¥ 589 million ($5,014 thousand) and ¥ 586 million, respectively.

10. Pledged Assets

The following assets were pledged as collateral at March 31, 2006: Thousands of
Millions of yen U.S. dollars
Land ¥1,372 $11,679
Machinery and equipment, net 526 4,478
Buildings, net 3,017 25,683
¥4,915 $41,840

The preceding collaterals were pledged to secure long-term debt amounting to [0 96 million
($817 thousand), short-term bank loans amounting to [0 587 million ($4,997 thousand), (See Note 6).



11.Income Taxes

Income taxes in Japan applicable to the Companies generally comprise Corporation Tax,
Enterprise Tax and Prefectural and Municipal Inhabitants taxes. The statutory tax rates for the
years ended March 31, 2006 and 2005 are approximately 39.8% and 39.8%, respectively.

The reconciliation between the statutory rate and effective tax rate of income taxes for the

years ended March 31, 2006 and 2005 are as follows:

2006 2005

Statutory tax rate 39.8 % 39.8%
Per capita portion of Inhabitant Tax 0.3 0.5
Non-taxable revenue 0.1 0.1
Non-deductible expense 0.3 0.5
Unrealized intercompany profit on fixed assets (0.2) (0.0)
Change in valuation allowance 0.2) (9.0)
Difference in tax rate of consolidated subsidiaries (2.0) (1.2)
Other (3.2) (2.9)

Effective tax rate 35.9% 28.9 %

The significant components of deferred tax assets and liabilities at March 31, 2006 and 2005 were as

follows:
Thousands of
Millions of yen U.S. dollars
2006 2005 2006
Deferred tax assets:
Accrued employees bonuses ¥1,324 ¥1,005 $11,271
Allowance for doubtful accounts 129 155 1,098
Devaluation of inventories 170 161 1,447
Devaluation of securities 226 226 1,924
Accrued employees' retirement benefits 2,866 2,127 24,398
Unrealized gain on inventories 320 117 2,724
Other 1,023 1,206 8,709
Total deferred tax assets ¥6,058 ¥4,997 $51,571
Valuation allowance (2,097) (2,490) (17,852)
Net deferred tax assets ¥3,961 ¥2,507 $33,719
Deferred tax liabilities:
Deferral of gain on sale of fixed assets (218) — (1,856)
Depreciation — (15) —
Unrealized gain on securities (3,797) (1,809) (32,323)
Deferred tax liabilities (¥4,015) (¥1,824) ($34,179)
Net deferred tax assets (liabilities) (¥54) (¥683) ($460)
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12.Cash and cash equivalents.

Reconciliation between cash and time deposits in the consolidated balance sheets and cash and
cash equivalents in the statements of cash flows at March 31, 2006 and 2005 is presented as fol-

lows:
Thousands of
Millions of yen U.S. dollars
2006 2005 2006
Cash and time deposits ¥39,410 ¥26,619 $335,490
Cash and cash equivalents ¥39,410 ¥26,619 $335,490

13.Research and development costs

Research and development costs charge to income were ¥2,808 million ($23,904 thousand)
and ¥2512 million for the years ended March 31, 2006 and 2005, respectively.

14.Shareholders’ Equity

The Commercial Code of Japan (th¢ Code” ) provides that an amount equal to at least 10%
of the amount to be disbursed as distribution of earnings be appropriated to the legal reserve
until the sum of the legal reserve and additional paid-in capital account equals 25% of the com-
mon stock account. The Code provides that neither additional paid-in capital nor the legal
reserve is available for dividends, but both may be used to reduce or eliminate a deficit by res-
olution of the shareholders or may be transferred to common stock upon approval by the
Board of Directors. The Code further provides that if the total amount of additional paid-in cap-
ital and the legal reserve exceeds 25% of the amount of common stock, the excess may be dis-
tributed to the shareholders either as a return of capital or as dividends subject to the
approval of the shareholders. The Company's shares of common stock have no par value in
accordance with the Code.

The new Corporation Law of Japan (th¢ Law” ), which superseded most of the provisions
of the Code, went into effect on May 1, 2006. The Law stipulates similar requirements on dis-
tribution of earnings to those of the Code. Under the Law, however, such distributions can be
made at any time by resolution of the shareholders, or by the Board of Directors if certain con-
ditions are met.

15. Segment information

(A) Business segment information

The companies' business is classified into the following four segments based on the similarities of
type and nature of business:

Molding Machinery: Injection molding machines, Die casting machines, Plastic extrusion

Machine Tools: Large size machine tools, Portal type machine tools, Machining centers, Horizontal

boring machines, High-precision machines

Semiconductor Equipment: Electron beam lithography system, Epitaxial reactor system

Other Products: Hydraulic equipment, Electronic controls

The tables below present sales, operating expenses and operating income information by business
segment.

Year ended March 31, 2006 Millions of yen
Molding Machine Semic_onductor Other Eliminations Consolidated
Machinery  Tools Equipment Products and/or corporate

Sales ¥78,733  ¥28,426 ¥19,087 ¥22,937 ¥(4,827)  ¥144,356
Operating expenses 70,523 24,715 17,390 20,246 (5,069) 127,805
Operating income 8,210 3,711 1,697 2,691 242 16,551
Identifiable assets 69,023 31,760 25,854 33,732 12,108 172,477
Depreciation 955 225 305 406 — 1,891
Capital expenditure 2,108 222 240 526 — 3,096



Year ended March 31, 2005

Millions of yen

Vachinery  Tools  Equipment  Products _andior coporate COMS0lee
Sales ¥65,764  ¥25,082 ¥16,342 ¥20,238 ¥(3,853)  ¥123,573
Operating expenses 60,097 22,089 14,636 18,263 (3,745) 111,340
Operating income 5,667 2,993 1,706 1,975 (108) 12,233
Identifiable assets 56,751 23,480 23,887 31,849 9,090 145,057
Depreciation 927 203 323 372 — 1,825
Capital expenditure 782 268 214 740 — 2,004
Year ended March 31, 2006 Thousands of U.S.dollars

Molding Machine Semic_onductor Other Eliminations Consolidated

Machinery  Tools Equipment Products and/or corporate
Sales $670,239 $241,985 $162,484 $195,258 $(41,091) $1,228,875
Operating expenses 600,349 210,394 148,038 172,350 (43,152) 1,087,979
Operating income 69,890 31,591 14,446 22,908 2,061 140,896
Identifiable assets 587,580 270,367 220,090 287,154 103,073 1,468,264
Depreciation 8,130 1,915 2,597 3,456 — 16,098
Capital expenditure 17,945 1,890 2,043 4,478 — 26,356

(B) Geographic segment information of the companies for the years ended March 31, 2006 and 2005 were

as follows:
Year ended March 31, 2006

Millions of yen

Japan North America Asia Total Eliminations Consolidated
Net sales ¥137,415 ¥9,154 ¥11,022  ¥157,591 ¥(13,235) ¥144,356
Cost and expenses 121,819 8,969 10,185 140,973 (13,168) 127,805
Operating income 15,596 185 837 16,618 (67) 16,551
Identifiable assets 145,368 4,949 7,100 157,417 15,060 172,477
Year ended March 31, 2005 Millions of yen

Japan  North America Asia Total Eliminations Consolidated
Net sales ¥121,009 ¥7,829 ¥7,453 ¥136,291 ¥(12,718) ¥123,573
Cost and expenses 109,297 7,707 6,985 123,989 (12,649) 111,340
Operating income 11,712 122 468 12,302 (69) 12,233
Identifiable assets 125,517 4,846 6,038 136,401 8,656 145,057
Year ended March 31, 2006 Thousands of U.S.dollars

Japan  North America Asia Total Eliminations Consolidated
Net sales $1,169,788 $77,926 $93,828 $1,341,542 $(112,667) $1,228,875
Cost and expenses 1,037,022 76,351 86,703 1,200,076 (112,097) 1,087,979
Operating income 132,766 1,575 7,125 141,466 (570) 140,896
Identifiable assets 1,237,490 42,130 60,441 1,340,061 128,203 1,468,264
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(C) Sales to foreign customers for the years ended March 31, 2006 and 2005 were as follows:

Year ended March 31, 2006 Millions of yen

North America Asia Other Total
Sales to foreign customers ¥18,780 ¥48,914 ¥2,908 ¥70,602
Net sales — — — 144,356
Ratio of sales to foreign Customers (%) 13.0 33.9 2.0 48.9
Year ended March 31, 2005 Millions of yen

North America Asia Other Total
Sales to foreign customers ¥14,774 ¥40,354 ¥4,452 ¥59,580
Net sales — — — 123,573
Ratio of sales to foreign Customers (%) 12.0 32.7 3.5 48.2
Year ended March 31, 2006 Thousands of U.S.dollars

North America Asia Other Total
Sales to foreign customers $159,871 $416,396 $24,755 $601,022
Net sales — — — 1,228,875
Ratio of sales to foreign Customers (%) 13.0 33.9 2.0 48.9

16. Related Party Transactions

During the years ended March 31, 2006 and 2005, the Company and its consolidated sub-
sidiaries had operational transaction with Toshiba Corporation, a 33.9% shareholder of the
Company. A summary of the significant transaction with Toshiba Corporation for the year ended,
March 31, 2006 is as follows. There were no transaction with Toshiba Corporation for the year

ended March 31, 2005. Thousands of

Millions of yen U.S. dollars
2006 2005 2006
For the year:
Sales of investment in ¥2,400 — $20,431
consolidated subsidiaries ¥2,400 — $20,431

17. Accounting Changes

(a) Accounting standard for the impairment of fixed assets
In the year ended March 31, 2006, the Company has adopted new accounting standards for the
impairment of fixed assets in accordance with* Accounting Standards for the Inpairment of Fixed
Assets” and“ Implementation Guidance for Accounting Standards for the Impairment of fixed
assets”.
The effect on net income of the adoption of this new accounting standard was nil for the year
ended March 31, 2006.

(b) Accounting standard for employee retirement and severance benefits
In the year ended March 31, 2006, the Company adopted the partial amendment of* Corporate
Accounting Standard No. 3 regarding Employee Retirement and Severance Benefits” issued on
March 16, 2005.
The effect on net income of the adoption of this new accounting standard was nil for the year
ended March 31, 2006.



