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Profile

Hitachi Kokusai Electric is a provider of information communication systems

that offer borderless capabilities through compatibility with global standards
on which the next generation of mobile communication systems will be
based. We offer total support of broadcasting and video systems that shape
our image culture, and are moving forward with research and development
on the provision of mobile multimedia products and systems. Next-
generation advanced information and communication systems will be
based on semiconductors. Hitachi Kokusai Electric is also moving forward
with semiconductor manufacturing systems.

Hitachi Kokusai Electric is already a leading manufacturer of semicon-
ductor manufacturing systems that are held in high regard by semiconductor
manufacturers the world over. The Company is constantly utilizing its
advanced research and development capabilities to provide new, next-
generation products that incorporate the latest advances in semiconductor
manufacturing technology.
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Cautionary Statement With Respect to Forward-looking Statements:

Statements made in this annual report with respect to Hitachi Kokusai Electric’s plans and projections
as well as other statements that are not historical facts are forward-looking statements, which involve
risks and uncertainties. Potential risks and uncertainties include, without limitation, general economic
conditions in Hitachi Kokusai Electric’s markets, exchange rates and Hitachi Kokusai Electric’s ability to
continue to win customers’ acceptance of its products, which are offered in highly competitive markets
characterized by continual new product introductions and rapid developments in technology.



Financial Highlights

Hitachi Kokusai Electric Inc. and Consolidated Sulbsidiaries
Years ended March 31

Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
For the Year:
N T =Y RSRSRN ¥128,587 ¥197,984  $1,309,040
Operating iNCOME (I0SS) ....eevveeiieiiieeiieecee e et e e eae e e (11,408) 16,933 (116,136)
=TT leto )0 =X ([0 1=1) IR (24,880) 11,805 (253,283)
At Year-End:
o) £z U ETT = S ¥138,546 ¥203,057 $1,410,425
o 2= =Y [0 SR 81,317 109,971 827,822
Yen U.S. Dollars
2009 2008 2009
Per share of common stock (in Yen and U.S. Dollars):
Net iINCOME (I0SS) .eiieiiiieeeee e e e e e e e ¥ (241.79) ¥ 113.72 $ (2.46)
Cash dividends applicable to the year ........cccceeeeeeiiiiiiiiiieeeeee, 18.00 18.00 0.18

Note: The translations of Japanese yen amounts into U.S. dollar amounts are included solely for the convenience of readers outside
Japan and have been made at the rate of ¥98.23 to $1, the rate of exchange at March 31, 2009.
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To Our Shareholders

Manabu Shinomoto
President, Chief Executive Officer and Director

Overview of Operations

In fiscal 2008, ended March 31, 2009, the market envi-
ronment in which the Hitachi Kokusai Electric Group
operates became more difficult than in the previous year,
impacted by the sharp slowdown in the global economy
that touched off major cutbacks in capital investments in
Japan and overseas, and other factors such as the
appreciation of the yen. In the wireless communications
and information systems sector, there was a decline in
investment in third-generation cellular telephone equip-
ment and stepped-up competition in digital wireless sys-
tems for public utilities. In the broadcasting and video
systems sector, demand for video monitoring systems
remained solid, but there was a decline in investment in
equipment for terrestrial digital broadcasting. In the semi-
conductor manufacturing systems sector there were
major cutbacks in capital investments by semiconductor
manufacturers.

Against this backdrop, the Hitachi Kokusai Electric

Group moved forward with business structural reforms
and the strengthening of product competitiveness as part
of activities related to the “HK2010 Vision” plan, and
endeavored to improve earnings through emergency
response measures that included reducing fixed and indi-
rect costs, decreasing executive compensation and
screening investment items. However, sales fell sharply
and income also deteriorated. Moreover, with rapidly-
changing market conditions leading to excess stocks, we
wrote down inventories, conducted a careful review of
which deferred tax assets could be recovered, and
charged off the portion that could not be recovered.

Orders received came to ¥120,094 million, ¥68,696
million (36.4%) less than the preceding year, and consoli-
dated net sales amounted to ¥128,587 million, a
decrease of ¥69,397 million (85.1%). The Group posted
an operating loss of ¥11,408 million (compared to an
operating income of ¥16,933 million the preceding year),
and a loss before income taxes and minority interests of
¥10,996 (compared to an income of ¥18,406 million the
preceding year), for a net loss of ¥24,880 million (com-
pared to a net income of ¥11,805 million the preceding
year).

At a meeting held on May 26, 2009, the Board of
Directors resolved to pay a cash dividend of ¥9 per share
at the end of the term. An interim dividend of ¥9 per
share was paid in December 2008, so for the year, the

Company paid a cash dividend of ¥18 per share.

Topics to be addressed
With the difficult economic conditions likely to continue

during the current fiscal year, any recovery is going to
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need more time. Even when a recovery does take place,
in Hitachi Kokusai Electric’s business sectors there is
expected to be a further increase in competition and
major changes in product formats. In response, the

Company will implement the following measures.

(1) Strengthening of the business structure
There will be a focus on strengthening of the liaison
among the order-reception, production and purchas-
ing systems in order to establish production and pur-
chasing systems that can speedily respond to the
market. Phased-gate management having check-
points at each stage will be used to ensure design
quality, and the business structure will be strength-
ened by implementing sustained reforms of produc-
tion and operational processes, by promoting value
engineering and by concentrating on core technolo-

gies to improve the competitiveness of products.

(2) Reducing fixed costs
Efforts to improve the Company’s profit structure
include, during times of emergency, implementing lay-
offs and lowering executive compensation and
employee remuneration to reduce costs on an ongo-
ing basis, the tight screening of investment and R&D

items and the integration of business bases.

(8) Strengthening liaison with the Hitachi Group
The Company’s superior technology in wireless com-
munications and video systems will be utilized to
strengthen liaison with the Hitachi Group as part of a

focus on expanding sales in the areas of urban sys-

tems, railways, and information and communication
systems. The corporate structure will also be rein-
forced by a further strengthening of liaison in such
areas as design, production, purchasing, the environ-

ment, and monozukuri (creative manufacturing).

(4) Strengthening product development
Viewing markets from a worldwide perspective, in the
wireless communications and information systems
sector and the broadcasting and video systems sec-
tor, which are confronting a reorganization of frequen-
cies, we will develop next-generation products and
broadcasting and communication fusion products,
and in the semiconductor manufacturing systems sec-
tor, we will utilize our core technologies to move into

global markets.

Going forward, in line with the three basic principles of
the Company’s Code of Conduct, which are: to (a) manu-
facture products that contribute to a safe and affluent
society; (b) looking to the future, never stop working for
continuous improvement; and (c) observe fundamentals,
do things the right way, and be fair and transparent in all
aspects of corporate conduct, we will look to contribute
to the social innovation business, as a member of the

Hitachi Group.

August 2009

H $hinore o

Manabu Shinomoto
President, Chief Executive Officer and Director
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Results and Outlook by Segment

Wireless Communications and Information Systems Segment

In communication infrastructure operations, in Japan
(Millions of Yen) investment in third-generation cellular telephone equipment
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modules declined, and prices for digital wireless systems for
public utilities slumped, as the worsening economic climate
led to the postponement of capital investments and market
competition became more intense. As a result, orders
received came to ¥49,764 million, ¥19,549 million (28.2%)
less than the preceding year, while net sales decreased
¥21,074 million, to ¥52,329 million. The decrease in net sales
was a major factor behind the segment’s operating loss of
¥4,086 million, compared to the operating income of ¥2,864

Main Products

Station Equipment for Cellular Telephones, Wireless Broadband

Systems, Radio Equipment for Packet Communication Systems,

On-premises Digital Wireless Communication Systems, Aircraft o
Communication Systems, Digital Wireless Systems for Public

Business, Train Communication Systems, Stock Price Display

Systems, Assorted Display Boards and Display Devices,

Multimedia Information Display Systems
High-speed Radio Repeater

Train Radio |
Communication System m .
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Broadcasting and Video Systems Segment

Although there was a major order for tapeless systems for
(';\lllﬁﬁoiglc?sten) broadcast media applications, there was a sharp drop in
terrestrial digital broadcasting related capital investments by
broadcasting stations. In addition, the weak economy
reduced private-sector demand for video monitoring
systems. Orders received came to ¥47,980 million, a
decrease of ¥1,847 million (4.0%) compared to the preceding
year, while net sales came to ¥44,376 million, ¥1,880 million
(4.1%) less than the preceding year. The segment posted an
operating loss of ¥1,087 million (compared to an operating
income of ¥1,023 million the preceding year), attributable
mainly to the decrease in net sales.
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Main Products

Digital Microwave Relay Equipment, FPU and Portable Tracking
Receivers, Digital TV Transmitters, Digital Relay Transmitters, Digital
TV Cameras, Non-linear Digital Video Editing Systems/Transmission
Systems, Wide Area Monitoring Systems (for Roads, Rivers and
Railroad Networks), Security Surveillance System, Monitoring
Systems for Plant (Environment, Electric power, Chemistry and
Steel), LCD Automatic Line Width Measuring Equipment

Pan-tilt-head-integrated Broadcasting Color Camera
Monitor Camera for Outdoor
Use
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Semiconductor Manufacturing Systems Segment

Under the effects of the worldwide slump in the market for
R‘Aﬁﬁoii'gien) semiconductors, the major semiconductor manufacturers cut
back sharply on capital investments, creating a very severe
situation. As a result, orders received came to ¥22,350
million, a decrease of ¥50,995 million (69.5%) from the
preceding year, while net sales decreased ¥46,443 million
(59.3%), to ¥31,882 million. The segment posted an
operating loss of ¥6,235 million (compared to an operating
income of ¥13,046 million the preceding year) attributable
mainly to the decrease in net sales and write-offs of
inventories.
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Main Products

Vertical QTAT Systems, Thin Film Deposition Equipment for Next-
generation Process, Vertical Diffusion and LPCVD Systems, Ashing
Systems, Vertical High temperature Annealing Systems, Vertical
Ultrahigh-temperature Annealing Systems, Single Wafer/LPCVD
Systems, Single Wafer MMT Plasma Nitridation Systems, Vertical
SiGe Epitaxial Systems

Thin Film Deposition Equipment
for Next-generation Process

Hitachi Kokusai Electric 0 Annual Report 2009



Financial Section

Consolidated Five-Year Summary

Financial Review

Consolidated Balance Sheets

Consolidated Statements of Income
Consolidated Statements of Changes in Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

Independent Auditors’ Report

Hitachi Kokusai Electric o Annual Report 2009

10
12
13
14
15
30



Consolidated Five-Year Summary

Hitachi Kokusai Electric Inc. and Consolidated Sulbsidiaries
Years ended March 31

Millions of Yen

2009 2008 2007 2006 2005
For the year:
NET SAIES .. e ¥128,587 ¥197,984 ¥193,970 ¥159,065 ¥159,259
COSt Of SAIES ..eiiieii et 109,700 147,084 142,898 117,162 116,086
(TS o ] 1 RS 18,887 50,900 51,072 41,903 43,173
Operating iINCOME (I0SS) ...vvveiureeiirieeeiee e (11,408) 16,933 15,561 11,433 13,373
Income (loss) before income taxes and minority interests................... (10,996) 18,406 15,062 8,937 10,778
NEt INCOME (IOSS) weeeeireiiiee it e e e (24,880) 11,805 8,450 6,681 6,328
At year-end:
o) €= U= Tt £ 138,546 203,057 214,950 192,583 176,667
CUITENt @SSEES .. s 102,621 156,404 165,492 144,313 129,841
Net property, plant and equipmeNnt ........ccccooeriiee e 25,565 27,291 26,814 25,342 26,763
Current iabilities ........c.eeieiiie e 30,589 66,468 78,863 61,759 52,123
Long-term liabilitieS .......c.eeieeeeiiiieeeiee e 26,640 26,618 33,427 34,205 37,049
TOtal QUITY™ o 81,317 109,971 102,660 96,427 87,346
Amounts per share (yen):
NEet INCOME (IOSS) wuureeiiieie i (241.79) 113.72 81.20 63.32 59.96
Cash diVIdeNdS ......ccoieieiiiiie e 18.00 18.00 14.00 12.00 8.00
B QUITY ™ e 789.31 1,067.66 986.79 922.89 832.44
Other data:
Number of EMPIOYEES ...cooiiiiii e 4,894 4,895 4,789 4,657 4,684
Number of shares issued (MIllIoNS).........cccvrieiriieeie e 105 105 105 105 105

* Figures represent total shareholders’ equity and total shareholders’ equity per share prior to 2006.

Net income (loss) Total equity Cash dividends per share
(Millions of Yen) (Millions of Yen) (Yen)
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Financial Review

Financial Position

Total assets at the end of fiscal 2008 stood at ¥138,546
million, a decrease of ¥64,511 million compared to the
preceding year. Current assets at the end of the year
decreased ¥53,783 million, to ¥102,621 million. The
decrease is mainly attributable to a decrease of ¥21,134
million in trade notes and accounts receivable and a
decrease of ¥13,484 million in inventories.

Total non-current assets decreased ¥10,727 million, to
¥35,925 million. This is mainly attributable to a decrease
of ¥8,524 million in deferred tax assets incurred by

Cash Flows

charging off the portion of those assets in respect of
which the potential for recovery was considered remote.

Total liabilities were ¥57,229 million, a decrease of
¥35,857 million due mainly to a decrease of ¥20,307
million in trade notes and accounts payable, redemption
of bonds with stock acquisition rights amounting to
¥6,000 million, and a decrease of ¥4,926 million in
accrued expenses.

Total equity came to ¥81,317 million, ¥28,654 million
less than the preceding year.

Consolidated cash and cash equivalents (hereinafter
“cash”) at the end of the year stood at ¥36,064 million, a
decrease of ¥15,144 million (29.6%). The main factors
involved in the cash flows in the fiscal year under review
were as follows.

Net cash provided by operating activities decreased
¥1,167 million (compared to an increase of ¥7,658 million
the preceding year). The main items were a net loss
before income taxes and minority interests of ¥10,996, a
decrease of ¥20,162 million in notes and accounts
payable, and a decrease of ¥6,949 million in current
liabilities, which exceeded increase components such as
¥5,331 million in depreciation and a decrease of ¥20,983
million in notes and trade receivables, which are non-
cash items, and a decrease of ¥13,386 million in

inventories.

Net cash used in investing activities amounted to
¥5,525 million, ¥595 million (12.1%) more than the
preceding year. This was mainly the result of a decrease
of ¥2,296 million in expenditures to purchases of
property, plant and equipment, an expenditure of ¥2,000
million for investing in long-term deposits, and a decrease
of ¥1,000 million in revenue from the repayment of long-
term deposits.

Net cash used in financing activities amounted to
¥7,993 million, ¥4,964 million (163.9%) more than the
preceding year. The main component was an expenditure
of ¥6,000 million to redeem bonds with stock acquisition
rights.
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Consolidated Balance Sheets

Hitachi Kokusai Electric Inc. and Consolidated Sulbsidiaries
March 31, 2009 and 2008

Thousands of
U.S. Dollars

Millions of Yen (Note 1)
2009 2008 2009
ASSETS
CURRENT ASSETS:
Cash and time deposits (NOtE 3) .....coiiiiiiiiiie e e s ¥ 36,162 25,905 $ 368,136
Deposits with Hitachi, Ltd. (Notes 3 and 17) .....cooeieiiiieieiie e 13 25,613 132
Receivables:
=T (S0 o] (=T 2,510 3,555 25,552
B I =T0 [<3F=ToToTo 10 [} €=U 32,892 51,224 334,847
Unconsolidated subsidiaries and associated companies...........ccccceveeiiiieeeeeennns 400 2,158 4,072
(O o= USROS 346 333 3,522
Allowance for doubtful reCeiVabIes ..........occcueiiiiiiiiiiiiie e (186) (55) (1,894)
INVENTONIES (NOTE 5) ..eiiiie ettt et e e e s e e e e e e e e e e s e snreeeeeesennes 26,503 39,987 269,806
Deferred tax assets (NOtE 9) ........uuieiiiiiiiiiee e e e e e e 2,650 6,769 26,978
Prepaid expenses and other current assets.......cccccccceieiiiiiiiiicicceeeeee e 1,331 915 13,550
Total CUIMTENt @SSELS ..oceeeeie e e enrneees 102,621 156,404 1,044,701
PROPERTY, PLANT AND EQUIPMENT:
[T o ISR SRR 5,508 5,551 56,072
BUildings and STIUCTUIES .....cooiiiiiiei ettt e e e 43,085 42,721 438,613
Machinery and @qUIPMENT .......ooiiiiiiieeeii e 17,051 17,156 173,582
FUrniture and fIXTUIES ......uuuuiiiiiiiiiiiiieeee e e e e e e e e e e e e e e e e e e e e e neann 24,563 25,024 250,056
CONSLIUCLION IN PrOGIESS ..uuviiiieiieiiiiiieeeestiee e e e este e e e e seae e e e e e sasaeeaeeesnteeeeeeeansnneeeeann 296 431 3,015
I - LS PRPRP 90,503 90,883 921,338
Accumulated depreCiation ...........oouiiiii oo e (64,938) (63,592) (661,081)
Net property, plant and equIPMENt ... 25,565 27,291 260,257
INVESTMENTS AND OTHER ASSETS:
Investment SECUritieS (NOLE 4) ....oooiiiiuiiiie e e e et e e e 2,395 3,410 24,382
Investments in unconsolidated subsidiaries and associated companies.................. 1,002 1,875 10,201
Long-term 10ans reCeivable ...........oooiiiiiiiei e 36 39 366
Deferred tax assets (NOTE 9) .....oeviiiiiiie s 2,331 10,855 23,730
Claims provable in bankruptcy, claims provable in rehabilitation and other ............ 1,101 88 11,208
Allowance for doubtful reCeiVabIES.........cccccuruiriiiiiiiieeeeeeeeee s (942) (199) (9,590)
(O] (T =TT (U 4,437 3,294 45,170
Total investments and other assets ... 10,360 19,362 105,467
TOTAL ..ot e e e e e et e e e e e e e abaeeeeesabsaeeeeeeassaseeeesessnsseeeeesannraneanaan ¥ 138,546 ¥ 203,057 $1,410,425

See notes to consolidated financial statements.
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Thousands of
U.S. Dollars

Millions of Yen (Note 1)
2009 2008 2009
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
Short-term bank 10aNs (NOTE B) .....veeeiiiiiiiiee e s ¥ 1,417 ¥ 1,417 $ 14,425
Current portion of long-term debt (NOtE 6)........ceevriiiiiiiieieee e 6,000
Payables (Note 17):
=T (S0 o] (=T 809 1,845 8,236
B I =T0 [<3F=ToToTo 10 [} €=U 14,207 33,359 144,630
Unconsolidated subsidiaries and associated Companies...........cccecvevrieeerererennnee. 224 334 2,280
(O o= USROS 1,609 3,520 16,380
INCOME taXES PAYADIE......coiiiiieeee e 207 1,454 2,107
Accrued expenses 7,494 12,421 76,290
Provision for product Warranties..........ccuueeeeciciiiie et 926 1,489 9,427
Other current lFAabilItIES .....cccceeeeete et e e r e e e e eeeaeaeas 3,696 4,629 37,627
Total current liabilities ......cccoeiieie e 30,589 66,468 311,402
LONG-TERM LIABILITIES:
Liability for retirement benefits (Note 7):
EMPIOYEES ...ttt ettt e ae e et e et e e e ne e e enees 25,529 25,686 259,890
Directors and executive OffiCErS ... 344 440 3,502
Other long-term liabilities (NOTE 9) ....oooiiiiiiee e 767 492 7,809
Total long-term liabilities ......cooeeeeiie e 26,640 26,618 271,201
COMMITMENTS AND CONTINGENT LIABILITIES (Notes 11, 12 and 13)
EQUITY (Notes 8 and 15):
Common stock—authorized, 400,000,000 shares;
issued, 105,221,259 shares in 2009 and 2008 ........c.ouuueeeeeiiieeiiieeeeee e e e e e eeeeeeans 10,058 10,058 102,392
(071 o] 1 e=1 TN T o] (USSP 26,204 26,222 266,762
REtaiNed @arNiNgS ....ceii ettt e e e e nre e e e e e e 48,427 75,221 492,996
Unrealized gain on available-for-sale Securities ..........ccccviiiieriee i 330 978 3,359
Foreign currency translation adjustments .........cccoooiiiiiir i (1,258) (55) (12,807)
Treasury stock—at cost, 2,337,139 shares in 2009 and 2,301,147 shares in 2008.. (2,554) (2,541) (26,000)
1o LU 81,207 109,883 826,702
MiINOFItY INTEIESTS .o e 110 88 1,120
LI ] 2= U= o U1 Y 81,317 109,971 827,822
TOTAL ..ot e e e e e et e e e e e e e abaeeeeesabsaeeeeeeassaseeeesessnsseeeeesannraneanaan ¥138,546 ¥203,057 $1,410,425
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Consolidated Statements of Income

Hitachi Kokusai Electric Inc. and Consolidated Subsidiaries
Years Ended March 31, 2009 and 2008

Thousands of
U.S. Dollars

Millions of Yen (Note 1)
2009 2008 2009
NET SALES ...ttt e e e e e e e e e e e e e s e s e e a b e b s b s s e aeeeeereteeeeaeaeaseseseeaaaanns ¥128,587 ¥197,984  $1,309,040
COST OF SALES (NOE T0) -.eeeeieiiiiiiieieeeieie ettt e e e e s e e e e e mneeeeeeean 109,700 147,084 1,116,767
(T 0TI o 4] 1 SRR 18,887 50,900 192,273
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES (Note 10)..........ccccceeen... 30,295 33,967 308,409
Operating iNCOME (IOSS).....uuuuieieaiiiiiee ettt e e e e e e e e nne e e e e e e enneeeas (11,408) 16,933 (116,136)
OTHER INCOME (EXPENSES):
[N (=Yg TSy AT (T o] o 41 401 462 4,082
[V To (=Y a T [N TaTeTo] o o 1= YOS 243 193 2,474
INTEIESE EXPENSE ..t e e e e e e e e e e e e e e e e e e e e e nn—a————_ (21) (26) (214)
Equity in earnings of associated COMPaNny ... 51 317 519
Foreign eXChange gain ........ooo i 121 1,325 1,232
Gain on sales of property, plant and equUIPMENT ........ooociiiiiiieiii e 19 4 193
Loss on disposals of property, plant and equipment ..........ccocveveieiiieee e, (149) (528) (1,517)
Loss from revaluation Of SECUNTIES ........ciiiiiiiiiieieeccee e 27) (312) (275)
Loss on cancellation of distributor contracts .........cccoeeevieiieeiiiiiciiee e (300) (3,054)
Maintenance cost for idle aSSEtS .......ccccicciiiiiieieeeeeee e ———— (78) (794)
L T e o1 SR 152 38 1,549
Other EXPENSES —NEL...cciiciiiiiiie e e e e e e e e e s snre e e e e e ensnnes 412 1,473 4,195
INCOME (LOSS) BEFORE INCOME TAXES AND MINORITY INTERESTS.............. (10,996) 18,406 (111,941)
INCOME TAXES (Note 9):
[0 = o PRI 413 4,898 4,204
[ £ = To RSP UTR 13,440 1,656 136,822
TOtal INCOME TAXES ...ciiieeeeeeeecee et e e ettt ee e e e e e e e e e eesaa e e eeeeeeeeesnnans 13,853 6,554 141,026
MINORITY INTERESTS IN EARNINGS OF
CONSOLIDATED SUBSIDIARIES...........ooooiiieiieiee ettt ee e e eabaee e 31 47 316
NET INCOME (LOSS) ..ottt ettt e e ettt e e e e e sra e e e e s e sanne e e e s eennnreeeeaesnnnns ¥ (24,880) ¥ 11,805 $ (253,283)
PER SHARE OF COMMON STOCK (Notes 2.s. and 14): Yen U.S. Dollars
NEL INCOME (IOSS) .eveiiieiiiiiiiie ettt e e e e e e et e e e s e e nteeeeeesnnsaneeeeeannes ¥ (241.79) ¥ 113.72 $ (2.46)
Diluted NET INCOME ..uueiiiiiee e e e e e e e e e e s 108.62
Cash dividends applicable to the year ... 18.00 18.00 0.18

Diluted net income per share is not disclosed because it is net loss and anti-dilutive for the year ended March 31, 2009.

See notes to consolidated financial statements.
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Consolidated Statements of Changes in Equity

Hitachi Kokusai Electric Inc. and Consolidated Sulbsidiaries

Years Ended March 31, 2009 and 2008

Thousands Millions of Yen
Issued Unrealized Foreign
Number of Gain on Currency
Shares of Common Capital Retained  Available-for- Translation ~ Treasury Minority Total
Common Stock Stock Surplus Earnings  sale Securities Adjustments Stock Total Interests Equity
BALANCE, MARCH 31,2007 .............c.ccooovveverrnnne 105,221 ¥10,058 ¥26,222 ¥65,199 ¥1,944 ¥ 51 ¥(1,322) ¥102,612 ¥ 48 ¥ 102,660
Paid in capital from treasury stock
transaction (3,254 shares) ... 4 4 40 44
Net income 11,805 11,805 11,805
BoNUSEs t0 direCtors ...........cocvveeevvvrerrvernrrennn. 0 (0) 0)
Cash dividends, ¥16 per share .................... (1,663) (1,663) (1,663)
Decrease due to adoption of new foreign
accounting policy (FIN 48) ........ccccccevrrueenee (123) (123) (123)
Increase due to adjustment in prior year
on consolidated subsidiaries ...................... 3 3 3
Increase in treasury stock (1,069,284 shares) .. (1,223) (1,223) (1,223)
Net decrease in unrealized gain on
available-for-sale SECUities ..............c........ (966) (966) (966)
Net change in foreign currency
translation adjustments ..............ccooccooeue.n.. (566) (566) (566)
BALANCE, MARCH 31,2008 ...................cc........... 105,221 ¥10,058 ¥26,222 ¥75,221 ¥ 978 ¥ (55) ¥(2,541)  ¥109,883 ¥ 88 ¥ 10997
Effect of changes in accounting policies applied to
Foreign subSidiaries ..............coo..ceevverrennnn. 4 [l 4
Paid in capital from treasury stock
transaction (31,923 Shares) ...........cc.coo..... (18) 35 17 22 39
NEEIOSS ..o (24,880) (24,880) (24,880)
Cash dividends, ¥19 per share ..........cco......... (1, 955) (1,955) (1,955)
Increase in treasury stock (67,915 shares) ...... (48) (48) (48)
Net decrease in unrealized gain on
available-for-sale securities ...........cccoceun. (648) (648) (648)
Net change in foreign currency
translation adjustments ...........c...ccoo.coovvenne. (1,203) (1,203) (1,203)
BALANCE, MARCH 31,2009 .............c.ccccovvevevnnnne 105,221 ¥10,058 ¥26,204 ¥48,427 ¥ 330 ¥(1,258) ¥(2,554) ¥ 81,207 ¥110 ¥ 81,317
Thousands of U.S. Dollars (Note 1)
Unrealized Foreign
Gain on Currency
Common Capital Retained  Available-for- Translation ~ Treasury Minority Total
Stock Surplus Earnings  sale Securities Adjustments Stock Total Interests Equity
BALANCE, MARCH 31,2008 ..............c.ccocoovrnnnee $102,392  $266,945  $765,765 $9,956 $ (560)  $(25,868) $1,118,630 $ 896 $1,119,526
Effect of changes in accounting policies applied to
Foreign subsidiaries ...........ccccvveereerenes 416 416 416
Paid in capital from treasury stock
transaction (31,923 shares) .. (183) 356 173 224 397
Net loss (253,283) (253,283) (253,283)
Cash dividends, $0.19 per share...................... (19,902) (19,902) (19,902)
Increase in treasury stock (67,915 shares) ...... (488) (488) (488)
Net decrease in unrealized gain on
available-for-sale securities ............ccocoeuen. (6,597) (6,597) (6,597)
Net change in foreign currency
translation adjustments ..........cccccoevvvieene (12,247) (12,247) (12,247)
BALANCE, MARCH 31,2009 .............cc.ccoovrrrrrnnnee $102,392  $266,762  $492,996 $3,359 $(12,807)  $(26,000) $ 826,702 $1,120 $ 827,822

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Hitachi Kokusai Electric Inc. and Consolidated Subsidiaries
Years Ended March 31, 2009 and 2008

Thousands of
U.S. Dollars

Millions of Yen (Note 1)
2009 2008 2009
OPERATING ACTIVITIES:
Income before income taxes and minority iNterests.......ccocovvveee e ¥ (10,996) ¥ 18,406 $ (111,941)
Adjustments for:
INCOME tAXES—PAIA ....viiiieiiiiiiiee e e e e e e e s e e e e e snre e e e e e ennns (1,792) (9,747) (18,243)
INncome taxeS—refUNEd ...........cooiiiiiiiccerreee e rararees 239 9 2,433
Depreciation and amortization .........ccccociiiiiiiiiiiiic e ——————— 5,331 4,889 54,271
Loss on disposals of property, plant and equipment ..........cccoooeiiieei s 94 391 957
Gain on sales of property, plant and equIPMENt.........occiviiiiee e (17) 4) (173)
Increase in allowance for doubtful aCCOUNES......cevieeiiiiiiiiiiiiiee s 876 8,918
Decrease in liability for employees’ retirement benefits ........cccccvvviieiiiieeiiceninee, (155) (872) (1,578)
Increase (decrease) in liability for directors’ and
executive officers’ retirement benefitS.........coocviiiiiiie i (97) 114 (987)
Decrease in provision for product warranties ..........ccceeeeecieeeeeeeiiiieee e (563) (624) (5,731)
Changes in assets and liabilities:
Decrease in notes and accounts receivables ............ooeuvieeeieeiieeiiieiiiiceee e 20,983 5,088 213,611
DeCrease iN INVENTONIES .......ceuuuuiiieeiii et e e e e e e e e e s e e e e e e e e aaabaeeseaeaaes 13,386 1,324 136,272
Increase in other current assets.......c.ueiii i (761) (142) (7,747)
Increase in claims provable in bankruptcy, claims provable
iN rehabilitation ... (1,012) (10,302)
Decrease in notes and accounts payables .........ccccoecviiiiiiiiee e (20,162) (10,552) (205,253)
Decrease in other current liabilities ........cccoovieiiiiiiiiei e (6,949) (921) (70,742)
(O] (Y=Yl o= SRS 428 299 4,355
Total adJUSTMENES ...eeiieiiieieee e e e e 9,829 (10,748) 100,061
Net cash provided by operating activities .........ccccoviiirieiiiiieeeee e (1,167) 7,658 (11,880)
INVESTING ACTIVITIES:
Payments for time depPOSItS ......cooiiiiiiiiii e e (200) (83) (2,036)
Maturities of time dePOSILS .......uuvieeiieiiiiie e e 359 41 3,655
Purchases of investment SECUILIES .......coouiiiiiiiiiiiii e (16) (35) (163)
Proceeds from sales of investment securities ... 0 31 0
Purchases of property, plant and equIpMENt .........ccoiiuieeiiiie e (3,994) (6,291) (40,660)
Proceeds from sales of property, plant and equipment ... 86 14 875
Decrease in short-term loans receivable 9 3 92
Investment in [0NG-tErM dEPOSIt.......ciuiriiiiiiiiii e (2,000) (20,360)
Decrease in investment in long-term deposit.........ccccoveeriiiee e 1,000 2,000 10,180
INCrease iN OthEr @SSELS ......ccciiiiiiiiiie e s (769) (610) (7,829)
Net cash used in investing activities ........occcviiieriiiiie e (5,525) (4,930) (56,246)
FINANCING ACTIVITIES:
Decrease in short-term bank 10aNS—net ..........ccooiiiiiiiiieni e (150)
Redemption of bonds with subscription rights to shares..........ccccoceiiiiiiiiieninieenn. (6,000) (61,081)
DAV To =Yg o Eo3 o T L PSR (1,960) (1,660) (19,953)
Increase in treasury StOCK—NEL ......ooiiiiiiiii e (30) (1,219) (305)
(O T e 3T PP RTRR (3) (31)
Net cash used in financing activities ........ceeeeiieiiiiii e (7,993) (3,029) (81,370)
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS
ON CASH AND CASH EQUIVALENTS ........ooiiiiiiiii ettt (459) (533) (4,673)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ...........cccee... (15,144) (834) (154,169)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR ..........ccccceviiiniieecienne 51,208 52,042 521,307
CASH AND CASH EQUIVALENTS, END OF YEAR (NOt€ 3) .....cccovviieeniiienieee e ¥ 36,064 ¥ 51,208 $ 367,138

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Hitachi Kokusai Electric Inc. and Consolidated Sulbsidiaries

Years Ended March 31, 2009 and 2008

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have
been prepared in accordance with the provisions set forth in
the Japanese Financial Instruments and Exchange Act and its
related accounting regulations, and in conformity with
accounting principles generally accepted in Japan
(“Japanese GAAP”), which are different in certain respects as
to application and disclosure requirements of International
Financial Reporting Standards.

In preparing these consolidated financial statements, cer-
tain reclassifications and rearrangements have been made to
the consolidated financial statements issued domestically in
order to present them in a form which is more familiar to
readers outside Japan. In addition, certain reclassifications

have been made in the 2008 financial statements to conform
to the classifications used in 2009.

The consolidated financial statements are stated in
Japanese yen, the currency of the country in which Hitachi
Kokusai Electric Inc. (the “Company”) is incorporated and
mainly operates. The translations of Japanese yen amounts
into U.S. dollar amounts are included solely for the conve-
nience of readers outside Japan and have been made at the
rate of ¥98.23 to $1, the rate of exchange at March 31, 2009.
Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S.
dollars at that or any other rate.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation—The consolidated financial statements as
of March 31, 2009 include the accounts of the Company
and its 15 significant (16 in 2008) subsidiaries (together,
the “Group”).

Under the control or influence concept, those compa-
nies in which the Company, directly or indirectly, is able to
exercise control over operations are fully consolidated,
and those companies over which the Group has the ability
to exercise significant influence are accounted for by the
equity method.

Investments in 1 (1 in 2008) associated company are
accounted for by the equity method. Investments in the
remaining 3 unconsolidated subsidiaries and 1 associated
company are stated at cost. If the equity method of
accounting had been applied to the investments in these
companies, the effect on the accompanying consolidated
financial statements would not be material.

The excess of cost of an acquisition over the fair value
of the net assets of the acquired subsidiary at the respec-
tive dates of acquisition is being amortized over its esti-
mated useful lives, or 5 years in circumstances in which
the useful lives cannot be estimated.

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

b. Unification of Accounting Policies Applied to Foreign
Subsidiaries for the Consolidated Financial
Statements—On May 17, 2006, the Accounting
Standards Board of Japan (the “ASBJ”) issued ASBJ
Practical Issues Task Force (PITF) No. 18, “Practical
Solution on Unification of Accounting Policies Applied to
Foreign Subsidiaries for the Consolidated Financial
Statements.” PITF No. 18 prescribes: (1) the accounting
policies and procedures applied to a parent company and
its subsidiaries for similar transactions and events under
similar circumstances should in principle be unified for the
preparation of the consolidated financial statements, (2)

financial statements prepared by foreign subsidiaries in
accordance with either International Financial Reporting
Standards or the generally accepted accounting principles
in the United States of America tentatively may be used
for the consolidation process, (3) however, the following
items should be adjusted in the consolidation process so
that net income is accounted for in accordance with
Japanese GAAP unless they are not material:

1) Amortization of goodwill

2) Scheduled amortization of actuarial gain or loss of pen-
sions that has been directly recorded in the equity

3) Expensing capitalized development costs of R&D

4) Cancellation of the fair value model accounting for
property, plant, and equipment and investment proper-
ties and incorporation of the cost model accounting

5) Recording the prior years’ effects of changes in
accounting policies in the income statement where ret-
rospective adjustment to financial statements have
been incorporated

6) Exclusion of minority interests from net income, if con-
tained.

PITF No. 18 was effective for fiscal years beginning on
or after April 1, 2008 with early adoption permitted.

The Company adopted this accounting standard effec-
tive April 1, 2008. The effect of adoption of this account-
ing standard was immaterial.

c. Cash Equivalents—Cash equivalents deposits are short-
term investments that are readily convertible into cash and
that are exposed to insignificant risk of changes in value.

Cash equivalents include time deposits, certificate of
deposits and mutual funds investing in bonds, all of which
mature or become due within three month of the date of
acquisition.

d. Inventories—Finished products and work in process are
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stated at the lower of cost, determined by substantially on
a specific identification method, or net selling value.
Certain mass-produced finished products and work in
process are stated at lower of cost, determined by the
moving-average method or average method, or net selling
value.

Raw materials are substantially stated at lower of cost,
determined by the average method, or net selling value.
Certain raw materials are stated at the lower of cost,
determined by specific identification method or the mov-
ing-average method, or net selling value.

. Marketable and Investment Securities—Investments in
unconsolidated subsidiaries and the associated company
are stated at cost determined by the moving-average
method.

Available-for-sale securities, which are not classified as
either trading securities or held-to-maturity debt securi-
ties, are reported at fair value, with unrealized gains and
losses, net of applicable taxes, reported in a separate
component of equity.

Non-marketable available-for-sale securities are stated
at cost determined by the moving-average method.

For other than temporary declines in fair value, invest-
ment securities are reduced to net realizable value by a
charge to income.

Property, Plant and Equipment—Property, plant and
equipment are stated at cost. Depreciation of property,
plant and equipment is computed by the declining-bal-
ance method, while the straight-line method is applied to
buildings of the Company and its consolidated domestic
subsidiaries acquired after April 1, 1998. The range of
useful lives is from 3 to 50 years for buildings and struc-
tures, from 2 to 17 years for machinery and equipment,
and from 2 to 20 years for furniture and fixtures. The use-
ful lives for lease assets are the terms of the respective
leases.

. Long-lived Assets—The Group reviews its long-lived
assets for impairment whenever events or changes in cir-
cumstance indicate the carrying amount of an asset or
asset group may not be recoverable. An impairment loss
would be recognized if the carrying amount of an asset or
asset group exceeds the sum of the undiscounted future
cash flows expected to result from the continued use and
eventual disposition of the asset or asset group. The
impairment loss would be measured as the amount by
which the carrying amount of the asset exceeds its recov-
erable amount, which is the higher of the discounted cash
flows from the continued use and eventual disposition of
the asset or the net selling price at disposition.

. Other Assets—Intangible assets are carried at cost less
accumulated amortization, which is calculated by the
straight-line-method. Software which is internally used by

the Group is amortized by the straight-line method over 5
years.

Allowance for Doubtful Accounts—The allowance for
doubtful accounts is stated in amounts considered to be
appropriate based on the Group’s past credit loss experi-
ence and an evaluation of potential losses in the receiv-
ables outstanding.

Retirement Benefit Plans—The Company and certain
consolidated subsidiaries have non-contributory and con-
tributory trusteed pension plans covering a certain portion
of employees’ retirement benefits. Benefits paid to some
employees upon retirement or termination of employment
may exceed the amount of benefits computed based on
years of service. Benefits paid to such persons are not
computed as a retirement benefit liability. The liability for
employees’ retirement benefits is stated at amounts
based on projected benefit obligations and plan assets at
the balance sheet date.

The liability for directors’ and executive officers’ retire-
ment benefits for the Company is provided at the amount
which would be required if all directors and executive offi-
cers retired at the balance sheet date. The above liability
includes a liability for directors’ retirement benefits for cer-
tain of the Company’s consolidated subsidiaries.

Decisions were made at the Compensation Committee
meetings held April 24, 2008, to abolish the retirement
benefit plans for all directors and executive officers and to
pay the retirement benefits for the applicable period to
directors and executive officers at the time of their retire-
ment, subject to resolutions of the Compensation
Committee following decisions on their retirement.

. Provision for Product Warranties—The provision for

product warranties is estimated and recorded at the time
of sale to provide for future potential costs, such as costs
related to after-sales services, in amounts considered to
be appropriate based on the Group’s past experience.

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

. Revenue Recognition—The Company applies the

percentage-of-completion method to some contracts con-
tracted by construction agreements.

Effective April 1, 2007, the Group changed the method
for revenue recognition for semiconductor manufacturing
systems for export from the point of shipment to the time
of the confirmation of set-up and testing of products. The
reason for this change is that prior to April 1, 2007, the
Group performed the inspection at the factory before
shipping, however customers are more likely requesting
the Group to perform the final inspection at the cus-
tomer’s facility.

The effect of this change was to decrease net sales by
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¥2,856 million ($28,506 thousand) and operating income
and income before income taxes and minority interests by
¥1,402 million ($13,993 thousand) for the year ended
March 31, 2008 as compared with the corresponding
amounts which would have been recorded if the previous
method had been followed.

. Leases—On March 30, 2007, the ASBJ issued ASBJ
Statement No. 13, “Accounting Standard for Lease
Transactions,” which revised the previous accounting
standard for lease transactions issued on June 17, 1993.
The revised accounting standard for lease transactions is
effective for fiscal years beginning on or after April 1, 2008
with early adoption permitted for fiscal years beginning on
or after April 1, 2007.

Under the previous accounting standard, finance leases
that deem to transfer ownership of the leased property to
the lessee were to be capitalized, however, other finance
leases were permitted to be accounted for as operating
lease transactions if certain “as if capitalized” information
is disclosed in the note to the lessee’s financial statements.

The revised accounting standard requires that all
finance lease transactions should be capitalized recogniz-
ing lease assets and lease obligations in the balance
sheet. In addition, the accounting standard permits
leases which existed at the transition date and do not
transfer ownership of the leased property to the lessee to
be accounted for as operating lease transactions.

The company applied the revised accounting standard
effective April 1, 2008. In addition, the Company
accounted for leases which existed at the transition date
and do not transfer ownership of the leased property to
the lessee as operating lease transactions. The effect of
adoption of this accounting standard was immaterial.

All other leases are accounted for as operating leases.

. Income Taxes—The provision for income taxes is com-
puted based on the pretax income included in the consoli-
dated statements of income. The asset and liability
approach is used to recognize deferred tax assets and
liabilities for the expected future tax consequences of
temporary differences between the carrying amounts and
the tax bases of assets and liabilities. Deferred taxes are
measured by applying currently enacted tax laws to the
temporary differences.

. Foreign Currency Transactions —All short-term and
long-term monetary receivables and payables denomi-
nated in foreign currencies are translated into Japanese
yen at the exchange rate at the balance sheet date. 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 forward exchange
contracts.

q. Foreign Currency Financial Statements—The balance

sheet accounts of the consolidated foreign subsidiaries
are translated into Japanese yen at the current exchange
rate as of the balance sheet date except for equity, which
is translated at the historical rate.

Differences arising from such translations were shown
as “Foreign currency translation adjustments” in a sepa-
rate component of equity.

Revenue and expense accounts of consolidated foreign
subsidiaries are translated into yen at the average exchange
rate.

Effective April 1, 2008, the Group changed the method
of translation of the revenue and expense accounts of its
overseas consolidated subsidiaries into yen from using
the current exchange rate as of the balance sheet date to
using the average exchange rate. The reason for this
change is to properly present overseas subsidiaries’ per-
formance by excluding effects of temporary fluctuations of
exchange rates.

The effect of this change was to increase net sales by
¥698 million ($7,106 thousand) and decrease operating
loss by ¥91 million ($926 thousand) and loss before
income taxes and minority interest by ¥114 ($1,161 thou-
sand) million for the year ended March 31, 2009 as com-
pared with the corresponding amounts which would have
been recorded if the previous method had been followed.

Derivatives and Hedging Activities—The Group uses
derivative financial instruments to manage its exposures
to fluctuations in foreign exchange. Foreign exchange for-
ward contracts are utilized by the Group to reduce foreign
currency exchange risks. The Group does not enter into
derivatives for trading or speculative purposes.

Derivative financial instruments and foreign currency
transactions are classified and accounted for as follows:
(a) all derivatives are recognized as either assets or liabili-
ties and measured at fair value, and gains or losses on
derivative transactions are recognized in the statements of
income and (b) for derivatives used for hedging purposes,
if derivatives qualify for hedge accounting, gains or losses
on derivatives are deferred until maturity of the hedged
transactions.

Foreign currency forward contracts are utilized to
hedge foreign currency exposures in sales of products to
overseas customers. Trade receivables denominated in
foreign currencies are translated at the contracted rates if
the forward contracts qualify for hedge accounting.

. Per Share Information—Basic net income per share is

computed by dividing net income available to common
shareholders by the weighted-average number of com-
mon shares outstanding for the period, retroactively
adjusted for stock splits.

Diluted net income per share reflects the potential dilu-
tion that could occur if securities were exercised or con-
verted into common stock. Diluted net income per share
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of common stock assumes full conversion of the out-
standing convertible notes and bonds at the beginning of
the year (or at the time of issuance) with an applicable
adjustment for related interest expense, net of tax, and full
exercise of outstanding warrants.

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

New Accounting Pronouncements

Unification of Accounting Policies Applied to Foreign
Associated Companies for the Equity Method—The
current accounting standard requires to unify accounting
policies within the consolidation group. However, the cur-
rent guidance allows to apply the equity method for the
financial statements of its foreign associated company
which have been prepared in accordance with generally
accepted accounting principles in their respective jurisdic-
tions without unification of accounting policies. On
December 26, 2008, the ASBJ issued ASBJ Statement
No. 16 (Revised 2008), “Revised Accounting Standard for
Equity Method of Accounting for Investments”. The new
standard requires adjustments to be made to conform the
associate’s accounting policies for similar transactions
and events under similar circumstances to those of the
parent company when the associate’s financial state-
ments are used in applying the equity method unless it is
impractible to determine adjustments. In addition, finan-
cial statements prepared by foreign associated compa-
nies in accordance with either International Financial
Reporting Standards or the generally accepted account-
ing principles in the United States tentatively may be used
in applying the equity method if the following items are
adjusted so that net income is accounted for in accor-
dance with Japanese GAAP unless they are not material:
1) amortization of goodwill; 2) scheduled amortization of
actual gain or loss of pensions that has been directly
recorded in the equity; 3) expensing capitalized develop-
ment costs of R&D; 4) cancellation of the fair value model
accounting for property, plant, and equipment and invest-
ment property and incorporation of the cost model
accounting; 5) recording the prior years’ effects of
changes in accounting policies in the income statement
where retrospective adjustment to the financial state-
ments have been incorporated; and 6) exclusion of minor-
ity interests from net income, if contained.

This standard is applicable to equity method of
accounting for investments effective on or after April 1,
2010 with early adoption permitted for fiscal years begin-
ning on or after April 1, 2009.

Construction Contracts—Under the current Japanese
GAAP, either the completed-contract method or the per-
centage-of-completion method is permitted to account for
construction contracts. On December 27, 2007, the ASBJ

published a new accounting standard for construction
contracts. Under this accounting standard, the construc-
tion revenue and construction costs should be recognized
by the percentage-of-completion method, if the outcome
of a construction contract can be estimated reliably.
When total construction revenue, total construction costs
and the stage of completion of the contract at the balance
sheet date can be reliably measured, the outcome of a
construction contract can be estimated reliably. If the
outcome of a construction contract cannot be reliably
estimated, the completed-contract method shall be
applied. When it is probable that total construction costs
will exceed total construction revenue, an estimated loss
on the contract should be immediately recognized by pro-
viding for loss on construction contracts. This standard is
applicable to construction contracts and software devel-
opment contracts and effective for fiscal years beginning
on or after April 1, 2009 with early adoption permitted for
fiscal years beginning on or before March 31, 2009 but
after December 27, 2007.

Asset Retirement Obligations—On March 31, 2008, the
ASBJ published a new accounting standard for asset
retirement obligations, ASBJ Statement No.18
“Accounting Standard for Asset Retirement Obligations”
and ASBJ Guidance No.21 “Guidance on Accounting
Standard for Asset Retirement Obligations”. Under this
accounting standard, an asset retirement obligation is
defined as a legal obligation imposed either by law or con-
tract that results from the acquisition, construction, devel-
opment and the normal operation of a tangible fixed asset
and is associated with the retirement of such tangible
fixed asset. The asset retirement obligation is recognized
as the sum of the discounted cash flows required for the
future asset retirement and is recorded in the period in
which the obligation is incurred if a reasonable estimate
can be made. If a reasonable estimate of the asset retire-
ment obligation cannot be made in the period the asset
retirement obligation is incurred, the liability should be
recognized when a reasonable estimate of asset retire-
ment obligation can be made. Upon initial recognition of a
liability for an asset retirement obligation, an asset retire-
ment cost is capitalized by increasing the carrying amount
of the related fixed asset by the amount of the liability. The
asset retirement cost is subsequently allocated to
expense through depreciation over the remaining useful
life of the asset. Over time, the liability is accreted to its
present value each period. Any subsequent revisions to
the timing or the amount of the original estimate of undis-
counted cash flows are reflected as an increase or a
decrease in the carrying amount of the liability and the
capitalized amount of the related asset retirement cost.
This standard is effective for fiscal years beginning on or
after April 1, 2010 with early adoption permitted for fiscal
years beginning on or before March 31, 2010.
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3. CASH AND CASH EQUIVALENTS

For purposes of the consolidated statements of cash flows, cash and cash equivalents at March 31, 2009 and 2008 consisted

of the following:
Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
Cash and time dEePOSITS .....c..uuiiieiiieee e e e e e e e e e e e ¥36,162 ¥25,905 $368,136
Deposits with Hitachi, L. .......cueeeiiiiiiiiiiieeec e 13 25,613 132
Less—time deposits with maturities over three months ..........ccccoeeieiiiiiiccciieeees (111) (810) (1,130)
1 ) €= ¥36,064 ¥51,208 $367,138

Deposits with Hitachi, Ltd. represent a deposit to Hitachi, Ltd. under the Hitachi Pooling System for concentration of surplus
deposits of Hitachi group companies.

4. MARKETABLE AND INVESTMENT SECURITIES

Marketable and investment securities as of March 31, 2008 and 2007 consisted of the following:
Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
Non-current:
Marketable equity SECUNTIES .......uiiiiiiiiiiee e e e ¥2,046 ¥3,060 $20,829
(1 o= SRR 349 350 3,553
LI 7= | SRR ¥2,395 ¥3,410 $24,382

The carrying amounts and aggregate fair values of investment securities at March 31, 2009 and 2008 were as follows:

Millions of Yen

2009
Unrealized Unrealized Fair
Cost Gains Loss Value
Securities classified as available-for-sale equity securities .................. ¥1,424 ¥741 ¥119 ¥2,046
Millions of Yen
2008
Unrealized Unrealized Fair
Cost Gains Loss Value
Securities classified as available-for-sale equity securities .................. ¥1,435 ¥1,663 ¥38 ¥3,060
Thousands of U.S. Dollars
2009
Unrealized Unrealized Fair
Cost Gains Loss Value
Securities classified as available-for-sale equity securities .................. $14,496 $7,544 $1,211 $20,829

Available-for-sale securities whose fair value was not readily determinable as of March 31, 2009 and 2008 were as follows:

Carrying Amount
Thousands of
Millions of Yen U.S. Dollars
2009 2008 2009
Available-for-sale:
EQUILY SECUITIES ... e e e e e e e e e e e e e e e e e e snaas ¥349 ¥350 $3,553
JLIL L= ST PT ORI ¥349 ¥350 $3,553
Proceeds from sales of available-for-sale securities for the tively, for the year ended March 31, 2008.
years ended March 31, 2009 and 2008 were ¥0 million ($0 thou- For other than temporary declines in fair value, marketable
sand) and ¥31 million, respectively. Gross realized gains and and investment securities which are reduced to net realizable
losses on these sales, computed on the moving-average cost value by a charge to income for the years ended March 31,
method, were ¥0 million ($0 thousand) and nil, respectively, for 2009 and 2008 were ¥27 million ($275 thousand) and ¥312

the year ended March 31, 2009 and ¥22 million and nil, respec- million, respectively.
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5. INVENTORIES

Inventories at March 31, 2009 and 2008 consisted of the following.

Thousands of

Millions of Yen U.S. Dollars

2009 2008 2009
1T g =Yoo oo (8T - TR ¥ 7,754 ¥11,053 $ 78,937
L o Tg NG o N o 0T =T SRR 12,881 21,637 131,131
Raw materials and SUPPIES .....ooeueiiieiieiiieie e 5,868 7,297 59,738
o= | SRR PPt ¥26,503 ¥39,987 $269,806

6. SHORT-TERM BANK LOANS AND LONG-TERM DEBT

Short-term bank loans were made under general agreements with banks.
The annual interest rates applicable to the short-term bank loans were 1.04% and 1.25% at March 31, 2009 and 2008,

respectively.

Long-term debt at March 31, 2009 and 2008 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
Zero coupon convertible notes with stock
acquisition rights, convertible into common
stock at ¥1,232 per share, due 2008 ........coooiiiiiiiiiiiiiiieeeeerer e ¥6,000
o] = | PP RPN 6,000
[T TS oW =T o) o g T o PR 6,000

Long-term debt, less current portion ..........ccceeeveeieiic e

The stock acquisition rights are able to be convertible into common stock since December 19, 2003 until November 21,
2008 and were not converted during the fiscal year ended March 31, 2008. The conversion prices are subject to adjustments

in certain circumstances.

7. RETIREMENT BENEFIT PLANS

The Company has severance payment plans for employees,
directors and executive officers. Moreover, the Company’s
certain consolidated subsidiaries have severance payment
plans for employees and directors.

Under most circumstances, employees terminating their
employment are entitled to retirement benefits determined
based on the rate of pay at the time of termination, years of
service and certain other factors. Such retirement benefits
are made in the form of a lump-sum severance payment from
the Company or certain consolidated subsidiaries and annu-
ity payments from a trustee. Employees are entitled to larger

payments if the termination is involuntary, by retirement at
the mandatory retirement age, by death, or by voluntary
retirement at certain specific ages prior to the mandatory
retirement age.

Liability for directors’ and executive officers’ retirement
benefits of the Company is paid subject to the approval of
the compensation committee of the Company. On the other
hand, liability for directors’ retirement benefits of the
Company’s certain consolidated subsidiaries is paid subject
to the approval of the shareholders.

The liability for employees’ retirement benefits at March 31, 2009 and 2008 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
Projected benefit obligation ..........cceviiiei i ¥55,360 ¥55,712 $563,575
Fair value of Plan @SSEtS......uuuiiiiiiiiiiii e (22,350) (28,733) (227,527)
Unrecognized Prior SEIVICE COST ...iiiiiiiiiiiiiiii et 5,773 6,457 58,770
Unrecognized actuarial I0SS .......coiiuieiiiiieiiiee ettt (13,254) (7,750) (134,928)
N L= A = o1 PRSP ¥25,529 ¥25,686 $259,890
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The components of net periodic benefit costs for the years ended March 31, 2009 and 2008 are as follows:

Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
Y=YV [oT=Y oY 1= A ¥1,552 ¥1,531 $15,800
INEEIEST COST .. e e e e e e e e e e e e e e e e e e e anaan 1,328 1,330 13,519
Expected return on plan @SSETS .......cooiuiiiiiiiiieiee e (718) (853) (7,309)
Amortization of Prior SErvViCe COST ... e (684) (684) (6,963)
Recognized actuarial 0SS ........uuiiiiiiiiiiiiiiiiiii e 1,078 601 10,974
Net periodic benefit COSES ....uuiiiiiiiii ¥2,556 ¥1,925 $26,021
Assumptions used for the years ended March 31, 2009 and 2008 are set forth as follows:
2009 2008
Discount rate
(070101 1¢] o U1 (o] oYU PRSP UPPRPRRI 2.5% 2.5%
Non-contributory 2.0% 2.0%
Expected rate of return on plan assets .........ccccooieeiniiieiiii e 2.5% 2.5%
Amortization period Of Prior SErVICE COS.....cuuiiiiiiiiiiiieeeiie e 13 years 13 years
Recognition period of actuarial loss 13 years 13 years

8. EQUITY

Since May 1, 2006, Japanese companies have been subject
to the Companies Act of Japan (the “Companies Act”). The
significant provisions in the Companies Act that affect finan-
cial and accounting matters are summarized below:

a. Dividends

Under the Companies Act, companies can pay dividends at
any time during the fiscal year in addition to the year-end
dividend upon resolution at the shareholders meeting. For
companies that meet certain criteria such as; (1) having the
Board of Directors, (2) having independent auditors, (3) hav-
ing the Board of Corporate Auditors, and (4) the term of
service of the directors is prescribed as one year rather than
two years of normal term by its articles of incorporation, the
Board of Directors may declare dividends (except for divi-
dends in kind) at any time during the fiscal year if the com-
pany has prescribed so in its articles of incorporation. The
company meets all the above criteria. The Board of Directors
of companies with board committees (an appointment com-
mittee, compensation committee and audit committee) can
also do so because such companies with board committees
already, by nature, meet the above criteria under the
Companies Act, even though such companies have an audit
committee instead of the Board of Corporate Auditors. The
company is organized as a company with board committees.

The Companies Act permits companies to distribute divi-
dends-in-kind (non-cash assets) to shareholders subject to a
certain limitation and additional requirements.

Semiannual interim dividends may also be paid once a
year upon resolution by the Board of Directors if the articles
of incorporation of the company so stipulate. The
Companies Act provides certain limitations on the amounts
available for dividends or the purchase of treasury stock. The

limitation is defined as the amount available for distribution to
the shareholders, but the amount of net assets after divi-
dends must be maintained at no less than ¥3 million.

b. Increases/Decreases and Transfer of Common Stock,
Reserve and Surplus
The Companies Act requires that an amount equal to 10% of
dividends must be appropriated as a legal reserve (a compo-
nent of retained earnings) or as additional paid-in capital (a
component of capital surplus) depending on the equity
account charged upon the payment of such dividends until
the total of aggregate amount of legal reserve and additional
paid-in capital equals 25% of the common stock. Under the
Companies Act, the total amount of additional paid-in capital
and legal reserve may be reversed without limitation. The
Companies Act also provides that common stock, legal
reserve, additional paid-in capital, other capital surplus and
retained earnings can be transferred among the accounts
under certain conditions upon resolution of the shareholders.

c. Treasury Stock and Treasury Stock Acquisition Rights
The Companies Act also provides for companies to purchase
treasury stock and dispose of such treasury stock by resolu-
tion of the Board of Directors. The amount of treasury stock
purchased cannot exceed the amount available for distribu-
tion to the shareholders which is determined by specific
formula. Under the Companies Act, stock acquisition rights
are now presented as a separate component of equity. The
Companies Act also provides that companies can purchase
both treasury stock acquisition rights and treasury stock.
Such treasury stock acquisition rights are presented as a
separate component of equity or deducted directly from
stock acquisition rights.
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9. INCOME TAXES

The Company and its domestic subsidiaries are subject to Japanese national and local income taxes which, in the aggregate,
resulted in a normal effective statutory tax rate of approximately 40.7% and 39.7% for the years ended March 31, 2009 and 2008.

The tax effects of significant temporary differences and tax loss carryforwards which resulted in deferred tax assets and
liabilities at March 31, 2009 and 2008 are as follows:

Thousands of
Millions of Yen U.S. Dollars

Deferred tax assets (current):

Inventories ........

Deferred tax assets (non-current):
Employees’ retirement benefits ...

Depreciation

Directors’ and executive officers’ retirement benefits ..........ooevveeeeieeiiiiiiiiiiiieeeees

Deferred tax liabilities (non-current):
Special depreciation rESEIVE .........uiiiiiieiiiiiee et e et e e e eeeeeean
Unrealized gain on available for sale Securities ..........cccoviiimiiii i
Total (NON-CUIMENT) ...t e e e e e e e e e e e anr e e e e e eennreeeeaeannees
Net deferred tax assets (NON-CUMTENT).......cceeiiimirriiiireee e
Net deferred tax @SSELS ......ooiiiiii i e

Deferred tax liabilities (current):
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2009 2008 2009

¥ 3,825 ¥ 2,076 $ 38,939

1,348 2,001 13,723
297 346 3,024
1,456 2,730 14,822
(4,276) (384) (43,530)
2,650 6,769 26,978
2,650 6,769 26,978
10,372 10,233 105,589
1,372 1,832 13,967
139 176 1,415
6,278 1,067 63,911
186 181 1,894
2,627 1,625 26,743
(18,643) (3,442)  (189,789)
2,331 11,672 23,730
(225)
0 (592) 0
0 (817) 0
2,331 10,855 23,730

¥ 4,981 ¥17,624 $ 50,708

¥ 0 ¥ 0 $ 0
¥ 0 ¥ 0 $ 0
¥ 159 $ 1,619
292 ¥ 54 2,973

18 86 183

¥ 469 ¥ 140 $ 4,775




A reconciliation between the normal effective statutory tax rate and the actual effective tax rate reflected in the
accompanying consolidated statements of income for the years ended March 31, 2009 and 2008 is as follows:

2009 2008
Normal effective statutory Tax rate ... s 40.7% 39.7%
Dividend income eliminated in consolidation ...........ccccceiiririiiiiiiieieieeee e (13.6) 4.5
Expenses permanently not deductible for income tax puUrpPOSES ....ccceeveiiiiiiieicicccicee e (1.4) 0.6
Income not taxable for INCOME 1aX PUIPOSES .....ccciiiiiiiiiieieierere e e e e e e e e e e e e e ee e e e s s s sssnrarernreaeeeeeeees 9.9 (8.3
Valuation @lIOWANCE ... ... ittt e ettt e e e st e e e e e e nee e e e e e e annteeeeaesannneeaeeeannnen (165.3) (1.9
INhabitants taXeS —Per CAPItA ... .ociiueiieirie e (0.8) 0.5
Difference incurred by preceding fiscal year's tax payment.........ccooceeviiieeiiiieeeceee e 0.6 (1.1)
1K= D17 Yo | 1 P SRRE 2.7)
(@4 =T o1 SRR 3.9 0.7)
Actual effeCtiVe TaX Fate .....ooi i e nr e e (126.0)% 35.6%

Effective April 1, 2008 the Company and its domestic subsidiaries have changed the normal effective statutory tax rate from
39.7% to 40.7%. The effect on the consolidated statement of income was immaterial.

At March 31, 2009, the Company and certain consolidated subsidiaries have tax loss carryforwards aggregating approxi-
mately ¥14,982 million ($152,520 thousand) which are available to be offset against taxable income of such the Companies in
future years. These tax loss carryforwards, if not utilized, will expire as follows :

Millions of Thousands of

Year Ending March 31 Yen U.S. Dollars
2010 . e
201 L
2012 o
2013 .. ¥ 870 $ 8,857
2014 .. 340 3,461
2015 and thereafter .............. 13,772 140,202
Total . ... 14,982 152,520

10. RESEARCH AND DEVELOPMENT COSTS

Research and development costs charged to income were ¥17,067 million ($173,745 thousand) and ¥17,819 million for the
years ended March 31, 2009 and 2008, respectively.
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11. LEASES

As discussed in Note2.n, the Company accounts for leases which existed at the transition date and do not transfer ownership
of the leased property to the lessee as operating lease transaction.

The Group leases certain machinery, computer equipment, furniture and fixtures and other assets.

Total rental expenses including lease payments under finance leases that do not transfer ownership of the leased property
to the lessee included in cost of sales and selling and administrative expenses for the years ended March 31, 2009 and 2008
were ¥312 million ($3,176 thousand) and ¥349 million, respectively.

Pro forma information of leased property such as acquisition cost, accumulated depreciation, obligations under finance
lease, depreciation expense, interest expense of finance leases that do not transfer ownership of the leased property to the
lessee on an "as if capitalized" basis for the years ended March 31, 2009 and 2008 was as follows:

Millions of Yen

2009 2008
Machinery  Furniture Machinery  Furniture
and and and and
Equipment Fixtures Other Total Equipment Fixtures Other Total
Acquisition Cost.........occciieiiiiiieennn. ¥77 ¥795 ¥34 ¥906 ¥111 ¥1,213 ¥35 ¥1,359
Accumulated depreciation .............. 55 480 18 553 76 612 18 706
Net leased property ¥22 ¥315 ¥16 ¥353 ¥ 35 ¥ 601 ¥17 ¥ 653

Thousands of U.S. Dollars

2009
Machinery Furniture
and and
Equipment Fixtures Other Total
AcqUISItion COSt.......ceeeeeeirecieeeeene $784 $8,093 $346 $9,223
Accumulated depreciation .............. 560 4,886 183 5,629
Net leased property.........cceecveeerennne. $224  $3,207 $163  $3,594

Obligations under finance leases:
Thousands of

Millions of Yen U.S. Dollars
2009 2008 2009
¥214 ¥306 $2,179
144 353 1,466
¥358 ¥659 $3,645

Depreciation expense and interest expense under finance leases:

Thousands of

Millions of Yen U.S. Dollars

2009 2008 2009
Depreciation EXPENSE ......c.eeiiiiieieree e e e e e e s e s anr e e nane ¥290 ¥342 $2,952
INEEIEST EXPENSE ... .eiiiiie ettt e e e e e 8 10 81

Depreciation expense and interest expense, which are not reflected in the accompanying consolidated statements of
income, are computed by the straight-line method and the interest method, respectively.

The minimum rental commitments under noncancelable operating leases at March 31, 2009 and 2008 were as follows:

Thousands of

Millions of Yen U.S. Dollars

2009 2008 2009
DUE WIthiN ONE YEA ....cuvieeieeeeieeeesie ettt sttt e e ee st et eeseeneeeneesneeneesneenees ¥ M ¥ 44 $418
DUE @ftEI ONE YEAI ...eeiiiiiieeiee ettt e e e e e e e s e e e e e s bt e e e e e e snreeeeeesnnnes 24 63 244
1) <= L PSPPI ¥ 65 ¥107 $662
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12. DERIVATIVES

The Group enters into foreign currency forward contracts to
hedge foreign exchange risk for export transactions in the
normal course of business as of March 31, 2009 and 2008.
The Group enters into foreign currency forward contracts
associated with trade receivables, and signing agreements
denominated in foreign currencies; and therefore, the Group
does not hold or issue derivatives for trading purposes.
Foreign currency forward contracts are subject to foreign
exchange risk. Because the counterparties to these deriva-
tives are limited to major international banks, the Group does

13. CONTINGENT LIABILITIES

not anticipate any losses arising from credit risk.

Foreign currency forward contracts entered into by the
Group have been in accordance with internal rules and each
foreign currency forward contracts transaction is periodically
reported to and approved by the executive officer in charge.

All the amounts of foreign currency forward contracts
entered into by the Group are assigned to associated assets
and are reflected on the balance sheet at year end; and
therefore, they are not subject to the disclosure of market
value information at March 31, 2009 and 2008.

At March 31, 2009, the Group did not have any contingent liabilities.

14. NET INCOME PER SHARE

Reconciliation of the differences between basic and diluted net income per share (“EPS”) for the years ended March 31, 2009

and 2008 is as follows:

Millions of Thousands
Yen of Shares Yen U.S. Dollars
Weighted-
average
Year Ended March 31, 2009 Net Income Shares EPS
Basic EPS—Net income available to common shareholders.................. ¥(24,880) 102,901 ¥(241.79) $(2.46)
Year Ended March 31, 2008
Basic EPS—Net income available to common shareholders.................. ¥11,805 103,806 ¥113.72
Effect of dilutive securities— Stock acquisition rights - 4,870
¥11,805 108,676 ¥ 108.62

Diluted EPS—Net income for computation .........cccccceveeviiveeeennn.

Diluted net income per share is not disclosed because it is net loss and anti-dilutive for the year ended March 31, 2009.

15. SUBSEQUENT EVENT

The following appropriation of retained earnings at March 31, 2009 was approved at the Company’s Board of Directors

meeting held on May 26, 2009:

Millions of Thousands of
Yen U.S. Dollars
Year-end cash dividends, ¥9 ($0.09) PEr SNAIE .......ccceeerieerireeirereeese e e e e see e e seeseeseseeseensenes ¥926 $9,427
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16. SEGMENT INFORMATION

Information about industry segments, geographical segments and sales to foreign customers of the Company and subsidiaries

for the years ended March 31, 2009 and 2008 is as follows:

(1) Industry Segments
a. Sales and Operating Income

Millions of Yen

2009
Wireless
Communications Broadcast Semiconductor
and Information and Video Manufacturing Eliminations/
Systems Systems Systems Corporate Consolidated
Sales to CUSIOMErS ....uueeei e ¥52,329 ¥44,376 ¥31,882 ¥128,587
Intersegment Sales ........coccviiee e 190 513 29 ¥(732)

TOtal SAIES ..uvvivieieieieieeeieee 52,519 44,889 31,911 (732) 128,587
Operating EXPENSES .....eeeviiuieeeeiiieeieeereee e 56,605 45,976 38,146 (732) 139,995
Operating INCOME ......uiiiiiiieiie e ¥ (4,086) ¥ (1,087) ¥ (6,235) ¥ (11,408)
b. Total Assets, Depreciation and Capital Expenditures

Millions of Yen
2009
Wireless
Communications Broadcast Semiconductor
and Information and Video Manufacturing Eliminations/
Systems Systems Systems Corporate Consolidated
Total @SSEIS...ciiiic e ——— ¥40,783 ¥32,301 ¥24,368 ¥41,095 ¥138,547
Depreciation ..., 2,034 1,325 1,972 5,331
Capital expenditures..........cceeeieiiiiiiiiee e 1,638 797 1,494 3,929
a. Sales and Operating Income
Thousands of U.S. Dollars
2009
Wireless
Communications Broadcast Semiconductor
and Information and Video Manufacturing Eliminations/
Systems Systems Systems Corporate Consolidated
SalES 10 CUSTOMENS ...t eeeeteee et eee e $532,719 $451,756 $324,565 $1,309,040
Intersegment Sales ........coovieeiiiiii i 1,935 5,222 295 $(7,452)

Total SAIES ..uvvivieieiiieie e —————————— 534,654 456,978 324,860 (7,452) 1,309,040
Operating EXPENSES ....coeviiiiuiiiieaaieteee et e e eieeeee s 576,250 468,044 388,334 (7,452) 1,425,176
Operating INCOME .....ccvveieeciee e $(41,596) $(11,066) $(63,474) $ (116,136)
b. Total Assets, Depreciation and Capital Expenditures

Thousands of U.S. Dollars
2009
Wireless
Communications Broadcast Semiconductor
and Information and Video Manufacturing Eliminations/
Systems Systems Systems Corporate Consolidated
Total @SSEetS...ciiiicic e ——— $415,179 $328,830 $248,071 $418,355 $1,410,435
Depreciation ..., 20,707 13,489 20,075 54,271
Capital expenditures..........cceeeveiiiiiiiiee e 16,675 8,114 15,209 39,998
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a. Sales and Operating Income

Millions of Yen

2008
Wireless
Communications Broadcast Semiconductor
and Information and Video Manufacturing Eliminations/
Systems Systems Systems Corporate Consolidated
Sales t0 CUSIOMEIS ....uueiiiiieeeeeeeeceee e ¥73,403 ¥46,256 ¥78,325 ¥197,984
Intersegment sales 616 ¥(616) 0
Total SAIES ....cceeveveiieeeee e 73,403 46,872 78,325 (616) 197,984
Operating EXPENSES ...coveiiireiiieaiieeee et e e eeee e 70,539 45,849 65,279 (616) 181,051
Operating iINCOME ......uiiiiieiiiee e ¥ 2,864 ¥ 1,023 ¥13,046 ¥ 16,933
b. Total Assets, Depreciation and Capital Expenditures
Millions of Yen
2008
Wireless
Communications Broadcast Semiconductor
and Information and Video Manufacturing Eliminations/
Systems Systems Systems Corporate Consolidated
Total @SSES..uuuuieieiiieeieeeeeeccce e ¥60,800 ¥42,306 ¥42,063 ¥57,888 ¥203,057
Depreciation ... 1,889 1,082 1,918 4,889
Capital expenditures........cocceeeveiiiiieiiee e 2,120 2,094 1,751 5,965

Notes:

Wireless Communications and Information Systems consist
of Station Equipment for Cellular Telephones, Radio
Equipment for Packet Communication Systems, Assorted
Equipment for Governmental and Public Communications,
Digital Wireless Systems for Public Business, Disaster
Management Wireless Systems, Train Communication
Systems, Airport MCA Wireless Systems, GPS/AVM Wireless
Systems, Wireless Broadband Systems, Telemetering
Systems, Radio Communication Systems for Fire Station, On
premises Digital Wireless Communication Systems, Assorted
Wireless Equipment, Wireless Telephone Systems for Air
Traffic Control, Aircraft Communication Systems, Shipboard
Communication Systems, Education & Training Systems,
Short Wave Digital Radio Broadcasting Systems, Stock Price
Display Systems, Assorted Display Boards and Display
Devices, Multimedia Information Display Systems,
Information Communication Network Systems for Securities
and Financial, Package Software for Securities and Financial
Applications, Dealing Systems, RFID(Radio Frequency
Identification) Shelf Antenna Systems, Data Warehouse
Systems, Computer Telephony Integration Systems, Stock
price notification system Operation, Maintenance & Operation
Service, Network Construction.

Broadcasting and Video Systems consist of Digital
Microwave Link (Portable and Fixed), FPU and Portable
Tracking Receivers, Digital Terrestrial Television Transmitter,
Digital Terrestrial Television Transposer, Digital TV Cameras,
Cameras and Monitors for Broadcasting, Non linear Digital
Video Editing Systems/Transmission Systems, FM
Broadcasting Transmitter/Sound Broadcasting Transmitter,
Antenna Systems for Terrestrial Digital Broadcasting,
Amplifiers/Splitters and Other TV Receiving Equipment,
Satellite Broadcasting and Receiving Equipment, TV/FM
Broadcasting Antennas, Community Receiving Facilities,
CATV Equipment, Digital-analog Converter, Interference and
Bad Reception Safeguard Equipment, Wide Area Monitoring

Systems (for Roads, Rivers and Railroads Networks), Security
Surveillance Systems, Monitoring Systems for Plant
(Environment, Electric power, Chemistry and Steel), Intelligent
Video Analytics(intrusion detection), Cameras and Monitors
for Industrial Applications, Wireless Communication
Antennas, ITS (Intelligent Transport Systems), RFID (Radio
Frequency ldentification) Reader/Writers.

Semiconductor Manufacturing Systems consist of Batch
Type QTAT System, Batch Type ALD System, Vertical
Diffusion and LPCVD System, Batch Type High temperature
System, Batch Type Ultrahigh temperature System, Single
Wafer/LPCVD System, Single Wafer MMT Plasma Nitridation
System, Plasma Dry Strip System, Silicon Epitaxial Growth
System, Batch Type SiGe Epitaxial Growth System.

Eliminations/corporate consist of cash and time deposits,
investment securities and assets at headquarters.

As discussed in Note 2.m., effective April 1, 2007, the
Group changed the method for revenue recognition for semi-
conductor manufacturing systems for export from the point
of shipment to the time of the confirmation of set-up and
testing of products. The effect of this change on segment of
Semiconductor Manufacturing Systems was to decrease
sales by ¥2,856 million and operating income by ¥1,402 million.

As discussed in Note 2.q., effective April 1, 2008, the
Group changed the method of translation of the revenue and
expense accounts of its overseas consolidated subsidiaries
into yen from using the current exchange rate as of the bal-
ance sheet date to using the average exchange rate. The
reason for this change is to properly present overseas sub-
sidiaries’ performance by excluding effects of temporary fluc-
tuations of exchange rates. The effect of this change on seg-
ment of Broadcasting and Video Systems was to increase
sales by ¥165 and decrease operating loss by ¥3 million and
on segment of Semiconductor Manufacturing Systems was
to increase sales by ¥531 million and decrease operating loss
by ¥87 million.
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(2) Geographical Segments

The geographical segments of the Company and its subsidiaries for the years ended March 31, 2009 and 2008 are

summarized as follows:

Millions of Yen

2009
Eliminations/
Japan U.S.A. Other Corporate Consolidated
Sales t0 CUSTOMErS ......cccoe e ¥114,810 ¥10,923 ¥2,.854 ¥128,587
Interarea tranSfers.......ccocvvirrrereieeeeeeeeee e 9,079 623 863 ¥(10,565)

TOtal SAIES ..uvviiiiieiiieieieieee 123,889 11,546 3,717 (10,565) 128,587
Operating EXPENSES ......eeeiiireeeeiiie e reee e eseee e e 136,648 10,707 3,486 (10,846) 139,995
Operating iINCOME .....ccoicieeiiieeeeiiee e ¥ (12,759) ¥ 839 ¥ 231 ¥ 281 ¥ (11,408)
Total @SSEetS...ccoiieee e ——— ¥102,595 ¥ 5,783 ¥3,032 ¥ 27,137 ¥138,547

Thousands of U.S. Dollars
2009
Eliminations/
Japan U.S.A. Other Corporate Consolidated
SAlES 10 CUSTOMELS ..ottt eee e $1,168,788 $111,198 $29,054 $1,309,040
Interarea tranSfers.......ccoovvvvverereeeeiieeeeee e 92,426 6,342 8,786 $(107,554)

TOtal SAIES ..uvviiieieieieeeeeieee e 1,261,214 117,540 37,840 (107,554) 1,309,040
Operating EXPENSES ...cooeiiiuieiiieaieieeee e eee e 1,391,103 108,999 35,488 (110,414) 1,425,176
Operating INCOME .....ccveeieeeiee e $(129,889) $ 8541 $ 2352 $ 2,860 $ (116,136)
Total @SSEIS...ccciiiieeee e ———- $1,044,437 $ 58,872 $ 30,866 $276,260 $1,410,435

Millions of Yen
2008
Eliminations/
Japan U.S.A. Other Corporate Consolidated
Sales t0 CUSIOMErS ....uueciiiiieeeeeeceee e ¥182,249 ¥12,586 ¥3,149 ¥197,984
Interarea transfers.......c.cocciiiee e 12,464 405 847 ¥(13,716)

Total SAIES ..uvvivieieiiieieeeee e ——————— 194,713 12,991 3,996 (18,716) 197,984
Operating EXPENSES ...coeeiiiuieieieaeieeee et e e 178,161 13,257 3,286 (13,653) 181,051
Operating INCOME .....cooiieeeiieeeee e ¥ 16,552 ¥ (266) ¥ 710 ¥ (63) ¥ 16,933
Total @SSEIS...ccciieicrrrerr e ——— ¥138,454 ¥ 5163 ¥3,436 ¥ 56,004 ¥203,057

Note:
“Other” includes Taiwan, Singapore, Great Britain and
Germany.

As discussed in Note 2.m., effective April 1, 2007, the
Group changed the method for revenue recognition for semi-
conductor manufacturing systems for export from the point
of shipment to the time of the confirmation of set-up and
testing of products. The effect of this change was to
decrease sales in “Japan” by ¥2,568 million including sales of
¥625 million to outside the Group and sales in “U.S.A.” by
¥2,231 million and decrease operating income in “Japan” by
¥1,195 million and increase operating loss in “U.S.A.” by
¥207 million.

(3) Sales to Foreign Customers

As discussed in Note 2.q., effective April 1, 2008, the
Group changed the method of translation of the revenue and
expense accounts of its overseas consolidated subsidiaries
into yen from using the current exchange rate as of the bal-
ance sheet date to using the average exchange rate. The
reason for this change is to properly present overseas sub-
sidiaries’ performance by excluding effects of temporary fluc-
tuations of exchange rates. The effect of this change was to
increase sales in “U.S.A” by ¥430 million and sales in “Other”
by ¥395 million and decrease operating loss in “U.S.A” by
¥49 million and operating loss in “Other” by ¥41 million.

Sales to foreign customers for the years ended March 31, 2009 and 2008 amounted to ¥31,387 million ($319,526 thousand)

and ¥66,487 million, respectively.
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17. RELATED PARTY DISCLOSURES

Transactions of the Group with Hitachi, Ltd. (owning 52.5% and 39.6% of the voting stock in 2009 and 2008) and its

subsidiaries for the years ended March 31, 2009 and 2008 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2009 2007 2009
Factoring of payables to Hitachi Capital Corporation ..........ccccccceveiieiiiiieiieccieeee e ¥34,039 ¥66,125 $346,523

The balances due to or from Hitachi, Ltd. and its subsidiaries at March 31, 2009 and 2008 were as follows:

Thousands of

Millions of Yen U.S. Dollars

2009 2008 2009
Deposits with HitaChi, L. .......uueiiiiiiiiiiiii e ¥ 13 ¥25,613 $ 132
ACCOUNES PAYADIE....ccii ettt s s e e e e 6,783 20,041 69,052
Oher PAYADIES ... 196 381 1,995
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Independent Auditors’ Report

To the Board of Directors of
Hitachi Kokusai Electric Inc.:

We have audited the accompanying consolidated balance sheets of Hitachi Kokusai Electric
Inc. (the “Company”) and consolidated subsidiaries (together, the “Group”) as of March 31,
2009 and 2008, and the related consolidated statements of income, changes in equity, and
cash flows for the years then ended, all expressed in Japanese yen. These consolidated finan-
cial 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 auditing standards generally accepted in Japan.
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 management, as well as evaluating the overall financial statement presen-
tation. 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 consolidated financial position of Hitachi Kokusai Electric Inc. and con-
solidated subsidiaries as of March 31, 2009 and 2008, and the consolidated results of their
operations and their cash flows for the years then ended in conformity with accounting princi-
ples generally accepted in Japan.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar
amounts and, in our opinion, such translation has been made in conformity with the basis

stated in Note 1. Such U.S. dollar amounts are presented solely for the convenience of
readers outside Japan.

‘\Dplbl‘*? Towde Tohmets,

June 29, 2009
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Directory

North America

Asia

¢ Hitachi Kokusai Electric America, Ltd.
150 Crossways Park Drive, Woodbury,
New York 11797, U.S.A.
Phone: 1-516-921-7200
Facsimile: 1-516-496-3718

¢ Hitachi Kokusai Electric Canada, Ltd.
1 Select Avenue Unit #12 Scarborough,
Ontario M1V, 5J3, Canada
Phone: 1-416-299-5900
Facsimile: 1-416-299-0450

¢ Kokusai Semiconductor Equipment Corporation
Head Office
2460 North First Street, #290, San Jose,
Ca 95131, U.S.A.
Phone: 1-408-456-2750
Facsimile: 1-408-456-2760

Vancouver Office

1211 SE Cardinal Court #130, Vancouver, WA 98683,
U.S.A.

Phone: 1-360-828-3650

Facsimile: 1-360-260-1335

Europe

¢ Hitachi Kokusai Electric Europe GmbH
Head Office
Gruitener Strasse 3, D-40699 Erkrath, Germany
Phone: 49-2104-9655-0
Facsimile: 49-2104-40039

Frankfurt Office

Siemens Strasse. 9, D-63263 Neu-Isenburg, Germany
Phone: 49-6102-8332-0

Facsimile: 49-6102-202-616

¢ Hitachi Kokusai Electric U.K. Ltd.
Windsor House, Queensgate, Waltham Cross, Herts.
EN8 7NX, United Kingdom
Phone: 44-845-121-2177
Facsimile: 44-845-121-2180

¢ Hitachi Kokusai Electric (Shanghai) Co., Ltd.
Head Office
Room F-G, 17F World Plaza, No.855 Pudong Road South,
Pudong New Area, Shanghai, 200120, China
Phone: 86-21-6888-1166

Beijing Branch

Room 1415, Beijing Fortune Building,

5 Dong San Huan Bei-Lu, Chao Yang District,
Beijing 100004, China

Phone: 86-10-6590-8755

Kokusai Electric Asia Pacific Co., Ltd.
Head Office

9F, No. 282 Beida Road, Hsin Chu City
Taiwan 300

Phone: 886-3-528-5788

Facsimile: 886-3-528-5758

Singapore Branch
31 Tannery Lane, #03-01 HB Centre Il, Singapore 347788
Phone: 65-6848-2633

Facsimile: 65-6841-4381

Kokusai Electric Korea Co., Ltd.

4-2, Chaam-Dong, Cheonan-si, ChungCheong-Namdo,
Korea 330-200

Phone: 82-41-559-1705

Facsimile: 82-41-621-3279
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Corporate Data

As of March 31, 2009

Trading Name: Hitachi Kokusai Electric Inc.

Established: November 17, 1949

Paid-in Capital: ¥10,058 million

Net Sales: ¥128,587 million (consolidated)

Stock Listings: Tokyo Stock Exchange (1st Section)
Osaka Securities Exchange (1st Section)

Number of Common Shares: 105,221,259 shares

Employees: 4,894 (consolidated)

Fiscal Year-end: March 31

Number of Shareholders: 11,468

Number of Shares Per Unit: 1,000

Independent Auditors: Deloitte Touche Tohmatsu

Transfer Agent for the Shares: Tokyo Securities Transfer Agent Co., Ltd.
6-2, Otemachi 2-chome, Chiyoda-ku, Tokyo 100-0004, Japan
Phone: +81-3-5355-7621
URL: http://www.hitachi-kokusai.co.jp
Directors and Executive Officers (As of June 30, 2009):
Directors Kunio Hasegawal" @, Chairman of the Board
Manabu Shinomoto**() @
Shungo Dazai*" @)
Kenshiro Koto*™" @) ()
Takeo Ueno*(" @)
Mitsuaki Aso®

Executive Officers President and Chief Executive Officer
Manabu Shinomoto**

Vice Presidents and Executive Officers

Ryota Suzuki
Kazuo Kera
Kiichiro Mukai
Masahiro Fukatani
Tetsuo Tanabe
Yoshifumi Nomura
Masuo Suzuki

Executive Officers
Hideyuki Hagiwara

Tatsuo Yoshioka
Isoo Fujita
Nobuo Owada
Shoichiro Izumi

* outside director

** Manabu Shinomoto holds concurrently the positions of director and executive officer.

Numbers in parentheses beside names of the directors show committee membership: () Nominating Committee, ) Compensation Committee, and
© Audit Committee.
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Shareholder Information

As of March 31, 2009

Ten Largest Shareholders: Number of Shares Held Percentage of Total
Name of Shareholder (thousands) (%)
Hitachi, Ltd. 52,462 49.86
Japan Trustee Services Bank, Ltd. (Trustee Account) 5,864 5.57
The Master Trust Bank of Japan, Ltd. (Trustee Account) 4,580 4.35
Japan Trustee Services Bank, Ltd. (Trustee Account 4G) 4,147 3.94
Treasury Stock 2,337 2.22
BNY GCM Client Account JPRD AC ISG (FE-AC) 1,605 1.53
TAM TWO 1,273 1.21
Trust & Custody Services Bank, Ltd.
(pension specified money trust account) 783 0.74
State Street Bank and Trust Company 505227 757 0.72
Nippon Vest 740 0.70

Shareholders by Number of Shares Held: ’7 gg\;eo/rnment & local public entities

Financial institutions
18.71%
Individuals and others

18.53% Securities companies

0.77%

Foreign investors
10.59%

Other corporations
51.40%

Monthly Stock Price Data (on Tokyo Stock Exchange):

(ven)
16,000
= 14,000
12,000
— 10,000
(ven) 8,000
1,200 ea==» Nikkei Stock Average Closing (Right scale) 6,000
ffffff High
I Low
900 e Average Closing
[l Trading Volume
600
(thousands shares)
300 25,000
20,000
15,000
10,000
1 ] RN
(month)  4/08 5 6 7 8 9 10 11 12 1/09 2 3 4 5 6 0
Month/Year 4/08 5/08 6/08 7/08 8/08 9/08 10/08 11/08 12/08 1/09 2/09 3/09 4/09 5/09 6/09
Stock High 1,137 1,049 1,056 986 829 755 642 542 515 617 575 585 678 655 644
Price  Low 888 900 931 771 724 543 322 356 371 434 511 403 504 555 570
(ven) Average Closing 984 1,001 947 814 757 630 465 427 472 524 545 5183 567 613 639
Trading Volume
(Right scale, thousands) 15,225 18,150 13,105 15,328 10,731 12,052 21,175 10,863 11,425 13,245 7,008 9,720 10,330 8,970 6,965
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®Hitachi Kokusai Electric Inc.

Akihabara UDX Building 11th floor, 4-14-1 Soto-Kanda, Chiyoda-ku, Tokyo, 101-8980
Tel: +81-3-6734-9401 FAX: +81-3-5209-6160

This Annual Report is only issued as a pdf.file and is not available as a printed booklet.

http://www.hitachi-kokusai.co.jp



