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USHIO INC. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

Summary of Significant Accounting Policies

(a) Basis for presentation

USHIO INC. (the “Company”) and its domestic subsidiaries maintain their accounting
records and prepare their financial statements in accordance with accounting principles
generally accepted in Japan, and its overseas subsidiaries maintain their books of
account in conformity with those in their respective countries of domicile.

The accompanying consolidated financial statements are prepared on the basis of
accounting principles generally accepted in Japan, which are different in certain
respects with regard to the application and disclosure requirements from IFRS, and
have been compiled from the consolidated financial statements prepared by the
Company as required by the Financial Instruments and Exchange Act of Japan.

The accompanying consolidated financial statements of the Company and its
consolidated subsidiaries (collectively, the “Group”) are prepared using the accounts of
foreign consolidated subsidiaries prepared in accordance with any of the accounting
principles generally accepted in Japan, International Financial Reporting Standards
(IFRS) or accounting principles generally accepted in the United States as adjusted for
certain items.

For the purposes of these documents, certain reclassifications have been made to
present the accompanying consolidated financial statements in a format that is familiar
to readers outside Japan. In addition, certain reclassifications have been made to the
prior year’s consolidated financial statements to bring them into conformity with the
current year’s presentation.

As permitted by the regulation under the Financial Instruments and Exchange Act of
Japan, amounts of less than one million yen have been omitted. As a result, the totals
shown in the accompanying consolidated financial statements (in both yen and U.S.
dollars) do not necessarily agree with the sum of the individual amounts.
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Notes to Consolidated Financial Statements (continued)

(b) Principles of consolidation and accounting for investments in associates

The accompanying consolidated financial statements include the accounts of the
Company and all subsidiaries over which it exerts substantial control either through
majority ownership of voting shares and/or other means. As of March 31, 2014, the
numbers of consolidated subsidiaries and associates accounted for using equity method
were 54 and 2 (48 and 2 in 2013), respectively.

The changes in the scope of consolidation for the year ended March 31, 2014 are as
follows:

Due to new establishment, Scrabble Ventures LLC, CHRISTIE DIGITAL SYSTEMS
MEXICO, S. DE R.L. DE C.V.,, Scrabble Ventures, S. de R.L. de C.V. and United
Designers of Architectural Lighting, Inc. were included in the consolidation scope.

Due to acquisition of shares, Protosera Inc. and one another company were included in
the consolidation scope.

The changes in scope of equity method for the year ended March 31, 2014 are as
follows:

Due to acquisition of shares, Zylight LLC was included in the scope of the equity
method.

Due to transfer of all of its shares, USHIOSPAX INC. (currently: ModuleX Inc.) was
excluded from the scope of the equity method.

The closing date of a consolidated subsidiary, USHIO (SUZHOU) CO., LTD., and 7
other consolidated subsidiaries (6 in 2013) is December 31. Their financial accounts
are consolidated using their financial statements as of the parent’s fiscal year-end,
which are prepared solely for consolidation purposes. All significant intercompany
balances and transactions have been eliminated in the consolidation.

Additionally, XTREME technologies GmbH, which closes its books on September 30,
is consolidated by using its financial statements that are prepared solely for
consolidation purposes as of December 31. Material differences in intercompany
transactions and accounts arising from the use of different fiscal year-ends are
appropriately adjusted through consolidation procedures.

Shares of associates (companies over which the Company exercises significant
influence) are stated at cost plus equity in their undistributed earnings or losses.
Consolidated net income includes the Company’s equity in the current net income or
losses of such companies after the elimination of unrealized intercompany profits.

All assets and liabilities of the consolidated subsidiaries and associates are revalued on
acquisition, if applicable. Goodwill or negative goodwill incurred on or before March
31, 2010 is amortized in equal portions over the period in which it is deemed to be
valuable. Negative goodwill incurred on or after April 1, 2010 is credited to income
when incurred.
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USHIO INC. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements (continued)

Foreign currency translation

Revenue and expense accounts of the overseas consolidated subsidiaries are translated
into yen at the average rates of exchange in effect during the year. The balance sheet
accounts, except for the components of net assets excluding minority interests, are
translated into yen at the rates of exchange in effect at the balance sheet date. The
components of net assets excluding minority interests are translated at their historical
exchange rates. The differences arising from translation when more than two exchange
rates have been used are presented as foreign currency translation adjustment on the
accompanying consolidated balance sheet.

All monetary assets and liabilities of the Company and its domestic consolidated
subsidiaries denominated in foreign currencies are translated at the current exchange
rates in effect at each balance sheet date. Gains or losses resulting from the settlement
of these items are credited or charged to income.

Cash equivalents

All highly liquid investments, generally with a maturity of three months or less when
purchased, which are readily convertible into known amounts of cash and are so near
maturity that they represent only an insignificant risk of any change in value
attributable to changes in interest rates, are considered cash equivalents.

Securities and investment securities

Trading securities are carried at fair value, and held-to-maturity securities are carried at
amortized cost. Marketable securities classified as available-for-sale securities are
carried at fair value with any valuation difference, net of the applicable income taxes,
included directly in net assets. Non-marketable securities classified as
available-for-sale securities are carried at cost. The cost of securities sold is determined
by the moving-average method. In cases where available-for-sale securities have
declined significantly in value and such devaluation is not deemed temporary, those
securities are written down to the fair value and the resulting losses are included in net
profit or loss for the period.

Inventories

Merchandise and finished goods, and work in process are stated principally at the
lower of cost or market, cost being determined by the average method for the
Company and its domestic consolidated subsidiaries and at the lower of cost or market,
cost being determined by the first-in, first-out method for overseas consolidated
subsidiaries.

Raw materials are principally stated at the lower of cost or market, cost being
determined by the moving-average method for the Company and its domestic
consolidated subsidiaries and at the lower of cost or market, cost being determined by
the first-in, first-out method for overseas consolidated subsidiaries.
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Notes to Consolidated Financial Statements (continued)

Depreciation (excluding leased assets)

Depreciation of property, plant and equipment of the Company and its domestic
consolidated subsidiaries is calculated principally by the straight-line method based on
the estimated useful lives of the respective assets.

The depreciation period ranges from 7 years to 60 years for buildings and structures
and 3 years to 12 years for machinery and equipment, and vehicles. The others are
generally depreciated from 2 years to 15 years.

Property, plant and equipment of the overseas consolidated subsidiaries are depreciated
principally by the straight-line method over the estimated useful lives of the respective
assets.

The period of this depreciation extends from 10 years to 39 years for buildings and
structures and 5 years to 10 years for machinery and equipment, and vehicles. The
others are generally depreciated from 2 years to 10 years.

Intangible assets are amortized by the straight-line method.
In addition, software for internal use is applied 5 years amortization as an estimated
useful period.

Leased assets

Leased assets related to finance lease transactions that transfer ownership mainly
consist of software of the Company’s consolidated subsidiaries and are depreciated by
the same approach as the depreciation method applied to non-current assets.

Leased assets related to finance lease transactions that do not transfer ownership
mainly consist of production facilities (machinery) and inspection instruments (tools
and equipment) of the Company’s consolidated subsidiaries and are depreciated by the
straight-line method over the lease period that is deemed as the useful life, assuming
no residual value.

Research and development expenses

Research and development expenses are charged to income when incurred.

Allowance for doubtful accounts

The allowance for doubtful accounts is provided at an amount sufficient to cover
possible losses on the collection of receivables, and has been determined based on

historical experience with write-offs plus an estimated amount for probable specific
doubtful accounts after a review of the collectability of individual receivables.
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Notes to Consolidated Financial Statements (continued)

Provision for bonuses

The provision for bonuses represents the amounts for future payments of employees’
bonuses. The provision is recognized in the amount which is expected to be paid.

Provision for directors’ retirement benefits

Some of the consolidated subsidiaries recognize provision for retirement benefits for
directors, corporate auditors and others in the full amount that would have to be paid if
all the directors and corporate auditors resigned at the balance sheet date based on their
internal regulations.

(m) Provision for product warranties

(n)

(0)

Provision for product warranties is recognized for expenses for after-sales service and
free repairs for products sold by the Company and its consolidated subsidiaries in the
estimated amount to be incurred in the future.

Provision for loss on order received

To provide for future losses on contracted orders received, the Company recognizes a
provision for loss on order received equal to the amount of losses it anticipates after
the year-end. Such a provision is recognized when losses on orders received are
probable and reasonably estimated.

Retirement benefits

(1) Method for attribution of estimated retirement benefits to periods

In the calculation of retirement benefit obligations, the expected retirement benefits are
attributed to the period up to the end of the current fiscal year based on the straight-line
method.

(ii) Accounting method for actuarial gains or losses and past service costs

Past service costs are amortized as incurred by the straight-line method over a certain
period (15 years) that is within the average remaining years of service of the eligible
employees when the gains or losses occur.

Actuarial gains or losses are amortized in the year following the year in which the
gains or losses are recognized by the straight-line method over a certain period (15
years) that is within the average remaining years of service of the eligible employees
when the gains or losses occur.
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Notes to Consolidated Financial Statements (continued)

Derivatives and hedge accounting

The Company and certain consolidated subsidiaries have entered into currency
derivative transactions and interest rate swap transactions primarily in order to manage
certain risks arising from adverse fluctuations in foreign currency exchange rates and
interest rates.

In accordance with the accounting standard for financial instruments, derivative
financial instruments are carried at fair value with any changes in unrealized gains or
losses charged or credited to income, except for those that meet the criteria for deferral
hedge accounting under which unrealized gains or losses are deferred as assets or
liabilities. Certain domestic consolidated subsidiaries apply the assignment for the
currency derivative transactions that qualify for the method to the hedges of foreign
currency risk that is qualified for the treatment.

Hedging instruments and hedged items used by the Company and certain consolidated
subsidiaries are as follows:

Hedging instruments: Forward foreign exchange contracts

Hedged items: Securities denominated in foreign currencies

The Company and its consolidated subsidiaries hedge the risks of fluctuation in foreign
currencies and interest rates in accordance with internal management rules on financial
market risk and derivative transactions.

The hedge effectiveness is assessed by comparing the cumulative changes in fair value
or cash flows of the hedged items and those of the hedging instruments during the
period from the inception of the hedge to the time of determining the effectiveness, and
based on the respective amount of changes.

Deferred income taxes

Deferred tax assets and liabilities are recognized in the consolidated financial
statements with respect to the differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts for income tax purposes,
and are measured using the enacted tax rates and laws that will be in effect when the
differences are expected to reverse.

(r) Changes in accounting policies

(i) Depreciation method for property, plant and equipment

Previously, the Company and its domestic consolidated subsidiaries had primarily
adopted the declining-balance method as the depreciation method for property, plant
and equipment (although the straight-line method was adopted for buildings (excluding
accompanying facilities attached to buildings) acquired on or after April 1, 1998).
However, from the fiscal year ended March 31, 2014, the depreciation method was
changed primarily to the straight-line method.
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Notes to Consolidated Financial Statements (continued)

The Group annually reviews the medium-term vision, and it formulated a new
medium-term vision covering the period between the fiscal year ended March 31, 2014
and the fiscal year ending March 31, 2016. This medium-term vision was created
under the new management strategies to respond to the business environment
surrounding markets such as the liquid crystal and semiconductor-related market and
the digital cinema projector market to which the Group belongs.

As part of our efforts under the medium-term vision, the Group plans to level and
stabilize its production volume in Japan by proceeding with the restructuring of its
production system and the production moving off-shore. Consequently, it is expected
that property, plant and equipment will be stably operated for a long term, resulting in
the change in the depreciation method to the straight-line method.

As a result of this change, compared to the previous method used, operating income
and income before income taxes and minority interests for the year ended March 31,
2014 each increased by ¥744 million ($7,233 thousand).

The impact of this change on segment information is shown in the relevant section.

(ii) Application of the Accounting Standard for Retirement Benefits and related
Guidance

The “Accounting Standard for Retirement Benefits” (Accounting Standards Board of
Japan (“ASBJ”) Statement No. 26, issued on May 17, 2012) and the “Guidance on
Accounting Standard for Retirement Benefits” (ASBJ Guidance No. 25, issued on May
17, 2012) were applied from March 31, 2014; provided, however, that they were
applied except for the provisions specified in the main clause of Section 35 of the
Accounting Standard for Retirement Benefits and the main clause of Section 67 of the
Guidance on Accounting Standard for Retirement Benefits. Under the new accounting
policy, the amount of retirement benefit obligations minus plan assets is recorded as
net defined benefit liability. The unrecognized actuarial gains and losses and
unrecognized past service costs were recognized in net defined benefit liability.

The application of the Accounting Standard for Retirement Benefits and related
Guidance by the Company is subject to the tentative treatment provided for in Section
37 of the Accounting Standard for Retirement Benefits. Consequently, the effects of
the changes in accounting policies were recognized in remeasurements of defined
benefit plans under accumulated other comprehensive income as of March 31, 2014.

As a result, as of March 31, 2014, net defined benefit liability of ¥10,687 million
($103,841 thousand) was recognized. Also, accumulated other comprehensive income
decreased by ¥4,687 million ($45,548 thousand).

In line with these, net assets per share decreased by ¥35.97 ($0.35).
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(s) Accounting standards issued but not yet effective
» Accounting Standard for Retirement Benefits (ASBJ Statement No. 26, issued on
May 17, 2012)
» Guidance on Accounting Standard for Retirement Benefits (ASBJ Guidance No. 25,
issued on May 17, 2012)

(1) Overview

The revision focused on (a) how actuarial gains and losses and past service costs
should be accounted for, (b) how retirement benefit obligations and current service
costs should be determined, and (c) enhancement of disclosures.

(2) Date of application

The revised calculation of retirement benefit obligations and current service costs
will be applied effective April 1, 2014.

As tentative treatments are specified in the Accounting Standard and related
Guidance, the revision will not be retrospectively applied to consolidated financial
statements in prior periods.

(3) Effect of application

The impact of the revision is being evaluated at the time of preparation of the
consolidated financial statements.

 Accounting Standard for Business Combinations (ASBJ Statement No. 21, issued on
September 13, 2013)

» Accounting Standard for Consolidated Financial Statements (ASBJ Statement No.
22, issued on September 13, 2013)

» Accounting Standard for Business Divestitures (ASBJ Statement No. 7, issued on
September 13, 2013)

» Accounting Standard for Earnings per Share (ASBJ Statement No. 2, issued on
September 13, 2013)

» Guidance on Accounting Standard for Business Combinations and Accounting
Standard for Business Divestitures (ASBJ Guidance No. 10, issued on September 13,
2013)

» Guidance on Accounting Standard for Earnings per Share (ASBJ Guidance No. 4,
issued on September 13, 2013)
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Notes to Consolidated Financial Statements (continued)

Overview

These Accounting Standards and related Guidance were revised centered on (a)
treatment of changes in equity of parent company in subsidiaries in the case of
additional acquisition of shares in subsidiaries in which the control continues, (b)
treatment of acquisition-related costs, (c) presentation of net income for the period
and the change from minority interests to non-controlling interests, and (d)
tentative accounting treatment.

Date of application

These Accounting Standards and related Guidance will be applied effective April 1,
2015. Tentative accounting treatments will be applied to business combinations
performed on or after April 1, 2015.

Effect of application

The impact of the revision is being evaluated at the time of preparation of the
consolidated financial statements.

U.S. Dollar Amounts

For the readers’ convenience, the accompanying consolidated financial statements with
respect to the year ended March 31, 2014 have been presented in U.S. dollars by translating
all yen amounts at ¥102.92 = U.S. $1.00, the exchange rate prevailing on March 31, 2014.
This translation should not be construed as a representation that the yen amounts have been,
could have been, or could in the future be converted into U.S. dollars at the above or any
other rate.

3. Short-Term Loans Payable and Long-Term Loans Payable
Short-term loans payable consisted mainly of unsecured and secured loans payable to

banks at interest rates ranging from 1.33% to 2.85% and from 1.95% to 2.80% per annum
at March 31, 2014 and 2013, respectively.
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Long-term loans payable at March 31, 2014 and 2013 consisted of the following:

2014 2013 2014
(Millions of yen) (Thousands of
U.S. dollars)
The Company:
Loans from banks, due through 2016
at a rate of 0.79% ¥ 2,325 ¥ 2,840 $ 22,590
Consolidated subsidiaries:
Loans from banks, due through 2017
at rates ranging from 0.85% to 6.79% 4,265 4,683 41,442
Total long-term loans payable 6,590 7,523 64,033
Less: Current portion (3,255) (4,732) (31,636)
¥ 3,334 ¥ 2,791 $ 32,397

The assets pledged as collateral for loans payable as of March 31, 2014 were as follows:

(Thousands of
(Millions of yen) U.S. dollars)

Cash and deposits ¥ 186 $1,809
Machinery, equipment and other 1 17
¥ 187 $ 1,826

The related loans payable for which the above assets were pledged as collateral as of March
31, 2014 is summarized as follows:

(Thousands of
(Millions of yen) U.S. dollars)

Short-term loans payable ¥ 400 $ 3,887
Current portion of long-term loans payable 80 779
Long-term loans payable 89 874

¥ 570 $ 5,540

The aggregate annual maturities of long-term loans payable subsequent to March 31, 2014
are summarized as follows:

(Thousands of

Years ending March 31 (Millions of yen)  U.S. dollars)
2015 ¥ 3,255 $ 31,636
2016 746 7,257
2017 2,455 23,857
2018 131 1,282
2019 and thereafter —

Total ¥ 6,590 $ 64,033
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Notes to Consolidated Financial Statements (continued)
4. Income Taxes

Income taxes applicable to the Company and its domestic consolidated subsidiaries
comprised corporation taxes, inhabitants’ taxes and enterprise taxes, which resulted in an
aggregate statutory tax rate of approximately 38.0% for the years ended March 31, 2014
and 2013. Income taxes of the overseas consolidated subsidiaries are based, in general, on
the tax rates applicable in their respective countries of incorporation.

The significant components of deferred tax assets and liabilities as of March 31, 2014 and
2013 are summarized as follows:

2014 2013 2014
(Millions of yen) (Thousands of
U.S. dollars)
Deferred tax assets:
Allowance for doubtful accounts ¥148 ¥ 173 $1,438
Provision for bonuses 746 698 7,250
Provision for product warranties 423 392 4112
Retirement benefit expenses - 2,126 -
Net defined benefit liability 5,006 — 48,644
Provision and accrual for directors’ retirement
benefits 516 458 5,018
Loss on valuation of inventories 1,255 957 12,201
Impairment loss 546 262 5,310
Loss on liquidation of business 5,191 5,369 50,438
Net losses carried forward 4510 2,897 43,821
Deferred revenue 1,939 1,307 18,849
Other 3,748 2,471 36,423
Total gross deferred tax assets 24,032 17,115 233,505
Valuation allowance (5,638) (3,183) (54,782)
Total deferred tax assets 18,394 13,932 178,723
Deferred tax liabilities:
Valuation difference on available-for-sale
securities (11,733) (8,026) (114,009)
Gain on contribution of securities to retirement
benefit trust (671) (671) (6,527)
Depreciation (437) (393) (4,251)
Retained earnings of subsidiaries and
associates (76) (140) (745)
Other (1,049) (257) (10,197)
Total deferred tax liabilities (13,969) (9,489) (135,730)

Net deferred tax assets (liabilities) ¥ 4,424 ¥ 4,443 $ 42,994
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A reconciliation between the statutory tax rate and the effective tax rates as a percentage of
income before income taxes and minority interests for the years ended March 31, 2014 and
2013 is summarized as follows:

2014 2013

Statutory tax rate 38.0% 38.0%
Reconciliation:

Increase (decrease) in valuation allowance for deferred tax 53 (57.0)

assets

Non-taxable income for income tax purposes (1.5) (3.2)

Non-deductible expenses for income tax purposes 0.5 1.1

Tax deductions related to R&D activities (3.8) (6.8)

Different tax rates applied to overseas subsidiaries (11.3) 4.4

Share of loss of entities accounted for using equity method 0.1 0.1

Retained earnings of subsidiaries and associates 0.4) (0.1)

Special corporate tax for reconstruction 0.8 4.7

Other 2.3 3.3
Effective tax rates 30.1% (15.3)%

The Act for Partial Revision of the Income Tax Act, etc. (Act No. 10 of 2014) was
promulgated on March 31, 2014. With this revision, the special corporation tax for
reconstruction, a surtax for reconstruction funding after the Great East Japan Earthquake,
will no longer be levied from the fiscal year beginning on or after April 1, 2014. In
conjunction with this, for temporary differences expected to be reversed in the fiscal year
beginning on April 1, 2014, the statutory tax rate used to calculate deferred tax assets and
deferred tax liabilities was changed from 38.0% to 35.6%.

As a result of this tax rate change, deferred tax assets (net of deferred tax liabilities)
decreased by ¥120 million ($1,168 thousand), and income taxes - deferred and valuation
difference on available-for-sale securities increased by ¥125 million ($1,216 thousand) and
¥4 million ($48 thousand) respectively.

5. Selling, General and Administrative Expenses

The main components of selling, general and administrative expenses for the years ended
March 31, 2014 and 2013 were as follows:

2014 2013 2014
(Millions of yen) (Thousands of
U.S. dollars)
Salaries and wages ¥ 11,301 ¥ 9,740 $ 109,804
Provision for bonuses 842 948 8,191
Retirement benefit expenses 989 791 9,610
Research and development expenses 8,924 9,985 86,713

Provision of allowance for doubtful accounts 170 34 1,656
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6. Impairment Loss

For the year ended March 31, 2014, the Group recognized impairment loss on the
following asset groups:

Classification (Millions of  (Thousands of
Location by use Type of assets yen) U.S. dollars)
Himeji, Hyogo Business Buildings and structures, ¥74 $721
assets Machinery, equipment
and other
Gotemba, Shizuoka Business Machinery, equipment 48 470
assets and other
- Business Intangible assets 280 2,725
assets
Yokohama, Kanagawa Idle assets Construction in progress 14 143

In principle, the Group’s business assets are grouped according to division or to whom
assets are lent, and the Group’s idle assets are grouped on an individual asset basis.

For idle assets that are not used for business, the book values of the group assets whose fair
values fall significantly are written down to their recoverable amounts or zero, and these
write-downs are recorded as impairment loss under other expenses.

Business assets whose carrying amount may not be recoverable are written down to their
recoverable amounts, and these write-downs are recognized as impairment loss under other
expenses.

Recoverable amounts are mainly measured based on the value in use of the relevant assets,
and calculated by discounting the respective future cash flows with discount rates between
0.075% and 1.062%.

For the year ended March 31, 2013, the Group recognized impairment loss on the
following asset groups:

Classification by (Millions of
Location use Type of assets yen)
Takasago and Idle assets Machinery, equipment ¥23
Himeji, Hyogo and other
Aachen, Germany  Business assets Machinery, equipment 1,362
and other

Intangible assets

In principle, the Group’s business assets are grouped according to division or to whom
assets are lent, and the Group’s idle assets are grouped on an individual asset basis.
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For idle assets that are not used for business, the book values of the group assets that are
not expected to be used in the future are written down to zero, and these write-downs are
recorded as impairment loss.

The book values of business assets that are not expected to be used in the future due to
resolution for dissolution of XTREME technologies GmbH are written down to zero, and
such write-downs are recorded as loss on liquidation of business.

7. Loss on Liquidation of Business

For the year ended March 31, 2014, due to the resolution for dissolution of TAIWAN
USHIO LIGHTING, INC., the Group recognized provision for expected expenses for
business liquidation of the relevant company until the completion thereof as loss on
liquidation of business in the amount of ¥168 million ($1,642 thousand), which mainly
includes retirement payments to employees of ¥108 million ($1,051 thousand) and loss on
valuation of inventories of ¥8 million ($84 thousand).

For the year ended March 31, 2013, as loss on liquidation of business, the Group mainly
recorded expected expenses for business liquidation of XTREME technologies GmbH of
¥3,393 million until the completion thereof, which includes impairment loss of ¥1,362
million and loss on valuation of inventories of ¥343 million, based on the related resolution
and ¥648 million as liquidation losses in ADTEC Engineering Co., Ltd. due to the closing
of a projection exposure equipment business, which includes loss on valuation of
inventories of ¥634 million.

8. Leases
Future minimum lease payments under operating leases, which are lease transactions other
than finance leases for the year ended March 31, 2014, are summarized as follows:

(Thousands of
(Millions of yen) U.S. dollars)

Due within one year ¥423 $4,113
Due after one year 745 7,239

Total ¥1,168 $ 11,352
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Financial Instruments

(1) The Group’s policy to manage financial instruments

a. Basic policy on treating financial instruments

The Group invests floating money and funds reserved for future business expansion
mainly in highly safe financial assets, according to the Group’s cash management plan.
Financing instruments are determined based upon the use of funds and financing
environment. The Group utilizes derivative transactions only to avoid foreign
exchange rate fluctuation risk, and does not use them for trading or speculative
purposes.

b. The nature and risk of financial instruments

Notes and accounts receivable - trade, which are operating receivables, are exposed to
customer credit risk. Operating receivables denominated in foreign currencies are also
exposed to foreign exchange risk which is hedged by using forward foreign exchange
contracts.

Securities and investment securities consist mainly of equity securities issued by
companies with a business relationship and marketable equity or bond securities held
for the purpose of short-term investment of floating money and reserved funds.
Specified money in trust is also held for the purpose of investment of reserved funds.
These investments are exposed to market risk. A part of securities, investment
securities, and specified money in trust are denominated in foreign currency, and they
are exposed to foreign exchange risk; however, such risk is hedged by using forward
foreign exchange contracts.

Notes and accounts payable - trade, which are operating payables, are mostly due
within one year. Some of them are denominated in foreign currencies and exposed to
foreign exchange risk; however, such risk is hedged by using forward foreign
exchange contracts.

Short-term and long-term loans payable which are made to obtain working capital are
mostly due within three years after the end of the current fiscal year.

As for derivative transactions, forward foreign exchange contracts are entered into for
the purpose of hedging foreign exchange risk deriving from operating receivables and
payables denominated in foreign currencies and securities denominated in foreign
currencies.
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c. Risk management structure regarding financial instruments

Credit risk — The Company and its consolidated subsidiaries manage the customer
credit risk for operating receivables in accordance with the internal regulations for
credit exposure management as follows: the creditability of each customer is reviewed
by monitoring the status of each customer on a daily and continuous basis; the due
dates and balances are managed for each customer; and the credit line is periodically
examined and reviewed.

The credit risk associated with bond securities is immaterial since the Group invests in
bond securities with high credit ratings.

Derivative transactions are entered into only with highly rated financial institutions in
order to mitigate counterparty risk.

As of the fiscal year-end, the maximum credit risk amount is presented as the
consolidated balance sheet amounts of financial assets that are exposed to credit risk.

Market risk — The Company and some consolidated subsidiaries utilize forward
foreign exchange contracts for foreign exchange risk identified by currency and by
month in relation to operating receivables and payables denominated in foreign
currencies and securities denominated in foreign currencies in accordance with the
internal rules for market risk management.

For securities and investment securities, market prices and the financial position of the
issuers are periodically monitored and reported to directors in charge in accordance
with the internal rules for market risk management. In addition, the holding status of
shares issued by companies with business relationships is continuously reviewed in
consideration of the relationships with those companies.

Derivative transactions are reported to directors in charge on a daily basis as well as to
the Board of Directors in accordance with the internal rules for derivative transactions
that define the authorization policy and limits of transactions.

Liquidity risk — Liquidity risk of the Company and its consolidated subsidiaries is
managed by the Finance and Treasury Departments, preparing and updating the cash
management plan based upon reports from each department as well as by maintaining
certain liquidity.

(2) Fair value of financial instruments

The table below presents the amounts of financial instruments recorded in the
consolidated balance sheet and their fair values as of March 31, 2014 and 2013, as
well as their differences. Financial instruments whose fair values cannot be reliably
determined are not included.
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Consolidated

(Millions of yen)

As of March 31, 2014 balance sheet Fair value Difference
amount
(1) Cash and deposits ¥46,146 ¥46,146 ¥—
(2) Notes and accounts receivable — trade 39,853
Allowance for doubtful accounts (*1) (691)
39,162 39,162 -
(3) Securities and investment securities
Trading securities 2,111 2,111 -
Available-for-sale securities 63,860 63,860 -
(4) Specified money in trust 2,248 2,248 -
Assets, total ¥153,529 ¥153,529 ¥—
(1) Notes and accounts payable — trade ¥16,757 ¥16,757 ¥—
(2) Short-term loans payable 1,669 1,669 -
(3) Current portion of long-term loans 3.055 3277 1
payable
(4) Long-term loans payable 3,334 3,345 10
Liabilities, total ¥25,017 ¥25,050 ¥32
Derivative transactions (*2)
for which hedge accounting is not ¥(26) ¥(26) ¥
applied
for which hedge accounting is applied (20) (20) -

(*1): The deducted amount includes general and specific allowance for doubtful
accounts relating to notes and accounts receivable — trade.
(*2): Assets and liabilities from derivative transactions are stated in the net amount.
The figures in parenthesis indicate net liabilities.
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Consolidated

(Millions of yen)

As of March 31, 2013 balance sheet Fair value Difference
amount
(1) Cash and deposits ¥42,136 ¥42,136 ¥—
(2) Notes and accounts receivable — trade 34,565
Allowance for doubtful accounts (*1) (717)
33,848 33,848 -
(3) Securities and investment securities
Trading securities 1,724 1,724 -
Available-for-sale securities 54,946 54,946 -
(4) Specified money in trust 1,999 1,999 —
Assets, total ¥134,655 ¥134,655 ¥—
(1) Notes and accounts payable — trade ¥16,610 ¥16,610 ¥—
(2) Short-term loans payable 1,904 1,904 -
(3) Current portion of long-term loans 4,732 4751 18
payable
(4) Long-term loans payable 2,791 2,827 36
Liabilities, total ¥26,038 ¥26,094 ¥55
Derivative transactions (*2)
for which hedge accounting is not ¥12 ¥12 ¥—
applied
for which hedge accounting is applied (37) (37) -

(*1): The deducted amount includes general and specific allowance for doubtful
accounts relating to notes and accounts receivable — trade.
(*2): Assets and liabilities from derivative transactions are stated in the net amount.
The figures in parenthesis indicate net liabilities.
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(Thousands of U.S. dollars)
Consolidated

As of March 31, 2014 balance sheet Fair value Difference
amount
(1) Cash and deposits $ 448,372 $ 448,372 $-
(2) Notes and accounts receivable — trade 387,232
Allowance for doubtful accounts (*1) (6,720)
380,512 380,512 -
(3) Securities and investment securities
Trading securities 20,512 20,512 -
Available-for-sale securities 620,489 620,489 -
(4) Specified money in trust 21,850 21,850 -
Assets, total $ 1,491,735  $ 1,491,735 $-
(1) Notes and accounts payable — trade $ 162,823 $ 162,823 $-
(2) Short-term loans payable 16,218 16,218 -
(3) Current portion of long-term loans 31,636 31.849 213
payable
(4) Long-term loans payable 32,397 32,504 107
Liabilities, total $ 243,073 $ 243,393 $ 320
Derivative transactions (*2)
for which hedge accounting is not
applied $ (255) $ (255) $-
for which hedge accounting is applied (106) (106) _

(*1): The deducted amount includes general and specific allowance for doubtful
accounts relating to notes and accounts receivable — trade.

(*2): Assets and liabilities from derivative transactions are stated in the net amount.
The figures in parenthesis indicate net liabilities.

The method of fair value measurement is described as follows:

Assets

(1) Cash and deposits and (2) Notes and accounts receivable — trade
The fair value of these accounts approximates their book value because they are
settled in a short period of time. Thus, the book value is presented as their fair
value.

(3) Securities and investment securities
The fair value of equity securities is based on market prices at the stock exchange,
and that of bond securities is obtained from financial institutions.

(4) Specified money in trust
The fair value is based upon the price obtained from financial institutions.
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Liabilities
(1) Notes and accounts payable — trade and (2) Short-term loans payable

The fair value of these accounts approximates their book value because they are

settled in a short period of time. Thus, the book value is presented as their fair
value.

(3) Current portion of long-term loans payable and (4) Long-term loans payable
The fair value of long-term loans payable is measured by discounting the total of
principal and interest at an assumed rate for similar new borrowings.

Derivative transactions
The fair value is measured based upon the prices obtained from financial institutions.

As of March 31, 2014 and 2013, the consolidated balance sheet includes the following
financial instruments whose fair values cannot be reliably determined:

2014 2013 2014
(Millions of yen) (Thousands of
U.S. dollars)

Unlisted shares and investments in

business partnerships with limited ¥1,597 ¥2,797 $ 15,521
liability
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(3) Redemption schedule

The

redemption schedule for

securities with maturity dates classified as

available-for-sale securities as of March 31, 2014 and 2013 is summarized as follows:

Notes and accounts receivable —
trade
Bonds:
Corporate bonds
Total

Notes and accounts receivable —
trade
Bonds:
Corporate bonds
Total

As of March 31, 2014

Due after Due after Due after Due after

Due one year five years Due one year five years
within  andupto andupto within andupto andupto
one year fiveyears tenyears oneyear fiveyears tenyears

(Millions of yen)

(Thousands of U.S. dollars)

¥38,083 ¥1,569 ¥200 $370,034 $15.251 $1,947
2,278 9,352 - 22,135 90,868 —
¥40,362  ¥10,921 ¥200 $392,169 $106,120 $1,947

As of March 31, 2013

Due after  Due after

one year  five years

Due within andupto and up to
one year five years ten years

(Millions of yen)

¥34,565 - -
2,352 8,747 -
¥36,917 ¥8,747 ¥—

Cash and deposits are due within one year. The redemption schedule for long-term loans

payable is stated in Note 3.

10. Securities and Investment Securities

(1) Trading securities

Trading securities as of March 31, 2014 and 2013 are summarized as follows:

As of March 31, 2014

Carrying Carrying
value Gain value Gain
(Millions of yen) (Thousands of U.S. dollars)
¥2111 ¥101 $ 20,512 $ 985

As of March 31, 2013

Carrying
value Gain
(Millions of yen)
¥1,724 ¥385
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(2) Marketable available-for-sale securities

Marketable available-for-sale securities as of March 31, 2014 and 2013 are
summarized as follows:

As of March 31, 2014

Carrying Acquisition Unrealized Carrying Acquisition Unrealized

value cost gain (loss) value cost gain (loss)
(Millions of yen) (Thousands of U.S. dollars)
Securities whose carrying value
exceeds their acquisition costs:
(1) Shares ¥42 474 ¥9,833  ¥32,640 $412,694 $95548 $317,146
(2) Bonds:
Corporate bonds 7,769 7,526 243 75,493 73,127 2,366
(3) Other 649 502 146 6,312 4,884 1,428
Subtotal 50,893 17,862 33,031 494,499 173,559 320,940
Securities whose carrying value
does not exceed their acquisition
costs:
(1) Shares 537 567 (29) 5,224 5,515 (291)
(2) Bonds:
Corporate bonds 4,105 4,150 (44) 39,894 40,325 (431)
(3) Other 8,323 8,323 (0) 80,872 80,875 (3)
Subtotal 12,966 13,041 (74) 125,990 126,715 (725)
Total ¥63,860  ¥30,904  ¥32,956 $620,489 $300,274 $320,216

As of March 31, 2013
Carrying Acquisition Unrealized
value cost gain (loss)
(Millions of yen)

Securities whose carrying value
exceeds their acquisition costs:

(1) Shares ¥31,503 ¥9,112  ¥22,390
(2) Bonds:

Corporate bonds 8,678 8,279 398

(3) Other 363 209 153

Subtotal 40,545 17,602 22,943

Securities whose carrying value
does not exceed their acquisition

costs:
(1) Shares 1,553 1,840 (286)
(2) Bonds:

Corporate bonds 2,594 2,610 (15)
(3) Other 10,253 10,253 (0)

Subtotal 14,401 14,704 (302)
Total ¥54,946 ¥32,306 ¥22,640
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(3) Available-for-sale securities sold

Available-for-sale securities sold during the years ended March 31, 2014 and 2013 are
summarized as follows:

2014 2013 2014
(Millions of yen) (Thousands of
U.S. dollars)
Sales of securities
(1) Shares ¥3,407 ¥2,678 $ 33,105
(2) Other 7,377 3,000 71,686
Aggregate gains on sales
Shares 2,087 952 20,282
Aggregate losses on sales
Shares - - —

(4) Impairment loss recognized on securities

Impairment loss amounted to ¥1,162 million ($11,295 thousand) and ¥243 million are
recognized on shares classified as available-for-sale securities for the year ended
March 31, 2014 and for the year ended March 31, 2013 respectively. Impairment loss
Is recognized when the average market value for the month ended on the balance sheet
date falls to less than half of the carrying amounts at the end of the fiscal year. Except
in cases in which the market value is recoverable, losses are also recorded when the
decline in value is between 30% and 50% of the carrying amounts considering the
recoverability.

11. Derivative Transactions

The notional amounts and the estimated fair value of the derivative positions outstanding at
March 31, 2014 and 2013 are summarized below.
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(1) Derivative transactions for which hedge accounting is not applied
Currency-related transactions:

As of March 31, 2014

Maturing
Notional afterone Estimated Unrealized
amounts year fair value gain (loss)

(Millions of yen)
Bilateral transactions:
Forward foreign exchange contracts:

Sell:
usb ¥1,339 ¥ - ¥ 2 ¥ 2
Euro 2,688 - (8) (8)
AUD 366 - (11) (11)

Buy:
usb 40 - 0 0
JPY 1,308 - (9) (9)
Total ¥5,743 ¥ - ¥ (26) ¥ (26)

As of March 31, 2014

Maturing
Notional afterone Estimated Unrealized
amounts year fair value gain (loss)

(Thousands of U.S. dollars)
Bilateral transactions:
Forward foreign exchange contracts:

Sell:
usD $ 13,018 $ — $24 $24
Euro 26,124 - (81) (81)
AUD 3,558 - (108) (108)
Buy:
usD 395 - 4 4
JPY 12,710 — (94) (94)
Total $ 55,807 $ — $ (255) $ (255)

As of March 31, 2013

Maturing
Notional  afterone Estimated Unrealized
amounts year fair value  gain (loss)

(Millions of yen)
Bilateral transactions:
Forward foreign exchange contracts:

Sell:
uUsD ¥1,254 ¥ - ¥(108) ¥(108)
Euro 3,089 - 101 101
Buy:
uUsD 285 - 52 52
Euro 240 — 1 1
JPY 1,398 — (33) (33)

Total ¥6,268 ¥ - ¥ 12 ¥ 12
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(2) Derivative transactions for which hedge accounting is applied

Currency-related transactions:

As of March 31, 2014

Maturing
after one Estimated Notional
fair value amounts

Notional
Hedged item amounts year

Maturing
after one Estimated
year fair value

(Millions of yen)
Derivative transactions
for which deferral accounting
is applied:
Forward foreign
exchange contracts:

(Thousands of U.S. dollars)

Sell:
Investment
AUD securities ¥ 297 Y- ¥(10)  $2,890 $ — $ (106)
Total ¥ 297 ¥ — ¥(10)  $2,890 $ — $ (106)
As of March 31, 2013
Maturing
Notional after one Estimated
Hedged item amounts year fair value
(Millions of yen)
Derivative transactions
for which deferral accounting
is applied:
Forward foreign
exchange contracts:
Sell:
Investment
AUD securities ¥922 ¥272 ¥(37)
Total ¥922 ¥272 ¥(37)
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12. Retirement Benefit Plans
For the year ended March 31, 2014
(1) Overview of retirement benefit plan adopted by the Company

To prepare for the payment of employees’ retirement benefits, the Company and its
consolidated subsidiaries adopted funded and unfunded defined benefit plans as well as a
defined contribution plan.

Under the defined benefit corporate pension plans, all of which is funded, the Company
provides lump-sum or pension benefits based on salaries and length of service. In addition,
retirement benefit trusts are set up for said corporate pension plan of the Company.

Under the lump-sum retirement benefit plans, which are principally unfunded and partially
funded as a result of the setup of retirement benefit trusts, the Company provides lump-sum
benefits based on salaries and length of service.

Under the defined benefit corporate pension plans and the lump-sum retirement benefit
plans for certain consolidated subsidiaries, net defined benefit liability and retirement
benefit expenses are calculated by simplified method.

Certain domestic consolidated subsidiaries participate in the Kanto IT Software Pension
Fund, a welfare pension fund system of multi-employer plans, and the amount of plan
assets proportionate to their contributions cannot be calculated in a reasonable manner.
Therefore, the required contributions to the pension fund system are accounted for as
retirement benefit expenses in accordance with Section 33 (2) of the Accounting Standard
for Retirement Benefits.

(2) Defined benefit plan

a. Reconciliation between retirement benefit obligations at beginning of period and end of
period

2014
(Millions of ~ (Thousands of
yen) U.S. dollars)
Retirement benefit obligation at beginning of period ¥ 29,648 $ 288,069
Current service costs 1,361 13,231
Interest costs 592 5,760
Actuarial gains and losses arising during period (356) (3,461)
Retirement benefits paid (520) (5,059)
Contribution to employees 238 2,314
Other (193) (1,882)
Effect of exchange rate changes 45 444

Retirement benefit obligation at end of period ¥ 30,815 $ 299,416
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b. Reconciliation between plan assets at beginning of period and end of period

2014
(Millions of ~ (Thousands of
yen) U.S. dollars)
Plan assets at beginning of period ¥ 18,416 $ 178,945
Expected return on plan assets 572 5,563
Actuarial gains and losses arising during period 522 5,080
Contributions from employer 1,731 16,825
Retirement benefits paid (495) (4,819)
Effect of exchange rate changes 49 476
Plan assets at end of period ¥ 20,796 $ 202,069

c. Reconciliation between net defined benefit liabilities for plans to which simplified
method is applied at beginning of period and end of period

2014
(Millions of  (Thousands of
yen) U.S. dollars)
Net defined benefit liability at beginning of period ¥ 227 $ 2,213
Retirement benefit expenses 416 4,047
Retirement benefits paid ) (76)
Other 13 129
Effect of exchange rate changes 18 183
Net defined benefit liability at end of period ¥ 668 $ 6,495

d. Reconciliation between retirement benefit obligation and plan assets at end of period
and defined benefit liability and defined benefit asset for retirement recognized on the
consolidated balance sheet

2014
(Millions of  (Thousands of
yen) U.S. dollars)

Retirement benefit obligation for funded plans ¥ 30,815 $ 299,416

Plan assets (20,796) (202,069)

10,018 97,346

Retirement benefit obligation for unfunded plans 668 6,495

Net balance of liability and asset recognized on the 10,687 103,841
consolidated balance sheet

Net defined benefit liability 10,687 103,841

Net balance of liability and asset recognized on the ¥ 10,687 $ 103,841

consolidated balance sheet
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e. Retirement benefit expenses and their breakdown

2014

(Millions of ~ (Thousands of

yen) U.S. dollars)

Current service costs ¥ 1,361 $ 13,231
Interest costs 592 5,760
Expected return on plan assets (572) (5,563)
Amortization of actuarial gains and losses 922 8,966
Amortization of past service costs (38) (370)
Retirement benefit expenses applying simplified method 416 4,047
Retirement benefits expenses under defined benefit plans ¥ 2,683 $ 26,070

f. Remeasurements of defined benefit plans
The breakdown of the amount recognized in remeasurements of defined benefit plans
(before tax) is as follows:

2014
(Millions of ~ (Thousands of
yen) U.S. dollars)
Unrecognized past service costs ¥ (220) $ (2,140)
Unrecognized actuarial gains and losses 7,503 72,910
Total ¥7,283 $ 70,770
g. Plan assets
(i) Breakdown of plan assets
Percentage of each main category to total plan assets is as follows:
2014
Bonds 40%
Securities 23
Cash and deposits 10
Other 27
Total 100%

Note: Total plan assets include retirement benefit trusts of 12% that are set up for a
corporate pension plan.

(it) Determination of expected long-term rate of return on plan assets
In determining the expected long-term rate of return on plan assets, the Company takes
into consideration the current and future plan asset allocation as well as the current and
expected long-term rate of return on various asset categories comprising plan assets.
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h. Actuarial assumptions

2014
Actuarial assumptions at end of period:
Discount rate 2.0%
Long-term expected rate of return: 3.5%

(3) Defined contribution plan
The required contribution to the defined contribution plan amounts to ¥ 707 million
($6,872thousand).

The most recent information about the multi-employer plan for which the required
contributions to the pension fund system are accounted for as retirement benefit expenses is
as follows:

a. Funded status of the plan
2014

(As of March 31, 2013)
(Millions of yen)  (Thousands of

U.S. dollars)
Plan assets Y 222,956 $ 2,166,310
Benefit obligations under pension funding
calculation 206,135 2,002,868
Difference ¥ 16,821 $ 163,442

b. Ratio of Group’s contributions to total contributions to the plan

(For the year
ended March
31, 2014)
Ratio of Group’s contributions 0.22%

c. Supplemental information
The main factors for the difference in a. Funded status of the plan above are as

follows:
(As of March 31, 2013)
(Millions of ~ (Thousands of
yen) U.S. dollars)
Deficit carried forward ¥ (10,082) $ (97,962)

Deficit for the year 26,903 261,405
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For the year ended March 31, 2013
(1) Overview of Retirement Benefit Plan adopted by the Company

The Company and its domestic consolidated subsidiaries have defined benefit pension
plans, such as Welfare Pension Fund plans and lump-sum payment plans, covering
substantially all employees who are entitled, upon retirement, to annuity or lump-sum
payments, the amounts of which are determined with reference to their basic rates of pay
and length of service and the conditions under which the termination occurs. The Company
has established an employees’ retirement benefit trust.

Certain domestic consolidated subsidiaries participate in the Kanto IT Software Pension
Fund, a welfare pension fund system of multi-employer plans, and the amount of plan
assets proportionate to their contributions cannot be calculated in a reasonable manner.
Therefore, the required contributions to the pension fund system are accounted for as
retirement benefit expenses in accordance with the Accounting Standard for Retirement
Benefits.

The most recent information about the multi-employer plan for which the required
contributions to the pension fund system are accounted for as retirement benefit expenses is
as follows:

a. Funded status of the plan

2013
(As of March
31, 2012)
Plan assets ¥186,189
Benefit obligations under pension funding
calculation 186,648
Difference ¥ (458)

b. Ratio of Group’s contributions to total contributions to the plan

2013
(For the year ended March
31, 2012)
Ratio of Group’s contributions 0.25%
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c. Supplemental information
The main factors for the difference in (1) above are as follows:

2013
(As of March
31, 2012)
(Millions of
yen)
Addition due to appraisal of assets ¥9,623
\oluntary reserve 3,329
Deficit for the year (13,412)

(2)Retirement benefit obligations and its components
The following table presents the funded and accrued status of the plans and the amounts

recognized in the accompanying consolidated balance sheet at March 31, 2013 for the
Company’s and its consolidated subsidiaries’ defined benefit pension plans:

2013
(Millions of
yen)
(1) Retirement benefit obligations ¥ (29,875)
(2) Plan assets at fair value (including the trust
fund for retirement benefits) 18,416
(3) Unfunded net retirement benefit obligations
@D +© (11,458)
(4) Unrecognized actuarial gains or losses 9,291
(5) Unrecognized prior service costs (258)
(6) Net liability for retirement benefits
(3)+ @)+ (5 (2,425)
(7) Prepaid pension expenses 15
(8) Accrued retirement benefits (6) — (7) (2,441)
(9) Retirement benefit for directors,
corporate auditors, and others (253)
(10) Total (8) + (9) ¥ (2,694)
Notes:

1. The substitutional portion of the Welfare Pension Fund is included in the amounts
presented in the above table.

2. Certain consolidated subsidiaries have applied a simplified method for computing their
retirement benefit obligations.
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(3) Components of the retirement benefit expenses

2013
(Millions of

yen)
(1) Service costs (*1 and *2) ¥1,248
(2) Interest costs 538
(3) Expected return on plan assets (572)
(4) Amortization of actuarial gains or losses 889
(5) Amortization of prior service costs (26)
Total retirement benefit expenses (*3) ¥2,077

Notes:
*1 The employees’ portion of the contributions to the Welfare Pension Fund is excluded.

*2 The retirement benefit expenses of the consolidated subsidiaries applying the
simplified method are included in “(1) Service costs.”

*3 Besides the amount stated, several consolidated subsidiaries have recognized a total of
¥523 million as retirement expenses for defined contribution pension plans for the year
ended March 31, 2013.

(4) Assumptions used in accounting for the above plans

2013
Discount rate 2.0%
Expected rate of return on plan assets 4.0%
Method of attributing expected benefit to periods Straight-line basis
15 years
Amortization period of prior service costs (straight-line method)
15 years

Amortization period of actuarial gains or losses (straight-line method)



USHIO INC. and Consolidated Subsidiaries
Notes to Consolidated Financial Statements (continued)

13. Other Comprehensive Income

Reclassification adjustments and income tax effect allocated to each component of other
comprehensive income for the years ended March 31, 2014 and 2013 were as follows:

2014 2013 2014
(Millions of yen) (th.ujsﬂgis(;f
Valuat_iqn difference on available-for-sale
securities:

Amount arising during the year ¥ 11,474 ¥ 3,812 $ 111,494

Reclassification adjustments (956) (692) (9,289)
Amount before income tax effect 10,518 3,119 102,205
Income tax effect (3,778) (1,078) (36,715)
Valuation difference on

available-for-sale securities 6,740 2,040 65,490
Deferred gains (losses) on hedges:

Amount arising during the year 83 (37) 810

Reclassification adjustments (56) - (551)
Amount before income tax effect 26 (37) 259
Income tax effect (10) 14 (101)
Deferred gains (losses) on hedges 16 (23) 158

Foreign currency translation adjustment:

Amount arising during the year 5,270 8,507 51,207
Amount before income tax effect 5,270 8,507 51,207
Income tax effect 144 155 1,404
Foreign currency translation adjustment 5,414 8,662 52,611

Share of other comprehensive income of
entities accounted for using equity method:
Amount arising during the year 6 10 59

Reclassification adjustments - - —

Share of other comprehensive income of
entities accounted for using equity method 6 10 59

10,689 $ 118,319

#

Total other comprehensive income ¥ 12,177
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14. Net Assets

(1) Information regarding changes in net assets for the years ended March 31, 2014 and

2013 is as follows:
a. Shares issued and outstanding / Treasury shares

For the year ended March 31, 2014

Number of
shares as of

Number of
shares as of

Types of shares April 1, 2013 Increase Decrease March 31, 2014
(Shares)
Shares issued:
Common shares............ccoeevvevnnnn. 139,628,721 - - 139,628,721
Treasury shares:
Common shares (Note)............... 8,501,642 806,111 - 9,307,753
Note: Details of increase are as follows: (Shares)
Increase due to market purchase of shares 801,100
Increase due to purchase of shares of less than standard unit 5,011
For the year ended March 31, 2013
Number of Number of
shares as of shares as of
Types of shares April 1, 2012 Increase Decrease March 31, 2013
(Shares)
Shares issued:
Common shares............ccoeevevnnnns 139,628,721 - - 139,628,721
Treasury shares:
Common shares (Note)............... 8,499,147 2,495 - 8,501,642
Note: Details of increase are as follows (Shares)
Increase due to purchase of shares of less than standard unit 2,495
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b. Dividends
1) Dividends paid

For the year ended March 31, 2014

Type of Total Total Dividends Dividends Cut-off  Effective
Resolution shares dividends  dividends  per share per share date date
(Millions  (Thousand (Yen) (U.S.
of yen) sof U.S. dollars)
dollars)
Annual general meeting  Common ¥2,884 $ 28,029 ¥22 $0.21 March 31,  June 28,
of the shareholders shares 2013 2013

on June 27, 2013

For the year ended March 31, 2013

Type of Total Dividends Cut-off Effective
Resolution shares dividends  per share date date
(Millions (Yen)
of yen)
Annual general meeting  Common ¥2,884 ¥22 March 31,  June 29,
of the shareholders shares 2012 2012

on June 28, 2012

2) Dividends with the cut-off date in the year ended March 31, 2014 and the effective date in the
year ending March 31, 2015

Type of Total Total Source of Dividends Dividends Cut-off Effective
Resolution shares dividends dividends dividends pershare per share date date
(Millions  (Thousands of (Yen) (U.s.
of yen)  U.S. dollars) dollars)
Annual general meeting Common  ¥3,388 $ 32,922 Retained ¥26 $0.25 March 31, June 27,
of the shareholders shares earnings 2014 2014

on June 26, 2014
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15.  Amounts per Share

The amounts per share of basic net income and net assets, presented below, are based on
the weighted-average number of shares of common shares outstanding during each year
and the number of shares of common shares outstanding at each balance sheet date,
respectively.

2014 2013 2014
(Yen) (U.S. dollars)
Basic net income ¥ 82.19 ¥ 5457 $0.80
Net assets 1,440.94 1,324.13 14.00

Per share amounts assuming full dilution have not been presented because no potential
dilutive shares were outstanding as of March 31, 2014 or 2013.

16. Supplementary Cash Flow Information

(1) The following table presents a reconciliation of cash and deposits with cash and cash
equivalents as of March 31, 2014 and 2013.

2014 2013 2014
(Millions of yen) (Thousands of
U.S. dollars)
Cash and deposits ¥46,146 ¥42,136 $ 448,372
Time deposits with a maturity of more than three
months (9,127) (9,688) (88,682)
Money management funds and others included in
securities 8,323 10,813 80,872
Cash and cash equivalents ¥45 342 ¥43,261 $ 440,562

(2) The following table presents main breakdowns of main increased assets by the
transfer of business for the year ended March 31, 2014.

Transfer of business of fully-automatic digital exposure system from FUJIFILM
Corporation as of January 1, 2014.

(Millions of yen) (Thousands of

US dollars)

Current assets ¥1,373 $13,346
Non-current assets 297 2,895
Goodwill 1,148 11,156
Consideration for transfer of business 2,819 27,397
Other (Long term accounts payable) (448) (4,360)

Cash and cash equivalents
Net: Payments for transfer of business ¥2,371 $23,037
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17. Segment Information
(1) Summary of reportable segments

The Company defines a reportable segment as a component of the Company for which
discrete financial information is available and whose operating results are regularly
reviewed by the Board of Directors to assess its business performance and make decisions
about resources to be allocated to the segment.

The Company has a division system based on product type and similarity in sales market,
etc., and each division develops and implements comprehensive domestic and overseas
strategies for its development, manufacturing and sales of products and service, and
engages in its business activities globally.

Thus, reportable segments of the Company are divided into two categories based on
product type and sales market.

“Light sources business” conducts manufacturing and sales of halogen lamps and discharge
lamps, etc.

“Equipment business” conducts manufacturing and sales of visual image equipment and
optical equipment, etc.

2 The basis of measurement of net sales, income or loss, assets, liabilities, and other
items by the reportable segment is generally consistent with the significant accounting
policies of the Group. Segment income presents the operating income of the segment.
Intersegment sales and transfers are recognized based on the market price.

(Change of Depreciation Method for Property, Plant and Equipment)

Previously, the Company and its domestic consolidated subsidiaries had primarily adopted
the declining-balance method as the depreciation method for property, plant and equipment
(although the straight-line method was adopted for buildings and structures (excluding
facilities attached to buildings) acquired on or after April 1, 1998). However, from the
fiscal year ended March 31, 2014, the depreciation method was changed primarily to the
straight-line method.

Accompanying this change, segment income for the light sources business, equipment
business, and other businesses for the year ended March 31, 2014 increased by ¥497
million ($4,831 thousand), ¥234 million ($2,274 thousand), and ¥13 million ($128
thousand), respectively.
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(3) Information about net sales, segment income or loss, assets, liabilities and other items
by reportable segment

Year ended March 31, 2014

Eliminations Amounts on

Reportable segment or consolidated
Light Other unallocated financial
sources Equipment businesses amounts statements
business business Total (Note 1) Total (Note 2) (Note 3)
(Millions of yen)
Net sales
Sales to external
customers ¥63,586 ¥91,191 ¥154,778 ¥3,021 ¥157,800 ¥- ¥157,800
Intersegment sales
or transfers 605 51 656 26 683 (683) -
Total ¥64,192 ¥91,243 ¥155,435 ¥3,048 ¥158,483 ¥(683) ¥157,800
Segment income ¥9,389 ¥2 537 ¥11,927 ¥77 ¥12,004 ¥105 ¥12,110
Segment assets 89,966 100,530 190,497 36,081 226,579 28,759 255,338
Other items:
Depreciation 1,867 3,121 4,988 32 5,021 - 5,021
Amortization of
goodwill 80 227 307 - 307 - 307
Investment in
associates under
equity method 38 37 75 - 75 - 75

Increase in
property, plant
and equipment
and intangible
assets 2,066 5,549 7,616 270 7,886 - 7,886

Notes 1. “Other businesses” represents business segments including industrial machinery and others, which are not
classified in either reportable segment.

2. Eliminations or unallocated amounts of segment income, amounting to ¥105 million, include elimination of
intersegment transactions totaling ¥143 million. Eliminations or unallocated amounts of segment assets,
amounting to ¥28,759 million, include elimination of intersegment receivables and payables totaling ¥(18,455)
million and unallocated corporate assets totaling ¥47,234 million that consists primarily of surplus funds (cash
and securities) and long-term investments (investment securities), etc.

3. Segment income is adjusted to operating income on the consolidated statement of income.

4. The increase in long-term prepaid expense is included in increases in property, plant and equipment and
intangible assets.



USHIO INC. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements (continued)

Year ended March 31, 2013

Eliminations  Amounts on

Reportable segment or consolidated
Light Other unallocated financial
sources Equipment businesses amounts statements
business business Total (Note 1) Total (Note 2) (Note 3)
(Millions of yen)
Net sales
Sales to external
customers ¥54,332 ¥85,859 ¥140,192 ¥3,269 ¥143,461 ¥ ¥143,461
Intersegment sales
or transfers 319 67 387 29 417 (417) —
Total ¥54,652 ¥85,927 ¥140,579 ¥3,299 ¥143,879 ¥(417) ¥143,461
Segment income ¥6,197 ¥1,158 ¥7,356 ¥109 ¥7,465 ¥116 ¥7,582
Segment assets 76,515 93,693 170,208 30,993 201,202 27,455 228,657
Other items:
Depreciation 2,509 4,197 6,707 34 6,741 - 6,741
Amortization of
goodwill 24 176 200 0 201 - 201

Investment in

associates under

equity method - 125 125 - 125 - 125
Increase in

property, plant

and equipment

and intangible

assets 3,140 4,455 7,595 180 7,776 - 7,776

Notes 1. “Other businesses” represents business segments including industrial machinery and others, which are not
classified in either reportable segment.

2. Eliminations or unallocated amounts of segment income, amounting to ¥116 million, include elimination of
intersegment transactions totaling ¥120 million. Eliminations or unallocated amounts of segment assets,
amounting to ¥27,455 million, include elimination of intersegment receivables and payables totaling ¥(15,441)
million and unallocated corporate assets totaling ¥42,933 million that consists primarily of surplus funds (cash
and securities) and long-term investments (investment securities), etc.

3. Segment income is adjusted to operating income on the consolidated statement of income.

4. The increase in long-term prepaid expense is included in increases in property, plant and equipment and
intangible assets.
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Year ended March 31, 2014

Eliminations Amounts on

Reportable segment or consolidated
Other unallocated financial
Light sources Equipment businesses amounts statements
business business Total (Note 1) Total (Note 2) (Note 3)
(Thousands of U.S. dollars)
Net sales
Sales to external
customers $617,829 $886,047  $1,503,877 $29,358  $1,533,234 $— $1,533,234
Intersegment sales
or transfers 5,883 497 6,381 260 6,640 (6,640) —
Total $623,713 $886,545 $1,510,258 $29,617  $1,539,875 $(6,640)  $1,533,234
Segment income $91,230 $24,658 $115,889 $754  $116,642 $1,024 $ 117,667
Segment assets 874,144 976,784 1,850,928 350,581 2,201,509 279,435 2,480,944
Other items:
Depreciation 18,141 30,333 48,474 315 48,789 — 48,789
Amortization of
goodwill 779 2,211 2,990 — 2,990 — 2,990

Investment in

associates under

equity method 372 364 736 - 736 - 736
Increase in

property, plant

and equipment

and intangible

assets 20,079 53,925 74,004 2,625 76,629 — 76,629

Notes 1. “Other businesses” represents business segments including industrial machinery and others, which are not
classified in either reportable segment.

2. Eliminations or unallocated amounts of segment income, amounting to $1,024 thousand, include elimination of
intersegment transactions totaling $1,394 thousand. Eliminations or unallocated amounts of segment assets,
amounting to $279,435 thousand, include elimination of intersegment receivables and payables totaling
$(179,318) thousand and unallocated corporate assets totaling $458,940 thousand that consists primarily of
surplus funds (cash and securities) and long-term investments (investment securities), etc.

3. Segment income is adjusted to operating income on the consolidated statement of income.

4. The increase in long-term prepaid expense is included in increases in property, plant and equipment and
intangible assets.
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(4) Other segment information

Year ended March 31, 2014

Eliminations Amounts on

Reportable segment or consolidated
Light sources Equipment Other unallocated financial
business business Total businesses Total amounts statements
(Millions of yen)
Impairment loss ¥ 280 ¥ 49 ¥ 330 ¥ 88 ¥ 419 ¥— ¥ 419
Goodwill:
Amortized for the
year 80 227 307 - 307 - 307
Balance 370 1,712 2,082 - 2,082 - 2,082
Year ended March 31, 2013
Amounts on
Reportable segment Eliminations  consolidated
Light sources Equipment Other or unallocated  financial
business business Total businesses Total amounts statements
(Millions of yen)
Impairment loss ¥ 68 ¥ 1,363 ¥1,432 ¥— ¥1432 ¥ ¥1,432
Goodwill:
Amortized for the
year 24 176 200 0 201 - 201
Balance 79 603 683 - 683 - 683

Note 1. Of impairment loss of the light sources business, ¥1,362 million is included in loss on liquidation of business on

the consolidated statement of income.

Year ended March 31, 2014

Eliminations Amounts on

Reportable segment or consolidated
Light sources Equipment Other unallocated financial
business business Total businesses Total amounts statements
(Thousands of U.S. dollars)
Impairment loss $2,730 $ 477 $ 3,207 $ 864 $4,072 $ — $4,072
Goodwill:
Amortized for the
year 779 2,211 2,990 — 2,990 — 2,990
Balance 3,597 16,640 20,238 — 20,238 — 20,238
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(5) Related information

Information about net sales and property, plant and equipment by geographical area

Year ended March 31, 2014

(Millions of yen/ Thousands of U.S. dollars)

Japan North America Europe Asia Other Total
U.S.A. Other China Other areas
Net sales ¥ 33,885 ¥35978 ¥3,191 ¥24614 ¥30,963 ¥25345 ¥3,820 ¥157,800
$329,245 $349,580  $31,008 $239,162 $300,853 $246,268  $37,118 $1,533,234
Year ended March 31, 2013
(Millions of yen/ Thousands of U.S. dollars)
Japan North America Europe Asia Other Total
US.A Other China Other areas
Net sales ¥35,657 ¥32,899 ¥2,951 ¥20,161 ¥23,726 ¥26,796 ¥1,269 ¥143,461
Year ended March 31, 2014
(Millions of yen/ Thousands of U.S. dollars)
North America . Other
Japan Europe Asia Total
U.S.A. Canada areas
Property, plant
and equipment ¥ 24,347 ¥ 6,444 ¥ 4,034 ¥ 764 ¥ 3511 ¥ 23 ¥ 39,126
$236,569 $62,615 $39,200 $7,433 $34,123 $227 $380,166
Year ended March 31, 2013
(Millions of yen/ Thousands of U.S. dollars)
North America ]
Japan Europe Asia Other areas Total
U.S.A. Canada
Property, plant
¥23,421 ¥4,893 ¥4,462 ¥755 ¥3,221 ¥23 ¥36,776

and equipment

Information by product and service is omitted since the same information is already
disclosed in (3) above.
Information about transactions with major customers is omitted since there is no external
customer with a sales amount of 10% or more of the Group’s net sales.
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Business Combination

(1) Outline of business combination

a. Name of transferor company and description of acquired businesses

Name: FUJIFILM Corporation
Business: 1. Design, sales and maintenance of fully-automatic digital exposure
systems

2. Development and manufacture of direct imaging engines of
fully-automatic digital exposure systems

b. Major reasons of business combination

With the business transfer regarding design, sales and maintenance of fully-automatic
digital exposure systems for printed-wiring boards from FUJIFILM Corporation,
ADTEC Engineering Co., Ltd., hereinafter “ADTEC Engineering”, a subsidiary of the
Company, will engage in the sales and manufacture of fully-automatic digital
exposure systems for Japanese customers and the development and manufacture of
direct imaging engines in addition to the sales of fully-automatic digital exposure
systems for overseas customers in which it has previously engaged. This business
transfer will enable ADTEC Engineering to improve its profitability and respond
promptly to customer needs. For this reason, this business transfer was decided as it
would enhance the corporate value of ADTEC Engineering.

c. Effective date of business combination

January 1, 2014

d. Legal form of business combination

Acquisition of business by ADTEC Engineering, a subsidiary of the Company
e. Name of company subsequent to business combination

ADTEC Engineering Co., Ltd.

(2) Period in which business results of the acquired businesses are included in the
consolidated financial statements

From January 1, 2014 to March 31, 2014



USHIO INC. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements (continued)

(3) Acquisition costs of the acquired company and their breakdown

(Thousands of

(Millions of yen) U.S. dollars)
Consideration for acquisition ¥ 2,740 $ 26,627
Expenditures directly related to
acquisition: Advisory cost, etc. 79 770
Acquisition cost ¥ 2,819 $ 27,397

(4) Amount, cause and amortization method and period of goodwill incurred

Amount of goodwill incurred: ¥1,148 million ($11,156 thousand)

Cause: Excess earning power in the future
Amortization method and Straight-line method over 5 years
period:

(5) Amount of assets acquired on the date of business combination and their breakdown

(Thousands of

(Millions of yen) U.S. dollars)

Current assets ¥ 1,373 $ 13,346
Non-current assets 297 2,895
Total assets ¥ 1,671 $ 16,242

(6) Description of contingent consideration provided in the business combination
agreement and the accounting policy in the current and subsequent fiscal years

a. Description of contingent consideration
The contingent consideration is paid as additional payments upon the achievement of
milestones specified in the relevant business transfer agreement.

b. Accounting policy in the current and subsequent fiscal years
Changes incurred by the contingent consideration are recognized as adjustments of
goodwill that has been already recorded.

(7) Impact of the business combination on the consolidated statements of income for the
current consolidated fiscal year assuming that the business combination had been
completed at the beginning of the current fiscal year.

An evaluation of the impact of the business combination is omitted since the information is
difficult to obtain regarding revenue and income of the acquired businesses appropriately
calculated for the period from the beginning of the fiscal year through the date of business
combination due to the partial transfer of the businesses.
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19. Related Party Information

For the years ended March 31, 2014 and 2013, there are no relevant items on related party
transactions and notes relating to significant associates.

20. Subsequent Events
Agreement of share exchange

The Company decided, with the resolution of the meeting of the Board of Directors held on
May 9, 2014, to implement a share exchange (the “Share Exchange”) in which the
Company shall be a wholly-owning parent company and ADTEC Engineering Co., Ltd.
(“ADTEC Engineering”), a consolidated subsidiary of the Company, shall be a
wholly-owned subsidiary. Accordingly, the Company concluded a relevant share exchange
agreement (the “Share Exchange Agreement”) on the same day.

a. Outline of party involved in the Share Exchange

Name: ADTEC Engineering Co., Ltd.

Location of head office: 5-1, Toranomon 3-chome, Minato-ku, Tokyo

Principal business: Manufacturing and sales of automatic exposure systems and
automatic peelers for printed circuit boards

Capital stock: ¥1,661 million ($16,139 thousand)

Number of shares issued : Common shares: 8,030,000 shares

b. Purpose of the Share Exchange

As an original, innovative “light creator,” the Company aims to drive business
expansion by constantly anticipating customer needs in the global markets for optical
solutions and by developing and providing high-value-added products and services
that precisely meet customer needs. The Company actively promotes strategic
investment, which is needed to develop new products, pioneer new applications and
create new businesses, while strengthening existing businesses, with the view to
maximizing consolidated earnings and driving expansion in the optical business to
achieve long-term growth. The Company, therefore, aims to create businesses at an
early stage by actively utilizing alliances with outside institutions and M&A, etc., with
the basic policy of providing innovative services by combining the optical technology,
which has been cultivated by the Company, with advanced technologies in other fields.
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Furthermore, since its incorporation in 1983, ADTEC Engineering has
commercialized various kinds of equipment required for the manufacturing process of
PCBs (printed-circuit boards), semiconductor packages, FPDs (flat panel displays)
such as PDPs (plasma display panels) and LCD (liquid crystal displays), and other
products by leveraging its compound technology, which combines various elemental
technologies such as electricity, software, image processing, optics and other elements,
with its ultra-precision machining technology and FA (factory automation) equipment
development technology as core technologies. Especially in recent years, ADTEC
Engineering has also been operating its business aiming to be a company that
proposes solutions to the problems that occur in the exposure process of
manufacturers of printed-circuit boards and other products.

The Company and ADTEC Engineering are operating in electronics-related equipment
markets, which are subject to rapid change and have experienced repeated cycles of
innovation due to rapid technological breakthroughs. In this market, the Group is
aiming to establish a structure enabling it to offer solutions combined with process
development to its customers by leveraging a unique combination of the advanced
optical technology of the Company and the ultra-precision machining technology and
FA equipment development technology of ADTEC Engineering.

As a part of the measures to tackle the issue of changing markets, the Company has
made use of the ultra-precision machining technology and FA equipment development
technology of ADTEC Engineering in the manufacturing of the Company’s products
by engaging ADTEC Engineering to manufacture the Company’s industrial optical
equipment. The Company has also made an effort to optimize resources to
manufacture the equipment of the entirety of the Group. In addition, the Company has
gradually cooperated with ADTEC Engineering on the financial side by lending cash
to ADTEC Engineering on an as-needed basis.

As a part of the measures to tackle the issue of rapidly advancing technology, ADTEC
Engineering acquired the fully-automatic digital exposure systems business from
FUJIFILM Corporation and has internally built a system enabling ADTEC
Engineering to design, manufacture, sell and perform maintenance on fully-automatic
digital exposure systems for printed-circuit boards.
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In implementing these measures, the Company and ADTEC Engineering, through
mutual understanding and interchange fostered and developed after overcoming the
differing histories that each company has experienced, concluded that it is desirable
for both companies to be fully integrated in respect of capital structure and to
introduce a system enabling both companies to allocate resources more flexibly in
order to be more resistant to the changing markets. Moreover, both companies
concluded that both companies need to cooperate more thoroughly in business
operations and promote not only sharing of market or competition trends but also
comprehensive business developments such as appropriate allocation of flexible
development resources and mutual exploitation of each company’s sales channels and
production bases in order to tackle the issue of rapidly advancing technology in the
industry and make proposals for solutions combined with more valuable processes.
Based on such conclusion, both companies started to discuss, around December 2013,
the Share Exchange in which the Company will be a wholly-owning parent company
and ADTEC Engineering will be a wholly owned subsidiary. After several rounds of
discussions and negotiations, the Company and ADTEC Engineering decided on May
9, 2014 that both companies will implement the Share Exchange in order to further
realize synergies and enhance the corporate value of ADTEC Engineering and the
entirety of the Group.

c. Method of the Share Exchange and details of allotment of shares in the Share
Exchange

(1) Method of the Share Exchange

In the Share Exchange, the Company shall be a wholly-owning parent company, and
ADTEC Engineering shall be a wholly-owned subsidiary.

The Share Exchange is scheduled to be implemented, effective as of August 1, 2014,
(i) by the Company, using a simplified share exchange (kan-i kabushiki kokan)
procedure pursuant to Article 796, Paragraph 3 of the Companies Act, without
obtaining approval at a general meeting of shareholders and (ii) by ADTEC
Engineering, subject to the approval of the Share Exchange Agreement by its
shareholders at an ordinary general meeting scheduled to be held on June 27, 2014.
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(i1) Schedule of the Share Exchange

Date of resolution of the meeting of the board of directors May 9, 2014 (]

(both companies)

Date of execution (both companies) May 9, 2014 [

Date of the ordinary general meeting of shareholders June 27, 2014 (scheduled)
(ADTEC Engineering) [ 0

Last trading date (ADTEC Engineering) July 28, 2014 (scheduled)
Date of delisting (ADTEC Engineering) July 29, 2014 (scheduled)
Effective date August 1, 2014 (scheduled)

(iii) Details of allotment of shares in the Share Exchange

the Company ADTEC Engineering
Company name (Wholly-owning parent (Wholly-owned subsidiary
company in Share Exchange) | in Share Exchange)

Details of allotment of
shares in the Share 1 0.23
Exchange

Number of shares to be
delivered in the Share
Exchange

Shares of common shares of the Company:
834,003 shares (scheduled) [

Notes1. Share allotment ratio
0.23 shares of common shares of the Company shall be allotted and delivered for each
share of common shares of ADTEC Engineering; provided, however, no shares shall be
allotted for the shares of common shares of ADTEC Engineering held by the Company
(3,709,686 shares of common shares as of March 31, 2014) in the Share Exchange.

2. Number of shares to be delivered in the Share Exchange

Upon the Share Exchange, the Company shall allot and deliver 834,003 shares (scheduled)
of common shares of the Company to the shareholders of ADTEC Engineering (excluding
the Company) immediately preceding the time at which the Company acquires all of the
issued shares of ADTEC Engineering (excluding the shares of common shares of ADTEC
Engineering held by the Company) (the “Base Time”). For delivery of shares, the
Company intends to use its common shares held in treasury, and, therefore, does not intend
to issue any new shares.

In addition, in accordance with a resolution of the meeting of the Board of Directors of
ADTEC Engineering to be held no later than the day immediately preceding the effective
date of the Share Exchange, ADTEC Engineering will cancel, immediately preceding the
Base Time, all of its treasury shares (including the shares to be acquired in response to the
dissenting shareholders’ share purchase demand made in connection with the Share
Exchange in accordance with Article 785, Paragraph 1 of the Companies Act). The number
of shares to be allotted and delivered through the Share Exchange may be subject to
change in the future due to reasons such as the acquisition and the cancellation of treasury
shares by ADTEC Engineering.
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(iv) Calculation basis of the share exchange ratio in the Share Exchange

In order to ensure the fairness and the appropriateness of the share exchange ratio in
the Share Exchange, both companies, individually and separately, decided to request
third-party valuation institutions independent of both companies to calculate the share
exchange ratio. As the third-party valuation institution, the Company appointed Daiwa
Securities Co. Ltd. and ADTEC Engineering appointed Deloitte Touche Tohmatsu
LLC.

Considering the calculation results of the share exchange ratio and the advice
submitted by their respective third-party valuation institutions, both companies
continuously and carefully negotiated and consulted with each other while each
company considered the financial condition, performance trend, share price trend and
other factors of both companies. As a result, both companies concluded that the share
exchange ratio set out in c. (iii) above is appropriate and would serve the interests of
their respective shareholders. Accordingly, both companies determined the share
exchange ratio in the Share Exchange at the meeting of the Board of Directors held on
May 9, 2014, and concluded the Share Exchange Agreement between the two
companies on the same day.

d. Outline of Accounting Treatment

The Share Exchange shall be treated as a transaction under common control based on
“Accounting Standard for Business Combinations” (ASBJ Statement No.21,
September 13, 2013) and “Revised Guidance on Accounting Standard for Business
Combinations and Accounting Standard for Business Divestitures” (ASBJ Guidance
No.10, September 13, 2013).

The impact of the Share Exchange on the operating results of both the Company and
ADTEC Engineering is expected to be immaterial, since ADTEC Engineering is
already a consolidated subsidiary of the Company.
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