
Thousands of
Millions of yen U.S. dollars

2004 2005 2006 2007 2008 2008

Orders received .................................... ¥313,751 ¥344,716 ¥296,046 ¥368,262 ¥395,083 $3,943,338

Construction .................................... 313,751 344,716 296,046 368,262 395,083 3,943,338

Net sales ............................................... 331,170 345,266 354,657 323,265 352,809 3,521,399

Construction .................................... 314,626 334,802 338,842 311,389 337,476 3,368,360

Development business and other ..... 6,240 2,368 4,488 1,447 4,436 44,276

Other ............................................... 10,304 8,096 11,327 10,429 10,897 108,763

Contract backlog .................................. 392,377 398,369 364,407 428,218 481,870 4,809,562

Construction .................................... 392,377 398,369 364,407 428,218 481,870 4,809,562

Total assets ........................................... 443,193 411,322 389,367 355,069 340,233 3,395,878

Net assets excluding minority interests ... 39,860 47,640 66,891 57,581 53,851 537,489

Ordinary income ................................... 7,440 8,864 11,341 2,078 5,097 50,873

Income (loss) before income taxes and

minority interests .............................. 6,624 9,500 10,019 (11,890) 4,328 43,198

Net income (loss) .................................. 3,292 2,360 3,876 (5,858) 2,571 25,661

Cash dividends ..................................... — — — — — —

Per share of common stock: Yen U.S. dollars

Net assets excluding minority interests .. ¥110.31 ¥120.55 ¥136.12 ¥117.18 ¥219.19 $2.19

Net income (loss) ............................. 9.11 6.25 8.57 (11.92) 10.46 0.10

Cash dividends ................................. —  —  —  —  —  —

Number of employees .......................... 3,767 3,684 3,557 3,464 3,414

Notes:
1. The amounts of orders received and contract backlog related to development business and other and other business are not stated on the above

summary, because those amounts are small and do not have a material effect to respective total amounts.
2. Figures in U.S. dollars are converted for convenience only, at the rate of ¥100.19 per U.S.$1, prevailing on March 31, 2008.

CONSOLIDATED FINANCIAL STATEMENTS
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Business Performance
Consolidated net sales for the term in review amounted to
¥352,809 million (US$3,521.4 million), a year-on-year
increase of 9.1%, while consolidated operating income
increased by 90.4%, to ¥8,840 million (US$88.2 million).
Consolidated ordinary income increased substantially, by
145.3% over the previous term, to ¥5,097 million (US$50.9
million). Consolidated income before taxes amounted to
¥4,328 million (US$43.2 million), which reflected the
increase in profits for the term in review, despite the losses of
the previous period. Extraordinary losses of ¥4,244 million
(US$42.4 million) included the transfer to allowances for bad
debts of ¥2,633 million (US$26.3 million), and the loss due
to loss of capital reduction of ¥735 million (US$7.3 million),
while extraordinary profits of ¥3,476 million (US$34.7
million) were recorded. This included fiduciary profits of
¥3,068 million (US$30.6 million), for which a portion of
stockholdings was reassigned to the Group’s Employee
Pension Trust so that financial assets might be effectively
utilized and that retirement payments might be further
improved.  As a result, consolidated net income for the term
under review amounted to ¥2,571 million (US$25.7 million),
a substantial improvement in financial standing from the net
deficit of ¥5,858 million (US$58.5 million) recorded in the
previous term.

Segment Information
Although private sector investment in equipment remained
firm, backed by favorable corporate earnings, the domestic
construction market, which forms the core business for the
Penta-Ocean Construction Group, remained depressed
overall, during the term. This was caused by stagnation in
orders for new public works projects, and owing to the
falloff in investment in new condominium construction
following revision of the Building Standard Law. Growth was
seen in overseas construction markets during the term,
however; the Group’s businesses in Southeast Asian and the
Middle Eastern recorded favorable growth in new orders for
material handling facilities and urban development. Owing
to these gains, consolidated sales for the construction

segment increased by 8.4% from the previous term, to
¥337,543 million (US$3,368.7 million). Consolidated
operating income amounted to ¥7,969 million (US$79.5
million), a substantial increased of 96.5% over the previous
term.

In the Group’s development segment, consolidated net
sales amounted to ¥4,625 million (US$46.2 million), substan-
tially increasing by 170.6% from the previous term. This gain
was attributable to the sale of real estate held by the Group.
As was the case in the previous term, operating loss for the
term under review amounted to ¥370 million (US$3.7
million, owing to an evaluation loss of ¥453 million (US$4.5
million) based on the application of a lower cost inventory
pricing method.

The other business segment is comprised primarily of
shipbuilding; sales and leasing of construction materials and
facilities; and the leasing of vessels. Thanks to favorable
market conditions and improved production efficiency
backed by a steady increase in private sector capital invest-
ment and investment in shipbuilding, the largest contributor
in this business segment, consolidated sales rose by ¥18,338
million (US$183.0 million), or 2.5%, year-on-year. Operating
income amounted to ¥1,205 million (US$12.0 million),
increasing by 104.7% over the previous term.

A review of business results by region showed that
consolidated sales in Japan amounted to ¥297,862 million
(US$2,972.7 million). This represented a fiscal term increase
of 10.4%, resulting from the diminishing influences of the
Group’s exclusion from designated contractor lists, and
improved profitability in domestic civil engineering works.
Operating income increased by 37.2% from the previous
term, to ¥7,418 million (US$74.0 million). In Southeast
Asian, the number of completed works during the term
increased in Singapore and Hong Kong, while consolidated
sales in this region overall declined by 2.1% to ¥45,653
million (US$455.6 million). Sales profit amounted to ¥1,267
million (US$12.6 million), a substantial improvement from
the deficit reported in the previous term. Mainly due to an
increase in the number of completed works in the U.A.E.,
and other Middle Eastern countries, consolidated sales for
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this region increased by 34.4% year-on-year, to ¥9,292
million (US$92.7 million). Operating profit declined, however,
by 54.5% from the previous term, to ¥143 million (US$1.4
thousand), as a result of increased expenses and the cost of
construction materials.

Orders Received and Contract Backlog
Consolidated orders for new construction for the Group in
the term under review increased by 7.3% overall, to
¥395,083 million (US$3,943.3 million). New construction
orders received by Penta-Ocean Construction Co., Ltd.
amounted to ¥373,594 million (US$3,728.9 million) for the
same period, a year-on-year increase of 8.9%. Overseas
construction orders received amounted to ¥111,157 million
(US$1,109.5 million), an increase of 70.7%. Consolidated
contract backlog amounted to ¥481.870 million
(US$4,809.6 million), increasing 12.5% over the previous
fiscal period.

Financial Position
The Group’s total assets at term end amounted to ¥340,233
million (US$3,395.5 million), a decrease of 4.3%, or ¥14,836
million (US$148.1 million) from the previous term. This
decrease was attributable mainly to declines in cash and
deposits, due to increased expenses related to gradual
expansion of business volume, sell-off of real estate in
inventory, and additional contribution to the accrued
retirement benefits for employees, which represented
securities held to strengthen the Group’s financial assets and
improve its overall financial condition. Debt was reduced by
¥11,093 million (US$110.7 million) from the previous term,
to ¥286,370 million (US$7,848.0 million), resulting from the
reduction in the additional contribution to retirement
benefits for employees, as well as other factors. Net assets
also decreased, by ¥3,743 million (US$37.4 million) from the
previous term, to ¥53,862 million (US$537.5 million) owing
to an adjustment in securities evaluation of ¥6,249 million
(US$62.4 million) from the previous term. This adjustment
was made based on the addition to the accrued retirement
trust and owing to slumps in the Japanese stock exchanges.

Cash Flows
The cash flow from business operations decreased by
¥13,869 million (US$138.4 million) from the previous term
owing to a payment of ¥9,148 million (US$91.3 million), a
growth in expenses caused by increased work completions
during the term. Net income before tax and other adjust-
ments amounted to ¥4,328 million (US$43.2 million).

The cash flow from investing activities declined by
¥4,530 million (US$19.8 million) to ¥10,088 million
(US$100.7 million) as a result of revenue decreases in
reaction to the income recorded by selling investment
securities and payment of equipment investment in the
previous consolidated fiscal year. Cash flow from financing
activity declined by ¥23,917 million (US$238.7 million) year-
on-year to ¥1,753 million (US$17.5 million), due mainly to a
reduction in repayment on borrowings.

Consolidated cash and cash equivalents at the end of the
term declined 32.0% year-on-year, or ¥15,730 million
(US$157.0 million), to ¥33,394 million (US$333.3 million).
The balance of interest-bearing liabilities for the Group at
term-end amounted to ¥109,098 million (US$1,088.9
million), including interest-bearing liabilities held by Penta-
Ocean amounting to ¥99,647 million (US$994.6 million).

Dividends
Consolidated net income and non-consolidated net income
for the term under review amounted to ¥2,570 million
(US$25.6 million) and ¥1,389 million (US$13.9 million),
respectively. Management made the decision, however, not
to pay a dividend to shareholders in order to strengthen
internal reserves. This cautious decision was made based on
several factors raising concern about future corporate
stability, including evaluation differences that were reduced
by ¥6,249 million (US$62.4 million), and the decline in term-
end net assets of ¥4,864 million (US$48.5 million) as a result
of the contribution of some portions of securities to the
accrued retirement trust and to generally weak performance
in stock markets.
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Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries
As of March 31, 2007 and 2008

See accompanying Notes to Consolidated Financial Statements.

Thousands of
Millions of yen U.S. dollars

ASSETS 2007 2008 2008

Current assets:

Cash and deposits ......................................................................................... ¥  49,247 ¥  33,422 $  333,586

Short-term investment securities (Notes 3 (4), 4 and 5) ............................... 103 102 1,018

Trade receivables:

Notes ......................................................................................................... 10,295 10,361 103,413

Accounts .................................................................................................... 127,083 145,523 1,452,470

Inventories (Note 3 (7)):

Costs on uncompleted construction contracts .......................................... 28,779 29,379 293,233

Real estate for sale and development projects in progress. ...................... 18,728 12,741 127,168

Other. ........................................................................................................ 3,250 4,136 41,282

Deferred tax assets (Note 15) ........................................................................ 9,593 8,018 80,028

Other ............................................................................................................. 3,796 2,868 28,626

Allowance for doubtful accounts (Note 3 (6)) ........................................... (1,089) (1,161) (11,588)

Total current assets .............................................................................. 249,785 245,389 2,449,236

Investments and non-current assets:

Investment securities.(Notes 3 (4), 4 and 5) .................................................. 21,880 14,464 144,366

Long-term loans receivables .......................................................................... 3,870 3,988 39,804

Deferred tax assets (Note 15) ........................................................................ 7,177 10,598 105,779

Other ............................................................................................................. 13,477 10,556 105,360

Allowance for doubtful accounts (Note 3 (6)) ........................................... (5,660) (6,601) (65,885)

Total investments and non-current assets ............................................ 40,744 33,005 329,424

Property, plant and equipment (Note 3 (8)):

Land (Note 5) ................................................................................................ 35,171 36,024 359,557

Buildings and structures (Note 5) .................................................................. 32,399 31,259 311,997

Machinery, equipment and vehicles .............................................................. 18,865 18,183 181,485

Dredgers and vessels ..................................................................................... 52,834 52,259 521,599

Construction in progress ............................................................................... 38 124 1,238

Total property, plant and equipment ................................................... 139,307 137,849 1,375,876

Less accumulated depreciation ...................................................................... (75,356) (76,578) (764,328)

Property, plant and equipment — net ................................................. 63,951 61,271 611,548

Other (Note 3 (9)) ......................................................................................... 589 568 5,670

Total assets ......................................................................................... ¥355,069 ¥340,233 $3,395,878

CONSOLIDATED BALANCE SHEETS
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Thousands of
Millions of yen U.S. dollars

LIABILITIES, MINORITY INTERESTS AND SHAREHOLDERS’ EQUITY 2007 2008 2008

Current liabilities:
Short-term loans payable (Note 6) ................................................................ ¥  32,215 ¥  32,237 $  321,759
Current portion of long-term loans payable (Note 6) ................................... 31,632 30,952 308,933
Trade payable: ...............................................................................................

Notes ......................................................................................................... 37,769 30,785 307,266
Accounts .................................................................................................... 80,190 90,730 905,579

Advance received on uncompleted construction contracts ........................... 36,621 28,911 288,562
Deposits received .......................................................................................... 9,832 10,363 103,434
Income taxes payable .................................................................................... 952 743 7,416
Provision for loss on construction contracts (Note 3 (12)) ............................ 840 715 7,136
Other provision ............................................................................................. 2,233 2,251 22,467
Other ............................................................................................................. 3,430 3,130 31,241

Total current liabilities .......................................................................... 235,714 230,817 2,303,793

Noncurrent liabilities:
Long-term loans payable (Note 6) ................................................................. 46,616 45,910 458,229
Provision for retirement benefits (Notes 3 (11) and 19) ................................ 6,577 1,109 11,069
Provision for directors’ retirement benefits (Note 3 (13)) .............................. 438 213 2,126
Deferred tax liabilities for land revaluation (Note 17(2)) ............................... 7,259 7,216 72,023
Other ............................................................................................................. 859 1,106 11,039

Total noncurrent liabilities .................................................................... 61,749 55,554 554,486

Total liabilities ................................................................................... 297,463 286,371 2,858,279

Net assets (Note 3 (18)):
Shareholders’ equity:

Common stock ......................................................................................... 28,070 28,070 280,168
Authorized — 599,135,000 shares
Issued and outstanding shares

March 31, 2008 245,763,910 shares
March 31, 2007 491,527,820 shares

Capital surplus (Note 17 (1)) .................................................................... 20,106 20,106 200,679
Retained earnings ..................................................................................... 4,103 3,992 39,844
Less: Treasury stock .................................................................................. (15) (20) (200)

Total shareholders’ equity ......................................................................... 52,264 52,148 520,491
Valuation and translation adjustments:

Valuation difference on available-for-sale securities (Note 17 (3)) ............ 4,277 (1,973) (19,693)
Deferred gains (losses) on hedges ............................................................ (6) (33) (329)
Revaluation reserve for land (Note 17 (2)) ................................................ 857 3,539 35,323
Foreign currency translation adjustment (Note 3 (2)) ............................... 189 170 1,697

Total valuation and translation adjustments ............................................. 5,317 1,703 16,998
Minority interests .......................................................................................... 25 11 110

Total net assets ............................................................................. 57,606 53,862 537,599

Total liabilities and net assets .......................................................... ¥355,069 ¥340,233 $3,395,878

Commitments and contingent liabilities (Note 14)
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See accompanying Notes to Consolidated Financial Statements.

Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries
For the two years ended March 31, 2008

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Construction business:

Net sales ........................................................................................................ ¥311,389 ¥337,476 $3,368,360

Cost of sales ................................................................................................. 288,794 312,523 3,119,303

Gross profit ................................................................................................... 22,595 24,953 249,057

Development business and other:

Net sales. ....................................................................................................... 11,876 15,333 153,039

Cost of sales. ................................................................................................ 10,704 13,758 137,319

Gross profit ................................................................................................... 1,172 1,575 15,720

Total net sales ............................................................................................... 323,265 352,809 3,521,399

Total cost of sale ........................................................................................... 299,498 326,281 3,256,622

Total gross profit .................................................................................. 23,767 26,528 264,777

Selling, general and administrative expenses ........................................... 19,123 17,688 176,545

Operating income ................................................................................ 4,644 8,840 88,232

Non-operating income:

Interest and dividends ................................................................................... 570 599 5,979

Other (Note 7) ............................................................................................... 737 455 4,541

1,307 1,054 10,520

Non-operating expenses:

Interest .......................................................................................................... 2,840 2,993 29,873

Other (Note 8) ............................................................................................... 1,033 1,804 18,006

13,873 4,797 47,879

Ordinary income................................................................................... 2,078 5,097 50,873

Extraordinary gain (Note 9) ......................................................................... 5,887 3,476 34,694

Extraordinary loss (Note 10) ........................................................................ 19,855 4,245 42,369

Income (loss) before income taxes and minority interests .................... (11,890) 4,328 43,198

Income taxes (Notes 3 (17) and 15):

Current .......................................................................................................... 1,034 899 8,973

Deferred ........................................................................................................ (7,080) 874 8,723

(6,046) 1,773 17,696

Minority interests .......................................................................................... (14) 16 159

Net income (loss) ................................................................................. ¥  (5,858) ¥   2,571 $    25,661

Net income (loss) per share of common stock (Note 3 (14)) Yen U.S. dollars

Primary .......................................................................................................... ¥(11.92) ¥10.46 $0.10

CONSOLIDATED STATEMENTS OF OPERATIONS
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See accompanying Notes to Consolidated Financial Statements.

Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries
For the two years ended March 31, 2008

Millions of yen

Shareholders’ equity
Total shareholders’

Common stock Capital surplus Retained Earnings Treasury Stock equity

Balance at March 31, 2006 ..................................... ¥28,070 ¥20,106 ¥ 9,939 ¥(13) ¥58,102

Changes of items during the period .......................

Net income (loss) ................................................... (5,858) (5,858)

Reversal of revaluation reserve for land ................ 22 22

Purchase of treasury stock .................................... (2) (2)

Net changes of items other than

shareholders’ equity ..........................................

Total changes of items during the period ............... — — (5,836) (2) (5,838)

Balance at March 31, 2007 ..................................... ¥28,070 ¥20,106 ¥ 4,103 ¥(15) ¥52,264

Millions of yen

Valuation and translation adjustments

Valuation Total
difference Deferred Foreign Valuation

on availabe- gains Revaluation currency and Total
for-sale (losses)  on reserve for translation translation Minority Net

securities  hedges land adjustment adjustments interests Assets

Balance at March 31, 2006 .................................. ¥ 7,724 ¥— ¥879 ¥186 ¥ 8,789 ¥10 ¥66,901

Changes of items during the period ....................

Net income (loss) .................................................. (5,858)

Reversal of revaluation reserve for land ............... 22

Purchase of treasury stock.................................... (2)

Net changes of items other than

shareholders’ equity .......................................... (3,447) (6) (22) 3 (3,472) 15 (3,457)

Total changes of items during the period .......... (3,447) (6) (22) 3 (3,472) 15 (9,295)

Balance at March 31, 2007 ............................... ¥ 4,277 ¥(6) ¥857 ¥189 ¥ 5,317 ¥25 ¥57,606
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Millions of yen

Shareholders’ equity
Total shareholders’

Common stock Capital surplus Retained Earnings Treasury Stock equity

Balance at March 31, 2007 ..................................... ¥28,070 ¥20,106 ¥ 4,103 ¥(15) ¥52,264

Changes of items during the period .......................

Net income (loss) ................................................... 2,571 2,571

Reversal of revaluation reserve for land ................ (2,682) (2,682)

Purchase of treasury stock .................................... (5) (5)

Net changes of items other than

shareholders’ equity ..........................................

Total changes of items during the period ............... — — (111) (5) (116)

Balance at March 31, 2008 ..................................... ¥28,070 ¥20,106 ¥ 3,992 ¥(20) ¥52,148

Millions of yen

Valuation and translation adjustments

Valuation Total
difference Deferred Foreign Valuation

on availabe- gains Revaluation currency and Total
for-sale (losses)  on reserve for translation translation Minority Net

securities  hedges land adjustment adjustments interests Assets

Balance at March 31, 2007 .................................. ¥ 4,277 ¥ (6) ¥  857 ¥189 ¥ 5,317 ¥ 25 ¥57,606

Changes of items during the period ....................

Net income (loss) .................................................. 2,571

Reversal of revaluation reserve for land ............... (2,682)

Purchase of treasury stock.................................... (5)

Net changes of items other than

shareholders’ equity .......................................... (6,250) (27) 2,682 (19) (3,614) (14) (3,628)

Total changes of items during the period .......... (6,250) (27) 2,682 (19) (3,614) (14) (3,744)

Balance at March 31, 2008 ............................... ¥(1,973) ¥(33) ¥3,539 ¥170 ¥ 1,703 ¥ 11 ¥53,862
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Thousands of U.S.dollars

Shareholders’ equity
Total shareholders’

Common stock Capital surplus Retained Earnings Treasury Stock equity

Balance at March 31, 2007 ..................................... $280,168 $200,679 $ 40,952 $(150) $521,649

Changes of items during the period .......................

Net income (loss) ................................................... (26,769) (26,769)

Reversal of revaluation reserve for land ................ 25,661 25,661

Purchase of treasury stock .................................... (50) (50)

Net changes of items other than

shareholders’ equity ..........................................

Total changes of items during the period ............... — — (1,108) (50) (1,158)

Balance at March 31, 2008 ..................................... $280,168 $200,679 $ 39,844 $(200) $520,491

Thousands of U.S.dollars

Valuation and translation adjustments

Valuation Total
difference Deferred Foreign Valuation

on availabe- gains Revaluation currency and Total
for-sale (losses)  on reserve for translation translation Minority Net

securities  hedges land adjustment adjustments interests Assets

Balance at March 31, 2007 ............................ $42,689 $  (60) $  8,554 $1,886 $ 53,069 $ 250 $574,968

Changes of items during the period ..............

Net income (loss) .......................................... (26,769)

Reversal of revaluation reserve for land ....... 25,661

Purchase of treasury stock ........................... (50)

Net changes of items other than

shareholders’ equity ................................. (62,382) (269) 26,769 (189) (36,071) (140) (36,211)

Total changes of items during the period .... (62,382) (269) 26,769 (189) (36,071) (140) (37,369)

Balance at March 31, 2008 ......................... $(19,693) $(329) $35,323 $1,697 $ 16,998 $ 110 $537,599
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See accompanying Notes to Consolidated Financial Statements.

Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries
For the years ended March 31, 2008

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Cash flows from operating activities:

Income (loss) before income taxes and minority interests ............................. ¥(11,890) ¥4,328 $43,198

Adjustment to reconcile income (loss) before income taxes

  and minority interests to net cash provided by operating activities:

Depreciation and amortization .................................................................. 4,166 4,456 44,475

Impairment loss ......................................................................................... 1,774 736 7,346

Increase (decrease) in allowance for doubtful accounts ............................ 21 1,013 10,111

Increase (decrease) in provision for retirement benefits ............................ (174) (373) (3,723)

Interest and dividends income ................................................................... (570) (599) (5,979)

Interest expense ......................................................................................... 3,174 3,284 32,778

Foreign exchange losses (gains) ................................................................. 173 360 3,593

Equity in (earnings) losses of affiliates ....................................................... (173) 7 70

Loss (gain) on sales of property, plant and equipment ............................. (193) (100) (998)

Loss (gain) on sales of investment securities ............................................. (5,391) (53) (529)

Loss on valuation of securities and investment securities .......................... 27 28 279

Loss (gain) on securities contribution to employees’ retirement

benefits trust .......................................................................................... — (3,069) (30,632)

Change in assets and liabilities:

Decrease (increase) in notes and accounts receivable-trade .................. (13,672) (13,906) (138,796)

Decrease (increase) in costs on uncompleted construction contracts .... 4,298 (600) (5,989)

Decrease (increase) in real estate for sale and development projects

in progress and other inventories ....................................................... 17,583 3,092 30,861

Increase (decrease) in notes and accounts payable-trade ...................... 2,919 5,233 52,231

Increase (decrease) in advances received on uncompleted

construction contracts ........................................................................ 4,436 (7,710) (76,954)

Increase (decrease) in other provision .................................................... 373 (191) (1,906)

Other — net .............................................................................................. 1,793 (1,392) (13,893)

Sub total .............................................................................................. 8,674 (5,456) (54,457)

Interest and dividends income received .................................................... 549 594 5,929

Interest expenses paid .............................................................................. (3,184) (3,174) (31,680)

Income taxes paid ..................................................................................... (1,318) (1,112) (11,099)

Net cash provided by (used in) operating activities .............................. 4,721 (9,148) (91,307)

CONSOLIDATED STATEMENTS OF CASH FLOWS
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Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Cash flows from investing activities:

Purchase of short-term investment securities ................................................ (112) (3) (30)

Proceeds from sales of short-term investment securities .............................. 202 103 1,028

Purchase of investment securities ................................................................. (490) (3,824) (38,167)

Proceeds from sales of investment securities ................................................ 6,946 35 349

Purchase of property, plant and equipment ................................................. (2,540) (2,004) (20,002)

Proceeds from sales of property, plant and equipment ................................ 763 1,304 13,015

Payments of loan s receivable ....................................................................... (69) (792) (7,905)

Collection of loans receivable ....................................................................... 936 666 6,647

Other — net ................................................................................................. (78) (15) (149)

Net cash provided by (used in) investing activities ............................... 5,558 (4,530) (45,214)

Cash flows from financing activities:

Net increase (decrease) in short-term loans payable ..................................... (9,648) 22 220

Proceeds from long-term loans payable ........................................................ 23,253 30,246 301,886

Repayment of long-term loans payable ........................................................ (38,854) (31,633) (315,730)

Cash dividends paid ...................................................................................... (1) (0) (0)

Other — net ................................................................................................. (421) (389) (3,883)

Net cash provided by (used in) financing activities .............................. (25,671) (1,754) (17,507)

Effect of exchange rate change on cash and cash equivalents ............... (162) (298) (2,974)

Net increase (decrease) in cash and cash equivalents .............................. (15,554) (15,730) (157,002)

Cash and cash equivalents at beginning of the period ........................... 64,678 49,124 490,308

Cash and cash equivalents at end of the period ...................................... ¥49,124 ¥33,394 $333,307

(Note):

Cash and cash equivalents are comprised as follows:

Cash and deposits ......................................................................................... ¥49,247 ¥33,422 $333,586

Less-Time deposits with maturity over three months .................................... (123) (28) (279)

Cash and cash equivalents (Note 3 (16)) ...................................................... ¥49,124 ¥33,394 $333,307
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Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries

1. Basis of preparation of consolidated financial
statements
The accompanying consolidated financial statements of
Penta-Ocean Construction Co., Ltd. (the “Company”) and
consolidated subsidiaries are prepared on the basis of ac-
counting principles generally accepted in Japan, which are
different in certain respects as to the application and disclo-
sure requirements of International Financial Reporting
Standards, and are compiled from the consolidated financial
statements prepared by the Company as required by the
Financial Instruments and Exchange Law of Japan.

The accounting principles and practices adopted by the
overseas consolidated subsidiaries conform to those adopted
by the Company.

The figures in these financial statements are shown in U.S.
dollars at the conversion rate of U.S.$1=¥100.19, the ex-
change rate prevailing on March 31, 2008. This is solely for
the convenience of readers outside Japan and does not mean
that assets and liabilities originating in yen can be converted
into or settled in dollars at the above rate.

2. Consolidation
(1) Scope of consolidation and application of equity method
The Company has twenty-five subsidiaries and two affiliated
companies at March 31, 2008.

The Company consolidated all subsidiaries and applied the
equity method to all affiliated companies.

(2) Consolidation date
The balance sheet date of overseas subsidiaries other than
the Company, domestic subsidiaries and seven overseas
subsidiaries including Penta-Ocean Dredging Panama whose
balance sheet date is March 31, is December 31.

The Company compiled the consolidated financial state-
ments using the financial statements of each company’s
closing date, and adjustments were made for any material

difference incurred between the balance sheet date and the
consolidation date.

(3) Valuation of assets and liabilities of consolidated subsidiar-
ies
Assets and liabilities of subsidiaries are recorded at fair value
upon acquisition. The difference between fair value and book
value is allocated to Net assets excluding minority interests
and minority interests in proportion to their respective
shareholdings.

(4) Good will
Good will is amortized over five years by the straight-line
method.

3. Summary of significant accounting policies
(1) Conversion method of foreign currency transactions of the
Company and its domestic subsidiaries and affiliated compa-
nies
Transactions in foreign currencies are converted into yen at
the exchange rate prevailing at the time of the transactions.
Monetary receivables and payables denominated in foreign
currencies including foreign cash are converted into yen at
the exchange rate prevailing on the balance sheet date. Non-
monetary items denominated in foreign currencies are
converted into yen at the historical rate. Held-to-maturity
bonds denominated in foreign currencies are translated into
yen at the exchange rate prevailing on the balance sheet
date, securities for purpose of sales and investment securities
other than the above are converted into yen from the fair
value based on foreign currencies at the exchange rate
prevailing on the balance sheet date and stock of subsidiaries
and affiliated companies at the exchange rate prevailing at
the time of acquisition of the Company, and those are
written down, when declined remarkably. The valuation
amount of derivative financial instruments resulting from
derivative transaction denominated in foreign currencies are
translated at the exchange rate prevailing on the balance

sheet date based on the fair value or the actual value esti-
mated in foreign currencies excluding those applying hedge
accounting. Exchange gains or losses, realized or unrealized,
are included in current income.

(2) Conversion method of financial statements of overseas sub-
sidiaries stated in foreign currency
Financial statements stated in foreign currency are translated
into yen at the exchange rate prevailing on the balance sheet
date except for the components of Net assets which are
translated at the exchange rate prevailing at the time of
acquisition of the Company and at the historical rate to their
increase thereafter.
Exchange differences arising from conversion of balance sheet
accounts are stated as foreign currency translation adjustment
in Net assets.

(3) Recognition of contract revenue
The Company generally recognizes revenue upon the com-
pleted-contract method excluding the percentage of
completion (POC) method to recognize revenue derived from
large, long-term construction projects which conform to

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

26   Penta-Ocean Construction Co., Ltd.



certain specified terms. Advances received in excess of
revenue recognized based on POC method are shown as a
current liability. Cost of uncompleted contracts is included in
inventories.

(4) Investment securities
Held-to-maturity bonds are determined by the amortized cost
method.

Discounts and premiums are amortized by the straight-line
method.

Other securities with fair value are stated at fair value
based on the market price at the closing date. Valuation
differences are included in Net assets as valuation difference
on available-for-sale securities, and cost of sales are deter-
mined by the moving average method.

Other investment securities with no fair value are stated at
moving average cost.

(5) Derivative financial transactions
Derivative financial instruments are stated at fair value.

Hedge accounting is adopted for derivative financial
instruments which conform to requirements of hedge ac-
counting.

(6) Allowance for doubtful accounts
Allowance for doubtful accounts is accounted for using the
estimated doubtful account ratio determined based on the past
actual doubtful account losses to general credits and the indi-
vidual estimated amount to any specific uncollectible
receivables.

(7) Inventories
Inventories are stated at specific cost, except for raw materi-
als and supplies which are determined by the first-in first-out
method.

In the case that the net realizable value falls below the
acquisition cost at the end of the period, inventories except
for cost on uncompleted construction contracts are carried at
the net realizable value on the balance sheet.

(8) Property, plant and equipment
Property, plant and equipment are stated at cost and for the
Company and domestic subsidiaries depreciation is calculated
using the declining balance method, except for buildings (other
than equipment fixed inside buildings) acquired on and after
April 1, 1998, which are calculated by the straight-line method.
The straight-line method is applied to property, plant and
equipment of overseas subsidiaries.
(Change of accounting method)
The Company and domestic subsidiaries have changed their
depreciation method for fixed assets acquired on and after April
1, 2007 based on amendment in Corporation tax law.

As a result of this, operating income, ordinary income and

income before income taxes and minority interests decreased by
¥94 million.
(Additional information)
Pursuant to amendment in Corporation tax law, for fixed assets
acquired prior to March 31, 2007 and depreciated to 5 % of
acquisition cost, the Company and domestic subsidiaries depre-
ciated the remaining cost on a straight-line basis over five years
stipulated by the Corporation tax law.

As a result of this, operating income, ordinary income and
income before income taxes and minority interests decreased by
¥195 million.

(9) Research and development costs, and computer software
Research and development costs are charged to income as
incurred.

Computer software purchased for internal use is amortized
assuming no scrap value by the straight-line method over five
years, the estimated useful life.

(10) Accounting for finance lease
Finance lease transactions other than those which are
deemed to transfer the ownership of the assets to the les-
sees, are accounted for as operating leases.

(11) Provision for retirement benefits
The Company has a defined benefit pension plan and a
lump-sum severance indemnity plan and the domestic con-
solidated subsidiaries have a lump-sum severance indemnity
plan, as a retirement benefit plan. And further, in some cases,
a special additional retirement payment is made to employ-
ees.

In addition, the Company has established the financial
trust to cover retirement benefit obligations for employees.

The overseas consolidated subsidiaries do not have a
retirement benefit plan.

Provision for retirement benefits is provided for on an
accrual basis based on the estimated amounts of retirement
benefit obligations and pension fund assets at end of the
fiscal year.

Effects of the application of the new accounting standards
for retirement benefits are equally amortized over fifteen
years.

Prior service liabilities are recognized as an expense when
incurred.

Actuarial gains or losses are equally amortized by the
straight-line method over the average remaining employees’
service years, which should be within 10 years and its amorti-
zation starts in the next year of the respective accrual years.
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(12) Provision for loss on construction contracts
The Company provides provision for future losses from construc-
tion contracts outstanding at fiscal year-end.

(13) Provision for directors’ retirement benefits
Some subsidiaries provide provision for retirement pay equal
to the amount required if all directors and statutory auditors
retired on the balance sheet date.
(Additional information)
The Company terminated a retirement benefit plan for
directors including operating officers on June 28, 2007.

The amount granted prior to the termination date was
transferred to other noncurrent liabilities.

(14) Net income per share
Primary net income per share is calculated by the weighted
average number of outstanding common stocks during the
period.

Net income per share assuming full dilution is not pre-
sented because there were no potential stocks as of March
31, 2008.

(15) Cash and cash equivalents
Cash and cash equivalents in the statements of cash flows,
consist of cash, deposits which can be drawn out freely and
easily converted into cash and short-term investments which
have an original maturity of three months or less and are not
exposed to significant valuation risks.

(16) Hedge accounting
1) Derivative transactions are accounted for primarily using
deferral hedge accounting.

2) Hedge instruments and hedged items
Hedge instruments are interest rate swap agreements and
forward exchange contracts.

Hedged items are interest on bank loans and monetary
receivables and payables denominated in foreign currencies.

3) The Company enters into interest rate swap agreements
and forward exchange contracts to hedge risk from fluctua-
tions in interest rate and forward exchange rates,
respectively.

4) Control procedures for hedge transactions are executed
according to the Company’s Bylaw. The Examination Commit-
tee of Derivative Instruments and the Financial Division in the
Company periodically evaluates the effectiveness of hedging.

(17) Income taxes
The Company and consolidated domestic subsidiaries declare
corporation and other taxes on the basis of taxable income
calculated under the provisions of the Corporation Tax Law
and other tax regulations. Taxable income thus calculated is
different from earnings in the account book.

Japanese corporation and other taxes applicable to the
Company and consolidated domestic subsidiaries comprise
(a) corporation tax of 30.0 percent on taxable income, (b)
enterprise tax of 7.6 percent on taxable income after certain
adjustments, and (c) prefectural and municipal taxes averag-
ing 20.4 percent of corporation tax. When paid, enterprise
tax is deductible for income tax purposes.

Foreign subsidiaries declare income taxes at the rate
applicable in each country. Foreign tax credit related to the
amount of income taxes paid to foreign tax offices by the
Company directly or indirectly, is subject to certain limitations
in accordance with Japanese tax regulations.

4. Securities
The composition of securities as of March 31, 2007 and 2008
is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Securities due within one year:
Held-to-maturity bonds ........................................................................................ ¥   2 ¥   1 $    10
Investment trust bills ............................................................................................ 101 101 1,008

Total ........................................................................................................... ¥103 ¥102 $1,018

Investment in securities:
Held-to-maturity bonds ........................................................................................ ¥      67 ¥      68 $     679
Investment trust bills ............................................................................................ 270 135 1,347
Stocks .................................................................................................................. 21,341 13,811 137,848
Others .................................................................................................................. 202 450 4,492

Total ........................................................................................................... ¥21,808 ¥14,464 $144,366
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5. Pledged assets
(1) The following assets are pledged for fulfillment of
construction contracts at March 31, 2007 and 2008.

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Securities .............................................................................................................. ¥   2 ¥   1 $    10
Investment in securities ........................................................................................ 531 411 4,102

Total ........................................................................................................... ¥533 ¥412 $4,112

(2) The following assets were pledged to secure short-term
bank loans and long-term debt at March 31, 2007 and 2008.

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Land ..................................................................................................................... ¥  35 ¥  67 $  669
Building ................................................................................................................ 101 98 978

Total ........................................................................................................... ¥136 ¥165 $1,647

6. Short-term and long-term debt

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Long-term debt from banks and insurance companies maturing in 2013
(The weighted average interest rates is 3.09%.) ................................................. ¥ 78,248 ¥ 76,862 $ 767,162
Less: current portion of long-term debt .............................................................. (31,632) (30,952) (308,933)

Net ............................................................................................................. ¥ 41,616 ¥ 45,910 $ 458,229

The aggregate annual maturity of long-term debt after March
31, 2008 is as follows:

Thousands of
Millions of yen U.S. dollars

2008 2008

Years ending March 31,
2009 ................................................................................................................................. ¥30,952 $308,933
2010 ................................................................................................................................. 27,903 278,501
2011 ................................................................................................................................. 10,558 105,380
2012 ................................................................................................................................. 5,348 53,378
2013 and after that .......................................................................................................... 2,101 20,970

Total ........................................................................................................................ ¥76,862 $767,162

Short-term loans are represented primarily in the form of
overdraft facility notes. The weighted average interest rates for
the two fiscal years ended March 31, 2008 are 1.48% and

1.65%. Long-term loans as of March 31, 2007 and 2008 is
summarized as follows:
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10. Extraordinary loss
The composition of Extraordinary loss for the two years ended
March 31, 2008 is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Loss on prior period adjustment .......................................................................... ¥    148 ¥   451 $  4,501
Loss on sales of noncurrent assets ...................................................................... 32 — —
Loss on valuation of real estate for sale .............................................................. 7,956 — —
Impairment loss *1 .............................................................................................. 1,774 736 7,346
Loss on real estate development business ........................................................... 8,679 — —
Provision of allowance for doubtful accounts ..................................................... — 2,639 26,280
Other ................................................................................................................... 1,266 425 4,242

Total ........................................................................................................... ¥19,855 ¥4,245 $42,369

*1 The Company recognized loss on impairment for the following
group of assets in the current fiscal year ended March 31, 2008

7. Non-operating income
The composition of Non-operating income - other for the
two years ended March 31, 2008 is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Real estate rent .................................................................................................... ¥217 ¥199  $1,986
Equity in earnings of affiliates ............................................................................. 173 — —
Other ................................................................................................................... 347 256 2,555

Total ........................................................................................................... ¥737 ¥455 $4,541

8. Non-operating expenses
The composition of Non-operating expenses — other for the
two years ended March 31, 2008 is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Equity in losses of affiliates .................................................................................. ¥ — ¥ 7 $      70
Foreign exchange losses ...................................................................................... 423 1,316 13,135
Other ................................................................................................................... 610 481 4,801

Total ........................................................................................................... ¥1,033 ¥1,804 $18,006

9. Extraordinary gain
The composition of Extraordinary gain for the two years ended
March 31, 2008 is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Gain on prior period adjustment ......................................................................... ¥ 212 ¥ 195 $  1,946
Gain on sales of noncurrent assets ...................................................................... 224 140 1,397
Gain on securities contribution to employees’ retirement benefits trust ............. — 3,069 30,632
Gain on sales of investment securities ................................................................. 5,423 — —
Other ................................................................................................................... 28 72 719

Total ........................................................................................................... ¥5,887 ¥3,476 $34,694

Location Classification Impairment loss
Tohoku area Idle assets (1 object) Land ........................................¥24 million ($240 thousand)
Kanto area Common assets (1 object) Buildings ..................................¥249 million ($2,485 thousand)

Chugoku, Kyushu area
Idle assets (2 objects) Land and other ........................¥165 million ($1,647 thousand)
Sand production plant (1 object) Machinery and other ...............¥298 million ($2,974 thousand)

30   Penta-Ocean Construction Co., Ltd.



11. Research and development costs
Research and development costs charged to income for the two
fiscal years ended March 31, 2008 are ¥1,371 million and

12. Summary of finance lease transactions
The Company has entered into finance lease contracts. They
are summarized as follows:

(1) Estimated acquisition costs, accumulated depreciation and
estimated value of assets leased by the Company are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Estimated acquisition costs
Equipment ........................................................................................................ ¥262 ¥339 $3,384
Vehicles ............................................................................................................ 61 53 529

323 392 3,913
Less: accumulated depriciation ............................................................................ (233) (250) (2,495)
Less: accumulated impairment loss ...................................................................... — (25) (250)
Estimated value .................................................................................................... ¥  90 ¥117  $1,168

(2) Future lease payments and accumulated impairment loss on
leased assets as of March 31, 2007 and 2008 are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Within one year ................................................................................................... ¥44 ¥  52  $   519
Over one year ...................................................................................................... 50 82 818

Total ........................................................................................................... ¥94 ¥134 $1,337

Accumulated impairment loss on leased assets ................................................... ¥— ¥  14 $   140

¥927million (U.S. $9,252thousand), respectively.

The Company and consolidated subsidiaries classified the
fixed assets by business control unit such as company, branch
office, and business line, which controls its revenue and
expenditure continuously.

Book values of above assets were written down to recover-
able amounts with following reasons.

The Assets previously being classified as common assets
such as land for site office, welfare facilities were written
down due to assets being changed to idling status from this
Financial Year and also no utilization plan exists for the
future, or due to decision to sell the assets and no alternative

investment plan exists.
The sand production plant was written down due to

decision to stop sand product operation.
The impairment loss (¥736 million (U.S.$7,346 thousand))

has been accounted for as the extraordinary loss.
The recoverable amounts related to the idle assets and

common assets were measured by net realizable amounts
based on the estimated contract amounts or the land value
assessed for tax purposes. Net realizable value related to the
sand production plant were assessed to be zero.

(3) Lease payments, reversal of accumulated impairment loss on
leased assets, depreciation equivalents, interest expenses equiva-
lents and impairment loss for the years ended March 31, 2007
and 2008:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Lease payments ................................................................................................... ¥104 ¥62 $619
Reversal of accumulated impairment loss on leased assets ................................. — 11 110
Depreciation equivalents ...................................................................................... 89 57 569
Interest expense equivalents ................................................................................ 3 3 30
Impairment loss ................................................................................................... — 25 250
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15. Tax effect accounting
1. The significant components of deferred tax assets and
liabilities are summarized as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Deferred tax assets
Net operating loss carried forward ...................................................................... ¥  4,132 ¥  9,292 $  92,744
Loss on valuation of real estate for sale .............................................................. 7,917 4,902 48,927
Allowance for doubtful accounts ......................................................................... 1,993 1,792 17,886
Employees’ retirement benefits trust ................................................................... 1,133 1,664 16,609
Provision for bonuses ........................................................................................... 709 685 6,837
Impairment loss ................................................................................................... 509 528 5,270
Provision for retirement benefits ......................................................................... 2,525 307 3,064
Other ................................................................................................................... 2,939 2,893 28,875

Total: deferred tax assets ........................................................................... 21,857 22,063 220,212
Less : valuation allowance .......................................................................... (2,244) (3,387) (33,806)
Deferred tax assets ..................................................................................... ¥19,613 ¥18,676 $186,406

Deferred tax liabilities
Valuation difference on available-for-sale securities ............................................ ¥ (2,763) ¥      — $        —
Reduction for amendment of allowance for doubtful accounts .......................... (22) (17) (170)
Other ................................................................................................................... (58) (43) (429)

Total: deferred tax liabilities ....................................................................... (2,843) (60) (599)
Net: deferred tax assets ............................................................................. ¥16,770 ¥18,616 $185,807

14. Commitments and contingent liabilities
As of March 31, 2008, the Company has liabilities for guarantee
to bank loans made by customers amounting to ¥1,785 million
(U.S. $17,816 thousand).

The Company also has the guarantee amounting to ¥430
million (U.S. $4,292 thousand) to purchasers concerning depos-

13. Derivative financial transactions
(1) Matters concerning derivative financial transactions
The Company and its consolidated subsidiaries have entered into
interest rate swap agreements and forward exchange contracts
only for hedging risks from fluctuation in interest rates and foreign
exchange rates, not for speculative purposes.

The derivative financial transactions are mainly performed by
the Company, and have been made in accordance with the

Bylaw, which clearly describes purposes, execution and control
for transaction.

(2) Matters concerning fair value
Hedge accounting is applied for all derivative financial transac-
tions for the year ended March 31, 2007 and 2008 and
accordingly fair value information is waived.

its for purchase of the condominium apartments.
The Company has agreements on commitment line with 31
banks totaling ¥35,000 million for the purpose of flexible
financing. There is no amount of loans using the line as of
March 31, 2008.

(3) Lease payments, reversal of accumulated impairment loss on
leased assets, depreciation equivalents, interest expenses equiva-
lents and impairment loss for the years ended March 31, 2007
and 2008

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

Lease payments ................................................................................................... ¥104 ¥62 $619
Reversal of accumulated impairment loss on leased assets ................................. — 11 110
Depreciation equivalents ...................................................................................... 89 57 569
Interest expense equivalents ................................................................................ 3 3 30
Impairment loss ................................................................................................... — 25 250

2. The principal details of the material differences between the
statutory effective tax rate and the actual burden tax rate after
application of tax-effect accounting

For the year ended March 31, 2008, a reconciliation is not
disclosed because the difference is less than 5% of the normal
effective statutory tax rate (40.69%).
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16. Consumption tax
Consumption tax is usually levied at the rate of 5 percent on all
transactions in connection with sales and purchases, except for
tax-free transactions. Consumption tax is eliminated from sales

and purchases stated in the statements of income.

17. Net assets
(1) Legal retained earnings and legal capital surplus
The Japanese Corporate Law requires to provide a legal retained
earnings equal to 10 percent of cash out flow, that is, payment
of dividends approved by the Shareholders’ meeting every fiscal
years, until the total amounts of legal retained earnings plus
legal capital surplus or either of them reach 25 percent of
common stock.

In the consolidated financial statements, those are included in
retained earnings and capital surplus, respectively.

(2) Revaluation reserve for land
The Company revaluated lands used for business purposes on
March 31, 2000 based on the Law concerning Land Revaluation
(Law No.34, promulgated on March 31, 1998) and on the
partial revision of the Law concerning Land Revaluation (Law
No.24, promulgated on March 31, 1999). Relating to revalua-
tion excess, the amounts corresponding to deferred tax on the
tax effect accounting are accounted for as a long-term deferred
tax liabilities and its remains are accounted for as revaluation
reserve for land constituting net assets.

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

The difference between the appraisal value of land at end of the current
  fiscal year and the book value ............................................................................... ¥(12,314) ¥(12,271) $(122,477)

Fair values were determined on the basis of Article 2 No.4 and
5 of an Enforcement ordinance No.119 of the Law concerning
Land Revaluation promulgated on March 31, 1998.

(3) Valuation difference on availabe-for-sale securities
Valuation difference on availabe-for-sale securities is based on
the difference between fair market value and book value at

March 31. This amounted to ¥ 1,973 million (U.S. $ 19,693
thousand) loss as of March 31, 2008.

(4) Restriction of dividends
It is regulated by the Japanese Corporate Law that the unreal-
ized valuation difference from assets evaluated by fair value is
not available for payment of dividends.

18. Authorized shares
The Articles of Incorporation provides that if retirement of shares
is carried out, the corresponding number of shares must be

deducted from authorized shares.
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19. Retirement benefits
I. Retirement benefit obligations

Thousands of
Millions of yen U.S. dollars

2007 2008 2008

a. Retirement benefit obligations ........................................................................... ¥(36,223)  ¥(34,260)  $(341,951)
b. Pension fund assets ........................................................................................... 18,740 20,948 209,083
c. Unfunded retirement benefit obligations ........................................................... (17,482) (13,312) (132,868)
d. Amortization term of effects of the application of the new

accounting standards for retirement benefits .................................................... 10,414 9,112 90,947
e. Unrecognized actuarial gain or loss .................................................................... 859 3,443 34,365
f. Net retirement benefit obligations ..................................................................... (6,210) (757) (7,556)
g. Prepaid pension cost .......................................................................................... 367 352 3,513
h. Provision for retirement benefits ........................................................................ ¥(6,577) ¥(1,109) $(11,069)

II. Retirement benefit costs
Thousands of

Millions of yen U.S. dollars

2007 2008 2008

a. Service costs ....................................................................................................... ¥1,333 ¥1,284 $12,816
b. Interest costs ...................................................................................................... 686 715 7,136
c. Expected return on pension fund assets ............................................................ (590) (655) (6,538)
d. Amortization term of effects of the application of the new

accounting standards for retirement benefits .................................................... 1,302 1,302 12,995
e. Amortization of actuarial gain or loss ................................................................ 476 490 4,891
f. Recognition of prior service liabilities ................................................................. — 117 1,168
g. Retirement benefit costs ..................................................................................... ¥3,207  ¥3,253 $32,468

III. Calculation basis of retirement benefit obligations, etc.
a. Recognition method of the projected retirements benefit obligations ..................... Straight-line method
b. Discount rate ....................................................................................................... 2.00%
c. Expected return rate on pension fund assets ......................................................... 3.50%
d. Recognition term of prior service liabilities ............................................................. Fully recognized as incurred

e. Amortization term of actuarial gain or loss ............................................................ Actuarial gains or losses are amortized by the straight-line method
over the average remaining employees’ service years from the next
year of the respective accrual years (almost 10 years)

f. Amortization term of effects of the application of the
new accounting standards for retirement benefits ................................................. 15 years
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Millions of yen

Development Eliminations
Year ended March 31, 2008 Construction business Others Total and/or addition Consolidated

Net sales:
Customers ................................ ¥337,476 ¥  4,436 ¥10,897 ¥352,809 ¥       — ¥352,809

Internal sales or transfer ................ 68 189 7,441 7,698 (7,698) —
Total ............................... 337,544 4,625 18,338 360,507 (7,698) 352,809

Operating expenses ....................... 329,574 4,996 17,133 351,703 (7,734) 343,969
Operating income (loss) ................. 7,970 (371) 1,205 8,804 36 8,840

Assets ........................................... 262,035 23,171 21,911 307,117 33,116 340,233
Depreciation ................................. 2,527 23 1,940 4,490 (34) 4,456
Impairment loss ............................ 438 — 298 736 — 736
Capital expenditures ...................... 1,538 — 576 2,114 — 2,114

Thousands of U.S. dollars

Development Eliminations
Year ended March 31, 2008 Construction business Others Total and/or addition Consolidated

Net sales:
Customers ................................ $3,368,360 $  44,276 $108,763 $3,521,399 $         — $3,521,399

Internal sales or transfer ................ 679 1,886 74,269 76,834 (76,834) —
Total ............................... 3,369,039 46,162 183,032 3,598,233 (76,834) 3,521,399

Operating expenses. ...................... 3,289,490 49,865 171,005 3,510,360 (77,193) 3,433,167
Operating income (loss) ................. 79,549 (3,703) 12,027 87,873 359 88,232

Assets ........................................... 2,615,381 231,271 218,694 3,065,346 330,532 3,395,878
Depreciation ................................. 25,222 230 19,363 44,815 (340) 44,475
Impairment loss ............................ 4,372 — 2,974 7,346 — 7,346
Capital expenditures ...................... 15,351  — 5,749 21,100  — 21,100

20. Segment information
(1) Business segment

Business segment is primarily composed of the followings:
Construction .............................................. Civil engineering, construction, etc.
Real estate development ............................. Sale or rental of real estate
Other ......................................................... Sale of construction materials, shipbuilding, etc.

Millions of yen

Development Eliminations
Year ended March 31, 2007 Construction business Others Total and/or addition Consolidated

Net sales:
Customers ................................ ¥311,389 ¥  1,447 ¥10,429 ¥323,265 ¥       — ¥323,265
Internal sales or transfer .............  — 262 8,378 8,640 (8,640)  —

Total ............................... 311,389 1,709 18,807 331,905 (8,640) 323,265
Operating expenses ....................... 307,334 1,671 18,218 327,223 (8,602) 318,621
Operating income ......................... 4,055 38 589 4,682 (38) 4,644

Assets ........................................... 239,041 31,706 21,830 292,577 62,492 355,069
Depreciation ................................. 2,100 30 2,058 4,188 (22) 4,166
Impairment loss ............................ — — 1,774 1,774 — 1,774
Capital expenditures ...................... 2,257 23 459 2,739 (44) 2,695

All operating expenses are allocated to the respective segments.
Assets which could not be allocated relate to the general admin-

istration division in the head office of the Company and subsidiaries
and amount to ¥63,959 million at March 31, 2007 and ¥33,581

million (U.S. $335,173 thousand) at March 31, 2008.
These principally consisted of cash and time deposits, securities,

investment in securities and sundry assets.
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Millions of yen

Eliminations
Year ended March 31, 2007 Japan Southeast Asia Others Total and/or addition Consolidated

Net sales:
Customers ................................ ¥269,725 ¥46,624 ¥  6,916 ¥323,265 ¥       — ¥323,265
Internal sales or transfer ............. — — — — — —

Total ............................... 269,725 46,624 6,916 323,265 — 323,265
Operating expenses ....................... 264,318 47,702 6,601 318,621 — 318,621
Operating income ......................... 5,407 (1,078) 315 4,644 — 4,644

Assets ........................................... 242,823 35,742 12,545 291,110 63,959 355,069

Millions of yen

Eliminations
Year ended March 31, 2008 Japan Southeast Asia Others Total and/or addition Consolidated

Net sales:
Customers ................................ ¥297,863 ¥45,654 ¥  9,292 ¥352,809 ¥       — ¥352,809
Internal sales or transfer ............. — — — — — —

Total ............................... 297,863 45,654 9,292 352,809 — 352,809
Operating expenses ....................... 290,444 44,386 9,149 343,979 (10) 343,969
Operating income ......................... 7,419 1,268 143 8,830 10 8,840

Assets ........................................... 255,671 38,776 12,216 306,663 33,570 340,233

Thousands of U.S. dollars

Eliminations
Year ended March 31, 2008 Japan Southeast Asia Others Total and/or addition Consolidated

Net sales:
Customers ................................ $2,972,981 $455,674 $  92,744 $3,521,399 $         — $3,521,399
Internal sales or transfer ............. — — — — — —

Total ............................... 2,972,981 455,674 92,744 3,521,399 — 3,521,399
Operating expenses ....................... 2,898,932 443,018 91,317 3,433,267 (100) 3,433,167
Operating income ......................... 74,049 12,656 1,427 88,132 100 88,232

Assets ........................................... 2,551,861 387,025 121,928 3,060,814 335,064 3,395,878

(2) Geographic segment
Geographic segment is primarily composed of the followings:

Japan
Southeast Asia ........................................... Singapore, Hong Kong and Vietnam
Others ....................................................... Sri Lanka, Bulgaria and Romania

All operating expenses are allocated to the respective segments.
Assets which could not be allocated relate to the general admin-

istration division in the head office of the Company and subsidiaries
and amount to ¥63,959 million at March 31, 2007 and ¥33,581

million (U.S. $335,173 thousand) at March 31, 2008.
These principally consisted of cash and time deposits, securities,

investment in securities and sundry assets.
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(3) Overseas sales

Millions of yen

For the year ended March 31, 2007 Southeast Asia Others Total

Overseas sales ....................................................................................................... ¥46,624 ¥6,916 ¥  53,540

Consolidated sales ................................................................................................ ¥345,266

The proportion of overseas sales to consolidated sales ............................................ 14.4% 2.1% 16.6%

Millions of yen

For the year ended March 31, 2008 Southeast Asia Others Total

Overseas sales ....................................................................................................... ¥45,654 ¥9,292 ¥  54,946

Consolidated sales ................................................................................................ ¥352,809

The proportion of overseas sales to consolidated sales ............................................ 12.9% 2.6% 15.6%

Thousands of U.S. dollars

For the year ended March 31, 2008 Southeast Asia Others Total

Overseas sales ....................................................................................................... $455,674 $92,744 $   548,418

Consolidated sales ................................................................................................ $3,521,399

The proportion of overseas sales to consolidated sales ............................................ 12.9% 2.6% 15.6%

Segments of countries or areas are set up on the basis of
geographical closeness.

Principal countries and areas included in each category.
— Southeast Asia: Singapore, Hong Kong and Vietnam

— Others: U.A.E and Sri Lanka

21. Related party transactions

For the year ended March 31, 2007

None

For the year ended March 31, 2008

None

22. Amounts per share
1. Per share information is summarized as follows:

Yen U.S. dollars

2007 2008 2008

Net assets per share ............................................................................................... ¥117.18 ¥219.19 $2.19
Net income (loss) per share .................................................................................... (11.92) 10.46 0.10
Diluted net income per share ................................................................................. — — —

2. For the year ended March 31, 2007, diluted net income per
share is not disclosed, because the dilutive potential of shares
of common stock is none and net loss per share is recorded.

For the year ended March 31, 2008, diluted net income per
share is not disclosed, because the dilutive potential of shares
of common stock is none.

3. The Company’s Board of Directors resolved to revise the
articles of incorporation to provide for a reverse stock split
and change of unit of shares system on May 18, 2007. This

resolution was approved by the general shareholders at the
meeting held on June 28, 2007.
(1) Summary of reserve stock split
a. Method of reverse stock split

Each two shares are combined to one share for all issued
common stock.

b. Per share date assuming a reverse stock split had been
made at the beginning of fiscal year 2007 is as follows:

Yen U.S. dollars

2007 2007

Net assets per share ......................................................................................................... ¥234.35 $ 1.99
Net income (loss) per share .............................................................................................. (23.84) (0.20)
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Report of Independent Auditor

The Board of Directors

PENTA-OCEAN CONSTRUCTION CO., LTD.

We have audited the accompanying consolidated balance sheets of PENTA-OCEAN CONSTRUCTION CO., LTD. and

consolidated subsidiaries as of March 31, 2007 and 2008, and the related consolidated statements of operations,

changes in net assets, and cash flows for the years then ended, all expressed in yen. These financial statements are

the responsibility of the Company’s management. Our responsibility is to express an opinion on these 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 presentation. We

believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the

consolidated financial position of PENTA-OCEAN CONSTRUCTION CO., LTD. and consolidated subsidiaries at March

31, 2007 and 2008, and the consolidated results of their operations and their cash flows for the years then ended

in conformity with accounting principles generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended

March 31, 2008 are presented solely for convenience. Our audit also included the translation of yen amounts into

U.S. dollar amounts and, in our opinion, such translation has been made on the basis described in Note 1 to the

consolidated financial statements.

June 27, 2008

ERNST & YOUNG SHINNIHON
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