Five-year Summary of Selected Financial Data

NTN Corporation and Consolidated Subsidiaries
Years ended March 31

(Millions of yen except per share amount ) (Thousands of
U.S. dollars
except per
share amount )
2004 2003 2002 2001 2000 2004
FOR THE YEAR DATA
Net sales .....c..vvveeeeieiiieece ¥ 357,394 ¥342,745  ¥324,339 ¥ 340,551 ¥ 326,474 $ 3,381,531
Operating inCoOMe .........ccoovviiiiiiieiais 24,709 20,785 8,140 14,335 9,675 233,787
Income (loss) before income taxes* ...... 18,181 6,198 (701) 6,888 (41,822) 172,022
Net income (I0SS) ......ooovviveiiiiiiieiieeie, 11,032 2,657 (132) 4,289 (24,677) 104,381
Capital expenditures...........cccc.ccceevveeen. 38,092 25,264 21,088 24,123 26,013 360,413
Depreciation .........ccccoovviiiiiieiiie 23,979 23,838 24,400 23,402 24,122 226,880
R&D expenditures............ccccvveeeeeneeennn. 13,543 12,255 11,706 10,618 9,779 128,139
AT YEAR-END DATA
Total @ssets .....ooovvuvieeieeiiicie e ¥ 460,341 ¥ 467,198 ¥ 462,895 ¥ 478,945 ¥ 494,677 $ 4,355,578
Shareholders’ equity ..........cccceeeveinienn. 142,487 134,928 138,532 138,625 143,874 1,348,160
Number of employees .........ccccccceeeeninn 11,885 11,810 11,989 12,619 12,770 11,885
PER SHARE DATA
Shareholders’ equity ..........cccceeiveinienn. ¥ 308.27 ¥ 291.82 ¥ 299.27 ¥ 299.44 ¥ 310.77 $2.92
Net income (loss)
—BasiC .o 23.54 5.70 (0.29) 9.26 (53.30) 0.22
=Diluted e 21.87 5.51 - 8.78 - 0.21
Cash dividends ........c.oooooiiiiiiii 5.50 5.00 5.50 6.00 6.50 0.05
OTHER INFORMATION
Net income (loss)/Total assets (ROA) ..... 2.4% 0.6% (0.03%) 0.9% (5.0%) 2.4%
Net income (loss)/Shareholders’ equity (ROE) 8.0% 1.9% (0.1%) 3.0% (15.6%) 8.0%
Shareholders’ equity ratio.................... 31.0% 28.9% 29.9% 28.9% 29.1% 31.0%
* Income (loss) before income taxes and minority interests
Millions of yen Thousands of
U.S. dollars
2004 2003 2002 2001 2000 2004
SEGMENT INFORMATION
By business
Bearings .......coovcviiiiiii ¥ 228,615 ¥ 220,685 ¥ 215,558 ¥ 230,017 ¥ 224,819 $2,163,071
CVIS o 102,959 98,875 86,785 86,318 81,382 974,160
Precision equipment .............coooeiie 25,820 23,185 21,996 24,216 20,273 244,299
By region
JAPAN ¥ 176,202 ¥ 170,010 ¥ 169,080 ¥195,134 ¥183,936 $ 1,667,159
North America......cccovvveeieiiiiiiiiiceee 86,084 92,696 87,774 85,925 86,399 814,495
EUIOPE ... 58,243 47,871 38,748 30,449 27,602 551,074
Asia and other areas...........ccoooooevnnn.. 36,865 32,168 28,737 29,043 28,537 348,803

Notes: 1)U.S. dollar amounts have been translated from yen, for convenience only, using the approximate exchange rate at March 31, 2004, which was

U.S.$1=¥105.69.
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Scope of Consolidation

As of March 31, 2004, NTN had 32 consolidated subsidiaries, including 9 domestic
and 23 overseas subsidiaries. There were a total of five affiliates (overseas) that were
accounted for by the equity method. The following were the changes in the scope of
consolidation for the fiscal year under review.
Consolidated (1 company added):
NTK Precision Axle Corp. (newly established)
(2 companies added)
Beijing NTN-Seohan Driveshaft Co., Ltd. (newly established)
Asahi Forge of America Corp. (new investment)
(1 company removed)
Société Nouvelle de Transmissions du Mans (Sold)

Equity method

Sales and Income

m Sales Performance

Consolidated net sales for the fiscal year ended March 31, 2004 amounted to
¥357,394 million, increasing ¥14,649 million, or 4.3% from the previous fiscal year.
Consolidated net sales increase would have been to ¥16,928 million, excluding
¥2,279 million currency impact. Overseas sales totaled ¥181,192 million, rising ¥8,457
million, or 4.9% year-on-year. Overall, overseas sales contributed 50.7% of net sales,
edging up 0.3% from the prior fiscal year. Overseas sales contributions by region were
North America, 24.1%; Europe, 16.3%; and Asia and others, 10.3%.

Sales by Business Segment

Regarding bearing business in Japan, sales for general machinery industry and for
distributors increased, while automotive business also remained solid. Sales also
increased to auto manufacturers in Europe, China, and the ASEAN countries. On the
other hand, in North America, in addition to the impact of currency adjustments due
to the weakening of the dollar, sales to the general machinery industry and distribu-
tors declined. Overall, however, sales of bearings increased ¥7,930 million, or 3.6%,
to ¥228,615 million.

Constant-velocity joint (CVJ) sales rose ¥4,084 million, or 4.1%, to ¥102,959 million.
Against the backdrop of the impact of currency adjustments due to the weakening of
the dollar and price declines caused by intensified competition, sales struggled in
Japan and North America. In Europe, however, sales to Renault increased substantially
and the start up of mass-production by Guangzhou NTN-Yulon Drivetrain Co., Ltd., in
China also contributed to the overall growth in CVJ sales.

Sales in the precision equipment segment were boosted by an increase in sales of
liquid crystal repair devices and other systems. Sales climbed ¥2,635 million, or
11.4%, to ¥25,820 million.

Sales by Region

In Japan, sales for general machinery such as construction machinery and machine
tools increased, as did sales to distributors. Among automotive products, sale of CVJs
showed sluggish growth, but bearing sales were robust. As a result, overall sales in
Japan advanced ¥6,192 million, or 3.6%, to ¥176,202 million.

There was a recovery in the North American automobile market in the second half,
but sales to general machinery industry and distributors were flat. In addition, the
negative impact of the weakening U.S. dollar was a significant factor in the ¥6,612
million, or 7.1%, decline in North American sales, to ¥86,084 million.
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European sales jumped ¥10,372 million, or 21.7%, to ¥58,243 million. The increase
could be attributed to the appreciation of the Euro, a substantial increase in sales of
CVlJs, and solid sales of bearings to auto manufacturers.

In Asia and other areas, sales to auto manufacturers in ASEAN countries continued to
be robust and the start up of mass-production by NTN-Nidec (Zhejiang) Corp. in
China also contributed to sales growth. Overall sales in Asia and other areas rose
¥4,697 million, or 14.6%, to ¥36,865 million.

Cost of Sales and Selling, General and Administrative Ex-

penses
Cost of sales amounted to ¥282,594 million, and the percentage of cost to overall
sales improved 0.5% to 79.1%. This improvement was principally achieved through
revisions in vendor prices and lower variable costs due reorganizing and consolidating
suppliers, improvement in VA/VE and personnel expenses reduction (achieved
through the implementation of an early retirement program and productivity gains).
These areas, which were specifically targeted under the Company’s business struc-
tural reform programs, NEW Plan21, contributed to overall cost reductions.

Selling, general, and administrative expenses amounted to ¥50,091 million, and the
percentage of cost to overall sales improved 0.3% to 14.0%. The improvement can
be attributed to reduced personnel and other costs due to NEW Plan 21.

Income
Operating income climbed ¥3,924 million, or 18.9%, compared with the previous
fiscal year, to ¥24,709 million. Operating margin edged up 0.8%, to 6.9% due to
improvements in the ratios of selling, general and administrative expenses and cost of
sales to net sales.

Other non-operating income and expenses amounted to a net expense of ¥6,528
million. Non-operating income totaled ¥863 million and included ¥569 million in
equity in earnings of affiliates and ¥294 million in interest and dividend income. Non-
operating expenses totaled ¥7,391 million. Among the major expense items were a
¥2,792 million interest paid, a ¥2,596 million in restructuring costs that included a
¥2,119 million loss on reorganization of production at a U.S subsidiary and a ¥477
million subsidiary reconciliation loss. In addition, interest paid, net of interest and
dividends received, decreased ¥369 million. In the previous fiscal year, other non-
operating income and expenses amounted to a net expense of ¥14,587 million due
to a ¥14,485 million gain on return of substitutional portion of employees’ Welfare
Pension Fund Plan, ¥11,399 million in restructuring costs that included a ¥10,988
million provision of a reserve for the employees’ early retirement program, a ¥411
million loss on the liquidation of a subsidiary, a ¥5,944 million for reserve provision
for product defect compensation, and a ¥2,564 million loss on devaluation of
investments in securities. In comparison, therefore, other non-operating income and
expenses increased by ¥8,059 million during fiscal year 2003.

As a result, the Company reported income before income taxes and minority interests
of ¥18,181 million, up ¥11,983 million from the previous year. Consolidated net
income amounted to ¥11,032 million, increasing ¥8,375 million year-on-year. Net
income per share for the fiscal year was ¥23.54 and cash dividends of ¥5.50 per
share were declared.
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2004

R&D and Capital Expenditures

Research and Development

In line with its NEW Plan 21, the Company concentrated its business resources on
strategic products—including CVJs, axle units, needle roller bearings, precision
bearings, aerospace bearings, and automobile clutches—during fiscal 2003. In
addition, the Company worked to shorten development times by pursuing an R&D
structure that operates around the clock. Reflecting these efforts, R&D expenditures
for the fiscal year increased ¥1,287 million, or 10.5%, to ¥13,543 million, represent-
ing 3.8% of consolidated net sales. The breakdown of R&D expenses by business
segment was ¥7,688 million for bearings, up ¥777 million year-on-year; ¥4,760
million for CVJs, up ¥555 million; and ¥1,094 million for precision equipment, down
¥45 million from the prior fiscal year.

Capital Expenditures

Capital expenditures for the fiscal year were primarily focused on increasing produc-
tion capacity, implementing labor savings and rationalization, maintaining and
upgrading present facilities, enhancing the safety of those facilities, and new product
R&D. In total, capital expenditures increased ¥12,828 million, or 50.8%, from the
prior fiscal year to ¥38,092 million.

A total of ¥23,601 million was invested in the bearing segment, an increase of
¥9,046 million from the previous fiscal year. Expenditures were made for the expan-
sion of hub bearing manufacturing facilities at American NTN Bearing Mfg. Corp. and
for buildings, plant, and equipment at NTN-Nidec (Zhejiang) Corp. and Shanghai NTN
Corp. Facilities at the parent company’s Iwata Works’ Needle Roller Bearing Plant and
Kuwana Works also received investment.

In the CVJ segment, the Company increased its capital expenditures by ¥3,383
million, to ¥13,629 million. Major allocations included the expansion of manufactur-
ing facilities at NTN Transmissions Europe and NTN Driveshaft, Inc. as well as facilities
at the CVJ plants at NTN's lwata Works.

Capital investment in precision equipment amounted to ¥861 million, up ¥399
million from the prior fiscal year. Funds were principally invested in manufacturing-
related areas at the Company’s Nagano Works.

All expenditures were funded with internally generated funds. Depreciation in the
fiscal year under review amounted to ¥23,979 million, up ¥141 million year-on-year.

Financial Position and Cash Flows

Financial Position

As of March 31, 2004, total assets amounted to ¥460,341 million, dropping ¥6,857
million from the previous year. The turnover ratio of total assets rose slightly from the
previous fiscal year, increasing 0.05, to 0.78.

Total current assets at year-end amounted to ¥235,071 million, decreasing ¥11,369
million. Significant year-on-year changes are as follows: Inventories, for which cost
reduction measures are proceeding with high priority, declined ¥9,164 million.
Excluding the effect of ¥2,168 million in currency translations, inventory fell ¥6,995
million on a real basis. Cash and cash equivalents decreased ¥8,082 million, while
notes and accounts receivable increased ¥4,734 million, reflecting sales growth. The
inventory turnover ratio for the year improved 0.58 from the previous year to 4.28.
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Current liabilities at year-end were ¥169,685 million, decreasing ¥67,619 million.
Major changes included a ¥50,000 million decrease in the current portion of unse-

cured bonds and a ¥10,988 million decrease in reserve for employees’ early retire- g}n{ﬁ?;?g;)es (Times)
ment program, which was implemented in May 2003. As a result, net working 200 43 4
capital, excluding the current portion of long-term debt, increased ¥6,250 million to

¥65,386 million, and the liquidity ratio, excluding the current portion of long-term 3, 33 37

debt, increased 6.9% from the previous year to 138.5%. 150 3.0 3

Interest-bearing debt increased ¥2,645 million during the fiscal year. Excluding the
effect of ¥4,575 million in currency translation adjustments, interest-bearing debt 100 2
actually expanded ¥7,220 million. During the fiscal year, the Company redeemed a
¥50,000 million straight bond and made a ¥30,000 million straight bond issue and a

¥30,000 million Euro Yen Zero Coupon Convertible Bonds issue. The Company plans 2 = & & & N L
to apply these funds to capital investments in preparation for increased production in
the current fiscal year and beyond. The interest-bearing debt-to-total assets ratio rose

0

1.0%, to 35.6%. 2000 2001 2002 2003 2004
Inventories

. i o . Inventory turnover

During the fiscal year, shareholders’ equity increased ¥7,559 million, to ¥142,487 Year ended March 31

million. Major items included a ¥8,610 million advance in retained earnings, a ¥4,102 .

million increase in net unrealized holding gains on securities, and a ¥5,074 million !Qﬁfniifty'egea""g debt

decline in translation adjustments. The shareholders’ equity ratio rose 2.1% from the 200

previous fiscal year, to 31.0%. The shareholders’ equity ratio on a market value basis
was 52.8%, climbing 6.3% from the prior fiscal year. Based on shares outstanding at
the end of the fiscal year, shareholders’ equity per share amounted to ¥308.27, an 150|
increase of ¥16.45 per share year-on-year.

Note: Shareholders’ equity ratio on a market value basis = market value of shares/total assets 0f o B

Cash Flows S = &8 & &8 B

For the fiscal year ended March 2004, net cash provided by operating activities
amounted to ¥21,142 million, decreasing ¥27,279 million from the previous fiscal o
year. This decline can be mainly attributed to a special charge of ¥20,446 million in 2000 2001 2002 2003 2004
severance payments under the early retirement program. Year ended March 31

From this net cash, the Company made expenditures of ¥36,414 million in payments
for property, plant and equipment among net cash used in investing activities totaling
¥34,990 million, which were up ¥10,903 million year-on-year. In financing activities,
the Company made bond redemptions totaling ¥50,000 million and earned ¥59,758
million in proceeds from bond issues. Net cash used in financing activities, therefore,
amounted to ¥6,044 million, up ¥15,969 million from the previous fiscal year.

Currency adjustments reduced cash and cash equivalents by ¥328 million. As a result,
cash and cash equivalents at end of the year totaled ¥42,158 million, down ¥8,082
million, from the prior fiscal year.

Excluding the severance payments under the early retirement program, net cash
provided by operating activities was ¥41,588 million and net cash used in investing
activities was ¥34,990 million. The difference—free cash flow—amounted to ¥6,598
million. In addition, excluding the severance payments under the early retirement
program, the proportion of net cash provided by operating activities to net sales was
11.6%, declining 2.5% from the previous fiscal year.
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Consolidated Balance Sheets

NTN Corporation and Consolidated Subsidiaries
March 31, 2004 and 2003

2004 2003 2004
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Assets
Current assets:
Cash and cash equivalents (NOte 3) .........cccceevvveveeeiiiceee, ¥ 42,158 50,240 $ 398,884
Short-term investments ... 66 256 624
Trade receivables:
NOTES oL 18,568 17,843 175,684
ACCOUNTS ... 72,864 68,859 689,412
Allowance for doubtful accounts ..., (399) (403) (3,775)
91,033 86,299 861,321
INVENtONES (NOTE 4) ..o 83,565 92,729 790,661
Deferred income taxes (NOte 14) .......ooveeeeeeeeeeeeeeeeeeeeeeeeeee 7,850 9,961 74,274
Other CUMeNt @SSetS ....cooivime e 10,399 6,955 98,392
Total CUITENT @SSETS ..o 235,071 246,440 2,224,156
Property, plant and equipment (Note 5):
AN 23,792 22,095 225,111
Buildings and StruCtures ...........coooveiiiiiiie e 109,756 109,091 1,038,471
Machinery, equipment and vehicles............cccccoviiiiiiiiiiis 427,992 429,469 4,049,503
CONSErUCTION 1N PrOGIESS ..eeiveeieeiiiie e 13,877 8,299 131,299
575,417 568,954 5,444,384
Less accumulated depreciation .............cooooveiiieiiiiiiiieee (394,283) (393,036) (3,730,561)
Property, plant and equipment, Net........cccooiiiiiiiiiii 181,134 175,918 1,713,823
Investments and other assets:
Investment securities (NOTE 3) ....ovveeeeeeeeeee e 14,317 8,926 135,462
Investments in unconsolidated subsidiaries and affiliates.......... 7.434 7,928 70,338
Deferred income taxes (NOte 14) .......ooveeeeeeeeeeeeeeeeeeeeeeeec 17,409 23,385 164,718
OFNEI ASSETS ..o 4,976 4,601 47,081
Total investments and other assets .........cooveeeeeooeiiei e 44,136 44,840 417,599
TOtAl @SSETS .. ¥ 460,341 467,198 $ 4,355,578
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Consolidated Balance Sheets ||

2004 2003 2004
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Liabilities, minority interests and shareholders’ equity
Current liabilities:
Short-term bank 10ans (NOE 5) ....oovvveeeiiiiiee 71,362 ¥ 81,071 $ 675,201
Current portion of long-term debt (Note 5).........cccccccvvvvveeni.. 1,224 50,953 11,581
Trade payables:
NOTES e 28,231 27,052 267,111
ACCOUNTS ..., 39,773 39,712 376,318
68,004 66,764 643,429
Accrued income taxes (NOte T4).........ccoeveeeeeieeieeiiieieeeeee 3,171 2,067 30,003
Deferred income taxes (NOte T4) ...t 13 13 123
Reserve for employees’ early retirement incentive plans

(NOTE 13) oo - 10,988 -

Other current liabilities ... 25,911 25,448 245,160
Total current llabilities ........ccovveeeii e 169,685 237,304 1,605,497
Long-term liabilities: ........cccoiiiii i

Long-term debt (NOtE 5) .....covvveeeeeeieeeeeeeeeee e 91,505 29,422 865,787

Accrued retirement benefits for employees (Note 6) ................ 46,305 53,646 438,121

Accrued retirement benefits for directors and

Statutory QUAITOrS ...eiiiiiiiii e 450 519 4,258
Reserve for product defect compensation .........cccccoeeveeviiennnnen. 2,657 4,500 25,140
Deferred income taxes (NOte T4) ... 2,093 2,863 19,803
Other long-term liabilities ............c....oooeiiii e 1,669 1,866 15,791

Total long-term liabilities ...........ccc.coooeiiiiii e 144,679 92,816 1,368,900
MINOTItY INTEIESTS ..o 3,490 2,150 33,021
Contingent liabilities (Note 8)

Shareholders’ equity (Notes 7 and 17):

COMMON SEOCK ...

Authorized — 800,000,000 Shares...........cccooviieviiieeeiieeen.

Issued— 463,056,775 shares at March 31, 2004 and 2003 .. 39,599 39,599 374,671
Capital SUMPIUS ..o 52,623 52,622 497,900
Retained  arningsS..........ooovviiiiiee e 59,332 50,722 561,378
Net unrealized holding gain on securities (Note 14) ................. 4,967 865 46,996
Translation adjustments ............ooovviiiiiiee e (13,683) (8,609) (129,464)

142,838 135,199 1,351,481

Treasury stock, at cost; 834,186 shares

in 2004 and 681,313 shares in 2003 ...........cccoeeeeeeiiiiinn. (351) (271) (3,321)

Net shareholders’ equity .........coociiiiiiiiiiii e 142,487 134,928 1,348,160
Total liabilities, minority interests and shareholders’ equity ............ 460,341 ¥ 467,198 $ 4,355,578

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Income

NTN Corporation and Consolidated Subsidiaries
Years ended March 31, 2004 and 2003

2004 2003 2004
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
NET SAIES .o ¥ 357,394 ¥ 342,745 $ 3,381,531
Cost Of SAleS (NOE 12) ..o 282,594 272,748 2,673,801
GIOSS PrOfIT ..ot 74,800 69,997 707,730
Selling, general and administrative expenses (Note 12).................. 50,091 49,212 473,943
Operating INCOME .....iiiiiiie e 24,709 20,785 233,787
Other income (expenses):
Interest and dividend iNCOME .......ccooieieieiiiiiieiii 294 326 2,782
INTEIEST EXPENSE ..ttt (2,792) (3,193) (26,417)
Equity in earnings of affiliates ...........ccccceovviiiiiiii 569 431 5,384
Gain on return of substitutional portion of
employees’ Welfare Pension Fund Plans (Note 6) ................. - 14,485 -
Restructuring costs (NOte 13) .......oovveeiiiieeeeiieeeee e (2,596) (11,399) (24,562)
Provision for reserve for product defect compensation............. - (5,944) -
Loss on devaluation of investment securities ...........ccccceeeeeeen... - (2,564) -
ONer, NET ... (2,003) (6,729) (18,952)
(6,528) (14,587) (61,765)
Income before income taxes and minority interests ............. 18,181 6,198 172,022
Income taxes (Note 14):
UM N e 3,021 4,259 28,583
DeferTed . 3,948 (1,046) 37,355
6,969 3,213 65,938
Income before minority iNterests...........cccoeevviviieviiiceen, 11,212 2,985 106,084
Minority interests in subsidiaries ............ccc.coooviiiiiiiiece e (180) (328) (1,703)
NET INCOME e ¥ 11,032 ¥ 2,657 $ 104,381

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Shareholder’s Equity

NTN Corporation and Consolidated Subsidiaries
Years ended March 31, 2004 and 2003

2004 2003 2004
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Common stock:
Balance at beginning and end of the year ..............ccccccooveenn. ¥ 39,599 ¥ 39,599 374,671
Capital surplus:
Balance at beginning of the year .........c..coocoovviiiiiiiic ¥ 52,622 ¥ 52,622 497,890
Gain on sales of treasury StoCk .........cccooviiiiiiiiiiic 1 - 10
Balance at end of the year........cocoiviiiiii ¥ 52,623 ¥ 52,622 497,900
Retained earnings:
Balance at beginning of the year .........c..coocoovviiiiiiiic ¥ 50,722 ¥ 50,409 479,913
Increase in retained earnings resulting from merger
with an affiliate not accounted for by the equity method .... - 2 -
Decrease in retained earnings resulting from merger
with an unconsolidated subsidiary ............c.cccocoovviiiiiiinnnn. (89) - (842)
NET INCOME . 11,032 2,657 104,381
Appropriations:
Cash diVIeNdS .....cooeeeeee e (2,311) (2,314) (21,866)
Bonuses to directors and statutory auditors ...............cc........ (22) (26) (208)
Loss on sales of treasury StOCK .......cccoovveeiiiiiiiiiiieecciee - (6) -
Balance at end of the year.........cccoooviiiiiiiii ¥ 59,332 ¥ 50,722 561,378
Net unrealized holding gain on securities:
Balance at beginning of the year .........c..coocovvviiiiiiiiiee ¥ 865 ¥ 1,425 8,184
Net change during the year ...........cccocciiiiiiiiiiii 4,102 (560) 38,812
Balance at end of the year.........cccoooviiiiiiiiii ¥ 4,967 ¥ 865 46,996
Translation adjustments:
Balance at beginning of the year ............cooooovviiiiiiiice ¥ (8,609) ¥ (5,435) (81,455)
Net change during the year .........cccccoovioviiiiiiiicccee (5,074) (3,174) (48,009)
Balance at end of the year ... ¥ (13,683) ¥ (8,609) (129,464)

See accompanying notes to the consolidated financial statements.

NTN Corporation Annual Report 2004 39



Consolidated Statements of Cash Flows

NTN Corporation and Consolidated Subsidiaries
Years ended March 31, 2004 and 2003

2004 2003 2004
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Cash flows from operating activities:
Income before income taxes and minority interests ..............ccocoevveeeennnn. 18,181 ¥ 6,198 $ 172,022
Adjustments for:
Depreciation and amortization .............ccccoooiiiiiiiiiicceee e 23,979 23,838 226,880
Amortization of consolidation adjustments ..............c..cccooeiiiiiiiienn (1,057) - (10,001)
Increase in allowance for doubtful accounts .................cccccooiiiiiien 32 244 303
Decrease in accrued retirement benefits for employees......................... (7.164) (13,387) (67,783)
Payments of employees’ retirement benefits under
employees’ early retirement incentive plans ... 20,446 - 193,453
(Decrease) increase in accrued retirement benefits
for directors and statutory auditors ...........ccoocooviiiiiiiiiee (69) 28 (653)
(Decrease) increase in reserve for employees’ early retirement
INCENTIVE PIANS ..o (10,988) 10,988 (103,964)
(Decrease) increase in reserve for product defect
COMPENSATION L.t (1,843) 4,500 (17,438)
Interest and dividend income ... (294) (326) (2,782)
INterest eXPENSE .....iiiiiii i 2,792 3,193 26,417
Translation adjustments and foreign exchange loss, net .. 648 491 6,131
Equity in earnings of affiliates ..........c.cocoviiiiii (569) (431) (5,384)
Loss on devaluation of investment securities ... - 2,564 -
Increase in trade receivables .......................... (7,262) (3,606) (68,710)
Decrease in inventories .......... 7,192 4,197 68,048
Increase in trade payables ..o . 1,503 12,604 14,221
Payments of bonuses to directors and statutory auditors ..................... (22) (28) (208)
(@ oT=] SO USROS 138 2,454 1,305
SUBTOtAl ..o 45,643 53,521 431,857
Interest and dividend income received .............oooovviiiioiiie e 953 945 9,017
Interest eXPense Paid ...........cocviiiiiiiiiie e (2,921) (3,231) (27,637)
Payments of employees’ retirement benefits under
employees’ early retirement incentive plans ...........ccccooeiiiiiiii. (20,446) - (193,453)
INCOME taXES PAI ..oviiiiiii i (2,087) (2,814) (19,746)
Net cash provided by operating activities ............ccccevoiiiiiiiiiiiic e 21,142 48,421 200,038
Cash flows from investing activities:
Decrease (increase) in short-term investments ...........cccccoveeiiiiiiiie e 190 ¥ (154) $ 1,798
Purchases of property, plant and equipment...... (36,414) (24,821) (344,536)
Purchases of other assets ...........ccooveivoiieiiiieeie (712) (1,297) (6,737)
Proceeds from sales of investment securities and other .. . 1,645 2,051 15,564
OOl e 301 134 2,848
Net cash used in iNvesting activities ...........coccoiiiriiiiie e (34,990) (24,087) (331,063)
Cash flows from financing activities:
Decrease in short-term bank l0ans, Net .........cccccccoiiiiiiiiiiii e (5,965) (8,265) (56,439)
Proceeds from [oNg-term 08NS ..........coooiiiiiiiiiiice e 4,362 3,655 41,272
Repayment of long-term loans, including current portion .. (1,140) (3,732) (10,786)
Issuance of bonds .........c.coooviiiiii . 59,758 - 565,408
Redemption of DONAS .........oooiiiiiiiiccc e (50,000) - (473,082)
Issuance of common stock assigned to minority shareholders
of consolidated subsidiaries ............c..ccoooiiiioii e 1,384 996 13,095
Cash dividends paid . (2,311) (2,314) (21,866)
OOl e (44) (265) (416)
Net cash provided by (used in) financing activities ..............c.ccccooeeviieiienn. 6,044 (9,925) 57,186
Effect of exchange rate changes on cash and cash equivalents ................. (328) (272) (3,103)
Net (decrease) increase in cash and cash equivalents...............cccccoen. (8,132) 14,137 (76,942)
Cash and cash equivalents at beginning of the year ..................cccoooeeen. 50,240 36,072 475,353
Increase in cash and cash equivalents resulting from merger
with an affiliate not accounted for by the equity method .................. - 31 -
Increase in cash and cash equivalents resulting from merger
with an unconsolidated subsidiary ............ccccoooiiiiiiiii 50 - 473
Cash and cash equivalents at end of the year ..............ccccoooiiiiiiiiii. 42,158 ¥ 50,240 $ 398,884
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Notes to the Consolidated Financial Statements

NTN Corporation and Consolidated Subsidiaries
March 31, 2004

1. Basis of Preparation

The accompanying consolidated financial statements of NTN
Corporation (the "Company"”) and consolidated subsidiaries
are prepared on the basis of accounting principles generally
accepted in Japan, which are different in certain respects as
to the application and disclosure requirements of Interna-
tional Financial Reporting Standards, and are compiled from
the consolidated financial statements prepared by the
Company as required by the Securities and Exchange Law of
Japan.

The translation of yen amounts into U.S. dollar is included
solely for the convenience of readers outside Japan and has
been made at ¥105.69 = U.5.$1.00, the exchange rate
prevailing on March 31, 2004. This translation should not be
construed as a representation that yen can be converted into
U.S. dollars at the above or any other rate.

2. Summary of Significant Accounting Policies

(a) Principles of consolidation

The accompanying consolidated financial statements include
the accounts of the Company and the significant companies
which it controls directly or indirectly. Companies over which
the Company exercises significant influence in terms of their
operating and financial policies have been included in the
consolidated financial statements on an equity basis. The
assets and liabilities of the newly consolidated subsidiaries are
stated at fair value as of their respective dates of acquisition.

The financial statements of certain consolidated subsidiaries
whose fiscal year end is December 31 have been included in
consolidation on the basis of a full fiscal year closing on
March 31 for consolidation purposes.

The differences between the cost and the underlying net
equity in the net assets at the dates of acquisition of the
consolidated subsidiaries and companies accounted for by the
equity method are amortized by the straight-line method over
the appropriate periods.

(b) Foreign currency translation

Monetary assets and liabilities denominated in foreign
currencies are translated into yen at the rate of exchange in
effect at the balance sheet date. Revenues and expenses are
translated at the rates of exchange prevailing when the
transactions were made.

Assets and liabilities of overseas subsidiaries and affiliates are
translated into yen at the exchange rates in effect on the
respective balance sheet date, and shareholders’ equity is
translated at the respective historical rates. Revenue and
expenses are translated at the average rates of exchange for
the respective years. Differences arising from translation are
reflected in shareholders’ equity (presented as “Translation
adjustments”) and minority interests in the consolidated
balance sheets.

(c)Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, deposits
with banks withdrawable on demand, and short-term
investments which are readily convertible to cash subject to
an insignificant risk of any change in their value and which
were purchased with an original maturity of three months or
less.

(d) Allowance for doubtful accounts

The allowance for doubtful accounts is computed based on
the actual ratio of bad debts in the past and an estimate of
certain uncollectible amounts determined after an analysis of
specific individual receivables.

(e) Short-term investments and investment securities
The accounting standard for financial instruments requires
that securities be classified into three categories: trading,
held-to-maturity or other securities. Trading securities are
carried at fair value and held-to-maturity debt securities are
carried at amortized cost. Marketable securities classified as
other securities are carried at fair value with any changes in
unrealized holding gain or loss, net of the applicable income
taxes, included directly in shareholders’ equity. Cost of
securities sold is determined by the moving average method.
Non-marketable securities classified as other securities are
carried at cost based on the moving average method.

(f) Inventories
Inventories are principally stated at cost determined by the
average method.

(g) Property, plant and equipment

Property, plant and equipment are stated at cost. Deprecia-
tion is computed at rates based on the estimated useful lives
of assets by the declining-balance method, except for the
buildings and assets of overseas consolidated subsidiaries to
which the straight-line method is principally applied.

The principal estimated useful lives are as follows:

Buildings and structures
Machinery, equipment and vehicles

10 to 50 years
51to 12 years

(h) Reserve for employees’ early retirement incentive
plans
The Company and certain domestic subsidiaries have intro-
duced employees’ early retirement incentive plans. During
March 2003, 781 employees applied to join these plans and
applications were closed. The Company and certain domestic
subsidiaries provided a reserve for the expected payment of
additional retirement benefits to these 781 employees and
the related expenses at an estimated amount.
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(i) Accrued retirement benefits for employees

Accrued retirement benefits for employees have been provided
principally at an amount calculated based on the retirement
benefit obligation and the fair value of the pension plan
assets, as adjusted for net unrecognized actuarial gain or loss,
and unrecognized prior service cost. The estimated benefit is
attributed to each period by the straight-line method over the
estimated years of service of the eligible employees.

Prior service cost is amortized in the year in which the gain or
loss is recognized primarily by the straight-line method over
the estimated average remaining years of service of the
eligible employees (principally 15 years).

Net unrecognized actuarial gain or loss is amortized commenc-
ing the year following the year in which the gain or loss was
recognized primarily by the straight-line method over the
estimated average remaining years of service of the eligible
employees (principally 15 years).

(j) Accrued retirement benefits for directors and
statutory auditors
Subject to approval at the shareholders’ meeting, directors and
statutory auditors of the Company are entitled to lump-sum
payments under unfunded retirement benefit plans. The
provision for retirement benefits for directors and statutory
auditors has been made at an estimated amount based on the
Company’s internal regulations.

(k) Reserve for product defect compensation

During the year ended March 31, 2003, the Company encoun-
tered serious problems involving significant deficiencies in the
quality of certain of its products. The Company has provided
a reserve for product defect compensation at an estimated
amount in order to cover the anticipated compensation.

(I) Leases

Finance leases other than those which transfer the ownership
of the leased property to the lessee are accounted for as
operating leases.

(m) Research and development costs and computer
software

Research and development costs are charged to income when

incurred.

Expenditures relating to computer software developed for
internal use are charged to income when incurred, except if
the software is expected to contribute to the generation of
income or to cost savings. Such expenditures are capitalized
as assets and are amortized by the straight-line method over
their estimated useful life, generally a 5-year period.

(n) Income taxes

Deferred income taxes are provided for temporary differences
between the balances of assets and liabilities reported for
financial purposes and the corresponding balances for tax
reporting purposes.
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(o) Derivative financial instruments and hedging activi-
ties
All derivatives are stated at fair value with any changes in fair
value included in net income for the period in which they
arise, except for derivatives which meet the criteria for
deferral hedge accounting under which realized gain or loss is
deferred as an asset or a liability. Receivables and payables
hedged by forward foreign exchange contracts which meet
certain conditions are translated at the corresponding foreign
exchange contract rates.

(p) Appropriation of retained earnings

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

(a) Information regarding marketable securities classified as other securities at March 31, 2004 and 2003 is summarized as

follows:
Millions of yen Thousands of U.S.dollars
2004 2003 2004
Acquisition  Carrying  Unrealized Acquisition  Carrying  Unrealized Acquisition Carrying Unrealized
costs value gain (loss) costs value gain (loss) costs value gain (loss)
Securities whose carrying
value exceeds their
acquisition costs:
Equity securities ........... ¥ 5,132 ¥13,454 ¥ 8,322 ¥ 2954 ¥ 4,774 ¥ 1,820 $ 48,557 $ 127,297 $ 78,740
Subtotal ................... 5,132 13,454 8,322 2,954 4,774 1,820 48,557 127,297 78,740
Securities whose carrying
value does not exceed
their acquisition costs:
Equity securities ........... 388 361 (27) 4,006 3,642 (364) 3,671 3,416 (255)
Other ...ooooviiiiie 42 25 (17) 42 28 (14) 398 236 (162)
Subtotal ................... 430 386 (44) 4,048 3,670 (378) 4,069 3,652 (417)
Total oo ¥ 5,562 ¥13,840 ¥ 8,278 ¥ 7,002 ¥ 8,444 ¥ 1,442 $ 52,626 $ 130,949 $ 78,323

(b) The carrying value of non-marketable other securities at March 31, 2004 and 2003 is summarized as follows:

Millions of yen Thousands of

U.S. dollars
2004 2003 2004
Cash and cash equivalents:
Money Management FUNGS ... ¥ 6,996 ¥ 6,998 $ 66,194
Investment securities:
Unlisted qUIitY SECUNTIES .......iiiiiiiiiie e 477 482 4,513
¥ 7,473 ¥ 7,480 $ 70,707
4. Inventories
Inventories at March 31, 2004 and 2003 consisted of the following:
Millions of yen Thousands of
U.S. dollars
2004 2003 2004
FINISNEA GOOMS ... ¥ 44,763 ¥ 50,997 $ 423,531
Work in process and raw MaterialS ..........cooiiiiiiiiiii i 38,802 41,732 367,130
¥ 83,565 ¥ 92,729 $ 790,661

NTN Corporation Annual Report 2004 43



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

Short-term bank loans principally represent short-term notes with average annual interest rates of 1.41% and 1.58% at March 31,
2004 and 2003, respectively.

Long-term debt at March 31, 2004 and 2003 consisted of the following:

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

Loans from banks and other financial institutions, due through 2009,

at an average annual interest rate of 3.0% ¥ 12,729 ¥ 10,375 $ 120,438

0.85% unsecured convertible bonds due 2004 - 30,000 -
1.85% unsecured bonds due 2003 - 20,000 -
2.14% unsecured bonds due 2006 10,000 10,000 94,616
2.7% unsecured bonds due 2009........ . 10,000 10,000 94,616
0.48% unsecured bonds due 2008 10,000 - 94,616
0.76% unsecured bonds due 2010 20,000 - 189,233
Zero coupon unsecured convertible bonds due 2009 30,000 - 283,849

92,729 80,375 877,368
LESS CUITENT POITION ...ttt (1,2249) (50,953) (11,581)

¥ 91,505 ¥ 29422 $ 865,787

The zero coupon unsecured convertible bonds are convertible at any time up to and including March 4, 2009 into shares of
common stock of the Company at the conversion price of ¥740 ($7.00) per share.

The assets pledged as collateral for short-term bank loans and long-term loans at March 31, 2004 were as follows:

Millions of yen Thousands of

U.S. dollars
1= aTo [ USRS OUPPUR ¥ 1,058 $ 10,010
BUIIAINGS @NA STIUCTUIES ...t 816 7,721
TO0l et ¥ 1,874 $ 17,731

Short-term bank loans and long-term loans secured by such collateral at March 31, 2004 were as follows:

Millions of yen Thousands of

U.S. dollars
Short-term DanK [0aNS ... o y 1,918 $ 18,147
[WoTaTo T (=Ta o (o= Yo [ SRR 52 492
Ol e ¥ 1,970 $ 18,639

Millions of yen Thousands of

U.S. dollars
AN e ¥ 95 $ 899
Buildings and structures 174 1,646
Machinery, equipment and vehicles 75 710
Ol e ¥ 344 $ 3,255
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Short-term bank loans and long-term loans secured by the foundation mortgage at March 31, 2004 were as follows:

Millions of yen Thousands of

U.S. dollars
Short-term DanK [0aNS ... oo y 4 $ 417
(ol aTo T (=Ta o (o T Yo LSRR 33 312
TOTAl e ¥ 77 $ 729

The aggregate annual maturities of long-term debt subsequent to March 31, 2004 are summarized as follows:

Year ending March 31, Millions of yen Thousands of

U.S. dollars

200D e, ¥ 1,224 $ 11,581
8,641 81,758

11,889 112,489

819 7,749

40,156 379,941

30,000 283,850

¥ 92,729 $ 877,368

6. Accrued Retirement Benefits for Employees

The Company and its domestic consolidated subsidiaries have defined benefit plans, i.e., welfare pension fund plans (“WPFPs"),
tax-qualified pension plans and lump-sum payment plans, covering substantially all employees who are entitled to lump-sum or
annuity payments, the amounts of which are determined by reference to their basic rates of pay, length of service, and the
conditions under which termination occurs. Certain overseas consolidated subsidiaries also have defined benefit plans.

The following table sets forth the funded and accrued status of the plans, and the amounts recognized in the consolidated
balance sheets at March 31, 2004 and 2003 for the Company’s and the consolidated subsidiaries’ defined benefit plans:

Millions of yen Thousands of
U.S. dollars
2004 2003 2004
Retirement benefit obligation ............ocoiiiiiiie e ¥ (110,042) ¥ (122,480) $ (1,041,177)
Plan @ssets fair VAlIUE ... 48,930 38,714 462,958
Unfunded retirement benefit obligation ...............cccooiiiiiiiiii (61,112) (83,766) (578,219)
Unrecognized actuarial 10SS.............ccccoeeveirnnnn. 18,043 33,455 170,716
Unrecognized Prior SErVICE COST ......iiiiiiiiiii ittt (3,236) (3,335) (30,618)
Accrued retirement benefits for employees.............cccoooiiiiiiiiiiiiice ¥ (46,305) ¥ (53,646) $ (438,121)

The components of retirement benefit expenses for the years ended March 31, 2004 and 2003 are outlined as follows:

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

SBIVICE COSE .ttt ¥ 4,254 ¥ 5,307 $ 40,250

INEEIEST COST ot 3,574 6,096 33,816

Expected return on plan @SSets ........cc.oiioiii i (1,3749) (3,232) (13,000)
Amortization:

ACTUANIAL TOSS ... 2,272 1,294 21,496

PriOr SEIVICE COST ... (217) (465) (2,053)

Retirement Denefit @XPENSES .........ooiuiiiiie e s 8,509 ¥ 9,000 $ 80,509
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Pursuant to the enactment of the Defined Benefit Corporate
Pension Plan Law, the Company and certain domestic
consolidated subsidiaries obtained approval from the Minister
of Health, Labour and Welfare on February 17, 2003, for an
exemption from future retirement benefit obligations with
respect to the substitutional portion of the employee WPFP
which the Company operates on behalf of the Japanese
government. The Company and certain domestic consoli-
dated subsidiaries accounted for the separation of the
substitutional portion of the benefit obligation from the

corporate portion of the benefit obligation under its em-
ployee WPFP as of the date of approval of the exemption,
assuming that the transfer to the Japanese government of the
substitutional portion of the benefit obligation and the
related pension plan assets had been completed as of that
date. As a result, a gain of ¥14,485 million was recognized
and recorded as “gain on return of substitutional portion of
employees’ Welfare Pension Fund Plans,” a component of
other income in the consolidated statement of income for the
year ended March 31, 2003.

The assumptions used in accounting for the defined benefit plans for the years ended March 31, 2004 and 2003 are summa-

rized as follows:

DISCOUNT FALE ..ot
Expected rate of return on plan assets ..........occovvviiiiiiiiiiciee

2004 2003

Principally 2.6%
Principally 4.0%

Principally 2.6%
Principally 4.0%

7. Shareholders’ Equity

The Commercial Code of Japan (the “Code") provides that an
amount equivalent to at least 10% of cash dividends paid
and bonuses to directors and statutory auditors, and exactly
10% of interim cash dividends paid be appropriated to the
legal reserve until the sum of additional paid-in capital and
the legal reserve equals 25% of stated capital. The Code also
provides that additional paid-in capital and the legal reserve
are not available for dividends, but may be used to reduce or
eliminate a capital deficit by resolution of the shareholders or
may be transferred to common stock by resolution of the
Board of Directors. The Code also stipulates that, to the
extent that the sum of the additional paid-in capital account
and the legal reserve exceeds 25% of the common stock
account, the amount of any such excess is available for

appropriation by resolution of the shareholders. Additional
paid-in capital and the legal reserve are included in capital
surplus and retained earnings, respectively, in the accompany-
ing consolidated balance sheets and statements of sharehold-
ers’ equity. The legal reserve of the Company amounted to
¥8,639 million ($81,739 thousand) at March 31, 2004 and
2003.

Effective April 1, 2002, the Company and its consolidated
subsidiaries adopted a new accounting standard for treasury
stock and the reversal of the legal reserves. The effect of the
adoption of this standard on the consolidated results of their
operations for the year ended March 31, 2003 was immate-
rial.

8. Contingent Liabilities

The contingent liabilities of the Company and its consolidated subsidiaries at March 31, 2004 were as follows:

Trade notes receivable discounted with banks ............ccccccceeennnn.

Thousands of
U.S. dollars

Millions of yen

¥ 419 $ 3,964

9. Finance Leases Without Covenants Transferring Ownership of Properties to Lessees

(a) Lessees’ accounting

The following pro forma amounts represent the acquisition costs, accumulated depreciation and net book value of the leased
assets at March 31, 2004 and 2003, which would have been reflected in the consolidated balance sheets if finance lease
accounting had been applied to the finance leases currently accounted for as operating leases:
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Millions of yen Thousands of
U.S. dollars
2004 2003 2004
Acquisition Accumulated Net book Acquisition Accumulated Net book Acquisition Accumulated  Net book
costs  depreciation  value costs depreciation value costs depreciation value
Building and structures .... ¥ 2,639 ¥ 1,435 ¥ 1,204 ¥ 2,638 ¥ 1,316 ¥ 1,322 $ 24,969 $13,577 $11,392
Machinery, equipment

and vehicles ................ 718 466 252 1,576 1,245 331 6,793 4,409 2,384
Other assets ..................... 97 60 37 83 44 39 918 568 350
.................................. ¥ 3,454 ¥ 1,961 ¥ 1,493 ¥ 4,297 ¥ 2,605 ¥ 1,692 $ 32,680 $18,554 $14,126

Lease payments relating to finance leases accounted for as operating leases in the accompanying consolidated financial state-
ments amounted to ¥336 million ($3,179 thousand) and ¥552 million for the years ended March 31, 2004 and 2003, respec-
tively. Depreciation of the leased assets computed by the straight-line method over the respective lease terms amounted to
¥336 million ($3,179 thousand) and ¥552 million for the years ended March 31, 2004 and 2003, respectively.

Future minimum lease payments subsequent to March 31, 2004 for finance leases accounted for as operating leases are
summarized as follows:

Year ending March 31, Millions of yen Thousands of
U.S. dollars
2004 e ¥ 247 $ 2,337
2005 AN thEMEATLET ... o 1,246 11,789
L] 7= | SR RUUPUS ¥ 1,493 $ 14,126

The acquisition costs and future minimum lease payments under finance leases presented in the above tables include the
imputed interest expense.

(b) Lessors’ accounting
The following amounts represent the acquisition costs, accumulated depreciation and net book value of the leased assets
relating to finance leases accounted for as operating leases at March 31, 2004 and 2003:

Millions of yen Thousands of
U.S. dollars
2004 2003 2004
Machinery, equipment and vehicles
ACqQUISItion COSt......ccovviiiirnnn. ¥ 69 ¥ 69 $ 653
Accumulated depreciation (62) (60) (587)
Net DOOK ValUB ... ¥ 7 ¥ 9 $ 66

Lease income relating to finance leases accounted for as operating leases in the accompanying consolidated financial statements
amounted to ¥7 million ($66 thousand) and ¥6 million for the years ended March 31, 2004 and 2003, respectively. Deprecia-
tion of the assets leased under finance leases accounted for as operating leases amounted to ¥2 million ($19 thousand) for the
years ended March 31, 2004 and 2003.

Future minimum lease receipts subsequent to March 31, 2004 for finance leases accounted for as operating leases are summa-
rized as follows:

Year ending March 31, Millions of yen Thousands of
U.S. dollars
2004 oo et ¥ 6 $ 57
2005 AN thErEATLET ... o 11 104
TOTAL et ¥ 17 S 161

The imputed interest income is included in the above amounts.
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10. Operating Leases

Future minimum lease payments subsequent to March 31, 2004 for noncancelable operating leases were as follows:

Year ending March 31,

Millions of yen Thousands of

U.S. dollars
................................................. ¥ 157 $ 1,486
................................................. 1,155 10,928
.................................................. ¥ 1,312  $ 12,414

11. Derivative Financial Instruments

Derivative financial instruments are utilized by the Company
and its consolidated subsidiaries principally to reduce interest
rate and foreign exchange rate risk, and consist of forward
foreign exchange contracts, currency options, currency swaps,
interest-rate options and interest-rate swaps. The Company
and its consolidated subsidiaries do not hold or issue deriva-
tive financial instruments for speculative purposes.

The Company is exposed to certain market risk arising from
its interest-rate swap agreements. The Company is also
exposed to the risk of credit loss in the event of nonperfor-
mance by the counterparties with respect to interest-rate
swap agreements; however, the Company does not anticipate
nonperformance by any of these counterparties all of whom
are financial institutions with high credit ratings.

The Company and its consolidated subsidiaries have estab-
lished policies which include maximum upper limits and

reporting obligations for derivative transactions and comply
fully with these guidelines. Derivative transactions are
entered into by the Company’s Finance Department and its
subsidiaries. The Company carries out mutual supervision
and monitoring of its derivative transactions in accordance
with management policies and its consolidated subsidiaries
apply the same approach. Each derivative transaction of the
Company is reported to the director responsible when
entered into. The consolidated subsidiaries are required to
report the status of their derivatives positions to the Company
on a monthly basis and are also required to consult with the
Company when they enter into derivative transactions other
than forward foreign exchange contracts.

At March 31, 2004 and 2003, all derivatives utilized by the
Company and its consolidated subsidiaries met the criteria for
deferral hedge accounting.

12. Research and Development Costs

Research and development costs included in cost of sales and selling, general and administrative expenses totaled ¥13,543
million ($128,139 thousand) and ¥12,255 million for the years ended March 31, 2004 and 2003, respectively.

13. Restructuring Costs

Restructuring costs for the years ended March 31, 2004 and 2003 consisted of the following:

Loss on reorganization of manufacturing facilities at subsidiaries in the U.S.A. ......... ¥
Loss on liquidation of subsidiaries .............cccccoveiiiiiiiiiiii
Provision of a reserve for employees’ early retirement incentive plans

Millions of yen Thousands of

U.S. dollars

2004 2003 2004
2,119 ¥ - $20,049
......................... 477 411 4,513
....................... - 10,988 -
¥ 2,596 ¥ 11,399 $24,562
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14. Income Taxes

Income taxes applicable to the Company and its domestic subsidiaries comprise corporate tax, inhabitants’ taxes and enterprise
tax which, in the aggregate, resulted in a statutory tax rate of 41.3% for the years ended March 31, 2004 and 2003. Overseas
subsidiaries are subject to the income taxes of the countries in which they operate.

The effective tax rates for the years ended March 31, 2004 and 2003 differ from the Company’s statutory tax rate for the
following reasons:

2004 2003
SEATUTONY TAX TATE ettt et 41.3% 41.3%
Permanent NoN-deductible EXPENSES ..........iiii it 0.6 1.5
Permanent NON-1axable INCOME ..., (2.2) (6.2)
Elimination of dividend income 4.3 12.7
Equity in earnings of affiliates ..o (1.3) (2.9)
Decrease in deferred tax assets resulting from a change in the statutory tax rate 1.3 7.4
Tax loss carryforwards of subsidiaries whose tax effect is not recognized - 4.9
Ot (5.7) (6.9)
e T 1 E= ) =1 (=SOSR 38.3% 51.8 %

The tax effects of temporary differences which gave rise to significant portions of the deferred tax assets at March 31, 2004 and
2003 are presented below:

Millions of yen Thousands of
U.S. dollars

2004 2003 2004
Deferred tax assets:

Accrued retirement benefits for employees............coovvviioiiiiiiiicci e ¥ 16,890 ¥ 18,608 $ 159,807
INVENTOMIES .o 1,587 2,254 15,016
Foreign tax credit carryforwards 931 - 8,809
Tax 10ss carryforwards ...........cocooevviioeie e 5,259 4,460 49,759
Reserve for employees’ early retirement incentive plans - 4,542 -
Reserve for product defect cOmpensation ...........ccccoviiiiiiiiiiiie e 1,063 1,800 10,058
ACCIUEA BXPENSES ...ttt 2,646 2,085 25,035
Loss on devaluation of investment securities 326 644 3,084
Unrealized holding 1055 0N SECUMTIES ......ooviiiiiiiiiiiii e - 151 -
Depreciation and amortization .............cooouiiiiiii e 180 - 1,703
OB e 1,445 1,343 13,673

Total gross deferred tax asSetS .......ccviiiuiiieiii e 30,327 35,887 286,944

Less valuation alloWanCe .......ccooeeeeee e (285) (326) (2,697)

DEferred LaX @SSOTS ... ... 30,042 35,561 284,247

Deferred tax liabilities:

Depreciation and @amortization .............cooviiiiiiiiii e (2,959) (3,698) (27,997)
Unrealized holding gain on SECUMLIES ........c..eoiviiieiciceeee e (3,329) (728) (31,498)
Reserve for deferred gain on property included in retained earnings ................... (464) (481) (4,390)
OO e (137) (184) (1,296)

Deferred tax Habilities ..o (6,889) (5,091) (65,181)

Net deferred tax @SSETS ........cooouie e ¥ 23,153 ¥ 30,470 $ 219,066
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In accordance with a law on amendments to local tax laws,
etc. announced on March 31, 2003, the Company and its
domestic consolidated subsidiaries at March 31, 2003 applied
a statutory tax rate of 40.0% to the calculation of deferred tax
assets which are expected to be reversed on April 1, 2004 and

thereafter. The effect of this change in the statutory tax rate
was to decrease deferred tax assets at March 31, 2003 and net
income for the year then ended by ¥438 million and ¥457
million, respectively, and to increase net unrealized holding
gain on securities at March 31, 2003 by ¥19 million.

15. Amounts Per Share

Net income:

Cash dividends applicable to the year
Net assets

Yen U.S. dollars
2004 2003 2004
................................... ¥ 2354 5.70 $ 0.22
21.87 5.51 0.21
5.50 5.00 0.05
................................... 308.27 291.82 2.92

Basic net income per share is computed based on the net
income available for distribution to shareholders of common
stock and the weighted-average number of shares of common
stock outstanding during the year, and diluted net income per
share is computed based on the net income available for
distribution to the shareholders and the weighted-average
number of shares of common stock outstanding during each
year after giving effect to the dilutive potential of shares of
common stock to be issued upon the conversion of convertible
bonds.
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The amount per share of net assets is computed based on net
assets available for distribution to the shareholders and the
number of shares of common stock outstanding at the year
end.

Cash dividends per share represent the cash dividends
proposed by the Board of Directors as applicable to the
respective years together with the interim cash dividends paid.
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16. Segment Information

(1) Geographic Segment Information
Segment information by geographic area for the years ended March 31, 2004 and 2003 is summarized as follows:

Millions of yen

2004
Japan North Europe Asia and Total Elimination Consolidated
America other areas
External sales ........... ¥ 188,170 ¥ 86,002 ¥ 58,492 ¥ 24,730 ¥ 357,394 ¥ - ¥ 357,394
Intersegment sales ... 76,343 756 216 161 77,476 (77,476) -
Total sales ................ 264,513 86,758 58,708 24,891 434,870 (77,476) 357,394
Operating expenses .. 247,787 84,327 55,751 23,412 411,277 (78,592) 332,685

Operating income .... ¥ 16,726 ¥ 2431 ¥ 2,957 ¥ 1,479 ¥ 23,593 ¥ 1,116 ¥ 24,709

ASSetS oo ¥ 333,781 ¥ 87,867 ¥ 48,707 ¥ 24,391 ¥ 494,746 ¥ (34,405) ¥ 460,341
Millions of yen
2003
Japan North Europe Asia and Total Elimination Consolidated
America other areas
External sales ........... ¥ 182,649 ¥ 92,702 ¥ 47,953 ¥ 19,441 ¥ 342,745 ¥ - ¥ 342,745
Intersegment sales ... 67,030 264 75 8 67,377 (67,377) -
Total sales .............. 249,679 92,966 48,028 19,449 410,122 (67,377) 342,745
Operating expenses .. 236,877 88,867 46,681 17,563 389,988 (68,028) 321,960

Operating income .... ¥ 12,802 ¥ 4,099 ¥ 1,347 ¥ 1,886 ¥ 20,134 ¥ 651 ¥ 20,785

ASSets ...ooooeiiiiii, ¥ 333,507 ¥ 94,901 ¥ 46,791 ¥ 18,788 ¥ 493,987 ¥ (26,789) ¥ 467,198
Thousands of U.S. dollars
2004
Japan North Europe Asia and Total Elimination Consolidated
America other areas
External sales ........... $ 1,780,396 $ 813,719 $ 553,430 $ 233,986 $ 3,381,531 $ - $3,381,531
Intersegment sales ... 722,329 7,153 2,044 1,523 733,049 (733,049) -
Total sales ............... 2,502,725 820,872 555,474 235,509 4,114,580 (733,049) 3,381,531
Operating expenses .. 2,344,470 797,871 527,496 221,515 3,891,352 (743,608) 3,147,744
Operating income .... $ 158,255 $ 23,001 $ 27,978 $ 13,994 $ 223,228 $ 10,559 $ 233,787
ASSets ..o, $3,158,113 $ 831,365 $ 460,848 $ 230,779 $ 4,681,105 $ (325,527) $4,355,578
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(2) Overseas sales

Overseas sales, which include export sales of the Company and its domestic consolidated subsidiaries and sales (other than exports
to Japan) of the overseas consolidated subsidiaries, for the years ended March 31, 2004 and 2003 are summarized as follows:

Millions of yen

2004 2003
North Europe Asia and Total North Europe Asia and Total
America other areas America other areas

Overseas sales ¥ 86,084 ¥58,243 ¥ 36,865 ¥ 181,192 ¥ 92,696 ¥ 47,871 ¥ 32,168 ¥ 172,735
Consolidated net sales - - - 357,394 - - - 342,745
Overseas sales as a

percentage of

consolidated sales 24.1% 16.3% 10.3% 50.7% 27.0% 14.0% 9.4% 50.4%

Thousands of U.S. dollars

2004
North Europe Asia and Total
America other areas
Overseas sales $ 814,495 $ 551,074 $ 348,803 $ 1,714,372
Consolidated net sales - - - $3,381,531

17. Subsequent Events

The following appropriations of retained earnings of the Company, which have not been reflected in the accompanying
consolidated financial statements for the year ended March 31, 2004, were approved at a shareholders’ meeting held on June 29,
2004:

Millions of yen Thousands of

U.S. dollars
Year-end cash dividends (¥3.0 = $0.03 Per Share) ...........cc.oouioeiieeeee e ¥ 1,387 $ 13,123
BONUSES 10 QITECTOTS ... 110 1,041
BONUSES 10 STATUTOrY QUAITOIS ...oiiieiiiee e 10 95
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Report of Independent Auditors

Report of Independent Auditors

The Board of Directors
NTN Corporation

We have audited the accompanying consolidated balance sheets of NTN Corporation and
consolidated subsidiaries as of March 31, 2004 and 2003 and the related consolidated
statements of income, shareholders’ equity, 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 financial statements referred to above present fairly, in all material
respects, the consolidated financial position of NTN Corporation and consolidated
subsidiaries at March 31, 2004 and 2003, 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, 2004 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.

June 29, 2004

EVM»/ %w? A%a«/(//vsz
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NTN Group Investment Holdings

As of March 31, 2004

Consolidated Subsidiaries

Paid-in capital

Holding in percent

NTN BEARING SERVICE CO., LTD. ittt ¥450,000,000 100
KYOEI NTN CORP. ..ottt ¥20,000,000 100
NTN KONGO CORP. ...ttt ¥1,000,000,000 100
NTN ENGINEERING PLASTICS CORP. ...cooiiiiiiiiii e ¥100,000,000 100
NTN POWDER METAL CORP. ....ooiiiiiiiiiiiii e ¥400,000,000 40[60]
NTN MIKUMO COMPANY LTD. ..oiiiiiiiiiiiieee e ¥450,000,000 100
NTN CASTING CORP. ...ttt ¥450,000,000 100
NTN KISHIWADA CORP. ..o ¥20,000,000 100
NTN KINAN CORP. ... ¥450,000,000 100
NTN USA CORP. .ot UsS.$97,820,000 100
NTN BEARING CORP. OF AMERICA ..o Us.$24,700,000 100(100)
NTN DRIVESHAFT, INC. ..o US.$38,580,000 100(100)
AMERICAN NTN BEARING MFG. CORP. ....eviiiiiiiieiiieee e US.$24,330,000 100(100)
NTN-BOWER CORP:. .....oiiiii ittt US.$67,000,000 100(100)
NTN-BCA CORP. ...ttt US.$16,000,000 100(100)
NTK PRECISION AXLE CORP. ..ottt Us.$10,000,000 60(60)
NTN BEARING CORP. OF CANADA LTD. .oiiiiiiiiiiiiiieeeeee e CAN.$20,100,000 100
NTN SUDAMERICANA, S A. e Us.$700,000 100
NTN WALZLAGER (EUROPA) G.m.b.H. ..o EURO 14,500,000 100
NTN KUGELLAGERFABRIK (DEUTSCHLAND) G.m.b.H. ....c..oooiiiiiiii, EURO 18,500,000 100
NTN BEARINGS (UK) LTD. .ooiiiiieiiiiiciiee e STG.£2,600,000 100(0.04)
NTN FRANCE S A, ot EURO 3,700,000 99.999(0.006)
NTN TRANSMISSIONS EUROPE ... EURO 71,727,792 85
NTN BEARING-SINGAPORE (PTE) LTD. ...ccoviiiiiiieiiieecie e S.$36,000,000 100(0.969)
NTN CHINA LTD. oot HK.$2,500,000 100
NTN BEARING-THAILAND CO., LTD. .eetiiiiiiiieiiiiii e BAHT 600,000,000 100(99.999)
NTN MANUFACTURING (THAILAND) CO., LTD. ..oovoiiiiiieeeiieeciee e BAHT 611,000,000 99.999(99.999)
NTN BEARING-MALAYSIA SDN.BHD. ...coooiiiiii e M.$350,000 60(60)
NTN KOREA CO., LTD. ..ottt WON 500,000,000 100
SHANGHAINTN CORP. ...ttt US.$20,000,000 95
NTN-NIDEC (ZHEJIANG) CORP. ....ooiiiiiiiiicie e US.$21,000,000 60
GUANGZHOU NTN-YULON DRIVETRAIN CO., LTD. .. US.$10,000,000 60
Affiliated Companies Accounted for by the Equity Method

TUNG PEI INDUSTRIAL CO., LTD .eeiiiiiiiiei oo NT.$1,257,232,620 27.35
TAIWAY LT D, o oo NT.$160,000,000 36.25
UNIDRIVE PTY. LTD. oot A.$5,000,000 40
BEJING NTN-SEOHAN DRIVESHAFT CO., LTD ..ooiiiiiiii US.$5,000,000 40
ASAHI FORGE OF AMERICA CORP. ..oiiiiiiiii e US.$6,100,000 32.8(32.8)
(Notes)

1. NTN Corporation’s share of voting rights in NTN POWDER METAL CORP. is less than 50%. As this company is substantially controlled by NTN Corporation,

however, it is treated as a subsidiary.

2. Under “Holding in percent,” the figure in parentheses indicates the percentage of indirectly owned, and is included as part of the total holding. The figure in

brackets indicates the percentage owned by parties having close ties with the Company. It is not included in the ownership percentage.
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