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MORI SEIKI Mission Statement

As a global corporation continually striving to be the world’s largest
and most respected international manufacturer of lathes, machining
centers, multi-axis turning centers and grinders, we will:

Enable our customers to maximize their advantages and excel in their respective
markets by continually striving to provide innovative, accurate, and trouble-free
machines at competitive prices;

Increase our customers’ productivity and efficiency through our latest developments in
technology as manifested by our increasingly accurate and progressive manufacturing
capabilities;

Support our customers with our knowledgeable and responsive sales, applications,
and service personnel.

As befits a worldwide corporation, we will:
Foster a fair and open corporate culture, utilizing appropriate management initiatives;

Emphasize company-wide communication with the recognition of earnest and
enthusiastic team-oriented efforts;

Respect each other’s opinions and continually develop through friendly competition in
energetic and cheerful workplaces.

As profitability is a goal of all healthy business organizations and in
keeping with the true nature of the machine tool industry, we will:

Work to increase the value of our company, the investment of all shareholders
knowledgeable of the true nature of the machine tool industry and the prosperity of our
suppliers;

Always remember that the pricing of our products and services is an integral factor of
the prosperity and perpetuity of the corporation;

Generate suitable profits to ensure the cash flow necessary to provide for the healthy
operation of our corporation, research and development, stable customer services,
employee training and development, and, the maintenance of safe and efficient
manufacturing facilities.

As an industry leader and responsible corporate citizen, we will:
Contribute our fair share to our local community and society;
Conserve environmental resources at all times to preserve the global environment;

Incorporate the highest standard of ethics while still encouraging an aggressive
approach to our business activities.




A Message from the President




To the Shareholders

We are pleased to present herewith the annual report for
the 56th Term (April 1, 2003, through March 31, 2004) of

the MORI SEIKI Group.

In addition to the capital expenditures in the automobiles
related industries, which spurred the economy on in
2002, the business trends that affected the machine tool
industry included an increase in orders received from
IT related industries in a phase of quick expansion and
similar trends in the die & mold and general machinery
industries. Order intake records had been showing
growth compared with the same period in the previous

year for 19 consecutive months.

However, when we consider the exposure of the world
economies to the threat of world terrorism, brought home
to us by the ups and downs in the demand for capital
expenditure, the fluctuating yen/dollar exchange rate and
the deteriorating situation in Irag, we see that the prospect
for demand for machine tools defies any optimistic view.
In order to cope with these conditions, the MORI SEIKI
Group intends to promote reduction of overheads to
build a strong corporate constitution that will be able to
secure sustainable profits even during those phases

when the size of the market “pie” shrinks.

The MORI SEIKI Group recognizes the paramount im-

portance of its obligation as an enterprise to enhance

corporate value and extend the profits of our sharehold-
ers, who understand that machine tools are both mer-
chandise that supports manufacturers over the world and
capital assets. Our principle for profit appropriation has
been to make an overall judgment based on our future
business plan, business results, financial conditions, and
so on before determining the profit allocation to share-
holders and the amount to be retained for our internal re-
serve. The internal reserve funds will be utilized to invest
in the development of pivotal new products and technolo-
gies as well as to consolidate our production equipment

in order to reinforce our competitive strength in the market.

We are pleased to inform you that, in consideration of
the performance of the company and circumstances of
the economy, we have decided to increase the dividend
by 5 yen from the previous term to 10 yen per share,

and we started payment from June 28.

We look forward to continued support and guidance

from you, the shareholders.

July, 2004

Masahiko Mori
President Dr.Eng.



Outline of Business

Management policy

As a machine tool maker, our group has made "supply of

original, accurate, sturdy and trouble-free machines with the

best service and cost to customer" the mainstay of its man-

agement policy, and looks forward to "Global One" status in

the fields of CNC lathes, machining centers and multi-axis

machines.

Analysis of financial condition and
management performance

1)

Important accounting policy and estimation
The consolidated financial statements of the group have
been prepared based on accounting standards generally
accepted as fair and reasonable in Japan and analyzed
as follows with respect to the financial condition and
management performance. Please note that all informa-
tion in this article that makes a reference to the future,
including forecasts, estimates, prospects, and policies,
is based on the judgment made by the group as of
July, 2004, and since these references to the future in-
volve uncertainties and risks, the figures could be sub-
stantially different from the eventual results.
Analysis of managerial performance in the current fiscal
year
1. Sales
Sales turned out to be 87.557 billion yen, an increase
of 37.1% over the last fiscal year. The component ra-
tios of sales on a regional basis were 47% in Japan,
21% in the U.S., 24% in Europe, and 8% in the Asia
and Oceania area. The main factors that contributed
to this increase were good demand for capital expend-
iture in Japan and abroad, the increase in production
capacity associated with the completion of the Chiba
Plant, the establishment of a direct sales system in
the U.S., and the reinforcement of the competitive
power of our products by the combined effects of

high capacity, high quality and reduced lead time.

2. Cost of sales, selling, general and administrative ex-
penses
Cost of sales increased to 60.424 billion yen, up from
45.122 billion yen in the previous fiscal year. The ra-
tio of cost of sales to sales, however, dropped by 1.7
points to 69.0%. The main reason for this decrease
was that the proportion of sales accounted for by
new products whose costs we have managed to re-
duce has increased.
Selling, general and administrative expenses in-
creased by 1.977 billion yen to 24.732 billion yen.
The main factor behind this increase was an increase
in the sales promotion cost which amounted to 2.750
billion yen (1.748 billion yen in the last fiscal year).
The ratio of selling, general and administrative expen-
ses to sales dropped by 7.3 points to 28.3%.

3. Operating income
Operating income turned to be 2.401 billion yen (con-
trasted with a 4.013 billion yen sales loss in the last
fiscal year), mainly because of increased sales. A
closer look at the operating income reveals that, on a
regional basis, there was an operating income of
2.650 billion yen in Japan, an operating loss of 665
million yen in the U.S., an operating loss of 233 mil-
lion yen in Europe and an operating loss of 35 million
yen in the Asia and Oceania area, respectively.

4. Other income and expenses
Other income and expenses changed from expenses
of 519 million yen (net value) in the last fiscal year to
expenses of 1.579 billion yen (net value). Since the
exchange rate of the yen against the U.S. dollar
turned in favor of yen in the current consolidated ac-
counting year, exchange losses accrued on the de-
posits and accounts receivables on a dollar basis.
Compared with an exchange gain of 528 million yen
in the last fiscal year, we incurred an exchange loss
of 262 million yen in the current year. During the cur-
rent fiscal year, the Company recorded retirement
benefits paid to directors and statutory auditors of
1.177 billion yen.



3)

As a result of the above, the net income for the cur-
rent fiscal year turned out to be 712 million yen (com-
pared with a net loss of 5.555 billion yen for the last
fiscal year).
Factors with a significant impact on management perfor-
mance
Regarding the business environment of the group, as a
result of increase in the orders received from IT related
industries, which showed rapid expansion especially af-
ter October, 2003, in addition to the capital expendi-
tures in automobile related industries, which had been
progressing favorably in Japan since 2002, order intake
took a favorable turn especially after October, 2003.
Overseas, expansion in capital expenditure demands
driven by the automobile related industries were ob-
served in Asia, particularly in China. The location of
such demands for capital expenditure is considered to
have a significant impact on the management perfor-
mance of the group.
Strategic status quo and prospect
Taking these circumstances into account, the group will
promote the development of new products with higher ca-
pacity and precision in the development section, pursue
unbeatable quality in the manufacturing section, and rein-
force the sales network. By adopting these measures, we
intend to supply products that impress customers
throughout the world in order to achieve our "Global One"
ambitions in the fields of CNC lathes, machining centers,
multi-axis machines and grinding machines.
Analysis of capital resources and fund liquidity
Looking at the financial condition of the group, the cash
flow due to operating activities generated cash of 4.470
billion yen, which is up 8.224 billion yen on the figure
for the last consolidated accounting. This resulted main-
ly from an increase in the net income. Variations in the
working assets and liabilities also contributed to the im-
provement of cash flow by operating activities. Invento-
ries decreased as a result of continued inventory reduc-
tion efforts, and the purchase liabilities increased for the

second year running owing to increases in material pur-

chases resulting from increase in the number of units
produced.

Looking at cash flow attributable to investing activities,
3.597 billion yen was expended here, a decrease of
1.781 billion yen from the 5.378 billion yen in the last fis-
cal year. One of main factors behind the difference from
the last fiscal year is that there were expenses in the year
resulting from the manufacture and sales of the precision
machine tools of Hitachi Seiki Co., Ltd., as well as the
transfer of the repair and after-sale service businesses as-
sociated with these machines. An increase in funds
achieved by selling investments in securities also caused
a decrease in the cash expended on investing activities.
Looking at the cash flow attributable to financing activi-
ties, there was an income of 6.923 billion yen compared
with 3.958 billion yen in the last fiscal year. In the current
fiscal year, the cash expenditures were mainly for the re-
demption of convertible bonds, repayment of short-term
bank loans, payments of dividends and the acquisition of
treasury stocks. These expenditures were offset by pro-
ceeds from long-term debt.

As a result of the activities described above and the influ-
ence of exchange rate fluctuations on the yen value of
cash and equivalents to cash owned by the overseas sub-
sidiaries, as well as a change in the scope of consolida-
tion, the balance of cash and cash equivalents increased
by 7.584 billion yen above the figure of 8.381 billion yen

recorded in the last fiscal year to 15.965 billion yen.

Future activities

This group looks forward to "Global One" status as a ma-
chine tool maker, and continues its constant efforts to en-
hance productivity and efficiency for the benefit of our cus-
tomers all over the world with the latest and most highly
developed technologies, precise and sophisticated produc-
tion technologies, and prompt and accurate sales and ser-
vice. In order to materialize these objectives, we will be

heavily promoting the following activities.



1) Development of new products
The N Series of machining centers, which have been en-
joying overwhelming support in the markets since the
start of marketing in 2002, will be expanded to include
CNC lathes and multi-axis machines too. We will demon-
strate the technical competence of MORI SEIKI brand to
the world by introducing 30 new models to the markets
in the current year. We intend to continue reinforcement
of the development system, including an increase in per-
sonnel, so that we will be able to release a sequence of
products that meet customers' needs.

2) Reduction of lead time for production
The cell production system was introduced in 2002 for
some new models in order to reduce lead time. Current-
ly the models employing the cell production system ac-
count for 10~15% of all models. This ratio will be in-
creased to 40% as we introduce new products in the
future. By promoting the reduction of lead time we will
endeavor to enhance our competitive power in the mar-
ket, with reduced lead time as a weapon.

3) Transfer of headquarters functions to Nagoya
We are scheduled to transfer the functions of the head-
quarters from Yamato-koriyama-city, Nara to the Nagoya
Building (Meieki, Nakamura-ward, Nagoya) which is used
at present as the sales and service hub. This transfer will
facilitate access to the central region of Japan, which is
the largest domestic market, and give us a well-balanced
deployment over the country because the area is located
at the same distance, in terms of time, from our develop-
ment and manufacturing hubs at Nara, Iga and Chiba.

4) Reinforcement of overseas sales systems
Our middle and long term objectives are:
In the U.S.A. and Europe, to establish systems of direct
sales to customers, which were started in 2003.
In regions within Asia, where there is conspicuous mar-
ket growth, to reinforce sales systems to increase our
market share.

5) Cost reducing activities
In the development section, product design is carried

out under strict cost control, while in the purchasing sec-

tion, measures to reduce the unit purchase prices of
raw materials are promoted. And regarding sales admin-
istration expenses, every section determines its target
expenses for cost reduction and the entire company is
united in efforts to enhance the profit ratio.
6) Adaptation to exchange risk

Since our group purchases raw materials within Japan
but more than fifty percent of the total sales rely on over-
seas markets, we are unable to avoid exchange risks. In
order to cope with this problem, we have been increasing
the proportions of sales in Asia and Europe so our corpo-
rate constitution is now well prepared for fluctuations in
the exchange markets because we can keep the yen
base transactions in Japan and Asia, dollar base ones in
the U.S. and euro base ones in Europe with good bal-
ance. We have been implementing foreign exchange con-
tracts based on the principle of actual demand as the

risk hedge for trade receivables in foreign currencies.

Prospect in the next term

The forecast for the business achievements of the term end-

ing March 31, 2005 is as follows:

Half year

Full year

(Millions of yen)

The forecast above, takes the following points into account:

+ The average yen-dollar market rate is set at ¥107/$, while
the average yen-euro market rate is set at ¥128/euro.

* The demand for machine tools in Japan and Asia is pro-
jected to remain strong, and demand in Europe and the
U.S. is projected to lift as the direct sales systems come
into operation.

* New products to be launched in a concentrated manner
in June and later in 2004 should help increase sales in

the next term.




Departmental Activities




Providing innovative, accurate, robust and trouble-free machines at competitive prices and
with the best service, to our customers... The entire company — with the Quality Assurance

Department at the forefront — is fiercely promoting quality management based on this

business concept. We are continuing to pursue "perfect quality" that will meet all our
customers' requirements from product quality to service to information to production
processes.

Perfect Design Quality

Design is so important that we could go so far as to say it is the starting point for everything else.
We have a total of 430 engineers involved in design and development in Japan and the United
States. The introduction of 3-D CAD and quality engineering has shortened development time and
allowed us to achieve improvements in design quality. At the prototype stage, we are implementing
rigorous evaluation tests. Before moving to mass production we make sure that the prototype is per-
fect, and we work toward ensuring perfect design quality with a strict check of the first product
where we look at things from the customers' point of view.

Mintroduction of Quality Engineering

The CAD systems we use for design and development
have been replaced to 3-D CAD systems. 3-D digital
data is used for design, analysis, and the review of the
design. This, together with other factors like the intro-
duction of sophisticated analytical techniques and dy-
namic analysis, and simulation of actual cutting at the
design stage, has allowed us to realize a highly rigid,
ideal overall construction. We will continue to develop
quality engineering as a design tool.

HImplementing Evaluation Tests

We have built a development experimental center spe-
cifically for the evaluation of prototypes and we test in-
dividual machine units here. The tests include machin-
ing accuracy verification, verification of endurance
under conditions exceeding the specifications, oil
leaks, convenience of operation, verification of applica-
tion systems, and destructive testing. This facility both
shortens the time to product release and raises the de-
gree of completion of the product at the design stage.

BManufacturing Prototypes

When developing a new product, we make ten
prototype machines. Of these, five are used for
verification and assessments and three are
used for checking performance. Concurrent
evaluation tests are performed on multiple
verification/evaluation prototype machines.

OFirst prototype machine---  OSecond machine--- OThird machine---
Accuracy verification Endurance verification Qil leaks, convenience
(including tuning) of operation, application

systems verification,
destructive testing




Perfect Manufacturing Quality

At MORI SEIKI we think of the "quality of the process" that gives rise to a product as an aspect of
quality, and this has led us to put many new approaches into practice in the workplace. After mak-
ing a start by introducing cell production systems to assembly processes for the first time in the in-
dustry, we delved deeper into the knowledge we had accumulated and adopted MORI SEIKI's
unique "auto camp" production system. This system, coupled with our insistence on performing a
running test at the end of each process, and our thorough attention to tidiness in the workplace,
has enabled us to improve manufacturing quality and achieve high production efficiency. We are
pressing ahead with reforms in the conventional production workplace as we build a system that al-
lows us to respond immediately to the exact requirements of our customers.

BMAuto Camp Production System

This is a system that divides the plant up in the same way as an auto camp

site: in each "plot", all the parts are then set out in the vicinity of the operator in

advance so that one person can ——— Machine tool
assemble them. There is no need Part pallet
to start searching for a part way
through an assembly operation, so
the time loss is reduced. This sys-
tem also makes the exact responsi-
bilities of each operator clear,
which leads to increased quality.

Assembly site 1 Assembly site 2

W 100-hour Running Test MOrganization of the Production Environment
All of the machines that we deliver to customers
have undergone running tests at the end of each
process on the assembly line. In all a machine
has been through 100 hours of running tests be-
fore shipment, and this has dramatically cut the
incidence of initial problems after delivery.

We have applied a completely white coat-  of the staff also understands that quality
ing to the entire factory floor. This makes starts with tidiness and organization and
for a clean production environment calling  they are dedicated to keeping the plant
to mind a semiconductor plant or a medi-  spic and span.

cal equipment plant, and it turns the facto-

ry into a showroom. Every single member

Design and-!!vgllopment oon

Assembly area




Pursuit of Perfect Customer Satisfaction

At MORI SEIKI we believe that all customer requirements are quality requirements, and this is the
reason we are seeking to make rigorous quality improvements in the fields of service and informa-
tion too. In order to repair customers' machines as quickly as possible, we have established a high-
speed maintenance and service system involving Service Centers, Technical Centers, and Parts
Centers. We have also built new Solution Centers. We aim to achieve cooperation among the
Sales Department, Development Department, Manufacturing Department and other individual de-
partments so that we can offer customers proposals that give them their optimum production envir-
onment. Seeking to provide a high quality of service with unrivalled speed, we will redouble our ef-
forts to achieve productivity gains for our customers.

HlService Centers

In our production bases at the Iga and Chiba Campuses, we
have set up Service Centers that operate 24 hours a day, 365
days of the year. At these Service Centers, which also run the
service call operation in Japan, highly experienced members
of staff with responsibility for specific machine models re-
spond to all inquiries from customers. Information on clients,
information about delivered machines, and even information
like machine repair histories, is all held in a database. This en-
ables us to take the shortest route to solve problems.

HMTechnical Centers

The service personnel stationed at the Technical Centers at
34 locations throughout Japan are dispatched to client loca-
tions quickly to attend to repairs based on the instructions
received from the Service Center. The service personnel re-
port on the progress of their work to the Service Center us-
ing terminals like a laptop computer or cell phone. Central-
izing the instruction channel and the information source in
this way has made our service operations in the field spee-
dy and flexible.

HParts Center

The Parts Center handles the whole process from the identi-
fication of replacement parts required by customers to
stock management and preparation for shipments. We
have set up an online system to ensure that requested
parts are shipped from the plant within 24 hours from re-
ceipt of the request, thus minimizing machine down time for
the customer. We have achieved a success rate of over
90% in sending out parts within 24 hours from the order.

W Solution Center

In order to deal with customer requests more quickly
and more thoroughly, we have set up Solution Centers.
The three core departments of the Sales Engineering
Section, the Turn Key Section and the Fixture Peripheral
Device Laboratory collaborate organically with the sales
departments and the research and development depart-
ments to propose the best machining methods for the
customer.

Turn Key Sections

The Turn Key Section comprises twelve staff
members and is located in the Nagoya Build-
ing. We are making Turn Key Sections a glo-
bal feature and have also established them in
the United States and Europe. Dealing mainly
with automobile related industries and able to
handle everything from simple specifications to
projects that encompass entire plants, the Turn
Key Section selects the optimum processes for
the customer and proposes the turnkey system
that can handle these processes. Drawing on
experience from thousands of past cases, they
can come up with the optimum solution for the
customer.

Sales Engineering Section

This section works together with the sales de-
partments to provide customers with technical
support on the peripheral elements and appli-
cations that are required when machining a
workpiece. From considering a machining
plan to discussing test machining, staging
technical seminars, and explaining machining
case histories, this section gives customers
back up based on a wealth of accumulated
knowledge.

Fixture Peripheral Device Laboratory

The Fixture Peripheral Device Laboratory was
set up based on the concept of "total engineer-
ing", to take responsibility for the design and
development of fixtures, tools and peripheral
devices that guarantee unerring process de-
sign and the quickest time studies. The Labo-
ratory pursues productivity improvements by re-
lying on the latest equipment and exceptional
knowledge.



MORI SEIKI
Eco-Palicy

Occupational Health
and Safety Policy

Treat resources and energy with importance.

The use of resources such as electrical power and paper, and the use of fossil
fuel energy such as heavy oil, will be reduced. Also, the recycling and reduction
of waste will be promoted.

Manufacture products that are environmentally friendly.

Promote the development of goods that increase the recycle rate of parts while
reducing noise, increasing durability, and reducing the use of natural resources.

Increase the awareness of employees of environment
preservation.

To increase awareness and to practice environment preservation activities, all
employees will be educated and trained. Also, all related companies are reques-
ted to do the same.

Environmental goals will be set and appraised periodically.

Environmental goals and results will be checked periodically and efforts will be
made for continued improvements in environment management.

Cooperate with environmental policies as a member of
society.

Laws on environment and other related matters will be maintained. Also, our
own management standards will set and strive for satisfactory environment pres-
ervation activities.

The upmost will be done to make available any informa-
tion on environment preservation.

We are working together as a whole company to preserve environment.
MORI SEIKI, Environmental Management Committee.

© In order to prevent our staff suffering industrial accidents, we research past ca-
ses from a scientific perspective and implement appropriate countermeasures

so that we can reduce the number of accidents at work.

® We make efforts to continuously improve the occupational health and safety
management system, and health and safety activities.

© Creating a "occupational health and safety" culture among the staff
O We set and periodically review our objectives for occupational health and safety.
@ Abide by the laws and regulations and other requirements as a member of society.

O We endeavor to publicize information about occupational health and safety.

e Sotem

Masahiko Mori
President Dr.Eng.
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Senior Executive Managing Director
Sales & Marketing HQ
Executive Officer

Sales & Marketing HQ

To Obtain Real Customer Satisfaction
with Unrivalled Quality

We have started this year by declaring an extraordinary situation
with quality. There is enthusiastic investment in equipment in Ja-
pan and the rest of Asia, and the economy in Europe and the Uni-
ted States is steadily picking up too; orders continued at a high
level as we entered this year, amounting to 150% of the level in
the previous year for six months running. The financial targets
were met in all regions and we have to measure the increase in
our market share. But what must we do in this environment in or-
der to really satisfy the customers with unrivalled quality? In a
selling market like the present one, the sales staff must consider
what is best for the customer. Are you perhaps putting unreason-
able pressure on the customer because of circumstances in the
company? Does the estimate comply with the schedule reques-
ted by the customer, and have you incorporated proposals that
can solve the customer's problems? Have you taken an order
while uncertain about the delivery? Has a customer ordered a
machine from you just because he needs a machine? Is it an or-
der that the customer is truly satisfied with? To keep reflecting
like this and obtain genuine customer satisfaction is the route to
"unrivalled quality" for sales representatives. Don't be satisfied
with just meeting your target figures: if you work hard for the cus-
tomer and leave results for him, you will see the benefits in the
next term or when the economy is bad. To achieve this, | will
keep pushing myself further, thinking primarily to satisfy our cus-
tomers.

HIROSHI MIZUGUCHI

Senior Executive Managing Director
Development & Manufacturing HQ Executive Officer (Manufacturing) &
IGA Campus Chief

Manufacturing HQ

Pursuing Production Reforms Top in
Pursuit of Even Higher Production Efficiency

Two years have passed since we scrapped automatic storage
and retrieval systems and automatic guided vehicles and em-
barked on a production revolution which involved the introduction
of the first cell production system in the machine tool industry
and the adoption of the part preparation system. Many new ap-
proaches came on track at last, and their effects were very appa-
rent. | believe that customers who have toured the factories at
our Campuses over the past two years have gained a real sense
of the changes that have taken place in the workplace. As a
measure for improving production efficiency, we are progressively
applying cell production to the NV4000 DCG and NH4000 DCG
models whose sales started from the latter half of last year and to
the NL series whose mass production started in June this year.
The introduction of the cell production system has halved the
time required for assembly. It has also resulted in quality improve-
ments, and we are making use of the cell production know-how
that we built up with the NV5000a1 and expanding its applica-
tion. In August this year we will complete an assembly area dedi-
cated to turnkey systems and large-scale double-column machin-
ing centers. And in preparation for the expansion of the Chiba
Campus assembly area coming up in December, we are steadily
built up a system that can cope with the increased production vol-
umes by completing the parts warehouse and the Solution
Laboratory, and by investing in forty new machines and pieces of
equipment for the Iga Campus machine plant. In 2004 we are
pushing further ahead with our unique production revolution
geared to the manufacture of machine tools, and tackling stability
of quality and the reduction of assembly lead time.

Sales & Marketing HQ
Manufacturing HQ

Development HQ
Administrative HQ
Purchasing & Logistics HQ




Development HQ

Varied Line-up Gives Increased Competitive Strength

Last year we introduced the “driven at the center of gravity” (DCG) principle to our vertical and
horizontal machining centers. And this year we have launched thirty models in the NL series of
CNC lathes that have more than doubled previous turning and milling capabilities. In a product
segment that accounts for 70% of demand for machine tools this dramatically increases our
competitive strength, and we have begun to see synergistic effects with the services provided
by the Solution Centers in Nagoya, Chicago and Stuttgart. In the coming year we will complete
vertical and horizontal machining centers in the large-scale and ultra-compact categories and
announce a new series of multi-axis machines, and a range of large, medium-sized and small
machines for production line applications comprising vertical/horizontal lathes and machining
centers. We also plan to ship a new type of super-large machine with a double column con-
struction known as “box-in-box on rail” for machining the structural components of rolling stock
and aircraft. And to attract new customers in Asia and the United States, we have come out

with a simply constructed economical model, following the pattern of the Duracenter 5. Within

the next year we intend to add 50 more development personnel to the current total of 430, and KAZUYU KI H I RAMOTO
to thoroughly rationalize and simplify development work. We will keep up our efforts to fashion Managing Director Dr.Eng.

a system that allows a more agile response to the diverse requirements of our customers. Development & Manufacturing HQ

Executive Officer (Development) & NARA Campus Chief

Administrative HQ

Optimizing Systems Throughout the Group to Meet

“Global One” Objectives

In October 2004 the Administrative HQ, namely the Corporate Planning, Legal, Accounts,
Finance, General Affairs, Personnel, and Information Systems Departments will shift to
the Nagoya headquarters. The Nagoya headquarters will become the global headquar-
ters and we will pursue our “Global One” objectives by adopting the following measures.

@ In information system design, we are making a start by preparing the information infra-
structure to serve the Group as a whole: we aim to remove international borders and
centralize the systems for accounts, sales, and personnel affairs.

(2 We will build an accounting system that focuses on the consolidated closing, and gen-

- m— ' erate prompt and accurate consolidated statements on a weekly basis.

(3 We will implement centralized control of stock and cash, aiming to achieve the greatest
possible inventory reductions and cash flow.

HlROA Kl TAMAl @ In overseas business, by maintaining a balance among transactions based in Yen, U.S.
dollars and Euros, we are protecting ourselves against fluctuations in the exchange market.

(® We are scouting and training people with outstanding talent and training them for man-
agement posts.

® We have tightened up our business risk management and global auditing, and we are
conducting transparent management, ensuring effective corporate governance, and
applying a higher standard of corporate ethics in our projects and activities.

Director
Administrative HQ Executive Officer

Purchasing & Logistics HQ
Maximizing Profits with Speed, Accuracy and Thought

The Purchasing and Logistics HQ was formerly a part of the old Administrative HQ, as
the department that administered the supply chain for customers’ requirements and
needs in terms of products and services. It was inaugurated as a full HQ in July 2004 as
a result of a reassessment of the importance of its role. This HQ transcends the barriers
between corporate departments, optimizes the entire sequence of processes from pur-
chasing raw materials to providing products to customers, maximizes throughput (contri-
bution profit), maximizes cash flow, reduces inventory, and minimizes total expenditure.
We believe that the Purchasing and Logistics HQ is strongly required to provide excep-
tional products and service to the customers with outstanding quality, price, and speed.
Accordingly, we will be setting the purchase of raw materials and parts at the fair price
as the base of our activities and soliciting the cooperation of the suppliers to achieve
win-win transactions that satisfy both parties, where both make a reasonable profit,
based on an open and trusting relationship. The watchwords for our HQ are speed, ac- KENJ' 0|SH|
curacy, and thought. By sharing information using IT, making work more efficient, reduc-
ing procurement lead times and reducing inventory, we are helping to maximize profits.

Purchasing & Logistics HQ Executive Officer
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Approach to Products

NL Department

The Manufacture of Medium+Large CNC Lathe

In the 35 years since 1968 when
we starting selling our first lathe,
we have launched more than 100
models of CNC lathe. Now, as we
witness a transition between gener-
ations of CNC lathes, we have at
last completed the long-awaited
NL series with its unprecedented
levels of rigidity and accuracy. We
have undertaken a fundamental re-
view of the CNC lathe based on the
concepts of redesigning mecha-
nism of components to conform to
fundamental cutting theory, eliminat-
ing heat problems to improve accu-
racy, and concentrating on custom-
er requirements and reflecting the
conclusions in the products. Thanks
to the “built-in motor turret” technol-
ogy that we have developed for the
first time in the industry, and our
use of beds, spindles and slide-

ways with exceptional static and dy-
namic rigidity, we are now achiev-
ing performance that was
impossible with previous models.
With the launch of the NL series
on the market, | am confident that
we will increase the profits of our
customers and that we have moved
a step closer to achieving our
“Global One” objective.

gt N Ml
MITSUJI MATSUMOTO

General Manager

MT Department

The Manufacture of Multi-Axis Turning Center

The MT (milling/turning) Depart-
ment is responsible for the develop-
ment and manufacture of multi-axis
machines at the Chiba Campus. In
the past few years multi-axis ma-
chines have rapidly become wide-
spread in the market and they are
now widely recognized as being
the new pattern for machine tools.
Against this backdrop, MORI SEIKI
has moved quickly to establish a
factory dedicated to multi-axis ma-
chines at Chiba and set up a sys-
tem that will answer the needs of
our customers. Broadly speaking,
our production of multi-axis ma-
chines can be categorized into the
following four series: the ZT series
that brings customers productivity
with a relatively high level of pro-
cess integration in the mass pro-
duction field, the SuperHiCELL ser-
ies that enables
process integra-
tion with a high
level of flexibility
in the general ma-
chining field, the
MT series that en-
ables high produc-
tivity and a high
level of process in-
tegration, and the
ground-breaking

SuperMILLER 400

SuperMILLER series that achieves
high milling performance and con-
touring accuracy. We have put a
system in place that allows custom-
ers to experience all aspects of
multi-axis machines and we are
working as a team to achieve cus-
tomer satisfaction.

!
¥

K

e

L |

MASAMITSU NAKAMINAMI

General Manager

MV D e pa Pt me nt The Manufacture of Vertical Machining Center

The MV Department designs and manufactures verti-
cal machining centers; our principal products are the
NV4000 DCG, NV5000a1, MV-653, and MV-1003. The
NV5000a1, designed for high speed, high accuracy
and high productivity was released onto the world mar-
ket in March 2002 to high acclaim. The NV4000 DCG,
which was marketed from October 2003 and based
on MORI SEIKI's original “driven at the center of gravi-
ty” principle, has also won high praise. In the MV
Department we achieve development without proto-
types by making use of digital design. Our aim is to
substantially reduce development time and introduce

new products to the market in a timely manner. For
assembly processes we have introduced a cell pro-
duction system. In contrast with the conventional sys-
tem in which different operators took responsibility for
the various processes, this system reduces lead
times and allows us to deal positively with requests
for fast deliveries. Based on the performance record
and confidence that we built up with the NV4000
DCG and NV5000a1, the MV Department is aiming
to maintain the top position in the areas of quality,
costs, and delivery, and is building machines that ad-
dress customers’ increasing focus on profits.

Sales by the Product

Service, Parts and Others 10.17 %

NV4000 DCG

Grinding Machine 2.52 %
¥2,210

Multi-Axis Turning Center,
MT Series 8.88 %

¥7,772

NC Lathe 35.02 % /

¥30,658

YASUFUMI TAKAI

General Manager

Machining Center 43.41 %
‘ ¥38,010

Millions of yen



MH Department

The Manufacture of Horizontal Machining Center

NH4000 DCG

The MH Department is engaged in the
development and manufacture of hori-
zontal machining centers. To meet the
needs of the times, we have launched
the innovative new models NH4000 DCG,
NH5000 and NH6300 DCG that fea-
ture high speed, high accuracy and ex-
ceptional quality of machined faces.
We have received high acclaim and
support from customers for these ma-
chines. In addition to overwhelming
machine performance we have im-
proved the peripheral devices and sys-
tems, and produced a machine with a
high level of completeness in all areas
including compatibility with software
and support for fixtures. We will contin-

ue the expansion of the NH series,
fostering its growth into the standard
range of models for the 21st century,
by meeting the needs of even more
customers. The entire staff is confi-
dent that the NH series is capable of
capturing the world market.

YOSHIAKI SUGIMOTO

General Manager

High Production Department

The Manufacture of Small CNC Lathe, and Small Machining Center

The High Production Department is
charged with developing and manu-
facturing machining centers and
lathes designed for machining mass-
production parts. This year we will
be announcing the NX series, which
is ideal for production line applica-
tions like automobile part production,
and from the fall we will start produc-
tion of the NX2000. The NX2000 ser-
ies has variations including horizontal
and vertical machining centers and
horizontal and vertical lathes, and by
combining these variations exactly as
required we can provide the ideal pro-
duction line for the customers. All
models in the line-up feature the
world's smallest machine width of
680 mm, which enables lines to be
configured in half the space that
would be taken up by conventional
machines. It also means that it is
easy to make changes to a line, e.g.
due to production changes. Next
year we will be launching the NX4000
range, which is aimed at somewhat
larger parts. Regarding lathes, we

ULTIMILL V3000 24

will be announcing and launching the
new Duraturn series models as the
successors to the CL series that has
been selling more than 100 units per
month. Look out for further develop-
ments.

General Manager

Control Technology Laboratory/DTL

Application System

We have developed the next generation of our MAPPS
(MORI Advanced Programming Production System) line
of intelligent operation panels, called MAPPS II. We star-
ted mass production in April 2004 and are in the pro-
cess of extending this system to all models. This system
features as standard the machining 3-D animation sys-
tem developed by DTL in California, in combination with

chines are fitted with direct drive motors that we manu-
facture in-house. This has given them high speed, high
acceleration and high accuracy while keeping costs
down. We are continuing our progress with the develop-
ment of intelligent operation systems and actuators that
will further extend the high speed, high accuracy and
high efficiency characteristics of NC machine tools.

the SEICOS functions developed by the former Hitachi
Seiki. For network functions, we have developed
“CAPS-NET Global Edition” as the next step on from
CAPS-NET. From July in Japan we will be equipping the
machines with this system and a cell phone module as
standard features, and starting a remote maintenance
service and operating information monitoring service. To
achieve their full 4th-axis specification, NH series ma-

MAKOTO FUJISHIMA

Director Dr.Eng.
Contoral Technology Laboratory &
u Information Systems Depertment

MAPPS II

—_—

s
Overseas Sales

Sales of Domestic and Overseas

Asia * Oceania 15.20 %
¥7,028

Overseas 52.81 %

¥46,236 Europe 44.53 %

¥20,589

US.A. 4027% ~
¥18,619

Japan 47.19% ~

¥41,321

Total ¥87,567 Total ¥46,236
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MORI SEIKI Group

Domestic consolidated subsidiaries Asia Pacific & Strategic Growth Territory

MORI SEIKI MACHINE SALES, LTD. We are expanding our business into develop-

ing regions such as Asia and Oceania, as well
MORI SEIKI TRADING, LTD. as India, Russia, South Africa and Israel. Last
TAIYO KOKI CO., LTD. year we established local companies in Aus-

tralia and Indonesia, while in China we are ex-
MORI SEIKI TECHNO, LTD. panding our sales force and building Techni-
MORI SEIKI FIXTURE LABORATORY, LTD. cal Centers at Beiing, Tianjin, ~Dalian,

Shenzhen, and Chongqing that will supple-
ment the facilities already running in Shanghai
and Hong Kong, and we are building Die &
Mold Laboratory at Dongguan. Now we have
all service bases required for expanding our ~KOJI OKURA
sales in this region in place. This year we are ~ Managing Director

MORI SEIKI HIGH PRECISION MACHINING LABORATORY, LTD.

MORI SEIKI KOSAN, LTD.
(MORI SEIKI HITECH CO., LTD.)

. . g . - . . . Sales & Marketing HQ
Domestlc unconsolldated su bSIdIar\Ies also building Technical Centers in India and Executive Officer &
Malaysia. In the recent Asian market, many or- Sales Planning Department
MORI SEIKI PRECISION, LTD. ders have been received not just from Japa- & Asia Pacific and Strategic

K ) Growth Department
nese corporations but from European, Ameri-

can and local companies too, with the result
that sales have grown quickly. Committed to

Overseas consolidated subsidaries meroving segfF @l i
MORI SEIKI U.S.A., INC. i
MORI SEIKI GmbH
MORI SEIKI (UK) LTD.
MORI SEIKI FRANCE S.A.
MORI SEIKI ITALIANA S.R.L.
MORI SEIKI ESPANA S.A.
MORI SEIKI SINGAPORE PTE LTD
MORI SEIKI (TAIWAN) CO., LTD.
MORI SEIKI BRASIL LTDA.
MORI SEIKI HONG KONG LTD.
MORI SEIKI MEXICO, S.A. DE C.V.
MORI SEIKI (THAILAND) CO., LTD.
MORI SEIKI (SHANGHAI) CO., LTD.
MORI SEIKI KOREA CO., LTD.
DTL MORI SEIKI, INC.
PT. MORI SEIKI INDONESIA
MORI SEIKI AUSTRALIA PTY LTD
MORI SEIKI DISTRIBUTOR SERVICES, INC.
MORI SEIKI MID-AMERICAN SALES INC.

MORI SEIKI LEASING, LTD

Overseas subsidiaries not
included in consolidated accounting W e
MORI SEIKI MUNCHEN GmbH ) . Reyionalllqan‘s(ger
MS SYFRAMO S.A. : S

Associated companies to which
equity method does not apply

UNITED MANUFACTURING SOLUTIONS LTD.
OTHER 4 COMPANIES




American Territory

Last year we established the direct sales compa-
ny MORI SEIKI MID AMERICAN SALES INC. in
the Mid-West region. Communication with the cus-
tomers is now direct, so we are making spot-on
proposals based on the customers’ needs. And
this year we established the U.S. Turnkey Group to
deal with products and systems that require high
level of engineering. We also established a U.S.
call center to offer service support, and introduced
a horizontal part inventory system in Dallas to en-

sure effective stocking and supply of service parts:

these and other measures are intended to strength-
en the system to ensure more comprehensive cus-
tomer support. Taking as our target the peak for
equipment purchases and renewals that is antici-
pated around 2005, we are establishing local or-
ganizations and dealership networks in all districts
of the United States, and to achieve further market
expansion, we are making progress with the intro-
duction of a new sales system by cooperating with
dealers in a mutually complementary form.

Seatt| ‘i

Sacrament

‘ Los Angeles

Mexico City

DTL MORI SEIKI, INC.
General Manager

E j

YASUNORI HAMABE
Director

Sales & Marketing HQ
Executive Officer &

MORI SEIKI U.S.A., INC.
President CEO &

America Department

Eoropean Territory

In May 2004, the European Union expan-
ded further to the east, and the machine
tool market of the expanded Union now ac-
counts for 40% of world machine tool con-
sumption. Against this backdrop, we star-
ted the construction of the new French
Technical Center that will also serve as the
demonstration center for all the Europe re-
gions in June 2004. And in order to in-
crease our customers’ productivity, we also
plan to complete the reorganization and in-
tegration of the parts centers in Europe by
the end of September. With a product line-
up that compares favorably with the prod-
ucts of the local European manufacturers,
and a sales and service network with focus
on close customer support, we are reinforc-
ing our support system. Two years from
now we aim to double our share i Euro-
pean market and to have built up rket
of 300 million Euros.

\

JIANCHENGL[I!, Ph.D

® Overseas Subsidiaries
© Overseas Representative Office

e MORI SEIKI MID-AMERICAN SALES INC.

| |

1 [ T

- -

TAKESHI SAITO
Managing Director
Sales & Marketing HQ
Executive Officer &
MORI SEIKI EUROPE
President &

Europe Department




Establishment of a Direct Sales System

21

To achieve faster and more efficient communication, MORI SEIKI puts its efforts into establishing a
direct sales system. For detecting customer needs as quickly and accurately as possible, and for
allowing us to make proposals for improving the customers' productivity... As the customer's closest
partner in increasing profits, we provide the meticulous and attentive service that only a machine
tool manufacturer can.

HU.S.A.

MORI SEIKI MID-AMERICAN SALES INC.

In a joint project with Yamazen, a trading company specializing in machines and tools, we set up the direct sales
company of machine tools, MORI SEIKI MID-AMERICAN SALES INC., in Chicago. The company commenced
business from October 2003. Having reviewed the system run by the dealerships in the American Mid-West, we
switched to a direct sales format, so everything from sales to service is now handled by the MORI SEIKI Group.
We have set up the headquarters inside the Chicago Technical Center and have sales and service centers at 5 lo-
cations in the Great Lakes area where there are concentrations of automobile part manufacturers: Milwaukee, Indi-
anapolis, Des Moines, Cleveland, and Cincinnati. With even more conscientious service with the emphasis on
user needs, we are dramatically improving our capability to offer proposals to customers at the level that was diffi-
cult to achieve only with dealership sales, particularly customers in automobile related production.

THOMAS R. DILLON
MORI SEIKI U.S.A., INC.

C.0.0.&
MORI SEIKI MID-AMERICAN SALES INC.
President

M Europe
MORI SEIKI DEUTSCHLAND SALES & SERVICE

In Germany, one of the biggest consuming countries of machine tools in the world, we
have set up MORI SEIKI DEUTSCHLAND SALES & SERVICE. Following up on Stutt-
gart where we started operations in the fall of 2003, we set up bases in Munich and
Hamburg in 2004. In most districts of Germany, we can provide meticulous support at
a high level only possible when dealing directly with the machine tool manufacturer.
Using our strong sales and service network as a weapon, we will win out in competi-
tion with local manufacturers and achieve a dramatic expansion in our business.

SCHMIDBAUR H.PETER SCHAEKEL WOLFGANG

MORI SEIKI DEUTSCHLAND  MORI SEIKI DEUTSCHLAND

SALES & SERVICE
Stuttgart T.C.
Managing Director

M Oceania
MORI SEIKI AUSTRALIA PTY LTD

We have previously handled sales and service in the Oceania region through local dealerships. However, with
the withdrawal of these intermediaries we set up an independent direct sales company as a local subsidiary 100%
capitalized by MORI SEIKI, and started sales through this subsidiary from September 2003. Around 1,300 MORI SEIKI
machines have been delivered to about 800 customers in the Oceania region. These include many blue chip cor-
porations such as automobile part manufacturers. Direct sales from the MORI SEIKI Group allows us to provide
customers like these with detailed technical information, so we are able to provide a better standard of service
than we did before. We have established Technical Centers in Melbourne (headquarters) and Sydney. These
T.C.s permanently have six show machines and a part inventory, they are able to handle test machining, and they
also have seminar rooms where seminars on all topics can be held for audiences of up to 30 people.

SALES & SERVICE
Hamburg T.C.
Managing Director

TREVOR W.MORGAN
MORI SEIKI AUSTRALIA PTY LTD
Regional Manager
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Consolidated Financial Highlights

23

Years ended March 31, 2004 and 2003

Millions of yen | Thousands of U.S. dollars

2004 2003 2004

Sales Net income (loss) Net income (loss) per share
100 10 150
100
80 5
0 50
60 0
-5
40 50
-10
-100
20
15 -150
0 00.3 01.3 023 033 043 20 00.3 01.3 023 03.3 043 200 00.3 01.3 023 03.3 04.3
(Billions of yen) (Billions of yen) (Yen)

The accompanying U.S. dollar amounts have been translated from yen, solely for convenience, as a matter of arithmetic computation only,
at ¥105.64 = U.S5.$1.00, the exchange rate prevailing on March 31, 2004.

Sales

Fiscal Year MC L A#':Es sehlngEs ﬁzgﬂ:l’,'q'g SOFTWARE PARTS SERVICE OTHERS TOTAL

(Millions of yen)

100
80
60 M OTHERS
M SERVICE
M PARTS
40 M SOFTWARE
GRINDING MACHINES
20 I MT SERIES
B NC LATHES
" MC

00.4~01.3 01.4~02.3 02.4~03.3 03.4~04.3
(Billions of yen)



Overseas Sales
Fiscal Year TOTAL

(Millions of yen)

*Each amount above has been included in net sales.
*Each percentage above has been calculated based on the net sales for the respective fiscal years.

100
80
60
40
20 M Domestic
[ Export

00.4~01.3 01.4~02.3 02.4~03.3 03.4~04.3
(Billions of yen)

Depreciation and Investments in Plant and Equipment

Fiscal Year Depreciation Net income (loss) Investments

(Millions of yen)

Estimate

(Millions of yen)
*MORI SEIKI CO., LTD.'s investments in fixed assets over the past five years totaled approximately ¥28,680 million.

11
10
9
8
7
6
5
4
3
2
1 M Depreciation
[ Investments
0

99.4~00.3 00.4~01.3 01.4~02.3 024~03.3 03.4~04.3 04.4~05.3
(Billions of yen)
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Five-year Summary Millions of yen begg§gglclj§rgf

Fiscal Year 2003.4~2004.3 2002.4~2003.3 2001.4~2002.3 2000.4~2001.3 1999.4~2000.3 2003.4~2004.3

Per share data :

1. Net income (loss) per share is computed based upon the weighted-average number of shares of common stock outstanding during each fiscal year as adjusted for free share
distributions.

2. Cash dividends per share are those declared as applicable to each respective fiscal year and cash dividends charged to retained earnings are those actually paid.

3. The accompanying U.S. dollar amounts have been translated from yen, solely for convenience, as a matter of arithmetic computation only, at ¥105.64 = U.S.$1.00, the exchange
rate prevailing on March 31, 2004.



Consolidated Balance Sheets

Assets

Thousands of U.S. dollars

Millions of yen (Note 1)

March 31, March 31,
2004 2003 2004

See accompanying Notes to Consolidated Financial Statements.
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Liabilities, Minority Interests and
Shareholders' Equity

Thousands of U.S. dollars

Millions of yen (Note 1)

March 31, March 31,
2004 2003 2004

See accompanying Notes to Consolidated Financial Statements.



Consolidated Statements

of Operations

Thousands of U.S. dollars

Millions of yen (Note 1)

Year ended March 31, Year ended March 31,
2004 2003 2004

See accompanying Notes to Consolidated Financial Statements.

28



Consolidated Statements of

Shareholders' Equity

29

Millions of yen

Number of Common
shares of stock
common

stock

Capital Reserve for Retained Netunrealized Translation Treasury

surplus land earnings holding adjust- stock
revaluation gain (loss) ments
(Note 16) on securities
(Note 5)

Thousands of U.S. dollars (Note 1)

Common
stock

Capital Reserve for Retained Netunrealized Translation Treasury

surplus land earnings holding adjust- stock
revaluation gain (loss) ments
(Note 16) on securities
(Note 5)

See accompanying Notes to Consolidated Financial Statements.



Consolidated Statements of Cash Flows

Thousands of U.S. dollars
(Note 1)

Year ended March 31, Year ended March 31,
2004 2003 2004

Millions of yen

See accompanying Notes to Consolidated Financial Statements.




Notes to Consolidated Financial Statements

March 31, 2004

31

1. Basis of Presentation

MORI SEIKI CO., LTD. (the "Company"), and its domestic
consolidated subsidiaries maintain their accounts and re-
cords in accordance with accounting principles generally
accepted in Japan. Its overseas consolidated subsidiaries
maintain their accounts and records in conformity with the
requirements of the countries of their domicile.

The accompanying consolidated financial statements are
prepared on the basis of accounting principles generally ac-
cepted in Japan, which are different in certain respects as
to the application and disclosure requirements of Internation-
al Financial Reporting Standards, and are compiled from
the consolidated financial statements prepared by the Com-
pany as required by the Securities and Exchange Law of
Japan.

In preparing the accompanying financial statements, certain
reclassifications and rearrangements have been made to
the consolidated financial statements issued in Japan in or-

der to present them in a form which is more familiar to read-

ers outside Japan. In addition, the notes to the consolida-
ted financial statements include information which is not
required under accounting principles and practices general-
ly accepted in Japan but is presented herein as additional
information.

Certain reclassifications of previously reported amounts
have been made to the consolidated statement of opera-
tions for the year ended March 31, 2003 to the 2004 pre-
sentation. Such reclassifications had no effect on consolida-
ted net loss or shareholders’ equity.

The accompanying consolidated financial statements have
been translated from yen amounts in to U.S. dollar amount,
solely for convenience, as a matter of arithmetic computa-
tion only, at ¥105.64 = U.S.$1.00, the exchange rate prevail-
ing on March 31, 2004. This translation should not be con-
strued as a representation that yen have been, could have
been, or could in the future be, converted into U.S. dollars

at the above or any other rate.

2. Summary of Significant Accounting Policies

(1) Principles of consolidation

The accompanying consolidated financial statements in-
clude the accounts of the Company and all subsidiaries
over which substantial control is exerted through either ma-
jority ownership of voting stock and/or by other means. All
significant intercompany balances and transactions have
been eliminated in consolidation.

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

All assets and liabilities of the subsidiaries are revalued on
acquisition, if applicable, and the excess of cost over the
underlying net assets at each respective date of acquisition
is amortized over a period of five years on a straight-line

basis.

(2) Foreign currency translation
Receivables and payables denominated in foreign curren-

cies are translated into yen amounts at the fiscal year-end

rates. Gains or losses resulting from such translation adjust-
ments are credited or charged to income as incurred. The
balance sheet accounts of the overseas consolidated subsi-
diaries have been translated into yen at the rates of ex-
change in effect at the balance sheet date, except for the
components of shareholders’ equity, which have been trans-
lated at their historical rates. The differences resulting from
these translations are presented as components of share-
holders’ equity and minority interests. Revenues, expenses
and cash flows are translated at the average rates for the

year.

(3) Cash and cash equivalents

For the purpose of the consolidated statements of cash
flows, 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 sub-
ject to an insignificant risk of changes in their value and
which were purchased with an original maturity of three

months or less.



(4) Inventories

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

Raw materials are stated at cost determined by the moving
average method. Supplies are stated at cost determined

by the last purchase price method.

(5) Property, plant and equipment
Depreciation of property, plant and equipment of the Com-
pany and the domestic consolidated subsidiaries, except
for buildings acquired on or subsequent to April 1, 1998, is
calculated by the declining-balance method over the useful
lives of the respective assets. Depreciation of buildings of
the Company and the domestic consolidated subsidiaries
acquired on or subsequent to April 1, 1998 is calculated by
the straight-line method. Depreciation of property, plant and
equipment of the foreign subsidiaries is calculated by the
straight-line method.
The useful lives of property, plant and equipment are sum-
marized as follows:
Buildings and structures 7 to 50 years
Machinery and equipment 2 to 17 years
(6) Leases
Non-cancelable leases of the Company and the domestic
consolidated subsidiaries are accounted for as operating
leases regardless of whether such leases are classified as
operating or finance leases, except that leases which stipu-
late the transfer of ownership of the leased property to the
lessee are accounted for as finance leases.
Leases other than operating leases of the overseas subsi-

diaries are accounted for as finance leases.

(7) Investments in unconsolidated subsidiaries and affiliates
Investments in unconsolidated subsidiaries and affiliates are

stated at cost determined by the moving average method.

(8) Investments in securities

Other securities with determinable market value are stated
at market value. Unrealized holding gain or loss is accoun-
ted for as a component of shareholders’ equity. Cost of se-
curities sold is determined by the moving average method.

Other securities without determinable market value are sta-

ted at cost determined by the moving average method.

(9) Retirement benefits

Effective March 20, 2003, the Company dissolved its Wel-
fare Pension Fund Plan and implemented an employees’ de-
fined contribution pension plan. The effect of this change
in the Company’s retirement benefit plan has been accoun-
ted for under the accounting standard for changes in retire-

ment benefit plans.

(10) Income taxes

Provision has been made to reflect the interperiod alloca-
tion of income taxes arising from timing differences in the
recognition of certain income and expenses for financial re-

porting and tax purposes.

(11) Derivatives

Derivatives are stated at fair value.

(12) Hedge accounting
Gain or loss on derivatives designated as hedging instru-
ments is deferred until the loss or gain on the underlying

hedged item is recognized.

(13) Research and development costs and computer software
Research and development costs are charged to income
when incurred. Expenditures relating to software devel-
oped for internal use are charged to income when incurred
unless these contribute to the generation of future income
or cost savings. Such expenditures are capitalized as as-
sets and amortized by the straight-line method over the use-
ful life of the software, which is generally 5 years. Expendi-
tures relating to software developed for market sales are
capitalized as assets and amortized by the straight-line
method over the prospective period of sales, which is gen-

erally 3 years.

(14) Goodwill
Goodwill is amortized by the straight-line method over peri-

ods ranging from 5 to 10 years.
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3. Cash and Cash Equivalents

In the presentation of the consolidated statements of cash flows, the relationship between the items included in cash and cash
equivalents and the corresponding amounts reflected in the balance sheets at March 31, 2004 and 2003 are summarized as
follows:

Millions of yen | Thousands of U.S. dollars

2004 2003 2004

Effective September 21, 2002, the Company’s consolidated subsidiary, MORI SEIKI HITECH CO., LTD. (formerly MORI SEIKI KOSAN
CO., LTD.) acquired the business of Hitachi Seiki Co., Ltd. for manufacturing and selling high precision machine tools, and the
business of Hitachi Seiki Service Co., Ltd. for the related repairs and after-sales service. Consequently, assets at September 21,
2002 increased as follows:

Millions of yen

In March 31, 2003, the difference of ¥150 million between the expenditures of ¥2,450 million to acquire these business and the
total assets of ¥2,600 million presented above was recorded as a component of other current liabilities.

4. Inventories

Inventories at March 31, 2004 and 2003 consisted of the following:

Millions of yen | Thousands of U.S. dollars

2004 2003 2004




D. Securities

Marketable securities classified as other securities at March 31, 2004 and 2003 are summarized as follows:

Millions of yen Thousands of U.S. dollars
2004 2004
Acquisition Carrying Unrealized gain Acquisition Carrying Unrealized gain
cost value cost value

Millions of yen

2003
Acquisition Carrying Unrealized gain
cost value (loss)

The Company and its consolidated subsidiaries recorded an impairment loss of ¥1,214 million on marketable equity securities
included in other securities for the year ended March 31, 2003. An impairment loss is recorded when the market value falls by
30% or more from the carrying value.

The carrying value of investments in non-marketable securities at March 31, 2004 and 2003 was as follows:

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

Sales of other securities for the years ended March 31, 2004 and 2003 were as follows:

Millions of yen | Thousands of U.S. dollars
2004 2003 2004
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6. Retirement Benefits

As mentioned in Note 2 (9), the Company dissolved its employees’ Welfare Pension Fund Plan and implemented an employees’
defined contribution pension plan effective March 20, 2003. The effect of this change under the accounting standard for chan-
ges in retirement benefit plans is summarized as follows:

Millions of yen

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

The assumptions for the year ended March 31, 2003 were as follows:

(1) Expected rate of return on plan assets:1.0%

(2) Number of years over which the actuarial differences are expensed:
10 years (determined by the straight-line method over a period which falls within the average remaining years of service of
the employees participating in the plans and amortized commencing the year following the year in which the gain or loss
was recognized.)



/. Short-Term Bank Loans and Long-Term Debt

The weighted-average interest rate on short-term bank loans was 0.35% at March 31, 2003.
For effective financing purposes, the Company concluded line of credit agreements with three banks and the status of these at
March 31, 2003 was as follows:

Millions of yen

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

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

The weighted-average interest rates on long-term bank loans were 0.49% and 2.75% for the years ended March 31, 2004 and 2003, re-
spectively.
The aggregate annual maturities of long-term debt subsequent to March 31, 2004 are summarized as follows:

Years ending March 31, Millions of yen Thousands of U.S. dollars
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8. Income Taxes

Income taxes in Japan applicable to the Company and its domestic consolida-

ted subsidiaries consist of corporation tax, inhabitants’ taxes and enterprise tax,

which in the aggregate, resulted in a statutory tax rate of approximately 41.41%

for the years ended March 31, 2004 and 2003. The overseas subsidiaries are

subject to the income tax regulations of the countries in which they operate.

A reconciliation of the differences between the statutory tax rate and effective

tax rate for the year ended March 31, 2004, as a percentage of income before

income taxes and minority interests, is as follows:

For the year ended March 31, 20083, a reconciliation of the statutory tax rate and the effective tax rate has been omitted as a loss before

income taxes and minority interests was recorded.
The significant components of deferred tax assets and liabilities of the Company and its consolidated subsidiaries at March 31, 2004
and 2003 are summarized as follows: Millions of yen Thousands of U.S. dollars

In accordance with a law on amendments to local tax laws, etc. announced on March 31, 2003, the Company and its domestic consoli-
dated subsidiaries applied a statutory tax rate of 40.49% to the calculation of deferred tax assets and liabilities at March 31, 2003,
which are expected to be reversed on April 1, 2004 and thereafter. The effect of this change in the statutory tax rate applied was to de-
crease non-current deferred tax assets (net of non-current deferred tax liabilities) and non-current deferred tax liabilities on the reserve
for land revaluation at March 31, 2003 by ¥7 million and ¥41 million, respectively, and to decrease income taxes-deferred for the year
ended March 31, 2003 by ¥7 million, and to increase net unrealized holding gain on securities at March 31, 2003 by ¥0 million.




9. Shareholders’ Equity

The Commercial Code of Japan (the “Code”) provides that an amount equivalent to at least 10% of cash dividends paid and bo-
nuses to directors and statutory auditors, and exactly 10% of interim cash dividends paid be appropriated to the legal reserve un-
til the sum of additional paid-in capital, which is included in capital surplus, and the legal reserve, which is included in retained
earnings, equals 25% of stated capital. The Code provides that neither additional paid-in capital nor the legal reserve is avail-
able for dividends but both may be used to reduce or eliminate a deficit by resolution of the shareholders or may be transferred
to stated capital by resolution of the Board of Directors. The Code also provides that, to the extent that the sum of the additional
paid-in capital 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. The Company’s legal reserve, amounted to ¥2,650 million ($22,047 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
reversal of 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 immaterial.

10. Research and Development Costs

Millions of yen ‘Thousands of U.S. dollars
Research and development costs for the years ended March 2004 2003 2004
31, 2004 and 2003 were as follows:
11. Contingent Liabilities
At March 31, 2004, the Company and its consolidated subsidiaries Millions of yen ‘Thousands of US. dollars

had the following contingent liabilities: 2004 2004

12. Derivative Financial Instruments

To avoid risk of fluctuation in foreign currency exchange rates, the Company enters into forward foreign exchange contracts. The
Company utilizes these derivatives as hedges to reduce the inherent risk to their assets and liabilities. These transactions are not
likely to have a major impact on the performance of the Company. In addition, derivatives transactions are not entered into for
speculative trading purposes in accordance with the Company'’s internal guidelines.

In accordance with the Company’s internal policies on derivatives, the Finance Division of the Company is responsible for manag-
ing the market and credit risk relating to these transactions, and this division manages the position limits, credit limits and the sta-
tus of all open derivatives positions subject to approval by the director responsible.

The Company applies hedge accounting to its derivative transactions and hedges against the risk of fluctuation in foreign ex-
change rates within the scope of the needs arising from the underlying items hedged.

The fair value of the derivative positions outstanding at March 31, 2004 and 2003 is summarized as follows:

Millions of yen Thousands of U.S. dollars
2004 2004
Contract value Estimated Unrealized Contract value Estimated Unrealized
Sell: (Notional principal amount) fair value gain (Notional principal amount) fair value gain

Millions of yen

2003
Contract value Estimated Unrealized
Sell: (Notional principal amount) fair value gain (loss)
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13. Leases

(1) Finance leases

The following pro forma amounts present the acquisition costs, accumulated depreciation and net book value of the property
leased to the Company and its consolidated subsidiaries at March 31, 2004 and 2003, which would have been reflected in the
balance sheets if finance leases other than those which transfer the ownership of the leased property to the Company and its
consolidated subsidiaries (which are currently accounted for as operating leases) were capitalized:

Millions of yen Thousands of U.S. dollars
2004 2004
Acquisition Accumulated Net book Acquisition Accumulated Net book
Category: costs depreciation value costs depreciation value
Millions of yen
2003
Acquisition Accumulated Net book
Category: costs depreciation value

Total  ¥2617  ¥415 ¥2208
Lease payments of the Company and its consolidated subsidiaries relating to finance lease transactions accounted for as operating
leases amounted to ¥453 million ($4,284 thousand) and ¥347 million for the years ended March 31, 2004 and 2003, respectively.
Depreciation related to leased property of the Company and its consolidated subsidiaries is recognized by the straight-line
method over the lease terms and amounted to ¥453 million ($4,284 thousand) and ¥347 million for the years ended March 31,
2004 and 2003, respectively.

Future minimum payments (including the interest portion thereon) subsequent to March 31, 2004 under finance leases other
than those which transfer the ownership of the leased

Year ending March 31, Millions of yen | Thousands of US. dollars

property to the Company and its consolidated subsidiar-
ies are summarized as follows:

(2) Operating leases Year ending March 31, Millions of yen | Thousands of US. dollars
Future minimum payments subsequent to March 31,

2004 under operating leases were as follows:

14. Amounts per Share Yen US. dollars

Amounts per share: 2004 2003 2004

Amounts per share at March 31, 2004 and 2003 and for
the years then ended were as follows:

Diluted net income per share for the years ended March 31, 2004 and 2003 is not presented because there were no potential-
ly dilutive shares at March 31, 2004 and a net loss was recorded for the year ended March 31, 2003.

Net income and loss per share are computed based on the net income and loss attributable to shareholders of common stock
and the weighted-average number of shares of common stock outstanding during each year. The amount per share of net as-
sets is computed based on the 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.



15. Segment Information

The Company and its consolidated subsidiaries are primarily engaged in the manufacture and sale of computerized numerical-
ly-controlled lathes, vertical-type and horizontal-type machining centers, and engine lathes produced in a wide variety of mod-
els to meet their customers' diverse needs.

As the machinery tool business segment recorded more than 90% of the net sales of all business segments and of the total
value of the total operating income (loss) of the business segments which recorded operating income (loss) for the years
ended March 31, 2004 and 2003, and of the total assets of all business segments at March 31, 2004 and 2003, the disclosure
of business segment information has been omitted.

The geographical segment information of the Company and its consolidated subsidiaries for the years ended March 31, 2004
and 2003 is outlined as follows:

Millions of yen
2004

Japan U.S.A. Europe Asia, Oceania Total Eliminations Consolidated

Thousands of U.S. dollars
2004

Japan U.S.A. Europe Asia, Oceania Total Eliminations Consolidated

Millions of yen
2003

Japan U.S.A. Europe Asia Total Eliminations Consolidated

Overseas sales, which include export sales of the Company and sales (other than exports to Japan) of the overseas consolida-
ted subsidiaries, totaled ¥46,236 million ($437,673 thousand) and ¥36,743 million, or 52.8% and 57.5% of the consolidated net
sales for the years ended March 31, 2004 and 2003, respectively.
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16. Land Revaluation

Effective March 31, 2002, the Company revalued its land for operational usage in accordance with the laws on land revalua-
tion. The resulting revaluation difference, net of the applicable tax effect on revaluation gain, has been stated as a component
of shareholders’ equity, “Reserve for land revaluation”. The applicable tax effect has been included in “deferred income taxes
on reserve for land revaluation”, a component of long-term liabilities. The fair value of the revalued land at March 31, 2004
was less than its corresponding carrying value by ¥2,562 ($24,252 thousand) as of the same date.

17. Subsequent Event

The following appropriations of retained earnings, which have not been reflected in the accompanying consolidated financial
statements for the year ended March 31, 2004, were approved at the annual meeting of the shareholders of the Company held
on June 25, 2004:

Millions of yen Thousands of U.S. dollars




Report of Independent Auditors

The Board of Directors
MORI SEIKI CO., LTD.

We have audited the accompanying consolidated balance sheets of MORI SEIKI CO., LTD. and consolidated
subsidiaries as of March 31, 2004 and 2003 and the related consolidated statements of operations, sharehold-
ers’ 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 stan-
dards 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 support-
ing 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 consolida-
ted financial position of MORI SEIKI CO., LTD. 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 ac-

counting 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.

Stein Nopong Co.
Shin Nihon & Co.
Osaka, Japan

June 25, 2004
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