Annual Review 2009
Year Ended March 31, 2010

Furusato Industries, Ltd.

Published on July 27, 2010



B Contents

02 Message from the President
03 Consolidated Financial Highlights
05 Management Policy
06 Furusato Group Overview by Company
07 Business Outline and Strategy by Segment
Machine Tools
Procured Construction Supplies
In-house Construction Supplies
11 Overview of Operations in Fiscal 2009 and Forecasts in Fiscal 2010
Consolidated Results
Machine Tools
Procured Construction Supplies
In-house Construction Supplies
Consolidated Forecasts in Fiscal 2010
19 Financial Section
Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Changes in Shareholders’ Equity
Consolidated Statements of Cash Flows
24 Corporate Governance
Corporate Governance Framework
Risk Factors
29 Stock Information
31 The History of Furusato Group
32 Corporate Data

Forward-looking Statements

The forecasts involve our management’'s assumptions, prospects and plans based on the information currently available. Actual results
may differ materially from the expectations depending on various factors.
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BMessage from the President

During the year ended March 31, 2010, the business
environment, in which Furusato Group operates, was
extremely severe due to a substantial decrease in capital
investment stemming from financial crisis and worsening
deflation. Under these circumstances, in the Steel
Frame Building business, the sales price and volume
dropped due to fierce competition triggered by stagnant
demand. In regard to in-house products, increased
manufacturing cost affected by reduced production output
resulted in worsening the profitability. In the Plumbing
business, net sales were down significantly, impacted by
restrained capital investment in the manufacturing sector.
In the Machine Tools segment, the Industrial Tools busi-
ness turned to an upward trend in the second half of fiscal
2009 while the Machines business substantially de-
creased in sales due to sluggish demand.

Accordingly, consolidated net sales were ¥53,776 mil-
lion, down 35.3% year over year despite our cost-cutting
efforts such as reduced remuneration for directors and
employment adjustment. We recorded operating loss of
¥780 million, for the first time since 2000 when Furusato
made G-net a subsidiary. Ordinary loss was ¥520 mil-
lion. Accordingly, net loss was ¥1,407 million due to
recording extraordinary losses including amortization of
goodwill.

We firmly determine that will never happen again and
strive to achieve an early recovery of our business per-
formance.

We look forward to your continued understanding and
support in the years ahead.

Ryohei Furusato

President and Representative Director

. Img3300




B Consolidated Financial Highlights (Japan GAAP)

Operating Results

Fiscal year 2005 2006 2007 2008 2009
Net sales Millions of yen 84,129 90,378 92,064 83,103 53,776
Gross profit Millions of yen 12,562 13,334 13,198 13,132 7,674
Operating income (loss) Millions of yen 4,681 5,097 4317 3,791 (780)
ordinary income (loss) Millions of yen 5,148 5518 4732 4,193 (520)
Netincome (loss) Millions of yen 2,880 3,154 2590 1,732 (1,407)
Capital investments Millions of yen 356 534 1,586 419 39
Depreciation  amortization Millions of yen 364 360 549 758 628

Ratio of Profits to Net Sales

Fiscal year 2005 2006 2007 2008 2009
Gross profit margin % 14.9 14.8 14.3 15.8 143
Ratio of operating income (loss)

to net sales % 5.6 5.6 47 46 (1.5)
Ratio of ordinary income (loss)

to net sales % 6.1 6.1 5.1 5.0 (1.0
Ratio of net income (loss)

to net sales % 34 35 2.8 2.1 (2.6)

Financial Position

Fiscal year 2005 2006 2007 2008 2009
Net assets Millions of yen 23,950 27,496 28,860 29,987 28,429
Total assets Millions of yen 45,580 50,715 54,025 47171 42,187
Net assets to total assets % 52.5 54.2 53.4 63.6 67.4

Per Share Data

Fiscal year 2005 2006 2007 2008 2009
Earnings per share Yen 184.37 199.86 163.92 109.64 (89.58)
Book-value per share Yen 1,544.22 1,739.63 1,826.06 1,897.58 1,838.27
Dividend per share (Annual) Yen 37 40 41 217.5 10

Profit Indicators

Fiscal year 2005 2006 2007 2008 2009
Return on equity % 12.9 12.3 9.2 5.9 (4.8)
Return on assets % 11.8 11.5 9.0 8.3 (1.2)
Dividend payout ratio % 20.1 20.0 250 251 -




B Consolidated Financial Highlights (Japan GAAP)
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EManagement Policy

1. Management policy

(Management objective)

Furusato Group sets our management objective as
“business continuity” to consistently fulfill our responsibili-
ties to our stakeholders including shareholders, customers,
business partners, employees, etc. We will identify our
core competencies and exercise our unique competitive
advantages. Then, we will be an indispensable corporate

group for the society and secure sustainable profit structure.

As a result, we believe that we can realize to become the
“sustainable corporate group”.

(Basic management principle and code of conduct)

The basic management principle of Furusato Group is
“customer first”, the origin of thoughts and conduct of all
officers and employees. Based on this principle, we deal
with anything our customers, the steel fabricators, need.
Furthermore, Furusato provides customers anything they
need, in the amounts, in the timing, and to the place as
requested. This is our code of conduct.

With the aim of execution of the code of conduct, we take
steady actions to improve infrastructures by efficient allo-
cation of human resources, an increase in inventory items
and a review of distribution net

work. In addition, we upgrade systems for order-taking,
reporting and settlement management and foster a mindset
of employees in order to respond to customers’ immediate
needs. This is the basic management policy of Furusato
Group.

2. Target management indicator

Furusato Group sets returns on equity (ROE) as our
target management indicator. We strive to improve our
corporate value and the returns of profits to shareholders
with the aim of achieving the ROE of more than 10%.

3. Medium- to long-term corporate management
strategy

Furusato Group sets Machine Tools segment, Procured
Construction Supplies segment and In-house Construction
Supplies segment as our core businesses. We will set up
appropriate strategies for each segment, execute them
steadily and build sustainable growth track based on the
concept of the “customer first”.
(1) Maintaining and enhancing stable profit structure

In the Procured Construction Supplies segment and the
In-house Construction Supplies segment, which enjoy high
market share, we strive to develop and stabilize sales base
to maintain solid profit structure and to increase sales vo-
lume by marketing new supplies and services. We aim to

secure core fields as stable sources of income for Furusato
Group through these measures.
(2) Increasing market share by proactive investment

In the Machine Tools segment, targeting at the manu-
facturing industry with substantial market size, we aim to
increase market share by reinforcing purchasing power
through expansion of supplier base; by improving customer
service with extension of inventory items and restructuring
of distribution network and by proactively investing man-
agement resources in development of marketing methods
and tools.
(3) Fostering the new business

In order to diversify risks arising from concentration on a
specific business and realize well-balanced profit structure
and growth as Furusato Group, we consistently screen a
new business field that can develop efficiently like the
business related to the existing businesses.
(4) Improving corporate value by organizational reform and
proactive use of human resources

We work hard to improve social value and shareholder
value as Furusato Group by enhancing the corporate gov-
ernance; by getting rid of dishonesty and antisocial activism
through reinforcement of compliance and by improving
operational efficiency based on the proactive use of man-
agement resources.

4. Tasks ahead

Unexpected events may happen amid a process of rapid
change as business environment is getting harsh. Under
the circumstances, challenging issues to be solved is rein-
forcement of compliance. As one of our top priorities, we
will work hard to establish the framework to obey regula-
tions as a corporate citizen and to get rid of dishonesty and
anti-social activism.



BMFurusato Group Overview by Company

Consolidated Net Sales
¥53,776 million

Procured

Construction Machine

Supplies Tools
¥14.4B ¥35.1B
26.8% Furusato 65.3%
¥186B
net
¥33.1B
In—house Gifu Shoji
Construction ¥2.7B
Supplies
¥4.2B
7.8%

% Pie chart inside indicates non-consolidated results of
group companies.

Furusato Group

Furusato Group consists of four companies: Furusato
Industries, Ltd., the parent company, and its wholly-owned
subsidiaries including G-net Corporation, Gifu Shoji Co.,
Ltd. and Wakaba Lease.

Furusato Industries, Ltd.

Furusato is listed on the First Section of Tokyo Stock
Exchange and Osaka Securities Exchange.
business of Furusato is steel frame building business of-
fering a broad range of product line including in-house

The major

supplies like turnbuckle braces and procured supplies like
high strength bolts to the steel frame building market.
Moreover, Furusato enters into the Plumbing business, the
new business field, offering supplies used for plumbing
systems in plants.

Basically, Furusato is a retailer. The target customers in
the steel frame building business are steel fabricators.
Meanwhile, in the Plumbing business, the major customers
are plumbing engineers.

G-net Corporation

G-net is a wholly-owned subsidiary of Furusato, an un-
listed, wholesale company. The major business of G-net
is machines and industrial tools business offering various
machines, tools, parts and consumable supplies used at
domestic manufacturing sites.

G-net is positioned as a trading company specialized in
machines and industrial tools that directly purchases ma-
chines and industrial tools from manufacturers and then
provides users with them via sales dealers. The custom-
ers in this business are mainly sales dealers offering vari-
ous kinds of machines and industrial tools to the manufac-
turing industry.

Besides that, G-net engages in housing equipments
business, overseas sales business and business related to
security systems.

Gifu Shoji Co., Ltd.

Gifu Shoji is also a wholly-owned subsidiary of Furusato,
an unlisted, retailing company. It is a trading company
that directly purchases hard metal tools and machine tools
from manufacturers and sells them to the automotive in-
dustry based in Tokai Area. The main customers are au-
tomotive manufacturers and automotive components man-

ufacturers.

Wakaba Lease
Wakaba Lease operates lease and insurance busi-
nesses.



EMBusiness Outline and Strategy by Segment

(Millions Machine Tools

of yen) Netsales The Machine Tools segment includes all businesses of G-net Corporation and Gifu
70.000 Shoji Co., Ltd. The major businesses consist of the Industrial Tools business, the
60,000 Machines business and the FA System business. The Industrial Tools business
50,000 — offers small and medium-sized machines, equipments, tools, parts and consumable
40,000 — supplies as a wholesaler. The Machines business provides mainly machine tools by
30000 R wholesale, while the FA System business retails primarily machine tools and indus-
20000 —EEE— I trial robots. Net sales of these three businesses account for a great part of overall
10000 — — —— — segment sales. Gifu Shoji, the new business field, directly offers the automotive
0 ! ! ! industry machine tools and industrial tools. Besides, the Housing Equipments
2007 2008 2009 business offers system kitchens, toilets, and unit baths to dealers. The Overseas
Sales business develops and imports new supplies. The Other field includes sale of
Machine Tools o . . .
% of Total Sales 65.3% shop-lifting prevention security systems and security-related products.
Other Machine
108 Tools < Basic strategy >
G”;?;”i w M Industrial Tools business-Establishing stable profit base by setting up core busi-

nesses
Machines
*FAS

13.4% for machining process by the machine tools, is positioned as one of the core fields.

Housing

In the Industrial Tools business, “Metal working tools field”, a category of tools used
Equip.
71%

The subcore field is “Industrial built-in equipment field” including machine elements
such as motors and reduction gears built-in machines and equipments. We increase our recognition among customers
by expanding product diversity in each product category and reinforcing business relationships with the major manufac-
turers. Furthermore, we develop the problem-solving sales methods to analyze and solve users’ current and potential
problems and offer dealers the methods with our know-how, which enables us to differentiate from competitors. Eventu-
ally, we aim to establish stable profit base by strengthening the core businesses.

EMachines and FAS businesses-Increasing in market share of domestic machine tool orders

In the Machines business, selling machine tools as a wholesaler, we aim to attain 5% of the domestic machine tool or-
ders. Regarding the machine tools sales, the broad selection offered by various manufacturers is crucial. Especially, we
deal with the major brands of machine tools in main categories such as CNC turning center and machining center.
Moreover, we sell machines for specialty use and distinctive machines and import and sell general machine tools that
Japanese manufacturers nearly stop producing.

Meanwhile, the FAS business strives to develop sales routes utilizing this advantage in the product line.

B Gifu Shoji — Expanding fully into the automotive industry

In October 2007, Furusato consolidated Gifu Shoji Co., Ltd., a trading company that directly purchases supplies from the
manufacturers and offers them to the automotive industry, based in Tokai area. One of the major purposes of this con-
solidation was to secure a marketing channel to the industry. Even though G-net targets at the manufacturing sector in
Furusato Group, it is hard for wholesalers like G-net to fully enter into the automotive industry that plays a critical role in the
manufacturing sector. As a result of the consolidation of Gifu Shaoji, we gained a toehold in the automotive industry in-
cluding the knowledge and methods accumulated by Gifu Shoji, which enables us to expand the machines and industrial
tools business. As one of the measures, Nagoya FA System division of G-net was transferred to Gifu Shoji in October
2009. Consequently, it enables Gifu Shoji to propose factory automation-related facilities such as labor-saving production
systems using industrial robots by utilizing the strength of the FA System division.

EMHousing Equipments-Establishing stable profit structure by developing remodeling market.

In the Housing Equipments business, we strive to develop new dealers and expand our product line toward growing
remodeling market. Accordingly, we will establish stable profit structure, which makes it more capable of resisting the in-
fluence from the weak demand for new housing.



EMBusiness Outline and Strategy by Segment

< Major product line>

M Industrial Tools

-Metal working tools (core field): cutting tools, toolings, vises and chucks

-Industrial built-in equipments (subcore field): motors, reduction gear, pneumatic and oil-hydraulic devices,
industrial robots

-Other: Environmental equipments, facility equipments, general tools, measuring equipments, material handling

EMachines

-Machine tools, large machines

B Other businesses

- System kitchen, sanitary equipments, shop-lifting prevention security systems, monitoring camera



EMBusiness Outline and Strategy by Segment

Procured Construction Supplies

(Millions

of yen) Net sales In the Procured Construction Supplies segment, a part of businesses of Furusato
25,000 Industries, we purchase items from suppliers and retail them to customers. Origi-
20,000 nally, we set steel fabricators as our target customers. To be exact, we purchase
supplies used by the steel fabricators from manufacturers and sell them directly to
15,000 the steel fabricators.
10,000 Recently, we launched a new business, Plumbing business, retailing supplies to
plumbing engineers to newly build or maintain plumbing facilities to transport a wide
o000 variety of fluids including liquid and gas at plants, etc.
0
2007 2008 2009 <Basic strategy>
Procured Construction M Procured Construction Supplies segment-Responding to “immediate needs”
Supplies We purchase all items used by the steel fabricators from over 500 domestic and
% of total sales overseas suppliers. The framework to provide anything our customers need con-

06.8% tributes to improving convenience for them.
Regarding the delivery system, we have a community-based sales system with
the sales offices nationwide to carry sufficient inventory. Therefore, we can re-
spond to the immediate needs, the specialty needs that the steel fabricators face at

construction sites.

B Plumbing business-Developing a new business at a low cost

A business strategy of the Plumbing business is based on the same concept of the Procured Construction Supplies seg-
ment. We established the business in a short period of time at a low cost through gradual business expansion by leveraging
existing sales and distribution systems based on existing nationwide sales offices.

In the initial stage, all sales staff members in the steel frame building business develop the plumbing engineers in their own
business area. When they achieve their target sales, we assign a sales staff member exclusively engaged in the Plumbing
business in order to develop the market further in each sales office.

Finally, as a result of a further increase in the sales, the Plumbing division is established. However, the division uses the
existing infrastructures so that the capital investment is not necessary.

<Product line for steel frame building industry >
High strength bolts, fastening products, welding supplies, coating materials, tools

< Product line of Plumbing business >
Pipe & fittings, valve, flange, pipe, fastening products, welding supplies, tools



EMBusiness Outline and Strategy by Segment

In-house Construction Supplies

(o“?"i'iﬂf Net sales In the In-house Construction Supplies segment, another part of businesses of

7,000 Furusato Industries, we sell the in-house manufacturing products to steel fabricators
6.000 nationwide. Major products are Furu-Brace, braces for quake-resistant structure
jzzz used in steel frame buildings, and foundation bolts used in building foundations.

3,000

2,000 < Basic strategy >

1,000 M Basic strategy 1-Manufacturing close to customers

0 In order to deliver our products to the customers as quickly as possible, we put our

2007 2008 2009 L . . . . .
priority on a community-based manufacturing system with 12 factories from Hokkaido

In—house Construction to Kyusyu including three major plants, Shiga Plant, Saitama Plant and Utsunomiya

Supplies Plant. We manufacture primarily the Furu-Brace in each region. Besides, new
% of total sales

standard JSS (Japanese Society of Steel Construction Standards) foundation bolts for

/8% building structure are manufactured at our five factories nationwide.
Each plant also functions as a base point of the logistics network for in-house
products, which contributes to reduction in lead-time and logistic costs. Therefore,

the customers appreciate for our immediate responses to their requirements.

H Basic strategy 2-Providing high-quality JIS (Japanese Industrial Standards) brace from all plants

The capability of a turnbuckle brace for quake-resistant structure with the elasticity to the buildings in order to prevent
buildings from collapsing is defined in the “JIS A 5540 Turnbuckle for building”.

Furusato attained JIS mark certifications ahead of our competitors in the industry and established our manufacturing

structure to provide the JIS braces from our 12 factories nationwide.

<Product line>

Braces, foundation bolts, other products

Other segment
Here we mean a business of Wakaba Lease. This segment is omitted because Wakaba Lease accounts for less than
0.1% of consolidated sales and income.
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B Overview of Operations in Fiscal 2009 and Forecasts in Fiscal 2010

Consolidated Results

2008
Fiscal year Amount % of sales
Netsales Millons of yen 83,103 - 53776 - (29,327)  (35.3%)
Gross profit Millions of yen 13,132 15.8% 7674 14.3% (5,458) (41.6%)
SG&A expenses Millions of yen 9,340 11.2% 8.455 15.7% (885) (9.5%)
Operating income (loss) Millions of yen 3,791 4.6% (780) (1.5%) (4572) -
Ordinary income (loss) Millions of yen 4193 5.0% (520) (1.0%) (4,714) -
Netincome (loss) Millions of yen 1,732 2.1% (1,407) (2.6%) (3,140) -

Decrease in Sales and Profits Due to Severe Business
Environment

During the year ended March 31, 2010 (fiscal 2009),
under the severer business environment, in the Machine
Tools segment, earnings turned to a slight year-over-year
increase in the fourth quarter of fiscal 2009, following the
negative growth by the third quarter. Meanwhile, in the
steel frame building business of Furusato, sales price and
volume dropped amid the fierce competition triggered by
stagnant demand, and the production cost increased due
mainly to the reduced output of turnbuckle braces at our

strained capital investment in manufacturing facilities.
Accordingly, net sales in fiscal 2009 totaled ¥53,776 mil-

On the earnings front,

operating loss totaled ¥780 million (in fiscal 2008, operating

lion, down 35.3% year over year.

income ¥3,791 million) while ordinary loss was ¥520 million
(in fiscal 2008, ordinary income ¥4,193 million). Conse-
quently, net loss was ¥1,407 million (in fiscal 2008, net
income ¥1,732 million) due to recording extraordinary
losses including amortization of goodwill of ¥854 million.
For the details of operating results by segment, please
refer to the overview of operation by segment from the next

plants. The Plumbing business, a new business of
Furusato, decreased in sales, negatively impacted by re-

page.

Quarterly sales and operating income (loss)

(Millions of yen)

(Millions of yen) Net Sales Operating Income (Loss)
25,000 2,000
M 1,500
20,000 1,000
\D co0
15,000 ﬁ
A_/-A—A/ﬂ 0 A_/A_——a/
10,000 L L L -500

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
—<0=—2007 =—0—2008 —4—2009 —0=—2007 ——2008 —4—2009

Quarterly sales

Fiscal year 1Q 2Q 3Q 4Q Total
2007 Millions of yen 21,766 22,445 23,466 24,386 92,064
2008 Millions of yen 22,429 24,283 20,702 15,689 83,103
2009 Millions of yen 12,332 13,454 13,214 14,774 53,776
Quarterly operating income (loss)

Fiscal year 1Q 2Q 3Q 4Q Total
2007 Millions of yen 1,003 1,134 1,050 1,128 4,317
2008 Millions of yen 1,116 1,537 901 225 3,791
2009 Millions of yen (416) (244) (194) 61 (780)
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Machine Tools

Machine Tools
2008

2009

Change

Fiscal year Amount % of sales Amount % of sales Amount
Netsales Millions of yen 54,359 - 35,104 - (19,255) (35.4%)
Gross profit Millions of yen 5,813 10.7% 3,848 11.0% (1,965) (33.8%)
Operating income (loss) Millions of ven 852 1.6% (681) (1.9%) (1,534) -
Net sales bv business
Industrial Tools Millions of yen 29,399 54.1% 20,815 59.3% (8,583) (29.2%)
Machines Millions of yen 12,299 22.6% 5,243 15.0% (7,055) (57.4%)
FAS Millions of yen 3,991 7.4% 1,921 55% (2,070) (51.9%)
Housing Equipments Millions of yen 3,327 6.1% 3,803 10.8% 476 14.3%
Overseas Sales Millions of yen 163 0.3% 79 0.2% (83) (51.4%)
Other Millions of yen 502 0.9% 494 1.4% (8) (1.7%)
Gifu Shoji Millions of yen 4,675 8.6% 2,745 7.8% (1,929) (41.3%)
Quarterly sales and operating income (loss)
(Millions of yen) Machine Tools (Millions of yen) Machine Tools
Net Sales Operating Income (Loss)
18,000 600
M

16,000 ﬁ 400 }

14,000

12,000 e T A

10,000 ‘\\s><4L44* 0 * *

8,000 A___—————A_A‘ | A/a___a/\-

6,000 L L L 400

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
===2007 =—O——2008 —~—2009 e 2007 =={}=2008 ==A==2009

Machine Tools quarterly sales
Fiscal year 1Q 2Q 3Q 4Q Total
2007 Millions of yen 15,096 15,578 16,770 17,539 64,984
2008 Millions of yen 15,265 16,385 12,853 9,854 54,359
2009 Millions of yen 7,603 8,414 8,479 10,605 35,104
Machine Tools quarterly operating income (loss)
Fiscal year 1Q
2007 Millions of yen 458 533 551 579 2122
2008 Millions of yen 334 518 120 121) 852
2009 Millions of yen (349) (228) (220) 112 (681)
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Machine Tools

[Industrial Tools]

(Millions of yen) (Year 2005=100)

20,000 300
15,000 200
10,000 100
5,000 0
0

08.1Q08.2Q08.3Q08.4Q09.1Q09.2Q09.3Q09.4Q (FY)

N Net sales of Industrial Tools business
== Production of general machinery right scale
—#— Inventory ratio of general machinery (right scale)

The Industrial Tools business, offering small and me-
dium-sized machines, equipments, tools, parts and con-
sumable supplies is impacted by the factory operating ratio
of the manufacturing industry, our end-users of this busi-
ness. According to the Indices of Industrial Production,
the production of general machinery, showing factory oper-
ating ratio of major end users, began to fall in the latter half
of fiscal 2008.
quarter of fiscal 2009, it returned to be on gradual recovery
trend toward the fiscal year-end.

The business performance declined substantially in the

Following hitting the bottom in the first

first quarter due to the combination of plunged factory op-
erating ratio and sharply rising inventory ratio. Despite the
moderate increase in sales every quarter, in the fourth
quarter, they still stayed at nearly 70% of the Ju-
ly-September quarter of 2008, the period just before
so-called Lehman shock.

Consequently, net sales were down 29% year over year.
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[Machines and FAS]

(Domestic order:

(Millions of yen) Billions of yen)

8,000 0\0\\ 200
2000 \O\O,o_—o—o o
4,000 - \\ 0
2,000

0

08.1Q08.2Q 08.3Q08.4Q09.1Q2 09.2Q 09.3Q 09.4Q
Net sales of FAS business
I Net sales of Machines business
—<—Domestic Orders Received for Machine Tools right

*(Note) Net sales: Fiscal year (1Q=Apr. to Jun.)
*(Note) Domestic orders received for machine tools:
Calendar year (1Q=Jan. to Mar.)

The Machines business offers mainly machine tools as a
wholesaler while FAS (FA System) business sells primarily
machine tools and industrial robots directly to our end-users.
Both of businesses were affected by the trend in capital
investment. According to the statistics of the Orders Re-
ceived for Machine Tools, the domestic orders in the first
quarter of fiscal 2009 recorded short of 20% of the level of
the same period of fiscal 2008. On an annual basis, it
stayed below 30% of that in fiscal 2008.

As a result, net sales were down 56% year over year,
directly hit by the harsh business environment.

The sales in the Machines business rapidly recovered in
the fourth quarter, but still below 60% of the level of the
July-September quarter of 2008, the period just before
so-called Lehman shock. We anticipate that it will take
some time to return to that level.



Machine Tools

[Housing Equipments]

(Millions of yen) (Thousand units)

2,000 /v \ 300

1,500 > 200

1,000 100
500 0

08.1Q08.2Q08.3Q08.4Q09.1Q09.2Q 09.3Q09.4Q
I Net sales of Housing Equipments business
(== New Construction Starts of Houses right scale

*(Note) Net sales: Fiscal year (1Q=Apr. to Jun.)

*(Note) New Construction Starts of Houses: Calendar year
(1Q=Jan. to Mar.)

The Housing Equipments business, offering system
kitchens, toilets and unit baths to dealers, was affected by
the number of housing units including newly-built houses
and extension and remodeling of houses.

The New Construction Starts of Houses shows demand
for newly-built housing. According to this statistics, the
newly-built housing units began to drop in the fourth quarter
of 2008 and remained flat at the low level in 2009.

Despite the sluggish demand, net sales of this business
were favorable, up 14% year over year. The weak de-
mand for newly-built housing was offset by remodeling
demand that we have focused on developing.
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[Gifu Shoji]
(Millions of yen) (Year 2005=100)
4,000 200
3,000 150
2,000 M 100
1,000 50
0 0

08.1Q08.2Q08.3Q08.4Q09.1Q209.2Q09.3Q 09.4Q (FY)

I Net sales of Gifu Shoji business
== Production of motor vehicle parts (right scale)
= Inventory ratio of motor vehicle parts (right scale)

The business of Gifu Shoji, selling primarily machine
tools and industrial tools directly to the automotive industry
in Tokai area, reflects mainly the status of the production
and inventory of automotive parts manufacturers.

The production of motor vehicle parts has recovered ra-
pidly since the beginning of fiscal 2009 while the inventory
adjustment reached the sufficient level at the end of fiscal
2009.

Net sales of Gifu Shoji were down 41% although they
showed the recovery trend at a slow pace toward the fiscal
year-end. It resulted from weak demand for perishable
tools due to a reduction in development processes stem-
ming from a decrease in the number of releases of new
cars and favorable demand for compact cars composed of
a small number of parts.



Procured Construction Supplies

Procured Construction Supplies

2008
Amount % of sales

2009
Amount % of sales

Change

Fiscal year Amount

Netsales Millions of yen 21,959 - 14,432 - (7,526) (34.3%)
Gross profit Millions of yen 5218 23.8% 3,175 22.0% (2,042) (39.1%)
Operating income (loss) Millions of yen 2,313 10.5% 508 3.5% (1,805) (78.0%)
High Strength Bolts Millions of yen 5,121 23.3% 3,178 22.0% (1,943) (37.9%)
Fastening Products Millions of yen 2,747 12.5% 1,958 13.6% (788) (_28.7%)
Coating Materials Millions of yen 495 2.3% 412 2.8% (83) (16.8%)
Welding Supplies Millions of yen 2,989 13.6% 1,932 13.4% (1,057) (35.4%)
Steel Frame-related Supplies  Millions of yen 8,283 37.7% 5,106 35.4% (3,177) (38.4%)
Tools Millions of yen 2,321 10.6% 1,843 12.8% (477) (20.6%)

Quarterly sales and operating income (loss)

(Milions of yen) Procured Construction Supplies (Milions of yen) Procured Construction Supplies

Net Sales Operating Income
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6000 7‘5‘ —a_ 600 -
e — O —
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3,000 0
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
={=—=2007 =—{F=2008 =—7/—2009 ={==2007 ={02008 =—7x=2009

Procured Construction Supplies quarterly sales

Fiscal year 1Q 2Q 3Q 4Q Total
2007 Millions of yen 5192 5,340 5,309 5,356 21,198
2008 Millions of yen 5598 6,055 5,878 4,426 21,959
2009 Millions of yen 3,671 3,912 3,655 3,193 14,432
Procured Construction Supplies quarterly operating income

Fiscal year 1Q 2Q 3Q 4Q Total
2007 Millions of yen 435 461 428 446 1,772
2008 Millions of yen 598 745 615 343 2,313
2009 Millions of yen 128 155 150 68 508




Procured Construction Supplies

[Steel Frame Building (Procured Supplies)]

(Millions of yen) (Amounts: Kt)

10,000 2,000
8,000 1,500
6,000 1,000
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0
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I Net sales of Steel Frame Building (Procured Supplies)

==O==\/olume of Steel Frame Used for Building Starts
*(Note) Net sales: Fiscal year (1Q=Apr. to Jun.)
*(Note) Volume of Steel Frame Used for Building Starts
:Calendar year (1Q=Jan. to Mar.)

The Steel Frame Building business (Procured Supplies)
of Furusato, offering procured supplies for the steel frame
building industry is greatly impacted by demand for steel
frame buildings.

The volume of steel frame used for building recorded 4.0
million ton in 2009, down 33% year over year. It was un-
usual level, short of 60% of the average volume of 6.9 mil-
lion ton over the last five years, the lowest level since 1967.

In addition, the market prices of the steel products related
to our selling prices fell by nearly 40% year over year.

Accordingly, net sales of this business were down 37%
due to a drop in demand and prices.
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[Plumbing]
(Millions of yen) (Km)
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I Net sales of Plumbing business
—— Construction Starts of Factories (Floor area: right scale)
*(Note) Net sales: Fiscal year (1Q=Apr. to Jun.)
*(Note) Construction Starts of Factories (Floor area)
:Calendar year (1Q=Jan. to Mar.)

The Plumbing business, offering supplies and equip-
ments used for plumbing facilities at manufacturing plants,
was affected by demand for newly building of manufactur-
ing facilities like plants and repair and maintenance of the
plumbing facilities.

The floor area of new construction starts of factories
continued to fall since the fourth quarter of 2008 and shows
no sign of hitting bottom.

As a result, net sales were down 25%, a substantial de-
cline for the first time for seven years after launching the
business.



In-house Construction Supplies

In-house Construction Supplies

2008 2009 Change

Fiscal year Amount % of sales Amount % of sales Amount
Net sales Millions of yen 6,753 - 4,209 - (2,544) (377%)
Gross profit Millions of yen 2,063 30.6% 619 14.7% (1,444) (70.0%)

Operating income (loss) 512 7.6% -

Millions of yen . (731) (17.4%) (1,243)
Net sales bv productline

Turnbuckle Braces Millions of yen 5524 81.8% 3,518 836% (2,005) (36.3%)
Foundation Bolts Millions of yen 548 8.1% 348 8.3% (199) (36.4%)
Other Millions of yen 681 10.1% 341 8.1% (339) (49.8%)

Quarterly sales and operating income (loss)

. In-house Construction Supplies In-house Construction Supplies

(Milions of yen) (Millions of yen) .
Net Sales Operating Income (Loss)
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In-house Construction Supplies quarterly sales
Fiscal year 1Q 2Q 3Q 4Q Total
2007 Millions of yen 1,466 1,518 1,376 1,481 5,842
2008 Millions of yen 1,556 1,834 1,962 1,400 6,753
2009 Millions of yen 1,048 1,120 1,071 968 4,209

In-house Construction Supplies quarterly operating income (loss)

Fiscal year 1Q

2007 Millions of yen 82 110 42 65 300
2008 Millions of yen 146 239 139 17) 512
2009 Millions of yen (224) (200) (156) 151) (731)

[Steel Frame Building (In-house Supplies)]
Steel Frame Building business (In-house Supplies) of

(Millions of yen) (Amounts: Kt)
Furusato, offering products made at our own plants to steel 3,000 2,000
frame building industry, is greatly impacted by demand for 2,500 1,500
the steel frame buildings as the Procured Construction 2000 1,000
Supplies segment. 1,500 500
The volume of steel frame used for buildings, was down 1,000 0
33% year over year. In addition, the market prices of the 900

steel products, reflecting our selling prices fell by nearly 0

40% year over year. Net sales of this business were down

08.1Q2 08.2Q08.3Q 08.4Q 09.1Q 09.2Q09.3Q 09.4Q

) ) I Net sales of Steel Frame Building (In—house supplies)
38% due to a drop in demand and prices. === \/olume of Steel Frame Used (right scale)

On the earnings front, operating loss was partially attrib- *(Note) Sales: Fiscal year (1Q=Apr. to Jun.)
*(Note) Volume of Steel Frame Used for Building Starts

uted to rising manufacturing costs stemming from low pro- ‘Calendar year (1Q=Jan. to Mar.)

duction output.
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Consolidated Forecasts in Fiscal 2010

2009 Actual 2010 Forecasts

Fiscal year Amount % of sales Amount % of sales

Netsales Millions of yen 53,776 - 64,700 - 20.3%
Gross profit Millions of yen 7,674 14.3% 8,960 13.8% 16.7%
SG&A expenses Millions of yen 8,455 15.7% 8,430 13.0% (0.3%)
Operating income (loss) Millions of yen (780) (1.5%) 530 0.8% -
Ordinary income (loss) Millions of yen (520) (1.0%) 780 1.2% -
Netincome (loss) Millions of yen (1,407) (2.6%) 610 0.9% -

Note: The forecasts announced on May 7, 2010.

Net Sales +20.3%, Return to Profitability

During the year ending March 31, 2011, Japanese
economy is only weakly self-sustaining though it shows
signs of recovery, led by favorable exports.
capital investment is also likely to remain at a low level for a
Under these circumstances, in the Machine Tools

Corporate

while.
segment, we will focus on improving the performance of the
Industrial Tools business and the Gifu Shoji business with
signs of recovery in their business environment.  Mean-
while, in the Machines business and the FAS business, we
strive to expand our market share by increasing the ratio of

orders received in preparation for an anticipated recovery in
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the latter half. In the Procured Construction Supplies
segment and the In-house Construction Supplies segment,
we aim to reinforce the foundation to realize steady growth.
Specifically, we will accelerate the expansion of the
Plumbing business step-by-step in order to raise it as an-
other profit pillar of Furusato. Furthermore, we will secure
the market share in the Steel Frame Building business.
Accordingly, we anticipates that consolidated net sales of
¥64.7 billion, up 20.3% year over year, operating income of
¥530 million and net income of ¥610 million. Earnings per
share are ¥39.44 and annual dividend per share is 10 yen.
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Please refer to “Fact Book 2009” for market data,
management indicators and stock-related data.

http://english.furusato.co.jp/ir/factbook.html
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B Consolidated Balance Sheets

Millions of yen

Fiscal year 2005 2006 2007 2008 2009
Assets
Current assets: 32,921 37,229 37,583 31,972 27,900
Cash and deposits 4,079 4,516 3,608 6,624 6,905
Notes and accounts receivable-trade 24,079 28,053 28,554 20,255 16,891
Inventories 3,765 4,141 4,698 4,576 3,265
Deferred tax assets 310 318 337 278 279
Other 873 318 483 286 597
Allowance for doubtful accounts (185) (119) (99) (49) (39)
Noncurrent assets: 12,658 13,485 16,441 15,198 14,287
Property, plant and equipment: 8,804 8,758 10,395 10,325 9,992
Buildings and structures, net 2,315 2,351 2,856 2,911 2,735
Land 5,903 5,705 6,808 6,801 6,801
Other, net 585 700 730 612 454
Intangible assets: 115 105 1,517 1,230 115
Consolidation adjustment account 8 - - - -
Goodwill - 2 1,398 1,087 -
Other 106 102 119 142 115
Investments and other assets: 3,738 4621 4528 3,643 4,179
Investment securities 2,651 3,160 3,122 2,437 3,054
Prepaid pension cost - - - 138 60
Deferred tax assets 357 385 379 372 398
Other 860 1,197 1,131 809 772
Allowance for doubtful accounts (130) (121) (105) (115) (106)
Total assets 45,580 50,715 54,025 47,171 42,187
Liabilities
Current liabilities: 19,668 21,125 21,844 14,615 12,170
Notes and accounts payable-trade 16,547 18,048 18,764 12,809 11,106
Short-term loans payable 730 500 915 310 -
Income taxes payable 1,236 1,283 902 325 48
Provision for bonuses - - 520 494 409
Provision for directors' bonuses - 23 29 15 5
Other 1,153 1,270 711 661 600
Noncurrent liabilities: 1,961 2,093 3,320 2,568 1,588
Long-term loans payable - - 1,200 900 -
Provision for retirement benefits 1,249 1,157 1,107 903 521
Provision for directors' retirement benefits 582 623 708 51 57
Other 129 312 304 713 1,008
Total liabilities 21,629 23,218 25,165 17,183 13,758
Shareholders' Equity
Capital stock 5,232 - - - -
Capital surplus 5,975 - - - -
Retained earnings 12,262 - - - -
Net unrealized gain (losses) on revaluation of securities 896 - - - -
Treasury stock (415) - - _ -
Total shareholders' equity 23,950 = - - -
Total liabilities and shareholders' equity 45580 - - = =
Net Assets
Shareholders' equity: - 26,312 28,268 29,352 27,414
Capital stock - 5,232 5,232 5,232 5,232
Capital surplus - 6,446 6,446 6,446 6,135
Retained earnings - 14,816 16,775 17,860 16,097
Treasury stock - (183) (185) (187) (50)
Valuation and translation adjustments: - 1,183 591 635 1,014
Valuation difference on available-for-sale securities - 1,183 591 635 1,014
Minority interests - - 0 - -
Total net assets = 27,496 28,860 29,987 28,429
Total liabilities and net assets - 50,715 54,025 47,171 42,187
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EConsolidated Statements of Income Furusuto

Millions of yen

Fiscal year 2005 2006 2007 2008 2009
Net sales 84,129 100.0%| 90,378 100.0%| 92,064 100.0%| 83,103 100.0%| 53,776 100.0%
Cost of sales 71,566  85.1%| 77,043 852%| 78,866  85.7%| 69,971  84.2%| 46,101 85.7%
Gross profit 12,562  14.9%| 13,334  14.8%| 13,198 14.3%| 13,132 15.8%| 7,674 14.3%
Selling, general and administrative expenses 7,880 9.4%| 8,237 9.1%| 8,880 9.6%| 9,340 11.2%| 8,455 15.7%
Operating income (loss) 4,681 5.6%| 5,097 5.6%| 4,317 4.7%| 3,791 46% (780) (1.5%)
Non-operating income 7M1 0.8% 688 0.8% 693 0.8% 668 0.8% 446 0.8%

Interest and dividends income 36 42 57 64 39

Purchase discounts 592 567 558 514 322

Rent income 55 55 54 56 55

Other 26 23 21 33 28
Non-operating expenses 244 0.3% 267 0.3% 278 0.3% 266 0.3% 187 0.3%

Interest expenses 3 5 15 19 6

Loss on sale of notes payable 16 8 12 11 2

Sales discounts 198 223 227 217 155

Cost of lease revenue 13 13 12 12 16

Other 12 17 10 5 6
Ordinary income (loss) 5,148 6.1% 5518 6.1%| 4,732 5.1%| 4,193 5.0% (520)  (1.0%)
Extraordinary income 92 0.1% 144 0.2% 19 0.0% 29 0.0% 13 0.0%
Extraordinary loss 188 0.2% 66 0.1% 66 0.1% 938 1.1% 855 1.6%
Income (loss) before income taxes and minority interests 5,053 6.0%| 5,597 6.2%| 4,685 51%| 3,284 4.0% (1,363) (2.5%)
Income taxes-current 2,122 2,319 2,029 1,352 84
Income taxes-deferred 50 123 65 199 (40)
Minority interests — — 0 — -
Net income (loss) 2,880 3.4% 3,154 3.5%| 2,590 2.8%| 1,732 2.1%| (1,407) (2.6%)
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B Consolidated Statements of Changes in Shareholders’ Equity Furusuto

Millions of yen

Fiscal 2009 (from April 1, 2009 to March 31, 2010)

. Valuation and
Shareholders' equity . .
translation adjustments
Valuation . Total net
) . Total valuation assets
. . Retained difference on X
Capital stock | Capital surplus ) Treasury stock Total R and translation
earnings available-for- .
N adjustments
sale securities

Balance at March 31, 2009 5,232 6,446 17,860 (187) 29,352 635 635 29,987
Changes during the period

Dividends (355) (355) (355)

Net loss (1,407) (1,407) (1,407)

Purchases of treasury stock (174) (174) (174)

Retirement of treasury stock 311) 311 - -

Net changes of items other

than shareholders' equity, net 379 379 379
Total changes of items
during the period - 311) (1,763) 136 (1,937) 379 379 (1,558)
Balance at March 31, 2010 5,232 6,135 16,097 (50) 27414 1014 1014 28,429
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B Consolidated Statements of Cash Flows Furusato

Millions of yen

Fiscal year 2005 2006 2007 2008 2009
I . Cash flows from operating activities:
Income (loss) before income taxes and minority interests 5,053 5,597 4,685 3,284 (1,363)
Depreciation and amortization 346 349 392 447 395
Amortization of goodwill - 10 157 310 1,087
Amortization of consolidation adjustment account 17 - - - -
Impairment loss - 55 - - —
Increase (decrease) in provision for directors' bonuses - 23 0 (14) 9)
Decrease in provision for retirement benefits (31) 92) (104) (203) (381)
Decrease (increase) in prepaid pension costs - - - (138) 78
Increase (decrease) in provision for directors' retirement benefits 188 41 44 (657) 6
Increase (decrease) in provision for bonuses - - 474 (26) (84)
Decrease in allowance for doubtful accounts (157) (75) (72) (39) (19)
Interest and dividends income (36) (42) (57) (64) (39)
Interest expenses - - - 19 6
Interest expenses and loss on sales of notes receivable-trade 19 13 27 - -
Gain on sales of securities 3) (25) - - -
Loss on revaluation of investment securities - - - 799 -
Gain from prior period adjustment - (24) - - -
Gain on sales of noncurrent assets - (72) - - -
Decrease (increase) in notes and accounts receivable-trade (2,305) (3,930) 1,763 8,253 3,343
Decrease (increase) in inventories (88) (376) 317) 121 1,310
Decrease in accounts receivable-other 203 612 - - -
Increase (decrease) in notes and accounts payable-trade 1,364 1,432 (986) (5,766) (1,559)
Decrease in accrued expenses 1) - (470) (0) (6)
Increase in long-term accounts payable-other - - - 200 101
Directors' bonuses 19) (23) - - -
Other 4 97 (56) 69 (57)
Subtotal 4,474 3,569 5,479 6,594 2,810
Interest and dividends income received 34 44 58 64 40
Interest expenses paid - - - (20) (13)
Interest expenses and loss on sales of notes receivable-trade 19) (13) 19) - -
Income taxes paid (2,233) (2,276) (2,483) (1,925) (737)
Net cash provided by (used in) operating activities 2,255 1,323 3,034 4712 2,099
I. Cash flows from investing activities:
Payments into time deposits @) (350) (66) (85) (129)
Proceeds from withdrawal of time deposits - - 150 366 85
Purchases of property, plant and equipment (324) (498) (1,524) (403) (36)
Proceeds from sales of property, plant and equipment - 268 2 10 0
Purchase of investment securities (430) (201) (8) (12) (20)
Proceeds from sales of investment securities 115 32 - 20 -
Purchase of investments in subsidiaries - - (3,032) (0) -
Payments of loans receivable (9) (12) (12) (12) (16)
Collection of loans receivable 14 15 12 12 15
Other (49) (63) (69) (56) (20)
Net cash provided by (used in) investing activities (690) (811) (4,550) (162) (122)
Im. Cash flows from financing activities:
Net decrease in short-term loans payable (270) (230) (275) (605) (10)
Proceeds from long-term loans payable - - 1,500 - -
Repayment of long-term loans payable - - - (300) (1,200)
Purchase of treasury stock 9 3) ) M (174)
Proceeds from disposal of treasury stock - 699 - - -
Cash Dividends paid (340) (574) (631) (646) (355)
Net cash provided by (used in) financing activities (620) (109) 591 (1,552) (1,740)
V. Effect of exchange rate changes on cash and cash equivalents - 0 - - -
V. Net increase (decrease) in cash and cash equivalents 944 403 (923) 2,997 236
VI. Cash and cash equivalents at beginning of period 3,117 4,062 4,465 3,541 6,539
VI. Cash and cash equivalents at end of period 4,062 4,465 3,541 6,539 6,775
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B Corporate Governance

Corporate Governance Framework

Basic stance on corporate governance framework

To achieve “sustainable corporate group”, Furusato re-
gards the corporate governance as one of the critical issues
and strive to enhance the corporate governance system.
The principal measures are the following three items:
(DReforming management structure and systems

We will discuss to reform the management structure and
systems in order to make quick decisions and streamline
business operations.

@Improving transparency of corporate activities

In order to fulfill the accountability to shareholders and
investors, we will enhance the disclosure system to dis-
close information in a timely and accurate manner with
high-quality.

(®Establishing the compliance system

In order to reinforce the compliance, we will set up our
principles and deliberate the systems and mechanism to
manage the compliance system.

Status _of implementation of corporate _governance

framework
(DOverview of corporate governance framework

Furusato is a company with the Corporate Auditors.

The Board of Corporate Auditors consists of three
members, two Outside Corporate Auditors and one
Full-time Corporate Auditor. The Corporate Auditors at-
tend meetings of the Board of Directors, through which they
audit the legality and appropriateness of the performance of
the Directors’ duties, business operations and financial
conditions of the Company. The Corporate Auditors reg-
ularly exchange opinions with the Representative Director
and review and monitor management documents and other
important reports.

The Board of Directors decides the important manage-
ment matters. The Directors, in principal, meet monthly,
with extraordinary meetings as necessary. The Board
consists of four Directors in order to make appropriate and
quick decisions based on sufficient discussion, which de-
cides items defined by laws and regulations and important
In addition, it delib-
erates the status of achievement of management goals and

issues concerning the management.

considers necessary countermeasures against the ongoing
and potential problems.
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(@Reasons for adopting corporate governance framework
Furusato appointed two Outside Corporate Auditors as
independent auditors to supervise the business execution
They
attend the meetings of the Board of the Directors and other

functions separately from the Board of Directors.

important business meetings in order to enhance the effec-
tiveness of management oversight. We maintain our cur-
rent corporate governance framework that can monitor the
status of execution of duties of each Director by the Outside
Corporate Auditors in an independent and fair manner.

The Outside Corporate Auditors have no personal, capi-
tal, business relationships with and no particular vested
interest in the Company.

(@Status of implementation of internal control framework
{Basic stance on internal control framework}

Furusato makes efforts to ensure the legality and effi-
ciency of any business operations and control risks. In
addition, we believe it is essential to review, improve and
fulfill the internal control framework as socioeconomic cir-
cumstances and other business environment change.
{Status of implementation of internal control framework)

a) In accordance with the basic policy to set up the internal
control system resolved at the meeting of the Board of
Directors in May 2006, Furusato is working on establishing
the framework.

b) As one of the systems to ensure the Directors and em-
ployees perform their duties in accordance with the laws
and the Articles of the Incorporation, we compiled and dis-
tributed a handbook including Corporate Philosophy, Code
of Conduct, Corporate Action Guideline, Corporate Ethics
and Whistleblower System to all officers and employees of
Furusato and its group companies. It contributes to edu-
cate individual members and to raise awareness of the
internal control.

¢) With regard to the information relating to the perform-
ance of duties by the Directors and employees, we run a
system to appropriately store and manage the minutes of
important meetings, approval documents and contracts by
the relevant divisions according to a type of the information.
d) With regard to the management of risks that could result
in losses, we are working on identifying any risks inherent
in the Company and creating the system to take appropri-
ate countermeasures on the significant risks.

e) To ensure that the Directors and employees perform their
duties, the Board of Directors holds a regular meeting once

a month. In the meeting, the Directors discuss the issues



B Corporate Governance

stipulated by the Board of Directors Rule and the issues
applicable to its deliberation standard and make decisions
on the important matters.
f) The Corporate Auditors and the Internal Auditing Division
ensure the effectiveness of and improve the efficiency of
the audits by exchanging opinions when they review the
auditing reports. In addition, the Corporate Auditor en-
sures a system for efficient and effective audits by periodi-
cal dialogue with the Accounting Auditors.
@status of implementation of risk management framework
Furusato regards the reinforcement of the compliance as
one of the critical issues. We compiled and distributed the
in-house Compliance Manual to all board member and
We

raise awareness of the compliance among them through

employees of Furusato and its group companies.
in-house trainings, etc. In order to enhance the risk
management framework, we regularly hold the Risk Man-
agement Committee, chaired by the Director and General

Manager of the Headquarters of the Administrative Division.

The Committee evaluates and analyzes the risks which
could affect Furusato Group and promotes the necessary

measures.

Status of internal audits and audits by Corporate Au-

ditors
@internal Auditing Division

The Internal Auditing Division with two Internal Corporate
Auditors consistently implements on-site audits in order to
penetrate the internal control systems into Furusato Group
overall, to make operating processes appropriate, to com-
ply with laws and rules, and to fairly execute operational
procedures.
@Corporate Auditors, Board of Corporate Auditors

Furusato is a company with the Corporate Auditors. The
Board of Corporate Auditors consists of three members,
two Outside Corporate Auditors and one Full-time Corpo-
rate Auditor. The Corporate Auditors attend meetings of
the Board of Directors, through which they audit the legality
and appropriateness of the performance of the Directors’
duties, business operations and financial conditions of the
Company. The Corporate Auditors regularly exchange
opinions with the Representative Director and review and
monitor management documents and other important re-
ports.

Takashi Ogura, the Full-time Corporate Auditor, was
formerly the General Manager of the Accounting Division
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and the Administration Head Office from March 1996 to
May 2008 in charge of accounting settlement procedures
and preparation of financial statements. Tomio Kawaguchi,
the Outside Corporate Auditor, has his expertise and ex-
perience as a judge and lawyer. Yoshiharu Senoue, the
Outside Corporate Auditor, with his long experience in the
finance industry, was formerly the Full-time Corporate Au-
ditor at Astellas Pharma Inc.

{ Collaboration between Internal Auditing Division and
Corporate Auditors)

The Corporate Auditors ensure that the audits are con-
ducted effectively and efficiently by exchanging opinions
when the auditing plan is compiled at the start of each fiscal
year and when the regular internal audits reports and fol-
low-up audit reports are reviewed, as well as by hearing
internal audit policies, action plans and interim and
year-end audit results from the manager of the Internal
Auditing Division at meetings of the Board of Corporate
Auditors.

{Collaboration between Corporate Auditors and Accounting
Auditors)

The Corporate Auditors ensure that the audits are con-
ducted effectively by hearing audit plans, quarterly review
reports and audit reports compiled by the Accounting Au-
ditors, by attending inventory audits conducted by the Ac-
counting Auditors and by holding periodic meetings when-

ever they come for the audit.

Outside Directors and Outside Corporate Auditors

Furusato appointed two Outside Corporate Auditors.

The Outside Corporate Auditors, Tomio Kawaguchi and
Yoshiharu Senoue, have no personal, capital, business
relationships with and no particular vested interest in the
Company.

Furusato appointed the Outside Corporate Auditors from
the outside of the Company, who are independent from the
Board of Directors. We believe that the oversight of exe-
cution of management activities by the Outside Corporate
Auditors in an independent and fair manner contributes to
enhancing the effectiveness of management oversight.

In regard to the election of the Outside Corporate Audi-
tors, both of them are appointed as an independent board
member. They fully fulfill audit functions by asking ques-
tions and stating their ideas in an independent and fair
manner at the meeting of the Board of Directors.

The Outside Corporate Auditors ensure that the audits



B Corporate Governance

are conducted effectively and efficiently by exchanging
opinions when the auditing plan is compiled at the start of
each fiscal year and when the regular internal audit reports
and follow-up audit reports are reviewed, as well as by
hearing internal audit policies, action plans and interim and
year-end audit results from the manager of the Internal
Auditing Division at the meetings of the Board of Corporate
Auditors.

The Corporate Auditors attend the meetings of the Board
of the Directors according to the audit policy defined at the
Board of Corporate Auditors, through which they review
important documents and research subsidiaries, etc. Be-
fore attending at the meeting of the Board of Directors, the

Remuneration for Directors and Auditors
(DTotal amounts of annual remuneration paid by position

Outside Corporate Auditors receive explanations on the
agenda in advance from the Full-time Corporate Auditor
whenever necessary.

Furusato does not appoint the Outside Directors. We
appointed two Outside Corporate Auditors out of three
Corporate Auditors, which contributes to strengthening the
As for
the corporate governance, we believe that the management

oversight of execution of management activities.

oversight function in an objective and neutral point of view
from the outside of the company is vital. Thus, we
adopted the current framework which exercises the exter-
nal oversight of the management sufficiently through the

audit by two Outside Corporate Auditors.

Total amounts Total amounts paid by type of remuneration No. of
. . (Thousand yen) .
Position paid - Directors and
Base Stock Retirement .
(Thousand yen) . Bonuses ) Auditors

salary option benefits

Directors

(Exc. Outside 53,265 53,265 - - - 5

Directors)

Corporate Auditors

(Exc. Outside Corporate 13,500 13,500 - - - 1

Auditors)

Outside Directors

and Outside Cor- 12,300 12,300 - - - 2

porate Auditors

Note: Total amount of remuneration paid to Directors does not include the remuneration for services rendered in any capacity other than

as a director.

@Total amount of annual remuneration paid to Director and Corporate Auditor on a consolidated basis

Omitted because there is no Director or Corporate Auditor who receives more than ¥100 million yen.

@Method of determining remuneration policies

The aggregate maximum amounts of annual remuneration to pay to Directors and Corporate Auditors were approved

respectively at the Ordinary General Meeting of Shareholders.

The amounts of annual remuneration to pay to Directors were allocated at the meeting of the Board of Directors while the

amounts of annual remuneration to pay to Corporate Auditors were allocated at the meeting of the Board of Directors.

The aggregate maximum amounts of annual remuneration to pay to Directors and Corporate Auditors were approved

¥200 million (excluding the remuneration for services rendered in any capacity other than as a director) and ¥50 million,

respectively at the 50th Ordinary General Meeting of Shareholders held on June 27, 2008.

Status of Shares Hold

@oOf investment securities hold, the number of stocks hold except for investment purpose and total of their balance sheet

amounts
12 stocks, 1,706,791 thousand yen

@stock name, the number of shares hold and balance sheet amounts, and purpose of holding in regard to shares hold ex-

cept for investment purpose
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Balance sheet
No. of shares .
Stock nhame amounts Purpose of holding
hold (shares)
(Thousand yen)

Seiwa Chuo Holdings Corporation 60,000 1,020,000 Deyeloplng ar_1d m?cuntalnlng
business relationship

Hoshiden Corporation 140,000 171,200 | DEVeloping and maintaining
business relationship

. Developi —

Mory Industries Inc. 440,000 124520 | DEVeloping and maintaining
business relationship

Mori Seiki Co., Ltd. 100,000 115,300 | Developing and maintaining
business relationship

SHINSHO Corporation 386,230 83495 | Developing and maintaining
business relationship

Mitsubishi UFJ Financial Group, Inc. 122,000 59,780 De\{eloplng af‘d mglntalnlng
business relationship

HANWA Co., Ltd. 114,010 45,148 | Developing and maintaining
business relationship

Mitsui Sumitomo Insurance Group Holdings, Inc. 10,800 28,026 De\{eloplng af‘d mglntalnlng
business relationship

Daiwa House Industries, Co., Ltd. 20,000 21,100 De\{eloplng af‘d mfilntalnlng
business relationship

Resona Holdings, Inc. 15,500 18,321 De\{eloplng af‘d mfilntalnlng
business relationship

Furusato Group Internal Control Framework

General Meeting of Shareholders

Election/ Dismissal

Election/ Dismissal

A4

Board of Directors
4 Directors

Election l Dismissal/ Supervision

Election/ Dismissal

Board of Auditors
3 Auditors

President and Representative Director |

A A

A

Audit

Management
Council

Report/ Collaboration

\4

$»{ Internal Audit Division

Accounting Auditors

Report

Audit

Divisions, Group Company

Accounting Audit

Report/ Collaboration
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Risk Factors

The following risks may influence the Furusato Group'’s
operating results, stock price and financial condition.

The information concerning the future presented herein
are forecasts as of May 7, 2010, including but not limited to
the items presented herein.

1. Trends in capital investment

Furusato Group consists of Furusato Industries (Pro-
cured Construction Supplies segment and In-house Con-
struction Supplies segment) and its subsidiaries, G-net
Corporation, Gifu Shoji Co., Ltd. (both in Machine Tools
segment) and Wakaba Lease (Other segment).

Furusato, closely related to steel frame building industry,
offers procured and in-house steel frame construction sup-
G-net,
closely associated with machine tools industry, offers a
wide range of machines and industrial tools to machines
Gifu Shoji Co., Ltd., closely
related to the automotive industry, offers the automotive
manufacturers and their group companies mainly cutting
tools.

plies excluding steel products to steel fabricators.

and industrial tools dealers.

Wakaba Lease is a small-sized nonlife insurance
agent, which has an immaterial impact on the operating
results of the Furusato Group.

As for Furusato, procured construction supplies such as
high strength bolts and in-house construction supplies such
as braces are mainly used for non-dwellings including
Factories, Warehouses and Stores. Therefore, the results
of operations tend to be negatively impacted by the trends
in private capital investment. Accordingly, risks of dete-
rioration in profitability could adversely affect the operating
results depending on the level of demand for private capital
investment due to fierce competition.

G-net is a primary wholesaler to mainly offer the machine
tools and industrial tools. Machines business tends to be
volatile, reflecting demand for the capital investment in the
manufacturing sector and the number of the orders re-
ceived for the machine tools. Therefore, deterioration in
profitability due to the low level of the orders received could
adversely affect the operating results depending on the
trends in the capital investment in the manufacturing sector.

Gifu Shaoji offers primarily cutting tools to the automotive
manufacturers and their group companies. Gifu Shaiji is
not impacted significantly by the capital investment trend
like G-net, but affected by the factory operating ratio in the
automotive industry because the machine tools business
accounts for a small portion of its total sales.

The trends in the capital investment could adversely

affect our results of operation and financial condition.
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2. Risk arising from bad debts

Furusato is a retailer to offer the procured and in-house
steel frame construction supplies directly to approximately
8,000 steel fabricators nationwide. Therefore, the risk
arising from bad debts is diversified because our business
does not depend on single or a limited number of suppliers.

The bad debts may increase, negatively impacted by the
operating results of building constructors under continued
severe business environment in the construction industry.

Meanwhile, G-net serves approximately 4,200 machines
and industrial tools dealers nationwide. The trade re-
ceivable per customer is relatively high so that G-net mainly
controls credit lines by each customer.
effort to minimize the risk of the bad debts by diversifying its

sales volume through expansion of the customer base.

G-net makes every

The bad debts may increase depending on the operating
results of machines and industrial tools dealers.

The market trend could have an impact on the Furusato
Group’s operating results and financial condition.
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Purchase of Treasury Shares

DTotal of shares purchased in accordance with the resolutions at the meeting of the Board of Directors

Detail No. of shares holds Total amount
(shares) (yen)
Resolution at the meeting of the Board of Directors on November
4, 2009 500,000 300,000,000
Treasury stock purchased in fiscal 2009 337,200 174,302,200
Total number and total amount of remaining shares resolved 162,800 125,697,800
% of the non-executed shares at the end of fiscal 2009(%) 32.6 41.9
@ The number of treasury shares retired and held
Detall No. of shares Total cost of shares
(shares) retired (yen)
The number of treasury shares retired 864,282 311,323,019
The number of treasury shares held 109,240 -
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B The History of Furusato Group

Furusato Industries, Ltd.

[1946]
Construction hardware manufacturing
business commenced.

[1959]

Furusato Tekkosho Ltd. founded.

[1963]

Shiga Plant established. Braces
manufactured.

[1973]

Renamed to Furusato Industries, Ltd.
[1986]

Furusato stocks listed on the New

Second Section of Osaka Securities
Exchange.
Shiga Plant
certificate.
[1988]
Issued convertible bonds worth 30
million Swiss Francs.

[1991]

Issued convertible bonds worth 70
million Swiss Francs.

[1993]

Furusato stocks listed on the Second

acquired a JIS mark

Section of Osaka Securities Exchange.

Furusato Group

Announced investment in G-net.

Feb. 2000

Aug. 2000
(Investment ratio: 51%)

Aug. 2002

Sep. 2003

G-net Corporation

[1909]

Gomiya Shoten founded.

[1947]

Gomiya Kikou Co., Ltd. established.
[1949]

Renamed to Gomiya Kikou Shoukai Co.,
Ltd.

[1960]

Renamed to Gomiya Co., Ltd.

Tokyo branch established.

[1964]

G-net stocks listed on the Second
Section of Osaka Securities Exchange.
[1983]

Nobuo Tsumuro named President and
Representative Director.

[1987]

Hiroshi Takehana named President and
Representative Director.

[1991]

Renamed to G-net Corporation, one of
Cl  (Corporate Identity) program
introduced.

[1999]

Announced a mid-term business plan
"Vision for 21st Century”.

G-net became a wholly-owned subsidiary of Furusato by a share exchange.

(currently headquarters of Furusato Group)

Jun. 2004

Representative Director of both Furusato and G-net.

Nov. 2004

Mar. 2006

Oct. 2007

Oct. 2009

Furusato stocks listed on the Second Section of Tokyo Stock Exchange.

Gifu Shoji became a subsidiary of Furusato by its share acquisition.

Nagoya FA System division of G-net transferred to Gifu Shoji.
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FUrusato

[1934]

Kayo Nenryo Co., Ltd.
Established.

[1941]

Renamed to Gifu Shoji Co., Ltd.
[1947]

Nagoya branch opened.

[1962]

Hamamatsu branch opened.
[1974]

Kariya branch opened.

[1995]

Joined Tokai Group.

[2006]

Kita-kyusyu subbranch office
opened.

Accepted a third party allocation of new stocks of G-net Corporation, making G-net a subsidiary.

Headquarters of Furusato and Headquarters and Osaka branch of G-net relocated to Chuo-ku, Osaka .

Ryoichi Furusato named Chairman and Representative Director, and Ryohei Furusato named President and

Furusato stocks listed on the First Section of Tokyo Stock Exchange and Osaka Securities Exchange.



B Corporate Data (As of March 31, 2010)

Company Name Furusato Industries, Ltd.

Headquarters 1-2-10, Minamishin-machi, Chuo-ku, Osaka 540-0024, Japan
TEL +81-6-6946-9600

Date of Establishment May 19, 1959

Number of Employees 433

Fiscal Year-end Date March 31

Stock Listings The First Section of the Tokyo Stock Exchange
The First Section of the Osaka Securities Exchange

Securities Code 8087

Trading Unit 100

Number of shares outstanding 15,574,366

Number of shareholders 5,579

Paid-in Capital ¥ 5,232 million

Administrator of Shareholder's Register Mitsubishi UFJ Trust and Banking Corporation

President and Representative Director Ryohei Furusato

Managing Director Satoshi Onishi

Director Susumu Yamauchi

Director Seiichi Kanasaki

Full-time Corporate Auditor Takashi Ogura

Corporate Auditor Tomio Kawaguchi

Corporate Auditor Yoshiharu Senoue

Furusato Industries, Ltd. http://english.furusato.co.jp/ir/

Corporate Planning Division The following materials are posted on the IR sites:

1-2-10, Minamishin-machi, Chuo-ku, Osaka *Earnings Releases

540-0024, Japan - Presentation Materials

TEL: +81-6-6946-9608 FAX: +81-6-6946-9780 *Annual Review (Annual business report)

http://english.furusato.co.jp/ Fact Book (Five-year historical data)

Inquiry Form

http://english.furusato.co.jp/ir/ircontact.html
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