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Consolidated Balance Sheets

Miatsushitw Eletrie Industtel Co., 112 ol Sbridaariey
Mudh 31, BN ond 2004

L bopmeiih of
155, dolbin
. Bliice of pan oete 3
Assels 2005 2004 2005
Lorrent ansets: . . : ‘ ’
Cash and cash equivalents (Noe T ¥1,169,756 ¥1,275.014 513,932,299
Time deposits (Mote 160 NSRRI, W 144,781 170,047 1,353,002
Short-term investments (Notes 6and 19 A 11,978 2,684 111,944
Trade reccivables (Notes 5, 7 and 10%: ”y .
NS or s e [PIOTRURURURI {1 1 3% & If) 62,822 1,002,963
‘Accounnits ..., . . LIBR2ET 1052718 ll 1{55.235
Allpwrance for doubr.ﬁ:l rcccmhlc. v, (43,836) 47873 - (409,683
Met trade receivables.....[o....... e 1251.73B 1,067 667 11,698 ARG
Trventorics (N ptes 4 30 10) v e 883,425 TH 540 B 348,766
Other CLTICRE 28SCrs (Nm:s B, 12 '.md A 558,854 482,025 5,222 935
Total cum:nt LT SO IUTUIUIUTURIUIVUVRRIURTRRE X | | LN ¥ S Wl = NIy 37,468,523
Noncument receiwsbles (NOLE T) —...oscoerrrorcorrre. e 246,201 280,398 2,300,944
vestments and advances (MNotes 5, 6 and 1% S 1,146,505 1,237,427 19,715,000
Propmty plant smd eqmpmwrt (Nﬁtﬂ Tand B} . )
. AN A T e 393,635 251419 3,678,832
Bmld&ngs i . 1,665,243 1253350 15,563 018
Moachinery and cqmpmmt , .. 3,087,155 2705251 28,B51.916
CONSTUCHDN I PRORIETS.L e ovesrvnrscrerienss e snsisnsssssssnston s resessenns £4,139 46,037 786{3_46
S ) ] R 5,236,172 4,356,057 48,880,112
Less sccurmalated depredialion i 3,572,092 3,046,555 33,384,037
Net property, phnt and equipment ......ccooooiloceeec < 1,658,080 1209502 15,496,075
Dthar assoie :
- Gopdwill (Notn:s 3 and 9): 461,912 418,907 13 15 935 O
Inengible asscts MNotes 3-aind 9} 101,585 T3,08% 949,392
Orher assets (Notes11 and 13, e 432,066 443702 3,851,084
Towl other asets. erteresmroesrensrereseserrsensernerernraeneemnes D 03,063 - B35 708 9117411
- 3E.D56,881 ¥7 438,012 §75,297 953

S:c accosapanying Notes tv Conslidaned Flowxsol Sabenents.
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Consolidated Statements of Operations
Mvrushise Bt Infustial €., [, sedf Sotbiblinies
Yoy endnd Rlarch 32, 20035, 2004 aad 2007

Thurecasids <f
S, ddhn
itk oun oF ot MNaie 2
2083 . 2004 03 205
Revenues, cosis and axpenses: } ' .
Net wles (Note 5) ... darrerarenresrnssrassnrneranessinrsnnens 0 0o 4 43,030 N7 AT T4 X T 401714 381,435,850

Caxst of sales (Noves 5 and 7).
Selhng, gcncnl and 'ldmmlsmt]vc cxpmscs

. (6,176,048) (5,313,065) (5,323,605) (57,720,056

(Note 17).. et €2,229,096) (1,971,187) (1,951,538) (20,832,673
Insterest ot . 15,4540 19,564 V22257 182,150
Dividends received .. 5,383 9475 4,506 50,308
Gain fom the tmnsfer'of the substimtional pnrucm ' '

of Jipanese Welfare Pension Insurance (Note 1H.... 31,509 72,228 s 294,477
Other mcome Notes 6, 7, 17 and 18) ... B2BIS 59544 64,677 774,000
Inerest expense......... el enniineleoncrna e {22,827y (27744 (32,805} (213 .316)
Other deductions (Notes 5, 6, 8, 9, 16, 17 and 18)..  (177,955) (153737 (1163000 {1,663,131)
Incemie before mcome toes . N B g 246,013 170,822 68016 2,307,598

Provision for Income taxes (Note l?} . .
CAUITERL ..o s enass s sssergsssrasssen s . Bh,52G 7375 S1,m4 902,140
Dclcrn:d _-_. 56,805 2,160 19572 - 530,888

153,334 | 98535 71276 143328
Incomie (losst before minority nterests :md r:qmty
in losses of :lssnm'lrcd mm}:um:s aenrreennnanain 93,579 T2.287 {23600 874,570

MInosity EDTBrEBS ........ooco.coeseeooese e ieeneornn e 2119 12518 5505 259,056

Equity in losses of associated uompaniu {Note 5y ......... {7,379 {10524) (11588} {68,063}
Net mciame foss) ... ettt B BRABE Y 42045 ¥ (10450 § 546,551

o UK dofbinx
Yan | - i 2
Net income Boss) per shere uf nnmmon stm:k ’
(Note 15} . / B _ . :
Basic i s . 254N 1BID ¥ B8 0.24
e PO A ¥ 1800 {8.70) 0.24

e accompunying Mot o Consolidked Finincsl Sutements.
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Consolidated Statements of Gash Flows

Adrsuihite Bleric Industiol Cio,, Led. ond Subrafisies
Yedtr epded Barch 3, 2005, 2004 i 2002

Se¢ aooompnnying Motes o Consalidated Bopaochl Ratements.

Kateaditz Bty Induand Co, Lid 28

Thomand of
U5 deolm
Milkinee efyrn Pinm 2y
2005 - x4 - 2003 2065
Cash fiows from operating activities (Mot 17}'
Net income {los) ..., e 2 BB EBL ¥ AZL4E W [19453) 5 546551
‘\dj ushncnis ko rn.-m:ile ntt ux:mm: Qo.s) to

ner cash provided by opeesting achiviries:

Deptmmnn ant arnortinstion . SR <SP 325,465 278177 302,141 3,041,729
Nrt g on sde of wvestments . {31,35%) {13,377} [R5 {293,440}
Prevision Tor doo ol rmei\mblzl . 4,963 3,154 17,621 446,38%
Diedrmmed Income BXes .o e ceescrrrees e e s s et eneie e 56,B05 23162 19,572 530,BEB
Wate-down of invesanent secunines y :

(Mot Sand 6) ... - OO 16,186 52,452 52,411 151271
Timpairment loss cmlc:ng—l:wd ameks (Nutes Band M ... 29,518 11,665 2375 275,879
Minonty inberests.. e 217,719 19,618 5505 259,054
{Increase) decreae i tmde merivablen... 61,287 35,248 [T2.604) 572,928
[Increase) decrsne in inventones . 84,405 {37,015 82573 7EE,BI2
[Increase} derresein cther current acets 14,64% 13,450 27,996 115,906
Tncrewse (decree) in tade poyables ..o {74,276} 87,225 162,378 {694,158
Incrense (decresse} in acemed InCRINE LTES ..o ee e cn e {3,420 12,254 4,960 {31,981y
Toreme (decreme tn accmed expenses r : .

and ceher casment Babalites . ...t {16,736} 10,782 79,252 {100,336}
Increae [decoeased in retirement o : )

and severance benefls .. - [ .- {59,495) {67,338 16,622 {728,897
Giber.... 18,368 17,435 - 16,861 - 171,653
Nex msh pmmﬂed b:r opmung activities.. 478,455 489,132 A9R,317 4,471 355

Cash flows from investing activitios (Note 17’_\ i i :
Proceeds froms sale of short.oemn shyvestaients ... 6,117 —_ 10,523 57,168
Purchse of short-reroy anvestments . ettt et e et {9,801) [7O0 — {Bd 121}
Proceeds from disposition of 3 ineshmens. .

ST BEVATIERS e veereenavs st san i seaes ot o s e e ek e s eesemerennere 11,304 63,458 121,063 947,428
Increse 10 Wwrestments :u:lﬂ .'Ld'u—.mccs . {133,636} E"U? 865 (LTI F1,24B,935)
Capital expendiiiTEs e s s s aass s e s sass s srsreens {352,203) (275 544y 246,603 {3291 6170
Prooeeds From r]upma]s af prupcn-!— - | ) y ) :

plant and equipient. ..o - 78,131 1153008 S8 270 730,196
Incoeaed decrease in ﬁmm.c r:mmb]z: 26,823 30,6597 29,158 250,682
ﬂnumz) decrase i time deposits......... 23,7148 2B 95,371 259,327
hiflows due m avquisition of addiviomal shaves of . /74

Bewly conzchdated sul:md::r.ms, net of csh p:ud . B2.208 — e 768,299
Orher... N 7.4 {5,857} {16311} 877 . {84,738y

MNet L—.ull Bsgd n l.nn:sl:mg achries . {178,296 - {(BSAHH) C{FT {1,666, 318)

Cash flows from financing activities mote 17) 4 1 - . 4
Decreass in short-tenn borowmgs ... [RTPT {K, 009} 39.,57H {106,630) {74,850
Tncreme (decrease) in deposits aml advances from ) : ‘

cistosmets and employem e e A3 A} {15,787 23,587} (1,360,318)
Proceeds from tong-term debr ... AN NBL26 122288 1,116,693
Repoymens of leng-nrm xl;ei:t {151,554} {228,039 {293,058y {2 350,972y
Dividends pad...icceoee.e £35,2513 (29,218 {20 798y P45
Dividends puid o :mmtmty Sterests.. {14,765) 4.675) (B.267} {137.591)
Repurchase of comimon stock (Not: ]""'I {92,879} {69,388 (115,770} {BEE B8
Sale of measury stock (Note. 13] 1,324 — — -12374
L8713, P . 1,385 5,963 = 13,37

MNer cash uzed in hm;m::u:g ETa et T IR © § &% 1:% b S+ F 4 oy S (4*2,_8_53} 13,510,100
Effect of exchenge rate changes on cash S " ‘ > T 1 '
and cash equivalents ... V.. 14,084 - - 2340 (0,948} 131346
Met increase (deciease) in cash and cash equwalents (135,258} . 107,514 234,338 {583,720 .

Cash and cash equivalenis at beginning of year .. . 1,275,084 - 1167470 933,132 11,916,019

Cash ond cosh equivelents st end of yeur .. . FRIE9.756  N1LIT5014 - ¥1167470 $14,932.299
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Notes to Consolidated Financial Statements

1. Summary of Significont Accounting Policias

{a) Dascription of Business _
Matsnshita Electric Indostrial Co., Lid (hereinafter, the
" Company,” incduding conzolidated subsidiavies, unless
the context otherwise sequites} s one of the worldy
leading prochicers of electronic and eleciric produrts,
The Company corrently offers a_CMI?ehmm range -
af prodnces, spstems :tm{ COInpoments 10T CONENIMER,
buginesz and industrial use based on sophisticaped elec-
tronics and precision technplogy, expending to building
wiaterials and ecquipment, and hovging business,
Mot of the Company's produag ane markeeted under
“Panagenic” and severnd other tmde name, induding
“Mational," "Technics)” “ Quessr)” "Vicwr,” "TVC”
and "Pmalome.”

. Sales in Bacal 2005 were categorivad as follows:) AVC
Networks—41%, Home Applimces—1456, Compo-
nents 2o Devicas—13%, MEW and PanaHome*—17%,

- JVG—8%, and Other—7%. A mles breakdown in
Hsta) 2005 by aeopmphical market vwas 2 follows:
Japan——353%, Morth mnd Souch America—149%,
Eorope—13% and Asia and Others—20%,. . ;

The Company ik net dependent on a single supplier,
wnd hag no significant difficelry in obtoining v mnate-
rials from suppliers.
* MEW sk fbe Mabushita Electic Woaks, Lbd, and PanHeome
atands for Panabisme Crapomtionn.

|b) Basiz of Presentation of Consolidated Financhat

Sistements )
The Cinmpamy and itz demestic subsidian ey maintain
their books of acconnr in conformity with financial .
accounting siandands of Jaxn, mid its foreign. -
subsidiaries in conformity with those of the countries
of their domicile. : C

The sonsolidated fnancial staternents pregented
harein have been prepared in 2 manmer md reflect the
adjustments which ane neceszary o conform.avith ULS.
genenlly aceepted accounting principles. )

* |e} Principlos of Consolidation
The consolidated financizl saternents include the
accounts of the Company and its majority-owned,
controlled subgidiaries, The Company ako comelidates

-putities in which contolling interest existz thmugh

- variable interests in accordmee with Financial Accomt-
ingz Statidanck Hoard (FASB) Interpetation No. 46
{revised December 2003}, " Consalidation of Variable
Intemest Entities” {FIN 481, The Company romently
ﬁ :lmt have any variable interest entities 1o be consel-

[d) Rewentie Becegnition

The Com eTates revenne prncipally thomgh-

the sale ofzmn;ym%r mnd mdusnmlr;:‘mﬂu]ﬁ!x}?r equipment,

and nppplies. The Company recopnizes revenue when
eraxive evitdence of an ement axists, delivery
g ocourred, and title and Tisk of Joss have been tmms-

ferred o the customer or services have been rendered,

‘the slas price is fixed or determinable, and collectibility

i Teasoriably asmred ‘

Reeveme from sales of products iz genenally recog-
nived when the prodoets ane received by custemers.
Reverue from mles of certain tz with cstomer
A ] isions related to their fimcrional
i mmwﬁeﬁhen the prodnct is received by the
ctstomer and the specific criveria of the § ct func-

“tionality are succesdiully tested and demonstrated.

The € v enters into arrngements with i~
ple elements, which may inchude any eombination
of produits, equipment, installment andd fmaintenance.
The Company allocates revenue to ezch element based
omn ik ehinve Bir value if ;such element meets the crite-
ria for eatment as a separate unit of accounting as
prescribed in the Emenging lssnes Task Force (EITF}
Issue- 0O-21, "Revenne Arran g with Multiple
Deliverablaz” {ETTF 00-21). ETTF 00-21 was effective
for revenua armngements enterad into after fune 30,
2003, EITF 60-21 did not have 1 material elfect on the
accomponying consclidated financin] statements.

“The Compemys policy is-to accept product retrns
anly in the case that the products are defective The
Company isnes contmctal product wartanties tinder
which it guarantes the pedformmice of product deliv-
ered and services remdered for a certmin period of dme.
A tiability for the estimated product wartanty related
cost iz establiched at the time eveme is recognized, and
iz inchaded in " Other accmad eapenzes.” Estimates for-
accnted warranty cost are primnarnily based on hiztorical
experience and aurent infornation on mepair cox.

“Historically, the Conspany has made cermin
alkpwances related to mbes o itz consarmer businey diz-
teibistors. Such allowances are generally provided to
compensate the distribusars for a decline in the prod-
nett vahe, and are clisified 22 a rednction of revenue
on the consolidated garements of operations, Estimated
price acinstments ore acerued when the related eoles are
recognizad. The estimate iz made baged primnarily on
the histrrical experience or specific aremgements made
with the distributors, :



98

The € v dlsa occasionally offers incentive pio-
grams o ite diskriboton in the form of rebates, These
tehates are accrued at the fater of the date ar which the
related revenne is recapnized or the date at which the
incentive ix offered, and are recorded as reducionz of
salas in accondance with EITE 01-09, *Accounting for
Congderation Given by a Vendor ro a Cngomer
{incloding 1 Fueseller of the Vendor's Produces) ™

{e) Leases [Sea Note 7) ) ;

A subsidiary of the Cnmcgany']enser machinery znd
squipment. Lessey of such auety are princ'gxa
accenmted for as direct Bnancing leases and included in
¥ Trade recsivibles—Accounts” and "Noncurrent

. receivables™ in the accompanying eomsclidhted balimnoe
gheets. :

f lrventorias [Ses Note 4) ] .
Finished poixkk and work in process are smied at the:
lower of con {werge) or market. Raw materiale are
srated at coet, principally om a fivst-in, fint-out basis,
ot in excew of current replicement cost.

{g) Foreign Currency Translation {Sea Nots 14}

Foreign corrency financial stakernents are trmslated in
srcmg':nce with Statement of Finandal Accouming
Standards {SFAS) Mo 52, "Foreign Currery Th

ticon," under which all asets and Habilides am mindhred
into yen at yetur-end rates and income and expense
accounte are tranelated ot weighted-average rates.
Adjistments resilting from the munshtion of financial
staements are meflected under the caption; " Accunmlaed
other compreh ensive income {los)]” 2 separate compo-
nent of stnckholders” equity: ’

[h}?r'opertlya.n Hh:;snﬂ Equipment i _
Property, plmt an ipment iz stated at cost. Deprecia-
o % ¢ P ateil 1 ey 'ng?.hedeclininqbﬂeglr;e '
methed baeed om the Sllowing estimates) unehil ives: -
Baildings ... i B 100 50 yearz
Michinery and equipment................ 2 to 1 year

) Eoodwill and Diher Intangible Assats [See Note 9]
Goadwill represents the excess of coss over the fuir
vahie uf net awets of businesses aoquired. The Com-
P:m}'r adopted the pmvigons of SFAS No. 142, :
“Gopdwill and Other Inmngible Asets,” fiom the fscil
year bgim:;:f Aprit 1, 2002, Goodwil) and intangible
asspls acquired in'a prirchase busines combinstion and
determined 1o leve an indefinite ueeful life are not
amertized, and are instead tested for impainmient at
least annually in accondance with the provigons ef
SFAS No.. 142, SFAS No. 142 also requires that intan-
gilile astats with etimable nseful Yives be amortized
owver their respective estimatéd nsefnl lives to their exti-
ned resichoal valwes, and reviewed for impairment
in accordance with SFAS No. 144, “Acconniing for
Impairment or Disposal of Long-Lived Awers”” SFAS

N 142 recqired the Com o perform an ssess-
wment of wl?::;:lrer thene wnspaﬁldwgnon that goodwill
ig fmpaired a2 of the date of sdoption. The resuls of
thiz asesinent did not require the Company bo recop-
nize an impairment loss, :

[P Investments and Advences (Sea Notes 5, 5 and 14)
Invesrments and sdvinces primarily consis of invest-
ments in and advances 1o asociated compardes, cost
methoi investments, sailable-for-tmle secnrities, and

~long-tetm deposits. Cost method investrents imd

long-term deposits are reconded at historical cos

The equity method iz wsed to account for imvest-
ments in sxociated companies in which the Ceanpamy
ety sipnificant infleence, genevatly having a 209 to
5086 ownerzhip. interest, and corpoisiie joint venmes.
The Ck also vses the equity method for some
subsidiaries if the minority sharsholders have substan-
tive partivipaing rights. Under the equity methed of
accoumting, imvestments are nted at their andeslying
net equjlq.:n]ue after efimination of intercompany
profis: cost method is weed whan the Company
toes not have sgnificant influence '

The exves of rost of the stock of the asociated com-
ranies over the Campmﬂg’s share of their net amets of the.
aciposition date, included in the equity invesiment bal-
ance, wis recognized ar goodwill. Snuch equity methed
gradwill is net being amortized and is instead tested for
Ampairment, n sccordmee with SFAS Ne. 142

© The Eotrlgmy accoumits for debr and equity securi-

ties in accondance with SFAS No. 115, "Accoumnting for
Certain Invesrments in D ebt and Byuity Securides!
EFAS Mo. 115 requires that certain invesoments in
debt and equity securities be clissified 2 held-to-maturity,
rrading, or awailable-for-sile secitrities. The Company
vlassifles i’ exieting marketble equiry securities other
than investments jn asspciabed compantes and all debr
securities us availahle-for-mle. Awvailible-for-zale securi-

"Hes ate carried at Fair valoe with unmealized holdi
-gaine or lesset inchaded g 2 com ponemt of acow

ared
wiher comprehensive income {Joss). net of applicable
bxes. ) .

Reenlired gains and loses are determmined on the

-average cost method and reflected i earnings. .

'On a dontinnons bisie, but no less frequently than
at the end of each semi-amnwal peried, the Company
evaluates the carrying ameount of each of the investments
ineeaciated companies, cost method investmemts and
available-for-sile sexorities for porsible impairment.
Fartor considered in asesing whether an indication
of other-thim-temporry impairment exiss incdude the
perioi of time the fiir ¥alue has been below the carmy-
ing smownt or cost bagis of irvestment, financial
comudition and prospecis of each inventee, and other
relavant Bators. .

Invesunents'in azociated companies, cost method

Anvesiments and availsble-for-sle securities are reduced

w fair valne by a charge to evrnings when impairment
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i conzidered ko be other than temporary. hnpairment is
. maxsured based oo the smoont by which the varrylog
wmennk < oost basis of the insestiment exceeds its fair
valite. Fair value is devermined based on quoted mazker
prices, discounted cash flove or other ¥aloation tech-
migues as approptiste. :

|¥) Income Taxes [See Note 12)

. mcome Eoes are accommted for under the aset and lia-
bility method. Defermed tax asets md liabilities ane
recognized fivr the future tax consequences atiributable

- to di res between the financial satement carrying

amounts o exining asets wnd abilides and their

Tespective tax hazes, and operating loss and tax credit
- Deferred tax meere and lisbilities are meamured using

enacted tax rates expected o apply 1o raxabile income

in the years in which those temporry differences are

zcted to be recoverad or settled. The effect on
dederred pax assety and liabvlides of a change in rax mtes
it recognived in income in the périod thar inclndes the
enactent date.

i} Advertising [Ses Nete 17} - '

Advertizsing cosis are expensed a2 incurred.
_{m) Net Income [Loss) per Share [See Notas 1, 13 snd 15)

Cempany acconnts for net income (Joss) per shave

i accorchnee with SFAS No. 128, “Ewrnings per.
Share” Thiz Staternent establizhes stndanls Jor vome-
puting net income {Joss) per share md requires dual
presentation of basic md dileted nerincome (loss) per
share on the face of the statements of operations for all
entities with complex capital stacmzes.

Under SFAS No. 128, basic net income (loss) per
shure is companted based on the weighted-sverage mum-~
ber of commen shares ouistanding during each period,
and dilured net moome per share wsumes the diludon
that conld occur # securities or other contmcts to issue
comuien stock were exercised or comverted ine coan-
mom stesck o resmiltedd in the igssnance of common sock.

{n} Gash Equivalents : _
Cash eqtivatents inchadle all highly liquid debt instru-
- memts purchazed with a manrity nf&ree menthe or jess.

{n) Derivative Financial Insiruments [Ses Notos 18 snd 19
Derivarive financial instiments ntilizad by the Com-
pmy are comprised principally of foreign exchangye
- tombracls, inherest wate sanps, CIos CUrrency swaps and.
commindity fiotnres used 1o hedge ournency risk, interest
_ pate'risk and wonmisdity price.riﬁ EI
Thie Company accounte for derivative inttnments
it accondance with SFAR Mo. 133, "Acconnting for
Derivative Instruments and Hedging Activites,”
amended. The Comfymy recopnizes derisatives in the

comenlidated balumce sheers at their fir valoe in " Other
current azets)’ ” Other msetr” * Other current liabili-
ties™ or “Other linhiliier” On the date the derivative
contrct it entered inm, the Company designates the
derivative 2z either 2 hedge of the fair value of a recog-
nized aset or Hihility or of an wmrecognized Brm-
commiment {“fair-value” hedge), a hedge of a fore-

-casted mnsschion o 6f the varability of cxh flows

o be received or paid relsted toa recognized asset or
Eiability (" cazh-flowe”™ hedge), or a kreign-cumrency fair-
value or cach-flor hadge T foreign-currency™ hedge].
The Company formally documents all reladonships
berween hedping instrnmenis and hedged items, as well
a1 ik risk-mnnagernent objective and strateggy for undar-
takeing variene hedge transwtions, The O alsor
formally assesses, both at the hedge's inception and oo
am ompping basds, whether the dertvative thar are used.
in hedging ramisactions are highly effective in offeting

< in fair valnee or cxth ovws of hedped Stems.
haé‘ilgﬁha in the fair value of a derivative that iz highly.

eifective and that iz desigreted and qudifics 2 a fair-v:gw
hcdﬁe,‘ along with the lox or gain en the hedged awet or
lisbility or uorecogmized fivm commitnent of the
hedged item that 1 stribobble vo the hedged risk, are
recorded in earnings. Chan ges in the fair value ofa
derivative thar ishighly. effective and that is Jesignared
and guilifies ps 2 cash-Bow hedge are reconded m cther
comprehensive income (fos), tntl earnings are affectad
by the wriability in cash fows of the designated hedged
iten Changer in the fir value of derivatives that ane”
bighty effective ar hedges annd that are designated and
gmli.g' ® fereign-cuiTency heﬂgs are recondied in
either enrnings or other comprehernsive income flos),
depending om whether the hedge transction iz 5 fair-

walue hedge or a cath-How hedge. The meffective
portion of the chimmge 0 fair value of a derivative
instrument that qualifies as either o fir-value hedge

or a cash-fline hedge & reported in earnings.

Ip) Impairmant of Long-Lived Assats {See Note 8)
The Company sccotmis for impairment or disposition
of Jong-lived assets in accordance with BPAS No 14,
In acoorchmie: with SEAS Mo, 144, fong-lived asets,
mch as E:B]aeny;plmt and equipmeny, mnd purchased
inkangiblez subject b amprtization; are Teviewsd for
impairment whinever event: or changes in circum-
stumpes ifdicare that the cirying amomt of an asset
may not be receverzble. Recoverabiliny of assets to be
held avd vsed i mieositred] by b comparison of the cr-
Tying smount of an svet to estimated andiscoumted
Furure: cish flering expectd to be generatad by the amet.
It the mivying amount of an ssset exceeds s esimated
furnre cash fows, an m{gurment charge ix revopnized
for the amount by which the carrying amount of the
amset exceeds the fair ¥aloe of the aset. ‘



) Basueturing Charges [See Note 16)
In June 2002, FASB izmed SFAS No. 146, "Accounting.
tor Costs Assocated with Exit or Disposal Activites ™
SFAS Noo 146 adidresses fimancial accounting and
reporting for coss awndared with exit or disposal activ-
ities amd mullifies E1TF 94-3, "Lisbility Recognition
for Certain Employee Terminstion Benelits il Other
Costs to Exiton Activity” The provisions of this State-
ment wre effective for exit or disgposal activities that
are injriated after Decamber 31, 2102, The Comp
adopted SFAS No. 146 on Janmary 1, 2003, Pormnt to
SFAS N 146, Habilities for estructuring costs ame rec-
kzes] when the liobility ks incurred, which may be
subsequent to the date when the Compuny has com-
mitted o a Testructoring plin. The adoption of SFAS
Mo. 346 did not have a materia} effest on the Compa-
ny’z cemsolidaed financil statements.

_Ir} Stock-Based Compensation (See Note 13)
SPAS No. 123, “Accomting for Stock-Based Compen-
mtion,” and SFAS Mo 148, " Accownting Yor Stock-
Besed Compensation—Trunsition and Discloture, 1
amendment of SFAS M 1237 eashliched accounting
andd disclogure reguirements wring = Bir-valive-bosed
rnethed of accounking for stock-based employee
oompengition plans.

As permitted by existing sccounting standands, the
Compeny ha elected 1o continne 1o npﬁiy thiz intrin-
rg-based-method of acconnting prescribed by
Accounting Principles Board {APB) Opinicn No, 25,
"Accounting for Stock lemed w Employess,” mmd relar-
ed inte jans to account for i stock option phie
dexcribed in Mete 13, and has adopted caly die disilo-
sure Tequitements of SFAS MNo. 123, as amended.

Az the aption price at the date of gemt exceedad the
Fair market vahe af commmon sock, no compensation

. oxsts have been recogmized in conmection with the plans;

¥ the accounting provision of SFAS N, 123,
amended, had been adopted, the impact om the Com-
pany's net income (loss) For the three years ended
March 31. 2005 weould not be material, '

(5] Use of Estimotes

Management of the Company hie made a mmmber of
estimates anil asumptions relating to rhe reporting of
assets and Yabilities and the disclosire of contingent
asers and lishilities to prepure these finsncial stbements
in conformity with genem]iz aceepted sccounting prin-
ciples. Acoaf results conild differ fiom those axtimates,
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{1} New Accounting Pronouncements
In December 2004, FASH ismed SFAS No 123
{revised 2004}, "Shure-Based Payment” {SFAS No. -
123R), which addreses accounting for tranmerions in
~which an entity exchanges its equity mstruments for . -
goods or gervices, with a primary focus on traizactions
m which an entity phtaing employee senvices in share-
basad payment imstctions. SEAS Ma. 123R ira.
revizion o SFAS No. 123 mnd mupersedas APB Opinion
N, 25 and s elsted iplementation gnidmos. SFAS
Me 125R. will require meagurement of the cosrof
employee servives received in exchange. for stock com-
penzation baced on the grant-date fair valne of the
employee stock options. Incrementa) compensation:
oosts arieing from mbseguent modificaions of swands
- after the grant dave et bé recogmized . SFAS No. 12310
will be effectivee far the Company s of April 1, 2006
“The application of SFAS No. 1231 is not expected to
have 1 material effoct, e
* In Decernber 2004, FASB idued SFAS No. 151,
*Inventory Cest,” wwhich clarifies the sccointing for.
abnornal amomnts of its idle ﬁtﬂl];?'-éxpm, freight,
hanadling costs, and wisted ynareriaf {spoilage). Under
SFAS MNo. 151, mch iterris will be recrighiredse
current-peri od charges: Tn addidon, SEAS Mo 151 ..
réquires that stlecaion of fixed production éverbeads o
the cixtx of converzian, e based on the nermal-capaciny
of the production farilidies. SFAS No: 15T will be effied-
tive for the Company oz itventory costs incumed on -
- o after April 1, 2006, The Cnp?:_‘.myis currenthy in the
procese of ssesing the impoct of the adopticn of SEAS
Mo 151,
- In December 2004, FASB iued SEAS Np 153,
"Exchanges of Nonmenetary Atseis.” which eliminates
an exception in-APB Opinion No. 29, "Accountng
for Nonmonetury Tromzaciions,™ for nowgicnstry
exchanges of similar productive séets snd replaces
avith » general exception for exchn e of Hon
astets that do not have commerdal subetance’ SEAS
"M 153 will be effective for the Campany fornon-
iohetry aset exchanges ocourTing oo or afer P?Jl'i_l 1,
2006. The Company iz currently in the proces of
assewing the impact of the adoption: of SEAS Na. 153,

K

fu) Reclassifications - s
Certain Teclisificarions have been made 1o the prior
years” comselidated financial statements and notes there-
" 1 1 conform with the prezentarion vsed for the year
ended March 31, 2005, i i
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Corsolidated statements of income of the Fhilips Group
forthe years ended December 31 '
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Consohdaied statements of c_ash flows of the Philips Group
for the vears enged Dec 2
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Tha comalidated financials&itements are prepare d in accordance
© whth genernlly pecepted aceoundng prindphes i dve Unkind Soses
AUSGAAF). Matorical ot bs used ax the meswrement brks

Lommsoldetion principles

The torenbdated Anondal s i It de the sacounts of
Kariridijee Phiips Beamics MY, {Royd Prifips Bectrones', or
she "Company’)andalf enitées i whidi 2 direct or Indirect
oontroliing et edsts the asgh vodng rights or quilifying
whm'm‘s.mmmmwmmmm roere
bisen elimininted bn mnrsolichion. Netincome i redaced by tha
portton of tha saming: of subsidaries appicble to minorky .
interests. The minorsity nierests are dsdosed seporatdy inthe
comdidhted statements of Income and b the comabdrted baance
sheets,

The Ciunpaiy tax adopted Aranchl Accaunting Stanchrds Beord
{FASR) interpecasion No. $4{R) Corsdittion of Varlabie
trterest Enthbes” 3n accordince whth Interpretaton of Acauning
ﬂuﬂr&:‘h’m Ha. 51 ‘Corsafidaed Fnonckl Stawments’, the
Company oo cidatéx aities in which varable intenests are hekd
' &mmﬁzﬂntmﬁrmhh&m’m:borb a Evpority
of he aotity’s expected bzes, recdve o mojority of the enityy
epected riskdal retuns, or boh.

- rovestrrsents in unconsdidated companies
Irnestments in comparies bnwhich Rayol Phillps Elecronics doss
not tove the ahilly 1o deectly or indiroaly control the Srandid
and bperating dedshom, but does posess fe ity 1 et
sigrificars influence, are accounied for uting the eqitymethod
Genertliy, I the disence of desnormirabie proof of sgrificam.
irfhuence, it & presumed 1o esdot U ot Jemt 20 of the votng stock
ks swned. The Company's share of he et incama of these
camganies ks nchsded n renués rehting © unomoiidaied
comparkes in the censobdated satemonts ofincome. The
Company recagrizes on knpnirmend, kxs whon an

" ofendan wempar iy dedine in the ke of i hvesenent

Areounting for capital transtetitns of a subsidiscy
o a0 untonsalidated company

The Comparry recagizes dhutan s or babes aridng from the
sab oF lwanes of stock by o wmrslidied siskdiary oran
weonmaliduted ety which the Comparny & acouning far wing
 the equity meshod of serowaing In the lncone Ao e, urkes
“the Comparny or the subsidary elther as ar plams torearqguire

- suchshares. Insuth stonces, the rescs of he trayaetion withe
recorded directy tn vinckbolders’ gq;&y:s:’nméopu;thﬁph
o kss '

The diiaion grine or krsves are priseried e income statement
Inzhe cpikn Crher bixiness income {expenses) i they refe to
carsolidned abddbries, Dilidon girs and bosses reiated fo
um:ﬁchwﬂmpadﬂmprumbcdk\dmnpdmam
refatirg © unoonsolidhed ompenies

Forsign currenties

Thve Brandal statements of foreign trttdes are trombeed i
wurox Assets and fabhaies are trushated wing the enchange mics
on the ropective bance sheet dates. Income and expesise lems
in the home soemanz ond Guh Fiow i are t
w&gﬁednvmgeﬁd'nrgemdrhgz!nym.‘mrmw
wransbtion ade "R Are r {ed as a sep comporant of
ather comprehonive Incosme (lasx) within sockiualders’ e quity.
Cumdative wrarshaton adeciments are recognized as Income or
ﬂp&mnpmpnrﬂ:tnr- plote dspon! or wk faly
compbote Reidition of a forelgn entizy.

d ar

The hrxttand curency of fordgn entites b generaly the loq)
currency,urfess the primary cConomic rrromment regrres the
uxe off anothor arnency. VWhen fordgn esnides mrdia thelr
brsines b econopbes ontdered wo be HgHyinhdonary, ey
rownd wnmors in the Company's repardng curr ency (the
curo)insiead of thee Lo currency. '

Gins and lases arising from the tramshition or secdenent of
Sore gncore iy denomihnted manotary azets and knbifides into
the Jocd orrency are recogrized in nasmne s the priod ko which

© they arise However, corsncy difcrnces on bntercoagany fam

that have the nature of o porrmanam rvestment are neoounied for
as traredation diferences 23 B separate wmpanen of ather
camprehersive ncame {loss) within xiockholders” equity

Derivative financial instro irents

The Campany uses derbvative Brandal nsiruments prindpaliyin
the marogeenent of ks faregn corrency risks and to amore forheed
exient for insenest rate and commadity prive tisks. Apphying
Staieenent of firan dal Acoountng Standards {SFAS)Na. 123,
“Asmeriting for Derbvaties knsirumans ond Medging Activithes,
EFAS Mo 138, 'Accointing b Certain Durbrative Insimusnens oo
Clertan Hedging Activitier’, and STAS No. 149 *Amendmeni of
Sramment 133 an Derhrative irstruments and Hedging Activities’
which was adapred in 2003, the (S it v all derbrath
Snancial bt uments Bnsed on Bir viues derbed fram warkes
pries of he nstnments or from aplon pridng modeds, as
nppropriste. Gabres or Josses :'hhg}'an hangs in he Er whoe
of the Irsrumests e recogrized in the ncome savmnent charing
the perladin which they arice to the exent hat the derbathres
have been dedgnaoed ax & hedge of recogrized nxsers or Babiivns,
of 0 the oxterit that $he derivafives have nohedging designation




arare Ineffective. The Fins andfosiex on the dedgnated
derbntves sbwiwiilly ofver e donges in the valies of the
recogrized hedped lems, uﬁdlmnkorcmgﬁmd as gainsand
hmm&wmsma

Mshm&mnfamdﬁhh%mgw
thatls desgnaredand quaifies = 2 Girviue hedge, alang with the
ey o widin oves this hedgend asser or Babilhy or i erogrized fom
camektmtof the hedge d lem dutls attribotabie to the hedjed
vidke, e recordad bn the Incomeé sz ment.
Charges inthe fir viue of . derbvative that ks higHy ofocive srd
otk designated and qiakfex s a crsh Bow hedge, ane recorded
hgmmm_mapﬁm&hqmmﬁmm
afezed by e xarkabliey in b Bows of the desigrated hedged
boesn Changes in the Bdr value of derbathas $hat are highly
elfectie ns hedges wd et ire desigated and qualy o fordgn
currancy hedgs are reoncded in sither: axrrings o accomubated
odher comprohersvr inme, depeding on whther the hedge
smnmcan bk a Gy jolup hedge orn cish Row hadg.
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Coashiand ead equivatents

Cash and ash equiwilents ncfode ol xh balances and shartaenm
highly liquid evestmnents whth an origiralma tirisy of theee mordhs
or bexs ot are readdy comrerible it known amaunts of ch,
Th:y;mshtadn:bcem '

Tnvestimants

The Company dasifie: b tvestments b aquity secxities that
have readly deterinihable Bir valies ox ether aaitbie.forle or
for orading pospoists. Snvsmnints In debt oot are chesBiod i
ane of three mtegorér tadrg, walbbledorsie or
hddmm Tradhgsemlﬁu are boughtand hekd prindpally

_for the purpesi d:e&(ib&mh e short term. H dd-w-enmaturkty

sactirites aredhase debt seceeities in which dhe Company hax the
abifityandinterst ta hold the seurity it waturity Al seturithot
it dnchided in #rading or heldtorenrity are daified ax
wrdinkieforamle. Tradng andavilhbiodormnbe searities ore
recuded at Sl vakoe. Belduomatuicy debe securithes are
rowitedat emarzed cest, ads sed for the amortization or
nmm.hnof;rmﬂms or dsroents g che effactive brareat

The Compay formally mazses, both ot the hedge's inceptien and
oh  orygolng bass, whethor the deshatives ot are usedin
hedgifg tran maeskons sre Hghby effcaive bn ofseithyg churges In falr

- vabiies ar ash Rows of hedged liems. When it bs establiched ot 2
WMumm&mm Ahodge of that it bos cesed 1
benﬁﬂ\lyeﬁu:ﬁum:.ﬁg(hmmdumtmum
kmmdrgpmm&y Mmhchenmrﬂrghdmhmd
becmase bt hes boon exiebished #hat the derbathe na farger

 epnlthes s an olfechee fak velor hedge, the Company eontinues to
corry the dertvsiive on the babrice sheetat ks Sy wlue mdno
Janger adjusts the hedged nasetor Babithy for changes I Bir value
Wimbedpumuﬂfghchmrﬁnndbmkhprcbﬂedﬂt
a Earecisted tramsaction Wil et cocar within & period of two
smonths om the origndly fwecaited sransction date, the
&mqmnuq&m&riﬂw\amﬂﬂhh\usbbuu
HI&P\nhl.nndg*n and Iasses thatiw ene accusated in other
cmpdmudnhmmtr&rwind hnenedasely in samivgs. o’

ethod Mh&hgzﬁszﬂhmmdcﬁnrﬁndm
effect, on aialhble-formke s oirite s are cochiied from sandegs
w“r@omdnsamcmapmndoﬁ,x
mmmmmmwwwmmﬁ
h#&d ke and lostes from the: sobe of amibbie-for.sde

btles are dot d o Krsebn, Brstaotbes.

A\Mﬂhﬂnmwiﬂﬂhdmnmﬂibﬁhﬁkmﬁya
bk to-mturizy securitybebw com $iat 15 deemed i be ather
ﬁnntmpuwyrmhha redudtion in the crrylrg amountio
Eabr vakis. The & -—-hdwgndh: g% B 2 new com
basls i\:rd’lnn:uﬁyh estibbvhed. Dividend and interest income
mramgrhad-nimmmd Gira ar lomes, foany, wrmrdnd
In financial income and expemes.
For awdiabinfof-smle securdties hedged under a fdr sakie hodge,
the changes by the Giryaue that are atrbinabla 1o the sk which
ke beirghadged are recagrizedin earmirgs raihor tha In athor

" comprehecsive ncome.

al other sinimys in which hedge serouning s descandnued, the
Cospany metinues i carry tha derkaries at ks (e vahue on e
bakrce sheet, andrecogrizes Iy charges in bts Er alue b

. .
For Ittt rave swaps dat are urvotnd, the gin or kss upan
unwisiding s rebons o to naose over the rermising e of the
wundertying Rrancial lestrumenis, boted on the recalcudated
effertin yidd. '

In np Eeheld comparies Frearried W coR.ar
esdmated Hnrn!ue Ifm atherdhanesmp arary dedine nwabehs
somrred.

ﬂmmaﬂﬂ

'Rcr.d-ﬁbh wtmhdnhuuhu,nmufﬂnwmm far .

dmhﬁjmmmdumﬂacﬂﬂemm.‘ummmrade
acoounts mﬂlmnnbrgcbeoalxudhduncrnﬂwqr
and are expacied toreait ina ke, twy are deshgsbod ns
doulriul trade aocounts recebvabbe and valued ot dhe spectad
Eolicctble imounts. They ane writtan off when ey are decaed
o be inenlieciibia becure of mrkeuprcy or oher forms of
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mdwaﬂiﬁnf&ndm:
Long.serm recehvbies e discounsed 1o their et present alue.

Valustion adjsstenernt for divdefol wade Setounts
riesivabie '

The alicwance kor the risc of nanccolection of trade acoonis
recetvable bs determined in three shges. First, indvidnl debears
tutreprmsent 3K o more of the debor porfolio ave Rt esced
For creditworttiness based on extena and ke sourees of
Informatt g tpon an albwance fased on
thatinf orrmrbon and the speciic choums ances for dhat debive
swhich mighe require 3 alus ndastmer in the second smgs, et
wher debives dhe dlowance Is cafcedated based on o prrcnrdags of

enrbrk
.3

niu'nge Historbal Josses, Fonally, Iy aming to :;mdﬁcckumm

suchas serious adver seeconamic condaions in i speeific country
orreghan, kkmmﬁmﬂpebnutdm&:nwd&n
 receivables b nndeqawdy represented b,mmunm
in stage two, e perciniige ol vooation diowanes for the debtors
Vhﬂtudnmdommya'rqbnmnrbehqmmmm the
m;:sdrki.

v borf e ) ‘
‘Wvoteries are siated atthe lower of cock o market, bess advanioe
paynents on wark bn progress. The cost ofb bes comprses

af cosix of purchase, cart dmmﬂannndmmm:red
bringng the keventories ta thelr presertiocatian on d condion.
The cost of maversion of nmntorie indde drect Tabor md
foeed nd serkable production onerhids, Bidng kntoRcoun the-
stage of completion. The mat of kwiencrius & detormind using |
the frstin, Srzbout §IR0) mehod. Anallowarics ks e for dhe
estiented jomes due to ol descence. Ths aliowance s
detenmnined far grotus of products ased on punduses n the
recent pust andior expecied ke derand Wddud teor o
mmfﬂwbmﬂnﬁc&uahﬂl&eraw
disponed of within nperiod of theee months dthir by sl or by
scropping. o

Other nomaurfent ﬁnamcial asgets .
Eaans dwatie are ‘ omghmﬁeuhmd

bnypralred oo mcdmﬂeam :pﬁedm m:lunltl-neprbcpd
amountof sudh hmmﬂﬂwp&’wmm recaversd and
are reoerioed o e est income thereafter.

Property, pluiitand squipenint.
Pruperxy, plant and equipmant ane staved at cost. fees scqumdatec
deprodation. Ausets marufctared by dhe Canpony indude drect
manubonring costs, prodacian overheinds and irperestcharges
mmddwk‘mcmsimcdnnpahd Gi:n.rcmmtgﬁmam
doducted brom $re cost of the rdatedassn Dopredation ks
cataiatoduning the str sghtline method over e exprcted
eranawmie ife dﬁ\:mtbmds{:ﬂmrﬂfgk
gmuﬂf o based 05 the sardight-Ene method, Gabos nnd b
mm:#plpnwyuﬁ:mdeun are included in ather
business income Coxts related to sajr imbrterance sctivitdes an

’ mpumdhdnplﬁadh%kh&mfmhmred?hmmd

dpmtundrm;ﬁdhnmmbﬁw renur ded at the presern
value of Mmhnmmhenmnrﬂlns&nld
improvesnesis wre amardeed teing tha srﬁ#&ﬂm methad over
mxwd&ulnnmarummm&afhm

Asxet mﬁnﬁmicﬁﬂyﬁ&m
I Jone 2000, tha FASBEmond SFAS Mo, 143 Aﬂ:nu'ﬂrgﬁ:r Asze

. hmwowpams'.m Con-;nnyadqsand this Srateonent b

2003 Under the prosishons of this St ;the Company
rmﬁeﬁﬂ:dﬁmnﬁrmto&adonhh
pertod kn which it inained, Mqumkmﬂmd
nsmﬂﬂhmﬂmnldhh‘mmw
subsoquenthy d epreciated Wd‘ﬁﬁn!dunnm_.

Upon nkialapplication of the Stitement, ihe Compmy recogri
@ Babllay for exdstingaszetrotementobigatons ackmed for
crmnubaive Rocretion m}:nnry"l xda.Mchhm!y.‘iu

Commpany reard, d the nsuet 7 y m(nmkwuutah
‘carrying amunts Of tha i sadai d Jong-ved aets nd

empimd!‘mxﬁni.nh&d‘l = ‘  o iche phafized cost.
The comrdative elfect of the bl g pliciien: of the Stumsnent bz

bmrﬁmai:usdnsl chmhm prhdphmdd‘mm
nmmthmbmupu*ad i numwm nq:.smmtlnth
corscaldaed hm mmﬁrm The pris farma.

aloware far impalred boans recebabbs. Maray, , conshidon,
current o eadon and events regirding the barmimers” nlﬁyto
ropay ther obliyth ders 2 lban tobe kgained wh nit b
profobie durthe Companywil be urcbie to caect 3 anouns
duracmnding e the contrachinl terws of the Soon ngresmont.
Whena kan k ecninbier'ed tobe mpabred, the amouwnt of the
hphmnkmmmdhudmhcmtmﬂw
future qaush Flows dlmunted at the boon's Secikre irtenet rats,
o ol et haveses are inchded by the plowanee for dobebd.

nerouns throsgh i dhirge to bad debt experse. Cash receipis on

ek -cihemauntdﬂn mntm&mtnﬂqw&mﬂw.
wotbdhave been f ‘lthlﬁ:‘" it had been op
dukgalpuhdsd&ned hzbmmbamuﬂwumm

'wn'emtnnrﬁ,

Gootwdl
mccmmmmwmdsmsmm“urmu
2001 and SFAS Mo. 142 s of fareary 1, 2002 Goodwil & not
amzﬁzedhttmedfuhmtﬂ!ﬂyh&em\d
quarter of whensver inprlrmient hdktors requo o,
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Fricr to atdapion af SFAS Ma. 142, the Company npplied the
straighidine medod for amorigndon of poudwill over the periad
wrpeoted b benelit, not exoe odeg 20 yors.

. Upon rdopsion of SFAS Mo, 142, the Cotrgary was required as of
Frenry 4, B2 10 evabuine bts idsting btmgitie assers pnd
00 thiz wer e acpéred o prr chase brdiness cambirfor,
andbanﬁ}r.emy : y radacdfications n order to cont
with the new clssfiation erborb InSFASMNa. 141 for remgriton
separate from goodwil. The Company reassessed the usehd Bres
aryd resident vaboes of ol eargble neses scopdrod Mo
amortimtion poriod adoments were necesary. Ak, bn
canedthon with SFAS Na. 1 42's trarston s goodwill Brpolmen
wadunshon, the Company performed o0 s essmaont of whethor
there was an bdcadon thas goodwill was inprared as of e date
. afadapthen To accomplish s, the Comparyy was required to
bdernify ki repanting unkes and deer trine the camying ke of
e Fapaiting ol by wslgring the assets and Babilides, Inchudng
the existing goadwill mi krgible amets, to those reparting onlrs
ax of Jameary 1, 2002 Furfrermaore, the Cotnpany was required
. detesming the filr v of cach reporiing it and ta compare k
rthe Carmylng snosst of the reporirg wit. To the exoent it
the carryingariount of b reporting unht excerded dhe By wiboe of
&Qmwﬂﬁﬁ.hﬁwmwhﬁmm&n

. mexond step of the tranitiond npor o test, I the semnd step,
w.ﬁmwwkdmmwehehﬁoﬂhkmcd
ahie rep o iy wnit’s goodwill with the crryingamountof tha
reporting widt’s goodwill, bath of whith wadd be meanored ox of
the thte of adaption The lmphed fir vahue of goodwill &
debermined by aocming the S vifue of the r epartnguni o 3
of the isets {recogrizedand unr ecagrized) and Inbibies of the
reporting Lokt o smnher dorkir 0 3 purithaa price floaton
upana e canbivation in socordance with SFAS Mo, 141,
The reckkial Bir wahoe after this alocaton b the knphed Bir value
of the repoedeg unkl's goodwil.

Tht Company idenified ks reportingunits 2 one leret bdaw that
n‘mcpuaﬂ!gwwidﬂhhhdﬂ'ﬁcm: ’

© bushess wed reports dscrave Brandd information to segpnent

. vmragement ind the Board of Marogom ént, and porfarmed the
trartitiorat goodwill knpokrment it for each of tiase reparéng
ks in tha firxt iarter of 2000 No lmpannent arose bom these
h:&nmhmmmwhp&mmm

- Corryiiny peeformed and complened Its srvwud bmpal tests,
wsing mehoddogy dslar to that uned For the trassdtiond

lirgodrnent test, in she second quorter of all years presened inthe
- e clidnted intements of ncome.

Tritanpibde assers

Inzangibie msets artdng from acqiidtionsare mmﬁnduw &e
sardightdne muthnd ower dhedr estisrnted econcmle Bves

Eangouiz bves we eaboed sveryyear. There ore aunendy no
Inmnghle arsets with indeinite s :
Tuproces Beswarch snd Development RED) wit oo dteomate
n5e Ewititen o eenodandy upon ookt

Prteras 2nd wndesmrks acquired fromzhind parties ore eopltalzed
and amarized over thelr remaning lves.

Cerwin conts rdaing to fia developmnént and porchs e of
xcftware for interrck e ore apitakzred and sutraquostly
amortized over the estrated usefil e of the softwars in
corformby with Shiement of Podtbon (SOP) 989, Acwnaidng for
duCnmquauwde’mDadapuda Cbnhnd for
Inbesrnl e

Edgithe casx rolating tothe production F software irbended to be
xald, beased o otherwist sarkcted are captliond ond ©
subnetendy amortized over the extimited usolol K of the
software Inacaordmice with SFAS No. B4, “Accounting for tha
Coxts of Computer Saftware o be Sokl, Bttt ed or Otheradsa

fipairmieat or disposal of intangibie axtets other:
than goodwill and exagihle Sxed u&eta :
TheCmmmns hkm#ﬂuwmhodamh
=a=mrdmwiai1ﬂ-o:prmﬁom af SFAS Nn.’l-H. Ammmh;ior =
the lmpainneit or Disposat of Lang-Lived Aaety?, THis Stisn it
Fecuires hat long-ilved moets are reviewod for npalmient
whiontaer gyoeits oy changes in draimstances indéote thak the
carrybeg avicunt of an aset may pok be recowrabls.
Reooverabitty of assets £ be hekd nnd isedbs measured by a
md&mmmmtdmm%mmaﬁ .
lmupmubegmmbyﬁumt!ﬂucam i
nmm(dmmmedshamw,&mumﬂshwgm
tnpmirment charge bs recogrized in the pmaues: by which th.
errying wnaunt of tve s et oxory o the Ty viloe of the noet:
“The revies for begainnes is corried out ot the Jevel where.
dhwmmfbmmmrdmmhdapmd“doﬂnnd\
m&mbdilornk:runpomedndnhwvdﬁl
cnrryhgmmma Hrnlun,bmmmwul

Research and devel epiment
Mmmnfnmd\mddndq:mannpmh ﬁcpslm:l'
krvweh ﬁqminnrmd.hmwﬁy%ﬁ FASNQ.!,
mmmwom«:cﬂu,



Prior 5 nduapdon of SFAS Mo 146, the Coagany spplied the
stralghine metiod for andrtizaton of geodwill aver the period
espected b bonely, not ewesding 20 yors.

Upanadaption of SFAS No. 151, the Comgarny was requircd as of
Jarwnry 1, 2002 10 evsiuate ks exdsting Intangible atsets and
gmdd!&uwamndhwd\m berines s caomblmdarns,
and ta raie any nacessary redassifications in order to conform
with the new chsdfioubon orterh in SFASNo. 141 for recogridon
separate from goodwil. The Company r eaxses sed the usefid s
and residualvalues of all Intangble aws en noaquired. Mo
amiriaton peniod adjustmends were necevary. Aka, in
conneaion with SFAS Nis, 142 transitional goodwi lengairmaens
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Intangible sssets

Intrghtbe nsoees arisieg hrom acquigtonsare amordzed wsng the
swraghtre methad over dhdr extieresbed econoenie Fres,

Econpiic fives e owbnied evwery pear. There mre cunendy no’
Inangble ssets with indefirive fves.

Inprocess Restarch nnd Devtopment RAD) whi no dterratie
Bse ks writen off immedawly wpon acquiszion, .

Pateres and wadesmrks acquined boe dird parthes are eapinkued
and amarized over thar romalning Bues,

Certebn coss refatng v the developmen and purchose of

weluatkan, e Company perfarmed a oxesment of whether
there was anindicaton that goodwilwas knpdredas of the case
af sdgpion: To accomplish ths, the Company was required to
kdderaify brs roporting wokts and disorsving the carrying vahse of
mmrmmmmmﬁmmmm
the exdsting paodat and |
a3 of rwary,2000 me&ﬂw&mpﬂwm roqired o
debermine the il vidon of wath reporting unkt and to ompare
ta the cuvying sneunt of he reporting wikt. To the excon dit
the crfyivgamocit of & reporting ikt exceeded e G witoe of
the rep arding unid, tha Comprpy 'was requinisd t perform the
Mﬁqnfﬁm@hmuhm;mmﬂm
w&mwwmmmpwnﬁebﬁcdﬁkmed
mmparﬁguisﬁgmmmmea‘qtngmmtniﬂw
rupor&guﬁsgmdoﬂ.buhﬂ'w%mﬂhmmreduaf
the date of adoption. The lepbed Eir vahie of goodwitl &
detenmined byaBatuing the e vhis of the repardng unk to ot
of #ie nssete frecogrized nd unrecogrizedj and labidtes of the
reporing ot in o sunner geiiar ton pdchise price foaton
Lpon 3 bushess comblraton In acardance with SFAS hla, 141,
The residial B vatuoe after this alocatiands the kepled Sir alue
ﬁamWsmM . .
The Camparny MeniSed bs reporiing uinits 25 one foved balow tht
of n cperaing segrnent, which s the lovd that continstes p
hnhmmdrqauﬂsdaa-mhnﬁhﬁmﬂnnmmm
mgmutnnddnﬁowdn"ﬁmgmmmdpa{ormdw
trarithored goodm bagolrment st for eoch of thase repartng
Mhh&nwﬁmmmm&mﬂmummm
[0
hadﬁnnmhmwpodwﬂh:mnbﬂ.d\e )
L formn =0 and cowgh iud s arewsd onp b et tests,

L it

g mehoddog senlar to.that used for the tansitiord
egulement test, In ha second g of all years presened iry che

mmﬁmrepordrguiu'

i for ey e o & caphinized and subssqu endy
amartized owr the estbonted usefud B of the software in

canformity whth Stutesent of Pasddon {SOP) 981, Accountng for
the Cosis of Computer Sof evare Dewelaped or Chtalned for
Wntemak e,

Elgible covts mlating 1o the procuction of sofoenre imended to be
sdd, beazed or otherwise smrketed ane captnfized ad
brorequcnily amortized over the estimaced usofol be ofthe
softwars Inncordaece with SFASNo. BY, *Acconnting far the
Cozis of Compuer Software to be Soid, Lextod oy Otherwise

Markeed.

trzipai meirt or disposal of ntan gible assets other
than goadvill and tangihie fxed amiety :
The Campary sccounts b hmw:mmgﬁnhedmmh
scaordance with the providions of BFAS No. 144, “Accourting for -
the tenpalrment o Disposal of Long-Uved Acsy’. This Stavenent
requires hat longfrred assets ase revdewod for Ipminment
v&\mmor&nrph&mmh&mﬁmﬂﬁ -
carrying anount of an asset eny not be recoverable.
Remvreambibty of aseb tobe heldandwedis messured by o
exnparizon of the corrybng omount of an asset with Rature et cagh
flows expecied o be genurutod by the amet ¥ the camying -
arount of an nxcet excends b o dmated hnure ensh fows,
tnpmlrment charge b recagrkzed bnthe amoon by which e
mmﬂmmmﬁﬁémmamckdnhkvﬁnafﬂnim
The revview Eor kngabnrent b corrsed out at the level where
discrete Dsh flows comr thatare ndeperdent of other ish
Sows. Asets hekd Eor sabe o & reportedat the lower of the
CRrrying amount or B wdoe, bes cont ot ol

Research and devel ogrnent

Al costs of resesr h and development are expentedin !mpuiod .
bn which theyare incur red, In corforsity with SFAS Na 2,
“Acemrrting for Rismrch snd Deadopmens Cosut
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eqpipenent fax been fincizod in nacorbnice whth the contractuclby
ugﬁeed:pedm:md&uﬂwgﬁgpmducthmd;wbe
wsed by $he cumoriney;, and sobsequ ety 3 Sxed azeplance
protaco) tns beenobained from e austrner; or, In cues where
such acceprnce provae! s not comrocidly required, when
mragem ent has cablizhed on the bark: of instdltion and
worldiow prasoools that the prodoct ks been instalfed and s
mﬁﬁbembyhmbmchhmymmw
Typhaily, irsnliaton acrbddes inchude, t0 2 certaln oxent,
mﬂyddnuppmutmdﬁ::pmhﬂrwmm‘byﬂ'ﬂ
cunamer are fyploatly contingent upon the dompledion of the
hmhdmpmmshnmﬁﬁ tha mrtracl
roquiremienis and therefore, ko xuch nstanes, rovenoe
recogniion with respedt 1o the oquis ek delfrery b deferred .
mmm’:dmpmmshmﬂaei .
M«wmrm&dmdﬂﬂﬂqmmxiﬁkm‘
rebates and similor d-nrgufurp-ndn:u&rwii:hadﬂ\tof
return exdsts during adefined pevied ognitton ks
detervnined baced mﬁeﬂmblmwncfamnlm.orh
cases where such infaremsion & lacking, reverue recoghltionts
pastpaned undd ﬂwrmmpu—hdl'mhnod.mpﬂdum
typically bn cordarmity with
tocal pariers.
anpmdunsﬁnrwﬁxhamktninhpzmmhnbm

My rsmarTTgements n

pmmdaan-hd;rmmwhsbmmm.m -

recagitian vies phoe in nﬁﬂm%ﬁer@kﬁmt for
lez e sccourming of SFAS No i3, “Accountng for Leaves®.

ymw&m:mwumﬁamw& i

Irterml moveeseny of goods ore recor ded ax cost of slex
SHipging and Fanding casts rdated # mles 1o third prtie are
upmudssdlngmm:rﬂthd:ﬂm@ '
Ecevion reverse refated to remly and amly e acthities for
mwgmummgr&mdmnuyovxmmmodwu
erdicas are rendared.
Apm»dshnfarpmdummyhmadnu&hﬁuudrmu
recagrision mdrefors the estenated coxts of rephae ot amd
frec-ofcharge serices tdat will be heurred by ihe Company with
rEsped 10 the sald produds. In Gises whene the woironiy patod
ix enetended and the costotiar b the iption o puchuse such i

exazndon, whithis subrequenty Hiled seporately mhm.'

rwmnramgﬁﬁmacmnmn#nlﬂ:&hhda wiﬁu ‘
cmuctputact
Ragﬂkyktum#i{hkgumhemedhmdupnna .
prcrennipe of sdes or a Gxsd ameunt por product sl

recagrizad on ansocnal bnsds. Governaent grones, odher than. . -
ﬂmrnhthzmpm:hmafnn&s.mumgmd h:nm:u'

qnﬁ&edmpmdm are made |
BTF ksue Na 00.21 ‘ﬂmmkﬂrgmn&hhm

Drelivarabler”, which has b en adopied in2003, apples 1 some
arrangements that o b the Medicd Systens busdoess e on
dedliredy of equipenent thasroqures win cquent isaffation and
traeing Actizies In order ta bemme operabie for the customer.
Hawwver, dnce payeret for the equipemont & pololy condngene
upan the cmpletdon of the instinfadon procesy, reverie
rexngritn s Fonred tobe deberred Ut the insaihtion hos
‘boon campleted. The Cotrpany recagnbes revenues of the oher
defiverables hase d on thid ndatve e vaases.

Fatoene ttes

home tixes e a0t for uaprg the nsvet and Kb bty
method, Invome tax & reoggrizedin the ncome satement except
10 the extent that t rehites to m ltem rocaghtzed drecdy within
stockholders’ equiyy, indudng other comperhensha Inome {losx),
by which cse the refited mx offect k dxo meagpired there.
Curvent tox b1 the epected tak paysbie on the toable nome for
#nym,mghxmswmd ot ghe talance shert date, andary
sekuswnent totax paysbke In respece of previons rews, Dofor ed
tax oxvets and tinkifthes are remgriznd for the expected Gax

' ¥ diferencis betwnen the tax bases of

o oo of

T o

‘naxees and Habifites md(‘l"ndrnpn‘_hd amaunts. Memuroment of

diferred tax e ets and Kablizbes ks based upan #ie emcted inx
rtes expeced 1o apply o tavatie roome In the yoss bnwhch
thoze temporay differenas 2 expecied 1o be recevered ar
setted Defored o no s, hvdeding assets arsing from bas
carryforwards, are recagriced ¥ Hiks more Bkedy than not dhatthe
axsptwifl be rediand. Deferr od tax sosets and BabBabes are not
discouned.

| Deferedtax labittes for whbhdding s are recognized for

subsdarbesin shuahons wher e e Incme 1s sobe pid ot as
dividenchs in the fores eeble future, srd for undsuibu ied croings
of minarizy sharchokdng.

Changes n mx rates nre reflocted In the perbod it inckudes he
anactmint date.

ﬁm&ﬁtummthg
memmmnhmmdmﬂm‘m and

pastretromen bendits ather than panstors bn acoedieco with

SFAS No. 67, ‘Bnplopers” Actuundey for Pensdon, mnd SFAS Mo,
906, ‘Portrotiresnent Ben et ather dhon Persiony’, res poctrely.
Hast of the Company's definied-birwe &t plams cre funded with plan
asseis hat have boen segregaied ond restrivted n a st
provide For she perdon benelix i which the Compary hax
cowmnlited iooelf

When plan ssets tave not been segregated the Company
reogrizes Ssradﬁuniormhnmmu.
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Perslon costs in respect of defineddbenaiz pensan plares primacly
represent the locrense in the acnvbd present vadue of the
abligatan for permbon benelies lased on eenphoyes service durtng,
the yar o the inttrest on this obégtian in respect of employoe
worice i previows yoars, net of the expected rewm anfdan
Aot

In the event dot dhe sccomubred ban o3 obilgation, abobtedas
the prosere vue of the benedits atvibarted o emplayee sordce
rendered and based on currem mnd past awnp ormation levets,
exceed: the kot mdﬁﬂannmmdﬂkmpwmd_

poreion Eatiides, this dFffwence and the witing prepdd persion
Aront e recagied as an addiloral erknbmus pension Bl

Ohbligatiors for contrbutions © defned-cenmibudon perstan
plars are recognined as an exponse in the Income statement as
Iescurred.

in certaln coonaries, the Compary dkva pravides posir vir esent
berwefits other than pemtons. The cost reluting to suchplans
consbets primartly of the presrs viboe of the ben offs atribozed on
an eqea! bals vosachyear of 5 ervice, Interexc oot on the
accunuianed posw st emait banohit diligathon, which s
dapaunted amnount, and amortimtan of the unnecoprized _
traraition obfigation. This trambsion chitgmion ks being smartend
through chorges o earmings aver a v ety perbdbqhﬂ:g
in 1933 inthe LA and Ih 1995 b Al oherglans.

Uerecognized priar sérvice wits roated to pension plars and
pastretirtment benedits other than pengons are bitng anortaed

. by assigning a propordorm) 1o the oo L 1-T1Y
nmberblymmthtwmge rosmbring xervboe perierd of
the acive employeex.

Sivekrbased compensation

In 003, the Compary sdapaed the B salue remgridon
provisions of SFAS Na 123, Acunting for Stack.Bxed
Compensatorn’, a amunded by SFAS Bo. 148, ‘Amnuuk-[ [

- stodebased Compensation - Transtian and Discioaure’,
peospectively for all ecnployer awards granaed, modiSed or settied
abier Jumry 1, 2003 Under the provigions of SFASNo. 123, the
Corpany retayrizes the estiemeed Gir vilue of equity retrumens
granmd wo enployess 35 Losmperiaion sxp ense. cvr the veting
For awards panted to eenployees. prior vo 2003, the Comparyy
cortirmies toacomun for siockebased compermtion wlng the
Iratriredc: wabuie method in actondince with US Accounting
Prindples Board {APB) Opirion Na. 28, ‘Accouning for Stack
bxued to Evployee:”.

'meﬁcﬂmnﬁemﬁﬁ&mdmmmkmemd

eunings per shire at I the Company had apphed sha Eir value .
recogrition pravisiom foralf osstndng and s sed oaards In
sach periad:

e
Mt i doss:
A roportoct {3305}
Akt St R0 compRmaiin
g ikl by Mo et
hcm's,mtdmn'nﬁm )
Doctah Dol -
ekkaorriond sing e fr vahaz
. srchon, ot o e {HN
Friy bevra BN
Hade wevings parsare:
As oot sy
Pra g {148)
[ P20 mmhé P shw .
Ak rapane \ Qxiy

Frotems -1

b&onﬁawdﬁwaﬁﬁﬁ
The Company o ddmsd i beedness &5 as components of
mmhhmﬂumma not operations and

-eash S0ws oo be dearty deetinguiched Fomthe rest of the

Caepiny in order toquelify as o discontirued opomibon inthe
evertt of depozl of o brsiness, Anyy ginor b from deposal ofa
Eriachrvesx. tngdnu%ﬂnmdtsdhmmﬂumuﬂd\e ;
dase of depaml, s reported scparately a5 ducontnued 3
hnﬂmﬂmnw&ﬁﬁfﬁsﬂo 14£The§1mdnlhﬁrmdnnnfn
dmhﬂnﬂhmkﬁndhmﬂurapm:nmtﬂ
1 coneslidzed Srndal stement and rebidbednotes.

Cash flow staternents N

Cosh flow statemcets b boen prepared isng the indrnct
method in schardance with the recqalrements o SFAS No. 35,
“Seement ol Cach Bows’, as amended by SFAS Mo, 104, Cish
Bows W Bwegn asr encles ha'we been bmsmidnd ko euros g

“thee welghibed averaps rates of exchange far the periads hcknid

Caxh flows froan der bl ¥rtruments ﬁ:mmuﬁcd!uru
ﬁknhnhtummhiwha&sm:kwlﬁedhﬂnm
saiegory w die cash Bows fromm the hedged fesns. Coxch Bows knm

.duhmhﬁnmmhrvﬂdyhedpumhsbem

dbscontinued are dassfed conssbont with dhe natune of the
&ﬁmmafmmﬂnd:untds:mhmm
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b uf%ﬁt&

The preparad ¥ franchl X requires marcg e et 1
e estimates and aseimpitons that xfect amaons ¥ epor ted bn
th conzclichred & fak s 1t b order ta conform with

gerrally accepted somuning prindples. Actud resits coukd
difex foom those esdmates,

Reclassifications .
Certaln Mems previowsdy repored under spocific Bnancial
‘swsnet captions bare been redasdfied 1o conborm with the
2004 presceviation. '
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