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Outline

Founded in 1912, EBARA CORPORATION is one of the world’s principal
manufacturers of transfer machinery for fluids and gaseous sub-
stances, with particularly strong positions in pumps, compressors,
fans, and chillers. The Company is also a prominent contractor for
environmental engineering and equipment, including water treatment
systems and solid waste processing and utilization plants.

EBARA is a leading supplier of precision machinery to the semicon-
ductor device manufacturing industry. Key products in this sector
include chemical mechanical polishing systems, dry vacuum pumps,
and other equipment, such as wafer plating systems that assist the
industry in meeting the demands of manufacturing the next genera-
tion of semiconductor devices.

The EBARA Group was successful in achieving solid expansion dur-
ing the fiscal year ended March 31, 2007, under review in orders for
fluid machinery and systems employed by the energy and oil and gas
sectors, especially in the Middle East and Asia, and orders for preci-
sion machinery, supported by the expansion in capital investment in

the semiconductor industry. In the custom pump and standard pump

dependence on domestic, public-sector business. Moreover, from the
perspective of the overall optimization of its activities, the Group took
further measures to realign its businesses and organizational struc-
ture. The Group continued its policy of reallocating its management
resources, including human resources, to priority businesses.

EBARA works to differentiate its business operations by continually
reaffirming its commitment to the Zero Emission concept and creation
of a “sustainable society.” To grow together with all its stakeholders,
the Company will remain true to its traditions of offering products and
services of the high quality expected of the EBARA brand, backed by a

long and distinguished accumulation of technology and experience.
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EBARA CORPORATION and Consolidated Subsidiaries
Millions of yen

Thousands of
U.S. dollars*

Years ended March 31 2007 2006 2005 2007
Net sales ¥538,098 ¥514,957 ¥478,397 $4,558,221
Operating income 13,249 10,902 7,581 112,232
Net income (loss) 5,446 3,350 (19,649) 46,133
Capital expenditures 17,917 14,838 12,706 151,775
Total shareholders’ equity** 151,242 153,695 102,952 1,281,169
Total net assets 154,940 — — 1,312,749
Total assets 625,033 592,631 558,265 5,294,646
Per share data:

Net income (loss] yen and U.S. dollars) ¥12.89 ¥9.11 ¥(64.43) $0.109

Cash dividends (yen and U.S. dollars) 7.50 7.50 7.50 0.064
ROE (%])*** 3.6 2.6 (18.2)
ROA (%) 0.9 0.6 (3.5)

* The U.S. dollar amounts are included solely for convenience and have been translated as a matter of arithmetical computation only at the rate of ¥118.05=US$1,

the rate of exchange prevailing on March 31, 2007.

** The EBARA Group has applied “Accounting Standards for Presentation of Net Assets on the Balance Sheets” (ASBJ Statement No. 5, issued on December 9,
2005) and “Guidance on Accounting Standards for Presentation of Net Assets on the Balance Sheets” (ASBJ Guidance No. 8, issued on December 9, 2005) from
the fiscal year ended March 31, 2007. The amount corresponding to total shareholders’ equity, according to the previous method of presentation, is ¥151,241

million for the fiscal year.

*** ROE: Net income/Average total shareholders’ equity of the beginning and end of the fiscal year.
From fiscal year 2007, total shareholders’ equity substitutes for total net assets in the calculation.
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Message from the Management

Natsunosuke Yago
President and Representative Director

Review of the Fiscal Year
In the fiscal year ended March 31, 2007, world economic
conditions continued to be firm despite some cause for con-
cern because of the instability of energy prices, continued
high prices of raw materials, and political instability in some
regions. In the United States, although the housing market
weakened slightly, robust consumer spending compensated
for this, and conditions in the economy as a whole continued
to be favorable. Similarly, the economies of the European
region remained on a gradual upward trend. In Asia and
neighboring regions, robust growth continued, spearheaded
especially by economies of China and India.

In Japan, profitability in the corporate sector continued
to improve, sustained by active private-sector capital invest-
ment and strength in other components of domestic demand.
In addition, with the support of consumer spending, which
was sustained by the improvements in employment condi-
tions and gradual expansion in incomes, the economy as a
whole remained on a recovery track. However, conditions
in the market for public works construction continued to
present challenges, and these less favorable trends in
the public sector are expected to continue.

Amid these operating conditions, the EBARA Group was
successful in achieving solid expansion during the fiscal

year under review in orders for fluid machinery and systems
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employed by the energy and oil and gas sectors, especially

in the Middle East and Asia, and orders for precision
machinery, supported by the expansion in capital invest-
ment in the semiconductor industry. In the custom pump
and standard pump businesses, the Group implemented
additional measures to strengthen its global manufacturing
and sales network based in China. In the environment-relat-
ed business, the Group promoted expansion in its interna-
tional operations, with the objective of lowering its high
dependence on domestic, public-sector business.
Moreover, from the perspective of the overall optimiza-
tion of its activities, the Group took further measures to
realign its businesses and organizational structure. These
measures included (1) realigning the standard blower and
fan business, (2) establishing a new company, Ebara
Yoshikura Hydro-Tech Co., Ltd., through the merging of
subsidiaries, (3) withdrawing from the sludge reprocessing
facility business, (4] splitting off the water supply and sew-
erage treatment facilities business into a separate compa-
ny, and (5) liquidating certain overseas subsidiaries in the
environment-related business. Along with these initiatives,
the Group continued its policy of reallocating its manage-
ment resources, including human resources, to priority

businesses.




The Board of Directors of EBARA CORPORATION appointed me, Natsunosuke Yago,
to succeed Fumio Shimakawa as President and Representative Director of the

Company on April 3, 2007. | would like to emphasize first and foremost that | am

fully committed to continuing to implement aggressively and accelerate the struc-

tural reforms begun by my predecessor, with the goal of sustaining and winning the

even stronger trust of our stakeholders in the EBARA Group (the Group).

As a consequence of these various initiatives, the Group
reported its second consecutive fiscal year of increases in
both net sales and net income. Although the Environmental
Engineering (EE) business experienced stagnant sales and
the third consecutive fiscal year of operating losses, the
Fluid Machinery & Systems (FMS]) business and the Precision
Machinery (PM] business both reported the highest levels of
sales and operating income in their history. As a result, the
Group reported consolidated net sales of ¥538,098 million,
4.5% higher than the previous fiscal year, and consolidated
operating income posted a gain of 21.5% and amounted to
¥13,249 million, while recurring income rose 34.7%, to
¥10,414 million. Among extraordinary items, the Group
reported gains of ¥8,150 million, including ¥7,246 million in
profits on the sale of investment securities, and extraordi-
nary losses of ¥7,447 million, including losses on the liqui-
dation of a subsidiary. As a result, consolidated net income
for the fiscal year under review amounted to ¥5,446 million,

a strong gain of 62.6% over the prior fiscal year.

Outlook and Strategies for the Fiscal Year

Ending March 31, 2008

Although the outlook for economic trends in the United
States and Europe is uncertain, the overall market environ-

ment is expected to be characterized by a continuing

expansionary trend. In Asia including Japan, although some
slowing in growth is forecast in China, growth is generally
forecast to continue. Under these circumstances, overseas
sales of the FMS business in the Middle East and Asia and
sales of the PM business are expected to continue to expand.
Focusing first on the FMS business, in overseas markets,
although capital investment in the Middle East will slow,
demand will remain at a high level, while demand for the
construction of petrochemical and energy plants in Asia will
continue and sales of pumps, compressors, and other
equipment will continue to be firm. In the domestic private-
sector market, we believe private capital investment will
continue to be strong, especially in the manufacturing sec-
tor owing to rising demand for high-performance production
facilities among major corporations and other enterprises,
the need for the replacement of obsolete equipment, and
other factors. In the domestic market for public works expen-
ditures, one of the major developments will be an expected
movement away from placing principal emphasis on price
criteria to more comprehensive standards that include price
and quality, following the implementation of the new legal
provisions. In view of these expected market conditions, we
will work to capture demand for the replacement of equip-
ment and maintenance by strengthening our ties with cus-

tomers in the domestic market. In overseas markets, we
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will focus on expanding sales of products that upgrade the
social infrastructure in the oil, gas, and other sectors.

In the EE business, the outlook is for continued shrinkage
in the size of the core domestic public works market and
more intense price competition. For this reason, we will
focus our attention on strengthening and expanding our
position in sales to the private sector of facilities for water
processing, the incineration and gasification of waste mate-
rials, and the use of biomass. In addition, in both the public-
sector and private-sector markets, we will strengthen and
step up our efforts for making proposals for EPC + OM*
projects and our initiatives for capturing business in the

after-sales service market.

*Engineering, procurement, and construction + operation

and maintenance

In the PM business, although there is concern about
declining semiconductor prices, active capital investments
in the semiconductor industry are expected to continue.
Amid this environment, we will work to respond to changes
in capital investment and other developments in the semi-
conductor industry and enhance the quality of our support
services for customers, while aggressively promoting new
products, with the objective of further expanding our busi-

ness operations.

&L EBARA CORPORATION

As a consequence of these policies, the Group will aim to
attain consolidated net sales of ¥560 billion and operating

income of ¥16.0 billion.

Management Policies Going Forward
As one of its principal medium-term management strate-
gies, the EBARA Group is currently reviewing its relatively
high dependence on domestic public works projects and is
working to realign the composition of its sales to achieve a
better balance with revenues from the private sector and
overseas business activities. To achieve this objective, the
Group is reorganizing and reallocating its management
resources as necessary between the FMS business and EE
business, and these activities will continue going forward.
In addition, from an overall corporate perspective, the
Group is implementing measures to enhance the soundness
of its financial position and address various financial issues,
including the reduction of interest-bearing liabilities,
increasing shareholders’ equity, and securing liquidity. Over
the three-year period, including the year currently in
progress, the Group has prioritized realigning its business
base, with the objective of strengthening its financial posi-
tion, and is therefore focusing on making marked improve-
ments in each of its businesses. Basically, this means the
Group is concentrating on implementing measures to

actively increase profitability in existing product fields,



Message from the Management

exercising greater selectivity in the choice of projects, and
making new investments to expand business activities while
not impairing the ongoing restructuring of the financial base
of the Group as a whole.

In the FMS business, our goal is to create a business
entity that can maintain a high and stable ratio of operating
profit to net sales, with its base in overseas and domestic
private-sector markets.

In the EE business, we are pursuing the restructuring of
business activities as the key strategic management issue.
Until we believe we are in sight of successful restructuring,
we plan to be selective and accept highly profitable projects
and place maximum emphasis on building a strong profit
base, while working to lower the break-even point in terms
of sales to a level suited to the prevailing market size.

In the PM business, we are taking thoroughgoing measures
to improve product margins, with the aim of securing stable
operating income despite fluctuations in economic conditions.

We plan to prepare and begin to implement a new medi-
um-term management plan, with a starting date in fiscal
2007 (ending March 31, 2008, to replace the current plan.
The new plan will take account of the policies just described
for the FMS, EE, and PM businesses as well as the Group as

a whole.

Based on our corporate philosophy, which is to make
an “extensive contribution to society by providing superior
technologies and services related to water, air, and the
environment,” we are committed to working to increase
corporate and shareholder value and growing to become an
enterprise that is trusted even more by all our stakeholders.
As in the past, we intend to approach the issues we face
forthrightly without postponing needed efforts and over-
come our problems one by one. As we work to achieve our

objectives, we look forward to your continuing support.

July 2007

Natsunosuke Yago

President and Representative Director
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et

In the latter half of the 1970s, we began a strong drive to expand our operations internationally and com-
menced exports of various kinds of pumps and compressors. These engineered products, which passed strict
quality requirements in Japan and other industrialized nations, became widely accepted around the world in
the early 1980s. In addition, at about the same time, we began to establish production facilities overseas,
beginning with our manufacturing facility in Brazil, and thus we grew to become a global producer of fluid
machinery and systems.

Today, in the midst of rapid change accompanying globalization and consequent changes in market
structures, we are creating a customer-focused supply chain and expanding our production and marketing
networks, aiming for operational excellence.

Principal Overseas Subsidiaries and Affiliates of the Fluid Machinery & Systems Company and Trends in Overseas Sales

220

Companies established or entering the EBARA Group before 1990
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@The graph showing trends in overseas sales is an index based at 100 in fiscal 2002.

Transporting Water, Air, and Heat

The Fluid Machinery & Systems (FMS) Company supplies
hydraulic machinery, including pumps, which have been
EBARA's core businesses since its establishment; blowers,
compressors, and chillers, which apply and further develop
turbo machinery technology, which is the basis for hydraulic
machinery; and other types of machinery and equipment
used in industry and the social infrastructure. Most people
often do not see and may not be aware of these products in
their daily lives, but we of EBARA are proud of the fact that
we supply basic products that support society and industry
and have won a high appreciation from our customers.

Engineered Pump Business

Supplying engineered pumps—which are customized for
use in water and sewage treatment systems, flood control,
agricultural pumping facilities, power stations, and other
social infrastructure applications as well as for various
industrial uses in the steel, oil and gas, petrochemical, and
other industries—requires a high level of technology and
abundant experience to satisfy tough customer require-
ments not just for reliability and high performance but also
for high temperatures, high pressure, corrosion, wear, and
other demanding operating conditions.



In the engineered pump business, EBARA has major

facilities located in Japan and five countries overseas.

The Haneda and Fujisawa plants in Japan have provided
products that break existing records. Our facilities in China
and Vietnam supply large-scale and high-pressure pumps;
other plants in China, India, and South Korea make industri-
al and process pumps; and our U.S. plant supplies cryo-
genic pumps that are used in LNG facilities and in other
applications. Also, to respond effectively to structural mar-
ket changes, including the accelerating globalization of
markets and the relocation of facilities of Japanese compa-
nies to overseas, we have consolidated our three marketing
organizations into one marketing division.

® Production Begins at Ebara Boshan Pumps

In August 2005, EBARA formed a joint venture, Ebara
Boshan Pumps Co., Ltd., in China’s Shandong Province to
act as an overseas supplier of large-scale, high-pressure
pumps and serve as a marketing and after-sales service
center of those pumps in China. This company went into
production in 2006. The design and production technology of
EBARA’s Haneda Plant, which has the longest history and
tradition among EBARA’s plants, was transferred to Ebara
Boshan Pumps’ plant, which boasts the largest facility of its
kind in China, capable of testing pumps for 1,000MW power
stations. The new plant will manufacture large-scale double
suction centrifugal pumps, large-scale vertical pumps for
seawater intake use as well as water cooling and circulating
use, double-casing high pressure pumps for feeding water
to boilers, and other equipment.

Ebara Boshan Pumps, which is EBARA’s sixth overseas
production facility for engineered pumps, is expected to play
a key role in EBARA's global strategy. The plant will supply
equipment for the social infrastructure and power stations in
China’s rapidly growing economy as well as equipment for
the water supply and electric power infrastructure to meet
high demand in the Middle East’s booming conditions in

recent years in the oil and gas industry.

® Cryogenic Pump Testing Facility Commences Operations
A major increase in demand for clean energy is expected

to bring a sharp rise in orders for submergible cryogenic
pumps that are used in the processing of liquefied petro-
leum gas [LPG), which has a liquefaction point of -42°C,
and liquefied natural gas (LNG), which becomes a liquid

at -162°C. EBARA has completed a facility for testing these
pumps with LPG and LNG at the Sodegaura Plant to
upgrade the capacity of testing, in addition to an existing
testing facility in the United States, and it went into opera-
tion in July 2006. This testing facility was designed with the
concepts of obtaining high-precision measurements in a
short period of time and saving labor inputs through cen-
tralized control as well as automated operation. The facility
has the capability of performing tests that meet American
Petroleum Institute (API) and ISO specifications as well as
capabilities of simultaneous functional tests, such as Net
Positive Suction Head (NPSH] tests and equipment vibration
measurement tests. A total of more than 50 units were
tested in the facility in fiscal 2006, and customers have
expressed a high
level of satisfac-
tion with the high
precision of the
test results that
were obtained in
a short period

of time.

Standard Pump Business

This business, which began operations in 1976, supplies
small to medium-sized standard pumps for use in various
industries and applications, including water supply,
drainage, and air-conditioning systems for buildings and
water supply systems for households. Today, this business
manufactures about one million pumps annually at eight
production plants in five countries with various types of
standard pumps, including cast iron pumps, stainless
pumps, submergible sewage pumps, water supply units, and
other equipment. These units are sold through affiliated
companies in 14 countries, including Japan, and through
EBARA’s dealer network in more than 100 countries. Along
with efforts already in progress for some time to upgrade
the capabilities of overseas offices and the expansion in
demand from such countries as Brazil, Russia, India, and
China (the BRICs]), the Middle East, and Southeast Asia,




sales have expanded at approximately 20% annually for two

consecutive years. Thus far, EBARA’s international opera-
tions in this business have focused on buybacks to Japan,
but now the Company is steadily growing into a business
entity targeting global markets.

At present, the emphasis in manufacturing is on expand-
ing the lineup of stainless pumps based on EBARA's original
technology and water supply units for overseas. At the same
time, to lower costs, the business is moving forward to
expand production capacity in China, North America, and
South America as well as strengthen its quality control
systems. In marketing, the business is working to improve
its regional control and support functions for the purpose of
achieving strategic area management and to upgrade logis-
tics centers to take the maximum advantage of business
opportunities. By continuing to manage its activities integrat-
ing the consistent business processes of manufacturing and
sales, the business aims to double sales within the next five
years.

Compressor and Turbine Business

The Elliott brand centrifugal compressors and steam tur-
bines are in service in a wide range of environments, from
the near-freezing waters of the North Sea to the burning
deserts of the Middle East, and in many applications at
plants all around the world especially for oil refineries

as well as oil and gas and petrochemicals facilities. This
extremely important equipment for these plants is manu-
factured in Japan and the United States, and, after going
into service, our global service network is responsible for
re-rating, repair, parts supply, and field service. This equip-
ment is the heart of industrial plants and requires high reli-
ability for both performance and functions; for example, the
limit of shaft vibration amplitude must be less than one-
third the thickness of a human hair. Thus, the Elliott brand
has been recognized throughout the world because Elliott
has responded to such severe requirements.

In compressor technology for the booming LNG and eth-
ylene plant market segments, Elliott has always occupied
the position of pioneering leader and continues to deliver
equipment to the latest LNG plants, while also accounting
for about 50% of the deliveries of cracked gas and refrigera-
tion compressors for ethylene plants. Also, in response to
the trend toward plants becoming larger to improve produc-
tion efficiency, Elliott has supplied many compression

strings to the world’s largest ethylene plants.

At manufacturing bases and field service centers, Elliott
is constantly developing its capabilities to respond promptly
and effectively to customers’ needs.

Refrigeration Equipment Business

This business is responsible for the manufacturing and
marketing of compression chillers and absorption chillers
for use as the air-conditioning heat source for such large
facilities as buildings, theaters, and underground shopping
centers. The principal manufacturing plants of this business
are located in Fujisawa and Sodegaura in Japan and at
Yantai Ebara Air Conditioning Equipment Co., Ltd., a joint
venture in China, and marketing overseas is conducted with
partner companies in 14 countries. Products of this busi-
ness are exported mainly to countries in Southeast Asia, the
Middle East, and Europe. Especially in the area of absorp-
tion chillers, in 2005, EBARA boasted a top-level global mar-
ket share of more than 10% of the ¥81 billion in total world
sales. Also, according to statistics issued by the Japan
Refrigeration and Air Conditioning Industrial Association,
EBARA has always maintained a market share of more than
50% of total exports from Japan of absorption chillers.

For absorption chillers, the business has decided to tar-
get expansion mainly in overseas areas where gas prices
are relatively low and has set a basic policy of setting up a
marketing office and service shop when entering overseas
markets. The business seeks not only to offer high-quality
products but also to provide maintenance services to
support the reliable operation of its products to secure
a reputation for high reliability among customers and
enhance its brand value. In a country in the Middle East,
EBARA has supplied top-quality products and superior ser-
vice for more than 20 years, and, as a result, EBARA absorp-
tion chillers have established a strong presence. Developers
hang a banner on buildings under construction indicating
that EBARA absorption chillers will be installed and appeal to
customers with the high asset value of the buildings. As a
result, more than 800 EBARA chillers have been installed,
representing a market share of more than 50% among
absorption chillers for building air-conditioning.

Looking ahead, the business plans to generate EBARA
brand awareness, with a basic policy as a highly reliable
organization from sales to after-sales service, and to
promote overseas operations.




At a Glance

Established as a manufacturer of centrifugal pumps in the early 20th century, EBARA has expanded the fron-
tiers of technology for systems that are essential for transporting fluid and gaseous substances. The Company’s
activities are divided into four in-house companies that work actively to anticipate customer needs and provide
innovative solutions.

Please note that under the organizational reforms that went into effect in April 2007, the Fuel Cell Systems
Department that was formerly part of the New and Renewable Energy Company now reports directly to the
President. Also, the remaining departments of the New and Renewable Energy Company have been realigned
within the Fluid Machinery & Systems Company.

Fluid Machinery & Systems Company

Main Products & Services The Fluid Machinery & Systems Company offers a
full range of products and services—from individ-
ual equipment units to the engineering of full-
scale, integrated systems—on a global basis. The
strategies of the company include expanding its
comprehensive solutions services, including
value-added engineering for environmental
preservation, and creating new business models,
with the Fluid System Engineering Division as the
core of its activities.

& Standard pumps
@ Engineered pumps
@ Micro gas turbines
52 . 5% @ Turbo-compressors, blowers, and fans
# Gas and steam turbines
@ Chillers
€ Pumping system engineering
4 Wind power generation systems
4 Cooling and water supply systems
for nuclear power plants
@ Photovoltaic power generation systems

Environmental Engineering Company

Main Products & Services The Environmental Engineering Company is com-

& Waterworks systems mitted to developing technologies that will estab-

@ Sewage systems

# Industrial water/wastewater treatment plants
27 50 # Solid waste processing/utilization systems

«9% .

4 Chemicals

4 Groundwater and soil remediation services

@ Flue gas treatment systems

@ Plant operation & maintenance services

lish the foundations for the “sustainable society.”
The company offers a comprehensive range of
equipment and systems for supplying water, pro-
cessing wastes, and generating energy. One focus
of the company’s activities is making proposals

to regional communities for optimal social
infrastructure systems.

Precision Machinery Company

Main Products & Services The Precision Machinery Company is a global
leader in supplying leading-edge equipment for
semiconductor manufacturing, including chemical
mechanical polishing (CMP) systems for 300mm
silicon wafers. The company places maximum
priority on developing technologies and systems
for next-generation semiconductor products and
has received a uniformly high evaluation from its
customers.

4 CMP systems

# Plating systems

@ Cleaning systems
20.0% 4 Dry vacuum pumps

@ Turbo-molecular pumps

@ Gas scrubber systems

@ Ozonized water generators

@ Chemical filters
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Review and Outlook

Fluid Machinery & Systems Company

Atsuo Suzuki, President

10 EBARA CORPORATION

Overview

The Fluid Machinery & Systems (FMS) Company reported high levels of orders for
cryogenic pumps for LNG transport, compressors for ethylene facilities, and various
types of process pumps, supported by active capital investment in the overseas oil and
gas sector as well as other sectors of the energy-related industry, principally in the
Middle East and Asia.

On the other hand, in the domestic market, although private-sector capital invest-
ment was robust, especially in the steel and chemical industries, the shrinkage in the
market for public works investments resulted in more difficult competitive conditions
than in international markets. In the private-sector markets, the FMS Company
worked to capture orders, principally for replacement investment through its propos-
al-based sales activities aimed at increasing customer satisfaction, and realigned its
businesses to deal with structural market changes resulting from the decline in major
public works investments.

As a result of these various factors, sales and operating income of the FMS

Company rose to their highest levels to date.

Market Trends and Basic Strategies

Although growth rates in demand for the domestic private-sector market and over-
seas markets are expected to weaken from levels in the recent past, demand for the
replacement of capital equipment in the domestic private-sector market and demand
in overseas markets for the construction of plant facilities for the petrochemical and
natural gas sectors, especially in Asia and the Middle East, are likely to remain firm.
Amid these market trends, the FMS Company has worked to shift the focus of its
activities toward overseas operations, including exports, to compensate for the
decline in domestic public-sector demand. Moreover, to further strengthen its earn-
ings base and expand its activities, the FMS Company will endeavor to enhance its
systems for after-sales services and conduct stronger promotional activities to devel-

op its overseas business activities.



Issues to Be Addressed

Initiatives to date by the FMS Company to respond to opportunities in global markets
have included establishing a manufacturing and sales network for custom pumps in
China, construction of a test facility for cryogenic pumps for transporting LNG, and
expansion in production capacity for compressors and turbines. In part because of
favorable operating conditions in overseas markets in the previous year, international
sales, including exports, have exceeded 40% of the turnover of the FMS Company,
providing evidence of the steady shift toward overseas business activities. However,
there is still room for improvement in the profitability of the FMS Company, and com-
petition in the domestic market is growing more intense because of the shrinkage of
the market for public works projects. Accordingly, the basic policies of the FMS
Company are to strengthen its earnings base and expand operations globally, both

of which are necessary to achieve sustained growth.

The 21st century has been described as the “water century.” As this phrase
suggests, interest in water is rising around the world, and the FMS Company has
positioned standard pumps, particularly stainless steel pumps and submersible
pumps, as fields for global development. In Asia, as an example of globalization in the
standard pumps business, the FMS Company has constructed a product supply base
in China and made an investment in Brazil to strengthen its production capacity for
submersible sewage pumps in South America and North America. Along with these
activities, the FMS Company is moving forward with efforts to upgrade its marketing
network—with Italy as the base—for Eastern Europe, Russia, and Africa.

Among other developments, in the pump system business, to respond to the shift in
the domestic public works market from large-scale systems to small and medium-
sized pumps and replacement business, the FMS Company is working to nurture a
responsive organization within subsidiary Ebara Yoshikura Hydro-Tech Co., Ltd.,
which was formed through a merger in 2006. Also, in the custom product business,
the FMS Company plans not only to expand parts and service related business by
building on its base of installed pumps but also to identify latent demand through
improved regional teamwork among maintenance and sales activities and expand
opportunities for receiving orders directly from end users.

In addition to these individual initiatives in various businesses, to sustain growth in
the fast-changing business environment, the FMS Company will work to draw on the
full competitive capabilities of Group companies in Japan and overseas and concen-
trate on generating Group management synergies. These activities will help to consol-
idate EBARA’s position as one of the world’s leading manufacturers of fluid machinery

and systems and expand its scope as a global corporation.

A compressor train for a 1.5 mil-
lion metric tons/year ethylene
production facility in the Kingdom
of Saudi Arabia

A duplex stainless steel seawater
cooling pump destined for the
Middle East

i e o
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This F3100 inverter-controlled
water supply unit reduces energy
consumption by making control
of up to a maximum of six units
possible and by making possible
the steady control of estimated
constant end pressure.

Ebara Boshan Pumps Co., Ltd.
This plant was established in
Shandong Province, China, as
EBARA'’s sixth overseas production
facility for custom pumps.
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Environmental Engineering Company

Overview

In the Environmental Engineering (EE) Company, sales remained lackluster, owing to
continued stagnation in the market environment, and an operating loss was reported
for the third consecutive year. Amid these operating conditions, the EE Company
reported some success in sales of biomass power generation facilities and, in the
waste processing field, signed a 15-year maintenance contract for the electric power
generation plant of Tokyo Waterfront Recycle Power Co., Ltd., which began operation
in August 2006 while conducting an active marketing program for operation and main-
tenance (0&M] in the private sector—activities that were formerly focused on the
public sector. In addition, in overseas markets, the EE Company implemented

proposal-based sales tailored to specific regions in Europe and Asia and was success-
Masayoshi Hirose, President

fulin obtaining orders for two waste processing facilities in Europe (in Switzerland

and Germany).
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Market Trends and Basic Strategies

In the domestic market, reductions in budgets for conventional public works projects
are continuing, and competition is growing more intense. However, the EE Company
anticipates that it will be able to secure work of a certain scale from so-called private
finance initiative (PFI) projects and design, build, and operate (DBO) projects that call
not only for engineering, procurement, and construction (EPC) work but also 0&M
services and from projects for facilities that contribute to the creation of a recycling-
based society. In the private-sector markets, a recovery of domestic private capital
investment and expansion in demand for water treatment and waste-based energy
generation, accompanying the rising demand for alternative fuels to substitute for
petroleum, are anticipated. On the other hand, overseas, the expansion in market size
accompanying the rising awareness of environmental issues, especially in Asia, is
likely to continue. To respond to these developments, the EE Company will work to
minimize declines in orders and profits in the public works project business, while
endeavoring to build on its record of accomplishments in the domestic private sector

and overseas.

Issues to Be Addressed

The strategic issue in the EE Company will be to realign and restructure operations.
Until we are in sight of a successful business restructuring, maximum emphasis will
be placed on creating a strong earnings base, and measures will be implemented to
lower the break-even point in terms of sales to a level suited to the prevailing market
size. To enhance profitability, the EE Company will optimize product specifications,
strengthen its procurement capabilities, and lower both variable and fixed costs by
conducting a thorough review of business processes. In addition, the EE Company is
stepping up its activities to capture sales in the 0&M market, where significant results
are expected in the medium-to-long term. In overseas activities, the EE Company will
focus its attention on regions and technologies where it is competitive and select proj-
ects that have relatively high profit margins, while focusing on successfully complet-

ing ongoing projects.

Review and Outlook

A biomass-fired boiler (internally
circulating fluidized-bed boiler
(ICFB)) installed in the Niigata Mill
of Hokuetsu Paper Mills, Ltd.
(Niigata City, Niigata Prefecture)

Industrial waste gasification
facilities of the Tokyo Waterfront
Recycle Power Co., Ltd. (Koto
Ward, Tokyo)

Ultra-filtration system for removal
of sludge made by EBARA first
(Anjo City, Aichi Prefecture)
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Precision Machinery Company

Overview

Orders and sales in the Precision Machinery (PM) Company remained robust amid an
operating environment characterized by aggressive capital investments throughout
the year by companies in the semiconductor industry, especially manufacturers of
flash memories in Japan and other parts of Asia. The PM Company concentrated on
sales of chemical mechanical polishing (CMP) equipment and dry pumps. The PM
Company is implementing measures to expand its production capacity to respond to
this demand, and, in addition to the high throughput CMP units introduced during
2006, steady progress was reported toward promoting the installation of processors
for removing PFC (perfluorinated carbon] gas that is emitted in the memory manufac-

turing process on customers’ mass production lines.

Kozo Nakao, President

As a result of these various developments, sales of the PM Company exceeded
¥100 billion, and operating income topped ¥10 billion for the first time, thus breaking

previous records for segment sales and operating income.
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Market Trends and Basic Strategies

Since favorable business conditions are continuing, the semiconductor manufacturing
equipment business is expected to expand in fiscal 2007 (ending March 31, 2008],
especially in the area of 300mm wafer fabrication equipment. Under these conditions,
the PM Company is focusing on exciting major areas, such as components and CMP
infrastructure, and on maximizing profits by proceeding with its ongoing production
cost reduction program. In addition, we are continuing our sales promotion activities

for newly developed products.

Issues to Be Addressed

The semiconductor industry is expected to continue to make active investments in the
medium-to-long term, and the semiconductor manufacturing equipment industry is
also expected to grow. Under these circumstances, we recognize that the most impor-
tant issues we must address are not only expanding the size of our PM business but
also maintaining the continuity and stability of our earnings. To deal with these issues,
we are working to catch up with the timing of market expansion and changes in cus-
tomers’ needs. We are also endeavoring to capitalize on our close relationships with
customers by providing them with new products and technology through our ongoing
support for their R&D and mass production activities as well as products and support
that match their needs via our global sales and marketing network. Through these
activities, we will continue to endeavor to expand our market share and accelerate
efforts to strengthen our cost-competitiveness to stabilize our profitability.

Our medium-to-long term business strategy is to expand sales of our newly devel-
oped equipment as strategic products, including bump plating equipment and PFC gas
treatment systems, along with the dry vacuum pump and CMP businesses.

To reach our objectives, we will implement measures to steadily, but speedily,
address issues we are facing, while working to improve our financial position and
being ready to respond quickly to market changes. We will also aim for close team-
work among our R&D, manufacturing, as well as sales and marketing divisions, while

also working to expand the scope of our business operations.

Review and Outlook

A clean bevel polishing system
(Model EAC300bi-T)

:ﬂ" =
o

A CMP (chemical mechanical
polishing) system
(Model F-Rex300SII)

This unit combines a dry vacuum
pump and a waste gas removal
device.
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Governance Structure and Management Systems

The corporate philosophy of EBARA is “extensive contribution to society by providing superior technologies and
services related to water, air, and the environment.” Based on this corporate philosophy, EBARA has positioned
working toward enhancing its corporate value through the sustained expansion of its business activities and contin-
uing to return a portion of the profits it earns to shareholders as its most important management issues. To
address these issues effectively, EBARA believes that enhancing the soundness and transparency of management
is indispensable. Accordingly, EBARA is working to strengthen its corporate governance and its internal control
systems to ensure compliance with relevant rules and regulations.

Accordingly, EBARA has prepared its Group Code of Conduct to provide guidelines for corporate operations that

are in compliance with relevant laws and regulations.

Corporate Governance

Based on the Corporation Law of Japan, the Company’s organization
for management decision making, execution of business operations,
and auditing comprises the Board of Directors, the Board of
Corporate Auditors, and an independent auditor, the three of which
are positioned independently. The Board of Directors is composed of
10 members, and under the rules that have been established for its
activities, EBARA has endeavored to ensure that Board members will
act in compliance with relevant laws and the Company’s Articles of
Incorporation in the conduct of their duties. In addition to its regular
monthly meetings, the Board meets in special sessions when neces-
sary. The Board of Auditors comprises five corporate auditors, three
of whom are outside auditors who have no special interest relation-
ships with EBARA. In addition to establishing rules for the Board of
Auditors and its regular monthly meeting, each of the corporate audi-
tors, in addition to conducting his required auditing duties, meets on

aregular basis every three months with the president and represen-
tative director and the independent auditor to exchange opinions and
ensure the effectiveness of auditing activities.

Under the Corporation Law of Japan and the Securities and
Exchange Law, the Company appoints an independent auditor under
contract to conduct audits of its accounts. Based on the annual audit
plan proposed by the independent auditor, the Company’s financial
accounts are audited efficiently by a team of certified public account-
ants and other professionals.

The Company works at all times to maintain favorable relation-
ships with its wide range of stakeholder groups, including sharehold-
ers, customers, business partners, regional communities, and
employees and to seek ways and approaches to enhance its corpo-
rate brand. One of these approaches is to receive advice from knowl-
edgeable individuals outside the Company through the formation of a

Outline of EBARA's Corporate Governance Framework
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Management Advisory Board that meets twice annually for dis-
cussing its views and opinions in the management of the Group.

In addition to the previously mentioned Board of Directors, the
Company has also established rules for its monthly Management
Meeting. The role of this meeting is to conduct broad-ranging discus-
sions of management policy and management strategy.

Internal Controls

The Company’s Board of Directors, based on the Corporation Law

of Japan, has decided on a policy for internal controls and made this
policy an integral part of the Company’s basic regulations. These
basic regulations cover a range of management issues and set forth
a compliance system for the conduct of duties by directors and
employees, regulations and systems for controlling risk, and systems
for the supervision of the behavior of Group companies and manage-
ment as well as other systems. These regulations have the objective
of clarifying policy initiatives to create systems to ensure the proper
conduct of operations in each of these areas. With the goal of improv-
ing and promoting specific policies related to internal controls, the
Company has created an organizational unit that take initiatives in
these areas and reports directly to the president. Also, in the area of
financial reporting, to create improved internal control systems, the
Company has formed a specialized unit with the goal of implementing
improvements in the process for preparing financial reports properly
to enhance trust and confidence in the Company. With these initia-
tives as a foundation, the Company is working to create systems for
timely and appropriate information disclosure to its wide range

of stakeholders.

Compliance System

The Company is fully aware that unethical behavior due to the lack of
adherence to high standards of compliance may damage its manage-
ment foundation. Accordingly, the Company positions full compliance
with laws and regulations as one of its most important internal con-
trol objectives. In addition, to fulfill its many social responsibilities
as well as conduct its corporate activities in accordance with social
mores, including ethical and moral practices, the Company has
formed the CSR Division, which has internal units specializing in
compliance, management of trade under security and defense agree-
ments, environmental preservation, promoting understanding of
human rights, making contributions to society, and other CSR-related
initiatives. In addition, the Company has formed a Corporate Ethics
Committee, which is chaired by the president, and, in addition to
including outside legal counsel among its members, this committee
is responsible for discussing appropriate courses of action from an
overall perspective related to legal provisions for internal controls,
appropriateness of transactions, environmental preservation, human
rights, the EBARA Group Code of Conduct, and other similar matters.
At the same time, by performing periodic checks on the state of com-
pliance promotion from a Companywide perspective, this committee
monitors the execution of business activities and contributes to
improvements in activities.

The Company’s Compliance Office acts as the focal point for these
various initiatives by providing advice and building the base for pro-
moting compliance and ethical behavior in the Company’s overall

Going forward, the Company is aware of the importance of corpo-
rate governance and intends to continue to work to draw on the capa-
bilities of individuals inside and outside the Company, enhance the
soundness of management, and strengthen the Company’s operating
and financial positions by drawing on its effective management
supervisory organization.

Inits internal control systems, the Company has established a
Corporate Audit Office as an independent unit reporting to the presi-
dent. Based on the Company’s internal audit regulations, this unit
conducts internal audits with the aim of evaluating the internal con-
trol methods of the compliance, risk management, and other internal
control functions in the Company’s operating divisions. In addition to
these auditing activities, the Corporate Audit Office has formed an
internal unit for auditing the appropriateness of transactions. This
unit audits and supervises the Company’s participation in bidding
activities for public works projects and its transactions with subcon-
tractors. Through this auditing and supervision of operating divisions,
this unit provides advice to the divisions it examines and monitors,
issues directives for making improvements in activities, and reports
the results of its activities to the president. In addition, as deemed
necessary, the Corporate Audit Office exchanges information and
opinions with the corporate auditors as well as participates in meet-
ings of the Board of Auditors with the representative directors and
meetings of the Group auditors.

activities. The office’s activities include conducting systematic train-
ing programs for various levels of Company personnel to heighten
their awareness of compliance and other issues. In addition, the
office conducts a compliance survey once a year, and, by assessing
how well the spirit of compliance has permeated the organization
from the survey results, contributes to the improvement of related
systems and policies.

Moreover, to address violations of legal provisions and other
ethical issues, the basic understanding is that personnel will receive
advice from their supervisors and others in the normal course of
business operations. However, in addition, the Company provides
for consultation with qualified persons, including a compliance con-
sultation function outside the Company conducted by outside legal
counsel. Under this “whistle blower” system, measures have been
adopted to preserve the confidentiality of personnel providing such
compliance-related information and prevent them from being dis-
advantaged. This system is designed to actively solicit compliance-
related information from internal sources and thereby prevent
unethical behavior as well as discover improper behavior as quickly
as possible.

Going forward, the Company will continue these activities to further
heighten the awareness of the importance of compliance and thereby
endeavor to create a corporate culture that has been fully internalized
and emphasizes compliance with relevant rules and regulations.
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Board of Directors

(As of June 28, 2007)

From left: (Front row) Kozo Nakao, Masayoshi Hirose, Natsunosuke Yago, Hiroshi Kamiya, Yoshiyuki Ichiki,
(Back row) Akira Itoh, Akihiro Ushitora, Itaru Shirasawa, Atsuo Suzuki, Tetsuji Fujimoto

Board of Directors

Natsunosuke Yago Atsuo Suzuki* Akihiro Ushitora*
President and Representative Director Director Director
Chairman of the Board

o . Yoshiyuki Ichiki* Tetsuji Fujimoto*
Masayoshl Hirose Director Director
Representative Director

. . - Itaru Shirasawa* Akira Itoh*

Hiroshi Kamiya Director Director

Director

*
KOZO Nakao Directors of the Board marked with* hold the post of Executive Officer
Director concurrently
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Corporate Auditors and Executive Officers

(As of June 28, 2007)

Corporate Auditors

Full-Time Corporate Auditors
Michihisa Hozumi
Yasuo Watarai

Executive Officers

Corporate Auditors
Seigoh Hirayama
Yoshio Omori
Yoshihiro Machida

Vice President Executive Officer

Masayoshi Hirose
President, Environmental Engineering Company

Senior Managing Executive Officer

Hiroshi Kamiya

Division Executive, CSR Division,
Corporate Affairs

Managing Executive Officers

Kozo Nakao

President, Precision Machinery Company,
Division Executive, Marketing and Sales Division

Atsuo Suzuki
President, Fluid Machinery & Systems Company

Yoshiyuki Ichiki

Vice President, Environmental Engineering Company,
Executive General Manager, Shinagawa Office

Itaru Shirasawa

Vice President, Fluid Machinery & Systems Company,
Division Executive, Marketing & Sales Division

Akihiro Ushitora

Vice President, Environmental Engineering Company,
Division Executive, Environmental Plant Division

Akio Mitsufuji

Division Executive, IT Strategy Division

Yasuo Ogasawara

Vice President, Fluid Machinery & Systems Company,
Division Executive, Fluid Machinery Development
Division, Division Executive, Energy Business Division,
Executive General Manager, Haneda District

Manabu Tsujimura

Division Executive, Semiconductor Equipment Division,
Precision Machinery Company

Shotaro Kuryu

Division Executive, Custom Pump Division,
Fluid Machinery & Systems Company

Senior Executive Officers

Hitoshi Handa

Deputy Division Executive, Environmental Plant
Division, Environmental Engineering Company

Masakatsu Ohya

Division Executive, Fuel Cell Division

Akira Ogata

Division Executive, Production & Assurance Division,
Precision Machinery Company

Executive Officers

Tetsuji Fujimoto
Division Executive, Finance & Corporate Accounting
Division

Akira Itoh

Division Executive, Technologies,
Research & Development Division

Masaru Araki

Division Executive, Production Engineering Division,
Fluid Machinery & Systems Company

Minoru Takano

Division Executive, General Affairs Division, Division
Executive, Corporate Market Creation Division,
Deputy Executive General Manager, Haneda District

Yasuji Mori
Executive General Manager, Osaka Branch

Hisashi Oikawa

Division Executive, Standard Pump Business Division,
Executive General Manager, Fujisawa Plant, Fluid
Machinery & Systems Company, Executive General
Manager, Fujisawa District

Nobuyuki Takahashi

Environmental Engineering Company
Koji Ota

Deputy Division Executive, Marketing and Sales
Division, Precision Machinery Company

Kiyoshi Miyagawa

Division Executive, Environmental Engineering

& Business Development Division, Environmental
Engineering Company

Hiroshi Otani

Deputy Division Executive, Standard Pump Business
Division, Division Executive, Global Business
Division, Fluid Machinery & Systems Company

Teruo Kawasaki

Deputy Division Executive, Custom Pump Division,
Executive General Manager, Custom Pump Fujisawa
Plant, Fluid Machinery & Systems Company,

Deputy Executive General Manager, Fujisawa District

Toichi Maeda

Deputy Division Executive, Custom Pump Division,
Executive General Manager, Haneda Plant,

Fluid Machinery & Systems Company,

Deputy Executive General Manager, Haneda District




Corporate Social Responsibility

EBARA is engaged in activities to make the sustainable,
recycling-oriented society a reality. The corporate philosophy
of the EBARA Group is “extensive contribution to society by
providing superior technologies and services related to
water, air, and the environment.” Through its business activ-
ities, EBARA offers technologies and products that reduce
environmental loads on the earth’s ecosystems and goes
beyond this to improve its own environmental performance
and actively contribute to building a better society. EBARA’s
initiatives have been recognized internationally, and its stock
continues to be selected for inclusion in FTSE4Good, the

world’s leading socially responsible investing (SRI) index.

£

Going forward, EBARA is com-

mitted to implementing initia-

tives as a good corporate citizen
to contribute to the development
of a sustainable society.

FTSE4Good

Logo of the FTSE4Good Index

Environmental Protection Initiatives

EBARA confirms compliance with environment laws and
regulations at its plants and other places of business through
the conduct of environmental audits. No instances of non-
compliance were discovered in fiscal 2006. At the business
establishment level, policies for preventing greenhouse gas
emissions are focused mainly on reducing CO, released from
energy sources, but along with increases in production
levels, CO, emissions are on an increasing trend.

The Company plans to proceed with detailed analyses of
the methods of using energy and research on greenhouse
gas emissions from sources other than energy consumption.
In its own operations, the Company maintains a material
recycling ratio of more than 90%. In addition, the percentage
of the Company’s waste that could not be recycled or reused,
but had to be placed in landfills
for final disposal, was 5% in the
fiscal year ended March 31, 2007.
EBARA's future plans call for

.
L4 5': lowering this percentage to less
Lt 'l',.. :“:’| Ll than 3%. Moreover, the Company
e . . o
,{H . is endeavoring to reduce chemi

cal content, including working
toward adherence to the RoHS

directive*. In the Precision

The EBARA Group Environmental Ma(:hmery Company' lead-free

Report 2007 (in Japanese only) print platforms have been devel-
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oped for incorporation into the latest model dry vacuum

pumps, and these are scheduled to be sold as environmentally

conscious design products.
Information on other Company environmental initiatives
may be found in the EBARA Group Environmental Report

(in Japanese only), which is published annually.

* The Restriction of Hazardous Substances (RoHS) directive, which forbids
the use of certain harmful chemical substances in electronic and elec-
tric equipment, was issued by the EU in February 2003 and implemented
in July 2006. (Substances banned by the directive are lead, mercury,

cadmium, chromium VI, polybrominated biphenyl, and polybrominated
diphenyl ether.)

Contributing to Society

Among activities to contribute to society, the EBARA
Hatakeyama Memorial Fund (EHMF) was founded in 1989
18 years ago, with the aim of promoting voluntary activities
in neighboring countries, especially in Southeast Asia, to
promote technology transfers on a noncommercial basis for
the purpose of upgrading engineering capabilities through
assisting in the cultivation of human resources as well as
the development of appropriate technologies. In fiscal 2006,
activities included cooperation with the Asian Institute of
Technology (AIT) to implement an international training
course on “Effective Energy Systems for Sustainable
Development,” organized by the Association for Overseas
Technical Scholarship (AOTS). Thirty participants from eight
countries, including India, Malaysia, and Thailand, attended
the course. In addition, the EHMF held a total of 11 short
courses over the year, including a course entitled “Effective
Energy Production and Conversion Systems” in India. Over
the past 17 years, the number of educational programs spon-
sored by the EHMF has reached 178 in 16 countries through
the end of March 2007, and more than 8,386 participants have
benefited from these programs.

In addition, in fiscal 2006, the EBARA Green Fund provided
its cooperation for planting trees around Mt. Fuji in Japan and
on school grounds in India as well as assistance for the green-
ing of desert areas
in China.

The EBARA Green Fund provided assistance for
planting trees on school grounds in India.



