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Profile

The SMC Group boasts unrivaled flexibility in addressing the increasing automation and labor-saving needs of
customers in various industries with its extensive lineup of 540,000 pneumatic products that allows it to supply
optimum products at all times. Manufactured with advanced R&D capabilities, most of the Group’s high-quality,
standardized products can be delivered by a quick delivery system only one day after an order is received.

The Group’s ability to immediately offer optimum products to respective customers has therefore established

a high evaluation and considerable trust among users. As the leading manufacturer of pneumatic control
equipment, the SMC Group has a 60% share in Japan and a 20% share in the global market through a constant
commitment to higher customer satisfaction. The SMC Group intends to be the leader in pneumatic control
technologies thereby achieving continual growth based on its strengths.

History

1959m Established under the name of Shoketsu Kinzoku
Kogyo Co., Ltd. (Sintered Metal Corporation),
capitalized at ¥5 million (Manufacture and sales of
sintering metal filters by power metallurgy).

1961m Started manufacture of pneumatic instrumentation
equipment.

1967= Embarked on overseas operations with capital
participation in Airmate SMC Pty. Ltd., Australia.
(Reorganized into a wholly owned subsidiary SMC
Pneumatics (Australia) Pty. Ltd. in 1980)

1968= Soka 1st Factory completed.

1970= Started manufacture of industrial pneumatic
equipment, including direct operated solenoid
valves, air cylinders, mist separators, etc.

1973= Soka 2nd Factory completed.

1977m SMC Pneumatics, Inc. name changed to SMC
Corporation of America in 2001, a wholly owned
subsidiary, established in the U.S.

1978m SMC Pneumatik GmbH, a wholly owned subsidiary,
established in Germany.

1983m Tsukuba 1st Factory completed.

1986= SMC Manufacturing (Singapore) Pte. Ltd., a wholly
owned subsidiary established.
Corporate name changed to SMC Corporation from
Shoketsu Kinzoku Kogyo Co., Ltd.

1987m Stocks listed on the second section of the Tokyo
Stock Exchange; Capital increased to ¥11,340
million.

1989m Stocks listed on the first section of the Tokyo Stock
Exchange; Tsukuba 2nd and Soka 3rd Factories
completed.

1990= Kamaishi Factory completed.

1991= Tsukuba Technical Center completed.

1994= Yamatsuri Factory completed.

1996= Factory of SMC (China) Co., Ltd., a wholly owned
subsidiary completed.

1997= Tono Factory completed.

1998m Acquired ISO 9001 certification.

1999= Acquired ISO 14001 certification.

2000= European Technical Centre established in the U.K.

2001= Toyo Warehouse and Transportation Co., Ltd.

became a wholly owned subsidiary.
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NOTES REGARDING FUTURE PLANS AND ESTIMATES

This annual report contains projections concerning

the future plans, strategies and estimated performance of
SMC. These statements do not include historical data but
rather are based on management’s projections given

the information currently available. Accordingly, these
projections involve risks and uncertainties relative to

the status of the economy and demand, intensifying
competition, exchange rates, taxation and other
regulations.



SMC Corporation and Subsidiaries
Years ended March 31, 2001 (FY2000), 2002 (FY2001), and 2003 (FY2002)

Thousands of

Millions of yen Change in % U.S. dollars

FY2000 FY2001 FY2002 FY2001-2002 FY2002
Net sales ¥252,044 ¥184,423 206,795 12.1% $1,720,425
Operating income 60,522 22,522 31,009 37.7 257,979
Operating expenses 191,522 161,901 175,786 8.6 1,462,446
Net income 23,803 14,193 15,342 8.1 127,637
Cash dividends 2,698 2,730 2,732 0.1 22,729
Total assets 435,772 419,576 433,995 3.4 3,610,614
Shareholders’ equity 294,551 311,915 321,628 3.1 2,675,774

Yen Change in % U.S. dollars

Per share:

Net income ¥334.54 ¥197.58 210.62 6.6% $1.75
Cash dividends 38.00 38.00 38.00 0.0 0.32

Notes:

1. U.S. dollar figures are translated from yen, at the rate of ¥120.20 to U.S.$ 1, the approximate rate of exchange on March 31, 2003.
2. Net income per share is computed based on the weighted average number of shares outstanding during the respective years. Effective from
the financial year ended March 31, 2003, the GAAP of Japan have required deductions of the amounts, with which common stockholders are

not vested (e.g. payment of directors’ and statutory auditors’ bonuses), from net income at computing net income per share.

3. Cash dividends per share are based on the cash dividends paid in respect of the relevant period.
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Message from the President

Review of Operations

During the year ended March 31, 2003, relatively steady economic trends were seen in Asian
countries, whereas the Western markets saw a business slowdown in the second half despite clear
signs of a gradual recovery in the first half. The conflicting undertone was further affected by
the tense political situation in Irag. The Japanese economy in the second half remained sluggish,
reflecting weak consumer spending and a shrinkage in exports.

To address such severe operating conditions, the SMC Group took several promotional measures
to improve product development efficiency, including the integration of local user needs by newly
establishing the U.S. Technical Center next to the European Technical Centre. The Group also
endeavored to improve customer satisfaction with enhanced support activity on the sales engineering
front. At the same time, the Group adopted a policy of optimizing places of production as
represented by the construction of a new plant by the Chinese manufacturing subsidiary and actively
carried out further cost-cutting measures in Japan and overseas.

As a result of these aggressive sales promotion and profit-creating activities, the consolidated net
sales of the SMC Group for the year ended March 31, 2003, increased 12.1% from the previous term
to ¥206,795 million. Operating income jumped 37.7% to ¥31,009 million, and income before
income taxes and other adjustments to net income rose 9.7% to ¥25,172 million. Accordingly,
consolidated net income for the term under review was ¥15,342 million, up 8.1% from the previous
term.

On a consolidated basis for the year ended March 31, 2003, cash provided by operating activities
was ¥44,876 million, up ¥42,963 million from the previous fiscal year-end. Cash used for investing
activities was ¥22,755 million, down ¥10,507 million from the previous fiscal year-end. Cash used for
financing activities was ¥5,023 million, down ¥20,928 million from the previous fiscal year-end.

Adding ¥7 million for the effect of exchange rate changes and ¥315 million due to a merger of
a non-consolidated subsidiary by a consolidated subsidiary to the aforementioned results, the SMC
Group’s cash and cash equivalents at the end of the period under review advanced 40.2%, or
¥17,406 million, from the previous year-end to ¥60,692 million.

Ensuring Stable Dividends to Our Shareholders

The SMC maintains a basic long-term policy of ensuring stable dividends to shareholders, while
constantly improving its financial structure to prepare for changing business conditions and
the future development of promising businesses.

SMC therefore paid an annual dividend of ¥38.00, including ¥19.00 paid as an interim dividend,
for the fiscal year under review.

Medium-and Long-Term Management Strategy

The SMC Group has promoted the establishment of sales, production, logistics and R&D bases
overseas in advance of competitors in view of global business development. With competitors also
seeking international alliances in recent years, industrial competition will likely intensify. SMC aims to
further globalize its overall corporate activities ranging from the procurement of raw materials to
R&D, production and marketing. In the medium to long term, SMC intends to carry out the following
measures to further improve its global competitiveness.

For the globalization of its products, SMC works to meet the diversifying needs in every country
by developing and producing optimum products that comply with international standards.



For the globalization of distribution, SMC endeavors to explore untapped markets and upgrade
the marketing capabilities of Group companies by fully leveraging on the locally established
marketing networks in many countries.

SMC seeks to raise profitability by addressing continued rationalization with maximum efforts on
three priorities: reducing production costs, expanding overseas production and further streamlining
administrative divisions to reduce indirect expenses.

Commitment to Reinforced Corporate Governance

To meet expectations and achieve the trust of our many stakeholders, such as shareholders,
business partners, society and employees, SMC and the SMC Group intend to strengthen our earning
power and business foundations in extended business sectors. At the same time, we will continue to
make Groupwide efforts to improve corporate values in pursuit of the Group ideal to be credible
companies as good corporate citizens in the community. To this end, management throughout
the Group will become more transparent, encouraging the disclosure of information and
strengthening corporate governance.

SMC intends to reinforce its corporate governance function by tasking the statutory auditor
system with the additional mission of more efficiently monitoring and auditing the business and
affairs conducted by the Board of Directors.

Management believes that directors should be the executives responsible for the execution of
routine business duties, taking into account corporate scale, product items and other managerial
factors.

Two of the four statutory auditors are outside auditors as stipulated in the relevant law, and all
should basically attend meetings of the Board of Directors. Furthermore, SMC has established
the Audit Office, which reports directly to the President, as an internal audit department and
the Audit Team as an ad hoc project organization with expertise, both of which to provide oversight
for the Board of Statutory Auditors.

Estimated Performance in the Coming Year

The Japanese economy is expected to see continued stagnancy. Internationally, there are
increasing concerns such as the feared downturn of the U.S. economy and the adverse effects of
the recent worldwide spread of the infectious disease SARS (serious acute respiratory syndrome) on
regional economies in Asia. Thus, a protracted recession seems inevitable with globally severe
business environments in the coming year.

Under these circumstances, the SMC Group will strive to upgrade its earning power by globally
integrating and increasing the respective functions of product development, production and
marketing. For the year ending March 31, 2004, the SMC Group expects to reach consolidated net
sales of ¥220,000 million, or a year-over-year increase of 6%. Similarly, the Group expects
consolidated net income to rise 37% to ¥21,000 million.

%W

Yoshiyuki Takada
President
July 2003



neumatic Control
Equipment Extending
Unlimited Possibilities in
Diverse Fields

SMC Group in charge of the development of
pneumatic technologies

As a general manufacturer of automation control equipment,
the SMC Group has continued to increase its business lines of
high-quality products to world users with quick delivery system

and at inexpensive prices. This quality-first, time-focused policy has gained
an unshakable reputation among international users. SMC has always
pursued higher customer satisfaction not only with its high product quality
but also with its carefully designed service networks at home and overseas.
Groupwide enhancement efforts include the rationalization of the overall
production system, efficiency improvements in distribution and extensive
cost-cutting, which helps in offering attractive low-priced products. With
these efforts in practice, the SMC Group aims to “contribute to automated
and labor-saving systems in many industries”
by developing and supplying valuable
pneumatic control equipment to diverse
markets.

The SMC Group will endeavor to swiftly
respond to customer requirements and raise
technological levels of pneumatic control
equipment to ensure the stable supply of optimum products
in different industries.



Ratio of pneumatic equipment
by industrial sector
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I Rising expectations for pneumatic technologies in various industries

The group’s mainstay pneumatic control equipment is environmentally friendly automation control equipment
that uses air as its key energy source. A variety of pneumatic control products serve the demands of various
customers as core items indispensable for the promotion of automated and labor-saving systems in different
industries from primary to tertiary industries. Various applications have been developed, especially in basic
industries such as automobiles, machine tools and electricity. Recently, extensive applications have been rapidly
exploited in IT-related and semiconductor industries. Demand is rising in the tertiary industry and the service
industry, in particular, optimizes the use of pneumatic control equipment to lower direct costs and encourage
further automation. In the medical and welfare fields, the advantages of pneumatic control equipment have
attracted attention, thereby making such fields promising markets.

I Technological innovations to add new value

SMC's specialists have led the growth of pneumatic control technologies. They are now
committed to technological innovations given the potential of pneumatic control
equipment, for which applications are expanding in various fields. The SMC Group strives
to produce more value-added products by exploring the potential of blending pneumatic
control technology with its peripheral fields, such
as information systems, electronic control and
electromotion. The SMC Group will continue to
evolve with state-of-the-art pneumatic control
technologies that ensure excellent quality to satisfy
diversifying and sophisticated customer
requirements.
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Product lineup with huge product items all produced from s ;,- ?
customers’ needs * :a'.f' i

SMC's product lineup encompasses all industries. Reflecting market needs,
the Group now has approximately 540,000 product items in 10,000 basic Wy
categories. Such an extensive lineup of products not only complies with h.;? *&l
international standards but also can be flexibly adjusted to satisfy local !
requirements in overseas markets, enabling prompt responses to the particular
needs of various customers worldwide. The Group's leading-edge technologies
enable the commercialization of diversified products that meet original or
customization needs. Moreover, the Group’s product lineup has extended to
peripheral domains beyond pneumatic control equipment. These abundant
products supplied by the Group will be increasingly found in more industrial
arenas.

Product Lineup and
Technology Development to
Swiftly Respond to Diversified
Customer Needs

R&D system that works to create leading-edge pneumatic
control technology

The SMC Group has invested a lot of human resources and expenses to
supply high-quality and high-performance products that satisfy customers’
needs. The Group currently has an R&D force of about 1,000 engineers often
experts in various fields who ceaselessly pursue advanced technologies
ranging from basic research on automatic control technologies to
the development of optimum products that match respective market needs at
high levels.

The Tsukuba Technical Center is SMC’s core development facility of these
state-of-the-art R&D activities. Equipped with the latest high-tech machines
and experimental equipment for the Group’s comprehensive R&D efforts,
multifaceted R&D topics are studied at the center. SMC also promotes joint .

. . . L A European Technical Centre
research and commissioned research projects with several research institutes [in SMC Pneumatics (U.K.) Ltd.]
and laboratories at home and abroad, thereby linking cutting-edge
technologies to product development.

SMC has one such center each in America and Europe as part of its global engineering network.

By seeking optimum technologies to match the different needs of the respective countries, while
promoting the sharing of information between the technical centers, the SMC Group can ensure

the same high level of service excellence Worldwiv:- :ﬂ- — ;

-
- et
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With a basic philosophy of product development from the customers’
viewpoint, engineers visit customers with sales staff to hear their needs in
person so that the highest level of customer satisfaction can be attained for 150,000
the product developed by feeding back information into the development B BB i
stage of higher-value-added products. Looking at the potential growth of

the Western market in view of global development, the Group intends to 0 |
reinforce the staff of Western engineers to improve responses in technical Fr 99 00 01 02
service in these markets.

The Group forms a team for each case of product development so that _
engineers can participate in the entire process from design to the final stage
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Quick delivery system to meet the needs of domestic
and international users

Supported by an efficient production system, optimum production bases and appropriate inventory control,
SMC'’s quick delivery system enables immediate distribution of desired products to each customer.

The SMC Group has 18 production plants throughout Japan to ensure the prompt delivery of products that
meet the diverse requirements of various industries. When data on received orders are provided by sales staff,
SMC's original production management system automatically issues directions to ship or produce products
according to whether they are in stock. This system has enabled the efficient production management of
the Group’s huge number of product items. Superior inventory management enables next-
day delivery, and a national production network allows prompt responses to orders for
customized products. SMC's strength lies in its ability to optimally serve the particular
requirements of individual customers by combining production for stock replenishment and
production on receiving orders, while keeping certain stock levels to fill customer needs.

The SMC Group has manufacturing plants in eight countries—the United States,
Canada, Germany, the United Kingdom, ltaly, Australia, Singapore and China. Targeting
the world’s markets, the Group has established the “four-pillar global system” with R&D,
production and sales bases in four main zones—lJapan, the United States, Europe and Asia

and Oceania—to maintain a policy of optimizing places of production for improved A SMC Pneumatics
. .. By - . ) . (U.K.) Ltd.
production efficiency. In addition, the Group strives to globally establish a quick delivery UK.

system by optimizing its distribution system. The Group will continue to seek further customer
satisfaction by taking advantage of its global production network.

SMC's Global Network
Ensures Customer Satisfaction

Global sales network to enable one-to-one communications
with users worldwide

Wilions o er) The SMC Group proceeded with an overseas presence at an early stage and has

20,000 built its global marketing system in major countries by promoting the establishment
B of locally incorporated companies. Currently, SMC has 230 manufacturing, sales and
16,000 service bases in 42 countries. In terms of human resources, the Group has a sales

staff of 1,100 in Japan and 2,700 in other countries to deal with the geographical
and industrial variety of its customers. The sales staff keeps contact with customers
and maintains one-to-one communications to provide carefully considered services to
individual customers and attain the highest level of customer satisfaction. Once close
- relations with customers are established, the sales staff is able to stay aware of
the precise needs of customers, which in turn enables the Group to track market
L trends. Such information from the sales staff is promptly fed back to the R&D and
production forces to help develop new value-added products and services.
0 L By solidifying its global sales system, the Group will focus on exploring new markets
FFoo99 00 01 02 in addition to enhancing promotional efforts in the existing markets.
B Automation Control Equipment As a result of active global marketing efforts, the Group’s total sales from

Business Division (Domestic) ) ) )
Automation Control Equipment  OVerseas reached 47.5% for the fiscal year ended March 31, 2003. Armed with its
Business Division (Overseas) titi d h hiah lit dl duct ori the G . t
B others competitive edges such as high quality and lower product prices, the Group aims to
receive more orders from leading companies in diverse industries in overseas markets.
With considerable market shares of 60% in Japan and 20% overseas, there is
growth potential in overseas markets. Accordingly, the Group will continue to tap

overseas markets to steadily increase its global share.

12,000

8,000

4,000
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Evolving global production and distribution systems

As the globalization of the economy advances, market competition is -
illions of yen)

increasingly fierce. Cost competitiveness must be improved to maintain and 300,000
expand the Group’s strengths in this difficult business climate. The Group intends
to increase production scale overseas by expanding the number of production 250,000

bases while restricting overall production costs. The percentage of overseas

production is rising each year. e B
SMC's production focus is shifting from a “local distribution at local plant” 150000

model to a “global distribution” model that focuses on global market trends in el E B EE B

overseas markets. Appropriately, SMC's biggest manufacturing plant overseas is 100,000

now in China. SMC concentrates the production of standardized products at this

plant to increase global competitiveness and expand markets by supplying world 50,000
markets with high-quality products at low prices.
Apart from the continuous demand for lower costs, the diversification of 0
customer needs has increased with changing market conditions in recent years. FY 98 99 00 01 02

The SMC Group endeavors to meet such diversified needs with the following Consolidated Net Sales
. _ . . . I Overseas Sales

production policy: standardized products are produced in a few select production

bases at lower cost by maximally using the global network, whereas customized

and new products are produced at domestic and other overseas plants.



In pursuit of a sustainable society

SMC is actively engaged in activities for environmental preservation. The Company has a basic
philosophy of directing its efforts to realizing sound global environments in carrying out its business
operations with the recognition that preservation of the global environment is one of the most
important issues facing people.

SMC set up its Environment Committee in 1998 and acquired I1SO 14001 certification for all its
domestic factories and its technical center. Since then, we have upgraded our efforts to preserve the
environment, while also raising the awareness of our employees, by taking advantage of
the opportunities to renew the certification.

Our activities during fiscal 2002 and our future challenges are summarized below.

Our Commitment to

” %nvironmental Preservation

Energy conservation

To help save energy, we carried out various efforts to reduce power consumption,
thereby reducing CO2 emissions. Such efforts included reducing the standby power
consumption of machining equipment, introducing inverter compressors, turning off
unnecessary lights and adopting the use of SMC air blow guns.

Saving resources

To help reduce the amount of waste, we are actively engaged in the “3R—Reduce,
Reuse, and Recycle” activities. These include promoting the recycling of waste through
separated collection, the reuse of water used for cleaning, the reuse of solvents, the reuse
of plastic waste and switching to recycling-oriented suppliers.

Control of chemical substances

We keep a close eye on the handling of chemical substances that might have an adverse effect on
the environment and are also trying to minimize the use of such substances. In particular, we are
promoting the adoption of alternative washing machines, doing studies of CFC substitutes,
encouraging the switchover to hydrocarbon detergents and hot-water cleaning and increasing green
procurement.

For the reportable substances according to the PRTR Law, which are hexavalent chromium,
methylene chloride, nickel compound, chlorofluorocarbon 141b and toluene, the Soka No. 1, Soka
No. 3, Tsukuba No. 1, Tsukuba No. 2, Kamaishi and Yamatsuri factories annually report to the
relevant prefectures as prescribed by law.

10




Product assessment

As part of its efforts to design and develop environment-friendly products, SMC has been carrying
out product assessments. Following the product assessments, products that effectively reduce
the environmental load are put on the market after 1-2 years in development. During fiscal 2002,
product assessments were made on 18 models—more than planned.

In fiscal 2003, we plan to carry out assessments on more than 12 models.

Major Products Developed as a Result of Product Assessments

] Precision Clean Regulator (SRP Series)

We have succeeded in reducing the air consumption of bleed-type
direct-acting precision clean regulator. The air consumption has been
reduced to about one-ninth that of similar conventional pressure
regulators

Energy-Saving Blow Gun (VMG Series)

By increasing the effective cross-section of the blow gun, we have significantly
reduced its pressure loss when blowing. Reduced pressure loss causes higher
blow-off pressure, reducing the amount of air consumption for the same
work.

3-Port Solenoid Valve (V100 Series)

In addition to achieving less energy consumption, we adopted a
more economical and environmental-friendly manufacturing method
for this product. The solenoid adopts a newly structured magnetic
circuit, which enables a significant reduction in the power
consumption of the valve while its size remains unchanged.

Other activities

Other environmental activities during 2002 included education and training for improving
the environment of our facilities, cleaning the areas surrounding our factories, promoting the green
purchase of office supplies and issuing environment reports.

In fiscal 2003, we will further intensify our efforts for environmental preservation by establishing a
target level of voluntary regulations, continually providing education and training for various
environmental activities, participating in regional environmental activities and so on.

Activity plans until fiscal 2004

We have specific goals to attain in 2002-2004. By 2004, we plan to reduce CO2 emissions by
more than 10% at our production units, maintain the current level at the technical center and
eliminate the use of methylene chloride and reduce the use of HCFC by 70%. Also, we aim to reduce
the percentage of landfill disposal to zero at our factories in the Soka area, and to less than 5% in
other areas. In addition, we plan to prepare environmental reports and to disclose our environmental

accounting.
1
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Industrial
Filters & Others

Outline

Air preparation equipment: purifiers use
cooling, dehumidification, and purification
effects to produce clean air for various
industrial applications.

Instrumentation equipment:
instrumentation devices are used

in the control mechanisms of pneumatic
power control systems in factories.
Hydraulic equipment: a variety of hydraulic
devices are used for purifying and cooling
hydraulic oil in hydraulic control systems,
and hydraulic cylinders for driving
equipment.

Industrial Filters: industrial filters using

a variety of filter materials remove solid
matter contained in air, gases, oil, and
chemicals.

Major Products

Air preparation equipment (air dryers, after-

coolers, etc.), Instrumentation equipment
(positioners, electric-pneumatic regulators,
etc.), Hydraulic equipment (cylinders, filters,
oil coolers, etc.), and industrial filters (main
line filters, mist separators, micro-mist
separators, super mist

separators, odor

removal filters, etc.)

Air Line
Equipment

Outline

Air line equipment provides auxiliary
functions for the reliable functioning of
directional control valves and actuators. Air
filters, for example, remove dust and other
substances from air fed by an air compressor;
regulators set air pressure to the required
level; and, lubricators atomize lubricating oil,
which is then fed to solenoid valves and
cylinders to keep them running smoothly.

Major Products

Air filters, air regulators, lubricators, modular
style ER.L. combinations,

speed controllers,

one-touch fittings,

vacuum units




Directional
Control Valves

Outline

Directional control valves are used to control

the direction of fluids in pneumatic systems.
Valves controlled by electric signals are called
solenoid valves and those controlled by
pneumatic pressure signals are called air-
operated valves. About 110,000 items are
available.

Major Products

Air-operated valves, hand valves, power
valves, solenoid

EIES

Actuators

Outline

Actuators are linear or rotary motion devices.

They are driven by compressed air switched
by directional control valves. The linear type is
a cylinder and the rotary type is a rotary
actuator. All of these devices, a total of
391,000 items, are used for moving,
fastening, or clamping work-pieces in

a pneumatic system.

Major Products

Air cylinders, compactly designed actuators,

rodless cylinders,
slide units, rotary
actuators, air

grippers

13
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Production and Sales Systems
Support Distribution
and Supply Worldwide

The overall Japanese economy
remained stagnant as
a whole, as represented by
the lingering slump in capital
investment and the shrinkage
of exports in the second half after
a recovery at the beginning of the year due to
a rally in demand from IT-related industries. Net
sales in Japan of pneumatic control equipment
advanced 13.7% from the previous year to
¥156,855 million, reflecting sales increases in
the IT-related and automobile industries, and
a rise in exports, especially to Asian and Western
countries. Operating income rose 62.7% to
¥21,263 million.

m Percentage of Net Sales
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Although marginal, there were
several signs of a market
upturn such as a recovery
in IT-related demand

following a cycle of inventory

adjustment and aggressive sales
promotion activity.
Apart from the mainstay semiconductor
industry, enhanced efforts to diversify into more
stable business sectors successfully resulted in
a year-over-year increase of 8.0% in net sales in
North America to ¥30,761 million.
Nevertheless, SMC recorded an operating loss of
¥413 million without fully offsetting fixed
expenses, although the amount of the loss
improved 79.3% from the previous term.
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ASIA AND OCEANIA

The ASEAN economies have

bottomed out with relatively

buoyant domestic demand,

which has been sufficient to

cover weak overseas demand,
which has been stagnant since
the collapse of the IT bubble. Although

m a decelerating undertone, affected by uncertain
perspectives of the economies in developed
countries, was seen late in the second half,
the regional economies in Asia showed a brisk
recovery from a slump in the previous fiscal
term. Moreover, sales performance was also
favorable in China, spurred by the transfer of
production bases by many manufacturers to
China from other Japan, the United States and
Europe. Net sales in Asia and Oceania expanded
30.2% to ¥33,003 million, and operating
income rose 37.8% to ¥5,897 million mainly
due to a sales increase and a decline in

14.8%

The European economy
suffered a slowdown
warranting no optimism in
industrialized countries such
as the United Kingdom and
Germany. SMC stressed its
marketing efforts on increasing sales channels
for greater penetration among customers and
recorded proceeds because of exchange rate
fluctuations owing to the depreciation of
the yen. As a result, net sales in Europe

16.9%

increased 13.6% to ¥36,496 million, and the fixed-cost ratio.
operating income jumped 70.3% to ¥1,191
million.

m Percentage of Net Sales m Percentage of Net Sales
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Enlargement of Yamatsuri Plant
Completed

A new building at the plant, which was designed to

streamline and strengthen the production system, was completed in August
2002.

The extension of the plant by 5,580 square meters prepares for the
potential recovery of demand, especially for chillers.

A Third Plant Completed
in China

RECTRES

In September 2002, the plant facilities of SMC
(Beijing) Manufacturing Co., Ltd., were completed
in the Beijing Export Processing Zone, as SMC's third plant in Beijing. This plant
will produce cylinders.

Based on the SMC Group's policy of globally optimizing places of production,
Chinese subsidiaries are positioned as the Group's core production bases to
further reinforce its overall production system.




