














Interview with the President

Having achieved increases in sales and profits for the
fifth consecutive fiscal term as well as record-high
profits for the fourth consecutive term, what is your
evaluation of the fiscal year ended March 31, 2007?
We surpassed the results of the previous fiscal year by a wide
margin, and as we cleared our objectives, | would give the year
under review more than 80 out of 100 if judging on points. In aiming
for a perfect 100, there are two topics that need to be addressed.
The first is boosting productivity to meet increasing global demand.
We have significantly enhanced productivity at the Tsuchiura Works,
our central production facility, and at the plant of Hitachi Construction
Machinery (Europe) N.V. in Amsterdam. To further respond to
increased demand, we are currently building a global structure to
increase productivity. Specifically, in Japan we commenced
construction of a plant for manufacturing hydraulic machinery
components and have also decided to construct an assembly plant
for ultra-large hydraulic excavators and dump trucks. Overseas, we
have formulated concrete plans for construction of a third plant in
India, and intend to upgrade plants in China and Indonesia.

The second issue is how we will go about absorbing the
escalating costs of raw materials and the increasing costs of
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compliance with environmental regulations. Together with working to
further cut costs, including by reducing inventory, | would like to see
supply chain management and efficient business operations put in
place across the entire Group.

Amid enormous demand for construction machinery,
where in the market do you believe the unique
strengths of HCM lie?

As demonstrated by our early entry into Russia, India, China and
other emerging markets overseas, taking the initiative is what led to
our current success. In opening up Nnew markets to construction
machinery, it takes 10 years of sustained efforts before plans can
come to fruition.

Another major characteristic to note is our business style. From
development and design to manufacturing, sales and service, the
HCM Group is fundamentally involved at every step along the way.
This method of conducting business from “upstream” to
“downstream” affords us the opportunity to hear what end-users are
saying. It is not just the needs of the machine that are highlighted,
but rather the needs relating to the solutions we offer. This essentially
makes it easier to discem the sources of profit that exist at key points
along the supply chain.




Among the strengths of the HCM Group, certainly
there is state-of-the-art product technology, as
represented by your flagship hydraulic excavator.
Hydraulic excavators stand out as examples of engineering
excellence among construction machinery. This is reflected by the
soaring demand seen in the U.S. construction market where
hydraulic excavators and mini-excavators are becoming an
increasingly prevalent component of product configurations, while
demand for backhoe loaders and skid steer loaders is declining.
This trend is being seen in emerging markets as well. Our
hydraulic excavator has a huge presence in the global
construction machinery market.

If you think that hydraulic excavators are tools that do nothing
more than dig dirt, you might not understand their appeal.
However, what if you were to consider them as robots? Whether
demolishing structures or picking up items, the hydraulic
excavator is really a human-operated, multi-functional robot.
Taking this perspective opens up a myriad of very real
possibilities.

One of the keys to advancing the field of construction
machinery is the control offered by robotic technology. Another is
energy conservation and environmental protection. In 2003, the
Group developed a hybrid wheel loader that operates on a diesel
engine and electric motor. Other efforts include development of a
battery-powered electric hydraulic excavator and a forklift that runs
on biodiesel fuel. These are examples of how we consider the
entire lifecycle of construction machinery to reduce the level of
CO. emissions.

Tell us about the new “SOH 2010—For the New
Stage” medium-term management plan.

In formulating our current medium-term management plan, we
considered how we wanted to be perceived 10 years from now,
and worked to clarify what we were lacking to reach our
objectives. Based on due consideration and reflection, we are
striving to realize our vision under the slogan, “Hitachi Construction
Machinery will be trusted by customers worldwide as a major
global player.” As a first phase to realize this goal, under the “SOH
2010—For the New Stage” plan, we will work to fortify an
unshakeable position among the top three construction machinery
manufacturers in the global market. In the second phase following
the completion of this medium-term management plan, we see
our image as making a significant leap forward ahead of the top
three manufacturers. In working to achieve our objectives 10 years
from now, we will make annual reviews to renew our plan on a
rolling basis, and work to accelerate the realization of numerical
consolidated targets of net sales exceeding ¥1 trillion and ordinary
income exceeding ¥100 billion.

You have previously discussed strengthening product
lineups. In more concrete terms, what kind of vision
do you have for this?

There has never been any intention to strengthen lineups across our
full range of products. Rather, we intend to strengthen our already
strong line of products, including hydraulic excavators and ultra-large
hydraulic excavators, as well as to focus management resources in
cultivating next core products that possess high prospects for
growth, namely, wheel loaders, mini-excavators, dump trucks,
cranes and forklifts. A notable example is a new dump truck model
developed in cooperation with Hitachi, Ltd. Scheduled to be
introduced this autumn, it uses the same AC drive system
technology as Shinkansen (bullet trains). Working in tandem with
ultra-large hydraulic excavators, these dump trucks can be expected
to present a formidable force in the booming mining market.

What is HCM’s strategy with regard to sales and
service?

It is not sufficient to simply sell products in order to raise profits in the
domestic business. We must establish a value-chain axis for system
selling, maintenance service, rental, used machinery and recycling,
finance and distribution, as well as heighten our ability to provide
solutions that efficiently utilize the functions these areas offer. Moving
forward with these efforts in Japan, | would like to see our experience
and track record form a proprietary business model to be
established at all our locations worldwide.

The deployment of the next-generation “Global
e-Service” with satellite communications is certainly
attracting a great deal of attention.

Global e-Service is a system that enables the remote observation of
machinery, and by using an electronic data box installed in each
machine, operational information is stored as a record that can be
confirmed in real time. Optimal management of machinery is
achieved through the sharing of information between customers and
HCM, thus raising maintenance efficiency as well as being useful in
developing asset management strategies and other initiatives.
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HCM may be building a global structure to enhance
productivity, but what is it doing in regard to a
structure for quality assurance overseas?

Under the key phrase, “Made by HITACHI,” HCM has established a
stringent quality assurance structure in order to secure a consistent
quality level at all production bases around the world. Included in this
is our positioning of product safety as a first priority. In addition to
conducting product safety checks and risk assessment at the
design and development stages, implementing an array of safety
trials and thoroughly evaluating safety of critical components, we also
work to further information sharing regarding major accidents that
take place in the market.

Moreover, the HCM “Quality Gleaning*” concept calls for
inspections to be carried out to identify the underlying cause of
accidents or breakdowns and to thoroughly prevent recurrence. Our
quality assurance activities include raising the technical level of
welding, machining, assembly, coating and quality with the
worldwide rollout of Global Monozukuri Assessment.

*9

* “Quality Gleaning”
In this process analogous to that depicted in a famous painting by Millet, accidents,
faults or errors for which countermeasures have already been taken are further
reviewed to remove internal causes and thoroughly prevent any recurrence.

What are your thoughts on the necessity of
strengthening procurement in line with increased
production?

In order for the manufacturers who supply parts to more easily
formulate production plans, for hydraulic excavators with an
operating mass of over 10 tons manufactured at the Tsuchiura
Works, we have developed a system where information on forecast
orders categorized according to part type will be made public up to
three years in advance. Based on this disclosed information we
request the submission of an action plan from key suppliers
incorporating these three-year advance forecasts. This plan is used
for discussion purposes and constitutes the cornerstone with which
procurement capabilities are strengthened.

With business experiencing such rapid growth, what
are your thoughts regarding risk management?

In the span of 10 or 15 years, the construction machinery industry
will likely experience increased growth. We will therefore work to
accelerate return on the variety of investments we will make over this
time. On the other hand, given that we cannot predict when the
market may fall into a recession, our aim is for a solid financial
structure where the break-even point has been lowered to the
degree that deficits will not be incurred even if sales drop by 30%.
The fundamentals of risk management means controlling retall
prices, initial costs, investments and risks associated with exchange
rates at a break-even point of 70% or less.

With CSR, it seems these days that social
contributions should have a fundamental connection
with business activities.

| believe the biggest contribution to society a company can make is
its own survival. This is also true for our customers, shareholders,
employees and suppliers. Expending all efforts in order to do this is
management’s biggest concem. Under this assumption, | believe
that, where possible, contributions to society should be made
through a variety of business activities.

Are you looking at M&A or other strategies to expand
HCM’s business?

At present, | question if corporate acquisitions are truly efficient. To
the contrary, it would be inefficient to acquire a manufacturer that has
overlapping product distribution channels. The new “SOH 2010”
management plan does not take any major M&As targeting
construction machinery manufacturers or others into account.
Rather, realizing our numerical targets is something that should be
accomplished utilizing the strength of the current HCM Group.

Do you have a closing message for shareholders?

The Group is steadily moving forward with the new “SOH 2010—For
the New Stage” medium-term management plan, and as a
comprehensive manufacturer of construction machinery, we are
striving to solidify our position as one of the world’s top three
construction machinery manufacturers. Together with working to
expand eamings, we aim to bolster dividends to shareholders while
raising market capitalization. I would like to thank all of our
shareholders for their understanding of HCM Group activities and
ask for your continued support.






