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ToOurShareholers and lnvestors

The new challenge of the Itochu Enex Group,
transition from the no. 1 energy trading com-
pany to a partner with society dedicated to bet-
ter lifestyles, has begun. During the past year,
we made steady progress as we expanded our
position of superiority in the fuels and energy
sector, and we made a concerted effort to build
new businesses wedded to “households and
consumers” ensured for the future.

Survival as a Winner Through Corporate Reform
I am pleased to provide the following report to our
shareholders and investors.

The Company’s name was changed to Itochu Enex in
July 2001, the organizational structure was revamped,
and former President Hideo Matsumura was appointed
as chairman at the meeting of the Board of Directors
following the General Meeting of Shareholders in June
2002. Mr. Kiyomi Yamada, former managing director of
Itochu Corporation, was appointed president to further
upgrade the management system.

Our report presents the consolidated business
results of the Company group for the term ended March
31, 2002. Selling prices for oil products declined rapidly
due to deflationary conditions during the past year.
However, net sales declined only slightly due to higher
gasoline sales volume compared to the previous fiscal
year. Earnings were impacted by deteriorated profitabil-
ity for the Tokai Corporation, a consolidated subsidiary,
and margins were crimped by expenses for liquidation
of subsidiaries and lower selling prices. Therefore, oper-
ating income and net income both fell.

While the oil industry was beset by closings of ser-
vice stations due to deteriorating business conditions,
the Company concentrated on upgrading management
of Company-affiliated service stations as its main results
for the term. The effect of a continuous scrap-and-build
policy increased Company-affiliated service stations by
41 stations to a total of 2,121 service stations. The
Company’s exclusive brand, Chuboy service stations, also
increased by 83 stations to 365 service stations. In the
area of LP Gas sales, the Company became the top
shareholder of Shinanen Co., Ltd., through which the
Company strengthened cooperative relationships
throughout all business segments.

At the same time, the business focus and profitability
of the new car life and home life business segments
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Left: Hideo Matsumura, Representative Director and Chairman
Right: Kiyomi Yamada, Representative Director and President

were revamped, and full-scale startup of operations
commenced in the spring. We also branched out into
Taiwan, which is proceeding with deregulation. Thus,
Company policy calls for a proactive approach to over-
seas operations as well.

The energy industry is now highly competitive, and
the current shake-out has accelerated. Thus, all employ-
ees of the Company group have a shared value of
“responding to company needs,” and our movement
toward growth is faster than that of other companies.
We fully intend to remain an energetic company group
responsive to the desires of shareholders and investors.

Hideo Matsumura,
Representative Director and Chairman
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Kiyomi Yamada,
Representative Director and President

July 2002
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Striving for Survival Amid Intense Competition and
Emergence as the Strongest Company Group

Itochu Enex has embarked on a drastic corporate transformation ranging from the
company name to our management philosophy, business domain, operational poli-
cies, and organization.

However, this effort exceeds mere corporate reform, as all employees have
improved their consciousness of goal attainment. True reform will not be realized
without an all-out effort.

I am advocating enhanced management efficiency and management functions
so that Itochu Enex emerges as a stronger corporate group. And through resolute
decision-making, we will realize the future paradigm of being in a closer “partner-

ship with society.”

Kiyomi Yamada,
Representative Director and President

Mr. Yamada, born in 1946, is a native of Chiba
Prefecture. He joined Itochu Corporation in 1968
after graduating from the Faculty of Economics of
Yokohama National University. Mr. Yamada
became responsible for energy operations through
postings in Cairo and Tehran. He was appointed
director of Itochu Fuel Corporation (currently
Itochu Enex) in 1998 and managing director of
Itochu Corporation in 2001. Mr. Yamada was
appointed president of Itochu Enex in June 2002
after serving as in-house company president of
Itochu Corporation’s Energy, Metals & Minerals
Company. His hobbies are watching stage plays,
golfing with his family, and listening to music. He
likes the phrase, “wise men are quick to adapt
themselves to circumstances,” and his motto is
“every day is a new day that requires self-directed
change.”




Survival Amid Intense Competition

in the Energy Industry

| extend greetings to all stakeholders in Itochu Enex
upon my appointment as president.

The Company has recorded steady growth to the
present as the top company in fuel wholesaling.
However, intense competition, low end-user prices, and
other forbidding conditions prevail at the front-line of
sales. Additionally, applied research for next-generation
energy substitutes for oil and greater environmental
consciousness are demanding corporate reform
throughout the entire energy industry, and all compa-
nies are building new business models to ensure their
continued survival.

Therefore, the Company has positioned (1) further
expansion of energy operations, and (2) aggressive
development of new businesses as medium-term strate-
gies based on the three newly established business
segments. Energy operations are producing steady
results in efficiency of sales, purchasing, and cost reduc-
tion through existing affiliations with service stations,
new affiliations with LP Gas businesses, mergers and
acquisitions, and other business cooperation. We
became the leading shareholder of Shinanen in March
2002, and policies call for consolidation of bases, joint

deliveries, personnel exchanges, and other measures to

New Business

Format of the
Itochu Enex Group

maximize the synergistic effects of the group.

We also started up an energy solutions business for
industries in response to deregulation of electric power,
in addition to engaging in the development of
dimethyl ether DME, a next-generation clean energy,
and proving of the efficiency of fuel cells. In Taiwan,
which is making a transition to deregulation for its
state-operated oil industry, the Company’s experience
base is being tapped to provide know-how. Overseas
operations will be expanded into Southeast Asia and
the Chinese market in the future.

Proceeding with this series of measures will most
certainly allow Itochu Enex to survive the shake-out
that is leading to reorganization throughout the

energy industry.

Development of New Businesses and

Further Management Efficiencies

In new businesses, “upgrading of functions” to acceler-
ate results is recognized as an important management
issue.

The Company’s strength lies in its ability to utilize
relations with many customers built through the years
in retail sectors such as service stations and LP Gas sales.
Full understanding of the needs of the times and

customers, and timely delivery of products, services, and

Energy operations essential to society

Car-Life Management Business
Operations for total support of car life

Home-Life Management Business
Operations to support household lifestyles



information tailored to lifestyles suggest that these
operations have promising futures.

Aggressive alliances, mergers, and acquisitions
focused on car life and home life operations to respond
to the diverse needs of customers are certain to pro-
duce results in new business development as well.

Another pressing management issue is “thoroughly
efficient management” focused on reduction of total
assets. We are also making a concerted effort to form a
business structure with high asset efficiency and reduce
selling, general, and administrative expenses, and other
costs through early elimination of inefficient produc-
tion and sale of unprofitable operations. Synergistic
effects are also being pursued through business cooper-
ation with the Itochu Group in order to upgrade con-
solidated management, and we are resolved to
consolidate our position as the leader of the energy
industry, and achieve success in new businesses.

I am conducting an active dialogue with employees
in order to realize this vision, and all employees are pol-
ishing their individual abilities to increase corporate
value and produce an organizational structure that can

provide goals and incentives for attainment.

Higher Shareholder Value and Dividends, and
“Management Responsive to Customer Needs”
The Company’s basic policy is the continuance of stable
dividends to shareholders and investors, and an addi-
tional goal is raising the ratio of dividends to share-
holders’ equity. Cancellation of common shares of
treasury stock have been effected to the present, and
the special dividend of ¥3.0 for the previous fiscal year
to commemorate the Company’s 40th anniversary will
be added to the regular dividend to pay a dividend of

¥12.0 for the term. Further management efforts will be

made to realize higher share prices and dividends in the
future in order to meet expectations.

A system of administrative officers was imple-
mented to upgrade corporate governance, and an out-
side auditor was also added as a corporate auditor in
June. Additionally, quarterly settlement of accounts
was commenced beginning with the term under review
for timely disclosure of information to increase the
transparency of management. Efforts will also be made
to enhance investor relations (IR) activities and IR tools
highly regarded by the stock market.

The key to growth of Itochu Enex lies in early gen-
eration of earnings from new businesses. As a result, a
total effort will be made for “management that
responds to customer needs” to produce even closer
relations with consumers, and realize evaluation as a

company “in partnership with society.”



From the term under review, Itochu Enex established Industrial Materials,
Car-Life Management and Home-Life Management as the three business spheres
forming the core of its new corporate domain. The following is an introduction
to the first year of performance, per segment activities and future direction of
this new business structure.
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demand. Thanks to these efforts, results have steadily
increased.

A total energy services company, Itochu Enex Solutions
was established in June 2001 with Itochu Corporation and
Shinanen Co., Ltd. This company builds power generation
facilities at sites that require electricity, proposes “on-site
(distributed) energy services” for economical supply of elec-
tric power, and contributes to reduced electric power costs
for customers. Power generation, maintenance, and fuel
procurement are integrated, so this can be termed an
added-value business that leads to expanded sales of fuel oils.

Future development will key on expanded sales and acquisi-
tion of new clients for industrial fuel oils, our core business,
and higher sales and earnings through expansion of the pie
will be targeted for the time being. The “energy solutions
business” will be expanded based on a customer perspec-
tive, while upgrading sales of fuel oils for in-house power
generation to beef up the earnings base.

Environment-friendly energies are expected to become
the main performers in the medium and long term.
Therefore, the approaches to dimethyl ether (DME), which is
attracting attention as a next-generation energy source, lig-
uefied natural gas (LNG), and fuel cells, the main actor in
distributed power generation, are being upgraded.

DME is being developed as a resource jointly by [tochu
Corporation, Mitsubishi Gas Chemical, Mitsubishi Heavy
Industries, and JGC Corporation. The Company also plans to
enter the business in 2007.

LNG is currently being developed with a focus on invest-
ment in resource development and returns, and dividends
were achieved in the term under review as well. Fuel cells
key on active participation in development projects proceed-
ing for industrial, automobile, and household applications,
and we are targeting emergence as a major supplier.

Tokyo Fine Glass
(Precision three-dimensional coordinate measuring device)

Tokyo Fine Glass (Clean room)

The World of Tokyo Fine Glass

The company, established in 1985, is a high-
tech/high-touch enterprise which supports the
semiconductor industry. Minute electrical cir-
cuits on the surfaces of semiconductors are
etched on silicon wafers formed in furnaces.
High-purity quartz glass products developed
by the company’s precision technologies are
employed in an environment of furnace tem-
peratures reaching 1,100°C to 1,200°C. Fusion
of cutting-edge technologies and human tech-
niques called “hi-tech operatives” make each
item a custom product. This processing tech-
nology has achieved a reputation for reliability
among the leading domestic semiconductor
manufacturers.
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Service stations affiliated with the Company group increased by 41 stations over the previ-

ous fiscal year to reach 2,121 stations as of March 31, 2002. Sales volume expanded, but net
sales and operating income were both down from the previous fiscal year due to deteriora-
tion of market conditions. A car inspection and repair business, and used car business slated

for national franchising were also commenced this spring.

Intense market competition, declining selling prices, and related factors
caused business conditions for service stations to remain forbidding,
and 1,500 service stations were closed throughout Japan during the
term under review as well. Amid this environment, the Company pro-
ceeded with scrap-and-build policies for affiliated service stations which
emphasize efficiency and profitability, and management was upgraded.
New construction and affiliations increased the number of stations by
108, while closings decreased stations by 67. As a result, the number of
affiliated service stations stood at 2,121 stations at term end, as the
number of stations rose by 41 over the previous fiscal year. The
Company also proceeded with new affiliations focused on its Chuboy
brand of service stations. Thus, Chuboy service stations increased by 83
stations over the previous fiscal year to reach 365 stations at term end.

On the other hand, self-service stations have been supported by
users in recent years, and their increase has been accelerating. Self-
service stations of the Company group also expanded from 28 stations
in the term under review to 100 stations. These service stations now
account for approximately 7.4% of the self-service stations in the
entire industry.

As outlined above, expansion of the sales base caused gasoline
sales volume to rise 2.5% over the previous fiscal year despite sluggish
demand throughout the industry. However, the deterioration of
market conditions could not be covered by expansion of sales volume,
and net sales for the term ended March 31, 2002 were down 3.6%

from the previous fiscal year to ¥346.4 billion (US$2,604,925 thousand).

Operating income dropped 4.1% from the previous fiscal year to ¥5.8
billion (US$44,075 thousand).

Number of Affiliated Sales Outlets

Sales
(millions of yen) oog
400,000 » 45
359,331 346,455
320,000 » 44
240,000 » <43
160,000 p 1.70 69 42
80,000 » 41
0 0
o1 02
W Sales

Operating Income to Sales Ratio

Sales Composition

Gasoline 63.10
Gas oils 20.30
Kerosene 9.30
Heavy fuel oils  4.70
Other 2.60

(number of stations)

1998 1999 2000 2001 2002
Service stations 1,870 2,037 2,057 2,080 2,121
Chuboy service stations (included in the above figures) (42) (125) (192) (282) (365)
Self-service stations (included in the above figures) — — (4) (28) (100)




Our Car-Life Management operations will totally support the car
lives of customers from new car purchase through scrapping. In
April 2002, the Company started up a business which will organi-
cally link car inspection and repair services and used car sales said
to have a market scale of ¥10 trillion. We already engage in busi-
ness cooperation with JAC Holdings in used car sales, and a joint
venture was established with Holiday, a major car inspection and
repair company. Nationally, 27,000 locations are targeted for fran-
chising as designated repair facilities, and 20 repair facilities are
slated for start-up during the current fiscal year. These facilities will
not engage solely in vehicle inspection and repair, as purchasing of
vehicles from customers desiring to replace their cars is also emerg-
ing as a strength.

The Company is developing “JAC bins” to make affiliated ser-
vice stations “authorized car information stores for customers,”
and customer information collected during servicing and inspection
is tied to used car sales. Messages recommending visits to service
stations are sent to approximately 1.2 million Car Enex Card mem-
bers by cellular telephone, and efforts are being made to increase
service station earnings, which are not exclusively dependent on
fuel oil sales.

A 10-percent share (¥48 million investment) of the stock of Taiwan
Associated Petroleum, established by 80 local oil product sales com-
panies, was acquired in March 2002, as Taiwan proceeds with
deregulation of its oil operations. The Company will engage in pro-
viding know-how and management guidance to secure non-oil
earnings from car washes, inspection, and other services, and there
will be expansion into the Southeast Asian and Chinese markets in
the medium and long term.

As outlined above, car life operations, which tie service sta-
tions more closely to customers, were started up this fiscal year,
and the year will be remembered as the first step in overseas
expansion. The Company continues to enhance its network focused
on its private brand of Chuboy service stations, while upgrading
new format strategies geared to improved earnings of service sta-
tions. Thus, a base for development of inspection services and the
used car sales business is being generated.

JAC Blue Station

Number of Service Stations

(number of stations) (number of stations)

2,250 » < 57,000
2,000 » 4 54,000
1,750 » < 51,000
1,500 » « 48,000
0 45,000

97 98 99 00 01 (Term end)

Affiliated service stations Chuboy service stations
[C] Total of fixed service stations nationally*

Estimated figures for 2001
*Source: Survey of the Natural Resources and Energy Agency

Self-service stations

Service Station Management Support in
Taiwan, the First Overseas Venture

Taiwan has proceeded with phased deregulation of
petroleum operations since 1999, and sales of non-oil
products, which were not allowed in service stations,
were completely deregulated in September 2001.
Taiwan Associated Petroleum, which was established
jointly by local sales companies of oil products as a
result of complete deregulation, currently engages in
wholesaling of petroleum products and manage-
ment of approximately 200 service stations.

Car inspections, car washes, and sales of car sup-
plies are planned in the future for Taiwan Associated
Petroleum to expand its number of service stations,
and increase customer drawing power and profitabil-
ity in the future. The Company invested in Taiwan
Associated Petroleum to seize this business opportu-
nity, and know-how geared to deregulation will be
provided in addition to training of service station
personnel, card operations development, and other
support.
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Unit sales prices declined due to lower LP Gas import prices, revenues fell because of the sale of
the Cicomart food chain, and profitability dropped at Tokai Corporation, a consolidated sub-

sidiary. Therefore, both revenues and earnings were lower.

The Company pursues expansion of scale through entry into the piped gas supply business
and the purchase of LP Gas retail sale rights, while producing results in operating efficiency and
cost reduction through consolidation and business cooperation. The “Kurashi-no-Mori" project,
which supports LP Gas operations, was also upgraded in terms of specifics.

The LP Gas industry is also beset by competition for market share
among competitors, and due to deregulation there is intense competi-
tion with companies from industries once exclusively involved in elec-
tric power, piped gas, natural gas, and other energy sources.
Therefore, consolidation of wholesaling and reorganization of sales
outlets has progressed.

Demand declined across the board in the term ended March 31,
2002 due to the sluggish economy and an increase in the average tem-
perature. The Company was able to secure higher sales volume than
the previous term through an increase in the number of customer
households. However, a drop in unit sales prices due to lower import
prices and losses on valuation of inventories occurred. A cost increase
for the purchase of LP gas retail sale rights also was a factor that
depressed earnings.

As a result, sales fell 12.6% from the previous term to ¥106.4 bil-
lion (US$800,609 thousand), and operating income declined 30.9% to
¥3.5 billion (US$26,361 thousand). Although business results fell com-
pared to the previous term, an earnings base for the future is being
strengthened by strategic forward-looking investments.

Consolidation and cooperation with other companies in the industry is
proceeding while the market share of LP Gas operations is being
expanded and efforts are being made to reduce expenses, primarily
distribution costs.

The Company acquired shares of Shinanen Co., Ltd. from Itochu
Corporation and investment funds in March 2002 to become the lead-
ing shareholder. Shinanen, which has a strong base in the Kanto
region, and the Company, which has strength in Western Japan, have
deepened their cooperative relationship, which is expected to produce

Sales
(millions of yen) goo
125000 121,802 45
417 106,481

100,000 » 44

3.29
75,000 » 43
50,000 p 42
25,000 » <1l
0 0

o1 02

W Sales

Operating Income to Sales Ratio

Sales Composition

LP Gas 52.30
Smoking devices 22.90
Housing equipment  9.60
Food products 6.80
Other 8.40

LP Gas filling station



major results in mutual use of sales and distribution bases in gas and
oil operations and operational efficiencies.

In expansion of market share, the LP Gas operations of Nichibei
Shokai, which has 11,000 customer households in Miyazaki Prefecture,
were acquired in May 2001 and consolidated with the Company's
Miyazaki branch.

In business cooperation with other companies, L-Net Shizuoka was
established with Gastec Service of the Chubu Gas Group in April 2001
to jointly operate LP Gas replenishment, transmission, and safety oper-
ations in central Shizuoka. Similar business cooperation began with
Mitsuuroko, Shinanen, Itochu Enex Homelife Higashi-Kanto, and
Mitoren in Ibaraki Prefecture in March 2002, as establishment of
Ibaraki Energic and other national alliances also progressed.

The “Kurashi-no-Mori" Project was kicked off by 14 LP Gas sales com-
panies throughout Japan in April 2002. All households in Japan using
LP Gas are targeted for closer customer relations, and products and ser-
vices for living will be more widely offered to achieve the objective of a
strong earnings base.

A concept of total support of the lifestyles of customers is being
enunciated for the future, but “safety and peace of mind” will be the
concept in the near term. Development is currently focused on creation
of pleasant homes, security, and other Company operations and related
products. The efficacy of operations will be verified by sales companies
in the future, and a business geared to 1.2 million customer households
throughout Japan will be proposed to gas sales outlets in all regions.

Overall policies for home life operations in the current term will
continue to target expansion of LP Gas wholesaling and retail sales vol-
ume, and distribution costs will be reduced through business coopera-
tion with national gas sales companies and other companies in the
industry. National development of the “Kurashi-no-Mori" project will
also be realized at an early date, and efforts will be concentrated on
establishing a system that can flexibly provide products and services
that fully address customer needs.

Number of Affiliated Sales Outlets

Further Upgrading of Competitiveness
Through Acquisition of Shares of Shinanen
Oil and gas sales operations are undergoing
major changes in the environment along with
deregulation, and it will be essential to reform
structures to increase market competitiveness
and management efficiency. The current acquisi-
tion of shares (26.82% equity stake) will position
Shinanen, which is a fuel trading company of
the Itochu Group, as a member of the Company
group. The goal is establishment of a more com-
petitive, stronger group system through efficient
mutual use of the operating bases and business
resources of trading companies.

These companies will deepen their coopera-
tive relationships in the future as core compa-
nies of a domestic energy trading company, and
efforts will be made to improve management
efficiency, enhance sales capacity, and upgrade
customer services. Thus, a company group that is
“in partnership with society” will be formed
based on a response to new energy sources.

Lifestyle information
magazine proposing
rich lifestyles
"Kurashi-no-Mori"

1998 1999 2000 2001 2002
Number of LP Gas users under direct sale agreement (Unit: Thousands of households) 176 186 191 203 219
Auto gas stands (Unit: Number of outlets) 129 128 127 127 134
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(Front row from left)

Representative Director and Senior Managing Director

Masayuki Teshima

(Back row from left)
Managing Director
Mutsuo Sezaki

Managing Director
Tadashi Maeda
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Managing Director
Toshio Sato

Managing Director
Masaki Yamanishi
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Representative Director and President

Kiyomi Yamada
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Managing Director

Tsuyoshi Matsuki

Managing Director

Directors and Officers (as of June 27, 2002)

Representative Director and Chairman

Representative Director and President

Representative Director

and Senior Managing Director

Senior Managing Director

Managing Directors

Director

Hideo Matsumura

Kiyomi Yamada

Masayuki Teshima

Hideshi Sueyasu

Tadashi Maeda
Tsuyoshi Matsuki
Masaki Yamanishi
Toshio Sato
Kazumi Tanikoshi
Mutsuo Sezaki

AkihisaMatsumoto
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Hideo Matsumura

Senior Managing Director
Hideshi Sueyasu

Kazumi Tanikoshi

Standing Corporate Auditors

Corporate Auditors

Executive Officers

Representative Director and Chairman

Toshiyuki Sumitomo
Fumio Sato

Kozo Ota
Shuichi Nanba

Isao Akizuki
Shunichi Ogane
Toshiaki Ishii
Kunio Kanezaki
Masami Okada
Yasuyuki Shimizu
Keiichiro Sato
Shuji Arimitsu
Kaoru Kato
Hideo Miki
Toshikazu Honkado
Akira Doi







ITOCHU ENEX CO., LTD. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

I. Basis of Presenting Consolidated Financial Statements

The accompanying consolidated financial statements have
been prepared in accordance with the provisions set forth in
the Japanese Securities and Exchange Law and its related
accounting regulations, and in conformity with accounting
principles and practices generally accepted in Japan, which are
different in certain respects as to application and disclosure
requirements of International Accounting Standards. The
consolidated financial statements are not intended to present
the financial position, results of operations and cash flows in
accordance with accounting principles and practices generally
accepted in countries and jurisdictions other than Japan.

In preparing these consolidated financial statements, certain
reclassifications and rearrangements have been made to the
consolidated financial statements issued domestically in order
to present them in a form which is more familiar to readers
outside Japan. In accordance with accounting procedures

generally accepted in Japan, certain comparative disclosures
are not required to be and have not been presented herein.

The consolidated financial statements are stated in
Japanese yen, the currency of the country in which
ITOCHU ENEX CO,, LTD. (the “Company”) is incorporated
and operates. The Japanese yen figures in the consolidated
financial statements are in millions, with fractions omitted. As
a result, the totals in yen do not necessarily agree with the
sums of the individual amounts.

The translations of Japanese yen amounts into U.S. dollar
amounts are included solely for the convenience of readers
outside Japan and have been made at the rate of ¥133 to $1,
the approximate rate of exchange at March 31, 2002. Such
translations should not be construed as representations that
the Japanese yen amounts could be converted into U.S. dol-
lars at that or any other rate.

2. Summary of Significant Accounting Policies

a. Consolidation
The consolidated financial statements as of March 31,
2002 include the accounts of the Company and its 41 (45 in
2001) significant subsidiaries (together, the “Group”).
Investments in 36 (40 in 2001) unconsolidated subsidiaries
and 17 (14 in 2001) associated companies are accounted for
by the equity method.

b. Cash Equivalents

Consolidated goodwill is amortized on a straight-line basis
over periods estimated to be benefited, from 5 to 10 years.

All significant inter-company balances and transactions have
been eliminated in consolidation. All material unrealized profit
included in assets resulting from transactions within the
Group is eliminated.

Cash equivalents are short-term investments that are readily convertible into cash and that are exposed to insignificant risk

of changes in value. Cash equivalents include time deposits, certificate of deposits, commercial paper and mutual funds investing

in bonds that represent short-term investments, all of which mature or become due within three months of the date of

acquisition.

Cash and cash equivalents at end of year in the consolidated statements cash flows for the years ended March 31, 2002 and

2001 are reconciled with cash and marketable securities in the consolidated balance sheets as follows:

Thousands of

Millions of yen U.S. dollars

2002 2001 2002
Cash ¥34,210 ¥30,035 $257,218
Time deposits due over three months — (3,132) —
Cash equivalents included in marketable securities 600 1,205 4,511
Cash and cash equivalents ¥34,811 ¥28,109 $261,737
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c. Inventories

Substantially all merchandise inventories are stated at the
lower of cost or market, cost being determined by the mov-
ing average method.

Consumer-related goods are stated at cost, determined
by the first-in, first-out method.

d. Marketable and Investment Securities
Securities are classified and accounted for, depending on
management’s intent, as follows:
i) held-to-maturity debt securities, which are expected to be
held to maturity with the positive intent and ability to hold to
maturity, are reported at amortized cost and
i) available-for-sale securities, which are not classified as the
aforementioned securities, are reported at fair value, with
unrealized gains and losses, net of applicable taxes, reported
in a separate component of shareholders’ equity.
Non-marketable available-for-sale securities are stated at
cost determined by the moving-average method. For other
than temporary declines in fair value, non-marketable
available-for-sale securities are reduced to net realizable
value by a charge to income.

e. Property, Plant, and Equipment

Property, plant, and equipment are stated at cost.

Depreciation of property, plant, and equipment of the
Company and its consolidated domestic subsidiaries is com-
puted substantially by the declining balance method at rates
based on the estimated useful lives of the assets, while the
straight-line method is applied to the buildings of the
Company and its domestic subsidiaries, and to all property,
plant, and equipment of consolidated foreign subsidiaries.

The range of useful lives is principally from 3 to 50 years
for buildings and structures and from 2 to 22 years for
machinery and equipment, and other.

f. Retirement and Pension Plans

The Company has an unfunded retirement benefit plan
and two funded pension plans for all of its employees.

Certain consolidated domestic subsidiaries have unfunded
retirement benefit plans or funded pension plans and set up a
liability for retirement allowances at 100% of the amount
which would be required if all employees voluntarily termi-
nated their employment at the balance sheet date, less
amounts funded by pension plans.

Effective April 1, 2000, the Group adopted a new account-
ing standard for employees’ retirement benefits and account-
ed for the liability for retirement benefits based on projected
benefit obligations and plan assets at the balance sheet date.
The transitional obligation of ¥4,620 million ($34,738 thou-
sand) at the beginning of the year is being amortized over five
years and the annual amortization is presented as other
expense in the income statements.

The annual provisions for retirement benefits of the
Company to directors and corporate auditors are calculated
to state the liability at the amount that would be required if
all directors and corporate auditors retired at each balance
sheet date.

g. Leases

All leases are accounted for as operating leases. Under
Japanese accounting standards for leases, finance leases that
deem to transfer ownership of the leased property to the
lessee are to be capitalized, while other finance leases are
permitted to be accounted for as operating lease
transactions.



h. Income Taxes

The Group applies an accounting method for inter-period
allocation of income taxes based on the asset and liability
method.

Deferred income taxes are recorded to reflect the impact
of temporary differences between assets and liabilities recog-
nized for financial reporting purposes and such amounts rec-
ognized for tax purposes. These deferred taxes are measured
by applying currently enacted tax laws to the temporary
differences.

i. Appropriations of Retained Earnings

Appropriations of retained earnings at each year-end are
reflected in the financial statements for the following year
upon shareholders’ approval.

j- Foreign Currency Transactions

All short-term and long-term monetary receivables and
payables denominated in foreign currencies are translated
into Japanese yen at the exchange rates at the balance sheet
date.

k. Foreign Currency Financial Statements

The balance sheet accounts of the consolidated foreign
subsidiaries are translated into Japanese yen at the current
exchange rates as of the balance sheet date except for share-
holders’ equity, which is translated at the historical exchange
rate. Differences arising from such translation are shown as
“Foreign currency translation adjustments” in a separate
component of shareholders’ equity in accordance with the
revised accounting standard for foreign currency transac-
tions. Revenue and expense accounts of the consolidated for-
eign subsidiaries are translated into yen at the average rate.

I. Derivatives and Hedging Activities

The Company uses derivative financial instruments to
manage its exposures to fluctuations in interest rates. The
Company does not enter into derivatives for trading or spec-
ulative purposes.

The Company applies an accounting standard for deriva-
tive financial instruments. This standard requires that: a) all
derivatives be recognized as either assets or liabilities and
measured at fair value, and gains or losses on derivative
transactions are recognized in the income statement and b)
for derivatives used for hedging purposes, if derivatives quali-
fy for hedge accounting because of high correlation and effec-
tiveness between the hedging instruments and the hedged
items, gains or losses on derivatives are deferred until matu-
rity of the hedged transactions.

The interest rate swaps which qualify for hedge account-
ing and meet specific matching criteria are not remeasured at
market value, but the differential paid or received under the
swap agreements are recognized and included in interest
expenses or income.

m. Per Share Information

The computation of net income per share is based on the
weighted average number of shares of common stock out-
standing during each year, retroactively adjusted for stock
splits.

Cash dividends per common share shown in the state-
ments of income are the amounts applicable to the respec-
tive years without giving retroactive adjustment for
subsequent stock splits.
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I 3. Marketable and Investment Securities

Information regarding each category of the securities classified as available-for-sale at March 31, 2002 and 2001 was as follows:

Millions of yen

Unrealized Unrealized Fair

Year ended March 31, 2002 Cost gains losses value
Equity securities ¥4,192 ¥406 ¥843 ¥3,755
Debt securities 30 0 3 26

Millions of yen

Unrealized Unrealized Fair

Year ended March 31, 2001 Cost gains losses value
Equity securities ¥5,804 ¥1,264 ¥163 ¥6,905
Debt securities 7 0 0 7

Millions of U.S. dollars

Unrealized Unrealized Fair

Year ended March 31, 2002 Cost gains losses value
Equity securities $31,519 $3,053 $6,338 $28,233
Debt securities 226 0 23 195

Carrying amount of principal available-for-sale securities of which fair value is not readily determinable as of March 31, 2002
and 2001 were as follows:

Thousands of

Millions of yen U.S. dollars

2002 2001 2002
Equity securities ¥1,216 ¥1,349 $9,143
Debt securities 10 10 75
Total ¥1,226 ¥1,350 $9,218

Proceeds from sales of available-for-sale securities for the years ended March 31, 2002 and 2001 were ¥4,615 million
($34,699 thousand) and ¥1 1,684 million, respectively. Gross realized gains and losses on these sales, computed on a moving
average cost basis, were ¥440 million ($3,308 thousand) and ¥50 million, respectively, for the year ended March 31, 2002, and
were ¥2,976 million and ¥699 million, respectively, for the year ended March 31, 2001.



I 4. Short-term Borrowings and Long-term Debt

Short-term borrowings at March 31, 2002 and 2001 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2002 2001 2002
Short-term loans principally from banks, at an approximate
average rate of 0.66% (2002) and 0.77% (2001) ¥18,539 ¥20,127 $139,391
Current portion of long-term debt 2,602 1,320 19,564
Total ¥21,142 ¥21,448 $158,962

Long-term debt at March 31, 2002 and 2001 consisted of the loans from banks and others due until April 2007, less its cur-
rent portion. Annual maturities of long-term debt as of March 31, 2002, except for current portion, within five years were as

follows:

Years ending March 31 Millions of yen Thousands of U.S. dollars
2004 ¥7,300 $54,887

2005 5,342 40,165

2006 3,555 26,729

2007 5,046 37,940

Bonds payable at March 31, 2002 and 2001 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2002 2001 2002
Unsecured 2.55% Japanese yen bonds, due November 2001 ¥ — ¥ 5,000 $ —
Unsecured 2.30% Japanese yen bonds, due December 2002 5,000 5,000 37,594
Unsecured 2.53% Japanese yen bonds, due February 2002 — 5,000 —_
Unsecured 1.00% Japanese yen bonds, due February 2004 5,000 5,000 37,594
Unsecured 1.08% Japanese yen bonds, due March 2006 5,000 — 37,594
Total 15,000 20,000 112,782
Less current portion (5,000) (10,000) (37,594)
Bonds payable, less current portion ¥10,000 ¥10,000 $ 75,188

The carrying amounts of assets pledged as collateral for short-term bank loans of ¥969 million ($7,286 thousand) and long-

term debt of ¥240 million ($1,805 thousand) at March 31, 2002 were as follows:

Year ended March 31, 2002 Millions of yen Thousands of U.S. dollars
Notes receivable ¥ 49 $ 368
Buildings and structures, net of accumulated depreciation 93 699
Land 372 2,797

Total ¥516 $3,880

The Company has entered into a credit facility with The Sumitomo Trust & Banking Co., Ltd. and three other banks to raise
working funds efficiently. The facility provides for a maximum line of credit of ¥5,000 million ($37,594 thousand). As of March

31, 2002 there was no balance outstanding.
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I 5. Retirement and Pension Plans

Under most circumstances, employees terminating their employment are entitled to certain severance payments based on

their rates of pay at the time of termination, length of service, and certain other factors. If the termination is involuntary,
caused by retirement at the normal retirement age, or caused by death, the employee is entitled to greater payments than in

the case of voluntary termination.

The Company has two pension plans, one which is a contributory pension plan (the “first pension plan”) which covers

employees under 55 years of age who terminate employment.
Contributions to this plan are made 50% each by the Company and its employees.

The other pension plan (the “second pension plan”) is a noncontributory plan which covers employees 55 years of age and

over who terminate employment.
In addition 25 consolidated subsidiaries have pension plans.
The liability for employees’ retirement benefits at March 31, 2002 and 2001 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2002 2001 2002

Projected benefit obligation ¥34,438 ¥34,124 $258,932
Fair value of plan assets (17,518) (18,705) (131,714)
Unrecognized prior service cost 280 311 2,105
Unrecognized actuarial gain (7,457) (6,608) (56,068)
Unrecognized transitional obligation (2,772) (3,696) (20,842)
Net liability ¥ 6,970 ¥ 5427 $ 52,406

The components of net periodic benefit costs for the year ended March 31, 2002 were as follows:

Thousands of

Millions of yen U.S. dollars
2002 2001 2002

Service cost ¥1,633 ¥1,239 $12,278
Interest cost 904 965 6,797
Expected return on plan assets (653) (699) (4,910)
Amortization of actuarial difference 660 — 4,962
Amortization of prior service cost (€1)) 2) (233)
Amortization of transitional obligation 924 924 6,947
Net periodic benefit costs ¥3,437 ¥2,430 $25,842

Assumptions used for the year ended March 31, 2002 were set forth as follows:

Discount rate 2.8 to 3.0%
Expected rate of return on plan assets 3.1 to 4.0%
Amortization period of prior service cost 10 years
Recognition period of actuarial gain / loss 10 years
Amortization period of transitional obligation 5 years



I 6. Revaluation of Land

In accordance with the Land Properties Revaluation Act,
the Company devalued land used in the ordinary course of
business as of March 31, 2002. The amount equal to estimat-
ed tax recovery on devaluation loss was recorded as
deferred tax assets on land revaluation and the remaining

balance after deducting such amount from devaluation loss
was shown as a separate component of shareholders’ equity,
unrealized land revaluation loss, in the consolidated balance
sheets.

7. Shareholders’ Equity

The Japanese Commercial Code (the “Code”) requires at
least 50% of the issue price of new shares to be designated as
stated capital as determined by resolution of the Board of
Directors. Proceeds in excess of amounts designated as stat-
ed capital are credited to additional paid-in capital.

The Code also requires companies to appropriate from
retained earnings to a legal reserve an amount equal to at
least 10% of all cash payments which are made as an appro-
priation of retained earnings until total of such reserve and
additional paid-in capital equals 25% of stated capital. The

reserve of the Company, which is included in retained earn-
ings, amounted to ¥1,706 million ($12,827 thousand) and
¥1,626 million as of March 31, 2002 and 2001, respectively,
and is not available, in principle, for dividends but may be
used to reduce a deficit by resolution of the shareholders.

The Company may transfer portions of additional paid-in
capital and legal reserve to stated capital by resolution of the
Board of Directors. The Company may also transfer portions
of unappropriated retained earnings, available for dividends,
to stated capital by resolution of the shareholders.

8. Income Taxes

The Company and its domestic subsidiaries are subject to Japanese national and local income taxes which, in the aggregate,

resulted in a normal effective statutory tax rate of approximately 42.1% for the years ended March 31, 2002 and 2001.

Reconciliation between the normal effective statutory tax rate for the year ended March 31, 2002 and 2001 and the actual

effective tax rate reflected in the accompanying consolidated statement of income were as follows:

2002 2001
Normal effective statutory tax rate 42.1% 42.1%
Expenses not deductible for income tax purposes 4.2 3.9
Change in valuation allowance (8.8) (17.3)
Loss on liquidation of subsidiaries and other (6.7) —
Amortization of negative goodwill 3.6) 3.4)
Other — net 1.9 0.7
Actual effective tax rate 29.1% 26.0%
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I 9. Research and Development Costs

Research and development costs are charged to income
as incurred. Costs of research and development for the

years ended March 31, 2002 and 2001, totaled ¥370 million
($2,782 thousand) and ¥364 million, respectively.

10. Derivatives

The Company enters into interest rate swap contracts to
manage its interest rate exposures on certain liabilities. All
derivative transactions are entered into to hedge interest
exposures incorporated within its business.

Accordingly, market risk in these derivatives is basically
offset by opposite movements in the value of hedged liabili-
ties. The Company does not hold or issue derivatives for
trading purposes. Because the counterparties to these deriv-
atives are limited to major international financial institutions,
the Company does not anticipate any losses arising from
credit risk.

The use of derivatives is individually authorized by the
Board of Directors’ meeting and approved by the Head of
Business Support (Managing Director). The execution and
control of derivatives are controlled by the Finance-
Accounting Department. Derivative contracts are executed
by the Finance Department Senior Manager and reviewed by
the Finance-Accounting Department General Manager.

The Company had no derivatives contracts outstanding at
March 31, 2001 and 2000.

The interest rate swaps which qualify for hedge account-
ing for the years ended March 31, 2002 and 2001 were
excluded from disclosure of market value information.

I 1. Contingent Liabilities

At March 31, 2002 the Group was contingently liable for the following:

Millions of yen Thousands of U.S. dollars

Guarantee on loans and others

¥7,592 $57,083




I 12. Subsequent Events

a. Resolutions of shareholders’ meeting
At the general shareholders’ meeting held on June 27, 2002, the Company’s shareholders approved the following appropri-
ation of retained earnings for the year ended March 31, 2002, to provide for a stock option plan and the repurchase of
treasury stock:
(I) Appropriation of retained earnings
Appropriation of retained earnings for the year ended March 31, 2002 was as follows:

Millions of yen Thousands of U.S. dollars
Year-end cash dividends, ¥6.00 ($0.045) per share ¥572 $4,301
Directors’ bonuses 50 376
Total ¥622 $4,677

(2) Stock option plan
The plan provides for granting options to directors, executive officers and employees to purchase up to | |13 thousand
shares of the Company’s common stock in the period from July 1, 2004 to June 30, 2007. The option will be granted at the
greater of 105% of the average market value in the month previous to which the date of option grant belongs or the price
of the market value at the date when a contract of option grant is made.
(3) Purchase of treasury stock
The Company is authorized to repurchase, at management’s discretion, up to 4,000 thousand shares or ¥4,000 million
($30,075 thousand) of the Company’s stock.
b. Cancellation of treasury stock
The Company cancelled 455 thousand shares of treasury stock by offsetting its cost, amounting to ¥87| thousand ($6,549
thousand), with additional paid-in capital from April 1, 2002 to June 27, 2002.
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I 13. Segment Information

Information about industry segments of the Company and its consolidated subsidiaries for the years ended March 31, 2002

and 200 were as follows:
Millions of yen

Industrial Car-life Home-life Elimination or
Year ended March 31, 2002 materials management  management Total corporate Consolidated
Sales and operating income:
Sales to customers ¥86,329 ¥346,455 ¥106,481 ¥539,265 — ¥539,265
Intersegment sales —_ —_ —_ — —_ —_
Total sales 86,329 346,455 106,481 539,265 —_ 539,265
Operating eXpenses..........ccccceeeieieuineuenencns 84,505 340,592 102,974 528,073 ¥ 2,868 530,941
Operating income ¥ 1,823 ¥ 5862 ¥ 3,506 ¥ 11,192 ¥(2,868) ¥ 8,324
Assets, depreciation
and capital expenditures:
Assets ¥26,165 ¥ 87,251 ¥ 64,628 ¥178,045 ¥53,247 ¥231,292
Depreciation 459 2,181 3,189 5,830 598 6,428
Capital expenditures ..........ccoceeeveuiueneneucne 523 2,788 4,101 7,412 653 8,065
Millions of yen
Industrial Car-life Home-life Elimination or
Year ended March 31, 2001 materials management  management Total corporate Consolidated
Sales and operating income:
Sales to customers ¥83,101 ¥359,331 ¥121,802 ¥564,235 — ¥564,235
Intersegment sales — — — — — —
Total sales 83,101 359,331 121,802 564,235 — 564,235
Operating eXpenses...........cceeeeueueuenne 81,344 353,217 116,726 551,287 ¥ 3,123 554,410
Operating income ¥ 1,757 ¥ 6,114 ¥ 5,076 ¥ 12,947 ¥ (3,123) ¥ 9,824
Assets, depreciation
and capital expenditures:
Assets ¥26,015 ¥108,378 ¥ 63,654 ¥198,047 ¥44,235 ¥242,284
Depreciation 465 2,326 3,017 5,809 629 6,438
Capital expenditures ..........ccceeueueuenee 324 3,034 4,179 7,537 501 8,039
Thousands of U.S. dollars
Industrial Car-life Home-life Elimination or
Year ended March 31, 2002 materials management  management Total corporate Consolidated
Sales and operating income:
Sales to customers $649,090 $2,604,925 $800,609 $4,054,624 — $4,054,624
Intersegment sales — — — — — —
Total sales 649,090 2,604,925 800,609 4,054,624 —_ 4,054,624
Operating eXPEnSEs..........ccceeeeeeeeerevenenenens 635,376 2,560,842 774,241 3,970,474 $ 21,564 3,992,038
Operating income $ 13,707 $ 44,075 $ 26,361 $ 84,150 $(21,564) $ 62,586
Assets, depreciation
and capital expenditures:
Assets $196,729 $ 656,023 $485,925 $1,338,684 $400,353 $1,739,038
Depreciation 3,451 16,398 23,977 43,835 4,496 48,331
Capital expenditures .........ccccccocvueuruencncnee 3,932 20,962 30,835 55,729 4,910 60,639

Notes: a. Industry segments are determined based on the common features of consumers’ daily life.
b. Main businesses of the respective industry segments are as follows:
Industrial materials — Provision of energy and materials to corporate clients, manufacture of quartz glass and pressurized gases, the
sale of asphalt and cement
Car-life management — Sales and services for car owners, centered primarily on the provision of gasoline, kerosene, diesel, heavy oil
lubricants, automotive accessories, vehicle inspections, car repair and the buying and selling of used vehicles mainly at service stations
Home-life management — Sales and services of products and merchandise for home and personal use, centered mainly on LP Gas,
smoking accessories, various devices (for fireplaces, kitchens, heating & cooling units, and residential facilities), foodstuffs, daily use
goods, mail-order merchandise, telecommunication equipment, books, writing implements, and sundries
c. The operating expenses included in “elimination or corporate,” not distributable to any segment, amounted to ¥2,868 million
($21,564 thousand) for the year ended March 31, 2002. The expenses were mainly incurred at business supporting departments such as
the Accounting Department and the General Affairs Department.
d. The assets included in “elimination or corporate,” not distributable to any segment, amounted to ¥53,247 million ($400,353 thou-
sand) as of March 31, 2002. The assets were mainly composed of surplus fund (i.e. cash and marketable securities) and long-term invest-
ment fund (i.e. investment securities), and the assets attributable to business supporting departments.
e. “Capital expenditures” and “depreciation” include long-term prepaid expenses and its amortization, respectively.



