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C O N S O L I D A T E D  F I V E - Y E A R  S U M M A R Y

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries
March 31 

Thousands of
Millions of yen U.S. dollars

1995 1996 1997 1998 1999 1999

For the year:
Net sales ¥1,588,003 ¥1,556,171 ¥1,729,495 ¥1,680,478 ¥1,443,457 $11,929,397
Operating income 50,582 32,069 35,409 27,901 22,860 188,926
Net income 13,065 6,545 8,839 5,340 839 6,934

At year-end:
Total shareholders’ equity 183,472 185,836 189,790 190,716 186,496 1,541,289
Total assets 1,234,897 1,286,000 1,287,172 1,277,022 1,229,285 10,159,380

Yen U.S. dollars

Per common share:
Net income ¥ 21.12 ¥ 10.36 ¥ 13.99 ¥ 8.45 ¥ 1.33 $ 0.01
Cash dividends 8.00 8.00 8.00 8.00 6.00 0.05

Ratios: 
Operating profit margin (%) 3.2 2.1 2.1 1.7 1.6
Return on equity (%) 7.6 3.5 4.7 2.8 0.4
Return on assets (%) 1.1 0.5 0.7 0.4 0.1
Interest coverage ratio (times) 2.0 1.5 1.8 1.5 1.4
Dividend payout ratio (%) 37.2 77.2 57.2 94.7 451.1

Note: U.S. dollar figures are translated from yen, for convenience only, at the rate of ¥121 to US$1, the approximate rate of exchange at March 31, 1999.
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M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A L Y S I S

Overview
During fiscal 1999, ended March 31, 1999, Japanese demand for
gasoline was relatively strong, but such factors as the slackness of
domestic economic conditions depressed demand for most other
petroleum products. Consequently, total domestic demand for
petroleum products fell below the fiscal 1998 level. Despite numer-
ous companies’ moves to improve the balance of supply and
demand by reducing crude-oil-processing capacities, fierce price
competition depressed the price of gasoline. Conditions for market-
ing industrial fuels were also severe because of a drop in demand
stemming from the recessionary economic conditions in Japan.

Amid this environment, Cosmo Oil recorded consolidated net
sales of ¥1,443.4 billion (US$11,929.3 million), down ¥237.0 billion,
or 14.1% from the previous fiscal year. The Company’s net income
plunged 84.2%, or ¥4.5 billion, to ¥0.8 billion (US$6.9 million). In
addition to the decrease in operating income that accompanied the
decline in net sales, the fall in net income reflected a special expense
of ¥6.0 billion (US$50.2 million) for the funding of an early retirement
system, which is a part of the Company’s corporate streamlining
strategy. In light of the harsh operating environment, the parent com-
pany reduced its cash dividends applicable to the fiscal year to ¥6.00
(US$0.05) per share, ¥2.00 below the level in the previous year.

Regarding oil exploration and development activities, Cosmo Oil
continued to emphasize autonomous capabilities and operations.
In October 1998, the Company began pilot production of crude oil
offshore Qatar.

With respect to new business, Cosmo Oil proceeded with prepa-
rations to begin IPP business in 2003 from a base in Yokkaichi, Mie
Prefecture. Currently, these preparations are focusing primarily on
environmental assessment studies.

Net Sales 
Consolidated net sales decreased 14.1%, or ¥237.0 billion, to
¥1,443.4 billion (US$11,929.3 million). Amid severe market condi-
tions, the volume of Cosmo Oil’s refining operations declined and the
overall drop in sales revenues exceeded that in procurement costs.

Looking at the parent company’s sales of individual products,
a slight rise in sales volume was offset by the effects of intensifying
competition and falling gasoline prices. Accordingly, net sales of
gasoline decreased. Net sales of kerosene, diesel fuel, heavy oils,
and other refined petroleum products were also down, reflecting a
downtrend in prices as well as the restraint of demand due to the
recessionary economic conditions in Japan. The performance of
other operations, in such fields as real estate and services, was
also weak overall. 

It is estimated that the drop in selling prices had the effect of
reducing net sales by ¥188 billion.

Costs, Expenses, and Earnings
On a consolidated basis, the cost of sales decreased 14.1%, or
¥207.9 billion, to ¥1,265.4 billion (US$10,458.2 million). As this
decline paralleled the drop in net sales, the ratio of cost of sales
to net sales remained at 87.6%, and gross profit fell 14.0%, or
¥29.1 billion, to ¥178.0 billion (US$1,471.1 million). The Company
worked to offset the increase in the burden of fixed charges due to
the decline in net sales through various cost-cutting programs and
the introduction of accounting systems that further reduced expens-
es by more accurately accounting for revenue and expense items.
(The principal accounting change was the shift from the declining
balance method to the straight-line method in accounting for depre-
ciation.) Consequently, the decrease in gross profit was held to the
same rate of decline as net sales. As drops in crude-oil procurement
prices were generally paralleled by similar drops in retail selling
prices, the lower procurement prices did not help reduce the ratio of
cost of sales to net sales. During the period, per-barrel crude-oil
prices averaged US$12.78, or US$4.56 lower than in the previous
fiscal year. Also depressing procurement costs was the appreciation
of the yen during the period; the average yen/dollar exchange rate was
¥123.68 to US$1 during the year under review, compared with
¥128.28 to US$1 during the previous year.

The Company made cost-cutting moves focused principally
on selling and shipping expenses, and, as just mentioned, shifted 
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from the declining balance method to the straight-line method for
accounting for the depreciation of marketing facilities, which reduced
its depreciation burden. Consequently, selling, general and admin-
istrative (SG&A) expenses decreased 13.4%, or ¥24.0 billion, to
¥155.1 billion (US$1,282.2 million). The ratio of SG&A expenses to net
sales stood at 10.7%, or approximately the same level as recorded
in the previous fiscal year. Thus, operating income totaled ¥22.8 bil-
lion (US$188.9 million), down 18.0%, or ¥5.0 billion.

Other expense, net, grew ¥5.0 billion, to ¥18.5 billion (US$152.9 mil-
lion). This stemmed mainly from the recording of ¥6.0 billion in
special severance payments for the early retired employees, in line
with the Company’s streamlining strategies. The Company also
recorded a rise in the gain on the disposal of tangible assets, a
drop in loss on the liquidation of subsidiaries and affiliates, and the
elimination of equity in earnings of affiliates. 

As a result, income before income taxes and minority interests
totaled ¥4.3 billion (US$35.9 million), down 69.9%, or ¥10.1 billion,
and net income dropped 84.2%, or ¥4.5 billion, to ¥0.8 billion
(US$6.9 million).

Net income per share, basic, declined from ¥8.45 to ¥1.33
(US$0.01).

Financial Position
In view of the severity of its operating environment, the Company
worked to concentrate its resources in strategically emphasized
fields and otherwise make more-efficient use of its total capital.
Accordingly, total assets decreased 3.7%, or ¥47.7 billion, to
¥1,229.2 billion (US$10,159.3 million). 

Current assets dropped ¥34.5 billion, to ¥512.8 billion (US$4,238.3 mil-
lion). This reflected a ¥14.6 billion drop in cash due to the use of cash
to reduce interest-bearing debt as well as drops of ¥12.9 billion in
inventories and ¥5.2 billion in notes and accounts receivable. 

Investments in property, plant and equipment—for the purpose of
constructing distillation units and installing control systems and other
facilities for ensuring stable supplies at refineries as well as for the
construction and remodeling of service stations—amounted to
¥31.3 billion (US$258.8 million) on a cash-flow basis. Reflecting
progress in depreciation, the closure of eight product shipment
depots, and the disposal of unused facilities, net property, plant and
equipment fell ¥11.1 billion, to ¥591.9 billion (US$4,892.1 million).

Other assets declined ¥2.0 billion, to ¥124.4 billion (US$1,028.8 mil-
lion), due to drops in long-term loans receivable and other assets,
other.

Total liabilities decreased 4.0%, or ¥43.0 billion, to ¥1,018.8 bil-
lion (US$8,420.4 million). Of this, short- and long-term interest-
bearing debt fell ¥11.2 billion, to ¥641.5 billion (US$5,302.1 million).
Operating liabilities and other liabilities were down ¥31.8 billion, to
¥377.3 billion (US$3,118.2 billion). This principally reflected a ¥7.3 bil-
lion drop in notes and accounts payable that accompanied the reduc-
tion of inventories as well as a ¥5.6 billion decrease in income, excise
and other taxes payable and a ¥19.8 billion fall in accrued expenses
and other current liabilities.

Due to a decrease in retained earnings, total shareholders’ equity
declined ¥4.2 billion, to ¥186.4 billion (US$1,541.2 million). Reflect-
ing the decline in liabilities, the equity ratio increased 0.2 percentage
point, to 15.1%.

Cash Flows
Cash decreased ¥14.6 billion during the year under review and
amounted to ¥37.3 billion (US$308.7 million) at March 31, 1999. At
31% of average monthly sales (¥120.2 billion), this level of cash may
appear low. Securities held as short-term investments amounted to
¥96.8 billion, however, and the total value of cash as well as such
securities was ¥134.2 billion, which management is confident
represents a sufficient level of liquidity.

Net cash provided by operating activities decreased ¥46.8 billion,
to ¥17.7 billion (US$146.4 million). Cash inflows from net income as
well as such noncash items as depreciation decreased ¥19.1 billion,
to ¥20.1 billion. This primarily reflected the lower level of net income
as well as the previously mentioned change in the method of account-
ing for depreciation. Cash outflows attributable to changes in operat-
ing and other assets and liabilities were ¥2.4 billion, compared with
¥25.2 billion cash inflows during the previous year. This corresponds
to a net rise of ¥27.7 billion in cash outflow.

Net cash used in investing activities decreased ¥41.7 billion,
to ¥17.8 billion (US$147.1 million). While capital investment edged
down ¥2.8 billion, to ¥31.3 billion (US$258.8 million), the drop in net
cash used in investment activities principally reflected a ¥34.4 billion
fall in the investment of surplus funds in securities, to ¥0.7 billion. In
addition, cash inflows due to the sale of property, plant and equip-
ment grew ¥5.8 billion, to ¥17.9 billion.

Net cash used in financing activities increased ¥9.2 billion, to
¥14.5 billion (US$120.5 million). This was owing to the Company’s
use of ¥9.5 billion of cash to reduce interest-bearing debt in line with
its financial strategy. The increase in net cash used in financing activ-
ities also reflected the absence of the large-scale bond issuance that
was undertaken in the previous year.
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C O N S O L I D A T E D  B A L A N C E  S H E E T S

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries
March 31, 1998 and 1999

Thousands of
U.S. dollars

Millions of yen (Note 1)
1998 1999 1999

ASSETS:
Current assets:
Cash ¥ 52,034 ¥ 37,354 $ 308,711
Marketable securities (Note 7) 96,814 96,871 800,587
Notes and accounts receivable 193,050 187,830 1,552,314

Less allowance for doubtful accounts (1,780) (1,279) (10,570)

191,270 186,551 1,541,744
Inventories (Note 3) 148,190 135,200 1,117,355
Other current assets 59,100 56,862 469,933

Total current assets 547,408 512,838 4,238,330

Property, plant and equipment:
Land 365,391 361,009 2,983,545
Buildings and structures 385,789 379,603 3,137,215
Machinery and equipment 309,645 313,488 2,590,810
Construction in progress 12,905 12,999 107,430

1,073,730 1,067,099 8,819,000
Less accumulated depreciation (470,628) (475,148) (3,926,843)

Net property, plant and equipment 603,102 591,951 4,892,157

Other assets:
Investments in unconsolidated subsidiaries, affiliates and securities 63,544 65,745 543,347
Long-term loans receivable 15,364 13,625 112,603
Other 47,604 45,126 372,943

Total other assets 126,512 124,496 1,028,893

¥1,277,022 ¥1,229,285 $10,159,380

The accompanying notes are an integral part of these statements.
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Thousands of
U.S. dollars

Millions of yen (Note 1)
1998 1999 1999

LIABILITIES AND SHAREHOLDERS’ EQUITY:
Current liabilities:
Short-term loans and current maturities of long-term debt (Note 4) ¥ 267,644 ¥ 278,277 $  2,299,810
Notes and accounts payable 133,308 125,996 1,041,289
Income, excise and other taxes payable 125,446 119,781 989,926
Accrued expenses and other current liabilities 109,837 90,022 743,984

Total current liabilities 636,235 614,076 5,075,009

Long-term debt, less current maturities (Note 4) 385,125 363,285 3,002,355

Retirement and severance benefits 2,391 2,466 20,380

Other long-term liabilities 38,182 39,047 322,702

Minority interests 24,373 23,915 197,645

Contingencies (Note 5 and 6)

Shareholders’ equity:
Common stock, par value ¥50 per share
authorized–1,700,000,000 shares;
issued–631,705,087 shares 51,887 51,887 428,818

Additional paid-in capital 34,092 34,092 281,752
Retained earnings 104,737 100,517 830,719

Total shareholders’ equity 190,716 186,496 1,541,289

¥1,277,022 ¥1,229,285 $10,159,380
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C O N S O L I D A T E D  S T A T E M E N T S  O F  I N C O M E

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries
Years ended March 31, 1997, 1998 and 1999

Thousands of
U.S. dollars

Millions of yen (Note 1)
1997 1998 1999 1999

Net sales ¥1,729,495 ¥1,680,478 ¥1,443,457 $11,929,397

Cost of sales 1,508,186 1,473,349 1,265,443 10,458,207

Gross profit 221,309 207,129 178,014 1,471,190

Selling, general and administrative expenses 185,900 179,228 155,154 1,282,264

Operating income 35,409 27,901 22,860 188,926

Other income (expense):
Interest and dividend income 2,343 2,076 2,177 17,992
Interest expense (Note 4) (21,380) (19,713) (18,488) (152,793)
Foreign currency exchange gain (loss) (3,192) 1,953 2,629 21,727
Gain on disposals of property, plant and equipment 3,424 694 5,125 42,355
Equity in (losses) earnings of affiliates 1,981 1,906 (1,406) (11,620)
Loss on liquidation of subsidiaries and affiliates — (2,313) — —
Write-down of marketable securities and investments in securities — (1,680) (2,238) (18,496)
Special severance payments for the early retired employees (3,226) — (6,080) (50,248)
Other, net 2,701 3,642 (228) (1,884)

(17,349) (13,435) (18,509) (152,967)

Income before income taxes and minority interests 18,060 14,466 4,351 35,959
Income taxes 8,310 8,092 3,269 27,017

Income before minority interests 9,750 6,374 1,082 8,942
Minority interests (911) (1,034) (243) (2,008)

Net income ¥ 8,839 ¥ 5,340 ¥ 839 $ 6,934

U.S. dollars
Yen (Note 1)

Amounts per share of common stock:
Net income ¥ 13.99 ¥ 8.45 ¥ 1.33 $ 0.01

Diluted net income 13.47 8.27 — —

Cash dividends 8.00 8.00 6.00 0.05

The accompanying notes are an integral part of these statements.
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C O N S O L I D A T E D  S T A T E M E N T S  O F  S H A R E H O L D E R S ’  E Q U I T Y

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries
Years ended March 31, 1997, 1998 and 1999

Millions of yen
Number of
shares of Additional

common stock Common paid-in Retained
(Thousands) stock capital earnings

Balance at March 31, 1996 631,705 ¥51,887 ¥34,092 ¥ 99,857
Net income for the year — — — 8,839
Cash dividends paid — — — (5,054)
Bonuses to directors and statutory auditors — — — (134)
Increase resulting from the mergers — — — 136
Increase resulting from increase in consolidated subsidiaries — — — 167

Balance at March 31, 1997 631,705 51,887 34,092 103,811
Net income for the year — — — 5,340
Cash dividends paid — — — (5,054)
Bonuses to directors and statutory auditors — — — (130)
Increase resulting from the mergers — — — 770

Balance at March 31, 1998 631,705 51,887 34,092 104,737
Net income for the year — — — 839
Cash dividends paid — — — (5,054)
Bonuses to directors and statutory auditors — — — (100)
Increase resulting from the mergers — — — 95

Balance at March 31, 1999 631,705 ¥51,887 ¥34,092 ¥100,517

Thousands of U.S. dollars (Note 1)
Additional

Common paid-in Retained
stock capital earnings

Balance at March 31, 1998 $428,818 $281,752 $865,595
Net income for the year — — 6,934
Cash dividends paid — — (41,768)
Bonuses to directors and statutory auditors — — (826)
Increase resulting from the mergers — — 784

Balance at March 31, 1999 $428,818 $281,752 $830,719

The accompanying notes are an integral part of these statements.
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C O N S O L I D A T E D  S T A T E M E N T S  O F  C A S H  F L O W S

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries
Years ended March 31, 1997, 1998 and 1999

Thousands of
U.S. dollars

Millions of yen (Note 1)
1997 1998 1999 1999

Cash flows from operating activities:
Net income ¥ 8,839 ¥ 5,340 ¥ 839 $ 6,934
Adjustments to reconcile net income to net

cash provided by (used in) operating activities:
Depreciation 35,738 34,228 21,773 179,942
Gain on disposals of property, plant and equipment (3,424) (694) (5,125) (42,355)
Write-down of marketable and investment securities — 1,680 2,238 18,496
Gain on redemption of convertible bonds — (1,524) (1,199) (9,909)
Loss on collectible accounts receivable — 2,313 974 8,050
Exchange gains on forward exchange contracts (699) (670) — —
Effect of decrease of consolidated subsidiaries — — (289) (2,388)
Bonuses to directors and statutory auditors (134) (130) (100) (826)
Decrease (increase) in other assets (1,319) (2,244) 2,221 18,355
Increase (decrease) in retirement and severance benefits (1,708) 58 84 694
Equity in losses (earnings) of affiliates (1,981) (1,906) 1,406 11,620
Increase (decrease) in minority interests 910 530 (459) (3,793)
Effect of increase of consolidated subsidiaries 752 — — —
Other, net (416) 4 18 149
(Increase) decrease in current assets:

Notes and accounts receivable (29,433) 16,098 4,274 35,322
Inventories (10,972) 19,899 10,410 86,033
Other current assets (5,083) 279 6,242 51,587

Increase (decrease) in current liabilities:
Notes and accounts payable 20,668 (48,031) (7,009) (57,926)
Income, excise and other taxes payable (31,616) 38,755 (5,655) (46,736)
Accrued expenses and other current liabilities (6,667) 673 (16,790) (138,761)

Increase (decrease) in other long-term liabilities 992 (100) 3,865 31,942

Net cash provided by (used in) operating activities (25,553) 64,558 17,718 146,430

Cash flows from investing activities:
Purchases of property, plant and equipment (31,021) (34,175) (31,325) (258,884)
Proceeds from disposals of property, plant and equipment 18,714 12,144 17,945 148,305
(Increase) decrease in marketable securities 24,425 (35,179) (753) (6,223)
Increase in investments in unconsolidated

subsidiaries, affiliates and securities (1,181) (5,816) (5,099) (42,140)
Decrease in long-term loans receivable 2,893 3,582 1,426 11,785
Effect of the mergers 142 (88) — —

Net cash provided by (used in) investing activities 13,972 (59,532) (17,806) (147,157)

Cash flows from financing activities:
Proceeds from long-term loans payable 40,527 42,799 67,716 559,636
Repayments on long-term loans payable (62,534) (50,178) (47,839) (395,364)
Proceeds from issuing straight bonds — 45,000 — —
Repayments on notes with warrants — (28,896) — —
Increase (decrease) in short-term loans 29,126 (8,966) (29,415) (243,099)
Cash dividends paid (5,054) (5,054) (5,054) (41,768)

Net cash provided by (used in) financing activities 2,065 (5,295) (14,592) (120,595)

Net decrease in cash (9,516) (269) (14,680) (121,322)
Cash at beginning of year 61,819 52,303 52,034 430,033

Cash at end of year ¥52,303 ¥52,034 ¥37,354 $308,711

The accompanying notes are an integral part of these statements.
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries

(1) Basis of preparation of consolidated financial statements

Cosmo Oil Company, Limited, (the “Company”) and its consolidated domestic subsidiaries maintain

their accounts and records in accordance with the provisions set forth in the Japanese Commercial

Code and the Securities and Exchange Law and in conformity with accounting principles and prac-

tices generally accepted in Japan, which are different from the accounting and disclosure require-

ments of International Accounting Standards. The accounts of overseas consolidated subsidiaries are

based on their accounting records maintained in conformity with generally accepted accounting princi-

ples and practices prevailing in the respective countries of domicile.

The accompanying consolidated financial statements are a translation of the audited consolidated

financial statements of the Company which were prepared in accordance with accounting principles

and practices generally accepted in Japan from the accounts and records maintained by the

Company and its consolidated subsidiaries and were filed with the Minister of Finance (“MOF”)

as required by the Securities and Exchange Law.

In preparing the accompanying consolidated financial statements, certain reclassifications have been

made in the consolidated financial statements issued domestically in order to present them in a form

which is more familiar to readers outside Japan. The consolidated statements of cash flows have

been prepared for the purpose of inclusion in the consolidated financial statements, although such

statements are not customarily prepared in Japan and are not required to be filed with MOF.

The translation of the Japanese yen amounts into U.S. dollars are included solely for the conve-

nience of the reader, using the prevailing exchange rate at March 31, 1999, which was ¥121 to

U.S.$1.00. The convenience translations should not be construed as representations that the

Japanese yen amounts have been, could have been, or could in the future be, converted into U.S.

dollars at this or any other rate of exchange.

(2) Reporting entity

The consolidated financial statements include the accounts of the Company and its significant sub-

sidiaries. Significant intercompany balances and transactions have been eliminated in the consolidation.

The excess of cost over net assets of subsidiaries acquired is amortized on a straight-line basis

over a period of five years.

Investments in significant affiliates (20% to 50% owned) are accounted for by the equity method

after the elimination of unrealized intercompany profits.

The number of consolidated subsidiaries and affiliates under the equity method at March 31, 1997,

1998 and 1999 were as follows:
1997 1998 1999

Consolidated subsidiaries 23 21 18
Affiliates 3 3 3

Investments in unconsolidated subsidiaries and affiliates not accounted for by the equity method are

carried at cost (adjusted for any substantial and non-recoverable decline in value). The effect on net

income not applying the equity method for these investments is not material in the aggregate.

(3) Translation of foreign currencies

Cash denominated in foreign currencies is translated at exchange rates prevailing at the balance sheet date.

Other assets and liabilities denominated in foreign currencies are translated into Japanese yen primarily

at the historical rates of exchange except for the payables in foreign currencies covered by forward ex-

change contracts, which are recorded at the contracted rates.

1
SUMMARY OF ACCOUNTING

POLICIES
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The financial statements of foreign consolidated subsidiaries are translated into Japanese yen at the

current rate except for shareholders’ equity, which is translated at the historical rates. The difference

resulting from the translation is included in the accompanying consolidated balance sheets as a part of

“Accrued expenses and other current liabilities.”

(4) Allowance for doubtful accounts

Notes and accounts receivable are valued by providing the maximum amount for possible losses with

respect to doubtful accounts which could be charged to income under the income tax laws in Japan

plus individually estimated uncollectible amounts.

(5) Marketable securities and investments in securities

Marketable securities and investments in securities are valued at their cost determined by the moving

average method.

(6) Inventories

Finished products, semi-finished products and materials are primarily stated at cost determined by the

last-in, first-out method (“LIFO”). 

In-transit inventory is stated at cost determined by the specific identification method.

(7) Property, plant and equipment and depreciation

Property, plant and equipment are stated at cost. Depreciation is computed over the estimated useful

lives of the assets primarily using the declining balance method. Effective April 1, 1998, due to the new

tax law, the Companies have shortened the estimated useful lives for buildings. As a result of this

change, both operating income and income before income taxes for the year ended March 31, 1999,

decreased by approximately ¥89 million ($736 thousand).

The cost and accumulated depreciation applicable to assets retired or otherwise disposed of are

eliminated from the related accounts and the gain or loss on disposal is credited or charged to income.

Expenditures for new facilities and those that substantially increase the useful lives of existing property, plant

and equipment are capitalized. Maintenance, repair and minor renewals are charged to income as incurred.

(8) Retirement and severance benefits and pension costs

Employees of the Company and its consolidated subsidiaries are entitled, in most circumstances, to

lump-sum severance payments on retirement or otherwise based on current rates of pay, length of ser-

vice and certain other factors. 

The Company and its consolidated subsidiaries provide for such liability, for severance benefits to the

extent of 100% of the benefits computed on the assumption that all employees voluntarily terminate

their employment at each year-end less those benefits covered by a non-contributory trusteed pension

plan as discussed below. Such liability is not funded.

Most employees with 10 years or more of continuous service with the Company and its consolidated

subsidiaries are covered by a non-contributory trusteed defined benefit pension plan.

The past service costs relating to the funded pension plan were amortized using declining balance

basis at 20%.

(9) Finance leases

Finance leases except those leases for which the ownership of the leased assets is considered to be

transferred to the lessee, are accounted for in the same manner as operating leases.
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(10) Shareholders’ equity

Under the Japanese Commercial Code, at least 50% of the issue price of new shares, with a mini-

mum of the par value thereof, is required to be designated as stated capital. The portion which is to

be designated as stated capital is determined by resolution of the Board of Directors. Proceeds in

excess of the amounts designated as stated capital are credited to additional paid-in capital.

In accordance with the new disclosure requirements effective from the year ended March 31, 1999,

legal reserve is included in retained earnings for 1999. Previously it was presented as a separate com-

ponent of the shareholders’ equity. The accompanying consolidated financial statements for the years

ended March 31, 1997 and 1998 have been reclassified to conform to the 1999 presentation.

The maximum amount that the Company can distribute as dividends is calculated based on the

unconsolidated financial statements of the Company in accordance with the Japanese Commercial

Code subject to certain covenant regarding convertible bonds (see Note 4).

(11) Issuance costs of corporate bonds

Issuance costs of corporate bonds were charged to income in the fiscal year incurred.

(12) Income taxes

The Company and its consolidated subsidiaries are subject to a number of different taxes on income

which, in the aggregate, resulted in statutory tax rates of approximately 52% for the years ended

March 31, 1997 and 1998. The statutory tax rate for the year ended March 31, 1999 was approxi-

mately 46%. The tax effect on temporary differences between taxable income and income before

income taxes for financial reporting purposes is not reflected on the accompanying consolidated finan-

cial statements.

(13) Amortization of consolidation difference

In accordance with the new disclosure requirements effective from the year ended March 31, 1999,

amortization of consolidation difference is included in selling, general and administrative expense. Prior

year amounts, which were presented between income tax expense and net income, have been

reclassified to conform to the 1999 presentation.

(14) Equity in earnings of affiliates

In accordance with the new disclosure requirements effective from the year ended March 31, 1999,

equity in earnings (losses) of affiliates is included in other income (expenses). Prior year amounts,

which were presented between income taxes and net income, have been reclassified to conform to

the 1999 presentation.

(15) Net income per share

Net income per share is computed based upon the weighted average number of shares of common

stock in issue during the fiscal year.

Net income per share, assuming all potential shares were converted, was not diluted for the year

ended March 31, 1999.

(16) Reclassifications

Certain prior year amounts have been reclassified to conform to 1999 presentation.

These changes had no impact previously reported results of operations or shareholders’ equity.
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(1) Change of depreciation method

Effective April 1, 1998, the Company changed the depreciation method of property, plant and equip-

ment from declining-balance basis to the straight-line basis.

The reason for changing the depreciation method was that as the Company revised the future

investments’ policy because of considerable and rapid change of the petroleum industry’s operating

environment, it is considered to compute more appropriate depreciation on Financial Statements by

adopting the straight-line method.

Another reason of this change was due to the change of tax law, which allows only straight-line

method of depreciation regarding buildings and structures acquired on or after April 1, 1998.

As a result of this change, the depreciation expense was decreased by ¥8,716 million ($72,033

thousand) and the income before income taxes was increased by ¥8,708 million ($71,967 thousand)

for the year ended March 31, 1999.

(2) Change of valuation method of inventories

Effective April 1, 1998, Cosmo Petroleum Gas Co., Ltd., a wholly-owned consolidated subsidiary,

changed the valuation method of purchased gas inventories from the average method to LIFO

method.

Recently, importing gas price has been altered drastically and to compute more appropriate gross

profit from the gas sales, Cosmo Petroleum Gas Co., Ltd. has decided to adopt the LIFO method.

As a result of this change, the cost of sales was decreased by ¥1,304 million ($10,777 thousand)

and the income before income taxes was increased by ¥1,304 million ($10,777 thousand) for the year

ended March 31, 1999.

2
CHANGES IN ACCOUNTING

POLICY

Inventories at March 31, 1998 and 1999 were summarized as follows:
Thousands of
U.S. dollars

Millions of yen (Note 1)

1998 1999 1999

Finished products ¥ 46,736 ¥ 39,475 $ 326,240
Semi-finished products 28,603 25,467 210,471
Materials—crude oil, auxiliary materials, etc. 38,971 36,297 299,975
Supplies—spare parts, etc. 4,252 7,810 64,545
In-transit crude oil and oil products 29,469 26,056 215,339
Others 159 95 785

Total ¥148,190 ¥135,200 $1,117,355

3
INVENTORIES

Included in short-term loans at March 31, 1998 and 1999 were import bills payable and import financ-

ing bills payable to banks aggregating ¥4,172 million and ¥2,142 million (US$17,702 thousand), respec-

tively. These bills bear interest from 5.92% to 6.21% and from 5.33% to 5.95%, per annum,

respectively, and mature at various dates, mainly 45 days after issuance. The remaining short-term

loans of ¥197,585 million and ¥187,436 million (US$1,549,058 thousand), at March 31, 1998 and

1999, respectively, from banks bore interest from 0.75% to 3.60% and from 0.57% to 3.60%, per

annum, respectively. The banks have basic agreements with the Company and its consolidated sub-

sidiaries to the effect that, with respect to all present or future loans with such banks, the Company

and its consolidated subsidiaries shall provide collateral (including sums on deposit with such banks)

or a guarantee immediately upon request from the banks and that any collateral furnished, pursuant

to such agreement or otherwise, will be applicable to all indebtedness to such banks.

4
SHORT-TERM LOANS 

AND LONG-TERM DEBT
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Commercial paper of ¥27,600 million at March 31, 1998 and ¥10,000 million (US$82,645 thousand)

at March 31, 1999 bore interest from 1.10% to 1.70% per annum and from 0.39% to 0.49% per

annum, respectively.

Short-term loans at March 31, 1998 and 1999 consisted of the following:

Thousands of
U.S. dollars

Millions of yen (Note 1)

1998 1999 1999

Short-term bank loans ¥201,757 ¥189,578 $1,566,760
Current maturities of long-term debt 38,287 78,699 650,405
Commercial paper 27,600 10,000 82,645

Total ¥267,644 ¥278,277 $2,299,810

Long-term debt at March 31, 1998 and 1999 consisted of the following:

Thousands of
U.S. dollars

Millions of yen (Note 1)

1998 1999 1999

Loans from banks, insurance companies and other 
financial institutions, secured, with interest at
0.9%–7.7%, due serially through 2027 ¥261,923 ¥290,155 $2,397,975

4.4% unsecured convertible yen bonds due 2001 48,000 44,535 368,057
3.4% unsecured convertible yen bonds due 2000 39,798 38,816 320,793
1.1% unsecured convertible yen bonds due 2005 28,476 23,478 194,033
2.8% unsecured straight yen bonds due 2003 15,000 15,000 123,967
3.3% unsecured straight yen bonds due 2007 10,000 10,000 82,645
3.15% unsecured straight yen bonds due 2007 10,000 10,000 82,645
2.30% unsecured straight yen bonds due 2002 10,000 10,000 82,645

423,412 441,984 3,652,760
Less current maturities (38,287) (78,699) (650,405)

Total ¥385,125 ¥363,285 $3,002,355

The aggregate annual maturities of long-term debt at March 31, 1999 were as follows:

Thousands of
U.S. dollars

Millions of yen (Note 1)

2000 ¥ 78,699 $ 650,405
2001 71,175 588,223
2002 36,420 300,992
2003 48,422 400,182
2004 and thereafter 207,268 1,712,958

¥441,984 $3,652,760

The 4.4% unsecured convertible yen bonds in the aggregate principal amount of ¥48,000 million were

issued in October 1991. The bonds are subject to conversion currently at ¥900 (US$7.44) for one share

of the common stock of the Company from December 2, 1991 to March 29, 2001. At March 31, 1999,

49,483 thousand additional shares of common stock of the Company would have been issued upon full

conversion at the current conversion price. The bonds may be redeemed, at the option of the Company,

beginning April 1, 1996, in whole or in part at prices which range from 104% to 100% of the principal

amount plus interest accrued.
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The 3.4% unsecured convertible yen bonds in the aggregate principal amount of ¥40,000 million

were issued in March 1993. The bonds are subject to conversion currently at ¥751 (US$6.21) for one

share of the common stock of the Company from April 1, 1993 to March 30, 2000. At March 31,

1999, 51,686 thousand additional shares of common stock of the Company would have been issued

upon full conversion at the current conversion price. The bonds may be redeemed, at the option of

the Company, beginning April 1, 1997, in whole or in part at prices which range from 102% to 100%

of the principal amount plus interest accrued.

The 1.1% unsecured convertible yen bonds in the aggregate principal amount of ¥30,000 million

were issued in March 1994. The bonds are subject to conversion currently at ¥877 (US$7.25) for 

one share of the common stock of the Company from April 1, 1994 to March 30, 2005. At March 31,

1999, 26,771 thousand additional shares of common stock of the Company would have been issued

upon full conversion at the current conversion price. The bonds may be redeemed, at the option of

the Company, beginning April 1, 2000, in whole or in part at prices which range from 104% to 100%

of the principal amount plus interest accrued. The Company redeemed a part of bonds from the mar-

ket in the fiscal year.

So long as the 4.4% bonds are outstanding, the cumulative amounts of payments of cash dividends

may not exceed ¥6,600 million (US$54,545 thousand) plus the Company’s cumulative net income for

the fiscal years following March 31, 1992. And so long as the 3.4% bonds are outstanding, the

cumulative amounts of payments of cash dividends may not exceed ¥6,700 million (US$55,372 thou-

sand) plus the Company’s cumulative net income for the fiscal years following March 31, 1993. And

so long as the 1.1% bonds are outstanding, the cumulative amounts of payments of cash dividends

may not exceed ¥7,300 million (US$60,331 thousand) plus the Company’s cumulative net income for

the fiscal years following March 31, 1994.

Lease payments of finance leases without ownership transfer to the lessee for the years ended March

31, 1998 and 1999 were ¥824 million and ¥747 million (US$6,174 thousand), respectively.

Total lease commitments as of March 31, 1999, inclusive of interest expense under such leases, were

¥1,895 million and ¥1,471 million (US$12,157 thousand), including ¥728 million and ¥583 million

(US$4,818 thousand) due within one year.

Equivalent of acquisition cost, accumulated depreciation and book value of leased properties for the

year ended March 31, 1999, were as follows:

Millions of yen Thousands of U.S. dollars (Note 1)
Machineries Machineries
& vehicles Other Total & vehicles Other Total

Acquisition cost ¥2,139 ¥1,975 ¥4,114 $17,678 $16,322 $34,000
Accumulated depreciation (1,271) (1,372) (2,643) (10,504) (11,339) (21,843)

Book value ¥ 868 ¥ 603 ¥1,471 $ 7,174 $ 4,983 $12,157

5
LEASES

(a) Contingent liabilities for notes receivable discounted at banks with recourse and endorsed to others

at March 31, 1999 were ¥160 million (US$1,322 thousand).

(b) Contingencies at March 31, 1999 for loans guaranteed, in the ordinary course of business, by the

Company and its consolidated subsidiaries, mainly for unconsolidated subsidiaries and affiliates were

¥48,257 million (US$398,818 thousand).

6
CONTINGENCIES
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At March 31, 1998 and 1999, book value, market value and net unrealized gains (losses) of marketable

securities in current assets of the Company (non-consolidated) were as follows:

Millions of yen

1998
Unrealized

Book value Market value gains (losses)

Current assets
Shares ¥46,042 ¥42,698 ¥(3,344)
Bonds 1,548 1,377 (171)

¥47,590 ¥44,075 ¥(3,515)

Millions of yen Thousands of U.S. dollars (Note 1)

1999 1999

Unrealized Unrealized
Book value Market value gains (losses) Book value Market value gains (losses)

Current assets
Shares ¥42,500 ¥39,587 ¥(2,913) $351,240 $327,165 $(24,075)
Bonds 1,337 1,088 (249) 11,049 8,992 (2,057)

¥43,837 ¥40,675 ¥(3,162) $362,289 $336,157 $(26,132)

Non-marketable shares, beneficiary certificates of investment funds with small risk of price fluctuation

and unlisted marketable bonds due within one year are excluded from the above table.

There are no marketable securities in non-current assets of which market value information is required

to be disclosed.

7
MARKET VALUE

INFORMATION—THE COMPANY

(NON-CONSOLIDATED) ONLY

Derivative financial instruments currently utilized by the Company include currency forward contracts,

option interest rate swap contracts and forward contracts of crude oil or refined products, all of which are

for hedging purposes.

The Company uses foreign currency forward contracts and option contracts to offset its exposure 

to market risks arising from changes in foreign exchange rate. The Company enters into interest rate

swap agreements which exchange floating rate payment obligations to fixed rate payment obligations 

to reduce the Company’s exposure to adverse movements in interest rates. The Company also utilizes

commodity forward contracts to hedge crude oil and refined products against the effects of fluctuations 

in their prices.

Foreign currency forward contracts, interest rate swap contracts and option contracts are implemented

by the Finance Department in accordance with internally authorized rule. Forward contracts of crude oil

and refined products are implemented by the Demand & Supply Coordination Department and the

International Petroleum Department in accordance with internally authorized rule. 

At March 31, 1999, the Company had outstanding off-balance derivative transactions as below:

(1) Currency

Millions of yen Thousands of U.S. dollars (Note 1)
Contract amounts Market Unrealized Contract amounts Market Unrealized 

in ¥ equivalent value gain in ¥ equivalent value gain

Option contracts 
purchased 

Call U.S. dollars ¥3,542 ¥118 ¥32 $29,273 $975 $264

8
DERIVATIVE TRANSACTIONS—

THE COMPANY 

(NON-CONSOLIDATED) ONLY
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(2) Interest rate

Millions of yen
Notional amount Market value Unrealized loss

Interest rate Due within Due after
swap contracts one year one year Total

Pay fixed rate,
receive floating rate ¥— ¥39,700 ¥39,700 ¥(2,145) ¥(2,145)

Thousands of U.S. dollars (Note 1)
Notional amount Market value Unrealized loss

Interest rate Due within Due after
swap contracts one year one year Total

Pay fixed rate,
receive floating rate $— $328,099 $328,099 $(17,727) $(17,727)

(3) Commodity

Thousands of barrels Millions of yen
Notional amount Market value Unrealized gain

Forward purchased Due within Due after
contracts one year one year Total

Crude oil 400 — 400 ¥39 ¥39
Refined products 19 19 19 ¥— ¥—

Thousands of U.S. dollars (Note 1)
Market value Unrealized gain

Crude oil $322 $322
Refined products $  — $  —

The Company and its consolidated subsidiaries primarily operate in the oil business, importing and

refining crude oil to produce and distribute a variety of petroleum products.

Business segment information is not required to be disclosed as either sales, operating income and

assets of the oil business segment exceed 90% of total segment sales (including intersegment sales or

transfers), operating income of all segments which did not record any operating loss, and total segment

assets, respectively.

Geographical segment information is not required to be disclosed as sales outside Japan are less

than 10% of consolidated net sales.

Sales to foreign customers are not required to be disclosed as such sales are less than 10% of con-

solidated net sales.

9
SEGMENT INFORMATION

(1) The Board of Directors resolved to offer the early retirement from April 8, 1999 through May 25,

1999 to enhance overall competitiveness, productivity and efficiency through the reduction of overhead

costs and 466 employees have accepted the retirement. The Company made severance payments of

¥6,711 million ($55,463 thousand) for their special retirements. The effect of the payment will decrease

income before income taxes by ¥6,711 million ($55,463 thousand) for the year ended March 31, 2000.

(2) On June 29, 1999, the Company's annual shareholders' meeting approved the following:

(a) Payment of a year-end cash dividend of ¥3.00 (US$0.03) per share, or a total of ¥1,895 million

(US$15,661 thousand) to shareholders of record, at March 31, 1999.

(b) Transfer from retained earnings to legal reserve of ¥190 million (US$1,570 thousand).

10
SUBSEQUENT EVENTS
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R E P O R T  O F  I N D E P E N D E N T  P U B L I C  A C C O U N T A N T S

COSMO OIL COMPANY, LIMITED and Its Consolidated Subsidiaries

ASAHI & CO
ARTHUR ANDERSEN 

CERTIFIED PUBLIC ACCOUNTANTS
(ASAHI KANSA-HOJIN)

To the shareholders and the Board of Directors
COSMO OIL COMPANY, LIMITED:

We have audited the accompanying consolidated balance sheets of COSMO OIL COMPANY, LIMITED (a Japanese corporation)

and subsidiaries as of March 31, 1998 and 1999, and the related consolidated statements of income, shareholders’ equity and

cash flows for each of the three years in the period ended March 31, 1999, all expressed in Japanese yen. Our audits were made

in accordance with generally accepted auditing standards in Japan and, accordingly, included such tests of the accounting records

and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the consolidated financial position of

COSMO OIL COMPANY, LIMITED and subsidiaries as of March 31, 1998 and 1999, and the consolidated results of their operations

and their cash flows for each of the three years in the period ended March 31, 1999, in conformity with accounting principles gener-

ally accepted in Japan consistently applied during the periods, except for the change, with which we concur, made as of April 1,

1998, in the methods of accounting for depreciation method and valuation method of inventories referred to in Note 2.

Also, in our opinion, the U.S. dollar amounts in the accompanying consolidated financial statements have been translated from

Japanese yen on the basis set forth in Note 1.

Tokyo, Japan 

June 29, 1999

Statement of Accounting Principles and Auditing Standards
This statement is to remind users that accounting principles and auditing standards and their application in practice may vary among nations and therefore could affect, pos-
sibly materially, the reported financial position and results of operations. The accompanying financial statements are prepared based on accounting principles generally
accepted in Japan, and the auditing standards and their application in practice are those generally accepted in Japan. Accordingly, the accompanying financial statements
and the auditors’ report presented above are for users familiar with Japanese accounting principles, auditing standards and their application in practice.
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