
the period, even falling below

US$10 per barrel during December

and February. 

Due to the Japanese recession

and concerns about the stability

of Japan’s financial system, the

yen/dollar exchange rate shifted

from the ¥133-to-¥134 to US$1

range to the ¥147-to-¥148 to US$1

range in August 1999. The yen

began appreciating after the start of

Russia’s monetary crisis, however,

and a sharp rise in Japanese long-

term interest rates pushed the

yen/dollar exchange rate to the

¥108-to-¥109 to US$1 range in

January 1999. Reflecting the gov-

ernment’s market intervention in

response to the economic situa-

tion since that time, the yen/dollar

rate ended the fiscal year in the

¥120-to-¥121 to US$1 range. 

The supply/demand balance in

the domestic petroleum product

market was improved thanks to

industrywide reductions in crude-

oil processing, but fierce marketing

competition kept gasoline prices

weak, and a demand drop accom-

panying the recessionary condi-

tions in Japan continued to reduce

industrial fuel prices. Thus, the do-

mestic petroleum product market

remained harsh.

Against this backdrop, Cosmo

Oil Co., Ltd., drafted and began

concerted Companywide efforts

to implement its New Structural 

Reform Plan. The basic goals of

the new plan include reinforcing

the Company’s financial position,

strengthening its marketing
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Keiichiro Okabe 

Chairman and Chief Executive Officer 

F i s c a l  1 9 9 9  

O p e r a t i n g  E n v i r o n m e n t  

a n d  P e r f o r m a n c e

In fiscal 1999, ended March 31,

1999, the extreme severity of con-

ditions in the Japanese economy

was apparent, with unemployment

reaching an unprecedented high

and negative economic growth pre-

vailing for a second consecutive

year. Despite the successive imple-

mentation of economic stimulus

measures by the government,

private-sector capital investment

dropped considerably, while

increasing concern regarding

prospective employment conditions

depressed personal consumption.

Amid these circumstances, domes-

tic demand for gasoline remained

firm, but the effects of the econom-

ic downturn and other trends re-

duced demand for all other principal

petroleum products. Consequently,

domestic demand for petroleum

products was down overall.

The per-barrel price of Dubai

crude was between US$11 and

US$12 at the start of the period

under review. It subsequently

increased due to such develop-

ments as a major hurricane in the

Gulf of Mexico and was above

US$14 at the end of the fiscal year,

following the March 1999 agree-

ment of many oil exporters to begin

full-scale reductions in production.

As a result of the economic down-

turn in Asia and other factors that

caused supplies to exceed demand,

the price was generally low during
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capabilities, optimizing its supply sys-

tem, and streamlining its workforce. 

With respect to marketing, Cosmo

Oil revised the organization of its

branches and other marketing units

while working to expedite related

decision-making processes. The

Company also endeavored to

merge or eliminate its own and sub-

sidiaries’ inefficient service stations,

thereby progressing with funda-

mental reforms of its distribution

network. Aiming to boost efficiency

in lubricant oil operations, the

Company spun off related depart-

ments, which were transferred to

or consolidated within subsidiaries.

To increase the diversity of payment

methods at service stations, the

Company began handling debit

cards at service stations and partic-

ipated in a test of electronic money.

The Company introduced a whole-

sale price-setting system to pro-

mote the competitiveness of its

service stations that utilizes a

greater amount of information on

market conditions and provided

assistance through its service sta-

tion management support program.

Regarding the procurement of

crude oil and petroleum products,

Cosmo Oil strove to flexibly and

appropriately adjust its procure-

ment policies in view of changes in

supply/demand relationships and

thereby obtain stable supplies

of higher-quality crude oil at

lower prices.

In the field of refining, the Com-

pany completed a fourth refining

facility designed to help reduce the
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benzene content of its gasoline and

worked proactively in other ways to

help preserve the natural environ-

ment while endeavoring to increase

the safety and competitiveness of

its operations. 

In distribution, Cosmo Oil

expanded the scope of arrange-

ments with other companies for

the cooperative use of facilities, 

enabling it to close eight distribution

depots. The Company also worked

to reduce distribution costs by

increasing the utilization of tanker

trucks’ full capacities, introducing

more-sophisticated shipment-

planning systems, and promoting

streamlined systems for order-receipt

and truck-shipment management. 

As a result of these management

initiatives, Cosmo Oil was able to

boost its gasoline sales volume,

although a decrease in industrial

fuel sales caused the overall vol-

ume of fuel sales to slip 2.2% from

the level of the previous year, to

43,816 thousand kiloliters. Reflecting

this decline and a drop in selling

prices, the Company’s net sales

fell 14.1%, to ¥1,443.4 billion. As

Cosmo Oil’s efforts to augment

efficiency and profitability were not

able to compensate for the de-

pressed conditions in petroleum

product markets, operating income

was held to ¥22.8 billion, and net

income amounted to ¥0.8 billion.

Given the harsh operating environ-

ment, cash dividends applicable to the

period were set at ¥6.00 per share.

M a n a g e m e n t  T a s k s

a n d S t r a t e g i e s

The progressive deregulation of

Japan’s oil industry has generated

unprecedentedly severe competi-

tion, which makes it crucial to estab-

lish transparent and fair market

systems and thereby build mecha-

nisms for autonomous supply/

demand adjustments. Having

entered an era in which the market

will determine which companies are

most worthy of survival, all oil com-

panies must redouble their efforts to

bolster their cost-competitiveness,

implement such environmental pro-

tection measures as those aimed at

reducing carbon dioxide emissions,

and eliminate excess supply capac-

ity. Facing the trend of accelerating

industrial restructuring and other

challenges presented by an increas-

ingly stringent operating environ-

ment, corporate managers will have

to make difficult strategic decisions. 

In response to the rigorous and

rapidly changing operating environ-

ment, Cosmo Oil is maximizing its

competitive strengths through
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thorough programs to

enhance the efficiency

of its departments. 

During fiscal 1997

and fiscal 1998—the

first two years of Cosmo Oil’s three-

year Creative Reform 21 business

plan—the Company achieved

¥51.0 billion in cost reductions,

¥1.0 billion more than the target.

Accordingly, Creative Reform 21

was ended a year early and re-

placed by the New Structural Reform

Plan, which is to cover fiscal 1999

and fiscal 2000. The new plan origi-

nally called for realizing ¥60.0 billion

in additional cost reductions over two

years. As approximately ¥40.0 bil-

lion in cost reductions were made

during the first year of the plan and,

in view of the rapid changes under

way in the operating environment,

we have raised the two-year cost-

cutting target ¥20.0 billion, to ¥80.0

billion. In terms of scale and speed,

our efficiency-raising program is

quite ambitious compared to those

of our competitors, and we there-

fore anticipate that the program will

generate steadily growing competi-

tive advantages.

By 2003, plans call for the cre-

ation of a Cosmo Oil network that

features first-rate competitiveness

and is truly loved by customers. If

our efficiency targets are achieved,

we are confident that we will be

able to maintain superior competi-

tiveness relative to foreign-affiliated

competitors. We intend to reinforce

the brand appeal of our network of

service stations by offering cus-

tomers conveniently located facili-

ties that are easy to use, and we

believe that superior service station

management systems will be a key

factor in boosting the network’s

attractiveness. The Company is

building a network that fosters

growing customer confidence

that Cosmo Oil service stations are

the best places to obtain gasoline

and other diverse products and

services. We anticipate that this

approach will significantly bolster

the power of the Cosmo Oil name.

Our management strategy has

five principal foci: streamlining the

balance-sheet structure, strength-

ening marketing capabilities, bol-

stering competitiveness with regard

to supply-related costs, reevaluat-

ing personnel and staffing systems,

and restructuring the Cosmo Group.

Having assigned responsibilities and

created internal systems for these

tasks, we are proceeding with the

implementation of the necessary

measures. 

Balance-Sheet Structure: Rather

than simply strengthening our finan-

cial position, our financial strategies

are designed to streamline our bal-

ance sheets to a degree greater

than those of our competitors.

We are examining each balance-

sheet item while reevaluating its

relationship with our operations and

its effect on capital employment effi-

ciency. Through measures, includ-

ing the sale or securitization of

assets that have become less use-

ful and the lowering of liquid asset

levels, we intend to reduce total

assets ¥200.0 billion and greatly

lower the balance of interest-bearing

debt by 2003. These measures will

4

Since we started working on the Year 2000 (Y2K) problem in 1996, Cosmo Oil has made significant progress in

modifying and upgrading computer and communication systems. We established the Y2K Committee, the first

in the industry to be chaired by its president, to address the issue throughout the entire Company and implement

all possible measures to ensure Cosmo Oil’s operational performance and steady supply into the new millenium.

We completed the modification and upgrading of business computing systems in May 1999. The modifica-

tion of process control systems at refineries, however, are scheduled to be completed in October 1999.

Meanwhile, tests of both process control and business computing systems have been conducted to confirm

their accurate operation.[THE YEAR 2000 ISSUE
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increase the Company’s equity ratio,

funding source diversity, and finan-

cial strength, and we are confident

that a rise in the market valuation of

our stock will follow.

Marketing Capabilities: One

prerequisite to establishing compet-

itive superiority is strong marketing

capabilities. As Cosmo Oil is a refin-

er and primary distributor, main-

taining stable product supplies at

competitive wholesale prices is a

major business theme for the Com-

pany, though effecting reforms in

retailing operations is also ex-

tremely important. 

Aiming to maximize the profit-

generating capacity of its overall

distribution network—including the

Company, Company-owned service

stations, and affiliated service sta-

tions—Cosmo Oil is endeavoring

to restructure its distribution

operations. Through the ongoing

NAVIgation (NAVI) program—which

uses numerical indexes to objec-

tively measure and represent

degrees of competitive strength—

the Company is boosting its

car-care products are expected to

reach ¥10 trillion in the near future.

To make the most of this promising

market, we are building B-cle Cosmo

Car Care convenience stores and

transforming service stations into

total car-care facilities similar to

those of some automobile dealers.

We believe that overcoming the

challenges of the harsh operating

environment will also require

merging and eliminating certain

Company-owned and affiliated ser-

vice stations. In the near future, we

are considering the consolidation

of one or two of the Cosmo Oil ser-

vice station operators in which the

parent company has an investment.

Our plans also call for expeditiously

closing those service stations that

are unable to attain specified NAVI

indexes or are difficult to upgrade.

We reduced the number of Cosmo

Oil service stations by 305 during

fiscal 1999, and the decrease

during fiscal 2000 is expected to

be even greater.
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As one of our important missions in preparing for Year 2000 problems, we organized a Y2K conference for

our affiliated suppliers in April 1999. We have made efforts to educate and assist them with regard to Year

2000 readiness.

In addition, we have conducted repeated interviews with, and surveys of, tanker owners, cooperating distri-

bution companies, and other critical third parties, aiming to monitor and request Y2K compliance programs.

We have also developed contingency plans to cope with unforeseen events. The contingency plans are

designed to protect the environment and safety, continue business operations, and enable the resumption of

any interrupted system immediately.

Cosmo Oil’s Y2K compliance has been cross-checked by the Y2K Inspection Expert Committee established

by the Agency of Natural Resources and Energy and evaluated as appropriate.

]

profitability by promoting the ratio-

nalization of service station opera-

tions and helping service stations

augment their added value to

customers.

Besides supplying service station

managers with the results of opera-

tional analyses, vehicle mainte-

nance technologies, and other

support, the current NAVIgation

’99 (NAVI 99) program calls for the

establishment of Best Care Life

Entertainment (B-cle) Cosmo Car

Care convenience stores that

generate synergistic benefits with

the service stations’ fuel-marketing

activities. Annual domestic sales of 
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Supply-Related Costs: Already

boasting top-class refining capabili-

ties, Cosmo Oil is working to further

improve its supply-related competi-

tiveness through bold rationali-

zation measures. 

The Company is engaged in a

project aimed at reducing the cost

of refining a kiloliter of crude oil to

¥500 below the fiscal 1998 level by

the end of fiscal 2000. As the attain-

ment of this goal is now in sight, we

have set ourselves the goal of realiz-

ing an additional ¥250 cost reduc-

tion by 2003. During fiscal 1998, the

switch to a new equipment depreci-

ation method, together with mea-

sures taken within the project just

described, effectively lowered

Cosmo Oil’s per-kiloliter refining

cost almost ¥1,000, to ¥2,700. This

level is low enough to allow the Com-

pany to compete directly with par-

ticularly efficient refiners in Korea,

Singapore, and elsewhere in Asia. 

The bulk of our rationalization

benefits are being derived from the

lowering of personnel and mainte-

nance expenses. By 2003, the

number of employees assigned to

refineries is to be reduced to 1,100,

from approximately 1,800 in fiscal

1998. Maintenance expenses are

being cut by reducing the frequency

of periodic maintenance proce-

dures—from once every two years

to once every four years. 

Personnel and Staffing Systems:

Cosmo Oil is proceeding with a

number of reforms to its personnel

and staffing systems. Aiming to

increase its organizational flexibility,

the functions of the personnel

departments of each individual facil-

ity of the Company and all the pur-

chasing activities of the Cosmo Oil

Group, respectively. Within indivi-

dual branches, the Company has

emphasized the goals of creating

smaller staffs, increasing respon-

siveness to changes in the operat-

ing environment, and strengthening

internal checks and controls as it

moves to more effectively distribute

employees and create staffs of opti-

mal sizes and greater flexibility.

With respect to remuneration, the

fiscal 2000 salaries and bonuses of all

employees have been reduced 10%.

The Cosmo Group: Based on

the results of our reevaluation of the

profitability and potential of each

Cosmo Oil Group business, we are

currently considering how best to

restructure the Group, including

measures to withdraw from certain

operational fields. As a part of this

program, we have taken rational-

ization steps designed to promote

greater sharing of human, physical,

and financial resources, and we

have merged certain units and

made other organizational moves to

strengthen business capabilities. 

In July 1998, Cosmo Oil became

the first primary distributor of petro-

leum products in Japan to unify all

departments of Group companies

related to lubricant oils. At the same

time, to increase the independent

accountability of our lubricant oper-

ations, we spun them off and in-

corporated them as Cosmo Oil

Lubricants Co., Ltd. By 2003, the
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the Company is placing special

emphasis on reforms that will trans-

form the staff of the head office,

branches, and refineries into small-

er, highly select groups.

Cosmo Oil reduced the number

of its employees by 432 during fis-

cal 1999, to 2,677 at the end of

March 1999. The Company has

implemented two voluntary retire-

ment plans, which encouraged 100

early retirements in fiscal 1997 and

230 in fiscal 1998. Through our

third voluntary retirement plan, car-

ried out during May and June 1999,

we arranged an additional 466 early

retirements. These programs, nat-

ural shrinkage of the workforce due

to retirements at the standard age

and other factors, restraint in new

hiring, and the transfer of staff to

companies outside the Cosmo Oil

Group are expected to reduce the

number of Cosmo Oil employees

to 1,500 by 2003.

Regarding organizational restruc-

turing measures, Cosmo Oil estab-

lished the Personnel Center and the

Buying Center during fiscal 1999.

These two units have consolidated
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new company is aiming

to implement rational-

ization measures that

will allow it to realize

approximately ¥5.0 bil-

lion in cost cuts and reduce the size

of its workforce from 400 employ-

ees to 200. 

Also during July 1998, we

merged two subsidiaries—Cosmo

Computer Center Co., Ltd., which

developed and operated in-house

information systems and point-of-

sale systems for service stations,

and Cosmo Computer Info-Net Co.,

Ltd., which processed information

derived from various types of card

transactions. The merged company

has retained the name Cosmo

Computer Center Co., Ltd., and

plans call for it to make a large con-

tribution to further rises in office

productivity at each Group

company.

Before ending this message,

I would like to comment on our

development projects. Due to the

success of projects in the Middle

East and off the coast of Australia,

which were undertaken in line with

Cosmo Oil’s objective of establish-

ing independent sources of crude

oil, the Company derives 16% of

the crude oil it refines from its own

sources. This is the highest such

share among Japanese oil compa-

nies not affiliated with a major

international oil company. In addi-

tion, we are proceeding with prepa-

rations to construct a power plant

adjacent to the Yokkaichi Refinery

and will begin supplying power as

doing our utmost to maximize the

speed at which our reforms are

implemented. 

In line with our objective of attract-

ing shareholders from around the

world, we are augmenting investor

relations programs, stepping up

information disclosure activities,

and endeavoring to increase the

transparency of management.

As a company that shares the

responsibility for providing Japan

with energy, Cosmo Oil will contin-

ue conforming to a rigorous code

of business ethics, working to

obtain stable sources of crude oil,

and striving to supply top-quality

products. Through these measures,

as well as initiatives that help pro-

tect the natural environment and

make special contributions to soci-

ety, the Company will sustain its

dynamic evolution and growth in

harmony with society.

September 1, 1999

Keiichiro Okabe, 

Chairman and 

Chief Executive Officer
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an independent power

producer (IPP) from

2003. We are also con-

sidering the creation of

a second IPP facility. 

C o n c l u s i o n

Moves to restructure Japan’s oil

industry are being announced one

after another. While mergers within

the industry have the potential for

boosting efficiency, I believe that it

is important to boost competitive-

ness through progressive efforts

within each corporate group rather

than through the impetuous arrange-

ment of mergers. Cosmo Oil plans

to proceed with rationalization mea-

sures more quickly than recently

merged companies and thus achieve

comparable cost reductions. After

completing its current efficiency-

boosting program, Cosmo Oil will

sustain diverse strategic programs

aimed at establishing and sustain-

ing competitive superiority. 

At the time of its 1986 establish-

ment, Cosmo Oil proclaimed that it

would be an industry leader during

the 21st century. Now, on the brink

of the 21st century, we recognize

that the current period represents

a critical juncture in the Company’s

development. Guided by this recog-

nition, we have set ourselves a

broad range of goals that are more

ambitious than those of our com-

petitors. We are maintaining reform-

oriented mind-sets unconstrained

by previous practices, and we are
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