
Fiscal 2000 Operating
Environment and
Performance
The Japanese economy remained

in a severe state during fiscal 2000,

ended March 31, 2000. On the

positive side, corporate earnings

trended toward improvement on the

back of aggressive public-works

spending and other government-

initiated stimulus measures, corpo-

rate initiatives into structural reform,

and expansion in exports fueled by

the sustained robustness of the

U.S. economy and rapid recovery of

the Asian economies. At the same

time, however, recovery in demand

from the private sector was weak

amid a worsening domestic unem-

ployment situation as well as slug-

gish capital spending and personal

consumption. Against this broad

backdrop, domestic demand for

petroleum products increased

roughly 2% above the level of fiscal

1999. Demand for light oil and

heavy oil C, hit by the depressed

economy, decreased year-on-year;

demand for gasoline, kerosene,
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BOLD FINANCIAL STRATEGIES
The Securitization of Service Stations

Reducing Interest-Bearing Debt through Securitization 

and Other Measures

Today, amid accelerating mergers of financial institutions and corpo-

rate tie-ups and reorganization, the market is viewing corporate finan-

cial structures with renewed importance, as exemplified by revisions

in accounting standards. At Cosmo Oil, a company that was born

from a corporate merger in 1986, the enhancement of financial struc-

ture has been an issue accorded utmost importance since the Com-

pany’s founding. Today, at a time when the oil industry stands at a

critical crossroads under the effects of sluggish prices for petroleum

products and high crude oil prices, the Company is carrying out finan-

cial strategies to enable it to secure the utmost cost-competitiveness.

These strategies embrace a host of new measures, including struc-

tured financing.

One of the pillars of the Company’s new financial strategies focuses

on streamlining balance sheets through reductions in interest-bearing

debt. Today, Cosmo Oil is in the midst of a program designed to slash

¥200 billion from the Company’s consolidated interest-bearing debt,

which stood at ¥687.5 billion at the end of March 2000. In June 2000,

the Company became the first primary oil distributor to securitize its

company-owned service station assets. This initiative, which has

attracted attention as the first securitization in Japan in the form of an

aggregation of small properties, enables the liquidation of applicable

service station assets while fully maintaining the relationship between

the Company and the operators of its service stations. Under this

securitization initiative, the  396 service stations under the Company’s

ownership have been pooled and sold, for ¥42.0 billion, to a special

purpose company (SPC). Using these assets as collateral, the SPC

has floated ¥33.6 billion in corporate bonds as a means of raising cap-

ital. These corporate bonds have already acquired an “Aa” rating from

the American credit rating firm Moody’s.



heavy oil A, and naphtha held

relatively firm.

The price of crude oil increased

by a wide margin during the term.

In April 1999, at the start of fiscal

2000, Dubai crude prices were

hovering slightly above US$14 per

barrel; by early March 2000, those

prices had soared to more than

US$28 due to coordinated pro-

duction cutbacks by oil-producing

nations at the start of the term,

reduced inventories, and severe

cold waves which hit both the

United States and Europe. As of

the end of March 2000, however,

the price had fallen back some-

what, to near US$24 per barrel,

following a decision by OPEC

members to boost their output.

The value of the yen also strength-

ened considerably through the term.

In April 1999, the yen was trading at

roughly ¥118 to US$1, but by May,

in tandem with a growing spread

between U.S. and Japanese inter-

est rates, the yen had weakened to

approximately ¥124 to US$1. The

tide then turned as expectations
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of Japan’s economic recovery took

hold, and the yen appreciated to

¥102 to US$1 by December. A cor-

rection ensued from January 2000,

however, after financial authorities

intervened in the market, and the

finance ministers and central bank

directors of the G8 nations issued a

joint communique. At the end of the

fiscal period, the yen had retreated

moderately, to around ¥106 to

US$1.

The situation surrounding the

market prices of petroleum prod-

ucts also remained quite severe

during the year. On the positive

side, the environment affecting the

supply and demand balance under-

went some improvement as the

result of an overall decline in the

volume of oil processing. None-

theless, harsh competition in the

market prevented oil companies

in Japan from fully offsetting their

higher crude oil costs through

corresponding increases in their

selling prices.

To cope with this challenging

operating environment, Cosmo Oil

Co., Ltd., made concerted Company-

wide efforts to achieve two sets of

targets: those outlined in the New

Structural Reform Plan, an initiative

introduced in fiscal 1999 and focus-

ed on the achievement of enhanced

operating efficiency; and those

described in the Major Fundamental

Reforms, a newly formulated set of

measures targeting further rational-

ization and greater competitive

strength. In addition, to cope with

intensifying competition, in October

1999 the Company entered a com-

prehensive business tie-up with

This securitization, we believe, will be effective in enhancing the

Company’s financial structure in several important ways. First, it per-

mits capital to be raised even as service stations continue to operate.

Second, as service stations of poor operating efficiency are being sold

off while the initiative is in progress, a network of outstanding service

stations will be achieved by the time the securitization program ends.

Third, by taking in capital when the corporate bonds are floated, the

Company is able to undertake further investments and make further

reductions in its interest-bearing debt.

In addition to securitization, balance sheet streamlining is also

being pursued through the sale of idle assets and reduction of bills

and accounts receivable, and we are considering the unification of

the Company’s 12 equity-based sales firms as well as the liquidation

of sales credit. Furthermore, in addition to disposing of idle assets—

including storage depots shut down in tandem with efficiency-

enhancement measures—and consolidating our affiliated operations,

we aim to reduce our interest-bearing liabilities to the target level

and thereby streamline our balance sheets in line with our Major

Fundamental Reforms, which call for enhancing the soundness of our

operating base.

Diversification of Fund-Raising and Enhancement of

Corporate Value

Another pillar of the Company’s financial strategies calls for stable

and efficient fund-raising coupled with the effective utilization of such

funds. Cosmo Oil is now seeking to diversify its fund-raising initia-

tives by aiming for a proper balance between funds borrowed from

financial institutions and capital attracted from the market. The

Company is now raising funds in the market in preparation for ¥44.5

billion in redemptions of convertible bonds that will come due in

March 2001. Current progress in this area suggests the goal will be

achieved. Simultaneously, the Company is undertaking new invest-

ments on a selective basis within the limits of its capital reserves.

These investments center on environmental enhancement and

related businesses as well as the consolidation of the Company’s

affiliated operations.



Nippon Mitsubishi Oil Corporation,

targeted at achieving efficiency

beyond the framework of a single

enterprise. In line with the tie-up

arrangement, measures have been

taken to enable cost reductions in oil

procurement, refining, and distribution.

The Company improved its mar-

keting systems during fiscal 2000 in

a number of ways. The sales struc-

ture was simplified to expedite

decision-making procedures—

permitting a swift response to chang-

es occurring at the distribution

level—and changes were effected

in the way the Company does busi-

ness with its dealers, so as to elimi-

nate any unsavory practices. A

variety of initiatives were also car-

ried out to strengthen the competi-

tiveness of Cosmo Oil’s dealers.

For example, the reorganization of

subsidiary dealers and their service

stations was promoted to forge a

more efficient network; develop-

ments were aggressively pursued

in opening self-service gasoline

stations and B-cle car care con-

venience stores, a new business

format; the number of outlets accept-

ing debit cards was expanded; and

the Company’s program to support

service station management was

continued.

With respect to the procurement

of crude oil and petroleum prod-

ucts, the Company made strong

efforts during the term to respond

flexibly to fluctuations in the supply

and demand environment, to secure

stable supplies of crude oil, and to

trim related procurement costs.

To enhance its production sys-

tems, the Company sought to

boost the competitive strength of

its refineries while pursuing their full

operational safety. Measures includ-

ed a quest for improved efficiency

through the outsourcing of opera-

tions relating to plant safety and fire

prevention, testing and inspection,

and system maintenance. In addi-

tion, the Company worked aggres-

sively during the year to help protect

the global environment. Cosmo

Oil’s four refineries have already

been certified under ISO 14001

international quality standards.

In the distribution area, the

Company reduced related adminis-

trative costs by closing eight of its

distribution administration offices

nationwide and consolidating its

order centers. Initiatives taken to

reduce physical distribution costs

included the closing of storage

depots, the promotion of planned

delivery schedules, and the pursuit

of enhanced operating ratios for

its tanker trucks and inland ships.

In matters affecting personnel

operations, the Company further

streamlined its staff through the

implementation of a support pro-

gram for employees who choose

early career changes. We also

launched a new personnel system

designed to invigorate staff through

the setting of clear targets and the

application of clear evaluation

guidelines.

In conjunction with its financial

needs, the Company floated ¥55

billion worth of unsecured straight

corporate bonds during fiscal 2000.

This move was taken to secure

funds, at low cost, to cover
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The Company also responded from a variety of angles to revisions

in accounting standards. To conform with consolidated accounting

methods, we have proceeded to establish clear business domains

and consolidate functions as a means of attaining greater efficiency

in affiliated operations. In line with accounting demands concerning

retirement allowances, we have set a target interest rate of 3%,

reflecting market conditions. Currently, however, the Company suf-

fers from a shortfall of roughly ¥25 billion in this reserve, which we

plan to write off over a five-year period without placing any burden

on regular operations.

Moving forward, we also will focus on making greater disclosures

of Company information as a way to enable the market to evaluate

us fairly. At the same time, we will also strive to improve our earnings

position and enhance our corporate value even further.

BUSINESS TIE-UP WITH 
NIPPON MITSUBISHI OIL
The operating environment surrounding the Japanese oil industry, which

lacks upstream operations, is deteriorating more rapidly and over a

longer duration than anyone anticipated. This severity stems from declin-

ing demand and the protracted economic recession, coupled with

squeezed margins in refining operations that have resulted from soaring

crude prices and delayed price adjustments to cope with that trend.

We also face another grave issue—the need to continue responding

ever more effectively to environmental requirements, for example,

with the improved desulfurization of light oil.

To cope with these pressures, since fiscal 1997 Cosmo Oil has

carried out rationalization initiatives that have reduced annual costs

¥120 billion. However, recognizing that addressing these issues as

a lone organization is not enough, in October 1999 the Company

concluded a comprehensive business tie-up with Nippon Mitsubishi

Oil covering all supply aspects except marketing.



impending redemptions of the

Company’s convertible bonds.

To prepare for potential difficulties

arising from the Y2K problem, the

Company responded—according to

a meticulously devised schedule—

with all necessary measures, includ-

ing the formulation of a crisis

management plan. Thanks to these

efforts, no malfunctions of any kind

occurred to impede administrative

procedures, including at the time of

the leap day and at the end of the

fiscal year.

As a result of the various man-

agement initiatives just described,

Cosmo Oil succeeded in boosting

its fiscal 2000 total fuel sales vol-

ume 0.9% from the level of the pre-

vious year, to 44,219 thousand

kiloliters. A decline in sales of light

oil was offset by increases in sales

of gasoline and kerosene. Total fuel

sales, lifted by the increased sales

volume as well as the impact of

higher crude oil prices, expanded

6.5%, to ¥1,410.8 billion. Recurring

and net income respectively totaled

¥5.8 billion and ¥4.8 billion. In the

Management Tasks and
Strategies
—Management Initiatives in

Fiscal 2001

Promotion of Added-Value

Creative Management to Survive

the Severe Market Environment

Never before has the oil industry

faced an environment as severe as

today—the result of the ongoing

intensification of competition and

slumping market prices in the wake

of the liberalization of the petroleum

product market, a situation that has

been further compounded since

1999 by soaring prices of crude oil.

To survive this competition, Cosmo

Oil has forged dynamic management

policies for implementation in fiscal

2001. The following is an outline

of the Company’s vision of added-

value creative management for fis-

cal 2001, calling for the expanded

creation of new added value while

carrying out the rigorous rational-

ization initiatives already in place.
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end, the Company’s efforts to

enhance management efficiency

and boost earnings, augmented by

product price adjustments, were

unable to compensate fully for the

year’s substantial increase in crude

oil costs.

At the interim, the Company dis-

bursed cash dividends at a rate of

¥3.00 per share. This same rate has

been applied to the term-end divi-

dend payment as well, resulting in

cash dividends for fiscal 2000

totaling ¥6.00 per share.

The tie-up agreement encompasses all aspects of the supply

chain, from the purchasing of crude oil and tanker transport to refin-

ing and distribution as well as lubricant operations. In the initial

stages, Cosmo Oil and Nippon Mitsubishi Oil expect the new busi-

ness arrangement will bring collective benefits worth ¥15 billion

per year. 

Enhanced Efficiency in Tanker Chartering and Operation

Crude Oil Operations

The tie-up with Nippon Mitsubishi Oil enables enhanced efficiency in

the chartering and operation of tankers transporting crude oil. With

oil loading operations, the ideal method from the transporter’s view-

point is to take on a full load at one port on each trip. However,

because the oil-producing nations require contracted purchases of

given quantities of oil on a continuing basis, it is sometimes neces-

sary for the ship operator to take on partial loads—for example, half

a load in one country and the remaining half in a different country.

The conclusion of a tie-up covering loading and purchasing, howev-

er, makes it possible for a single tanker to take on a full load at one

port instead of two. This arrangement enables reductions in both

tanker shipping costs and port and harbor costs. In addition,

because it is necessary to maintain a certain degree of latitude in

tanker availability at all times to cope with any sudden surges in

demand, cooperation between two companies results in a cutback

in the number of chartered ships required.

The restructuring of oceangoing tanker operations that these various

steps enable, for example, in terms of allocations of regular and spot

charter ships is initially expected to reap ¥1 billion in cost benefits.

Complementary Use of Refineries

Refining Operations

The tie-up arrangement creates a production system embracing a

total of 13 refineries: four operated by Cosmo Oil, and nine belong-

ing to the Nippon Mitsubishi Oil Group. Since all refineries have their



Further Rationalization 

Initiatives and Measures to

Enhance Added Value

Since fiscal 1997, Cosmo Oil has

achieved significant rationalization,

worth a total of roughly ¥120 billion.

Going forward, the Company will

steadfastly carry on that mission in

an effort to achieve another roughly

¥50 billion in rationalization benefits

by fiscal 2004, the final year of

the Company’s program of Major

Fundamental Reforms created to

enable Cosmo Oil to survive indus-

try competition.

In fiscal 2000, one of the Com-

pany’s main tasks will be to work

aggressively to enhance its added

value while continuing its rational-

ization initiatives. The key to the

creation of added value lies in the

fortification of brand appeal. By

raising the Company’s attractive-

ness as a primary oil distributor in

the eyes of both users and dealers,

Cosmo Oil aims to create new value.

In the marketing sphere, the cre-

ation of new value will be pursued

through implementing measures

Enhancement of the Company’s

name appeal will also be pursued

through stepped-up efforts to

improve services offered to holders

of the Company’s membership

card, Cosmo The Card, and there-

by expand the card’s user base.

As a way of enhancing cost-

competitiveness and added value

through service operations, a more

demanding NAVI 6 target will be set

for service stations in conjunction

with the ongoing NAVIgation (NAVI)

program. The program uses its own

numerical index to objectively mea-

sure degrees of competitive strength.

To maximize added value on the

supply side, enhanced production

efficiency will be pursued through

the application of the Company’s

new Supply Chain Management

System, launched in October 1999.

This is a comprehensive system for

realizing optimally precise produc-

tion through the real-time applica-

tion of detailed data on market

movements, crude oil prices,

and production facility status.

The Company is also making
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designed to make users even greater

admirers of the Cosmo Oil Group,

including dealers. At the vanguard

of these measures will be the

expansion of the Company’s net-

work of B-cle car care convenience

stores, which have already been

well received by the public.

Currently, B-cle outlets are concen-

trated in the Tokyo, Nagoya, and

Osaka metropolitan areas, but in

the future the Company will expand

the network nationwide, with an ini-

tial target of B-cle shops attached

to 300 service stations.

specific advantages and shortcomings, coordinating all of these

facilities into one refining network permits enhanced efficiency

through complementary reliance on both partners’ facilities. For

example, until now, if a given refinery lacked the capacity to produce

a particular semifinished product, that item had to be transported to

that refinery from another, more distant company refinery; however,

following the tie-up agreement, in such cases the needed semifin-

ished product can be brought to where it is needed from a nearby

refinery operated by the tie-up partner. Moreover, the frequency of

such product transfers can be reduced through coordinated reviews

by both companies of their production mixes and through the coop-

erative allocation of production so as to make optimal use of the

special features of each refinery. Presently, Cosmo Oil’s secondary

facilities at the Chiba and Sakaide refineries retain a modest degree

of untapped capacity, and, by sharing production burdens with

Nippon Mitsubishi Oil, the Company can look forward to achieving

full operating mode at these facilities as demand rises.

The tie-up also opens the door for Cosmo Oil to boost production

of BTX, a material used in petrochemical products, destined for ship-

ment to Nippon Mitsubishi Oil. Also, joint bulk purchasing of catalysts

will enable cost savings. Collectively, these various measures related to

refining operations are expected to yield initial benefits of almost ¥3 billion.

Comprehensive Product Sharing

Distribution Operations

The greatest benefits of the tie-up are to be reaped in distribution.

The 13 refineries within the two companies’ combined network cover

virtually all markets nationwide. By fully utilizing this network, it

becomes possible for the two partners to engage in comprehensive

product sharing in lieu of the individual barter contracts that have

been the norm until now. The arrangement not only realizes reduc-

tions in costs to transship products from refineries to storage facilities

but also enables the consolidation of transshipment depots as a

result of expanded tanker shipments directly from refineries. Additional



preparations to shift the periodical

maintenance schedules of its four

refineries, from the current shut-

down once every two years to just

once every four years, as a way of

trimming maintenance costs. At

the same time, to secure even

greater safety, the Company is

forging meticulous safety systems

applicable during regular facility

operations and restructuring its 

risk-management systems.

New Value Creation Sought 

in All Segments

To create new value through distrib-

ution operations, Cosmo Oil is pur-

suing even greater efficiency in

tandem with Nippon Mitsubishi Oil

as an outgrowth of the new com-

prehensive tie-up arrangement. At

the same time, the Company is

working independently to achieve

enhanced efficiency in operations

relating to tanker truck deliveries

and order-receipt operations.

New value creation in financial

operations is presently being

pursued through streamlining the

organizational consolidation and

leveling will be carried out. The

Company, recognizing the urgency

of these tasks, is presently working

to achieve optimum efficiency in

the performance of the requisite

administrative processes.

Finally, to boost corporate value

on a Companywide basis, Cosmo

Oil is taking aggressive actions to

enhance its activities relating to

disclosures to investors.

Full-Scale Startup of 
On-line Business
Another major theme guiding

Cosmo Oil’s tasks for fiscal 2001 is

engaging in new areas of business

outside the Company’s traditional

framework.

One area into which the Com-

pany is concentrating most heavily

is Internet-based business, particu-

larly e-commerce. In December

1999, the Company launched an

Internet project targeted at unifying

on-line business initiatives within

the Cosmo Oil Group as a way of

realizing comprehensive strength.
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Company’s balance sheets as a

way of improving its financial struc-

ture. Meanwhile, the Company is

also realizing significant reductions

in its interest-bearing liabilities

through the securitization and liqui-

dation of service station assets and

sales credit.

To reap new value from system

operations, the Company is pro-

gressively introducing SAP, a com-

prehensive enterprise resource

planning package, to trim system

costs and achieve improved admin-

istrative efficiency.

Targeting new value in personnel

operations, Cosmo Oil has intro-

duced a new system under which

clearer—i.e. more quantitative—

targets will be set and employees

will be evaluated and treated fairly

based on clear evaluation guide-

lines. The launch of the new system

aims to achieve an optimum focus

on results when evaluating person-

nel. At the same time, the total

number of employees will be stream-

lined to 1,500 (versus 2,073 at

the end of January 2000), and

cost reductions can be achieved through the cooperative operation

of inland tankers, just as in the case of oceangoing tankers. At this

juncture, Cosmo Oil estimates the tie-up with Nippon Mitsubishi Oil

will result in roughly ¥10 billion in benefits in the distribution sphere,

and even greater efficiency merits can be expected in the future.

Joint Production of Base Oils

Lubricant Operations

The tie-up with Nippon Mitsubishi Oil also extends to lubricant oper-

ations. Through the joint production and supply of base oils, the core

ingredients of lubricants, an enhanced production system of

improved production efficiency will be achieved. When cost reduc-

tions from cooperative purchasing of additives and containers are

factored in, the tie-up is projected to bring initial benefits in this seg-

ment reaching ¥1 billion. Cosmo Oil also sees possibilities for future

collaboration with Nippon Mitsubishi Oil in research and development.

Following the reading of the agreement for the tie-up, a commit-

tee was formed, co-chaired by the presidents of both companies,

to carry out the agreement. To start, detailed proposals relating to

all areas covered under the tie-up were taken under consideration.

These deliberations led to the conclusion that, while the benefits to

be generated in each segment may ultimately vary from their respec-

tive targets to some degree, the overall goal of the tie-up—to gener-

ate an initial ¥15 billion in benefits yearly—should be attainable.

To achieve optimum speed in achieving these aims, the two part-

ners elected to begin working first on matters most readily achiev-

able, while seeking to bring all areas covered by the tie-up to fruition

as early as feasible.

We firmly believe that the expansive, comprehensive tie-up with

Nippon Mitsubishi Oil paves the way for Cosmo Oil to enhance its

competitive strength in the market and solidify its position as a core

enterprise in the Japanese oil industry.



Under the project, six themes have

been set, and for each theme a

special organization has been

established to unify efforts toward

that task’s achievement while

strengthening tie-ups with affiliated

and cooperating firms. In April

2001, an on-line operations unit

was created as the first organization

of this kind in Japan applying an 

in-house recruiting system.

In developments relating to on-

line business targeted at users

and consumers, Cosmo Oil has

entered a tie-up arrangement with

autobytel.Japan, an on-line auto-

motive marketing brokerage ser-

vice. In April 2000, a new service

was inaugurated whereby cus-

tomers can order automotive parts

and accessories through a new

Internet Web site and pick up their

merchandise at Cosmo Oil service

stations. Initially, roughly 300 ser-

vice stations will serve as bases for

this system, and plans call for steady

network expansion. Also, the

Company will work to build a full-

fledged on-line business configura-

tion that will eventually embrace the

sale of vehicles. In addition, the

Company will continue to make

expanding use of the Internet to

strengthen the communication ties

between Cosmo Oil and its member

cardholders. Messages to card-

holders, currently distributed by

regular mail, will be shifted to e-mail

to achieve enhanced rationalization

and to provide important informa-

tion to cardholders with optimum

speed.

Cosmo Oil’s card membership

system, which currently encom-

passes approximately 2 million

members, has the capacity to

provide various services that are

impossible with other card

programs by virtue of the fact that

Cosmo The Card transactions are

settled using an in-house system.

In the future, the Company will also

proactively use its Web site (URL:

http://www.cosmo-oil.co.jp) to ex-

pand its network of cardholders

and to improve its information dis-

closures (such as real-time man-

agement data), both quantitatively

and qualitatively, to users and

investors.

Cosmo Oil will also work to

strengthen the competitiveness of

its Groupwide distribution structure

by upgrading the Internet environ-

ment linking the Company and its

dealers and their service stations,

thereby creating an interactive com-

munications infrastructure that will

also allow the Company to provide

diversified information services. On-

line operations will also enable the

realization of enhanced administra-

tive efficiency and speed through the

electronic transmission of documents

and the on-line purchasing of mate-

rials and equipment from suppliers.

Creating New Value in
Fiscal 2001
In fiscal 2001, Cosmo Oil will focus

on a new business endeavor of

great importance: the development

of operations involving the sale of

electricity as an independent power

producer, for example at the

Yokkaichi Refinery. The Company

will also engage vigorously in the

development of oil-based fuel cells,

the marketing of cogeneration sys-

tems, and the evaluation of poten-

tial new fuels.

In a nutshell, the direction in

which Cosmo Oil’s management

initiatives are being directed in fiscal

2001 is toward added-value cre-

ative management. While carrying

out the Company’s earlier initiatives

in rationalization, developments will

be actively pursued toward the cre-

ation of new value in both existing

and new areas of business to

ensure Cosmo Oil’s solid position in

an increasingly competitive market.

The Company will also maintain

its focused determination to become

a company worthy of attracting

investors globally. Toward that end,

the Company will further enhance

its investor relations activities and

information disclosures as a way

of increasing the transparency of

its management.

Finally, as a company playing a

major role in the nation’s energy

supply structure, Cosmo Oil will

continue to maintain ethically

responsible management as it

works to secure a stable supply of

crude oil along with the provision of

high-quality products. At the same

time, the Company will continue to

engage aggressively in activities to

safeguard the global environment

and to make broad social contribu-

tions, undertaking developments

which will comprehensively enable

a harmonious balance with the

needs of society.

September 1, 2000

Keiichiro Okabe,

Chairman and 

Chief Executive Officer
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