Non-Consolidated Financial Highlights Non-Consolidated Five-Year Summary

Penta-Ocean Construction Co., Ltd. Penta-Ocean Construction Co., Ltd.
Years ended March 31 Years ended March 31
Millions of Yen Thousands of U.S. Dollars (Note 1) Millions of Yen
1999 2000 2000 1996 1997 1998 1999 2000
Orders received ........ ¥545,085 ¥628,185 ¥516,020 ¥470,010 ¥404,259
Orders FECEIVEM .....c.ooeeivevevieeeeeeee e ¥470,010 ¥404,259 $3,808,375 Civil engineering llllllllllllllllll 340,081 385,429 265,688 319,246 249,349
NEE SAIES ...ttt 508,925 434,811 4,096,194 Architectural engineering ...... 1991029 2401417 246,738 147257 144,055
Contract backlog .................................................................................... 527,702 487,252 4,590,221 Real estate and others ....... 5,975 2,339 3,594 3v507 10,855
TOMAl SSLS v 503,272 474,959 4,474,414 NEt SAlES ..o 558,319 550,695 567,176 508,925 434,811
Sareholders’ BQUILY ... 44,606 51,634 486,425 Civil engineering................ 333,199 335,046 319,165 280,180 270,443
Ordinary INCOME .ve.vvsvvsvsvesvvsvvsvsvsvssns s 3,173 11,305 106,501 Architectural engineering ... 216,882 212,551 244,604 225,525 153,288
Income (Loss) before iNnCOMe taxes ... (40,796) (23,321) (219,699 Real estate and Others ...........ccocooeevveeceeennas 8,238 3,098 3,407 3,220 11,080
NELINCOME (I0SS) vvvvvsvvsvssvvsvvsvssvssvss s (41,341) (15,024) (141,536) CONLACE DACKIOG werrvrerreeerseesessersessrseeesn 550,976 634,771 571,317 527,702 487,252
Cash diVIAENDS oo s — 904 8,516 CIVil ENGINEETING vrereerseesrseesseserseesn 304,509 360,075 295,832 330,850 302,537
Architectural engineering ..........cccoecvevvvereinnen. 245,694 274,683 275,285 196,364 184,453
ven US. Dollars Real estate and Others ... 773 13 200 488 262
Per share of common stock: TOtAl ASSELS ...ovovevveseeveescseesssees e oo 602,507 533,785 583,978 503,272 474,959
Shareholders’ EQUILY ... ¥123 ¥143 $1.35 Shareholders’ qUItY .............coovvrreivvrssiveerne 84,190 88,616 88,978 44,606 51,634
NELINCOME (I0SS) ...ovvvvvsireiivesivesivnsss (114.22) (41.57) (0.39) OFdiNArY iNCOME ..ocvvvovvosoeeesesoessesssee e 14,377 12,517 11,683 3,173 11,305
Casn diVIAENDS ....oooovvsvesvvssvssssnssssssssssssss s — 250 0.02 Income (Loss) before income taxes .................... 12,785 13,231 9,478 (40,796) (23,321)
Note: Figures stated in U.S. dollars are converted for convenience only, at the rate of ¥106.15 per US$1, prevailing on March 31, 2000. Net |nc.o.me (loss) 4,315 3,807 3,209 (41,341) (15,024)
Cash diVIdends ........ccccccvvvviiieeeceeee e 3,032 2,717 2,717 — 904
Per share of common stock: Yen
Shareholders’ equity ... ¥ 236 ¥ 245 ¥ 246 ¥ 123 ¥ 143
Net inCOme (I0SS) ..o 12.19 10.56 8.86 (114.22) (41.57)
Cash dividends .........cccccooeviereieicniseeeins 8.50 7.50 7.50 0.00 2.50
Number of employees ..., 5,116 5,080 4,671 3,937 3,774
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Penta-Ocean Construction Co., Ltd.

Non-Consolidated Balance Sheets
March 31, 1999 and 2000

Millions of Yen

Thousands of U.S. Dollars (Note 1)

ASSETS 1999 2000 2000
Current assets:
Cash and time depoSItS ... ¥ 40,875 ¥ 30,521 $ 287,527
Marketable securities (Notes 2(3), 3 and 4) ... 15,360 14,864 140,028
Trade receivables:
...... 26,560 14,847 139,868
...... 169,033 150,433 1,417,174
Subsidiaries and affiliates ..........ccccoceveeeiiieeeeeeeeereeeenns 11,465 13,612 128,234
Allowance for doubtful receivables (Note 2(5)) .........cccce.... (2,086) (4,060) (38,248)
Inventories: (Note 2(6))
Cost of uncompleted CONtracts ... 63,675 58,458 550,711
Real estate for trade and real estate in progress ............... 44,005 32,138 302,760
Raw materials and SUPPLIES .......ccvveririeeieiirireeeeeecene 2,951 1,726 16,260
Deferred tax assets (Note 2(10) and 14) .......ccccccovvvvrverivirninenns — 16,767 157,956
Other CUITENT ASSELS ......cvvevcviceeeeeceeee e 4,387 6,761 63,693
Total CUITENE ASSELS ..o 376,225 336,067 3,165,963
Investments and non-current assets:
Investments in and loans to subsidiaries and
affiliates (NOE 2(4)) ... 10,074 23,130 217,899
Investment in securities (Notes 2(3), 3 and 4) .......ccovvvernees 16,137 15,769 148,554
Long-term receivables ... 10,614 2,860 26,943
SUNARY INVESIMENTS ... 22,253 20,498 193,104
Allowance for doubtful receivables (Note 2(5)) ... (7,999) (9,238) (87,028)
Deferred tax assets (Notes 2(10) and 14) .......cccovervrvrvrrvineernnen. — 9,424 88,780
Total investments and non-current assets ................ 51,079 62,443 588,252
Property and equipment (Note 2 (7)):
LANG oo 41,480 47,292 445,521
BUildings and STTUCLUIES ..o 38,074 37,646 354,649
Machinery, equipment and VEhICleS ... 16,167 16,319 153,735
Dredgers and VESSEIS ..o 28,823 27,875 262,600
CONSLIUCLION IN PrOGIESS ...eucvuceieirireireieieeieesee et 1,126 152 1,432
Total property and equIPMENt ........cccvvvvvrirererinienis 125,670 129,284 1,217,937
Less accumulated depreciation ... (52,710) (53,741) (506,274)
Property and equipment — net 72,960 75,543 711,663
Other assets (NOLE 2 (8)) v nseneees 3,008 906 8,536
TOtAl ASSELS w..vvvveciciceie s ¥503,272 ¥474,959 $4,474,414

See accompanying Notes to Non-Consolidated Financial Statements.
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Millions of Yen

Thousands of U.S. Dollars (Note 1)

Commitments and contingent liabilities (Note 13)

LIABILITIES AND SHAREHOLDERS’ EQUITY 1999 2000 2000
Current liabilities:
Bank 10aNnS (NOLE 5) ..o ¥129,568 ¥127,726 $1,203,260
COMMEICIAl PAPET ...t 5,000 3,000 28,262
Current portion of long-term debt (NOte 5) .......cccovvvircririrreins 15,861 22,306 210,137
Trade payables:
NOTE 1ot 45,686 38,429 362,025
ACCOUNT L.ttt 103,138 91,370 860,763
Subsidiaries and affiliates 3,676 4,616 43,486
Advance on contracts in progress .. 63,111 46,959 442,383
Deposit received ... 11,252 8,790 82,807
Accrued taxes on income 423 211 1,988
Accrued expenses ... 10,960 8,123 76,524
Other current iabilitieS ........c.ccoveveviieceeeeeeee e 3,891 3,064 28,865
Total current iabilitieS ........ccocovevveeeicececee e, 392,566 354,594 3,340,500
Long-term debt (NOTE 5) ..o 60,284 56,983 536,816
Accrued directors’ and statutory auditors’ and
employees’ severance indemnities (Note 2(11) and 2(12))..... 4,200 6,848 64,512
Deferred tax liabilities for land revaluation
(Note 2(10) @Nd 18) ....oucererrrreririeireiriessereises s — 3,358 31,634
Other long-term Habilities ... 1,616 1,542 14,527
Total long-term liabilities ... 66,100 68,731 647,489
Shareholders’ equity:
Common stock, ¥50 par value
Authorized — 599,135,000 shares
Issued — 361,407,443 shares at March 31, 1999.................... 33,971 — —
Issued — 361,407,443 shares at March 31, 2000.................... — 33,971 320,028
Additional paid-in capital (NOte 16) ..........covevrvrrrerrvrininrireirirnens 29,662 10,635 100,188
Land revaluation excess (Note 18) ........cccoevvvnirrririneniinenennns — 4,628 43,599
Legal reserve (NOE 17) ..o 5,197 — —
Retained earnings (deficit):
Appropriated for general reServe ..........cooovvnenenerenens 14,049 — —
UNaPPropriated ... eseeseneees (38,273) 2,400 22,610
Total shareholders’ eqUIty ........ccccoevririninieneniinnnns 44,606 51,634 486,425
Total liabilities and shareholders’ equity ..........ccccoceveue. ¥503,272 ¥474,959 $4,474,414
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Penta-Ocean Construction Co., Ltd.

Non-Consolidated Statements of Income
For the years ended March 31, 1999 and 2000

Millions of Yen

Thousands of U.S. Dollars (Note 1)

1999 2000 2000
Construction business:
NEL SAIES ..o ¥505,705 ¥423,732 $3,991,823
COSt O SAIES ... 464,386 378,458 3,565,313
41,319 45,274 426,510
Real estate and others (Note 11):
NEE SIS ... 3,220 11,080 104,381
COSt Of SAIES ... s 3,351 10,776 101,517
(131) 304 2,864
TOtAl NEE SAIES ... 508,925 434,812 4,096,204
Total COSt Of SAIES ..o 467,737 389,234 3,666,830
Total gross Profit ... 41,188 45,578 429,374
Selling, general and administrative eXpenses ... 35,504 29,831 281,027
Operating INCOME ........ccvirirrrieieieeeee ettt 5,684 15,747 148,347
Other income:
Interest and divIdeNdS ..........ccocveeiiiieccececee s 1,099 739 6,962
Interest and dividends from subsidiaries and affiliates.............. 100 168 1,583
Other (NOLE B) ....ouvvuirrriiieieieriec s 1,465 567 5,341
2,664 1,474 13,886
Other expenses:
INEEIEST oo 4,210 4,930 46,443
Other (Note 7) 965 986 9,289
5,175 5,916 55,732
OrdiNary INCOME ..o 3,173 11,305 106,501
Extraordinary gain (NOte 8) .......cccovrrirneririninereiseseeeseenenis 493 465 4,380
Extraordinary 10SS (NOtE 9) .....c.cuiviriireiierereeseeeseeeenes 44,462 35,091 330,580
Income (loss) before iNCOMe taxes ... (40,796) (23,321) (219,699)
Income taxes (Notes 2 (10) and 14)
CUITENT .ottt 545 470 4,428
Tax effeCt adjuStMENT ..o s — (8,767) (82,591)
NEt INCOME (J0SS) ...vvuvverreirrieieieieei e ensees ¥ (41,341) ¥ (15,024) $ (141,536)
Income (loss) per share of common stock (Note 2 (14)) Yen U.S. Dollars (Note 1)
PLIMAIY oo ¥(114.22) ¥(41.57) $(0.39)
AsSUMING FUIl dITULION ... — — —

See accompanying Notes to Non-Consolidated Financial Statements.
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Penta-Ocean Construction Co., Ltd.

Non-Consolidated Statements of Shareholders’ Equity

For the years ended March 31, 1999 and 2000

Millions of Yen

Thousands of U.S. Dollars (Note 1)

1999 2000 2000
Common stock:
Balance at the beginning of the period ... ¥33971 ¥ 33,971 $ 320,028
Balance at the end of the period ..., ¥ 33,971 ¥ 33,971 $ 320,028
Additional paid-in capital (Note 16):
Balance at the beginning of the period ... ¥ 29,866 ¥ 29,662 $ 279,435
Cancellation of treasury StOCKS ... (204) — —
Reversal for covering the defiCit ... — (19,027) (179,247)
Balance at the end of the period ... ¥ 29,662 ¥ 10,635 $ 100,188
Legal reserve (Note 17):
Balance at the beginning of the period ..., ¥ 4,907 ¥ 5197 $ 48,959
Reversal for covering the deficit 290 (5,197) (48,959)
Balance at the end of the period ¥ 5197 ¥ — $ —
Retained earnings:
Appropriated for general reserve (Note 2(13))
Balance at the beginning of the period ..., ¥ 14,163 ¥ 14,049 $ 132,350
Transfer to unappropriated retained earnings... (114) — —
Reversal for covering the defiCit ... — (14,049) (132,350)
Balance at the end of the period ... ¥ 14,049 ¥ — $ —
Land revaluation excess: (Note 18)
Balance at the beginning of the period ¥ — ¥ — $ —
Land revaluation EXCESS ........covivveiireeeeeeiee st — 4,628 43,599
Balance at the end of the period ..., ¥ — ¥ 4,628 $ 43,599
Unappropriated: (Note 2(13))
Balance at the beginning of the period ..., ¥ 6,071 ¥(38,273) $(360,556)
NEt INCOME (I0SS) ..o s (41,341) (15,024) (141,536)
Prior period tax effect adjustment ... — 17,424 164,146
Cash diVIAENAS ......ovieier s (2,717) — —
Directors’ and statutory auditors’ bonuses ... (110) — —
Transfer to [egal rESEIVE ... (290) — —
Reversal of legal reserve for covering the deficit.................... — 5,197 48,959
Reversal of additional paid-in capital for covering the defiicit ... — 19,027 179,247
Appropriated retained €arnings ... 114 14,049 132,350
Balance at the end of the period ¥(38,273) ¥ 2,400 $ 22,610

See accompanying Notes to Non-Consolidated Financial Statements.
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Penta-Ocean Construction Co., Ltd.

Notes to Non-Consolidated Financial Statements

(Information with respect to 1999 and 2000 is unaudited)

1. Basis of non-consolidated financial statements

These non-consolidated financial statements in English are based on the
Company’s accounts in Japanese. They have been prepared in accordance
with auditing standards, procedures and practices generally accepted and
applied in Japan. Except for the recording of unappropriated retained earn-
ings, these financial statements have been reclassified from those submitted
to the Director of Kanto Local Finance Bureau of Japan.

The figures in these financial statements are shown in U.S. dollars at the
conversion rate of U.S.$1=¥106.15, the exchange rate prevailing on March 31,
2000. This is solely for the convenience of the readers outside Japan and does
not mean that assets and liabilities originating in yen can be converted into or

settled in dollars at the above rate.

The accompanying Non-consolidated Financial Statements of the Company
for the fiscal years ended March 31, 1999 and 2000 had been prepared in
conformity with the accounting and reporting standards for annual financial
statements which had been promulgated by the Business Accounting Delib-
eration Council, an Advisory Committee of the Japanese Minister of Finance,
however the above standards and its related regulations were revised and
enforced on/from April 1, 1999, as a result, both the accompanying non-con-
solidated financial statements in 1999 and 2000 were prepared according to
the revised standards and regulations due to comparison for two years.

2. Summary of significant accounting policies

(1) Foreign currency conversion

Transactions in foreign currencies are converted into yen at the exchange
rate prevailing at the time of the transactions. Short-term receivables and
payables denominated in foreign currencies are converted into yen at the
exchange rate prevailing on the balance sheet date. The other items de-
nominated in foreign currencies are converted into yen at the exchange
rate prevailing at time when assets were acquired or liabilities were in-
curred. Exchange gains or losses, realized or unrealized, are included in
current income.

(2) Recognition of contract revenue

The Company generally recognizes revenue upon the completed-contract
method. However it uses the percentage of completion method to recog-
nize revenue derived from large, long-term construction projects which
meet a certain specified term. Advances received in excess of revenue
incurred on long-term contracts are shown as a current liability. Unbilled
costs are included in inventories.

(3) Securities

Securities included in current assets and investments are stated at cost
determined by the moving average method except for those of a remark-
able fall in market price.

(4) Investments in subsidiaries and affiliates
Investments in subsidiaries and affiliates are stated at cost determined by
the moving average method.

(5) Allowance for doubtful receivables

The Company declared estimated amounts based on the ratio of actual
bad debt to monetary credit balances and certain amounts for individual
receivables which are considered uncollectable.

(6) Inventories
Inventories are stated at specific cost, except for raw materials and sup-
plies which are determined by the first-in first-out method.
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(7) Property and equipment

Property and equipment is stated at cost and its depreciation is calculated
under the declining balance method using the estimated useful lives stipu-
lated by Japanese tax regulations except buildings (except for equipment
fixed inside buildings) which were acquired on/after April 1, 1998 and which
are calculated under the straight-line method.

At the time of sale or disposal, the cost and related accumulated depre-
ciation are eliminated from the account, and gains or losses are reflected
in income. Maintenance and repair costs, including minor renewals and
betterments and purchases of small equipment, are included in the ex-
penses incurred during the fiscal year under review.

(8) Research and development costs, and Computer software
Research and development costs are charged to income as they are incurred.
Computer software (¥745 million (U.S.$7,018 thousand)) which has been pur-
chased for internal use was reclassified from Sundry investments to Other
assets in the current fiscal year, according to Accounting Standards for Re-
search and Development Costs which was promulgated by Business Account-
ing Deliberation Council on March 13, 1998. The computer software is amor-
tized as no scrap values by the straight-line method for five years based on
the estimated useful lives of internal use.

(9) Accounting for finance lease
To transactions of finance lease other than these which the right of owner-
ship to lease assets is recognized to belong to lessee, the same accounting
method as that of operating is adopted.

(10) Income taxes

The Company declares corporation and other taxes for the current fiscal year
on the basis of the taxable income calculated under the provisions of the
Corporation Tax Law and other tax regulations. Taxable income thus calcu-
lated is different from earnings in the account book. Japanese corporation
and other taxes applicable to the Company comprise of (a) corporation tax of
30.0 percent on taxable income, (b) enterprise tax of 9.6 percent on taxable
income after a certain adjustment, and (c) prefectural and municipal taxes

averaging 20.4 percent on the amount of corporation tax after a certain adjust-
ment. When paid, enterprise tax is deductible for income tax purposes. Tax-
effect accounting was applied in the current year. As a result, deferred tax
assets were recognized by ¥26,190 million (U.S.$246,726 thousand), net loss
decreased by ¥8,767 million (U.S.$82,591 thousand), and appropriate retained
earnings increase by ¥26,190 million (U.S.$246,726 thousand) compared with
those in the case where tax-effect accounting is not applied.

(11) Accrued employees’ severance indemnities

The Company has a plan which is provided for lump-sum severance benefits
to employees whose services with the Company are terminated. The amount
to be paid is generally determined by reference to length of service and cur-
rent basic salary at the time of termination or retirement. Previously the Com-
pany set aside the amount which is 40 percent of the amount which would be
required to be paid, if all employees voluntarily terminated their service at the
balance sheet date. The Company determined to change from 40 percent to
100 percent for the above calculation from March 31, 2000. This change was
decided by the reason why the Company reexamined the plan of lump-sum
retirement benefits based on investigations of the changes in an age struc-
ture, length of service with the Company or retirement circumstances and
surroundings of employees who applied the extra retirement pay, together
with foreseeing increase of liability of retirement severance benefits which
will be required the large retirement pay in future, and the Company promotes
further more sound financial position and presents periodic income or loss
more fairly. Consequently, the current service costs were charged to income
as a general and administrative expenses, cost of sales and cost of uncom-
pleted contracts and those were ¥59 million (U.S.$556 thousand), ¥74 million
(U.S.$697 thousand), and ¥11 million (U.S.$104 thousand), the past service costs
were charged to income as an extraordinary loss and it was ¥3,309 million
(U.S.$31,173 thousand).

The Company established retirement annuity funds with private life insur-
ance companies and trust banks in the fiscal year ended March 31, 1992.
These have been to cover 70 percent of the amount which would be required
to be paid, if all employees voluntarily terminated their service at the balance
sheet date. Japanese tax regulations require deduction of the amount contrib-
uted to the retirement annuity fund from the basic amount of the calculations

which the regulations allow companies to reserve as accrued employees’
severance indemnities referred to above.

Employees can require lump-sum severance benefits when they reach the
retirement age of 60, and the amount to be paid is satisfied by 70 percent from
the retirement annuity fund and 30 percent from the Company.

They can select a method to be paid as a pension only after fifteen years of
service at the time of their retirement. When employees whose length of
service with the Company is fifteen years or over, voluntarily terminate their
service before retirement age, they are also entitled to receive pension pay-
ments which continue to be payable as a survivors’ annuity upon death.

The total amount of pension assets was ¥7,235 million (U.S.$68,158 thou-
sand) as of March 31, 2000. Past service cost must be amortized for ten years,
and such amounts charged to income as an expense were ¥1,919 million
(U.S.$18,078 thousand) for the fiscal year ended March 31, 2000.

(12) Accrued directors’ and statutory auditors’ retirement al-
lowance

The Company provides the retirement allowance equal to the amount required
if all of directors and statutory auditors retired on the balance sheet date.

(13) Appropriations of retained earnings or deficit
Appropriations of retained earnings or deficits are reflected in the accompa-
nying non-consolidated financial statements when approved by shareholders.

(14) Net income per share
Primary net income per share is calculated on the basis of the weighted
average number for a period of outstanding common stocks from the begin-
ning to the end of the fiscal period.

Assuming full dilution has not been presented with the results that convert-
ible bonds and bonds with detachable warrant have not been issued as of the
end of March 31, 2000.

(15) Derivative transactions

The Company enters into interest rate swap agreements and forward ex-
change contracts to hedge risks from fluctuations in interest rate and foreign
exchange rate respectively.

3. Marketable securities
Marketable securities current and non-current at March 31, 1999 and
2000 are summarized as follows:

Marketable securities:
LISEEA STOCKS ...t
Bonds and deDENUIES ..o

Market value of current and non-current marketable securities against
book value is listed below.

Thousands of U.S.
Dollars (Note 1)

Millions of Yen

1999 2000 2000

..................... ¥13,675 ¥14,103 $132,859
..................... 1,427 636 5,992
¥15,102 ¥14,739 $138,851

¥10,506 ¥10,631 $100,151

30 120 1,130

¥10,536 ¥10,751 $101,281
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Millions of Yen Thousands of U.S. The aggregate annual maturing amounts of long-term loans after

Dollars (Note 1) March 31, 2000 are as follows:
1999 2000 2000 ’ . Millions of Yen Thousands of

U.S. Dollars (Note 1)

Market value of listed securities included in:

Years ending March 31,

MarKEtahle SECUIITIES .....uvvvuireiiiiiiieiess s ¥21,228 ¥21,662 $204,070
Investments in marketable securities ) 21815 21632 203,787 2001 oot ¥22,306 $210,137
TR ¥43,043 ¥43.294 3407857 gy e 708
) ) 2004 ..ot 7,684 72,388
NETUNMEAIIZET AN . ¥17405 ¥17,804 _$167.725 2005 AN BT TAL ...t 16,246 153,048
TOTAL oottt ees et eSS ¥79,289 $746,953
Millions of Yen Thousands of U.S.
Dollars (Note 1)
1999 2000 2000 6. Other income
Not available for sale The composition of “other income-others” for the two years ended
Current: March 31, 1999 and 2000 is as follows:
Unlisted bond (Within 1 YEAI) ..o ¥ 258 ¥ 125 $ 1177 Millions of Yen Thousands of U.S.
Dollars (Note 1)
Non Current: 1999 2000 2000
UNBStEd STOCKS ..coocvvvnsssnssissssssssssssssssssmsssss s ¥3,101 ¥2,518 $23,721 RNt reCEIVEM fTOM FEAI BSTALE .....cccccvvvvsvvvreerssveveesssieseessssissns s ¥ 299 ¥261 $2,459
Privately placed internal BONd ... 2,500 2,500 23,552 Gain on sale of MArketable SECUIILIES ............ccoooioioiieceeeveveveeeeeeeecesssssssss s sssssssssseeeeeenes 736 11 104
OBNEIS . 430 295 2,778
TOTAL e ¥1,465 ¥567 $5,341
4. Pledged assets
The following assets were placed instead of guaranty money relating
to fulfillment of construction contracts at March 31, 1999 and 2000. 7. Other expenses
Millions of Yen Thousands of U.S. The composition of “other expenses-others” for the two years ended
Dollars (Note 1) March 31, 1999 and 2000 is as follows:
1999 2000 2000 N
MBIKELADIE SECUFLIES v ¥438 ¥350 $3,382 Millons orven Dolars (Note )
INVESTMENE IN SECUITLIES ... 311 265 2,496 1999 2000 2000
¥749 ¥624 __ 35878 FOreign XChaNGE 10SS ... ¥586 ¥778 $7,329
OENBIS 1.ttt 379 208 1,960
TOLAL et ¥965 ¥986 $9,289
5. Loans and long-term debt
Short-term bank loans as of March 31, 1999 and 2000 are represented years ended March 31, 1999 and 2000. Long-term debt as of March 31,
primarily in the form of overdraft facility notes bearing annual interest 1999 and 2000 is summarized as follows: 8. Extraordinary gain
rates ranging from 0.595 percent to 1.875 percent for the two fiscal The composition of “Extraordinary gain” for the two years ended March
Millions of Yen Thousands of U.S. 31, 1999 and 2000 is as follows:
Dollars (Note 1) Millions of Yen Thousands of U.S.
1999 2000 2000 Dollars (Note 1)
Long-term loans from banks and insurance companies maturing 1999 2000 2000
in 2010 (bearing annual interest rates ranging from 1.380 percent Gain on sale of Marketable SECUIILIES ..........ccooivimrreeecvvevesveseseessesssesssssssseesessssssssssssesseenes w17 ¥ 16 $ 151
£0 3.500 PEICENT) w..vvviiveieaeiiiitie bbb ¥76,145 ¥79,289 $746,953 13 13 122
Less: current portion of long-term debt ... (15,861) (22,306) (210,137) 232 424 3,994
TORAL o s ¥60,284 ¥56,983 $536,816 31 12 113
TOLAL et ¥493 ¥465 $4,380
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9. Extraordinary loss
The composition of “Extraordinary loss” for the two years ended March
31, 1999 and 2000 is as follows:

L0SS from sale of fIXEd @SSELS ...
Loss from disposition Of fIXEA @SSELS ... s
Extra pay for voluntary retireMeENt ... nsees
Loss from disposition of plants to collect and convey earth and sand ...........c.ccocevvnnee
Bad debt WITEEN OFf ...
Provision for Dad debt ...
Loss from sale of real @SEALE ... e
Loss on revaluation of real estate for trade ...
Loss on liquidation of affiliated COMPANIES .........ccvviiiinini s
LOSS from Sale Of SECUMLIES ... s
Loss on securities revaluation.
Loss resulting from cancellation of interest rate swap agreements ............oocvevevenins
Loss resulting from recognizing the shortage of past service costs

by the change in @CCOUNTING ... s
Others

Millions of Yen Thousands of U.S.
Dollars (Note 1)

1999 2000 2000
¥ 59 ¥ 380 $ 3,580
93 410 3,862
5,857 199 1,875
5 — —
2,517 — —
7,150 3,020 28,450
4,745 — —
11,059 18,469 173,990
7,050 3,471 32,699
284 — —
2,224 154 1,451
— 3,441 32,416
— 3,309 31,173
3,419 2,238 21,084
¥44,462 ¥35,091 $330,580

10. The summary of finance lease transactions
The Company has entered into contracts of finance lease transactions.
The summary of those is as follows:

(1) Fair value of properties leased by the Company, accumulated de-
preciation and present value of them are as follows:

Millions of Yen Thousands of U.S.
Dollars (Note 1)
1999 2000 2000
IMACKINETY ... s ¥ 341 ¥ — $ —
EQUIPMENT ..ot 1,442 620 5,841
RV L] 1o =TT 439 259 2,440
BUIAINGS v 22 21 197
2,244 900 8,478
Accumulated dEPreCiatioN ... e (1,661) (555) (5,228)
PIESENT VAIUE ...ttt ¥ 583 ¥345 $3,250

Depreciation is calculated under the straight-line method for lease
periods and the scrap value is zero.

Within less than one year ...

LALET YEAIS ...
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(2) The future lease payments in the fiscal years ended March 31, 1999

and 2000 are as follows:

Millions of Yen

Thousands of U.S.
Dollars (Note 1)

(3) The difference between the aggregate payment amounts of lease
properties and the acquisition fair value of them is regarded as an
interest to be paid and it is allocated to each of the accounting periods

through the lease period of initial contracts by the interest-method and
its summary is as follows:

1999 2000 2000
¥224 ¥188 $1,771
..................... 373 170 1,602
..................... ¥597 ¥358 $3,373

Millions of Yen Thousands of U.S.
Dollars (Note 1)
1999 2000 2000
LEASE PAYMENT .. eeovverereeseeesseesseesssseesseeesssseesseeesssseessesess e ssseses s enes s enss s nss e ¥436 ¥242 $2,280
DEPIECIALION ...t 400 225 2,120
INEEIESE EXPEINSE ... 21 14 132
11. Rental fee-received, sales on real estate and others
The summary of rental fee-received on operating leases and of sales
on real estate and others are as follows:
Millions of Yen Thousands of U.S.
Dollars (Note 1)
1999 2000 2000
LANG 1ottt ¥2178 ¥10,009 $ 94,291
RENAL 1. bbbt bbbt nes 1,034 1,024 9,647
THE OTNEIS ettt 8 47 443
TOAL oo bbbttt ¥3,220 ¥11,080 $104,381
12. Derivative transactions
The Company has entered into interest rate swap agreements to hedge
risk incurring from fluctuating of interest rate.
At March 31, 2000
Millions of Yen Thousands of U.S. Dollars (Note 1)
Contract Fair value Unrealized Contract Fair value Unrealized
amount gain (loss) amount gain (loss)
Non-market transactions
Interest rate swap
Floating rate receipt, fixed rate payment ................. ¥ 95,000 ¥ (48) ¥ (48) $ 894,960 $ (452)
Floating rate payment, fixed rate receipt ................. 50,000 2,533 2,533 471,032 23,863
Fixed rate payment, floating rate receipt ................. 96,000 (6,770) (6,770) 904,380 (63,778)
TOLAl oo e ¥241,000 ¥(4,285) ¥(4,285) $2,270,372 $(40,367) $(40,367)

Fair value is based on the price offered by the banks concluding the
derivative agreements.
Derivative transactions information of the Company of March 31, 2000

was omitted according to the revised standards and regulation. Con-
solidated derivative transactions information of March 31, 2000 are
presented on Notes of Consolidated Financial statements.

13. Commitments and contingent liabilities
As of March 31, 1999 and 2000, commitments for the purchase of ma-
chinery and equipment and other assets are ¥872 million (U.S.$8,215
thousand) and ¥75 million (U.S.$707 thousand) respectively.

As of March 31, 1999 and 2000 the Company is contingently liable for

the borrowings of its subsidiaries, affiliates and others amounting to
¥37,671 million (U.S.$354,885 thousand) and ¥24,862 million (U.S.$234,216
thousand), respectively.
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14. Income taxes

Deferred tax assets and deferred tax liabilities result from time differ-
ences between financial reporting purpose and tax reporting purposes

Deferred tax assets

Deficit incurred on tax FEIUM ...t

Loss on revaluation real estate for trade .......
Loss on liquidation of affiliated companies

Excess allowance for doubtful receivables ...
Excess accrued employees’ severance indemnities ...
OBNEIS oo

Total: deferred tax aSSELS ...

Deferred tax liabilities

and those are summarized as follows:

Thousands of
U.S. Dollars (Note 1)

Millions of Yen

................................... ¥ 9,685 $ 91,239

8,576 80,791

2,039 19,209
................................... 1,749 16,477
................................... 1,622 15,280
................................... 2,612 24,606
................................... ¥26,283 $247,602
................................... ¥ (92 $  (866)
................................... ¥ (92 $  (866)
................................... ¥26,191 $246,736

15. Consumption tax

Consumption tax is usually levied at the rate of 5 percent on all trans-
actions in connection with transferences (including services) and pur-
chases, except for tax-free transactions. Consumption tax is eliminated

from transferences (including services) and purchases stated in the
statement of income.

16. Additional paid-in capital

It was provided in the articles of incorporation by the resolution of the
Shareholders’ meeting held at June 26, 1998 that the Company could
repurchase treasury stocks within the limit of 18,000,000 shares and
¥5,400 million on behalf of cancellation of stocks by additional paid-in
capital and the Board of Directors meeting held immediately after that
decided to repurchase 1,000,000 shares of the number of above stocks

according to Article 3 of the Law Concerning Special Measures under
the commercial code with respect to procedures of cancellation of
stocks as to the procedure of the cancellation of stocks enforced in
1997.

The Company repurchased 865,000 shares of par value common stock
at a total amount of ¥204 million (U.S.$1,922 thousand) and cancelled
all of them by the resolution of the Board of Directors’ meeting.

17. Legal reserve

The Japanese Commercial Code provides that an amount equivalent to
at least 10 percent of cash dividends and directors’ bonus paid in each
fiscal period will be appropriated as a legal reserve until such reserve
reaches 25 percent of stated capital. This reserve is not available for

dividend payments, but it may be used to reduce deficits by a resolu-
tion of the shareholders’ meeting or transferred to capital by a resolu-
tion of the Board of Directors.

18. Land revaluation excess

The Company revalued the land of ownership used for its own business
purposes based on the value appraised by an appraiser who is regulated
by Article 2 No. 4 and 5 of an Enforcement Ordinance No. 119 of the Law
concerning Land Revaluation promulgated on March 31, 1999.

The day of the revaluation: On March 31, 2000

BOOK VAIUE ...t
APPIAISAl VAIUE ..o

Building a New Prosperity

As its result the revaluation excess was recognized and taxes to be
levied to its excess in future was declared as a deferred tax liability and
net excess having deducted the above taxes was presented in sharehold-
ers’ equities as a Land Revaluation Excess.

................................... ¥39,305 million (U.S.$370,278 thousand)
................................... ¥47,292 million (U.S.$445,520 thousand)

Report of Independent Certified Public Accountants
on the Non-Consolidated Financial Statements

The Board of Directors
Penta-Ocean Construction Co., Ltd.

We have audited the non-consolidated balance sheets of Penta-Ocean Construction Co., Ltd. as of March 31, 1999 and 2000 and
the related non-consolidated statements of income and shareholders’ equity for the two years ended March 31, 1999 and 2000, all
stated in yen. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards, procedures and practices generally accepted and applied in
Japan. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentations.

In our opinion, the non-consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Penta-Ocean Construction Co., Ltd. as of March 31, 1999 and 2000, and the results of their operations and their
shareholders’ equity for the two years then ended in conformity with accounting principles and practices in Japan generally
accepted and applied on a consistent basis excepting the following affair.

As described in Summary of significant accounting policies Note 2(11), Previously the Company had reserved for lump-sum
severance benefits of 40 percent of the amount which would be required to be paid if all employees voluntarily terminated their
service at the balance sheet date, but the Company determined to change from the above method to the method which provided
100 percent of the above benefits from the current year.

This change was decided by the reason why the Company reexamined the plan of lump-sum retirement benefits based on
investigations of the changes in an age structure, length of service with the Company or retirement circumstances and surround-
ings of employees who applied the extra retirement pay, together with foreseeing increase of liability of retirement severance
benefits which will be required the large retirement pay in future, and the Company promotes further more sound financial
position and presents periodic income or loss more fairly. We accepted it as the change under rational reason.

The current service costs were charged to income as general and administrative expenses and cost of sales and those were
¥59million (U.S.$556 thousand) and ¥74million (U.S.$697 thousand) respectively. The past service costs were charged ¥3,309million
(U.S.$31,173 thousand) to income as an extraordinary loss. As the result of this change, operating income and ordinary income
decreased by ¥134million (U.S.$1,262 thousand), and loss before income taxes increase by ¥3,444million (U.S.$32,445 thousand)
compare with the previous accounting measures.

The accompanying non-consolidated financial statements expressed in United States dollar have been translated into dollar
solely for convenience of the reader. We have reviewed the translation and, in our opinion, the non-consolidated financial
statements expressed in yen have been translated into dollar on the basis described in Note 1 to the non-consolidated financial
statements.

Tokyo, Japan
June 29, 2000

(ot (S howea & (v

CENTURY OTA SHOWA & CO.

See notes to the non-consolidated financial statements which explains the basis of preparing the non-consolidated financial statements of Penta-Ocean Construction Co.,
Ltd. under Japanese accounting principles and practices.
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