FINANCIAL STATEMENTS >

Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries

Consolidated Summary
Years ended March 31

Thousands of

Millions of yen U.S. dollars
2000 2001 2001
OFUEIS TECRIVEH ...t bbb et b bbbt bbb bbb bbb bbbt b b e be b e s e s bt ¥406,995 ¥480,699 $3,879,734
(00 A1 (001110 TR 406,995 480,699 3,879,734
Real eState dBVEIOPMENL ........c.eeieriieii bbbt — — —
0131 £SO — — —
NEE SAIES ..v.vuvrseiesiei ettt 463,952 440,141 3,552,390
(00 A1 (001110 TR 436,910 428,367 3,457,361
Real eState dBVEIOPMENL ... bbb 17,283 5,844 47,167
0131 £SO PO PTTPTRPRTON 9,759 5,930 47,862
CONEFACE DACKIOYG ... 486,989 545,246 4,400,694
(00 A1 (001110 TR 486,989 545,246 4,400,694
Real eState dBVEIOPMENL ........c.ieieriiiiii bbb — — —
ONBES 1ottt — — —
TOTAL @SSELS ...vuvvvrvrseersees et et b bbb 510,665 497,114 4,012,220
SNArBNOIAEIS" BUUILY .....vvveceeeieiseieiee it 46,110 51,715 417,393
OFTINAIY INCOME ..ottt 8,824 10,494 84,698
Income (L0SS) DEfOre INCOME AXES ......vuvuerireiciciire ettt (19,054) 9,436 76,158
NEL INCOME (J0SS) v.vuevuevireeiieieitecsses st (13,395) 3,179 25,658
CASN QIVIABNG ...t bbbt 904 1,807 14,584
Yen U.S. dollars
Per share of common stock:
SHAFENOIAEIS" BOUILY ...vvovveveriieieeieieieie et ¥128 ¥143 $1.15
NEE INCOME (I0SS) vvvverereriaeisiieeseisee i bbb (37.06) 8.80 0.07
CaSN QIVIAENG ... bbb bbbttt 2.50 5.00 0.04
NUMDET O BMPIOYEES ..ottt 4,176 4114

Note:  The amounts of orders received and contract backlog related to real estate development and other business are not included in the summary, because they were too small to have material effect on total
amounts. U.S.$1=¥123.90 as at March 31, 2001.
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FINANCIAL REVIEW >

Business Performance

In the domestic construction market, the principal area of
business for Penta-Ocean’s subsidiaries and affiliates, the
number and size of public works projects continued to de-
crease, due primarily to the increasingly stringent monetary
restraints of regional governments. Although private sector
investment in housing declined from the previous term’s level,
capital investment increased, primarily in the manufacturing.
Owing to these and other factors, investment in construction
projects remained unchanged from the previous term.

In Southeast Asia, the Group’s primary area of overseas
operations, local economies continued to rebound steadily from
the economic slump caused by the currency crisis of a few years
ago. Correspondingly, investment in construction continued to
rise.

In these circumstances, consolidated net sales amounted to
¥440,141 million (US$3,552 million), decreasing 5.1% from
the previous term. Consolidated ordinary income, however,
increased by 18.9% over the level in the previous term to
¥10,494 million (US$84.6 million). Consolidated net income,
which had recorded a loss for the previous two consecutive
terms, rebounded to ¥3,179 million (US$25.6 million) in the
term under review.

Segment Information

When examining the Company’s consolidated financial results
by business segment, construction accounted for the largest
contribution to revenues. In fiscal 2000, however, sales for this
segment declined by 2.0% cumulatively for the domestic and
overseas markets, to ¥428,369 million (US$3,457 million).
Operating income also decreased year-on-year, by 21.8% to

Total Assets

Shareholders' Equity

¥12,562 million (US$101 million)

Conversely, while the Company’s development segment
reported a 65.8% decreased in sales to ¥5,934 million
(US$47.8 million), it also recorded operating income amount-
ing to ¥864 million (US$7.0 million) for the term. Concerted
efforts to improve sales of highly profitable items contributed
largely to these results. Compared with a loss of ¥1,034 million
(US$8.3 million), reported in the previous term, the Company
is pleased to report a profit of ¥1,898 million (US$15.3
million) for fiscal 2000 for this business segment.

Total net sales for the other businesses segment increased by
15.8% from the previous year, to ¥14,914 million (US$120
million), however there was no operating income reported. An
operating loss amounting to ¥535 million (US$4.3 million) was
recorded in the previous term, however owing to the increase in
total net sales for this business segment during the term under
review the loss was reduced to ¥81 million (US$0.6 million).
The substantial improvement in the performance of these two
business segments contributed substantially to Penta-Ocean’s
overall performance in fiscal 2000.

In Japan, consolidated net sales amounted to ¥368,899
million (US$2,977 million), decreasing 3.9% from the previous
term, and accounted for 83.8% of the Group’s total net sales.
Operating income declined by 13.5% to ¥11,809 million
(US$95.3 million).

Revenues from overseas projects in the Asian region
decreased by 11.0%, to ¥71,242 million (US$574 million), and
accounted for 16.2% of total net sales. Operating income
derived from the Company’s international business segment,
amounted to ¥1,353 million (US$10.9 million), increasing
53.9% year-on-year.

Net Icome (Loss)

Billons of yen

)
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s
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CONSOLIDATED

Orders Received and Contract Backlog

The total of new orders received during the term by the
Company’s consolidated group amounted to ¥480,699 million
(US$3,879 million). In particular, the construction segment
reported an increase in new orders of 18.1%. Domestic orders
received decreased by 5.3%, due primarily to a reduction in
public works, to ¥334,564 million (US$2,700 million). Orders
received from overseas, however, increased substantially, as a
result of successful bidding for a massive landfill project in
Singapore. A carryover to the current fiscal term by the
construction segment amounted to ¥545,246 million
(US$4,400 million), an 11.9% increased from the previous
term.

Cash Flows

Cash flow generated by sales activities, net profit before tax
and other adjustments in the term under review, amounted to
¥9,436 million (US$76.1 million). This represented a signifi-
cant increase from the previous term of ¥28,490 million
(US$229 million). The 329.8% improvement in income from
the construction segment was due largely to a reduction in
construction expenses involving units not yet completed, and
amounted to ¥37,340 million (US$301 million). This represents
an increase of ¥28,653 million (US$231 million) over the
previous term’s result.

Cash flow from investment activities increased by ¥6,604
million (US$53.3 million) and represented excess income of
¥1,744 million (US$14.0 million) after adjustment for expendi-
tures involving the acquisition of tangible fixed assets, such as

Net Income(Loss)

Cash Dividend

costs for a reclamation vessel and the sale of securities for
investment.

Cash flow from financial activities decreased by ¥6,892
million (US$55.6 million) from the previous term, to an excess
expenditure of ¥21,587 million (US$174 million), owing
mainly to the deferment of long-term debts.

As a result, the amount of consolidated cash and cash
equivalents reported by the Company at the end of the term
increased by 49.5%, or ¥17,761 million (US$143 million) over
the previous term’s level, to ¥53,632 million (US$432 million).

Dividends

It is the Company’s basic policy to pay dividends to its share-
holders in a consistent manner, while at the same time endeav-
oring to accumulate internal reserves in order to maintain a
strong financial base.

In the term under review, Penta-Ocean completed a three-
year plan to write off losses in order to move the company into
a more financially sound and profitable position. Owing to
this, the dividend was set at ¥5.00 (US$0.04) per share and the
Company paid out a total of ¥1,807 million (US$14.5 million)
for a payout ratio of 67.6%. In doing so, we expressed our
revolve to ensuring stable profits for our shareholders in the
future.

M Non-Consolidated M Consolidated

Cash Dividends
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Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries

Consolidated Balance Sheets
March 31, 2001 and 2000

Thousands of

Millions of yen U.S. dollars (Note 1)
ASSETS 2000 2001 2001
Current assets:
Cash and tIME BEPOSILS ......vuererireieieieeissise et ¥ 37578 ¥ 54,499 $ 439,863
Marketable securities (NOteS 3 (4), 4 8NG 5) ...vvvivriieiiernnie s 14,864 — —
SECUITtIES (NOES 3 (4) ANA 4) .oovoieiccieree e — 72 581
Trade receivables:
NOEE ootttk 18,343 24,668 199,096
ACCOUNE ..ot bbb 156,728 150,163 1,211,969
Inventories: (Note 3 (7))
Cost Of UNCOMPIELEA CONLACES .......vvviiiericicii bbb 60,543 45,832 369,911
Real estate for trade and real State iN PrOGIESS ......overrrrrrrrrrrrnrrnriseissississ s esseeses 51,006 53,255 429,822
OthBE INVENMEOTIES ...vvvieeeee ettt e et sttt st st st s e st sttt et et et et e b et e b e bt et eb et e e snse e e s 2,794 1,994 16,094
Deferred tax aSSEtS (NOE 15) ...vivieirrrrrirrireiiieiseinins ettt 15,083 10,231 82,575
ONEI CUITENT @SSELS .vuvvuvvereieiseeseeseiseise ittt bbbttt 7,235 7,359 59,395
Allowance for doubtful receivables (NOtE 3 (6)) ....vvvevvrrerrireininienenee et (3,986) (1,236) (9,976)
TOUAl CUFTENT ASSELS ...vuvurvreeicicieeseisersse sttt 360,188 346,837 2,799,330
Investments and non-current assets:
Investment in securities (NOtES 3 (4), 4 aN0 5) ..o 15,842 23,249 187,643
Long-term 10anS and reCeIVADIES ..o 7,195 2,115 17,070
Sundry investments ..........c.oocveenee. . 21,376 25,890 208,959
Deferred tax assets (NOte 15) .......coovveeercererenne . 9,776 8,925 72,034
Allowance for doubtful receivables (Note 3 (6)) ..... . (9,103) (13,689) (110,484)
Total investments and NON-CUMTENT ASSELS ......cvurrrerrererrrrerereeseisssasereessississse s ssessessessessens 45,086 46,490 375,222
Property and equipment: (Note 3 (8))
LN iRt 52,335 51,688 417,176
Buildings and structures................... . 42,383 41,346 333,705
Machinery, equipment and VERICIES ... 19,131 19,164 154,673
DIEAGEIS ANU VESSEIS ....euvereeceiriiieiie ettt bbb 45,091 42,592 343,761
CONSEIUCHION 1N PIOGIESS ..vuvvuveuererrseeseeseiseise e sess st b bbb bbbt 152 1,175 9,483
Other property and EQUIPIMENT ..........cuiriiririierieerees et 3,722 3,790 30,589
Total property and BQUIPMENT ...t 162,814 159,755 1,289,387
Less accumUlated dePrECIALION ..........vueuiuieriirirrieee ettt (58,809) (57,031) (460,298)
Property and eQUIPMENT — NEL ..o 104,005 102,724 829,089
Other assets
Consolidation adjustments 192 144 1,162
OhEr (NOE 3 (9)) vttt sttt bbb bbb 1,194 919 7,417
TOLAl OLNEE ASSELS ....vvcveveieitccee ittt bbb bbb bbbt b b as 1,386 1,063 8,579
Total assets ¥510,665 ¥497,114 $4,012,220

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED

Thousands of

Millions of yen U.S. dollars (Note 1)
LIABILITIES AND SHAREHOLDERS' EQUITY 2000 2001 2001
Current liabilities:
BANK 108NS (NOE B) 1.v.vvuvveresrieirerisesiesisissiessss sttt ss sttt nssnsans ¥130,429 ¥102,815 $ 829,822
COMMEICIAl PAPET ..vevveveviri it 3,000 3,000 24,213
Current portion of 10ng-term debt (NOE B) .....vuvererreiririiieee e 26,233 22,048 177,950
Trade payables:
NOEE oottt 49,267 58,108 468,991
ACCOUNE ...t 98,855 91,754 740,549
AdvanCe 0N CONLIACES 1N PIOGIESS ...uuvuvrreienrerrersreseeseisessssses s seb e sss st st ss s bbb snes 48,797 46,695 376,878
DEPOSIE FECRIVEA ....vvovveviieieisiseieisei ettt 8,998 14,353 115,843
ACCIUEH tAXES ON INCOME ...vvviicecrereiei ettt ettt sttt b bbbt bbbttt bbbt s st bbb s bt 525 521 4,205
ACCIUBH BXPENSES ...vervueereeeeeesisisessesessssssesessess st st st st ss st s s s st s bbb bbbt 4,008 3,058 24,681
Other CUITENE IADIIIEIES ......vvveeereicici ettt ntns 3,858 3,961 31,969
Total CUITENt HADIIIES ...vvveseeeee ettt sttt 373,970 346,313 2,795,101
Long-term liabilities:
LONG-LEIM AEDE (NOLE B) .....evverrceecieireires bbb 73,072 80,692 651,267
Reserve for retirement benefits (Notes 3 (11), (13) and 19) ....coovvreniriienenienereeseeseieeiseieenes 5812 8,030 64,811
Reserve for directors’ and statutory auditors’ retirement (NOte 3 (12)) ...ocveuvirninneninneneinieeinenns 1,233 1,231 9,935
Deferred tax liabilities for land revaluation (Note 17 (2)) ...cccceoveviverennes 3,358 3,418 27,587
Other 10ng-term HADIILES ........c.criririee bbb 6,867 5,715 46,126
Total 10ng-term HADIIES ........vveveereririeiee e 90,342 99,086 799,726

Shareholders’ equity:
COMMON SEOCK ...ttt ettt ettt sttt st st s e st st st st st et st et et et et et e b et et et e b et et e bt e s et ebebesesnrnsnsnana 33,971 33,971 274,181
Common stock, ¥50 par value
Authorized — 599,135,000 shares
Issued — 361,407,443 shares at March 31, 2001 and 2000

Additional paid-in capital (NOtE 17 (1)) wv.vuvveeereiieirernierieierei e 10,635 10,635 85,835
Land revaluation eXCess (NOE 17 (2)) vvuveevrerirmeiireiiseeerssines st 4,628 4,711 38,023
Retained earnings (deficit) (NOte 2 (5)) ...vvurvriieiiiiiiiieceisi s (3,124) 317 2,559
Valuation difference of other securities (NOte 17 (3)) .vvvvvrererneniniree s — 1,766 14,253
Cumulative foreign currency translation adjustments (NOte 3 (2)) ..vvvvvervenineneneeeese e 243 315 2,542
LESS: TFRASUNY SNAIES ....vvcvuesveseeseiesses bbb 0) 0) 0)

Total ShAreNOIAErS’ BQUILY .......v.vvuceieireeieie et 46,353 51,715 417,393

Total liabilities and shareholders’ BQUILY ... ¥510,665 ¥497,114 $4,012,220

Commitments and contingent liabilities (Note 14)
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Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries

Consolidated Statement of Income, and Retained Earnings or Deficit
For the years ended March 31, 2001 and 2000

Millions of yen

Thousands of
U.S. dollars (Note 1)

2000 2001 2001
Construction business:
NBE SAIES ..ot ¥436,910 ¥428,367 $3,457,361
COSE OF SAIES ..o 389,785 383,471 3,095,004
47,125 44,896 362,357
Real estate and others:
NBE SAIES w.vvovvceeeicer bbb 27,042 11,774 95,029
COSE O SAIBS ...ttt e bbb bbb bbb bbb bbb bbb bbb bbb bbbt b e b 27,514 10,090 81,437
(472) 1,684 13,592
TOMAI NBE SAIES ....ecvvviceevee ettt et bbb bbbt b bbbt en s bbbt en bbb es 463,952 440,141 3,552,390
TORAl COSE OF SAIES ..v.vvvvieviiceete ettt bbb b sttt en st s s bebeta 417,299 393,561 3,176,441
TOLAl GrOSS PIOIL ...eoeieeciieieie bbb 46,653 46,580 375,949
Selling, general and adminiStrative EXPENSES .......cccovrriririiniriesssess st esnssees 32,109 33,418 269,718
OPEIALING INCOME ..vvvivriiirrieieieeeiei et bbb bbb 14,544 13,162 106,231
Other income:
INErESt AN QIVIABNOS ......cvveviicecec ettt bbb bbbt bbb 822 856 6,909
ONEE (NOLE 7) oottt 685 1,042 8,410
1,507 1,898 15,319
Other expenses:
INEEFESE ..ot 5,215 4,001 32,292
ONET (NOLE 8) .ot 2,012 565 4,560
7,227 4,566 36,852
OFdINAIY INCOME ...t 8,824 10,494 84,698
Extraordinary gain (Note 9) 4,686 17,321 139,798
Extraordinary loss (Note 10) 32,564 18,379 148,338
Income (105S) DEfOre INCOME TAXES .......cvvuvvrcrriiirreirier e (19,054) 9,436 76,158
Income taxes: (Notes 3 (18) and 15)
CUPTENE 11ttt b e bbb bbb bbb e b e b e b e b e b e b e b e b e b e s e b e bR e R e R e s e Rt s b e b e bt e b e b et et e bt ebebetene 862 872 7,038
TaX EffECt AUJUSIMENL ...t (6,521) 5,385 43,462
NEL INCOME (J0SS) .vuvvvveereirresciseieeei bbbt (13,395) 3,179 25,658
Retained earnings (deficit): (Note 2 (15))
Balance at the beginning 0f the PEFIOU ........coveviirires s (26,787) (3,124) (25,214)
Prior period tax effect adjustment...... 18,031 — —
Additional paid-in capital to cover deficit .................... 19,027 — —
Decrease due to changes in consolidated SUDSITIANIES ..........cvrirereieirieieiese s — 1,249 10,081
CASN DIVIAENG ... — (904) (7,296)
Reversal of land revaluation excess.... — (83) (670)
NEL TINCOME (JOSS) .rvvurvrerersireisr bbb (13,395) 3,179 25,658
Balance at the end of the PEFIOU .......c.vveeieiiec e ¥ (3,124) ¥ 317 $ 2,559

Income (loss) per share of common stock (Note 3 (14))

PIIMAIY 1ottt bbb
Assuming full dilution

See accompanying Notes to Consolidated Financial Statements.
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Yen U.S. dollars (Note 1)
¥(37.06) ¥8.80 $0.07



CONSOLIDATED

Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries

Consolidated Statement of Shareholders’ Equity
For the years ended March 31, 2001 and 2000

Thousands of

Millions of yen U.S. dollars (Note 1)
2000 2001 2001
Common stock:
Balance at the beginning 0f the PEFIOM ........c.vvriririr s ¥33,971 ¥33,971 $274,181
Balance at the end Of the PEFIOU ........cc.viiiiiiee s 33,971 33,971 274,181
Additional paid-in capital: (Note 17)
Balance at the beginning 0f the PEFIOM ..o s 29,662 10,635 85,835
Reversal to cover deficit (19,027) — —
Balance at the end 0Of the PEFIOU ..o 10,635 10,635 85,835
Land revaluation excess: (Note 17 (2))
Balance at the beginning Of the PEFIOU ..o — 4,628 37,353
Removal Of [and rEVAIUALION BXCESS ......cvvveiveririiiiieeisie ettt es bbbttt rs b b bans 4,628 83 670
Balance at the end 0Of the PEFIOU .........c.eviiiiii b 4,628 4,711 38,023
Retained earnings or deficit: (Note 3 (12))
Balance at the beginning Of the PEFIOM ..o (26,787) (3,124) (25,214)
Prior period tax effect @0JUSIMENT .........c.ciuiiriricr bbb 18,031 — —
Reversal of additional paid-in capital the t0 CoVer defiCit...........ccooeviienneec e 19,027 — —
Increase (decrease) due to changes in consolidated SUDSITIANIES ...........ceerirrererririereenieieneeeeeees 0 1,249 10,081
CASN IVIHBNG ... bbb 0 (904) (7,296)
Reversal of 1and revalUBIoN EXCESS ........c. it 0 (83) (670)
NEL INCOME (I0SS) ..vuvreereerieeece ettt (13,395) 3,179 25,658
Balance at the end Of the PEFIOT .........cciiiiiiie e (3,124) 317 2,559
Valuation difference of other securitieS (NOte 17 (3)) oo — 1,766 14,253
Cumulative foreign currency translation adjustments (NOte 3 (2)) ..o ¥ 243 ¥ 315 $ 2,542

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

Consolidated Statement of Cash Flows
For the years ended March 31, 2001 and 2000

Millions of yen

Thousands of
U.S. dollars (Note 1)

2000 2001 2001
Cash flows from operating activities:
Income (1055) DEFOre INCOME TAXES ......cvvuvvuerrririeeieii e ¥(19,054) ¥9,436 $76,158
Adjustment to reconcile income (loss) before income taxes to net cash
provided by operating activities:
Depreciation and @MOIIZALION ..........coveiiirrieireieieisessse s snsre s 5,400 4,947 39,927
(Increase) decrease in allowance for doubtful receivables .............cooevvrvininereniesenn, 2,759 1,819 14,681
(Increase) decrease in reserve for retirement DENEFItS .........covvvirererinnnc e 2,819 2,218 17,902
(Increase) decrease in reserve for directors’ and statutory auditors’ retirement ............cococevvienenne 170 ) (16)
Interest and dividend reCEIVEM... .......c.oiuuriiriiisiecr s (822) (856) (6,909)
IVEEIESE PRI ...vovvovvveeecieete et 5,680 4,495 36,279
Foreign eXChange 0SS (GAINY .....vvrrerrerreeiieiressier s 684 318 2,567
Equity in 105 (gaiN) Of AffIlIALES ........vvercvrecieier e 336 330 2,663
Loss (gain) on sales and disposal of property and eqUIPMENE ............covvrvnriinriininriierissienees 620 (409) (3,300)
Loss (gain) on sales of marketable and iNveStMENt i SECUFTEIES ........cvvvvrveveereniirerereeeeene 283 (3,441) (27,772)
Loss (gain) on valuation of marketable and investment in SECUIIIES ...........ouvvvverrenrrnirniiniiniireniines 228 1,863 15,036
Expense on approving defined Denefit plan ..o — (8,069) (65,125)
Gains on approving defined DENEfit PIAN ........cvvvivei e — 14,845 119,814
Gains on redeeming 10ng-term debt ... — (4,130) (33,333)
Change in assets and liabilities:
(Increase) decrease in trade reCeivabIES ..o 18,451 3,769 30,420
(Increase) decrease in cost of uncompleted contacts ..... 6,563 14,711 118,733
(Increase) decrease in real estate for trade and real estate in progress 26,553 2,538 20,484
Increase (decrease) in trade payables ..o (14,302) 6,137 49,532
Increase (decrease) in advance on contracts in progress ... (15,887) (2,105) (16,990)
Increase (decrease) in accured expenses.... . (907) (930) (7,506)
OHNEE — NBL ...t s (5,112) (5,362) (43,277)
SUD BOTAL .t s 14,292 42,122 339,968
Interest and divIdENdS FECRIVEA ........cciiiiiiiciiiciseee b 756 777 6,271
INEEFESE PRI, ..o (5,373) (4,680) (37,772)
INCOME AXES PRI .....ovvvericeiceeeiec bbb (988) (879) (7,095)
Net cash provided by (used for) Operating aCtivities ..........cocovevreerrrnrnereereeeeens 8,687 37,340 301,372

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED

Thousands of

Millions of yen U.S. dollars (Note 1)
2000 2001 2001
Cash flows from investing activities:
Purchases of Marketable SECUIILIES ........c.overririieiir s ¥ (215) ¥ (15) $  (121)
Proceeds from sales of marketable securities .... 721 125 1,009
Purchases of investment in SECUFItieS ...............c.... (915) (1,357) (10,952)
Proceeds from sales of investment in securities 450 6,473 52,243
Purchases of property and EQUIPMENT ...t (5,125) (5,160) (41,646)
Proceeds from sales of property and eQUIPMENT ..o 1,915 2,203 17,780
Disbursements for 10aNS FECEIVADIE ... (3,281) (2,534) (20,452)
Collection Of 10aNS FECEIVADIE ..........c.cvvieeriieiie ettt bbbt 1,939 1,488 12,010
OFNBE — NBL .. (349) 521 4,205
Net cash provided by (used for) financing @CtIVIIES ..........ccvvvirrerererinese e (4,860) 1,744 14,076
Cash flows from financing activities:
Net increase (decrease) in Short-term bank 10ANS ...........ccvviereieriinnee e (9,081) (29,043) (234,407)
Net increase (decrease) COMMEICIAl PAPET ........vvrvvrereririreierie e sin s (2,000) — —
Proceeds from 1oNg-termM deBt .........covuiiiinirr et 16,882 44,464 358,870
Payment O 10NG-tEFM TEIL .........eviiiec e (20,489) (36,103) (291,388)
CaSN AIVIAENG PRI .......vueerririeieee s )] (905) (7,304)
ONBE = ML bR 0 0) 0)
Net cash provided by (used for) finanCing CVILIES ..........creriuriieiriicrre s (14,695) (21,587) (174,229)
Difference resulting from conversion of foreign cash and
CaSH BQUIVAIENTS TO VBN ...t (423) 264 2,130
Net increase (decrease) in cash and cash eqUIVAIENTS ... (11,291) 17,761 143,349
Cash and cash equivalents at the beginning of the period ... 47,162 35,871 289,516
Cash and cash equivalents at the end Of the Period..........ccccvvvrinnnn s ¥35,871 ¥53,632 $432,865
(Note) Cash and cash equivalents are comprised as follows:
Cash and depoSits IN DANK ...ttt ¥37,578 ¥54,499 $439,863
Less-Time deposits which can be drawn out over three MONtNS ..o (1,707) (867) (6,998)
Cash and CaSN EQUIVAIENTS ...t ¥35,871 ¥53,632 $432,865
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Penta-Ocean Construction Co., Ltd. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

(Information with respect to fiscal 2001 is unaudited)

1. Basis of consolidated financial statements

The accompanying consolidated financial statements have been prepared in accordance
with accounting principles and practices generally accepted and applied in Japan and
regulations under the Securities and Exchange Law of Japan, which may differ in some
material respects from the accounting principles and practices generally accepted in the
counties and jurisdictions other than Japan. The Note to these statements includes infor-
mation which is not required under accounting principles and practices generally ac-
cepted in Japan , but is presented herein as additional information. Certain items pre-
sented have been reclassified and adjusted for readers outside Japan.

The accounting principles and practices adopted by the overseas consolidated
subsidiaries conform to those adopted by the Company.

The figures in these financial statements are shown in U.S. dollars at the conver-
sion rate of U.S.$1=¥123.90, the exchange rate prevailing on March 31, 2001. This
is solely for the convenience of 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.

2. Consolidation

(1) Scope of consolidation and application of the equity method
The Company had twenty-five subsidiaries and five affiliates at March 31, 2001.
The Company consolidated all subsidiaries and applied the equity method to all affiliates.

(2) Consolidation date

The balance sheet date of the Company and its domestic subsidiaries is March 31 and

those of the overseas subsidiaries (excluding Penta-Ocean Dredging Panama and

three other subsidiaries) are December 31. The consolidation date is March 31.
Significant transactions through the period from January 1 to March 31 are ad-

justed in consolidation.

(3) Valuation of assets and liabilities of consolidated subsidiaries
The valuation method of assets and liabilities of subsidiaries adopts the full fair
market value method, which evaluates all assets and liabilities of subsidiaries at fair

market value. The Company allocates the valuation excess between fair market value
and book value on the proportion of each holding share’s number to minority share-
holders and the Company.

This method was applied to subsidiaries acquired on and after April 1, 1999.

(4) Consolidation adjustments
Consolidation adjustments are amortized by the straight-line method over five years.

(5) Appropriation of retained earnings or deficit

Appropriation of retained earnings or deficit approved by the Shareholders’ meeting
held during the fiscal year in which consolidation of the respective consolidated
companies took place, was reflected in the consolidated financial statements.

3. Summary of significant accounting policies

(1) The conversion method of foreign currency transactions used by the Com-
pany and its domestic subsidiaries and affiliates

Transactions in foreign currencies are converted into yen at the exchange rate pre-
vailing at the time of the transactions. Monetary receivables and payables denomi-
nated in foreign currencies are converted into yen at the exchange rate prevailing on
the balance sheet date. Non monetary items denominated in foreign currencies are
converted into yen at the historical rate. Exchange gains or losses, realized or unreal-
ized, are included in current income.

(2) The conversion method of foreign currency of overseas subsidiaries and
affiliates

Translations in the non-consolidated financial statements of overseas subsidiaries
and affiliates are made in accordance with the conversion method approved in the
respective countries.

Concerning translations to yen, all assets, liabilities, revenues and expenses ac-
counted for the financial statements are translated into yen at the exchange rate
prevailing on the balance sheet date, except for the components of Shareholders’
equity which are translated at their historical rate.

Exchange differences arising from conversion of balance sheet accounts are stated
as cumulative foreign currency translation adjustments in shareholders’ equity.
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(3) Recognition of contract revenue

The Company generally recognizes revenue upon the completed-contract method ex-

cluding the percentage of completion method to recognize 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. Cost of uncompleted contracts are included in inventory.

(4) Securities
Held-to-maturity bonds are determined by the amortized cost method.

Other securities with fair market value are stated at the fair value method based on
the market price at the closing date (Valuation differences are included in Sharehold-
ers’ equity, and sales costs when sold are determined by the moving average method.)

Other securities with no fair value are determined by the moving average cost
method.

The Company applied the accounting standards for financial instruments (Opinion
Concerning Establishment of Accounting Standards for Financial Instruments), issued
by the Business Accounting Deliberation Council on January 22, 1999), and changed
the valuation basis and valuation method of securities from the current fiscal year.
The effect of this change to the financial statements is small.

The Company reexamined the holding purpose of securities at the beginning of the
current year, and reclassified the securities coming to maturity within a year as
current assets and the others as investment in securities.



Thereby, securities in current assets, ¥14,739 million (U.5.$118,959 thousand)
are transferred to investment in securities.

As a result of the evaluation based on the fair value method, securities in current
assets decreased by ¥2 million (U.S.$16 thousand) and investment in securities
increase by ¥3,050 million (U.S.$24,617 thousand).

(5) Derivative transactions
Derivative financial instruments are determined by the fair value method.

Hedge accounting is adopted for financial derivative instruments which conform to
requirements of hedge accounting.

(6) Allowance for doubtful receivables

Allowance for doubtful receivables is provided for at the amounts calculated by an
estimated uncollectible rate, which is based on the ratio of the past actual bad debt
loss to general credits, and at the estimated uncollectible amounts by consideration
of the possibility of collection on an individual account to specific credits of appre-
hension credits of bad debt, etc.

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

(8) Property and equipment

Property and equipment of the Company and domestic subsidiaries are stated at cost
and their depreciation is calculated using the declining balance method, except
buildings (except for equipment fixed inside buildings) acquired on/after April 1,
1998, which are calculated using the straight-line method. The straight-line method
is applied to property and equipment of overseas subsidiaries.

At the time of sale or disposal, their cost and related accumulated depreciation are
eliminated from the account, and gains or losses are reflected in income. Mainte-
nance and repair costs, including minor renewals and improvements and purchases
of small equipment, are included in expenses during the fiscal year.

(9) Research and development costs, and computer software
Research and development costs are charged to expense as incurred.

The computer software which has been purchased for internal use is amortized as
no scrap values by the straight-line method over five years based on the estimated
useful life of internal use.

(10) Accounting for finance lease

Finance lease transactions other than these, which are deemed to transfer the owner-
ship of the leased assets to lessees, are accounted for by the same method applied to
ordinary operating leases.

(11) Reserve for retirement benefits

Retirement benefits systems of the Company consist of an employee welfare pension
system and a tax-qualified pension system, which 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.

The Company applied the new accounting standard for retirement benefits (Opin-
ion Concerning the Establishment of Accounting Standards for Retirement Benefits),
issued by the Business Accounting Deliberation Council on June 16, 1998) from the
current consolidation fiscal year.

Reserve for retirement benefits is provided for at the necessary amounts on ac-
crual basis at the end of the current fiscal year based on the estimated amounts of
liability for retirement benefits and pension fund assets at the end of the current
fiscal year.

Effects of the amendments on the application of the new accounting standards for
retirement benefits ¥22,815 million (U.S.$184,140 thousand) are equally amortized
over fifteen years.

Prior service liability is recognized as an expense when incurred.

Actuarial gains and losses are equally amortized using the straight-line method over
ten years based on the average employees’ remaining service years, and its amortiza-
tion is to be started from the next year.

Costs for retirement benefits increased by ¥682 million (U.S.$5,504 thousand),
were charged to expense as general and administrative expenses, cost of sales and
cost of uncompleted contracts as ¥219 million (U.S.$1,768 thousand), ¥416 million
(U.5.$3,358 thousand), and ¥46 million (U.S.$371 thousand), respectively.

As a result, operating income and ordinary income decreased by ¥636 million
(U.S.$5,133 thousand), respectively. Gains on establishment of trusts of financial
assets to cover retirement benefit obligations rose ¥8,069 million (U.S.$65,125 thou-
sand), while the cost of retirement benefits incurred amounted to ¥14,845 million
(U.S.$119,814 thousand). These were stated as extraordinary gain and losses, re-
spectively, thereby, income before income taxes decreased by ¥7,412 million
(U.5.$59,822 thousand), compared with those in the case where the same method
used in the previous consolidation fiscal year is applied in the current consolidation
fiscal year.

Reserve for retirement, ¥5,811 million (U.S.$46,901 thousand), and accrued pay-
able, ¥994 million (U.S.$8,023 thousand), for prior service liability of the pension
plan have been transferred to reserve for retirement benefits.

(12) Reserve for directors’ and statutory auditors’ retirement
The Company provides for reserve for retirement equal to the amount required if all
directors and statutory auditors retired on the balance sheet date.

(13) System of retirement pay

The Company established the employees’ welfare pension system, tax-qualified pen-
sion system and a lump-sum severance indemnity plan as defined retirement benefit
plans and established the trusts of financial assets to cover retirement benefit obliga-
tions. In response to necessity, the Company will pay a special supplementary retire-
ment pay to those retiring.

The lump-sum severance indemnity plan and the employees’ welfare pension were
established by eleven companies of the Company and consolidated subsidiaries, re-
spectively, and the tax-qualified pension plan applies only to the Company.

Consolidated overseas subsidiaries are not included in these retirement benefit
plans.

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

Assuming full dilution has not been presented by the reason why convertible
bonds and bonds with detachable warrant have not been issued as of the end of
March 31, 2001.
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(15) Statement of Cash Flow

Cash and cash equivalents included in the Statements of cash flows, consist of cash,
time deposits, which are drawn out within three months, and highly liquid invest-
ments with a maturity of three months or less when purchased.

(16) Deferred charge
Initial cost of business is amortized over five years on the straight-line method.

(17) Hedging accounting
1) Hedge accounting method adopts deferral hedge.
2) Hedge instruments and hedge items
Hedge instruments are interest rate swap agreements and forward exchange con-
tracts.

Hedge items are bank loans and receivables and payables denominated in foreign
currencies.

3) The Company enters into interest rate swap agreements and forward exchange
contracts to hedge risk from fluctuations in interest rates and forward exchange
rates, respectively.

4) Evaluation of the effectiveness of hedge accounting

Control procedures of hedge transactions are executed according to the Companies’
Bylaws. The Examination Committee of Derivative Instruments and the Financial Divi-
sion in the Company periodically evaluate the effectiveness of hedging.

(18) Income taxes

The Company and consolidated domestic subsidiaries declares corporation and other
taxes on the basis of taxable income calculated under the provisions of the Corpora-
tion Tax Law and other tax regulations. Taxable income thus calculated is different
from earnings in the account book.

Japanese corporation and other taxes applicable to the Company and consolidated
domestic subsidiaries comprise (&) corporation tax of 30.0 percent on taxable in-
come, (b) enterprise tax of 9.6 percent on taxable income after certain adjustments,
and (c) prefectural and municipal taxes of averaging 20.4 percent to the amount of
corporation tax. When paid, enterprise tax is deductible for income tax purposes.

Foreign subsidiaries declare income taxes at the rate applicable in each country.
Foreign tax credit related to the amount of income tax paid to foreign tax offices by
the Company directly or indirectly, is approved under a certain limitation in accor-
dance with Japanese tax regulations.

4. Securities

The composition of securities as of March 31, 2001 is as follows:

Securities due within one year:
Held-to maturity bonds ..
Investment trust bills ..

Investment in securities:

Held-to Maturity DONAS ........overeeeeieecrrrree s

Investment trust hills ..
Stocks ..,

(Note)

Thousands of

Millions of yen U.S. dollars
..... ¥ 65 $ 525
..... 7 56
...................................... ¥ 72 $ 581
...................................... ¥ 537 $ 4334
..... 132 1,065
..... 19,977 161,235
...................................... 2,603 21,009
...................................... ¥23,249 $187,643

The new accounting standards concerning securities have come to application from the current consolidated fiscal year and the valuation basis and the classification method of
securities are changed, as a result the comparison with the previous consolidation fiscal year is not available and so has been omitted.

5. Pledged assets

The following assets replaced guaranty money relating to fulfillment of construction contracts at March 31, 2000 and 2001.

Thousands of

Millions of yen U.S. dollars
2000 2001 2001
MErketable SECUITTIES ...........cvvvvuriirriisi s s ¥359 ¥ — $ —
INVESEMENE TN INSECUIIHIES ..vuvuvrivsiacisciseeei bbbt 265 1,040 8,394
SUNAIY INVESEMENES 11.vvuvevaeserseeseeeeeeeseesesses e see st ssesssssses st e bbb en 150 150 1,211
TOMAL et ¥774 ¥1,190 $9,605
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6. Loans and long-term debt

Short-term bank loans are represented primarily in the form of overdraft facility notes bearing annual interest rates ranging from 0.60 percent to 1.88 percent for the two fiscal

years ended March 31, 2001 and 2000. Long-term debt as of March 31, 2000 and 2001 is summarized as follows:

Millions of yen

Thousands of
U.S. dollars

2000 2001 2001

Long-term loans from banks and insurance companies maturing in 2013
(bearing annual interest rates ranging from 1.40 percent t0 4.46 PErcent) .........cccovveniiniineiisiinriieinsssiiniins ¥99,305 ¥102,739 $829,209
Less: current portion of 10NG-terM GEDE ........vvvirirrrres st (26,233) (22,047) (177,942)
TOBI ovvvoveeseress s ¥73,072 ¥ 80,692 $651,267

The aggregate annual maturing amounts of long-term loans after March 31, 2001 are as follows:

Millions of yen

Thousands of
U.S. dollars

Years ending March 31, 2001 2001
2002 ..ottt ¥ 22,048 $177,950
17,735 143,140

12,008 96,917

7,915 63,882

43,034 347,328

TOMA 1.ttt ¥102,740 $829,217

7. Other income

The composition of Other income-others for the two years ended March 31, 2000 and 2001 is as follows:

Millions of yen

Thousands of
U.S. dollars

2000 2001 2001

ReNt reCeIVed frOM Al BSIALE ......c.viiviceeieee ettt bbbttt ae bbbt n e ¥223 ¥ 335 $2,704
Gain on sale of MArketable SECUNILIES ..........cceuiiiirieicece ettt 11 — —
EXCRANGE GAIN ..ot bbb — 401 3,236
OBNBIS ottt b bR bR b bR b bbb R bbb bR bbbt bbbt s et et s 451 306 2,470
TOMA ©.voviveeece ettt b bbb R R R Rttt a sttt ¥685 ¥1,042 $8,410

8. Other expenses

The composition of Other expenses-others for the two years ended March 31, 2001 and 2000 is as follows:

Millions of yen

Thousands of
U.S. dollars

2000 2001 2001

Equity in loss of affiliates ¥ 336 ¥330 $2,663
Foreign exchange loss ....... 1,327 — —
OFNBIS ..ottt 349 235 1,897
TOMAL ..ot ¥2,012 ¥565 $4,560
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9. Extraordinary gain

The composition of Extraordinary gain for the two years ended March 31, 2001 and 2000 is as follows:

Millions of yen

Thousands of
U.S. dollars

2000 2001 2001
Gain of cancellation Of 1aNd CONITACE ........ccccviiiiiceece bbb bbbt bbb ¥3,562 ¥ — $ —
Gain on sale 0f MArKEtAhIE SECUNILIES ......ccviiveveicieiiicteee ettt bbb bbb en 18 3,833 30,936
Gain on approving defined benefit plan .. — 8,069 65,125
Gain on redeeming long-term debt ......... — 4,172 33,672
Gain on sale of fixed assets ......... 14 726 5,860
Prior period adjustments ...... 757 430 3,471
Others.......cccrevenerinerinnnns 335 91 734
TOMAL ..o ¥4,686 ¥17,321 $139,798
10. Extraordinary loss
The composition of Extraordinary loss for the two years ended March 31, 2001 and 2000 is as follows:
Thousands of
Millions of yen U.S. dollars
2000 2001 2001
Loss from sale of fixed assets .......... ¥ 634 ¥ 327 $ 2,639
Loss from disposition of fixed assets . 414 63 509
Provision fOr DA DL .........cuevieiicc bbb bbbttt bbb en 3,065 — —
Loss on revaluation of real eState fOr trAUE ........cccvvveveiieirc bbb 18,502 204 1,647
Loss on securities revaluation . 228 1,863 15,036
Expense on approving defined Benefit Plan ... — 14,845 119,814
Loss resulting from cancellation of interest rate SWap agreEMENTS ..........vvvvrrerermrrnmermesnernsrerreeessssssssesessessensnes 3,441 — —
Loss resulting from recognizing the shortage of past service costs by the change in accounting . 3,309 — —
OFNBIS ..ot 2,971 1,077 8,693
TOMAL ..o ¥32,564 ¥18,379 $148,338
11. Research and development costs
Research and development costs charged to expense for the fiscal year ended March 31, 2001 were ¥2,367 million (U.S.$19,104 thousand).
12. The summary of finance lease transactions
The Company has entered into contracts for finance lease transactions. They are summarized as follows:
(1) Fair market value, accumulated depreciation and present value of properties leased by the Company are as follows:
Thousands of
Millions of yen U.S. dollars
2000 2001 2001
Equipment .... ¥332 ¥ 323 $2,607
Vehicle ...... . 278 676 5,456
BUIIAINGS ©.vvvvevveceeesrereese e et 21 21 169
631 1,020 8,232
AcCUMUIRLEA AEPIECIALION ....vuvvvreriiiieceeeeeeieie et nen (391) (622) (5,020)
PPESENE VAIUE ....vvvevevvisiiseniesesi i ¥240 ¥ 398 $3,212
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Depreciation is calculated by the straight-line method for lease periods as no scrap value.

(2) The future lease payments as of March 31, 2000 and 2001 are as follows:
Thousands of

Millions of yen U.S. dollars
2000 2001 2001
Within 1855 than ONE YEA ........evreeeireirririeisesssee st sess sttt ens s sassessansnns ¥135 ¥129 $1,041
LAIEE YBAIS ...ouvieiiiiciici b 113 304 2,454
TOMAL oot ¥248 ¥433 $3,495

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

period through the lease period of initial contracts by the interest-method:
Thousands of

Millions of yen U.S. dollars
2000 2001 2001
LBASE PAYMENT ...t ¥169 ¥200 $1,614
Depreciation ....... 158 180 1,453
Interest expense 9 18 145

13. Derivative transactions

The Company and its consolidated subsidiaries have entered into interest rate swap agreements and forward exchange contracts only to hedge risks from fluctuations in interest
rates and foreign exchange rates, not for speculative purposes.

Also, the derivative transactions are mainly performed by the Company, and have been made in accordance with its Bylaw which clarify its purposes, management and
execution procedures.

Millions of yen Thousands of U.S. dollars
2001 2001
Contract Unrealized Contract Unrealized
As of March 31, 2001 amount Fair Value gain (loss) amount Fair Value gain (loss)
Non-market transactions
Interest rate swap
Fixed rate payment, floating rate receipt ........c.cocovrvvrennees ¥6,427 ¥(71) ¥(71) $51,872 $(573) $(573)
TOl oo ¥6,427 ¥(71) ¥(71) $51,872 $(573) $(573)

(Note)
Fair market value is based on the price offered by financial institutions concluding the derivative agreements.

14. Commitments and contingent liabilities

As of March 31, 2001, commitments for the purchase of machinery and equipment and other assets were ¥246 million (U.S.$1,985 thousand). The Company had contingent
liabilities for bank loans amounting to ¥27,542 million (U.S.$222,292 thousand) of subsidiaries, affiliates and others.
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15. Tax effect accounting

The significant components of deferred tax assets and liabilities are summarized as follows:
Thousands of

Millions of yen U.S. dollars
2000 2001 2001
Deferred tax assets
Loss on revaluation of real eState fOr tratE ........ccvceviceiicce e ¥ 8,576 ¥ 6,034 $ 48,701
Deficit carried forward On tax .........cccocvenerecnmneeneeineeenienenns 9,727 4,641 37,458
Disapproval on tax purpose concerning allowance for doubtful receivables ... 1,750 2,307 18,620
Loss on establishments of trusts of financial assets to cover retirement benefit obligations . — 2,849 22,994
Disapproval on tax purpose concerning reserve for retirement benefits ............cccvevvvnrenee, . — 2,592 20,920
Disapproval on tax purpose concerning reserve for bonuses ........... . — 584 4,713
Reserve for directors’ and statutory auditors’ retirement — 517 4,173
Disapproval on tax purpose concerning accrued employees’ severance indemnities .. 1,643 — —
Others ... 3,401 2,163 17,458
Total: deferred tax assets. . 25,097 21,687 175,037
LESS : ValULION AHOWANCE «..v.vvevircecesecieieieee ettt ennnen — (997) (8,047)
DEFEITEA X BSSELS ....vvorvveeereieerseeeser st 25,097 20,690 166,990
Deferred tax liabilities
Valuation difference of Other SECUNIHIES ..........c.uiuiiiiiirinii s — (1,281) (10,339)
Amendment for reduction of allowance for doubtful receivables .. (118) (120) (969)
OFNES .ottt bbb (120) (133) (1,073)
Total: deferred tax HaDIltIES ........c.ccovviiiiieiis s (238) (1,534) (12,381)
NEL: QEFEITEA TAX ASSELS ....vvrrvveceseesersei e ¥24,859 ¥19,156 $154,609

The principal originated details of the material differences between the legal practical tax rate and the actual burden tax rate after application of tax effect accounting is as follows:

2000 2001

The legal PractiCal taX FALE ......ccoviviiiiiiiieii s 42.05%
Permanent exclusion from expenses 14.85

Tax free income .......cccooeue.. (1.88)
Capita levy on inhabitant tax * 5.35
Unrecognized tax effect concerning deficit carried forward on tax 2.94
Unrecognized tax effect on consolidation adjustments .... . 2.69
ONELS oo . 0.31

The actual burden tax rate after application of tax effect aCCOUNLING ........ccoovrinriirinniicii s 66.31%

* The above details of the material differences in fiscal 2000 have been omitted due to losses before tax adjustments.

16. Consumption tax

Consumption tax is usually levied at the rate of 5 percent on all transactions in connection with transferences (including services) and purchases, except for tax-free transactions.
Consumption tax is eliminated from transferences (including services) and purchases stated in the Statement of income.

17. Shareholders’ equity

(1) Legal reserve and additional paid-in capital
(a) The Japanese Commercial Code requires as legal reserve to provide for over 10% of cash out flow every fiscal year, that is, payment of dividends and / or directors’ and
statutory auditors’ bonuses approved by a Shareholders’ meeting until the amount reaches 25% of capital stock.

In the consolidated financial statements, this legal reserve is summed up retained earnings.

The code regulates that neither additional paid-in capital nor the legal reserve is available for dividends, but both may be used to reduce or eliminate a deficit by resolution of
the shareholders or may be transferred to common stock by resolution of the Board of Directors.

(b) According to Article 3 of the Law concerning Special Measures under the Commercial Code with respect to procedures of cancellation of stocks, it has been regulated in the
Articles of Incorporation that the Company can repurchase treasury stocks on certain terms by resolution of the Board of Directors and the Company can cancel those by
additional paid-in capital.
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(2) Land revaluation excess

The Company revalued land used for its own business purposes based on the appraised value in accordance with Article 2 Nos. 4 and 5 of Enforcement Ordinance No. 119 of the

Law concerning Land Revaluation, promulgated on March 31, 1999.
Date of revaluation: March 31, 2000

As a 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 after deduction of the
above taxes was presented in Shareholders’ equities as a Land Revaluation Excess. This excess is also available for cancellation of treasury stocks.

The revaluation difference between the fair market value as of March 31, 2001 and book value after the initial enforcement of the Law, is ¥2,596 million (U.S.$20,952

thousand).

(3) Valuation differences of other securities

Valuation difference are recognized as the amounts after application of tax effect accounting to differences between valuation amounts of other securities based on the fair market

value and their book value at the closing date on March 31. This amounted to ¥1,766 million (U.S.$14,253 thousand) as of March 31, 2001.

Deferred tax liability amounted to ¥1,281 million (U.S.$10,339 thousand).

(4) Restriction on dividends

It is regulated in the Japanese Commercial Code that unrealized valuation differences from assets evaluated by fair market value is not available for dividends.

18. Authorized shares

The Articles of Incorporation require the Company to deduct the number of shares being retired from authorized shares.

19. Retirement benefits

I. Retirement benefit obligations.

Thousands of

Millions of yen U.S. dollars
2001 2001
a. Retirement benefit OBlGAtIoN .........c.ccovvveiiiiiii s ¥(96,088) $(775,528)
0. PENSION GSSELS ......vveiiiiiiici s 50,803 410,032
¢. Unfunded retirement benefit 0DIGAtION .......ccveeeeeririrreee st (45,285) (365,496)
d. Unrecognized effects of the amendments on the application of the new accounting standards
O FEHIEMENT DENEIILS ©.vvvvvieieiiii bbbttt bbbttt en e bbbttt betn e 21,290 171,832
e. Unrecognized actuarial gain or loss 15,965 128,853
f. Unrecognized prior SErVICe DIty ........o.evrrvrerrrrrerierrserssessissessssssss et snens — —
g. Net retirement benefit OBLIGAtIONS .........cccoiiiiiiiiicii s (8,030) (64,811)
h. Prepaid pension cost................... — —
i. Reserve for retirement benefits ¥ (8,030) $ (64,811)
I1. Retirement benefit costs for the year ended March 31, 2001.
Thousands of
Millions of yen U.S. dollars
2001 2001
B SBIVICE COSES w.vuvvuveviiiitesctsse sttt ettt bbb et e bbbt s s bbbt s b a b st s b sttt s b ettt n s tans ¥ 2,109 $ 17,022
b. Interest costs 2,946 23,777
c. Expected return on pension fund assets (1,989) (16,053)
d. Amortization of effects of the amendments on the application of the new accounting standards
fOr FEtiremMent DENEMILS ... 16,371 132,131
e. Amortization of actuarial gain Or 10SS ... — —
f. Recognition of prior SErviCe HabIILY .........ccceviriiiri e — —
0. REtireMENt DENETIL COSS ...vurvurrrrirririrecrscinriris et rs ¥19,437 $156,877

Strategies for Growth 27



I11. Calculation basis of retirement benefit obligations, etc.

a. Recognition method of the projected retirements benefit 0DIGAtioNS ........covvreeeeirreeseeseseeees
D. DISCOUNE FALE .....ooveeiicic s
c. Expected return rate on pension fund assets
d. Recognition term of prior Service lability .........c.ovvrerirrrrrrcsrser s
e. Amortization term of actuarial gain or loss
f. Amortization term of effects of the amendments on the application of the new accounting standards

fOr FEtireMENt DENEFILS ......cvouiecec e

Straight-line method

3.00%
5.00%

fully recognized as incurred

10 years

15 years

20. Segment Informations

(1) Business segment
Business segment is primarily composed of the followings:

CONSLIUCHION ... Civil engineering, Construction, etc.
Real estate development .................. Sale or rental of real estate
(01111C] Sale of construction materials, shipbuilding, etc.
Millions of yen
Real estate Eliminations
Year ended March 31, 2000 Construction development Others Total and/or addition Consolidated
Net sales:
CUSTOMENS ..oooiriiisiec s ¥436,910 ¥17,283 ¥9,759 ¥463,952 ¥ — ¥463,952
Internal sales Or transfer ..........cccvovererenrnvnsensenessnennenes 604 102 3,114 3,820 (3,820) —
TOMAL oo 437,514 17,385 12,873 467,772 (3,820) 463,952
OPErating EXPENSES .......vvreerrerrrrrrreeseereereereesessessesssssssssessassessesseens 421,446 18,419 13,408 453,273 (3,865) 449,408
Operating income 16,068 (1,034) (535) 14,499 45 14,544
ASSELS ...t 344,416 71,920 35,557 451,893 58,772 510,665
DEPFECIAION ... 3,665 207 1,528 5,400 — 5,400
Capital eXPENTITUIES ......vevererrrrrrreeeeeee e 1,036 5 4,273 5,314 — 5,314
Millions of yen
Real estate Eliminations
Year ended March 31, 2001 Construction development Others Total and/or addition Consolidated
Net sales:
CUSEOMETS ...t ¥428,367 ¥5,843 ¥5,931 ¥440,141 ¥ — ¥440,141
Internal sales Or transfer ... 2 91 8,983 9,076 (9,076) —
TOMAL oo 428,369 5,934 14,914 449,217 (9,076) 440,141
OPErating EXPENSES .......ververrrrrrrrerseereereereesesssssssssassessessassessessesseens 415,807 5,070 14,995 435,872 (8,894) 426,978
Operating iNCOME ........ccoviriiinieininrs i 12,562 864 (81) 13,345 (182) 13,163
ASSELS 1.ttt 335,882 64,473 36,960 437,315 59,799 497,114
Depreciation............... 3,234 148 1,565 4,947 — 4,947
Capital eXPENTILUIES ......vvverecrrrrereeereeeeeeeeeeessesesse e 2,340 5 2,932 5,277 — 5,277
Thousands of U.S. dollars
Real estate Eliminations
Year ended March 31, 2001 Construction development Others Total and/or addition Consolidated
Net sales:
CUSEOMETS ..ot $3,457,361 $ 47,159 $ 47,870 $3,552,390 $ — $3,552,390
Internal sales Or transfer ... 16 734 72,503 73,253 (73,253) —
TOMAl oo 3,457,377 47,893 120,373 3,625,643 (73,253) 3,552,390
Operating EXPENSES .......c.cvriiiiriiirisis s 3,355,989 40,920 121,025 3,517,934 (71,775) 3,446,159
Operating iNCOME ........ccovvrimiiiiniiies s 101,388 6,973 (652) 107,709 (1,478) 106,231
ASSELS 1.ttt 2,710,912 520,363 298,305 3,529,580 482,640 4,012,220
DEPIECIALION ... 26,102 1,195 12,631 39,928 — 39,928
Capital eXPENTILUIES ......vvoverrerreireieeeeeeee e nsennes 18,886 41 23,664 42,591 — 42,591
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(2) Geographic segment

Geographic segment is primarily composed of the followings:

Japan
Southeast ASia .........ccveerireiniieiens Singapore, Hong Kong, Malaysia
ONErS ... Egypt, Micronesia, Sri Lanka
Millions of yen
Eliminations
Year ended March 31, 2000 Japan Southeast Asia Others Total and/or addition Consolidated
Net sales:
CUSLOMES ... ¥383,902 ¥76,064 ¥3,986 ¥463,952 ¥ — ¥463,952
Internal sales or transfer ... — — — — — —
TOHA oo 383,902 76,064 3,986 463,952 — 463,952
OPErating EXPENSES ......uvvrverrerrrrrrrrrrrerereereeseessessssesssssssessessessessenns 370,237 75,145 4,026 449,408 — 449,408
OPErating iNCOME ....uvvuverrrrrrrerrrnrsneresnesseessessessessessessessessessesnees 13,665 919 (40) 14,544 — 14,544
ASSEES ...t 396,161 42,129 4,869 443,159 67,506 510,665
Millions of yen
Eliminations
Year ended March 31, 2001 Japan Southeast Asia Others Total and/or addition Consolidated
Net sales:
CUSEOMEBLS ..ttt ¥368,899 ¥64,302 ¥6,940 ¥440,141 ¥ — ¥440,141
Internal sales or transfer ... — — — — — —
TOHA oo 368,899 64,302 6,940 440,141 — 440,141
OPErating EXPENSES .......vvrverrerrrrrrsrrreeseeseeseeeesesessessssssssssessessessenns 357,090 63,089 6,799 426,978 — 426,978
Operating income ... 11,809 1,213 141 13,163 — 13,163
ASSEES ... 374,953 46,691 5,718 427,362 69,752 497,114
Thousands of U.S. dollars
Eliminations
Year ended March 31, 2001 Japan Southeast Asia Others Total and/or addition Consolidated
Net sales:
CUSEOIMELS ...ttt $2,977,393 $518,983 $56,014 $3,552,390 $ — $3,552,390
Internal sales or transfer ... — — — — — —
TOHA oo 2,977,393 518,983 56,014 3,552,390 — 3,552,390
OPErating EXPENSES .......cuuvvurerrrrrserseeereiessesseessssessssessessessensesenns 2,882,082 509,193 54,884 3,446,159 — 3,446,159
OPerating iNCOME ..o 95,311 9,790 1,130 106,231 — 106,231
ASSEES ... 3,026,255 376,845 46,150 3,449,250 562,970 4,012,220

All the operating expenses are allocated to the respective segments applicably.

The assets unable to allocate belong to general control division in the head office of the Company and subsidiaries at March 31, 2001 was ¥69,752 million (U.S.$562,970
thousand).

These principally consisted of cash and time deposits, marketable securities, investment in securities and sundry assets.
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(3) Overseas sales

Millions of yen

For the year ended March 31, 2000 Southeast Asia Others Total

OVEISEAS SAIES ...voveuverrerrerereereirerssesessessessssesss st esssssssssessessessees ¥76,064 ¥3,986 ¥ 80,050
CONSONIAALEU SAIES .vvvevereririrrereieirserserssesse et ¥463,952
The proportion of overseas sales to consolidated Sales .........c..covvrrerrerrenees 16.4% 0.9% 17.3%

Segments of countries or areas are set up on the basis of geographical proximity.
Principal countries and areas included in each category.
— Southeast Asia: Singapore, Hong Kong, Malaysia.

— Others: Egypt, Micronesia, Sri Lanka.

Thousands of U.S.

Millions of yen dollars
For the year ended March 31, 2001 Southeast Asia Others Total Total
OVEISEAS SAIES ... ¥64,302 ¥6,940 ¥ 71,242 $ 574,997
CONSOlIAALEA SAIBS ......ceevevviircieieicee sttt ¥440,141 $3,552,390
The proportion of overseas sales to consolidated sales ..., 14.6% 1.6% 16.2% 16.2%

Segments of countries or areas are set up on the basis of geographical proximity.

Principal countries and areas included in each category.
— Southeast Asia: Singapore, Hong Kong, Malaysia.
— Others: Egypt, Micronesia, Sri Lanka.

21. Significant subsequent events

The Company resolved including the following two companies by acquisition of their stocks as subsidiaries in the Board of Directors held on May 23, 2001.
The purposes of acquisition of their stocks are strengthening of competitiveness and improvement of construction capacities of the Company’s group in domestic or foreign
counties and these are to be acquired at May 30, 2001.

The summery of their financial data for six months ended March 31, 2001 is as follows:

Penta-Ocean Dredging CO., LTD. Yoshin Construction CO., LTD.

Thousands of Thousands of

Millions of yen U.S. dollars Millions of yen U.S. dollars

SAIES AMOUNLS .....vveiiiiiiieii bbb ¥21,913 $176,860 ¥10,984 $ 88,249
NEE INCOME ..ottt 247 1,994 54 436
TOMAL BSSELS ...t 28,804 232,478 19,260 155,448
TOLAI THADIIEIES ...vvvvveveceieiei e 27,078 218,547 18,238 147,199
NEE BSSELS .o 1,726 13,931 1,022 8,249
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Independent Auditors’ Report

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

We have audited the consolidated balance sheets of PENTA-OCEAN CONSTRUCTION CO., LTD. and consolidated subsidiaries as of March 31,
2001 and 2000, and the related consolidated statements of income (loss), and retained earnings (deficit), shareholders’ equity, and cash
flows for the years then ended, all expressed in yen. Our audits were made in accordance with auditing standards, procedures and practices
generally accepted and applied in Japan and, accordingly, included such tests of the accounting records and other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above, expressed in yen, present fairly the financial position of PENTA-OCEAN
CONSTRUCTION CO., LTD. and consolidated subsidiaries at March 31, 2001 and 2000, and the results of their operations and their cash flows
for the years then ended, in conformity with accounting principles and practices generally accepted in Japan, applied on a consistent basis.

As described in Note 3 to the consolidated financial statements, PENTA-OCEAN CONSTRUCTION CO., LTD. and consolidated subsidiaries
adopted new accounting standards for retirement benefits, financial instruments and translation of foreign currency transactions effective April
1, 2000, and new accounting standards for consolidation, research and development costs and tax-effect accounting effective April 1, 1999 in
the preparation of the consolidated financial statements.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31, 2001 are presented
solely for the convenience of the reader. Our audit also included the translation of yen amounts into U.S. dollar amounts and, in our opinion,

such translation has been made on the basis described in Note 1 to the consolidated financial statements.

Tokyo, Japan
June 28, 2001

(ndig; UleSfioun & Co:

CENTURY OTA SHOWA & CoO.

See notes to the consolidated financial statements which explains the basis of preparing the consolidated financial statements of PENTA-OCEAN
CONSTRUCTION CO., LTD. under Japanese accounting principles and practices.
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