NON-CONSOLIDATED FINANCIAL STATEMENTS

Penta-Ocean Construction Co., Ltd.

Non-Consolidated Five-Year Summary
Years ended March 31

Thousands of

Millions of yen U.S. dollars
1997 1998 1999 2000 2001 2001
Orders reCEIVE .......cvrirrierereeeessess e nseens ¥628,185 ¥516,020 ¥470,010 ¥404,259 ¥473,024 $3,817,789
Civil NGINEEIING ...vuvvveeeiiricicire e 385,429 265,688 319,246 249,349 316,349 2,553,261
Architectual engineering..........cooevevrererenenereerenenenne 240,417 246,738 147,257 144,055 151,291 1,221,074
Real estate and other ..........cccovvveiviviisseiriceen 2,339 3,594 3,507 10,855 5,384 43,454
Net SalesS .....ovvrvvrrceeriiiinns 550,695 567,176 508,925 434,811 419,382 3,384,843
Civil engineering ............... 335,046 319,165 280,180 270,443 250,937 2,025,319
Architectual engineering....... 212,551 244,604 225,525 153,288 163,308 1,318,063
Real estate and other ....... 3,098 3,407 3,220 11,080 5,137 41,461
Contract backlog ........ 634,771 571,317 527,702 487,252 543,262 4,384,681
Civil engineering ............... 360,075 295,832 330,850 302,537 369,569 2,962,801
Architectual engineering....... 274,683 275,285 196,364 184,453 173,184 1,397,772
Real estate and Other ..........c.ccccevvviiieciiiiincsseies 13 200 488 262 509 4,108
TOtAl SSELS vuvvvvvrevercieice e e 533,785 583,978 503,272 474,959 465,121 3,754,003
Shareholders’ eqUILY ........ccccvererieienenrecres e 88,616 88,978 44,606 51,634 55,167 445,254
Ordinary INCOME .......cueeireereiene e 12,517 11,683 3,173 11,305 10,917 88,111
Income (Loss) before income taxes .........cccoeverenerceninne 13,231 9,478 (40,796) (23,321) 7,481 60,379
Net iNCOME (10SS) ...vuvvuvvreeieireinieieiiese s 3,807 3,209 (41,341) (15,024) 2,674 21,562
Cash dividend ..........ccoeereniiniese e 2,717 2,717 — 904 1,807 14,584
Per share of common stock: Yen U.S. dollars
Shareholders’ QUILY ........coeveeveererreireieieeresirines ¥245 ¥246 ¥123 ¥143 ¥153 $1.23
Net inCOME (10SS) ....uvuveerercriiriiererereeeesei s 10.56 8.86 (114.22) (41.57) 7.40 0.06
Cash divIdend ........cccccovrevrenniereeses e 7.50 7.50 — 2.50 5.00 0.04
Number of empIOYEES .......c.cvvivieiererieereseee s 5,080 4,671 3,937 3,774 3,710

U.S.$1=¥123.90 as at March 31, 2001
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NON-CONSOLIDATED FINANCIAL HIGHLIGHTS >

Penta-Ocean Construction Co., Ltd.
Years ended March 31

Thousands of

Millions of yen U.S. dollars
2000 2001 2001
OFUEIS TECRIVEH ...t bbb ettt b bbb bbb e bbb bbb b e b b s s s s st ¥404,259 ¥473,024 $3,817,789
NEE SAIES .vvurvrsvireieie ettt bbb R 434,811 419,382 3,384,843
CONEFACE DACKIOG ... 487,252 543,262 4,384,681
TOLRI BSSELS ©.vvuvueverrrseeesseieressessie et E bR n s 474,959 465,121 3,754,003
SNAIENOIABIS" BUUILY ..vucvevveeieieeeieiiei bbb 51,634 55,167 445,254
OFTINAIY INCOME ...ttt 11,305 10,917 88,111
Income (L0OSS) DEfOre INCOME TAXES .......vrivreerieieisreete ettt (23,321) 7,481 60,379
NEL INCOME (J0SS) vvuvvueeucereeriereireieiseise e ses bbb (15,024) 2,674 21,582
CASN IVIAENG ...vvvvevieie et bbb 904 1,807 14,584
Yen U.S. dollars
Per share of common stock:
SNAFENOIEIS" BOUILY ...vvovvevereieieeieiseieie ettt ¥143 ¥153 $1.23
NEE INCOME (I0SS) ..vurvurerrerienienrrernessesssses bbbttt (41.57) 7.40 0.06
CaSN QIVIAENGS .....vcvevvvicieicieic st b bbb bbbt bbb 2.50 5.00 0.04
Note:  Figures stated in U.S. dollars are converted for convenience only, at the rate of ¥123.90 per U.S.$1, prevailing on March 31, 2001.
Orders Received Net Sales Contract Backlog
Billons of yen Billons of yen Billons of yen
600 - - Jl- - g e RCRREt R
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o 97 98 9 00 o1 97 98 9 00 o 97 98 9 00 o0
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Penta-Ocean Construction Co., Ltd.

Non-Consolidated Balance Sheets
March 31, 2001 and 2000

Thousands of

Millions of yen U.S. dollars
ASSETS 2000 2001 2001
Current assets:
Cash and tIME BEPOSILS ......vuererireieieieeissise et ¥ 30,521 ¥ 46,782 $ 377,579
Marketable securities (NOteS 2 (3), 3 NG 4) .ocviriiirr s 14,864 — —
Securities (NOtES 2 (3) AN 3) .ouvuierieieierierei e — 72 581
Trade receivables:
NOEE ootttk 14,847 23,338 188,362
ACCOUNE ..ot bbb 150,433 142,654 1,151,364
SUDSIAIANIES AN AFfIIALES ...vveveveeeececeeie ettt sttt ettt ettt b b e e s 13,612 14,153 114,229
Allowance for doubtful receivables (NOte 2 (5)) ....cvuvvrreeierrniererseese e (4,060) (1,312) (10,589)
Inventories: (Note 2 (6))
CoSt Of UNCOMPIELEA CONEIACES .....vvuviviriiiiscc s 58,458 43,726 352,914
Real estate for trade and real State iN PrOGIESS ......ovrrrrrrrrrnrrnrineirsississise s eesses 32,138 36,477 294,407
Raw Materials and SUPPIES ........eveeveiriicircicisiscsie e 1,726 1,341 10,823
Deferred tax aSSEtS (NOE 12) ....oveiueirrirrircieieireieiss ettt 16,767 11,469 92,566
OENEE CUITENT SSELS ©.v.v.vviveivereieiieeeete ettt ettt b ettt s bbb st bbbttt et et b st s st bbb s s bt 6,761 6,533 52,728
TOLAL CUPTENT ASSELS ...vveveiieceereiei ettt ettt bbb bbbttt ss bbbt ss et s s e e 336,067 325,233 2,624,964
Investments and non-current assets:
Investments in and loans to subsidiaries and affiliates ..........ccccoeveviieieiiee e 23,130 23,019 185,787
Investment in securities (NOteS 2 (3), 3 aNA 4)) c.ovvivcrinirrreeee e 15,769 23,074 186,231
LONG-LEIM TECRIVADIES ....oovuveoceeeirieie et 2,860 204 1,646
SUNAPY INVESIMENLS ©....voveiiiieireisieesee et en bbb 20,498 25,150 202,986
Deferred tax aSSEtsS (NOE 12) .....ovvierrririercieieisrincse et 9,424 9,156 73,899
Allowance for doubtful receivables (NOte 2 (5)) ..o (9,238) (15,306) (123,535)
Total investments and NON-CUITENE ASSELS .........ceveiiiiiiiiisiirereie ittt 62,443 65,297 527,014
Property and equipment: (Note 2 (7))
LN oottt 47,292 46,624 376,304
BUIIAINGS BN SITUCTUIES ...t 37,646 36,604 295,432
Machinery, equipment and VENICIES .........coviriiiicieee s 16,319 16,367 132,098
DIEAGEIS ANU VESSEIS .....eoeeiececeiiieie bbb 27,875 24,290 196,045
CONSEIUCHION 1N PIOGIESS ....eueiereerrierseiseisee et bbb 152 1,365 11,017
Total property and BQUIPMENT ...t 129,284 125,250 1,010,896
Less accumUIAted dEPIBCIALION ........c.vueeiuiiierirriseee ettt (53,741) (51,425) (415,053)
Property and eQUIPMENT — NEL ..o 75,543 73,825 595,843
Other aSSetS (NOE 2 (8)) .vuuevrrerririreirierieiei bbb 906 766 6,182
TOLAL @SSELS .vuvuiririreeie bbbt ¥474,959 ¥465,121 $3,754,003

See accompanying Notes to Non-Consolidated Financial Statements.
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NON-CONSOLIDATED

Thousands of

Millions of yen U.S. dollars (Note 1)
LIABILITIES AND SHAREHOLDERS' EQUITY 2000 2001 2001
Current liabilities:
BANK 108NS (NOE 5) 1.vvvvuvrerevrieiisiesissssississsss sttt ss st snsssssssesssssans ¥127,726 ¥101,333 $ 817,861
COMMEICIAl PAPET ..vevveveviri it 3,000 3,000 24,213
Current portion of 10ng-term debt (NOE 5) ... e 22,306 20,893 168,628
Trade payables:
NOEE oottt 38,429 45,359 366,094
ACCOUNE ...t 91,370 84,480 681,840
Subsidiaries and AffIIALES ..........ccveviiiiiierce ettt 4,616 5,939 47,934
AdVaNCe 0N CONLIACES 1N PIOGIESS ..vuuvuerreierirrrersreseeseesessesssssesse s beb sttt bbbt sns b enbnes 46,959 45,048 363,584
DIEPOSIES FECRIVEX ......vvveereseseeseeeeseesee ettt 8,790 14,184 114,479
ACCIUE tAXES ON TNCOME ..ttt ettt sttt b b ettt sttt e bt e b et et e b b et e e e e e st st st st eten e ss e e se e nrens 211 247 1,994
ACCIUBH BXPENSES ...vurvuevareaeeseeseesesesesesssessesassessessasse st s s ss st et ss s es bbbt bbbttt bbbt 8,123 6,025 48,628
Other CUFTENE HADIIILIES .......cvvveveeeiiicecee et bbbt a et 3,064 3,188 25,730
Total CUITENt HADIIEIES .....ovevviiciceerece ettt enb bbb 354,594 329,696 2,660,985
LONG-LEIM dEDE (NOLE 5) ..vvvvvvrireiecieieic st 56,983 67,281 543,026
Reserve for retirement benefits (NOte 2 (10)) ... 5,759 7,940 64,084
Reserve for directors’ and statutory auditors’ retirement (Note 2 (11)) .o, 1,089 1,040 8,394
Deferred tax liabilities for land revaluation (NOte 14 (2)) ...oovvverereieneneieneeeseeee s 3,358 3,418 27,587
Other 10ng-term TADIIItIES ........cvvereciei e 1,542 579 4,673
Total 10ng-term HADIIES ........cvvviriiieee b 68,731 80,258 647,764
Shareholders’ equity:
Common stock, ¥50 par value
Authorized — 599,135,000 shares
Issued — 361,407,443 shares at March 31, 2000 .........ccccoeeieeiieiieeseese s 33,971 — —
Issued — 361,407,443 shares at March 31, 2001 .......cccoccviiiiiiiciee s — 33,971 274,181
Additional paid-in capital (NOtE 14 (1)) .ovieieriririieieireire e 10,635 10,635 85,835
Legal reSErve (NOLE 14 (1)) sttt — 100 807
Land revaluation excess (NOLE 14 (2)) ...c.curieririrereieiririeie it 4,628 4,711 38,023
Retained earnings (ABFICIL): .......c.vvuiurierririieiee bbb — — —
UN@PPIOPIIAIEA ...ttt bbb 2,400 3,987 32,179
Valuation difference of other securities (NOte 14 (3)) ....vvcveeririercienirieieeresse e — 1,763 14,229
Total ShAreNOIUEIS’ EQUILY ......cvucvuceceiriiiie et 51,634 55,167 445,254
Total liabilities and shareholders’ equity ¥474,959 ¥465,121 $3,754,003

Commitments and contingent liabilities (Note 11)
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Penta-Ocean Construction Co., Ltd.

Non-Consolidated Statements of Income
For the years ended March 31, 2001 and 2000

Millions of yen

Thousands of
U.S. dollars (Note 1)

2000 2001 2001
Construction business:
NEE SAIES 1..vovveveivictctc ettt bbb bbbttt ¥423,732 ¥414,245 $3,343,382
COSE OF SAIES .. 378,458 370,848 2,993,123
45274 43,397 350,259
Real estate and other:
NEE SAIES ..ottt 11,080 5,137 41,461
Cost of sales 10,776 3,899 31,469
304 1,238 9,992
TOMAL NEE SAIES ...ttt bbb se bbbt b bbb en bbbt bbbt bebs 434,812 419,382 3,384,843
TOLAl COSE OF SAIES ...vuvvivicticicte sttt b e b s 389,234 374,747 3,024,592
TOLAl GrOSS PrOIL c.ueueeiiieiietiere bbb 45,578 44,635 360,251
Selling, general and adminiStrative EXPENSES .......cccovrriririiniriesssess st esnssees 29,831 31,331 252,874
OPEIALING INCOME ..voviveiiiaeieieieieie ettt 15,747 13,304 107,377
Other income:
INErESt AN QIVIABNOS ......cvvveiicceccee bbbttt bbb bbb 739 892 7,199
Interest and dividends from subsidiaries and affiliates ...........ccccevveieieeeecee e 168 139 1,122
ONEE (NOEE B) ..o 567 609 4,915
1,474 1,640 13,236
Other expenses:
IEBIESE 1..vvvvsviectec ettt bbb b bbbt bbbt 4,930 3,910 31,558
ONET (NOEE 7) ovuerceriieeeiseeese ettt bRt 986 117 944
5,916 4,027 32,502
OrdINAIY INCOME ...ttt 11,305 10,917 88,111
Extraordinary gain (NOLE 8) ..ottt 465 17,113 138,119
Extraordinary 1055 (NOte 9) ......ocvvvvnevrerincircriniinens 35,091 20,549 165,851
Income (105S) DEfOre INCOME TAXES .......cvvuvvrerriiirseirieri s (23,321) 7,481 60,379
Income taxes: (Notes 2 (14) and 12)
(0T TR 470 460 3,712
TaX €ffeCt AUJUSIMENL .....vueveeircicic bbb (8,767) 4,347 35,085
NEE INCOME (J0SS) +..vvrreicvreerresiseierieei bbb ¥(15,024) ¥ 2,674 $ 21,582
Income (loss) per share of common stock (Note 2 (12)) Yen U.S. dollars
PIIMIIY ©.vovtissi sttt ¥(41.57) ¥7.40 $0.06

See accompanying Notes to Non-Consol
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NON-CONSOLIDATED

Penta-Ocean Construction Co., Ltd.

Non-Consolidated Statements 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 ..o s ¥ 33,971 ¥33,971 $274,181
Balance at the end 0Of the PEFIOU ........cc.euiiiiiiec s ¥ 33971 ¥33,971 $274,181
Additional paid-in capital: (Note 14 (1))
Balance at the beginning 0f the PEFIOM ..o s ¥ 29,662 ¥10,635 $ 85,835
Used for making up deficit ............. (19,027) — _
Balance at the end of the period ¥ 10,635 ¥10,635 $ 85,835
Legal reserve: (Note 14 (1))
Balance at the beginning 0f the PEFIOM ........ccvvrriiiir s ¥ 5197 ¥ — $ —
REVErSAl 10 COVET TEICTE ...vuvvueesviceciiie s (5,197) 100 807
Balance at the end 0f the PEFIOU ... ¥ — ¥ 100 $ 807
Land revaluation excess: (Note 14 (2))
Balance at the beginning Of the PEFIOW ... ¥ — ¥ 4,628 $ 37,353
Removal Of 1and FEVAIUALION BXCESS ......cvcviviiiririiiiiiie ettt bbbttt 4,628 83 670
Balance at the end 0f the PEFIOU ... ¥ 4628 ¥ 4711 $ 38,023
Retained earnings or deficit: (Note 2 (15))
Balance at the beginning Of the PEFIOM ..o ¥14,049 ¥ — $ —
Used for MakKing UP EfICHE ........c.euieriiiei e (14,049) — —
Balance at the end Of the PEFIOT ... s ¥ — ¥ — $ —
Unappropriated:
Balance at the beginning Of the PEFIOM ..o s ¥(38,273) ¥ 2,400 $ 19,370
NEL INCOME (10SS) ..vuvreereerieeiceetessese bbb (15,024) 2,674 21,582
Prior period tax effect @0JUSIMENT .........c.cuiuiiririci bbb 17,424 — —
CASN IVIHBNG ... — (904) (7,296)
Making Up frOM 18JAl FESEIVE ..o 5,197 (100) (807)
Making up from additional paid-in capital t0 Cover defiCit .........coovnerirrnirirc s 19,027 — —
Used for MaKing UP EfICHE ........c.euiiriiiiei s 14,049 — —
Transferred from 1and revalUBLioN BXCESS .........c.iurieirirrereeriiriieiie et — (83) (670)
Balance at the end 0Of the PEFIOU ... ¥ 2,400 ¥ 3,987 $ 32,179
Valuation defference of other securities: (NOte 14 (3)) oo ¥ — ¥1,763 $ 14,229

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 2001 and 2000 is unaudited)

1. Basis of non-consolidated financial statements

The accompanying non-consolidated financial statements have been prepared in ac-
cordance with accounting principles and practices generally accepted and applied in
Japan and regulations under the Securities and Exchange Law in Japan, which may
differ in some material respects from the accounting principles and practices gener-
ally accepted in the counties and jurisdictions other than Japan. The Note to these
statements includes information which is not required under accounting principles
and practices generally accepted in Japan, but are presented herein as additional

information. Certain items have been reclassified and adjusted for readers outside
Japan.

The figures in these financial statements are shown in U.S. dollars at the conver-
sion rate of U.5.$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. Summary of significant accounting policies

(1) Foreign currency conversion

Transactions in foreign currencies are converted into yen at the exchange rates
prevailing 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) Recognition of contract revenue

The Company generally recognizes revenue upon the completed-contract method

excluding 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.

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

Stocks of subsidiaries and affiliates are determined by the moving average cost
method.

Other securities with fair market value are determined by the fair value method
based on the market price at the closing date (Valuation differences are included in
Shareholders’ equity, and sales costs when sold are determined by the moving aver-
age 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.
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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 in-
crease by ¥3,044 million (U.S.$24,568 thousand).

(4) 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.

(5) Allowance for doubtful accounts receivable

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 apprehen-
sion credits of bad debt, etc.

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

(7) Property and equipment

Property and equipment 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.

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 incurred during the fiscal year.

(8) 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.



(9) 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.

(10) 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 fiscal year.

Reserve for retirement benefits is provided for at the necessary amounts on an
accrual 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 ¥22,408 million (U.S.$180,855 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 employee remaining service years, and its amor-
tization is to be started from the next year.

Costs for retirement benefits increased by ¥648 million (U.S.$5,230 thousand)
and were charged to expense as general and administrative expenses, cost of sales
and cost of uncompleted contracts, as ¥208 million (U.S.$1,679 thousand), ¥395
million (US$3,188 thousand), and ¥44 million (U.S.$355 thousand), respectively.

As a result, operating income and ordinary income decreased by ¥604 million
(U.S.$4,875 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), which costs 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 ¥7,380 million
(U.5.$59,564 thousand), compared with those in the case where the same method
used in the previous fiscal year was applied in the current fiscal year.

Reserve for retirement, ¥5,759 million (U.S.$46,481 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

(11) 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.

(12) 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.

(13) 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.

(14) Income taxes

The Company declares corporation and other taxes for the current fiscal year on the
basis of taxable income calculated under the provisions of the Corporation 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 Com-
pany comprise (a) corporation tax of 30.0 percent on taxable income, (b) enterprise
tax of 9.6 percent on taxable income after certain adjustments, and (c) prefectural
and municipal taxes averaging 20.4 percent on the amount of corporation tax after
certain adjustments. When paid, enterprise tax is deductible for income tax purposes.

(15) Appropriations of retained earnings or deficit

Appropriations of retained earnings or deficit are reflected in the accompanying non-
consolidated financial statements when approved by shareholders.
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3. Securities

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

Millions of yen U.S. dollars
Securities due within one year:
Held-to-maturity bonds ¥ 65 $ 525
Investment trust bills .... . 7 56
TOMAL vttt bbb bbb bR bbb bbbt b et s b bRt bbbttt ¥ 72 $ 581
Investment in securities:
HEld-t0-MALUFIEY DONAS .....ooveuiiririciice bbbt ¥ 537 $ 4,334
Investment trust bills .... 132 1,065
Stocks ... 19,806 159,855
Others ... . 2,599 20,977
TOTAl oottt bbb bbb e bbbt ¥23,074 $186,231

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

4. 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
MAIKETADIE SECUIILIES .....v.vucveieiiciiie ettt bbbt bbb bbb bbbt bbbt ¥359 ¥ — $ —
INVESIMENT N INSBCUITLIES ...vviviiivcveiictete ettt bbb bbbt bbbt b b et bbb s et bbb s bt an st 265 1,040 8,394
TOTAl oottt R b bbb bbbt st ¥624 ¥1,040 $8,394

5. Loans and long-term debt

Short-term bank loans as of March 31, 2000 and 2001 are represented primarily in the form of overdraft facility notes bearing annual interest rates ranging from 0.520 percent

to 1.875 percent for the two fiscal years ended March 31, 2000 and 2001. Long-term debt as of March 31, 2001 is summarized as follows:
Thousands of

Millions of yen U.S. dollars
2000 2001 2001
Long-term loans from banks and insurance companies maturing in 2011
(bearing annual interest rates ranging from 1.40 percent t0 2.92 PErCENL) ......covvrevrveeerveneenernrneeesersnrsereneens ¥79,289 ¥88,174 $711,654
Less: current portion of 1oNg-terM GEDE .........ovvririrecrree st (22,306) (20,893) (168,628)
TOMAL oo ¥56,983 ¥67,281 $543,026

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

Millions of yen U.S. dollars
Year ending March 31, 2001 2001
2002 1o ¥20,893 $168,628
16,734 135,060
11,050 89,185
2005 iR 6,932 55,948
32,565 262,833
¥88,174 $711,654

40 Strategies for Growth



NON-CONSOLIDATED

6. Other income

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

Thousands of

Millions of yen U.S. dollars
2000 2001 2001
ReNt reCeIVEd frOM Al BSIALE ......c.ciivciceeiccte ettt bbb bbb bbb bbbt b bt neaas ¥261 ¥234 $1,889
Gain on sale of MArketable SECUNILIES ..........ceuiiiirieic et 11 — —
Others 295 375 3,026
TOTAL 1ottt ¥567 ¥609 $4,915

7. Other expenses

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

Thousands of

Millions of yen U.S. dollars
2000 2001 2001
FOrEIgN EXCNANGE 10SSES ......ouvvuiiiiiciiie bbb ¥778 ¥ — $—
OIS ...t 208 117 944
TOMA ..o ¥986 ¥117 $944

8. Extraordinary gain

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

Thousands of

Millions of yen U.S. dollars

2000 2001 2001

Gain on sale Of INVESIMENT IN SECUNTIES .....vvveveicieiiicteiee ettt bbb bbb en ¥ 16 ¥ 3,834 $ 30,944
GaIN ON SAIE OF fIXEH BSSELS ©.vvuvvrvrrrerereereereseeeseessessseees et ss sttt r s 13 708 5,714
Gain on establishments of trusts of financial assets to cover retirement benefit obligations ..o, — 8,069 65,125
Repayment difference before due date of 10Ng-term debts ... — 4,130 33,334
ONBES oottt 436 372 3,002
TOMAL vttt ¥465 ¥17,113 $138,119

9. 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

L0SSES 0N SAIE OF FIXBU ASSELS ...vvviiviiiicieieieiiere ettt bbbt bbb bbbt s bbbt st bn et ¥ 380 ¥ 324 $ 2,615
L05SES ON diSPOSItION OF fIXEU ASSELS ..vvvvvurerrerrerrrreerresssressesesssesseessessssesesssss s sssessess s sssssens s ssessenssssessansans 410 56 452
Extra pay fOr VOIUNEArY FEHIEMENT ..ottt eneaes 199 — —
Allowance for bad debt ........cccovoviverviniinns 3,020 1,480 11,945
Losses on revaluation Of real estate fOr trate ... 18,469 — —
Losses on liquidation of affiliated COMPANIES .......veverrercenririeirirere st senes 3471 463 3,737
Losses on revaluation of investment in SECUFItIES .........cvvvvveerrvrcrnrnnns 154 1,853 14,956
Losses resulting from cancellation of interest rate swap agreements 3,441 — —
Losses resulting from recognizing the shortage of past service costs by the change in accounting .........c..cc.evvue.. 3,309 — —
Cost for establishments of trusts of financial assets to cover retirement benefit obligations — 14,845 119,814
ONBES 1ottt 2,238 1,528 12,332
TOMAL vttt ¥35,091 ¥20,549 $165,851
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10. The summary of finance lease transactions

The Company has entered into contracts for finance lease transactions. They are summarized as follows:

(1) Fair 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 .... ¥620 ¥594 $4,794
Vehicles ... . 259 204 1,646
BUIIAINGS ©.vvvvvvvvceeesreseese st 21 21 169
900 819 6,609
Accumulated AePreCiatioN ..o (555) (567) (4,575)
PIESENT VAIUE ..ot ¥345 ¥252 $2,034

Depreciation is calculated by the straight-line method for lease periods as no scrap value.

(2) The future lease payments in the two fiscal years ended March 31, 2001 and 2000 are as follows:
Thousands of

Millions of yen U.S. dollars
2000 2001 2001
DUE WItRIN ONE YEAT 1.vuvvvrvireeeseieesieiseiesset sttt ¥188 ¥138 $1,141
Due over one year .... . 170 122 984
TOMAL oo ¥358 ¥260 $2,098

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

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

Millions of yen U.S. dollars
2000 2001 2001
Lease payment .. ¥242 ¥211 $1,703
Depreciation ......... . 225 198 1,598
Interest expense 14 9 73

11. Commitments and contingent liabilities

As of March 31, 2000 and 2001, commitments for the purchase of machinery and equipment and other assets are ¥75 million (U.S.$605 thousand) and ¥246 million (U.S.$1,985
thousand), respectively.

As of March 31, 2001 and 2000 the Company was contingently liable for bank loans of its subsidiaries, affiliates and others totalling ¥24,862 million (U.S.$200,661 thousand)
and ¥41,581 million (U.S.$335,601 thousand), respectively.
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12. 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 .........ccceviiieicecicce e ¥ 8,576 ¥ 6,034 $ 48,701
TaX 10SS CAITY FOTWAITS .....vovvveceeeseiecrreeiess st 9,685 3,664 29,572
Excess of allowance for doubtful BCCOUNTS ...........ovuceiiiiiiie s 1,749 2,928 23,632
Loss on establishments of trusts of financial assets to cover retirement benefit obligations ..........c.cccccviveennn. — 2,849 22,994
Disapproval on tax purpose concerning reserve for retirement DENEfits ............covvvrrnrreininsneinensresenens — 2,561 20,670
Loss on liquidation of affiliated COMPANIES ..o s 2,039 1,330 10,734
Excess of allowance for employees’ DONUSES ... — 553 4,463
Accrued directors’ and statutory auditors’ retirement allOWANCE ..........ocververrenrnrrnerninininiee e — 437 3,527
Excess of accrued employees’ severance iNAEMNILIES .........ovvreveeriirniicierseecseises et 1,622 — —
OBNBIS 1ottt bbb 2,612 1,643 13,261
TOLAl AEFEITEA TAX BSSELS ..uvvurerereresresresrrreseeseerssesessessss e ess et s s s en s es sttt en s snens 26,283 21,999 177,554
LESS : ValULION AHOWANCE ...e.vveeriieeceseiieieiee ettt sttt ennnen — 4) (32)
DEFBITEA TAX ASSELS ..v.vuvviviiiecteiereiiie sttt ettt bbbttt bbb bbb bbb bbb bbb bbb bbb tee 26,283 21,995 177,522
Deferred tax liabilities
UNrealized gain ON SECUTILIES .....uvvreurerirrirereiseeeesssesss et ss sttt ssessnens — (1,278) (10,323)
OIS .ot (92) (91) (734)
Total deferred tax HADIlITIES ..o s (92) (1,370) 11,057
NEt: AEFEITEA TAX BSSELS ....vvurerrerurrrreererrreeesssress sttt es ¥26,191 ¥20,625 $166,465

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 ..o 42.05%
Permanent exclusion frOM EXPENSES ..ot 17.61
TAX FTBE INCOME ..voveiivieeeie et * (2.34)
Capita 1evy 0N INNADIANT TX ......vvueeecieiseecii bbb 6.15
ONEES oo 0.79

The actual burden tax rate after application of tax-effect aCCOUNTING ......cvvvrrvrrrnrirriernree s 64.26%

* The above details of the material differences in fiscal 2000 are omitted due to losses before tax adjustment.

13. 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.
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14. 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.
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.

(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 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 from cancellation of treasury stocks.

The valuation 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 differences 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 ¥1,763 million (U.S.$14,229 thousand) as of March 31, 2001. Deferred tax liability
amounted to ¥1,279 million (U.S.$10,323 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.

15. Authorized shares

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

16. 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 AMOUNES ..o bbbt ¥21,913 $176,860 ¥10,984 $ 88,249
NEE INCOME ...ttt ettt sttt b bbbttt s b bt ss s s e bbb et et tans 247 1,994 54 436
TOLAI BSSELS ... 28,804 232,478 19,260 155,448
TOtAl HADIIEIES ....vvvvecicieicce bbb 27,078 218,547 18,238 147,199
NEE BSSELS .vueuvreeiseieree ettt 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 non-consolidated balance sheets of PENTA-OCEAN CONSTRUCTION CO., LTD. and as of March 31, 2001 and 2000, and the
related non-consolidated statements of income (loss) and shareholders’ equity 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 non-consolidated financial statements referred to above, expressed in yen, present fairly the financial position of PENTA-OCEAN
CONSTRUCTION CO., LTD. at March 31, 2001 and 2000, and the results of its operations 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 2 to the non-consolidated financial statements, PENTA-OCEAN CONSTRUCTION CO., LTD. adopted new accounting standards for
retirement benefits, financial instruments and translation of foreign currency transactions effective April 1, 2000, and new accounting standards for
research and development costs and tax-effect accounting effective April 1, 1999 in the preparation of the non-consolidated financial statements.

The U.S. dollar amounts in the accompanying non-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 non-consolidated financial statements.

Tokyo, Japan
June 28, 2001

(ontingg Ot hrara & (o

CENTURY OTA SHOWA & CoO.

See note 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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