FINANCIAL SECTION

CONSOLIDATED BALANCE SHEETS

Aioi Insurance Company, Limited (Formerly The Dai-Tokyo Fire and Marine Insurance Company, Limited) and
Consolidated Subsidiaries

March 31, 2001 and 2000

Thousands of
Millions of Yen U.S. Dollars (Note 1)
2001 2000 2001
ASSETS
Cash and cash equIValENTS ..........cccccvverieieeiise e ¥ 252,200 ¥ 168,205 $ 2,035,512
Money held in trust (NOE 3) ...c.ocvviriiieiiiicreees s 12,240 41,226 98,790
Investments in SecuritiesS (NOTE 4) .....cccooeeiiiiiiiere e 864,109 707,086 6,974,247
L0ANS (NOE B) ..oviiiiiieiieiirre e 285,505 318,111 2,304,324
Property and eqUIPMENt—NEL .......ccccoverieieiiiereree e 105,176 110,545 848,884
Premiums receivable from policyholders and agents ...........c.ccocceveeniennne 21,460 23,577 173,207
Reinsurance receivable and recoverable on paid 10SS€S ........cccoeveverireene. 39,832 43,695 321,487
Deferred tax assets (NOtE 9) ....cccveviiiieieiiieeie e 29,629 79,734 239,138
Allowance for doubtful acCoUNtS ..o, (14,511) (11,915) (117,125)
Other assets (NOLE 12) ...c.oovviiiieieieerie et 81,538 64,375 658,103
Foreign currency translation adjustment ...........ccccocevievereinieneneneceee — 2,620 —
TOTAL ot ¥1,677,181 ¥1,547,262 $13,536,570
LIABILITIES AND SHAREHOLDERS EQUITY
LIABILITIES:
Underwriting reserves:

Estimated 105565 and ClaimS .........c.coovviiiiiieiiciec et ¥ 136,997 ¥ 127,274 $ 1,105,707

UNearned PremilmS ........ooeeoeieeienieseeie e siee e et ee e e e e 492,718 493,886 3,976,744

Maturity refunds and dividends to policyholders ...........cccooeverennnnn 572,603 611,788 4,621,496
Reinsurance payable and due to other insurance companies ................... 28,856 28,440 232,901
Income taxes payable (NOtE 9) ......cccooiiiiiiiiiiiee e 15 5,315 122
COMMETCIAl PAPET ..veitiitiieeee e 30,000 — 242,130
Convertible bonds (NOE 6) .......cceveeieiieriiieie s 3,810 3,810 30,750
Liability for employees’ retirement benefit ..o 22,806 20,519 184,070
Reserve for price flUCtUALION .......ccovvveiiieeie s 5,021 3,730 40,531
Deferred tax liabilities (NOte 9) .....cocoveviiiiiiiicce e 1,989 263 16,061
Other HADIITIES .......ceieiiiciiiic e 65,501 27,539 528,667

Total Habilities .......ccvoveiierieeereee e 1,360,320 1,322,568 10,979,184
COMMITMENTS AND CONTINGENT LIABILITIES (Note 11)
SHAREHOLDERS EQUITY:
Common stock, ¥50 par value — authorized,

800,000 thousand shares; issued and outstanding,

407,154 thousand shares in 2001 and 2000 .........ccccccevvreivreeereeerennnns 57,139 57,139 461,177
Additional paid-in Capital .........ccocviiriiriiir 41,712 41,712 336,664
REtAINEA BAMMNINGS .. .eiiiiiiiiieite e e 130,163 125,843 1,050,553
Unrealized gain on available-for-sale SeCUrities ..........cccovervirininieniennnn. 87,846 — 709,012

TOTAL o s 316,862 224,695 2,557,407
Treasury Stock, at COSE ........ccooiiiiiiiici (2) (0) (21)

Total shareholders’ eqUILY ........cocoreiieiineniesee s 316,860 224,694 2,557,386
TOTAL o ¥1,677,181 ¥1,547,262 $13,536,570

See notes to consolidated financial statements.



CONSOLIDATED STATEMENTS OF INCOME

Aioi Insurance Company, Limited (Formerly The Dai-Tokyo Fire and Marine Insurance Company, Limited) and
Consolidated Subsidiaries

Years Ended March 31, 2001 and 2000

Thousands of
Millions of Yen U.S. Dollars (Note 1)
2001 2000 2001
UNDERWRITING INCOME:
Underwriting revenue:
Net Premiums WITEEN .....cvccviiierieicece e Y444 946 ¥449 464 $3,591,176
Premiums for maturity of refundable portion of long-term insurance .... 80,274 92,492 647,900
Investment income on premiums for maturity of
refundable portion of long-term and other insurance ..............co....... 16,501 20,056 133,185
Reversal of UNderwriting reSErVES ........covvvevverereererieseereseseeseseeeeens 40,352 28,834 325,682
Other UNderwriting reVENUE .........ccveviiriririeieisesese e 705 78 5,695
Total underwriting reVeNUE .......ccceeeeeeininenieeesc e 582,781 590,925 4,703,640
Underwriting expenses:
Net Policy 10SSES PAIT ........ccvrrirereieiee e 246,594 238,471 1,990,271
L0SS adjUSEMENT EXPENSES ....eviveieiicieeresie e 17,848 17,150 144,052
Policy acquisition costs and premiums collection COsts .............ccce..... 75,407 80,537 608,617
Maturity refunds and dividends to policyholders for
[ONG-TEIM INSUFANCE ..ottt 134,252 154,435 1,083,557
Other underwriting EXPENSES .......ooveeririririeieesieseree e 9,916 1,419 80,038
Total uUnderwriting eXPenSES .......coevvverererenieieeesesie s 484,019 492,015 3,906,537
Net underwriting iINCOME ......ccovvvieereie e 98,761 98,910 797,103
INVESTMENT INCOME (EXPENSES):
Interest and dividend INCOME ......coocvviiieiiiiiiie e 28,468 41,072 229,773
Gain on sales of investments in SECUritieS — NEL ........covevvevieviiiie e 24,151 8,483 194,929
Loss on revaluation of investments in SECUMLIES ...........cccvviiiiiiiiciniinn, (6,917) (8,415) (55,832)
Other investment eXpPenses — NEt ..o (7,640) (4,681) (61,662)
Transfer of investment income on premiums for maturity of
refundable portion of long-term and other inSUrance ............c.ccocvennene. (16,501) (20,056) (133,185)
Net investMeNt iNCOME .....ccvvviveiiiie e 21,561 16,403 174,022
OTHER INCOME (EXPENSES):
Selling and general adminiStrative COSES ........ocereevienereneieisese e (90,739) (94,440) (732,356)
Reversal of (provision for) allowance for doubtful accounts .................... (3,928) 2,833 (31,710)
Provision for price fluCtUation reServe .........cccoovvvrneineieneieneeesees (1,291) (1,317) (10,422)
Loss on sales of Property — NEt .........ccoeeveenieienee s (213) (384) (1,722)
OLhEr — NEL ... (13,185) (10,865) (106,417)
Other eXpenses —NEL ..o (109,357)  (104,174) (882,629)
INCOME BEFORE INCOME TAXES ....ccocoiiiiinreneeseesiee s 10,964 11,138 88,496
INCOME TAX EXPENSE (BENEFIT) (Note 9):
CUITENT ettt e et e et re e e s et e e e e e e bb e e e e seareeeeesnbeeeeaan 1,530 7,384 12,351
DEFEITEA ..ot 2,213 (2,939) 17,866
INCOME TAXES ..eeveeeeiieri e et e s e e e e e e e e e erree e e 3,744 4,445 30,218
NET INCOME ..ot ¥ 7220 ¥ 6,693 $ 58,277
Yen U.S. Dollars
PER SHARE OF COMMON STOCK:
NET INCOME ...ttt ¥ 1773 ¥ 1644 $ 014
Diluted arNINGS .....ooveeiieiiisierie e 17.69 16.37 0.14

See notes to consolidated financial statements.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Aioi Insurance Company, Limited (Formerly The Dai-Tokyo Fire and Marine Insurance Company, Limited) and
Consolidated Subsidiaries

Years Ended March 31, 2001, 2000 and 1999

Thousands Millions of Yen
Number of Unrealized
Shares of Additional Gainon Treasury
Common Common Paid-in Retained Available-for-sale ~ Stock,
Stock Stock Capital Earnings Securities at Cost
BALANCE, APRIL 1,1999 ......cccoviiiiieieieeeiee, 407,154 ¥57,139 ¥41,712 ¥102,318 ¥(0)
Adjustment made on unearned premiums
for adoption of new accounting policy
fOr INCOME TAXES ....ovveeeiieieieicree e (56,798)
Cumulative effect of deferred taxes to
the retained earnings ........cccocveveveevivviveceseseeies 76,531
NEL INCOME ..ot 6,693
Cash dividends, ¥7 per share ..........ccccoovvvvvnnne. (2,850)
Bonuses to direCtors ......cccvveeevvvieerere e (52)
Decrease in treasury stock — net ..........ccccceveerennnns 0
BALANCE, MARCH 31,2000 ......ccoeovvirerierrnnn 407,154 57,139 41,712 125,843 0)
NEt INCOME .oviiieicice e 7,220
Cash dividends, ¥7 per share .........cccoeeevereriennenn (2,850)
Bonuses t0 direCtors .........ccooevvreieeeninencrieeeieinens (50)
Increase in treasury Stock — Net ........cccevevvvveiernnns 1)
Unrealized gain on available-for-sale securities ..... ¥87,846

BALANCE, MARCH 31,2001 .....c.cocoovevienirienenn 407,154 ¥57,139 ¥41,712 ¥130,163  ¥87,846 ¥(2)

Thousands of U.S. Dollars (Note 1)

Unrealized
Additional Gainon Treasury
Common Paid-in Retained Available-for-sale  Stock,
Stock Capital Earnings Securities at Cost
BALANCE, MARCH 31,2000 .....cccccoveivniirienienieeeesiesieseesennens $461,177 $336,664 $1,015,682 $ (6)
NEL INCOME ..ot 58,277
Cash dividends, $0.05 per share ..........ccccoovvevenereienienenenens (23,002)
BONUSES 10 AIFECLONS ....oocvvecvieieeciee e (403)
Increase in treasury StOCK — NEt .......ccoevviieieiieie e (15)
Unrealized gain on available-for-sale securities ............c......... $709,012
BALANCE, MARCH 31,2001 ......coccviiverieieenie e sieesiennens $461,177 $336,664 $1,050,553 $709,012  $(21)

See notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

Aioi Insurance Company, Limited (Formerly The Dai-Tokyo Fire and Marine Insurance Company, Limited) and

Consolidated Subsidiaries

Years Ended March 31, 2001 and 2000

Millions of Yen

Thousands of

U.S. Dollars (Note 1)

2001 2000 2001
OPERATING ACTIVITIES:
INncome hefore INCOME TAXES ......cvvruiveureriririririrr s ¥ 10,964 ¥ 11,138 $ 88,496
Adjustments for:
DEPIECIALION ..ottt 7,930 8,053 64,008
Reversal of UNderwriting reSErVe ... (30,629) (28,429) (247,211)
Provision for (Reversal of) allowance for doubtful accounts .................... 2,596 (3,093) 20,952
Provision for (Reversal of) investment 10ss allowances ..........ccocovveeernenee (106) 110 (861)
Increase in liability for employees’ retirement benefit ..o, 2,286 — 18,456
Reversal of employees’ retirement allowancCes ..........coeveevnceenenennns — (244) —
Reversal of employees’ bonus allowances (332) (248) (2,686)
Reversal of allowances for the loss arising from sale of loans receivable ... (56) (806) (454)
Increase in price fUCLUALION FESEIVE .......cccvvvrvvveeerirerisie s 1,291 1,317 10,422
Interest and dividend INCOME .........ccevrrrcernine e (28,468) (41,072) (229,773)
(Gain) loss arising from sales or revaluation of investments in securities... (18,278) 220 (147,525)
INEEIEST EBXPEINSES ...viivireertisiesiesie ettt sttt b st be b b 309 260 2,501
Foreign exchange [0SSES ........ccveueiririeieieieeerses e 2,830 2,859 22,845
Loss on sale of property and eqUIPMENT .........ccccoeeeeeneeeeererene 2,947 473 23,792
OTNEIS — NBL ..ottt ae s bene 14,264 3,913 115,127
Interest and dividends reCeIVEA .........coveviveeereeicice e 26,421 38,993 213,251
INEEFESE PAIA ..vveeereeeceee e (319) (270) (2,577)
INCOME TAXES PAIH ..ottt (9,640) 2,505 (77,808)
Total adJUSEMENT ... (26,953) (15,458) (217,539)
Net cash used in operating activities ...........cccovveervrricrnnicnnn. (15,988) (4,319) (129,043)
INVESTING ACTIVITIES:
Net increase in bank deposits ......c.covveeeririrceieierrr e 4,325 7,245 34,914
PUIChase OF DEDLS .......ccviieciircic s (8,890) (2,000) (71,751)
Proceeds from sale of debts purchased ..........ccccccevvvvicicicnvsccccccce, 1,055 1,000 8,515
Decrease (Increase) in money held in trust — Net .........cccceevvvvccivrirreeenn, 23,259 (3,136) 187,728
Purchase of investments iN SECUTLIES .........occervrereernrieiernneeeresee e (437,213)  (767,183) (3,528,764)
Proceeds from sale or maturities of investments in securities ............c.......... 434,850 777,033 3,509,690
DeCrease iN10ANS — NEL .......ccovvrriiiccceeee e 31,185 12,522 251,697
Purchases of property and eqUIPMENT ........c.ccovirrrnnnnneeeeeeieeeeas (7,811) (7,888) (63,046)
Proceeds from sale of property and equipment ...........cccocovvvnnnnnneneeenns 2,775 433 22,399
Increase in deposits received under loan debenture agreement .................... 30,920 — 249,562
Decrease in deposits received in securities under loan securities agreement ... — (33,919) —
Others — net (2,146) 1,555 (17,325)
Net cash provided by (used in) investing activities .................... 72,310 (14,339) 583,621
FINANCING ACTIVITIES:
Proceeds from (repayment of) commercial paper — Net ..........ccoeovvvennnnnas 30,000 (40,000) 242,130
Repayment of convertible Donds ...........ccceeeeniinnnneeas — (4,355) —
ACqUISItION OF treasury StOCK .........coovieervceircereree s 1) 0) (14)
Cash AIVIAENAS ......cvveeeerccer s (2,850) (2,850) (23,002)
OLhEIS — NBL ..o es (8) (11 (66)
Net cash provided by (used in) financing activities .................... 27,139 (47,217) 219,047
Foreign Currency Transaction Adjustment on Cash and Cash Equivalents .. 532 (542) 4,299
Net Increase (Decrease) in Cash and Cash Equivalents ...........ccccccevvvvivcernnnne, 83,994 (66,418) 677,924
Cash and Cash Equivalents, Beginning of Year .........cccooeveevnieiennnnininnnnn. 168,205 234,623 1,357,588
Cash and Cash Equivalents, ENd of Year .........cccccccevvvvvncinsncecesee e ¥252,200 ¥168,205 $2,035,512

See notes to consolidated financial statements.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Aioi Insurance Company, Limited (Formerly The Dai-Tokyo Fire and Marine Insurance Company, Limited) and

Consolidated Subsidiaries

Years Ended March 31, 2001 and 2000

1. Basis of presenting consolidated financial statements

The accompanying consolidated financial statements of The
Dai-Tokyo Fire and Marine Insurance Company, Limited (“the
Company”) and its consolidated subsidiaries have been prepared
from the accounts maintained in accordance with the provisions
set forth in the Japanese Securities and Exchange Law, the
Insurance Business Law and related regulations, and in conform-
ity with accounting principles and practices generally accepted in
Japan, which are different in certain respects as to application
and disclosure requirements of International Accounting
Standards. The consolidated financial statements are not intend-
ed to present the financial position, results of operations and cash
flows in accordance with accounting principles and practices gen-
erally accepted in countries and jurisdictions other than Japan.

In preparing the accompanying consolidated financial state-
ments, certain reclassifications and rearrangements have been
made to the consolidated financial statements issued domestically
for the convenience of readers outside Japan. In accordance with
accounting procedures generally accepted in Japan, certain com-
parative disclosures are not required to be and have not been pre-
sented herein.

The accounts of the Company and its consolidated subsidiary
established in Japan are maintained in Japanese yen, the currency
of the country in which the Company is incorporated and oper-
ates. Figures stated in yen have been rounded down to millions of
yen. Figures stated in U.S. dollars in the accompanying consoli-
dated financial statements are converted, solely for convenience
of readers outside Japan and are stated at the rate of ¥123.90 to
U.S.$1, the approximate rate of exchange at March 31, 2001.
The translations should not be construed as representations that
the Japanese yen amounts could have been converted to U.S. dol-
lars at that or any other rate.

2. Summary of significant accounting policies

a. Consolidation — The accompanying consolidated financial
statements include the accounts of the Company and its two sig-
nificant subsidiaries. The financial statements of the remaining
unconsolidated subsidiaries would not have a material effect on
the accompanying consolidated financial statements. Investments
in unconsolidated subsidiaries and affiliates are stated at cost.

All significant inter-company balances and transactions have
been eliminated in consolidation. The effect on the consolidated
financial statements of not applying the equity method is imma-
terial.

One of the subsidiaries is consolidated on the basis of the fis-
cal year ending December 31, which differs from that of the
Company; however, significant effects arising from transactions
occurring in the period from January 1 to March 31 have been
adjusted for consolidation purposes.

b. Cash Equivalents — Cash equivalents are short-term invest-
ments that are readily convertible into cash and that are exposed

to insignificant risk of changes in value. Cash equivalents include
time deposits, call loans, debts purchased and money manage-
ment funds (MMF). Money held in trust and time deposits with
original maturities exceeding three months have been excluded
from cash equivalents.

c. Foreign Currency Translation — The accounts stated on the
financial statements of the Company and its consolidated sub-
sidiaries are translated as follows:

Before the revised accounting standards prescribed below
became operative, current receivables and payables denominated
in foreign currencies were translated into Japanese yen at the cur-
rent exchange rates at each balance sheet date, while non-current
receivables and payables denominated in foreign currencies were
recorded and reported at the rates prevailing when acquired or
incurred.

The revised accounting standard for foreign currency transac-
tion become operative for financial statement covering periods
beginning on or after April 1, 2000, the Company and the con-
solidated domestic subsidiary adopted the revised accounting
standard accordingly. In accordance with the revised standard, all
current and non-current monetary receivables and payables
denominated in foreign currencies are translated into Japanese
yen at the exchange rates at the balance sheet date. The foreign
exchange gains and losses from translation are recognized in the
income statement.

Revenue and expense accounts of the foreign consolidated
subsidiary are translated into yen at the rates of exchange in
effect at the balance sheet date. Balance sheet accounts are also
translated at the same exchange rates, except for the components
of shareholders’ equity which are translated at the historical rate.

Prior to April 1, 2000, differences arising from such transla-
tion were shown as “Foreign currency translation adjustments” as
either asset or liability in the balance sheet.

Effective April 1, 2000, such differences are presented as
“Foreign currency translation adjustments” forming a separate
component of shareholders’ equity in accordance with the revised
accounting standard for foreign currency transactions.

The adoption of the revised accounting standard, did not
effect the consolidated financial statement as of and for the year
ended March 31, 2001.

d. Investments in Securities and Derivatives Activities — Prior
to April 1, 2000, on which the new accounting standard for
financial instrument became operative, listed securities owned by
the Company and the consolidated domestic subsidiary were
stated at the lower of moving-average cost or market. Carrying
amounts of investments in securities were determined by com-
paring their original historical cost and market value at each bal-
ance sheet date. Unlisted securities owned by the Company were
stated at moving-average cost. Listed securities included in
money held in trust were stated in accordance with the same pol-
icy prescribed above. Marketable bonds (except for the convert-




ible bonds) owned by the consolidated domestic subsidiary were,
however, stated at moving-average cost. All securities owned by
the foreign consolidated subsidiary were stated at the lower of
moving-average cost or market.

Effective April 1, 2000, the Company and the consolidated
subsidiaries adopted a new accounting standard for financial
instruments, including investment in securities and derivatives
activities.

The standard requires all applicable securities to be classified
and accounted for, depending on management’s intent, as fol-
lows: (1) Trading securities, which are held for the purpose of
earning capital gains in near term are reported at fair value, and
the related unrealized gains and losses are included in the income
statement for the period. The carrying amount of the securities
are determined by the moving-average cost. (2) Held-to-maturity
debt securities, which are expected to be held to maturity with
the positive intent and ability to hold to maturity are reported at
amortized cost. (3) Available-for-sale securities, which are not
classified as either of the aforementioned securities, are reported
at fair value, with unrealized gains and losses, net of applicable
taxes, reported in a separate component of shareholders’ equity.
The carrying amount of the securities are determined by the
moving-average cost. Unlisted securities that do not have a quot-
ed market price in an active market, are reported at moving-aver-
age cost or amortized cost. Listed securities in the money held in
trust are stated at fair value.

As to derivatives activities the standards require that: (a) all
derivatives be recognized as either assets or liabilities and meas-
ured at fair value, and gains or losses on derivative transactions
are recognized in the income statement and (b) for derivatives
used for hedging purposes, if derivatives qualify for hedge
accounting because of high correlation and effectiveness between
the hedging instruments and the hedged items, gains or losses on
derivatives are deferred until maturity of the hedged transactions.

The effect of adoption of the new standard was to increase
income before income taxes by ¥11,887 million ($95,943 thou-
sand), which includes the effect of adopting the new standard for
derivatives financial instruments.

e. Property and Equipment — Property and equipment are car-
ried at cost less accumulated depreciation. Significant renewals
and additions are capitalized; maintenance and repairs, and
minor renewals and improvements are charged to income as
incurred.

Depreciation of property and equipment is computed by the
declining-balance method while the straight-line method is
applied to buildings acquired on or after April 1, 1998, in accor-
dance with the revised Corporate Tax Law in Japan. The range
of useful lives is based on the Ministerial Ordinance to the
Corporate Tax Law.

f. Policy Acquisition Costs — Policy acquisition costs are
charged to income as incurred.

g. Underwriting Reserves — Underwriting reserves are set aside
as reserves for unpaid estimated losses and claims and unearned
premiums and maturity refunds and dividends to policy holders
by each line of insurance.
Estimated losses and claims

Provision is made for claims reported prior to the close of the
accounting period based on the estimated ultimate cost of set-
tling such claims. In addition to the above, provision is made for
incurred but not reported claims (“IBNR”) based on the past
experience.
Unearned premiums

The unearned premiums reserve is based on unearned premi-
ums at the end of the year, or the underwriting balances at the
end of the year for policies written during the year, whichever is
greater, by lines of insurance and type of policy. However, for
compulsory automobile liability insurance (“CALI") and earth-
quake insurance, all underwriting balances are transferred to this
reserve. The total of these reserves by lines will be roughly equal
to the unearned premiums determined by using the monthly pro
rate method. The extraordinary loss reserve (“ELR”) is also pro-
vided for catastrophic losses from net premiums written. The
maximum amount of ELR at the end of the year is stipulated in
the Insurance Business Law. The amount of the annual transfer
to ELR from net premiums written is the larger of the amounts
deductible for tax purposes or the minimum required under the
Insurance Business Law. The maximums differ by line of insur-
ance, and are calculated using percentages of net premiums writ-
ten. With respect to CALI and earthquake insurance, there is no
extraordinary loss reserve because all underwriting balances are
transferred to the unearned premium reserve.
Maturity refunds and dividends to policyholders

Provision is made for the sum of an amount equal to the
refundable portion of the insurance premiums of long-term
insurance at maturity and an amount equal to the investment
income attributable to such portion of the relevant premiums.

h. Income Taxes — The provision for income taxes is computed
based on the pretax income included in the consolidated state-
ments of income. The asset and liability approach is used to rec-
ognize deferred tax assets and liabilities for the expected future
tax consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities. Deferred taxes
are measured by applying currently enacted tax laws to the tem-
porary differences.

i. Allowance for Doubtful Accounts — The allowance for doubt-
ful accounts stated on the financial statements of the Company

and the domestic subsidiary is determined based on manage-
ment’s judgment and assessment of future losses formatted and
secured through the self-assessment system. This method reflects
past history of credit losses, possible credit losses, business and
economic conditions, in addition to the character, quality and
performance of debtors’ business activities, and other pertinent
indicators.

The amount of the allowance for doubtful accounts is then,
calculated in accordance with the rules of self-assessment of asset
and the rules for provision or write-offs of doubtful accounts.

For loans to counter parties who are in legal or perfunctory
bankruptcy and are not allowed to participate in the bank clear-
ing process, and for loans to counter parties who are substantially
in bankruptcy, provision is made at amounts equal to the loan
balance less the estimated amounts recoverable through disposal
of encumbered pledges or discharges of guarantees.

For loans to borrowers who are likely to be in future bank-
ruptcy, a provision equal to the anticipated irrecoverable amount
is estimated by management based on their knowledge of bor-
rower’s solvency. In determining the anticipated irrecoverable
amount, management considers the recoverable amount of the
balance of loans in question through disposal of pledges encum-
branced or discharged guarantees.

For debts other than the loans described above, provision is
calculated by multiplying the balance of debts at the closing date
by the actual bad debt ratio computed based on bad debts
incurred in the past.

All debts of the Company and the domestic subsidiary are
subject to the self-assessment conducted by departments han-
dling the debts in question. The result of that self-assessment is
required to be reviewed by the inspection department independ-
ent of each department conducting self-assessment.

j. Employees’ Retirement Benefit and Pension Plan — The
Company and the consolidated domestic subsidiary have sever-
ance payment plans for employees.

Under the employees’ retirement plans for the Company and
the domestic subsidiary, until April 1, 2000, the reserve for
employees’ retirement allowances was stated at the amount which
would be required if all employees terminated their employment
at the end of each year under voluntary conditions, less the
amount covered by the pension plan.

Effective April 1, 2000, which the new accounting standard
for employees’ retirement benefits become effective, the
Company and the consolidated domestic subsidiary adopted a
new accounting standard for employees’ retirement benefits and
accounted for the liability for retirement benefits based on the
present value of the projected benefit obligations and the fair
value of plan assets at the balance sheet date.

The full amount of the transitional obligation determined as
of the beginning of year was charged to income and presented as
other expense in the income statement. As a result, income
before income taxes and minority interests as compared with the
prior method, decreased by ¥3,601 million ($29,064 thousand).

Changes in the projected benefit obligation arising from mod-
ified actuarial assumptions are amortized by straight-line method
over the average remaining service life of the employees (15
years) and recognized as an expense the years after the changes.

k. Reserve for Price Fluctuation — In conformity with the
Insurance Business Law, insurance companies are required to
establish a provision for losses resulting from fluctuations in mar-
ket values of securities, bank deposits and loans denominated in
foreign currencies.

The amount of the reserve for price fluctuation and the maxi-
mum balances is calculated using percentages set forth in the
Insurance Business Law for each type of security.

I. Leases— All leases are accounted for as operating leases.
Under Japanese accounting standards for leases, finance leases
that deem to transfer ownership of the leased property to the les-
see are to be capitalized, while other finance leases are permitted
to be accounted for as operating lease transactions if certain “as if
capitalized” information is disclosed in the Note 10 set forth
below.

m. Net Income per Share — Net income per share is computed
based on the weighted average number of shares outstanding
during each year.

Diluted net income per share of common stock assumes full
conversion of the outstanding convertible bonds at the beginning
of the year with an applicable adjustment for related interest
expense (net of tax).

n. Deferred Expenses under Article 113 of the Insurance
Business Law — Article 113 of the Insurance Business Law per-
mits newly established insurance companies to defer organization
costs and the selling and general administrative costs which
exceed total of net underwriting income and net investment
income for the first five years from the year of its incorporation.
These deferred costs are subject to amortization over a period of
ten years. In accordance with this Article, the consolidated sub-
sidiary operating a life-insurance business which was established
in 1996 has deferred a portion of selling and general administra-
tive costs incurred before April 1, 1998 as well as its organization
cost incurred at inception and made a pertinent amortization
required by the aforementioned law.



3. Money held in trust

All of the money held in trust was classified as trading securities.
Aggregate cost at March 31, 2001 and gains or losses recognized
in the income statement were as follows:

Thousands of
Millions of Yen U.S. Dollars

Money held in trust:
Aggregate CoSt........covvrvrvrirrirerennns ¥12,240 $98,790
(LLOSSES) veuveverererienienie e (2,077) (16,770)

Aggregate cost and aggregate market value of money held in
trust at March 31, 2000 were as follows:
Millions of Yen

Aggregate Aggregate Unrealized
Cost Market Gain (Loss)

Money held in trust ................ ¥41,226  ¥41,347 ¥120

4., Investments in securities
Investment in securities as of March 31, 2001 consisted of the
following:

Thousands of
Millions of Yen U.S. Dollars

National and local government

boNds.......coooiiii ¥104,734 $ 845,311
Corporate bonds ..........ccooeviienenenne 205,637 1,659,708
Equity SeCUrities.........ccooeovvvevneivrnenene 393,425 3,175,347
Foreign Securities ........ccocovvverereenenne. 137,980 1,113,646
Other SeCUrities........ccoovrvrvrenerenene 22,334 180,259
Allowances for investment loss .......... 3) (26)
Total oo ¥864,109 $6,974,247

Information regarding each category of the securities classified as
trading, available-for-sale and held-to-maturity at March 31,
2001 was as follows (see Note 2.d for the subsequent measure-
ment of investments in securities):

Millions of Yen

Aggregate Unrealized Unrealized Aggregate

Cost Gains Losses Market
Securities classified as:
Trading.......ccoovvevnnene. ¥ 45,414
Auvailable-for-sale:
Bonds........ccoouee. ¥285,934 ¥ 9,486 ¥ 900 ¥294,520

Equity securities.... 256,524 142,865 15,776 383,613
Foreign securities.. 100,728 3,209 683 103,253
Other securities..... 11,105 49 784 10,370

Total....oooirins ¥654,293 ¥155,610 ¥18,146 ¥791,757

Bonds........coeuvienn ¥ 3521 ¥ 168 ¥ 3 ¥ 3686
Foreign securities... 798 39 838
Total.oovoenn, ¥ 4320 ¥ 207 ¥ 3 ¥ 4524

Thousands of U.S. Dollars

Aggregate Unrealized Unrealized Aggregate

Cost Gains Losses Market
Securities classified as:
Trading......coceeevvennnn. $ 366,541
Available-for-sale:
Bonds........ccoevinnes $2,307,788% 76,564% 7,270 $2,377,081

Equity securities.... 2,070,418 1,153,069 127,335 3,096,152
Foreign securities.. 812,979 25901 5519 833,361
Other securities..... 89,629 401 6,333 83,697

Total ..o, $5,280,815 $1,255,936 $146,459 $6,390,292

Bonds........coeveeenee $ 28418% 1,363$ 24 $ 29,757
Foreign securities.. 6,448 315 6,763
Total oo $ 348066% 16789 24 $ 36,521

Available-for-sale securities and held-to-maturity securities
whose fair value is not readily determinable as of March 31, 2001
were as follows:

Carrying Amount

Thousands of
Millions of Yen U.S. Dollars

Available-for-sale:

BONdS......coovveieiice e ¥ 8,269 $ 66,745
Equity securities 9,355 75,507
Foreign securities 3,000 24,213
Other Securities........ccocevvevrennene. 13,008 104,994
Total ¥33,633 $271,460
Held-to-maturity—Bonds................. ¥ 4,060 $ 32,774
Total .o ¥ 4,060 $ 32,774

Proceeds from sales of available-for-sale securities for the year
ended March 31, 2001 were ¥324,463 million ($2,618,749 thou-
sand). Gross realized gains and losses on these sales, computed
on the moving average cost basis, were ¥25,687 million
($207,321 thousand) and ¥1,529 million ($12,343 thousand),

respectively.

Carrying amounts of debt securities with contractual maturi-
ties classified available-for-sale and held-to-maturity at March
31, 2001 are as follows:

Millions of Yen Thousands of U.S. Dollars

Foreign Other Foreign Other
Bonds Securities Securities Bonds Securities Securities
Due in one year or 18SS.........covreinieieneineenesieane ¥ 54,700 ¥ 5155  ¥13,089 $ 441,492 $ 41,611 $105,645
Due after one year through five years.................... 157,471 52,585 4,400 1,270,956 424,420 35,513
Due after five years through ten years.................... 57,696 35,506 5,181 465,667 286,576 41,820
Due after ten Years ........cccoevveivieiiieineesei s 22,806 2,787 97 184,067 22,501 783
TOtAl oo ¥292,674 ¥96,036  ¥22,768  $2,362,184 $775,110 $183,762

Aggregate cost and aggregate market value of investments in
securities at March 31, 2000 were as follows:

Millions of Yen

Aggregate Aggregate Unrealized

Cost* Market Gain (Loss)
Bonds .....coooeveviiieiieeece ¥259,712 ¥266,070 ¥ 6,358
Equity securities ...........c........ 255,911 467,958 212,046
Foreign securities................... 78,129 77,518 (610)
Other securities...........ccue...... 10,900 10,857 (42)
Total v ¥604,653 ¥822,405 ¥217,751

* The amounts shown above include only the cost of investments
in securities for which a market value is reasonably obtained.
Therefore, the total cost shown above does not equal the total
carrying amount of investments in securities shown on the con-
solidated balance sheets.

5. Loans
Loans which are defaulted, delinquent, past due and under miti-
gating conditions are as follows:

Thousands of

Millions of Yen U.S. Dollars
2001 2000 2001

Defaulted 10ans.........ccccvene.. ¥ 778 ¥ 1005 $ 6,281
Delinquent loans

(non-performing loans) ....... 11,890 9,589 95,966
Past due loans

(over three months) ............. 704 474 5,684
Loans under mitigating

conditionsS .......c.cceeveveeercvnnnn. 4,563 6,042 36,834
Total .o ¥17,936 ¥17,112 $144,766

Defaulted loans represent loans for which the Company assumes
that there are no prospects for recovery or repayment of princi-
pals or interest and therefore, do not account for accrued interest
revenues.

Delinquent loans represent loans for which the Company
assumes that there are very few prospects for recovery or repay-
ment of principals or interest and therefore, do not account for
accrued interest revenues. For delinquent loans, management
does not intend to mitigate conditions of loans on behalf of the
recovery of the counter parties as mentioned in the definition of
loans under mitigating conditions below.

Past due (over three months) loans represent loans in which
the repayment of principal or payment of interest incurred are
past due over three months from the due date set forth in the
loan agreements, not falling into either the categories of default-
ed loans or delinquent loans.

Loans under mitigating conditions represent loans to counter
parties in which the Company accepted a reduction in its rates
and revised repayment and payment schedule of principal or
interest, or waived the certain amounts owned in order to provide
financial support to facilitate the recovery of the counter parties,
not falling into the categories of either defaulted loans or delin-
quent loans or past due loans.

6. Convertible bonds
Unsecured bonds convertible into common stock is as follows:
Conversion Thousands of

Price Millions of Yen ~ U.S. Dollars
perShare 2001 2000 2001

1.6% convertible bonds
due March 31, 2003..... ¥1,194.30 ¥3,810 ¥3,810 $30,750

If all convertible bonds outstanding were converted as of March
31, 2001, common shares outstanding would be increased by
3,190 thousand shares.

Under the trust deeds, conversion prices are subject to adjust-
ment in certain cases including stock splits or the issuance of new
shares at paid-in prices which are less than market prices.




7. Employees’ retirement benefit and pension plan

Under the pension plan of the Company, employees terminating
their employment are entitled to pension payments and lump-
sum payment based on their average pay during their employ-
ment, length of service and certain other factors. Under the pen-
sion plan of the consolidated domestic subsidiary, employees ter-
minating their employment are entitled to lump-sum payment
based on their average pay during their employment, length of
service and certain other factors.

The Company contributed certain available-for-sale securities
to the employee retirement benefit trust for non-contributory
pension plans, and recognized a non-cash gain of ¥3,672 million
($29,641 thousand). The securities held in this trust are qualified
as plan assets.

Effective April 1, 2000, the Company and the consolidated
domestic subsidiary adopted a new accounting standard for
employees’ retirement benefits.

The liability for employees’ retirement benefits at March 31,
2001 consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

Projected benefit obligation ............... ¥(46,017) $(371,407)
Fair value of plan assets............c.cc...... 20,299 163,841
Unrecognized actuarial loss 2,911 23,495
Net liability ......ccocoovreiiiiiieiece, ¥(22,806) $(184,070)

The components of net periodic benefit costs for the year ended
March 31, 2001 are as follows:

Thousands of
Millions of Yen U.S. Dollars

SEIVICE COSt...vviriiriiiriiieciecee e ¥ 2,179 $17,588
INterest CoSt........oovvvvreeeeeeiiiiirieee e 1,269 10,242
Expected return on plan assets.......... (423) (3,418)
Amortization on

transitional obligation ...................... 7,158 57,775
Net periodic benefit costs................... ¥10,183 $82,187

Assumptions used for the year ended March 31, 2001 are set
forth as follows:

DISCOUNT FALE......eevveeiiieeiiriei e 3.0%
Expected rate of return on plan assets..........c.cccoevnene. 3.0%
Recognition period of actuarial gain/loss ...................... 15 years
Amortization period of transitional obligation.............. 1 year

The amounts contributed to the fund which were charged to
income for the year ended March 31, 2000 were ¥1,248 million.

8. Shareholders’ equity

The Japanese Commercial Code (the “Code”) requires at least
50% of the issue price of new shares, with a minimum of the par
value thereof, to be designated as paid-in capital as determined
by resolution of the Board of Directors. Proceeds in excess of
amounts designated as paid-in capital are credited to additional
paid-in capital.

The Insurance Business Law provides that an amount at least
equal to 20% of the aggregate amount of cash dividends and cer-
tain other cash payments which are made as an appropriation of
retained earnings applicable to each fiscal period shall be appro-
priated and set aside as a legal reserve. The Company’s legal
reserve amount, which is included in retained earnings, totals
¥14,150 million ($114,205 thousand) and ¥13,150 million as of
March 31, 2001 and 2000, respectively, and is not available for
dividends but may be used to reduce a deficit by resolution of the
shareholders.

Under the Code, the Company is permitted to transfer por-
tions of additional paid-in capital and legal reserve to stated capi-
tal by resolution of the Board of Directors. The Code also per-
mits the company to transfer portions of unappropriated retained
earnings, available for dividends, to paid-in capital by resolution
of the shareholders.

Under the Code, the Company may issue hew common shares
to existing shareholders without consideration as a stock split
pursuant to resolution of the Board of Directors. The Company
may make such a stock split to the extent that the aggregate par
value of the shares outstanding after the stock split does not
exceed the authorized capital. However, the amount calculated by
dividing the total amount of shareholders’ equity by the number
of outstanding shares after the stock split cannot be less than
¥50.

Under the code, the amount available for dividends is based
on retained earnings as recorded on the Company’s books. At
March 31, 2001, retained earning recorded on the Company’s
books were ¥118,951 million ($957,152 thousand) which is avail-
able for future dividends subject to the approval of the sharehold-
ers and legal reserve requirement.

9. Income taxes
The Company and its domestic subsidiary are subject to corpo-
rate income tax and inhabitant income tax which, in the aggre-
gate, resulted in a normal statutory tax rate of approximately
36.1% for the years ended March 31, 2001 and 2000. The tax
effects derived of significant temporary differences which result
in deferred tax assets and liabilities at March 31, 2001 are as fol-
lows:

Thousands of

Millions of Yen U.S. Dollars
2001 2000 2001
Deferred tax assets:
Unearned premiums............. ¥51,597 ¥55,180 $416,444
Liability for employees’
allowances...........cceveeveenen. 6,334 — 51,129
Reserve for employees’
allowances.........ocovvevveeveenne. — 4,961 —
Reserve for doubtful
aCCOUNTS....cccveeireeriee e 4,822 3,490 38,920
Estimated losses and claims.. 4,675
Devaluation of securities ...... 4,285 3,632 34,584
Depreciation...........cccocevne. 3,643 3,560 29,407
Others ....coeveeceiieceeei, 7,790 5,738 62,873
Total..cooveeieeenn 78,473 81,239 633,359
Valuation allowance ............. (821) (1,062) (6,628)
Deferred tax assets.........cc.ccou.... 77,651 80,176 626,730
Deferred tax liabilities:
Deferred tax liabilities .......... — (706) —
Unrealized gain on available-
for-sale securities................ (49,617) — (400,464)
Others .....oeoevvereiieeiee (395) — (3,188)
Net deferred tax assets............... ¥27,639 ¥79,470 $223,077

Deferred tax assets and liabilities appearing on the consolidated
balance sheets are net amounts among each consolidated entity
while the figures above are gross amounts.

A reconciliation between the normal effective statutory tax
rate for the years ended March 31, 2001 and 2000 and the actual
effective tax rates reflected in the accompanying consolidated
statements of income is as follows:

2001
Normal effective statutory tax rate ...........c.ccocevenne 36.1%
Dividend received ..........cccooeieieiiininienireneee (8.0)
Expenses not deductible for
INCOME taX PUIPOSES ......evveveeeeeie e 6.5
Other — NeL.......oiiiiereee e (0.5)
Actual effective tax rate..........cccooevveineineinennnn 34.1%

2000

Normal effective statutory tax rate .........c.cccceevnene 36.1%
Dividend received ..........ccccoeieiiiniinieniience e (6.5)
Expenses not deductible for

INCOME taX PUIPOSES ....cveeveeneeiieieeieeie st 7.0
Minimum inhabitant taxes............cccovvevreireennnn 2.6
Other —Net......coviie s 0.7
Actual effective tax rate..........c.coovvvrernirninicnnne 39.9%

10. Lease transactions

a. Information regarding finance leases other than those which
deem to transfer ownership of the leased property to the lessee,
the Company and consolidated subsidiaries, is as follows:

On an “as if capitalized” basis, pro forma information of
leased property of the Company and consolidated subsidiary such
as acquisition cost, accumulated depreciation, lease payment obli-
gations, depreciation expense, interest expense of finance leases
that do not transfer ownership of the leased property to the lessee
for the years ended March 31, 2001 and 2000, were as follows:

Thousands of

Millions of Yen U.S. Dollars
2001 2000 2001
ACqUuisition CoSt .........ccceeuennne. ¥154 ¥146 $1,247
Accumulated depreciation........ 88 52 710
Net leased property .................. ¥ 66 ¥ 93 $ 537

The imputed interest expense portion is included in the above
acquisition cost.
Obligations under finance leases and total payments for
finance leases as of March 31, 2001 and 2000, were as follows:
Thousands of

Millions of Yen U.S. Dollars
2001 2000 2001
Due within one year................. ¥36 ¥34 $292
Due after one year.................... 30 58 244
Total .o ¥66 ¥93 $537
Total payments for
finance l€ases..........ccccevevvvnee ¥35 ¥35 $287

The amounts of obligations under finance leases include the
imputed interest expense portion.

Depreciation expense for the year ended March 31, 2001,
which is not reflected in the accompanying consolidated state-
ment of income, computed by the straight-line method was equal
to the above total payment for finance leases.

b. Obligations under operating leases as of March 31, 2001 and
2000, and total payments for the years were as follows:
Thousands of

Millions of Yen U.S. Dollars
2001 2000 2001
Due within one year................. ¥ 525 ¥ 576 $ 4,245
Due after one year.... 1,338 1,923 10,801
Total .ooveeee e, ¥1,864 ¥2,499 $15,046




11. Commitments and contingent liabilities

Derivative Financial Instruments

a. Utilization

The Company utilizes various derivative financial instruments
(“derivatives”) in its investing activities to mitigate the risk of
fluctuating foreign currency exchange rates, interest rates, stock
prices and bond prices. The derivatives utilized by the Company
include foreign exchange forward contracts, currency swaps, cur-
rency option contracts, interest rate swaps, stock index futures,
stock index options, bond futures contracts, and bond option
contracts. The consolidated foreign subsidiary makes use of for-
eign exchange forward contracts. The Company and its sub-
sidiaries enter into these contracts with major financial institu-
tions in order to avoid credit loss in the event of nonperformance
by counter parties of the contracts entered. Exposure to market
risk is managed through position limits, approvals and monitor-

ing procedures. Daily risk control consists of confirmation proce-
dures and analysis conducted by the administrative and supervi-
sory sections, respectively. The confirmation procedures require a
collaboration of operational reports prepared by the executive
section with transaction reports sent directly from financial insti-
tutions to the administrative section. The risk management sec-
tion independent from the executive section then performs daily
analysis of the positions and the possible risk incurred in the
transactions. As a periodic measure for internal risk control, the
risk management committee meets regularly to evaluate the
transactions and to review procedures performed in that period
by the aforementioned sections. The current status of derivative
activities is also reported regularly from the supervisory section to
the Board of Directors.

b. The Company had the following derivatives contracts outstanding at March 31, 2001 and 2000.

Millions of Yen

Thousands of U.S. Dollars

2001 2000 2001
Contract Market  Unrealized Contract Market  Unrealized Contract Market  Unrealized
Amount Value  Gain (Loss) Amount Value  Gain (Loss) Amount Value  Gain (Loss)

Foreign exchange contracts
— Forward:

¥33,439 ¥33,617 ¥(178)

102 96 5
162 160 1
97 97 —
164 165 0

Nil ¥(171) Nil

The market values for forward exchange contracts shown above are evaluated at the forward exchange rate as of the year-end date.

Millions of Yen

Thousands of U.S. Dollars

2001 2000 2001
Contract Market  Unrealized Contract Market  Unrealized Contract Market ~ Unrealized
Amount Value  Gain (Loss) Amount Value  Gain (Loss) Amount Value  Gain (Loss)
Bond futures — Futures
— Short position.........c.cceceeerueeene. ¥17,415 ¥17,376 ¥ 39 ¥32,554 ¥32,842 ¥(288) $140,559 $140,244 $ 315
Interest rate swaps — Fixed rate
receipt, floating rate payment....... 37,900 1,118 1,118 53,900 180 180 305,891 9,027 9,027

12. Deferred expenses under Article 113 of the Insurance Business
Law

The unamortized expenses under Article 113 of the Insurance

Business Law recorded on the subsidiaries book were ¥1,493 mil-

lion ($12,056 thousand) and ¥2,360 million at March 31, 2001

and 2000, respectively, and were included in other assets.

13. Subsequent events
a. Merger
In accordance with the merger agreement approved at the share-
holders meeting held on December 20, 2000, the Company was
merged with The Chiyoda Fire and Marine Insurance Company,
Ltd. (“Chiyoda Co.”) on April 1, 2001. The Company acquired
all assets and assumed all liabilities of Chiyoda Co. The
Company then changed its name to Aioi Insurance Company,
Ltd.

In connection with the merger, assets acquired and liabilities
assumed were as follows:

Thousands of
Millions of Yen U.S. Dollars

Assets:
Cash on hand and in banks.......... ¥ 108,612 $ 876,614
Monetary claims bought 2,588 20,890
Money held in trust .............c...... 10,532 85,006
Investment in securities ............... 638,020 5,149,482
LOANS ..coiviiiiiiiee e 170,997 1,380,128
Property and equipment .............. 89,381 721,400
Other assets .......cocovveeveveeeeireennn, 144,645 1,167,433
Deferred tax assets.........cccceevenne.. 79,857 644,528
Per contra acceptance and
QUArantees .......ccveverriveerieeneeanns 11,226 90,611
Allowance for doubtful accounts.. (10,334) (83,408)
Total aSSets .....cvvveveriviiiieecie e, ¥1,245,528 $10,052,688
Liabilities:
Underwriting reserves.................. ¥ 970,982 $ 7,836,822
Convertible bonds...........cccevennne 15,000 121,065
Other liabilities.........cocceevveinennen. 82,010 661,907
Liability for employees’
retirement benefit ..........ccoceveee. 16,794 135,548
Reserve for losses on
sale of 10aNnS........cccovvveieiieinenns 106 861
Reserve for price fluctuation ........ 5,682 45,863
Acceptance and guarantees.......... 11,226 90,611
Total liabilities.........ccccocevveevvrcenane. ¥1,101,803 $ 8,892,680
Acquired assets less liabilities
ASSUME .o ¥ 143,724 $ 1,160,007

* Securities include treasury stocks of ¥346 million ($2,795 thou-
sand). Other liabilities include cash dividends of ¥2,706 million
($21,840 thousand) payable to the shareholders of Chiyoda Co.

b. Appropriations of Retained Earnings

The following appropriations of retained earnings at March 31,
2001 were approved at the Company’s shareholders meeting held
on June 28, 2001:

Thousands of
Millions of Yen U.S. Dollars

Year-end cash dividends

¥7 ($0.05) per share ..........c.ccevenee. ¥2,850 $23,002
Bonuses to directors and
corporate auditors ..........c.ccooererennnne 47 379

14. Segment information

Segment information is not disclosed as the Company and con-
solidated subsidiaries do not operate significant business other
than the insurance business, and foreign operations and sales to
foreign customers are immaterial for the years ended March 31,
2001 and 2000.




hl'!l'l"lfl‘l.-llu

HidAnaves il

LT IR FEN LT TN

His kb Frked B3 o=

ET - B h R Rl
ko dnd 4 - IS dY
e L H

Deloitte
Touche
Tohmatsu

ERLALHE LN T ACEIRT RS REPCEET

T i Ko o Shaars ara dinzrsanloes of
A0l P SRTINCT DT TAINK, LiThE0=s

Ver | acamppeen e sl sl LS m al cla Gl Ay’ B oo Do presiy, Tallal flne by
R N R R N T T R N TR R BN T R T B T LA R T P i N T [ N TR R LT Lalen | o it bienr i 450
FAv 132 A Al E LI AR T NS TR e Al A I P! I AR PR A TR R Y Sy Al
2331 rlan ar The §ars s ks, dli :".'l.'.-'\.'ﬂﬂﬂd oL id:J-.':l.'.'H' L T ST TR T 28 AT PCLT T E L L)
LN 4T o [ ;-__:lli-_i:u.__' H L LY e TR R Tl LS 1 =il et -l et
‘-.r_;l-lll ani, :-l-:l.ll:l!i:lk-'f:.'I ST ER N JUS IUHE R T LU A R LI I B I o e R PR B YT IR AL TH I N

LU HE LA AT T LR YT Y et FL Y e D PR TR | WU o PR B BB B
M g apenizn, e cinzoldeted R faian s wolczzed ke sboree aroaet Ty Be siaeisd

Verupazy, crzitsdy sl coscbd o soticliarive oy df Maeeb 570085 D e AR L i 130
Dl Aesutiess o Ly Cven Mo B L e e saced 171 0o e wiakh ottt ng
AFTRERICT SO [0 0T Erner2 b pnsr e o e Sarsleien e onalles Sunny thx memeed.

A menbomad i cebe B e cosieratel Sl Cal=mmienls, Ve Zhn Tekeo Gies o] Szrine
IRissaime ooy, Dimaled oot st Tz Do o e Bipe s Sarcw S v Ui e iy,

Lol o bong A 13, 3N, A ad it 1T nets e 333 aarae oF alnl frsizqanes ieerpasy, Loaelsed
M chn oemiv b nod imuTar o ST TR AR

Ag dlsousscd 17 Z2ome 2 Tn tins cansaluiesd sriiras 2, ssctersng wisctve iz Aol 1, 20, kine
Cgi sl RSLarnciinl 2 B ins Jen Deenn pae g Ao sl e ol
credFlards S s pelrenied Terehis i el aslmees

NHE LR 1 ;_.l.:||_||r'||-'|'.-_||'| e =l o A nmer ver A wgn s i o R ikl
PRI BTN I P T ;1_|i|li.||: wr b vl e i Do e Scanm el e e D s iemionla e
HETI A THEIEN EHR SR TTICES I LETEEN BRI E TRRR S IC VN [ T PHE N TR A B M I T R E T W | TR TR HH TR B R

L S T H LN T h TRATI B Tl ol o S TR i LT I

_ﬂpri':p. e ':l'.::n.r ol ﬁ.-';-'l'rhr'

G I T S R

CONSOLIDATED BALANCE SHEETS

Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance Company, Limited) and
Consolidated Subsidiaries

March 31, 2001 and 2000

Thousands of
Millions of Yen U.S. Dollars (Note 2)
2001 2000 2001
ASSETS
Cash and cash items:
Cash on hand and iN BaNKS ...........cccevveeieiiie i ¥ 116,379 ¥ 75,102 $ 939,304
MONEBY TIUSES ..ottt 10,532 8,380 85,006
Call I0BNS ..ot e — 5,000 —
Monetary claims bought ... 7,588 3,600 61,247
Total cash and cash IteMS .......ccooeiiiiiiiiie e 134,500 92,082 1,085,558
Securities (NOteS 1 and 3) .....cocovireieiiiiere e 771,275 702,722 6,224,980
L0ANS (NOE 3) ..t 173,077 237,280 1,396,916
Property and equipment, at COSE .......ccovvereriniiiiene e 171,343 171,193 1,382,917
Accumulated depreciation (NOte 1) .......ccocevvieiiiinineneeescse s (73,726) (70,968) (595,045)
Property and equipment, net of accumulated
DEPIreCIatiON ....ceceiviieiieiieiciese s 97,617 100,224 787,872
(@] 1 1= T £SOt 191,082 164,554 1,542,235
Deferred tax (NOTE 7) ...ocvvireieiiiririeree e 25,895 67,280 209,004
Foreign currency translation adjustments (Note 1) .......ccoccevvrivnenennncnn — 3,089 —
Per contra acceptances and gUarantees ........ccccevvvevverresieereesreseesiesreeeenns 11,226 9,500 90,611
Reserve for bad debts (NOte 1) ..., (10,527) (15,441) (84,966)
TOLAL ASSELS ..vvveveiieieiee ettt sttt sttt st sttt b e ¥1,394,148 ¥1,361,295 $11,252,211
LIABILITIES AND SHAREHOLDERS EQUITY
Liabilities:
Underwriting fund:
Reserve for reported and estimated losses and claims (Note 4) ........... ¥ 149,182 ¥ 130,317 $ 1,204,058
UNAEIWIITING FBSEIVES ...oviiviiviieieieieeie ittt 866,561 920,407 6,994,037
Total underwriting fund ..o 1,015,744 1,050,725 8,198,096
Other HADIITIES .....ecveeiicciee e ebeeeree 125,923 112,521 1,016,331
Reserves:
Reserve for severance allowances and retirements (Notes 1 and 5) ..... 10,854 14,711 87,609
Reserve for losses on sale 0f 10aNS ..o 106 89 861
Reserve for price fluctuation (NOte 1) ......cccoovvvriiiieieneeeee 5,721 5,082 46,178
TOtAl RESEIVES ...ttt ettt 16,683 19,883 134,649
DEfEITEA TAX .veiveiiiiiciece ettt st ebe e e 1,151 — 9,292
Acceptance and GUArANTEES ..........cccvevveriereereereseeseeseseesesreeeessesseeseessens 11,226 9,500 90,611
TOtal HAbIIITIES ..o 1,170,728 1,192,631 9,448,981
MINOFIEY INTEIEST ..o 0 19 1
Shareholders’ equity:
COMMON SEOCK ..iviiiiiieiieccie ettt re et 42,664 42,664 344,349
Additional paid-in capital .........c.cooeiiiiiniii 31,149 31,149 251,407
R VLTl Ty TV S 83,871 95,170 676,925
Revaluation reserve on available-for-sale securities (Note 1) .............. 68,888 — 556,000
Foreign currency translation adjustments (Note 1) ........c.ccoceeevevnnnn (2,807) — (22,659)
Treasury StOCK ... (346) (340) (2,795)
Total shareholders’ @QUILY .........covreieiiiiereee e 223,419 168,644 1,803,227
Total liabilities and shareholders’ eqUIty ........ccccoovevieviiviverieriesiere e, ¥1,394,148 ¥1,361,295 $11,252,211

See accompanying notes to financial statements.



CONSOLIDATED STATEMENTS OF OPERATIONS CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance Company, Limited) and Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance Company, Limited) and
Consolidated Subsidiaries Consolidated Subsidiaries
Years Ended March 31, 2001 and 2000 Years Ended March 31, 2001 and 2000
Thousands of Thousands of
Millions of Yen U.S. Dollars (Note 2) Millions of Yen U.S. Dollars (Note 2)
2001 2000 2001 2001 2000 2001
OrdiNary INCOIME ...oueiiiiiitieie ettt ¥567,176 ¥562,796 $4,577,699 Common Stock:

UNderwriting iNCOME ..o 509,159 513,315 4,109,435 Balance at the beginning of the year ... ¥ 42,664 ¥ 42,664 $ 344,349
Net premiums WITTEEN .......ooiviriieire e 371,265 391,113 2,996,495 Shares issued upon conversion of convertible bonds ...........cccccocevevevrnne. — — .
Deposit premiums by policyholders ............ccccooviiiiiciiiicce 53,399 71,314 430,986 Allocation of new shares to a third Party .............cco.coeeeeevereeseeessvsseeonn. — — —
Investment income on deposit premiums (NOIE 3) .....o.evvesvvsovo 12509 14823 100,960 Balance at the end Of e YEAr ..........voveoersevsovrersensensnsessensenon 42,664 42,664 344,349
Life insurance prem!u_ms ..................................................................... 16,142 13,227 130,288 Additional paid-in capital:

Reversal of und.e'rwrl'tlng TESEIVE covvvvisssrrrnisssss s 53,814 22,675 434,337 Balance at the beginning of the year ..., 31,149 31,149 251,407
Other underwriting INCOME .........cocviieiiniiiere e 2,027 161 16,367 Shares issued upon conversion of convertible bonds o o o

INVESEMENT INCOME ..oiviiie e 52,715 48,817 425,469 . LT T
Interest and AIVIAENdS (NOLE 3) —vvvvrroeeerrooeerrreesessesssssseeeeeeeeesssssssne 28,245 28,002 227,970 Allocation of new Shares 10 a third PartY ... — - -
Realized gain On Sales Of SECUMTHIES ........vvvvvvvvvvoeeeeeeeeeeeeeereeersesesssss 36,200 35 479 292,172 Balance at the end of the Year ... 31,149 31,149 251,407
Other iNVESEMENT INCOME .......oviveeeeeeeeeeeee ettt 779 159 6,287 Retained earnings:

Transfer of investment income on deposit premiums (Note 3) __________ (12,509) (14]823) (100,960) Balance at the beginning of the Year ..o, 95,170 77,792 768,125

Other ordinary iNCOME .........ccuiviviueeeeeeeeeeee et 5,302 663 42,794 Adjustments from overseas accounting ............cocoeevevvviiniiii, 507 — 4,093

OFAINAIY EXPENSES ...vvvivieereeteetisteste sttt si bbbttt bbbt st b e e 565,412 556,515 4,563,462 Initial adjustments of tax effect adoption on reserves ..........ccocceeevienenns — (45,735) —

UNAErWriting EXPENSES ..c.vevveveieiriirieienieiisiiste sttt sttt e e 455,083 439,112 3,672,989 Cumulative adjustments to deferred income taxes ..........cccoevevvereivenenn. — 62,284 —
Net losses pald .................................................................................... 231,173 218,793 1,865,805 Net income (|055) for the VEAE ettt et (6,364) 3,568 (51,367)
L0SS adjUSIMENT EXPENSES .....ooovvvivvissisiisssssiissssiissi i 19,817 20,349 159,948 Cash divIdends PAIA .............crvverrmereesnereeseseesessesees s (2,706) (2,709) (21,841)
Comnﬁssions and brokgrfage .............. s 75,116 76,447 606,266 CaSN PAYMENTS FOF MEFGET ..vvvveereeeeeeeeeeeeseeeeeeeeeeseeeeees e seeseeeseesseneees (2,706) _ (21,840)
I\/.Iatgrlty refunds f"md dividends t0 PONCYNOILENS ...vvvvvsrvevesnresssnnes 108,217 115433 873,424 DIreCtors’ DOMUSES ......ooviiieieiiieienie sttt n (30) (30) (242)
Life .m.surance claims e 2,241 1,630 18,089 Balance at the end Of the YEAT ..o 83,871 95.170 676.925
Provision for outstanding Claims ..........cccccvovivevevinnieicsr e, 18,227 2,800 147,114 Treasury stock:

Other underwriting EXPENSES ......ccvieeiverreierie e eiese e e e sre e 290 3,657 2,341 ) L

INVESEMENT BXPENSES ...ttt 11,589 22,882 93,539 Balance at the Deginning Of the YBar ............ccvveeemvvvssssssnniesssssce (340) (319) (2,745)
LLOSS ON SAIES OF SECUITTIES ...vvvveeeieeeeeeeset et et e et eee e e e et eeee et s e eeresreeeens 1,358 1,679 10,966 Increase (decrease) during the YEar ..........ccccevveveviivencieese s (6) (20) (50)
L.0sS 0N revaluation of SECUFLIES ...........ov..vveeveeeeeeeeeeeereseeeeeesesneeneas 7,659 18,315 61,823 Balance at the end Of the Year ... (346) (340) (2,799)
Other investment EXPENSES wevvereeteierereesteseeeesresreetesresreeneesreereeneeneeens 2,570 2,887 20,748 Total shareholders’ equity ....................................................... ¥223,419 ¥168,644 $1,803,227

Operating and general administrative eXPenses ........cooevverererieeeenennns 82,515 82,995 665,986

Other ordinary BXPENSES ......vcveiviiieiieriesteeeestesre e sese e sre e ae e sreenees 16,224 11,525 130,947

Net Ordinary INCOME ..ot 1,764 6,281 14,237
EXtraordinary iNCOME .........ooviiiiieieie e et 35,001 15,898 282,495
Gain on sales of Other Properties ... 1,901 617 15,344
Other extraordinary income (NOte 8) .....cccvevevvveererr s 33,099 15,281 267,150
EXTraordinary 10SS ........cccvcieiiiieie i 37,541 16,458 303,000

Loss on sales of other Properties ... 2,196 533 17,727

Provision for reserve for price fluctuation ............cccocoieiiiiiiiiiininis 638 642 5,154

Other extraordinary 10 (NOtE 8) ........ccooeririiiiiiiiieee e 34,706 15,281 280,118

Net income (l0ss) before iNCOME taXeS ........covvveeeiiininee s (776) 5,722 (6,267)
INCOME LAXES (NOE 7) wovveeeieieie et 2,039 7,151 16,459
Adjustments to deferred income taxes (NOte 7) ...oooevvieeveveiicie s 3,568 (4,996) 28,802
MINOTItY INTEIESt ... (20) (1) (161)
NELINCOME (I0SS) .vvevvevirieririetire ettt ne s ¥ (6,364) ¥ 3,568 $ (51,367)
See accompanying notes to financial statements. See accompanying notes to financial statements.



CONSOLIDATED STATEMENTS OF CASH FLOwWS

Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance Company, Limited) and

Consolidated Subsidiaries

Years Ended March 31, 2001 and 2000

Millions of Yen

Thousands of

U.S. Dollars (Note 2)

2001 2000 2001
Cash flows from operating activities:
Net income (loss) before iNCOME taXeS .......ccoovvverveereenisenseesee s ¥ (776) ¥ 5722 $ (6,267)
Adjustments to reconcile net income to net cash flows
from operating activities:
(DT 0] (= Tol T L o] SRR 8,946 7,904 72,208
Increase (decrease) in outstanding Claims ...........cccocvviviieveceescse e, 18,359 (2,700) 148,180
Increase (decrease) in UNAerwWriting reSEIVES ........ccovvverereeienenenerieieeiens (53,921) (23,546) (435,200)
Increase (decrease) in Other ProviSions ..........cccoevieieneneneiesienene e (8,114) (9,086) (65,496)
Interest and dividend iNCOMEe, aCCIUET .........ccooverieriieircenee e (28,245) (28,002) (227,970)
Net gain (loss) from investment SECUTITIES ........ooevveeriririnecisereenes (60,852) (31,201) (491,140)
Interest payable, CCrUBA ........occviiiiiiciii e 267 253 2,156
Net exchange gain (loss) (604) 2,561 (4,878)
Net profit (loss) from sales of property and equipment ..........cc.cccveevvene. 419 4,095 3,387
Increase (decrease) in other assets, NEL ........cccccvvvvireieicnneee (911) 5,421 (7,356)
OhEIS, NMEL oottt st e ebe e beesbeesaeesnreens 31,138 (3,361) 251,320
SUBLOTAL ..o (94,294) (71,940) (761,057)
Interest and dividend income, actually received .........c.ccovvviveinnivrnennn, 27,864 27,203 224,895
Interest payable, actually paid (276) (241) (2,234)
Income taxes, actually paid ...........ccccocererennen. (2,756) (13,765) (22,247)
Net cash flows from operating activities ............ccccevererennn (69,463) (58,744) (560,643)
Cash flows from investing activities:
Net increase (decrease) in depoSitS ........ccovrerreriiiniinienenee e 3,716 1,089 29,996
Purchases of monetary claims bought ............ccccoeoieinninnicees (6,835) (6,098) (55,168)
Proceeds from sales or maturity of monetary claims bought ................... 5,848 5,300 47,200
Purchases of money trusts ... (3,000) (2,031) (24,213)
Proceeds from sales or maturity of money trusts ........c.ccoceceveinienenennn 847 2,385 6,841
Purchases of inVestMent SECUNLIES ..........cocervverireiireinseee e (155,307)  (189,756) (1,253,492)
Proceeds from sales or maturity of investment securities ............c.c......... 221,055 195,701 1,784,143
LL0BNS MAGE ..o (58,259) (77,471) (470,216)
CollECtioN OF I0ANS ....cvieiviciieicie ettt ebeeeree 112,134 124,554 905,041
Purchases of property and eqUIPMENTS ........ccccevererieienieneneneeee e (16,992) (30,148) (137,148)
Proceeds from sales or disposal of property and equipment .................... 7,242 13,941 58,455
Net cash flows from investing activities ........cc.ccoceeeevrierennn. 110,449 37,466 891,440
Cash flows from financing activities:
Issuance (redemption) of commercial paper, debentures ...........c.ccccevenes (10,000) (10,000) (80,710)
DiVIENS PAIA +..v.cvveveceecrecieeee et (2,706) (2,709) (21,841)
Other financing activities ...........ccooiiiiiiiiii (33) (26) (273)
Net cash flows from financing activities ............ccccocevvriennn (12,740) (12,735) (102,825)
Effect of exchange rate changes on cash and cash equivalents .................... (999) (3,288) (8,067)
Net change in cash and cash equivalents .............cccoccoviiiiiiiciiiiies (27,245) (37,301) (219,903)
Cash and cash equivalents at beginning of year ..........ccccoocooviiinincniinenn 88,943 126,244 717,861
Cash and cash equivalents at end of year ..........ccccceceviviniveveseecc e, ¥116,189 ¥ 88,943 $ 937,764

See accompanying notes to financial statements.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance Company, Limited) and

Consolidated Subsidiaries

Years Ended March 31, 2001 and 2000

1. Summary of significant accounting policies

(1) Basis of presenting financial statements

The accompanying consolidated financial statements of The
Chiyoda Fire and Marine Insurance Company, Limited (the
“Company”) and its subsidiaries have been translated from those
prepared for the requirements of the Securities and Exchange
Law of Japan, based on the accounting policies as described
below.

The Company and its domestic subsidiaries maintain their
accounting records and prepare their financial statements in
accordance with the provisions set forth in the Insurance
Business Law of Japan and in conformity with accounting princi-
ples and practices generally accepted in Japan, which are different
in certain respects as to application and disclosure requirements
of International Accounting Standards. Foreign subsidiaries
maintain their books of account in conformity with those of their
countries of domicile. The consolidated financial statements are
not intended to present the financial positions, results of opera-
tions and cash flows in accordance with accounting principles
and practices generally accepted in countries and jurisdictions
other than Japan. In preparing the consolidated financial state-
ments, certain reclassifications and rearrangements have been
made to the domestic financial statements in order to present
them in a form more familiar to readers outside Japan. In addi-
tion, the notes include information which are not required under
generally accepted accounting principles in Japan but are present-
ed herein as supplementary information.

Amounts of less than one million yen and one thousand dol-
lars have been rounded off in the financial statements.
Consequently, the total in yen and dollars shown herein do not
necessarily agree with the sum of the individual amounts.

(2) Consolidation
The accompanying consolidated financial statements for the
years ended March 31, 2000 and 2001 include the accounts of
the Company and all significant companies controlled directly or
indirectly by the Company. During the fiscal year ended March
31, 2001, the following 5 companies out of subsidiaries are
included in consolidation.

Chiyodakasai EBISU Life Insurance Co., Ltd.

Chiyoda Underwriting Management Ltd.

Toyota Insurance Management Ltd.

The Chiyoda Fire & Marine Insurance Company (Europe) Ltd.

Hastings Insurance Service Ltd.
In addition to above, the Company includes Watershed Claims
Services Ltd.,, COGERIFT S.A., affiliates of The Chiyoda Fire
& Marine Insurance Company (Europe) Ltd. in consolidation by
the equity method. All significant inter-company balances and
transactions have been eliminated in consolidation.

(3) Cash Equivalents

Cash equivalents are short-term investments that are readily con-
vertible into cash and that are exposed to insignificant risk of
changes in value. Cash equivalents include time deposits, call
loans, debts purchased and money management funds (MMF).
Money trusts and time deposits with original maturities exceed-
ing three months have been excluded from cash equivalents.

(4) Valuation of Securities

Effective April 1, 2000, the Company and the consolidated sub-

sidiaries adopted a new accounting standard for financial instru-

ments including securities.

The standard requires all applicable securities to be classified
and accounted for, depending on management'’s intents, as fol-
lows:

1) Held-to-maturity bonds, which are expected to be held to
maturity with positive intent and ability, are reported at amor-
tized cost.

2) Available-for-sale securities, which are stated at fair value,
with unrealized gains and losses, net of applicable taxes, in a
separate component of shareholders’ equity as revaluation
reserve on available-for-sale securities in the balance sheet.

3) Unlisted securities and stocks of subsidiaries are valued at the
moving-average cost.

4) Listed securities in money trusts are stated at fair value.

(5) Property and equipment
Domestic property and equipment are stated at cost less accumu-
lated depreciation. Depreciation for buildings acquired before
April 1, 1998, furniture and fixtures is computed by the declining
balance method. Depreciation for buildings acquired after April
1, 1998 and other depreciable assets of the Company is comput-
ed by the straight-line method.

Acquisition costs of property and equipment between ¥100
thousand and ¥200 thousand are depreciated at once.

(6) Foreign currency translation

Effective April 1, 2000, the Company and the consolidated
domestic subsidiary adopted a revised accounting standard for
foreign currency transaction. In accordance with the revised stan-
dard, all monetary receivables and payables in foreign currencies
are translated into Japanese yen at the exchange rates at the bal-
ance sheet date. The foreign exchange gains and losses from
translation are recognized in the consolidated statements of oper-
ations.

The balance sheet accounts of the consolidated foreign sub-
sidiaries are translated into Japanese yen at the current exchange
rate as at the balance sheet date except for shareholders’ equity,
which is translated at the historical rate.

Effective April 1, 2000, differences arising from translations
were shown as “Foreign currency translation adjustments” in a
separate component of shareholders’ equity in accordance with
the revised accounting standard for foreign currency transactions.




(7) Reserve for bad debts

In accordance with the standards for self-assessment of assets,
the Company maintains a reserve for bad debts, which consists of
a specific provision and a general reserve. The reserve for bad
debts is estimated against all receivables at amounts sufficient to
cover possible losses on collection for doubtful receivables, and at
amounts calculated by historical bad debt loss percentage for
other receivables.

(8) Employees’ Retirement Benefit and Pension Plan

Effective April 1, 2000, the Company and consolidated domestic
subsidiary adopted a new accounting standard for employees’
retirement benefits and accounted for the liability for retirement
benefits based on projected benefit obligations and plan assets at
the balance sheet date.

The full amount of the transitional obligation of ¥25,319 mil-
lion ($204,356 thousand) at the beginning of the year is charged
to other extraordinary loss in the statements of operations. In
September 2000, the Company contributed certain securities
with a fair value to employee retirement benefit trust and recog-
nized a non-cash gain ¥20,402 million ($164,672 thousand) as
other extraordinary gain in the statements of operations.

Changes in the projected benefit obligation arising from mod-
ified actuarial assumptions are amortized by straight-line method
over the average remaining service life of the employees and rec-
ognized as a expenses from the years after the changes.

(9) Reserve for price fluctuation

Pursuant to Article 115 of the Insurance Business Law, Japanese
Insurance companies must set aside a reserve for future potential
losses derived from depreciation or amortization of assets such as
stocks or bonds, etc.

(10) Derivatives activities

Effective April 1, 2000 , the Company adopted a new accounting
standard for derivative financial instruments and accounted all
derivatives at fair value and recognized gains and losses on deriv-
ative transactions in the statements of operations.

(11) Net income per share
The computation of net income per share is based on the weight-
ed average number of shares outstanding during each period.

2. U.S. dollar amount

The Company maintains its consolidated accounting records in
Japanese yen. All dollar amounts in this report (including the
pages other than Financial Section) represent the arithmetical
result of translating Japanese yen to U.S. dollars on the basis of
¥123.90=US$1.00, the approximate prevailing rate as of March
31, 2001. The inclusion of such U.S. dollar amounts is solely for
convenience of the reader and is not intended to imply that
Japanese yen amounts have been or could be converted, realized
or settled in U.S. dollars at that or any other rate.

3. Investments and Investment income
A summary of investments is as follows:
(1) Securities:

Thousands of
Millions of Yen U.S. Dollars

2001 2001
Domestic bonds..........cccocvvveiivieeeinnns ¥270,946 $2,186,815
Domestic StoCKS.........oevvvvireiiiieeenee. 324,328 2,617,661
Foreign Securities.........cccovevveenennenn. 166,001 1,339,805
Other SECUNItieS........ccoevvvveviriieiirienn, 9,998 80,697
Total o ¥771,275 $6,224,980
(2) Loans:
Thousands of
Millions of Yen U.S. Dollars
2001 2001
Policy 10ans........cccovvirrnenienininininen, ¥ 5587 $ 45,095
Others ....ooovviceeeie e 167,490 1,351,821
Total oo, ¥173,077 $1,396,916

Information regarding each category of the securities classified
as trading, available-for-sale and held-to-maturity at March 31,
2001 was as follows:
Millions of Yen

Aggregate Unrealized Unrealized Aggregate
Cost Gains Losses Market

Securities classified as:
Trading.......cccoveeeneene. ¥ —

Auvailable-for-sale:
Domestic bonds....  ¥251,269 ¥16,898 ¥ 3,065 ¥265,102

Domestic stocks.... 228,756 89,954 3,251 315,459
Foreign securities.. 154,578 11,203 4,095 161,687
Other securities..... 7,485 288 259 7,514
Total ..o ¥642,090 ¥118,344 ¥10,671 ¥749,763
Held-to-maturity....... ¥ — ¥ — ¥ — ¥ —
Total..coeveeerceeie, ¥642,090 ¥118,344 ¥10,671 ¥749,763

Thousands of U.S. Dollars

Aggregate Unrealized Unrealized Aggregate
Cost Gains L osses Market

Securities classified as:
Trading.....cccccvvvreenee. $ —

Available-for-sale;
Domestic bonds.... $2,028,002 $136,384 $24,741 $2,139,645
Domestic stocks.... 1,846,299 726,021 26,240 2,546,080
Foreign securities.. 1,247,610 90,423 33,053 1,304,980

A summary of those loans as of March 31, 2001 is as follows:

Thousands of
Millions of Yen U.S. Dollars

Other securities..... 60,412 2,331 2,094 60,649
Total oo $5,182,324 $955,161 $86,129 $6,051,356
Held-to-maturity....... $ - % —3% —5 —
Total .o $5,182,324 $955,161 $86,129 $6,051,356

The figure of “Investment income” is broken down into two,
i.e., one for investment income on deposited premiums (accruing
from maturity refund type insurance, compulsory automobile lia-
bility insurance and earthquake insurance), and the other invest-
ment income (Interest and dividends received), the first figure to
come under “Underwriting income” and the total “Investment
income”. In addition, total investment income includes interest
accrued from not only invested assets but also non-invested assets
(i.e. funds held by or deposited with ceding reinsurers, etc.).

Total investment income for the years ended March 31, 2001
is summarized as follows:

Thousands of
Millions of Yen U.S. Dollars

2001 2001
Loans to bankrupt companies........... ¥2,875 $23,207
Loans with interest in arrears
(Non-performing loan)................... 2,162 17,454
Loans with interest to payments
more than three months in arrears.. 225 1,823
Restructured l0ans ...........ccceeevveneenne 258 2,082

¥5,521 $44,567

2001 2001

Interest on cash in banks ................. ¥ 1,481 $ 11,960
Interest on money trusts ................... 29 239
Interest on call loans ...........c..coc...... 34 278
Interest on monetary claims bought.. 23 187
Interest and dividends on securities .. 19,144 154,519
Interest on 10aNS .......ccoeevvveveeeecvennee. 5,392 43,521
Income from real estate ................... 885 7,145
Total income accrued from

invested assets .........cceeevveeiiereinenne 26,991 217,850
Interest on other assets ................... 480 3,881
Total investment income ................. ¥27,472 $221,732

Loans as of March 31, 2001 included “Loans to bankrupt
companies” or “Loans with interest in arrears (Non-performing
loan)” on which accrued interest income had not been recog-
nized, “Loans with interest to payments more than three months
in arrears” and “Restructured loans”.

4. Reserve for reported and estimated losses and claims
Outstanding claims for reported losses are required to be set
aside by lines of insurance pursuant to the Insurance Business
Law. In addition to the above, with respect to insurance policies
such as all class of business excluding compulsory automobile lia-
bility insurance and earthquake insurance, outstanding claims for
the losses incurred but not reported are provided.

5. Employees’ Retirement Benefit and Pension plan

The Company and the domestic consolidated subsidiary have

severance payment plans for employees. Effective April 1, 2000,

the Company and the domestic consolidated subsidiary adopted

a new accounting standard for employees’ retirement benefits.
The liability for employees’ retirement benefits at March 31,

2001 consists of the followings:

Thousands of
Millions of Yen U.S. Dollars

2001 2001
Projected benefit obligation.............. ¥(95,323) $(769,356)
Fair value of plan assets .................... 78,524 633,770
Unrecognized actuarial 10ss .............. 5,944 47,977
Net liability .....cocooveeriiieiceee ¥(10,854) $ (87,609)

The components of net periodic benefit costs for the year
ended March 31, 2001 are as follows:

Thousands of
Millions of Yen U.S. Dollars

2001 2001
SEIVICE COSt ..ovvviviieieieicecce e ¥ 4,783 $ 38,604
INtErest COSt .....cocvvvevveriiiiiiiiieiiens 2,837 22,900
Expected return on plan assets ......... (1,517) (12,250)
Amortization of transitional
obligation ........c.cccoveveiiiiiiiieies 25,319 204,357

Recognized actual loss ...................... — —

¥31,422 $253,611
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Assumptions used for the year ended March 31, 2001 are set
forth as follows:

DISCOUNE FALE ....c.vvieeieieicieie e 3.0%
Expected rate of return on plan assets ..........c..c........ 3.0%
Recognition period of actuarial gain/loss................... 15 years
Amortization period of transitional obligation ......... 1year

6. Long-term debt
On August 4, 1994, the Company issued 0.8 per cent. convert-
ible bonds due 2003 in the principal amount of ¥15,000 million
(US$121,065 thousand) and 0.7 per cent. convertible bonds due
2001 in the principal amount of ¥10,000 million (US$80,710
thousand).

Long-term debt as of March 31, 2000 and 2001 is included in
“Other liabilities” on the consolidated balance sheet and consist-
ed of the followings:

Thousands of
Millions of Yen U.S. Dollars

Thousands of
Millions of Yen U.S. Dollars

2001 2000 2001

2001 2000 2001

Bonds:
0.8% Convertible bonds due 2000 . ¥15,000 ¥15,000 $121,065
0.7% Convertible bonds due 2001 . — 10,000 —
Loans:

2.85% to 7.20% loans from
The Pension Welfare Service
Public Corporation ................... 236 264 1,904

Total...occiicc e ¥15,236 ¥25,264 $122,970

Following is a summary of certain items of the convertible bonds:

Aggregate Redeemable Current  Convertible
Principalt = Conversion
Amount On Price price
Issued or after range per share Until
(Millions of yen) (%)

0.8% convertible
bonds due 2003....... ¥15,000 Sept. 1, 103-100 ¥685.7 Mar. 28,
1994 2003

7. Income taxes and deferred tax

The Company and its domestic subsidiary are subject to corpo-
rate income tax and inhabitant income tax which, in the aggre-
gate, resulted in a normal statutory tax rate of approximately
36.1% for the years ended March 31, 2001 and 2000. The asset
and liability method is applied to provide income taxes on all
transactions recorded in the consolidated financial statements.
The tax effects derived of significant temporary differences which
result in deferred tax assets and liabilities at March 31, 2001 are
as follows:

Deferred tax assets:

Unearned premiums ............... ¥42,790 ¥45,152 $345,365
Liability for employees’

allowances.........coceeeveveeeeennen. 5,997 — 48,406
Reserve for employees’

allowances .........ccceeeveveeeenee. — 3,557 —
Reserve for bad debts.............. 2,582 5,269 20,839

Reserve for reported and
estimated losses and claims... 3,052 4,584 24,633
Reserve for price fluctuation ... 2,065 1,824 16,670

Others .....ccccovevveeeecececee 8,880 7,514 71,676
Total oo, 65,368 67,903 527,591
Valuation allowance................ (749) (265) (6,050)
Deferred tax assets.......ccccevvveenne 64,619 67,637 521,541

Deferred tax liabilities:
Revaluation reserve on

available-for-sale securities ... (38,967) — (314,512)
Others.....ccooovviiieie (906)  (356)  (7,318)
Deferred tax liabilities............. (39,874) (356) (321,830)

Net deferred tax assets................ ¥24,744 ¥67,280 $199,711

Deferred tax assets and liabilities appearing on the consolidated
balance sheets are net amounts among each consolidated entity
while the figure above are gross amounts.

8. Extraordinary income and extraordinary loss

Other extraordinary loss (¥34,706 million for the year ended
March 31, 2001) mainly represents ¥25,319 million as an amorti-
zation of transitional obligation for adopting a new accounting
standard for employees’ retirement benefits and ¥4,898 million as
special additional severance allowances paid under the applica-
tion of advanced retirement plan. Other extraordinary income
(¥33,099 million for the year ended March 31, 2000) mainly rep-
resents gain on sales of investments in securities, and recognized
a non-cash gain with a fair value of plan assets to employee
retirement benefit trust, which are accounted in connection with
the above extraordinary loss.

9. Subsequent event

Merger

In accordance with the merger agreement approved at the meet-
ing of shareholders of the Company on December 20, 2000, the
Company was merged with The Dai-Tokyo Fire and Marine
Insurance Co., Ltd. on April 1, 2001 and then changed its name
to Aioi Insurance Company, Limited.

2-2-3, Uchisaiwai-cho
Chiyoda-ku, Tokyo 100-0011
C.P.O. Box 1196, Tokyo 100-8641

Report of The Independent Certified Public Accountants

Mr. Akira Seshimo
President and Executive Director -
Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance Company, Limited)

We have audited the consolidated balance sheets of Aioi Insurance Company, Limited (Formerly The
Chiyoda Fire and Marine Insurance Company, Limited) and consolidated subsidiaries as of March 31, 2001
and 2000 and the related consolidated statements of operations, shareholders’ equity and cash flows for the
years then ended March 31, 2001, 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 such other auditing procedures as we considered necessary in the

In our opinion, the accompanying consolidated financial statements, expressed in yen, present fairly the
consolidated financial position of Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine
Insurance Company, Limited ) and its consolidated subsidiaries at March 31,2001 and 2000, and the
consolidated results of their operations and their cash flows for the years then ended March 31,2001 in
conformity with accounting principles and practices generally accepted in Japan applied on a consistent basis.

As described in Note 9, The Chiyoda Fire and Marine Insurance Company, Limited was merged with The
Dai-Tokyo Fire and Marine Insurance Company, Limited on April 1,2001.

As described in Note 1 to the financial statements, Aioi Insurance Company, Limited (Formerly The Chiyoda
Fire and Marine Insurance Company, Limited) and consolidated subsidiaries have adopted new accounting
standards for financial instruments, employees’ retirement benefits and revised accounting standards for
foreign currency transactions in the preparation of its financial statements for the year ended March 31,2001.

The U.S dollar amounts in accompanying consolidated financial statements with respect to the year ended
March 31,2001 are presented solely for convenience. Our audit also included the transaction of yen amounts
into U.S dollars amounts and, in our opinion, such translation has been made on the basis described in Note 2
to the consolidated financial statements.

Tokyo,Japan
June 28, 2001
Contird Bt Showa8 (o,

Century Ota Showa & Co.

See note 1 to the consolidated financial statements which explains the basis of preparing the consolidated
financial statements of Aioi Insurance Company, Limited (Formerly The Chiyoda Fire and Marine Insurance
Company, Limited) under Japanese accounting principles and practice.



