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Eleven-Year Summary

Marubeni Corporation
Years ended March 31

Thousands of

Millions of Yen U.S. Dollars*
2005 2005 2004 2003
For the year:
Revenues:
Revenues from trading and other activities ..................... ¥2,877,544  $26,892,935 ¥2,624,011 ¥2,520,531
Commissions on services and trading margins ............... 161,108 1,505,682 150,158 160,636
TOTal oo 3,038,652 28,398,617 2,774,169 2,681,167
Total volume of trading transactions ..............ccccceeveeiieeien. 7,939,437 74,200,346 7,905,640 8,793,303
Gross trading Profit......ccccoeeoiiiiiiii e 436,055 4,075,280 409,461 424,643
Net iNCOME (I0SS) .vvvvveeeeeieee e 41,247 385,486 34,565 30,312
At year-end:
TOtal @SSELS .ovvieieiieee e 4,208,037 39,327,449 4,254,194 4,321,482
Net interest-bearing debt 1,823,909 17,045,879 1,969,323 2,264,117
Total shareholders’ equity 443,152 4,141,607 392,982 260,051
Amounts per 100 shares (¥/USS$):
Basic €arnings (I0SS) ....ocovivieiiiiiiiiiieiieeeece e 2,661 24.87 2,285 2,030
Diluted earnings (I0SS) .......ccovvveeiiiiieeiceee e 2,231 20.85 2,016 1,896
Cash dividends ..........ooviiiiiiiii e 400 3.74 300 300
Cash flows (for the year):
Net cash provided by (used in) operating activities .............. 173,824 1,624,523 201,560 194,788
Net cash provided by (used in) investing activities ............... 46,043 430,308 57,983 113,241
Net cash (used in) provided by financing activities ............... (238,057) (2,224,832) (233,938) (294,001)
Cash and cash equivalents at end of year ........................... 459,194 4,291,533 478,731 466,511
Ratios:
Return on assets (%) ....ccooooiiiviiiiiiiieeeeceeeceeee e 1.0 0.8 0.7
Return on equity (%) ....oooviiiiiieiiiiie e 9.9 10.6 11.6
Shareholders’ equity to total assets (%) ... 10.5 9.2 6.0
Net D/E ratio (tiMes) .....oovvviiiiiiiiiiiiiiiiieeeee e 4.1 5.0 8.7
Consolidation:
Consolidated subsSidiaries ............coovvveeeeeiiiiiicie e 369 348 327
Equity-method affiliates .........cooovviiiiiiiiee 156 154 157
TOTAN et 525 502 484
Number of employees:
Consoldated ........ccueeiiiieeiiieie e 24,106 24,417 24,829
NoN-consolidated ...........coooviiiiiiiiiiie e 3,586 3,717 3,914
Stock price (Tokyo Stock Exchange) (¥):
High 362 295 151
Low 223 106 86

Notes: 1. The presentation of earnings is pursuant to Issue 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent,” published by the
Financial Accounting Standards Board’s Emerging Issues Task Force. Earnings have also been disclosed in accordance with US GAAP since 2003.
2. For the convenience of investors in Japan, the presentation of net sales is consistent with customary accounting practices in Japan. Furthermore,
while net sales were disclosed by trading transaction category in prior fiscal years, net sales alone will be presented from the fiscal year ended

March 31, 2005.

3. U.S. dollar amounts above and elsewhere in this report are converted from yen, for convenience only, at the prevailing rate of ¥107 to US$1 as

of March 31, 2005.



Millions of Yen

Marubeni Corporation 2005

2002 2001 2000 1999 1998 1997 1996 1995

¥ = ¥ = = ¥ = = = = =
8,972,245 9,436,863 10,222,442 11,960,157 13,640,517  ¥13,969,977 13,540,560 12,868,962
436,804 479,754 453,496 522,356 534,485 496,550 475,221 460,167
(116,418) 15,036 2,060 (117,729) 17,230 20,113 15,117 10,368
4,805,669 5,320,604 5,684,353 6,511,841 7,388,101 7,550,347 7,644,002 6,844,022
2,712,906 3,089,839 3,328,437 3,966,471 4,432,159 4,555,208 4,403,714 4,079,368
263,895 342,297 324,301 354,017 475,253 912,828 560,589 480,451
(7,792) 1,006 138 (7,880) 1,163 1,346 1,012 694
(7,792) 940 138 (7,880) 1,054 1,289 1,010 694

= = = 300 600 600 600 600
198,456 179,305 184,701 232,414 254,221 24,308 107,547 (99,929)
74,504 187,993 257,006 99,101 (58,769) 66,036 (252,345) (158,296)
(150,104) (456,125) (594,878) (213,321) (91,879) (209,412) 267,217 (4,188)
466,642 329,811 405,308 579,366 480,825 SyEI0illE 485,844 359,436
= 0.3 0.0 = 0.2 0.3 0.2 0.2

= 4.5 0.6 = 3.5 3.8 28 2.3

2.6 6.4 5.8 54 6.4 6.8 7.3 7.0

10.3 9.0 10.3 1.2 ©.8 8.9 7.9 8.6

354 412 456 488 479 459 436 410

161 186 190 201 214 203 188 164

515 598 646 689 693 662 624 574
28,140 30,956 31,342 = = = = =
4,234 4,855 5,344 5,844 6,041 6,386 6,702 7,064

262 401 486 345 525 638 602 580

58 200 205 155 177 421 404 415




Management’s Discussion and Analysis of Financial Position

and Business Results

All statements herein regarding future events reflect the judgment of Marubeni and its consolidated subsidiaries as of March 31, 2005.

1 | Financial Review

(1) Operating Environment

During the fiscal year ended March 31, 2005, the global
economy continued to stage a strong recovery, spearheaded by
strong economic growth in the United States and China. Fueled
by these conditions, demand for energy boomed, causing crude
oil prices to jump sharply beginning in the second half of 2004. In
the U.S., the economy grew steadily, supported by strong capital
investment resulting from higher corporate earnings, as well as
by healthy consumer spending. Product prices, meanwhile,
remained stable as the Federal Reserve Board cautiously raised
interest rates. In contrast, the U.S. current account deficit and
fiscal deficit both rose to record-high levels, putting increased
downward pressure on the dollar. Europe’s modest economic
recovery continued, although the gap became more pronounced
between nations where consumer spending was robust, like the
U.K. and France, and those dependent on exports, such as
Germany and ltaly. In Asia, economic growth centered on China
remained on track. Despite a slowdown in investments in capital
goods due to more restrictive government policies, increased
exports and consumer spending lifted the annual growth rate for
the Chinese economy to 9.5% in 2004, surpassing the previous-
year figure. As of December 31, 2004, China’s foreign exchange
reserves topped $600 billion, sparking renewed calls from
around the globe for the country to reform its currency exchange
policies. ASEAN nations, Taiwan and Hong Kong all continued to
post growth, helped along by a favorable balance of exports and
domestic demand, while South Korea's modest export-led
recovery also stayed on course. In India, healthy consumer
spending was the leading factor behind economic growth. In
Russia, as well as Brazil and other South American nations,
economic growth was strong atop sharply higher exports,
benefiting from rising global demand and soaring prices for

primary commodities, as well as growing domestic demand.

Net Income (Loss)
(Years ended March 31)
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In Japan, the economy held to a recovery track during the first
half of the fiscal year, supported by higher exports, capital
investment and consumer spending. Higher exports reflected
economic growth in Asia, and capital investment rose in line with
improved corporate cash flows and increased demand for
upgrades for plants and equipment, while consumer spending was
supported by an upturn in consumer sentiment. Deflationary
conditions still lingered, however, as the latter half of the year saw
exports and capital investment weaken, impacted by industry-
wide cutbacks in electronic component and device production and
slower capital goods investments in China, triggering a slowdown
in the pace of Japan’s economic growth. On the plus side, far-
reaching restructuring measures have largely eliminated excess
employment, debt, facilities and equipment in the corporate
sector, enabling companies to post steady earnings growth in the
face of lackluster sales. The positive effects of these trends can
be seen in the overall stability of stock prices in Japan.

(2) Operating Results

For the fiscal year ended March 31, 2005, Marubeni and its
consolidated subsidiaries posted record consolidated net
income of ¥41.2 billion, up ¥6.7 billion from the previous record
of ¥34.6 billion posted the prior fiscal year. Marubeni’s seven
commodity-related segments (i.e. Agri-Marine Products, Textile,
Forest Products & General Merchandise, Chemicals, Energy,
Metals & Mineral Resources, and Transportation & Industrial
Machinery) accounted for a total of ¥41.5 billion in income,
before the inclusion of loss items.

Gross trading profit was ¥436.1 billion, up ¥26.6 billion. By
operating segment, 12 segments posted higher earnings, while
two segments saw a decrease in earnings.

Selling, general and administrative (SG&A) expenses rose ¥12.9
billion to ¥342.9 billion. By item, the largest component of this
increase was personnel expenses, which climbed ¥4.7 billion to

Gross Trading Profit
(Years ended March 31)
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¥162.5 billion, followed by operational outsourcing costs. The
latter increased by ¥6.0 billion to ¥20.7 billion, primarily due to the
consolidation of equity-method affiliates.

The provision for doubtful accounts rose ¥5.5 billion to ¥6.3 billion,
largely due to an increase in allowances for overseas receivables.

Interest income rose ¥3.0 billion to ¥23.4 billion, mainly as
the result of income from overdue interest. Interest expense,
meanwhile, improved ¥0.2 billion to ¥43.6 billion, primarily due
to lower interest-bearing debt. This improvement came despite
additional debt resulting from the consolidation of equity-
method affiliates.

Dividend income rose ¥1.8 billion from the previous year to ¥9.0
billion. Of this figure, ¥3.9 billion (¥2.8 billion in Japan, ¥1.1 billion
from overseas) was received by the parent company. Domestic
consolidated subsidiaries received dividends of ¥0.6 billion, with
overseas subsidiaries receiving dividends of ¥4.5 billion.

Impairment loss on investment securities was ¥7.4 billion, an
improvement of ¥3.0 billion. This was due mostly to the ¥6.0
billion charge in the previous fiscal year related to the devaluation
of shareholdings in Sithe Energies, Inc.

Gain on sales of investment securities was ¥36.1 billion, a year-
on-year improvement of ¥9.6 billion. This was mainly attributable
to gains on the sale of listed stocks of ¥27.6 billion, an increase of
¥13.5 billion compared to the previous fiscal year.

The loss on property, plant and equipment increased ¥9.0 billion
compared with the previous fiscal year to ¥10.5 billion, as gains
from the sale of property, plant and equipment at overseas
subsidiaries were offset by devaluation losses on factories and
facilities, as well as on real estate holdings by the parent company.

Other—net increased by ¥18.5 billion during the year to ¥36.5
billion, and consisted largely of an allowance of ¥21.3 billion for
losses accompanying the withdrawal from petrochemical

operations in Indonesia.

Selling, General and Administrative Expenses
(Years ended March 31)
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Equity in earnings of affiliated companies—net was ¥20.7
billion, up ¥6.4 billion, mainly due to a strong performance by

Marubeni-ltochu Steel Inc.

(3) Business Results by Operating Segment

Agri-Marine Products transactions increased ¥123.0 billion, or
14.4%, to ¥979.9 billion. The bulk of transactions were related to
food distribution and livestock feed. Tracking the increase in food
distribution-related transactions, gross trading profit rose ¥9.9
billion, or 16.1%, to ¥71.3 billion. Following Marubeni's selection
as a corporate rehabilitation sponsor for Japanese retailer The
Daiel, Inc. in March 2005, Marubeni, in May, subscribed in part to
a private placement of shares by Daiei valued at ¥18.6 billion.
Textile transactions edged ¥2.4 billion, or 0.7%, higher to ¥355.3
billion, mostly due to an increase in product-driven transactions.
Accordingly, gross trading profit rose ¥1.3 billion, or 5.3%, to
¥25.2 billion.

Forest Products & General Merchandise transactions were up
¥20.9 billion, or 2.7%, to ¥792.4 billion. This was due to higher
transaction volume for plywood, pulp and wood chips, among
other materials. Gross trading profit rose ¥4.6 billion, or 11.0%, to
¥46.6 billion. Alongside increased transactions, gross trading profit
benefited from higher profits from a paper-related consolidated
operating company and improved wood chip profitability.
Chemicals transactions climbed ¥102.9 billion, or 18.2%, to
¥667.5 billion, reflecting sharply higher transactions for basic
chemicals and improved plastic transactions against a backdrop of
escalating market prices. Benefiting from these increases and
higher profits largely from agrochemical-related businesses, gross
trading profit rose ¥1.9 billion, or 7.7%, to ¥26.9 billion.

Energy transactions were ¥1,774.0 billion, a decline of ¥221.1
billion, or 11.1% year on year, attributable to a decrease in

petroleum-related transactions. Gross trading profit rose ¥11.3
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Management's Discussion and Analysis of Financial Position and Business Results

billion, or 36.7%, to ¥42.1 billion, mostly the result of higher Utility & Infrastructure transactions were up ¥18.3 billion, or
earnings from projects in which Marubeni holds an equity interest. 5.1%, to ¥379.3 billion due largely to an increase in overseas IPP
Metals & Mineral Resources transactions, buoyed by higher business operating companies. Gross trading profit rose ¥2.1
prices for coal, raw materials for steel making, and non-ferrous billion, or 10.1%, to ¥22.6 billion due to the growth in transactions.
metals, climbed ¥116.1 billion, or 23.5%, to ¥609.3 billion. Plant & Ship transactions declined ¥123.7 billion, or 20.2%, to
Reflecting this growth, gross trading profit climbed ¥3.5 billion, or ¥489.4 billion mainly because of fewer energy and chemical plant
29.2%, to ¥15.7 billion. transactions. Despite an initial drop reflecting this decline, gross
Transportation & Industrial Machinery transactions edged ¥5.0 trading profit soared ¥4.5 billion, or 50.9%, to ¥13.3 billion, largely
billion, or 0.6%, lower to ¥777.6 billion. This decrease stemmed from the consolidation of shipping-related operating companies.
from a decline in aircraft and defense-related transactions, which In April 2005, Marubeni subsidiary Japan Indonesia Petrochemical
offset increased transactions related to automobiles and construc- Investment Corporation sold financial assets related to its

tion machinery. Gross trading profit, however, rose ¥0.3 billion, or Chandra Asri petrochemical operations to Commerzbank

0.6%, to ¥56.1 billion, primarily due to higher profits from International Trust (Singapore) Ltd. In exchange, a basic

industrial machinery-related transactions.

Operating Segment Information

Millions of Yen Thousands of U.S. Dollars Millions of Yen
Trading Transactions 2005 2005 2004 2003
Agri-Marine Products ........ccccoovveeviiiiiiiiinn ¥ 979,855 $ 9,157,523 ¥ 856,810 ¥1,023,513
TEXLIE wooiiieeiieee e 355,311 3,320,664 352,864 370,277
Forest Products & General Merchandise ....... 792,377 7,405,393 771,508 745,776
ChemicalS ...oc.ooovviiiiiiiieiccccee e 667,473 6,238,065 564,526 569,928
ENEIQY oo 1,773,951 16,578,981 1,995,014 2,309,753
Metals & Mineral Resources ............ccc.cco..... 609,2744 5,694,150 493,206 442,344
Transportation & Industrial Machinery ........... 777,592 7,267,215 782,603 776,578
Utility & Infrastructure ...........ccoocveviiiiiicinns 379,343 3,645,262 361,018 421,850
Plant & Ship ...coovveeiiiene. . 489,437 4,574,178 613,097 736,476
Development & Construction ............ccccceevee.e 196,844 1,839,664 178,748 185,840
Finance & Logistics BUSINESS ...........cccceeee.. 21,313 199,187 17,891 37,834
Telecom & Information (IT Business)............. 175,848 1,643,439 167,762 386,162
Domestic Branches and Offices .................... 141,992 1,327,028 159,246 172,935
Overseas Corporate Subsidiaries and Branches ... 1,070,212 10,001,981 1,035,614 1,065,367
Corporate and Elimination ...............ccccoovveens (491,385) (4,592,384) (444,267) (451,330)
Consolidated ........coceeeviiiiiieiiiiieiecie e ¥7,939,437 $74,200,346 ¥7,905,640 ¥8,793,303

Millions of Yen Thousands of U.S. Dollars Millions of Yen
Gross Trading Profit 2005 2005 2004 2003
Agri-Marine Products ... . ¥ 71,312 $ 666,467 ¥ 61,436 ¥ 58,5659
TEXHIE woiiiieiiiieee e 25,174 235,271 23,914 24,494
Forest Products & General Merchandise ....... 46,612 435,626 42,009 41,242
ChemicalS ......oooveiiiiieiiiccecccec e 26,857 251,000 24,945 29,279
ENergy oo 42,132 393,757 30,817 29,615
Metals & Mineral Resources ............ccc..c...... 15,709 146,813 12,163 13,984
Transportation & Industrial Machinery ........... 56,098 524,280 55,769 54,371
Utility & Infrastructure ...........cocoeeveiiieeannnn 22,646 211,645 20,567 11,832
Plant & ShIP .ooooiieeeiieceeee e 13,332 124,598 8,836 13,866
Development & Construction ...........ccccecv.... 27,530 257,290 27,909 34,027
Finance & Logistics BUSINESS .........cccoeeeirnnnn 5,785 54,065 4,900 6,523
Telecom & Information (IT Business)............. 24,483 228,813 19,952 32,559
Domestic Branches and Offices .................... 4,898 45,776 5,427 6,081
Overseas Corporate Subsidiaries and Branches ... 76,517 715,112 73,458 72,827
Corporate and Elimination ..............ccccoeevveens (23,030) (215,233) (2,641) (4,616)
Consolidated ........oocveeiiiiiiiiiiiiieieeee ¥436,055 $4,075,280 ¥409,461 ¥424,643

Note: Trading transactions have been prepared according to accounting principles generally accepted in Japan.



agreement was reached for the acquisition of shares in P.T. Mushi
Pulp and its related operations and assets.

Development & Construction transactions were up ¥18.1 billion,
or 10.1%, to ¥196.8 billion, lifted by an increase in domestic real
estate fund brokerage and agency transactions. Gross trading
profit dipped ¥0.4 billion, or 1.4%, to ¥27.5 billion, as lower
transactions from declining condominium sales and the transfer of
domestic construction operations overshadowed higher profits
from overseas residential housing operations.

Finance & Logistics Business transactions increased ¥3.4 billion,
or 19.1%, to ¥21.3 billion, due to higher fund and logistics-related
transactions. Benefiting from higher fund-related transactions,
gross trading profit climbed ¥0.9 billion, or 18.1%, to ¥5.8 billion.
Telecom & Information transactions were up ¥8.1 billion from
the previous year, or 4.8%, to ¥175.8 billion, the result of higher
transactions from communications-related operations. Due to
this growth, gross trading profit rose ¥4.5 billion, or 22.7%, to
¥24.5 billion.

Domestic Branches and Offices transactions, impacted by lower
transactions related to machinery and the transfer of commercial
rights, decreased ¥17.3 billion, or 10.8%, to ¥142.0 billion. Gross
trading profit was ¥4.9 billion, a decline of ¥0.5 billion, or 9.7%,
compared to the previous year.

Overseas Corporate Subsidiaries and Branches transactions
increased ¥34.6 billion, or 3.3% year on year, to ¥1,070.2 billion,
mostly due to higher automobile, construction machinery and
agrochemical-related transactions in the U.S. Gross trading profit
was up ¥3.1 billion, or 4.2%, to ¥76.5 billion, mainly due to higher
earnings from agrochemical-related operations in the U.S.

Total Volume of Trading Transactions
by Region
(Years ended March 31)

Billions of Yen

2005 2004
Japan ... ¥6,977.5 ¥6,925.4
North America ........ccccoooeevieinn. 1,025.1 1,430.8
EUrope ....cooovviiiiiiiiiic 407.0 368.3
Asia & Oceania ... 645.9 564.8
Other Regions .......cccccoovveiienn. 980.5 825.4

Note: Trading transactions have been prepared according to accounting
principles generally accepted in Japan.

Marubeni Corporation 2005
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(4) Business Results by Geographic Region

Japan

Trading transactions increased ¥52.1 billion, or 0.8%, to ¥6,977.5
billion, mostly from growth in transactions related to Agri-Marine
Products. Operating profit fell ¥16.3 billion, or 32.9%, to ¥33.3
billion, mainly due to a decline in earnings from Utility & Infrastruc-

ture and Plant & Ship-related business.

North America

Trading transactions were down ¥405.7 billion, or 28.4%, to
¥1,025.1 billion, hampered mainly by lower Energy-related
transactions. Operating profit, however, was buoyed by higher
earnings from the same transactions, surging ¥8.2 billion, or
147.2%, to ¥13.8 billion.

Europe

Trading transactions increased ¥38.8 billion, or 10.5%, to ¥407.0
billion, positively influenced primarily by higher transactions from
Utility & Infrastructure-related business. Operating profit, mean-
while, increased ¥5.2 billion, or 75.9%, to ¥12.1 billion, largely

atop higher earnings from Energy-related transactions.

Asia and Oceania

Trading transactions rose ¥81.1 billion, or 14.4%, to ¥645.9 billion,
primarily due to a higher volume of Chemicals and Utility &
Infrastructure-related business. This higher transaction volume in
Utility & Infrastructure-related business lifted operating profit ¥4.7
billion, or 37.4%, to ¥17.1 billion.

Profitability Comparison of Consolidated

Companies
(Years ended March 31) Jo
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Management's Discussion and Analysis of Financial Position and Business Results

Other Regions

Trading transactions climbed ¥155.1 billion, or 18.8%, to ¥980.5
billion, boosted mainly by higher Energy and Plant & Ship-related
transactions. Operating profit soared ¥5.1 billion, or 103.2%, to
¥10.0 billion, mainly because of higher earnings from Plant &
Ship transactions.

Please note that figures for trading transactions and operating
profit have been prepared according to accounting principles

generally accepted in Japan.

(5) Business Results from Principal Consolidated
Subsidiaries and Affiliates
In terms of the operating results of consolidated subsidiaries in
the fiscal year ended March 31, 2005, out of 369 consolidated
subsidiaries (131 domestic, 238 overseas) and 156 affiliates (47
domestic, 109 overseas), 422 companies were profitable. The
percentage of companies achieving profitability was 80.4%, an
improvement of 2.7 percentage points compared to 77.7% in the
previous fiscal year, and exceeded 80% for the first time in four
fiscal years.

The 422 profitable companies generated a total profit of ¥92.7
billion, ¥28.9 billion more than the ¥63.8 billion in profit posted a
year earlier. In contrast, the 103 unprofitable companies generated
a total loss of ¥51.0 billion, up ¥7.6 billion from the loss of ¥43.4
billion recorded a year ago. The end-result was a net profit of
¥41.7 billion, more than double the ¥20.4 billion in net profit

posted in the previous fiscal year.

Total Assets
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2 | Liquidity and Funding Sources

(1) Financial Position

Consolidated total assets declined ¥46.2 billion to ¥4,208.0
billion. Marubeni enacted a review of underperforming transac-
tions and sold assets, resulting in fewer notes and accounts
receivable—trade. These sales offset an increase primarily in
property, plant and equipment from investment mainly in new
energy projects overseas.

Total shareholders’ equity rose ¥50.2 billion to ¥443.2 billion. In
addition to an increase in net income to ¥41.2 billion, there was an
¥11.7 billion improvement in net unrealized gain on investment
securities due mostly to a recovery in the stock market.

Consolidated interest-bearing debt declined ¥168.4 billion to
¥2,286.4 billion. Net interest-bearing debt, after deduction of cash
and cash equivalents, fell ¥145.4 billion to ¥1,823.9 billion. As a
result, the net D/E ratio improved 0.89 of a point to 4.12 times,
from 5.01 times at the previous fiscal year-end. With this perfor-
mance, the Company effectively achieved ahead of schedule the
“V" PLAN objectives targeted for completion by the close of the
current fiscal year, namely net interest-bearing debt of ¥2 trillion or

less, and a net D/E ratio of between 4 to 5 times.

* Net interest-bearing debt is calculated as the sum of interest-
bearing debt (including short-term loans, long-term debt and
commercial paper) and corporate bonds (including convertible

bonds), minus cash deposits.

Shareholders’ Equity

(At March 31)
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(2) Liquidity
Marubeni and its consolidated subsidiaries maintain a sufficient
level of liquidity mainly through cash and deposits and the
establishment of credit facilities.

As of March 31, 2005, cash and deposits totaled ¥462.5 billion.
Details regarding credit facilities are as follows:

e Parent company
— ¥415.0 billion from a syndicate of major and regional
Japanese banks (short term: ¥215.0 billion, long term:
¥200.0 billion)

» Overseas finance subsidiary
— US$35 million from a major Japanese bank (short term)

* Marubeni Corporation, Marubeni America Corporation,
Marubeni Europe plc, and Marubeni Finance Holland B.V.
— These four companies have available credit facilities (short

term) totaling US$380 million, secured mainly through major
European and U.S. banks.

In addition to these credit facilities, the Company holds highly
liquid marketable securities. In all, these assets provide sufficient
liquidity to cover short-term loans and the current portion of long-
term debt, which totaled ¥659.1 billion as of March 31, 2005.

Net Interest-Bearing Debt

(At March 31)
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(3) Fund Procurement
The fundamental policy of Marubeni and its consolidated subsidiar-
ies is to maintain an optimal mix of funding in line with the
requirements of its asset portfolio. The goal is to sustain a stable
level of liquidity while trimming financing costs. Funding sources
included indirect procurement from banks, life insurers and other
financial institutions, and direct procurement through the issuance
of bonds, commercial paper and other means.

Marubeni has established the following programs to procure
funds directly from capital markets.
e Shelf registration for the public sale of ordinary bonds in Japan:
¥500.0 billion

e Commercial paper program
— Marubeni Europe plc (U.K.): US$300 million; Marubeni
International Finance p.l.c. (U.K.): US$900 million

e Euro Medium-term Note Program
— Parent company: US$2 billion
— Four-company joint program (Marubeni America Corporation,
Marubeni Europe plc; Marubeni International Finance p.l.c.,
Marubeni Finance Holland B.V.): US$5.0 billion

Net D/E Ratio
(At March 31)
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To aid in procuring funds from capital markets, Marubeni has
acquired credit ratings from Moody's Investors Service (Moody's),
Standard & Poor's (S&P), Rating and Investment Information, Inc.
(R&), and Japan Credit Rating Agency, Ltd. (JCR).

In December 2004, R&l upgraded Marubeni’s long-term rating
from BB+ to BBB-, and upgraded its short-term rating from a-3 to
a-2. In January 2005, JCR upgraded Marubeni’s long-term rating
from BBB+ to A-, and its short-term rating from J-2 to J-1.
Similarly, in March 2005, S&P upgraded the Company's long-term
rating from BB- to BB. In May, Moody's upgraded Marubeni’s long-
term rating from Ba2 to Baa3, and its short-term rating from Not-
Prime to Prime-3.

Marubeni remains committed to conducting portfolio manage-
ment, enhancing risk management and taking other actions

needed to raise its profitability and credit ratings even higher.

(4) Cash Flows

Net cash provided by operating activities was ¥173.8 billion, or
¥27.7 billion less than a year earlier. Net cash provided by
investing activities was ¥46.0 billion, owing to the sales and
redemptions of marketable and investment securities, and the
collection of loans receivable. The result was free cash inflow for
the year of ¥219.9 billion. Net cash used in financing activities was
¥238.1 billion, as free cash inflow was used for the repayment of
short-term loans and long-term debt. Cash and cash equivalents at
the fiscal year-end amounted to ¥459.2 billion, or ¥19.5 billion

lower than at the previous fiscal year-end.
3 | Risk Information

(1) Risks Regarding Overall Marubeni Operations
a. Impact of the Japanese and global economies on Marubeni
and its consolidated subsidiaries
Marubeni and its consolidated subsidiaries are active in Japan and
over 70 other countries as a general trading company, and conduct
an array of commercial and investment activities over a wide
range of industries and fields. Examples include the production
and procurement of natural resources and other primary commodi-
ties, as well as the manufacture and sale of finished goods. As a
result, the Marubeni Group is impacted by the economic condi-
tions prevailing in Japan and other countries where it has
operations, as well as by the state of the global economy as a
whole. Worsening economic conditions on either of these fronts
could adversely affect the operating activities, performance and

financial position of Marubeni and its consolidated subsidiaries.

b. Credit risks regarding business partners

Marubeni and its consolidated subsidiaries extend credit to
business partners in the form of accounts receivables, advances,
loans, guarantees and other means. The incurrence of credit risk
due to the inability of business partners to fulfill their credit
obligations could negatively impact the Company’s business
results and financial position.

To ward off credit risks, Marubeni and its consolidated
subsidiaries conduct extensive risk management at the credit
screening stage. Nevertheless, Marubeni can offer no guarantee
that these measures will be sufficient to avoid credit risks. In
preparation for the incurrence of possible losses when credit risk
becomes apparent, Marubeni and its consolidated subsidiaries
establish allowances for doubtful accounts based on the esti-
mated amount of the loss, the business partner’s creditworthi-
ness, collateral value and other set factors. In the event of such
losses, however, the Company cannot guarantee that actual
losses will not exceed these established allowances.

c. Risk of breach of contract by business partners

As part of sales activities, Marubeni and its consolidated subsidiar-
ies conclude merchandise supply, subcontracting, operational
outsourcing, and other types of contracts with business partners.
A breach of contract by these business partners could adversely
affect the Company’s business results and financial condition.

d. Investment risk

Marubeni and its consolidated subsidiaries, both independently
and in collaboration with other companies, establish new
companies and purchase existing enterprises in the course of
their business operations. Most of these business investments
are of minimal liquidity and require sizeable amounts of capital.
Marubeni or its consolidated subsidiaries may be unable to
withdraw from such businesses in an optimal manner or
timeframe, which could inevitably require the commitment of an
additional expenditure of capital.

A decline in the value of these investments or the necessity of
additional expenditures of capital could adversely affect the
Company'’s business results and financial condition. In an effort to
prevent the occurrence of risks associated with investments and
other activities, Marubeni and its consolidated subsidiaries
conduct extensive risk management, including checking new
investments to determine whether expected returns are commen-
surate with the risks involved. Nevertheless, the Marubeni Group
can offer no guarantee that these measures will be sufficient to

avoid these risks.



e. Concentrated risk exposure

As part of commercial and investment activities, Marubeni and its
consolidated subsidiaries are concentrated in specific investment
targets, markets and regions, such as plant-related business, real-
estate business in Japan, and sales activities in Indonesia and the
Philippines. As a result, lackluster performance by these investment
targets, or a deteriorating operating environment in these markets
or regions, could adversely affect the business results and financial

condition of Marubeni and its consolidated subsidiaries.

f. Ability to procure funds and procurement cost

Marubeni and its consolidated subsidiaries engage in fund
procurement with an emphasis on maintaining an optimal mix of
funding in line with the requirements of their respective asset
portfolios and ensuring liquidity. However, significant disruptions in
major global capital markets, or a sharp downgrade in the credit
ratings of Marubeni and its consolidated subsidiaries by ratings
agencies, could constrain fund procurement or lead to an increase
in fund procurement cost, which may adversely affect the
business results and financial condition of Marubeni and its

consolidated subsidiaries.

g. Fluctuations in the price of goods and merchandise
Because Marubeni and its consolidated subsidiaries handle a
variety of merchandise, changes in their respective market
conditions can adversely affect business performance. To mitigate
the risk of fluctuations in market conditions for certain merchan-
dise, contracts and scheduled contracts, Marubeni and its
consolidated subsidiaries enter into commodity futures and
forward contracts. However, the Company cannot guarantee that
these hedge transactions will completely cover its exposure in

these areas.

h. Impairment of real estate, machinery and equipment, and
other property, plant and equipment
Marubeni and its consolidated subsidiaries hold real estate,
machinery and equipment, and other property, plant and equip-
ment for sale and lease to other parties as well as for their own
use. A decline in the intrinsic value of these assets could force the
Marubeni Group to book impairment losses. Marubeni and its
consolidated subsidiaries apply accounting principles generally
accepted in the United States (US GAAP) in an effort to enact
suitable impairment measures for property, plant and equipment.
A dramatic decline in asset value could nonetheless have a
negative impact on the Marubeni Group's business results and

financial position.
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i. Fluctuations in foreign currency exchange rates

Marubeni and its consolidated subsidiaries conduct transactions
under a variety of currencies and terms, which exposes
Marubeni’s business results to fluctuations in currency exchange
rates. To mitigate the risk of exchange rate fluctuations associ-
ated with transactions, receivables and liabilities denominated in
foreign currencies, Marubeni and its consolidated subsidiaries
enter into forward-exchange contracts and other derivative
transactions. However, the Company cannot guarantee that
these hedge transactions will completely cover its exposure in

these areas.

J. Fluctuations in interest rates

Marubeni and its consolidated subsidiaries procure necessary
funds from financial institutions, the issuance of bonds and other
means from capital markets. Further, net interest-bearing debt is
procured at fixed interest rates and variable interest rates. While
the interest risk of the majority of the operating assets held by
Marubeni and its consolidated subsidiaries offset the interest rate
risk associated with debt, changes in market interest rates could
adversely affect the Company's earnings. Through asset-liability
management, Marubeni and its consolidated subsidiaries utilize
interest rate swaps and other agreements to mitigate the risk of
interest rate fluctuations. However, the Company cannot guaran-
tee that these hedge transactions will completely cover its

exposure in this area.

k. Gains and losses from marketable debt and equity securities
To strengthen business relationships and for other purposes,
Marubeni and its consolidated subsidiaries invest in marketable
debt securities, marketable equity securities and other types of
securities. At the time of purchase, these securities are classified
as trading, held-to-maturity, or available-for-sale securities, in
accordance with Statement of Financial Accounting Standards No.
115, Accounting for Certain Investments in Debt and Equity
Securities, published by the Financial Accounting Standards Board
(FASB) of the United States.

Trading and available-for-sale securities held by Marubeni and
its consolidated subsidiaries carry the risk of fluctuations in original
value due to changes in fair value. The posting of losses on the
devaluation of these securities at low points in fair value may
adversely affect the business results and financial condition of
Marubeni and its consolidated subsidiaries.
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I. Laws and regulations

In the course of operations, Marubeni and its consolidated
subsidiaries are subject to a broad range of laws and regulations
both in Japan and other applicable countries. Changes in or
unanticipated interpretations of these laws and regulations could
increase the obligations pertaining to legal and regulatory
compliance placed on Marubeni and its consolidated subsidiaries.
Accordingly, changes or altered interpretations of laws and
regulations may result in punitive measures, including the
interruption of Marubeni’s operating activities, lower the
Company's credibility or cause the occurrence of other circum-
stances that could adversely impact the Company’s business

results or financial conditions.

m. Significant litigation

In the course of business activities in Japan and overseas,
Marubeni and its consolidated subsidiaries may be party to
litigation, disputes and other legal proceedings. When party to
such litigation, predicting the outcome is impossible given the
inherent uncertainty of these matters. The Company cannot
guarantee that such litigation will not adversely affect the
business results and financial condition of Marubeni and its

consolidated subsidiaries.

n. Other risks inherent and related to overall Marubeni
operations

Negligence on the part of employees charged with executing

business operations, and malfunctions pertaining to computer

systems supporting business activities are among the other risks

that may adversely affect the business results and financial

condition of Marubeni and its consolidated subsidiaries.

(2) Risk Management

Marubeni and its consolidated subsidiaries operate an integrated
decision-making process, which is deployed when assessing the
provision of credit facilities, investments and other key matters
on a case-by-case basis. When investigating new business
opportunities and other important projects, the Marubeni Group
is obligated to report regularly to the Corporate Management
Committee and similar management bodies, and this duty is
reflected in related decision-making. In this way, the Marubeni
Group seeks to circumvent risks by enhancing risk management
on a case-by-case basis.

With a view to mitigating risk company-wide, the Marubeni
Group has an integrated risk management system in place to
ascertain a range of quantifiable or measurable risks. Examples
include market, credit and investment risks associated with
specific countries, business formats, and customers. In this
integrated system, fundamental risk management policies and
internal regulations are formulated to ensure proper decision-
making and monitoring of these risks. Likewise, organizations,
management systems, management options and systems
infrastructure are also kept in place for executing these policies
and regulations.

For compliance risk and other difficult to quantify or immeasur-
able risks, the Marubeni Group strives to prevent these risks
systemically by enhancing corporate governance, putting internal
control systems in place and bolstering its compliance structure.

Nevertheless, numerous risks can arise during the course of
the wide-ranging operations of Marubeni and its consolidated
subsidiaries. Moreover, the risk management framework operated
by the Marubeni Group may be unable to prevent the occurrence
of a variety of risks that carry the possibility of future occurrence.
As a result, the Marubeni Group cannot guarantee its ability to

completely manage such risks.

(3) The New Medium-term Management Plan

Marubeni and its consolidated subsidiaries embarked on a three-
year medium-term management plan, the “V" PLAN, from April
2003. With the goal of improving Marubeni's financial position and
strengthening its earnings base, the plan aims to achieve
consolidated net income of ¥50.0 billion, consolidated net interest-
bearing debt of ¥2 trillion or less, and a net D/E ratio of 5 times or
less by the fiscal year ending March 31, 2006. However, these
objectives were prepared based on certain assumptions, hypoth-
eses and projections regarding the persistence of certain eco-
nomic conditions, industry trends, and other concerns. A number
of unknown and uncontrollable factors could prevent the Company
from achieving these objectives.

(4) Uncertainty Regarding Financial Condition and
Changes in Operating Results

Factors that have caused the performance and financial condition

of Marubeni and its consolidated subsidiaries to fluctuate in the

past include the following items: gains and losses on the sale of

real estate and devaluation losses pertaining to real estate;



realized gains and losses and devaluation losses associated with
marketable and investment securities; allowances for bad debt,
and losses stemming from the realignment of Marubeni Group
companies. To improve their financial position, Marubeni and its
consolidated subsidiaries have taken steps to reduce total assets
and net interest-bearing debt, reduce or establish allowances for
underperforming and unprofitable assets, pare down expenses,
shift resources to high-growth fields, and minimize exposure to
high-risk assets. While Marubeni and its consolidated subsidiaries
are confident that substantial progress has been made in enhanc-
ing their financial positions, there is no guarantee that greater
losses will not be posted in the future.

4 | Significant Estimates

Marubeni prepares its consolidated financial statements in
accordance with accounting principles generally accepted and
recognized in the United States. In preparing important accounting
policies and these statements, certain accounting estimates and
assumptions are utilized as needed when calculating assets and
liabilities as of the fiscal year-end, the disclosure of contingent
assets and liabilities, and earnings and expenses incurred during
the year. In determining accounting estimates and assumptions,
management makes what it believes to be a reasonable inference
of these amounts based on past experience and on a case-by-case
basis. Estimates and assumptions made in this way have an
inherent degree of uncertainty, and actual results could differ from
those estimates. Management considers the following estimates
and assumptions will have a material impact on the Company'’s

consolidated financial statements.

Allowances for doubtful accounts

When evaluating credit risk associated with accounts receivable,
notes receivable, loans receivable, and other receivables,
Marubeni and its consolidated subsidiaries classify such according
to latent risk carried by the obligor or geographical region con-
cerned. Based on this classification, an allowance is established
for a given receivable considered as a loss, posted at an amount
equal to the current value of the receivables (projected cash flow
minus the initial effective interest rate), or the fair value of the
asset as collateral. Projected cash flow and fair value as collateral
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are estimated based on the most accurate credit information
available from specialists regarding the past payment history of
each applicable obligor or region. For general receivables not
covered above, allowances are calculated based on the historical
rate of default for each risk category. The historical rate of default
is determined by specialists, based on past experience in each
applicable risk area.

While Marubeni believes these estimates to be reasonable,
unexpected changes and other factors could significantly impact

the Company's consolidated financial statements.

Valuation of marketable securities

In accordance with Statement of Financial Accounting Standards
No. 115, Accounting for Certain Investments in Debt and Equity
Securities, published by the FASB, Marubeni and its consolidated
subsidiaries classify securities as trading, held-to-maturity, or
available-for-sale.

Held-to-maturity securities are stated at amortized cost,
adjusted for amortization of premiums and accretion of
discounts to maturity. Available-for-sale securities are carried at
fair value with the unrealized gains and losses, net of taxes,
reported in accumulated other comprehensive loss in share-
holders' equity. For held-to-maturity and available-for-sale
securities, declines in value judged other than temporary are
posted as devaluation losses.

Declines in the value of marketable securities judged other than
temporary are determined by examining the length of time that
market value remains below book value and the percent decline in
value. For securities without market quotations, a comprehensive
examination of the possibility of recovery—based on projected
business results—net assets and other measures of the percent
decline in actual value, are used to make this determination.

While Marubeni believes these estimates to be reasonable,
unforeseeable changes to the assumptions used could result in a
higher-than-expected loss, which could significantly impact the
Company'’s consolidated financial statements.

Loss on long-lived assets

Projected cash flows are utilized when determining devaluation
losses for long-lived assets held by Marubeni and its consolidated
subsidiaries. Projected cash flows are estimated based on a pre-
established set of criteria.
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While Marubeni believes these estimates to be reasonable,
unforeseeable changes to the terms and criteria used could result
in a reassessment of projected cash flows, which could signifi-

cantly impact the Company’s consolidated financial statements.

Deferred tax assets

In their financial statements and for tax purposes, Marubeni and
its consolidated subsidiaries post transitional differences and
losses carried forward as deferred tax assets. Regarding transi-
tional differences and losses carried forward lowered due to future
tax changes, a valuation allowance is posted for the portion for
which realization is deemed unlikely, with deferred tax assets
reduced accordingly. The projected amount of future tax to be
collected is estimated based on future applicable income taxes
and tax strategies.

While Marubeni believes these estimates to be reasonable,
unforeseeable changes to the terms and criteria used could result
in a reassessment of the projected amount of tax to be collected,
which could significantly impact the Company's consolidated

financial statements.

Retirement benefit expenses
Marubeni and its consolidated subsidiaries utilize actuarial pension
accounting based on pre-established criteria to calculate sever-
ance pay and pension obligations for regular employees. These
pre-established criteria include the discount rate, the retirement
rate, the mortality rate, the rate of salary increase, and the rate of
expected return on pension assets.

While Marubeni believes these estimates to be reasonable,
unforeseeable changes to the criteria used could significantly
impact the Company's consolidated financial statements.

New accounting standards

In March 2004, the Financial Accounting Standards Board issued
FASB Emerging Issue Task Force Issue 04-2, “Whether Mineral
Rights Are Tangible or Intangible Assets"” (EITF 04-2). In this
regard, the FASB also issued FASB Staff Position (FSP) No. 141-1
and No. 142-1, which amend SFAS 141 and 142.

Pursuant to EITF 04-2 and FSP 141-1 and 142-1, all mining
rights, which were previously classified as intangible assets, have
been reclassified under “Mining rights” and “Accumulated
depreciation” under “Property, plant and equipment, at cost” in
the consolidated balance sheets.

5 | Off-balance sheet arrangements and
contractual obligations

Marubeni guarantees debt of affiliated companies and third parties
in the ordinary course of business. Should the guaranteed parties
fail to make payments, the Company would be required to make
such payments under these guarantees. The term of the guaran-
tees is basically one year. The related guarantee fees are primarily
received quarterly or semi-annually. Certain of these guarantees
were secured by guarantees issued to the Company by other
parties. The outstanding balance of guarantees, which approxi-
mated the maximum potential payment under these guarantees,
was ¥96,806 million, including ¥42,183 million to affiliated compa-
nies, as of March 31, 2005, net of the amount secured by guaran-
tees issued to the Company by other parties of ¥17,246 million. In
the year ended March 31, 2004, these figures were ¥180,230
million, ¥110,557 million and ¥19,507 million, respectively.

6 | Significant Policies

Marubeni launched a three-year medium-term management plan,
the “V" PLAN, in April 2003. The management policies formulated
in the “V" PLAN aim to forge the Company into a resilient group
possessing the top operational units and business portfolio in the
industry. The ultimate goal is to strengthen the Company’s
earnings base and improve its financial position primarily through
stronger portfolio management and by placing renewed emphasis
on risk-return profiles. Currently, Marubeni is redoubling efforts to
achieve the objectives of the V" PLAN in the run-up to its
scheduled conclusion in the fiscal year ending March 31, 2006.
From an economic, environmental and social perspective, the
Marubeni Group recognizes that the support of its diverse
stakeholders is crucial to conducting its business activities.
Accordingly, the Group pursues activities in a manner that will
mutually benefit and satisfy its customers, business partners,
shareholders, employees and the local communities where it
operates. At the same time, the Group implements sound
management that gives due concern to protecting the natural
environment, with the goal of developing a stable and sustainable
base for Group operations. From a qualitative standpoint as well,

the Group continues to promote stronger corporate governance



and CSR activities, in parallel with renewed efforts to ensure well-
equipped internal control systems and bolster the Group's
compliance structure. Through these actions, the Marubeni Group
is moving ahead with initiatives designed to maintain management
transparency and maximize corporate value.

By the fiscal year ending March 31, 2006, the “V" PLAN
targets consolidated net income of ¥50.0 billion, consolidated net
interest-bearing debt of ¥2 trillion or less, and a net debt-to-equity

ratio of 5 times or less.

7 | Outlook

Looking at the economic environment facing the Marubeni
Group, the United States and China are expected to continue to
enact more stringent economic policies amid rising prices for
primary commodities. The impact of policies centered on these
two countries will likely cause a slowdown in economies
worldwide, leading to a more stable, if subdued, pace of global
economic growth.

In the U.S., interest rates are expected to continue to climb as
rising raw materials prices trigger stronger inflationary pressures.
In response, growth in consumer spending and capital investment
is projected to weaken, as the economy turns the corner toward a
more stable growth pace. In Europe, the modest economic
recovery under way is expected to remain on course. In Asia,
while China’s high rate of growth is forecast to continue, growth in
capital goods investments will most likely be restrained by the
impact of more restrictive government policies. The result will
likely be a decline in the overall pace of growth in the region. In
Japan, meanwhile, forecasts call for brisk exports and capital
investment in light of stable global economic growth, as well as
the anticipated end of production cutbacks in electronic compo-
nents and devices by mid-2005. However, with no major improve-
ments in Japan's employment and personal income picture in
sight, no full-scale recovery in consumer spending appears
forthcoming. As a result, economic growth is expected to remain
modest for the foreseeable future.

In this context, Marubeni is managing its progress on the
qualitative and quantitative targets laid out in the “V" PLAN, the
three-year medium-term management plan launched in April 2003,
in the run-up to the plan’s scheduled completion at the end of the
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current fiscal year. Focused on ensuring the successful achieve-
ment of plan objectives, all Marubeni directors and regular
employees are united in an effort to cement the foundations that
will give Marubeni the resilient structure required to attain
sustainable growth in the future, as well as realize a broader
earnings base. Regarding the outlook for consolidated net income
for the fiscal year ending March 31, 2006, the “V"” PLAN target of
¥50.0 billion has been raised to ¥60.0 billion, since completion of
the “V" PLAN is expected to yield steady improvements in
profitability not only in natural resource-related fields, which are
currently benefiting from favorable market conditions, but also in
food, pulp and paper, overseas IPP business and other areas.
Marubeni’s earnings base will also be boosted further by a total of
around ¥100.0 billion in new investments and financing scheduled
to be implemented during the current fiscal year.

The Marubeni Group is concentrating resources in fields where
it has clear advantages, as well as in fields that hold promise for
future growth. In doing so, strong, decisive management is
essential. With food distribution, pulp and paper, electronic
materials, natural resource development, overseas IPP business
and new applied technology fields all positioned as priority
business areas, the Marubeni Group will continue to act decisively
to bolster its presence in each of these key domains.
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Consolidated Balance Sheets

Marubeni Corporation

At March 31, 2005 and 2004

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
ASSETS 2005 2004 2005
Current assets:
Cash and cash equivalents (Notes 2and 16)..........ccccccccoeceeeeeiciieiecie ¥ 459,194 ¥ 478,731 $ 4,291,533
Time deposits (NOteS 7 and 16) ........c..ccceeiieeaiieeieieceeeee e 3,256 6,753 30,430
Investment securities (Notes 2, 3, 7 and 16):
Marketable equity SECUTTIES ... .ovvviiieeii e 3,997 3,387 37,355
OB e 28,949 6,058 270,551
Notes and accounts receivable — trade (Notes 5 and 7):
NOtES rECEIVADIE ... 101,298 98,227 946,710
ACCOUNTS TECEIVADIE ... 783,001 764,545 7,317,766
Due from affiliated companies ...........c..ccooiiiiiiiiiii e 94,453 106,391 882,738
Allowance for doubtful aCCOUNTS .........oooviiiiiiiiiiiiicece e (24,620) (26,949) (230,093)
Inventories (Notes 2and 7) ............... 376,480 398,617 3,518,505
Advance payments to suppliers 83,529 85,490 780,645
Deferred income taxes (NOte T0) ..........cccceevveeeiieieieeieeeeeeeeee e 43,483 32,862 406,383
Prepaid expenses and other current assets ..........ccoovvveeeeiiiiiieiiiiee e 140,332 125,852 1,311,515
Total CUMENT @SSETS ...iiiiiiiiiii i 2,093,352 2,079,964 19,564,038
Investments and long-term receivables:
Affiliated companies (Notes 2, 4and 7) ..........ccovveeeeiiiieieiiiiiieeeiiieeae 325,380 337,451 3,040,935
Securities and other investments (Notes 2, 3, 7 and 16):
Marketable equity SECUTTIES .. ..vviiiiieii e 207,610 178,290 1,940,280
OB e 276,318 307,575 2,582,411
Notes, loans and accounts receivable — trade, net of unearned interest,
less allowance for doubtful accounts of ¥84,696 million
($791,551 thousand) in 2005 and ¥93,865 million in 2004
(NOteS 2, 5, 7.@NA T6) ..o 186,096 206,184 1,739,215
Property leased to others, at cost, less accumulated depreciation of
¥69,835 million ($652,664 thousand) in 2005 and ¥55,628 million
iN 2004 (NOtES 2. 8NA 7) ..ccvveeoeeeeeeeeeee e 248,338 256,370 2,320,916
Total investments and long-term receivables .............c.coccoviiiicns 1,243,742 1,285,870 11,623,757
Property, plant and equipment, at cost (Notes 2 and 7):
Land and [and imProVEMENTS .......ccoieiiiiiiiiiiiiee e 178,348 179,450 1,666,804
BUITAINGS e 284,105 288,668 2,655,187
Equipment ... 360,024 322,240 3,364,710
Mining rights 20,611 18,100 192,626
843,088 808,458 7,879,327
Accumulated depreciation (310,782) (308,944) (2,904,505)
Net property, plant and equipment 532,306 499,514 4,974,822
Prepaid pension cost (NOt€ 9) ..........ccoooiiiiieiieeeee e 84,709 105,797 791,673
Deferred income taxes (NOt€ 10) ...........ccccovvieiiviiiiieiiieieeeieees e 89,284 118,274 834,430
Intangible assets (Notes 2, 6 and 9)............ccceoivieiiiiiiiiiiecie e 35,548 35,477 332,224
GoodWill (NOtES 2 8NA 6) ... 27,509 28,793 257,093
Other @SSEES ..........oooviiiiiiiiiii e 101,587 100,505 949,412
Total @SSetS .........coiiiiiiiiiii ¥4,208,037 ¥4,254,194 $39,327,449
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Thousands of

U.S. Dollars
Millions of Yen (Note 1)
LIABILITIES AND SHAREHOLDERS' EQUITY 2005 2004 2005
Current liabilities:
Short-term loans (Notes 7, 8 and 16) ............cccevvcueeiiieiiiiieiiesieieeeae, ¥ 344,597 ¥ 474,735 $ 3,220,533
Current portion of long-term debt (Notes 7, 8and 16) ............cccccccovvvveen. 314,501 328,816 2,939,262
Notes and accounts payable — trade:
Notes and acceptances payable (NOte 7) ........cccoovveevieiiiiiiieeiee, 207,663 204,574 1,940,776
ACCOoUNtS PAYADIE ..o 650,387 629,279 6,078,383
Due to affiliated COMPANIES .....cooviiiiiiiiiieee e 44,817 44,228 418,850
Advance payments received from cuStomMers ..........cc.cccoooeviiiioiiieeceie 80,502 76,684 752,355
INCoME taXxeS (NOTE TO) ... 13,541 13,262 126,551
Deferred income taxes (NOte T0) ..........cccueivceiecieeiieeeieeieeee e 3,849 2,535 35,972
Accrued expenses and other current liabilities (Note 7) ............ccccveveeenn.. 222,721 190,705 2,081,505
Total current liabilities 1,882,578 1,964,818 17,594,187
Long-term debt, less current portion (Notes 7, 8and 16) ........................... 1,813,722 1,822,473 16,950,673
Employees’ retirement benefits (Note 9) ...............cc.coovvviiiieiiiiiiiicii 9,319 8,786 87,093
Deferred income taxes (NOt€ 10) ...........cccccoveeeieiiciiiiiiieiieeeieeeee e 18,851 23,536 176,178
Minority interests in consolidated subsidiaries ......................................... 40,415 41,599 377,711
Commitments and contingent liabilities (Note 78)
Shareholders’ equity (Note 11):
Preferred stock (Note 12):
Class | with no stated value:
Authorized shares — 100,000,000
Issued and outstanding shares — 75,500,000 in 2005 and 2004 ........... 37,750 37,750 352,804
(aggregate liquidation preference of ¥75,500 million)
Class Il with no stated value:
Authorized shares — 100,000,000
No shares issued and outstanding ..........ccoocveeiiiiiiiieiiii e - - -
Common stock:
Authorized shares - 4,300,000,000
Issued and outstanding shares — 1,494,021,081 in 2005 and 2004 ......... 194,039 194,039 1,813,448
CapItal SUTPIUS .o 125,436 125,430 1,172,299
Retained €arNiNgS ... ...cooiiiiiiiiiiie e 131,195 94,870 1,226,121
Accumulated other comprehensive loss (Notes 3, 9, 10 and 13)................. (45,126) (59,025) (421,738)
Cost of common stock in treasury — 854,465 shares
in 2005 and 714,433 shares in 2004 ............ccooeioieieeeeeeeeeeeeeeeeeee (142) (82) (1,327)
Total shareholders’ eqUItY ..........coooviiiiiiiiiiiiiceeee e 443,152 392,982 4,141,607
Total liabilities and shareholders’ equity ...................................... ¥4,208,037 ¥4,254,194 $39,327,449

See accompanying notes.




Consolidated Statements of Income

Marubeni Corporation
Year ended March 31, 2005, 2004 and 2003

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2005 2004 2003 2005
Revenues (Note 2):
Revenues from trading and other activities ......................... ¥2,877,544 ¥2,624,011 ¥2,520,531 $26,892,935
Commissions on services and trading margins .................. 161,108 150,158 160,636 1,505,682
TOTAl oo 3,038,652 2,774,169 2,681,167 28,398,617
(Total volume of trading transactions:
2005, ¥7,939,437 million ($74,200,346 thousand)
2004, ¥7,905,640 million
2003, ¥8,793,303 million) (Notes 2, 4 and 14)
Cost of revenues from trading and other activities ................. 2,602,597 2,364,708 2,256,524 24,323,337
Gross trading Profit .......ocoeeieeiie i 436,055 409,461 424,643 4,075,280
Expenses and other:
Selling, general and administrative expenses .................... 342,929 330,032 345,612 3,204,944
Loss on the transfer of the substitutional portion of the
employee pension fund liabilities, net of subsidy received
of ¥13,405 million ($125,280 thousand) (Note 9) .............. 1,453 - - 13,579
Provision for doubtful accounts (Note 5) ...........cccccccceeuee... 6,298 805 5,660 58,860
INTEreSt INCOMIE .o (23,408) (20,361) (26,605) (218,766)
INEreSt EXPENSE ...viiiiiiiiie it 43,598 43,835 50,118 407,458
DIvVIAeNd INCOME ... (8,989) (7,198) (6,797) (84,009)
Impairment loss on investment securities (Note 3) ............ 7,438 10,451 27,083 69,514
Gain on sales of investment securities (Note 3)................. (36,147) (26,528) (14,351) (337,822)
Loss (gain) on property, plant and equipment (Note 6) ....... 10,549 1,655 (8,530) 98,589
Other —net (Notes 2and 15) ........ccccoeveveeiveeiiisiiiieiiee, 36,482 17,970 16,107 340,952
TOTAl e 380,203 350,561 388,297 3,653,299
Income before income taxes, minority interests and
equity in earnings of affiliated companies ..................... 55,852 58,900 36,346 521,981
Provision (benefit) for income taxes (Note 10):
CUITENT oot 27,230 20,705 16,931 254,486
DEeferred .....co.ooiiiiioiee e 6,607 14,913 (657) 61,748
33,837 35,618 16,274 316,234
Income before minority interests and equity
in earnings of affiliated companies ............................... 22,015 23,282 20,072 205,747
Minority interests ......................ccociiiii (1,440) (2,988) (3,180) (13,458)
Equity in earnings of affiliated companies - net
(after income tax effects) (Notes 4 and 10) 20,672 14,271 13,420 193,197
Netincome ..............ooooiiiiiii ¥ 41,247 ¥ 34,565 ¥ 30312 $ 385,486
Income available to preferred shareholders (Note 79) ....... ¥ 1,510 ¥ 442 ¥ = $ 14,112
Net income available to common shareholders ................ ¥ 39,737 ¥ 34,123 ¥ 30,312 $ 371,374
U.S. Dollars
Yen (Note 1)
Basic earnings per 100 common shares (Note 2) ............... ¥2,661 ¥2,285 ¥2,030 $24.87
Diluted earnings per 100 common shares (Note 2) ............ ¥2,231 ¥2,016 ¥1,896 $20.85

See accompanying notes.
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Consolidated Statements of Changes in Shareholders’ Equity

Marubeni Corporation
At March 31, 2005, 2004 and 2003

Thousands of U.S. Dollars

Millions of Yen (Note 1)
2005 2004 2003 2005
Class | preferred stock (Note 12):
Balance at beginning of year ¥ 37,750 by - ¥ - $ 352,804
Stock issued - 37,750 - -
Balance at end of year ¥ 37,750 ¥ 37,750 ¥ - $ 352,804
Common stock:
Balance at beginning of year .............. ¥194,039 ¥194,039 ¥ 194,039 $1,813,448
Balance at end of year ... ¥194,039 ¥194,039 ¥ 194,039 $1,813,448
Capital surplus:
Balance at beginning of year .............. ¥125,430 ¥ 87,765 ¥ 216,993 $1,172,243
Transfer to retained earnings
(NOtE T7) vttt - = (129,228) -
Excess of proceeds from issuance
of preferred stock over the amount
assigned to the preferred
stock account (Note 12) ................... - 37,665 - -
Gain on sales of treasury stock ... 6 - - 56
Balance at end of year ...... ¥125,436 ¥125,430 ¥ 87,765 $1,172,299
Retained earnings
(accumulated deficit):
Balance at beginning of year .............. ¥ 94,870 ¥ 64,786 ¥ (94,754) $ 886,635
Netincome ..o 41,247 ¥41,247 34,565 ¥34,565 30,312 ¥30,312 385,486 $385,486
Cash dividends — common and
preferred stocks ... . (4,922) (4,481) - (46,000)
Transfer from capital surplus (Note 11) - - 129,228 -
Balance at end of year ...........c......... ¥131,195 ¥ 94,870 ¥ 64,786 $1,226,121

Accumulated other
comprehensive loss (Note 13):

Balance at beginning of year .............. ¥ (59,025) ¥ (86,441) ¥ (52,375) $ (551,635)

Unrealized gains (losses) on
investment securities, net of

reclassification (Note 3) ... 11,734 43,290 (8,749) 109,664
Currency translation adjustments,

net of reclassification ............cc.coc.o... (1,659) (15,247) (20,854) (15,505)
Unrealized gains (losses) on

derivatives, net of reclassification ... 3,859 (597) (4,101) 36,065
Minimum pension liability

adjustment (Note 9) ..........ccocoove.. (35) (30) (362) (327)
Other comprehensive income (loss),

NEt Of 1AX oo 13.899 13,899 27.416 27,416 (34,066) (34,066) 129.897 129,897
Comprehensive income (loss) ............ ¥55,146 ¥61,981 ¥ (3,754) $515,383
Balance at end of year ...................... ¥ (45,126) ¥ (59,025) ¥ (86,441) $ (421,738)

Cost of common stock in treasury:
Balance at beginning of year .............. ¥ (82) ¥ (98) ¥ 8) $ (766)
Treasury stock (repurchased) sold ..... (60) 16 (90) (561)
Balance at end of year ...... ¥ (142) ¥ (82) ¥ (98) $  (1,327)

Disclosure of reclassification
amount for the year ended:
Unrealized gains (losses) on

investment securities arising
during the period .........ccoevivriernnnn, ¥ 28,315 ¥ 51,762 ¥ (19,036) $ 264,626

Less: reclassification adjustments
for (gains) losses included in

NELINCOME .ot (16,581) (8,472) 10,287 (154,962)
Net unrealized gains (losses) ............. ¥ 11,734 ¥ 43,290 ¥ (8,749) $ 109,664
Currency translation adjustments

arising during period ...........cccccceeevne, ¥ (4,295) ¥(17,803) ¥ (27,252) $ (40,140)
Less: reclassification adjustments

for losses included in net income ... 2,636 2,556 6,398 24,635
Net currency translation adjustments ... ¥ (1,659) ¥ (15,247) ¥ (20,854) $ (15,505)
Unrealized gains (losses) on derivatives

arising during the period ................... ¥ 6431 ¥ (5) ¥ (4,618 $ 60,102

Less: reclassification adjustments
for (gains) losses included in

NELINCOME .ot (2,572) (5692) 517 (24,037)
Net unrealized gains (losses)
ON derivatives ........cccoovevviveeinnnns ¥ 3,859 ¥ (597) ¥ (4,101) $ 36,065

See accompanying notes.



Consolidated Statements of Cash Flows

Marubeni Corporation
Year ended March 31, 2005, 2004 and 2003

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2005 2004 2003 2005
Operating activities
NET INCOME ..o ¥ 41,247 ¥ 34,565 ¥ 30,312 $ 385,486
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation and amortization ....... 65,703 54,261 63,665 614,047
Provision for doubtful accounts 6,298 805 5,660 58,860
Equity in earnings of affiliated companies,
less dividends received .........ccccoeeiiiiiiiiiiiiiie (13,049) (598) (5,555) (121,953)
(Gain) loss on investment securities (28,709) (16,077) 12,732 (268,308)
Loss (gain) on property, plant and equipment ................. 10,549 1,665 (8,530) 98,589
Deferred iNCOME 1aXES ...ovvvivvieiiiieiiieeieeeeee e 6,607 14,913 (657) 61,748
Changes in operating assets and liabilities:
Notes and accounts receivable ..............ccccocvvveeneeene... (4,080) 57,711 76,603 (38,131)
INVENTOTIES ..o 17,561 (1,102) 15,637 164,121
Advance payments to suppliers and
prepaid expenses and other assets ...........cccccocoeeee... (4,045) 15,138 (1,062) (37,804)
Prepaid pension Cost........cccccoovviiiiiainrennn. 21,088 7,208 (8,819) 197,084
Notes, acceptances and accounts payable 33,201 18,839 (13,898) 310,290
Advance payments received from customers and
accrued expenses and other liabilities ....................... 38,199 (2,704) 19,155 357,000
[NCOME TAXES ..oiiiiiiiiiiiiiiii e 1,283 (637) 3,996 11,991
Other..oooiieii e (18,029) 17,683 5,649 (168,497)
Net cash provided by operating activities 173,824 201,560 194,788 1,624,523
Investing activities
Proceeds from sales and redemptions of securities and
Other INVESTMENTS ...oviiiiiiiiiiiie e 95,459 106,326 108,092 892,140
Purchases of securities and other investments ................ (66,356) (52,346) (82,796) (620,150)
Proceeds from sales of property, plant and equipment
and property leased t0 Others ..........cccoevviviiiiiiciic 20,849 15,195 47,783 194,850
Purchases of property, plant and equipment and
property leased to others (65,324) (66,478) (59,663) (610,505)
Collection of loans receivable ... 98,813 131,470 165,363 923,486
Loans made to customers (35,545) (59,127) (61,523) (332,196)
OtNEI e (1,853) (17,057) (4,015) (17,317)
Net cash provided by investing activities ..............ccc.cccee. 46,043 57,983 113,241 430,308
Financing activities
Net decrease in short-term [0ans .............ccccceeeiviiiiieennn.. (119,698) (173,240) (53,423) (1,118,673)
Proceeds from long-term debt ............ooooeviiiiiiiii, 387,677 458,836 368,218 3,623,150
Payments of long-term debt............cccoooviiiiiiiiiiiieece (497,929) (589,521) (609,920) (4,653,542)
Cash dividends paid — common and preferred stocks......... (4,922) (4,481) - (46,000)
(Purchase) sale of treasury stock ............cccccocveiiiiiiiiiiinn.. (54) 16 (90) (505)
Proceeds from issuance of preferred stock ... - 75,415 - -
OtNET o (3,131) (963) 1,214 (29,262)
Net cash used in financing activities ................ccccoccooeeen.. (238,057) (233,938) (294,001) (2,224,832)
Effect of exchange rate changes on cash and
cashequivalents ... (1,347) (13,385) (14,159) (12,588)
Net (decrease) increase in cash and
cash equivalents ..........................coooii (19,537) 12,220 (131) (182,589)
Cash and cash equivalents at beginning of year ............... 478,731 466,511 466,642 4,474,122
Cash and cash equivalents atend of year ...................... ¥ 459,194 ¥ 478,731 ¥ 466,511 $ 4,291,533
Supplemental cash flow information:
Cash paid during the year for:
Interest ............. ¥ 45,045 ¥ 45,071 ¥ 52,864 $ 420,981
Income taxes 27,072 21,149 12,935 253,009
Non-cash investing activities:
Exchange of assets:
Fair value of assets received ............c.ccooevevicvennennne... 66 18,397 30,270 617
Carrying value of assets surrendered ...........c.....covo... 14 16,665 24,239 131
Contribution of securities to employee
retirement benefit trusts ........c.ccccooiiiiiiii - - 8,746 -

See accompanying notes.
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Notes to Consolidated Financial Statements

Marubeni Corporation
Years ended March 31, 2005 and 2004

1 | Basis of Financial Statements

Marubeni Corporation (the “Company”), a Japanese corporation,
maintains its books and records and prepares its financial statements
in Japanese yen. The accompanying consolidated financial state-
ments differ from the non-consolidated financial statements issued
for domestic purposes in Japan. In addition to consolidation, they
reflect certain adjustments not recorded in the Company’s books,
which in the opinion of management are appropriate to present the
Company’s financial position, results of operations, and cash flows in
accordance with accounting principles generally accepted in the
United States. The principal adjustments are: (1) recognition of
installment sales on the accrual basis, (2) recognition of the value
ascribed to warrants, (3) accounting for pension costs, (4) accounting
for certain investments in debt and marketable equity securities,

2 | Significant Accounting Policies

Consolidation

The consolidated financial statements of the Company include the
accounts of all majority owned domestic and foreign subsidiaries
(together, the “Companies”). Significant intercompany transactions
and accounts have been eliminated. When a subsidiary sells stock to
unrelated third parties, the Company's shareholdings in the subsidiary
decreases while the price per share changes, depending on the price
of the new stock issued. The Company recognizes such a change in
the price per share in earnings at the time of the sale of stock.

In January 2003, the Financial Accounting Standards Board (FASB)
issued FASB Interpretation 46, Consolidation of Variable Interest
Entities, an interpretation of ARB No. 51 (FIN 46). In December 2003,
the FASB modified FIN 46 to make certain technical corrections and
address certain implementation issues that had arisen. FIN 46
provides a new framework for identifying variable interest entities
(VIEs) and determining when a company should include the assets,
liabilities, noncontrolling interests and results of activities of a VIE in
its consolidated financial statements. FIN 46 requires a VIE to be
consolidated if a party with an ownership, contractual or other
financial interest in the VIE (a variable interest holder) is obligated to
absorb a majority of the risk of loss from the VIE's activities, is
entitled to receive a majority of the VIE's residual returns (if no party
absorbs a majority of the VIE's losses), or both. A variable interest
holder that consolidates the VIE is called the primary beneficiary. FIN
46 also requires disclosures about VIEs that the variable interest
holder is not required to consolidate but in which it has a significant
variable interest.

The Companies applied FIN46 immediately for the Compa-
nies’ interests in VIEs created after January 31, 2003, and for
the Companies’ interests in special purpose entities created
before February 1, 2003 on October 1, 2003. The provisions of
FIN 46, as revised, were adopted as of January 1 2004, for the
Companies’ interests in all VIEs. The adoption of FIN46 did not
have a material impact on the Company's financial positions and
results of operations.

Certain subsidiaries have been included on the basis of a fiscal
year-end on or after December 31, but prior to the parent company’s
fiscal year-end of March 31. There have been no significant transac-
tions with such subsidiaries during the intervening periods.

(5) deferred gain on sales of property for tax purposes, (6) accounting
for goodwill and other intangible assets, (7) accounting for derivative
instruments and hedging activities, (8) accounting for sale-leaseback
of real estate and other, and (9) accounting for debt issuance costs.

Certain reclassifications have been made in the 2004 and 2003
financial statements to conform to the presentation for 2005.

The translation of Japanese yen amounts into U.S. dollar
amounts for the year ended March 31, 2005 is included solely for
the convenience of readers outside of Japan and has been made at
¥107 to $1, the exchange rate prevailing on March 31, 2005. The
translation should not be construed as a representation that the
Japanese yen amounts could be converted into U.S. dollars at this
or any other rate.

Use of estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires manage-
ment to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes.
Although the actual results could differ from those estimates,
management does not believe that any differences would materially
affect the consolidated financial statements of the Company.

Foreign currency translation
Assets and liabilities included in financial statements of foreign
subsidiaries and affiliated companies are translated into Japanese
yen at the respective year end rates. All income and expenses
accounts are translated at the average rates prevailing during the
year. The resulting translation adjustments are included in accumu-
lated other comprehensive loss.

Foreign currency-denominated receivables and payables are
translated into Japanese yen at the year end rates with the resulting
gains and losses recognized in earnings of the year.

Cash equivalents

The Companies consider deposits in banks and securities purchased
under resale agreements with an original maturity of three months or
less to be cash equivalents.

Investment securities

Management determines the appropriate classification of investment
securities as either trading, held-to-maturity or available-for-sale
securities at the date of purchase.

Trading securities

Trading securities are held for resale in anticipation of short-term
market movements. Trading securities, consisting primarily of
marketable equity securities, are stated at fair value. Gains and
losses are included in gain/loss on sales of investment securities.

Held-to-maturity securities

Debt securities are classified as held-to-maturity when the Compa-
nies have the positive intent and ability to hold the securities to
maturity. Held-to-maturity securities are stated at amortized cost,
adjusted for amortization of premiums and accretion of discounts to
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Notes to Consolidated Financial Statements

maturity. Such amortization and accretion are included in interest
income. Interest on securities classified as held-to-maturity is
included in interest income. Declines in fair value judged to be other
than temporary on held-to-maturity securities are included in
impairment loss on investment securities.

Available-for-sale securities

Marketable equity securities not classified as trading and debt
securities not classified as trading or held-to-maturity are classified as
available-for-sale securities and are carried at fair value, with the
unrealized gains and losses, net of taxes, reported in accumulated
other comprehensive loss in shareholders’ equity. The amortized
cost of debt securities in this category is adjusted for the amortiza-
tion of premiums and accretion of discounts to maturity. Such
amortization and accretion are included in interest income. Realized
gains and losses and declines in fair value judged to be other than
temporary on available-for-sale securities are included in gain/loss on
sales of investment securities and impairment loss on investment
securities, respectively. The average cost of securities sold is used in
the determination of realized gains or losses. Interest and dividends
on investment securities classified as available-for-sale are included
in interest income and dividend income, respectively.

Inventories

Inventories, which primarily consist of commaodities, merchandise
and real estate held for sale, are stated at the lower of cost (primarily
specific or moving average cost) or market (generally replacement
cost). Inventories included real estate for sale of ¥93,338 million
($872,318 thousand) and ¥106,947 million at March 31, 2005 and
2004, respectively.

Investments

The Companies’ investments in affiliated companies (investees over
which the Companies have the ability to exercise significant
influence) are stated at cost, adjusted for equity in their undistributed
earnings or accumulated losses since acquisition. Other investments
are primarily non-marketable equity securities and are stated at cost,
adjusted for any declines in value judged to be other than temporary.

Loans and allowance for doubtful accounts
Loans including accounts receivable are stated at cost.

In evaluating the credit risk relating to loans, the Companies
categorize them based on the potential exposures for credit ratings
of debtors, geographical and other considerations. When a loan is
impaired, the allowance for credit losses is determined based on
discounted cash flows using the loans’ initial effective interest rate or
the fair value of the collateral for certain collateral dependent loans.
For other loans, the allowance for credit losses is determined based
on a historical bad debt ratio by the credit risk category. When loans
are legally or contractually determined to be uncollectible, the loans
are offset against their respective allowances.

Cash received on impaired loans is either applied against the
principal of such loans or reported as interest income, based on
management’s judgment with regard to the collectibility of the
principal. The Companies discontinue the accrual of interest when
loans are past due for a period of 180 days or more. The accrual of
interest is resumed when agreements for rescheduling of payment is
made and receipt of interest is probable.

Loans ninety days past due are noted as delinquent and moni-
tored for collectibility. The recorded investments in loans ninety days
past due and still accruing interest were not significant at March 31,
2005 and 2004.

Leases

The Company and certain of its subsidiaries lease fixed assets under
direct financing leases and operating leases as lessors. Income from
direct financing leases is recognized by amortization of unearned
income over the lease term at a constant periodic rate of return on
the net investment. Operating lease income is recognized over the
lease term on a straight-line basis.

The Company and certain of its subsidiaries lease fixed assets
under operating leases and capital leases as lessees. For capital
lease obligations, interest expense is recognized over the lease term
at a constant periodic rate on the lease obligation. Accumulated
depreciation of the leased assets is recognized over the lease term
on a straight-line basis. Rental expense on operating leases is
recognized over the lease term on a straight-line basis.

Depreciation

Depreciation of property, plant and equipment (including property
leased to others) is determined by the declining-balance or the
straight-line method (primarily for buildings) at rates based on the
estimated useful lives of the respective assets, which are from 2 to
50 years.

Mining rights
The FASB issued FASB Emerging Issue Task Force Issue 04-2,
Whether Mineral Rights are Tangible or Intangible Assets (EITF 04-2).
In this regard, the FASB also issued FASB Staff Position (FSP) No.
141-1 and 142-1, which amend SFAS 141 and SFAS142. In accor-
dance with EITF 04-2 and FSP No. 141-1 and 142-1, all mining rights,
which were previously classified as intangible assets, have been
reclassified in Property, plant and equipment in the consolidated
balance sheets.

Mining rights are primarily amortized by the unit-of-production
method or straight-line method.

Long-lived assets other than goodwill and other intangible assets
Long-lived assets held and used are evaluated for impairment and
written down to their fair value if the sum of their expected future
cash flows is less than the carrying amount of the assets. Long-lived
assets to be disposed of are reported at the lower of the carrying
amount or fair value less cost to sell.

Business combinations

In accordance with Statement of Financial Accounting Standards No.
141, Business Combinations, the purchase method of accounting is
used for all business combinations. The Company separately
recognizes and presents acquired intangible assets as goodwill or
other intangible assets.

Goodwill and other intangible assets

Effective April 1, 2002, the Companies adopted Statement of
Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets (SFAS 142). SFAS 142 prohibits the amortization of
goodwill and intangible assets with indefinite useful lives. SFAS 142
requires that these assets be reviewed for impairment at least
annually. Intangible assets with finite lives will continue to be
amortized over their estimated useful lives. Additionally, SFAS 142
requires that goodwill included in the carrying value of equity method
investments no longer be amortized. The Companies annually test
goodwill for impairment using the two-step process prescribed in
SFAS 142. The first step is a screen for potential impairment, while
the second step measures the amount of the impairment, if any.



Asset retirement obligations

Effective for the year ended March 31, 2004, the Companies
adopted Statement of Financial Accounting Standards No. 143,
Accounting for Asset Retirement Obligations (SFAS 143). SFAS 143
requires legal obligations associated with the retirement of long-lived
assets to be recognized at their fair value at the time that the
obligations are incurred. Upon initial recognition of a liability, that cost
should be capitalized as part of the related long-lived asset and
allocated to expense over the useful life of the asset. The adoption of
SFAS 143 did not have a material impact on the Company's financial
positions and results of operations.

Financial instruments with characteristics of both liabilities and
equity

Effective for the year ended March 31, 2004, the Companies
adopted Statement of Financial Accounting Standards No. 150,
Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity (SFAS 150). SFAS 150 established
standards for how an issuer classifies and measures certain financial
instruments with characteristics of both liabilities and equity. The
adoption of SFAS 150 did not have a material impact on the
Company's financial positions and results of operations.

Revenue recognition and total volume of trading transactions
The trading transactions undertaken by the Companies take many
forms and consist of those in which the Companies act as principal
and those in which the Companies act as agent. In agency transac-
tions, payment for goods is made directly by the purchaser to the
supplier. The Companies derive revenues from sales of goods,
performance of services and commissions on trading transactions.

Although the Companies legally act as a principal, certain
transactions are reported net, as commissions, when the margins
thereon are in substance considered commissions in accordance
with FASB Emerging Issue Task Force Issue 99-19 Reporting
Revenue Gross as a Principal versus Net as an Agent (EITF 99-19).
When the Company is not the primary obligor and do not have
general inventory risk, it generally presents the transaction net. The
presentation may change according to changes in form or substance
of transactions.

The total volume of trading transactions, which is voluntarily
disclosed in the statements of income, includes the sales value of all
transactions in which the Companies participate, regardless of the
form of such transaction, based on the practice of the Japanese
trading companies.

The Companies’ revenues and commissions are recognized when
they are realized or realizable and earned. Revenues and commis-
sions are realized or realizable and earned when the Companies have
persuasive evidence of an arrangement, the goods have been
delivered or the services have been rendered to the customer, the
sales price is fixed or determinable and collection is reasonably
assured.

Sale of goods: In acting as a principal, revenue from the sale of
goods is recognized when the delivery conditions are met. These
conditions are considered to have been met when the goods are
received by the customer or title to securities such as bills of lading
are transferred to the customer. In addition, if required the imple-
mentation testing needs to be fully completed and any future
obligations need to be perfunctory and not affect the customer’s final
acceptance of the arrangement of revenue to be recognized.

Performance of services: Commissions are recognized when the
contracted services to the third-party customers are completed. In
acting as agent, the Companies recognize commissions when
contracted services are fully rendered to the customers.
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Long-term and large scale construction arrangements: Revenue
is recognized by the completed-contract method unless reasonably
dependable estimates of costs and extent of progress can be
made, in which case revenue is recognized by the percentage-of-
completion method.

Shipping and handling costs are included in cost of revenues.

Other expenses — net

Other expenses — net includes losses incurred in liquidating
subsidiaries and affiliated companies of ¥412 million ($3,850
thousand), ¥6,549 million and ¥12,542 million for the years ended
March 31, 2005, 2004 and 2003, respectively.

Other expenses — net for the year ended March 31, 2005 also
includes a loss on investment in and receivables from P.T. Chandra
Asri 