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Financial Highlights

(Yenin millions)

(Dallarsin thousands)

Y ears ended March 31 2003 2002 2003
Property and Casualty Net Premiums WHHten .......ccccoeveeeevevecece e ¥ 1,898,557 ¥1,381,483 $15,821,308
Life PremiumSMNoe) .ottt st s sre e 262,486 209,208 2,187,383
Net Investment INCOMEMNE . ... ettt 108,311 104,681 902,592
NEL INCOME ... ittt e s rrr e e e e e an b e e e e s e e nnnnee e e e e e nneees 378,017 160,717 3,150,142
Tota Assatsat year-end Mo ..o 10,893,363 8,559,177 90,778,025
StOCKNOIJErS EQUILY a8 YER-ENG +...vvveeeeeeeeeoeeeeeeeeseseeeeeeeseeeesessseseseseseesee 2,824,316 2,509,694 23,535,967
Net Premiums Written Net Investment Income®™? Net Income®™? Total Assets™?
(Yenin billions) (Yeninbhillions) (Yenin billions) (Yeninbhillions)
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Note 1: Millea Holdings' financial results for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings.

Note 2: U.S. dollar amountsin this Annual Report have been translated from yen, for convenience only, at the rate of ¥120=U.S. $1.
Note 3: See note 2 “ RESTATEMENTSAND RECLASS FICATIONS' to consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries

During the fiscal year ended March 31, 2003, a slowdown in the global
economy had a negative impact on exports and manufacturing activity in
the sluggish Japanese economy, resulting in a continuing high unemploy-
ment rate. As the economy showed few signs of recovery, the stock mar-
ket continued to decline.

In the property and casualty insurance sector, amid challenging market
conditions mirroring the sluggish Japanese economy, recently merged in-
surance companies struggled to increase the efficiency of their opera-
tions and improve their products and services.
In the life insurance sector, severe conditions
persisted, as many companies were unable to
stop adide in their insurance-in-force and were
confronted with the problem of anegative yield
gap due to low interest rates.

Under the above operating environment, Millea
Holdings was established as an insurance hold-
ing company on April 2, 2002, having The Tokio
Marine and Fire Insurance Company, Limited
(“Tokio Marine”) and The Nichido Fireand Ma-
rine Insurance Company, Limited (“Nichido
Fire") asits wholly owned operating subsidiar-
ies. Millea Holdings aims to turn the Millea
Group into aleading global insurance group. As
a management policy, the Group aims to meet

Kunio Ishihara
President

the “security and safety” needs of al of its cus-
tomers by taking advantage of the strengths and
characteristics of each subsidiary.

Millea Holdings has formulated a business plan centered on the objec-
tives of increasing earningsin its core property and casualty and lifein-
surance businesses, and expanding the business operationsto include high-
profit and high-growth areas. The objective of the business plan is to
build a solid earnings base for property and casualty and life insurance
operations by further strengthening the domestic property and casualty
insurance business and allocating additional management resources to
life insurance operations. The plan focuses on four areas of core opera-
tions, property and casualty insurance, life insurance, overseas insurance
business mainly in Asia, and other businesses with significant synergies
with insurance operations. Millea Holdings aims to optimize its business

portfolio and to improve return on equity (ROE). Through the implemen-
tation of the plan, Millea Holdings aims to maximize the corporate value
of the Group. In addition to the foregoing, Millea Holdings, as a holding
company, establishes fundamental Group policiesfor compliance and risk
management and oversees interna audits of its subsidiaries.

The Kyoei Mutua Fire & Marine Insurance Company (currently Kyoei
Fire & Marine Insurance Co., Ltd.) and Asahi Mutual Life Insurance
Company, the two companies which aimed to integrate their businesses
under MilleaHoldings, cancelled their planned integration.

The following sections report on the results of our effortsin our core
businesses during the fiscal year ended March 31, 2003.

=

The property and casualty insurance businessis
the largest source of earnings for the Millea
Group. Millea Holdings aims to solidify the
business position of the Group by working to
strengthen underwriting and to increase effi-
ciency aswell as sales. MilleaHoldings has an-
nounced the planned merger of Tokio Marine
and Nichido Fire, subject to the approva of rel-
evant government authorities, to form Tokio
Marine & Nichido Fire Insurance Co., Ltd.
(“Tokio Marine & Nichido”) as of October 1,
2004. The objective of the merger is to maxi-
mize the corporate value of the Millea Group
by creating synergies across the Group, promot-
ing agrowth strategy that combinesthe strengths
of both companies and increasing efficiency

Tomio Higuchi
Chairman

through alarger scale of business. The primary
business mission of Tokio Marine & Nichido
will be to provide customers with the highest quality products and ser-
vices. In order to achieve this, three in-house companies are planned to
be established for personal, commercial and automobile dealer insurance
operations. The in-house company system aims to improve the expertise
and flexibility in each sales channel and market, thereby maximizing the
strengths of each business. Based on this strategy, Tokio Marine & Nichido
intends to further increase customer satisfaction.

The integration of Tokio Marine's and Nichido Fire's products, back
offices and systems has already commenced and has made steady progress.
The two companies have aready integrated their automaobile insurance
products, the largest class of business, and are continuing to integrate
their products and servicesin fire, personal accident and other classes of
insurance business. Millea Holdings understands that the integration of
products, back offices and systems carries significant management risk,



Millea Holdings, Inc. and subsidiaries

and has therefore played a significant role in managing the integration,
involving the management across the relevant divisions of both Tokio
Marine and Nichido Fire. As aresult, the integration has moved forward
successfully.

Much to our regret, in 2002 Nichido Fire received administrative dis-
positions from the Japanese Financial Services Agency pursuant to the
Insurance Business Law. Taking the incident very seriously, MilleaHold-
ings is making the utmost effort to prevent a reoccurrence by improving
compliance functions throughout the Millea Group.

Millea Holdings aims for further growth in the life insurance business as
a core business of the Millea Group. To strengthen its life insurance sub-
sidiaries, Millea Holdings made The Tokio Marine Life Insurance Com-
pany, Limited (“Tokio Marine Life”, aformer subsidiary of Tokio Ma-
rine) and The Nichido Life Insurance Company, Limited (“Nichido Life”,
aformer subsidiary of Nichido Fire) directly owned subsidiaries on April
1, 2003. Subject to the approval of relevant government authorities, the
two companies will be merged into Tokio Marine & Nichido Life Insur-
ance Co., Ltd. on October 1, 2003. As aresult, MilleaHoldings' lifein-
surance businessis expected to work more closely with the property and
casualty insurance subsidiaries, thereby increasing productivity and effi-
ciency.

Millea Holdings is working aggressively to expand its overseas insur-
ance business with afocus on the Asian market, which is expected to be a
window to high profitability and growth in the future. To expedite growth
in the Asian insurance business, MilleaAsia Pte. Ltd. (“MilleaAsia’)
was launched as an intermediate holding company in Singapore, in De-
cember 2002. Millea Holdings transferred the Asian insurance operations
of Tokio Marineto MilleaAsiain April 2003. MilleaAsiaisresponsible
for new business development in the region. In December 2002, Millea
Asiainvested in Newa I nsurance Co., Ltd., a property and casualty insur-
ance company in Taiwan. In April 2003, MilleaAsiasigned an agreement
concerning the investment in Sino Life Insurance Co., Ltd., alife insurer
in China, jointly with Tokio Marine.

Millea Holdings is promoting other businesses that have significant syn-
ergies with insurance operations, comprising asset management, health
care and senior-citizen-related services, risk consulting and staffing ser-
vices. As a part of its efforts in these businesses during the fiscal year
ended March 31, 2003, Millea Holdings established Millea Real-Estate-
Risk Management, Inc. in February 2003, asared estate investment ad-

visory company. Accordingly, the Millea Group is expanding its exper-
tise in asset management to the field of real estate investment in an effort
to increase Group earnings. Moreover, Millea Holdings made Tokio
Marine's and Nichido Fire's ffiliated staffing companiesits direct sub-
sidiariesin March 2003, and merged its four staffing subsidiariesin July
2003 to grow its staffing and human resources related business.

Tokio Marine and Nichido Fire have started their two-year medium-term
management plans from the fiscal year under review. The two companies
made concerted efforts to advance marketing and tackle various issues
under their respective medium-term plans.

Tokio Marine and Nichido Fire began selling “ Super Insurance”, ajointly
developed product, during the fiscal year under review. “Super Insur-
ance” fully integrates property and casualty and life insurance products.
Tokio Marine and Nichido Fire intend to offer lifetime security to their
customers through the marketing of this product, which isanew business
approach. For their corporate customers, Tokio Marine and Nichido Fire
released “ Super Business Insurance”, which was also jointly devel oped.
“Super Business Insurance” offers comprehensive coverage for various
risks faced by corporations.

The range of property and casualty and life insurance products eligible
for over-the-counter sales at banks was expanded during the fiscal year
ended March 31, 2003 as a result of further deregulation. The property
and casualty and life insurance subsidiaries of the Millea Group achieved
significant results from their efforts to market their products at banks.

The Group has made efforts in devel oping the on-line systems for agents
to increase work efficiency and strengthen sales capabilities at both in-
surance companies and agents. During the fiscal year ended March 31,
2003, Tokio Marine and Nichido Fire began to develop “Millea Partners
Net”, a new on-line system for agents utilizing broadband communica-
tions.

During the fiscal year ended March 31, 2003, Tokio Marine and Nichido
Fire continued to enhance the sophistication of their risk management
while enhancing investment returns. To cover payments of claims and
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maturity refunds, the companies further reinforced asset stability and li-
quidity. Both Tokio Marine and Nichido Fire have made progressin re-
ducing their equity holdings, and during the fiscal year under review,
Tokio Marine sold approximately 200 billion yen in shares through ex-
change traded funds. Tokio Marine also engaged in defined contribution
pension plan and investment trust operations as a part of its asset man-
agement business.

Tokio Marine agreed with The Nisshin Fire and Marine Insurance Com-
pany, Limited (“Nisshin Fire”) to form business alliances for products
and services and on a capital tie-up. By the end of March 2005, Tokio
Marine intends to acquire approximately one-third of the total outstand-
ing shares of Nisshin Fire. Millea Holdings believes that this business
and capital tie-up is meaningful from the perspective of further strength-
ening the positive and cooperative relationship between the two compa-
nies. It allows for the acquisition of expertise while lending support to
Nisshin Fire'sretail sales strategy, and opens up sales opportunities for
the Millea Group's life insurance products through Nisshin Fire's distri-
bution channels.

By the end of December 2002, Tokio Marine Life had achieved a mile-
stone by surpassing the one-million mark for its number of policiesin-
force written for individual life and annuity insurance. Moreover, Tokio
Marine Life released “Medical Mini”, amedical insurance product fea-
turing simplified terms and conditions at an affordabl e price, thereby con-
tinuing to expand its business during the fiscal year ended March 31,
2003. Likewise, Nichido Life also increased its number of policiesin-
force.

Millea Holdings' operating income for the fiscal year ended March31,
2003 increased by ¥529.9 hillion from the previousfiscal year to ¥2,178.5
billion, primarily including property and casualty insurance premiums
earned of ¥1,761.0 billion, life premiums of ¥262.5 billion, net invest-
ment income of ¥108.3 hillion, realized |osses on investments of ¥29.9
billion, and gains on derivatives of ¥76.6 billion.

Operating costs and expenses amounted to ¥1,977.1 billion, primarily
including losses, claims and |oss adjustment expenses of ¥1,030.1 bil-
lion, policy acquisition costs of ¥571.1 billion, policy benefits and losses
for life of ¥223.3 billion, and other operating expenses of ¥96.7 billion.

As aresult, income before income tax expense, extraordinary items
and cumulative effect of accounting changes amounted to ¥201.3 billion,
an increase of ¥92.6 hillion or 85.3% from the previous fiscal year. The

main reason for this increase was improvement in underwriting results
and increase in gains on derivatives that are mainly utilized in Millea
Holdings' hedging activities for asset and liability management. Income
tax expense increased by ¥38.2 hillion to ¥71.6 billion.

Net income for the year amounted to ¥378.0 billion, an increase of
¥217.3 billion or 135.2% from the previous fiscal year. Net income for
the year includes extraordinary items amounting to ¥248.3 billion, which
is unallocated negative goodwill arising from the business combination
with Nichido Fire.

Readers should note that the financial results for the previous fiscal
year represent those of Tokio Marine, as predecessor to Millea Holdings.

During the fiscal year ending March 31, 2004, adverse conditions are
expected to prevail in the Japanese economy amid uncertainty for the
outlook of the global economy, conservative capital investment at corpo-
rations, and weak consumer confidence.

In the insurance industry, we expect companies to compete in terms of
various service offerings, products and premium rates while making their
operations more efficient.

Millea Holdings aims to maximize the corporate value of the Group
through the initiatives and targets outlined in its business plans, while
bolstering risk management and compliance functions. In addition, we
aim to advance the merger of Tokio Marine and Nichido Fire aswell as
that of Tokio Marine Life and Nichido Life.

All of our Group management and employees are doing their best at
coordinating efforts to improve the profitability, growth potential and
soundness of the Millea Group. We thank you for your continued guid-
ance and support.



Interview: Kunio Ishihara, President
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A. The main reason behind the merger
decision was an urgent need to stay in
step with the quickening pace of
change in our operating environment
in order to increase the corporate value
of the Millea Group.

The property and casualty insur-
anceindustry in Japan is becoming ex-
tremely competitive, with participation
from other industries and foreign cor-

porations, owing to the rapid liberalization and deregulation in the indus-
try. Theindustry is now entering an erawhere customers choose an insur-
ance company based on their own criteria. In order to manage business
operations from the customers' standpoint amid these rapid changes, we
believeit is necessary to generate greater syn-
ergies within the Millea Group by achieving

Dedler (automobile manufacturer and dealer business division). Thiswill
allow us to respond to the needs of each market in atimely and flexible
way. To improve the level of service of our sales network and to better
reach our customers, we will focus efforts on raising the expertise of our
marketing personnel and aim to expand our support system for 80,000
agents. Through the coordinated efforts of all our agents, we aim to build
a highly professional sales network. We also aim to provide the highest
quality in claims processing.

higher efficiencies through a larger business
scale, and to advance a growth strategy that
combinesthe strengths of both companies. For
these reasons, we decided to establish a new
company through the merger of the two prop-
erty and casualty insurance companies, based
on new management perspectives.

o il
.-"r;r

A. Since their establishment in 1996, Tokio
Marine Life and Nichido Life have rapidly
expanded their operations mainly by cross-
selling through property and casualty insur-
ance agents. Asaresult, thetotal of both com-

panies' life insurance-in-force surpassed the

A.The new company will be a

world-class property and casualty

insurance company in terms of sales

scale, customer base, and financial

soundness. We will make every effort

to makethe new company into one that

emphasizes customer satisfaction and

creates added value from the custom-

ers' viewpoint by providing the finest

products and servicesto our customers.

To achieve these objectives, we are introducing an in-house company
structure that comprises divisions of units along the lines of Personal (re-
gional business division), Commercial (corporate business division) and

one million mark in the number of policies
and exceeded ¥1 trillion in volume. The two companies have numerous
features in common with regard to their infrastructure, including sales
channels, products and systems. Consequently, we determined that the
merger should generate further improvements in productivity and effi-
ciency.

The business model for the new company seeks to substantially in-
crease life insurance marketing personnel and to bolster sales by agents,
thereby improving expertise and sal es efficiency. We plan to increase our
contact with customers by focusing efforts on expanding our sales net-
work, including individual sales personnel, agents specializing in lifein-
surance and over-the-counter sales at banks.
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A. Overseasinsurance operations have
focused mainly on marketing to Japa-
nese corporate customers. In the fu-
ture, we plan to expand the scope of
our insurance operations to include
non-Japanese customers in the Asian
market, which is expected to provide
high profitability and growth potential.
In December 2002, MilleaAsia, asub-
sidiary in Singapore, was launched as
an intermediate holding company overseeing the businesses in the Asian
region. We created a structure for managing the Asian insurance opera-
tions by transferring the Asian subsidiaries of Tokio Marine to Millea
Asia. MilleaAsia plans to expand operations by aggressively pursuing
tie-ups and M&A opportunitiesin the Asian region.

In other business operations, we engage in businesses that have sig-
nificant synergies with insurance operations, such as asset management,
health care and senior-citizen-related businesses, and risk consulting. In
the fiscal year ended March 31, 2003, we established Millea Real -Estate-
Risk Management, making inroads into the real estate investment field
for asset management operations. In July 2003, we merged our four staff-
ing service subsidiaries, to concentrate and expand our staffing-related
business.

A. In the insurance industry, further
liberalization and deregulation will in-
evitably stimulate competition be-
tween insurance companies. The
Millea Group views such an operat-
ing environment as a business oppor-
tunity, and aims to increase corporate
value by expanding profitsthrough ag-
gressive business development and by
reducing business costs. In order to
achieverthis, in the fiscal year ending March 31, 2004, we are faced with
the task to efficiently advance the mergers of Tokio Marine and Nichido
Fire and of Tokio Marine Life and Nichido Life. All of our employeesare
working together on the completion of this task. We are paying particular
attention to risk management and systems integration so as to avoid any
adverse effects on the service we provide to our customers.

A. At present, the Millea Group relies
on its domestic property and casualty
insurance business for alarge portion
of its earnings. However, the domes-
tic property and casualty insurance
market is maturing and becoming
more saturated. To ensure stable earn-
ings and sustained growth, we believe
it is necessary to proactively allocate
management resourcesin fields other
than the domestic property and casualty insurance. We believeit isim-
portant to increase the profit contribution of domestic life insurance op-
erations, overseas insurance operations, and other businesses. Through
theseinitiatives, we aim to increase our corporate value and to become an
insurance group that meets every customer’s needs for security and safety.
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Financial Section

Net premiums written of property and casualty insurance amounted to ¥1,899 hillion, an increase of
37.4% from the previous fiscal year, mainly due to the business combination with Nichido Fire and
an increase in compulsory automobile liability insurance premiums due to the abolition of the gov-
ernment reinsurance scheme. Net premiums earned amounted to ¥1,761 billion, an increase of 31.1%
from the previous fiscal year. Life premiums amounted to ¥262 billion, an increase of 25.5% from
the previous fiscal year.

The ratio of losses and claims incurred and related adjustment expenses to premiums earned for
property and casualty insurance decreased by 0.9 percentage points to 58.5%. This decrease was due
primarily to a decrease in unpaid losses, claims and |oss adjustment expenses resulting from foreign
currency gains attributable to the appreciation of the yen, as well as to the Company’s efforts to
improve underwriting results.

Due to the Company’s effort to reduce expenses, the ratio of underwriting and administrative
expenses incurred to premiums written decreased by 1.7 percentage points to 33.2%.

Net investment income increased by 3.5% to ¥108 billion. Net realized gains on investments de-
creased to negative ¥30 billion mainly due to the increase in impairment losses on equity securities
reflecting the sluggish Japanese equity market. Gains on derivatives increased to ¥77 billion mainly
due to the gains on interest rate swaps and currency swaps that are mainly utilized in the Company’s
hedging activities for asset and liability management.

As aresult, income before extraordinary items and cumulative effect of accounting changes in-
creased by 72.3% to ¥130 billion.

Net income increased by 135.2% to ¥378 billion, including extraordinary items representing
unallocated negative goodwill arising from the business combination with Nichido Fire in the
amount of ¥248 billion. Per American Depositary Share, net income was ¥1,018, compared with
¥519 the fiscal year before.

Investment assets increased by 25.9% to ¥8,345 billion and total assets increased by 27.3% to
¥10,893 billion. Stockholders’ equity increased by 12.5% to ¥2,824 billion. Stockholders’ equity as
a percentage of total assets decreased from 29.3% of the previous fiscal year to 25.9%.
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Net Premiums Written
and Loss Ratios
(Yeninbillions)
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and Expense Ratios (Yen) Investment Assets
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Short-Term Investments Fixed Maturities
79 518
983 98 1,018
9%.0 %3 Other Long-Term
917 Investments
6.7
. Policy Loans
Ratio of_ Expensg 0.4
to Premiums Written
519
448
-Ratio of Loss and
Loss Adjustment Expenses
to Premiums Earned 264 286
Equity Securities
30.4
Mortgage Loans on Real Estate
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Millea Holdings' financial results for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings.
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Anaysis of Insurance Premiums Written—Property and Casualty

(Yeninmillions)

Y ears ended March 31 2003 2002 2001 2000 1999
Hull:
Direct premiumsWritten ........cocvveeeevriereeeereseeeeeeens ¥ 19173 ¥ 19451 ¥ 16554 ¥ 17342 ¥ 20,042
Reinsurance premiumsassumed ..........coeeeveveeeneneneene 9,390 8,961 6,927 7,673 9,656
Reinsurancepremiumsceded...........ococreneinenienenne, 14,363 14,212 9,520 10,461 12,317
Net premiumSWIEEN .....coovevverieieiee e 14,200 14,200 13,961 14,554 17,381
Ratiotototal all lINES ......ccvvvvereei e 0.75% 1.03% 1.05% 1.12% 1.33%
Cargo and Transit:
Direct premiumsWIItteN .......ccccoveenveienreereeeee ¥ 67660 ¥ 59964 ¥ 59317 ¥ 57,734 ¥ 65575
Reinsurance premiumsassumed ..........coeeeeeveeenenneeee 4,458 3,960 2,751 3,041 5,256
Reinsurancepremiumsceded...........cococveneienenenenne, 9,745 8,631 9,029 7,885 9,795
Net premiumSWIEEN ....c.oovevvvereiree e 62,373 55,293 53,039 52,890 61,036
Ratiotototal all lINES ......ccvvvveveei e 3.29% 4.00% 4.01% 4.07% 4.68%
Fireand Allied Lines:
Direct premiumsWrItten .......ccccoveenveienreereeeee ¥ 290,189 ¥ 198155 ¥ 189,755 ¥ 184,282 ¥ 185,763
Reinsurancepremiumsassumed ...........cccceeeeeerenenne. 36,630 24,067 10,881 11,389 12,846
Reinsurancepremiumsceded...........occcvereienenienenne, 67,838 44,587 41171 38,077 39,403
Net premiumSWIEEN ....ccoovevvveceieiee e 258,981 177,635 159,465 157,594 159,206
Ratiotototal al liNeS ........cccceeeevieevciececeecc e, 13.64% 12.86% 12.05% 12.14% 12.20%
Automobile:
Direct premiumsWritten ........coovvveervrereeeereseeeeeens ¥ 009,341 ¥ 708532 ¥ 695711 ¥ 672154 ¥ 662,867
Reinsurancepremiumsassumed ...........cccceeeeerenenne. 6,374 3,146 1,509 2,889 3,380
Reinsurancepremiumsceded...........occcveneienenienenne. 17,596 10,788 10,554 10,451 10,402
Net premiumSWIEEN .....coovevvvereiiee e 898,119 700,890 686,666 664,592 655,845
Ratiotototal all lINES ......ccvvvvereer e 47.31% 50.73% 51.86% 51.20% 50.25%
Personal Accident:
Direct premiumsWIItten ..o ¥ 157434 ¥ 125183 ¥ 130608 ¥ 131,526 ¥ 135555
Reinsurance premiumsassumed ..........coceeeveeeneneneene 2,954 379 216 308 316
Reinsurancepremiumsceded...........ocooeereienenienenne. 5,311 4,335 4,756 2,760 3,028
Net premiumSWIEEN .....coovevvvereiiee e 155,077 121,227 126,068 129,074 132,843
Ratiotototal all lINES ......ccvvvveveei e 8.17% 8.78% 9.52% 9.94% 10.18%
Other:
Direct premiumsWritten ........cccevveereveierecee e ¥ 235025 ¥ 204,773 ¥ 184,605 ¥ 181,243 ¥ 180,789
Reinsurancepremiumsassumed ...........ccocvereeerenenne. 53,121 37,595 15,611 17,525 19,205
Reinsurancepremiumsceded..........ccccoevevvececesiennne, 59,222 45,033 25,881 26,963 25,275
Net premiumSWHLEEN ........ccoceveeerereeere e 228,924 197,335 174,335 171,805 174,719
Ratiotototal al liNeS ........cccveeeveersecescee e 12.05% 14.28% 13.17% 13.25% 13.38%
Total (excluding compulsory automobile liability):
Direct premiumsWritieN .......cccevvveeeeseeeecee e ¥1,678,822  ¥1316,058 ¥1,276550 ¥1,244281  ¥1,250,591
Reinsurancepremiumsassumed ...........cccceeeeerenenne. 112,927 78,108 37,895 42,825 50,659
Reinsurancepremiumsceded..........cooeovvneiernenenines 174,075 127,586 100,911 96,597 100,220
Net premiumSWHLEEN .......ccccoveveeerereeere e 1,617,674 1,266,580 1,213,534 1,190,509 1,201,030
Ratiotototal al liNeS........cccveeiveienreisees e, 85.21% 91.68% 91.66% 91.72% 92.02%
Compulsory Automobile Liability:
Direct premiumsWritieN .......cocevveereseerecee e ¥ 308641 ¥ 193557 ¥ 191,811 ¥ 186911 ¥ 179,179
Reinsurancepremiumsassumed ...........ccceereeerenenne. 212,420 60,254 56,222 54,361 53,035
Reinsurancepremiumsceded..........ccccovevveveceniennne, 240,178 138,908 137,660 133,797 128,106
Net premiumSWIEEN ......coooeeveriiieerre e 280,883 114,903 110,373 107,475 104,108
Ratiotototal al liNeS........cccveeeveierrecisees e 14.79% 8.32% 8.34% 8.28% 7.98%
Tota All Lines:
Direct premiumsWritien .......cocevvveeneveieeecee e ¥1,987,463  ¥1509,615 ¥1468361 ¥1,431,192 ¥1,429,770
Reinsurancepremiumsassumed ...........cccceeeeeerenenne. 325,347 138,362 94,117 97,186 103,694
Reinsurancepremiumsceded..........cccoevevvevecesiennne, 414,253 266,494 238,571 230,394 228,326
Net premiumSWIEEN ......oooevvvreiireere e 1,898,557 1,381,483 1,323,907 1,297,984 1,305,138
Ratiotototal al liNeS........cccveeevevnsecesees e, 100.00% 100.00% 100.00% 100.00% 100.00%

Millea Holdings financial results for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings.



Millea Holdings, Inc. and subsidiaries

L oss and Expense Ratios—Property and Casualty

(2) All Lines Other than Compulsory Automobile Liability:

(Yeninmillions)

Years ended March 31 2003 2002 2001 2000 1999
Hull:
Net premiumSWHLEEN ......c.ccovivvereeeeereeere e 14200 ¥ 14200 ¥ 13961 ¥ 14554 ¥ 17381
Premiumsearned ...........ccoevvveeeieeseeseess e 14,477 13,709 14,102 15,260 19,351
LOSSESINCUITEd ..o 13,050 9,327 8,584 8,942 9,809
[0 LSS = o R 90.1% 68.0% 60.9% 58.6% 50.7%
Cargo and Trangit:
NEt PremiumSWIITEEN ....ovevvieeeieeeecs e 62,373 ¥ 55293 ¥ 53039 ¥ 52890 ¥ 61,036
Premiumsearned ..o 62,017 53,864 52,990 53,455 62,644
LOSSESINCUITED ..ottt s 28,939 27,854 28,009 26,817 31,527
(0TS £ o TR 46.7% 51.7% 52.9% 50.2% 50.3%
Fireand Allied Lines:
Net premiumSWITEEN .......oeveveeirieiere e 258,981 ¥ 177,635 ¥ 159465 ¥ 157594 ¥ 159,206
Premiumsearned ...........ccoevevveeereieseese e 239,318 162,627 153,695 143,900 148,441
LOSSESINCUITEd ..ot 84,363 64,706 63,267 86,836 74,253
[0 LSS 1 o R 35.3% 39.8% 41.2% 60.3% 50.0%
Automobile:
NEt PremiumSWITEEN ....oveveieieeeecs e 898,119 ¥ 700,890 ¥ 686,666 ¥ 664592 ¥ 655845
Premiumsearned ...........ccoveevenveieneiene e 902,491 703,395 682,396 663,696 661,334
LOSSESINCUITED ..ottt s 510,457 391,358 428,273 397,901 377,982
(0TS 1 o TR 56.6% 55.6% 62.8% 60.0% 57.2%
Personal Accident:
Net PremiumSWHLEEN ......c.covvivrereeeeer e 155,077 ¥ 121,227 ¥ 126,068 ¥ 129,074 ¥ 132,843
Premiumsearned ...........ccoevevvieeeveieseese e 155,603 123,976 131,602 133,232 137,883
LOSSESINCUITEd ......cveviieiiiriecsie e 66,604 53,740 56,993 57,558 57,395
[0 LSS = o TR 42.8% 43.3% 43.3% 43.2% 41.6%
Other:
NEt PremiumSWIITEEN ....cvevviceeieeeees e 228924 ¥ 197,335 ¥ 174335 ¥ 171,805 ¥ 174,719
Premiumsearned ...........cccoevvenneieneieneee e 212,988 175,427 167,981 165,033 175,699
LOSSESINCUITED ..ottt s 120,786 117,885 124,344 97,693 90,453
(0TS 1 o TR 56.7% 67.2% 74.0% 59.2% 51.5%
Totd:
Net premiumSWHLEEN ......c.ccvvvvereee e ¥1617,674  ¥1,266580 ¥1,213534 ¥1,190,509  ¥1,201,030
Premiumsearned ...........ccoevviveeeseieseese e 1,586,894 1,232,998 1,202,766 1,174,576 1,205,352
LOSSESINCUITEd ......cveviieiiiriecsie e 824,199 664,870 709,470 675,747 641,419
[0 LSS = o R 51.9% 53.9% 59.0% 57.5% 53.2%
L oss adjustment expenses incurred—unallocated ............. ¥ 5888 ¥ 47307 ¥ 40575 ¥ 41695 ¥ 42107
Ratio of losses and | oss adjustment expenses
incurred to premiums earned..........ccoceeevevesenieseeeenenne 55.6% 57.8% 62.4% 61.1% 56.7%
Underwriting and administrative expenses
INCUITE ..ottt ¥ 579,885 ¥ 440,398 ¥ 438886 ¥ 432,616 ¥ 442149
Ratio of underwriting and administrative expenses
incurred to PremiumS WIHttEN ........cccvveeeececeeeeeeeeeee, 35.8% 34.8% 36.2% 36.3% 36.8%
Combined loss and eXpense ratio ..........coeeeveeereerereeneneene 91.4% 92.6% 98.6% 97.4% 93.5%
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Millea Holdings, Inc. and subsidiaries

L oss and Expense Ratios—Property and Casualty—(Continued)

(2) Compulsory Automobile Liability:

(Yeninmillions)

Y ears ended March 31 2003 2002 2001 2000 1999
Net PremiumMS WILEEN .......cooveveirereeese e ¥ 280,883 ¥ 114903 ¥ 110373 ¥ 107475 ¥ 104,108
Premiums €arned .........ccoeoivirieiierrieee e 174,074 109,964 107,973 106,972 106,787
LOSSESINCUITEL ...ttt 129,482 71,895 70,218 67,257 63,652
[0 1SS] = o TS 74.4% 65.4% 65.0% 62.9% 59.6%

L oss adjustment expenses incurred—unallocated ............. ¥ 17527 ¥ 14142 ¥ 12795 ¥ 11067 ¥ 10,741
Ratio of losses and loss adjustment expenses

incurred to premiums €arned..........c.coveeereereeneeneeneeceenes 84.5% 78.2% 76.9% 73.2% 69.7%
Underwriting and administrative expenses

1001014 = o ¥ 50120 ¥ 42192 ¥ 41019 ¥ 43705 ¥ 439838
Ratio of underwriting and administrative expenses

incurred to PremiuMS WILEEN ........coovvinere e 17.8% 36.7% 37.2% 40.7% 42.3%
Combined loss and expenseratio .........ccoeeeveereecreeneene 102.3% 114.9% 114.1% 113.9% 112.0%

(3) All Lines:

(Yeninmillions)

Y ears ended March 31 2003 2002 2001 2000 1999
Net premiumSWITTEN .......ccoveeirereee e ¥1,898557  ¥1,381,483 ¥1,323907 ¥1,297,984  ¥1,305,138
Premiums €arned .........ccoenivirieierrieee e 1,760,968 1,342,962 1,310,739 1,281,548 1,312,139
LOSSESINCUITEL ...ttt 953,681 736,765 779,688 743,004 705,071
LOSSIALIO ..ttt 54.2% 54.9% 59.5% 58.0% 53.7%

L oss adjustment expenses incurred—unallocated ............. ¥ 76412 ¥ 61449 ¥ 53370 ¥ 52762 ¥ 52848
Ratio of losses and loss adjustment expenses

incurred to premiums earned..........cocovererereeneeneereecenene 58.5% 59.4% 63.6% 62.1% 57.8%
Underwriting and administrative expenses

e U = o [T ¥ 630,005 ¥ 482590 ¥ 479905 ¥ 476321 ¥ 486,137
Ratio of underwriting and administrative expenses

incurred to PremiumS WIHttEN ........cccvveeeve v 33.2% 34.9% 36.2% 36.7% 37.2%
Combined loss and expense ratio .........ccveeeveeereeecrieneneenes 91.7% 94.3% 99.8% 98.8% 95.0%

These tabulations set forth information with respect to the property and casualty loss and expense ratios of Millea Holdings for the last five fiscal years. Lossratios represent the
ratio of lossesincurred to premiums earned. Millea Holdings' financial results for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea
Holdings.
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Millea Holdings, Inc. and subsidiaries

Investments
(Yenin millions)
% of Total Value Shown % of Total
Cost Investments on Balance Sheet Investments
March 31, 2003 and 2002 2003 2002 2003 2002 2003 2002 2003 2002
Securities held to maturity:
Fixed maturities:
Bondsand notes:
Government and government
agenciesand authorities:
Other than United States ............. ¥ 866,971 ¥ 453453 11.62% 8.68%%¥ 866,971 ¥ 453453 10.39% 6.84%
All other corporatebonds................ 16,365 16,735 0.22 0.32 16,365 16,735 0.19 0.25
Total fixed maturitiesheldto
MALUNTY ©oveveeeieecee e 883,336 470,188 11.84 9.00 883,336 470,188 10.58 7.09
Securities available for sale:
Fixed maturities:
Bonds and notes:
Government and government
agenciesand authorities:
United States.......cooveeeeeereerennnne. 140,150 43,313 1.88 0.83 145,505 50,901 1.74 0.77
(O 1 0= 1,935,175 903,702 2595 1729 2,073,303 920,199 2485 13.88

2,075,325 947,015 2783 1812 2,218,808 971,100 2659 14.65

States, municipalitiesand politica

subdivisions:
United States.......coeeveveeeeeseee 44 109 0.00 0.00 64 174  0.00 0.00
(@101 SRR 244,826 299,885 3.28 5.74 264,318 323,832 3.17 4.89
244,870 299,994 3.28 5.74 264,382 324,006 3.17 4.89
PublicutilitieS ......ooooveveeeeeeee, 88,322 34,192 1.18 0.65 92,966 37,000 111 0.56
Convertiblesand bondswith
warrantsattached ...........cocceueeueennen. 70,622 102,074 0.95 1.95 77,320 111,494  0.93 1.68
All other corporatebonds................ 693,321 490,545 9.29 9.39 715,048 505,369 8.56 7.62
Total bondsand notes...................... 3,172,460 1,873,820 4253 3585 3,368,524  1,948969 40.36 29.40
Redeemablepreferred stock ................ 53,100 53,100 0.73 1.02 53,100 53,100 0.65 0.81
Total fixed maturities........cco......... 3225560 1,926,920 4326 36.87 3421624 2,002,069 4101 3021
Equity securities:
Common stocks:
Publicutilities .......ccoeveeeeeeecee s 42,994 27,362 0.58 0.52 62,389 58,332 0.75 0.88
Banks, trust and insurance
COMPANIES......covverrererrrieresiesessesens 296,261 199,838 3.97 3.82 293,903 274397 352 414
Industrial, miscellaneousand all
(611 01< SRR 1,414,698 1,075,156 18.97 20.58 2,089,070 2,296,656 25.03 34.65
Total common stocks........cceeueeueee 1,753,953 1,302,356 2352 2492 2445362 2,629,385 29.30 39.67
Nonredeemablepreferred stocks......... 88,859 64,206 1.19 1.23 88,859 64,206 1.07 0.96
Total equity securities..........coeue... 1,842,812 1,366,562 2471 2615 2534221 2693591 30.37 40.63
Total securitiesavailablefor sale ... 5,068,372 3,293,482 6797 63.02 5955845 4695660 7138 70.84
Trading securities:
Fixed maturities:
Bondsand notes;
Government and government
agenciesand authorities:

Other than United States ............. 24,877 — 0.33 — 24577 — 0.29 —
Publicutilities ......ccooeveeeeecei 1,199 — 0.02 — 1,359 — 002 —
Total trading fixed maturities........... 26,076 — 0.35 — 25,936 — 031 —

Mortgage loanson red estate.................. 148,655 144,323 1.99 2.76 148,655 144,323 1.78 2.18
Real estate—investment properties ......... 82,886 96,967 111 1.86 82,886 96,967 0.99 1.46
Policy [0anS .......coeveeveeereee e 29,171 20,615 0.39 0.39 29,171 20,615 0.35 0.31
Other long-term investments................... 559,355 534,991 750 10.24 559,004 535666  6.70 8.08
Short-term investments.........ooceveeeeceeene 660,370 665,406 885 1273 660,370 665406 791 10.04
Total investments.......cccooeeeeeeeeeeenen. ¥74587221 ¥5,225972 100.00% 100.00%¥8,345,203 ¥6,628,825 100.00% 100.00%

Millea Holdings' financial results for the prior period represent the financial results of Tokio Marine, as predecessor to Millea Holdings.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Income

Y ears ended March 31, 2003, 2002 and 2001

(Yeninmillions, (Doallarsin thousands,
except per share amounts) except per share amounts)
2003 2002("€2) 2001(M€2) 2003
(Restated) (Restated)
Operating income:
Property and casualty:
Net premiumswritten (NOLe5) .....ccveveeevererererereee e ¥1,898557 ¥1,381,483  ¥1,323,907 $15,821,308
Lessincreaseinunearned premiums .........coooeveeeeenesenene. 137,589 38,521 13,168 1,146,575
Premiumsearned (NOtE5) .....cccveereirrirrirre e 1,760,968 1,342,962 1,310,739 14,674,733
Lifepremiums (NOtED5) ......coccveveieeiiececece e 262,486 209,208 162,905 2,187,383
Net investment income (NOtE4) .......cceveeeeeveiesieceeeee e 108,311 104,681 127,852 902,592
Readlized gains (losses) on investments (notes2 and 4) ............ (29,875) (1,020) 56,142 (248,958)
Gains (10SSes) ONAENIVALIVES ......cceeeeeeeeeriecerieeeee s 76,564 (7,319) — 638,033
Total operatinginCoOME ......cccooveeererere e 2,178454 1,648,512 1,657,638 18,153,783
Operating costs and expenses.
L osses, claims and | oss adjustment expenses (notes 5 and 8):
Lossesand claimsincurred and provided for ............c.ce..... 953,681 736,765 779,688 7,947,342
Related adjustment EXPeNnSES........ccvvvverereeeeeseseeseereeeenns 76,412 61,449 53,370 636,767
Total losses, claimsand | oss adjustment expenses............ 1,030,093 798,214 833,058 8,584,109
Policy benefitsand lossesfor life ........cccocceeeeiececcccccee, 223,316 175,016 137,469 1,860,967
Income credited to investment depositsby policyholders ........ 56,011 57,507 59,509 466,758
Policy acquisition COStS (NOEB) .........cevveveeeereirerieieeeee e 571,058 437,012 422 551 4,758,817
Other operating EXPENSES .......ccvvvveeereeeeeeesie e sieseeseesesseereneens 96,668 72,095 72,017 805,566
Total operating costsand eXPeNSES........coeveveverereeeeeenns 1,977,146 1,539,844 1,524,604 16,476,217
Income beforeincometax expense, extraordinary items
and cumul ative effect of accounting changes.................. 201,308 108,668 133,034 1,677,566
Income tax expense (benefit) (note 9):
CUITENL ..o 92,935 53,960 12,886 774,458
DEFEITEA ..o e (21,321) (20,544) 31,473 (177,676)
71,614 33,416 44,359 596,782
Income before extraordinary itemsand cumul ative effect
of accounting changes...........ccocvveee e, 129,694 75,252 88,675 1,080,784
Extraordinary items (N0 3) ......ceeeueeiererere e 248,323 — — 2,069,358
Cumulative effect of accounting changes, net of tax (note 1(g)) . — 85,465 — —
NELINCOME ..t ¥ 378017 ¥ 160,717 ¥ 88,675 $ 3,150,142
Amounts per American Depositary Share, each representing
0.005 shares of common stock in 2003 and 5 shares of common
stock in 2002 and 2001
Basicand diluted:
Income beforeextraordinary itemsand cumulative
effect of accounting changes ..........cccvcvvveverrererenene. ¥ 349 ¥ 244 ¥ 286 $ 2.908
Extraordinary items.........c.cooverrennensesese e 669 — — 5575
Cumulative effect of accounting changes, net of tax .... — 275 — —
NELINCOME ... e ¥ 1018 ¥ 519 ¥ 286 $ 8.483
Cashdividendsdeclared............cccoceevvererecrereecicccee ¥ 5000 ¥ 4250 ¥ 4250 $ 0.417
Weighted average and diluted common sharesin thousands........ 1,857 1,549,692 1,549,692

Millea Holdings' consolidated financial statements for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings. Certain reclassifications
have been made to the prior years' consolidated financial statements and related notes to conform to the 2003 presentation. See accompanying notes to consolidated financial state-
ments.
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Millea Holdings, Inc. and subsidiaries

Consolidated Balance Sheets
March 31, 2003 and 2002
(Yeninmillions) (Dollarsin thousands)
2003 2002(M0€2) 2003
(Restated)

Assts
Investments - other than investmentsin related parties (notes 2 and 4):
Securitiesheld to maturity:
Fixed maturities, at amortized cost [fair value¥1,028,732 million
($8,572,767 thousands) in 2003; ¥476,405 millionin2002] ...........cccceue.e. ¥ 883336 ¥ 470,188 $ 7,361,133
Securitiesavailablefor sale;
Fixed maturities, at fair value [amortized cost ¥3,225,560 million

($26,879,668 thousands) in 2003; ¥1,926,920 millionin2002] ................. 3,421,624 2,002,069 28,513,533
Equity securities, at fair value[cost ¥1,842,812 million
($15,356,767 thousands) in 2003; ¥1,366,562 millionin2002] ................. 2,534,221 2,693,591 21,118,508
Tradingsecurities:
Fixed maturities, at fair value[cost ¥26,076 million ($217,300
thousands) iN2003] .......ccceeereiereresere e enes 25,936 — 216,133
Mortgagel0anSoN real ESLALE ..........cceeeeeererese e 148,655 144,323 1,238,792
INVESEMENE FEal ESEALE........eveeieceriee e 82,886 96,967 690,717
POLICY 10BNS ...ttt 29,171 20,615 243,092
Other 1ong-terminVeStMENES .........coerierrireeree e 559,004 535,666 4,658,367
ShOrt-tEIMINVESIMENTS .....eeeeieeeee ettt e et e s st e e st e e s e s e sere e s sreessares 660,370 665,406 5,503,083
TOtAl INVESIMENES ...t 8,345203 6,628,825 69,543,358
Cash and Cash eqUIVAIENES.........cocvieiececeeeecs e 339,978 322,302 2,833,150
Premiums receivable and agentS Dalances...........coceeeveiiiinineneceeesee 176,010 163,861 1,466,750
Reinsurance recoverable on [0SSeS (NOLE D) ...ocvvevvevierecie e 450,345 332,687 3,752,875
Prepaid reinsurance premiums (NOLE5) ......ocvevveeeeieeriece e 300,847 195,814 2,507,058
Deferred policy acquisition COSIS (NOLE 6) .....vvvveeeeeereerrse e 422,480 301,723 3,520,667
Property and equipment, net of depreciation (N0t 7) ......cccevevererereneviereeenine 204,078 200,422 1,700,650
Derivative asSatS (NOLE 15) ......ceveierirerieserese e see et nne 341,279 207,212 2,843,992
(@107 = S SRS 313,143 206,331 2,609,525
TOA BSSELS ..ottt ¥10,893,363 ¥8,559,177 $90,778,025

Millea Holdings' consolidated financial statements for the prior period represent the financial results of Tokio Marine, as predecessor to Millea Holdings. Certain reclassifications
have been made to the prior year’s consolidated financial statements and related notes to conform to the 2003 presentation. See accompanying notes to consolidated financial state-
ments.
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Millea Holdings, Inc. and subsidiaries

Consolidated Baance Sheets - (Continued)

March 31, 2003 and 2002
(Yeninmillions) (Dollarsin thousands)
2003 2002("°te2) 2003
(Restated)
Liabilitiesand Stockholders Equity
Liabilities:
Palicy liabilitiesand accruals:
Losses, claimsand loss adjustment expenses (NOte8) ..........cccveevvveeveeivennee. ¥ 1,131,834 ¥ 875,463 $ 9,432,367
Unearned premiums (NOLE D) ..cuveueeeereriie e seresiee et 1,761,155 1,177,512 14,676,292
Future policy benefitsand [0SSES .........ccvcveeeevese e 713,418 462,597 5,945,150
Total policy liabilitiesand aCCruals ........c.coeveerereieneseeeesesee e 3,606,457 2,515,572 30,053,809
Investment depositsby policyholders.........ccooeeriiniinneice e 2,716,526 2,131,834 22,637,717
Incometax liability (NO9) ...ceceeueeeiece e 437,560 575,700 3,646,333
Retirement and severance benefits (NOte 10) ........coevveerreierieeneee e 324,003 237,982 2,700,025
Cededreinsurancebalancespayable ...........cccoeveveenecieneseseeeec e 113,370 87,691 944,750
Debt outstanding (NOtE L1) .......ccueeuevieiieciiieseeseeeeeeee et 177,880 110,000 1,482,333
DerivativeliabilitieS(NOE15) .....cvcviirerereeeeeer e 203,011 93,692 1,691,758
Cash received under securitieslending transactions...........ccoccveeeevevececeenee. 248,214 149,212 2,068,450
Other [iabilItIES(NOLELL) ...vevevieeeereeereeieriee et 242,026 147,800 2,016,883
Total [1@hilItIES ..o 8,069,047 6,049,483 67,242,058
Stockholders' equity:
Common stock:
authorized 7,000,000 sharesin 2003 and 2,500,000,000 sharesin 2002
issued and outstanding 1,857,048.75 sharesin 2003 and
1,549,692,481 ShareSin 2002 ........ccccovruererenerenerereneseseseseeseee e esienesseens 150,000 101,995 1,250,000
Other stockholders’ equity:
Additional paid-inCapital ..........ccoorirrinnenre s 343,413 52,917 2,861,775
Retained earnings (NOeS2 and 13) ........cuveveeerenesene s 2,214,947 1,853,312 18,457,892
Accumulated other comprehensiveincome:
Unrealized appreciation of SECUNTIES ........ccccoevveiievieieceee e 227,198 553,640 1,893,317
Foreigncurrency trandation adjustments ...........cccceeeeeeeeverenereeseseenennes (15,254) (4,549) (127,117)
Minimum pension liability adjustments(note 10) .........ccceeerreeererennne (88,326) (47,621) (736,050)
Total accumulated other comprehensiveincome .........cocoeeevevieeeenne 123,618 501,470 1,030,150
Treasury stock, at cost, 7,903 sharesin 2003 ........c.cooovveeeevrerenereseneeneenns (7,662) — (63,850)
Total stockholders' eqUILY ........cccoveeieiiieceseceee e 2,824,316 2,509,694 23,535,967
Commitments and contingent liabilities (notes 5 and 14)
Total liabilitiesand stockholders’ equity ........ccccovcereeevenvrerereseneene ¥10,893,363 ¥8,559,177 $90,778,025

Millea Holdings' consolidated financial statements for the prior period represent the financial results of Tokio Marine, as predecessor to Millea Holdings. Certain reclassifications
have been made to the prior year’s consolidated financial statements and related notes to conform to the 2003 presentation. See accompanying notes to consolidated financial state-
ments.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Stockholders' Equity

Y ears ended March 31, 2003, 2002 and 2001

(Yeninmillions) (Dollarsin thousands)
2003 2002 2001(Mte2) 2003
(Restated)
Common stock:
Balanceat beginning Of YEar .........ccccovevrerieninnevnneeeseeees ¥ 101,995 ¥ 101,995 ¥ 101,995 $ 849,958
Adjustment in connection with theacquisition ...................... 48,005 — — 400,042
Balanceat end of Year ........ccooevierninni e 150,000 101,995 101,995 1,250,000
Additiond paid-in capital:
Balanceat beginning of Year .........ccccceeeeeveveci e 52,917 52,917 52,917 440,975
Excess of cost of sharestransferred over the amount of
common stock in connection withtheacquisition................... 289,780 — — 2,414,834
Gainson salesof treasury StocK .........ccccoevevececceniesececieeenens 716 — — 5,966
Balanceat end of Year .........cccoeeienrinninneee e 343,413 52,917 52,917 2,861,775
Retained earnings.
Balanceat beginning of Year .........ccccoeveeeivese e 1,853,312 1,705,767 1,630,265 15,444,267
NELINCOMETOr YEAI ....ccvvvveieiecieeeeee e 378,017 160,717 88,675 3,150,142
Dividendspaid (NOtE13) ........ccervreriererieririeeriee e (16,382) (13,172) (13,173) (136,517)
Balanceat end Of YEear .......ccoevvvvenivenesee e 2,214947 1,853,312 1,705,767 18,457,892
Accumulated other comprehensive income:
Unrealized appreciation of securities:
Balanceat beginning of Year .........ccoceeveevievevvncreceseeeen 553,640 765,179 926,189 4,613,667
Changeduring YERN .........ccvvverererenereneeseereereee e (326,442) (211,539) (161,010) (2,720,350)
Balanceat end Of YEar .........cccvvvvvneirseneesee e 227,198 553,640 765,179 1,893,317
Foreign currency trandl ation adjustments:
Balanceat beginning of year ..., (4,549 (21,666) (28,311) (37,909)
Changeduring YEaN .........ccovierererenere e (10,705) 17,117 6,645 (89,208)
Balanceat end Of Year .........cccverrerrennerseee e (15,254) (4,549 (21,666) (127,117)
Minimum pension ligbility adjustments (note 10):
Balanceat beginning of year ..........cccoeeinenninnecnecne, (47,621) (17,648) (21,285) (396,843)
Changeduring YEar ..........ccccverrernereesee e (40,705) (29,973) 3,637 (339,207)
Balanceat end Of Year .........ccccoeevenerinrensenseee e (88,326) (47,621) (17,648) (736,050)
Accumulated other comprehensiveincome at end of year 123,618 501,470 725,865 1,030,150
Treasury stock:
Balanceat beginning of Year .........ccocoveeeveveevvnn e — — — —
ChangedUriNg YERN ........cccvveverenereseneseeneeseseeeeeeesseeeseens (7,662) — — (63,850)
Balanceat end Of Year ......cccoocvvvvierivenesere e (7,662) — — (63,850)
Total stockholders' equIty ........ccovveevveeererererereereeee ¥2.824.316 ¥2,509,694 ¥2586,544 $23,535,967

Millea Holdings' consolidated financial statements for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings. See accompanying notes
to consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Cash Flows

Y ears ended March 31, 2003, 2002 and 2001

(Yeninmillions) (Dallarsin thousands)
2003 2002(M¢2) 2001(Me2) 2003
(Restated) (Restated)
Cash flows from operating activities:
NELINCOME ...t s ¥ 378017 ¥ 160,717 ¥ 88,675 $ 3,150,142
Adjustmentsto reconcile net incometo net cash provided
by operating activities:
Increaseinlosses, claimsand loss adjustment expense
reserve, net of ceded reiNSUranCe..........coccoeveerereeeenieeens 21,090 28,346 35,389 175,750
Increasein unearned premiums, net of ceded
FEINSUFBNCE.......cueeveeeertereeeesie e seeseeee e e e s see e e seenesens 136,405 38,411 13,192 1,136,708
Increasein futurepolicy benefitsfor life ... 169,982 139,926 113,873 1,416,517
Increasein liability for currentincometaxes ................... 1,126 38,494 2,532 9,383
Deferred iNCOMELAXES ......cuvevveeiveiie e (22,796) 27,489 31,473 (189,967)
Provisionfor retirement and severance benefits............... (6,045) 12,893 7,150 (50,375)
Increaseindeferred policy acquisition COSES.........c.cue.... (21,099) (24,338) (22,488) (175,783)
DEPrECIAtION ...t 15,076 15,530 17,159 125,631
Extraordinary items—unall ocated negativegoodwill ...... (248,323) — — (2,069,358)
Cumulative effect of accounting changes ... — (133,498) — —
Changesin derivativeassetsand liabilities—net............... (24,748) 19,978 — (206,233)
Increaseinother liabilities. ..o 62,255 7,689 18,654 518,792
Other — NEL .. 5,356 15,248 7,556 44,635
Net cash provided by operating activities .................... 466,301 346,885 313,165 3,885,842
Cash flows from investing activities:
Proceedsfrominvestments sold or matured:
Fixed maturitieSSold .......cccoveeireeeree e 542,909 335,280 296,843 4,524,242
Fixed maturitiesredeemed ..........coooeerennennennencneene, 730,057 436,752 261,102 6,083,808
EQUILY SECUMTIES .....cueieeiieeeeeeee s 421,892 94,796 125,080 3,515,767
Mortgageloansonreal estate ..........ccoeevrereneneneeesreennnen 37,393 35,953 20,093 311,608
Investment real EState.........ccoevreerienererse e 12,025 16,306 8,095 100,208
POLICY 108NS ... s 25,606 22,403 21,991 213,383
Other long-terminvestments .........coeoveireereenseseeeeee 400,245 211,793 307,232 3,335,375

Millea Holdings' consolidated financial statementsfor the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings. Certain reclassifications
have been made to the prior years' consolidated financial statements and related notes to conform to the 2003 presentation. See accompanying notes to consolidated financial state-
ments.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Cash Flows—(Continued)

Y ears ended March 31, 2003, 2002 and 2001

(Yeninmillions) (Dollarsin thousands)
2003 2002(M€2) 2001(Me2) 2003
(Restated) (Restated)
Cost of investments purchased:
FiXEAMEEUMTTIES ..o ¥(2,312,877) ¥(1,125,166) ¥(650,427) $(19,273,975)
EQUILY SECUMTIES ..o (207,260) (185,518)  (188,261) (1,727,167)
Mortgageloansonreal estate.........ccceeveveeeeevesesieseseeenen (25,924) (14,981) (16,706) (216,033)
Investment real State..........oecvveeerernenneseeeee e (952) (1,972 (6,633 (7,925)
POLICY 108NS ... (28,696) (23,906) (23,649 (239,133)
Other long-terminvestments............coceveveeeeeeseseseseeeeens (256,205) (107,670)  (107,957) (2,135,042
Short-term investmentS— NEt ... 26,662 138,025 (318,604) 222,183
Securitiesand indebtedness of related parties...........c.ccveevreeneee 2,497 6,671 175 20,808
Additionsto property and equipment ...........ccoceeeveiesesereeen (13,208) (7,496) (7,503) (110,066)
Increasein cash received under securitieslending
TrANSACHIONS .....cvieecrte e e 74,812 149,212 — 623,434
Cash and cash equivaentsacquired in connection with
busiNESSCOMBINALION .......ooccveiecii i 153,868 — — 1,282,233
Net cash used ininvesting activities ..........c.ccovveeneennenne, (417,155) (19518)  (279,129) (3,476,292
Cash flows from financing activities:
Investment depositsfunded by policyholdersand yields
TNEFEfTOM .o 499,110 290,046 355,677 4,159,250
Withdrawal sof investment depositsby policyholders.............. (549,433) (394,661)  (432,258) (4,578,608)
Proceedsfromissuanceof debt ..........ccocceeviieiieecveee e 41,896 — 60,000 349,133
DividendstoStockholders.........coooeereereenencreeeeeeeene (16,382) (13,172 (13,173) (136,517)
INCreaseintreasury StOCK ........ocoeererrerenenese e (6,946) — — (57,883)
Net cash used infinancing activities.........ccocoeeevevercrccnennns (31,755) (117,787) (29,754) (264,625)
Effect of exchange rate changes on cash and cash equivalents..... 285 291 248 2,375
Net change in cash and cash equivalents .........c.cccccveeeeeeeciesienen. 17,676 209,871 4,530 147,300
Cash and cash equivaents at beginning of year ..........cccccveeneee. 322,302 112,431 107,901 2,685,850
Cash and cash equivalentsat end of year ............ccovvereieneienenne. ¥ 339978 ¥ 322302 ¥112431 $ 2,833,150
Supplementd information of cash flows:
Cash paid during the year for:
T 1= = ST SRRSTRRN ¥ 2508 ¥ 2075 ¥ 1142 $ 20,900
[NCOMETAXES ......veeenireeeresese et eeeesenenas ¥ 73196 ¥ 15466 ¥ 10,354 $ 609,967
Noncash investing and financing activities (note 3):
Fair valueof assetsacquired ...........cccceveeeeeevesicciceceeennn ¥ 2,108,703 — — $ 17,572,526
Liabilitiesassumed ... (1,606,945) — — (13,391,209)
NegativegooaWill ..........cccceiveererereeeee e (317,841) — — (2,648,675)
Fair value of sharesissued for acquisition ...........ccccceeeveeeene. (337,785) — — (2,814,875)
Cash and cash equivalentsacquired in connection with
businesscombiNation ............cccceeveeineieeese e ¥ (153,868) — — $ (1,282,233)

Millea Holdings' consolidated financial statements for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings. Certain reclassifications
have been made to the prior years' consolidated financial statements and related notes to conform to the 2003 presentation. See accompanying notes to consolidated financial state-
ments.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Comprehensive Income

Y ears ended March 31, 2003, 2002 and 2001

(Yeninmillions) (Dallarsin thousands)
2003 2002 20012 2003
(Restated)
NELTNCOME ...ttt e ¥ 378,017 ¥ 160,717 ¥ 88,675 $ 3,150,142
Other comprehensiveincome (10ss), net of tax:
Unrealized appreciation of securities:
Unrealized holdiNnglOSSES ......cocvvvvvreeeresece e (216,114) (297,773) (122,012) (1,800,951)
Less: reclassificationadjustments...........cccvevvneeenecnneene, (110,328) (13,766) (38,998 (919,399)
(326,442) (211,539) (161,010) (2,720,350)
Foreign currency trandl ation adjustments:
Foreigncurrency trandationadjustments ............coccceeereenene. (10,181) 17,117 4,736 (84,841)
Less: reclassificationadjustments...........cccoeerreeencenennene, (524) — 1,909 (4,367)
(10,705) 17,117 6,645 (89,208)
Minimum pensionliability adjustments ...........c.coceeevrererienene. (40,705) (29,973) 3,637 (339,207)
Other cOMpPreNeNSIVEIOSS ......ccveveeereieeeeereese e neeneens (377,852) (224,395) (150,728) (3,148,765)
Comprehensive inCome (10SS) ....ccovviereeerereee e ¥ 165 ¥ (63,678)  ¥(62,053) $ 1,377

Millea Holdings' consolidated financial statements for the prior periods represent the financial results of Tokio Marine, as predecessor to Millea Holdings. See accompanying notes
to consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries

Notesto Consolidated Financid Statements

March 31, 2003, 2002 and 2001

1. BASISOF PRESENTATION AND SIGNIFICANT
ACCOUNTING POLICIES

(a) Basisof Presentation

MilleaHoldings, Inc. (“MilleaHoldings’), incorporated in Japan, is
aholding company engaged in property and casuaty and lifeinsur-
ance operations. Through its subsidiaries, Millea Holdings writes
marine, fire and casudlty, automobile and allied lines of insurance
principally covering risks located in Japan and hull and cargo risks
for Japanese business and sells a variety of life insurance products
mainly in the Japanese market.

Millea Holdings was established on April 2, 2002 as a result of
the business combination of The Tokio Marine and Fire Insurance
Company, Limited (“Tokio Maring”) with The Nichido Fire and
Marine Insurance Company, Limited (“Nichido Fire"), by which
both Tokio Marine and Nichido Fire have become wholly owned
subsidiaries of MilleaHoldingsin astatutory share exchange under
Japanese law. Millea Holdings is a successor registrant of Tokio
Marine to the United States Securities and Exchange Commission.
See note 3 “Business Combination” for further detail.

The consolidated financia statementsof MilleaHoldingsandits
subsidiaries (collectively referred to as “the Company”) are pre-
sented herein in accordance with accounting principles generally
accepted in the United States of America (“U.S. GAAP’), which
differ in certain respects from Japanese accounting principles
(“Japanese GAAP"). MilleaHoldings consolidated financial state-
ments for the prior periods represent the financial results of Tokio
Marine, as predecessor to Millea Holdings.

Thefinancia statements presented herein are expressed in yen
and, solely for the convenience of readers, have been trandated into
United States dollars at the rate of ¥120=U.S.$1, the approximate
exchange rate prevailing on the Tokyo foreign exchange market as
of March 31, 2003. This trandation should not be construed as a
representation that all the amounts shown could be converted into
U.S. dollars at the rate shown.

(b) Principles of Consolidation

The accompanying consolidated financial statements include all
significant majority-owned subsidiaries. All significant intercom-
pany accounts and transactions have been eliminated in consolida-
tion. Other subsidiaries and &ffiliates, which are not significant, are
accounted for primarily by the equity method. At March 31, 2003
and 2002, investments in related parties which were presented as
other assets amounted to ¥11,775 million ($98,125 thousand) and
¥14,272 million, respectively.
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(c) Use of Estimates

Management of the Company has made a number of estimates and
assumptions relating to the reporting of assetsand liabilitiesand the
disclosure of contingent assets and liahilities to prepare these finan-
cid statementsin conformity with U.S. GAAP. Actua results could
differ from these estimates.

(d) Investments—Other than Investmentsin Related Parties
Fixed maturities held to maturity, which the Company hastheintent
and ability to hold to maturity, are stated at amortized cost. Declines
in fair value below amortized cost that are determined to be other
than temporary are charged to earnings.

Fixed maturities availablefor sale are stated at fair value. When
quoted market value is not available, quoted market value for simi-
lar securitiesis utilized instead. Declinesin fair value below amor-
tized cost that are determined to be other than temporary are
charged to earnings.

Trading securitiesare held to meet short-term investment objec-
tives. These securities are recorded on atrade date basisand carried
at current market values. Unredlized gains and | osses are recognized
in earnings.

Equity securities, which include common and nonredeemable
preferred stocks, are stated at their fair value based primarily on
guoted market prices. Stocks listed on Japanese or foreign stock
exchanges represent approximately 82% and 86% of the investment
in stocks at March 31, 2003 and 2002, respectively. Declinesin fair
value below cost that are determined to be other than temporary are
charged to earnings.

Thecost of securitiessoldisdetermined ontheweighted moving-
average basis.



Millea Holdings, Inc. and subsidiaries

Notesto Consolidated Financid Statements—(Continued)

Mortgage loans on real estate and loans which are included in
other long-term investments are principally carried at the unpaid
balance of the principal amount. Commercia loansareidentified as
impaired and placed on a cash basiswhen it is determined that the
payment of interest or principal is doubtful of collection except
when the loan iswell secured and in the process of collection. Ac-
crued interest onimpaired loansisreversed and charged against cur-
rent earnings, and interest is thereafter included in earnings only to
the extent actually received in cash. When there is doubt regarding
the ultimate collectibility of principal, all cash receipts arethereafter
applied to reduce the recorded investment in the loan. Impaired
commercial loans are written down to the extent that principal is
judged to be uncollectible. Impaired collateral-dependent loans
where repayment is expected to be provided solely by the underly-
ing collaterd and there are no other available and reliable sources of
repayment are written down to the lower of cost or collateral value.
Cash-basis loans are returned to an accrual status when &l contrac-
tual principal and interest amounts are reasonably assured of repay-
ment and there is a sustained period of repayment performance in
accordance with the contractual terms.

Policy loans are made to policyholders of long-term insurance
with refund at maturity, such aslong-term comprehensiveinsurance
and long-term family personal traffic accident insurance, etc. The
maximum amount of loansislimited to 90% of return premiums on
the policies. Policy loans are carried at cost.

Gains and losses incurred on the sale or impairment of invest-
ments areincluded in realized gains and losses in the consolidated
statements of income. Unrealized appreciation or depreciation, net
of taxes, in the value of securities available for saleis accounted for
as a component of accumulated other comprehensiveincome.

(e) Investment Real Estate, Property and Equipment
Investment real estate, property and equipment are stated at cost less
accumulated depreciation on buildings and furniture and fixtures.
Depreciation is computed principally by the declining-balance
method based on estimated useful lives. The estimated useful lives
of buildings and equipment range as follows:

Reinforced concrete 38t0 50 years
Brick and block ............ 41 years
W0od ....cooovveeeeiinns 24 years
Wood and mortar ..... 22 years
Steel e 11to 34 years
Building equipment 3to 18 years

Furniture and fiXtUreS ..o 2to 15 years
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Maintenance and repairsare charged against income asincurred.
Improvements are capitalized to property and equipment.

The cost and accumulated depreciation with respect to assetsre-
tired or otherwise disposed of are eliminated from the asset and re-
lated accumulated depreciation accounts. Any resulting profit or
lossis credited or charged to income.

(f) Cash Equivalents
Cash equivaents include cash deposited in demand deposits at
banks.

(9) Derivatives

In June 1998, the U.S. Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Standards
(“SFAS") No0.133, “Accounting for Derivative Instruments and
Hedging Activities.” SFAS No0.133 was subsequently amended by
SFASN0.138, “Accounting for Certain Derivative Instruments and
Certain Hedging Activities, an amendment of SFASN0.133.”

SFASN0.133, asamended, establishesaccounting and reporting
sandardsfor derivetive instruments, including derivative instruments
embedded in other contracts, and hedging activities. SFASN0.133, as
amended, requiresthat all derivatives be recorded on the consolidated
balance sheet a their respective fair vaues. The Company adopted
SFASNO0.133, asamended, on April 1, 2001. All changesin thefair
value of derivatives are recognized currently in earnings as “gains
(losses) on derivatives’ from the year ended March 31, 2002. For the
year ended March 31, 2001, the realized gains and losses related to
derivativetransactionswereincluded in “ net investment income” and
“redized gains (losses) on investments.”

Inaccordancewith thetransition provisionsof SFASNo0.133, the
Company recorded a net-of-tax cumulative-effect-type adjustment
of ¥85,465 million to net income on April 1, 2001. Of this adjust-
ment, ¥93,907 million was attributable to the increase in the fair
value of interest rate swaps used in the Company’s asset lighility
management process, partly offset by anet decreasein fair value for
other outstanding derivative instruments on April 1, 2001.



Millea Holdings, Inc. and subsidiaries

Notesto Consolidated Financid Statements—(Continued)

The Company occasionally purchasesafinancial instrument that
contains a derivative instrument that is embedded in the financia
instrument. The Company bifurcates an embedded derivative
where: (1) the economic characteristics of the embedded instrument
are not clearly and closdly related to those of the remaining compo-
nents of the financial instrument; and (2) a separate instrument with
the same terms as the embedded instrument meetsthe definition of a
derivative under SFAS No.133. When hifurcated, the embedded
derivativeis carried at fair value, and changesinitsfair value are
included currently in earnings.

(h) Premium Revenues
Property and casualty insurance premiums are recognized as earned
on apro ratabasis over the terms of the policies. Unearned premi-
ums represent the portion of premiums written relating to the unex-
pired terms of coverage.

Life premiumsfor long-duration contracts are recognized when
due from policyholders. Life premiumsfor short-duration contracts
are recognized over the period to which the premiums relate on a
pro ratabasis.

(i) Palicy Acquisition Costs

Costs that vary with and are primarily related to the acquisition of
insurance policies are capitalized and charged to expensein propor-
tion to premium revenue recognized. Deferred policy acquisition
costs are reviewed to determine if they are recoverable from future
income and, if not recoverable, are charged to expense.
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(j) Losses, Claimsand L oss Adjustment Expenses

The net liabilities stated for reported and estimated property and
casudty losses and claims and for related |oss adjustment expenses
are based upon the accumulation of (1) case estimatesfor losses and
related |oss adjustment expenses reported prior to the close of the
accounting period on the direct business written by the Company
and (2) estimates received from ceding reinsurers. The loss adjust-
ment expenses represent administrative expenses in connection
with settling or disposing of claims, which include out-of-pocket
expenses as well as allocated personnel cost. Provision has been
made for unreported losses and for loss adjustment expenses not
identified with specific claims based upon past experience. These
ligbilities are adjusted regularly based on experience. The Company
believesthat theliabilities for unpaid losses and | oss adjustment ex-
penses at March 31, 2003 and 2002 are adequate to cover the ulti-
mate net cost of losses and claimsincurred to those dates. However,
the liabilities are necessarily based on estimates and management
makes no representation that the ultimate liability may not exceed or
fall short of such estimates.

(k) Future Policy Benefits and L osses
Future policy benefits and losses include provisions for future
policy benefitsfor life contracts and for unpaid life policy claims.
Theliabilitiesfor futurepolicy benefitsarecomputed by anet level
premium method using estimated future investment yields, with-
drawd s and recognized morbidity and mortality tables. For limited-
payment contracts, which provideinsurance coverage over acontract
period that extends beyond the period in which premiums are col-
lected, gross premiumsin excess of the net premium are deferred and
recognized in income in a constant relationship with insurance in
force or with the amount of expected future benefit payments.
Unpaid policy claimsrepresent theestimatedliability for reported
and unreported losses on life policies on an undiscounted basis.
The Company believes that the estimated liabilities for future
policy benefits and for losses at March 31, 2003 and 2002 are ad-
equate to cover the life insurance liability. However, the ultimate
liability may vary from such estimates.

(1) Investment Deposits by Policyholders

The Company sdlls certain property and casudty and life insurance
products that do not subject the Company to significant risks arising
from policyholder mortality or morbidity. These contracts are re-
ferred to asinvestment contracts. For investment contracts, the Com-
pany records associated liabilities under investment deposits by
policyholders.



Millea Holdings, Inc. and subsidiaries

Notesto Consolidated Financid Statements—(Continued)

Specifically, the Company sells certain long-term property and
casualty insurance policies, such aslong-term comprehensiveinsur-
ance and long-term family personal traffic accident insurance, etc.
which include a savings feature in addition to the insurance cover-
age provided under the policy. These policies areissued for periods
of two to sixty-four years.

Thekey termsof such policies(“ deposit-typeinsurance’), which
include the contractud rates of interest, are fixed at the inception of
the policy and remain in effect during the policy period. At incep-
tion, policyholders can chooseto pay premiums on the policy either
in alump-sum or in annual, semi-annual or monthly installments.
The palicy alows policyholders to later change the mode for pay-
ment with the Company’s approval. In addition, the policy alows
policyholders during the payment phase to change the allocation of
annuity payments he or she receives if certain conditions estab-
lished by the Company are met. In practice, these options are rarely
used by policyholders. Policyholders can terminate the contract be-
fore the maturity date with a payment of a pre-determined commis-
sion to the Company.

Premiums for insurance and savings portions of the contract are
allocated at inception. The premium for theinsurance portioniscal-
culated the same way that the premium for atraditional indemnity
policy with no savings portion is calculated. The premium for the
savings portion represents the present val ue of the lump-sum or an-
nuity refund for afixed period, discounted using the committed in-
terest rate and the “total losstermination” rate, which are both set at
the inception of the contracts. “ Total losstermination” isan excep-
tional event that takes place when afull payout is made for theinsur-
ance portion of the policy, and in this case, the contract terminates
without any maturity refund being paid to the policyholder. The
weighted average annual frequency of “total loss termination” is
approximately 0.05%.

Inthe caseof atotal loss, deposit premiumsunder thecontract are
designed to be used for maturity refunds on the other palicies for
which atotal loss has not occurred. These deposit premiums are not
used to fund indemnity claims in the case of atotd loss. All pay-
ments made to the policyholder in atotal |oss situation are funded by
using liabilities established for the insurance portion of the contract.
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The premium for theinsurance portion isrecognized asrevenue
over the period of the contract, generdly in proportion to the amount
of insurance protection provided. The premium for the savings por-
tion of the contract is accounted for as an increase to liahilities for
refunds captioned “ investment deposits by policyholders.” At theend
of each fiscal year, the present value of future payments of maturity
refunds of contractsin force lessthe present value of the savings por-
tion of future premiumsis accounted for as refund provisions.

Policy acquisition costs are not charged to the savings portion of
the contract. Costs associated with policy acquisition of deposit-
type policies are charged to the insurance portion and amortized
over the contractual period. The possibility of a premium defi-
ciency, relevant only to the insurance portion, is monitored through
combined loss and expense ratio. The Company did not recognize
any premium deficiency for such policiesfor the yearsended March
31, 2003, 2002 and 2001.

Seenote 12 for fair value information of investment deposits by
policyholders.

(m) Reinsurance

Amounts recoverable from reinsurers are estimated in a manner con-
sistent with the claim liability associated with the reinsured business.
The Company evaluates and monitors the financial condition of its
reinsurers under voluntary reinsurance arrangements to minimize its
exposure to significant losses from reinsurers’ insolvencies.

(n) Compulsory Automobile Liability I nsurance

Japanese law provides that al automobiles are to be covered by
specified amounts of ligbility insurance for personal injury and that
insurance companies are to accept such coverage on a non-profit
basis. In compliance with this law, which cameinto effect on April
1, 1966, the Company has not reflected any profit or loss from un-
derwriting such compul sory automobile ligbility insurancein finan-
cia statements prepared for distribution to stockholders under the
Japanese Commercia Code. In the accompanying consolidated fi-
nancia statements, which are presented in accordance with U.S.
GAAP, gains or losses from underwriting compulsory automobile
ligbility insurance have been credited or charged to income.



Millea Holdings, Inc. and subsidiaries

Notesto Consolidated Financid Statements—(Continued)

(o) Foreign Currency Trandation

Assets and lighilities of the subsidiaries located outside Japan are
trandated into Japanese yen at the rates of exchange in effect at the
balance sheet date. Revenues and expenses of the subsidiaries are
trandlated at weighted average exchange rates during the year.
Gains and losses resulting from trandation of financia statements
are excluded from the consolidated statements of income and are
accumulated as foreign currency trandation adjustments in stock-
holders equity.

Gains(losses) resulting from foreign currency transactionsinthe
amount of ¥(4,016) million ($(33,467) thousand) in 2003, ¥5,288
million in 2002 and ¥7,022 million in 2001 were credited or charged
to income.

(p) Impairment of Long-Lived Assets

Effective April 1, 2002, the Company adopted SFAS No. 144, “Ac-
counting for the Impairment or Disposal of Long-Lived Assets,”
which supersedes SFAS No. 121, “ Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to Be Disposed
Of.” Asrequired by SFAS No. 144, long-lived assets and certain
identifiable intangibles are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of assets
to be held and used is measured by a comparison of the carrying
amount of an asset to estimated undiscounted future cash flows ex-
pected to be generated by the asset. If such assets are considered to
be impaired, the amount of impairment to be recognized is the
amount by which the carrying amount of the assets exceedsthefair
vaue of the assets.

(q) Earnings per American Depositary Share

Basic earnings per American Depositary Share (“ADS’) are com-
puted by dividing net income available to common stockhol ders by
the welghted-average number of shares of common stock outstand-
ing for respective period and multiplying by five to account for the
common stock to ADS ratio of (a) five common shares to a thou-
sand ADS infiscal 2003 and (b) five common sharesto one ADSin
and before fiscal 2002.
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(r) New Accounting Standar ds

In June 2001, the FASB issued SFAS N0.143, “Accounting for As-
st Retirement Obligations.” This statement addresses financia ac-
counting and reporting for obligations associated with the
retirement of tangible long-lived assets and the associated retire-
ment costs. The Company will adopt SFAS No.143 in the year end-
ing March 31, 2004. The Company does not expect the adoption of
SFAS No.143 to have amaterial effect on its financial position or
results of operations.

In November 2002, the FASB issued Interpretation No. 45,
“Guarantor’ s Accounting and Disclosure Requirements for Guaran-
tees, Including Indirect Guarantees of Indebtedness of Others”
(“FIN 45"). FIN 45 requires that upon issuance of certain types of
guarantees, a guarantor must recognize aliability for the fair value
of an obligation assumed under a guaranty. FIN 45 also requires
additional disclosures by a guarantor in its financial statements
about the obligations associated with guaranteesissued. The recog-
nition provisions of FIN 45 are effective for any guarantees issued
or modified after December 31, 2002. The adoption of FIN 45 did
not have amaterial effect on the Company’s financia statements.
The disclosure requirements are effective for financial statements
for the periods ending after December 15, 2002. The Company
adopted the disclosure requirements effective March 31, 2003. See
note 14 for further information.

In January 2003, the FASB issued Interpretation No. 46, “ Con-
solidation of Variable Interest Entities’, (“FIN 46”). The objective
of FIN 46 isto improve financial reporting by companiesinvolved
with variable interest entities. This new mode! for consolidation ap-
pliesto an entity which either (1) the powers or rights of the equity
holders do not give them sufficient decision making powers or (2)
the equity investment at risk is insufficient to finance that entity’s
activities without receiving additional subordinated financial sup-
port from other parties. FIN 46 requires avariable interest entity to
be consolidated by acompany if that company is subject to amajor-
ity of therisk of loss from the variable interest entity’ s activities or
entitled to receive amgjority of the entity’ sresidud returns or both.
FIN 46 isimmediately effective for variableinterest entities created
after January 31, 2003, and is effective for variable interest entities
acquired before February 1, 2003 in the first fiscal year beginning
after June 15, 2003. Certain of the disclosure requirements apply in
all financial statementsissued after January 31, 2003, regardless of
when the variable interest entity was established. See note 4 for fur-
ther information.
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Notesto Consolidated Financid Statements—(Continued)

2. RESTATEMENTSAND RECLASSIFICATIONS

Fiscal Year 2003 Restatements and Reclassifications

The Company has made certain adjustments to its 2002 and 2001
consolidated financial statements as contained herein to reflect re-
finements of its actuarial methodol ogies effected in connection with
information system improvements and the consolidation of Nichido
Fireas of April 2, 2002. Such restatement adjustments had no net
effect on previoudy reported net income for the years ended March
31, 2002 and 2001. The restatements however resulted in changesto
the intersegment allocation of income and retained earnings; in-
creasing the property and casualty segment retained earnings by
¥12,479 million and decreasing life segment retained earnings by a
corresponding amount as of March 31, 2002.

Thefollowing table showsthe effects of the restatementsand re-
classifications on the Company’ s consolidated financial statements
as of March 31, 2002, and for each of the years in the two-year
period ended March 31, 2002.

(Yenin millions)

2002 2001
Asreported in Asreported in
March2002  Asrestated and March 2002 As restated and
annual report reclassified annual report reclassified

Statements of income:

Life premiums.........ccccuune. ¥ 205693 ¥ 209,208 ¥ 150,543 ¥ 162,905

Net investment income......... 48259 104,681 69,183 127,852
Total operating income........ 1,588,575 1648512 1,586,607 1,657,638
Policy benefits and losses
for life .o, 172,586 175,016 125,947 137,469
Income credited to
investment deposits
by policyholders.................. — 57,507 — 59,509
Total operating costs and
EXPENSES ... 1,479,907 1,539,844 1453573 1,524,604
Balance sheet:
Reinsurance recoverable on
[OSSES ..o 174,193 332,687
Prepaid reinsurance
Premiums .......ccoveeeerereenenens 223,090 195,814
Deferred policy acquisition
330,081 301,723
8,456,317 8,559,177
Liabilitiesfor losses, clams
and loss adjustment
EXPENSES ... 675,764 875,463
Unearned premiums ............ 1,280,058 1,177,512
Future policy benefits and
[0SSES ... 494,269 462,597
Tota policy liabilitiesand
BCCIUAS ..o 2,450,091 2,515,572
Investment deposits
by policyholders.................. 2,054,705 2,131,834
Other lighilities 187,550 147,800
Total liabilities 5,946,623 6,049,483
Total liabilitiesand
stockholders’ equity ........... 8,456,317 8,559,177
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The actuaria refinements effected the calculations of: future
policy benefits; unearned premiums; life and non-life deferred ac-
quisition costs; the liahility for losses, claims and loss adjustment
expenses; and, associated reinsurance and deferred tax balances.

These adjustments primarily consisted of (a) adecreasein prop-
erty and casuaty net unearned premiums by ¥39,412 million and a
proportional decrease in deferred policy acquisition costs by
¥18,458 million and (b) an increase in the liabilities for life insur-
ance contracts by ¥9,599 million and a decrease in deferred policy
acquisition costs by ¥9,900 million at March 31, 2002. Property
and casuaty unearned premiums were adjusted with the amounts as
prorated at more frequent intervals to absorb potential time lag in
the current reporting cycle of policies written through agents. Li-
abilitiesfor life insurance contracts were adjusted with the amounts
estimated by modified factors incorporating the recent market
trends and management’ s prospect of Japanese economic climate.
In conjunction with this adjustment, conforming changes were
madeto life deferred policy acquisition costs by consistent applica
tion of similar assumptions.

These adjustments also included a change in the presentation of
the effect of ceded reinsurance mainly on compulsory automobile
liability insurance (“CALI") to gross up policy liabilities and rein-
surance recoverable by ¥158,494 million at March 31, 2002. Fol-
lowing the abalition of the CALI government reinsurance scheme
effective April 1, 2002, the Company has changed the presentation
of ligbilitiesfor losses on CALI and recoveries from reinsurance to
present them on the gross basis of the effect of ceded reinsurance
through the current pool arrangement. The prior year-end balances
of these accounts were revised to present them in gross amounts
comparable to fiscal 2003.

Presentation in the consolidated statements of income of invest-
ment income was changed to show it on the gross basis of income
credited to investment deposits for policyholders for deposit-type
insurance policies and report related charges under a separate ex-
pense item captioned “income credited to investment deposits by
policyholders.” This change resulted in the reclassifications to in-
crease investment income for the years ended March 31, 2002 and
2001 by ¥56,422 million and ¥58,669 million, respectively, with
corresponding increases in operating costs and expenses for the re-
spective years.

Certain other reclassifications have also been made to the prior
years consolidated financial statementsto conform to the 2003 pre-
sentation.
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Fiscal Year 2002 Restatements

During the fiscal year ended March 31, 2002, the Company
changed its accounting policy with respect to the recognition of
“other than temporary” declinesin values of marketable equity se-
curities. The above noted change in accounting policy necessitated
the restatement of the Company’ s previously reported consolidated
financial statementsas contained initsannual report asof March 31,
2001 and for each of the yearsin the three-year period then ended.
Such restatements were effectuated in connection with the
Company’s March 2002 financial reporting by restating the com-
parative financial statement information contained therein and la-
beling such information “ as restated.”

Thefollowing table shows the effects of the restatements on the
Company’s consolidated financia statements and related notes for
the year ended March 31, 2001. All adjustments relate solely to the
Company’s property and casualty segment.

(Yeninmillions,
except per share amount)

2001
Asrestated in
March 2002
annual report

Asreported in
March 2001
annual report

Retained earnings:
¥1,667,928 ¥1,630,265

at end Of Year .......cccvvveeerenecririerees 1,748272 1,705,767
Unrealized appreciation of securities....... 722,674 765,179
Realized gains on investments...........ccooeeeennenennenenens 63,708 56,142
Total operating INCOME.........c.cueueirererereeeeieieereeeseeeeienas 1,594,173 1,586,607
Income before income tax expense .........covvvveveeenene 140,600 133,034
INCOME taX EXPENSE ...ttt 47,083 44,359
NELINCOME ..o 93,517 88,675
Basic and diluted net income per ADS.........cccccvnenee 302 286
Gross unrealized gains on marketable equity

SECUMTIES ..ottt 1,695,874 1,633,695
Gross unrealized |osses on marketable equity
SECUMTIES ..ottt 145,096 16,504

Previously, the Company had maintained the cost of equity secu-
ritiesin amanner to reingtate historical losses arising from the appli-
cation of the lower of cost or market method recognized in the
financial statements prepared in accordance with Japanese GAAP
and make certain other adjustments to conform with U.S. GAAP.
Under this approach, the cost of equity securitieswas availableon a
portfolio basis, which necessitated approximation to determine the
amount of other than temporary declinesin fair value below cost of
equity securities and to present gross unrealized gains and losses on
equity securities at each year-end. In fact, the Company presented
gross unrealized gain amounts as measured under Japanese GAAP,
and gross unrealized losses were calculated as the difference be-
tween the gross unredlized gains and the net unrealized gains.
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Currently, the Company maintains the cost of equity securities
for each security and recognizes impairment for other than tempo-
rary declines based on the qudlitative and quantitative impairment
tests applied to individual securities. The restatements were made
based on the results of similar tests gpplied to the year ended March
31, 2001 or before.

Asaresult, cumulative effect onincome beforetax of therestate-
ments as of March 31, 2001 was ¥66,413 million and their income
statement effect before tax for the year ended March 31, 2001 was ¥
7,566 million to recognize additional impairment charges.

Based on the newly maintained costsfor each of marketable eg-
uity securities, gross unrealized gains and gross unreglized losses on
marketable equity securities at March 31, 2001 were also restated
from ¥1,695,874 million and ¥145,096 million, respectively, re-
flecting results under Japanese GAAP, to ¥1,633,695 million and
¥16,504 million, respectively.

3. BUSINESS COMBINATION

On April 2, 2002, Tokio Marine completed its business combina-
tion with Nichido Fire by way of the creation of aholding company,
Millea Holdings, by which each of the companies has become a
wholly owned subsidiary of Millea Holdings in a statutory share
exchange under Japanese law.

Nichido Fire, incorporated in Japan, is a property and casualty
insurer which writes marine, fire and casualty, automobile and al-
lied lines of insurance principally covering risks located in Japan
and hull and cargo risks for Japanese business. Under the holding
company structure, Tokio Marine and Nichido Fire have been inte-
grating their respective products, information technology systems,
property and casualty claims investigation functions and sales of -
fice functionsto redlize the potential synergies available from inte-
gration of their property and casualty insurance businesses.

The combination was accounted for by the purchase methodina
manner that Tokio Marine had acquired Nichido Fire. The results of
operations of Nichido Fire as well as those of Tokio Marine have
been included in the financial statements of the Company for the
year ended March 31, 2003.
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In connection with the share exchange, holders of Tokio Marine
shares received 1.00 share of Millea Holdings common stock for
each 1,000 shares of Tokio Marine common stock they held, and
holders of Nichido Fire shares received 0.69 of one share of Millea
Holdings common stock for each 1,000 shares of Nichido Fire com-
mon stock they held. Upon the share exchange, Millea Holdings
issued 307,356.26 common stock shares, representing approxi-
mately 17% of the voting interests of the holding company, to the
stockholders of Nichido Fire.

Thevalue of common stock issued to the stockhol dersof Nichido
Firewas ¥337,785 million, based on the share exchange ratio deter-
mined by the respective share values of Tokio Marine and Nichido
Fire on September 28, 2001.

Theallocation of the purchase priceis summarized asfollows:

(Yenin millions) (Dollarsin thousands)

INVESIMENES ...t ¥1,661,867 $13,848,892
600,704 5,005,867

2,262,571 18,854,759

709,655 5,913,792

Investment deposits by policyholders....... 635,015 5,291,792
Other liabilities.......cccvvvrreciciccnee 262,275 2,185,625
Liabilitiesassumed .........cccocoveurucecunnnnns 1,606,945 13,391,209
Net assetsacquired ...........cocoeeernnnene 655,626 5,463,550
Total purchase price .......c.ccceeervereniecunnn 337,785 2,814,875
Negativegoodwill ............cccceeeuene ¥ 317,841 $ 2,648,675

Unallocated negative goodwill arising from thecombinationwas
recognized as extraordinary gain in the results of operations of the
Company for the year ended March 31, 2003 asfollows:

(Yeninmillions) (Dollarsin thousands)

Income before extraordinary items and

cumulative effect of accounting changes . ¥129,694 $1,080,784

Extraordinary items

—unallocated negative goodwill ............. 248,323 2,069,358
NELINCOME ... ¥378,017 $3,150,142

Thefollowing setsforth results of operationsfor the year ended
March 31, 2002 on a pro forma basis combining those of Nichido
Fire. The unaudited pro forma condensed combined statement of
income gives effect to the combination asif it had occurred at begin-
ning of the year ended March 31, 2002. The unaudited pro forma
condensed combined statement of income does not reflect thetrans-
action costs that have been incurred, nor doesit reflect any realized
or anticipated synergies or cost savings. Also, it does not reflect
unallocated negative goodwill.
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(Yeninmillions,

except per share amount)
2002
(Unaudited)
Pro forma statement of income data:

Total operating iNnCoME.........cccocovurueeererireeeereneenas ¥2,013,935
Income before cumulative effect of accounting
ChaNGES ..veeeeeeee s 54,471
NELINCOME ..ot 139,936
Earning per ADS—Basic and Diluted:

Income before cumulative effect of accounting

ChaNgEs ......coviiiciccicec e 147

Netincome.. 377

4. INVESTMENTS

The following summarizes the Company’s investments in fixed
maturities held to maturity a March 31, 2003 and 2002:

(Yeninmillions)

Gross Gross
Amortized unrealized  unrealized Fair
cost gains losses value
2003:
Bonds and notes:
Other government and
government agencies
and authorities ................... ¥866,971 ¥144512¥ — ¥1011,483
Other corporatebonds ........ 16,365 884 — 17,249
Total fixed maturities
held to maturity ............. ¥883,336 ¥145396¥ — ¥1028,732
2002:
Bonds and notes:
Other government and
government agencies
and authorities .................. ¥453453 ¥ 9,421 ¥(3,904) ¥ 458,970
Other corporatebonds ........ 16,735 701 1) 17,435
Total fixed maturities
held to maturity ............. ¥470,188 ¥ 10,122 ¥(3,905) ¥ 476,405
(Dollars in thousands)
Gross Gross
Amortized unrealized  unrealized Fair
cost gains losses value
2003:
Bonds and notes:
Other government and
government agencies
and authorities ................... $7,224,758 $1,204,267 $— $8,429,025
Other corporatebonds ........ 136,375 7,367 — 143,742
Total fixed maturities
held to maturity ............. $7,361,133 $1,211,634 $— $8,572,767
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Thefollowing summarizesthe Company’ sinvestmentsin fixed
meaturities available for sale at March 31, 2003 and 2002:

(Dollarsin thousands)

Gross Gross
Amortized unredized unredized Fair
cost gains losses value

2003:
Bonds and notes:

(Yenin millions)

Amortized
cost

Gross Gross _ U.S. government and
unredized  unrealized Fair .
gains losses value govemment agencies and

2003:
Bonds and notes:

authorities..........co....

....... $1167917$ 55292 $(10,667) $ 1,212,542

U.S. states, municipalities

U.S. government and and political subdivisions .. 367 166 — 533
government agencies Other government and

and authorities ................... ¥ 140,150 ¥ 6,635¥(1,280) ¥ 145505 government agencies and

U.S. states, municipalities authorities 16,126,458 1,185,434 (34,367) 17,277,525
and political subdivisions .. 44 20 — 64 Other municipalitiesand

Other government and political subdivisions......... 2,040,217 163,342 (909) 2,202,650
government agenciesand Public utilities ..........c......... 736,017 38,742 (42) 774,717
AUthOrtiES .....ooevveerreees 1935175 142,252 (4,124) 2,073,303 Convertiblesand bonds

Other municipalitiesand with warrants attached........ 588517 56,033  (217) 644,333
political subdivisions......... 244826 19601  (109) 264,318 Other corporatebonds ........ 6,220,175 185,750 (4,692) 6,401,233
Public utilities 88,322 4,649 (5) 92,966 Total fixed maturities

Convertiblesand bonds avallablefor sdle............ $26,879,668 $1,684,759 $(50,894) $28,513,533
withwarrantsattached ....... 70,622 6,724 (26) 77,320

Other corporate bonds ........ 746,421 22290 (563) 768,148

Total fixed maturities
availablefor sale............

¥3,225,560 ¥202,171 ¥(6,107) ¥3,421,624

Theamortized cost and fair value of fixed maturities by contrac-

tual maturity at March

2002:
Bonds and notes:

31, 2003 are as follows. Actual maturities

will differ from contractual maturities because borrowers may have
theright to call or prepay obligationswith or without call or prepay-

U.S. government and ment penalties
government agencies
and authorities.................... ¥ 43313 ¥ 7593 ¥ (5 ¥ 50,901 (Yeninmillions (Dollarsin thousands)
U.S. states, municipalities Amortized Fair Amortized Fair
and political subdivisions .. 109 65 — 174 cost value cost value
Other government and Fixed maturities held to
government agencies and maturity:
authorities........ccccoeveeenne. 903,702 16,657  (160) 920,199 Dueinoneyearorless... ¥ 2005 ¥ 2020 $ 16,708 $ 16,833
Other municipalitiesand Due after oneyear
political subdivisions......... 299,885 23979 (32) 323832 throughfiveyears......... 6,361 6,528 53,009 54,400
Public Utilities .......ccevuenen. 34,192 2,808 — 37,000 Due after fiveyears
Convertiblesand bonds throughtenyears............ 57,532 59,859 479,433 498,825
with warrants attached........ 102,074 9,420 — 111,494 Due after tenyears .......... 817,438 960,325 6,811,983 8,002,709
Other corporatebonds........ 543645 15056 (232) 558,469 ¥883,336 ¥1,028,732 $7,361,133 $8,572,767
Total fixed maturities
availablefor sdle.......... ¥1,926,920 ¥75578 ¥(429) ¥2,002,069 (Yeninmillions (ollarsinthousands

Amortized
cost

Fair
value

Amortized
cost

Fair
value

Fixed maturities available

for sde:
Dueinoneyear or less.....
Due after one year
through fiveyears...........
Due after five years
through tenyears............
Due after ten years
With no contractual

¥ 515921 ¥ 519,646 $ 4,299,342 $ 4,330,383

1,276,382 1,303,718 10,636,518 10,864,316
661,183 698,003 5,509,858 5,816,692
767,209 895421 6,393,408 7,461,842

4,865 4,836 40,542 40,300

¥3,225,560 ¥3,421,624 $26,879,668 $28,513,533

28



Millea Holdings, Inc. and subsidiaries

Notesto Consolidated Financid Statements—(Continued)

Proceeds from sales of investments in fixed maturities prior to
their scheduled maturity dates were ¥536,061 million ($4,467,175
thousand), ¥335,280 million and ¥296,843 million for the years
ended March 31, 2003, 2002 and 2001, respectively. Gross gains of
¥9,849 million ($82,075 thousand) and gross losses of ¥5,046 mil-
lion ($42,050 thousand) in 2003, gross gains of ¥12,247 million and
gross losses of ¥3,181 million in 2002 and gross gains of ¥20,656
million and grosslosses of ¥11,076 millionin 2001 wererealized on
those sdles.

Bondscarried at ¥53,138 million ($442,817 thousand) at March
31, 2003 and ¥38,634 million at March 31, 2002 were pledged as
collateral primarily to reinsurance companies.

Bondscarriedat ¥172,513million ($1,437,608 thousand) at March
31, 2003 and ¥146,447 million at March 31, 2002 were used as coll&t-
eral for the Bank of Japan’ singtant gross settlement system for trans-
actions of checking accounts and Japanese government bonds.

Bonds carried at ¥245,541 million ($2,046,175 thousand) at
March 31, 2003 and ¥147,839 million at March 31, 2002 were
loaned to financial institutions under securitieslending transactions.

Bondscarried at ¥109,102 million ($909,183 thousand) at March
31, 2003 and ¥94,313 million at March 31, 2002 were deposited
primarily with United States and other foreign government authori-
tiesasrequired by law.

Bondscarried at ¥15,726 million ($131,050 thousand) at March
31, 2003 were pledged as collateral for letters of credit.

Bondscarried at ¥1,874 million ($15,617 thousand) at March 31,
2003 and ¥1,387 million at March 31, 2002 were pledged as collat-
eral for Life Insurance Policyholders Protection Corporation of Ja
pan, a corporation established to protect policyholders from losses
in case of bankruptcies of life insurance companies.

With respect to marketable equity securities, gross unrealized
gainswere ¥801,338 million ($6,677,816 thousand) and gross unre-
alized losses were ¥109,929 million ($916,075 thousand) at March
31, 2003, and gross unrealized gains were ¥1,343,337 million and
gross unrealized |osses were ¥16,308 million at March 31, 2002.

Proceeds from sales of investments in equity securities were
¥413,591 million ($3,446,592 thousand), ¥94,796 million and
¥125,080 million for the years ended March 31, 2003, 2002 and
2001, respectively. Gross gains of ¥110,562 million ($921,350
thousand) and gross losses of ¥29,918 million ($249,317 thousand)
in 2003, gross gains of ¥39,329 million and gross losses of ¥2,269
million in 2002, and gross gains of ¥61,630 million and gross|osses
of ¥13,566 million in 2001 were realized on those sales.
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Equity securitiescarried at ¥44,000 million ($366,667 thousand)
at March 31, 2003, and ¥50,498 million at March 31, 2002 were
deposited with securities brokers primarily asacollatera for futures
transactions entered into by the Company.

Equity securitiescarried at ¥37,127 million ($309,392 thousand)
at March 31, 2003 and ¥41,565 million a March 31, 2002 were
loaned to financial institutions under securitieslending transactions.

Equity securitiescarried at ¥6,790 million ($56,583 thousand) at
March 31, 2003 and ¥5,824 million at March 31, 2002 were depos-
ited with United States government authorities as required by law.

In January 2003, the FASB released FIN No.46, which clarifies
when an enterprise should consolidate an entity that meet the defini-
tion of a Variable Interest Entity (“VIE”) if that enterprise has a
variable interest that will absorb a mgjority of the VIE's expected
losses, recelve amgjority of the VIE' s expected residud returns, or
both. A VIE is a entity in which equity investors do not have the
characterigtics of a controlling financial interest or do not have suf-
ficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties, and
may include many types of specid purpose entities. The Company
provides equity investmentsin VIEs that are designed to be bank-
ruptcy remote from the Company as an dternative to red estatein-
vestment. Investments in such VIEs amounted to ¥42,711 million
($355,925 thousand) at March 31, 2003. The Company’ srisk expo-
sureislimited to the amount of these investments.

Mortgage loans on real estate are primarily mortgage loans on
commercia buildings.

Accumul ated depreciation of investment real estate amounted to
¥79,538 million ($662,817 thousand) and ¥83,155 million at March
31, 2003 and 2002, respectively.

Other long-terminvestmentsinclude:

(Yenin millions) (Dollarsin thousands)

2003 2002 2003

Mortgage loans on vessels and
faCilitieS. .o ¥ 22,125 ¥ 25061 $ 184375
Collatera and bank-guaranteed
loans 22,096 29,800 184,133
Unsecured loans ... 440,997 404,419 3,674,976
MONEy trust .....ccoecvveverirerererree 73,786 76,386 614,883

¥559,004 ¥535,666  $4,658,367

Mortgageloans on vessel sand facilitiesare generally joint loans
inwhich other financia institutions participate. The Company par-
ticipates in the hull insurance on these vessals.
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Collateral loans are made to commercial enterprisesand are se-
cured principaly by listed stocks and/or bonds of Japanese corpora:
tions. Certain of these loans are made jointly with other insurance
companies.

Bank-guaranteed loansare madeto commercia enterprises.

Unsecured loanswithin authorized limitsare made on aselective
basis to corporate borrowers. These loans are generally term loans,
which had contractual maturities ranging from 2003 through 2038 at
March 31, 2003. Interest rates of these loans varied from 0.04% to
12.00% a March 31, 2003, and 0.10% to 12.00% & March 31, 2002.

Money trustisatypeof portfolioinvestmentinwhichtrustbanksare
entrusted with investmentsin securities or other financid instruments.

Short-term investments consist primarily of call loansand other
investments maturing within one year. Short-term investments
amounting to ¥1,243 million ($10,358 thousand) at March 31, 2003
and ¥220 million at March 31, 2002 were deposited with the United
States government authorities and other foreign government au-
thorities as requited by law.

Details of net investment incomewere asfollows:

(Yenin millions) (Dollarsin thousands)

2003 2002 2001 2003

Fixed maturities ................... ¥ 65,762 ¥ 51913 ¥ 50541 $ 548,018
Equity securities........ccc.e.e 32,785 29,409 30,002 273,208
Mortgage loans on redl estate 3,715 4,219 4,569 30,958
Investment real estate............ 12,817 12,907 14,050 106,808
Policy loans..........cccoveunnee. 1,156 830 757 9,633
Other long-term investments 11,475 11,802 15,421 95,625
Short-term investments ........ 5,677 4,113 4,416 47,308
Other ..o 1,715 7,987 27,967 14,292

Grossinvestmentincome . 135,102 123,180 147,723 1,125,850
Less investment expenses..... 26,791 18,499 19,871 223,258

Net investment income...... ¥108,311 ¥104,681 ¥127,852 $ 902,592

Effective for the year ended March 31, 2002, the Company
changed the presentation of reporting gains and losses on derivative
transactions to “gains (losses) on derivatives’ as described in note
1(g). The above table includes net gains on derivative transactionsin
the amount of ¥20,696 million for the year ended March 31, 2001.

At March 31, 2003 and 2002, accrued investment income, in-
cluded in other assets, amounted to ¥22,030 million ($183,583
thousand) and ¥15,365 million, respectively.
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Net realized and change in unrealized gains or losses on fixed
maturities, equity securities and other investments for the years
ended March 31, 2003, 2002 and 2001 were as follows:

(Yeninmillions)

Fixed Equity Other Net gains
maturities securities investments (losses)
2003:
Realized ......ooevveeereeecesens ¥ 11553 ¥ (37,957) ¥(3,471) ¥ (29,875)
Changeinunredized............... 120,915 (635,620) (1,026) (515,731)
(o1 [ ¥132,468 ¥(673,577) ¥(4,497) ¥(545,606)
2002:
Realized .....coovvvvrreeeee ¥ 8,244 ¥ (11,900) ¥2636 ¥ (1,020
Changein unrealized .... (38293) (290,162) (3,764) (332,219)
LS. IO ¥(30,049) ¥(302,062) ¥(1,128) ¥(333,239)
2001 (Restated):
Realized ..o ¥ 9400 ¥ 53578 ¥(6,836) ¥ 56,142
Changeinunrealized .... 75634  (351,656) 4,438  (271,584)
L. [ ¥ 85034 ¥(298,078) ¥(2,398) ¥(215,442)
(Dollars in thousands)
Fixed Equity Other Net gains
maturities securities investments (losses)
2003:
Realized .......cooooooerrrcce. $ 96,275 $ (316,308) $(28,925) $ (248,958)
Changeinunrealized............ 1,007,625 (5,296,833) (8,550) (4,297,758)
TOEl oo $1,103,900 $(5,613,141) $(37,475) $(4,546,716)

Trading losses for the year ended March 31, 2003 that relate to
trading securities still held at March 31, 2003 amounted to ¥140
million ($1,167 thousand).

The Company recognized impairment losses on certain of itsin-
vestment real estate in the amount of ¥5,034 million ($41,950 thou-
sand) in the year ended March 31, 2003. Considering the decline of
Japanesered estate market, tests for impairment were performed as
of March 31, 2003 for any significant assets where the Company
observed possible decline in the fair value below the carrying
amount of the asset. For those assets, the Company recognized im-
pairment losses for the amount by which the carrying amount ex-
ceeded the fair value estimated primarily based on recent
transactions involving sales of similar assets and charged them to
realized gains (losses) on other investments for the year ended
March 31, 2003 in the property and casualty segment.
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The Company changed the presentation of reporting gains and
losses on devivative transactionsin the year ended March 31, 2002 and
the above table includes gains and | osses on derivative transactionsin
the amount of ¥9,901 million for the year ended March 31, 2001.

On April 1, 2000, the Company transferred certain of its fixed
maturities available for saleto held to maturity category. Thistrans-
fer was based on the Company’ s review of investment policiesto
match the duration of securities portfolio with certain life insurance
ligbilitieswith relatively long duration. The related unreslized gains
on these securities at the time of transfer in the amount of ¥9,088
million are being amortized from accumulated other comprehen-
siveincomeinto investment income over the remaining terms of the
securities. Unamortized amounts of those unrealized gains were
¥7,719 million ($64,325 thousand) and ¥8,175 million at March 31,
2003 and 2002, respectively.

Securitiesavailablefor saleare carried in the consolidated finan-
cial statementsat fair value. Changesin unrealized gains and | osses,
net of taxes, on securities available for sale shown above are in-
cluded in other comprehensive income.

The Company’ s investmentsin Toyota Motor Corporation and
its affiliates amounting to ¥290,199 million ($2,418,325 thousand)
and ¥284,345 million at March 31, 2003 and 2002, respectively,
exceeded 10% of stockholders' equity.

Therecorded investmentsin impaired loans and related specific
valuation allowances, which were established for all impaired
loans, at March 31, 2003 and 2002 were as follows:

(Yenin millions) (Dollarsin thousands)

Total Valuation Total Vauation
recorded alowances recorded allowances
investment -specific investment -specific
2003:
Mortgage loans on real
ESALE . ¥31,483  ¥12,862 $262,358 $107,183
Collateral and bank-
guaranteed loans............. 11,360 4,865 94,667 40,542
Unsecuredloans............... 23,153 12,378 192,942 103,150
¥65,996  ¥30,105 $549,967 $250,875
2002:
Mortgage loans on real
EStALe .. ¥16,726 ¥ 8,264
Unsecuredloans.............. 30,564 15,806

¥A47,290  ¥24,070

In addition, based on the Company’s past experience that it is
probable that a certain percentage of its loans not covered by spe-
cific valuation allowances are impaired at the balance sheet date
even in the absence of specific loss information, the Company es-
tablished unallocated valuation allowances in order to incorporate
loss contingencies underlying the loan portfolio comprehensively.
In determining the amount of required allowances, the Company
classifies loans into three categories based on their current credit
quality, and applies historical loan loss ratios for these respective
categories. The outstanding unallocated valuation allowances were
¥6,730 million ($56,083 thousand) and ¥8,675 million at March 31,
2003 and 2002, respectively.

The activity in valuation allowancesfor the years ended March
31, 2003, 2002 and 2001 is asfollows:

(Yenin millions) (Dollarsin thousands)

2003 2002 2001 2003

Balance at beginning of

177= 2 ¥32,745 ¥38919 ¥38219 $272,875
Adjustment in connection

with the acquisition 9,129 — — 76,075
Chargesto income....... 1,091 (502) 1,731 9,091
Principal charge-offs............. (6,130)  (5672) (1,031 (51,083)
Balance a end of year ......... ¥36,835 ¥32,745 ¥38,919 $306,958

During theyearsended March 31, 2003, 2002 and 2001, the aver-
age recorded investment in impaired loans amounted to ¥63,674
million ($530,617 thousand), ¥55,512 million and ¥67,880 million,
respectively, and interest income recognized and received in cash
on those loans amounted to ¥1,309 million ($10,908 thousand),
¥747 million and ¥1,361 million, respectively. At March 31, 2003
and 2002, the carrying amount of loans that were non-income pro-
ducing during the preceding twelve months amounted to ¥12,148
million ($101,233 thousand) and ¥6,527 million, respectively.

The Company manages its investments to limit credit risks by
diversifying its portfolio among various investment types and in-
dustry sectors. The Company monitors creditworthiness of
counterpartiesto all financia instruments by using controls that in-
clude credit approvals, limits and other monitory procedures. Col-
lateral often includes pledges of assets, such as stocks and other
assets and guarantees.
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5. REINSURANCE

Intheordinary course of business, the Company cedes risksto other
insurers and reinsurers. Reinsurance enables the Company to re-
duce its exposure to large losses in dl aspects of itsinsurance busi-
ness, although it does not relieve the Company of its obligations as
direct insurer of the risks reinsured.

Prepai d reinsurance premiumsrepresent the portion of premiums
ceded to reinsurers applicabl e to the unexpired terms of the reinsurance
contractsin force. Reinsurance recoverable on 10sses represents esti-
mates of amounts that will be recovered from reinsurers on reported
and unreported losses and claims and | oss adjustment expenses.

The Company isexposed to contingent liability with respect tore-
insurance which would become an actual liability to the extent that
any reinsurer failed to meet its obligations to the Company. Because
of thelarge amount of funds held by the Company under reinsurance
treaties and the Company’s favorable historica results with the
reinsurersinvolved, no material amounts were considered uncollect-
ible and no material provisions were made for this contingency.

Theeffect of ceded reinsurance on the consolidated statements of
income for the years ended March 31, 2003, 2002 and 2001 is as
follows:

(Yenin millions) (Dollarsin thousands)

2003 2002 2001 2003

Property and casuaty:

Premiumswritten:
[DI1¢='o: SN ¥1,987,463 ¥1,509,615 ¥1,468,361 $16,562,191
Assumed ........ccoueeeee. 325,347 138,362 94,117 2,711,225
Ceded .....oevviverrn (414,253)  (266,494) (238,571) (3,452,108)

Net premiums
WIeN .o ¥1,898,557 ¥1,381,483 ¥1,323,907 $15,821,308

DIFECE wovveeeeereeeeeree ¥1,952,534 ¥1,436,884 ¥1,449,523 $16,271,117
190135 128786 92236 1,584,458
(381,701) (222,708) (231,020) (3,180,842

¥1,760,968 ¥1,342,962 ¥1,310,739 $14,674,733

[DI17= ¥1,064,457 ¥ 838,246 ¥ 889,295 $ 8,870,475
Assumed ........ccceeveeeeene 174,561 110,858 92,823 1,454,675
Ceded ...ooeveieeeiins (285,337)  (212,339) (202,430) (2,377,808)
Losses, claims
incurred ..o ¥ 953681 ¥ 736,765 ¥ 779,688 $ 7,947,342
Life:

Premiumsearned:

. ¥ 263,361 ¥ 209,469 ¥ 163,016 $ 2,194,675
0 0 1 0

(875) (261) (112) (7,292)

¥ 262,486 ¥ 209,208 ¥ 162,905 $ 2,187,383

32

6. DEFERRED POLICY ACQUISITION COSTS

Thefollowing setsforth the policy acquisition costs deferred for am-
ortization againgt future income and the related amortization charged
to incomefor property and casualty and life insurance operations:

(Yenin millions) (Dollarsin thousands)

2003 2002 2001 2003
(Restated) (Restated)
Property and casualty:
Deferred at beginning
Of YO .., ¥221,914  ¥214,019 ¥211,267 $1,849,283
Adjustment in connection
withtheacquisition ......... 99,663 — — 830,525
Incurred during year:
Commissionsand
brokerage .........ccoveeee 287,460 227,168 215447 2,395,501
Salaries and other
compensation .............. 147,207 115911 116310 1,226,725
Other underwriting
[0 1S N 112,099 83,795 84,589 934,158
546,766 426,874 416,346 4,556,384
868,343 640,893 627,613 7,236,192
Foreign currency
trandation adjustments..... (332) — — (2,758)
Deferred at end of year ..... 323865 221,914 214019 2,698,875
Policy acquisitioncosts .... 544,147 418979 413594 4,534,559
Life:
Deferred at beginning
Of YOI .., 79,809 63,366 43,630 665,075
Incurred during year ......... 45,717 34,476 28,693 380,975
125,526 97,842 72,323 1,046,050
Deferred at end of year ..... 98,615 79,809 63,366 821,792
Policy acquisition costs .... 26,911 18,033 8,957 224,258
Total policy
acquisition costs ...... ¥571,058 ¥437,012 ¥422551 $4,758,817
7. PROPERTY AND EQUIPMENT
A summary of property and equipment is asfollows:.
(Yenin millions) (Dollarsin thousands)
2003 2002 2003
Land ..o ¥ 88,778 ¥ 03954 $ 739817
BUIlAiNGS ...c.cvvveeererricreineecrenees 225,200 228,457 1,876,666
Furniture and equipment . . 67,372 40,755 561,433
Construction in progress................... 6,404 24 53,367
Total at COSt...cuvrreerrereeeireeiines 387,754 363,190 3,231,283
Less accumulated depreciation.......... 183,676 162,768 1,530,633
Net property and equipment ......... ¥204,078 ¥200,422  $1,700,650
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8. LIABILITY FOR UNPAID LOSSESAND CLAIMSAND
LOSSADJUSTMENT EXPENSES

The table below is a reconciliation of beginning and ending prop-
erty and casualty insurance balances for unpaid losses and claims
and loss adjustment expenses for the years ended March 31, 2003,
2002 and 2001:

(Yenin millions) (Dollarsin thousands)

2003 2002 2001 2003
(Restated) (Restated)
Balance at beginning
(oY= SN ¥ 875463 ¥854,952 ¥821,088 $7,295,525
Lessreinsurance
recoverables ... 247861 255,696 257,221 2,065,508
Net balance at beginning
(oY= SN 627,602 599,256 563,867 5,230,017
Adjustment in connection
with the acquisition ............. 141,940 — — 1,182,833
Incurred related to:
Current year .......c.ccceeeueeee. 1,029,655 802,061 829,097 8,580,459
Prioryears ........cccoceveeeuene 438 (3,847) 3,961 3,650
Total incurred................ 1,030,093 798,214 833,058 8,584,109
Paid related to:
Currentyear .. 590,791 481,710 519,627 4,923,259
Prior years..... 417,105 288,158 278,042 3475875
Total paid .....cccoevreirenene 1,007,896 769,868 797,669 8,399,134
Foreign currency
trandation adjustments......... (1,987) — — (16,558)
Net balance at end of year .... 789,752 627,602 599,256 6,581,267
Plusreinsurance
recoverables ..o 342,132 247861 255696 2,851,100
Balance at end of year .......... ¥1,131,884 ¥875,463 ¥854,952 $9,432,367

Prior year claims and expenses incurred in the preceding table
resulted principally from settling claims established in earlier acci-
dent years for amounts that differed from expectations.

Thereinsurancerecoverablesreferred to above arereconciled to
the balance sheet carrying amounts as follows:

9. INCOME TAXES

Income taxes are accounted for under the asset and liability method.
Deferred tax assets and liahilities are recognized for the future tax
consequences attributable to differences between the financial state-
ment carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards.
Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxableincomein the yearsin which those
temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of achangein tax ratesis
recognized in incomein the period that includes the enactment date.

Tota incometaxesfor theyearsended March 31, 2003, 2002 and
2001 were dlocated asfollows:

(Yenin millions) (Dollarsin thousands)

2003 2002 2001 2003
(Restated)

Income before extraordinary
items and cumulative effect
of accounting changes ......... ¥ 71614 ¥ 33416 ¥44359 $ 596,782
Cumulative effect of
accounting changes ............. — 48,033 — —
Other comprehensive income:

Unrealized appreciation

(depreciation) of securities

duringtheyear ............... (188,667) (118901) (89,605 (1,572,225)

Minimum pension liability

adjustments ........cccceeeeene (22,613)  (16,860) 2,046 (188,442)

¥(139,666) ¥ (54,312) ¥(43,200) $(1,163,885)

The Company is subject to anumber of taxes based on income,
which in the aggregate resulted in a normal tax rate of approxi-
mately 36% in 2003, 2002 and 2001.

Theeffectivetax ratesof the Company for theyearsended March
31, 2003, 2002 and 2001 differ from the Japanese normal income
tax ratesfor the following reasons:

(Yenin millions) (Dollarsin thousands) 2003 2002 2001
2003 2002 2003 (Restated)
Property and casualty: Japanese normal incometax rete........... 36.0% 36.0% 36.0%
Unpaid0SSeS ..o ¥342,132 ¥247,861  $2,851,100 Tax credit for dividends received ......... (3.0) (7.2) 4.7)
Paid 10SSES .....covveeeeiieiecee 107,885 84,826 899,042 Expenses not deductible for tax
Lif@ v 328 — 2,733 PUMPOSES ....cveeeieieerenieieesesesieeseseeees 0.9 12 12
Total reinsurancerecoverable Other ..., 17 0.7 0.8
ONIOSSES ..o ¥450,345 ¥332,687  $3,752,875 Effectivetax rate ... 35.6% 30.8% 33.3%
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Thetax effects of temporary differencesthat giveriseto signifi-
cant portions of the deferred tax assets and deferred tax liabilities at
March 31, 2003 and 2002 are presented below:

(Yeninmillions) (Dollars in thousands)

2003 2002 2003
(Restated)
Deferred tax assets:
Net unpaid and unreported
[0SSES ..o ¥ 84817 ¥ 70102 $ 706,808
Future policy benefitsand losses .. 13,501 9,315 112,508
Retirement and severance
DENEfitS ... 47,689 34,467 397,408
Minimum pension liability
adjuStments ........ccccevervreneceennenns 50,707 28,004 422,558
Valuation allowancefor credit
[OSSES ..o 12,743 9,985 106,192
Property, equipment and other
BSSELS oo 49,910 10,603 415,917
Derivatives 33,995 24,160 283,292
Operating loss carryforwards
for tax pUrPOSES .......cveeverereceeenens 10,311 — 85,925
(@101 SR 33,036 11,788 275,300
Total deferred tax assets ........... 336,709 198,514 2,805,908
Deferred tax liabilities:
Net unearned premiums ............... (47,552) (24,929) (396,267)
Deferred policy acquisitioncosts..  (151,996) (108,334)  (1,266,634)
Fair value adjustmentsto
securitiesrecognizedinincome...  (88,828) (3,046) (740,234)
DENVatiVES ... (89,134) (74,977) (742,783)
Other ..o (12,225) (9,466) (101,875)
Total deferred tax liabilities...... (389,735) (220,752)  (3,247,793)
Net deferred tax liabilities
before deferred taxeson
unrealized appreciation
Of SECUNtIES ..o (53,026) (22,238) (441,885)
Deferred taxes on unrealized
appreciation of securities............. (321,037) (509,704)  (2,675,307)
Net deferred tax liabilities ........ (374,063) (531,942)  (3,117,192)
Income taxes currently payable ........ (63,497) (43,758) (529,141)
Incometax liability ..........ccconee. ¥(437,560)  ¥(575,700) $(3,646,333)

Operating loss carryfowards for tax purposes of consolidated
subsidiaries at March 31, 2003 amounted to ¥28,641 million
($238,675 thousand) and are available through 2008 to offset
againgt future taxable income of such subsidiaries.

The Company hasnot provided avaluation allowancefor the de-
ferred tax assetsa March 31, 2003 and 2002. Management believes
that it ismore likely than not that the Company will realize the ben-
efit of the deferred tax assets. While there are no assurancesthat this
benefit will be redized, the Company expects sufficient taxable in-
comein thefuture, based onits historica record and expected future
results to realize the benefit of the deferred tax assets.
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10. RETIREMENT AND SEVERANCE BENEFITS

Employees of the Company are covered by the defined retirement
and severance benefit plans described below.

The Company has an unfunded lump-sum payment retirement
plan covering substantialy all employees. Under the plan, employ-
ees are entitled to lump-sum payments based on points, which are
accumulated each year by the employees' rank, length of service
and certain other factors, upon retirement or termination of employ-
ment for reasons other than dismissal for cause. Directors and statu-
tory auditors are covered by a separate plan. It is not the policy of
management to fund the retirement and severance benefits de-
scribed above.

The Company also has afunded pension plan covering substan-
tially al employees who meet age and service requirements. The
plan covers a portion of the welfare pension plan administered by
the Japanese government.

In accordance with SFAS No. 87, “Employers’ Accounting for
Pensions,” the net periodic benefit costs of the funded pension plan
in 2003, 2002 and 2001 were calculated using the unit credit actu-
aria cost method.
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Reconciliations of beginning and ending balances of the benefit

obligations and the fair value of the plan assets are asfollows:

(Yenin millions)

(Dollarsin thousands)

The components of net periodic benefit cost for the years ended
March 31, 2003, 2002 and 2001 are asfollows:

(Yeninmillions)

(Dollarsin thousands)

2003 2002 2003 2003 2002 2001 2003
Change in benefit obligation: Components of net periodic
Benefit obligation at beginning benefit cost:
Of YOI .o ¥ 430,950 ¥338,858 $ 3,591,250 Servicecost .....covvereeueenns ¥19,148  ¥15/494  ¥15301  $159,567
Adjustment in connection Interest CoSt ........ccoveeueunne 10,874 11,389 9,060 90,617
with theacquisition ..........c.ccvee. 40,690 — 339,083 Expected return
Servicecost 19,148 15,494 159,567 onplan assets ................. (3108)  (3192) (3831 (25900
Interest cost 10,874 11,389 90,617 Amortization of prior
Plan participants’ contributions .... 2,593 2,115 21,608 SENVICECOSt ....ocvvrririnne 805 2,397 (217) 6,708
Amendments.........cccveeeenerineenene. (24,793) 39,576 (206,608) Recognized actuarial loss . 7,162 4,398 3,310 59,683
Actuaria 10SS .....cocovvreerreieerrenens 75,182 35,808 626,517 Net periodic benefit
Benefitspaid ........c.coooevvevnenninnnnn (21,710) (12,290) (180,917) COSE e ¥34,881  ¥30486 ¥23623  $290,675
Foreign currency translation
adjUSIMENtS ....c.coeveivieieieieieiens (3) — (25)
Benefit obligation at end of year .. ¥ 532,931 ¥430,950 $4,441,092
11. DEBT OUTSTANDING
Changein plan assets:
Fair value of plan assets ) .
at beginning of YEar ................ ¥ 144710 ¥ 137,667 $1,205917 Debt outstanding at March 31, 2003 and 2002 comprised the fol-
Adjustment in connection lowing:
with theacquisition .........c.ccceeeee 7,599 — 63,325
Adtd return OI'.l pIan asStS. h 1443 (377) 12,025 (Yeninmillions) (Dollars in thousands)
Empl oygr (.:ontrl l?utl on§ s 24,146 9,345 201,217 bue 2003 2002 2003
Plan participants' contributions .... 2,593 2,115 21,608
BENEHSPAT oo (4.932) (4.040) (41.100) Loans, 0.05%10 4.75%....... 2007-2016 ¥ 4673 ¥ — $ 38942
. Equity linked notes, 1.00%
Fair value of plan assets at end 0. 21.00% ..o 2004 4,331 — 36092
(o= R ¥ 175,559 ¥144,710 $1,462,992 Fixed rate notes, 0.07%....... 2004 5,000 . 41,667
Floating rate notes, 0.06% .... 2005 2,000 — 16,667
Funded Status ..........cooooerrveerenieen. ¥(357,372)  ¥(286,240) $(2,978,100) Credit linked notes, 2.56%
Unrecognized net actuarial loss.... 196,049 126,365 1,633,742 t011.75% ..cocvirice 2007 25,373 — 211,442
Unrecognized prior service cost ... 5,742 31,340 47,850 Unsecured bonds, 1.47%
Net amount recognized.................. ¥(155581)  ¥(128535)  $(1,296,508) 10 2.78% oo 2006-2021 135984 110,000 1,133,198
Other Notes.........ocoeveerrennne 2011 519 — 4,325
Amounts recognized in the Total debt outstanding .. ¥177,880 ¥110,000 $1,482,333
balance sheets consist of:
ﬁg;;?glm HaDINILY ... ¥(3§7‘:gg§) ¥(2§Z:ig§) $(2’;ggj(7)§? The proceeds of these debtswere used primarily for general cor-
Accumul ated other porate purposes.
COMPrENeNsiveincome-.......... 140,855 78038 1,173,792 Maturities of debt outstanding at March 31, 2003 are asfollows:
Net amount recognized............. ¥(155581)  ¥(128,535) $(1,296,508)
(Yeninmillions) (Dollarsin thousands)
Significant actuarial assumptions: ¥ 9331 $ 77,758
DiSCOUNE FAte .....cvvreeeereereerrenienne 1.5% 2.5% 2,000 16,667
Rate of salary increase.................. 0.6-1.7% 1.8% 30,000 250,000
Expected long-term return 36,702 305,850
0N Plan aSSetS .....cvvveerreereereeenen: 1.3-2.0% 2.3% 654 5,450
99,193 826,608
¥177,880 $1,482,333
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The Company leases certain property and equipment under non-
cancelable lease agreements. At March 31, 2003, obligations under
capital leases which were presented as other liabilities amounted to
¥8,006 million ($66,717 thousand). Of this amount, the obligations
due within one year amounted to ¥4,616 million ($38,467 thousand).

12. FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Vaue of Financia Instru-
ments’ requires disclosure of estimated fair value for al financia
instruments. See notel5 for discussion of fair value of derivative
financial instruments. The carrying amounts and the fair values of
the Company’s nonderivative financial instruments at March 31,
2003 and 2002 are as follows:

(Yenin millions) (Dollarsin thousands)
Carrying Fair Carrying Fair
amount value amount value
2003:
Policy loans.........cccc.cee.. ¥ 29171 ¥ 29171 $ 243092 $ 243,092
Mortgage loans on real
ESHALE ..o 148,655 152,379 1,238,792 1,269,825
Mortgage loans
on vessels and facilities . 22,125 21,637 184,375 180,308
Collateral and bank-
guaranteed loans............ 22,096 24,190 184,133 201,583
Unsecured loans ... 440,997 449,412 3,674,976 3,745,100
Money trust .......ccccceveenee 73,786 73,786 614,883 614,883

Short-term investments .. 660,370 660,370 5,503,083 5,503,083
Investment deposits

by policyholders........... (2,716,526) (3,094,290) (22,637,717) (25,785,750)
Debt outstanding ............ (177,880)  (189,307) (1,482,333) (1,577,558)
2002:

Policy loans..........cccouune ¥ 20615 ¥ 20,615

Mortgage loans on real

ESALE ..o 144,323 145,869

Mortgage loans

on vessels and facilities . 25,061 25,082
Collatera and bank-

guaranteed loans............ 29,800 29,768
Unsecured loans ... 404,419 406,169
Money trust .........ccceeevueee 76,386 76,386

Short-term investments .. 665,406 665,406
Investment deposits

by policyholders............ (2,131,834) (2,362,170)
Debt outstanding ............ (110,000)  (115,257)

The Company started disclosing fair valuesof investment depos-
its by policyholdersthisyear.

Thefollowing methods and assumptionswere used by the Com-
pany in estimating the fair values of its nonderivative financial in-
struments:
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Cash and cash equivalents, accrued investment income (included in
other assets), premiums receivable and agents balances, reinsurance
recoverable on losses and ceded reinsurance balances payable

The carrying amounts approximate fair values due to the short ma-
turity of these instruments.

Fixed maturities and equity securities
The carrying amounts and fair values of fixed maturities and equity
securities are disclosed in note 4.

Policy loans

The carrying amounts of floating-rate policy loans approximate
their fair values as the interest rates charged on those instruments
are designed so that they would be adjusted periodically to reflect
changesin overall market interest rates.

Mortgage loans on real estate, other long-term investments and
short-terminvestments

The fair values for these financial instruments are estimated based
on the quoted market prices for these or similar instruments. For
financia instruments for which quoted market prices are not avail-
able, fair values are estimated using discounted cash flow analysis
and interest rates currently being offered for similar loans to bor-
rowers with similar credit ratings or for similar deposits.

Investment deposits by policyholders

The fair values of investment deposits by policyholders were esti-
mated using discounted cash flow calculations based on market in-
terest rates currently prevailing for similar contracts with similar
maturities. The cash flows used in fair value cal cul ation were based
on the best estimate assumptions of lapse rates and other factors.

Debt outstanding

Thefair valuesfor debt outstanding are estimated using their market
prices. For debt outstanding on which quoted market prices are not
available, the fair values are estimated using discounted cash flow
analysis, based on the Company’ s current borrowing rate for similar
types of borrowings.
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Limitations

Fair value estimates are made at a specific point in time, based on
relevant market information and information about the financial in-
struments. These estimates are subjective in nature and involve un-
certainties and matters of significant judgment and therefore cannot
be determined with precision. Changes in assumptions could sig-
nificantly affect the estimates.

13. STATUTORY CAPITAL AND DIVIDEND
AVAILABILITY

MilleaHoldings is subject to regulatory restrictions on the amount
of dividends distributable to its stockholders. The amount of re-
tained earnings available for dividendsis based on the amount re-
corded on the MilleaHoldings non-consolidated statutory books of
account in accordance with Japanese GAAP. Millea Holdings had
retained earningsin the amount of ¥44,567 million ($371,392 thou-
sand), net of treasury stock in the amount of ¥5,038 million
($41,983 thousand) as of March 31, 2003. The adjustments in-
cluded in the accompanying consolidated financial statements to
have them conform with U.S. GAAP, but not recorded in the books
of account, have no effect on the determination of the amount avail-
ablefor dividends.

Provision has not been made in the accompanying consolidated
balance sheet as of March 31, 2003 for dividends subsequently pro-
posed to MilleaHoldings stockholders by the Board of Directorsin
the aggregate amount of ¥18,519 million ($154,325 thousand).

The insurance subsidiaries of Millea Holdings incorporated in
Japan are required to maintain adequate solvency margins for Japa
nese regulatory authorities. At March 31, 2003, these subsidiaries
had sufficient capitd surplusin their respective statutory stockhol d-
ers equity to satisfy the solvency margin requirements.

Inthe parent company only financia statementspreparedin con-
formity with Japanese GAAP, Millea Holdings reported net income
of ¥49,605 million ($413,375 thousand) in 2003, ¥39,182 millionin
2002 and ¥43,140 million in 2001, and stockholders' equity of
¥2,206,053 million ($18,383,775 thousand) at March 31, 2003 and
¥1,803,976 million at March 31, 2002.
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The amounts of statutory net income (loss) for the years ended
March 31, 2003, 2002 and 2001, and stockholders' equity at March
31, 2003 and 2002 of the consolidated insurance subsidiaries were
asfollows:

(Yenin millions)

2002

(Dollarsin thousands)

2003

2003 2001

Statutory net income (loss):

Property and casualty ....... ¥ 112,615 ¥12,703 ¥2,443 $ 938,458
Life e (966) 1 1 (8,050)
Statutory stockholders
equity:
Property and casualty ....... 2,006,678 67,285 16,722,317
Life o 46,160 27,437 384,667

14. COMMITMENTSAND CONTINGENT LIABILITIES

At March 31, 2003, commitments outstanding for the purchase of
property and equipment approximated ¥14,547 million ($121,225
thousand).

The Company occupies certain offices and other facilities and
uses certain equipment under cancel able lease arrangements. Rental
expensesfor theyearsended March 31, 2003, 2002 and 2001 aggre-
gated ¥14,694 million ($122,450 thousand), ¥17,427 million and
¥18,515 million, respectively.

The Company entersinto credit default swap transactionsto earn
investment returns. The maximum potential amount of future pay-
ments represents the notional amounts that could be lost under the
credit default swapsiif there were atotal default by the guaranteed
parties, without consideration of possible recoveries under recourse
provisions or from collatera held or pledged. At March 31, 2003,
the Company’ s maximum potential amount of future payments un-
der the credit default swaps was approximately ¥1,889,836 million
($15,748,633 thousand). At March 31, 2003, the carrying amount of
theligbilities related to these credit default swaps was ¥16,356 mil-
lion ($136,300 thousand). Other property will be available to the
Company to cover losses, or, the Company will cover losses, net of
some collateral; however, the value of such property or collateral
has not been determined.

Seed so note 15 for the discussion on credit default swaps, which
had been accounted for as guarantees prior to the adoption of SFAS
No. 133.
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Guarantees are used in various transactions to enhance credit
standing of the Company’ s customers and third parties. They repre-
sent irrevocabl e assurances that the Company will make payment in
the event that the customer failsto fulfill its obligation arising from
guarantees of the indebtedness of third parties, the corporate loans
and bonds, etc., to third parties. The Company is obliged to pay the
outstanding liabilities when the guaranteed partiesfail to pay princi-
pal and/or interest in accordance with the contractua terms. The
maximum exposure under these guarantees as of March 31, 2003
was approximately ¥22,409 million ($186,742 thousand). At March
31, 2003, the Company did not recognize any liabilities for these
remote loss contingencies. In some cases, those liabilities are se-
cured by the guaranteed parties' operating assets. Once the Com-
pany assumes the guaranteed parties’ obligation, the Company
acquiresthe right of the collateral.

In the ordinary course of business, the Company isinvolved in
variouslegal proceedings. Although there can be no assurances, as
of March 31, 2003, the Company believes, based on information
currently available, that the ultimate resolution of these legal pro-
ceedingswould not be likely to have amaterial adverse effect onits
results of operations, financia condition or liquidity.

15. DERIVATIVE FINANCIAL INSTRUMENTS

The Company utilizes derivative financial instrumentsin its normal
course of business (a) to manage interest rate risk, (b) to manage
foreign exchange risk and (c) for other purposes. Although some
types of these derivatives economically hedge the Company’ s risk
exposure, they do not quaify for hedge accounting under SFAS
No0.133. All derivatives are recognized on the consolidated balance
sheets at fair value as “ derivative assets’ or “derivative lighilities,”
with the changesin fair value recognized currently in earnings as
“gains (losses) on derivatives.”
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(a) Derivativesused for interest rate risk management

The Company usesinterest rate swapsto manage interest rate expo-
sures arising from mismatches between assets and ligbilities (in-
cluding duration mismatches). The Company’ sinsurance liabilities
that bear credited interest rates, mainly those relating to deposit-
typeinsurance and lifeinsurance, are exposed to the risk of declines
ininterest rates. The Company’ sstrategy isto match theinterest rate
characteristics and duration of those liabilities with those of in-
vested assets through its asset liability management, including the
use of interest rate swaps. An interest rate swap is an agreement,
generaly, to exchange fixed and floating rate interest payments
without exchange of the underlying principal.

Upon adoption of SFASNo. 133 at April 1, 2001, theinterest rate
swaps used for this purpose do not qualify for hedge accounting,
and the Company recoghized a net-of-tax cumulative-effect-type
gain of ¥93,907 million on April 1, 2001.

(b) Derivatives used for foreign exchange risk management

The Company is exposed to foreign currency exposures arising
mainly from foreign currency fixed maturity investments and foreign
currency receivables/payablesin relation to hull and marine cargo in-
surance and certain reinsurance. The Company usesforeign exchange
derivatives, such as foreign exchange forwards and cross-currency
swaps, to effectively manage those foreign currency exposures. A
foreign exchange forward is an agreement to exchange different cur-
rencies at a specific future date. A cross-currency swap is an agree-
ment to exchange coupon payments in one currency for coupon
payments in another currency, where the principal amount of each
currency isgenerally exchanged at the beginning and end of the term.

(c) Derivatives used for other purposes
The Company entersinto credit default swaps as an dternative to
credit insuranceit provides. A credit default swap isacontract that
provides the buyer with protection against the risk of a default by
the reference entity in return for periodic payments to the seller.
Prior to the adoption of SFAS No0.133, the Company had treated
credit default swaps as guarantees. In accordance with SFAS
No0.133, the Company now accounts for them as derivatives, which
are recognized at fair value.

The Company uses bond futures, equity index futures and other
instruments to manage market risks.

The Company usesforeign exchangeforwards, bond futures, eg-
uity index options, equity index futures and other instruments to
earn investment returns.
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Notesto Consolidated Financid Statements—(Continued)

The carrying amounts and the fair values of the Company’ s de-
rivative financia instruments at March 31, 2003 and 2002 are as
follows:

(Yenin millions) (Dollarsin thousands)

Assets Liabilities Assets Libilities
2003:
Interest rate SWaps ........... ¥315171 ¥162,019) $2,626,425 $(1,350,158)
Foreign exchange
forwards ........ccoceveeruennne 177 (2,127) 1,475 (7,725)
Currency Swaps ............... 14,881 (15,329) 124,008 (127,742)
Credit default swaps......... 9,563 (23,050) 79,692 (192,083)
Bondfutures..........cccue... 26 (56) 217 (467)
Equity index futures ........ 633 — 5,275 —
Other ...covvveererecereenns 828 (430) 6,900 (3,583)
Total derivatives...... ¥341,279 ¥(203,011) $2,843,992 $(1,691,758)
2002:
Interest rate swaps............ ¥202,390 ¥ (53,348)
Foreign exchange
forwards ........ccoceuveruennne 582 (15,633)
Currency Swaps................ 216 (9,883)
Credit default swaps......... 3,639 (14,061)
Bond futures..........cc...... 61 (354)
Equity index options ....... 211 (168)
Equity index futures ........ 113 (214)
(01197 SN — (31)

Total derivatives...... ¥207,212 ¥ (93,692)

Thefollowingmethodsandassumptionswereused by theCompany
in estimating thefair values of its derivative financid instruments:

Interest rate swaps

The fair values of interest rate swaps are based on the estimated
present values the Company would receive or pay to terminate
agreements, taking into consideration current interest rates and the
current creditworthiness of the counterparties.

Foreign exchange forwards and currency swaps

Thefair values of foreign exchange derivatives including forwards
and currency swaps are estimated by obtaining current market
quotes from banks.

Credit default swaps

The fair values of credit default swaps are estimated by obtaining
current market quotes from counterparties, if available. If quoted
market prices are not available, asis the case primarily with credit
default swaps on pools of multiple reference assets, then the fair
valueis based upon estimates cal culated by the Company’ sinternal
mode! reflecting prevailing market conditions and certain other fac-
tors relating to the structure of the transaction.
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Equity index futures and options, and bond futures
The fair values of equity index futures, equity index options and
bond futures are based on the official market quotes.

Limitations

Fair value estimates are made at a specific point in time, based on
relevant market information and information about the financial in-
struments. These estimates are subjective in nature and involve un-
certainties and matters of significant judgment and therefore cannot
be determined with precision. Changes in assumptions could sig-
nificantly affect the estimates.

16. BUSINESS SEGMENTS

The Company is organized according to products and services
which it offers. This structure is considered in the identification of
its two reportable segments. These segments and their respective
operations are asfollows:

Property and Casualty

Property and Casualty segment writes marine, fire and casualty, au-
tomobile and alied lines of insurance principally covering riskslo-
cated in Japan and hull and cargo risksfor Japanese businesses. The
Company eval uates the results of this segment based upon premium
income and underwriting results.

Life

Lifeinsurance products primarily include whole-lifeinsurance. The
Company evaluates the results of this segment based upon amounts
of policies and net income.

The accounting policiesof the business segmentsare the ssameas
those described in the notes to consolidated financia statements.
The effects of the elimination of certain intersegment transactions
areincluded in the Property and Casualty segment result. The fol-
lowing are income and asset data for the Company’ s business seg-
mentsfor the years ended March 31, 2003, 2002 and 2001. See note
2 for discussion of restatements and reclassifications.
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Notesto Consolidated Financid Statements—(Continued)

(Yenin millions)

(Yenin millions)

Property and Property and
Casualty Life Consolidated Casualty Life Consolidated
2003: 2002 (Restated):
Operating income: Operating income:
Property and casualty: Property and casualty:
Net premiumswritten................. ¥1,898557 ¥ — ¥ 1,898,557 Net premiumswritten................. ¥1,381,483 ¥ —  ¥1.381,483
Lessincreasein unearned Lessincreasein unearned
Premiums .......cceeverurenerirenenenens 137,589 — 137,589 Premiums ......cceevererencreeeeeiennens 38,521 — 38,521
Premiumsearned................... 1,760,968 — 1,760,968 Premiumsearned................... 1,342,962 — 1,342,962
Lifepremiums — 262,486 262,486 Life premiums — 209,208 209,208
Net investment income................... 93,129 15,182 108,311 Net investmentincome...........c....... 94,386 10,295 104,681
Realized losses on investments...... (28,310) (1,565) (29,875) Realized gains (losses) on
INVESIMENES .....vverecriccreeenee (1,384) 364 (2,020)
Gainson derivatives...........ccccvuee 55,044 21,520 76,564 Gains (losses) on derivatives.......... (20,847) 13,528 (7,319)
Total operating income.......... 1,880,831 297,623 2,178,454 Total operatingincome.......... 1,415,117 233,395 1,648,512
Operating costs and expenses: Operating costs and expenses:
Losses, claimsand |oss adjustment Losses, claims and | oss adjustment
EXPENSES ..o 1,030,093 — 1,030,093 EXPENSES ... 798,214 — 798,214
Policy benefitsand lossesfor life .. — 223,316 223,316 Policy benefitsand lossesfor life .. — 175,016 175,016
Income credited to investment Income credited to investment
depositsby policyholders.............. 54,111 1,900 56,011 depositsby policyholders.............. 56,422 1,085 57,507
Policy acquisition costs ................. 544,147 26,911 571,058 Policy acquisition costs ................. 418,979 18,033 437,012
Other operating eXpenses .............. 85,859 10,809 96,668 Other operating expenses .............. 63,751 8,344 72,095
Total operating costsand Total operating costsand
EXPENSES ..o 1,714,210 262,936 1,977,146 EXPENSES ..o 1,337,366 202,478 1,539,844
Income before income tax Income before income tax
expense and extraordinary expense and cumulative
TEMS s 166,621 34,687 201,308 effect of accounting
changes.....ccoeveeenirerreenne 77,751 30,917 108,668
Income tax expense (benefit): Income tax expense (benefit):
CUIMENE oo 83,022 9,913 92,935 CUMENE .o 50,070 3,890 53,960
Deferred ......oemiennncnnecnnnnes (25,237) 3,916 (21,321) Deferred ......ooevneenenrennecnenes (27,806) 7,262 (20,544)
57,785 13,829 71,614 22,264 11,152 33,416
Income before extraordinary Income before cumulative
ITEMS e 108,836 20,858 129,694 effect of accounting
Changes......cccvverreerneiineenns 55,487 19,765 75,252
Cumulative effect of accounting
Extraordinary items.........ccccoveeninenns 248,323 — 248,323 changes, net of tax ........cccevverereriene. 56,727 28,738 85,465
Netincome..........coceeueveeennenn ¥ 357,159 ¥ 20,858 ¥ 378,017 NEtincome .......cccevevrerreieenne ¥ 112214 ¥ 48503 ¥ 160,717
Tota iNVESIMENES .......ceeveeeeererereennes ¥ 7,119,333 ¥1,225,870 ¥ 8,345,203 Total iNvestments ........covveerevrrenene ¥6,068,201 ¥560,624 ¥6,628,825
Tota SIS ¥ 9,513,060 ¥1,380,303 ¥ 10,893,363 Total @SS ¥7,823947 ¥735230 ¥8,559,177
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Notesto Consolidated Financid Statements—(Continued)

(Yenin millions)

(Dollarsin thousands)

Property and Property and
Casualty Life Consolidated Casualty Life Consolidated
2001 (Restated): 2003:
Operating income: Operating income:
Property and casualty: Property and casualty:
Net premiumswritten ................ ¥1,323,907 ¥ —  ¥1,323,907 Net premiumswritten ................ $15,821,308 $ — $15,821,308
Lessincreasein unearned Lessincreasein unearned
Premiums ......ccoeveeerereceeeinnenns 13,168 — 13,168 Premiums .......cooveverevereneneneneens 1,146,575 — 1,146,575
Premiumsearned................... 1,310,739 — 1,310,739 Premiumsearned ................... 14,674,733 — 14,674,733
Life premiums — 162,905 162,905 Life premiums — 2,187,383 2,187,383
Net investment income................... 115,594 12,258 127,852 Net investment income................... 776,075 126,517 902,592
Realized gainson investments....... 55,859 283 56,142 Realized lossesoninvestments...... (235,917) (13,041)  (248,958)
Total operatingincome 1,482,192 175446 1,657,638 Gainson derivatives..............cc....... 458,700 179,333 638,033
Tota operatingincome.......... 15,673,591 2,480,192 18,153,783
Operating costs and expenses:
Losses, claims and | oss adjustment Operating costs and expenses:
EXPENSES ...vovvereeeeereeseeteeseseeeenees 833,058 — 833,058 L osses, claims and | oss adjustment
Policy benefitsand lossesfor life .. — 137,469 137,469 EXPENSES ..o 8,584,109 — 8,584,109
Income credited to investment Policy benefitsand lossesfor life .. — 1,860,967 1,860,967
depositsby policyholders.............. 58,669 840 59,509 Income credited to investment
Policy acquisition costs ................. 413,594 8,957 422,551 depositsby policyholders.............. 450,925 15,833 466,758
Other operating expenses .............. 66,048 5,969 72,017 Policy acquisition costs 4,534,559 224,258 4,758,817
Total operating costs and Other operating expenses .............. 715,491 90,075 805,566
EXPENSES ...vvvvvveereeeeeerererennas 1,371,369 153,235 1,524,604 Total operating costs and
EXPENSES ..ot 14,285,084 2,191,133 16,476,217
Income before income tax
EXPENSE ..t 110,823 22,211 133,034 Income before income tax
expense and extraordinary
Income tax expense: ITEMS . 1,388,507 289,059 1,677,566
CUITENE ... 9,952 2,934 12,886
Deferred ... 26,301 5,172 31,473 Income tax expense (benefit):
36,253 8,106 44,359 CUMTENt ... 691,850 82,608 774,458
Deferred ... (210,309) 32,633  (177,676)
NEtiNCOME ..vovvvvvrrvvrrrrrerrrrnnnns ¥ 74570 ¥14105 ¥ 88,675 481,541 115241 596,782
. Income before extraordinary
Tota iNnvestments ........cccooveveevrvenne ¥6,417,143 ¥400,801 ¥6,817,944 HEOMS e 906,966 173,818 1,080,784
Total @SS ... ¥7,735940 ¥480,801 ¥8,216,741 EXtraordinary items ......occvrrorer, 269,358 — 2069358
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$ 2976324 $ 173,818 $ 3,150,142

$59,327,775 $10,215,583 $69,543,358

$79,275,500 $11,502,525 $90,778,025
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| ndependent Auditors Report

To the Board of Directors and Stockholders
MilleaHoldings, Inc.:

We have audited the accompanying consolidated balance sheets of MilleaHoldings, Inc. (asuccessor United States Securities and Exchange
Commission registrant of The Tokio Marine and Fire Insurance Company, Limited) and subsidiaries as of March 31, 2003 and 2002, and the
related consolidated statements of income, stockholders equity, cash flows and comprehensiveincome for each of the yearsin the three-year
period ended March 31, 2003, al expressed in yen. These consolidated financia statements arethe responsibility of the Company’ s manage-
ment. Our responsi bility isto express an opinion on these consolidated financial statements based on our audits.

We conducted our auditsin accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonabl e assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, aswell as evaluating the overall financia
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financia statements referred to above present fairly, in all materia respects, the financial position of Millea
Holdings, Inc. and subsidiaries as of March 31, 2003 and 2002, and the results of their operations and their cash flows for each of the years
in the three-year period ended March 31, 2003 in conformity with accounting principles generally accepted in the United States of America

Asdiscussed in note 1(g) of the notesto the consolidated financial statements, the Company changed its method of accounting for derivative
instruments and hedging activities in the year ended March 31, 2002. As discussed in note 2 of the notes to the consolidated financial
satements, the accompanying consolidated financial statementsfor each of the yearsin the two-year period ended March 31, 2002 have been
restated.

The accompanying consolidated financial statements have been trandated into United States dollars solely for the convenience of the reader.
We have recomputed the trandation and, in our opinion, the consolidated financia statements expressed in yen have been trandated into
United States dollar on the basis set forth in note 1(a) of the notes to the consolidated financial statements.

XPNé

Tokyo, Japan
September 4, 2003
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