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The Tokio Marine and Fire Insurance Company, Limited

Financial Highlights

Yen in millions Dollars in thousands
(except for per ADS data) (except for per ADS data)

Years ended March 31 1999 1998 1999

Property and Casualty:
Net Premiums Written .............................................................................¥1,305,138 ¥1,342,960 $10,786,264
Premiums Earned.....................................................................................1,312,139 1,312,423 10,844,124

Life Premiums.............................................................................................98,817 69,009 816,670
Net Income from Underwriting.................................................................... 72,674 95,846 600,612
Net Investment Income................................................................................ 22,215 45,014 183,595
Net Income..................................................................................................145,848 151,433 1,205,355
Net Income per American Depositary Share, each representing 5 shares
 of common stock........................................................................................ 471 489 3.893
Total Assets at year-end...............................................................................7,676,782 7,739,072 63,444,479
Stockholders’ Equity at year-end.................................................................2,447,713 2,362,045 20,229,033
U.S. dollar amounts in this Annual Report have been translated from yen, for convenience only, at the rate of ¥121=U.S.$1. Reference is made in note 1 (a) of the notes to finan-
cial statements.

The Tokio Marine and Fire Insurance Company, Limited1
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2 The Tokio Marine and Fire Insurance Company, Limited

Operating Environment
and Activities

To Our Shareholders

During the fiscal year ended March 31, 1999, Japan’s economy showed no clear signs of
recovery from the continuing recession. In addition to the significant decrease in private plant and
equipment investment due to the decline in company profits, private consumption continued to
be sluggish, in spite of active fiscal expenditures and low interest rate policies.

The non-life insurance industry experienced further liberalization of insurance products and
premium rates, and saw new entries by foreign companies and non-financial institutions,
producing intensified competition.

Under these circumstances, The Tokio Maine and Fire Insurance Company, Limited (the
“Company”) continued to carry out the final year of its three-year business plan, entitled “A
Commitment to the New Century: Shinrai 21 Plan.” Under the plan, the Company endeavored to
establish and maintain client trust in the Company as the foundation of its business, and to improve
growth and profitability by appropriately responding to liberalization and globalization of the non-
life insurance business and by aggressively expanding its life insurance business through its
affiliated life insurance company. The following describes the measures implemented during the
fiscal year ended March 31, 1999, all of which aim to respond positively to liberalization,
recognizing the change in the insurance industry as an opportunity for further progress.
Development of New Products
The Company introduced a major new product called Tokio Automobile Policy (TAP), marking
the start of a new era in the automobile insurance market. TAP introduced “Bodily Injury
Indemnity Insurance” so that a full settlement is paid directly to the policyholder when the
policyholder is injured in an automobile accident. Together with broader coverage for physical
damage to automobiles, TAP offers a remarkably wide coverage in compensation that was not
available in conventional automobile insurance. Since its introduction, TAP has earned a high
reputation and has achieved successful sales performance.

Another new product is “Full Guard,” a comprehensive personal accident insurance product
designed especially for members of organizations. Full Guard provides comprehensive coverage
for various risks associated with an individual’s daily life in a single insurance policy.
Customer Service System
The Company introduced the “Call Center” in order to improve customer service. This created a
unified system to receive inquiries from clients and provide consultation at toll-free telephone
numbers.

Under the claims service network system, specialized staff members for TAP were appointed
for better claims service, in accordance with the new guidelines named “Claims Service
Standards 21,” to provide prompt and high quality claims service. In addition, the new “Anshin
21” system was developed to serve as the basis of all claims service systems.
Organization
In order to adjust to the liberalization of the insurance industry and to reinforce the importance on
customers, the Company introduced a “Division System” on July 1, 1998, which consists of 15
divisions.
New Business Areas
The Tokio Marine Group has decided to enter into the investment trust business. Tokio Marine
Asset Management Company, Limited has developed investment trust products and has sold
them through securities companies and other institutions. The Company has also started selling
these products directly.
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The Tokio Marine and Fire Insurance Company, Limited3

In the fiscal year starting April 1, 1999, although public spending will support Japan’s economy
to some extent, demand in the private sector is not expected to recover for some time and the
general weakness in the economy is expected to remain for the time being.

On April 1, 1999, the Company began implementation of its three-year business plan named
“Big Challenge 2001—Initiatives for the 21st Century.” Under the new plan, as various
restrictions are lifted by the liberalization and deregulation of the market, the Company aims to
establish much stronger market presence by aggressively expanding its business, especially its
core business of non-life and life insurance, and by earning strong customer support. Together
with the expansion of its business, the Company intends to re-evaluate its operation process
fundamentally and strive to enhance efficiency.

As stated above, the Company will make every effort to establish a solid foundation for its
business operations and further expand its business in the future. The Company sincerely
requests continued guidance and support from its shareholders.

July 1999

Shunji Kono Koukei Higuchi
Chairman President
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The Company also decided to participate in joint initiatives with
three financial institutions that are members of the Mitsubishi Group.
The joint initiatives include the establishment of an investment trust
advisory company, the joint participation in the business relating to
defined contribution pension plans and the development of investment
banking business.
Information Systems
In the area of information systems, the Company has fully

implemented its “One terminal for each person” policy. In addition, a new network system
providing links with its agents was created and installed as a foundation for means of
communication with them. These developments significantly improved the speed and efficiency
of data communication.

Although the Company carried out the foregoing measures and endeavored to improve its
business results, our operating income decreased by ¥19.1 billion from the previous fiscal year to
¥1,415.8 billion, including premiums earned of ¥1,312.1 billion, life premiums of ¥98.8 billion,
net investment income of ¥22.2 billion and realized losses on investments of ¥17.4 billion.

Operating costs and expenses amounted to ¥1,338.3 billion, including losses, claims and loss
adjustment expenses of ¥757.9 billion, policy acquisition costs of ¥426.8 billion, other operating
expenses of ¥69.5 billion and policy benefits and losses for life of ¥84.0 billion.

As a result, income before income tax expense amounted to ¥77.5 billion, a decrease of ¥71.8
billion or 48.1% from the previous fiscal year. The main reasons for this were a decrease of
realized gains on investments, an increase in investment expenses and an increase of natural
disasters.

Since income tax expense, affected by a sharp decrease in enacted income tax rates in fiscal
1999, decreased by ¥66.2 billion to negative ¥68.4 billion, net income for the year amounted to
¥145.8 billion, a decrease of ¥5.6 billion or 3.7% from the previous fiscal year.

Shunji Kono, Chairman (left) and
Koukei Higuchi, President

Results

Outlook
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4 The Tokio Marine and Fire Insurance Company, Limited

Koukei Higuchi, President

Commemorating Our 120th Anniversary

Tokio Marine is commemorating its 120th anniversary this year. We owe this greatly

to the strong support from our shareholders. I would like to express my heartfelt

gratitude to all those who helped us along the way. Since its foundation in 1879, Tokio

Marine has provided safety and protection to the community as a leader in the non-life

insurance industry. We will endeavor to establish a solid foundation for the Company’s

business operations and further expand our business in the future.

Taking Advantage of the Era of Liberalization

The Japanese non-life insurance industry is experiencing rapid changes in its business

environment due to liberalization and deregulation of the market. There are new entries

into the market by foreign companies and non-financial institutions, producing

intensified competition. At the same time, however, we are now able to develop

products and services under a more liberalized regime. We will have more freedom in

managing our business and can also expect to create new markets. In my view, the era

of liberalization and deregulation presents a great opportunity for further business

expansion, as long as we keep striving to enhance our business.

Tokio Marine’s Response to Deregulation

“The era of liberalization  and  
for further bus iness  
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The Tokio Marine and Fire Insurance Company, Limited5

The New Medium-Term Business Plan,

“Big Challenge 2001 — Initiatives for the 21st Century”

On April 1 this year, we implemented a new three-year medium-term business plan

named “Big Challenge 2001 — Initiatives for the 21st Century.” The essential features

of the plan can be summarized as follows.

First, as various restrictions are lifted by the liberalization and deregulation of the

market, we intend to further strengthen our leading position in the domestic insurance

market by adequately responding to customer needs and earning their strong support.

We will follow our corporate philosophy of making every effort to establish customer

confidence and satisfaction as the starting point of our business, and will continue to

develop and provide products and services that will satisfy our clients.

Secondly, we will enhance profits by increasing both sales volume and operational

efficiency. We aim to achieve a much stronger market presence by increasing sales

volume and reducing our business expense ratio at the same time.

Thirdly, we will work on a company-wide structural reform. Under the operating

circumstances mentioned above, it is essential that we establish a solid basis for our

business operations and enhance company competitiveness. In order to achieve this

goal, we will further increase operational efficiency by undertaking fundamental re-

engineering of our business processes.

Furthermore, the Tokio Marine Group will challenge itself to seek new business

opportunities in health and nursing care and related businesses, asset management and

other financial business areas such as

investment trust businesses, and overseas

insurance businesses, especially in Asia.

Taking  advantage
of the era of liberalization

deregulation presents a great opportunity
expansion.”
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6 The Tokio Marine and Fire Insurance Company, Limited

TAP—A New Automobile Insurance

On October 1, 1998, Tokio Marine introduced a new product called Tokio Automobile

Policy (TAP), marking a new era in Japan’s liberalized automobile insurance market.

This innovative new policy was developed independently by Tokio Marine and

represented a major breakthrough from the pre-liberalized days of standardized

premiums and services. The policy embodies the Company’s basic philosophy of

earning customer confidence in every aspect of its business. The objective was to

create an indemnity product that fully met a wide range of customer requirements.

TAP’s most notable feature is the introduction of bodily injury indemnity insurance.

In the event that a policyholder is injured in an automobile accident, a full settlement is

paid to the injured policyholder regardless of who was at fault. Together with broader

coverage in connection with any physical damage to automobiles, TAP offers a

remarkably wide coverage in compensation that was not available under conventional

automobile insurance policies. Since its introduction, TAP has earned an excellent

reputation from our customers and has achieved successful sales performance. By the

end of June 1999, we sold more than 768,000 policies of TAP and earned

approximately ¥74 billion in premiums.

Innovative products  and superior
claims service
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The Tokio Marine and Fire Insurance Company, Limited7

Since the introduction of TAP into the market, similar products were launched one

after another by other insurance companies. The coverage of these policies may seem

alike, but we believe there is a substantial difference in the quality of claims settlement

offered. Tokio Marine has the largest nationwide claims service network in Japan and

has long provided superior claims services to its customers. In fiscal 1999, we further

strengthened our claims settlement capabilities by increasing the number of claims

staff members and appointing specialized staff for TAP. We will establish superiority

in this area by implementing the guidelines, “Claims Service Standards 21,” which

were formulated to provide prompt and high quality claims service to our customers.

Tokio Marine Life Insurance

The Tokio Marine Life Insurance Company, Limited commemorates its third

anniversary this year. The company has enjoyed substantial growth from sales of

innovative new products. Since the company’s foundation, we have placed the highest

priority on customer satisfaction and consulted with each customer to recommend an

ideal insurance plan. We have also developed original products that best accommodate

the needs of our clients. We are proud that these efforts have been received favorably

by the market. We will continue to make strong efforts to establish a solid reputation

among our customers and to achieve outstanding growth in both sales and profits.

“TAP embodies the Company’s basic

philosophy of
earning customer
confidence
in every aspect of
its business.”
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8 The Tokio Marine and Fire Insurance Company, Limited

Approach to the Year 2000 Problem

The Year 2000 Problem is important to us not only because it affects our computer

system and various equipment, facilities and communication networks, but also

because it may affect various risks including underwriting risks, credit risks and legal

risks. For this reason, we recognize the Year 2000 Problem as one of the most

important issues for our management and are making our best efforts in our approach

to the Year 2000 Problem.

Following the formation of a project team to address the Year 2000 Problem in

1996, a new Year 2000 Problem task force that I headed was formed in January of this

year to prepare ourselves better for any anticipated problems. Moreover, in March the

task force formed a Year 2000 Problem section within the Corporate Planning

Department to strengthen company-wide efforts with respect to this problem. The

progress of the task force operation is reported regularly to the executive committee

and the Board of Directors.

“We aim to be a creative
enterprise that anticipates and

promptly responds to

the changes of our time.”
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The Tokio Marine and Fire Insurance Company, Limited9

We have taken steps to identify various risks relating to the Year 2000 Problem in

each division of our Company, formulated appropriate measures with respect to such

risks and made efforts to reduce them. With respect to our main operations including

computer systems, telecommunications and satellite broadcasting systems, and

buildings and facilities where we have our operations, our compliance efforts have

been basically completed.

The Year 2000 Problem is an extremely important issue with a potential to affect a

wide variety of areas in our business. In light of the nature of this matter, we have

formulated a contingency plan to reduce adverse effects which may be caused by the

Year 2000 Problem in the event of unanticipated emergencies, based on the advice

from consultants and counsel.
The above statements describe the Year 2000 efforts of the Company as of June 30, 1999. For additional information
and updates on Tokio Marine’s approach to managing the Year 2000 Problem, please refer to our website at
http://www.tokiomarine.co.jp/

Tokio Marine in the 21st Century

It is our corporate philosophy that the Tokio Marine Group be committed to making

every effort to establish customer confidence and satisfaction as the starting point of its

business. In this era of liberalization, this philosophy is more important than ever. We

must build an organization that reflects this thinking in every aspect of our business

activity. We hope to be a company whose customers say, “I know I can leave

everything to Tokio Marine.” In addition, we always aim to be a creative enterprise that

anticipates and promptly responds to the changes of our time. It is our sincere hope to

receive the continued support of all our shareholders.

Earning  customer
confidence

and satisfaction
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10 The Tokio Marine and Fire Insurance Company, Limited

One of the Tokio Marine’s management policies is to promote the preservation of the

global environment. In this regard, Tokio Marine is helping to restore Asia’s

devastated mangrove forests as one of the commemorative projects for its 120th

anniversary. This project focuses on the afforestation of 3,000 hectares of mangrove

forests throughout five Southeast Asian countries: Indonesia, Myanmar, the

Philippines, Thailand and Vietnam. Mangrove forests play an important role in the

ecosystems of those countries by providing the foundation for food chains of land and

sea, as well as providing habitat for countless plants and animals. Unfortunately, a

number of factors including excessive logging, regional land development, prawn

breeding and war have led to a significant decline in the number of mangrove forests

throughout the world. Mangroves also play an important role in absorbing and

deactivating carbon dioxide and the 3,000 hectares to be planted by Tokio Marine is

expected to absorb the entire amount of CO2
 resulting from Company activities, which

was approximately 19,000 tons in 1997.

The project will be carried out with the assistance of non-governmental

organizations (NGOs) in Japan. Tokio Marine’s role is not limited to offering financial

support for the project but will also include the dispatch of teams of Company

volunteers to work on project sites.

Mangrove forest in Vietnam

Contributing to
the Protection
of the Natural

Environment
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The Tokio Marine and Fire Insurance Company, Limited11

Net premiums written of property and casualty insurance amounted to ¥1,305 billion, a decrease of 2.8% from the previous

fiscal year mainly due to the sluggish Japanese economy and reduction in premium rates, while net premiums earned amounted

to ¥1,312 billion, unchanged from the previous fiscal year. Life premiums amounted to ¥99 billion, of which ¥97 billion was

from Tokio Marine Life for its third year business, an increase of 43.2% from the previous fiscal year.

The ratio of losses and claims incurred and related adjustment expenses to premiums earned increased by 1.7% to 57.8%

mainly due to the effect of natural disasters.

Despite the Company’s effort to reduce expenses, the ratio of underwriting and administrative expenses incurred to

premiums written increased by 1.4% to 37.2%, reflecting the decrease in net premiums written.

As a result, net income from underwriting, including life insurance operations, decreased by 24.2% to ¥73 billion.

Net investment income decreased by 50.6% to ¥22 billion. Net income amounted to ¥146 billion, a decrease of 3.7% from

the previous fiscal year. Per American Depositary Share, net income was ¥471, compared with ¥489 the fiscal year before.

Investment assets increased by 0.3% to ¥6,400 billion, and total assets decreased by 0.8% to ¥7,677 billion. Stockholders’

equity increased by 3.6% to ¥2,448 billion. Stockholders’ equity as a percentage of total assets increased from 30.5% the

previous fiscal year to 31.9%.
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Analysis of Insurance Premiums Written—Property and Casualty

Yen in millions

Years ended March 31 1999 1998 1997 1996 1995

Hull:
Direct premiums written ...............................................¥ 20,042 ¥ 23,259 ¥ 27,726 ¥ 30,429 ¥ 33,443
Reinsurance premiums assumed ................................... 9,656 15,261 16,329 15,603 11,500
Reinsurance premiums ceded........................................ 12,317 17,726 22,077 25,164 23,609
Net premiums written ................................................... 17,381 20,794 21,978 20,868 21,334
Ratio to total all lines .................................................... 1.33% 1.55% 1.66% 1.63% 1.72%

Cargo & Transit:
Direct premiums written ...............................................¥ 65,575 ¥ 68,514 ¥ 63,414 ¥ 57,431 ¥ 56,793
Reinsurance premiums assumed ................................... 5,256 6,748 9,639 9,425 9,598
Reinsurance premiums ceded........................................ 9,795 11,656 13,182 13,168 13,097
Net premiums written ................................................... 61,036 63,606 59,871 53,688 53,294
Ratio to total all lines .................................................... 4.68% 4.73% 4.50% 4.20% 4.31%

Fire and Allied Lines:
Direct premiums written ...............................................¥ 185,763 ¥ 197,758 ¥ 181,586 ¥ 173,696 ¥ 169,032
Reinsurance premiums assumed ................................... 12,846 19,209 20,728 19,972 19,041
Reinsurance premiums ceded........................................ 39,403 51,133 38,106 41,690 39,596
Net premiums written ................................................... 159,206 165,834 164,208 151,978 148,477
Ratio to total all lines .................................................... 12.20% 12.35% 12.35% 11.89% 12.00%

Automobile:
Direct premiums written ...............................................¥ 662,867 ¥ 669,917 ¥ 658,469 ¥ 639,757 ¥ 621,343
Reinsurance premiums assumed ................................... 3,380 4,472 5,039 4,595 4,804
Reinsurance premiums ceded........................................ 10,402 10,920 11,352 11,222 10,885
Net premiums written ................................................... 655,845 663,469 652,156 633,130 615,262
Ratio to total all lines .................................................... 50.25% 49.40% 49.05% 49.52% 49.72%

Personal Accident:
Direct premiums written ...............................................¥ 135,555 ¥ 148,281 ¥ 151,429 ¥ 152,595 ¥ 147,119
Reinsurance premiums assumed ................................... 316 605 839 882 943
Reinsurance premiums ceded........................................ 3,028 2,954 3,059 3,278 3,175
Net premiums written ................................................... 132,843 145,932 149,209 150,199 144,887
Ratio to total all lines .................................................... 10.18% 10.87% 11.22% 11.75% 11.71%

Other:
Direct premiums written ...............................................¥ 180,789 ¥ 184,722 ¥ 181,135 ¥ 172,159 ¥ 160,417
Reinsurance premiums assumed ................................... 19,205 24,973 28,169 25,643 25,197
Reinsurance premiums ceded........................................ 25,275 32,201 34,739 34,609 32,894
Net premiums written ................................................... 174,719 177,494 174,565 163,193 152,720
Ratio to total all lines .................................................... 13.38% 13.22% 13.13% 12.76% 12.34%

Total (excluding compulsory automobile liability):
Direct premiums written ...............................................¥1,250,591 ¥1,292,451 ¥1,263,759 ¥1,226,067 ¥1,188,147
Reinsurance premiums assumed ................................... 50,659 71,268 80,743 76,120 71,083
Reinsurance premiums ceded........................................ 100,220 126,590 122,515 129,131 123,256
Net premiums written ...................................................1,201,030 1,237,129 1,221,987 1,173,056 1,135,974
Ratio to total all lines .................................................... 92.02% 92.12% 91.91% 91.75% 91.80%

Compulsory Automobile Liability:
Direct premiums written ...............................................¥ 179,179 ¥ 178,338 ¥ 193,776 ¥ 188,362 ¥ 182,662
Reinsurance premiums assumed ................................... 53,035 55,088 55,639 54,753 51,711
Reinsurance premiums ceded........................................ 128,106 127,595 141,822 137,598 132,845
Net premiums written ................................................... 104,108 105,831 107,593 105,517 101,528
Ratio to total all lines .................................................... 7.98% 7.88% 8.09% 8.25% 8.20%

Total All Lines:
Direct premiums written ...............................................¥1,429,770 ¥1,470,789 ¥1,457,535 ¥1,414,429 ¥1,370,809
Reinsurance premiums assumed ...................................103,694 126,356 136,382 130,873 122,794
Reinsurance premiums ceded........................................ 228,326 254,185 264,337 266,729 256,101
Net premiums written ...................................................1,305,138 1,342,960 1,329,580 1,278,573 1,237,502
Ratio to total all lines .................................................... 100.0% 100.0% 100.0% 100.0% 100.0%
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Loss and Expense Ratios—Property and Casualty

(1) All Classes Other than Compulsory Automobile Liability:
Yen in millions

Years ended March 31 1999 1998 1997 1996 1995

Hull:
Net premiums written ...............................................¥ 17,381 ¥ 20,794 ¥ 21,978 ¥ 20,868 ¥ 21,334
Premiums earned ...................................................... 19,351 20,414 22,474 19,761 21,936
Losses incurred ......................................................... 9,809 13,406 14,753 11,693 10,620

Loss ratio .............................................................. 50.7% 65.7% 65.6% 59.2% 48.4%

Cargo & Transit:
Net premiums written ...............................................¥ 61,036 ¥ 63,606 ¥ 59,871 ¥ 53,688 ¥ 53,294
Premiums earned ...................................................... 62,644 64,730 58,689 53,628 53,183
Losses incurred ......................................................... 31,527 32,136 37,587 31,786 36,147

Loss ratio .............................................................. 50.3% 49.6% 64.0% 59.3% 68.0%

Fire and Allied Lines:
Net premiums written ...............................................¥ 159,206 ¥ 165,834 ¥ 164,208 ¥ 151,978 ¥ 148,477
Premiums earned ......................................................148,441 147,359 145,498 136,857 131,571
Losses incurred ......................................................... 74,253 55,818 54,313 48,251 53,099

Loss ratio .............................................................. 50.0% 37.9% 37.3% 35.3% 40.4%

Automobile:
Net premiums written ...............................................¥ 655,845 ¥ 663,469 ¥ 652,156 ¥ 633,130 ¥ 615,262
Premiums earned ......................................................661,334 662,669 645,367 627,544 609,271
Losses incurred ......................................................... 377,982 358,826 340,661 334,870 337,759

Loss ratio .............................................................. 57.2% 54.1% 52.8% 53.4% 55.4%

Personal Accident:
Net premiums written ...............................................¥ 132,843 ¥ 145,932 ¥ 149,209 ¥ 150,199 ¥ 144,887
Premiums earned ......................................................137,883 146,885 151,623 152,243 148,215
Losses incurred ......................................................... 57,395 58,338 58,111 58,099 58,500

Loss ratio .............................................................. 41.6% 39.7% 38.3% 38.2% 39.5%

Other:
Net premiums written ...............................................¥ 174,719 ¥ 177,494 ¥ 174,565 ¥ 163,193 ¥ 152,720
Premiums earned ......................................................175,699 165,809 158,699 148,735 142,288
Losses incurred ......................................................... 90,453 102,861 103,966 101,870 80,646

Loss ratio .............................................................. 51.5% 62.0% 65.5% 68.5% 56.7%

Total:
Net premiums written ...............................................¥1,201,030 ¥1,237,129 ¥1,221,987 ¥1,173,056 ¥1,135,974
Premiums earned ......................................................1,205,352 1,207,866 1,182,350 1,138,768 1,106,464
Losses incurred ......................................................... 641,419 621,385 609,391 586,569 576,771

Loss ratio .............................................................. 53.2% 51.4% 51.5% 51.5% 52.1%

Loss adjustment expenses incurred—unallocated.......... ¥ 42,107 ¥ 43,060 ¥ 43,245 ¥ 37,774 ¥ 39,147
Ratio of losses and loss adjustment expenses
 incurred to premiums earned........................................ 56.7% 55.0% 55.2% 54.8% 55.7%
Underwriting and administrative expenses
 incurred.......................................................................¥ 442,149 ¥ 439,863 ¥ 421,185 ¥ 399,842 ¥ 415,734
Ratio of underwriting and administrative expenses
 incurred to premiums written....................................... 36.8% 35.6% 34.5% 34.1% 36.6%
Combined loss and expense ratio.................................. 93.5% 90.6% 89.7% 88.9% 92.3%
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(2) Compulsory Automobile Liability:
Yen in millions

Years ended March 31 1999 1998 1997 1996 1995

Net premiums written...................................................¥ 104,108 ¥ 105,831 ¥ 107,593 ¥ 105,517 ¥ 101,528
Premiums earned.......................................................... 106,787 104,557 104,367 103,149 104,446
Losses incurred............................................................. 63,652 62,093 61,532 61,796 59,383

Loss ratio .................................................................. 59.6% 59.4% 59.0% 59.9% 56.9%
Loss adjustment expenses incurred—unallocated.......... ¥ 10,741 ¥0,010,353 ¥0,010,549 ¥0,010,242 ¥0,010,208
Ratio of losses and loss adjustment expenses
 incurred to premiums earned........................................ 69.7% 69.3% 69.1% 69.8% 66.6%
Underwriting and administrative expenses
 incurred.......................................................................¥ 43,988 ¥0,040,562 ¥0,039,227 ¥0,036,953 ¥0,039,507
Ratio of underwriting and administrative expenses
 incurred to premiums written....................................... 42.3% 38.3% 36.4% 35.0% 38.9%
Combined loss and expense ratio.................................. 112.0% 107.6% 105.5% 104.8% 105.5%

(3) All Classes:
Yen in millions

Years ended March 31 1999 1998 1997 1996 1995

Net premiums written...................................................¥1,305,138 ¥1,342,960 ¥1,329,580 ¥1,278,573 ¥1,237,502
Premiums earned.......................................................... 1,312,139 1,312,423 1,286,717 1,241,917 1,210,910
Losses incurred............................................................. 705,071 683,478 670,923 648,365 636,154

Loss ratio .................................................................. 53.7% 52.1% 52.1% 52.2% 52.5%
Loss adjustment expenses incurred—unallocated.......... ¥ 52,848 ¥0,053,413 ¥0,053,794 ¥0,048,016 ¥0,049,355
Ratio of losses and loss adjustment expenses
 incurred to premiums earned........................................ 57.8% 56.1% 56.3% 56.1% 56.6%
Underwriting and administrative expenses
 incurred.......................................................................¥ 486,137 ¥0,480,425 ¥0,460,412 ¥0,436,795 ¥0,455,241
Ratio of underwriting and administrative expenses
 incurred to premiums written....................................... 37.2% 35.8% 34.6% 34.2% 36.8%
Combined loss and expense ratio.................................. 95.0% 91.9% 90.9% 90.3% 93.4%

These tabulations set forth information with respect to the property and casualty loss and expense ratios of Tokio Marine for the last five fiscal years.  Loss ratios represent the ratio
of losses incurred to premiums earned.
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Investments
Yen in millions

% of Total Value Shown % of Total
Cost Investments on Balance Sheet Investments

March 31, 1999 and 1998 1999 1998 1999 1998 1999 1998 1999 1998

Securities available for sale:
Fixed maturities:

Bonds and notes:
Government and government
 agencies and authorities:

United States ...............................¥ 39,349 ¥0,072,482 0.82% 1.56% ¥ 41,601¥0,074,915 0.65% 1.17%
Other .......................................... 398,651 282,978 8.35 6.09 402,601 294,377 6.29 4.62

............................................................... 438,000 355,460 9.17 7.65 444,202 369,292 6.94 5.79

States, municipalities and political
 subdivisions:

United States ............................... 1,461 2,520 0.03 0.05 1,461 2,520 0.02 0.04
Other .......................................... 372,646 410,913 7.80 8.85 373,229 411,571 5.83 6.45

............................................................... 374,107 413,433 7.83 8.90 374,690 414,091 5.85 6.49

Public utilities ................................. 96,395 82,368 2.02 1.77 97,817 84,774 1.53 1.33
Convertibles and bonds with
 warrants attached ........................... 144,259 234,513 3.02 5.05 155,362 248,239 2.43 3.89
All other corporate bonds ................ 608,317 531,614 12.74 11.44 608,735 584,664 9.51 9.16

Total bonds and notes ..................... 1,661,078 1,617,388 34.78 34.81 1,680,806 1,701,060 26.26 26.66

Redeemable preferred stock ................ 50,100 — 1.05 — 50,100 — 0.79 —

Total fixed maturities ...................... 1,711,178 1,617,388 35.83 34.81 1,730,906 1,701,060 27.05 26.66

Equity securities:
Common stocks:

Public utilities ................................. 27,007 28,199 0.56 0.61 68,295 63,782 1.06 1.00
Banks, trust and insurance
 companies ...................................... 207,702 149,544 4.35 3.22 484,933 467,674 7.58 7.33
Industrial, miscellaneous and all
 other .............................................. 918,671 973,403 19.24 20.93 2,204,692 2,268,002 34.45 35.55

Total common stocks ...................... 1,153,380 1,151,146 24.15 24.76 2,757,920 2,799,458 43.09 43.88

Nonredeemable preferred stocks ......... 4,124 1,723 0.09 0.04 4,333 1,866 0.07 0.03

Total equity securities ..................... 1,157,504 1,152,869 24.24 24.80 2,762,253 2,801,324 43.16 43.91

...............................................................2,868,682 2,770,257 60.07 59.61 4,493,159 4,502,384 70.21 70.57

Mortgage loans on real estate.................. 184,231 190,504 3.86 4.10 184,231 190,504 2.88 2.99
Real estate—investment properties......... 95,329 98,441 2.00 2.12 95,329 98,441 1.49 1.54
Policy loans............................................ 15,826 14,618 0.33 0.31 15,826 14,618 0.25 0.23
Other long-term investments................... 1,009,446 1,149,503 21.14 24.73 1,009,446 1,149,503 15.77 18.02
Short-term investments........................... 602,010 424,577 12.60 9.13 602,010 424,577 9.40 6.65

Total investments ............................¥4,775,524 ¥4,647,900 100.00%100.00% ¥6,400,001¥6,380,027 100.00%100.00%
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The Tokio Marine and Fire Insurance Company, Limited

Statements of Income
Years ended March 31, 1999, 1998 and 1997

Yen in millions, Dollars in thousands,
except per share amounts except per share amounts

1999 1998 1997 1999

Operating income:
Property and casualty:

Net premiums written (note 7) ............................................¥1,305,138 ¥1,342,960 ¥1,329,580 $10,786,264
Less increase (decrease) in unearned premiums ..................(7,001) 30,537 42,863 (57,860)

Premiums earned (note 7) ...............................................1,312,139 1,312,423 1,286,717 10,844,124
Life premiums (note 7) ........................................................... 98,817 69,009 12,622 816,670
Net investment income (note 2) ..............................................22,215 45,014 43,482 183,595
Realized gains (losses) on investments (note 2) .......................(17,415) 8,408 69,682 (143,926)

Total operating income ...........................................1,415,756 1,434,854 1,412,503 11,700,463

Operating costs and expenses:
Losses, claims and loss adjustment expenses (note 8):

Losses and claims incurred and provided for .......................705,071 683,478 670,923 5,827,033
Related adjustment expenses ...............................................52,848 53,413 53,794 436,760

Total losses, claims and loss adjustment
 expenses.................................................................757,919 736,891 724,717 6,263,793

Policy benefits and losses for life ............................................84,046 62,220 11,756 694,596
Policy acquisition costs ...........................................................426,814 421,603 398,130 3,527,388
Other operating expenses ........................................................69,503 64,872 72,862 574,405

Total operating costs and expenses ..........................1,338,282 1,285,586 1,207,465 11,060,182

Income before income tax expense .......................... 77,474 149,268 205,038 640,281

Income tax expense (note 4):
Current ...................................................................................63,762 53,133 68,655 526,959
Deferred .................................................................................(132,136) (55,298) 18,300 (1,092,033)

...................................................................................................(68,374) (2,165) 86,955 (565,074)
Net income .............................................................¥ 145,848 ¥ 151,433 ¥ 118,083 $ 1,205,355

Net income per American Depositary Share, each
 representing 5 shares of common stock (note 11):

Basic and diluted .....................................................¥ 471 ¥ 489 ¥ 381 $ 3.893

See accompanying notes to financial statements.
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The Tokio Marine and Fire Insurance Company, Limited

Balance Sheets
March 31, 1999 and 1998

Yen in millions Dollars in thousands

1999 1998 1999

Assets
Investments—other than investments in related parties (note 2):

Securities available for sale:
Fixed maturities, at market value [amortized cost 1999 ¥1,711,178
 million ($14,141,967 thousand); 1998 ¥1,617,388 million] .......................¥1,730,906 ¥1,701,060 $14,305,008
Equity securities, at market value [cost 1999 ¥1,157,504 million
 ($9,566,149 thousand); 1998 ¥1,152,869 million] .....................................2,762,253 2,801,324 22,828,537

Mortgage loans on real estate .........................................................................184,231 190,504 1,522,570
Investment real estate .....................................................................................95,329 98,441 787,843
Policy loans ...................................................................................................15,826 14,618 130,793
Other long-term investments ..........................................................................1,009,446 1,149,503 8,342,529
Short-term investments..................................................................................602,010 424,577 4,975,290

Total investments...........................................................................6,400,001 6,380,027 52,892,570

Cash and cash items...........................................................................................130,043 134,587 1,074,736
Premiums receivable and agents’ balances......................................................... 164,206 164,826 1,357,074
Reinsurance recoverable on losses (note 7)........................................................ 175,646 184,531 1,451,620
Prepaid reinsurance premiums (note 7).............................................................. 168,244 195,424 1,390,446
Deferred policy acquisition costs.......................................................................259,410 242,601 2,143,884
Property and equipment, net of depreciation (note 3)......................................... 242,866 236,837 2,007,157
Other assets.......................................................................................................136,366 200,239 1,126,992

Total assets ....................................................................................¥7,676,782 ¥7,739,072 $63,444,479

Liabilities and Stockholders’ Equity
Policy liabilities and accruals:

Losses, claims and adjustment expenses (note 8) ...........................................¥ 634,866 ¥ 647,518 $ 5,246,826
Unearned premiums (note 7) ..........................................................................1,139,076 1,161,028 9,413,851
Future policy benefits and losses ....................................................................146,492 70,000 1,210,678

Total policy liabilities and accruals.................................................1,920,434 1,878,546 15,871,355

Investment deposits by policyholders (note 6)....................................................2,322,169 2,337,770 19,191,479
Income tax liability (note 4)...............................................................................602,909 746,995 4,982,719
Retirement and severance benefits (note 5)........................................................ 147,847 122,996 1,221,876
Ceded reinsurance balances payable.................................................................. 78,446 82,932 648,314
Other liabilities..................................................................................................157,264 207,788 1,299,703

Total liabilities ...............................................................................5,229,069 5,377,027 43,215,446

Stockholders’ equity:
Common stock, ¥50 par value.

Authorized 2,500,000,000 shares;  issued and outstanding,
 1,549,692,481 shares in 1999 and 1998 (note 9) ........................................101,995 101,995 842,934

Other stockholders’ equity:
Additional paid-in capital ...........................................................................52,917 52,917 437,331
Retained earnings (notes 10 and 11) ...........................................................1,596,993 1,464,317 13,198,290
Accumulated other comprehensive income:

Unrealized appreciation of securities ......................................................733,685 764,128 6,063,512
Foreign currency translation adjustments ...............................................(12,189) (5,179) (100,736)
Minimum pension liability adjustments (note 5) .....................................(25,688) (16,133) (212,298)

Total stockholders’ equity ..............................................................2,447,713 2,362,045 20,229,033

Commitments and contingent liabilities (notes 7 and 9)
Total liabilities and stockholders’ equity ........................................¥7,676,782 ¥7,739,072 $63,444,479

See accompanying notes to financial statements.



The Tokio Marine and Fire Insurance Company, Limited19

Yen in millions Dollars in thousands

1999 1998 1997 1999

Common stock:
Balance at beginning and end of year ......................................¥ 101,995 ¥ 101,995 ¥ 101,995 $ 842,934

Additional paid-in capital:
Balance at beginning and end of year ......................................52,917 52,917 52,917 437,331

Retained earnings:
Legal reserve (note 10):

Balance at beginning of year ...............................................28,163 25,498 25,204 232,752
Transfer from unappropriated retained earnings.................. 2,665 2,665 294 22,025
Balance at end of year .........................................................30,828 28,163 25,498 254,777

Price fluctuation reserve (note 10):
Balance at beginning of year ...............................................12,619 12,569 15,340 104,289
Transfer from (to) unappropriated retained earnings ............ (5,413) 50 (2,771) (44,735)
Balance at end of year ......................................................... 7,206 12,619 12,569 59,554

Unappropriated retained earnings:
Balance at beginning of year ...............................................1,423,535 1,287,988 1,179,826 11,764,752
Net income for year ............................................................145,848 151,433 118,083 1,205,355
Dividends paid (note 11) .....................................................(13,172) (13,171) (12,398) (108,859)
Transfer to legal reserve (note 10) ....................................... (2,665) (2,665) (294) (22,025)
Transfer from (to) price fluctuation reserve (note 10) .......... 5,413 (50) 2,771 44,736
Balance at end of year .........................................................1,558,959 1,423,535 1,287,988 12,883,959

Retained earnings at end of year ......................................1,596,993 1,464,317 1,326,055 13,198,290

Accumulated other comprehensive income:
Unrealized appreciation of securities:

Balance at beginning of year ...............................................764,128 862,559 1,087,682 6,315,107
Decrease during year, net ....................................................(30,443) (98,431) (225,123) (251,595)
Balance at end of year .........................................................733,685 764,128 862,559 6,063,512

Foreign currency translation adjustments:
Balance at beginning of year ............................................... (5,179) (20,588) (38,600) (42,802)
Increase (decrease) during year, net.....................................(7,010) 15,409 18,012 (57,934)
Balance at end of year .........................................................(12,189) (5,179) (20,588) (100,736)

Minimum pension liability adjustments:
Balance at beginning of year ...............................................(16,133) (13,373) (5,408) (133,331)
Increase during year ............................................................(9,555) (2,760) (7,965) (78,967)
Balance at end of year .........................................................(25,688) (16,133) (13,373) (212,298)

Total stockholders’ equity ...........................................¥2,447,713 ¥2,362,045 ¥2,309,565 $20,229,033

See accompanying notes to financial statements.

The Tokio Marine and Fire Insurance Company, Limited

Statements of Stockholders’ Equity
Years ended March 31, 1999, 1998 and 1997
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Yen in millions Dollars in thousands

1999 1998 1997 1999

Cash flows from operating activities:
Net income .......................................................................................¥ 145,848 ¥ 151,433 ¥ 118,083 $ 1,205,355
Adjustments to reconcile net income to net cash
 provided by operating activities:

Increase (decrease) in losses, claims and loss adjustment expense
 reserve, net of ceded reinsurance.................................................. (3,767) 25,757 21,231 (31,132)
Increase in unearned premiums, net of ceded reinsurance ............. 5,228 38,360 47,462 43,207
Increase in future policy benefits for life ....................................... 76,492 58,337 11,663 632,165
Increase (decrease) in liability for income taxes ............................ 18,440 (14,954) (9,130) 152,397
Deferred income taxes ..................................................................(133,085) (54,572) 18,300 (1,099,876)
Provision for retirement and severance benefits ............................ 21,661 20,727 18,402 179,017
Payments of retirement and severance benefits .............................(12,068) (14,362) (13,990) (99,736)
Decrease (increase) in premiums receivable and
 agents’ balances, net of ceded reinsurance ................................... (3,866) (16,769) 3,456 (31,950)
Increase in deferred policy acquisition costs ................................. (16,809) (20,456) (13,394) (138,917)
Depreciation ................................................................................. 19,918 18,604 18,051 164,612
Increase (decrease) in other liabilities ...........................................(54,261) 62,058 2,237 (448,438)
Other—net.................................................................................... 75,926 119,480 (35,659) 627,486

Net cash provided by operating activities .................................. 139,657 373,643 186,712 1,154,190
Cash flows from investing activities:

Proceeds from investments sold or matured:
Fixed maturities sold .....................................................................888,110 1,035,701 534,678 7,339,752
Fixed maturities redeemed ............................................................331,781 144,863 169,367 2,741,992
Equity securities ........................................................................... 68,502 178,622 91,285 566,132
Mortgage loans on real estate ........................................................ 32,000 32,020 28,799 264,463
Investment real estate ................................................................... 2,017 2,932 2,877 16,669
Policy loans .................................................................................. 18,766 20,247 23,742 155,091
Other long-term investments .........................................................283,506 210,241 230,967 2,343,025

Cost of investments purchased:
Fixed maturities ............................................................................(1,333,726) (1,360,381) (897,319) (11,022,529)
Equity securities ........................................................................... (73,831) (278,466) (138,220) (610,174)
Mortgage loans on real estate ........................................................(19,513) (16,759) (26,631) (161,264)
Investment real estate ................................................................... (974) (2,665) (965) (8,050)
Policy loans .................................................................................. (19,974) (20,793) (20,513) (165,074)
Other long-term investments .........................................................(143,596) (489,753) (250,677) (1,186,744)

Short-term investments—net............................................................(177,433) (60,398) 170,567 (1,466,388)
Securities and indebtedness of related parties ....................................54,338 (1,807) 1,754 449,074
Additions to property and equipment ................................................ (25,502) (16,890) (12,224) (210,760)

Net cash used in investing activities ..........................................(115,529) (623,286) (92,513) (954,785)
Cash flows from financing activities:

Investment deposits funded by policyholders and yields
 therefrom .........................................................................................432,503 550,191 549,660 3,574,406
Withdrawals of investment deposits by policyholders .......................(448,104) (500,564) (548,517) (3,703,339)
Dividends to stockholders ................................................................. (13,172) (13,171) (12,398) (108,860)

Net cash provided by (used in) financing activities ................... (28,773) 36,456 (11,255) (237,793)
Effect of exchange rate changes on cash and cash items....................... 101 168 27 835
Net change in cash and cash items........................................................ (4,544) (213,019) 82,971 (37,553)
Cash and cash items at beginning of year.............................................. 134,587 347,606 264,635 1,112,289
Cash and cash items at end of year.......................................................¥ 130,043 ¥ 134,587 ¥ 347,606 $ 1,074,736

Supplemental information of cash flows:
Cash paid during the year for:

Interest..........................................................................................¥ 489 ¥ 369 ¥ 509 $ 4,041
Income taxes .................................................................................¥ 45,322 ¥ 68,087 ¥ 77,789 $ 374,562

See accompanying notes to financial statements.

The Tokio Marine and Fire Insurance Company, Limited

Statements of Cash Flows
Years ended March 31, 1999, 1998 and 1997
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Yen in millions Dollars in thousands

1999 1998 1997 1999

Net income.................................................................................¥145,848 ¥151,433 ¥ 118,083 $1,205,355
Other comprehensive income, net of tax:

Unrealized appreciation of securities:
Unrealized holding losses ...................................................(18,329) (80,861) (189,758) (151,479)
Less: reclassification adjustments ........................................(12,114) (17,570) (35,365) (100,116)

...................................................................................................(30,443) (98,431) (225,123) (251,595)

Foreign currency translation adjustments:
Foreign currency translation ................................................(6,071) 8,023 6,159 (50,174)
Less: reclassification adjustments ........................................ (939) 7,386 11,853 (7,760)

...................................................................................................(7,010) 15,409 18,012 (57,934)
Minimum pension liability adjustments .................................. (9,555) (2,760) (7,965) (78,967)

Other comprehensive income...................................................... (47,008) (85,782) (215,076) (388,496)
Comprehensive income..............................................................¥ 98,840 ¥ 65,651 ¥ (96,993) $ 816,859

See accompanying notes to financial statements.

The Tokio Marine and Fire Insurance Company, Limited

Statements of Comprehensive Income
Years ended March 31, 1999, 1998 and 1997
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Notes to Financial Statements
March 31, 1999, 1998 and 1997

1. BASIS OF PRESENTATION AND SIGNIFICANT
ACCOUNTING POLICIES

(a) Basis of Presentation
The Company is a property and casualty insurer which writes ma-

rine, fire and casualty, automobile and allied lines of insurance prin-

cipally covering risks located in Japan and hull and cargo risks for
Japanese business. The Company is incorporated in Japan. The fi-

nancial statements presented herein are accordingly expressed in

yen and, solely for the convenience of readers, have been translated
into United States dollars at the rate of ¥121=U.S.$1, the approxi-

mate exchange rate prevailing on the Tokyo foreign exchange mar-

ket as of March 31, 1999. This translation should not be construed
as a representation that all the amounts shown could be converted

into U.S. dollars at the rate shown.

The financial statements of the Company are presented herein in
accordance with United States generally accepted accounting prin-

ciples, which differ in certain respects from Japanese accounting

principles. In the financial statements prepared in conformity with
Japanese accounting principles, the Company reported net income

of ¥31,964 million ($264,165 thousand) in 1999, ¥33,763 million in

1998 and ¥30,659 million in 1997, and stockholders’ equity of
¥678,823 million ($5,610,107 thousand) at March 31, 1999 and

¥660,181 million at March 31, 1998.

(b) Principles of Consolidation
The accompanying financial statements include all significant ma-

jority-owned subsidiaries. All significant intercompany accounts
and transactions have been eliminated in consolidation.

In August 1996, the Company established a wholly-owned life

insurance subsidiary, The Tokio Marine Life Insurance Co., Ltd.,
and included it in consolidation.

In fiscal 1998, the Company started to consolidate wholly-owned

subsidiaries, The Tokio Marine & Fire Insurance Company (UK)
Limited, The Tokio Marine and Fire Insurance Company (Hong

Kong) Limited, The Tokio Marine Capital Research Ltd. and Tokio

Marine Asset Management New York Co., Ltd. because of the in-
creased materiality of their operations.

In fiscal 1999, the Company started to consolidate The Tokio

Marine Carrier Service Company, Limited, Trans Pacific Insurance
Company, América Latina Companhia de Seguros and Tokio Ma-

rine and Fire Insurance Company (Singapore) Pte. Limited due to

their increased materiality of their operations. Prior years financial
statements have not been restated because of immaterial effect on

the Company’s financial position.

The amounts of statutory net income (loss) for the years ended
March 31, 1999, 1998 and 1997 and stockholders’ equity at March

31, 1999 and 1998 of the consolidated insurance subsidiaries were

as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Statutory net income (loss):
Property and casualty .......¥ 3,240 ¥ 1,615 ¥ — $ 26,777
Life ................................... (2,150) (1,491) (931) (17,769)

Statutory stockholders’ equity:
Property and casualty .......23,888 13,960 197,421
Life ................................... 25,425 27,577 210,124

Other subsidiaries and affiliates, which are not significant, are

accounted for primarily by the equity method. At March 31, 1999

and 1998, investments in related parties which were presented as
other assets amounted to ¥20,456 million ($169,058 thousand) and

¥74,794 million, respectively.

(c) Use of Estimates
The management of the Company has made a number of estimates

and assumptions relating to the reporting of assets and liabilities and
the disclosure of contingent assets and liabilities to prepare these

financial statements in conformity with generally accepted account-

ing principles. Actual results could differ from these estimates.

(d) Investments-Other than Investments in Related Parties
Fixed maturities (principally bonds), which are all available for sale,
are stated at market value. When a quoted market value is not avail-

able, quoted market values for similar securities are used instead.

Equity securities comprise common and nonredeemable pre-
ferred stocks. Stocks listed on Japanese or stock foreign exchanges,

representing approximately 97% and 98% of the investment in

stocks at March 31, 1999 and 1998, respectively, are stated at
quoted market values. Unlisted stocks are stated at cost except when

a company’s financial condition has deteriorated or there is a de-

cline in value that is other than temporary. In those cases, the carry-
ing value of stock of such company is adjusted downward to an

estimated fair value on the basis of the latest financial information

available to the Company or fair value information for similar com-
panies.

A loan is considered impaired when it is probable that the Com-

pany will be unable to collect all amounts due according to the con-
tractual terms of the loan agreement. Mortgage loans on real estate

and loans which are included in other long-term investments are
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principally carried at the unpaid balance of the principal amount.
For impaired loans, a valuation allowance is established for the dif-

ference between the recorded investment in the loan and either the

present value of expected future cash flows discounted at the loan’s
effective interest rate or the fair value of collateral if the loan is col-

lateral dependent. Interest income on impaired loans is recognized

as cash is received.
Policy loans are carried at cost.

Gains and losses on the sale of investments are included in real-

ized gains and losses in the statements of income. Unrealized appre-
ciation or depreciation, net of taxes, in the value of securities

available for sale is accounted for as other comprehensive income.

Derivative financial instruments are used for asset and liability
management. Foreign exchange, interest rate and equity index con-

tracts are accounted for in a manner consistent with the accounting

treatments appropriate for the assets hedged by such contracts.

(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............................................................. 38 to 50 years
Brick and block.................................................................... 41 years
Wood ................................................................................... 24 years
Wood and mortar................................................................. 22 years
Building equipment.............................................................. 3 to 18 years
Furniture and fixtures........................................................... 2 to 15 years

Maintenance and repairs are charged against income as incurred.

Betterments are capitalized to property and equipment.

The cost and accumulated depreciation with respect to assets re-
tired or otherwise disposed of are eliminated from the asset and re-

lated accumulated depreciation accounts. Any resulting profit or

loss is credited or charged to income.

(f) Accounts with Foreign Agents
The amounts included in the balance sheets at March 31, 1999 and

1998 with respect to foreign agents of the Company represent data

as of December 31, 1998 and 1997, respectively. The statements of
income likewise include amounts for the corresponding periods

ended on those dates.

(g) Premium Revenues
Property and casualty insurance premiums are recognized as earned

on a pro rata basis over the terms of the policies. Unearned premi-
ums represent the portion of premiums written relating to the unex-

pired terms of coverage.

Life premiums are generally recorded as premium revenues over
the premium paying periods of the related policies. For short dura-

tion contracts, premiums are recognized over the period to which

the premiums relate on a pro rata basis.

(h) Policy Acquisition Costs
Costs that vary with and are primarily related to the acquisition of
insurance policies are capitalized and charged to expense in propor-

tion to premium revenue recognized. Other costs incurred during

the period, such as those relating to policy maintenance, are charged
to expense as incurred. Details of policy acquisition costs are as fol-

lows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Property and casualty:
Deferred at beginning of
 year.....................................¥224,310 ¥216,457 ¥208,751 $1,853,802
Incurred during year:

Commissions and
 brokerage ........................220,593 227,711 216,888 1,823,083
Salaries and other
 compensation ..................116,523 112,558 112,933 963,000
Other underwriting
 costs ................................85,858 86,861 75,042 709,570

.............................................422,974 427,130 404,863 3,495,653

.............................................647,284 643,587 613,614 5,349,455
Deferred at end of year......... 226,239 224,310 216,457 1,869,744
Policy acquisition costs........¥421,045 ¥419,277 ¥397,157 $3,479,711

Life:
Deferred at beginning of
 year.....................................¥ 18,291 ¥ 5,688 ¥ — $ 151,165
Incurred during year............. 20,649 14,929 6,661 170,652
Deferred at end of year......... 33,171 18,291 5,688 274,140
Policy acquisition costs........¥ 5,769 ¥ 2,326 ¥ 973 $ 47,677
Total policy acquisition
 costs....................................¥426,814 ¥421,603 ¥398,130 $3,527,388
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(i) Losses, Claims and Loss Adjustment Expenses
The net liabilities stated for reported and estimated property and

casualty losses and claims and for related adjustment expenses are

based upon the accumulation of (1) case estimates for losses and
related adjustment expenses reported prior to the close of the ac-

counting period on the direct business written by the Company and

(2) estimates received from ceding reinsurers. The loss adjustment
expenses represent administrative expenses in connection with set-

tling 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 adjustment expenses not identified with

specific claims based upon past experience. The Company believes

that the provisions for unpaid losses and adjustment expenses at
March 31, 1999 and 1998 are adequate to cover the ultimate net cost

of losses and claims incurred to those dates. However, the provi-

sions are necessarily based on estimates and the management makes
no representation that the ultimate liability may not exceed or fall

short of such estimates.

(j) Future Policy Benefits and Losses
Future policy benefits and losses include provisions for future

policy benefits for life contracts and for unpaid life policy claims.
The liabilities for future policy benefits are computed by a net level

premium method using estimated future investment yields, with-

drawals and recognized morbidity and mortality tables. Unpaid
policy claims are the estimated liability for reported and unreported

losses on life policies on an undiscounted basis.

The Company believes that the estimated provisions for future
policy benefits and for losses at March 31, 1999 and 1998 are ad-

equate to cover the life insurance liability. However, the ultimate

liability may vary from such estimates.

(k) Compulsory Automobile Liability Insurance
Japanese law provides that all automobiles are to be covered by
specified amounts of liability insurance for personal injury and that

insurance companies are to accept such coverage on a non-profit

basis. In compliance with this law, which came into effect on April
1, 1966, the Company has not reflected any profit or loss from un-

derwriting such compulsory automobile liability insurance in finan-

cial statements prepared for distribution to stockholders under the
Japanese Commercial Code. In these financial statements, which

are presented in accordance with United States generally accepted

accounting principles, losses, net of income taxes, from underwrit-
ing compulsory automobile liability insurance amounting to ¥7,420

million ($61,322 thousand) in 1999, ¥4,902 million in 1998 and
¥3,818 million in 1997 have been charged to income. Accumulated

losses since April 1, 1966 amount to approximately ¥39,980 million

($330,413 thousand).

(l) Foreign Currency Translation
Assets and liabilities of the Company’s subsidiaries located outside
Japan are translated into Japanese yen at the rates of exchange in

effect at the balance sheet date. Income and expense items of the

subsidiaries are translated at average exchange rates prevailing dur-
ing the year. Gains and losses resulting from translation of financial

statements are excluded from the statements of income and are ac-

cumulated as foreign currency translation adjustments in stockhold-
ers’ equity.

Losses resulting from foreign currency transactions in the

amount of ¥6,412 million ($52,992 thousand) in 1999, ¥6,067 mil-
lion in 1998 and ¥8,081 million in 1997 are included in operating

income, costs and expenses.

(m) Foreign Exchange Contracts
The Company enters into foreign exchange agreements for hedging

currency exposures resulting mainly from fixed maturity invest-
ments denominated in foreign currencies. These agreements in-

clude foreign currency forward contracts, currency swap

agreements and currency options agreements. Gains or losses on
these agreements are recognized in the same period in which gains

or losses from the transaction being hedged are recognized.

(n) Impairment of Long-Lived Assets and Long-Lived Assets
to Be Disposed Of
Long-lived assets and certain identifiable intangibles are reviewed
for impairment whenever events or changes in circumstances indi-

cate that the carrying amount of an asset may not be recoverable.

Recoverability of assets to be held and used is measured by a com-
parison of the carrying amount of an asset to future net cash flows

expected 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 exceeds the fair

value of the assets. Assets to be disposed of are reported at the lower

of the carrying amount or fair value less costs to sell.
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(o) Comprehensive income
The Company adopted Statement of Financial Accounting Stan-

dards (SFAS) No.130, “Reporting Comprehensive Income,” in the

year ended March 31, 1999. SFAS No.130 establishes standards for
reporting and display of comprehensive income and its components

(revenue, expenses, gains, and losses) in a full set of general-pur-

pose financial statements and requires that all items that are required
to be recognized under accounting standards as components of

comprehensive income be reported in a financial statement that is

displayed with the same prominence as other financial statements.
Adoption of SFAS No.130 had no effect on the Company’s results

of operations, financial position or liquidity. Prior years’ financial

statements have been reclassified to conform to the provisions of
SFAS No. 130.

(p) New Accounting Standards
In June 1998, the Financial Accounting Standards Board (FASB)

issued SFAS No.133, “Accounting for Derivative Instruments and

Hedging Activities.” SFAS No.133 establishes accounting and re-
porting standards for derivative instruments embedded in other con-

tracts, and for hedging activities. SFAS No.133 requires that an

entity recognize all derivatives as either assets or liabilities in the
statement of financial position and measure those instruments at fair

value. Additionally, the fair value adjustments will impact either net

income or stockholders’ equity depending on whether the derivative
instrument qualifies as a hedge and the nature of the hedging activ-

ity. The Company will adopt SFAS No.133 for the year ending

March 31, 2000 as permitted. The Company has not yet determined
the impact that SFAS No.133 will have on the Company’s results of

operations and financial position.

2. INVESTMENTS

The following summarizes the Company’s investments in fixed

maturities available for sale at March 31, 1999 and 1998:

Yen in millions

Gross Gross
Amortized unrealized unrealized Estimated

cost gains losses market value

1999:
Bonds and notes:

U.S. government and
 government agencies and
 authorities ..........................¥ 39,349 ¥ 2,726 ¥ (474) ¥ 41,601
U.S. states, municipalities
 and political subdivisions .. 1,461 — — 1,461
Other government and
 government agencies and
 authorities .......................... 398,651 7,365 (3,415) 402,601
Other municipalities and
 political subdivisions ......... 372,646 583 — 373,229
Public utilities ..................... 96,395 1,424 (2) 97,817
Convertibles and bonds
 with warrants attached ....... 144,259 11,103 — 155,362
Other corporate bonds ........ 658,417 674 (256) 658,835

Total fixed maturities
 available for sale ............¥1,711,178 ¥23,875 ¥(4,147) ¥1,730,906

Yen in millions

Gross Gross
Amortized unrealized unrealized Estimated

cost gains losses market value

1998:
Bonds and notes:

U.S. government and
 government agencies and
 authorities ............................ ¥72,482 ¥ 2,433 ¥ — ¥ 74,915
U.S. states, municipalities
 and political subdivisions .... 2,520 — — 2,520
Other government and
 government agencies and
 authorities ............................ 282,978 11,400 (1) 294,377
Other municipalities and
 political subdivisions ........... 410,913 661 (3) 411,571
Public utilities ....................... 82,368 2,407 (2) 84,773
Convertibles and bonds
 with warrants attached ......... 234,513 13,726 — 248,239
Other corporate bonds .......... 531,614 53,143 (92) 584,665

Total fixed maturities
 available for sale ..............¥1,617,388 ¥83,770 ¥(98) ¥1,701,060
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Bonds carried at ¥81,842 million ($676,380 thousand) at March
31, 1999 and ¥86,640 million at March 31, 1998, and stocks carried

at ¥5,824 million ($48,130 thousand) at March 31, 1999 and ¥8,263

million at March 31, 1998, were deposited primarily with United
States and other foreign government authorities as required by law.

Bonds carried at ¥11,716 million ($96,826 thousand) and stocks

carried at ¥96,580 million ($798,181 thousand) at March 31, 1999
were deposited with securities brokers primarily as a collateral for

futures transactions entered into by the Company.

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

Accumulated depreciation of investment real estate amounted to

¥67,875 million ($560,950 thousand) and ¥62,277 million at March
31, 1999 and 1998, respectively.

Policy loans are made to policyholders of long-term insurance

with refund at maturity, such as long-term comprehensive insurance
and long-term family personal traffic accident insurance, etc. The

maximum amount of loans is limited to 90% of return premiums on

the policies.
Other long-term investments include:

Yen in millions Dollars in thousands

1999 1998 1999

Mortgage loans on vessels and
 facilities.......................................¥ 36,878 ¥ 31,789 $ 304,777
Collateral and bank-guaranteed
 loans............................................ 40,145 56,105 331,777
Unsecured loans........................... 684,017 807,803 5,653,033
Money trust.................................. 248,406 253,806 2,052,942
.....................................................¥1,009,446 ¥1,149,503 $8,342,529

Mortgage loans on vessels and facilities are generally joint loans

in which other financial institutions participate. The Company par-

ticipates in the hull insurance on these vessels.
Collateral loans are made to commercial enterprises and are se-

cured principally by listed stocks and/or bonds of Japanese corpora-

tions. Certain of these loans are made jointly with other insurance
companies.

Bank-guaranteed loans are made to commercial enterprises.

Unsecured loans within authorized limits are made on a selective
basis to corporate borrowers. The loans mature through 2030 and

have interest rates varying from 0.3% to 9.0% in 1999 and 0.4% to

9.7% in 1998.
Money trust is a type of portfolio investment in which trust banks

are entrusted with investments in securities or other financial instru-

ments.

Dollars in thousands

Gross Gross
Amortized unrealized unrealized Estimated

cost gains losses market value

1999:
Bonds and notes:

U.S. government and
 government agencies and
 authorities ..........................$ 325,198 $ 22,529$ (3,917) $ 343,810
U.S. states, municipalities
 and political subdivisions .. 12,074 — — 12,074
Other government and
 government agencies and
 authorities ..........................3,294,636 60,868 (28,223) 3,327,281
Other municipalities and
 political subdivisions ......... 3,079,719 4,818 — 3,084,537
Public utilities ..................... 796,653 11,769 (17) 808,405
Convertibles and bonds
 with warrants attached .......1,192,224 91,760 — 1,283,984
Other corporate bonds ........5,441,463 5,570 (2,116) 5,444,917

Total fixed maturities
 available for sale ............$14,141,967 $197,314 $(34,273) $14,305,008

The following table summarizes investments in fixed maturities

available for sale at March 31, 1999, by contractual maturity:

Yen in millions Dollars in thousands

Amortized Estimated Amortized Estimated
cost market value cost market value

Due in one year or less..... ¥ 185,972 ¥ 187,700 $ 1,536,959 $ 1,551,240
Due after one year
 through five years............ 766,850 778,375 6,337,603 6,432,851
Due after five years
 through 10 years.............. 450,534 456,628 3,723,422 3,773,785
Due after 10 years............ 307,822 308,203 2,543,983 2,547,132
.........................................¥1,711,178 ¥1,730,906 $14,141,967 $14,305,008

Actual maturities may differ from contractual maturities because

certain issuers may have the right to call or prepay obligations with

or without call or prepayment penalties.
Proceeds from sales of investments in fixed maturities prior to

their scheduled maturity dates were ¥888,110 million ($7,339,752

thousand), ¥1,041,091 million and ¥564,885 million for the years
ended March 31, 1999, 1998 and 1997, respectively. Gross gains of

¥32,025 million ($264,669 thousand) and gross losses of ¥21,565

million ($178,223 thousand) in 1999, gross gains of ¥25,316 mil-
lion and gross losses of ¥19,926 million in 1998, and gross gains of

¥31,091 million and gross losses of ¥884 million in 1997 were real-

ized on those sales.
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Short-term investments consisted primarily of call loans and
other investments maturing within one year.

Details of net investment income are as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Fixed maturities....................¥37,780 ¥34,671 ¥30,247 $312,230
Equity securities................... 13,224 13,475 9,722 109,290
Mortgage loans on real
 estate................................... 2,963 3,000 3,120 24,487
Investment real estate........... 7,852 7,484 6,740 64,891
Policy loans.......................... 380 340 365 3,142
Other long-term
 investments......................... 16,043 13,085 13,369 132,587
Short-term investments......... 5,370 5,081 5,506 44,380
Call loans............................. 764 748 232 6,314
Other loans and
 investments......................... 9,725 2,290 4,547 80,371

Total investment income .. 94,101 80,174 73,848 777,692

Less investment expenses..... 71,886 35,160 30,366 594,097

Net investment income .....¥22,215 ¥45,014 ¥43,482 $183,595

At March 31, 1999 and 1998, accrued investment income, in-
cluded in other assets, amounted to ¥19,546 million ($161,537

thousand) and ¥19,958 million, respectively.

With respect to marketable equity securities, gross unrealized
gains were ¥1,699,718 million ($14,047,256 thousand) and gross

unrealized losses were ¥94,969 million ($784,868 thousand) at

March 31, 1999, and gross unrealized gains were ¥1,746,510 mil-
lion and gross unrealized losses were ¥85,233 million at March 31,

1998.

Net realized and change in unrealized gains or losses on fixed
maturities, equity securities and other investments for the years

ended March 31,1999, 1998 and 1997 were as follows:

Yen in millions

Fixed Equity Other Net gains
maturities securities investments (losses)

1999:
Realized............................... ¥(12,425) ¥ 631 ¥(5,621) ¥ (17,415)
Change in unrealized............ (63,944) (56,528) — (120,472)

Total .................................¥(76,369) ¥ (55,897) ¥(5,621) ¥(137,887)

1998:
Realized............................... ¥ (434) ¥ 16,368 ¥(7,526) ¥ 8,408
Change in unrealized............ 50,787 (221,251) — (170,464)

Total ................................. ¥50,353 ¥(204,883) ¥(7,526) ¥(162,056)

1997:
Realized............................... ¥7,816 ¥ 59,139 ¥ 2,727 ¥ 69,682
Change in unrealized............ 12,222 (421,488) — (409,266)

Total ................................. ¥ 20,038¥(362,349) ¥ 2,727 ¥(339,584)

Dollars in thousands

Fixed Equity Other Net gains
maturities securities investments (losses)

1999:
Realized................................$(102,686) $ 5,215 $(46,455)$ (143,926)
Change in unrealized............. (528,463) (467,174) — (995,637)

Total .................................$(631,149) $(461,959) $(46,455)$(1,139,563)

The cost of securities sold is determined on the moving-average

basis.
Securities available for sale are carried in the financial statements

at market value. Changes in unrealized gains and losses, net of

taxes, on securities available for sale shown above are included as
other comprehensive income.

In April 1996, The Mitsubishi Bank, Ltd. and The Bank of To-

kyo, Ltd., in both of which the Company had equity investments,
merged into the new entity, The Bank of Tokyo-Mitsubishi, Ltd.

According to EITF Issue 91-5, “Nonmonetary Exchange of Cost-

Method Investments,” the Company valued the shares in The Bank
of Tokyo, Ltd. at market value of the date of merger and accounted

for the resulting gain for the year ended March 31, 1997.

Investments which exceeded 10% of stockholders’ equity were
the Company’s investments in Toyota Motor Corporation amount-

ing to ¥262,473 million ($2,169,198 thousand) and ¥271,653 mil-

lion at March 31, 1999 and 1998, respectively, and those in The
Bank of Tokyo-Mitsubishi, Ltd. at March 31, 1999 in the aggregat-

ing amount of ¥276,190 million ($2,282,562 thousand).

The following summarizes the Company’s recorded investment
in impaired loans, all of which had valuation allowances, and the

valuation allowances at March 31, 1999 and 1998:

Yen in millions Dollars in thousands

Total Total
recorded Valuation recorded Valuation

investment allowances investment allowances

1999:
Mortgage loans on real
 estate...................................¥17,783 ¥ 4,232 $146,967 $ 34,975
Collateral and bank-
 guaranteed loans.................. 1,470 1,470 12,149 12,149
Unsecured loans................... 64,055 41,980 529,380 346,942
.............................................¥83,308 ¥47,682 $688,496 $394,066

1998:
Mortgage loans on real
 estate...................................¥26,820 ¥10,446
Collateral and bank-
 guaranteed loans.................. 373 317
Unsecured loans................... 59,802 42,985

.............................................¥86,995 ¥53,748
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The Company revised review procedures to more comprehensive
approaches for determination of impaired loans and valuation al-

lowances at March 31, 1998.

In this connection, certain modifications, which had no effect on
the results of operations, were made to the amounts shown in the

previous years’ financial statements to conform to the manner of

presentation applied at March 31, 1998.
The balance of impaired loans at March 31, 1997 would have

been ¥85,362 million if the Company had retroactively applied

similar procedures as those applied at March 31, 1998 for determi-
nation of impaired loans at March 31, 1997.

The activity in the valuation allowances for the years ended

March 31, 1999, 1998 and 1997 is presented as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Balance at beginning of
 year.....................................¥53,748 ¥39,257 ¥43,127 $444,198
Charges to income................ (5,187) 15,440 2,686 (42,868)
Principal charge-offs............ (879) (949) (6,556) (7,264)
Balance at end of year.......... ¥47,682 ¥53,748 ¥39,257 $394,066

During the years ended March 31,1999, 1998 and 1997, the aver-
age recorded investment in impaired loans amounted to ¥85,152

million ($703,736 thousand), ¥68,139 million and ¥58,554 million,

respectively, and interest income recognized and received in cash
on those loans amounted to ¥963 million ($7,959 thousand), ¥949

million and ¥717 million, respectively. At March 31, 1999 and

1998, the carrying value of loans that were non-income producing
during the preceding twelve months amounted to ¥31,801 million

($262,818 thousand) and ¥29,819 million, respectively.

In addition to the allowances described above, reflecting the slug-
gish Japanese economy, the Company made allowances for loans

amounting to ¥23,385 million ($193,264 thousand) because there

were certain rates of latent impairment among those loans with no
specific loss information based on our experience during the past

few years. The cost was charged to income as investment expenses

for the year ended March 31, 1999.

3. PROPERTY AND EQUIPMENT

A summary of property and equipment is as follows:

Yen in millions Dollars in thousands

1999 1998 1999

Land .....................................................¥109,244 ¥ 96,788 $ 902,838
Buildings..............................................239,638 234,891 1,980,475
Furniture and equipment...................... 42,909 39,958 354,616
Construction in progress....................... 1,196 3,891 9,894

Total at cost ......................................392,987 375,528 3,247,823
Less accumulated depreciation............. 150,121 138,691 1,240,666

Net property and equipment .............¥242,866 ¥236,837 $2,007,157

4. INCOME TAXES

Income taxes are accounted for under the asset and liability method.

Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial state-

ments 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 taxable income in the years in which those

temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is

recognized in income in the period that includes the enactment date.

Total income taxes for the years ended March 31, 1999, 1998 and
1997 were as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Income before taxes......... ¥(68,374) ¥ (2,165) ¥(086,955 $(565,074)
Other comprehensive
 income:

Stockholders’ equity, for
 unrealized appreciation
 (depreciation) of
 securities during the
 year ............................. (24,195) (69,225) (184,144) (199,959)
Minimum pension
 liability adjustments .... (6,195) (941) (6,518) (51,198)

.........................................¥(98,764) ¥(72,331) ¥(103,707)$(816,231)

The Company is subject to a number of taxes based on income,
which in the aggregate resulted in a normal tax rate of approxi-

mately 42% in 1999, and 45% in 1998 and 1997, respectively. The

Company’s tax returns have been examined by the tax authorities
through March 31, 1998 and any adjustments have been reflected in

the financial statements.
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Due to the changes in Japanese income tax regulations, the nor-
mal income tax rate was reduced in fiscal 1998 from approximately

45% to approximately 42% effective on April 1, 1998 and was fur-

ther reduced in fiscal 1999 to approximately 36% effective on April
1, 1999.

The effective tax rates of the Company for the years ended March

31, 1999, 1998 and 1997 differ from the Japanese normal income
tax rates for the following reasons:

1999 1998 1997

Japanese normal income tax rate...... 42.0% 45.0% 45.0%
Tax credit for dividends received..... (8.7) (5.3) (3.7)
Expenses not deductible for tax
 purposes.......................................... 2.5 1.6 2.1
Adjustments to deferred
 tax assets and liabilities
 for enacted changes in laws
 and rates.......................................... (132.1) (38.3) —
Change in normal income tax rate
 attributable to deferred gains on
 hedging........................................... 6.6 — —
Other ................................................ 1.4 (4.5) (1.0)

Effective tax rate .......................... (88.3)% (1.5)% 42.4%

The effect of adjustments of deferred tax assets and liabilities in

response to the above-mentioned change in enacted income tax

rates in 1999 and 1998 amounted to ¥102,258 million ($845,107
thousand) and ¥57,221 million. Most of which resulted from

remeasurement of deferred income taxes applicable to unrealized

appreciation of securities at beginning of year and those in 1999 and
1998 amounted to ¥101,365 million ($837,727 thousand) and

¥57,461 million, respectively.

The significant components of deferred income tax expense
(benefit) for the years ended March 31, 1999, 1998 and 1997 are as

follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Deferred tax expense
 (benefit) (exclusive of the
 effects of other
 components below)............. ¥ (29,878)¥ 1,923 ¥18,300$ (246,926)
Adjustments to deferred
 tax assets and liabilities
 for enacted changes in laws
 and rates.............................. (102,258) (57,221) — (845,107)
.............................................¥(132,136)¥(55,298) ¥18,300$(1,092,033)

The tax effects of temporary differences that give rise to signifi-
cant portions of the deferred tax assets and deferred tax liabilities at

March 31, 1999 and 1998 are presented below:

Yen in millions Dollars in thousands

1999 1998 1999

Deferred tax assets:
Unpaid and unreported
 losses .....................................¥ 65,355 ¥ 79,539 $ 540,124
Retirement and severance
 benefit ................................... 23,251 22,902 192,157
Reserve for compulsory
 automobile liability
 insurance ............................... 12,486 16,600 103,190
Minimum pension liability
 adjustments ........................... 15,921 11,155 131,579
Other ...................................... 77,738 77,073 642,463

Total deferred tax assets ..... 194,751 207,269 1,609,513
Deferred tax liabilities:

Tax deductible reserves .......... (12,799) (20,863) (105,777)
Deferred policy acquisition
 costs ...................................... (92,810) (101,660) (767,025)
Other ...................................... (49,632) (84,409) (410,182)

Total deferred tax
 liabilities ............................ (155,241) (206,932) (1,282,984)
Net deferred tax assets
 before deferred taxes on
 unrealized appreciation
 of securities ....................... 39,510 337 326,529

Deferred taxes on unrealized
 appreciation of securities ....... (609,712) (733,065) (5,038,942)

Net deferred tax
 liabilities ............................ (570,202) (732,728) (4,712,413)

Income taxes currently
 payable...................................... (32,707) (14,267) (270,306)

Income tax liability ............. ¥(602,909) ¥(746,995) $(4,982,719)

The Company has not provided a valuation allowance for the de-
ferred tax assets at March 31, 1999 and 1998. The management be-

lieves that it is more likely than not that the Company will realize

the benefit of the deferred tax assets. While there are no assurances
that this benefit will be realized, the Company expects sufficient

taxable income in the future based on its historical record and ex-

pected annual taxable savings related to expense reductions.



30 The Tokio Marine and Fire Insurance Company, Limited

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

5. 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 substantially all employees. Under the plan, employ-

ees are entitled to lump-sum payments based on current rate of pay,
length of service and certain other factors upon retirement or termi-

nation of employment for reasons other than dismissal for cause.

Directors and statutory auditors are covered by a separate plan. It is
not the policy of the Company to fund the retirement and severance

benefits described above.

The Company also has a funded pension plan covering substan-
tially all 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, “Em-
ployers’ Accounting for Pensions,” the net periodic benefit costs of

the funded pension plan in 1999, 1998 and 1997 were calculated

using the unit credit actuarial cost method.
The Company adopted SFAS No.132, “Employers’ Disclosures

about Pensions and Other Postretirement Benefits,” in the year

ended March 31, 1999. This Statement revises employers’ disclo-
sures about pension and other postretirement benefit plans. SFAS

No.132 does not change the measurement or recognition of those

plans.
Reconciliations of beginning and ending balances of the benefit

obligations and the fair value of the plan assets are as follows:

Yen in millions Dollars in thousands

1999 1998 1999

Change in benefit obligation:
Benefit obligation at beginning
 of year .............................................¥ 257,645¥ 240,815 $ 2,129,298
Service cost ...................................... 13,576 12,143 112,198
Interest cost ...................................... 8,999 9,344 74,372
Plan participants’ contributions ........ 2,049 2,016 16,934
Amendments .................................... — (10,492) —
Actuarial loss .................................... 19,780 14,750 163,471
Benefits paid .................................... (9,331) (10,931) (77,116)
Benefit obligation at end of year .......¥ 292,718¥ 257,645 $ 2,419,157

Change in plan assets:
Fair value of plan assets at beginning
 of year .............................................¥ 102,411¥ 94,957 $ 846,372
Actual return on plan assets .............. 3,847 2,009 31,793
Employer contributions .................... 5,895 6,192 48,719
Plan participants’ contributions ........ 2,049 2,016 16,934
Benefits paid .................................... (3,158) (2,763) (26,099)
Fair value of plan assets at end
 of year .............................................¥ 111,044¥ 102,411 $ 917,719

Funded status ...................................¥(181,674)¥(155,234)$(1,501,438)
Unrecognized actuarial loss .............. 81,393 64,608 672,669
Unrecognized prior service cost ....... (3,799) (3,861) (31,397)
Net amount recognized .....................¥(104,080)¥ (94,487)$ (860,166)

Amounts recognized in the statement
 of financial position consist of:

Accrued benefit liability ...............¥(147,847)¥(122,996)$(1,221,876)
Intangible assets ........................... — 1,951 —
Accumulated other comprehensive
 income ......................................... 43,767 26,558 361,710

Net amount recognized .....................¥(104,080)¥ (94,487)$ (860,166)

Significant actuarial assumptions:
Discount rate .................................... 3.0% 3.5%
Rate of salary increase ...................... 1.5% 1.8%
Expected long-term return
 on plan assets ..................................3.7% 3.9%

The components of net periodic benefit cost for the years ended

March 31, 1999, 1998 and 1997 are as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Components of net periodic
 benefit cost:

Service cost ......................¥13,576 ¥12,143 ¥10,952 $112,198
Interest cost ...................... 8,999 9,344 9,373 74,372
Expected return on plan
 assets ...............................(3,814) (3,789) (3,923) (31,521)
Amortization of prior
 service cost ...................... (62) 879 899 (512)
Recognized actuarial loss . 2,962 2,149 1,101 24,479
Net periodic benefit cost ...¥21,661 ¥20,726 ¥18,402 $179,016
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6. INVESTMENT DEPOSITS BY POLICYHOLDERS

Under the long-term insurance coverage offered by the Company,

such as long-term comprehensive insurance and long-term family
personal traffic accident insurance, etc., specified amounts must be

returned to the policyholders upon expiration of the policy period

unless there has been a substantial settlement under the policy. Poli-
cies are issued for periods of three to fifty years. The Company has

provided for such refundable amounts by classifying a portion of

the net premiums written on these policies, together with invest-
ment income therefrom, as investment deposits by policyholders.

7. REINSURANCE

In the ordinary course of business, the Company cedes risks to other

insurers and reinsurers. Reinsurance enables the Company to re-
duce its exposure to large losses in all aspects of its insurance busi-

ness, although it does not relieve the Company of its obligations as

direct insurer of the risks reinsured.
Prepaid reinsurance premiums represent the portion of premiums

ceded to reinsurers applicable to the unexpired terms of the reinsur-

ance contracts in force. Reinsurance recoverable on losses repre-
sents estimates of amount that will be recovered from reinsurers on

reported and unreported losses and claims and loss adjustment ex-

penses.
The Company is exposed to contingent liability with respect to

reinsurance which would become an actual liability to the extent

that any reinsurer failed to meet its obligations to the Company.
Because of the large amount of funds held by the Company under

reinsurance treaties and the Company’s favorable historical results

with the reinsurers involved, no material amounts are considered
uncollectible and no provision has been made for this remote con-

tingency.

The effect of ceded reinsurance on the statements of income for
the years ended March 31, 1999, 1998 and 1997 is as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Property and
 casualty:
Premiums written:

Direct .................. ¥1,429,770 ¥1,470,789 ¥1,457,535$11,816,281
Assumed ............. 103,694 126,356 136,382 856,975
Ceded .................. (228,326) (254,185) (264,337) (1,886,992)

Net premiums
 written ............ ¥1,305,138 ¥1,342,960 ¥1,329,580$10,786,264

Premiums earned:
Direct .................. ¥1,462,145 ¥1,427,344 ¥1,422,915$12,083,843
Assumed ............. 106,111 122,597 133,143 876,950
Ceded .................. (256,117) (237,518) (269,341) (2,116,669)

Premiums
 earned .............¥1,312,139 ¥1,312,423 ¥1,286,717$10,844,124

Losses, claims
 incurred:

Direct .................. ¥ 808,061 ¥ 770,924 ¥0,764,294 $ 6,678,190
Assumed ............. 105,070 108,041 114,147 868,347
Ceded .................. (208,060) (195,487) (207,518) (1,719,504)

Losses, claims
 incurred .......... ¥ 705,071 ¥ 683,478 ¥0,670,923 $ 5,827,033

Life:
Premiums earned:

Direct .................. ¥ 98,870 ¥ 69,019 ¥0,012,623 $ 817,108
Assumed ............. 2 — — 17
Ceded .................. (55) (10) (1) (455)

Premiums
 earned .............¥ 98,817 ¥ 69,009 ¥0,012,622 $ 816,670
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8. LIABILITY FOR UNPAID LOSSES AND CLAIMS AND
LOSS ADJUSTMENT EXPENSES

Activity in the liability for unpaid losses and claims and loss adjust-
ment expenses for the years ended March 31, 1999, 1998 and 1997

is summarized as follows:

Yen in millions Dollars in thousands

1999 1998 1997 1999

Balance at beginning of
 year.....................................¥647,518 ¥612,850 ¥588,828 $5,351,388

Less reinsurance
 recoverables ....................97,837 97,117 95,377 808,570

Net balance at beginning
 of year.................................549,681 515,733 493,451 4,542,818
Incurred related to:

Current year .....................711,778 705,836 699,751 5,882,462
Prior years ........................ 46,141 31,055 24,966 381,331

Total incurred ...............757,919 736,891 724,717 6,263,793
Paid related to:

Current year .....................471,793 434,449 440,471 3,899,115
Prior years ........................298,513 268,494 261,964 2,467,050

Total paid .....................770,306 702,943 702,435 6,366,165
Net balance at end of
 year.....................................537,294 549,681 515,733 4,440,446

Plus reinsurance
 recoverables ....................97,572 97,837 97,117 806,380

Balance at end of year..........¥634,866 ¥647,518 ¥612,850 $5,246,826

9. COMMITMENTS AND CONTINGENT LIABILITIES

At March 31, 1999, commitments outstanding for the purchase of

property and equipment approximated ¥7,680million ($63,471
thousand).

The Company occupies certain offices and other facilities and

uses certain equipment under cancelable lease arrangements. Rental
expenses for the years ended March 31, 1999, 1998 and 1997, ag-

gregated ¥18,905 million ($156,240 thousand), ¥18,040 million and

¥16,867 million, respectively.
With having experienced no claims, the Company had guaran-

tees outstanding relating to the financial transactions including asset

backed securities amounted to ¥33,299 million ($275,198 thou-
sand) and ¥57,268 million at March 31, 1999 and 1998.

10. APPROPRIATED RETAINED EARNINGS

(a) Legal Reserve
The Insurance Business Law stipulates that an amount equal to at
least 20% of appropriations of retained earnings paid in cash be ap-

propriated as a legal reserve until such reserve equals stated capital.

This reserve is not available for dividends but may be used to
reduce a deficit or may be transferred to stated capital.

(b) Price Fluctuation Reserve
In accordance with the provisions of the Insurance Business Law,

the Company shall provide price fluctuation reserve, which is deter-

mined based on the balances of certain categories of assets, prima-
rily fixed maturities and equity securities, at each year end and the

reserve rates according to asset category. This reserve is not avail-

able for dividends but may be used to offset the realized and unreal-
ized losses resulting from the assets subject to this reserve in excess

of the realized gains resulting from such assets or may be reversed

subject to the approval of Securities and Exchange Surveillance
Commission.
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11. UNAPPROPRIATED RETAINED EARNINGS,
DIVIDENDS AND EARNINGS PER SHARE

Pursuant to the provisions of the Japanese Commercial Code, unap-
propriated retained earnings at March 31, 1999, which were unre-

stricted as to payment of dividends, amounted to ¥507,218 million

($4,191,884 thousand). Of this amount, ¥254,800 million
($2,105,785 thousand) has been restricted by action of the stock-

holders to provide principally for extraordinary losses.

Cash dividends charged to unappropriated retained earnings rep-
resent dividends paid. Provision has not been made in the accompa-

nying balance sheet as of March 31, 1999 for dividends

subsequently proposed to stockholders by the Board of Directors in
the aggregate amount of ¥13,172 million ($108,860 thousand).

The Company adopted SFAS No.128, “Earnings per Share,” in

the year ended March 31, 1998 and restated the prior years’ net in-
come per American Depositary Share (ADS) data to conform with

the provisions of SFAS No.128.

During the three-year period ended March 31, 1999, the Com-
pany had no dilutive securities which effected on the computation

of net income per ADS for those years. During those years, the aver-

age common shares outstanding were 1,549,692,481 shares and the
basic and diluted net income per ADS were ¥471 ($3.893), ¥489

and ¥381 in the years ended March 31, 1999, 1998 and 1997, re-

spectively.

12. RISK MANAGEMENT ACTIVITIES AND
DERIVATIVE FINANCIAL INSTRUMENTS

The Company utilizes derivative financial instruments with off-bal-
ance-sheet risk in the normal course of business to reduce its expo-

sure to fluctuations in foreign exchange rates, interest rates and

market values in its equity portfolio. Those instruments involve, in
varying degrees, elements of credit, exchange rate, interest rate and

equity fluctuation risk.

SFAS No. 119, “Disclosure about Derivative Financial Instru-
ments and Fair Value of Financial Instruments” requires that a dis-

tinction be made between financial instruments held or issued for

trading purposes and those held or issued for other than trading. The
Company has limited involvement with derivative financial instru-

ments and does not use them for trading purposes.

Amounts to be received or paid attributable to foreign exchange,
interest rate and equity index contracts are included in the measure-

ment of the carrying amount of underlying assets and are credited or

charged to operations as the related gains and losses on underlying
assets realize.

Foreign exchange contracts are agreements to exchange different

currencies at a specific future date. The total amount of the foreign
exchange contracts outstanding at March 31, 1999 were ¥74,204

million ($613,256 thousand) to purchase and ¥375,652 million

($3,104,562 thousand) to sell foreign currencies, and at March 31,
1998 were ¥50,535 million to purchase and ¥425,800 million to sell

foreign currencies.

The gross aggregate unrealized losses based on current market
values were ¥9,510 million ($78,595 thousand) and ¥47,717 million

for foreign exchange forward and futures, currency swap and cur-

rency options contracts at March 31, 1999 and 1998, respectively.
The Company has entered into interest rate swap agreements to

manage interest rate exposure. Interest rate swap agreements gener-

ally involve the exchange of fixed and floating rate interest expo-
sures without the exchange of the underlying principal.

At March 31, 1999 and 1998, the Company had outstanding in-

terest rate swap agreements having an aggregate notional amount of
¥2,901,100 million ($23,976,033 thousand) and ¥1,348,350 mil-

lion, respectively.
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Under those interest rate swap agreements, floating rate exposure
was converted into fixed rate exposure in weighted average fixed

rates of 0.6% and 2.4% at March 31, 1999 and 1998, respectively,

and floating rate exposure in various interest rates and fixed rate
exposure, with weighted average fixed rates of 1.8% and 3.5% at

March 31, 1999 and 1998, respectively, were converted into float-

ing rate exposure that was generally based on the three-month or
six-month LIBOR (London Interbank Offered Rate), or the long-

term prime rate.

In addition to interest rate swap agreements, the Company en-
tered into interest rate swaption agreements to further strengthen the

asset and liability management. The Company had outstanding in-

terest rate swaption agreements having an aggregate notional
amount of ¥112,000 million ($925,620 thousand) both at March 31,

1999 and 1998.

The Company has terminated interest rate swap agreements only
in situations in which it has disposed of the financial instruments to

which the swaps were matched. In these instances, the Company

has recognized gain or loss on the termination of the swap agree-
ments concurrently with the recognition of loss or gain on the dispo-

sition of the financial instruments to which they were matched.

The Company has entered into equity index futures contracts to
manage market risk of its equity portfolio, principally comprising

domestic listed stocks.

At March 31, 1999 and 1998, the Company had outstanding eq-
uity index futures contracts having an aggregate notional amount of

¥399,107 million ($3,298,405 thousand) and ¥490,762 million to

sell equity index futures.
The Company entered into bond futures contracts to manage

market risk of its bond portfolio. At March 31, 1999, the Company

had outstanding notional amount of ¥21,931 million ($181,248
thousand) to purchase bond futures.

The Company manages its investments to limit credit risks by

diversifying its portfolio among various investment types and in-
dustry sectors. The credit risk of financial instruments is controlled

through credit approvals, limits and monitoring procedures. The

management believes that significant concentrations of credit risk
do not exist.

13. FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No.107, “Disclosures about Fair Value of Financial Instru-

ments,” requires disclosure of estimated fair value for all financial
instruments. The following methods and assumptions were used by

the Company in estimating the fair values of its financial instru-

ments:

Cash and cash items, accrued investment income (included in other

assets), premiums receivable and agents’ balances, reinsurance re-

coverable 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 (market values) of the fixed
maturities and equity securities are disclosed in note 2.

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 periodically adjust to reflect changes in
overall market interest rates.

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

short-term investments

The fair values for these financial instruments are estimated based

on the quoted market prices for these or similar instruments. For
financial instruments on 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.

Foreign exchange contracts

The fair values of foreign exchange contracts including forward and

futures, swaps and options are estimated by obtaining current mar-

ket quotes from banks.
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Interest rate contracts

The fair values of interest rate swap agreements are based on the

estimated present value amounts the Company would receive or pay

to terminate agreements, taking into consideration current interest
rates and the current creditworthiness of the counterparties. The fair

values of interest rate swaption agreements are estimated by obtain-

ing current market quotes from banks.

Equity index contracts and bond futures contracts

The fair values of futures contracts are based on the official market
quotes.

The carrying amounts and fair values of the Company’s financial
instruments at March 31, 1999 and 1998 are as follows:

Yen in millions Dollars in thousands

Carrying Fair Carrying Fair
value value value value

1999:
Policy loans...........................¥ 15,826 ¥ 15,826 $ 130,793 $ 130,793
Mortgage loans on real
 estate....................................184,231 185,578 1,522,570 1,533,702
Mortgage loans on vessels
 and facilities......................... 36,878 37,001 304,777 305,793
Collateral and bank-
 guaranteed loans................... 40,145 40,273 331,777 332,835
Unsecured loans....................684,017 685,330 5,653,033 5,663,884
Money trust...........................248,406 266,475 2,052,942 2,202,273
Short-term investments.......... 602,010 602,010 4,975,289 4,975,289
Foreign exchange contracts:

Swaps
—in a net payable

 position ......................... — (9,460) — (78,182)
Interest rate contracts:

Swaps
—in a net receivable

 position ......................... — 78,179 — 646,107
Swaption
—in a net receivable

 position ......................... — 1,370 — 11,322
Futures aggreements:

Bond futures
—in a net receivable

 position ......................... — 45 — 372

Yen in millions

Carrying Fair
value value

1998:
Policy loans............................................................. ¥ 14,618 ¥ 14,618
Mortgage loans on real estate.................................. 190,504 193,346
Mortgage loans on vessels and facilities.................. 31,789 35,135
Collateral and bank-guaranteed loans...................... 56,105 59,401
Unsecured loans......................................................807,803 820,694
Money trust.............................................................253,806 283,938
Short-term investments............................................424,577 424,577
Foreign exchange contracts:

Swaps
—in a net payable position .................................. —(27,611)

Interest rate contracts:
Swaps
—in a net payable position .................................. — (333)
Swaption
—in a net receivable position .............................. 293 312

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.
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