Consolidated Balance Sheets

The Chugoku Bank, Limited and Consolidated Subsidiaries

March 31, 2005 and 2004
Thousand of
U.S. Dollars
Millions of Yen (Note 2)
2005 2004 2005
ASSETS:
Cash and dUE fTOM DANKS .....vviviiiiiiii et ¥ 97,194 ¥ 135,439 $ 905,056
G TOANS ..kt 5,637 87,748 52,491
Oher deht PUICNASEA ......vcviviiiiii et 54,602 46,557 508,446
Trading @CCOUNT SECUIMHIES ........vvtvevirireieieiet ettt 3,436 14,069 31,996
MONEY TTUSES (NOTE 7) ..ttt bbbkt bbb b ettt bbb 34,646 43,483 322,618
Securities (Notes 6, 8, and 12) ......... ... 2,316,807 2,168,680 21,573,769
Loans and bills diSCOUNEA (NOLE ) .......c.vuiriiiiiriiiiiieiee e 3,029,956 3,000,583 28,214,508
FOMBIGN BXCNANGES ...cvcvctie bttt 3,978 2,896 37,043
OhEr @SSEES (NOTE 12) w.vvveiiiieieieisieieie bbbttt 65,607 75,654 610,921
Premises and equipment (NOTE 1) ... 48,709 47,510 453,571
Deferred iNCOME 1aX aSSELS (NOLE T3) ..ucviiiiiiiiei s 1,994 8,214 18,568
Customers' liabilities for acceptances and GUATANTEES ..........cccceererireriiiiiiieee s 43,157 42,448 401,872
Reserve for possible 10an 10SSES ..........cvovvvvviererenen. (51,669) (54,927) (481,134)
Reserve for possible losses on securities ( 205) =) (1,909)
TOAI @SSELS ...vvvevevereiiiei ettt ¥5,653,849 ¥5,618,354 $52,647,816
LIABILITIES, MINORITY INTEREST, AND SHAREHOLDERS' EQUITY
Liabilities:
DEPOSIES (NOTE T2) ...ttt b bbb ¥4,847,226 ¥4,883,012 $45,136,661
Call MONEY (NOTE T2) 1.ttt bbbt 156,677 90,354 1,458,953
Payables for securities
lending tranSactionS (NOTE T2) ...t bbbttt 148,893 149,871 1,386,470
Borrowed money (NOTES 12 @N0 T4) ... 24,438 21,550 227,563
Foreign exchanges ..o 204 43 1,900
Other liabilities (Note 12) 57,801 79,530 538,234
ACCIUET EMPIOYEE DOMUSES ..ottt bbbttt b et 1,942 1,895 18,084
Liability for employees' severance and retirement benefits (NOte 15) .......covvvviviiiieieieceeeseee s 13,703 14,802 127,600
ACCEPTANCES ANG GUATANTEES ....vvieiieietiieeeiet ettt bbbtk b bbbt b bttt 43,157 42,448 401,872
TOTAI TIADHIEIES 1.ttt bbbt 5,294,041 5,283,505 49,297,337
MINOMLY INEEIEST ...ttt ettt ettt e bbb et e bbb e b e te et et e be st e e st e b eberens 9,638 8,511 89,748
Shareholders' equity (Notes 19 and 20):
COMMON STOCK ...ttt s bbbt b b 15,149 15,149 141,065
CAPIAI SUIPIUS vttt ettt ettt et b et et e bttt s et et e b e bt e st e s st et ete e s 6,289 6,288 58,562
RETAINEA BAMINGS +...vvivvrretr bbb 290,173 276,759 2,702,049
Net unrealized holding gains on SECUItIES (NOTE 8) .....cvvviiiiiriiiiii e 41,056 30,926 382,307
LeSS: COMMON SIOCK IN TTBASUTY ....vvvvvvviveseeeieieteie ettt (2,497) (2,784) (23,252)
Total SNArENOIABIS" BUILY ....o.vevivieiiiictcit ettt s ettt e v 350,170 326,338 3,260,731
Total liabilities, minority interest, and shareholders' equity ... .. ¥5,653,849 ¥5,618,354 $52,647,816

See notes to consolidated financial statements.
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Consolidated Statements of Income

The Chugoku Bank, Limited and Consolidated Subsidiaries
For the years ended March 31, 2005 and 2004

Thousand of
U.S. Dollars

Millions of Yen (Note 2)
2005 2004 2005
Income:
Interest and dividends on:
LOANS AN GISCOUNTS ....vivviiiiie ettt ettt ettt ettt et e te et et e et s et e e s et e saeete e ¥ 54549 ¥ 55,100 $ 507,952
Securities ............... 26,539 25,536 247,127
Other ...... 1,372 689 12,776
Fees and commissions .. 15,938 14,571 148,412
Other operating income . . 20,623 20,543 192,038
(011 10T L= USRS 8,405 6,535 78,267
TOMAIINCOME ..ttt ettt ettt ettt ettt s ettt e sttt et ennas 127,426 122,974 1,186,572
Expenses:
Interest on:
DBPOSIES ..ottt bbbttt 2,667 2,254 24,835
Borrowings and rediscounts ... . 196 231 1,825
Other .o, 5,610 4,991 52,240
Fees and commissions ...... . 3,086 2,968 28,736
Other operating expenses ...... . 18,273 22,433 170,156
General and administrative expenses ............. . 53,393 53,984 497,188
Provision of reserve for possible loan losses ... . 10,059 6,271 93,668
OBNET BXPENSES ...viviviertitis ettt b ettt s bbb o1 b bt h et bbb sttt s bbbt 3,187 2,575 29,676
TOMAI BXDEINSES v.vevviviviiteteit ettt ettt e ettt ettt ettt b et e b et et s e b et et et e et e b et s bt e et ere et et s 96,471 95,707 898,324
[NCOME DEFOIE INCOME TAXES ...ttt b et ettt et st et et e s ettt 30,955 27,267 288,248
Income taxes
CUITENE 11ttt b b1ttt s bbb 1 et bbb bbb s et b bt bbb st et s bbb 13,038 9,872 121,408
Deferred .....c.cccoevvvevennn . (855) 2,556 (7,962)
Minority interest in net income . 849 1,069 7,906
NEEINCOME 1.ttt ettt ettt ettt e et e st e bt et et et ere et e s ete st areseens ¥ 17,923 ¥ 13,770 $ 166,896
Yen U.S. dollars
2005 2004 2005
NEL INCOME PEI SNAIE ...viviviviiiii et bbbt bbb ¥ 75.86 ¥ 57.30 $ 0.71
Cash dividends applicable to the year 8.00 7.00 0.07
See notes to consolidated financial statements.
Consolidated Statements of Retained Earnings
The Chugoku Bank, Limited and Consolidated Subsidiaries
For the years ended March 31, 2005 and 2004
Thousand of
U.S. Dollars
Millions of Yen (Note 2)
2005 2004 2005
Retained earnings at the beginning 0f the YEAI ...........oviiiiciccee s ¥276,759 ¥268,082 $2,577,139
NEtINCOME w.vvviveiciceccce e . 17,923 13,770 166,896
Cash dividends ...........ccoevvviveiiiriiiiccc, . (1,647) (1,687) (15,337)
Bonuses to directors and statutory auditors ... . (46) (12) (428)
Retirement of treasury Stock.............ccccovvann. . (2,816) (3,394) (26,221)
Balance at the 8N OF TNE YBAT ......c.cviviiiiiiicicecee ettt ettt ¥290,173 ¥276,759 $2,702,049

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

The Chugoku Bank, Limited and Consolidated Subsidiaries
For the years ended March 31, 2005 and 2004

Thousand of
U.S. Dollars

Millions of Yen (Note 2)

2005 2004 2005

Cash flows from operating activities
Income before income taxes ¥ 27,267 $ 288,248
Depreciation .........c.ccccceverane 13,369 121,008
AMOrtization Of GOOGWII ..........ivivieiieiciciee s s (81) =)
Increase in reserve for POSSIDIE 108N I0SSES .......cvcviiiiviiiiiec s 10,059 6,271 93,668
Reserve for possible 10SSES 0N SECUMHIES ........cviiiiveiiiiicicce et 205 — 1,909
Increase in accrued emplOYEE DONUSES ........cviviviriiiciciiiiet et 48 126 447
Decrease in liability for severance and retirement benefits (1,100) (666) (10,243)
Interest and dividend income...... (82,459) (81,326) (767,846)
Interest expense ........coccvvevevane. 8,473 7,476 78,899
L0SSES 0N SAlE Of SECUMEIES, NBL ...vivvivii ettt e et erens 167 3,192 1,555
GAINS 0N MONEY TTUSES, NET .....cviviiicii bbb (554) (457) (5,159)
Foreign exchange 10SSES (AINS), NET.........ciiiiiiviiiiieci b (4,728) 29,333 (44,026)
Losses on disposal of premises and eqUIDMENT, NEL...........ccoviiiiiiiiiieeeeceee s 378 430 3,520
Decrease in trading account securities, excluding foreign exchange contracts .. 10,634 8,306 99,022
Decrease (increase) in call loans and other debt purchased................... 74,066 (29,475) 689,692
Decrease (increase) in due from banks, excluding the Bank of Japan 38,766 (36) 360,983
Increase in foreign EXChANQE ASSELS ......viiiiiviiiiii ettt (1,082) (150) (10,075)
Decrease (increase) in 10ans and bills dISCOUNTEA ..........cvcviiiiieiiiiiicc s (42,689) 49,524 (397,514)
[NCIEASE IN OTNET @SSELS ...ttt bbbt bbbttt bbbt (4,608) (15,928) (42,909)
Increase in deposits, call money and DOrrOWEd MONBY ........ccccviveiiiiiiiiceee e 33,425 82,410 311,249
Increase (decrease) in foreign exchange labilitIES ..........cccovvvviiiiriiiiiiecce s 161 (42) 1,499
INCrease in OtNEr lIADITIES .........ccoivevir ettt 9,730 35,327 90,604
Interest and dividends received . 88,018 87,192 819,611
Interest paid ..........ccoovrrrnnnn (8,022 (8,586) (74,700)
Payment of bonuses to directors and statutory auditors (49) (15 (456)
[NCOME TAXES PAIT ....vvveeteie bbbt b bttt b b (10,413) (7,829 (96,964)
Net cash provided by 0perating CHVITIES .........ccoiioiiiiiiiii e 162,376 205,632 1,512,022

Cash flows from investing activities
PUICNASES OF SECUMHIES ....vvvvvivisiiicct ettt b et (966,038) (1,081,378) (8,995,605)
Proceeds from sales of securities .. 533,727 547,695 4,969,988
Proceeds from redemption of securities ... 270,667 325,493 2,520,412
PUrChases Of MONEY TTUSES .......oviviveiiiiicieisieie ettt (4,856) (13,824) (45,218)
Proceeds from MONBY TTUSES .....c.ovviiiiercice ettt bbb 14,246 31,434 132,657
Purchases of premises and EQUIPIMENT .......cviveviriiiiieeeeeeee st (5,616) (3,004) (52,295)
Proceeds from sales of premises and eQUIDMENT ..........oviiiiiriiie e 198 327 1,842
Net cash used in INVESTING ACHIVITIES ........viviieiiiii e (157,672) (193,257) (1,468,219)

Cash flows from financing activities
Cash dividends paid............ccoovvrvvevirninnas (1,647) (1,687) (15,337)
Cash dividends, paid to minority shareholders ... (9 (9 (84)
PUrChases Of trEASUNY STOCK .........ceviviiiiriiieieieieie ettt (2,539) (5,904) (23,643)
Proceeds from sales of common stock 11 4 103
Net cash used in financing activities (4,184) (7,596) (38,961)
Effect of exchange rate changes on cash and cash eqUIVAIENES ...........ccccvoveiiiiiiiciccicc e 3 (15) 28
Net increase (decrease) in cash and €ash EQUIVAIENTS ..........oviiiiiiiie e 523 4,764 4,870
Cash and cash equivalents at beginning Of YEAI ...........coviiiiiiiiieeee s 80,022 75,258 745,153
Cash and cash equivalents at eNd OF YEAT .........cciiiieiiii e ¥ 80,545 ¥ 80,022 $ 750,023

See notes to consolidated financial statements.
12 The Chugoku Bank, Limited



Notes to Consolidated Financial Statements

The Chugoku Bank, Limited and Consolidated Subsidiaries

1. Basis of Presenting Consolidated Financial Statements

The Chugoku Bank, Limited (the "Bank") and its subsidiaries maintain their official
accounting records in Japanese yen, and in accordance with the provisions set
forth in the Japanese Commercial Code, the Japanese Securities and Exchange
Law and its related regulations, the Japanese Banking Law, the Japanese Uniform
Rules For Bank Accounting, and in conformity with accounting principles generally
accepted in Japan, which are different in certain respects as to application and
disclosure requirements of International Financial Reporting Standards.

In the year ended March 31, 2005, the Bank and its subsidiaries did not adopt
early the new accounting standard for impairment of fixed assets (“Opinion Con-
cerning Establishment of Accounting Standard for Impairment of Fixed assets" is-
sued by the Business Accounting Deliberation Council on August 9, 2002) and the
implementation guidance for the accounting standard for impairment of fixed as-
sets (the Financial Accounting Standard Implementation Guidance No. 6 issued by
the Accounting Standards Board of Japan on October 31, 2003). The new account-
ing standard is required to be adopted in periods beginning on or after April 1,
2005, but the standard does not prohibit earlier adoption.

The Bank and its subsidiaries cannot currently estimate the effect of adoption
of the new standard, because the Bank and its subsidiaries has not yet completed
their analysis of possible impairment of fixed assets. However, adoption of the new
standard could have a material effect on the consolidated financial statements.

The accompanying consolidated financial statements have been restructured
and translated into English (with some expanded descriptions) from the consoli-
dated financial statements of the Bank prepared in accordance with Japanese
GAAP and filed with the appropriate Local Finance Bureau of the Ministry of Fi-
nance as required by the Securities and Exchange Law. Some supplementary
information included in the statutory Japanese language consolidated financial state-
ments, but not required for fair presentation, is not presented in the accompanying
consolidated financial statements.

2. Yen and U. S. Dollar Amounts

The translation of the Japanese yen amounts into U. S. dollars are included solely
for the convenience of the readers outside Japan, using the prevailing exchange
rate at March 31, 2005, which was ¥107.39 to U.S.$1.00. The convenience trans-
lations should not be construed as representations that the Japanese yen amounts
have been, could have been, or could in the future be, converted into U. S. dollars
at this or any other rate of exchange.

3. Significant Accounting Policies
(a) Principles of Consolidation
(1) Consolidated Subsidiaries and an Affiliate
The consolidated financial statements include the accounts of the Bank and its
eight significant subsidiaries after the elimination of all significant intercompany
transactions, balances, and unrealized profit.

Investments in an affiliate are not accounted for under the equity method, since
they would have no significant effect on the consolidated financial statements.

(2) Balance Sheet Date of Subsidiaries
All consolidated subsidiaries have fiscal years ending March 31, which is the same
as the fiscal year of the Bank.

(b) Securities and Money Trusts

Trading securities are stated at fair market value. Gains and losses realized on
disposal and unrealized gains and losses from market value fluctuations are recog-
nized as gains or losses in the period of the change. Held-to-maturity debt securi-
ties are stated at amortized cost. Equity securities issued by subsidiaries and affili-
ated companies which are not consolidated or accounted for using the equity method
are stated at moving-average cost. Available-for-sale securities with available fair
market values are stated at fair market value. Unrealized gains and unrealized
losses on these securities are reported, net of applicable income taxes, as a sepa-
rate component of shareholders' equity. Realized gains and losses on sale of such
securities are computed using moving-average cost.

Debt securities with no available fair market value are stated at amortized cost,
net of the amount considered not collectible. Other securities with no available fair
market value are stated at moving-average cost.

Securities held for trading purpose in separately managed money trusts are
stated at fair market value.

If the market value of held-to-maturity debt securities, equity securities issued
by unconsolidated subsidiaries and affiliated companies, and available-for-sale
securities, declines significantly, such securities are stated at fair market value and
the difference between fair market value and the carrying amount is recognized as
loss in the period of the decline. If the fair market value of equity securities issued
by unconsolidated subsidiaries and affiliated companies not on the equity method
is not readily available, such securities should be written down to net asset value
with a corresponding charge in the income statement in the event net asset value
declines significantly. In these cases, such fair market value or the net asset value
will be the carrying amount of the securities at the beginning of the next year.

(c) Derivatives and Hedge Accounting

The Bank applies the deferred method of hedge accounting to hedge the interest
rate risks associated with various financial assets and liabilities as stipulated in
"Accounting and Auditing Treatment of Accounting Standards for Financial Instru-
ments in Banking Industry" (JICPA Industry Audit Committee Report No. 24). The
effectiveness of the hedges is assessed for each identified group of hedged loans
and the corresponding group of hedging instruments such as interest rate swaps
in the same maturity bucket.

The Bank applies the deferred method of hedge accounting to hedge foreign
exchange risks associated with various foreign currency denominated monetary
assets and liabilities as stipulated in "Accounting and Auditing Concerning Ac-
counting for Foreign Currency Transactions in Banking Industry" (JICPA Industry
Audit Committee Report No.25). The effectiveness of the currency-swap transac-
tions, exchange swap transactions and similar transactions hedging the foreign
exchange risks of monetary assets and liabilities denominated in foreign curren-
cies is assessed based on comparison of the foreign currency position of the hedged
monetary assets and liabilities and the hedging instruments. In addition to the
above methods, the Bank applies the fair-value hedge method to portfolio hedges
of the foreign exchange risks associated with foreign securities (except for bonds)
identified as hedged items in advance, as long as the amount of foreign currency
payables of spot and forward foreign exchange contracts exceeds the amount of
acquisition cost of the hedged foreign securities in foreign currency.
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(d) Premises and Equipment
Premises and equipment owned by the Bank and consolidated subsidiaries are
generally stated at cost less accumulated depreciation and deferred gains on sale
of real estate. Depreciation is computed on the declining balance method over the
estimated useful lives of properties.
The estimated useful lives at the Bank are mainly as follows:
Buildings .......ccccovvnen. From 4 years to 40 years
Premises ..........ccoev... From 2 years to 20 years

At consolidated subsidiaries, useful lives are based on the Corporation Tax Law
of Japan.

Leased assets, included in other assets, are depreciated over the lease term
using the straight-line method.

(e) Foreign Currency Translation
Assets and liabilities in foreign currencies of the Bank are translated into Japanese
yen at the exchange rates prevailing at the end of each fiscal year.

(f) Reserve for Possible Loan Losses

The Bank writes off loans and makes provisions for possible losses on loans in
accordance with the Uniform Accounting Standard for Banks issued by the Bank-
ers' Association of Japan.

For loans to insolvent customers who are undergoing bankruptcy or other col-
lection proceedings or in a similar financial condition, the reserve for possible loan
losses is provided in the full amount of such loans, excluding the portion that is
estimated to be recoverable due to the existence of security interests or guaran-
tees.

For the unsecured and unguaranteed portions of loans to customers not pres-
ently in the above circumstances, but for which there is a high probability of so
becoming, the reserve for possible loan losses is provided for estimated unrecover-
able amounts determined after an evaluation of the customer's overall financial
condition.

For other loans such as normal loans and loans requiring special attention. The
reserve for possible loan losses is provided based the Bank's actual rate of loan
losses in the past.

The specific reserve for loans to certain countries has been established in ac-
cordance with the regulations of the Ministry of Finance to cover potential losses
from specific overseas loans to such countries.

The self-assessment and classification has been made by each business de-
partment and credit supervision department and has been audited by the Credit
Administration Department, an independent department. The reserve for possible
loan losses is provided based on such auditing results.

Reserves for possible loan losses of consolidated subsidiaries are provided for
general claims by the amount deemed necessary based on the historical loan-less
ratio, and for doubtful claims by the amount deemed uncollectable based on the
individual assessments.

14 The Chugoku Bank, Limited

(9) Reserve for Possible Losses on Securities

This reserve is provided to cover any future potential losses on investments. It is
booked as the amount deemed necessary taking into consideration the financial
situation and other relevant factors of the investment securities' issuers.

(h) Accrued Employee Bonuses
Accrued employee bonuses are provided for payment of bonuses to employees, in
the amount of estimated bonuses which are attributable to the fiscal year.

(i) Liability for Severance and Retirement Benefits

The Bank and its consolidated subsidiaries provide unfunded lump-sum payment
plans, a funded non-contributory pension plan, and a cash balance pension plan,
under which all eligible employees are entitled to benefits based on the level of
wages and salaries at the time of retirement or termination, length of service and
certain other factors. In this fiscal year, the Bank and a consolidated subsidiary
revised their defined benefit funded pension plan and introduced a cash balance
pension plan.

The Bank and its consolidated subsidiaries provide the liabilities for employees'
severance and retirement benefits based on the estimated amounts of projected
benefit obligation and the fair value of the plan assets.

Actuarial gains and losses are recognized in expenses using the straight-line
method over ten years, within the average of the estimated remaining service lives,
commencing with the following period.

Prior service costs of unfunded lump-sum payment plans are recognized in
expenses when they arise.

For this consolidated fiscal year, prior service costs of cash balance pension
plan are recognized in expenses using the straight-line method over ten years,
within the average of the estimated remaining service lives, commencing with the
period when they arise, whereas in the prior year they were recognized in expenses
when they arose. The effect of this change decreased income before income taxes
by ¥2,866 million (U.S.$26,688 thousand).

Based on the new Defined Benefit Corporate Pension Law, the Bank and a
consolidated subsidiary were permitted by the Minister of Health, Labor and Wel-
fare on August 13, 2003 to be released from their future obligation for payments
for the substitutional portion of the welfare pension insurance scheme. As a result,
the Bank and consolidated subsidiary recognized gain on release from the substi-
tutional portion of the government's welfare pension insurance scheme as other
income, in the amount of ¥1,388 million for the year ended March 31, 2004.

Upon the final approval from the Japanese government, with the transfer to
the Japanese government of the assets of the pension plans in the year ended
March 31, 2005, the Bank and a consolidated subsidiary were released from all
past obligations under the substitutional portion of the welfare pension insurance
scheme. As a result, the Bank and a consolidated subsidiary recognized gain on
release from the substitutional portion of the government's welfare pension insur-
ance scheme as other income, in the amount of ¥4,450 million (U.S.$41,437 thou-
sand) through these transactions for the year ended March 31, 2005.

() Finance Leases
Finance leases, which do not transfer ownership, are accounted for in the same
manner as operating leases under Japanese GAAP.



(k) Income Taxes

Deferred income taxes are recognized for loss carry forwards and timing differ-
ences between income for financial and tax reporting purposes. Income taxes in
Japan applicable to the Bank and consolidated subsidiaries consist of corporation
tax (national), inhabitants taxes (local), and enterprise taxes (local).

() Cash and Cash Equivalents
In preparing the consolidated statements of cash flows, cash and due from the
Bank of Japan are considered to be cash and cash equivalents.
Notes to Consolidated Financial Statements

The differences between "cash and cash equivalents" in the consolidated state-
ments of cash flows and "cash and due from banks" in the consolidated balance
sheets are as follows:

Thousands of

Millions of Yen U.S.Dollars

2005 2004 2005

Cash and due from banks ................ ¥97194 ¥135439 $ 905,056

Deposits with banks .............cccceeae (537)  (50,001) (5,000)
Due from banks excluding the

Bank of Japan ...........cccceveiinnnas (16,112) (5,416)  (150,033)

Cash and cash equivalents................ ¥ 80,545 ¥ 80,022 $750,023

(m) Net Income per Share

Net income per share is based on the weighted average number of shares of com-
mon stock outstanding during the year (excluding "treasury stock"). Diluted net
income per share of common stock is not disclosed because no dilutive securities
are issued by the Bank.

4. Change in Method of Presentation

Investments in limited partnerships and similar partnerships were formerly pre-
sented as "Other Assets", but from this fiscal year they are regarded as securities
and presented as "Securities" due to the implementation of the "Revision of the
Securities and Exchange Law " (Legislation No. 97, June 2004). As a result, "Secu-
rities" increased by ¥5,325 million (U.S.$49,586 thousand), and "Other assets"
decreased by the same amount.

5. Additional Information

With the enactment of "Revision of Law regarding Regional Taxation, etc." (Law
No.9 of March 2003) on March 31, 2003, certain parts of the basis of the enter-
prise taxes imposed on banks were changed effective for the consolidated fiscal
year beginning April 1, 2004 to "added value" and "amount of capital, etc." As a
result, effective this consolidated fiscal year, the Bank and certain consolidated
subsidiaries included the enterprise taxes based on "added value" and "amount of
capital, etc." in "General and administrative expenses” on the Consolidated State-
ment of Income, in accordance with "Practical Treatment of Presentation of External
Standards Taxation portion of Enterprise Taxes on the Statement of Operations " (the
Accounting Standards Board of Japan (the "ASBJ") Report of Practical Issues No.
12). As a result, general and administrative expenses increased by ¥258 million
(U.S.$2,402 thousand), and income before income taxes decreased by the same
amount.
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6. Securities
Securities at March 31, 2005 and 2004, include shares of an affiliate of ¥32 mil-
lion (U.S.$298 thousand) and ¥32 million, respectively.

Lent securities which are included in Securities at March 31, 2005 and 2004,
amount to ¥6 million (U.S.$56 thousand) and ¥150 million, respectively.

In addition to the securities account in the consolidated balance sheets, certifi-
cates of deposits bought are included in cash and due from banks and commercial

paper and trust certificates are included in commercial paper and other debt pur-
chased.

(1) The following tables summarizes acquisition costs, book values (fair values) of
available-for-sale securities with available fair values as of March 31, 2005 and
2004:

Available-for-sale securities

Millions of Yen

2005
Acquisition Book Net Unrealized Unrealized Unrealized
Type Cost Value Gains Gains Losses
EQUITY SECUMIEIES ..vvevvreiisisise e ¥ 96,260 ¥ 130,770 ¥ 34,510 ¥ 35,857 ¥ 1,347
BOMGAS .. 1,646,920 1,672,073 25,153 25,700 547
699,518 709,566 10,048 10,373 325
442,929 452,095 9,166 9,211 45
504,473 510,412 5,939 6,116 177
466,920 477,014 10,094 13,376 3,282
TOTAL ottt ¥2,210,100 ¥ 2,279,857 ¥ 69,757 ¥ 74,933 ¥ 5176

Millions of Yen

2004
Acquisition Book Net Unrealized Unrealized Unrealized
Type Cost Value Gains Gains Losses
¥ 62,097 ¥ 88,568 ¥ 26,471 ¥ 27127 ¥ 656
1,664,685 1,679,367 14,682 19,506 4,824
676,826 678,591 1,765 5,321 3,556
398,947 407,254 8,307 8,651 344
588,912 593,522 4,610 5,534 924
. 418,603 429,713 11,110 11,798 688
¥ 2,145,385 ¥2,197,648 ¥ 52,263 ¥ 58,431 ¥ 6,168

Thousands of U.S. Dollars

2005
Acquisition Book Net Unrealized Unrealized Unrealized
Type Cost Value Gains Gains Losses
EQUITY SECUMIEIES ..vvvvriiieisiseee s $ 896,359 $ 1,217,711 $321,352 $333,895 $12,543
BONGAS .. 15,335,879 15,570,100 234,221 239,315 5,094
Japanese government DONAS ........ccovvvviiiiiiieciciee e 6,513,809 6,607,375 93,566 96,592 3,026
Japanese local government DONAS ..........ccooviveviiiiiiccicece s 4,124,491 4,209,843 85,352 85,772 420
Japanese Corporate DONAS .........ccccviviviiiiiiece s 4,697,579 4,752,882 55,303 56,951 1,648
OBNBI e 4,347,891 4,441,885 93,994 124,555 30,561
111 PPN $20,580,129  $21,229,696 $649,567 $697,765  $48,198
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(2) The following tables summarizes book values, market values of held-to-matu-
rity debt securities with available fair values as of March 31, 2005.
Held-to-maturity securities

Millions of Yen
2005
Book Market Net Unrealized Unrealized Unrealized
Type Value Value Gains Gains Losses
Japanese local government BONAS .............coovvvniiiciniic e ¥ 9,931 ¥ 10,233 ¥ 302 ¥ 302 ¥ —
Japanese corporate bonds 1,986 2,089 103 103 —
TOMAL L.t ¥ 11,917 ¥ 12,322 ¥ 405 ¥ 405 ¥ —

Thousands of U.S. Dollars

2005
Book Market Net Unrealized Unrealized Unrealized
Type Value Value Gains Gains Losses
Japanese local government BONGS ............ccc.cveviiiieiercieies e $ 92,476 $ 95,288 $2,812 $2,812 $ —
Japanese Corporate DONAS ........cccvviiiiiieeiic e 18,493 19,452 959 959 —
$110,969 $114,740 $3,771 $3,771 $ —
(3) Impairment losses of ¥97 million (U.S.$903 thousand) and ¥49 million for shares (4) The following table summarizes book values of securities with no available fair
included in available-for-sale securities were recognized in the years ended March values as of March 31, 2005 and 2004:
31, 2005 and 2004, respectively.
Impairment losses are recognized for the full amount of the loss when the loss Millions of Yen U. S. Dollars
is 50% or more of the acquisition cost. For losses of 30% to 50% of acquisition 2005 2004 2005
cost, the impairment is determined based on the possibility of recovery, past mar- Type BookValue  Book Value Book Value
ket values and fluctuations in profits of the investee and the investee's industry. Non-listed equity securities ¥ 4,791 ¥ 5134  $ 44,613
Enterprise bonds ...........ccoceviiivennn, 18,065 16,015 168,219
Trust certificates .........cocvvvivvvinennnn. 47,013 42,691 437,778
Other SEcUrities ........cvcevevevveiveeinns 2,682 — 24,974
Investments in related companies ..... 32 32 298

¥72,583  ¥63,872  $675,882
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(5) Available-for-sale securities with maturities mature as follows:

Millions of Yen
2005
Over 1 Year but Over 5 Years but
Type Within 1 Year Within 5 Years Within 10 years Over 10 Years
¥ 186,743 ¥ 961,399 ¥ 337,370 ¥ 216,543
50,250 328,765 114,312 216,238
38,954 256,030 167,042 —
97,539 376,604 56,016 305
54,462 232,240 111,479 52,717
¥ 241,205 ¥ 1,193,639 ¥ 448,849 ¥ 269,260
Millions of Yen
2004
Over 1 Year but Over 5 Years but
Type Within 1 Year Within 5 Years Within 10 years Over 10 Years
BONMS -.vvvvvveeveveeeeees e eeeseseeeess e ees e sese s e s et ¥ 157,029 ¥ 1,049,961 ¥ 300,158 ¥ 188,233
Japanese governmMENt DONAS .........vvviiiircers e 33,583 313,136 143,931 187,942
Japanese 10cal government DONGS .............cocviiiiiiiis 17,653 283,231 106,370 —
Japanese COrporate DONGS ... 105,793 453,594 49,857 291
OBNBI ettt 109,612 265,734 24,268 16,772
TOTA o ¥ 266,641 ¥ 1,315,695 ¥ 324,426 ¥ 205,005
Thousands of U.S. Dollars
2005
Over 1 Year but Over 5 Years but
Type Within 1 Year Within 5 Years Within 10 years Over 10 Years
BONMS -vvvvvvveeeeveeees e eeeseseeeess e sese s e s e $1,738,924  $ 8,952,407 $3,141,540 $2,016,417
467,921 3,061,412 1,064,456 2,013,577
362,734 2,384,114 1,555,471 -
908,269 3,506,881 521,613 2,840
507,142 2,162,585 1,038,076 490,893
TOTA $2,246,066 $11,114,992 $4,179,616 $2,507,310

(6) Total sales of available-for-sale securities in the year ended March 31, 2005
amounted to ¥529,770 million (U.S.$4,933,141 thousand) and the related gains
and losses amounted to ¥3,812 million (U.S.$35,497 thousand) and ¥3,957 mil-

8. Net Unrealized Holding Gains on Securities
Net unrealized holding gains are as follows:

Thousands of

lion (U.S.$36,847 thousand), respectively. Total sales of available-for-sale securi- Millions of Yen U. S. Dollars
ties in the year ended March 31, 2004 amounted to ¥545,888 million and the 2005 2004 2005
related gains and losses amounted to ¥5,175 million and ¥8,178 million, respec- Net unrealized holding gains on
tively. available-for-sale securities............ ¥69,757  ¥52263  $649,566
Deferred tax liabilities ...............cc..... (28,194) (21,120) (262,538)
7. Money Trusts Net unrealized holding gains,
Money trusts, a type of trading account securities, at March 31, 2005 and 2004 net of taxes
were s follows: (before the following adjustment) ...~ 41,563 31,143 387,028
Thousands of - Minority interests ....................... (507) (217)  (4721)
Millions of Yen U. S. Dollars Net unrealized holding gains,
2005 2004 2005 NBEOF LXBS ... ¥41056  ¥30,926  $382,307
Book value (fair valug) ..........c..cevene. ¥34,646  ¥43,483  $322,618

Amount of net unrealized
gain or losses included in the
income statement ..o - — —
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9. Loans and Bills Discounted
Loans and bills discounted include the following:

Thousands of

Millions of Yen U. S. Dollars

2005 2004 2005

Loans to bankrupt customers ........... ¥ 10,910 ¥ 16,068 $ 101,592

Loans past due six months or more .. 79,538 83,052 740,646
Loans past due three months

O MOE....coevene 98 116 913

Restructured loans 62,881 67,844 585,539

Total v ¥153,427 ¥167,080 $1,428,690

Loans to bankrupt customers are loans to customers undergoing bankruptcy, simi-
lar proceedings, or in similar financial condition. Interest is not being accrued on
these loans as there is a strong likelihood that the principal and interest are uncol-
lectible.

Loans past due six months or more are loans, not included in the above cat-
egory or in restructured loans, for which payments are past due six months or
more. Interest is not being accrued on these loans.

Loans past due three months or more are loans, not included in the above
categories, or in restructured loans, for which payments are past due three months
or more.

Restructured loans are loans, not included in the above categories, for which
the Bank has granted concessions, such as reduced interest rates, and deferral or
waiver of interest or principal payments in support of customers in financial diffi-
culties.

Bills discounted are accounted for as financial transactions in accordance with
"Treatment for Accounting and Auditing of Application of Accounting Standard for
Financial Instruments in Banking Industry" (Industry Audit Committee Report No.
24), issued by the JICPA. The Bank has rights to sell or pledge commercial bills
discounted and foreign exchanges bought without restrictions, and their total face
amounts at March 31, 2005 and 2004 were ¥91,230 million (U.S. $849,520 thou-
sand) and ¥97,929 million, respectively.

10. Commitment Lines

Loan agreements and commitment line agreements are agreements, which oblige
the Bank and its consolidated subsidiaries to lend funds up to a certain limit, agreed
in advance. The Bank and its consolidated subsidiaries make loans upon the re-
quest of an obligor to draw down funds under such loan agreements, as long as
there is no breach of the various terms and conditions stipulated in the relevant
loan agreements. The unused commitment balance relating to these loan agree-
ments at March 31, 2005 and 2004 amounted to ¥1,278,432 million
(U.S.$11,904,572 thousand) and ¥1,147,520 million, respectively. Of this amount,
¥1,261,765 million (U.S.$11,749,371 thousand) and ¥1,142,435 million, respec-
tively, relates to loans where the term of the agreement is one year or less, or
unconditional cancellation of the agreement is allowed at any time.

In many cases the term of the agreement runs its course without the loan ever
being drawn down. Therefore, the unused loan commitment will not necessarily
affect future cash flow. Conditions are included in certain loan agreements which
allow the Bank and its consolidated subsidiaries either to decline the request for a

loan draw down or to reduce the agreed limit amount where there is due cause to
do so, such as when there is a change in financial conditions, or when it is neces-
sary to do so in order to protect the Bank and its consolidated subsidiaries' credit.
The Bank and its consolidated subsidiaries take various measures to protect their
credit. Such measures include having the obligor pledge collateral to the Bank and
its consolidated subsidiaries in the form of real estate, securities etc. on signing the
loan agreements, or in accordance with the Bank and its consolidated subsidiaries'
established internal procedures confirming the obligor's financial condition etc. at
regular intervals.

11. Premises and Equipment
Premises and equipment at March 31, 2005 and 2004 were as follows:
Thousands of

Millions of Yen U. S. Dollars

2005 2004 2005

Acquisition value ............c.ccevevevienns ¥119,507 ¥118,395 $1,112,832
Less accumulated depreciation ........ 70,798 70,885 659,261

Net book valug ..........c.ccoeriiniae ¥ 48,709 ¥ 47510 $ 453,571

12. Pledged Assets
Pledged assets at March 31, 2005 and 2004 were as follows:

Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005
SECUNMHES ..vevvveveiiiececce e ¥224739 ¥182,509 $2,092,737
Other assetS......ccccevvvveivieiiiiseas 1,995 2,137 18,577
Future lease receipts ...........cceveenns 13,303 12,901 123,876
Liabilities secured by the above were as follows:
DEPOSILS ..o ¥ 32,619 ¥ 28,263 $ 303,743
Call MONBY ...cvevvvvveviiieeee 156,677 6,412 1,458,953
Payables for securities lending
transactions .........ccoeveevvveeeviininennns 148,893 149,871 1,386,470
Borrowed money ..o 13,058 12,101 121,594
Other liabilities .........ccccoeveveeiirennn 25 25 233

At March 31, 2005, certain trading account securities, aggregating ¥200 million
(U.S.$1,862 thousand) and certain securities, aggregating ¥277,410 million
(U.5.$2,583,201 thousand), were pledged as collateral for settlement of exchange
at the Bank of Japan and for other purposes.

At March 31, 2004, certain trading securities, aggregating ¥200 million and
certain securities, aggregating ¥243,559 million, were pledged as collateral for
settlement of exchange at the Bank of Japan and for other purposes.
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13. Deferred Income Tax Assets
Significant components of deferred income taxes assets and liabilities at March
31,2005 and 2004 were as follows:

14. Borrowed Money
Borrowed money classified by maturity at March 31, 2005 and 2004 was as fol-
lows:

Thousands of

Thousands of

Millions of Yen U. S. Dollars Millions of Yen U. S. Dollars
2005 2004 2005 2005 2004 2005
Deferred income tax assets: Less than One Yar ...................... ¥ 9222 ¥ 9603 $ 85874
Reserve for possible loan losses ... ¥17,164 ¥15,098  $159,829 ONG-TWO YBATS .....ooeerereeeeeeeeerne 5128 4,792 47,751
Severance and refirement Two-three years 4,324 3197 40,264
DENEFIS v 6,302 6543 58,683 Three-four years 2,993 2392 27,870
DEPreciation ... 5,249 5,104 48,878 FOUT-TIVE YIS .vvvveeerereeeeeeeeecns 1,358 909 12,645
Write-off of securities ................. 1,108 1,065 10,318 OVEr fIVe Y8ars ... 1,413 657 13,159
Accrued employee Donuses ........ 868 846 8,083 Total bOrTowed money ................. ¥24438  ¥21550  $227,563
Other v 1,650 1,838 15,365
RIT (1 32,341 30,494 301,156 15. Liability for Employees’ Severance and Retirement Benefits
Valuation allowance ................... 1,146 1,048 10,673 The liabilities for employees' severance and retirement benefits included in the
Total deferred tax assets.............. 31,195 29,446 290,483 liability section of the consolidated balance sheets as of March 31, 2005 and 2004
consists of the following:
Deferred income tax liabilities: Thousands of
Net unrealized holding gains Millions of Yen U. S. Dollars
ON SECUMTIES ... 28,194 21,120 262,538 2005 2004 2005
Prepaid pension cost .................. 840 — 7,822 Projected benefit obligation .............. ¥39,926 ¥56,497  $371,785
Other .o 167 112 1,555 Unrecognized actuarial differences ... (7,242) (14,082 (67,436)
L1017 IR 29,201 21,232 271,915 Less fair value of pension assets ...... (23,935) (27,651) (222,879)
Net deferred income tax assets ........ ¥ 1994 ¥8214 $ 18,568 Unrecognized prior service Cost ........ 2,878 - 26,800
Prepaid pension CoStS ............cccewee. 2,076 38 19,330
The differences between the statutory tax rate and the effective tax rate are not Liability for severance and
retirement benefits ................. ¥13,703 ¥14,802  $127,600

required to be disclosed, for the year ended March 31, 2005, since the total differ-
ence was less than 5 percent of the statutory tax rate.

For the year ended March 31, 2004 differences between the statutory tax rate
and the effective tax rate are as follows:

2004
Statutory tax rate 41.7%
Increase (decrease) in taxes resulting from:
Permanently nontaxable dividends received (1.1)
Permanently nondeductible expenses 0.3
Change of aggregate statutory income tax rate 1.3
Per capita inhabitants' taxes 0.2
Valuation allowance 3.8
Other (0.7)
Effective income tax rate 45.5%
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Included in the consolidated statements of income for the years ended March 31,
2005 and 2004 are severance and retirement benefit expenses comprised of the
following:

Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005
Service costs - benefits earned
during the year ..........ccccceeervivennnan. ¥ 1,698 ¥1,771 $ 15,812
Interest cost on projected benefit
OblIGation .....covvvvevereriiiiiiiii, 945 1,266 8,800
Expected return on plan assets.......... (44) (33) (410)
Amortization of prior service cost....... (8,197) (1,387) (76,329)
Amortization of net actuarial loss ...... 5,818 1,802 54,176
Severance and retirement benefit
EXPENSES ©.vvivvvevrireieeere e ¥ 220 ¥ 3,419 $ 2,049

The discount rate used by the Bank is 2.00% at March 31, 2005 and 2004. The
rates of expected return on plan assets used by the Bank are 4.691%, 0.0% and
0.816% at March 31, 2005. The rates of expected return on plan assets used by
the Bank are 4.050%, 0.0% and 0.464% at March 31, 2004. The estimated amount
of all retirement benefits to be paid at future retirement dates is allocated equally to
each service year using the estimated number of total service years. Actuarial



gains and losses are recognized in expenses using the straight-line method over
ten years which is within the average of the estimated remaining service lives,
commencing with the following period. Prior service costs of unfunded lump-sum
payment plans are recognized in expenses when they arise. Prior service costs of
cash balance pension plan are recognized in expenses using the straight-line method
over ten years, within the average of the estimated remaining service lives, com-
mencing with the period when they arise.

16. Derivative Transactions

The Bank enters into various contracts, including swaps, futures and options cov-
ering interest rates, foreign currencies, stocks and bonds in order to meet custom-
ers' needs and manage risk of market fluctuations related to the Bank's assets,
liabilities and interest rates. The Bank has established procedures and controls to
minimize market and credit risk including limits on transaction levels, hedging ex-
posed positions, reporting to management, and outside review of trading depart-
ment activities.

Credit risk is the potential loss to the Bank should counter parties to transac-
tions not perform in accordance with the agreements. Total credit risk, including
offsetting positions, at March 31, 2005 and 2004 were ¥23,348 million
(U.S.$217,413 thousand) and ¥31,700 million, respectively. These amounts at
March 31, 2005 and 2004 were calculated using the current exposure method.

The following tables summarize market value information as of March 31, 2005
and 2004 of derivative transactions for which hedge accounting has not been
applied:

Interest Rate Derivatives:

Millions of Yen
2005
Recognized
Contract Over Market Gains
Type Amount 1 Year Value (Losses)
Over-the-counter transactions
Interest rate swap
Pay fixed, receive variable ............. ¥6,138 ¥2,638  ¥(49) ¥(49)
Millions of Yen
2004
Recognized
Contract Over Market Gains
Type Amount 1 Year Value (Losses)
Over-the-counter transactions
Interest rate swap
Pay fixed, receive variable ............. ¥3,875 ¥3,868 ¥(181) ¥(181)

Thousands of U. S. Dollars

2005
Recognized
Contract Over Market Gains
Type Amount 1 Year Value (Losses)

Over-the-counter transactions
Interest rate swap
Pay fixed, receive variable .......... $57,156 $24,565 $(456)  $(456)
Note: The above transactions are valued at market value and the gains (losses) are
recognized in the consolidated statements of income.

Currency Derivatives:

Millions of Yen
2005
Recognized
Contract Over Market Gains
Type Amount 1 Year Value (Losses)

Over-the-counter transactions
CUITeNCY SWaps ........ovevevevns
Forward foreign exchange

¥263,536 ¥257,539 ¥ 192 ¥192

16,930 3,674 (219 (219
17,5618 3,632 322 322

26,211 11,189 990 143

26,211 11,189 990 60
¥2,275 ¥498
Millions of Yen
2004
Recognized
Contract Over Market Gains
Type Amount 1 Year Value (Losses)

Over-the-counter transactions

Currency Swaps ..............o.... ¥252,655 ¥248,879 ¥205 ¥205
Forward foreign exchange
SOl o 11,162 127 229 229
Bought ....coovviiiiiiins 11,684 — (193 (193)
Currency options
SOl e 6,312 3,802 292 61
Bought ..o 6,312 3,802 292 (11
Total e ¥825 ¥291
Thousands of U. S. Dollars
2005
Recognized
Contract Over Market Gains
Type Amount 1 Year Value (Losses)
Over-the-counter transactions
Currency SWaps ................ $2,454,009 $2,398,166 $ 1,788 $1,788
Forward foreign exchange
SOl o 157,650 34,212 (2,039) (2,039)
Bought ....coovviicicinnn, 163,125 33,821 2,998 2,998
Currency options
SOl 244073 104190 9,219 1,332
Bought ....coovvvviiiinn, 244,073 104190 9,219 559

$21,185 $4,638

Note: 1. The above transactions are valued at market value and the gains (l0sses)

are recognized in the consolidated statements of income.

2. The following types of forward foreign exchange and currency options are
not included in the above amounts.

(a) Derivative transactions to which deferred hedge accounting is applied

(b) Those that are allotted to financial assets/liabilities denominated in for
eign currency and whose market value are already reflected in the amount
of the financial assets/liabilities on the consolidated balance sheet.
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Credit Derivative Transactions:

17. Lease Transactions
Information for finance leases at March 31, 2005 and 2004 were as follows:

Millions of Yen
2005 (1) The Bank, and subsidiaries as lessee under non-capitalized leases :
Recognized
Contract Over Market Gains . Thousands of
Type Amount 1 Year Value (Losses) Millions of Yen U. S. Dollars
Over-the-counter transactions 2005 2004 2005
Credit default options ........... ¥7,443 ¥7,443 ¥ (62) ¥ (62 Original lease obligations for equipment
Inflation-indexed bonds ........ 6,000 6,000 225 225 (including finance charges) ......... ¥1,013 ¥548 $9,433
Total o ¥163 ¥163 Payments made ..........ccccoceviviiinne 250 129 2,328
Payments remaining ¥ 763 ¥419 $7,105
Millions of Yen Payments remaining:
2004 Payments due within one year .... ¥ 202 ¥104 $1,881
Recognized Payments due after one year ...... 561 315 5,224
Contract Over Market Gains
Type Amount 1 Year Value (Losses) Total oo, ¥ 763 ¥419 $7,105
Over-the-counter transactions Lease payments for such leases for the years ended March 31, 2005 and 2004
Credit default options ........... ¥1,000 ¥1,000 ¥1 ¥1 were ¥151 million (U.S.$1,406 thousand) and ¥99 million, respectively.
(2) Subsidiary as lessor:
Thousands of
Thousands of U. S. Dollars Millions of Yen U. S. Dollars
2005 : 2005 2004 2005
Contract over Market Regﬁg'szed Original lease obligations for equipment
Type Amount 1 Year Value (Losses) (including finance charges) ......... ¥52,046  ¥52,939  $484,645
Over-the-counter transactions Accumulated depreciation
Credit default options ........... $69,308  $69,308 $ (577) $ (577) BQUVAIBNES ..o 25,747 27,492 239,753
Inflation-indexed bonds ........ 55,871 55,871 2,095 2,095 Net book Value ..........ccovvviinriinian. ¥26,299  ¥25447  $244,892
TOtal v $1518 $1,518
Payments remaining:
Note: The above transactions are valued at market value and the gains (losses) are Payments due within one year ¥ 0386 ¥ 9387 $ 87401
recognized in the consolidated statements of income. Payments due after one year 21 ‘028 20'29 4 195’81 0
TOtal oo ¥30,414  ¥29,681  $283,211
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Lease payments received for such leases for the years ended March 31, 2005 and
2004 were ¥10,532 million (U.S.$ 98,072 thousand) and ¥10,962 million, re-
spectively. Depreciation of leased assets for the years ended March 31, 2005 and
2004 were ¥9,120 million (U.S.$ 84,924 thousand) and ¥9,444 million, respec-
tively.



18. Segment Information
Segment information at March 31, 2005 and 2004 were as follows:
(a) Segment information by type of business

Millions of Yen
2005
Leases, Securities
Installment Investment Elimination or
Banking Sales Advisor Total Corporate Consolidated
Recurring income
Recurring income from outside CUSTOMENS ..........ccoceiiviireicciieie, ¥ 107,010 ¥15,705 ¥ 24 ¥ 122,739 ¥ — ¥ 122,739
INTEI-SEIMENTS ..ot 220 607 85 912 (912) -
107,230 16,312 109 123,651 (912 122,739
RECUITING BXPENSES ..vvvivviviriiieiee et 80,878 15117 70 96,065 (904) 95,161
Recurring profit ¥ 26,352 ¥ 1,195 ¥ 39 ¥ 27586 ¥ (8) ¥ 27,578
ASSEES ..o ¥5,628,813 ¥41,463 ¥501 ¥5,670,777  ¥(16,929) ¥5,653,848
DEPIECIALION ...t 3,405 9,589 0 12,994 — 12,994
Capital EXPENITUTE ....o.vveveicce s 4,657 10,427 1 15,085 — 15,085
Millions of Yen
2004
Leases, Securities
Installment Investment Elimination or
Banking Sales Advisor Total Corporate Consolidated
Recurring income
Recurring income from outside CUSTOMENS .........cccooveiiiiieiiiiiie, ¥ 104,962 ¥16,417 ¥ 57 ¥ 121436 ¥ — ¥ 121,436
INTEI-SEIMENTS ..ot 245 634 79 958 (958) -
105,207 17,051 136 122,394 (958) 121,436
RECUITING BXPENSES ..vvvivviviriiieiee et 80,532 15,500 78 96,110 (950) 95,160
RECUITING PrOfit ... ¥ 24,675 ¥ 1,551 ¥ 58 ¥ 26,284 ¥ (8) ¥ 26,276
ASSEES .. ¥5,594,732 ¥39,602 ¥458 ¥5,634,792  ¥(16,438) ¥5,618,354
DEPIECIALION ...t 3,593 9,776 0 13,369 — 13,369
Capital EXPENITUTE ....ovvvevcicce s 3,048 9,531 - 12,579 — 12,579
Thousands of U. S. Dollars
2005
Leases, Securities
Installment Investment Elimination or
Banking Sales Advisor Total Corporate Consolidated
Recurring income
Recurring income from outside CUSIOMETS .......cccccvvevereveieniiiiercienas $ 996,461  $146,243 $ 223 $1,142927 $ —  $ 1,142,927
INTEI-SEYMENTS ....viieie e 2,049 5,652 792 8,493 (8,493) —
998,510 151,895 1,015 1,151,420 (8,493) 1,142,927
RECUIMING BXPENSES ..vvivviiiiiieieie s 753,124 140,767 652 894,543 (8,418) 886,125
RECUITING PrOfIL ...t $ 245386 $ 11,128 $ 363 $ 256,877 $ (75 $ 256,802
ASSELS . $52,414,685 $386,097 $4,665 $52,805,447 $(157,640) $52,647,807
DEPIECIATION ... 31,707 89,291 0 120,998 — 120,998
Capital eXPENAITUTE ....c.vveviiiicccce s 43,365 97,095 9 140,469 — 140,469
Recurring income represents total income excluding gains on disposal of pre- total expenses excluding losses on disposal of premises and equipment and amor-
mises and equipment, collection of written-off claims, and exemption from the tization of prior service costs of unfunded lump-sum payment plan.

substitutional portion of employee pension fund. Recurring expenses represents
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(b) Segment information by location

Segment information by location is not disclosed, since recurring income and as-
sets in Japan of the Bank and consolidated subsidiaries are more than 90 percent
of the consolidated amounts.

(c) Recurring income from international operations
Recurring income from international operations is not disclosed since it is less than
10 percent of the consolidated recurring income.

19. Shareholders' Equity
(a) Common Stock and Capital Surplus
At March 31, 2005 the authorized share capital of the Bank consisted of 393
million common shares, of which 237,272,106 shares were issued and outstand-
ing. At March 31, 2004, the authorized share capital of the Bank consisted of 396
million common shares, of which 240,272,106 shares were issued and outstand-
ing. The Bank retired 3,000 thousand shares of common stock, and the numbers
of authorized and issued shares of common stock decreased by the numbers of
retired shares in this fiscal year.

Numbers of treasury stock held by the Bank and subsidiaries were 3,501,485
and 3,286,559 at March 31, 2005 and 2004, respectively.

Under the Japanese Commercial Code, at least 50 percent of the issue price of
new shares is required to be designated as stated capital. The remaining portion is
credited to additional paid-in capital which is included in capital surplus.

(b) Legal Reserve

The Japanese Banking Law provides that an amount equivalent to at least 20
percent of cash dividends and other cash appropriations of retained earnings must
be appropriated to a legal reserve until the total amount of legal reserve and addi-
tional paid-in capital equals the amount of the Bank's stated capital. The legal
reserve and additional paid-in capital may be used to reduce a capital deficit by
resolution of the shareholders or may be capitalized by resolution of the Board of
Directors. On condition that the total amount of legal reserve and additional paid-in
capital remains being equal to or exceeding the amount of common stock, they are
available for distributions and certain other purposes by the resolution of share-
holders. The legal reserve is included in consolidated retained earnings.

(c) Cash Dividends
Cash dividends are paid semiannually. An interim dividend may be approved by the
Board of Directors and a year-end dividend may be approved by the shareholders
after the end of each fiscal year. The year-end dividends and the related appropria-
tions of retained earnings are not reflected in the financial statements at the fiscal
year-end but are recorded at the time they are approved.
However, dividends per share shown in the accompanying statement of income
include dividends approved by the shareholders after the end of the fiscal year.
The maximum amount that the Bank can distribute as dividends is calculated
based on the non-consolidated financial statements of the Bank in accordance
with the Commercial Code.
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20. Subsequent events

(a) Appropriations of unappropriated retained earnings

The following appropriations of the non-consolidated retaining earnings of the Bank
at March 31, 2005 were approved at the shareholders' meeting held on June 28,
2005.

Thousands of

Millions of Yen U. S. Dollars

2005 2005

Cash dividends (¥4.50 per share) ..................... ¥1,057 $9,843
Bonuses to directors and

statutory auditors .......cccoeevevveieiiiieeeee 50 465

(b) Repurchase of shares

The Bank repurchased its shares from the market pursuant to the provisions of
Article 211-3 of the Commercial Code, as follows.

1. Purchase period April 1, 2005 through June 17, 2005

2. Number of shares repurchased 500,000 shares

3. Aggregate purchase price ¥620 million

4. Method of repurchase Purchase on the Tokyo Stock Exchange

(c) Retirement of shares

The Bank retired its treasury stocks pursuant to the provisions of Article 212 of the
Commercial Code, as follows.

1. Retirement date May 10, 2005

2. Number of treasury stocks retired 2,000,000 shares

3. Book value of treasury stocks retired  ¥2,017 million



Independent Auditors' Report

To the Board of Directors of
The Chugoku Bank, Limited :

We have audited the accompanying consolidated balance sheets of The Chugoku Bank, Limited and consolidated subsidiaries as of March 31, 2005 and 2004, and the
related consolidated statements of income, retained earnings, and cash flows for the years then ended, expressed in Japanese yen. These consolidated financial statements
are the responsibility of the Company's management. Our responsibility is to independently express an opinion on these consolidated financial statements based on our

audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as

well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of The Chugoku Bank, Limited
and subsidiaries as of March 31, 2005 and 2004, and the consolidated results of their operations and their cash flows for the years then ended, in conformity with accounting
principles generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31, 2005 are presented solely for convenience. Our

audit also included the translation of yen amounts into U.S. dollar amounts and, in our opinion, such translation has been made on the basis described in Note 2 to the

consolidated financial statements.

KM A28 Co

KPMG AZS A & Co.

Okayama, Japan
June 28, 2005
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Non-Consolidated Balance Sheets
The Chugoku Bank, Limited

March 31, 2005 and 2004
Thousand of
U.S. Dollars
Millions of Yen (Note 2)
2005 2004 2005
ASSETS
Cash and dUB fTOM DANKS ........cviviiiiiiiic ittt ettt et e ettt et ettt e sttt sens ¥ 96,839 ¥ 135,089 $ 901,750
GAITTOANS ...t b bbbttt 5,637 87,748 52,491
Other dBDE PUICNASEA ........vevieiicicicc ettt ettt ettt eb bt n e 54,602 46,557 508,446
Trading account SECUMEIES (NOTE 6) ......evevvvriiriiiieiee ettt 3,436 14,070 31,995
MIONBY TTUSES ..ttt ettt ettt b e bbb et et e be et e b et et e s et et b et et ebe et et ebe b e e st e b ererens 34,288 43,197 319,285
Securities (Notes 7 and 10) .............. e 2,311,033 2,163,658 21,520,002
Loans and bills diSCOUNTEA (NOTE 8) .......cveueriiiriiiie et 3,041,409 3,013,134 28,321,157
Foreign eXChanges (NOTE 11) ...t bbb 3,978 2,896 37,042
Oher @SSEES (NOTE 10) 1.vvveviriiiiiiieieieietit ettt 27,868 38,578 259,503
Premises and equipment (NOTE 12) ...t 47,587 46,093 443,123
Deferred income tax aSSELS (NOTE 13) w.vuvvviiiiiie et 538 6,716 5,010
Customers' liabilities for acceptances and guarantees (NOE 16) ............cvvvriviiiississieee e 43,157 42,448 401,872
Reserve for possible 10an 10SSES .....c...vcvvvieriniiiiieiiciae (47,015) (50,843) (437,797)
Reserve for possible losses on securities (205) — (1,909)
TOAI @SSELS ...vvvevevereiiiei ettt ¥5,623,152 ¥5,589,341 $52,361,970
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:
DePOSItS (NOTES 10 NG T4) c..vvviiieieieieieieei ettt ¥4,856,054 ¥4,889,799 $45,218,866
G TTIONEY ...ttt 156,677 90,354 1,458,953
Payables for securities lending transactions (NOtE 10) .......cceeviiiiiiiiiiiieeeee e 148,893 149,871 1,386,470
Borrowed mMONEY (NOTE 15) ...t bbbttt 8,182 7,121 76,189
Foreign eXChanges (NOTE T1) ...t bbb 204 43 1,900
OB TADINTES ... vttt b e 45,560 67,825 424,248
Accrued emPIOYEE DONUSES ......c.civiiiieiciiee ettt ettt s et ettt be st et s 1,822 1,781 16,966
Liability for employees' severance and retirement DENEFILS ............ccooiiiiviiiiiiiiiicccccce e 13,528 14,686 125,971
Acceptances and guarantees (Note 16) 43,157 42,448 401,872
TOTAI TIADIEIES vttt 5,274,077 5,263,928 49,111,435
Shareholders' equity (Notes 18 and 19):
COMIMON SEOCK ...ttt ettt et ettt s et e bt et e st et et e e et et e et e st et et e b e ste e et et e b etn bt 15,149 15,149 141,065
CAPIAI SUIPIUS ©vevvtiec ettt bbbttt ettt ettt et et s et et e b et e bttt n bt ete e nnas 6,289 6,287 58,562
Retained earnings:
LBOAI TESBIVE ...ttt bbbt b bbbt bbbt 15,149 15,149 141,065
General reserve 257,966 249,536 2,402,142
Unappropriated retained aAMINGS ........ooiiiieeeiiriee ettt 15,936 11,096 148,394
Net unrealized holding gaiNS ON SECUMHIES ........veviviriieiee it 41,013 30,909 381,907
TFBASUNY STOCK ...ttt bbbtk b bttt b bt (2,427) (2,713) (22,600)
Total SNArENOIAEIS" BUILY ...v.vevviviiiiictei ettt sttt ettt b sttt rebe st a v s 349,075 325,413 3,250,535
Total liabilities and Shareholders' BAUILY .........cvoveiiiiiiicic e ¥5,623,152 ¥5,589,341 $52,361,970

See notes to non-consolidated financial statements.

26 The Chugoku Bank, Limited



Non-Consolidated Statements of Income and Unappropriated Retained Earnings

The Chugoku Bank, Limited
For the years ended March 31, 2005 and 2004

Thousand of
U.S. Dollars

Millions of Yen (Note 2)
2005 2004 2005
Income:
Interest and dividends on:
LOANS ANA GISCOUNTS ...ttt ettt sttt ettt e ettt et et et re st e st et areseens ¥ 53,837 ¥ 54,458 $ 501,322
SBOUMHIBS vttt ettt ettt ettt ettt ettt et ettt et et e s et et et e s et et et e s e sttt e sttt e e n s 26,501 25,512 246,773
Other ..o, . 1,352 666 12,590
Fees and commissions 16,025 14,656 149,222
Other operating income
Gains on sales and redemptions Of Other SECUMHIES .......vcviviiiicccicse s 2,600 2,155 24,211
Foreign currency trading gains . 1,072 1,231 9,982
OBDIBT ettt b 226 5 2,105
Other income
Gains on sales of shares . 1,494 3,020 13,912
GAINS 0N MONBY TTUSES .....uvvivieiictetce ettt ettt e ettt b ettt n ettt b s 539 707 5,019
Gain on release from the substitutional portion of the government's welfare pension insurance scheme...... 4,449 1,388 41,428
OBDIT ettt 1,732 968 16,129
TOMAIINCOME ..ttt ettt ettt ettt et et e sttt et n s 109,827 104,766 1,022,693
Expenses:
Interest on:
DBPOSIES ..ottt ettt ettt ettt r bttt r ettt n ettt n bt 2,667 2,254 24,835
Borrowings.............. 20 23 186
Interest rate swaps . . 3,631 3,453 33,811
Gl MONBY ©.vvv vttt ettt ettt ettt ettt ettt et ettt s ettt r ettt n s 1,699 1,071 15,821
OBDIBT vt b bbbttt 280 467 2,608
FEES AN COMMUSSIONS ..v.vviviiviit ittt ettt ettt ettt et e et et e ettt et et et s et e e aaatb et e teete s 3,086 2,968 28,736
Other operating expenses
Losses on sales and Write-dOWN Of DONAS .........cvvviiiiiiiicciee ettt 3,870 7,836 36,037
Other .o . 205 113 1,909
General and administrative expenses 53,360 54,015 496,881
Other expenses
Losses on sales and Wrte-AOWN OF SNATES ........cvvviiiiieicciee ettt rns 267 563 2,486
L0SSes 0N Money trusts .......cccevevevevcnennan. 21 266 196
Provision of reserve for possible loan losses ....... 8,891 5,232 82,792
Losses on disposal of premises and equipment .. . 566 547 5,271
OBNIBT et ettt bttt bbbttt 1,991 911 18,538
TOMAI BXPENSES ..veviviviiietetet ettt bbbttt bbbttt 80,554 79,719 750,107
[NCOME DEFOIE INCOME TAXES ...ttt ettt et ettt ettt et teete e ete et e s ere st are e 29,273 25,047 272,586
Income taxes:
Current ... 12,159 8,905 113,223
Deferred . . 672 (2,596) 6,258
NEBEINCOME ottt ettt ettt ettt et et et e et et et et et et ese et et er e st e e ete s ereseens 17,786 13,546 165,621
Unappropriated retained earnings:
Balance at the beginning 0f tNE YA ...........oviviiiicicc s 11,096 4,816 103,324
REVErsal Of VOIUNTAIY FESEIVE ........civiveieiiitei ettt ettt ettt ettt sttt s bt 2,044 — 19,033
Appropriations:
CASN IVIABNAS ......cvvivvcvetict ettt ettt e ettt bbb n bbb s bbbt n s (1,694) (15,402)
Bonuses to directors and statutory auditors ... (11 (419)
Transfer to general reServe .........ccovvvvvveveeciennan, . (2,167) (97,532)
REtirement Of trEASUNY STOCK ....vvvviiiiiiiiic ettt (3,394) (26,231)
Balance at the 8N OF TNE YBAT ......c.cviviiiiiiiciceicte ettt ¥ 15,936 ¥ 11,096 $ 148,394
Yen U.S. Dollars
2005 2004 2005
Per share of common stock:
NEEINCOME .ottt ettt bttt bttt ettt ¥ 75.28 ¥ 56.35 $ 0.70
Cash dividends applicable t0 the year (NOTE 18) ..........viviiiiieieceeeeeiee s 8.00 7.00 0.07
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Notes to Non-Consolidated Financial Statements

The Chugoku Bank, Limited

1. Basis of Presenting Non-Consolidated Financial Statements
The Chugoku Bank, Limited (the "Bank") maintains its official accounting records
in Japanese yen, and in accordance with the provisions set forth in the Japanese
Commercial Code, the Japanese Securities and Exchange Law and its related regu-
lations, the Japanese Banking Law, the Japanese Uniform Rules For Bank Ac-
counting, and in conformity with accounting principles generally accepted in Ja-
pan, which are different in certain respects as to application and disclosure re-
quirements of International Financial Reporting Standards.

In the year ended March 31, 2005, the Bank did not adopt early the new
accounting standard for impairment of fixed assets ("Opinion Concerning Estab-
lishment of Accounting Standard for Impairment of Fixed Assets" issued by the
Business Accounting Deliberation Council on August 9, 2002) and the implemen-
tation guidance for the accounting standard for impairment of fixed assets (the
Financial Accounting Standard Implementation Guidance No. 6 issued by the Ac-
counting Standards Board of Japan on October 31, 2003). The new accounting
standard is required to be adopted in periods beginning on or after April 1, 2005,
but the standard does not prohibit earlier adoption. The Bank cannot currently
estimate the effect of adoption of the new standard, because the Bank has not yet
completed its analysis of possible impairment of fixed assets. However, adoption of
the new standard could have a material effect on the non-consolidated financial
statements.

The accompanying financial statements have been restructured and trans-
lated into English with some expanded descriptions from the non-consolidated
financial statements of the Bank prepared in accordance with Japanese GAAP and
filed with the appropriate Local Finance Bureau of the Ministry of Finance as re-
quired by the Securities and Exchange Law. Some supplementary information
included in the statutory Japanese language non-consolidated financial statements,
but not required for fair presentation, is not presented in the accompanying finan-
cial statements.

2. Yen and U.S. Dollar Amounts

The translation of the Japanese yen amounts into U.S. dollars are included solely
for the convenience of readers outside Japan, using the prevailing exchange rate
at March 31, 2005, which was ¥107.39 to U.S. $1.00. The convenience transla-
tions should not be construed as representations that the Japanese yen amounts
have been, could have been, or could in the future be, converted into U.S. dollars at
this or any other rate of exchange.

3. Significant Accounting Policies

(a) Securities and Money Trusts

Trading securities are stated at fair market value. Gains and losses realized on
disposal and unrealized gains and losses from market value fluctuations are recog-
nized as gains or losses in the period of the change. Held-to-maturity debt securi-
ties are stated at amortized cost. Equity securities issued by subsidiaries and affili-
ated companies are stated at moving-average cost. Available-for-sale securities
with available fair market values are stated at fair market value. Unrealized gains
and unrealized losses on these securities are reported, net of applicable income
taxes, as a separate component of shareholders' equity. Realized gains and losses
on sale of such securities are computed using moving-average cost.
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Debt securities with no available fair market value are stated at amortized cost,
net of the amount considered not collectible. Other securities with no available fair
market value are stated at moving-average cost.

Securities held for trading purpose in separately managed money trusts are
stated at fair market value.

If the market value of held-to-maturity debt securities, equity securities issued
by subsidiaries and affiliated companies, and available-for-sale securities, declines
significantly, such securities are stated at fair market value and the difference be-
tween fair market value and the carrying amount is recognized as loss in the period
of the decline. If the fair market value of equity securities issued by subsidiaries
and affiliated companies is not readily available, such securities should be written
down to net asset value with a corresponding charge in the income statement in
the event net asset value declines significantly. In these cases, such fair market
value or the net asset value will be the carrying amount of the securities at the
beginning of the next year.

(b) Derivatives and Hedge Accounting

The Bank applies the deferred method of hedge accounting to hedge the interest
rate risks associated with various financial assets and liabilities as stipulated in
"Accounting and Auditing Treatment of Accounting Standards for Financial Instru-
ments in Banking Industry" (JICPA Industry Audit Committee Report No. 24). The
effectiveness of the hedges is assessed for each identified group of hedged loans
and the corresponding group of hedging instruments such as interest rate swaps
in the same maturity bucket.

The Bank applies the deferred method of hedge accounting to hedge foreign
exchange risks associated with various foreign currency denominated monetary
assets and liabilities as stipulated in "Accounting and Auditing Concerning Ac-
counting for Foreign Currency Transactions in Banking Industry" (JICPA Industry
Audit Committee Report No.25). The effectiveness of the currency-swap transac-
tions, exchange swap transactions and similar transactions hedging the foreign
exchange risks of monetary assets and liabilities denominated in foreign curren-
cies is assessed based on comparison of the foreign currency position of the hedged
monetary assets and liabilities and the hedging instruments. In addition to the
above methods, the Bank applies the fair-value hedge method to portfolio hedges
of the foreign exchange risks associated with foreign securities (except for bonds)
identified as hedged items in advance, as long as the amount of foreign currency
payables of spot and forward foreign exchange contracts exceeds the amount of
acquisition cost of the hedged foreign securities in foreign currency.

(c) Premises and Equipment
Premises and equipment are generally stated at cost less accumulated deprecia-
tion and deferred gains on sale of real estate. Depreciation is computed on the
declining balance method over the estimated useful lives of properties.
The estimated useful lives are mainly as follows:
Buildings ..........cceuee. From 4 years to 40 years
Premises ... From 2 years to 20 years

(d) Foreign Currency Translation
Assets and liabilities in foreign currencies are translated into Japanese yen at the
exchange rates prevailing at the end of each fiscal year.



(e) Reserve for Possible Loan Losses

The Bank writes off loans and makes provisions for possible losses on loans in
accordance with the Uniform Accounting Standard for Banks issued by the Bank-
ers' Association of Japan.

For loans to insolvent customers who are undergoing bankruptcy or other
collection proceedings or in a similar financial condition, the reserve for possible
loan losses is provided in the full amount of such loans, excluding the portion that
is estimated to be recoverable due to the existence of security interests or guaran-
tees.

For the unsecured and unguaranteed portions of loans to customers not pres-
ently in the above circumstances, but for which there is a high probability of so
becoming, the reserve for possible loan losses is provided for estimated unrecover-
able amounts determined after an evaluation of the customer's overall financial
condition.

For other loans such as normal loans and loans requiring special attention.
The reserve for possible loan losses is provided based the Bank's actual rate of
loan losses in the past.

The specific reserve for loans to certain countries has been established in accor-
dance with the regulations of the Ministry of Finance to cover potential losses from
specific overseas loans to such countries.

The self-assessment and classification has been made by each business de-
partment and credit supervision department and has been audited by the Credit
Administration Department, an independent department. The above reserve for
possible loan losses is provided based on such auditing results.

(f) Reserve for Possible Losses on Securities

This reserve is provided to cover any future potential losses on investments. It is
booked as the amount deemed necessary taking into consideration the financial
situation and other relevant factors of the investment securities' issuers.

(9) Accrued Employee Bonuses
Accrued employee bonuses are provided for payment of bonuses to employees, in
the amount of estimated bonuses which are attributable to the fiscal year.

(h) Liability for Employees' Severance and Retirement Benefits

The Bank provides unfunded lump-sum payment plan, a funded non-contributory
pension plan, and a cash balance pension plan, under which all eligible employees
are entitled to benefits based on the level of wages and salaries at the time of
retirement or termination, length of service and certain other factors. In this fiscal
year, the Bank revised its defined benefit funded pension plan and introduced a
cash balance pension plan.

The Bank provides the liabilities for employees' severance and retirement ben-
efits based on the estimated amounts of projected benefit obligation and the fair
value of the plan assets.

Actuarial gains and losses are recognized in expenses using the straight-line
method over ten years, within the average of the estimated remaining service lives,
commencing with the following period.

Prior service costs of unfunded lump-sum payment plans are recognized in
expenses when they arise.

For this fiscal year, prior service costs of cash balance pension plan are recog-
nized in expenses using the straight-line method over ten years, within the average

of the estimated remaining service lives, commencing with the period when they
arise, whereas in the prior year they were recognized in expenses when they arose.
The effect of this change decreased income before income taxes by ¥2,816 million
(U.S.$26,222 thousand).

Based on the new Defined Benefit Corporate Pension Law, the Bank was per-
mitted by the Minister of Health, Labor and Welfare on August 13, 2003 to be
released from its future obligation for payments for the substitutional portion of the
welfare pension insurance scheme. As a result, the Bank recognized gain on re-
lease from the substitutional portion of the government's welfare pension insur-
ance scheme, in the amount of ¥1,388 million for the year ended March 31, 2004.

Upon the final approval from the Japanese government, with the transfer to
the Japanese government of the assets of the pension plans in the year ended
March 31, 2005, the Bank was released from all past obligations under the substi-
tutional portion of the welfare pension insurance scheme. As a result, the Bank
recognized gain on release from the substitutional portion of the government's
welfare pension insurance scheme, in the amount of ¥4,449 million (U.S.$41,428
thousand) through these transactions for the year ended March 31, 2005.

(i) Finance Leases
Finance leases, which do not transfer ownership, are accounted for in the same
manner as operating leases under Japanese GAAP.

(i) Income Taxes

Deferred income taxes are recognized for loss carry forwards and timing differ-
ences between income for financial and tax reporting purposes. Income taxes in
Japan applicable to the Bank consist of corporation tax (national), inhabitants taxes
(local), and enterprise taxes (local).

(k) Net Income per Share

Net income per share is based on the weighted average number of shares of com-
mon stock outstanding during the year, (excluding "treasury stock"). Diluted net
income per share of common stock is not disclosed because no dilutive securities
are issued by the Bank.

4. Change in Method of Presentation

Investments in limited partnerships and similar partnerships were formerly pre-
sented as "Other Assets", but from this fiscal year they are regarded as securities
and presented as "Securities" due to the implementation of the "Revision of the
Securities and Exchange Law " (Legislation No. 97, June 2004). As a result, "Secu-
rities" increased by ¥5,105 million (U.S.$47,537 thousand), and "Other assets"
decreased by the same amount.

The Chugoku Bank, Limited 29



5. Additional Information

With the enactment of "Revision of Law regarding Regional Taxation, etc." (Law
No.9 of March 2003) on March 31, 2003, certain parts of the basis of the enter-
prise taxes imposed on banks were changed effective for the fiscal year beginning
April 1, 2004 to "added value" and "amount of capital, etc." As a result, effective
this fiscal year, the Bank included the enterprise taxes based on "added value" and
"amount of capital, etc." in "General and administrative expenses" on the Non-
Consolidated Statement of Income and Unappropriated Retained Earnings, in ac-
cordance with "Practical Treatment of Presentation of External Standards Taxation
portion of Enterprise Taxes on the Statement of Operations " (the Accounting Stan-
dards Board of Japan (the "ASBJ") Report of Practical Issues No. 12). As a result,
general and administrative expenses increased by ¥257 million (U.S.$2,393 thou-
sand), and income before income taxes decreased by the same amount.

6. Trading Account Securities
Trading account securities at March 31, 2005 and 2004 were as follows:
Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005
Japanese government bonds............ ¥2,775 ¥13,415 $25,840
Japanese local government bonds ... 661 655 6,155
Total v ¥3,436 ¥14,070 $31,995

7. Securities

Securities at March 31, 2005 and 2004 were as follows:

Thousands of

Millions of Yen U. S. Dollars

2005 2004 2005

Japanese government bonds............ ¥ 706,339 ¥ 675,365 $ 6,577,326
Japanese local government bonds ... 462,026 407,254 4,302,319
Corporate bonds ...........coeevrererereenns 530,439 609,512 4,939,371
SNAres ..o 133,292 91,963 1,241,196
Other securities ... 478,937 379,564 4,459,790
Total .o ¥2,311,033 ¥2,163,658 $21,520,002

Securities at March 31, 2005 and 2004, include shares of subsidiaries of ¥50
million (U.S.$465 thousand) and ¥50 million, respectively.

Lent securities which were included in Securities at March 31, 2005 and
2004, were ¥6 million (U.S.$56 thousand) and ¥150 million, respectively.
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8. Loans and Bills Discounted
Loans and bills discounted at March 31, 2005 and 2004 were as follows:

Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005
Bills discounted ..........ccccooeviiieinennnn. ¥ 90,820 ¥ 97,610% 845,703
Loans on bills .......ccceoveveiiriiiiiinn, 319,066 364,703 2,971,096
L0ans on deeds ........ccoevevvrieieiennn. 2,140,419 2,084,018 19,931,269
Overdrafts .. 491,104 466,803 4,573,089
Total oo ¥3,041,409 ¥3,013,134 $28,321,157
Loans and bills discounted include the following:
Thousands of
Millions of Yen U. S. Dollars
2005 2004 2005
Loans to bankrupt customers ........... ¥ 10,506 ¥ 15656 $ 97,830
Loans past due six months or more .. 78,105 81,722 727,302
Loans past due three
MONthS OF MOFE ... 98 116 913
Restructured 10ans ..........cccccvevvenee. 62,881 67,845 585,539
Total o ¥151,590 ¥165,339 $1,411,584

Loans to bankrupt customers are loans to customers undergoing bankruptcy, simi-
lar proceedings, or in similar financial condition. Interest is not being accrued on
these loans as there is a strong likelihood that the principal and interest are uncol-
lectible.

Loans past due six months or more are loans, not included in the above cat-
egory or in restructured loans, for which payments are past due six months or
more. Interest is not being accrued on these loans.

Loans past due three months or more are loans, not included in the above
categories, or in restructured loans, for which payments are past due three months
or more.

Restructured loans are loans, not included in the above categories, for which
the Bank has granted concessions, such as reduced interest rates, and deferral or
waiver of interest or principal payments in support of customers in financial diffi-
culties.

Bills discounted are accounted for as financial transactions in accordance
with "Treatment for Accounting and Auditing of Application of Accounting Standard
for Financial Instruments in Banking Industry" (Industry Audit Committee Report
No. 24), issued by the JICPA. The bank has rights to sell or pledge commercial bills
discounted and foreign exchanges bought without restrictions, and their total face
amount at March 31, 2005 and 2004 were ¥91,230 million (U.S. $849,520 thou-
sand) and ¥97,929 million, respectively.

Loan participation agreements, under which the Bank has acquired economic
benefits and risks of the underlying loans from the original lender, at March 31,
2005 and 2004 were ¥2,530 million (U.S.$23,559 thousand) and ¥23,052 mil-
lion, respectively.



9. Commitment Lines

Loan agreements and commitment line agreements are agreements, which oblige
the Bank to lend funds up to a certain limit, agreed in advance. The Bank makes the
loans upon the request of an obligor to draw down funds under such loan agree-
ments, as long as there is no breach of the various terms and conditions stipulated
in the relevant loan agreements. The unused commitment balance relating to these
loan agreements at March 31, 2005 and 2004 amounted to ¥1,218,922 million
(U.5.$11,350,424 thousand) and ¥1,120,279 million, respectively. Of these amount,
¥1,202,255 million (U.S.$11,195,223 thousand) and ¥1,115,195 million, respec-
tively, relates to loans where the term of the agreement is one year or less, or
unconditional cancellation of the agreement is allowed at any time.

In many cases the term of the agreement runs its course without the loan ever
being drawn down. Therefore, the unused loan commitment will not necessarily
affect future cash flow. Conditions are included in certain loan agreements which
allow the Bank either to decline the request for a loan draw down or to reduce the
agreed limit amount where there is due cause to do so, such as when there is a
change in financial conditions, or when it is necessary to do so in order to protect
the Bank's credit. The Bank takes various measures to protect its credit. Such
measures include having the obligor pledge collateral to the Bank in the form of
real estate, securities etc. on signing the loan agreements, or in accordance with
the Bank's established internal procedures confirming the obligor's financial con-
dition etc. at regular intervals.

10. Pledged Assets
Pledged assets at March 31, 2005 and 2004 were as follows:

Thousands of
Millions of Yen U. S. Dollars

2005 2004 2005

Pledge assets:
SECUMHES v ¥224714  ¥182,484 $2,092,504
Other asSets .......coovveririiiniinas 86 — 801

¥224,800 ¥182,484 $2,093,305

Liabilities secured by the above were as follows:

DEPOSIES ..ocvere i ¥ 32,619 ¥ 28263 $ 303,743
Call MONEY ..o 156,677 6,413 1,458,953
Payables for securities lending

transactions 148,893 149,871 1,386,470
Total .. ¥338,189  ¥184,547 $3,149,166

At March 31, 2005, certain trading account securities, aggregating ¥200 million
(U.S.$1,862 thousand), and certain securities, aggregating ¥277,385 million
(U.5.$2,582,969 thousand), were pledged as collateral for settlement of exchange
at the Bank of Japan and for other purposes.

At March 31, 2004, certain trading account securities, aggregating ¥200
million(U.S.$1,892 thousand), and certain securities, aggregating ¥243,533
million(U.S.$2,304,220 thousand), were pledged as collateral for settlement of
exchange at the Bank of Japan and for other purposes.

11. Foreign Exchanges
Foreign exchange assets and liabilities at March 31, 2005 and 2004 were as
follows:

Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005
Assets

Due from foreign banks .............. ¥2,347 ¥1,200 $21,854
Foreign exchange bills purchased 410 320 3,818
Foreign exchange bills receivable 1,221 1,376 11,370
Total v ¥3,978 ¥2,896 $37,042

Liabilities
Foreign exchange bills sold ......... ¥ 18 ¥ 27 $ 168
Foreign exchange bills payable ... 186 16 1,732
Total oo ¥ 204 ¥ 43 $ 1,900

12. Premises and Equipment
Premises and equipment at March 31, 2005 and 2004 were as follows:
Thousands of

Millions of Yen U. S. Dollars

2005 2004 2005

Land, buildings and equipment.......... ¥112,429 ¥111,634 $1,046,922
Construction in progress .................. 1,104 329 10,280
Other v 887 880 8,260
TOtal v 114,420 112,843 1,065,462
Less accumulated depreciation ........ 66,833 66,750 622,339
Net book Value ......c..vvvvervvrnininne ¥ 47,587 ¥ 46,093 $ 443,123
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13. Deferred Income Tax Assets
Significant components of deferred income tax assets at March 31, 2005 and
2004 were as

follows:
Thousands of
Millions of Yen U. S. Dollars
2005 2004 2005
Deferred income tax assets:
Reserve for possible loan losses .. ¥15,733 ¥13,856  $146,503
Severance and retirement
DENEfitS ..o 6,236 6,518 58,069
Depreciation .........ccccoeveevveenne, 5,075 4,896 47,258
Write-down of securities.............. 1,101 1,059 10,252
Accrued employee bonuses ........ 818 798 7,617
Other v 1,474 1,666 13,726
Valuation allowance (1,111) (1,013) (10,345)
Total deferred income tax assets . 29,326 27,780 273,080
Deferred income tax liabilities:
Net unrealized holding gains on
SECUMHIES ©oveveveveveiereiererireiia, 27,801 20,952 258,879
Prepaid pension cost .................. 820 — 7,636
Other v 167 112 1,555
Total deferred income tax liabilities 28,788 21,064 268,070
Net deferred income tax assets ........ ¥ 538 ¥ 6,716 $ 5,010

The differences between the statutory tax rate and the effective tax rate are
not required to be disclosed, for the year ended March 31, 2005, since the total
difference was less than 5 percent of the statutory tax rate.

For the year ended March 31, 2004 differences between the statutory tax rate
and the effective tax rate were as follows:

14. Deposits
Deposits at March 31, 2005 and 2004 were as follows:

2004
Statutory tax rate 11.7%
Increase (decrease) in taxes resulting from:
Permanently nontaxable dividends received (1.2
Permanently nondeductible expenses 0.3
Change of aggregate statutory income tax rate 1.4
Per capita inhabitants' taxes 0.3
Valuation allowance 4.0
Other (0.6)
Effective income tax rate 45.9%
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Thousands of

Millions of Yen U. S. Dollars

2005 2004 2005

Current deposits .........ccccevvvveverenne. ¥ 184,201 ¥ 167,212 $ 1,715,253
Ordinary deposits .........cccovrvrerererenes 2,090,329 2,003,707 19,464,838
Savings deposits ........ccoovvvivieiiieenns 258,125 277,413 2,403,622
Deposits at Notice ........c.covevevvieinnns 30,864 40,217 287,401
Time depositS ......ccevevvviviiviiiiierenns 1,975,893 2,041,501 18,399,227
Installment time deposits ................. 10,796 11,685 100,531
Other depositS ..........c.ovvvreeeeiiinnns 158,872 135,394 1,479,394
Sub-total ...vvv 4,709,080 4,677,129 43,850,266
Negotiable certificates of deposit ...... 146,974 212,670 1,368,600
Total oo ¥4,856,054 ¥4,889,799 $45,218,866

15. Borrowed Money
Borrowed money at March 31, 2005 and 2004 were as follows:

Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005

Loans from banks and
insurance companies ...........ccovev... ¥8,182 ¥7121 $76,189

16. Acceptances and Guarantees (Contingent Liabilities)
All contingent liabilities arising in compliance with customers' needs in foreign
trade and other transactions are included in "Acceptances and guarantees".

As a contra account, "Customers' liabilities for acceptances and guarantees"
is shown on the assets side, representing the contingent claim of the Bank's right
of indemnity from customers.

17. Leases Transactions
Information for non-capitalized finance leases as lessee, at March 31, 2005 and
2004 were as follows:

Thousands of

Millions of Yen U. S. Dollars
2005 2004 2005

Original lease obligations for equipment
(including finance charges) ......... ¥3,018 ¥3,002 $28,103
Payments made ...........cccoovvrreviennn, 1,327 1,355 12,357
Payments remaining ...............c.co.e... ¥1,691 ¥1,647 $15,746

Payments remaining:

Payments due within one year .... ¥ 562 ¥ 542 $ 5,233
Payments due after one year ...... 1,129 1,105 10,513
TOtAl oo ¥1,691 ¥1,647 $15,746

Lease payments for such leases for the years ended March 31, 2005 and 2004
were ¥625 million (U. S. $5,820 thousand) and ¥602 million, respectively.



18. Shareholders' Equity
(a) Common Stock and Capital Surplus
At March 31, 2005, the authorized share capital of the Bank consisted of 393
million common shares, of which 237,272,106 shares were issued and outstand-
ing. At March 31, 2004, the authorized share capital of the Bank consisted of 396
million common shares, of which 240,272,106 shares were issued and outstand-
ing. The Bank retired 3,000 thousand shares of common stock, and the numbers
of authorized and issued shares of common stock decreased by the numbers of
retired shares in this fiscal year.

Numbers of treasury stock held by the Bank were 2,409,485 and 3,197,727
at March 31, 2005 and 2004, respectively.

Under the Japanese Commercial Code, at least 50 percent of the issue price
of new shares is required to be designated as stated capital. The remaining portion
is credited to additional paid-in capital which is included in capital surplus.

(b) Legal Reserve

The Japanese Banking Law provides that an amount equivalent to at least 20
percent of cash dividends and other cash appropriations of retained earnings must
be appropriated to a legal reserve until the total amount of legal reserve and addi-
tional paid-in capital equals the amount of the Bank's stated capital. The legal
reserve and additional paid-in capital may be used to reduce a capital deficit by
resolution of the shareholders or may be capitalized by resolution of the Board of
Directors. On condition that the total amount of legal reserve and additional paid-in
capital remains being equal to or exceeding the amount of common stock, they are
available for distributions and certain other purposes by the resolution of share-
holders.

(c) Cash Dividends
Cash dividends may be paid semiannually. An interim dividend may be approved by
the Board of Directors and a year-end dividend may be approved by the sharehold-
ers after the end of each fiscal year. The year-end dividends and the related appro-
priations of retained earnings are not reflected in the financial statements at the
fiscal year-end but are recorded at the time they are approved.

However, dividends per share shown in the accompanying statements of in-
come and unappropriated retained earnings include dividends approved by share-
holders after the end of the fiscal year.

19. Subsequent events

(a) Appropriation of unappropriated retained earnings

The ordinary shareholders' meeting, which was held on June 28, 2005, approved

the following year-end appropriation of unappropriated retained earnings:
Thousands of

Millions of Yen U. S. Dollars
2005 2005
Unappropriated retained earnings
at March 31, 2005 ........ccccveveee. ¥15,936 $148,394
Transfer from general reserve 30 279
SUDLOTAL oo 15,966 148,673
Appropriations:
Cash dividends (¥4.50 per share) ............... 1,057 9,843
Bonuses to directors and
statutory auditors ........c.cceveeeeviiiiineeen, 50 466
Transfer to general reServe .........cocovvveenen. 12,910 120,216
SUDLOTAL oo 14,017 130,525
Unappropriated retained earnings
carried forward ........cccoeeereeiieeeees ¥ 1,949 $ 18,148

(b) Repurchase of shares
The Bank repurchased its shares from the market pursuant to the provisions of
Article 211-3 of the Commercial Code, as follows.

April 1, 2005 through June 17, 2005
500,000 shares

¥620 million

Purchase on the Tokyo Stock Exchange

1. Purchase period

2. Number of shares repurchased
3. Aggregate purchase price

4. Method of repurchase

(c) Retirement of shares
The Bank retired its treasury stocks pursuant to the provisions of Article 212 of the
Commercial Code, as follows.

1. Retirement date May 10, 2005

2. Number of treasury stocks retired 2,000,000 shares
3. Book value of treasury stocks retired  ¥2,017 million (U.S.$18,772 thousand)
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Independent Auditors' Report

To the Board of Directors of
The Chugoku Bank, Limited :

We have audited the accompanying non-consolidated balance sheets of The Chugoku Bank, Limited as of March 31, 2005 and 2004, and the related non-consolidated
statements of income and unappropriated retained earnings for the years then ended, expressed in Japanese yen. These non-consolidated financial statements are the

responsibility of the Company's management. Our responsibility is to independently express an opinion on these non-consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as

well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the non-consolidated financial statements referred to above present fairly, in all material respects, the non-consolidated financial position of The Chugoku
Bank, Limited as of March 31, 2005 and 2004, and the non-consolidated results of its operations for the years then ended, in conformity with accounting principles generally
accepted in Japan.

The U.S. dollar amounts in the accompanying non-consolidated financial statements with respect to the year ended March 31, 2005 are presented solely for convenience.

Our audit also included the translation of yen amounts into U.S. dollar amounts and, in our opinion, such translation has been made on the basis described in Note 2 to the

non-consolidated financial statements.

KPHG A294 8 Co.

KPMG AZS A & Co.

Okayama, Japan
June 28, 2005
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