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The Kita-Nippon Bank, Ltd. was established in
1942 in Morioka City, Iwate Prefecture, as a
regional financial institution serving the Tohoku
region of northern Japan. From its inception, the
Bank has endeavored to contribute to the region’s
prosperity through a management philosophy
that emphasizes close integration with the local
community, sound management and respect for
human values.

As of March 31, 2002, the Bank had 88 offices,
including 4 sub-branches, mainly in Iwate
Prefecture. The Bank and its 4 consolidated sub-
sidiaries, known as The Kita-Nippon Banking
Group, are engaged primarily in commercial
banking but also offer credit card, leasing and
other financial services.

Japanese financial institutions are experiencing
rapid and dramatic changes in their operating
environment. In response, the Bank is working to
strengthen its business base and striving to offer
customers financial services with increasingly
high added value. Keenly aware of its social
responsibilities as a financial institution, the Bank
also places utmost priority both on compliance
with the law and on risk management, as the way
to maintain and reinforce the confidence of cus-

tomers and shareholders alike.

In this annual report, statements other than historical facts are
forward-looking statements that reflect our plans and expectations.
These forward-looking statements involve risks, uncertainties and other
factors that may cause our actual results and achievements to differ

materially from those anticipated in these statements.
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The Kita-Nippon Bank, Ltd.

Financial Highlights

Years Ended March 31, 2002 and 2001

Millions of Yen (Note 1)

Thousands of
U.S. Dollars (Note 2)

(Consolidated) 2002

2001 2002

For the Year
TOLAL TNCOMIC .o, ¥ 31,559 ¥ 34,068 S 236,844
TOAL EXPEOIISES ..ttt ettt et 38,322 32,412 287,599
Income (loss) before INCOME tAXES .........coovieeiiieeiieeeeieeeeeeeee, (6,763) 1,656 (50,755)
Net INCOME (LOSS) .ot (4,292) 846 (32,210)
Cash dividends applicable to the year...........cccccoeviiviiiiiiiiiiic 408 408 3,069
Per share data:

Net income (loss) (yen and dollars)..............c.ccocoovevoiereieierenan, ¥ (524.73) Y 103.47 $ (3.93)
At Year-End
TOUAL ASSELS ..o, ¥1,147,260 ¥1,158,800 $8,609,838
SECUTTEIES e 244,769 273,941 1,836,919
Loans and bills diSCOUNTEd .........cocveeeiiieeeeieeee e, 728,705 728,654 5,468,710
DIEPOSIES ...ttt 1,033,725 1,063,158 7,757,786
COMMON SEOCK .+t eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 6,146 6,146 46,129
StOCKhOIAErs’ @QUILY ....oviiiiiiiiicciic e 50,758 57,203 380,930

Thousands of
Millions of Yen (Note 1) U.S. Dollars (Note 2)

(Non-Consolidated) 2002 2001 2002
For the Year
TOTAL INCOMIC ..o, ¥ 28,430 ¥ 30,733 $ 213,364
TOLAl @XPEISES ..ottt 35,479 29,404 266,265
Income (10ss) before iNCOME tAXES ........cevvviiiieeeeeiiiieeeeeeeeeeee (7,049) 1,328 (52,900)
Net iNCOME (1OSS) wvvveeeeeee e, (4,379) 742 (32,865)
Cash dividends applicable to the year...........ccccoonviiiiiiniiniinn, 409 409 3,072
Per share data:

Net income (loss) (yen and dollars).............ccocoviiiiiiiiiincieen, ¥ (534.74) ¥ 90.70 $ (4.01)

Cash dividends applicable to the year (yen and dollars) ............ 50.00 50.00 0.37
At Year-End
TOTAL ASSEES 1.ttt ettt ettt ¥1,144,036  ¥1,155,278 $8,585,640
SECUTTIES et 244,945 274,111 1,838,238
Loans and bills diSCOUNtEd ......vvioee i, 731,883 731,902 5,492,555
DIEPOSILS ...ttt ettt 1,034,845 1,064,024 7,766,192
COMMON SEOCK .+ttt 6,146 6,146 46,129
StOCKNOIAErS” €QUILY .....viviviiieieiiieece e 50,526 57,059 379,187

Notes: (1) In this annual report, the Japanese yen figures are in millions, with fractions omitted.

(2) The U.S. dollar figures are computed, solely for convenience, at the exchange rate of ¥133.25 per US$1.00, the rate prevailing on March 31, 2002.



Message from the Management

OPERATING ENVIRONMENT AND BUSINESS PERFORMANCE
During the term under review, the steep worldwide slump
in the information technology sector caused a sharp
decline in capital investment in Japan, and in the second
half this had a gradual knock-on effect on consumer
spending. Although the Bank of Japan maintained its de
facto zero-interest policy, global economic activity was
further slowed by the aftermath of the September 11 ter-
rorist attacks, and the situation in Japan became still more
severe.

In the Bank’s home base of Iwate Prefecture, a number
of companies based outside Twate withdrew from opera-
tions in the prefecture, and the number of bankruptcies
increased. As a result, the unemployment situation wors-
ened, leading to weaker consumer spending and a
year-on-year decline in housing investment. Declines
were recorded in public investment, private-sector capital
spending, and production value in the agricultural and
fishery industries.

Amid these difficult circumstances, the Bank and its
affiliated companies worked to raise the efficiency of fund
operations by adjusting interest rates to appropriate levels
and conducting marketing campaigns for personal loans.
At the same time, we implemented write-offs of bad debts
and provisions to reserves for possible loan losses in line
with strict asset self-assessment standards. In addition,
bonds whose market value had fallen short of their acqui-
sition cost were sold off, and investment trusts of a similar
nature were terminated, while write-downs of securities
holdings were carried out under impairment accounting.
As a result, the Bank registered a net loss of ¥4,292 mil-
lion (US$32 million) on a consolidated basis and a net
loss of ¥4,379 million (US$32 million) on a non-
consolidated basis. In line with the Bank’s policy of
paying a stable dividend to its shareholders, a term-end
dividend of ¥25 (US$0.18) per share was paid, for an
annual dividend of ¥50 (US$0.37).

OurLook

Against the backdrop of a severe bad debt problem and
slackening corporate demand for funds, Japan’s financial
industry faces extremely difficult circumstances. On the

other hand, a wider range of opportunities for financial

Yasunori Sato
President

Toshiaki Sugitani
Chairman

institutions has been opened up, thanks to the deregula-
tion of the industry, which has enabled them to respond
to the diversification of user needs.

Competition in the financial sector is expected to
become much fiercer from here onward, due to the
increased selectiveness of users and the entry into the
financial marketplace of new players from other indus-
tries. The Bank aims to steadily reinforce its business base
by continuing to offer an extensive range of financial
products and services designed with an eye to user con-
venience. For this purpose, we will continuously produce
new strategies with unique content so as to maintain our
preeminent position in the market.

In April 2003, the present system of unlimited insurance
guarantee on liquid deposits will come to an end. To
meet the stricter management standards required by this
new situation, the Bank has centralized risk management
functions in one department and taken other steps to
strengthen its operational controls. The Bank’s capital
ratio calculated by domestic standards will be kept at the
9% level on both a consolidated and non-consolidated
basis, and all other necessary steps will be taken to main-
tain the confidence of our customers and other stakehold-

ers in the Bank’s financial soundness.

5 /QC( (A
Toshiaki Sugitani
Chairman

Yasunori Sato

President



Financial Review

Deposits

During the reporting period, the management of the Bank worked hard
to increase deposits by individual customers as a means of strengthening
the Bank’s business base and improving the cost efficiency of deposits.
Amid deteriorating economic conditions, however, the balance of
deposits by corporate customers declined. As a result, the term-end bal-
ance of deposits came to ¥1,033.7 billion (US$7,757 million) on a
consolidated basis, down 2.7% year-on-year. The balance on a non-
consolidated basis was ¥1,034.8 billion (US$7,766 million), also a
decrease of 2.7% from the previous term.

Loans and Bills Discounted

Amid a difficult business environment with little sign of recovery, the
Bank made efforts to promote loans to both individuals and smaller
companies. Overall, demand for funds was weak, but although loans to
corporate customers decreased, personal loans rose, centered on mort-
gage loans. As a result, the consolidated term-end balance of loans and
bills discounted was virtually flat from the previous term, at ¥728.7
billion (US$5,468 million), while the non-consolidated balance stood at
¥731.8 billion (US$5,492 million).

Securities

The Bank endeavored to maintain a stable level of revenue, principally
from Japanese government bonds and corporate debentures. As a result,
the term-end balance of securities stood at ¥244.7 billion (US$1,836
million) on a consolidated basis, down 10.6% from the previous year,
and at ¥244.9 billion (US$1,838 million) on a non-consolidated basis,
down 10.6% year-on-year.

Foreign Exchange Transactions
The volume of foreign exchange transactions, on a non-consolidated
basis, declined by 49.3% to US$6,156 million.

Earnings

Measures were taken to improve asset management, such as the read-
justment of interest rates and enhanced marketing of personal loans. At
the same time, we implemented write-offs of bad debts and provisions
to reserves for possible loan losses in line with strict asset self-
assessment standards. In addition, bonds whose market value had fallen
short of their acquisition cost were sold off, and investment trusts of a
similar nature were terminated, while write-downs of securities holdings
were carried out under impairment accounting. As a result, the Bank
registered a net loss of ¥4,292 million (US$32.2 million) on a consoli-
dated basis and a net loss of ¥4,379 million (US$32.8 million) on a non-
consolidated basis.

Capital Ratio (Domestic Standards)

The Bank’s capital ratio, a prime indicator of financial soundness, was
9.30% on a consolidated basis and 9.20% on a non-consolidated basis at
term-end.
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The Kita-Nippon Bank, Ltd. and Consolidated Subsidiaries

Consolidated Balance Sheets

March 31, 2002 and 2001

Millions of Yen (Note 2)

Thousands of
U.S. Dollars (Note 3)

2002 2001 2002
ASSETS
Cash and due from banks.............cccccoovoiiiiiiieieoeeeeeeeeee, ¥ 65917 ¥ 27794 $ 494,693
Call IOANS ..o, 65,306 79,885 490,104
Trading ACCOUNE SECULIES ..........c.cveveeieicieieseeeeeeee e 262 91 1,970
Money held in trUSE............ccooiiiiececeeeeeeeeeeeeeeeeeeee e, 3,072 6,403 23,060
SECUIIIES ..., 244,769 273,941 1,836,919
Loans and bills discounted (NOLE 5) .......occoiviiiiiiiiiiiieeiens 728,705 728,654 5,468,710
FOreign eXChanges..............ccocoovioveveeeeeeeeeeeeeeeeeeeeeeeeee e, 305 279 2,293
OTRET ASSELS ... 11,788 11,987 88,471
Premises and eqUIPMENT..............ocoovoveveviverieeeeeeeeeeee e, 21,047 20,987 157,953
Deferred tax assets (NOE ) ........cocoovovvviiiiieeieeieseseee e, 17,414 13,498 130,689
Customers’ liabilities for acceptances and guarantees (Note 7) ..... 13,077 15,102 98,145
Reserve for possible 10an 10SSES............c.coooiiiiiiiiiiiiiiiiee, (24,408) (19,827) (183,174)
TOUAL ASSELS .o ¥1,147,260  ¥1,158,800 $8,609,838
LIABILITIES, MINORITY INTERESTS AND
STOCKHOLDERS’ EQUITY
Liabilities
DEPOSILS ..o ¥1,033,725 ¥1,063,158 $7,757,786
Call MONEY ...ttt 27,800 - 208,630
BOIrroOwWed MONEY ......ooviiiiiiiiiiiiicciie et 6,626 7,817 49,733
FOreign e€XChanges.......c..oovvuiiiiiiiiiiiic e 1 0 9
Other HabIlItIES ....vvvviiiiieiiiieeciiee e 6,167 7,856 46,282
Reserve for bonuses to emplOYEEs............ccovoveiiiveiiieiiiieiinnns 378 — 2,836
Reserve for employee retirement benefits .............occooeiiiiiienn 4,163 3,141 31,249
Deferred tax liabilities on land revaluation (Note 8)....................... 3,953 3,999 29,671
Acceptances and guarantees (NOE 7).......covvviviiiriviiiiiieiiiienneian 13,077 15,102 98,145
Total Habilities ......cccvviiiiiiiiiie e 1,095,894 1,101,077 8,224,346
MINOLAtY INEEIEStS ..............coiiiioiieieieeeeeeeeeeeeeeeeeee e, 607 519 4,561
Stockholders’ Equity (Notes 9 and 10)
COMMON SLOCK ...iviiiiiicee e 6,146 0,146 46,129
Capital SUIPIUS ...oviiiiii it 3,375 3,375 25,331
Land revaluation reserve (NOE 8)........ccoovvioieivieiiieieiieeieeee e 5,527 5,592 41,483
Retained €arnings ...........c.c.ocoovoveioiieeeeeeeeeeeeeeeeeeee e, 33,776 38,428 253,483
Net unrealized gains on other SeCurities............ccocveevviieeniieennrenne, 1,992 3,714 14,952
50,819 57,257 381,381
Less: treasury StOCK Al COSL.....iiuiiiiiiiiiiiieeiiieeeiiee st eiie e ) ) (1)
Less: parent bank stock held by subsidiaries .............cccccovviiiiinnn (53) (53) (399)
Total stockholders” €qUIty.........c..ccoovvieiiiiiiiiioieiieie e 50,758 57,203 380,930
Total liabilities, minority interests and stockholders’ equity.... ¥1,147,260  ¥1,158,800 $8,609,838

See Notes to Consolidated Financial Statements.




The Kita-Nippon Bank, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Operations and Retained Earnings

For the Years Ended March 31, 2002 and 2001

Millions of Yen (Note 2)

Thousands of
U.S. Dollars (Note 3)

2002 2001 2002
Income
Interest and dividends on:
Loans and bills disScounted .............coooveeiiiieiiieeeeeeeieeeeeeeee ¥19,590 ¥20,289 $147,022
SECUTIEIES ..., 4,433 4,834 33,272
OTNCT e e 1,122 1,632 8,426
Fees and COMMUSSIONS ..........cooiuiviieiiiiiieee e 2,219 2,128 16,656
Other operating iNCOME ...........c.ccvoiviiiiiiiiiieiieieee e 3,434 3,808 25,776
Oher INCOMIC ..., 758 1,374 5,689
TOLAl TNCOMIE ..o, 31,559 34,068 236,844
Expenses
Interest on:
DIEPOSIES .t eveet ettt ettt ettt ettt 2,579 4,112 19,355
Borrowings and rediSCOUNES ............coiiiiiiiniiiiiiiiieic e 208 219 1,561
ONOT . e, 49 160 374
Fees and COMMUESSIONS ......ooeeiioiiiee e 890 743 6,686
Other Operating EXPENSES.......cviiiiirieierieiieeeeie ettt 3,344 2,703 25,099
General and adminiStrative €XPenses .........ocvovvvovieoierioiieoieieereenas 16,666 17,080 125,076
OhEr EXPENSES ...vivviiiieiiiiiiiii ettt 14,583 7,393 109,445
TOtAl @XPENSES ..vviiiiiiiiieiie ettt 38,322 32,412 287,599
Income (10ss) before INCOME tAXES .....c..eeiveeeeeeeeeeeeeeeeeee e (6,763) 1,656 (50,755)
Income taxes:
CULTENL .o e, 168 2,171 1,264
DEECITEA ..o (2,730) (1,472) (20,489)
MINOTIEY TNEETESES ...vovvieiieietiieeteie ettt 90 110 680
Net INCOME (LOSS) vt e, (4,292) 846 (32,210)
Retained Earnings
Balance at beginning of the year.............coccccovviiiiiiiiiiie, 38,428 37,780 288,393
Reversal of land revaluation reserve ...............cccccevvvvivciiiiiininnn 64 210 482
Appropriations:
Cash diVIENdS ....oooeee e e 408 408 3,069
Bonuses to directors and corporate auditors..........ccceeveeeriennene 15 — 112
Total apPrOPriation ........c.ociiiiiiiiiiiiei e, 423 408 3,181
Balance at end of the year...........ccccooviiiiiiiiiiice e, ¥33,776 ¥38,428 $253,483
Yen U.S. Dollars (Note 3)
Net income (108S) Per Share............cccoovvviiiiieiiiiii e ¥(524.73) ¥103.47 $(3.93)

See Notes to Consolidated Financial Statements.



The Kita-Nippon Bank, Ltd. and Consolidated Subsidiaries

Consolidated Statements of Cash Flows

For the Years Ended March 31, 2002 and 2001

Millions of Yen (Note 2)

Thousands of
U.S. Dollars (Note 3)

2002 2001 2002
Cash flows from operating activities:
Income (loss) before income taxes and minority interests.......... ¥ (6,763) ¥ 1,656 $(50,755)
DEPTECIALION ..ottt 960 1,024 7,204
Increase (decrease) in reserve for possible loan losses............... 4,580 (2,327) 34,373
Increase in bonuses to eMPlOYEES .........cccovvviriiiiiiiiiiiiiiiiienienas 378 — 2,836
Decrease in reserve for retirement allowances .................ccccue. — (2,269) —
Increase in reserve for employee retirement benefits.................. 1,022 3,141 7,670
Interest on loans and discounts received ................cccccceeiiiiinn. (25,147) (26,756) (188,721)
INtErest ON AEPOSILS .. .cvviiiiiiiiiiiiie ittt 2,837 4,491 21,291
(Income) loss on securities transaction...........cccc.oeveevvveeeeeeiinennn. 2,099 957 15,755
LOSS ON MONEY TIUST....uviiiiiiieiiieiiteeiteeiieeeiteeieeeiaeesaee e e saeeeieeeneeens 173 440 1,298
Foreign exchange iNCOME.............ooiiiiiiiiiiiiieeie e B) ® (38
Income on sales Of ProPerties..........cccovvvviriiiiiiiiniiiiiice 84 82 632
Net (increase) decrease in loans and bills discounted................. (51) 9,313 (383)
Net increase (decrease) in deposits ...........coveviieiieiiiiiiieiiieeiens (29,433) 15,423 (220,891)
Net decrease in borrowed money
(excluding subordinated debt)............coccoviiiiiiiiiiie (190) (836) (1,425)
Net decrease in due from banks
(other than The Bank of Japan)...........ccccoocovivioiociieieen, 937) (251D (7,036)
Net (increase) decrease in call loans ..............ccoeeeeiviiiiiiiiiiiinn, 14,579 (19,832) 109,413
Net increase in call MONEY ........cooviiiiiiiiiiiiiie e 27,800 — 208,630
Net increase in foreign exchange assets ..........cccccoovvveviiieininnenn, (25) (45) (194)
Net decrease in foreign exchange liabilities............cc.ccocceiiinns 0 ay 3
Revenues from fund Operations .............ccoovviviiiioiiiiieiiiiieeen 25,419 26,282 190,765
Expenses resulting from fund procurement .............cccoccooeiioiennnnn (3,582) (4,788) (26,888)
OUNET .o, 1,502 173 11,275
SUBLOTAL oo, 15,299 3,944 114,815
Payment of iNCOME tAXES........c.ccviiiiiieiiiiiieiieeie e (1,687) (2,713) (12,662)
Net cash provided by operating activities ............ccccocceerrnns, 13,611 1,230 102,152
Cash flows from investing activities:
PUTChaSe Of SECUTIHES .. e (44,198) (73,097) (331,698)
SAlES Of SECULTITES ..ot 26,475 16,055 198,687
Redemption Of SECUTIIES .......oeovviiiiiiiiiiiiiiiecee e 40,775 12,941 306,005
Decrease in MONEY TIUST....vvviiiiiiiiiiiiriniiiiiiiiiee e 3,000 — 22,514
Purchase of premises and equipment ............c.ccocoeieieieiiiennann. (1,209) (1,127) (9,073)
Sales of premises and eqUIPMENT ........ccooooiiiiiiiiiiieee 143 470 1,079
Net cash provided by (used in) investing activities ................ 24,986 (44,755) 187,513
Cash flows from financing activities:
Payment for subordinated debt..............cc.oocooviiiiiiiiiiiiic (1,000) (4,000) (7,504)
Payment of cash dividends..............c.ccoocooiiiiiiiiiiiee (408) (408) (3,069)
Payment of cash dividends to minority interests................c......... (@)) () (14)
Purchases for treasury StOCK ..........ooociviviiiiiiiieiiiiccieeeieee (12) 19 93)
Proceeds from sale of treasury stock .........ccccevviiiiiiiiiiiiiiiiie, 5 21 42
Net cash used in financing activities .............ccoeveviiieiieeieennns. (1,417) (4,407) (10,639)
Translation adjustment of cash and cash equivalents ............ 5 8 38
Net increase (decrease) in cash and cash equivalents ............ 37,185 (47,924) 279,065
Cash and cash equivalents at beginning of the year .............. 26,622 74,546 199,794
Cash and cash equivalents at end of the year ....................... ¥63,808 ¥26,622 $478,860

See Notes to Consolidated Financial Statements.




The Kita-Nippon Bank, Ltd. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

1. Basis of Presenting Consolidated Financial Statements

The Kita-Nippon Bank, Ltd. (the “Bank”) and its consolidated sub-
sidiaries maintain their accounts and records in accordance with the
provisions set forth in the Japanese Commercial Code, the Securities
and Exchange Law, the Japanese Banking Law, in general confor-
mity with the Japanese Uniform Rules for Bank Accounting and the
guidelines of Japanese regulatory authorities and in conformity with
accounting principles and practices generally accepted in Japan.

2. Japanese Yen Amounts
The Japanese yen figures in the financial statements are in millions,
with fractions omitted.

3. U.S. Dollar Amounts

The U.S. dollar figures are computed, solely for convenience, at the
exchange rate of ¥133.25 per US$1.00, the rate prevailing on March
31, 2002.

4. Significant Accounting Policies
(a) Scope of Consolidation
Consolidated subsidiaries: 4 (5 in 2001) companies
Fiscal year-end for all consolidated subsidiaries: at end of March
Kitagin Business Service Co., Ltd.
Kitagin UC Co., Ltd.
Kitagin Lease Co., Ltd.
Kitagin Computer Service Co., Ltd.
Kitagin Shukin Daiko Co., Ltd. (excluded at March 31, 2002
due to liquidation)
Unconsolidated subsidiaries and affiliates: Nil
(b) Accounting Policies
(D Trading Account Securities
Valuation of trading account securities are accounted for
based on the mark-to-market method (selling cost is calcu-
lated primarily by the moving-average method).
(2) Securities
Valuation of securities are accounted for as follows:

Debt securities held to maturity; at amortized cost
(straight-line method) by the moving-average method.
Other securities with market value; at the fiscal year-end
market value. Other securities without market value; at cost
by the moving-average method or at amortized cost.
Furthermore, valuation differences of other securities are all
recorded as a separate component of stockholders’ equity
(selling costs are primarily calculated by the moving-average
method).

Valuation of securities primarily invested as trust assets
in independent money trusts are accounted for based on
the mark-to-market method.

(3) Derivative Contracts
The market value of derivative contracts is accounted for
based on the mark-to-market method.

(4) Depreciation and Amortization
Premises and equipment
The straight-line method is adopted for premises and equip-
ment (declining-balance method for vehicle and delivery
equipment). The useful life of main items is as follows:

Buildings; 12 to 32 years

Movables; 5 to 20 years

Premises and equipment of consolidated subsidiaries are

primarily depreciated by the declining-balance method
based on their statutory useful life.

Software

In-house use software is amortized by the straight-line
method based on the usable service life (over 5 years)
within the Bank and its consolidated subsidiaries.

(5) Reserve for Possible Loan Losses

A reserve for possible loan losses has been provided for in
accordance with pre-determined devaluation and reserve
standards as described hereunder.

As regards normal loans and those corresponding to
possible loan losses as prescribed by the “Practical business
guidelines relative to verification of internal control in con-
nection with self-assessment of assets of financial institu-
tions such as banks, writing off bad debts and audit of bad
debt reserve” (Report No. 4 of the Special Banks, etc. Audit
Committee of the Japanese Institute of Certified Public
Accountants), a loss rate is identified for the probable
occurrence of bankruptcy for each type of loan involved
subsequent to classification, and a reserve is recorded based
on future expectations made thereof. As for loans to clients
for whom there is a high probability of bankruptcy, a
reserve for possible loan losses is provided in the full
amount of such loans, excluding the portion that is esti-
mated to be recoverable due to the existence of security
interests or guarantees, based on past bankruptcy records,
etc. calculated from actual bankruptcies over a certain
period of time. Regarding loans to insolvent clients who are
bankrupt or are effectively bankrupt, a reserve is provided
at the balance after deducting possibly collectible amounts
due to the existence of security interests or guarantees and
estimated unrecoverable amounts, which are directly
deducted from the loan as outlined below.

All the above-mentioned reserves for possible loan
losses are recorded based on results of asset assessment
performed by the Assets Assessment Department in cooper-
ation with marketing related departments in accordance
with self-assessment of assets. Additionally, the security
interests or guarantees for loans to insolvent clients who are
undergoing bankruptcy or other collection proceedings, the
balance after deducting the amount considered recoverable
by the assessed amount of security and guaranty is deemed
to be the unrecoverable amount and such amount directly
deducted from the loan amount. Such amount is ¥20,136
million in the aggregate.

As regards reserves for possible loan losses of consoli-
dated subsidiaries, for ordinary loans, a necessary amount is
provided taking into consideration past loan loss records,
and for specific loans where there is a strong probability of
such loan losses occurring, an estimated unrecoverable
amount is provided taking into consideration individual
recoverable potential.

(6) Reserve for Bonuses to Employees

Reserve for bonuses to employees is provided for future
payments of bonuses to employees at the amount of esti-
mated bonuses, which are attributable to respective fiscal
year.



(7) Reserve for Employee Retirement Benefits
To provide for payment of employees’ retirement benefits,
the amount required based on estimated future benefit pay-
ments and pension assets at the fiscal year-end is recorded
as a reserve for employee retirement benefits.

Actuarial differences of the plans were to be amortized
from the succeeding fiscal year over the specified period
(15 years) within the average remaining service period of
the employees at the time of occurrence.

The difference (¥4,537 million) resulting from the
change in accounting standards, effective in 2001, is
accounted for proportionally as expense over a period of
five years.

(8) Translation of Accounts Denominated in Foreign Currencies
Assets and liabilities in foreign currencies are translated and
denoted in yen at the prevailing exchange rate at the
respective balance sheet dates.

(9) Leasing Transactions
Financing leases other than those for which ownership of
the leased property is transferred to the lessee are
accounted for as ordinary rental transactions.

(10) Hedging Activities
“Macro-hedging” which undertakes overall control of inter-
est risk accruing from multiple financial assets and/or debts
such as loans, deposits, etc. using derivative contracts is
adopted, but as of the end of the term no such transaction
was realized. For a part of the assets, however, exceptional
accounting for interest swapping was applied.

(11) Accounting for Consumption Taxes
Consumption taxes are accounted for based on the tax
exclusion method.

(c) Valuation of Assets and Liabilities of Consolidated Subsidiaries
Assets and liabilities of consolidated subsidiaries at the time of
initial consolidation are recorded at market value.

(d) Amortization of Consolidation Differences
Consolidation differences are, in principle, totally charged to
income when incurred.

(e) Appropriation of Retained Earnings
The consolidated statement of retained earnings reflects the
appropriation of earnings made during the fiscal year.

(f) Consolidated Statements of Cash Flows
Cash and cash equivalents in the consolidated statements of
cash flows consists of cash and deposits with the Bank of Japan
amongst “Cash and due from banks” under the consolidated bal-
ance sheets.

<Additional Information>
(Foreign currency translation)

Formerly, the Bank applied the New Foreign Exchange

Accounting Standards for the banking industry in accordance

with the provisions of the Tentative Auditing Treatment for the

Continued Employment of New Foreign Exchange Accounting

Standards in the Banking Industry issued by JICPA (Japanese

Institute of Certified Public Accountants) dated April 10, 2000.

Effective from the year ended March 31, 2002, the Bank
applies the revised accounting standards for foreign currency

transactions (‘Opinion Concerning Revision of Accounting

Standard for Foreign Currency Transactions’ issued by Business

Accounting Deliberation Council on October 22, 1999) with the

exception of when ‘Temporary Treatment of Accounting and

Auditing Concerning Accounting for Foreign Currency

Transactions in Banking Industry’ (JICPA Industry Audit

Committee Report No. 20) is applied.

Fund swap transactions are accounted for pursuant to the

Report No. 20 as follows:

(D) Initial exchange cash flows are assumed as principal of claim
and debt and are reported on the consolidated balance sheet
at the exchange rate prevailing at the consolidated balance
sheet date in the net amount.

(2) Differences between the initial and final exchange cash
flows by currency, which are the reflection of the difference
in the yield between the currencies, are assumed as interest
and are accounted for on an accrual basis on the consoli-
dated balance sheets and the consolidated statement of
operations.

Fund swap transactions are foreign exchange transactions
that are contracted for the purpose of lending or borrowing
funds in different currencies. These transactions consist of
spot foreign exchange either bought or sold and forward for-
eign exchange either bought or sold.

(3) Prior to April 1, 2001, accrued bonuses to employees were
included in ‘other liabilities,” but effective April 1, 2001, the
reserve is represented separately in accordance with
“Concerning Financial Statement Titles to Be Used for
Accrued Bonuses for Employees” (Research Center Review
Information No. 15 by JICPA). In consequence, other liabili-
ties decreased by ¥378 million and reserve for bonuses to
employees increased by the same amount as of March 31,
2002 as compared with the former presentation.

5. Loans and Bills Discounted
Loans and bills discounted as of March 31, 2002 and 2001 included
the following non-performing loans:

Millions of Yen

2002 2001
Loans to bankrupt borrowers ¥11,068 ¥ 8,090
Loans past due 46,835 40,895
Loans past due over 3 months 279 383
Restructured loans 22,471 29,094
TOAL i ¥80,654 ¥78,465

Loans to bankrupt borrowers are loans to customers who meet
specific credit risk criteria, such as undergoing bankruptcy proceed-
ings. Interest is not being accrued on these loans.

Loans past due are loans for which interest payment are past due
for six months or more. Interest is not being accrued on these loans.
Loans past due over 3 months are loans for which principal or

interest payment are past due for three months or more.

Restructured loans are loans provided to facilitate loan recovery
by making certain concessions to borrowers to allow borrowers to
implement business restructuring or provide them with support.



6. Deferred Tax Assets
Significant components of deferred tax assets as of March 31, 2002
and 2001 are as follows:

Millions of Yen

2002 2001

Deferred tax assets:
Reserve for possible loan losses...................... ¥ 9,292 ¥ 7,213
Write-off of bad debts........cooevveeiieiiiiiieeen. 5,948 6,368
Reserve for employee retirement benefits ...... 1,662 1,234
DEPreciation .........covveeiveereeieinieceeeeas » 706 606
Operating l0ss Carry-0ver..........cccoerveroennas 617 —
ORI .t 802 772
Valuation allowance. . (83) —

SUD total....oiiiiiii 18,945 16,256

Deferred tax liabilities:
Net unrealized gains on other securities.........

(1,424) (2,656)

Other........... (106) (101)
Sub total........ . (1,531 (2,757
Net deferred tax assets.........c.ocovveeveveieeennnn. ¥17,414 ¥13,498

7. Loan Commitments

The amount of unused commitments provided by commitment line
contracts on overdrafts and loans was ¥43,045 million as of March
31, 2002. The total amount of unused commitments does not neces-
sarily represent actual future cash flow requirements.

8. Land Revaluation

In accordance with the Law concerning the Revaluation of Land, the
Bank revalued land held for its operation on March 31, 2001. Net
unrealized gain was stated in stockholders’ equity net of applicable
income taxes as “Land Revaluation Reserve.”

9. Stockholders’ Equity

As of March 31, 2002 the Bank had 12,000 thousand authorized
shares of common stock of which 8,190 thousand shares were
issued.

10. Dividends and Interim Dividends

The Bank pays dividends twice a year. Annual dividends are paid to
stockholders of record as of March 31 and are reflected in the state-
ments of operations and retained earnings when duly approved and
paid. The Bank pays interim dividends to stockholders of record as

of September 30.

Report of Independent Certified Public Accountants

The Board of Directors
The Kita-Nippon Bank, Ltd.

We have examined the accompanying consolidated balance sheets of The Kita-Nippon Bank, Ltd. and its consolidated
subsidiaries as of March 31, 2002 and 2001, and the related statements of operations and retained earnings and of cash flows for
the years then ended, all expressed in Japanese yen. Our examinations were made in accordance with auditing standards
generally accepted in Japan, and, accordingly, included such tests of the accounting records and such other auditing procedures

as we considered necessary in the circumstances.

In our opinion, the financial statements mentioned above, expressed in Japanese yen, present fairly the financial position of
The Kita-Nippon Bank, Ltd. and its consolidated subsidiaries as of March 31, 2002 and 2001, and the results of their operations
and cash flows for the years then ended, in conformity with accounting principles generally accepted in Japan.

We have also reviewed the translation of the statements mentioned above into U.S. dollars and, in our opinion, the translated
amounts have been properly computed on the basis described in Note 3.

Note: As described in Additional Information of Note 4, the revised accounting standards for foreign currency transactions are applied by the

Bank, effective from the year ended March 31, 2002.

June 27, 2002

/aéﬂ/gléy A»[/LM &r/akﬂfﬂ/

Hokko Audit Corporation
Morioka, Japan



The Kita-Nippon Bank, Ltd.

Non-Consolidated Balance Sheets

March 31, 2002 and 2001

Millions of Yen (Note 2)

Thousands of
U.S. Dollars (Note 3)

2002 2001 2002
ASSETS
Cash and due from DanKS .........covoieeioie e ¥ 65,867 ¥ 27,744 $ 494,315
Call JOANS <. 65,306 79,885 490,104
Trading aCCOUNT SECUTIIES .....eivvviiiiiiiiieiiieiie et 262 91 1,970
Money held i trUSE......o.iviiiieieiiee e 3,072 6,403 23,060
SECUTTIES ... 244,945 274,111 1,838,238
Loans and bills discounted ............coooiiiiiiiiiiiiiii e 731,883 731,902 5,492,555
Foreign eXChanges ........cocccviiiiiiiiiiiic e 305 279 2,293
OTNET ASSELS ..o, 5,210 5,046 39,104
Premises and @qUIPMENL.........cc.coiiiiiiiiiieiie it 20,927 20,884 157,050
Deferred tax ASSELS .....viiiiiiiiiiii et 17,310 13,425 129,911
Customers’ liabilities for acceptances and guarantees .................... 13,077 15,101 98,143
Reserve for possible 10an 10SSES.........cccoovvviiiiiiiiiiiiiieeic e, (24,132) (19,597) (181,108)
TOLAL ASSEES .ottt ettt ¥1,144,036  ¥1,155,278 $8,585,640
LIABILITTES AND STOCKHOLDERS’ EQUITY
Liabilities
DIEPOSILS vttt ettt ¥1,034,845  ¥1,004,024 $7,766,192
Call MONEY ...ttt 27,800 — 208,630
BOITOWEd MONEY......ooviiiiiiiiiiiii ettt 4,000 5,000 30,018
Foreign eXChanges..........ccoiviiiiiiiiiiiiieiei e 1 0 9
Other Habilities ........ooviiiiiiiiiiii e 5,329 6,961 39,999
Reserve for bonuses to employees.........c.coceviviiniiniiiiniiiic, 349 — 2,623
Reserve for employee retirement benefits ..........cccocvoiniiniinn 4,152 3,131 31,163
Deferred tax liabilities on land revaluation..............cccoovvveeeeeeeneen ... 3,953 3,999 29,671
Acceptances and GUATANTEES.........cc.eiiuiiiiiaiieiiieiieeiee et eiee e 13,077 15,101 98,143
TOLAl THADIIEES ..o 1,093,509 1,098,218 8,206,453
Stockholders’ Equity
COMIMON SEOCK .....oiiiiiiiiei e 6,146 6,146 46,129
Capital SUIPIUS c..ooiiiiiii e 3,375 3,375 25,331
Legal reServe (INOLE 4) .....c.oiviiiiiiiiiieieeiieie ettt 3,500 3,420 26,272
Land revaluation TESEIVE .......coviiuiii i, 5,527 5,592 41,483
Retained earnings (INOLE 5) .....cooviiiiiiiiiiiiiieiie e 29,990 34,809 225,067
Net unrealized gains on other SeCUrities...........cccocvviiiiiiiiiieiienen 1,992 3,714 14,953
TLEASULY SLOCK ... .viiviiie it ) — (51)
Total stockholders’ equity.........ccociiiiiiiiiiiiiii it 50,526 57,059 379,187
Total liabilities and stockholders’ equity...............cccccveeviieniannnnn ¥1,144,036  ¥1,155,278 $8,585,640

See Notes to Non-Consolidated Financial Statements.



The Kita-Nippon Bank, Ltd.

Non-Consolidated Statements of Operations and Retained Earnings

For the Years Ended March 31, 2002 and 2001

Millions of Yen (Note 2)

Thousands of
U.S. Dollars (Note 3)

2002 2001 2002

Income
Interest and dividends on:

Loans and bills discounted ................cooooviiiiiiiiiiieeeee ¥19,534 ¥20,234 $146,599

SECUTIHIES ... e 4,434 4,833 33,278

OTNET ..ottt 1,122 1,633 8,427
Fees and COMMUSSIONS ....cc..oiiiiiiiiiiiiiiicceeie e, 2,007 1,908 15,069
Gains on securities and money held in trust...........ccccooeieviiiiiennnns 511 1,159 3,837
OLher INCOME ......oiiui i 819 962 6,152

TOtal INCOME ..ot e, 28,430 30,733 213,364

Expenses
Interest on:

DIEPOSIES ...ttt ettt ettt ettt 2,579 4,112 19,357

Borrowings and rediSCOUNES ..........ccuiiiiiiiiiiiiiaiiie e 155 213 1,169

OO e e, 49 160 374
Fees and COMMUSSIONS ..........cooiuuiiieiiiiiiiee e 1,050 886 7,881
Losses on sales, redemption and valuation of bonds ...................... 825 14 6,191
General and administrative €Xpenses .............ooveeveeriienierenienieannnens 16,357 16,817 122,757
Losses on sales and valuation of share stocks ................cccoooiinn, 1,769 5 13,279
Losses on money held in trust ..o 181 618 1,365
OUNEr EXPENSES ....vivviiiiieieiiieieie e, 12,510 6,575 93,889

TOtAl EXPENSES ....vivviviviiieiieiiiee e 35,479 29,404 266,265

Income (loss) before INCOME tAXES ..........cceevvviiiiiiiiiiiieiiieei, (7,049) 1,328 (52,900)
Income taxes:

CUITENE ..o 30 2,042 226

DEfEITEA ..o (2,699) (1,456) (20,261)
NEt INCOME (1OSS) ..vveeeeeeee e (4,379) 742 (32,865)
Retained Earnings
Balance at beginning of the year............ccoocooiiiiiiiiiiii e 34,809 34,387 261,230
Reversal of land revaluation reserve .............c.ccooveeviieiiiieiecieee 64 — 482
Appropriations:

Transfer to legal r€Serve ........cccoociiiiiiiiiii i 80 120 600

Cash divIdends .....ccooieiiee e e 409 409 3,072

Bonuses to directors and corporate auditors.........cccceeveienirnnene. 15 210 112
Balance at end of the year...........occcoovviiiiiiiiii e, ¥29,990 ¥34,809 $225,067

U.S. Dollars (Note 3)

Per Share of Common Stock
Net INCOME (1OSS) «.vvveee e, ¥(534.74) ¥90.70 $ (4.01)
Cash dividends applicable to the year...........ccccoviiiiiiiiiiiiii, 50.00 50.00 0.37

See Notes to Non-Consolidated Financial Statements.



The Kita-Nippon Bank, Ltd.

Notes to Non-Consolidated Financial Statements

1. Basis of Financial Statements

The accompanying financial statements of The Kita-Nippon Bank,
Ltd. (the “Bank”) do not include the accounts of its subsidiaries on a
consolidated basis.

The accompanying consolidated financial statements and notes
should be read in conjunction with the non-consolidated financial
statements and notes hereto.

The financial statements are prepared in accordance with
accounting principles and practices generally accepted in Japan
under the requirements of the Japanese Commercial Code and other
applicable regulations. In preparing these financial statements, cer-
tain reclassifications and rearrangements have been made to the
financial statements issued domestically in Japan.

2. Japanese Yen Amounts
The Japanese yen figures in the financial statements are in millions,
with fractions omitted.

3. U.S. Dollar Amounts

The U.S. dollar figures are computed, solely for convenience, at the
exchange rate of ¥133.25 per US$1.00, the rate prevailing on March
31, 2002.

4. Legal Reserve

Under the Japanese Banking Law, an amount equivalent to at least
20% of cash dividends and bonuses to directors and statutory auditors
must be appropriated to a legal reserve from retained earnings until
total of such reserve and capital surplus equals 100% of paid-up capi-
tal. This reserve is, in principle, not available for dividends but may
be used to reduce a deficit or may be transferred to paid-up capital.

5. Subsequent Event

The ordinary stockholders’ meeting, which was held on June 27,
2002, approved the year-end appropriation of retained earnings
existing as of March 31, 2002.

Millions of
Yen
Retained earnings at March 31, 2002.........ccccoviviiiiiiiaienns ¥29,990
Appropriations:
Cash dividends...........ccocooiiiiiiiiieeeeeeeeeeeee 204
Retained earnings carried forward ..........ccooeviiiiiiiiinns ¥29,786

Report of Independent Certified Public Accountants

The Board of Directors
The Kita-Nippon Bank, Ltd.

We have examined the accompanying non-consolidated balance sheets of The Kita-Nippon Bank, Ltd. as of March 31, 2002
and 2001, and the related non-consolidated statements of operations and retained earnings for the years then ended, all
expressed in Japanese yen. Our examinations were made in accordance with auditing standards generally accepted in Japan,
and, accordingly, included such tests of the accounting records and such other auditing procedures as we considered necessary

in the circumstances.

In our opinion, the financial statements mentioned above, expressed in Japanese yen, present fairly the financial position of
The Kita-Nippon Bank, Ltd. as of March 31, 2002 and 2001, and the results of its operations for the years then ended, in
conformity with accounting principles generally accepted in Japan applied on a consistent basis.

We have also reviewed the translation of the statements mentioned above into U.S. dollars and, in our opinion, the
translated amounts have been properly computed on the basis described in Note 3.

Note: As described in Additional Information of Note 4 of the Notes to Consolidated Financial Statements, the revised accounting standards

for foreign currency transactions is applied by the Bank, effective from the year ended March 31, 2002.

June 27, 2002
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Hokko Audit Corporation
Morioka, Japan
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Capital Bank’s Share
Name Line of Business (Millions of yen) (%) Establishment
Kitagin Business Service Co., Ltd.  Clerical services for banks, 15 100 1986
temporary staff agency
Kitagin Computer Service Co., Ltd. Computer services, software 30 100 1991
development, sale of software
Kitagin UC Co., Ltd. Credit card, credit guarantee services 20 50 1988
Kitagin Lease Co., Ltd. Leasing and financing services 50 65 1990
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