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‘ Operating Assets ‘ ‘

Investment in Direct
Financing Leases
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¥1 ,658,669 million
Investment in Operating
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¥474,491 million

Installment Loans

41.1

¥2,273,280 million

Investment in Securities
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¥861 ,336 million
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‘ Revenues

‘ Principal Services

Revenue Recognition

Direct Financing Leases

18.5

¥1 21 ,91 4 million

Full-payout leases of office
automation (OA) equipment,
industrial equipment, auto-
mobiles, etc.

The interest and fee portion of leasing fees are
recorded.

* Financing leases are transactions in which ORIX pur-
chases the product desired by the customer on behalf of
the customer and then leases the product to the cus-
tomer. Mid-term contract cancellations are, in principle,
not allowed, and the majority of the product cost, interest,
and other costs are recovered from the customer.

Operating Leases

18.4-.

¥1 20,807 million

Precision measuring & OA
equipment rentals, aircraft and
automobile leasing, automobile
rentals, real estate rental and
administration

The sum of operating lease payments

is recorded.

* Operating leases are transactions that allow customers
to choose from an inventory of goods and use leased
products for only the period desired. In general, a given
product is rented out a number of times to different users
and ultimately sold in secondary markets.

Interest on Loans and
Investment Securities

18.5.

¥1 21 ,962 million

Corporate finance, consumer
card loans, housing loans

The interest on loans and investment securities
other than those of ORIX Life Insurance are
recorded.

Life Insurance
Premiums and Related
Investment Income

23.14

¥1 52,333 million

Life insurance

The premium income and asset management
income of ORIX Life Insurance is recorded.

Other Operating

Revenues
18.5-

¥1 21 ,705 million

Condominium development,
loan servicing, fee income, etc.

The revenues from the sale of condominiums, loan
servicing income, and other commission income,
including insurance agency fees, are recorded.

Brokerage Commissions
and Gains on
Investment Securities

2.8

¥1 8,367 million

Stock brokerage and trading

The brokerage commissions of ORIX Securities
and the gains on sales of securities other than
those sold by ORIX Life Insurance are recorded.

Interest Income

on Deposits
0.2..

¥1 ,374 million
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The income from interest on deposits is recorded.
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With activities ranging from leasing, rentals, and installment loans to life
insurance, real estate finance, and investment banking, ORIX has
expanded its operations globally to become an innovative

provider of financial services. . ”

ORIX aims to maximize shareholder value by
drawing on its extensive array of specialized
capabilities to continuously provide our
customers with value-added

financial solutions.
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TO OUR SHAREHOLDERS—A MESSAGE FROM THE CEO

2 ORIX Corporation

Yoshihiko Miyauchi
Chairman and CEO

Challenges

FINANCIAL HIGHLIGHTS
Years Ended March 31, 2001 and 2002

Millions of
Millions of yen U.S. dollars P
2001 2002 2002 Change change
Income before income taxes..................... ¥ 50236 ¥ 73,039 $ 548 ¥ 13803 23.3
NEL INCOME...eeiivieiiiieiieeee e 34,157 40,269 302 6,112 17.9
Operating assets ........coevveiveiiieiiieiiieane 5,029,555 5,528,149 41,487 498,594 9.9
Total @SSEtS ..ccvvviiiiiiiiiieiceee e 5,591,311 6,350,219 47,656 758,908 13.6
Per share data (in yen and dollars):
Net income BaSiC.......ccccoevivviiiiinnnnn ¥ 41777 ¥ 48919 $ 3.67 71.42 171
Diluted.......ccoevieiiieiienns 400.99 467.11 3.51 66.12 16.5
BooK Value ......cooviieiiiiiiiiiisicic 5,646.11 6,007.52 45.08 361.41 6.4
Return on equity (%) ....cooveeiveiiiieiieiiiene. 7.70 8.36
Return on assets (%) ...coovveveeiieeiiieiiiienne. 0.62 0.67
Shareholders’ equity ratio (%) ...........c.c..... 8.25 7.91
Debt-to-equity ratio (imes) .........ccccvvveeenns 8.82 9.31

Note: The Japanese yen and U.S. dollar amounts are in millions of yen and millions of U.S. dollars, respectively, except
for per share data.



| am pleased to report that your Company achieved growth in net
income for the seventh consecutive year despite the continued
economic difficulties in its main market, Japan. ORIX was able
to distance itself from these adverse macroeconomic trends
to grow profits, while selectively seizing opportunities for
acquisitions and developing new businesses.

I am proud of these accomplishments and confident that
we can achieve even more. We expect changes in our operating
environment to produce challenging opportunities. We plan to
continue to make the most of our accumulated knowledge
and experience to seize these chances and be a truly unique

provider of financial solutions.

Chauengi@hanges

Summary of Consolidated Performance
Operations in Japan were the driving force of growth in the fiscal year ended March 31, 2002
(fiscal 2002), with segment profits rising more than 30% compared with the previous fiscal
year and accounting for over 90% of consolidated income before income taxes. Loans and
automobile leases to corporate customers as well as real estate-related finance performed
strongly, while advances were made in consumer card loans and housing loans. The contri-

Segment Profit (Loss) by Region bution made by overseas operations, however, declined due to a major restructuring of our

leasing operations in the United States.

(Billions of yen)

10 Improvements were also made in profitability, with return on equity (ROE) rising from 7.7%

to 8.4%, and return on assets (ROA) advancing from 0.62% to 0.67%. Total assets

increased 14%, to ¥6,350 billion, due in large part to our acquisitions of IFCO Inc., Senko
Leasing Co., Ltd., and the Nihon Jisho Group as well as the purchase of housing loan assets
from the Asahi Mutual Life Insurance Company. To strengthen our financial position in line
with the rise in total assets and without unduly diluting net income per share, we made a com-

bination offering of 1.8 million new shares and ¥28 billion (principal amount) in yen-denominated

convertible bonds in December 2001. However, in part due to an increase of about ¥200 bil-

’97’98 ’99°00 °01 02

lion in cash at the end of the fiscal year as we prepared for potential instability in the

W Japan

The Americas Japanese financial system, there was some deterioration in the shareholders’ equity ratio,
M Asia & Oceania
W Europe which fell from 8.3% to 7.9%, and in the debt-to-equity ratio, which grew from 8.8 times to
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The Future

9.3 times. Improving such financial ratios by increasing profits faster than we grow total

assets is one of the challenges that we now face.

Operations in Japan will continue to be the pillars of growth in

fiscal 2003. We are striving to further boost profitability by expanding

value-added businesses and fee income.

Increasing Profits
without Growing
Assets

The Business
Models of
Convenience
Stores and
Boutiques

4 ORIX Corporation

The Japanese economy is in the final stages of dealing with the aftereffects of the “bubble
economy” that occurred in the early 1990s and is presently experiencing a painful period of
structural change. Macroeconomic conditions are expected to be extremely difficult for the
foreseeable future. However, precisely because of this operating environment and the
changes that are occurring, ORIX has been able to gather information on diverse business
opportunities, including potential acquisitions as companies restructure. We are also effec-
tively utilizing new financing methods such as those that help our customers shift real estate
assets off their balance sheets. In addition, there are many opportunities in loan servicing and
the working out of distressed assets.

Much depends on how well ORIX can make the most of this unprecedented volume of
information. In addition to carefully seeking out opportunities that present the greatest poten-
tial for boosting profitability and growth, ORIX must continue to promote the horizontal flow
of information among various divisions and subsidiaries. Such collaboration helps ORIX to
process information from the market more effectively and leads to greater value creation on
each transaction. This culture of knowledge sharing is a powerful force that allows ORIX to
take advantage of new business opportunities regardless of macroeconomic trends.

At the same time that ORIX moves forward to seize new opportunities, we will work to
restrain asset growth by reevaluating each business and asset type in our portfolio and by
selling off less profitable operations. One of the major tasks during the fiscal year ending
March 31, 2003 is to speed up the pace of replacing relatively less profitable assets with better
performing ones, while simultaneously striving to both grow profits and improve our financial

position in the process.

As customer needs become increasingly diverse, businesses without any outstanding fea-
tures will find it increasingly difficult to generate profits. In the future, | expect to see success-
ful businesses gravitating toward two business models—a “convenience store model” of
efficiently providing standardized commodities and a “boutique model” of addressing individ-
ual needs with carefully-tailored specialty products and services. | believe ORIX’s future lies in
pursuing each of these strategies depending on the particular line of business, market trends,
and customer needs.

A good example of a convenience store-type business is the ORIX Quick Lease (OQL)
program, which is a highly efficient system for leasing such office automation (OA) equipment

as personal computers and photocopiers through a nationwide network of approximately 10,000



Unique Provider
of Financial
Solutions

cooperating dealers. In light of the increasingly low prices of OA equipment due to technolog-
ical innovation, the profitability of such leasing operations depends on how quickly and effi-
ciently we can process transactions, so the OQL system allows ORIX to remain competitive in
this line of business. We will work to progressively increase the efficiency and speed of the

OQL-related administrative procedures and other convenience store-type transactions.

We are also planning to expand our boutique-type businesses further. Our overall goal in
such operations is to provide the kind of financial solutions that investment banks offer. To
date, ORIX has pursued a strategy of cross-selling a diverse array of financial products and
services—ranging from leases, rentals, and loans to life insurance and other products and
services—to a clientele of approximately 500,000 small and medium-sized companies
throughout Japan. Rather than simply continuing to market existing products and services, we
plan to effectively utilize our knowledge and experience to assess the evermore sophisticated
financial needs of our customers to propose innovative and value-added solutions.

Real estate finance is an example of an investment banking business with great potential.
The real estate market in Japan is presently undergoing major changes. The methodology for
determining real estate prices used to involve simple calculations of value per square meter
of floor space, but there is a growing shift toward estimating values based on how much
profit an individual property can be expected to generate. Regulatory reforms have made it
possible to supply such new products as non-recourse loans, asset-backed securities, and
real estate investment trusts (REITs). Besides providing real estate-related financing, ORIX has
accumulated experience in developing and managing real estate in Japan as well as leading-
edge real estate-related expertise through its operations in the United States. | believe this
combination of skills and expertise is unique in Japan and provides a base for further expan-
sion of our real estate-related finance operations.

Furthermore, ORIX’s marketing force is already receiving requests from clients for advice
on such topics as the sale of existing businesses, inheritance issues for owners of small busi-
nesses, and public offerings of privately-held companies. By collaborating with the
Investment Banking Headquarters and other specialized business units within ORIX, the mar-
keting staff is striving to provide tailor-made financial solutions to meet our customers’
diverse needs. ORIX is very well positioned to expand this business because of our unique

history of cross-selling financial products and services over our vast corporate network.

The Market Trend from Corporate to Personal Finance—
Accelerating the Profit Growth of ORIX’s Retail Businesses

Housing Loans
and Consumer
Card Loans

While consistently generating profit in its business with corporate customers, ORIX has also
implemented a long-term strategy aimed at increasing the share of its business with individ-
ual consumers. Based on trends in Japan’s financial markets as a whole, we expect retail
finance to become more prominent over the next decade and beyond. ORIX has more than

20 years’ experience in providing housing loans, with an initial focus on individuals seeking

ORIX Corporation 5



loans for the purchase of investment properties. Presently, these operations are conducted
by ORIX Trust and Banking (OTB), which, rather than just handling loans for investment pur-
poses, is also able to meet the various needs of individuals looking to OTB to buy properties
for self-occupancy. Aided by the purchase of assets in December 2001, housing loans
surged 42% in fiscal 2002, to ¥557 billion.

ORIX’s consumer card loan business is designed to meet the short-term financing needs
of customers with relatively high credit quality by providing cash loans charging reasonable
interest rates. These loans are efficiently marketed through direct mail, print media, and the
Internet. The balance of card loans has grown at annual rates exceeding 20% over the last
two years, reaching ¥230 billion at the end of March 2002.

Although both these operations can be considered moderately-sized niche businesses,
we expect them to make increasingly important contributions to ORIX’s earnings as we

expand our retail operations.

Overseas Tasks for Fiscal 2003—

Transforming the
Business of Our
Leasing Subsidiary

6 ORIX Corporation

Restructuring the Operations of U.S.-Based OFS

Overseas operations make up about a quarter of ORIX’s consolidated assets. In fiscal 1997,
the Asian region and the United States each accounted for about 30% of ORIX’s income
before income taxes. The U.S. operations continued to perform well after the Asian eco-
nomic downturn in 1997, with the Americas segment making up more than 30% of our seg-
ment profits through to fiscal 2000. These overseas businesses made an important
contribution to consolidated earnings when ORIX was struggling to cope with the fallout of
the bubble economy in the 1990s in Japan, while domestic operations have shown consider-
able strength as performance in the United States deteriorated in the last couple years. The
geographic diversification of ORIX’s business portfolio has been one of the key factors that
has enabled us to achieve rising profits for seven consecutive years.

In fiscal 2003, the biggest task for the overseas operations will be to rebuild ORIX Financial
Services, Inc. (OFS) in the United States, which has been in the process of restructuring for
close to two years. As part of this process, OFS has greatly reduced the size of its leasing
portfolio, in particular transportation equipment, which has suffered the most damage in the
past two years. OFS has also reduced its work force, streamlined its branch network and moved
its head office.

However, this restructuring has also been a process of rebuilding. While the leasing opera-
tions have been restructured and refocused, OFS has also recruited specialized teams who
have successfully developed new lending operations, with loans making up around 40% of
OFS’ operating assets at the end of March 2002, compared with only 16% at the end of the
previous year. During fiscal 2003, we do not anticipate much contribution in terms of profits
from OFS, but we do expect to continue to transform its business model and build a solid

foundation for renewed growth and profitability in the future.



Unique Corporate DNA for Taking Up New Challenges
Amid a Constantly Changing Environment

Combinin g | often hear people express the opinion that ORIX has such a wide variety of businesses that
Exp eri ence it is a difficult company to understand. True, we provide many diverse products and services
)

such as life insurance, automobile maintenance leases, and real estate finance. However,

Knowledge and
Teamwork to
Create New Value

insofar as each of these businesses adds value as capital flows through ORIX, | do not think
the fundamental components of our various businesses differ so greatly. They are all a kind
of processing business—characteristic of the financial services industry—with money as the
main raw material. | would like to stress that ORIX has not built up its operations by trying to
be the processor of all flows of money. Rather, we have continually worked to concentrate
our resources on the most profitable niches within both corporate and retail markets.

The profitability of niche markets eventually drops off when competitors arrive. In order to
sustain profitability by continually developing new niches for products and services that no
other company offers, it is necessary to combine experience, knowledge and teamwork to
create new forms of value. Fortunately, this combination is part of ORIX’s corporate DNA and
allows us to take up the changing challenges that we face. Regardless of the changes in our
operating environment, as long as we maintain this DNA, | am confident that ORIX can con-
tinue to grow and maximize long-term shareholder value.

The success of ORIX would not be possible without the support of our shareholders,
bondholders, customers, financial institutions, business partners, employees, and the many
other people that cooperated with ORIX during the fiscal year. | thank you all and look for-

ward to your continued support in the future.

April 25, 2002

\

/%;It\f ’i/j?
S, 797 L.

Yoshihiko Miyauchi
Chairman and CEO

ORIX Corporation 7



THE ORIX CHALLENGE—AN

Yasuhiko Fuijiki
President and COO

8 ORIX Corporation

INTERVIEW WITH THE COO

Changes in our operating environment are creating new business

opportunities for ORIX. The risks that ORIX faces are also changing.

By supplementing our existing know-how with additional specialist

capabilities, ORIX will strive to manage these risks to create new value.

Question

Why is ORIX shifting towards
new types of businesses that
appear riskier than your traditional

leasing and lending operations?

The reason is that we are seeking to
boost profitability and maximize
shareholder value. In fiscal 2002, our
ROA and ROE improved to 0.67%
and 8.4%, respectively, but these fig-
ures are not sufficient when judged
from a global perspective. This
reflects two factors. First, our main
businesses are asset-based busi-
nesses like leasing and lending to
corporate customers in Japan.
Second, because Japanese financial
markets remain primarily oriented

toward indirect financing, it is difficult
to get returns that match the risks
involved, as many risks associated with
debt financing have not been priced
as they would be in other markets.
Within such an environment, ORIX
has been able to raise profitability by
shifting its focus to the “service” com-
ponent of “financial services.” For
example, automobile maintenance
leases include service contracts
along with the financing and are more
profitable than some other types of



leasing. We have also been able to
sell financial products and increase
fee income. To boost our profitability
still further, we are doing more busi-
ness in real estate finance such as
non-recourse loans and distressed
asset workouts, and we have made
some selected equity investments, so
we must manage the risks of these
new businesses carefully. | am well
aware that the knowledge and
ability to control risk is crucial to
success in financial services, and
I believe ORIX can take up the chal-
lenges associated with these new
businesses that we are developing.

ROE & ROA

7.6%
ROE
ROA 039, 0:45%

97 ‘98

8.0%

99

Question

Does ORIX have the knowledge
and ability needed to succeed in

these businesses?

Many of ORIX’s traditional activities
have centered on providing leases to
small and medium-sized companies.
This has never been a low-risk area
considering that many of these com-
panies do not have credit ratings, so
sophisticated expertise is necessary to
evaluate them properly. Leasing is
essentially a form of unsecured
financing, in the sense that while we
have the leased equipment as a guar-
antee, we have never based our
credit evaluations on the assumption
that we can recover our investment
by repossessing the leased assets.
Instead, we have always carefully
evaluated customers’ cash flows,
business prospects, and manage-
ment to determine the creditworthi-
ness of each company. With this
background, we are quite confident in
our superior ability to extend credit
without collateral and determine cor-
porate value. We have also developed
many other capabilities needed to
provide sophisticated financial ser-
vices to corporate customers. When it

8.1% P

7.7%

0.67%

0.62%

0.57%

’00 01 02

comes to new businesses like equity
investment for example, ORIX has
acquired a number of companies as
part of its diversification over the
years, so we also have staff who
have extensive experience in M&A
and have the skills to evaluate the
growth potential of small and
medium-sized companies.

One area we are emphasizing in our
real estate financing operations is non-
recourse loans. Quite different from the
traditional Japanese financing method
of loans secured with real estate collat-
eral, non-recourse loans are secured
with the profit that the relevant prop-
erty is expected to generate in the
future. If an indebted company is
unable to repay its loan, ORIX must
ensure that the property’s earnings
power is unimpaired. Thus, in addi-
tion to financial know-how, the non-
recourse loan business requires
strong real estate development and
management capabilities. ORIX has
demonstrated its expertise in various
types of real estate business for more
than 15 years ever since it began rent-
ing corporate dormitories in the 1980s.

What this all means is that ORIX
has staff with experience in a variety
of business fields, and we frequently
hire skilled people from outside as
necessary. By supplementing our
existing know-how with addi-
tional specialist capabilities, |
believe that ORIX can manage the
risks in these new businesses.

ORIX Corporation 9



Question

How are you managing such risks
as those associated with equity

investments?

While equity investment is still a novel
concept for most Japanese financial
institutions, many European and
American investment banks have
been engaged in this business for
some time. In August 2000, ORIX
began offering small and medium-
sized companies throughout Japan
new solutions related to inheritance
issues of family-owned and other
closely-held companies. This busi-
ness involves acquiring an equity
stake in a company that is looking to
offer its shares to the public or sell
the company in a private transaction.
In such transactions, ORIX will work
together with that company’s man-
agement to maximize corporate value
and realized gains on the sale of its
equity stake in the company. The
profit on the sale of a successful
company can be considerable; at the
same time, there is a risk that our

10 oRrRIX Corporation

equity stake can become worthless.
When scrutinizing the companies we
are considering as investment candi-
dates, we draw on corporate evalua-
tion capabilities developed over many
years in our corporate leasing and
lending operations. Once a decision
is reached, we draw on our own
management expertise, fund pro-
curement know-how, and staff to
provide the companies with the
resources needed to maximize their
corporate value. In these ways, we
effectively manage risks while
generating profits. In this type of
business, we have clear exit strate-
gies from the very start, and this is
different from the approach of our
core operating businesses, which
emphasize the holding of investments
for longer periods.

Question

The business of purchasing and
servicing distressed assets is
risky. How are you controlling

risks related to such activities?

In our distressed asset business, we
buy pools of distressed loans from
financial institutions or other compa-
nies and then sell the associated real
estate collateral or develop other exit
strategies to recover the value of the
assets. After the collapse of the bub-
ble economy, ORIX gained consid-
erable experience recovering its
own problem assets. In 1999, we
established ORIX Asset Management
and Loan Services (OAMLS), which
uses our accumulated asset collec-
tion know-how to develop our busi-
ness involving the recovery of
problem assets purchased from other
companies. When acquiring dis-
tressed assets, we perform a thor-
ough due diligence to determine the
appropriate price, and our ability to
market real estate collateral is the key
factor that determines whether we
will generate profits as originally
planned. OAMLS strives to make the
most of the synergies within ORIX. It
works closely with ORIX Real Estate,
for its real estate development and
management know-how, and the
Real Estate Finance Headquarters,
for such expertise as that related to
non-recourse loans, to effectively
control risks while maximizing prof-
itability. Another important strength is
the expertise we are able to transfer
from ORIX Capital Markets (OCM),
which is a top player in the loan servic-
ing and corporate mortgage-backed
securities business in the United States.



In April 2002, OAMLS became the
first Japanese company to obtain a
rating from S&P for the three servicer
operation categories of primary ser-
vicer (comprehensive management
and recovery), special servicer (man-
agement and recovery of problem
assets), and master servicer (man-
agement and recovery of performing
assets), and was assigned S&P’s
second highest rating (“Above
Average”), which is the highest rating
of any Japanese company. While the
distressed asset business is presently
very attractive, with the increased
securitization of real estate-backed
loans, the need for master servicer
operations to handle performing
assets is expected to rise in Japan,
and ORIX is also proactively seeking
to expand its already strong position
in this field.

The Strength of OAMLS

Question

How are you managing the risks
associated with consumer card
loans, housing loans, and other

businesses involving individuals?

Our wholly-owned subsidiary, ORIX
Credit, initially did business providing
shopping credit services, but has
shifted to a strategy of specializing in
consumer card loans. As the card
loan business is highly profitable
and the related risks can be easily
managed, the new business strat-
egy has proven successful. We
now consider card loans to be one of
our particularly strong business fields.

While credit evaluation of individual
customers is different from that of
corporate customers, ORIX maintains
the same fundamental stance of
making credit decisions by consis-
tently focusing on the customer’s
fundamental ability to repay. First we
use a scoring system to assign points
in line with each applicant’s employ-
ment situation and credit record. At
the second stage, experienced credit
evaluation staff review the point levels
and other factors to perform a com-
prehensive evaluation.

(United States)

( ORIX Capital Markets )

ORIX Asset Management and Loan Services

s e i
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( ORIX Real Estate
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-Structured Finance
-Investment Planning
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ORIX has a long history of
extending housing loans. In the
1980’s, we began providing hous-
ing-related credit principally for
the purchase of condominiums as
investment properties. After the
1998 acquisition of ORIX Trust and
Banking (OTB), our housing loan
team was transferred to OTB, which
began financing the purchase of
homes for customers seeking to buy
properties for self-occupancy pur-
poses as well. In the housing loan
business, just as in the card loan
business, ORIX examines the individ-
ual customer along with the related
formal data to thoroughly evaluate all
factors pertaining to the loan. Based
on know-how acquired through the
investment-use loan business, we
offer housing loan services at three
loan plaza facilities in the greater-
Tokyo region and one facility in
Osaka, where we can meet directly
with potential borrowers and confirm
their credit worthiness.

Balance of Consumer Card Loans
& Housing Loans

(Billions of yen)
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Consumer Card Loans  Housing Loans
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF OPERATIONS

1 Performance Summary’

Revenues

ORIX’s total revenues for the fiscal year ended March 31,
2002 rose 12.3%, to ¥658,462 million ($4,942 million),
compared with the previous fiscal year. Life insurance pre-
miums and related investment income edged down slightly,
owing to the continued policy of marketing products that
yeild lower revenues but are more profitable. However,
strong growth in other operating revenues—such as those
from our condominium development business in Japan—
and increases in interest on loans and investment securities

both in Japan and overseas contributed to revenue growth.

Expenses

Total expenses increased 10.6%, to ¥585,093 million
($4,391 million). Revenue growth and the related expansion
of operations was accompanied by an increase in other
operating expenses and selling, general and administrative
(SG&A) expenses, while a drop in market prices of stocks
and bonds against the background of weak economies in
Japan and overseas resulted in an increase in write-downs
of securities. Provisions for doubtful receivables and possi-
ble loan losses also rose, reflecting a rise in the overall bal-
ance of loans to individuals as well as other additional
provisions made in Japan and overseas for corporate leas-
ing and lending operations. However, interest expense
decreased substantially due to a decline in interest rates in

Japan and overseas.

Earnings Summary

Income before Income Taxes and Net Income

Income before income taxes grew 23.3%, to ¥73,039 mil-
lion ($548 million), compared with the previous fiscal year,
while net income increased for the seventh consecutive fis-
cal year, rising 17.9%, to a record level of ¥40,269 million
($302 million).

New Business Volumes

Acquisitions in Japan were a major factor behind a 35.5%
rise in direct financing leases (new equipment acquisitions).
A substantial amount of housing loans was also acquired,
and together with strong organic growth in housing loans
and consumer card loans as well as increases in corporate
lending, new installment loans added rose a strong 81.0%

compared with the previous fiscal year.

Operating Assets

While substantial acquisitions of direct financing leases
were made during the fiscal year ended March 31, 2002,
approximately ¥202.8 billion ($1,522 million) in lease receiv-
ables was securitized during the year and total investment
in direct financing leases remained almost unchanged
compared with the previous fiscal year. However, growth in
installment loans and other operating assets led to an
increase in ORIX’s consolidated operating assets of 9.9%, to
¥5,528 billion ($41,486 million).

(Millions of yen)

Percent

2001 2002 Change change
TOtAl FEBVENUES ...ttt eeeaeaans ¥586,149 ¥658,462 ¥72,313 12.3
TOAl BXPENSES .vvviviiiiiieieee e 529,001 585,093 56,092 10.6
INcome before INCOME TAXES .......vvviiiiiiiiiiiei e 59,236 73,039 13,803 23.3
NELINCOME ...t e 34,157 40,269 6,112 17.9

1 All references to “fiscal 2001” and “fiscal 2002” refer to the fiscal years ended March 31, 2001 and March 31, 2002 respectively.
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New Business Volumes

(Millions of yen)

Percent

2001 2002 Change change
Direct financing leases (new equipment acquisSitions) ............cccvevinee. ¥723,330 ¥ 980,379 ¥257,049 35.5
INSTAIIMENT IOANS ...t 740,639 1,340,400 599,761 81.0
OPEratiNg IEASES .. vvvviiei ittt 143,158 146,203 3,045 2.1
[INVESTMENT IN SECUNTIES ... e 397,218 348,347 (48,871) (12.3)
Other operating aSSELS.....uvuiiiiiiiiiiie e 128,984 204,121 75,137 58.3

Assets (Millions of yen)

Percent

2001 2002 Change change
Investment in direct inanNCiNg 1€aSES ......vvvvvvviiiiiiiiii, ¥1,657,709 ¥1,658,669 ¥ 960 0.1
INSTAIMENT I0ANS .. ..t 1,846,511 2,273,280 426,769 23.1
Investment in operating 18aSeS..........uuviiiiiiiiiiiiiiiceeeeeee 451,171 474,491 23,320 5.2
INvestment iN SECUNMEIES ........c.vvviieiiiiiicccc e 942,158 861,336 (80,822) (8.6)
Other operating @SSELS .....uvviiiiiiiiec e 132,006 260,373 128,367 97.2
Total 0perating aSSELS .......vviviiiiiiiiiiiiiiie e 5,029,555 5,528,149 498,594 9.9
(@1 T TR UT USSR 561,756 822,070 260,314 46.3
TOtaAl @SSEIS ..oiiiiiiiie i ¥5,591,311 ¥6,350,219 ¥758,908 13.6

(1) Total Revenues and Operating Assets

1 Direct Financing Leases?

Revenues from direct financing leases increased 8.8% in
Japan owing to M&A activities and gains of ¥6,159 million
($46 million) from the securitization of direct financing lease
assets, but the scale-down of the leasing business in the
United States led to a 15.4% drop in revenues from over-
seas operations. Total revenues were ¥121,914 million

($915 million), virtually unchanged from the previous fiscal year.

New equipment acquisitions decreased 10.7% overseas
due to a fall in new business in the United States, but
surged 53.6% in Japan owing mainly to M&A transactions
involving Senko Leasing Co., Ltd., IFCO Inc., and
Hiroshima General Leasing Co., Ltd. As a result, the total
value of new equipment acquisitions was up 35.5%, to
¥980,379 million ($7,357 million).

Investment in direct financing leases totaled ¥1,658.7 billion
($12,448 million), a slight increase of 0.1% compared with
the previous fiscal year. While ORIX made a number of
acquisitions throughout the year, ¥188.9 billion ($1,418 mil-
lion) of domestic and ¥13.9 billion ($104 million) of overseas
leasing assets were securitized and these are accounted
for as off-balance sheet assets. In Japan, M&A transac-
tions and the robust expansion of ORIX Auto Leasing’s
operations increased the balance of transportation equip-
ment leases, but ORIX’s rigorous credit standards, which
restrained new transactions, and securitization resulted in

declines in other types of direct financing leases.

2 Direct financing leases consist of full-payout leases of various types of equipment, including office equipment, industrial machinery and trans-
portation equipment (aircraft, vessels, and automobiles). For information on the recognition of revenues for direct financing leases, see Note
1 (e) on page 41. For further details on investment in direct financing leases, see Note 4 on page 47. For information on the securitization of

financing leases, see Note 9 on page 51.
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Direct Financing Leases (Millions of yen)

Percent

2001 2002 Change change

Direct financing 18aSe reVENUES..........uuuiiiiiiiiiiiiiiiieieeeeee e ¥ 122,003 ¥ 121,914 ¥ (89) 0.1)
JAPAN L 77,365 84,151 6,786 8.8
OVBISEAS ..vvvitee ettt ettt e e 44,638 37,763 (6,875) (15.4)
New equipment aCQUISITIONS .........coiiiiiieiiiice e ¥ 723,330 ¥ 980,379 ¥257,049 35.5
JAPDAN Lot 519,839 798,712 278,873 53.6
OVBISEAS ..vvttiietiiiiit ettt et e e e aaraa s 203,491 181,667 (21,824) (10.7)
Investment in direct finanCiNg 1€aSES ... ¥1,657,709 ¥1,658,669 ¥ 960 0.1
JAPAN ¢ 1,193,332 1,255,537 62,205 5.2
OVBISEAS ..vvvtiietiiitit ettt et e e 464,377 403,132 (61,245) (13.2)

Investment in Direct Financing Leases by Category (Millions of yen)

Percent

2001 2002 Change change

Information-related and office equipment.............ccccvveeeiiiiiice e, ¥ 334,174 ¥ 262,524 ¥ (71,650) (21.4)
Industrial eqUIPMENTt ......ccooiiiiiiiieiiiee e, 372,542 286,942 (85,600) (23.0)
Commercial services equipment 193,624 186,115 (7,509) 8.9
Transportation equipment............cc.v.e. 415,246 603,843 188,597 454
OB s 342,123 319,245 (22,878) 6.7)
TOMAL et ¥1,657,709 ¥1,658,669 ¥ 960 0.1

2 Operating Leases?®

Revenues from operating leases increased 6.5%, to
¥120,807 million ($907 million), primarily due to growth in
automobile leases in Japan and overseas. In fiscal 2001
and 2002, gains from the disposition of operating lease
assets were ¥7,883 million and ¥3,467 million ($26 million),
respectively, and these figures are included in revenue from

operating leases.

Operating Leases

New equipment acquisitions of operating leases rose a
slight 2.1%, to ¥146,203 million ($1,097 million), reflecting
the acquisition of Nihon Jisho Corporation (real estate) and
IFCO Rent-A-Car Corporation (transportation equipment) in
Japan as well as an automobile leasing company in

Thailand (transportation equipment).

Investment in operating leases grew 5.2%, to ¥474,491
million ($3,561 million), reflecting rises in transportation
equipment and real estate leases due to the acquisitions

mentioned above.

(Millions of yen)

Percent

2001 2002 Change change
Operating 18aSE MBVENUES .......c.oiiiiiieee ittt ¥113,478 ¥120,807 ¥ 7,329 6.5
JAPAN o —————————— 83,612 87,732 4,120 4.9
OVEBISBAS ...ttt ettt e e e e 29,866 33,075 3,209 10.7
New equipment aCQUISITIONS ........coiiiiiiiiiiei e ¥143,158 ¥146,203 ¥ 3,045 2.1
JAPAN o ————————— 114,784 116,933 2,149 1.9
OVEBISBAS ...ttt ettt e e e e 28,374 29,270 896 3.2
INvestment in 0perating leaSes ........ovuveiiiiiiiiiee e ¥451,171 ¥474,491 ¥23,320 5.2
320,638 338,719 18,081 5.6
130,533 135,772 5,239 4.0

3 Unlike direct financing leases, operating lease assets are recorded at cost and are depreciated over their estimated useful lives mainly on a
straight-line basis. For information on recognition of revenues for operating leases, see Note 1 (g) on page 42. For details on the acquisition
cost and accumulated depreciation of operating lease assets, see Note 5 on page 47.
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Investment in Operating Leases by Category (Millions of yen)

Percent
2001 2002 Change change
Transportation EqUIPMENT ........iiiiiiiiii e ¥165,218 ¥187,605 ¥22,387 13.5
Measuring equipment and personal COMPULEYS...........ceeiiririiieeriiiiiieeenns 77,808 71,527 (6,281) 8.1)
Real estate and Other............ovviiiiii e 208,145 215,359 7,214 3.5
O Al e ¥451,171 ¥474,491 ¥23,320 52
3 Installment Loans and Investment Securities* consumer card loans in Japan as well as a rise in U.S. cor-

Interest on loans rose 16.7%, to ¥99,732 million ($748 porate lending.

million), due to an increase in assets both in Japan and over- . )
The balance of installment loans increased 23.1%, to

seas. Gains from the securitization of installment loans of . .
¥2,273.3 billion ($17,060 million), due to the strong growth

¥3,076 million ($23 million) are included in interest on loans. ) o ) ) )
in loans to individuals in Japan and corporate lending both in

New loans added surged 81.0%, to ¥1,340.4 billion Japan and overseas. Approximately ¥46.1 bilion ($346 mil-
($10,059 million), reflecting growth in loans to corporate lion) of card loan assets were securitized in Japan, and these
customers, housing loans (including acquisitions) and are accounted for as off-balance sheet assets.
Installment Loans (Millions of yen)
Percent
2001 2002 Change change
Interest on iNstallment [0aNS ..........viiiiiii i, ¥ 85,441 ¥ 99,732 ¥ 14,291 16.7
JADAN - 58,100 70,135 12,035 20.7
OVBISEBAS ...ttt e 27,341 29,597 2,256 8.3
NEW 10aNS @AAEA .....vvieiiiieeiiee e ¥ 740,639 ¥1,340,400 ¥599,761 81.0
JADAN e 658,243 1,144,667 486,424 73.9
OVEISEAS ...ttt ettt 82,396 195,733 113,337 137.6
INStAlIMENT IOBNS ... ¥1,846,511 ¥2,273,280 ¥426,769 23.1
1,489,065 1,840,289 351,224 23.6
357,446 432,991 75,545 21.1

4 The consolidated balance sheets figures for the balance of “installment loans” and “investment in securities” include the operating assets of
the life insurance operations, but the consolidated statements of income figures for “interest on loans and investment securities” exclude rev-
enues from life insurance operating assets. See page 18, “balance of investments by ORIX Life Insurance,” for a breakdown of operating
assets in the life insurance operations. Gains on investment securities are included in “brokerage commissions and gains on investment
securities” in the consolidated statements of income. Income stemming from the life insurance business—including interest income from
installment loans, interest income from investment securities, and gains on the sale of investment securities—is included in “life insurance
premiums and related investment income” in the consolidated statements of income.
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Installment Loans by Region and Loan Type

(Millions of yen)

Domestic borrowers:

Consumers: HOUSING 108NS ...

Card 10aNS......covviiieii e

Other .o,

Subtotal.....eeiiiii

Commercial: Real estate related companies................
Commercial and industrial companies

Subtotal.....coiiii

Total (Japan)......ccccveeeeeviiieeeeeiiiiieeeenn

Foreign commercial, industrial and other borrowers....................

Loan origination COStS, Net.........ooooiiiiiiiiiieee

TOAL e

Percent

2001 2002 Change change
..... ¥ 392,896 ¥ 557,461 ¥164,565 41.9
..... 181,215 230,358 49,143 27.1
..... 43,959 44,829 870 2.0
..... 618,070 832,648 214,578 34.7
..... 222,818 278,367 55,649 24.9
..... 627,252 708,031 80,779 12.9
..... 850,070 986,398 136,328 16.0
..... 1,468,140 1,819,046 350,906 23.9
...... 357,446 432,771 75,325 211
..... 20,925 21,463 538 2.6
..... ¥1,846,511 ¥2,273,280 ¥426,769 23.1

Interest on investment securities decreased 7.4%, to
¥22,230 million ($167 million), owing to a decline in the bal-

ance of investment in securities both in Japan and overseas.

New securities added fell 12.3%, to ¥348,347 million
($2,614 million), as a result of slight drops in the life insur-

ance and venture capital operations in Japan, with larger

Investment Securities

decreases overseas against the background of weak mar-

ket conditions.

While investment in “other securities” grew due to higher
investment in investment funds, the balance of investment
in securities was down 8.6%, to ¥861,336 million
($6,464 million).

(Millions of yen)

Percent

2001 2002 Change change

Interest on iNVeStMEeNt SECUMTIES ........civiiiiiiiiiieiiee e ¥ 24,007 ¥ 22,230 ¥ (1,777) (7.4)
JAPAN Lo 5,081 3,533 (1,548) (30.5)
OVEISEAS ...vveieiee ettt ettt e ettt e e e et e e e e ettt e e e e et eeaeeane 18,926 18,697 (229) (1.2)
New securities added ........ccooiiiiiiieiiiiiiie e ¥397,218 ¥348,347 ¥(48,871) (12.3)
JAPAN L 315,634 304,248 (11,386) (3.6)
OVEISEAS ...vveieieeteiiet ettt e ettt e e e et e e e e ettt e e e e et eeaeaeane 81,584 44,099 (87,485) (45.9)
INVESTMENT IN SECUNTIES ..oieiiiiiiiiiee ettt ¥942,158 ¥861,336 ¥(80,822) (8.6)
JAPAN Lo 731,442 651,702 (79,740) (10.9)
OVEISEAS ...vteieieeteiitet ettt e ettt e e et e e e e ettt e e e e e et e e e e nnes 210,716 209,634 (1,082) (0.5)
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Investment in Securities by Security Type®

(Millions of yen)

Percent

2001 2002 Change change

Trading SECUNMTIES .. ...ciiiieeeie it
Available-for-sale SECUNTIES ......ccovvviiiiiiiiiiiiiiiieee e
Held-to-maturity SECUNtieS .........cooiiiiiiiiiiiie
Oher SECUNMTIES .....vvviiiee ittt

.............. ¥ 581 ¥ 879 ¥ 208 51.3

.............. 841,400 718,919 (122,490)  (14.6)
.............. 13,005 16,008 3,003 23.1

.............. 87,163 125,530 38,367 44.0
.............. ¥942,158 ¥861,336 ¥ (80,822) (8.6)

4 Brokerage Commissions and
Gains on Investment Securities
Reflecting lower trading volumes in Japan, the brokerage

commissions of ORIX Securities decreased 9.6%, to

Brokerage Commissions and Gains on Investment Securities

¥2,940 million ($22 million), while gains on investment
securities surged 75.2%, to ¥15,427 million ($116 million),
due to the realization of gains from venture capital invest-

ments in Japan.

(Millions of yen)

Percent

2001 2002 Change change

Brokerage COMIMISSIONS ......viieiiiiiiiie ettt e ¥ 3,252 ¥ 2,940 ¥ (312) (9.6)
Gains on investment SeCUrties, NEL......cooii i 8,803 15,427 6,624 75.2

¥18,367 ¥6,312 52.4

5 Life Insurance Operations®

Life insurance premiums of ORIX Life Insurance decreased
4.3%, to ¥135,479 million ($1,017 million). These drops
were due to ORIX Life Insurance’s policy of emphasizing

profitability in line with which it discontinued the sale of

Life Insurance Premiums and Related Investment Income

single premium endowment insurance and devoted consid-
erable energy to the marketing of such products as term
and whole life insurance that produce lower revenues but
higher margins. Related investment income was approxi-

mately unchanged at ¥16,854 million ($126 million).

(Millions of yen)

Percent

2001 2002 Change change
Life INSUranCe PreMIUMS ....viiiiiiiiiiiiee et ¥141,528 ¥135,479 ¥(6,049) (4.3)
Life insurance related investment income 16,786 16,854 68 0.4

............... ¥158,314

¥152,333 ¥(5,981) (3.8)

5 Investment in securities associated with the life insurance business is included in these figures. For detailed figures regarding investment in
securities in the life insurance operations see “5  Life Insurance Operations.”

6 Interest on investment securities, gains on the sale of securities, interest on loans, and real estate income related to the life insurance operations
are included in life insurance related investment income. For information on the amortization of life insurance costs charged to income, see Note

| on page 63.
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Balance of Investments by ORIX Life Insurance’

(Millions of yen)

Percent

2001 2002 Change change
Fixed iINCOME SECUMEIES ....iiiiiiiiiieiii e ¥519,995 ¥433,463 ¥(86,532) (16.6)
Marketable equity SECUMTIES ......cooiiiiiiiiiiii e 7,167 73 (7,094) (99.0)
OTNEI SECUNMTIES ..vvvvvie ettt 9,975 23,596 13,621 136.6
Total investment in SECUMTIES ......ooviviiiiieiiii e 537,137 457,132 (80,005) (14.9)
Other INVESTMENTS ... 6,749 86,606 79,857 1,183.2
Lo = USSP PUR TR UPPPPRR ¥543,886 ¥543,738 ¥ (148) (0.0)

6 Other Operations®

Other operating revenues surged 78.1%, to ¥121,705
million ($913 million). In Japan, strong growth in revenues
from the condominium development business made up
¥58,078 million ($436 million) of this total, and revenues
from loan servicing and other fee-based businesses also
increased. Overseas, contributions to performance were
made by loan servicing and the sale of real estate in the
United States.

As a consequence of the acquisition of assets for a real
estate investment trust (REIT) and the expansion of the
condominium development business, new assets added
advanced 58.3%, to ¥204,121 million ($1,532 million).

The balance of other operating assets rose sharply by
97.2%, to ¥260,373 million ($1,954 million), owing to the

growth of new assets added.

Other Operations (Millions of yen)
Percent
2001 2002 Change change
Other 0perating rEVENUES .......coiiiiiiiieiiiiiiee et ¥ 68,331 ¥121,705 ¥ 53,374 78.1
JAPAN Lo ————————— 59,081 109,730 50,649 85.7
OVEISEAS ..o ittt bttt a e e e e e e e e eaaaa s 9,250 11,975 2,725 29.5
New assets added ........oooiviiiiiiieie e ¥128,984 ¥204,121 ¥ 75137 58.3
JAPAN Lo ——————— 86,376 180,903 94,527 109.4
OVEISEAS ..o iiii ettt ettt e e e e e e e e e e eaaaa s 42,608 23,218 (19,390) (45.5)
Other operating a@SSELS ..ovvviiiiiiiii e ¥132,006 ¥260,373 ¥128,367 97.2
JAPAN Lo —————————— 106,778 248,216 141,438 132.5
OVEISEAS ..ottt ettt et a e e e e e e e e e e e e e e 25,228 12,157 (13,071) (51.8)

(2) Expenses

1 Interest Expense

As a result of declines in domestic and overseas interest
rates as well as the Company’s effective control of market
risks—such as interest rate and liquidity risks—through its
asset-liability management (ALM) systems, ORIX was able
to respond quickly to changing market environments, and
interest expense fell 17.3%, to ¥90,348 million ($678 million).

2 Depreciation of Operating Leases

Reflecting a large rise in new investment in operating leases
during the previous fiscal year, the depreciation of operating
lease assets grew 12.8%, to ¥77,047 million ($578 million).

7 The balance of life insurance business related investment securities is included in “investment in securities” in the consolidated balance

sheets. Other investments are mainly real estate and installment loans.

8 Other operating revenues include revenues from the condominium development business, and loan servicing and other fee-based businesses.
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3 Life Insurance Costs

Owing to a rise in insurance payments, life insurance costs
decreased at a slightly slower rate than the 3.8% rate of
decline in life insurance premiums and related investment
income, falling 2.7%, to ¥139,786 million ($1,049 million).

4 Other Operating Expenses

Other operating expenses principally comprise the cost of
sales for ORIX’s condominium operations. Reflecting a rise
in sales associated with residential housing development,
other operating expenses grew 81.6%, to ¥79,131 million
($594 million).

5 SG&A Expenses

Employee salaries and other personnel expenses account
for approximately half of SG&A expenses, and the remain-
ing half consists of such general expenses as office rental
and communications and travel expenses.

A rise in the number of consolidated companies, the
cost of restructuring in the United States (approximately
¥2.6 billion ($20 million)), and the influence of exchange
rates were the major factors underlying a 24.9% increase in
SG&A expenses, to ¥126,316 million ($948 million).

6 Provision for Doubtful Receivables on Direct
Financing Leases and Possible Loan Losses
To prepare for a possible increase in personal and corpo-
rate bankruptcies in Japan due to the prolonged weakness
of economic conditions as well as to respond to new cases
of past-due receivables principally emerging due to the
downturn in the U.S. economy, ORIX recorded ¥51,367
million ($385 million) in provisions in fiscal 2002, an

increase of 15.2%.

Primarily as a result of the deterioration of leasing assets in
the United States, the balance of 90+ days past-due
direct financing leases grew 26.9%, to ¥67,924 million
($510 million). ORIX made ¥23,237 million ($174 million) of
provisions for doubtful receivables on direct financing
leases, increasing the allowance for doubtful receivables
24.3%, to ¥50,837 million ($382 million), which represents
74.8% of the 90+ days past-due direct financing leases

compared with 76.4% in the previous fiscal year.

The balance of 90+ days past-due installment loans not
attributable to FASB Statement No. 114 fell 12.5%, to
¥74,199 million ($557 million). In response to a rise in the
balance of loans to individuals, ORIX made ¥21,240 million
($159 million) in provisions for possible loan losses, increas-
ing the balance of its allowance for possible loan losses
5.7%, to ¥56,188 million ($422 million). The ratio of this fig-
ure to the balance of 90+ days past-due loans was thereby
increased to 75.7%, from 62.7% at the end of the previous

fiscal year.

The balance of loans considered impaired under the
definition contained in FASB Statement No. 114 was
¥113,000 million ($848 million), of which the portion requir-
ing reserves was ¥71,802 million ($539 million). The
Company made provisions of ¥6,890 million ($52 million)
for these loans, and the allowance was ¥45,862 million
($344 million) at the end of March 2002.°

9 For further information on FASB Statement No. 114, see Note 7 on page 49.
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90+ Days Past-Due Direct Financing Leases and Loans not Attributable to FASB Statement No. 114

(Millions of yen)

Percent
2001 2002 Change change
90+ days past-due direct finanCiNg 18ASES .......ccovivviiiiiiiiiie ¥563,615 ¥67,924 ¥14,409 26.9
90+ days PaSt-AUE I0BNS .....cvvviiiiiic e 84,827 74,199 (10,628) (12.5)
Loans Considered Impaired under FASB Statement No. 114 (Milions of yen)
Percent
2001 2002 Change change
IMPAINEA JOBNS ...ttt ¥120,090 ¥113,000 ¥(7,090) (5.9
Impaired loans requiring a valuation allowance .............cccceeeeeiiiiieeeeciinnnn.n. 73,636 71,802 (1,834) (2.5)
EXPECIEA MECOVENIES ... it 26,599 25,940 (659) (2.5)
Valuation @llOWANCE ........cocuviiiei it 47,037 45,862 (1,175) (2.5)

Allowance for Doubtful Receivables on Direct Financing Leases and Possible Loan Losses™

(Millions of yen)

Percent
2001 2002 Change change
Beginning balanCe ...........oeiiiii e ¥136,939 ¥141,077 ¥ 4138 3.0
Direct fiNaNCING 18ASES .....eeeiiiiiiiieee e 35,783 40,885 5,102 14.3
Loans not attributable to FASB 114 ..o 49,365 53,155 3,790 7.7
FASB 114 impaired I08NS .......vvvieiieiiiiiiiee e 51,791 47,037 (4,754) 9.2)
Provisions charged 10 INCOME ......cooiiiiiiiiieic e ¥ 44,584 ¥ 51,367 ¥ 6,783 15.2
Direct fiNaNCING 18ASES .....veeiiiiiiiiie e 22,619 23,237 618 2.7
Loans not attributable to FASB 114 ..., 16,417 21,240 4,823 29.4
FASB 114 impaired [0aNnS ........coooiiiiiiiiiiiiiie e 5,548 6,890 1,342 24.2
CNargE-0ffS ..ot ¥ (46,306) ¥ (49,340) ¥ (3,034) 6.6
Direct fiNaNCING 18ASES .....veei i (20,679) (21,364) (685) 3.3
Loans not attributable to FASB 114 ... (14,442) (19,501) (5,059) 35.0
FASB 114 impaired I08NS .....c.vveieiieiiiiiiiee e (11,185) (8,475) 2,710 (24.2)
(1 0T = PP PPPPPRRR ¥ 5,860 ¥ 9,783 ¥ 3,923 66.9
Direct fiNaNCING 18ASES .....veeiiiiiiiieee e 3,162 8,079 4,917 155.5
Loans not attributable to FASB 114 ... 1,815 1,294 (621) (28.7)
FASB 114 impaired I08NS .....c.cveieieiiiiiiiie e 883 410 (473) (563.6)
ENAiNg DalanCe .......ooiiii e ¥141,077 ¥152,887 ¥11,810 8.4
Direct fiNaNCING 18ASES .....veeiiiiiiiiiieeeii e 40,885 50,837 9,952 24.3
Loans not attributable to FASB 114 ..., 53,155 56,188 3,033 5.7
FASB 114 impaired I08NS ........vvviiieiiiiiiieees e 47,037 45,862 (1,175) (2.5)
*Other includes foreign currency translation adjustments and the effect of acquisitions.
7 Write-downs of long-lived assets™ 8 Write-downs of securities'
Based on FASB Statement No. 121 (“Accounting for the The Company wrote down the value of securities with a
Impairment of Long-Lived Assets and for Long-Lived total value of ¥19,742 million ($148 million), up 82.0% from
Assets to Be Disposed Of”), the Company wrote down the level in the previous fiscal year. These securities
¥2,716 million ($20 million) in domestic real estate project included write-downs of approximately ¥3.7 billion ($28 million)
assets included within investment in operating leases, other in securities associated with Enron Corporation, approximately
operating assets, and advances. ¥7.0 billion ($53 million) in high-yield bonds in the United

States, and the remainder primarily Japanese equity securities.

10 For segment information on the allowance for doubtful receivables and possible loan losses, see Note P on page 68.
11 For further information on write-downs of long-lived assets, see Note 1 (u) on page 44.
12 For further information on write-downs of securities, see Note 1 (h) on page 42.
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(3) Equity in Net Income (Loss) of and Gain (Loss) on
Sales of Affiliates

During fiscal 2002, equity in net income (loss) of and gain
(loss) on sales of affiliates was a loss of ¥330 million ($2
million) due primarily to continued losses at a Bermuda-based
futures trading and reinsurance affiliate. The gain on the
disposal of equity investments in affiliates was ¥119 million
($1 million).

(4) Provision for Income Taxes
Income taxes rose in line with the increase in income

before income taxes.

3 Cash Flows

Net cash provided by operating activities increased 8.7%,
to ¥257,635 million ($1,933 million). While ORIX’s height-
ened emphasis on profitability in its marketing operations in
the life insurance business resulted in a slowdown in the
rate of increase in policy liabilities, an increase of interest on
loans along with strong condominium sales led to the

increase in net cash from operating activities.

4 Segment Information®

The following financial information by segment is regularly
used by ORIX’'s management as a basis for evaluating per-
formance and making decisions on the distribution of cor-
porate resources. Domestic operations are segmented by
type of business, while overseas operations are segmented
by region.

Segments in Japan accounted for 84.7% and 92.1% of
total segment profit in fiscal 2001 and 2002, respectively.
At the end of March 2002, ¥4.3 trillion ($32 billion), or

approximately 76.3%, of total segment assets were in Japan.

(5) Net Income

Operating income totaled ¥73,369 million ($551 million), up
28.4% from the previous fiscal year, and income before
income taxes was ¥73,039 million ($548 million), up
23.3%. Net income grew 17.9%, to ¥40,269 million ($302
million), representing the seventh consecutive fiscal year of
higher profits. As a result, net income per share on a
diluted basis was ¥467.11 ($3.51), up 16.5% from the pre-

vious year.

Net cash used in investing activities grew 7.0%, to
¥305,711 million ($2,294 million), due to a large rise in
installment loans made to customers, which offset a rise in
proceeds from the sale of available-for-sale securities.

Net cash provided by financing activities was ¥246,116
million ($1,847 million), resulting in cash and cash equiva-
lents at the end of the fiscal year of ¥354,748 million
($2,662 million), up ¥199,337 million ($1,496 million).

Segments overseas accounted for 15.3% and 7.9% of
total segment profits in fiscal 2001 and 2002, respectively.
At the end of March 31, 2002, ¥794.3 billion ($5,961 million),
or 14.0%, of total segment assets were in the Americas;
¥435.1 billion ($3,265 million), or 7.7%, in Asia and Oceania;
and ¥113.8 billion ($854 million), or 2.0%, in Europe.

13 For more-detailed segment information, see “Note P , Segment Information” on page 68. For more information on the major business divi-
sions and subsidiaries in each segment, refer to the “Directory (by Segment)” on page 73.
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Segment Profit (Loss)

(Millions of yen)

Percent
2001 2002 Change change
Domestic Business Segments
Corporate fINANCE ....ouvviiiee i e e ¥44,427 ¥48,066 ¥ 3,639 8.2
Equipment operating [8aSES .........oouviiiiiiiiiii 11,165 9,906 (1,259) (11.3)
Real estate-related fiNanNCe ......oooovviiii i 1,944 5,654 3,710 190.8
REAI BSTATE .. evii i (4,604) 5,842 10,446 —
LI INSUIANCE ...t 5,982 5,764 (218) (3.6)
(@] (o= PP P PP S PR PPPPR 1,035 4,941 3,906 377.4
SUBTOTAL .t 59,949 80,173 20,224 33.7
Overseas Business Segments
THE AMEIICAS ...ttt 8,896 810 (8,086) (90.9)
ASIa AN OCEANIA .........euviiie e 1,203 5,433 4,230 351.6
BEUNODE e 716 600 (116) (16.2)
SUDTOTAL .1t 10,815 6,843 (3,972) (36.7)
Total Segment Profit (LOSS) ....ceciiuvviieeiiiiiiiee et 70,764 87,016 16,252 23.0
RECONCIHIATION. ... it (11,528) (13,977) (2,449) —
Consolidated income before iNCoOmMe taxes.......cooovvveviviiiiiiiiiiiieieeeeein, ¥59,236 ¥73,039 ¥13,803 23.3
Segment Assets (Millions of yen)
Percent
2001 2002 Change change
Domestic Business Segments
Corporate fiINANCE.......ooiiiiiiiiiiee e ¥1,889,538 ¥1,960,380 ¥ 70,842 3.7
Equipment operating [eases ..........cvvviiiiiiiiiiiee 134,270 147,444 13,174 9.8
Real estate-related finanCe ............ccccceeeiiiiiiiiiire 606,301 1,012,896 406,095 66.9
REAI BSTALE .. .viviii e 310,340 326,473 16,133 5.2
LIfE INSUIANCE ... 543,886 543,738 (148) (0.0)
OB e 284,835 352,433 67,598 23.7
SUBTOTAl ..o 3,769,670 4,343,364 573,694 156.2
Overseas Business Segments
The AMEIICAS .....vvieii e 804,118 794,330 (9,788) (1.2)
ASIA AN OCBANIA ... ..o 402,707 435,093 32,386 8.0
BUMODE .. 158,646 113,844 (44,802) (28.2)
SUBLOLAl L. 1,365,471 1,343,267 (22,204) (1.6)
Total SEgMENt ASSELS ..vvvviieiiiiiiiec e 5,135,141 5,686,631 551,490 10.7
RECONCIIATION ... (105,586) (158,482) (52,896) —
Total consolidated operating assets ........cooviviiiieeiiiiiiee e ¥5,029,555 ¥5,528,149 ¥498,594 9.9
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(1) Domestic Business Segments

1 Corporate Finance

ORIX’s corporate finance operations center on direct
financing leases and installment loans, other than real
estate loans, to corporate customers as well as the sale of
a variety of financial products and other fee business.

Segment profit increased 8.2%, to ¥48,066 million ($361
million), due to strong performances in direct financing
leases and corporate loans, with the contribution of leases
stemming both from acquisitions and gains from the secu-
ritization of leasing assets. While acquisitions were a factor
in new business volumes, the securitization of ¥188.9 bil-
lion in financing leases resulted in segment assets of
¥1,960,380 million ($14,712 million), a rise of 3.7% com-
pared with the previous fiscal year.

ORIX continued to position automobile leasing as a strate-
gic growth business and ORIX Auto Leasing, which concen-
trates on the leasing and fleet maintenance of cars and small
trucks, continued to grow strongly throughout the year.
ORIX was also able to establish a full-scale presence in the
leasing market for larger trucks through the acquisition of
the truck leasing companies IFCO and Senko Leasing. The

number of vehicles leased by ORIX at fiscal year-end was
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E Segment Profit (Loss) (left)
O Segment Assets (right)

approximately 389,000, up 36.4% from the previous year,
and included approximately 70,000 vehicles leased by
IFCO and Senko Leasing.

2 Equipment Operating Leases

The equipment operating lease business principally com-
prises the rental of precision measuring equipment and per-
sonal computers to corporate customers as well as
automobile rental operations.

Segment profit decreased 11.3%, to ¥9,906 million ($74
million), reflecting a decline in the capacity utilization rate for
the measuring equipment rental business. Segment assets
increased 9.8%, to ¥147,444 milion ($1,107 million), partly
due to an increase in automobile rentals with the acquisition

of IFCO, which included a small automobile rental subsidiary.

3 Real Estate-Related Finance

ORIX’s real estate-related finance business encompasses
real estate loans to corporate customers and housing loans
to individuals. ORIX is also expanding its business involving
loan servicing, commercial mortgage-backed securities
(CMBS), and REITs.
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Segment profit surged 190.8%, to ¥5,654 million ($42
million), reflecting contributions from ORIX Trust & Banking’s
housing loan operations and non-recourse loans to corpo-
rate customers from ORIX’s Real Estate Finance
Headquarters. Together with organic growth in housing
loans to individuals and corporate loans, acquisitions of
housing loans and real estate assets (for inclusion in a
REIT) boosted segment assets 66.9%, to ¥1,012.9 billion
($7,602 million).

4 Real Estate

ORIX’s real estate business consists principally of condo-
minium development and office rental activities as well as the
operation of such facilities as hotels, employee dormitories,
and training facilities.

Fiscal 2002 segment profit reached ¥5,842 million ($44
million), a considerable improvement compared with the
segment loss of ¥4,604 million recorded in the previous fis-
cal year. Sustained strong performance in condominium
development and increased profitability in the property
rental business, together with a decrease in write-downs of
long-lived assets from ¥4,090 million to ¥2,716 million ($20 mil-
lion), contributed to this improvement in profitability. Segment
assets grew 5.2%, to ¥326,473 million ($2,450 million).
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5 Life Insurance

The life insurance segment consists of direct and agency
life insurance sales and related activities conducted by
ORIX Life Insurance.

Segment profit decreased 3.6%, to ¥5,764 million ($43
million), due to ¥1,141 million ($9 million) in write-downs of
securities related to Enron Corporation.The outstanding
balance of segment assets remained unchanged at
¥543,738 million ($4,081 million).

6 Other

The other segment encompasses securities transactions,
venture capital operations, consumer card loan operations,
and new businesses.

Owing to contributions from gains on the sale of securities
in venture capital operations and growth in card loan opera-
tions, segment profit surged 377.4%, to ¥4,941 milion ($37
million). The outstanding balance of segment assets grew
23.7%, to ¥352,433 million ($2,645 million), mainly due to a

rise in the balance of card loans.
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(2) Overseas Business Segments

1 The Americas

ORIX’s principal businesses in the Americas segment are
direct financing leases, corporate lending, securities invest-
ment, commercial mortgage-backed securities (CMBS)
related business, and real estate development.

In fiscal 2002, contributions to segment profit by the
CMBS-related operations and gains on the sale of real
estate were offset by write-downs of high-yield bonds as
well as restructuring expenses and provisions for doubtful
receivables in the leasing business related to transporta-
tion, construction, and other equipment. As a result, seg-
ment profit in the Americas fell 90.9%, to ¥810 million ($6
million), while segment assets edged down 1.2%, to
¥794,330 million ($5,961 million).

2 Asia and Oceania
Principal businesses in Asia and Oceania involve direct
financing leases, operating leases for precision measuring
equipment and transportation equipment, corporate lend-
ing, and securities investment.

In fiscal 2002, segment profit grew 351.6%, to ¥5,433 mil-
lion ($41 million), as the appreciation of the Indonesian

rupiah generated foreign exchange gains and direct
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financing lease and installment loan operations in various
countries contributed to profitability. Segment assets were
¥435,093 million ($3,265 million) at fiscal year-end, up 8.0%.

3 Europe

ORIX’s principal businesses in Europe center on aircraft
operating leases, corporate loans, and securities invest-
ments.

In fiscal 2002, segment profit was approximately
unchanged at ¥600 million ($5 million). Segment assets
were ¥113,844 million ($854 million) at fiscal year-end,
down 28.2%.
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5 Funding and Liquidity

(1) Funding Strategy

ORIX has continued to diversify its funding methods and
sources over the years in order to maintain stable access
to funding and reduce its interest expense. ORIX also flexi-
bly adjusts its funding structure to adapt to changing mar-
ket environments. ORIX strives to consistently undertake
smooth and low-cost fund procurement by monitoring risks
associated with fluctuations in interest rates and liquidity
levels and promptly responding to changes in the financial
environment. To achieve this, it has built asset-liability man-
agement (ALM) systems, drafts timely funding strategies,

and endeavors to conduct funding operations efficiently.

(2) Balance of Indirect and Direct Funding Methods
ORIX’s funding operations include borrowings from finan-
cial institutions and direct fund procurement from the capi-
tal markets. Among its diverse borrowing sources are city
banks, trust banks, regional banks, life insurance compa-
nies, casualty insurance companies, and foreign banks.
ORIX had borrowings from 189 such financial institutions
and companies as of March 31, 2002. The Company pro-
cures funds directly from capital markets through the
issuance of corporate bonds, commercial paper (CP), and
euro medium-term notes (MTNs) as well as the securitiza-
tion of leasing and other assets.

To facilitate funding operations, ORIX has obtained credit
ratings for its notes and bonds from two Japanese rating
agencies. As of March 31, 2002, ORIX’s domestically issued
straight bonds and a euro MTN program have been
assigned AA- ratings by both Rating and Investment
Information Inc. (R&l) and Japan Credit Rating Agency, Ltd.
(JCR). ORIX’s domestic CP is rated a-1+ by R&l and J-1+ by
JCR. ORIX is authorized to issue as much as ¥1.5 trillion
($11 billion) in CP, up ¥200 billion ($1,501 million) from the
previous fiscal year.

On a consolidated basis, the share of ORIX’s funds pro-
cured directly from capital markets was 56.7% at the end
of fiscal 2001, and 52.7% at the end of fiscal 2002. In line
with such factors as changes in the financial environment,
ORIX promptly adjusts its direct funding ratio, aiming to

consistently maintain an optimal funding structure.
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(3) Diversification of Funding Methods

As deregulation gains momentum in Japan, ORIX is diversi-
fying its funding by continually seeking out and developing
new procurement methods. Moreover, because ORIX’s
direct funding instruments target a wide range of investors,
it has been able to make its funding operations increasingly
diverse and stable.

The prohibition on the issuance of CP by finance com-
panies was eliminated in 1993. In April 1998, the sale of CP
directly to investors without going through brokers was
made possible by additional deregulation.

ORIX has energetically worked to increase the number of
investors to whom it directly sells CP, which includes a
continually growing number of such entities as asset man-
agement companies, life and casualty insurance compa-
nies, regional banks, and other types of companies. As of
March 31, 2002, the number of direct investors in ORIX CP
was 374, and these investors accounted for 53% of the
balance of ORIX’s outstanding CP in Japan.

In addition, ORIX has been proactively working to pro-
mote progress in realizing paperless CP systems. In June
2001, the Japanese Diet passed the Bill Concerning the
Transfer and Settlement of Debentures, which took effect
in April 2002. The paperless trading of electronic CP in
Japan is expected to start as soon as the settlement sys-
tems and other necessary elements of the market environ-
ment are put into place. The lifting of the full guarantee on
time deposits is expected to attract a growing number of
investors to the CP market, and the realization of paperless
CP would enable more efficient, higher-volume CP
issuance and distribution, which would further facilitate
ORIX’s fund procurement activities.

Accompanying the expansion of the bond market in
Japan, ORIX has actively issued yen-denominated securi-
ties in the Japanese market. In order to further diversify fund-
ing methods and investors, the Company separately issues
those bonds that are primarily for institutional investors and
those that are primarily for individual investors. During fiscal
2002, ORIX arranged numerous issues of its bonds to meet
growing demand from individual investors anticipating the lift-

ing of the full guarantee on time deposits at Japanese banks.



As a result, at March 31, 2002, the balances of out-
standing bonds other than convertible bonds held by insti-
tutional and individual investors were ¥365,000 million
($2,739 million) and ¥420,000 million ($3,152 million),
respectively.

In January 1992, ORIX became the first company in
Japan to securitize leasing assets. Subsequently, the
Company has actively proceeded with asset securitization
in Japan and overseas. As of March 31, 2002, the out-
standing balance of securitized assets, including such
assets as lease and loan assets, stood at ¥543,517 million
($4,079 million) on a consolidated basis. Of this figure, the
portion accounted for as off-balance sheet assets was
¥502,786 million ($3,773 million).

Regarding overseas funding operations, in addition to
borrowing from local markets, efforts have been made to
increase the diversity of funding methods through such
measures as MTN issuance. ORIX and five overseas sub-
sidiaries are participants in a Multi Issuer Euro MTN pro-
gram with a maximum issuance limit of $5 billion. This
arrangement enables ORIX to engage in highly flexible
funding programs. Euro MTN issuance is determined
based on the funding needs of overseas companies under
the supervision of ORIX’s Treasury Department in Tokyo.
Also, a U.S.-based subsidiary, ORIX Financial Services, Inc.,
has a program for the issuance of MTNs within the United
States and Canada. As of March 31, 2002, the outstanding

balance of ORIX’s euro and U.S. dollar MTNs stood at
¥324,369 million ($2,434 million).

In September 1998, ORIX listed its shares on the New
York Stock Exchange (NYSE), which has facilitated raising
funds through the issuance of stock outside Japan since
that date. In October 1999, ORIX became the first Japan-
based company to make a global offering involving the
simultaneous issue of new shares and convertible notes
registered with the SEC and listed on the NYSE, issuing
3.3 million new shares and ¥40.0 billion (principal amount)
in convertible bonds due 2005. In December 2001, ORIX
made another dual offering of new shares and convertible
bonds, issuing 1.8 million new shares and ¥28.0 billion

(principal amount) in convertible bonds due 2007.

(4) Liquidity

To sustain a high level of liquidity, ORIX has secured com-
mitted credit lines with a number of financial institutions.
During fiscal 2002, ORIX established a ¥39,975 million
($300 million) multicurrency global commitment line for itself
and its major overseas subsidiaries. Total committed credit
lines for ORIX and its subsidiaries were ¥795,489 million
and ¥933,640 million ($7,007 million) at March 31, 2001
and 2002, respectively, and, of these lines, ¥726,388 mil-
lion and ¥849,876 million ($6,378 million) were available at
March 31, 2001 and 2002, respectively.

6 Shareholders’ Equity, Return on Assets, and Return on Equity

Shareholders’ equity grew 8.9% from the previous year-
end, to ¥502,508 million ($3,771 million). Common stock
grew ¥10,034 million ($75 million) and additional paid-in
capital rose ¥9,938 million ($75 million), while retained
earnings rose ¥38,913 million ($292 million).

A rise in assets due to M&A activity and an increase in
cash and cash equivalents of ¥199,337 million ($1,496 mil-
lion) were important factors underlying a decline in the

shareholders’ equity ratio, from 8.25% to 7.91%.

The Company’s emphasis on profitability has supported
upward trends in both ROE and ROA, which rose from
7.70% 1o 8.36%, and from 0.62% to 0.67%, respectively.

Basic earnings per share were up 17.1%, to ¥489.19
($3.67), and diluted earnings per share amounted to
¥467.11 ($3.51), up 16.5%. Book value advanced 6.4%, to
¥6,007.52 ($45.08).
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Shareholders’ Equity, ROA, and ROE

(Millions of yen)

2001 2002
Shareholders’ BQUILY FATI0 ... iieeeeiiiee et eeeas 8.25% 7.91%
RETUM ON @SSEES. ..t eeii ettt e et e et e e e e e 0.62% 0.67%
RETUM ON EOUITY ettt e et e e e et e e e e e 7.70% 8.36%
[N 0 TeTe < ¥ 34,157 ¥ 40,269
SharEhOIABIS” EQUILY ...eeiiitiiiie e e ettt e e et e e ettt e e e e sttt e e e e e ettt e e e e e s etbaaeeeeas 461,323 502,508
L e) v =TT £ 5,591,311 6,350,219

Notes: 1. The shareholders’ equity ratio equals shareholders’ equity at fiscal year-end divided by total assets at fiscal year-end.
2. Return on assets equals net income for the fiscal year divided by the average level of total assets during the fiscal year.
3. Return on equity equals net income for the fiscal year divided by the average level of shareholders’ equity during the fiscal year.

Per Share Data (Yen)

Percent

2001 2002 Change change
Net income (basic earnings Per Share) ........cc...vveeiiiiiiiieeiiiiiiee e ¥ 417.77 ¥ 489.19 71.42 17.1
Net income (diluted earnings Per Share)...........coveeviviiieeiiiiiiee e 400.99 467.11 66.12 16.5
Cash dIVIAENAS.......viiiiiii e 15.00 15.00 0 0
BOOK VAIUE ... 5,646.11 6,007.52 361.41 6.4

(1) Capital and Additional Paid-in Capital

The sum of common stock and additional paid-in capital
rose ¥19,972 million ($150 million), to ¥121,677 million
($913 million). In connection with the issuance of 1.8 million
new shares in December 2001, ¥9,657 million ($72 million)
was added to common stock and paid-in capital increased
¥9,223 million ($69 million). At the time of the new share
issuance, ¥28.0 billion (principal amount) of convertible
bonds were also issued. As of April 1, 2002, the conver-
sion price of the bonds was ¥14,800 and the period during
which conversion could be requested was from January
2002 to March 2007. None of these bonds were converted
during the fiscal year ended March 31, 2002. In addition,
none of the ¥40.0 billion in convertible bonds issued in
October 1999 were converted during the fiscal year ended
March 31, 2002.

Since fiscal 1998, ORIX has introduced an incentive plan
using stock subscription rights and stock options as part of
its performance-linked remuneration system. During fiscal
2002, the exercise of these rights and options increased
the number of shares outstanding by approximately
95,000, resulting in growth of ¥377 million ($3 million) in
common stock and ¥376 million ($3 million) in additional
paid-in capital. The fair value of stock subscription rights

issued in fiscal 2002 was ¥141 million ($1 million) and this
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was included in additional paid-in capital. In addition,
¥198 million ($1 million) in additional paid-in capital was
included as a result of shares issued in a share exchange for
the acquisition of minority interests in subsidiaries held by

third parties.

(2) Other

With regard to other components of shareholders’ equity,
net unrealized gains on investment in securities decreased
¥19,588 million ($147 million), to ¥14,756 million ($111 mil-
lion). This reflected a drop in unrealized gains due to the
weakening of Japanese stock prices. Foreign currency trans-
lation adjustments (debit balance) fell ¥10,308 million ($77 mil-
lion), to ¥14,800 million ($111 million), primarily due to the
depreciation of the yen—the yen-dollar exchange rate fell
from ¥123.90=$1 at March 31, 2001, to ¥133.25=%1 at
March 31, 2002. In addition, with the adoption of new
accounting methods for derivative instruments in the fiscal
year ended March 31, 2002, net unrealized losses on
derivative instruments were ¥6,562 million ($49 million). The
balance of treasury stock of ¥8,124 million ($61 million)
held as part of stock incentive programs at fiscal year-end

was subtracted from shareholders’ equity.



7 Risk Management

ORIX is in the process of considerably modifying its tradi-
tional business model based on such debt businesses as
leasing and lending. In view of this, ORIX must naturally
continue working to further improve and optimize its risk
management systems. This focus on continuous improve-
ment is applied to the management of key asset-related
credit risks and fund procurement-related interest rate risks
in addition to all other types of risk as part of a comprehen-
sive risk management system.

ORIX has recently had to develop new types of risk man-
agement capabilities, such as systems for the unified man-
agement of financing and investment risks associated with
its growing investment banking and real estate finance busi-
nesses, risk analysis systems for new financial techniques
introduced from overseas, including the securitization of com-
mercial mortgages, and due diligence systems for M&A trans-
actions and new business investments. This also entails
creating systems for a multifaceted approach to portfolio
management.

Currently, some of the most important risk management
issues ORIX is facing relate to operational risk manage-
ment. Operational risk refers to the risk arising from areas
that include administrative procedures, computer networks,
damage to our reputation in the process of day-to-day
operations, and the possible breakdown of the systems
that support these areas. Since the 1970s, a large amount
of research has been directed toward improving the means
of measuring and evaluating the market and credit risks for
diverse types of financial business. This research has pro-
moted progress in technologies for managing financial risks
and the development of new risk management methods
that employ such new tools as value-at-risk concepts. To
date, ORIX has focused principally on the analysis and
management of credit risks and such market risks as those
associated with changes in interest rates and currency
exchange rates. In the future, however, ORIX believes it must
include operational risk within a comprehensive risk man-
agement framework.

Diverse risks are discussed by top management mem-
bers at the Investment and Credit Committee meetings and

monthly strategy meetings so that risk management

decisions are ultimately in harmony with the Company’s

strategies for boosting ROE.

(1) Credit Risk Management

Specialized credit risk management systems exist for each
major line of business. First, marketing departments evalu-
ate and manage risks associated with individual contracts,
transaction structures, customers, industries, and coun-
tries. The marketing departments also handle the first
round of checks for risk management appraisals. Other
sections that are independent of the marketing depart-
ments perform a second round of evaluation and manage-
ment for each type of risk. Currently, there are five such
independent sections in charge of different functions of
ORIX’s risk management system: the Credit and
Investment Evaluation Group, the Information Management
Group, the Risk Management Group, the Legal Affairs
Group, and the Real Estate Appraisal Group. These
groups’ risk evaluation and management activities encom-
pass such processes as the appraisal of real estate collat-
eral, the review of contracts, and the assessment of
business viability. The groups also evaluate credit risks from
the legal, tax, ethical, and societal impact perspectives.

As distinct from the bond portfolios of financial institu-
tions and institutional investors, there are no standard
benchmarks for portfolios of lease and loan assets. It must
therefore be admitted that evaluation methods for lease
and loan portfolios will inevitably be less clear and precise.
This makes portfolio optimization extremely difficult and fur-
ther underlines the increasing importance of effectively
evaluating the risks of individual projects, objectively ana-
lyzing portfolios with respect to individual industries, and
continually monitoring changes in risk levels.

It is said that financial service companies must foster a
risk culture in which the most important thing is to pursue
the greatest possible returns while managing each and
every risk. ldeally, this rational risk culture should permeate
each department and the consciousness of every
employee. Building a sound risk culture is extremely impor-
tant in light of the growing complexity and sophistication of

financial transactions as well as the rapid changes taking
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place in our business environment. ORIX is confident that it
will achieve positive results by instilling a sound risk culture
in the marketing and credit departments that handle credit

evaluations, risk monitoring, and asset collection activities.

1 Credit Evaluation for Individual Transactions

Staff members in ORIX’s sales and marketing units are
given authorization for credit approval within specific limits
based on their seniority and each has the authority to
approve new transactions within specified credit limits. If a
proposed transaction exceeds these credit limits, it must
be referred to the appropriate group in ORIX’s risk manage-
ment organization. If the transaction value exceeds the
group’s approval limit, the matter is considered by the
Investment and Credit Committee, which consists of senior
management for approval.

To ensure that the credit evaluation process is efficiently
executed, a data base of rules and manuals for credit lim-
its, procedures, credit evaluation, collateral, and collection
has been created. These rules define credit evaluation
standards, including fundamental credit limits based on
customers’ aggregate credit balances, as well as other
standards that enable flexible and rapid decision making
based on a clear determination of which transactions
should be handled speedily and which require more pru-
dent attention in line with such factors as the nature of the
transaction, the collateral and guarantees, the credit
period, and the proposed application of borrowed funds.

Both marketing departments and the appropriate group
in ORIX’s risk management organization perform compre-
hensive customer credit analyses, evaluations, and deci-
sions based on a customer’s financial position,
creditworthiness, cash flows, transactional conditions, prof-

itability, viability, and past transactional performance.

2 Portfolio Management

The groups in charge of risk management continually moni-
tor and manage diverse asset portfolios associated with
credit risks. Just as they must manage the risks inherent in
each individual credit extension and transaction, ORIX
believes that it must separately manage the risks associated

with the individual and overall asset portfolios. Both in
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Japan and overseas, for example, ORIX regularly evaluates
asset portfolios involving major borrowers in each transac-
tional category as well as asset portfolios as defined by
industry and type of collateral guarantee. These portfolios are
managed with a view to preventing undue levels of expo-
sure to specific customers or industries.

In domestic operations, the makeup and balance of
transactions involving particular industries are reported to
top management during the first and second half of each
fiscal year. When necessary, analyses of asset portfolios
from different perspectives are performed to focus on such
trends as those involving progress in real estate investment
projects or the balance of non-recourse loans.

Overseas asset portfolios are also classified by region,
country, transactional currency, and other characteristics,
and each separately defined portfolio is managed individu-
ally. To ensure due prudence, particularly in the United
States and Asia, an assessment is made of each sub-
sidiary’s asset quality, internal credit procedures, and prob-
lem assets, and reports are made to top management at

regular intervals.

3 Risk Monitoring and Response to Problem Assets
The groups in ORIX’s risk management organization obtain
information on bankruptcies, dishonored bills, and corpo-
rate performance from a number of credit data banks. This
information is entered into a central data base, which is
used to prepare industry analysis reports and warning
reports that are provided to relevant marketing depart-
ments to keep them up to date on the condition of important
customers. In cases where there is a severe deterioration
in creditworthiness, the warning reports call for a reduction
or a complete stop in the extension of new credit.

Both the marketing departments and the groups respon-
sible for risk management can monitor changes in cus-
tomers’ payment capabilities on line. If a single case of
payment delinquency occurs, a notice will immediately be
sent to the marketing departments, and delinquent debtor
lists are sent to relevant managers. The management of
delinquent accounts, monitoring, and collection measures are

important tasks for the marketing departments.



Preliminary reports on problem assets over a certain size
are made as soon as they occur, while all data on problem
assets are input into a proprietary database. The marketing
departments and the groups involved in risk management
cooperate to maintain accurate records of delinquencies,
work to collect on problem assets and make regular
reports on the progress of this collection. The marketing
departments make semiannual reports to top management
on the amount and expected recovery of individual non-
performing assets over a certain amount. In addition, the
groups involved in risk management make reports on new
delinquencies and detailed analyses of problem assets,
which are presented to top management monthly.

ORIX has also developed strong capabilities in collection.
Both the marketing departments and the groups involved in
risk management use their expertise through the entire pro-
cess of collection, from initial monitoring to legal recourse.
The procedures for collection are shared on a common

database, and outside legal advice is used as necessary.

(2) Interest-Rate Risk Management

ORIX manages interest rate risks using its advanced asset-
liability management (ALM) systems. During fiscal 2002,
ORIX Life Insurance completed the development of its own
independent ALM system. In addition, in fiscal 2001 an
independent ALM system of ORIX Trust and Banking and a
combined system for ORIX (the parent company), ORIX
Alpha, ORIX Auto Leasing, ORIX Credit, and ORIX Club
were completed. A separate component of this combined
system, which manages dollar-denominated assets, was
also close to completion at the end of the fiscal year. As a
result, there are now seven companies that manage
domestic yen-denominated assets and liabilities using
these systems. The combined system’s five companies
(including both yen- and dollar-denominated assets)
account for about 50% of ORIX’s consolidated operating
assets. When taken together with the independent systems
of ORIX Trust and Banking and ORIX Life Insurance,
approximately 65% of ORIX’s consolidated operating
assets are now covered by an ALM system. Plans call for
continuing to increase the number of subsidiaries using

ALM systems.

ALM reports are presented at monthly strategy meetings
that are attended by top management. Based on these
ALM reports, those attending the monthly strategy meetings
can quickly make decisions related to interest-rate risks.
The reports enable the monitoring and management of
interest-rate mismatches. In addition, cash flow maps are
used to maintain a grasp of liquidity risk, and the effects of
interest-rate fluctuations in combination with durations and
basis point value (BPV) are also monitored and managed.
As a result, ORIX can execute risk control procedures that
effectively keep interest-rate fluctuations to within a speci-
fied target range.

Reports on the asset-liability situations of principal over-
seas subsidiaries are submitted to the Treasury
Department in Tokyo at regular intervals so that interest-
rate risks and other risks for each currency can be managed
individually. Interest-rate risks are hedged with interest-rate

swaps, caps, and futures.

(3) Exchange-Rate Risk Management

ORIX employs foreign currency borrowings, foreign
exchange forward contracts, and foreign currency swap
agreements to hedge risks that are associated with certain
transactions and investments denominated in foreign
currencies due to the potential for changes in exchange
rates. Similarly, in principle, overseas subsidiaries structure
their liabilities to match the currency-denomination of
assets in each region. Certain positions involving foreign

currency risk are managed individually.

(4) Derivatives Management

ORIX has established comprehensive market risk manage-
ment regulations determined by the Investment and Credit
Committee, and each company that engages in derivatives
transactions has specific market risk management parame-
ters. Based on those parameters, the object of the risks
that should be managed and the types of hedging methods
are clarified, while an internal check system ensures that
the functions of departments responsible for execution,
evaluation, and related administration tasks remain sepa-
rate. Departments executing transactions monitor the

nature of transactions and maintain management systems
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capable of responding rapidly to sharp market changes
and other unanticipated developments. Departments
responsible for evaluation perform checks to ensure that
the types of hedging methods employed are appropriate
and, periodically, or as necessary, evaluate the effectiveness
of the hedging methods. Working in cooperation with banks
and other outside entities, administrative checks are made
on all transactions. In addition, they prepare quarterly reports

on each company’s transactions that include compilations of

8 Corporate Governance

(1) Strengthening Corporate Governance

Since the June 1997 establishment of an Advisory Board,
which included experienced and resourceful individuals
from outside the Company as well as management special-
ists, ORIX has strengthened its corporate governance sys-
tem. In June 1998, the Company introduced a Corporate
Executive Officer system to help separate strategic decision-
making functions from day-to-day administrative opera-
tions. In June 1999, ORIX reduced the number of members
of the Board of Directors, arranged for three Advisory
Board members to fill two positions as independent direc-
tors and one position as an advisor to the Board, and
phased out the Advisory Board. In addition, the Executive
Nomination and Compensation Committee has been
established to operate as a support unit for the Board of
Directors. As of June 2002, ORIX’'s Board of Directors was
made up of three independent directors and seven execu-
tive directors, for a total of ten members.

In addition, in April 1999, ORIX introduced ORIX Value
Added (OVA) for internal use to monitor the efficiency of
shareholders’ equity used in each operation. OVA is one
measure of efficiency that incorporates a calculation of risk
into each division’s cost of capital, and is used by manage-
ment together with net income, ROA, ROE, and other mea-
sures of performance to monitor the profitability of ORIX’s
operations.

With these reforms, ORIX is striving to improve the effi-
ciency and transparency of its management with the aim of
increasing shareholder value over the long term and

demonstrating its accountability to shareholders.
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such information as the notional principal, fair market value,
hedging method, and hedging efficacy associated with
each type of transaction and each counterparty. These
reports are then presented to ORIX’s Treasury Department
and Office of Internal Audit. The Treasury Department uses
these reports to manage derivatives for the parent and its
subsidiaries as a whole, while the Office of Internal Audit
inspects derivatives-related accounts and performs checks

to ensure that relevant regulations are observed.

(2) Compliance

Considering compliance to be crucial to sound corporate
governance, ORIX is proactively implementing rigorous
compliance programs.

In April 1989, when the Company changed its name
from Orient Leasing Co., Ltd., to ORIX Corporation, it intro-
duced an ORIX Group Corporate Identity program that
specified Group ldeals, Group Management Goals, and
Group Action Principles. This is the conceptual root of the
Group’s compliance programs.

On the threshold of the 21< Century, in May 1998, ORIX
articulated three concepts that would characterize its iden-
tity and operations in the new century—pride, trust, and
respect—thereby extending the conceptual scope of the
ideals, management goals, and action principles just men-
tioned. To foster pride, trust, and respect throughout its
operations, ORIX drafted its Corporate Action Principles
and Employee Action Principles, which were announced
together as comprising the Company’s EC21 program.
EC21 was designed to ensure that ORIX would be an
“Excellent Company” in the 21 Century.

EC21 is the base of ORIX’s compliance system. To
effectively instill the ideals articulated in EC21 throughout its
operations, ORIX established units specializing in compli-
ance promotion and, in February 2002, prepared a compli-
ance manual. This manual includes action guidelines that
explain the spirit of EC21 in concrete and specific terms. At
the same time, ORIX organized training and other pro-
grams to promote greater awareness and attention to

compliance among all of ORIX’s employees.
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TEN-YEAR SUMMARY
ORIX Corporation and Subsidiaries

Years Ended March 31

1993 1994
Financial Position
INvestment in DireCt FINANCING LEASES ......cciiiiiiiie ittt ¥1,688,374 ¥1,691,730
INSEAIIMENT LOGNS L.ttt et ettt e e e e e e e et e e e e e e e e e e et e e e aeeeeeeaes 1,799,569 1,687,475
INVESTMENT iN OPErating LEASES ....ciiiieiiiee ittt e et e e 229,432 298,653
INVESTMENT IN SECUIEIES .....eiiiiieee ettt e e e e e e e eaeeeaeaaes 260,187 258,133
Other OPErating ASSEES ...ttt ettt e e et e e e e ettt e e e e e ettt e e e e e nneaeeae s 39,833 41,858
OPBIAtING ASSEES. ...ttt e e e a s ¥4,017,395 ¥3,977,849

Allowance for Doubtful Receivables on Direct Financing Leases and Possible Loan Losses ........... ¥ (49,292) ¥ (48,806)
Allowance/Investment in Direct Financing Leases and Installment Loans..........cccccvoveeviieiiinene, 1.4% 1.4%
Short-Term Debt, Long-Term Debt and DEPOSIES ....cccoiiiriiieiaiiiiieiee st ¥3,928,622 ¥3,770,731
ShareNOIAEIS” EQUILY ...ttt e e e e e e e e e e e e e e e r it araaaaas ¥ 218,839 ¥ 230,081
TOMAI ASSELES ..ttt a e ¥4,480,854 ¥4,371,789
Revenues and Expenses
Ee) 2 (YT LU= TR ¥ 405,457 ¥ 362,988
N T S 0T KT PSP POTR PR ¥ 239,241 ¥ 192,237
Selling, general and adminIStrative EXPENSES .......uviiiiiieiiiie ettt ¥ 63,209 ¥ 59,639
INCOME DEFOIE INCOMEB TAXES ...ovvviiiiiiiiei et e e et e et e e e e e e b ¥ 36,805 ¥ 34,231
NS [aTeTo]a a1 TP ¥ 18,931 ¥ 18,031
RETUIM 0N ASSELS . ..ttt et e e et bbbt at et e e e e e e e e aaeaaaaaaaaas 0.41% 0.41%
RETUIMN ON EQUITY .t e et e e e e e e 8.76% 8.03%
Per Share Data: (yen)

Net income (DasiC 8arNiNgSs PEI SNAIE) .........uuieiiiiiiie e ¥  243.20 ¥ 231.63

Net income (diluted earnings PEI SNAIE).........ceiiiiiiiie i ¥  243.20 ¥ 231.63

(=010l Sz (U1 S ¥ 2,811.24 ¥ 2,955.66
Operations
Direct Financing Leases:

NEW reCEIVADIES AUUEBA ........ it e e e et eea et eeias ¥ 903,164 ¥ 787,570

NEeW eqUIDMENT ACGUISTTIONS. .. .iiieieeii ettt et e e e e e e e e e e e e ae s ¥ 718,514 ¥ 652,816
Installment Loans:

NSV e = LTI =Te (o [T [ ¥ 606,919 ¥ 583,158
Operating Leases:

NEeW eqUIDMENT ACGUISTTIONS. .. .iii ettt bt e et e e e e e e e e e e e aenaes ¥ 106,621 ¥ 121,726
Investment in Securities:

NEW SECUNMIES AUTEBA ... iiiiiiiiie ettt e te e e e e e e e e e e e e e e e aanas ¥ 49,796 ¥ 107,625
Other Operating Assets:

NEW GSSEEIS QUAEA ..vvviviiiiiiii i et ¥ 1,019 ¥ 4,896
NUMDEE Of EIMPIOYEES ...ttt e e e e e e e e 6,924 6,731

Notes: 1. In fiscal 1998, new loans added and new securities added included increases of ¥18,999 million and ¥34,189 million, respectively,
as a result of the acquisition of ORIX Trust and Banking Corporation. In fiscal 2002, new receivables additions and new equipment
additions of direct financing leases, new loans added and new securities added included increases of ¥248,101 million ($1,862 mil-
lion), ¥252,436 million ($1,894 million), ¥5,841 million ($44 million) and ¥1,042 million ($8 million), respectively, as a result of the
acquisition of IFCO Inc. In addition, new loans added included ¥132,127 million ($992 million) in housing loans that were purchased
from Asahi Mutual Life Company in fiscal 2002.
2. Per share data have been adjusted for stock splits retroactively.
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Millions of yen

Years Ended March 31
1995 1996 1997 1998 1999 2000 2001 2002

¥1,715177 ¥1,913,836 ¥2,067,616 ¥2,186,022 ¥1,952,842 ¥1,744,953 ¥1,657,709 ¥1,658,669
1,619,397 1,628,916 1,700,697 1,794,825 1,761,887 1,791,439 1,846,511 2,273,280

342,058 413,419 465,737 435,066 411,156 397,576 451,171 474,491
278,807 345,935 434,488 500,449 576,206 758,381 942,158 861,336
42,162 55,161 58,193 65,838 73,345 72,472 132,006 260,373

¥3,997,601 ¥4,357,267 ¥4,726,731 ¥4,982,200 ¥4,775,436 ¥4,764,821 ¥5,029,555 ¥5,528,149
¥ (47,4000 ¥ (81,886) ¥ (117,667) ¥ (145,741) ¥ (132,606) ¥ (136,939) ¥ (141,077) ¥ (152,887)

1.4% 2.3% 3.1% 3.7% 3.6% 3.9% 4.0% 3.9%
¥3,755,5638 ¥3,986,809 ¥4,217,334 ¥4,628,670 ¥4,274,280 ¥4,010,468 ¥4,070,545 ¥4,679,566
¥ 238,050 ¥ 276,251 ¥ 308,584 ¥ 313,821 ¥ 327,843 ¥ 425,671 ¥ 461,323 ¥ 502,508
¥4,405,556 ¥4,751,756 ¥5,089,975 ¥5,574,309 ¥5,347,636 ¥5,341,542 ¥5,591,311 ¥6,350,219

¥ 362,702 ¥ 382,603 ¥ 428,294 ¥ 507,143 ¥ 593,941 ¥ 616,513 ¥ 586,149 ¥ 658,462
¥ 167,937 ¥ 138,394 ¥ 130,743 ¥ 142177 ¥ 140,846 ¥ 115,038 ¥ 109,289 ¥ 90,348
¥ 58,561 ¥ 61,569 ¥ 70,902 ¥ 79,671 ¥ 82,395 ¥ 90,961 ¥ 101,156 ¥ 126,316
¥ 33,629 ¥ 35,027 ¥ 36,889 ¥ 38412 ¥ 27,315 ¥ 52,048 ¥ 59,236 ¥ 73,039
¥ 17,072 ¥ 18,008 ¥ 19,044 ¥ 23,731 ¥ 25,621 ¥ 30,642 ¥ 34,157 ¥ 40,269

0.39% 0.39% 0.39% 0.45% 0.47% 0.57% 0.62% 0.67%

7.29% 7.00% 6.51% 7.63% 7.99% 8.13% 7.70% 8.36%

¥ 219.31 ¥ 2381.27 ¥ 24464 ¥ 305.33 ¥ 330.43 ¥ 3856.27 ¥ Ara7 ¥ 489.19
¥ 219.31 ¥ 2381.27 ¥ 24464 ¥ 305.33 ¥ 330.43 ¥ 377.02 ¥ 400.99 ¥  467.11
¥ 3,058.03 ¥ 3,648.77 ¥ 3,964.16 ¥ 4,041.87 ¥ 4,232.02 ¥ 5,199.12 ¥ 5,646.11 ¥ 6,007.52

+

888,931 ¥1,022,267 ¥1,0560,849 ¥1,227,719 ¥1,076,387 ¥1,073,074 ¥ 842,396 ¥1,083,070
731,632 ¥ 847,774 ¥ 886,806 ¥1,093,519 ¥ 913,221 ¥ 905,898 ¥ 723,330 ¥ 980,379

+

¥ 539,145 ¥ 503,627 ¥ 593,074 ¥ 715,030 ¥ 706,758 ¥ 807,477 ¥ 740,639 ¥1,340,400

¥ 97,895 ¥ 95,802 ¥ 92,032 ¥ 98,566 ¥ 92272 ¥ 101,020 ¥ 143,158 ¥ 146,203

¥ 75,651 ¥ 114,199 ¥ 135,324 ¥ 217,225 ¥ 302,035 ¥ 333,249 ¥ 397,218 ¥ 348,347

¥ 8,692 ¥ 26,617 ¥ 24,336 ¥ 35,898 ¥ 39,733 ¥ 70,443 ¥ 128,984 ¥ 204,121

6,723 6,991 7,594 8,203 9,037 9,503 9,529 11,271
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CONSOLIDATED BALANCE SHEETS
ORIX Corporation and Subsidiaries  As of March 31, 2001 and 2002

Millions of

Milions of yen U.S. dollars
ASSETS 2001 2002 2002
Cash and Cash EQUIVAIBNTS ...........eiiiiiiiiiec e ¥ 155,411 ¥ 354,748 $ 2,662
Restricted Cash and Cash EQUIVAIENTS .........uviiiiiiiiiiccc e 17,072 20,189 152
TIMIE DIEPOSIES vttt a e e 8,673 1,050 8
Investment in Direct FINQNCING LEASES ... vvvviiiiiiiiiiieecicie e 1,657,709 1,658,669 12,448
[Ty =1 [T 0 =T T 1,846,511 2,273,280 17,060

Allowance for Doubtful Receivables on Direct Financing Leases

ANA POSSIDIE LOAN LOSSES ...ttt (141,077)
INvestment in OPErating LEASES ... ..ccuuviiiiieeiiie ettt 451,171
INVESTMENT 1N SECUIMIES ..vvv i 942,158
Other OPErating ASSELS ....vviiiiieeiii ettt e 132,006
INVESTMENT IN AFfIlIATES ©.vvee e 63,155
Other RECEIVADIES ... ..o 112,677
P\ V2= aTaT= TR 141,148
Prepaid EXDENSES ....cociiiiieei et 27,740
(@11 = o 11T TP 74,406
OBNBE ASSEES vttt e 102,551

(152,887) (1,147)

474,491 3,561
861,336 6,464
260,373 1,954
86,346 648
124,022 931
158,089 1,186
37,406 281
76,987 578
116,120 870

¥5,591,311

¥6,350,219 $47,656

The accompanying notes to consolidated financial statements are an integral part of these balance sheets.
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LIABILITIES AND SHAREHOLDERS’ EQUITY

Millions of

Short-Term Debt ......cvvvviiiiiiiie e
DEPOSIES v
Trade Notes and Accounts Payable....................
Accrued EXPENSES .......ccooviviiiiiiiiiiiiiiiiierere e
Policy Liabilities ........ccccccoiiiiiiiiiiiiiiee

Income Taxes:

CUIMENTE et
Deferred ...
Deposits from LesSSees ........oooovvvvviveviiiiiireeenenn.
Long-Term Debt.......covvvviiiiiiiiiiice

Total liabilitieS .......coovvvviiiiiiieeeeei,

Commitments and Contingent Liabilities

Shareholders’ Equity:
Common stock:
Authorized 259,000,000 shares
Issued 82,388,025 shares in 2001
84,303,985 shares in 2002

Additional paid-in capital............cccccvvieeiiiinnne.
Legal rESEIVE .......ccviiiiiiciceee e
Retained earmings.........ccceviviieiiiiiniiieiieeee

and

Accumulated other comprehensive INCOME (I0SS) ..vvvvviivviieeiiiiiiiiiee e

Treasury stock, at cost:

681,745 shares in 2001 and 657,519 shares in 2002............coovvvviiiiiieieeeeeiiiiiiiinnn

Millions of yen U.S. dollars
2001 2002 2002

¥1,562,072  ¥1,644,462 $12,341
178,314 225,243 1,690
211,280 244,871 1,838
81,334 92,266 692
561,887 602,664 4,523
10,173 11,544 87
135,430 141,532 1,062
59,339 75,268 565
2,330,159 2,809,861 21,087
5,129,988 5,847,711 43,885
41,820 51,854 389
59,885 69,823 524
2,090 2,220 17
361,262 400,175 3,003
4,652 (13,440) (101)
(8,286) (8,124) (61)

461,323 502,508 3,771

¥5,591,311

¥6,350,219 $47,656
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CONSOLIDATED STATEMENTS OF INCOME

ORIX Corporation and Subsidiaries  For the Years Ended March 31, 2000, 2001 and 2002

Millions of yen

Millions of

U.S. dollars

2000 2001 2002 2002
Revenues:
Direct fiN@NCING IE8SES......civveeeiiie e ¥130,798 ¥122,003 ¥121,914 $ 915
OPEratiNg IBASES ... et 100,503 113,478 120,807 907
Interest on loans and investment SECUritieS ............oevviiiieieiiiieeeevee e, 97,390 109,448 121,962 915
Brokerage commissions and gains on investment securities...................... 19,700 12,055 18,367 138
Life insurance premiums and related investment inCOmMe ..........ccccceeeeeenn. 205,829 158,314 152,333 1,143
Interest INCOME 0N AEPOSITS ...vvvviiiiiiiiiiieeee e 3,884 2,520 1,374 10
Other Operating MEVENUES .........cviieiiiieiiiee e 58,409 68,331 121,705 914
TOtal FEBVENUES ..vv e 616,513 586,149 658,462 4,942
Expenses:
INTEIEST BXPENSE ...t 115,038 109,289 90,348 678
Depreciation—operating 18aSES ........ccooiuiiiiiiiiiiiii e 60,750 68,316 77,047 578
Life INSUrANCE COSES ....oviiiiiiieie et 193,664 143,709 139,786 1,049
Other Operating EXPENSES. .. ..uuiiiiiiiiiii et 38,302 43,580 79,131 594
Selling, general and administrative eXPenses .......c..vvvveiiiiiiiieeiiiiiiieee e 90,961 101,156 126,316 948
Provision for doubtful receivables and possible loan l0SSes...........cccoeee..... 45,573 44,584 51,367 385
Write-downs of 1oNg-Iived @SSEtS .........vviiiiiiiiiiiccie e 7,881 4,090 2,716 20
Write-doOwWNS Of SEBCUIMTIES ..vvvvvvieie i 12,297 10,848 19,742 148
Foreign currency transaction loss (gain), Net .......cccceviiiiiie (839) 3,429 (1,360) 9)
TOtAl EXPENSES ..vvvviiiiiieiiiee e 563,627 529,001 585,093 4,391
OPErating INCOME ......eve et 52,886 57,148 73,369 551
Equity in Net Income (Loss) of and Gain (Loss) on Sales of Affiliates
(¥1,503 million loss in 2000, ¥2,059 million gain in 2001 and
¥119 million ($1 million) gain in 2002)........c..ccvevieiiireiieieie e, (838) 2,088 (330) (3)
INncome DEfore INCOME TAXES.....u.iiiiii e 52,048 59,236 73,039 548
Provision for INCOME TaAXES ......uiiiiiiiiiiii e 21,406 25,079 32,903 247
Income before Cumulative Effect of a Change in Accounting Principle ........... 30,642 34,157 40,136 301
Cumulative Effect of a Change in Accounting PrinCiple ............ccccooiviiiiinine, — — 133 1
NEE INCOMIE ...ttt e e e e eae e e e e ¥ 30,642 ¥ 34,157 ¥ 40,269 $ 302
Yen U.S. dollars
Amounts per Share of Common Stock:
Income before Cumulative Effect of a Change in Accounting Principle:
BaASIC vttt ¥385.27 Ya17.77 ¥487.57 $3.66
DU =T TR 377.02 400.99 465.57 3.50
Cumulative Effect of a Change in Accounting Principle:
BaSIC .ottt — — 1.62 0.01
DU =T TR — — 1.54 0.01
Net Income:
BaASIC vttt 385.27 417.77 489.19 3.67
DU =T TR 377.02 400.99 467.11 3.51
Cash DIVIABNAS ..vvveiiicecceeeeecee e e 15.00 15.00 15.00 0.11

The accompanying notes to consolidated financial statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’

ORIX Corporation and Subsidiaries  For the Years Ended March 31, 2000, 2001 and 2002

EQUITY

Millions of yen

Millions of
U.S. dollars

2000 2001 2002 2002
Common Stock:
Beginning DalanCe .......coouuiiiiiiei e ¥ 20,180 ¥ 41,688 ¥ 41,820 $ 314
Common stock issued in public and private offering ..........ccccccceevviiiieennnns 19,856 — 9,657 72
EXErcise Of Warrants .........cuiiiiii e 1,647 132 377 3
Common stock issued for acquisitions of
minority interests of SUDSIAIANES .........coovviiiiiiii 5 — — —
ENAING DAIANCE ...ttt 41,688 41,820 51,854 389
Additional Paid-in Capital:
Beginning DalaNCE .....uvuviiiiiiiiiiii e 37,464 59,285 59,885 449
Value ascribed to warrants attached to 1.22% bonds issued..................... 333 — — —
Value ascribed to warrants attached to 1.59% bonds issued..................... — 178 — —
Value ascribed to warrants attached to 0.64% bonds issued..................... — — 141 1
Common stock issued in public and private offering ..........cccccceiiieennns 18,954 — 9,223 69
Exercise of warrants and stock OptioNS.........ccocvviiiiiiiiiiiiiieeen 1,504 130 376 3
Common stock issued for acquisitions of
minority interests of SUDSIAIANES .....vvvvviiiiiiiiiiee e 1,030 — 198 2
Gains on sales Of treasury STOCK .......cvvviiiiiiiiiiiic e — 297 — —
Forfeit of StOCK OPtONS ....vvviiiiii e — 5) — —
ENAING DAIANCE ... i 59,285 59,885 69,823 524
Legal Reserve:
Beginning DAIANCE .....coeiiiiiiiecic e 1,860 1,970 2,090 16
Transfer from retained ariNgS .........oovviiiieiiiiii e 110 120 130 1
ENAING DAIANCE ......eeiiiiii e 1,970 2,090 2,220 17
Retained Earnings:
Beginning DAlaNCE ......cooiuiiiiiieii e 298,684 328,248 361,262 2,711
CaSh AIVIAENAS ... (968) (1,023) (1,226) 9)
Transfer t0 18gal FESEIVE.......coiiiiiiii e (110) (120) (130) (1)
NI R leTo )0 a1 TN 30,642 34,157 40,269 302
ENAING DAIANCE ... 328,248 361,262 400,175 3,003
Accumulated Other Comprehensive Income (Loss):
Beginning DAANCE .....coiiiiiiiieei e (27,550) (1,417) 4,552 34
Net cumulative effect of adopting FASB Statement No. 133 ........ccccvveeee. — — (8,400) (63)
Net increase (decrease) in net unrealized gains
oN iNvestMent iIN SECUMTIES ........uiiiiiiiiii e 41,551 (11,360) (19,588) (147)
Net increase in minimum pension liability adjustments ...........cccccccvvvvneenn. (8,485) (1,199) (2,150) (16)
Net increase (decrease) in foreign currency translation adjustments.......... (11,933) 18,528 10,308 77
Net decrease in net unrealized losses on derivative instruments................. — — 1,838 14
ENAING DAIANCE ... . eeeiiee e (1,417) 4,552 (13,440) (101)
Treasury Stock:
Beginning DalanCe ........ooueiiiiiii e (2,795) (4,103) (8,286) (62)
Purchases of treasury stock for stock Options .........ccocvvviieiiiiiicciiiiee, (1,809) (5,154) — —
Exercise Of StOCK OPtONS ....vviiiiiiiii e 503 265 219 2
Resales of treasury stock issued in stock split...........vvvvviviiviiiiiiiiiiii, — 683 — —
Resales accompanied by forfeit of Stock OptioNS ......vvvvvvviiiiiiiiiiiiiii, — 24 — —
(@10 1= o= USSR ) 1) (57) 1)
ENAING DAIANCE ... (4,103) (8,286) (8,124) (61)
Total Shareholders’ Equity:
Beginning DAlANCE .....cooiiiiiiiiiii e 327,843 425,671 461,323 3,462
INCIEASE, NEL . uuiiiii i 97,828 35,652 41,185 309
ENAING DAIANCE ... i ¥425,671 ¥461,323 ¥502,508 $3,771
Summary of Comprehensive Income:
NET INCOME ..ttt ettt e e ¥ 30,642 ¥ 34,157 ¥ 40,269 $ 302
Other comprehensive INCOME (I0SS) ...vvvvieeiiiiiieiee e 26,133 5,969 (17,992) (135)
CoMPreNENSIVE INCOMIE ....cceiiiii ittt e e e ¥ 56,775 ¥ 40,126 ¥ 22,277 $ 167

The accompanying notes to consolidated financial statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

ORIX Corporation and Subsidiaries  For the Years Ended March 31, 2000, 2001 and 2002

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Cash Flows from Operating Activities:
NET INCOME ...ttt et ¥ 30,642 ¥ 34,157 ¥ 40,269 $ 302
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization .............eveveeeeiiiieieiee s 93,203 103,673 117,019 878
Provision for doubtful receivables and possible loan losses.............. 45,573 44,584 51,367 385
Increase in policy liabilities ..........vviviviiiiiiiiiii 137,902 67,444 40,777 306
Deferred tax ProviSiON........ccociiiiiiiiiiiiiieie e 6,464 8,111 17,530 132
GaiNs 0N SECUNMTIZAION ....viiiiiiiiiiiee e (9,296) (4,728) (9,235) (69)
Equity in net (income) loss of and (gain) loss
on sales Of affilialesS........vviieiiiii 838 (2,088) 330 3
Gains on sales of available-for-sale securities .............c.cccovvvivieeiins (13,893) (7,698) (13,795) (104)
Write-downs of Iong-lived aSSetS ... 7,881 4,090 2,716 20
Write-downs Of SECUMHIES .....coieiiiiiieeccee e 12,297 10,848 19,742 148
Increase in restricted cash and cash equivalents ............cccccccooenee. (11,702) (2,831) (2,865) (22
Decrease (increase) in other operating assets held for sales,
including advance PaymMmeNts ..........ccooivieeriiiiiee e (8,572) (28,285) 2,133 16
Increase in prepaid EXPENSES ......ccouvvieeie e (423) (4,514) (9,255) (69)
INCrease in aCCruUEd EXPENSES ...uvvvviririiiiiiiiieieieeeeaeae e seineeineees 11,886 4,116 223 2
Increase in deposits from [ESSEES ....vvvvviiiiiiiiiiiiieie 1,828 13,629 8,464 63
ONEE, NEBL e 14,003 (3,386) (7,785) (58)
Net cash provided by operating activities...........ccccocoieiiienn, 318,631 237,122 257,635 1,933
Cash Flows from Investing Activities:
Purchases of lease equipment, including advance payments............... (1,022,279) (883,061) (838,105) (6,290)
Principal payments received under direct financing leases ................... 710,485 640,680 768,923 5,771
Net proceeds from securitization of lease and loan receivables............... 185,530 215,494 258,926 1,943
Installment loans made t0 CUSIOMENS..........ccvvviieiiiiiiiicce e (801,959) (740,639) (1,334,532) (10,015)
Principal collected on installment 10anS............ccooevvveiiiiiiiiis 681,908 660,652 865,598 6,496
Proceeds from sales of operating lease assets .........cccccevviiieieeiiiinnne. 37,013 38,727 39,921 300
Investment in and dividends received from affiliates, net...................... (8,945) 1,242 (20,457) (154)
Proceeds from sales of affiliateS.........ccoeevviiiiiiiiiiiiiici e 2,881 6,277 815 6
Purchases of available-for-sale securities............cccvvvviiieiiiiiecceciiine. (263,679) (359,945) (289,055) (2,169)
Proceeds from sales of available-for-sale securities ...........ccccoeeeevvvinnnnn. 177,157 152,022 325,758 2,445
Maturities of available-for-sale securities ..........cocoevviiiiiiiiiiiiiiiiiieeeeeee 18,403 64,105 67,290 505
Maturities of held-to-maturity SECUNtIES ....vvvvvvviiiiiiieis 3,089 — — —
Purchases of other SECUMIES ... ....coiiviiiiiiiiiccc e (14,382) (87,153) (50,243) (377)
Proceeds from sales of other securities ..........cccoeeeeveiiiiiiiiiiciiiiiieeeeeee 3,759 9,763 6,717 50
Purchases of other operating assets........cccveviviviiiieiiieeie e (5,389) (40,049) (119,700) (898)
Net decrease (increase) in call 08NS ..........ccocvvieeiiiiiiiieeeeiee e — (9,500) 9,500 71
Acquisitions of subsidiaries, net of cash acquired ................cooeeevvvvnnnns (4,935) (218) 3,846 29
ONEr, NMET . 8,485 (4,049) (913) (7)
Net cash used in investing aCtivities ..., (292,858) (285,652) (305,711) (2,294)
Cash Flows from Financing Activities:
Repayment of short-term debt, net.........cccoccviiiiiii e, (248,386) (324,438) (171,114) (1,284)
Proceeds from (repayment of) commercial paper, net.........cccccoeevvneeee. (16,426) (68,759) 101,279 760
Proceeds from long-term debt.........ceeviiiiii 722,069 794,823 975,220 7,319
Repayment of long-term debt.........ccocvviiiiiiiiic e (604,360) (485,371) (729,593) (5,476)
Net increase in deposits due to CUSTOMErS ........ccoevveiiiieiiiiiiiis 101,654 23,391 46,929 352
Issuance of COMMON STOCK..........uiiiiiiieeiiieiccee e 41,346 249 19,315 145
Purchases of treasury stock for stock options .........ccccceeviiiiiieiiinnnn, (1,809) (5,154) — —
DIVIAENAS PAIA....1eeeeiie et (968) (1,023) (1,226) 9)
Net increase iN Call MONEY ........uviiiiiiiiiiiie e — — 5,000 38
OFNEI, NBL . 827 1,662 306 2
Net cash provided by (used in) financing activities .............cc........ (6,053) (64,620) 246,116 1,847
Effect of Exchange Rate Changes on Cash and Cash Equivalents ............. (6,054) 2,605 1,297 10
Net Increase (Decrease) in Cash and Cash Equivalents ..............ccccvvee.. 13,666  (110,545) 199,337 1,496
Cash and Cash Equivalents at Beginning of Year..........cccccccovvvvvieeiinnn. 252,290 265,956 155,411 1,166
Cash and Cash Equivalents at End of Year............cccovvviiieiiiiiiiicei ¥ 265,956 ¥155411 ¥ 354,748 $ 2,662

The accompanying notes to consolidated financial statements are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ORIX Corporation and Subsidiaries

1 sSignificant Accounting and Reporting Policies

In preparing the accompanying consolidated financial statements, ORIX Corporation (the Company)
and its subsidiaries have complied with accounting principles generally accepted in the United States of
America, modified for the accounting for stock splits (see (m)). Significant accounting and reporting poli-
cies are summarized as follows:

(a) Basis of presenting financial statements

The Company and its domestic subsidiaries maintain their books in conformity with Japanese income
tax laws and accounting practices, which differ in certain respects from accounting principles generally
accepted in the United States of America.

The accompanying consolidated financial statements have been prepared in conformity with account-
ing principles generally accepted in the United States of America and, therefore, reflect certain adjust-
ments to the Company’s book and records. The principal adjustments relate to accounting for direct
financing leases (see (), impairment of long-lived assets and long-lived assets to be disposed of, use of
the straight-line method of depreciation for operating lease equipment, deferral of life insurance policy
acquisition cost and calculation of policy liabilities, derivative instruments and hedging activities, goodwiill
and intangible assets resulting from business combinations, and a reflection of the income tax effect on
such adjustments.

(b) Principles of consolidation

The consolidated financial statements include the accounts of the Company and all of its subsidiaries.
Investments in 20%-50% owned affiliates are accounted for by using the equity method.

All significant intercompany accounts and transactions have been eliminated in consolidation.

(c) Use of estimates

The preparation of the consolidated financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts of rev-
enues and expenses during the reporting period. Actual results could differ from those estimates. The
Company has identified five areas where it believes assumptions and estimates are particularly critical to
the financial statements. These are the determination of the allowance for doubtful receivables on direct
financing leases and possible loan losses (see (g)), the determination of impairment of investment in secu-
rities (see (h)), the determination of impairment of long-lived assets and goodwill (see(u)), the determina-
tion and periodic reassessment of the unguaranteed residual value for direct financing leases and
operating leases (see (e)), and the determination and reassessment of insurance policy liabilities and
deferred policy acquisition costs (see(f)).

(d) Foreign currencies translation

The Company and its subsidiaries maintain their accounting records in their functional currency.

Transactions in foreign currencies are recorded in the entity’s functional currency based on the pre-
vailing exchange rates on the transaction date.

The financial statements of foreign subsidiaries and affiliates are translated into Japanese yen by
applying the exchange rates in effect at the end of each fiscal year to all assets and liabilities. Income and
expenses are translated at the average rates of exchange prevailing during the fiscal year. The currencies
in which the operations of the foreign subsidiaries and affiliates are conducted are regarded as the func-
tional currencies of these companies. Foreign currency translation adjustments reflected in accumulated
other comprehensive income (loss) in shareholders’ equity are from the translation of foreign currency
financial statements into Japanese yen.

(e) Recognition of revenues

Direct financing leases—Direct financing leases consist of full-payout leases for various equipment
types, including office equipment, industrial machinery and transportation equipment (aircraft, vessels
and automobiles). The excess of aggregate lease rentals plus the estimated unguaranteed residual value
over the cost of the leased equipment constitutes the unearned lease income to be taken into income
over the lease term. The estimated residual values represent estimated proceeds from the disposition of
equipment at the time the lease is terminated. Estimates of unguaranteed residual values are based on
current market values of used equipment and estimates of when and how much equipment will become
obsolete. Certain direct lease origination costs (“initial direct costs”) are being deferred and amortized
over the lease term as a yield adjustment. The unamortized balance of initial direct costs is reflected as a
component of investment in direct financing leases. Amortization of unearned lease income and direct
finance lease origination cost is computed using the interest method.

Installment loans—Interest income on installment loans is recognized on an accrual basis. Certain
direct loan origination costs, offset by loan origination fees (“loan origination costs, net”), are being
deferred and amortized over the contractual term of the loan as an adjustment of the related loan’s yield
using the interest method.
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Interest payments received on impaired loans are recorded as interest income unless the collection of
the remaining investment is doubtful at which time payments received are recorded as reductions of prin-
cipal (see Note 7).

Non-accrual policy—Revenues on direct financing leases and installment loans are no longer
accrued at the time when principal or interest is past due 180 days or more, or earlier, if management
believes their collectibility is doubtful.

Operating leases—Operating lease assets are recorded at cost and are depreciated over their esti-
mated useful lives mainly on a straight-line basis. Gains or losses arising from dispositions of operating
lease assets are included in operating lease revenues. Estimates of residual values are based on current
market values of used equipment and estimates of when and how much equipment will become obsolete.

Brokerage commissions and gains on investment securities—Brokerage commissions and gains on
investment securities are recorded on a trade date basis.

(f) Insurance premiums and expenses

Premium income from life insurance policies are recognized as earned premiums when due.

Life insurance benefits are recorded as expenses when they are incurred. Policy liabilities for future
policy benefits are established for by the net level premium method, based on actuarial estimates of the
amount of future policyholder benefits. The policies are characterized as long-duration policies and
mainly consist of endowments, term life insurance and whole life insurance. Computation of policy liabili-
ties and reserves necessarily includes assumptions about mortality, lapse rates and future yields on
related investments and others factors applicable at the time the policies are written. The average rates
of assumed investment yields are 3.3%, 3.0% and 2.8% for fiscal 2000, 2001 and 2002, respectively.
The Company continually evaluates the potential for changes in the estimates and assumptions applied
for determining policy liabilities, both positive and negative, and uses the results of these evaluations both
to adjust recorded liabilities and to adjust underwriting criteria and product offerings.

FASB Statement No. 60 (“Accounting and Reporting by Insurance Enterprises”) requires insurance
companies to defer certain costs associated with writing insurances (“deferred policy acquisition costs”)
and amortize over the respective policy periods in proportion to anticipated premium revenue. Deferred
policy acquisition costs are the costs related to the acquisition of new and renewal insurance policies and
consist primarily of first-year commissions in excess of recurring policy maintenance costs and certain
variable costs and expenses for underwriting policies. Amortizations charged to income for fiscal 2000,
2001 and 2002 amounted to ¥9,756 million, ¥10,671 million and ¥11,424 million ($86 million), respectively.

(g9) Allowance for doubtful receivables on direct financing leases and possible loan losses

The allowance for doubtful receivables on direct financing leases and possible loan losses is main-
tained at a level which, in the judgment of management, is adequate to provide for potential losses on
lease and loan portfolios that can be reasonably anticipated. The allowance is increased by provisions
charged to income and is decreased by charge-offs, net of recoveries.

Developing the allowance for doubtful receivables on direct financing leases and possible loan losses
is subject to numerous estimates and judgments. In evaluating the adequacy of the allowance, manage-
ment considers various factors, including the nature and characteristics of the obligor, current economic
conditions, credit concentrations or deterioration in pledged collateral, historical loss experience, delin-
quencies and future cash flows expected to be received. Generally, large-balance non-homogeneous
loans are evaluated based on the present value of expected future cash flows and the fair value of the
collateral securing the loans. Smaller-balance homogeneous loans and lease receivables are evaluated
considering current economic conditions and trends, the value of the collateral underlying the loans and
leases, prior charge-off experience, delinquencies and non-accruals.

Receivables are charged off when, in the opinion of management, the likelihood of any future collec-
tion is believed to be minimal. The Company and its subsidiaries do not have a practice of charging loans
off after they are past due for a specific arbitrary period, for example, six months or one year.

(h) Investment in securities

Trading securities are reported at fair value with unrealized gains and losses included in income.

Available-for-sale securities are reported at fair value, and unrealized gains or losses are recorded
through other comprehensive income (loss), net of applicable income taxes. In principle, the Company
and its subsidiaries recognize losses related to securities for which the market price has been below the
acquisition cost (or current carrying value if an adjustment has been made in the past) for more than one
year or if there has been a significant deterioration in a bond issuer’s credit rating, an issuer’s default or a
similar event. In addition, the Company and its subsidiaries charge against income losses related to
securities in certain other situations where, even though the market value has not remained below the
carrying value for twelve months, the decline in the market value of a security is based on economic con-
ditions and not just general declines in equity markets and where it is considered unlikely that the market
value of the security will recover in the next twelve months. However, if the Company and its subsidiaries
have a significant long-term business relationship with the investee, management considers the probabil-
ity of the market value recovering within the following twelve months. As part of this review, the investee’s



operating results, net asset value and future performance forecasts as well as general market conditions
are taken into consideration. If management believes, based on this review, that the market value of an
equity security may realistically be expected to recover, the loss will continue to be classified as tempo-
rary. Temporary declines in market value are recorded through other comprehensive income (loss), net of
applicable income taxes. If after an additional twelve months the market value is still significantly below
the acquisition cost, the loss will be considered other than temporary and the decline in market value
charged to income.
Held-to-maturity securities are recorded at amortized cost.

(i) Securitized assets

The Company and its subsidiaries have securitized and sold to investors certain lease receivables,
loan receivables and investment in securities. In the securitization process, the assets to be securitized
(the assets) are sold to special-purpose entities that issue asset-backed securities to the investors. When
the Company and its subsidiaries sell the assets in a securitization transaction, the carrying value of the
assets is allocated to the portion retained and the portion sold, based on relative fair values. The
Company and its subsidiaries recognize gains or losses for the difference between the net proceeds
received and the allocated carrying value of the assets sold. Any gain or loss from a securitization trans-
action is recorded as revenue of direct financing leases, interest on loans and investment securities, or
brokerage commissions and gains on investment securities.

Retained interests include subordinated interests, servicing assets, excess spread assets and cash
collateral. Retained interests are initially recorded at allocated carrying value of the assets based on their
fair value and are periodically reviewed for impairment.

Fair values are estimated based on estimated future cash flows, factoring in expected credit loss, and
discounted at a market rate of interest.

(j) Derivative financial instruments

On April 1, 2001, the Company and its subsidiaries adopted FASB Statement No. 133 (“Accounting
for Derivative Instruments and Hedging Activities”), as amended by FASB Statement No. 138, which
establishes accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts used for hedging activities. All derivatives, are required to be
recorded on the balance sheet at fair value. If the derivative is designated as a fair value hedge, all
changes in the fair value of the derivative and changes in the fair value of the hedged item attributable to
the hedged risk are recognized in earnings. If the derivative is designated as a cash flow hedge, the
effective portion of the change in the fair value of the derivative is recorded in net unrealized losses on
derivative instruments, which is a part of accumulated other comprehensive income (loss) and recog-
nized in the income statement when the hedged item affects earnings. The ineffective portions of cash
flow hedges are immediately recognized in earnings. Derivative transactions that do not qualify as hedges
are carried at fair value with changes in value included currently in earnings. Realized and unrealized
gains or losses in instruments that hedge net capital exposures are recorded in shareholders’ equity as
foreign currency translation adjustments, which is a part of accumulated other comprehensive income
(loss). Trading instruments used for trading purposes are recorded at fair value, realized and unrealized
gains and losses are recognized in brokerage commissions and gains on investment securities.

Prior to the adoption of FASB Statement No. 133, the accounting treatment of derivatives was as follows.

Gains and losses in forward foreign exchange contracts and foreign currency swaps designated as
hedges were recognized based on changes in the value of the related hedged asset or liability. Realized
or unrealized gains or losses in instruments that hedged net capital exposures were recorded in share-
holders’ equity as foreign currency translation adjustments, which was a part of accumulated other com-
prehensive income (loss). All other foreign exchange contracts were marked to market and gains or
losses were charged to earnings. The Company and its subsidiaries also entered into interest rate swap
agreements and purchased interest rate option contracts (caps, floors and collars) to reduce interest rate
risks and to modify the interest rate characteristics of financing transactions. For these hedging instru-
ments, the accrual method of accounting was used where interest income or expense on the hedging
instruments was accrued and recorded as an adjustment to the interest income or expense related to
the hedged item. Premiums paid for interest rate options were deferred as other assets and amortized to
interest income over the terms of the options. If a hedging derivative contract was terminated early, any
resulting gain or loss was charged to earnings. And if the assets or liabilities hedged were sold or other-
wise disposed of, the related gains and losses on the terminated derivative contracts were recognized as
a component of the gain or loss on disposition of the related assets or liabilities.

(k) Income taxes

Deferred tax assets or liabilities are computed based on the difference between the financial state-
ment and income tax bases of assets and liabilities using the enacted marginal tax rate. Deferred income
tax expenses or credits are based on the changes in the asset or liability from period to period. Deferred
income tax assets have been recognized on the net operating loss carryforwards of certain subsidiaries.
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() Capitalization of interest costs

The Company and its subsidiaries capitalized interest costs of ¥2,132 million, ¥4,730 million and
¥3,260 million ($24 million) in fiscal 2000, 2001 and 2002, respectively, related to specific long-term
development projects.

(m) Stock splits

Stock splits implemented prior to October 1, 2001 have been accounted for by transferring an
amount equivalent to the par value of the shares from additional paid-in capital to common stock as
required by the Japanese Commercial Code (the “Code”). No accounting recognition is made for stock
splits when common stock already includes a portion of the proceeds from shares issued at a price in
excess of par value. This method of accounting is in conformity with accounting principles generally
accepted in Japan.

Based on an amendment to the Code, effective on October 1, 2001, the above-mentioned method of
accounting based on the regulation has become unnecessary.

In the United States, stock splits in comparable circumstances are considered to be stock dividends
and are accounted for by transferring from retained earnings amounts equal to the fair market value of
the shares issued and by increasing additional paid-in capital by the excess of the market value over par
value of the shares issued. Had such stock splits in prior years been accounted for in this manner, addi-
tional paid-in capital as of March 31, 2002 would have increased by approximately ¥24,674 milion ($185 mil-
lion), with a corresponding decrease in retained earnings. Total shareholders’ equity would have
remained unchanged. A stock split on May 19, 2000 was excluded from the above amounts because the
stock split was not considered to be a stock dividend under generally accepted accounting principles in
the United States of America.

(n) Cash and cash equivalents
Cash and cash equivalents include cash on hand, deposits placed with bank and short-term highly
liquid investments with original maturities of three months or less.

(o) Restricted cash and cash equivalents
Restricted cash and cash equivalents consist of cash and securities trusts for the segregation of
assets under an investor protection fund and deposits related to servicing agreements.

(p) Other operating assets
Other operating assets consist primarily of business assets, including golf courses, hotels, training
facilities and inventories.

(q) Other receivables

Other receivables consist primarily of payments made on behalf of lessees for property tax, mainte-
nance fees and insurance premiums in relation to direct financing lease contracts and receivables from
the sale of lease assets.

(r) Advances
Advances include advance payments made in relation to purchases of assets to be leased and
advance and/or progress payments for acquisition of real estate for sale.

(s) Office facilities

Office facilities are stated at cost less accumulated depreciation. Depreciation is calculated on a
declining-balance basis or straight-line basis over the estimated useful lives of the assets. Accumulated
depreciation is ¥18,849 million and ¥21,210 million ($159 million) as of March 31, 2001 and 2002,
respectively.

(t) Other assets

Other assets consist primarily of the unamortized excess of purchase prices over the net assets
acquired in acquisitions (goodwill), deferred policy acquisition costs which are amortized over the con-
tract periods, other intangible assets and leasehold deposits.

The amount of goodwill is ¥17,069 million and ¥17,491 milion ($131 million) as of March 31, 2001 and
2002, respectively.

Goodwill acquired in acquisitions for which the acquisition date was before July 1, 2001 is being
amortized over periods ranging from 5 to 25 years. With respect to acquisitions that occurred after June
30, 2001, goodwill of ¥738 million ($6 million) is not being amortized under the provisions of FASB
Statement No. 142 (“Goodwill and Other Intangible Assets”) (see (2)).

(u) Impairment of long-lived assets

Long-lived assets and certain identifiable intangibles to be held and used by the Company and its
subsidiaries are reviewed for impairment, whenever events or changes in circumstances indicate that the
carrying amount of the assets may not be recoverable. When the sum of undiscounted future cash flows



expected to be generated by the assets is less than the carrying amount of the assets, impairment losses
are recognized based on the fair value of the assets. During fiscal 2000, 2001 and 2002, the Company
and its subsidiaries wrote down certain real estate development projects included in investment in oper-
ating leases, other operating assets and advances in the consolidated balance sheets to their fair values.
The amount of the impairment loss recognized is determined by comparing the carrying amount of the
asset to its fair value as determined by an independent appraiser.

(v) Advertising
The costs of advertising are expensed as incurred. The total amounts charged to advertising expense in
fiscal 2000, 2001 and 2002 are ¥6,916 million, ¥7,268 million and ¥9,103 million ($68 million), respectively.

(w) Restructuring costs

During April 2001, a subsidiary in the United States announced its intention to consolidate certain of
its U.S. locations into one location. The consolidation allowed the subsidiary to substantially reduce oper-
ating expenses, increase efficiency and redesign processes as the subsidiary pursues new business
opportunities. In connection therewith, in accordance with EITF Issue No. 94-3 (“Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring)”), the subsidiary recorded accrued expenses of ¥2,585 million ($19 million)
related primarily to the severance costs, non-cash asset impairment charges, and other closure,
employee and professional costs. This accrual is recognized in selling, general and administrative
expenses in the accompanying consolidated statements of income in fiscal 2002. As of March 31, 2002,
the balance of the accrued liability is ¥691 million ($5 million) consisting primarily of remaining severance
and lease obligations.

(x) Financial statements presentation in U.S. dollars

The translations of the Japanese yen amounts into U.S. dollars are included solely for the conve-
nience of the readers, using the prevailing exchange rate at March 31, 2002, which was ¥133.25 to
$1.00. The convenience translations 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.

(y) Earnings per share

Basic earnings per share is computed by dividing net income by the weighted average number of
shares of common stock outstanding in each period and diluted earnings per share reflects the potential
dilution that could occur if securities or other contracts to issue common stock were exercised or con-
verted into common stock.

Earnings per share is adjusted for any stock splits and stock dividends retroactively.

(z) New accounting pronouncement

On April 1, 2001, the Company and its subsidiaries adopted FASB Statement No. 133 (“Accounting
for Derivative Instruments and Hedging Activities”), as amended by FASB Statement No. 137
(“Accounting for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of FASB
Statement No. 133”) and FASB Statement No. 138 (“Accounting for Certain Derivative Instruments and
Certain Hedging Activities—an amendment of FASB Statement No. 133”). This statement requires that
an entity recognize all derivatives as either assets or liabilities in the statement of financial position and
measure those instruments at fair value. If certain conditions are met, a derivative may be designated as
a hedge. The accounting treatment for changes in the fair value of derivatives depends on the character
of the transaction. The cumulative effect of this accounting change as of April 1, 2001, was a charge of
¥8,400 million ($63 million) to accumulated other comprehensive income (loss) and an increase of ¥133 mil-
lion ($1 million) to earnings.

In September 2000, FASB Statement No. 140 (“Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities—a replacement of FASB Statement No. 125”) was issued. It
revises the standard for accounting for securitizations and other transfers of financial assets and collateral
and requires certain disclosures, but it carries over most of FASB Statement No. 125’s provisions without
reconsideration. The Company and its subsidiaries adopted the disclosure provisions related to the
securitization of financial assets as of March 31, 2001. All transactions entered into after March 31, 2001
were accounted for in accordance with FASB Statement No. 140. This adoption does not have a signifi-
cant effect on the Company and its subsidiaries’ operations or financial position.

In June 2001, FASB Statement No. 141 (“Business Combinations”) and FASB Statement No. 142
(“Goodwill and Other Intangible Assets”) were issued. FASB Statement No. 141 revises the financial
accounting and reporting for business combinations and FASB Statement No. 142 revises the financial
accounting and reporting for goodwill and other intangible assets. FASB Statement No. 141 requires that
all business combinations be accounted for using the purchase method. Accounting for business combi-
nations using the pooling of interests method is no longer allowed. FASB Statement No. 141 also
requires that intangible assets acquired in a business combination be recognized apart from goodwill if
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the intangible assets meet one of two criteria—either the contractual-legal criterion or the separability cri-
terion. The provisions of FASB Statement No. 141 apply to all business combinations initiated after June
30, 2001 or business combinations accounted for by the purchase method completed. On April 1, 2002,
as a result of the adoption of FASB Statement No. 141, the Company and its subsidiaries will record a
transition gain, as an effect of a change in accounting principle, due to the write-off of unamortized
deferred credits of approximately ¥1,937 million ($15 million) existing as of March 31, 2002. The deferred
credits relate to an excess over cost arising from business combinations completed and investments
accounted for by the equity method acquired before July 1, 2001.

FASB Statement No. 142 establishes how intangible assets (other than those acquired in a business
combination) should be accounted for upon acquisition. It also addresses how goodwill and other intan-
gible assets should be accounted for subsequent to their acquisition. Both goodwill and intangible assets
that have indefinite useful lives will no longer be amortized but will be tested at least annually for impair-
ment. Intangible assets with finite lives will continue to be amortized over their useful lives. The provisions
of FASB Statement No. 142 are required to be adopted in their entirety by the Company and its sub-
sidiaries as of April 1, 2002. Impairment losses that arise due to the initial application of FASB Statement
No. 142 are required to be reported as a change in accounting principle. FASB Statement No. 142
requires the Company and its subsidiaries to complete the transitional goodwill impairment test by
September 30, 2002. The Company and its subsidiaries are evaluating but have not yet determined
whether the adoption of this statement will result in an impairment of goodwill. The Company and its sub-
sidiaries will cease to amortize goodwill, including equity method goodwill, on April 1, 2002. For the year
ended March 31, 2002, such goodwill amortization for the Company and its subsidiaries amounted to
¥728 million ($5 million).

In August 2001, the FASB issued Statement No. 144 (“Accounting for the Impairment or Disposal of
Long-Lived Assets”), which addresses financial accounting and reporting for the impairment or disposal
of long-lived assets. While Statement No. 144 supersedes FASB Statement No. 121 (“Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of’), it retains many of the
fundamental provisions of that Statement. Statement No. 144 also supersedes the accounting and
reporting provisions of APB Opinion No. 30 (“Reporting the Results of Operations—Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions”), for the disposal of a segment of a business. However, it retains the requirement in
Opinion No. 30 to report separately discontinued operations and extends that reporting to a component
of an entity that either has been disposed of (by sale, abandonment, or in a distribution to owners) or is
classified as held for sale. This Statement is effective for fiscal years beginning after December 15, 2001.
Management does not expect this adoption to have a significant effect on the Company and subsidiaries’
operations or financial position.

(aa) Reclassifications
Certain amounts in the 2000 and 2001 consolidated financial statements have been reclassified to
conform with the 2002 presentation.
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On September 28, 2001, the Company acquired an 80% stake in the truck leasing company IFCO
Inc., a subsidiary of Isuzu Motors Limited. The aggregate purchase price was ¥20,310 million ($152 mil-
lion). The results of IFCO’s operations have been included in the consolidated financial statements since
the day of acquisition. This acquisition was accounted for under the purchase method.

By combining the know-how developed at the Company and its subsidiaries with IFCO’s expertise,
the Company plans to expand its automobile-related business in Japan.

The fair value of the net assets acquired from this acquisition at the date of acquisition was as follows:

Millions of

Millions of yen U.S. dollars
Investment in direct financing 16aSes (NE1) ....oovvviiviiiiiiiii ¥252,436 $1,894
Other aSSetS......ccovvvivieiieiciiiiiiieee e 49,472 371
Other intangible assets .. 5,645 42
Goodwill .....ccoviiiiiiie, 461 4
Total @SSELS ACQUINEA. .. .ueviiiiei it e e 308,014 2,311
CUITENTE TIADIHIES .. 124,404 934
LONG-TErM debt ..o 163,300 1,225
Total lIabilitIeS ASSUMEA ....coviiiiiiiie et 287,704 2,159
Net @SSEES ACGUIMET. ... ettt ¥ 20,310 $ 152




Of the ¥5,645 million ($42 million) of acquired intangible assets, ¥3,830 million ($29 million) was
assigned to the business model related to logistic/vehicle maintenance know-how that has an amortization
period of eight years and ¥1,815 million ($13 million) was assigned to a customer database that has an
amortization period of seven years.

3 Cash Flow Information

Cash payments for interest and income taxes during fiscal 2000, 2001 and 2002 are as follows:

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
INEEIEST L. ¥119,285 ¥115,058 ¥97,020 $728
INCOME TAXES ...evvviiviiiiiiiiiee e 17,785 12,778 13,021 98
4 Investment in Direct Financing Leases
Investment in direct financing leases at March 31, 2001 and 2002 consists of the following:
Millions of
Millions of yen U.S. dollars
2001 2002 2002
Minimum lease payments receivable...........ccccviiiiiiiieeiiiiiiiieeins ¥1,771,625  ¥1,727,729 $12,966
Estimated residual Value...........c.uvvviiiiiiiiiic e 56,566 80,206 602
Initial direct costs 24,616 23,224 174
Unearned [aSe iNCOME .....c.uiviiiiiiiiiiiiieie e (195,098) (172,490) (1,294)

¥1,657,709  ¥1,658,669 $12,448

In connection with the securitization of direct financing lease receivables, as described in Note 9, the
Company and its subsidiaries retained subordinated interests of ¥144,162 million and ¥142,896 million
($1,072 million) as of March 31, 2001 and 2002, respectively, which are included in investment in the
above table.

Minimum lease payments receivable (including guaranteed residual values and subordinated interests
retained) are due in periodic installments through 2023. At March 31, 2002, the amounts due in each of
the next five years and thereafter are as follows:

Millions of

Year ending March 31, Millions of yen U.S. dollars
¥ 681,535 $ 5,115

439,424 3,298

276,219 2,073

161,721 1,213

80,488 604

88,342 663

¥1,727,729 $12,966

Gains and losses from the disposition of direct financing lease assets are not significant for fiscal
2000, 2001 and 2002.

5 Investment in Operating Leases

Investment in operating leases at March 31, 2001 and 2002 consists of the following:

Weighted
average Millions of
useful life Millions of yen U.S. dollars
Years 2001 2002 2002

Transportation eqUIPMENT........ooiiiieiee e 12 ¥251,650 ¥297,346 $2,232
Measuring equipment and personal computers .. 3 138,088 143,791 1,079
Real estate and other ............cccccco 40 236,708 242,131 1,817
626,446 683,268 5,128

Accumulated depreciation ........c..cccvviieiiciiiii (190,732)  (224,756) (1,687)
N BT e 435,714 458,512 3,441
Rental receivables ... 15,457 15,979 120
¥451,171  ¥474,491 $3,561
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For fiscal 2000, 2001 and 2002, gains from the disposition of operating lease assets are ¥4,144 mil-
lion, ¥7,883 million and ¥3,467 million ($26 million), respectively, and are included in operating lease rev-
enues in the consolidated statements of income.

The operating lease contracts include non-cancelable lease terms ranging from one month to 18
years. The minimum future rentals on non-cancelable operating leases are as follows:

Millions of

Year ending March 31, Millions of yen U.S. dollars
2003.... . ¥ 47,907 $ 359
2004.... 32,919 247
2005.... 21,828 164
20086.... 13,223 99
2007 ........... 5,314 40
TREIEATLEN ... 12,124 91
TOTAL e ¥133,315 $1,000
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The composition of installment loans by domicile and type of borrower at March 31, 2001 and 2002 is
as follows:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
Domestic borrowers:
Consumers—
HOUSING 08NS ...t ¥ 392,806 ¥ 557,461 $ 4,184
Card I0BNS ..vvvieiiie et 181,215 230,358 1,729
OB e 43,959 44,829 336
618,070 832,648 6,249
Commercial—
Real estate related COMPANIES .........coovvivviiiiiiiiiiiiiieee e 222,818 278,367 2,089
Commercial and industrial COmMPaNIeSs..........ccevvvveeiiveeiiireeiinnn. 627,252 708,031 5,313
850,070 986,398 7,402
1,468,140 1,819,046 13,651
Foreign commercial, industrial and other borrowers ............ccccceeeene 357,446 432,771 3,248
Loan origination COSES, NEL.....ccoiviiiiiiiiiiie e 20,925 21,463 161

¥1,846,511  ¥2,273,280 $17,060

In principle, all domestic installment loans, except card loans, are made under agreements which
require the borrower to provide collateral or guarantors.

At March 31, 2002, the contractual maturities of installment loans for each of the next five years and
thereafter are as follows:

Millions of

Year ending March 31, Millions of yen U.S. dollars
.......................................................................................................................... ¥ 610,174 $ 4,579
.......................................................................................................................... 312,747 2,347
.......................................................................................................................... 263,187 1,975
250,954 1,884

235,881 1,770

578,874 4,344

.................................................................................................................. ¥2,251,817 $16,899

Included in interest on loans and investment securities in the consolidated statements of income is
interest income on loans of ¥83,321 million, ¥85,441 million and ¥99,732 million ($748 million) for fiscal
2000, 2001 and 2002, respectively.



7 Allowance for Doubtful Receivables on Direct Financing Leases and Possible Loan Losses

Changes in the allowance for doubtful receivables on direct financing leases and possible loan losses
for fiscal 2000, 2001 and 2002 are as follows:

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Beginning balance ... ¥132,606  ¥136,939  ¥141,077 $1,059
Provisions charged to iNCOME ..........ooviiiiiiiiiiiiic 45,573 44,584 51,367 385
Charge-offs ....cccceevieeiiiieeiiieenn (87,697) (46,845) (50,690) (380)
Recoveries... 354 539 1,350 10
Other*......cccccv.. (3,897) 5,860 9,783 73
Ending balance ¥136,939 ¥141,077 ¥152,887 $1,147

*Other includes foreign currency translation adjustments and the effect of acquisitions.

The balance of the allowance broken down into direct financing leases and installment loans at March
31, 2001 and 2002 is as follows:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
Balance of allowance related to:
DireCt fiIN@NCING IBASES .. .ieivvveeiiiiee et ¥ 40,885 ¥ 50,837 $ 381
INSTAIIMENT JOANS L.vviviiiiiiiiiiiii e 100,192 102,050 766
LI ] = PSSR OP PRSPPI ¥141,077  ¥152,887 $1,147

Under FASB Statement No. 114 (“Accounting by Creditors for Impairment of a Loan”), impaired loans
shall be measured based on the present value of expected future cash flows discounted at the loan’s
original effective interest rate. As a practical expedient, impairment is measured based on the loan’s
observable market price or the fair value of the collateral if the loan is collateral dependent. Certain loans,
such as large groups of smaller-balance homogeneous loans that are collectively evaluated for impair-
ment (these include individual housing loans and card loans) and lease receivables, are exempt from this
measuring of individual loans. When the measure of the impaired loan is less than the recorded invest-
ment in the loan, the impairment is recorded through a valuation allowance.

The recorded investments in loans considered impaired are ¥120,090 million and ¥113,000 million
($848 million) as of March 31, 2001 and 2002, respectively. Of these amounts, it was determined that a
valuation allowance was required with respect to loans which had outstanding balances of ¥73,636 mil-
lion and ¥71,802 million ($539 million) as of March 31, 2001 and 2002, respectively. The Company and
its subsidiaries recorded a valuation allowance of ¥47,037 million and ¥45,862 million ($344 million) as of
March 31, 2001 and 2002, respectively. This valuation allowance is included in the allowance for doubtful
receivables on direct financing leases and possible loan losses in the accompanying consolidated bal-
ance sheets.

The average recorded investments in impaired loans for fiscal 2000, 2001 and 2002 were ¥128,658
million, ¥123,715 million and ¥115,265 million ($865 million), respectively.

The Company and its subsidiaries recognized interest income on impaired loans of ¥1,429 million,
¥1,414 million and ¥1,200 million ($9 million), and collected in cash interest on impaired loans of ¥1,061
million, ¥1,052 million and ¥1,080 million ($8 million) in fiscal 2000, 2001 and 2002, respectively.

As of March 31, 2001 and 2002, the Company and its subsidiaries suspended income recognition pur-
suant to its non-accrual policy on investment in direct financing leases of ¥39,303 million and ¥50,902 mil-
lion ($382 million), respectively, and on installment loans other than impaired loans of ¥77,544 million and
¥65,255 million ($490 million), respectively.

8 Investment in Securities

Investment in securities at March 31, 2001 and 2002 consists of the following:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
TradiNg SECUMTIES ....vvviiiee it e e ¥ 581 ¥ 879 $ 7
Available-for-sale securities 841,409 718,919 5,395
Held-to-maturity securities 13,005 16,008 120
OthEr SECUIMHIES ...ttt 87,163 125,530 942

¥942, 158  ¥861,336 $6,464
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Gains and losses realized from the sale of trading securities and net unrealized holding gains or losses
on trading securities are included in gains on investment securities, net (see Note 18). For fiscal 2000,
2001 and 2002, net unrealized holding gains and losses on trading securities are losses of ¥3 million,
losses of ¥24 million and gains of ¥98 million ($1 million), respectively.

During fiscal 2000 and 2001, the Company and its subsidiaries sold available-for-sale securities for
aggregate proceeds of ¥177,157 million and ¥152,022 million, respectively, resulting in gross realized
gains of ¥17,726 million and ¥9,773 million, respectively, and gross realized losses of ¥3,833 million and
¥2,075 million, respectively. During fiscal 2002, the Company and its subsidiaries sold available-for-sale
securities for aggregate proceeds of ¥325,758 million ($2,445 million), resulting in gross realized gains of
¥18,147 million ($136 million) and gross realized losses of ¥4,352 million ($33 million). The cost of the
securities sold was based on the average cost of each such security held at the time of the sale.

During fiscal 2000, 2001 and 2002, the Company and its subsidiaries charged losses on securities of
¥12,297 million, ¥10,848 milion and ¥19,742 million ($148 million), respectively, to income for declines in
market value of available-for-sale securities where the decline was classified as other than temporary.

Other securities consist mainly of non-marketable equity securities, preferred subscription certificates
carried at cost and investment funds accounted for under the equity method.

The amortized cost basis amounts, gross unrealized holding gains, gross unrealized holding losses
and fair values of available-for-sale and held-to-maturity securities in each major security type at March
31, 2001 and 2002 are as follows:

March 31, 2001

Millions of yen

Gross Gross
Amortized unrealized unrealized
cost gains losses Fair value
Available-for-sale:
Japanese and foreign government bond securities............... ¥ 24926 ¥ 560 ¥ (55) ¥ 25,431
Japanese prefectural and foreign municipal
PONA SECUMTIES ... 38,030 1,665 @ 39,692

Corporate debt SeCUrities ..........cooveviiiiiiiiiiiiii,
Mortgage-backed and other asset-backed securities ...

)
587,442 22,489 (5,786) 604,145
88,912 6,721 (1,397) 94,236
)
)
)

Fundsintrust ... 5,995 — (487 5,508
EQUItY SECUNMHIES ...veiiiiiiiiiiie e 39,085 36,602 (3,290 72,397
¥784,390 ¥68,037  ¥(11,018) ¥841,409
Held-to-maturity:
Japanese and foreign government bond securities................ ¥ 141 ¥ 1 ¥ — ¥ 142
Asset-backed SECUNLIES ...........cooviiiiiiiiiiiiiiieececiieeee 12,864 — — 12,864
¥ 13,005 ¥ 1 ¥ — ¥ 13,006
March 31, 2002
Millions of yen
Gross Gross
Amortized unrealized unrealized
cost gains losses Fair value
Available-for-sale:
Japanese and foreign government bond securities............... ¥ 25,061 ¥ 256 ¥ (9) ¥ 25,308
Japanese prefectural and foreign municipal
PONA SECUNMTIES ... 24,256 582 (464) 24,374
Corporate debt SECUIMLIES .......ccoviiviiiieiiiiiiiieeceee e 501,380 7,010 (10,552) 497,838
Mortgage-backed and other asset-backed securities. ... 109,528 6,152 (2,789) 112,891
FUNAS INErUST .o 5,452 — (465) 4,987
EQUItY SECUNMHIES ...vvveeiiie e 27,619 27,992 (2,090) 53,521

¥693,296 ¥41,992  ¥(16,369) ¥718,919

Held-to-maturity:
Japanese and foreign government bond securities............... ¥ 183 ¥ 22 ¥ — ¥ 205
Asset-backed SECUMHIES ........cvvvviiieiiiiiiii e, 15,825 1,990 (302) 17,513

¥ 16,008 ¥ 2,012 ¥ (302) ¥ 17,718




March 31, 2002

Millions of U.S. dollars

Gross Gross
Amortized unrealized unrealized
cost gains losses Fair value
Available-for-sale:

Japanese and foreign government bond securities................... $ 188 $ 2 $ (0) $ 190

Japanese prefectural and foreign municipal
DONA SECUMEIES ... 182 4 (3) 183
Corporate debt SECUNMIES ......cvvvieiiiee e 3,763 53 (80) 3,736
Mortgage-backed and other asset-backed securities............... 822 46 (21) 847
Funds in trust 1 — (4) 37
EQUItY SECUMTIES ..o 207 210 (15) 402

$5,203 $315 $(123)  $5,395

Held-to-maturity:
Japanese and foreign government bond securities $ 1 — 2
Asset-backed SeCUNtIES ........ccovvveiiiiiiiiie e 15 (3) 131

$ 120 $ 16 $ B $ 133

$

The following is a summary of the contractual maturities of debt securities classified as available-for-
sale and held-to-maturity securities held at March 31, 2002:

Millions of yen Millions of U.S. dollars
Amortized Amortized
cost Fair value cost Fair value
Available-for-sale:

DUE WIthiN ONE YA ...vvivviviivieiiiiciveieeee e ¥ 64,718 ¥ 64,996 $ 486 $ 488
Due after one to five years..... ... 318,861 320,756 2,393 2,407
Due after five to ten years .. ... 196,533 194,218 1,475 1,458
Due after teN YEarS......oiviviiie e 80,113 80,441 601 603

¥660,225  ¥660,411  $4,955  $4,956

Held-to-maturity:

DUE WIthiN ONE YEAN .....vvevviiiiiicieciecie e ¥ 151 ¥ 166 $ 1% 1
Due after one to five years.. . 32 39 0 0
Due after five to ten years .. 12,842 14,832 96 111
Due after teN Years. ... 2,983 2,681 23 21

¥ 16,008 ¥ 17,718 $ 120 $ 133

Securities not due at a single maturity date, such as mortgage-backed securities, are included in the
above table based on their final maturities.

Certain borrowers may have the right to call or prepay obligations. This right may cause actual maturi-
ties to differ from the contractual maturities summarized above.

Included in interest on loans and investment securities in the consolidated statements of income is
interest income on investment securities of ¥14,069 million, ¥24,007 million and ¥22,230 milion ($167 mil-
lion) for fiscal 2000, 2001 and 2002, respectively.

9 Securitization

During fiscal 2001 and 2002, the Company and its subsidiaries sold direct finance lease receivables of
¥184,866 million and ¥202,767 million ($1,522 million), respectively, with gains of ¥3,722 million and
¥6,159 million ($46 million), respectively, in securitization transactions. In connection with these transac-
tions, the Company and its subsidiaries retained subordinated interests of ¥45,449 million and ¥48,542
million ($364 million) in fiscal 2001 and 2002, respectively. Revenues from retained interests for fiscal
2000, 2001 and 2002 were ¥10,216 million and ¥11,267 million and ¥11,336 million ($85 million),
respectively, and are included in revenues from direct financing leases in the consolidated statements of
income.

During fiscal 2001 and 2002, the Company and its subsidiary also sold installment loans of ¥27,563 mil-
lion and ¥46,062 milion ($346 million), respectively, at a gain of ¥1,006 milion and ¥3,076 milion ($23 mil-
lion), respectively, in securitization transactions. The Company and its subsidiary retained subordinated
interests of ¥1,000 million and ¥12,345 million ($93 million) in fiscal 2001 and 2002, respectively.

The Company and its subsidiaries’ retained interests are subordinate to the investors’ interests. Their
value is subject to credit risk and interest rate risk on the sold financial assets. The investors and special-
purpose entities have no recourse to our other assets for failure of debtors to pay.

Servicing assets or liabilities related to securitization transactions initiated during fiscal 2001 and 2002
were not recorded, because the servicing fees adequately compensate the Company and its subsidiaries.
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At March 31, 2001, a subsidiary held servicing assets totaling ¥99 million, which were from securitiza-
tion transactions in a prior year, and amortized ¥126 million and ¥99 million ($1 million) during fiscal 2001
and 2002, respectively. The related program had ended by March 31, 2002 and there was no remaining
balance in servicing assets.

Economic assumptions used in measuring the retained interests related to securitization transactions
completed during fiscal 2001 and 2002 are as follows:

2001 2002
Direct financing Installment Direct financing Installment
leases loans leases loans
Expected credit 0SS ......coovvieiiiiiiiiiciee 0.03%-0.35% 0.75% 0.07%-1.70% 0.72%
Discount rate...........ccceviiiiiiiiiiiiiiii, 3.20%-3.48% 2.69% 3.62%-5.36% 1.62%

Retained interests from securitization transactions that occurred in previous years and in fiscal 2002 are
recorded in the consolidated balance sheets at March 31, 2002. The impacts of 10% and 20% adverse
changes to the key economic assumptions on the fair value of retained interests as of March 31, 2002
are as follows:

Millions of yen Millions of U.S. dollars
Direct Installment  Investment Direct Installment  Investment
financing leases loans in securities financing leases loans in securities
Carrying value of retained interests...  ¥148,344  ¥20,605 ¥9,768 $1,113 $155 $73
Expected credit loss:
+10% 381 99 360 3 1 3
760 201 715 6 2 5
1,515 207 265 11 2 2
3,001 413 516 23 3 4

These sensitivities are hypothetical and should be used with caution. As the amounts indicate,
changes in fair value based on a 10% variation in assumptions generally cannot be extrapolated because
the relationship of the change in assumption to the change in fair value may not be linear. Also, in the
above table, the effect of a variation in a particular assumption on the fair value of the retained interest is
calculated without changing any other assumption; in reality, changes in one factor may result in changes
in another, which might magnify or counteract the sensitivities.

The summarized certain cash flows received from/(paid) to special-purpose entities for all securitiza-
tion activities that occurred in fiscal 2001 and 2002 are as follows:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
Proceeds from new SeCUritization................vvvivviiiiiiiiiiiiiiiiiiiiiiiiiiniinnns ¥215,494  ¥258,926 $1,943
Servicing fEES reCEIVEA..........iiiiiiiiiiiii e 62 231 2
Cash flows received on interest retained .. 4,369 10,315 77
Repurchases of delinquent assets............ (2,681) (1,822) (14)
Repurchases of INeligible asSets ... (24,718) (23,425) (176)

Quantitative information about delinquencies, net credit losses, and components of securitized finan-
cial assets and other assets managed together in fiscal 2001 and 2002 are as follows:

March 31, 2001

Millions of yen

Principal
amount of
receivables
Total principal 90 days or
amount of more past due Net credit
receivables and impaired loans losses
Types of assets:
Direct fiNanNCING 18ASES .. ..vviviiiiiiiiiee e ¥1,968,872 ¥ 53,515 ¥20,679
INStalMENT I0ANS ... 1,887,596 204,917 25,627
Total assets managed Or SECUNtized...........cociviiiiiiiiiiiiiiii 3,856,468 ¥258,432 ¥46,306
Less: aSSES SECUNMTIZE ......uviiiiiiiiiiiie e (852,248)
Assets held in POMONO. .. .ciuvviiiiiiie e ¥3,504,220




March 31, 2002

Millions of yen Millions of U.S. dollars
Principal Principal
amount of amount of
receivables receivables
90 days or 90 days or
Total principal more past Total principal more past
amount of due and Net credit amount of due and Net credit
receivables  impaired loans  losses receivables  impaired loans  losses

Types of assets:

Direct financing leases ... ¥2,033,818 ¥ 67,924 ¥21,364 $15,263 $ 510 $160

Installment loans ..........cccccevveiienne. 2,349,242 187,199 27,976 17,630 1,405 210
Total assets managed or securitized ... 4,383,060 ¥255,123 ¥49,340 32,893 $1,915 @

Less: assets securitized .................. (451,111) (3,385) S
Assets held in portfolio.........cccccvveeen. ¥3,931,949 $29,508

A subsidiary entered into a collateralized bond obligation transaction in fiscal 1999 and accounted for the
transaction as a sale. The assets securitized as a result of the transaction are ¥49,361 million and
¥51,675 million ($388 million) as of March 31, 2001 and 2002, respectively, and are not included in the
table above.

In fiscal 2001 and 2002, subsidiaries entered into other lease receivable securitization programs that
are not accounted for as a sale. The payables under these securitization programs of ¥72,210 million and
¥40,731 million ($306 million) are included in long-term debt, and the minimum lease payments receiv-
able of ¥71,886 million and ¥38,495 million ($289 million) and cash collateral of ¥6,022 million and
¥3,972 million ($30 million) are included in investment in direct financing leases and other assets in the
consolidated balance sheets as of March 31, 2001 and 2002, respectively.

0 Investment in Affiliates

Investment in affiliates at March 31, 2001 and 2002 consists of the following:

Millions of

Millions of yen U.S. dollars
2001 2002 2002
¥51,203  ¥73,290 $550
11,952 13,056 98
¥63,155  ¥86,346 $648

Certain affiliates are listed on stock exchanges. The aggregate investment in and quoted market value
of those affiliates amounted to ¥1,172 million and ¥892 million as of March 31, 2001, respectively, and
¥19,294 million ($145 million) and ¥25,083 million ($188 million) as of March 31, 2002, respectively.

In fiscal 2000, 2001 and 2002, the Company and its subsidiaries received dividends from affiliates of
¥1,091 million, ¥421 million and ¥473 million ($4 million), respectively.

The unamortized excess of cost over the underlying equity at acquisition dates of investment in affili-
ates amounted to ¥1,194 million ($9 million) as of March 31, 2002.

The major affiliates accounted for by the equity method which are contained in the following com-
bined and condensed financial information are Bradesco Leasing S.A. Arrendamento Mercantil (BL 25%
owned in fiscal 2000) and Stockton Holdings Limited (30% owned in fiscal 2000). During fiscal 2001, the
Company sold its share of BL. In fiscal 2001 and 2002, the affiliates, either individually or on a combined
basis, are not significant to the financial position or results of operations of the Company.

Millions of yen

2000
Operations:
TOUAI FEVENUES ...ttt e et e e oot e e e e e et e e e e e e et e e e e e e s e aaeaes ¥ 54,563
Income before income taxes.. 2,293
NEE INCOMIE ...ttt e e e e e e e e ettt e e e e e e sttt ae e e e e e enes 1,632

Financial position:
TOTAI @SSEES ...
Total liabilities
Shareholders’ equity

The Company had no significant transactions with these companies.

ORIX Corporation 53



A Short-Term and Long-Term Debt

54 oRrRIX Corporation

Short-term debt consists of notes payable to banks, bank overdrafts and commercial paper.
The composition of short-term debt and the weighted average interest rate on short-term debt at
March 31, 2001 and 2002 are as follows:

March 31, 2001

Weighted
Millions of yen average rate
Short-term debt in Japan, mainly from banks............ ¥ 331,963 2.5%
Short-term debt outside Japan, mainly from banks .. . 315,498 52
Commercial paper in Japan...........cccccooeiiiiiiieiinens . 910,751 0.4
Commercial paper OULSIAE Japan .........cc.vviiiiiiiiiiec e 3,860 5.8
¥1,662,072 1.8
March 31, 2002
Millions of Weighted
Millions of yen U.S. dollars average rate
Short-term debt in Japan, mainly from banks ...........cccccooiiiiiiinnn. ¥ 279,009 $ 2,094 1.3%
Short-term debt outside Japan, mainly from banks .. 352,521 2,646 3.0
Commercial paper in Japan...........ccccoeveviiiiicninens ... 1,009,003 7,572 0.2
Commercial paper outside Japan ..........ccceeeivrieiiieeciiee e 3,929 29 4.0
¥1,644,462 $12,341 1.0

In fiscal 2000, the Company obtained short-term committed credit lines of ¥294,500 million in Japan
to enhance liquidity as stipulated in the Commitment Line Law that came into effect in March 1999.

In fiscal 2001, the Company arranged a ¥74,560 million multicurrency global commitment line for the
Company and certain overseas subsidiaries.

Total committed lines for the Company and its subsidiaries were ¥795,489 million and ¥933,640 mil-
lion ($7,007 million) at March 31, 2001 and 2002, respectively, and, of these lines, ¥726,888 million and
¥849,876 million ($6,378 million) were available at March 31, 2001 and 2002, respectively. Of the avail-
able committed lines, ¥37,762 million and ¥75,722 million ($568 million) were long-term committed credit
lines at March 31, 2001 and 2002, respectively.

While ¥521,695 million of the total committed lines at March 31, 2001 was restricted for commercial
paper backup purposes, no borrowings have been made under these lines. There were no committed
lines which were restricted for commercial paper backup purposes at March 31, 2002.

Long-term debt at March 31, 2001 and 2002 consists of the following:

March 31, 2001

Due Millions of yen
Banks:
Fixed rate: 1.5% 10 9.3% ...ooovviviiiiiiiiiiicc ... 2002-2012 ¥ 211,746
Floating rate: principally based on LIBOR plus 0.0% to 0.8% 2002-2009 323,473
Insurance companies and others:
Fixed rate: 0.8% 10 9.0 ..veiviiiiiiiiiieiiie e 2002-2009 361,900
Floating rate: principally based on LIBOR plus 0.0% to 0.7% ... 2002-2008 215,952
Unsecured 0.5% t0 3.1% DONAS ... ..eiiiiiiiiii ettt 2002-2013 745,000
Unsecured 0.4% convertible NOES...........oiiiiiiiiiiiicii 2005 40,000
Unsecured 0.1% to 1.9% bonds with warrants .................ccue.... ... 2002-2005 10,500
Unsecured 0.0% to 8.2% notes under medium-term note program. .. 2002-2011 349,378
1.0% to 7.8% payables under securitized lease receivables ............cccceeiieiiiineennne, 2002-2009 72,210
¥2,330,159
March 31, 2002
Millions of
Due Millions of yen U.S. dollars
Banks:
Fixed rate: 1.3% t0 7.5%....ccoiiiiiiiiiiieeee et 2003-2014 ¥ 254,649 $ 1,911
Floating rate: principally based on LIBOR plus 0.0% t0 0.9%............. 2003-2007 683,041 5,126
Insurance companies and others:
Fixed rate: 0.5% t0 8.8%....cccuiiiiieiiiiiiiiiie e 2003-2009 376,259 2,824
Floating rate: principally based on LIBOR plus 0.0% t0 0.6%............. 2003-2012 268,124 2,012
Unsecured 0.4% t0 3.1% DONAS ....ceoeeiiiiiiiiiiiceieciieee e 2003-2013 784,800 5,890
Unsecured 0.0% to 0.4% convertible Notes...........ccoeeevieiieeeieeeneenn. 2005-2007 68,788 516
Unsecured 0.6% to 1.9% bonds with warrants ..........cccccceeveeeiinnnnn. 2003-2006 9,100 68
Unsecured 0.0% to 7.3% notes under medium-term note program ...... 2003-2012 324,369 2,434
3.0% to 7.8% payables under securitized lease receivables ............. 2003-2007 40,731 306
¥2,809,861 $21,087




B Deposits

The repayment schedule for the next five years and thereafter for long-term debt at March 31, 2002 is
as follows:

Millions of
Year ending March 31, Millions of yen U.S. dollars
¥ 677,095 $ 5,081
615,480 4,619
607,595 4,560
457,385 3,433
310,121 2,327
142,185 1,067
¥2,809,861 $21,087

The agreements related to debt payable to banks provide that the banks under certain circumstances
may request additional security for loans and have the right to offset cash deposited against any short-
term or long-term debt that becomes due and, in case of default and certain other specified events,
against all other debt payable to the banks. Whether such provisions can be enforced will depend upon
the factual circumstances.

In addition to the minimum lease payments receivable related to the payables under securitized lease
receivables described in Note 9, the short-term and long-term debt payable to financial institutions are
secured by the following assets as of March 31, 2002:

Millions of

Millions of yen U.S. dollars
THME AEPOSIES 1.ttt ettt ettt ettt ¥ 6,635 $ 50
Minimum lease payments, loans and future rentals .........cccccooveiieiiiiiinccce 134,181 1,007
Investment in securities (include repurchase facilities of ¥77,246 million ($580 million))..... 84,189 632
Other operating assets and office facilities, Net ........ccccccviieiiiiiii e 158,653 1,190
¥383,658 $2,879

Under agreements with customers on brokerage business, the Company and its subsidiaries received
customers’ securities with an approximate value of ¥17,786 million ($133 million) as of March 31, 2002,
that may be sold or repledged by the Company and its subsidiaries. As of March 31, 2002, ¥12,492 mil-
lion ($94 million) at market value of the securities are repledged as collateral for the short-term debt.

Loan agreements relating to short-term and long-term debt from commercial banks and certain insur-
ance companies provide that minimum lease payments and installment loans are subject to pledges as
collateral against these debts at any time if requested by the lenders. To date, the Company has not
received any such requests from the lenders.

Deposits at March 31, 2001 and 2002, consist of the following:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
THME AEPOSIES ..ttt ¥152,321  ¥182,926 $1,373
Other deposits.... 25,993 42,317 317
L1 ] = OSSP UPPPPRR ¥178,314 ¥225,243 $1,690

The balances of time deposits, including CDs, issued in amounts of ¥10 million ($75 thousand) or more
were ¥126,781 million and ¥142,689 million ($1,071 million) at March 31, 2001 and 2002, respectively.
The maturity schedule of time deposits at March 31, 2002 is as follows:

Millions of
Year ending March 31, Millions of yen U.S. dollars
¥103,538 $ 777
27,604 207
17,979 135
9,959 75
23,846 179
¥182,926 $1,373
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Income before income taxes and the provision for income taxes in fiscal 2000, 2001 and 2002 are as follows:

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Income before income taxes:
DOMESHC .o ¥33,245 ¥56,076  ¥62,411 $468
FOrBIGN . . 18,803 3,160 10,628 80
¥52,048 ¥59,236  ¥73,039 $548
Provision for income taxes:
Current—
DOMESHC v ¥ 6,803 ¥12,648 ¥14,165 $106
Foreign 8,139 4,320 1,208 9
14,942 16,968 15,373 115
Deferred—
DOMESHIC ©vvvviiieeecie e 7,913 18,080 13,912 105
FOrBIGN. ..t (1,449) (4,969) 3,618 27
6,464 8,111 17,530 132
Provision for inCome taxes ..........ccccccvvviiiiiiii ¥21,406  ¥25,079  ¥32,903 $247

The normal income tax rate in Japan was approximately 42% in fiscal 2000, 2001 and 2002. The
effective income tax rate is different from the normal income tax rate primarily because of certain perma-
nent non-deductible expenses and inclusion in income of equity in net income of affiliates.

Reconciliation of the differences between tax provision computed at the normal rate and consolidated

provisions for income taxes in fiscal 2000, 2001 and 2002 are as follows:

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Income before income taxes ... ¥52,048 ¥59,236  ¥73,039 $548
Tax provision computed at normal rate .........ccceeeeeviiiiiiieeeeeennn, ¥21,860 ¥24,879 ¥30,676 $230
Increases (reductions) in taxes due to:
Application of the equity method ............ccccooiiiiiiiiiiiiin, 150 (383) (204) (2
Permanent non-deductible eXpenses .........ocvvvvvveeeiiiiiinneeenn, 677 575 641 5
Amortization of gOOAWIll .........ccceviiiiiiiii (115) 147 176 1
Effect of lower tax rate than normal on a domestic subsidiary. (873) (407) (230) 2)
Effect of gain on sales of domestic subsidiaries..................... — — 1,648 13
Other, NBL...cuiiii (793) 268 196 2
Provision for iNCOME taXes .........covvvieiiiiiiiiiieiceeeee e ¥21,406  ¥25,079  ¥32,903 $247
Total income taxes recognized in fiscal 2000, 2001 and 2002 are as follows:
Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Provision for iNCOME taXes ..........oooiiiiiiiiiiiiiicec e ¥21,406 ¥25,079  ¥32,903 $247
Income tax on other comprehensive income (loss):
Net cumulative effect of adopting FASB statement No. 133.... — — (5,698) (43)
Net unrealized gains (losses) on investment in securities (8,809) (11,694) (88)
Minimum pension liability adjustments.............ccccceeveee. (859) (1,517) (11)
Foreign currency translation adjustments ...........cccccovieiiinn. 1,556 680 5
Net unrealized losses on derivative instruments....................... — — 1,204 9
Total INCOME TAXES ....ceeiiiiiiiiiei ¥46,368 ¥16,967 ¥15,878 $119




D Pension Plans

The tax effects of temporary differences giving rise to the deferred tax assets and liabilities at March
31, 2001 and 2002 are as follows:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
Assets:

Net operating 10Ss Carryforwards ...........ccocvvviiieiiiieeiic e ¥ 13,219 ¥ 17,034 $ 128

Allowance for doubtful receivables on direct
financing leases and possible loan losses ..... 30,904 32,568 244
Installment 10ans........cvvvvveieiiiiis 2,863 1,301 10
Policy liabilities......... 799 1,459 1
Accrued expenses... . 11,247 9,341 70
(O]1 LT OSSP PP PP PO PUPPPPRRRRPIOt 2,866 3,373 25
61,898 65,076 488

Liabilities:

Investment in direct financing leases 121,903 137,896 1,035
Investment in operating leases ........... 17,382 21,369 160
Investment in securities ..............ccccevee 22,463 6,682 50
Deferred life insurance acquisition costs 10,074 11,364 85
Undistributed €arnings........c.ueeiiiiiiiiiie e 12,333 15,350 115
(1T PR PPRPRPPR 11,167 9,057 68
195,322 201,718 1,513
Net deferred tax lability .........covvviieiiiiii e ¥133,424  ¥136,642 $1,025

Certain subsidiaries have recognized deferred tax assets from net operating loss carryforwards total-
ing ¥46,405 million ($348 million) as of March 31, 2002, which expire as follows:

Millions of

Year ending March 31, Millions of yen U.S. dollars
20008 Lt ¥ 2,854 $ 21
2,914 22
5,689 43
2,907 22
. 4,549 34
TEIEAMET .. 27,492 206
TOTL s ¥46,405 $348

Undistributed earnings of certain foreign subsidiaries for which deferred income taxes were not pro-
vided amounted to ¥69,521 million ($522 million) as of March 31, 2002. Since management has decided
that the undistributed earnings are permanently reinvested, no provision for income taxes has been provided.

Net deferred tax assets and liabilities at March 31, 2001 and 2002 are reflected in the accompanying
consolidated balance sheets under the following captions:

Millions of
Millions of yen U.S. dollars
2001 2002 2002
OtNBI @SSEES ... vviiie e ¥ 2,006 ¥ 4,890 $ 37
Income taxes: Deferred ... ... 135,430 141,532 1,062
Net deferred tax labIlItY .........oooiiiiiiii e ¥133,424 ¥136,642 $1,025

The Company and certain subsidiaries have trusted contributory and non-contributory funded pen-
sion plans covering substantially all of their employees other than directors and corporate auditors. Under
the plans, employees are entitled to lump-sum payments at the time of termination of their employment
or to pension payments. The amounts of such payments are determined on the basis of length of service
and remuneration at the time of termination. The Company and its subsidiaries’ funding policy is to con-
tribute annually the amounts actuarially determined. Assets of the plans are invested primarily in interest-
bearing securities and marketable equity securities.
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The funded status of the defined benefit pension plans, a substantial portion of which consists of
domestic pension plans, as of March 31, 2001 and 2002 is as follows:

Millions of

Millions of yen U.S. dollars
2001 2002 2002
Change in benefit obligation:
Benefit obligation at beginning of year...........ccocviiiiii ¥46,065 ¥ 53,153 $399
Service CoSt......oovvvviiiiiiiiiiiiieeeee . 3,329 3,799 29
Interest COSt. .. . 1,496 1,757 13
Plan participants’ contributions.. " 567 503 4
Plan amendments................... . (560) 247 2
Actuarial 0SS ........covvvvviiiiiiiiiiiiiiiiiiiiiiiias . 2,997 6,655 50
Foreign currency exchange rate change . 460 242 2
Benefits paid..........ccooveeiviiiiiicc . (1,201) (1,231) 9)
Plan CurailmEeNT ..o — (327) (3)
SEHBMENTS ...eiiiiiie e — (148) 1)
Special termination benefits . . — 18 0
ACQUISITION @NA ONET .....vviiiiccc e — 2,047 15
Benefit obligation at end Of year.........ccccoiiiiiiiiies ¥53,153 ¥ 66,715 $501
Change in plan assets:
Fair value of plan assets at beginning of year ..........ccccccceviiiiiieiiiinns ¥38,823 ¥ 44,279 $332
Actual return on plan assets .........cccocvvviiienes . (2,576) (975) (7)
Employer contribution.......... 8,157 11,472 86
Plan participants’ contributions.. " 567 503 4
Benefits paid..........ccooveeiiiiiiiiiiccc .. (1,050 (1,117) (8)
Foreign currency exchange rate Change ...........ccoovvvviieeeiiiiiiiieeeeeiiis 358 190 1
SEIBMENTS ... — (148) 1)
ACQUISItION @NA OTNET ....vviieecc e — 1,214 9
Fair value of plan assets at end of year ........cccccceevviiiiiiieiiiiieee ¥44279  ¥55,418 $416
The funded status of the plans:
FUNCEA STAIUS ... ) ¥(11,297) $ (85)
Unrecognized prior service cost. " 23 0
Unrecognized net actuarial loss .............. . 31,079 233
Unrecognized net transition obligation ..........ccccciiiiiiiiicii, 432 317 3
Net amount reCOGNIZEA .........uviiiiiiiiiiic e ¥14,620 ¥ 20,122 $151
Amount recognized in the consolidated balance sheets consists of:
Prepaid benefit COST......viiiiiiiiii ¥14,601 ¥ 21,771 $163
Accrued benefit liability . . (8,2206) (13,504) (101)
INtangible @SSEt......civv i . 187 130 1
Accumulated other comprehensive income, gross of tax .. .. 8,058 11,725 88
Net amount recognized ..........ccccvevveiiieerieieiiece e, . ¥14620 ¥20,122 $151

The aggregate projected benefit obligations, aggregate accumulated benefit obligations and aggre-
gate fair values of plan assets for the plans with the accumulated benefit obligations in excess of plan
assets were ¥23,681 million, ¥19,621 million and ¥11,522 million, respectively, at March 31, 2001, and
¥27,622 million ($207 million), ¥24,964 million ($187 million) and ¥11,620 million ($87 million), respec-
tively, at March 31, 2002.

Net pension cost of the plans for fiscal 2000, 2001 and 2002 consists of the following:

Millions of

Millions of yen U.S. dollars

2000 2001 2002 2002

SEIVICE COSE ...ttt ¥2,360 ¥3,329 ¥3,799 $28
INTEIEST COST...iiiiiiiii e 1,460 1,496 1,757 13
Expected return on plan assets ... (1,565) (1,323) (1,496) (11)
Amortization of unrecognized transition obligation ... 35 29 34 0
Amortization of unrecognized net actuarial [0SS............ccccocvviiiiienn 237 818 1,137 9
Amortization of unrecognized prior Service Cost.........ccovvvieiieiineans 10 (26) (13) (0)
Plan curtailment and settlements ... (43) — 146 1
Net periodiC PENSION COST.....ciiiiiiiiiiie i ¥2,494  ¥4,323  ¥5,364 ﬁ




Significant assumptions of domestic and foreign pension plans used to determine these amounts for
fiscal 2000, 2001 and 2002 are as follows:

Domestic 2000 2001 2002
DISCOUNT FALE ...ttt ettt ettt et anee e 3.0% 38.0% 2.5%
Rate of increase in compensation levels................ . 26% 21% 2.2%

Expected long-term rate of return on plan assets 3.0% 3.0% 2.5%

Foreign 2000 2001 2002

Discount rate .......eeevviieeiiiieiiiiee e e 7. 7.3% 7.0%
Rate of increase in compensation levels................ .. b. 45% 4.3%
Expected long-term rate of return on plan assets 9.3% 9.3%

In addition, directors and corporate auditors of the Company and certain subsidiaries, and executive
officers of the Company, receive lump-sum payments upon termination of their services under unfunded
termination plans. The payments to directors and corporate auditors are subject to shareholders’
approval. The amount required based on length of services and remuneration to date under these plans
is fully accrued.

Total provisions charged to income for all the plans including the defined benefit plans are ¥3,431 mil-
lion, ¥5,119 million and ¥6,238 million ($47 million) in fiscal 2000, 2001 and 2002, respectively.

E Stock-Based Compensation

The Company has introduced stock option plans for directors and some employees. Under the plans,
the right is granted to purchase the treasury shares of the Company at a certain price. The exercise
prices are equal to or greater than fair market value and were determined based on a formula linked to
the stock price of the shares on the Tokyo Stock Exchange. Under the stock option plans prior to fiscal
2001, the options vest 100% on the grant date. Under the stock option plan in fiscal 2001 and 2002, the
options vest 100% over three and two years’ service periods. Exercisable periods are 9.7 years, 10 years
and 10 years from the grant date in 2000, 2001 and 2002, respectively. The Company acquired 145,000
and 316,700 shares of its common stock for the plan during fiscal 2000 and 2001, respectively, and
granted stock subscription rights of 300,900 shares for the plan during fiscal 2002. The Board of
Directors intends to obtain approval from the shareholders, at the next general meeting, to be held on
June 26, 2002, for an additional grant of stock acquisition rights for 490,000 shares to directors, corporate
auditors and some employees of the Company, subsidiaries and affiliated companies during fiscal 2003.

FASB Statement No.123 (“Accounting for Stock-Based Compensation”) defines a fair value based
method of accounting for a stock option. This statement gives entities a choice of recognizing related
compensation expense by adopting the new fair value method or to continue to measure compensation
using the intrinsic value approach under APB Opinion No. 25 (“Accounting for Stock Issued to
Employees”), the former standard. The Company chose to use the measurement prescribed by APB
Opinion No. 25 and recognized no compensation expense in fiscal 2000, 2001 and 2002. Had compensa-
tion cost for the Company’s stock option plans been determined consistent with FASB Statement No. 123,
net income and earnings per share (EPS) in fiscal 2000, 2001 and 2002 would have been as follows:

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Income before cumulative effect of a change
iN‘accounting PriNCIPIE .....ovvviiiiiiiceii e ¥29,761  ¥33,694  ¥38,953 $292
NETINCOME ..t 29,761 33,694 39,086 293
Yen U.S. dollars
2000 2001 2002 2002
Income before cumulative effect of a change
in accounting principle—
BaSiC EPS .. ..o ¥37419  ¥412.11  ¥473.20 $3.55
DIUtEd EPS ... 365.66 395.57 451.88 3.39
Net income—
BaSIC EPS ... 374.19 41211 474.82 3.56
DIlUtEd EPS... ..o 365.66 395.57 453.42 3.40
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The fair value of these stock options was estimated using the Black-Scholes option pricing model
under the following assumptions:

2000 2001 2002
Grant-date fair value ...........ccccovvviiiiiiiie e ¥6,078 ¥5,847 ¥5,014 ($37.63)
Expected life ... 8.55Years 9.25 Years 9.65 Years
RISK-free rate......uvvviiiiiiiii e 1.72% 1.15% 1.21%
Expected VOIatility ........ccoivreeiiiieiiiececie e 35.53% 30.79% 32.31%
Expected dividend yield............ccccoovvviiiiiiiiiiiii 0.149% 0.096% 0.123%
The following table summarizes information about stock option activity for fiscal 2000, 2001 and 2002:
2000 2001 2002
Weighted Weighted
average average
exercise exercise Weighte_d average
price price exercise price
Number of Number of Number of u.s.
shares Yen shares Yen shares Yen dollars
Outstanding at beginning of year.. 314,000 ¥ 7,720 402,000 ¥ 8,689 681,500 ¥12,250 $ 91.93
Granted........ccovvvviieeeiiiiiiiieeeen 145,000 10,393 316,700 16,272 300,900 12,329 92.53
Exercised ................ ... (67,000) (7,686) (35,900) (7,706)  (29,700) (7,702) (57.80)
Forfeited or expired. .............. — — (1,300) (16,272) (2,000) (14,695) (110.28)

Outstanding at end of year .......... 402,000 8,689 681,500 12,250 950,700 12,412 93.15

Exercisable at end of year ........... 402,000 8,689 366,100 8,786 336,400 8,881 66.65

The exercise prices of all the granted options were adjusted on April 1, 2000 for a 1.2-for-1 stock split
implemented on May 19, 2000.

Summary information about the Company’s stock options outstanding and exercisable at March 31,
2002 is as follows:

Outstanding Exercisable
Weighted average Weighted average Weighted average
Range of exercise price Number of remaining life exercise price Number of exercise price
Yen shares Years Yen shares Yen
¥ 7,665-¥10,000 191,400 3.94 ¥ 7,736 191,400 ¥ 7,736
10,001- 13,000 445,100 8.60 11,698 145,000 10,393
13,001- 16,272 314,200 8.25 16,272 — —
7,665- 16,272 950,700 7.54 12,412 336,400 8,881
Outstanding Exercisable
Weighted average Weighted average Weighted average
Range of exercise price Number of remaining life exercise price Number of __exercise price
U.S. dollars shares Years U.S. dollars shares U.S. dollars
$57.52-$ 75.05 191,400 3.94 $ 58.06 191,400 $58.06
75.06- 97.56 445,100 8.60 87.79 145,000 78.00
97.57- 122.12 314,200 8.25 122.12 — —
57.62—- 122.12 950,700 7.54 93.15 336,400 66.65

The Company has also introduced warrant plans to corporate auditors and some employees (exclud-
ing employees who were option holders under the stock option plan) of the Company and directors, cor-
porate auditors and some employees of its certain subsidiaries. Under the plans, the Company granted
warrants to purchase 302,484 shares, 126,143 shares and 124,303 shares, respectively, by repurchas-
ing warrants attached to bonds with warrants issued by the Company during fiscal 2000, 2001 and
2002. The grant-date fair value was ¥1,100, ¥1,410 and ¥1,135 ($8.52), respectively, and the exercise
price was ¥11,278, ¥14,090 and ¥12,329 ($92.53), respectively, in fiscal 2000, 2001 and 2002. The
exercise prices of the granted warrants were adjusted on April 1, 2000, for a 1.2-for-1 stock split imple-
mented on May 19, 2000.



F Accumulated Other Comprehensive Income (Loss)

Changes in each component of accumulated other comprehensive income (loss) in fiscal 2000, 2001
and 2002 are as follows. Comprehensive income (loss) and its components have been reported, net of
tax, in the consolidated statements of shareholders’ equity.

Millions of yen

Net unrealized ~ Minimum Foreign ~ Net unrealized ~ Accumulated
gains on pension currency losses on other
investment liability translation derivative comprehensive
in securities  adjustments  adjustments  instruments income (loss)
Balance at March 31, 1999 ... ¥ 4153 ¥ — ¥@31,708) ¥ — ¥(27,550)
Net unrealized gains on investment
in securities, net of tax of ¥(28,919) million................... 42,699 42,699
Reclassification adjustment for gains included
in net income, net of tax of ¥484 million.............cc..c..... (1,148) (1,148)
Minimum pension liability adjustments,
net of tax of ¥2,515 million ........ccccoevviiiiiiiin (3,485) (3,485)
Foreign currency translation adjustments,
net of tax of ¥1,219 Million ..o (12,184) (12,184)
Reclassification adjustment for losses included
in net income, net of tax of ¥(261) million..................... 251 251
Current period ChaNGE.......cveiveeiirieireeee e 41,551 (3,485) (11,939) — 26,133
Balance at March 31, 2000 .......cccoviviiiiriiiiiciei 45,704 (3,485) (43,636) — (1,417)
Net unrealized losses on investment
in securities, net of tax of ¥9,750 million ...........cccccecv... (12,334) (12,334)
Reclassification adjustment for losses included
in net income, net of tax of ¥(941) million............ccc...... 974 974
Minimum pension liability adjustments,
net of tax of ¥859 MIllioN ......ccvevvveverieircec e (1,199) (1,199)
Foreign currency translation adjustments,
net of tax of ¥(1,556) MillioN.........cccovevreierriiiieieann 20,5632 20,532
Reclassification adjustment for gains included
in net income, net of tax of ¥ — million ...........ccceeveee (2,004) (2,004)
Current period Change.........cocvvevviviiiiiiiiei e (11,360) (1,199) 18,528 — 5,969
Balance at March 31, 2007 ..o 34,344 (4,684) (25,108) — 4,552
Net cumulative effect of adopting FASB Statement
No. 133, net of tax of ¥5,698 million.............cccceerriinne (8,400) (8,400)
Net unrealized losses on investment
in securities, net of tax of ¥11,796 million .................... (19,555) (19,555)
Reclassification adjustment for gains included
in net income, net of tax of ¥(102) million..................... (33) (33)
Minimum pension liability adjustments,
net of tax of ¥1,517 million ........cocevviiviiiii (2,150) (2,150)
Foreign currency translation adjustments,
net of tax of ¥(680) MillioN........cccovvviiiiiiiiice 10,324 10,324
Reclassification adjustment for gains included
in net income, net of tax of ¥— million ...........c.cccevninn (16) (16)
Net unrealized losses on derivative instruments,
net of tax of ¥51 million ..., (76) (76)
Reclassification adjustment for losses included
in net income, net of tax of ¥(1,255) million................... 1,914 1,914
Current period Change........coocvveiiiiiiiiiei e (19,588)  (2,150) 10,308 (6,562) (17,992)
Balance at March 31,2002 ..............cccocoeviiiiiiincnn ¥14,756  ¥(6,834) ¥(14,800) ¥(6,562) ¥(13,440)
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Millions of U.S. dollars

Net unrealized ~ Minimum Foreign Net unrealized Accumulated
gains on pension currency losses on other
investment liability translation derivative comprehensive
in securities  adjustments  adjustments  instruments income (loss)

Balance at March 31, 2001 ......ccccovvviviiireiceeecen, $ 257 $(35) $(188) $— $ 34
Net cumulative effect of adopting FASB Statement

No. 133, net of tax of $43 Million ..........ccecvevveevrenen. (63) (63)
Net unrealized losses on investment

in securities, net of tax of $89 million ..............c.cceveveveene. (147) (147)
Reclassification adjustment for gains included

in net income, net of tax of $(1) million............c.ceveenene. (0) 0)
Minimum pension liability adjustments,

net of tax of $11 MIllION ..o, (16) (16)
Foreign currency translation adjustments,

net of tax of $(5) MIlION........ccovvvveeiiiicee e 77 77
Reclassification adjustment for gains included

in net income, net of tax of $ — million ..........ccocoevevenane. 0) 0)
Net unrealized losses on derivative instruments,

net of tax of $O MIlION ......cvevveriiieiceeeeeecee, 0) 0)
Reclassification adjustment for losses included

in net income, net of tax of $(9) million ............c......... - L - 14 14
Current period Change ..o, (147) _(16) 7 (49) (135)
Balance at March 31,2002............c.ccccocoeveeeviveinnn. $110 $(51) $(111) $(49) $(101)

G Shareholders’ Equity
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Changes in the number of shares issued and outstanding in fiscal 2000, 2001 and 2002 are as follows:

Number of shares

2000 2001 2002

Beginning balanCe..........ccviiiiiiiiii i 64,870,299 68,630,294 82,388,025
Common stock issued in public and private offering.... 3,300,000 — 1,800,000
EXErciSe Of WarrantS ... ... 357,175 31,673 95,383
Common stock issued for acquisitions of

minority interests of subsidiaries ............cccovvvviiiieii 102,820 — 20,577
Common stock issued in stock split on May 19, 2000. — 18,726,058 —
ENding BalanCe ........cooviiiiiiiiiii 68,630,294 82,388,025 84,303,985

Prior to October 1, 2001, the Japanese Commercial Code (the “Code”) provided that an amount
equivalent to at least 10% of cash dividends paid and other cash outlays resulting from appropriation of
retained earnings be appropriated to a legal reserve until such reserve equaled 25% of issued capital.
The Code, amended effective on October 1, 2001, provides that an amount equivalent to at least 10% of
cash dividends paid and other cash outlays resulting from appropriation of retained earnings be appropri-
ated to the legal reserve until the aggregate amount of the additional paid-in capital and the legal reserve
equals 25% of the issued capital. The Code also provides that both additional paid-in capital and the
legal reserve are not available for cash dividends but may be used to reduce a capital deficit and may be
reduced (in the case of the latter, in aggregate, the remainder after such reduction should not be less
than 25% of the issued capital and a resolution of a general meeting of shareholders is required), or may
be capitalized by resolution of the Board of Directors.

The Code provides that at least one-half of the issue price of new shares be included in common
stock. In conformity therewith, the Company has divided the principal amount of the bonds converted
into common stock and the proceeds received from the issuance of common stock, including the exer-
cise of warrants, equally between commmon stock and additional paid-in capital by resolution of the Board
of Directors.

The Board of Directors intends to recommend to the shareholders, at the next general meeting, to be
held on June 26, 2002, the declaration of a cash dividend totaling ¥1,255 million ($9 million), which will
be paid in that month to the shareholders of record as of March 31, 2002, covering fiscal 2002.

The amount of retained earnings available for dividends under the Code is based on the amount
recorded in the Company’s nonconsolidated books of account in accordance with accounting principles
generally accepted in Japan, and amounted to ¥103,288 million ($775 million) as of March 31, 2002.
However, there are restrictions on the payment of dividends relating to net unrealized gains on invest-
ment in securities and the earnings impact of derivatives under accounting principles generally accepted
in Japan, amounting to ¥12,466 million ($94 million) as of March 31, 2002,



Retained earnings at March 31, 2002 includes ¥23,151 million ($174 million) relating to equity in
undistributed earnings of 50% or less owned companies accounted for by the equity method.

The Company implemented a 1.2-for-1 stock split on May 19, 2000 for shareholders of record as of
March 31, 2000.

H Brokerage Commissions and Gains on Investment Securities

Brokerage commissions and gains on investment securities in fiscal 2000, 2001 and 2002 consist of

the following:
Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Brokerage CoOmMmMISSIONS........ccoiuviiiiiiiiiiii e ¥ 3,089 ¥ 3,252 ¥ 2,940 $ 22
Gains on investment securities, net 16,611 8,803 15,427 116
¥19,700 ¥12,055 ¥18,367 $138

Trading activities—Gains on investment securities, net, include net trading revenue on trading securi-
ties amounting to ¥1,390 million, ¥552 million and ¥442 million ($3 million) for fiscal 2000, 2001 and
2002, respectively. A loss of ¥15 million, a gain of ¥444 million and a gain of ¥225 million ($2 million) on
derivative trading instruments are also included in gains on investment securities, net, for fiscal 2000,
2001 and 2002, respectively.

| Life Insurance Operations

Life insurance premiums and related investment income in fiscal 2000, 2001 and 2002 consist of the

following:
Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Life iINSuranCce pPremiumsS ... ¥190,758  ¥141,528 ¥135,479 $1,017
Life insurance related investment income..............ccoeevvenee... 15,071 16,786 16,854 126

¥205,829 ¥158,314  ¥152,333 $1,143

The benefits and expenses of life insurance operations, included in life insurance costs in the consoli-
dated statements of income, are associated with earned premiums so as to result in the recognition of
profits over the life of contracts. This association is accomplished by means of the provision for future
policy benefits and the deferral and subsequent amortization of policy acquisition costs (principally com-
missions and certain other expenses relating to policy issuance and underwriting). These policy acquisi-
tion costs are amortized in proportion to premium revenue recognized. Amortizations charged to income
for fiscal 2000, 2001 and 2002 amounted to ¥9,756 million, ¥10,671 milion and ¥11,424 milion ($86 mil-
lion), respectively.

J Other Operations

Other operating revenues and expenses include revenues and costs from sales of residential apart-
ments, fee income and costs from the servicing of receivables, commission income and costs from sales
of commodities funds and revenues and expenses from other operations.

Other operating revenues in fiscal 2000, 2001 and 2002 consist of following:

Millions of

Millions of yen U.S. dollars
2000 2001 2002 2002
¥35,291  ¥36,928 ¥ 58,078 $436
23,118 31,403 63,627 478
¥58,409  ¥68,331 ¥121,705 $914

K Per Share Data

In Japan, dividends which are payable to shareholders of record at the end of a fiscal year are subse-
quently approved by shareholders, and, accordingly, the declaration of these dividends is not reflected in
the financial statements at such fiscal year-end. However, dividends per share shown in the consolidated
statements of income have been presented on an accrual basis and include, in each fiscal year, divi-
dends to be approved by shareholders after such fiscal year.
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A reconciliation of the differences between basic and diluted earnings per share (EPS) in fiscal 2000,
2001 and 2002 is as follows:

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
NEL INCOME .. ¥30,642  ¥34,157  ¥40,269 $302
Effect of dilutive securities—
COoNVErtiDIE NOTES .....eeiiiieeiiiie e 43 87 87 1
Net income for diluted EPS computation............cccceecviiiinnennn. ¥30,685  ¥34,244  ¥40,356 $303
Thousands of shares
2000 2001 2002
Weighted-average shares...........cccooiiiiiiiiiiiiiii 79,534 81,760 82,318
Effect of dilutive securities—
WAITANTS .ttt 160 127 41
ConVErtiDIE NOTES ...vvvviice i 1,560 3,381 3,962
TreasUNY STOCK......iiciiiiiiic et 133 132 74
Weighted-average shares for diluted EPS computation ............... 81,387 85,400 86,395
Yen U.S. dollars
2000 2001 2002 2002
BASIC EPS ... ¥385.27  ¥417.77  ¥489.19 $3.67
DIlUtEd EPS.....ociiiiic e 377.02 400.99 467.11 3.51

The computation of diluted income before cumulative effect of a change in accounting principle per
share for fiscal 2000, 2001 and 2002 uses the same weighted-average shares used for the computation
of diluted EPS, and reflects the effects of assumed conversion of convertible notes in diluted income
before cumulative effect of a change in accounting principle.

EPS has been adjusted for stock splits retroactively.

L Derivative Financial Instruments and Hedging
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The Company and its subsidiaries are party to derivative financial instruments that use in the normal
course of business to reduce exposure to fluctuations in interest and foreign currency rates.
(a) Cash flow hedges

The Company and its subsidiaries designate interest rate swap agreements as cash flow hedges for
variability of cash flows originated from floating rate borrowings. The interest rate swap agreements
mature at various dates through 2009. Adoption of FASB Statement No. 133 resulted in a reduction of
other comprehensive income (loss) of ¥8,400 million ($63 million) at April 1, 2001. Of that amount,
¥1,914 million ($14 million) was transferred to earnings in fiscal 2002. For fiscal 2002, a net loss of ¥224
million ($2 million) of hedge ineffectiveness associated with instruments designated as cash flow was
recorded in earnings. Derivative gains and losses included in net unrealized losses on derivative instru-
ments, which is a part of accumulated other comprehensive income (loss) are reclassified into earnings at
the time that the associated hedged transactions impact the income statement. Approximately ¥1,449
million ($11 million) of net derivative losses included in accumulated other comprehensive income (loss),
net of applicable income taxes at March 31, 2002 will be reclassified into earnings within twelve months
from that date.
(b) Fair value hedges

The Company and its subsidiaries use financial instruments designated as fair value hedges to hedge
their exposure to interest rate risk and foreign currency exchange risk. The Company and its subsidiaries
designate foreign currency swap agreements and foreign exchange forward contracts to minimize foreign
currency exposures on operating assets including lease receivables, loan receivables and borrowings. A
subsidiary hedges a portion of the interest rate exposure of the fair values of certain asset-backed securi-
ties using sales of future contracts on treasury securities. The Company’s subsidiaries, which issued
medium-term notes, use interest rate swap contracts to hedge interest rate exposure of the fair values of
these medium-term notes. In case that medium-term notes were denominated in other than the sub-
sidiaries’ local currency, foreign currency swap agreements are used to hedge foreign exchange rate
exposure. For fiscal 2002, a gain of ¥780 million ($6 million) of hedge ineffectiveness associated with
instruments designated as fair value hedges was recorded in earnings.
(c) Hedges of net investment in foreign operations

The Company uses foreign exchange forward contracts, foreign currency swap agreements and bor-
rowings denominated in the subsidiaries’ local currencies to hedge the foreign currency exposure of net
investment in foreign subsidiaries. The gains and losses of these hedging instruments were recorded in
foreign currency translation adjustments, which is a part of accumulated other comprehensive income
(loss). The net loss of translation adjustments for fiscal 2002 was ¥4,212 million ($32 million).



(d) Trading and other derivatives

Certain of the Company’s subsidiaries engage in trading activities with various future contracts. For
risk management purposes, the Company and certain subsidiaries entered into interest rate swap agree-
ments, caps and collars, which are not qualified for hedge accounting under FASB Statement No. 133. In
accordance with FASB Statement No. 133, conversion options were bifurcated from the Company and
certain subsidiaries’ convertible bonds, in the total face amount of ¥127,572 million ($957 million), and
are recorded as stand-alone derivative contracts.

The following table provides notional amount information about derivative instruments as of March 31,
2001 and 2002. The notional amounts of derivatives do not represent amounts exchanged by the parties
and, thus, are not a measure of the exposure to market risk or credit risk.

Millions of
Millions of yen U.S. dollars
2001 2002 2002
Notional amount Notional amount Notional amount
Interest rate risk management:
Interest rate swap agreements ..........ccocovvvieiiiieiiiineeis ¥626,380 ¥482,130 $3,618
Options, caps, floors and collars held...........ccccoveeiiinennn 96,153 31,258 235
FULUMES .o 71,754 89,371 671
Foreign exchange risk management:
Foreign exchange forward contracts .........cc.cccceeviiiiinnn. ¥104,350 ¥ 95,410 $ 716
Foreign currency swap agreements..........cccceevvveeiiinennns 393,084 385,759 2,895
Trading activities:
FULUMES .o ¥ 72,160 ¥143,518 $1,077
Interest rate swap agreements ........... 43,154 2,000 15
Options, caps, floors and collars held....... 15,380 10,188 76
Options, caps, floors and collars written.... 70,474 7,598 57
Foreign exchange forward contracts ...........ccccceeviiinciins 1,651 2,015 15

M Significant Concentrations of Credit Risk

The Company and its subsidiaries have established various policies and procedures to manage credit
exposure, including initial credit approval, credit limits, collateral and guarantee requirements, rights of
offset and continuous oversight. The Company and its subsidiaries’ principal financial instrument portfolio
consists of direct financing leases and installment loans which are secured by title to the leased assets
and assets specifically collateralized in relation to loan agreements. When deemed necessary, guaran-
tees are also obtained. The value and adequacy of the collateral are continually monitored.
Consequently, the risk of credit loss from counterparties’ failure to perform in connection with collateral-
ized financing activities is minimal. The Company and its subsidiaries have access to collateral in case of
bankruptcy and other losses.

At March 31, 2001 and 2002, no concentration with a single obligor exceeded 1% of consolidated
total assets. With respect to the Company and its subsidiaries’ credit exposures on a geographic basis,
approximately ¥3,609 billion, or 74%, at March 31, 2001 and approximately ¥4,267 billion ($32,023 mil-
lion), or 79%, at March 31, 2002 of the credit risks arising from all financial instruments are attributable to
customers located in Japan. The largest concentration of credit risks as to foreign countries is exposure
attributable to the United States of America.

The Company and its subsidiaries make direct financing lease and operating lease contracts mostly
with lessees in commercial industries for their office, industry, commercial service, transport and other
equipment. At March 31, 2001 and 2002, the Company and its subsidiaries had concentrations in cer-
tain equipment types included in investment in direct financing leases and operating leases which
exceeded 10% of the consolidated total assets. The percentage of investment in transportation equip-
ment to consolidated total assets is 10.4% and 12.5% as of March 31, 2001 and 2002, respectively.
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N Estimated Fair Value of Financial Instruments

The following information is provided to help users gain an understanding of the relationship between
amounts reported in the accompanying consolidated financial statements and the related market or
fair value.

The disclosures include financial instruments and derivatives financial instruments, other than invest-
ment in direct financing leases, investment in subsidiaries and affiliates, pension obligations and insur-
ance contracts.

March 31, 2001

Millions of yen

Carrying Estimated
amount fair value
Trading instruments
Trading SECUMTIES .....c..viiiiiiiiii i ¥ 581 ¥ 581
Futures:
AASSEES ettt e e 1,181 1,181
Liabilities 228 228
Options and other derivatives:
AASSEES e 882 882
Liabilities 84 84
Non-trading instruments
Assets:
Cash and cash eqUIVAIBNTS .........coiiiii e 155,411 155,411
Restricted cash and cash equivalents.. 17,072 17,072
Time depoSItS.....ccceviviiiiiieeeiiiiiiieeeee 8,673 8,673
INSTAIMENT IOBNS ... ettt e e s n e e e e e e e aeas 1,846,511 1,867,074
Allowance for doubtful receivables
ON POSSIDIE [0AN IOSSES ...vvvveeiirie ettt (100,192) (100,192)
Investment in securities:
Practicable to estimate fair Value............ooovviiiiiiiiic e 854,414 854,415
Not practicable to estimate fair value ............cccoviiiiiiiiiiiic 87,163 87,163
Liabilities:
SOr-tEIM BB ...t 1,662,072 1,662,072
DIBPOSITS ... 178,314 179,376
LONG-LEIM DB ..o 2,330,159 2,361,801
Foreign exchange forward contracts:
AASSEES et 2,273 2,273
LIAIDIIHIES ..t 1,557 1,557
Foreign currency swap agreements:
AASSEES et — 5,044
LIADIITIES .ttt — 32,822
Interest rate swap agreements:
ASSBES ottt e a e e aaaaaaaas — 7,126
Liabilities — 17,298
Options and other derivatives:
AASSEES e 323 (46)
Liabilities — 657
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March 31, 2002

Millions of yen Millions of U.S. dollars
Carrying Estimated Carrying Estimated
amount fair value amount fair value
Trading instruments
Trading SECUMHES ......cveveeeiiiieieieieeeeecee e ¥ 879 ¥ 879 $ 7 % 7
Futures:
Assets ..... . 222 222 2 2
Liabilities 26 26 0 0
Options and other derivatives:
ASSEES L. 63 63 0 0
Liabilities 47 47 0 0
Non-trading instruments
Assets:
Cash and cash equivalents..........cccccvveeeiiiiiiiice s 354,748 354,748 2,662 2,662
Restricted cash and cash equivalents...............cccveee... 20,189 20,189 152 152
TIME AEPOSIES ..oeeeiiiiiii et 1,050 1,050 8 8
INStallment 10aNS.......oovvviiieeeec e 2,273,280 2,293,682 17,060 17,213
Allowance for doubtful receivables
0N Possible [0aN 10SSES ......cvvveeiiieeccieccce e (102,050) (102,050) (766) (766)
Investment in securities:
Practicable to estimate fair value.............ccoeeeeeeereennnn. 734,927 736,637 5,515 5,528
Not practicable to estimate fair value .................c...... 125,530 125,530 942 942
Liabilities:
Short-term debt.......cccceeoiiiiiii 1,644,462 1,644,462 12,341 12,341
DEPOSIES 1.ttt 225,243 227,768 1,690 1,709
Long-term debt ........oooiiiiiii 2,809,861 2,833,119 21,087 21,262
Foreign exchange forward contracts:
Assets ..... 211 211 2 2
Liabilities 2,126 2,126 16 16
Foreign currency swap agreements:
Assets ..... 4,206 4,206 32 32
Liabilities 34,735 34,735 261 261
Interest rate swap agreements:
ASSELS . 5,073 5,073 38 38
Liabilities 14,399 14,399 108 108
Options and other derivatives:
ASSEES L. 4,526 4,526 34 34
LIabIltIES 1o e e 35 35 0 0

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a
current transaction between willing parties, other than in a forced or liquidation sale. The estimated fair
value amounts were determined using available market information, discounted cash flow information uti-
lized by the Company and its subsidiaries in conducting new business and certain valuation methodolo-
gies. If quoted market prices were not readily available, management estimated a fair value. Accordingly,
the estimates may not be indicative of the amounts at which the financial instruments could be
exchanged in a current or future market transaction. Due to the uncertainty of expected cash flows
resulting from financial instruments, the use of different assumptions and valuation methodologies may
have a significant effect on the derived estimated fair value amounts.

Estimation of fair value

The following methods and significant assumptions were used to estimate the fair value of each class
of financial instrument for which it is practicable to estimate a value:

Cash and cash equivalents, restricted cash and cash equivalents, time deposits and short-term
debt—For cash and cash equivalents, restricted cash and cash equivalents, time deposits and short-
term debt, the carrying amounts recognized in the balance sheets were determined to be reasonable
estimates of their fair values due to relatively short maturity.

Installment loans—The carrying amounts of floating-rate installment loans with no significant changes
in credit risk and which could be repriced within a short-term period were determined to be reasonable
estimates of their fair values. For certain homogeneous categories of medium- and long-term fixed-rate
loans, such as housing loans and other loans, the estimated fair values were calculated by discounting
the future cash flows using the current interest rates charged by the Company and its subsidiaries for
new loans made to borrowers with similar credit ratings and remaining maturities.

Investment in securities—For trading securities and available-for-sale securities, the estimated fair
values, which are also the carrying amounts recorded in the balance sheets, were generally based on
quoted market prices or quotations provided by dealers. For held-to-maturity securities, the estimated
fair values were based on quoted market prices, if available. If a quoted market price was not available,
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estimated fair values were determined using quoted market prices for similar securities or the carrying
amounts (where carrying amounts were believed to approximate the estimated fair values).

For other securities, for which there were no quoted market prices, reasonable estimates of fair values
could not be made without incurring excessive costs.

Deposits—The carrying amounts of demand deposits recognized in the balance sheets were deter-
mined to be reasonable estimates of their fair value. The estimated fair values of time deposits were cal-
culated by discounting the future cash flows. The current interest rates offered for the deposits with
similar terms and remaining average maturities were used as the discount rates.

Long-term debt—The carrying amounts of long-term debt with floating rates which could be repriced
within short-term periods were determined to be reasonable estimates of their fair values. For medium-
and long-term fixed-rate debt, the estimated fair values were calculated by discounting the future cash
flows. The borrowing interest rates that were currently available to the Company and its subsidiaries
offered by financial institutions for debt with similar terms and remaining average maturities were used as
the discount rates.

Derivatives—The fair value of derivatives generally reflects the estimated amounts that the Company
and its subsidiaries would receive or pay to terminate the contracts at the reporting date, thereby taking
into account the current unrealized gains or losses of open contracts. Discounted amounts of future cash
flows using the current interest rate are available for most of the Company’s and its subsidiaries’ derivatives.

O Commitments and Contingent Liabilities

Commitments, guarantees and contingencies—As of March 31, 2002, the Company and its sub-
sidiaries had commitments for the purchase of equipment to be leased, having a cost of approximately
¥6,032 million ($45 million).

The minimum future rentals on non-cancelable operating leases are as follows:

Millions of
Year ending March 31, Millions of yen  U.S. dollars
$9
8
7
6
6
_6
ORI ettt ¥5,642 $42

The Company and its subsidiaries lease office space under operating lease agreements, which are
primarily cancelable, and made rental payments totaling ¥5,674 million, ¥5,722 million and ¥6,301 million
($47 million) in fiscal 2000, 2001 and 2002, respectively.

The Company and its subsidiaries have commitments to fund estimated construction costs to com-
plete ongoing real estate development projects and other commitments, amounting in total to ¥19,023
million ($143 million) as of March 31, 2002.

As of March 31, 2002, the Company and its subsidiaries were contingently liable as guarantor for bor-
rowings of ¥42,775 million ($321 million) by customers, principally on consumer loans, and by employees.

The Company and its subsidiaries have agreements under which they are committed to execute loans
as long as the agreed-upon terms are met. As of March 31, 2002, the total unused credit available amount is
¥123,748 million ($929 million).

Litigation—The Company and its subsidiaries are involved in legal proceedings and claims in the ordi-
nary course of their business. In the opinion of management, none of such proceedings and claims has a
material impact on the Company'’s financial position or results of operations.

P Segment Information
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The following table presents segment financial information on the basis that is regularly used by man-
agement for evaluating segment performance and deciding how to allocate resources. The reportable
segments are identified based on the nature of services for domestic operations and on geographic area
for foreign operations. As to the segments of corporate finance, equipment operating leases and real
estate related finance in domestic operations, the Company and its subsidiaries aggregate some operat-
ing segments that are determined by region and type of operating assets for management purposes
because they are similar in the nature of the services, the type of customers and the economic environment.



Corporate finance operations are primarily corporate direct financing leases and lending operations
other than real estate related lending. Equipment operating lease operations comprised operating leases
over measuring equipment, information-related equipment and automobiles. Real estate related finance
operations include corporate real estate financing activities as well as personal housing loan lending
operations. Real estate operations primarily comprise residential subdivision developments as well as the
rental and management of office buildings, hotels and training facilities. Life insurance operations include
direct and agency life insurance sales and related activities. The three foreign operating segments, the
Americas, Asia and Oceania, and Europe, include direct financing lease operations, investment in securi-
ties, collateralized real estate lending and aircraft and ship financing operations. Other operations, which
are not deemed by management to be sufficiently material to disclose as separate items and do not fall
into the above segment categories, are reported under domestic operations, other. They primarily include

securities transactions, venture capital operations and card loans.

Financial information of the segments for fiscal 2000, 2001 and 2002 is as follows:

Year ended March 31, 2000

Millions of yen
Domestic operations Foreign operations
Equipment Real estate
Corporate  operating related Real Life The Asia and
finance leases finance estate insurance Other Americas QOceania Europe Total
REVENUES ..o ¥ 121,415 ¥ 53,000 ¥ 17,294 ¥ 44873 ¥204,746 ¥ 30,882 ¥ 74,525 ¥ 49,739 ¥ 18,260 ¥ 614,734
Interest revenue.. 16,326 3 16,268 741 — 18,385 26,985 14,882 6,730 100,320
Interest eXpense. ... 31,322 1,267 7,775 4,271 — 2,624 33,852 22,0038 9,584 112,698
Depreciation and amortization... 31,196 31,097 1,499 3,213 550 2,045 4,405 13,354 5,844 93,208
Other significant non-cash items:
Provision for doubtful receivables
and possible loan 10SSes .............. 21,798 6 9,964 5 — 6,173 4,505 2,627 495 45,573
Write-downs of long-lived assets........ — — 149 7,398 — — 334 — — 7,881
Increase in policy liabilities .............. — — — — 137,902 — — — — 137,902
Equity in net income (loss) of
and gain (loss) on sales of dffiliates...... 37 11 28 — — (1,679) 38 1,081 19 (465)
Segment profit (10SS)....cvverreerrirnennn. 40,918 7,823 (3,415) (8,241) 5,455 (1,036) 18,775 3,371 278 63,928
SegmeNt aSSELS ....vuvvrviiriciiii 1,968,590 113,389 597,274 276,494 425335 242280 691,408 369,540 159,608 4,843,913
Long-lived asSets ... 39,561 63,122 3,617 252,128 3,258 5,352 55,312 76,674 60,485 559,509
Expenditures for
long-lived assets ..., 19,316 35,003 3,617 34,183 3,295 87 41,908 29,510 1 166,915
Investment in affiliates ...........ccccceennne 165 22 95 — — 12,539 29,729 9,156 163 51,869
Year ended March 31, 2001
Millions of yen
Domestic operations Foreign operations
Equipment Real estate
Corporate  operating related Real Life The Asia and
finance leases finance estate insurance Other Americas QOceania Europe Total
REVENUES ..o ¥ 113,113 ¥ 61,677 ¥ 24262 ¥ 48,438 ¥157,636 ¥ 36,215 ¥ 79,397 ¥ 48,735 ¥ 15,151 ¥ 584,624
Interest revenue.......c.covvvvvveeieieinns 17,368 2 17,746 482 — 24,110 30,563 12,047 6,020 108,338
Interest expense . 25,573 1,058 6,341 3,732 — 3,670 39,235 20,119 7,235 106,863
Depreciation and amortization............ 35,679 35,291 413 5,670 523 1,964 3,894 14,293 5,462 108,189
Other significant non-cash items:
Provision for doubtful receivables
and possible loan l0sses .............. 14,726 292 8,650 10 — 8,610 11,170 1,079 47 44,584
Write-downs of long-lived assets........ — — — 4,090 — — — — — 4,090
Increase in policy liabilities .............. — — — — 67,444 — — — — 67,444
Equity in net income (loss) of
and gain (loss) on sales of affiliates...... 122 8 5 — — 852 337 1,321 — 2,645
Segment profit (I0SS)........vvvevrerviiiiinns 44,427 11,165 1,944 (4,604) 5,982 1,035 8,896 1,203 716 70,764
Segment assets ..o, 1,889,638 134,270 606,801 310,340 543,886 284,835 804,118 402,707 158,646 5,135,141
Long-lived assets 48,233 85,5623 984 242,464 3,208 247 90,621 76,071 61,091 608,442
Expenditures for
long-lived assets .........ccovvivivininns 24,729 59,957 931 29,277 — — 33,701 25,969 — 174,564
Investment in affiliates ............ccccevnn. 60 27 372 — — 13,5611 25,835 11,398 — 51,208
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Year ended March 31, 2002

Millions of yen
Domestic operations Foreign operations
Equipment Real estate
Corporate operating related Real Life The Asia and
finance leases finance estate insurance Other Americas Oceania Europe Total
REVENUES ......covviiiecie e ¥ 118,794 ¥ 67,319 ¥ 31,582 ¥ 85,516 ¥154,296 ¥ 49,139 ¥ 75,195 ¥ 56,677 ¥ 14,716 ¥ 653,234
Interest revenue.... 16,983 23 20,399 235 — 34,015 33,804 11,686 4,002 121,147
INterest EXPENSE....cvvvvvviviiiiiiiiie 17,295 1,157 5,572 2,843 1 3,614 28,229 17,472 7,931 84,114
Depreciation and amortization............. 37,031 41,885 1,039 6,103 373 3,565 3,836 15,386 6,166 115,384
Other significant non-cash items:
Provision for doubtful receivables
and possible loan 10SSes .............. 18,069 24 7,563 5 — 12,578 10,434 2,519 175 51,367
Write-downs of long-lived assets........ — — — 2,716 — — — — — 2,716
Increase in policy liabilities .............. — — — — 40,777 — — — — 40,777
Equity in net income (loss) of
and gain (loss) on sales of dffiliates...... 74 2 8 3 - 1,865 (1,851) 1,330 (310) 1,117
Segment profit (10SS)......ccovvereeinnne 48,066 9,906 5,654 5,842 5,764 4,941 810 5,433 600 87,016
Segment asSetS ..., 1,960,380 147,444 1,012,896 326,473 543,738 352,433 794,330 435,093 113,844 5,686,631
Long-lived asSets ......cccouvrriiniiininns 47,894 99,090 33,013 251,186 990 244 86,891 77,610 59,097 656,015
Expenditures for
long-lived assets ... 21,971 55,038 10,560 23,905 — — — 30,316 — 141,790
Investment in affiliates ............c.c........ 143 24 381 — — 33,335 25,739 13,398 — 73,020
Year ended March 31, 2002
Millions of U.S. dollars
Domestic operations Foreign operations
Equipment Real estate
Corporate operating related Real Life The Asia and
finance leases finance estate insurance Other Americas QOceania Europe Total
REVENUES ..o $ 892 $ 505 $ 237 $ 642 $1,158 $ 368 $ 564 $ 425 $111 $ 4,902
Interest revenue.... 127 0 153 2 — 255 254 88 30 909
Interest expense ... 130 9 42 21 0 26 212 131 60 631
Depreciation and amortization ................. 278 314 8 46 3 27 29 115 46 866
Other significant non-cash items:
Provision for doubtful receivables
and possible loan l0sses.................... 136 0 57 0 — 94 78 19 1 385
Write-downs of long-lived assets . — — — 20 — — — — — 20
Increase in policy liabilities ................... — — — — 306 — — — — 306
Equity in net income (loss) of
and gain ((oss) on sales of affiliates.............. 1 0) 0 0 — 13 (14) 10 2 8
Segment profit (I08S)....cvvvvverreeiiriiiennes 361 74 42 44 43 38 6 41 4 653
Segment asSets. ... 14,712 1,107 7,601 2,450 4,081 2,645 5,961 3,265 854 42,676
Long-lived aSSets ... 359 744 248 1,885 7 2 652 582 444 4,923
Expenditures for
long-lived asSets........covvvviiniiiiniennn, 165 413 79 179 — — — 228 — 1,064
Investment in affiliates.............coceeiivennnns 1 0 3 — — 250 193 101 — 548
The accounting policies of the segments are almost the same as those described in Note 1

(“Significant Accounting and Reporting Policies”) except for the treatment of income tax expenses. Since
the Company and its subsidiaries evaluate performance for the segments based on profit or loss before
income taxes, tax expenses are not included in segment profit or loss. Equity in net income of affiliates
and minority interest income, which are recognized as net of tax on a consolidated basis, are adjusted to
profit or loss before income tax. Gains and losses that management does not consider for evaluating the
performance of the segments, such as write-downs of certain securities and certain foreign exchange
gains or losses, are excluded from the segment profit or loss.

Assets attributed to each segment are consolidated operating assets (investment in direct finance
leases, installment loans, investment in operating leases, investment in securities and other operating
assets), advances and investment in affiliates (not including loans). This has resulted in depreciation of
office facilities and goodwill amortization expenses being included in each segment’s profit or loss while
the carrying amounts of corresponding assets are not allocated to each segment’s assets. However, the
effect stemmed from the allocation is immaterial.
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The reconciliation of segment totals to consolidated financial statement amounts is as follows.
Significant items to be reconciled are revenues, segment profit and segment assets. Other items do not
have a material difference between segment amounts and consolidated amounts.

Millions of
Millions of yen U.S. dollars
2000 2001 2002 2002
Revenues:
Total revenues for segments .......cccvveevviiiiinieeeeiinnns ¥ 614,734 ¥ 584,624 ¥ 653,234 $ 4,902
Revenue related to corporate assets.................... 1,779 1,525 5,228 40

Total consolidated revenues ¥ 616,513 ¥ 586,149 ¥ 658,462 $ 4,942

Segment profit:

Total profit for segments ........ccccceciiiiiiiiiiiiicin, ¥ 638,928 ¥ 70,764 ¥ 87,016 $ 653
Unallocated interest expenses,
general and administrative expenses.................. (3,374) (5,228) (4,215) (32)

Adjustment of income tax
expenses to equity in net income

and MiNority INCOME..........covvieriiiien. (637) (676) (1,324) (10)
Unallocated write-downs of securities .... 9,772) (5,688) (7,556) (57)
Unallocated other gain or l0SS ...........cccceevviiinenne. 1,803 64 (882) (6)

Total consolidated income before income taxes.............. ¥ 52,048 ¥ 59,236 ¥ 73,0389 $ 548
Segment assets:

Total assets for Segments .......oooovveeiiiiiiiiiieiiiieee ¥4,843,913 ¥5,135,141 ¥5,686,631 $42,676
AQVANCES ....evieeiiie e (89,676) (141,148) (158,089) (1,186)
Investment in affiliates

(not including loans) .. (51,869) (51,203) (73,290) (550)
COorporate aSSEtS ...uvveeivirieiiiieeiiiee e 62,453 86,765 72,897 547

Total consolidated operating assets .........ccccevvvvveiinnenn. ¥4,764,821  ¥5,029,555 ¥5,528,149 $41,487

FASB Statement No. 131 (“Disclosure about Segments of an Enterprise and Related Information”)
requires disclosure of information about geographic areas as enterprise-wide information. Since each
segment is identified based on the nature of services for domestic operations and on geographic area for
foreign operations, the information required as an enterprise-wide one is incorporated into the table.
Japan and the United States of America are the countries whose revenues from external customers are
material. Almost all the revenues of the Americas segment are derived from the United States of America.
The basis for attributing revenues from external customers to individual countries is principally the loca-
tion of the foreign subsidiaries and foreign affiliates.

FASB Statement No. 131 requires disclosure of revenues from external customers for each product
and service as enterprise-wide information. The consolidated statements of income in which the rev-
enues are categorized based on the nature of business includes the required information. No single cus-
tomer accounted for 10% or more of the total revenues for fiscal 2000, 2001 and 2002.

Q Subsequent Events

On May 7, 2002, ORIX JREIT Inc., a wholly owned subsidiary of the Company, submitted a filing to
the Tokyo Stock Exchange indicating its intention to make an initial public offering of investment units in
ORIX JREIT Inc. On May 31, 2002, the Company entered into an underwriting agreement with the under-
writers whereby the underwriters, subject to final closing of the transaction, agreed to acquire 98,700
units or approximately 80% of the issued and outstanding units of ORIX JREIT Inc. from the Company.
The Company expects to receive the proceeds of approximately ¥50 billion on June 12, 2002.

On May 24, 2002, the Company announced that it had reached a basic understanding with Nippon
Steel Corporation and Nippon Steel Trading Co., Ltd. to purchase 90% of the outstanding shares of
Nittetsu Lease Co., Ltd. from Nippon Steel Trading Co., Ltd. The purchase is anticipated to be com-
pleted in July 2002. Nittetsu Lease Co., Ltd. had a book value in total assets of approximately ¥137 bil-
lion as of March 31, 2002.

On May 28, 2002, the board of directors of the Company resolved to issue $894.2 milion of zero
coupon-senior notes with stock acquisition rights due on June 14, 2022. On May 29, 2002, the
Company entered into a subscription agreement with the underwriter of the notes. The Company
expects to receive the proceeds of approximately $350 million on June 14, 2002 and intends to use the
proceeds for general corporate purposes, including financing the activities of the Company’s sub-
sidiaries, working capital and repayment of existing debt. If the underwriter exercises an over-allotment
option in full, the principal amount at maturity and the proceeds of the notes will increase to $1,022 mil-
lion and $400 million, respectively.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders and the Board of Directors of ORIX Corporation:

We have audited the accompanying consolidated balance sheets of ORIX Corporation (a Japanese cor-
poration) and its subsidiaries as of March 31, 2001 and 2002, and the related consolidated statements of income,
shareholders’ equity and cash flows for each of the three years in the period ended March 31, 2002, expressed in
Japanese yen. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. 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 financial statements referred to above present fairly, in all material respects, the financial
position of ORIX Corporation and its subsidiaries as of March 31, 2001 and 2002, and the results of their operations
and their cash flows for each of the three years in the period ended March 31, 2002, in conformity with accounting prin-
ciples generally accepted in the United States of America.

As discussed in Note 1 to the consolidated financial statements, the Company and its subsidiaries changed
their method of accounting for derivative instruments and hedging activities effective April 1, 2001 and accounting for
goodwill and intangible assets resulting from business combinations consummated after June 30, 2001.

Also, in our opinion, the translated amounts in the accompanying consolidated financial statements translated
into U.S. dollars have been computed on the basis set forth in Note 1 (x).

Lollain Lnderssn

Tokyo, Japan
April 25, 2002, except for Note 27 as to which the date is May 31, 2002
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DIRECTORY (BY SEGMENT)

Domestic Operations

Established ORIX
Principal Business (Acquired) Ownership
e Corporate Finance
ORIX Corporation Leasing, Lending, Apr. 1964
Tokyo Sales Headquarters Other Financial Services
Kinki (Osaka) Sales Headquarters
District Sales Headquarters
OQL Headquarters
ORIX Alpha Corporation Leasing, Lending Mar. 1972 100%
ORIX Auto Leasing Corporation Automobile Leasing Jun. 1973 100%
Sun Leasing Co., Ltd. Leasing (Sep. 1999) 100%
Senko Leasing Co., Ltd. Automobile Leasing (Jul. 2001) 100%
IFCO Inc. Automobile Leasing (Sep. 2001) 80%
Hiroshima General Leasing Co., Ltd. Leasing (Mar. 2002) 95%
e Equipment Operating Leases
ORIX Rentec Corporation Precision Measuring & Sep. 1976 100%
ORIX Rentec (Singapore) Pte. Limited (Singapore) OA Equipment Rentals Oct. 1995 100%
ORIX Rentec (Malaysia) Sdn. Bhd. (Malaysia) Nov. 1996 94%
ORIX Rentec (Korea) Corporation (South Korea) Apr. 2001 100%
ORIX Rentec Limited (U.K.) Jul. 2001 100%
ORIX Rent-A-Car Corporation Automobile Rentals Feb. 1985 100%
X-Rent-A-Car Corporation Automobile Rentals (Oct. 1999) 100%
IFCO Rent-A-Car Corporation Automobile Rentals (Sep. 2001) 100%
e Real Estate Related Finance
ORIX Corporation
Real Estate Finance Headquarters Real Estate Related Finance Apr. 1964
ORIX Trust and Banking Corporation TrUSt.& Banking Services, (Apr. 1998) 100%
Housing Loans
ORIX Asset Management & Loan Servicing Apr. 1999 100%
Loan Services Corporation
ORIX Asset Management Corporation REIT Management Sep. 2000 100%
e Real Estate
ORIX Corporation
Real Estate Business Headquarters Real Estate Development & Management Apr. 1964
ORIX Estate Corporation ReaIIIEstate & Leisure (Dec. 1986) 100%
Facility Management
BlueWave Corporation Training Facility & Hotel Management Aug. 1991 100%
ORIX Real Estate Corporation Real Estate Development & Management Mar. 1999 100%
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Established ORIX
Principal Business (Acquired) Ownership
ORIX Golf Corporation Golf Course Development & Management Jul. 2000 100%
Nihon Jisho Corporation Real Estate Development & Management (Apr. 2001) 100%
Building Maintenance Services Corporation Building Maintenance Services (Apr. 2001) 100%
Kansai Maintenance Corporation Building Maintenance Services (Sep. 2001) 100%
Life Insurance
ORIX Life Insurance Corporation Life Insurance Apr. 1991 100%
Others
ORIX Corporation
Investment Banking Headquarters' Investment Banking Apr. 1964
ORIX Insurance Services Corporation Casualty & Life Insurance Agency Sep. 1976 100%
ORIX Credit Corporation Consumer Loans Jun. 1979 100%
ORIX Capital Corporation Venture Capital Oct. 1983 100%
ORIX Securities Corporation Securities Brokerage & Online Trading (Mar. 1986) 100%
ORIX Baseball Club Co., Ltd. Professional Baseball Team Management (Oct. 1988) 100%
ORIX COMMODITIES Corporation Securities and Futures Trading Jan. 1990 100%
ORIX Club Corporation Consumer Loans Aug. 1990 100%
ORIX Eco Services Corporation Enwronrnental Management & Apr. 1998 100%
Consulting Services
ORIX Interior Corporation Sale & Manufacture of Interior Furnishings Oct. 1998 100%
ORIX Investment Corporation Alternative Investment Jun. 1999 100%
ORIX Global Investment Management Corporation Investment Management Mar. 2002 100%
Kuribayashi Leasing Co., Ltd. Leasing (Apr. 1977) 35%
The Chugin Lease Company Limited Leasing Apr. 1982 30%
YAMAGUCHI LEASE CO., LTD. Leasing May. 1983 35%
Hokugin Lease Co., Ltd. Leasing Jul. 1983 30%
Nissay Leasing Co., Ltd. Leasing Mar. 1984 30%

1 Of the businesses conducted by the Investment Banking Headquarters, the aircraft finance and ship finance activities are recorded in the

“Europe” and “Asia & Oceania” segments, respectively.
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Established ORIX
Principal Business (Acquired) Ownership
The Minato Leasing Co., Ltd. Leasing Jun. 1984 35%
The Torigin Leasing Co., Ltd. Leasing Oct. 1984 45%
Hyakugo Leasing Company Limited Leasing Oct. 1984 45%
Tokugin ORIX Co., Ltd. Leasing Nov. 1984 30%
Shigagin Leasing Capital Co., Ltd. Leasing May. 1985 34%
Sengin Sogo Leasing Co., Ltd. Leasing Oct. 1985 32%
Kagawagin Leasing Co., Ltd. Leasing May. 1986 30%
Setogin Leasing Co., Ltd. Leasing Nov. 1986 20%
YAMAGUCHI MORTGAGE CO., LTD. Mortgage Lending Jul. 1989 40%
Casco Co., Ltd. Consumer Loans (May. 1999) 40%
. . Agency Sales & Development of o
ORIX Insurance Planning Corporation Non-Life Insurance Products Sep. 1999 50%
Aozora Card Co., Ltd. Consumer Loans Dec. 2001 40%
ORIX Headquarter Functions (Not included
in Segment Financial Information)
ORIX Corporation
International Headquarters Administration of Overseas Activities Apr. 1964
ORIX Computer Systems Corporation Software Engineering & Mar. 1984 100%
Systems Management
ORIX Create Corporation Coordination of Advertising Activities Jul. 1998 100%
ORIX Management Information Center Corporation Accounting & Administration Services Oct. 1999 100%
ORIX Call Center Corporation Call Center Nov. 1999 100%
ORIX Human Resources Corporation Qutplacement Services Feb. 2002 100%
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International Operations

Established ORIX
Country Principal Business (Acquired) Ownership
e North America

ORIX USA Corporation U.S.A Investment Banking, Leasing Aug. 1981 100%

" Real Estate o

ORIX Real Estate Equities, Inc. U.S.A. Development & Management (Aug. 1987) 100%
ORIX Financial Services, Inc. U.S.A. Leasing, Lending (Sep. 1989) 100%

. Loan Servicing, o

ORIX Capital Markets, LLC U.S.A. Corporate Debt Investment Apr. 1997 100%
Stockton Holdings Limited Bermuda Futures Trading, Reinsurance (Jul. 1989) 29%

e Asia & Oceania

ORIX Leasing Singapore Limited Singapore Leasing, Hire Purchase Sep. 1972 50%

ORIX Investment and Management . . o
Private Limited Singapore Venture Capital May. 1981 100%
ORIX CAR RENTALS PTE. LTD. Singapore gz:;gl]:b"e Leasing & Sep. 1981 45%
ORIX Capital Resources Limited Singapore Ship Finance Nov. 1997 100%
ORIX Ship Resources Private Limited Singapore Ship Finance Nov. 1997 100%
ORIX Maritime Corporation Japan Ship Operation Management Nov. 1977 100%
ORIX Asia Limited China Leasing, Investment Banking ~ Sep. 1971 100%
(Hong Kong) 9 9 P- ?

ORIX HOTELS INTERNATIONAL China o
PRIVATE LIMITED (Hong Kong) Hotel Management Jun. 1991 100%
ORIX Taiwan Corporation Taiwan Leasing, Hire Purchase Oct. 1982 95%
ORIX Auto Leasing Taiwan Corporation Taiwan Automobile Leasing Apr. 1998 100%
ORIX METRO Leasing and Finance Corporation Philippines Leasing, Automobile Leasing Jun. 1977 40%
Thai ORIX Leasing Co., Ltd. Thailand Leasing Jun. 1978 49%
ORIX Auto Leasing (Thailand) Co., Ltd. Thailand g:tn‘:;‘sb"e Leasing & (Aug. 2001) 85%
ORIX Leasing Malaysia Berhad Malaysia ~ _cosing: Lending, Sep. 1973 80%
9 Y Y Hire Purchase e °
ORIX Car Rentals Sdn. Bhd. Malaysia Automobile Rentals Feb. 1989 28%
PT. ORIX Indonesia Finance Indonesia Leasing, Automobile Leasing Apr. 1975 83%
INFRASTRUCTURE LEASING . Investment Banking, o
& FINANGIAL SERVICES LIMITED India Corporate Finance (Mar. 1998) 21%
ORIX Auto Finance (India) Limited India Automobile Leasing Mar. 1995 61%
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Established ORIX
Country Principal Business (Acquired) Ownership
INVESTSMART INDIA LIMITED India Financial Advisory & (Mar. 2000) 38%
Brokerage Services
SCHOOLNET INDIA LIMITED India On line Education (Aug. 2000) 31%
Lanka ORIX Leasing Company Limited Sri Lanka Leasing, Automobile Leasing Mar. 1980 30%
ORIX Australia Corporation Limited Australia Leasing, Automobile Leasing & Jul. 1986 100%
Rentals
Ranger Truck Rental and Leasing Pty Limited Australia Truck Rentals (Jan. 1998) 100%
AUSTRAL MERCANTILE . . . o
COLLECTIONS PTY LIMITED Australia Debt Collection Services Nov. 1998 50%
ORIX Hire Pty Limited Australia Trailer Leasing May. 1999 100%
ORIX New Zealand Limited New Zealand ;‘Zﬁ;g Automobile Leasing & -\ 19gg 100%
ORIX Leasing Pakistan Limited Pakistan ~ -casing, Automobile Leasing,  ;  4gqq 57%
Lending
ORIX Investment Bank Pakistan Limited Pakistan Investment Banking Jul. 1995 29%
Oman ORIX Leasing Company SAOG Oman Leasing, Automobile Leasing Jul. 1994 12%
ORIX Leasing Egypt SAE Egypt Leasing Jun. 1997 36%
. . Kingdom of Leasing, o
Saudi ORIX Leasing Company Saudi Arabia  Automobile Leasing Nov. 2000 26%
MAF ORIX Finance PJSC U.AE. Leasing Apr. 2002 37%
Europe
ORIX Europe Limited U.K. Corporate Finance Nov. 1982 100%
ORIX Corporate Finance Limited U.K. Corporate Finance Sep. 1989 100%
ORIX Investment & Development Capital Limited U.K. Investment Banking (Apr. 2001) 100%
Accounting &
ORIX IRELAND LIMITED Ireland - ) . May. 1988 100%
Administration Services
ORIX Aviation Systems Limited Ireland Aircraft Leasing Mar. 1991 100%
ORIX Aircraft Corporation Japan Aircraft Leasing May. 1986 100%
ORIX Polska S.A. Poland Leasing, Automobile Leasing (May. 1997) 100%

(As of June 26, 2002)
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To U.S. Holders:
PFIC

It is expected, and the following discussion assumes, that the Company
will be a “passive foreign investment company” (a “PFIC”) as defined in
Section 1297(a) of the Internal Revenue Code in the year of the Offering and
in future years by reason of the composition of its assets and the nature of
its income.

A U.S. Holder who holds Shares will generally be subject to special rules
(the “PFIC Rules”) with respect to (i) any “excess distributions” on the Shares
(generally, any distributions received by the U.S. Holder on the Shares in a
taxable year that are greater than 125% of the average annual distributions
received by the U.S. Holder in the three preceding taxable years, or, if
shorter, the U.S. Holder’s holding period for the Shares) and (i) any gain
realized on the sale or other disposition (including a pledge) of the Shares.
Under these rules, (i) the excess distribution or gain would be allocated rat-
ably over the U.S. Holder’s holding period for the Shares, (i) the amount
allocated to the current taxable year would be taxed as ordinary income,
and (i) the amount allocated to each of the prior taxable years would be
subject to tax at the highest rate of tax in effect for the applicable class of
taxpayer for such year, and an interest charge for the deemed deferral bene-
fit would be imposed with respect to the resulting tax attributable to each
such prior year.

Under the recently enacted Taxpayer Relief Act of 1997, a U.S. Holder, in
lieu of being subject to the special tax and interest charges described
above, may make an election to include gain, as ordinary income, on the
stock of a PFIC under a mark-to-market method. Under such an election,
the U.S. Holder generally includes in income each year an amount equal to
the excess, if any, of the fair market value of the PFIC stock as of the close
of the taxable year over the U.S. Holder’s adjusted basis in such stock. The
U.S. Holder is allowed a deduction for the excess, if any, of the adjusted
basis of the PFIC stock over its fair market value as of the close of the tax-
able year to the extent of any unreversed mark-to-market gains previously
included in income with respect to the stock. Prospective investors should
consult their tax advisors about the desirability of making such a mark-to-
market election.

A U.S. Holder would also avoid the application of such special tax and
interest charges if it made an election to treat the PFIC as a “qualified elect-
ing fund” under Section 1295 of the Code, provided that the corporation
complies with certain reporting and other requirements. The Company,
however, does not intend to comply with the requirements necessary to per-
mit a holder to make an election to have the Company treated as a “quali-
fied electing fund.”

A U.S. Holder who beneficially owns Shares on a PFIC during any year
must make an annual return on IRS Form 8621 that describes the distribu-
tions received with respect to such Shares and any gain realized on the sale
or other disposition of such Shares.
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CORPORATE INFORMATION

ORIX Corporation

3-22-8, Shiba, Minato-ku,
Tokyo 105-8683, Japan
Tel: 81-3-5419-5000
Fax: 81-3-5419-5903

Established: April 17, 1964
Shareholders’ Equity: ¥502,508 million
Number of Employees: 11,271

Shareholder Information

Total Number of Shares Authorized:
259,000,000 shares

Total Number of Shares Outstanding:
84,308,985 shares

Number of Shareholders: 10,895

Transfer Agent for Common Shares:
UFJ Trust Bank Limited
1-4-3, Marunouchi, Chiyoda-ku,
Tokyo 100-0005, Japan
Depositary Bank for ADRs:
Citibank, N.A.
111 Wall Street, New York,
New York 10043, U.S.A.

Stock Exchange Listings

Common Shares and Convertible Notes:
Tokyo Stock Exchange
Osaka Securities Exchange
Nagoya Stock Exchange
Securities Code: 8591

New York Stock Exchange
Trading Symbol: IX

(As of March 31, 2002)

For further information,
please write to:

ORIX Corporation
Corporate Communications,
Office of the President
3-22-8, Shiba, Minato-ku,
Tokyo 105-8683, Japan
Tel: 81-3-5419-5102

Fax: 81-3-5419-5901
E-mail: orixir@orix.co.jp
URL: www.orix.co.jp

This annual report is printed on recycled paper.

To U.S. Holders:
PFIC

It is expected, and the following discussion assumes, that the Company
will be a “passive foreign investment company” (a “PFIC”) as defined in
Section 1297(a) of the Internal Revenue Code in the year of the Offering and
in future years by reason of the composition of its assets and the nature of
its income.

A U.S. Holder who holds Shares will generally be subject to special rules
(the “PFIC Rules”) with respect to (i) any “excess distributions” on the Shares
(generally, any distributions received by the U.S. Holder on the Shares in a
taxable year that are greater than 125% of the average annual distributions
received by the U.S. Holder in the three preceding taxable years, or, if
shorter, the U.S. Holder’s holding period for the Shares) and (i) any gain
realized on the sale or other disposition (including a pledge) of the Shares.
Under these rules, (i) the excess distribution or gain would be allocated rat-
ably over the U.S. Holder’s holding period for the Shares, (ii) the amount
allocated to the current taxable year would be taxed as ordinary income,
and (i) the amount allocated to each of the prior taxable years would be
subject to tax at the highest rate of tax in effect for the applicable class of
taxpayer for such year, and an interest charge for the deemed deferral bene-
fit would be imposed with respect to the resulting tax attributable to each
such prior year.

Under the recently enacted Taxpayer Relief Act of 1997, a U.S. Holder, in
lieu of being subject to the special tax and interest charges described
above, may make an election to include gain, as ordinary income, on the
stock of a PFIC under a mark-to-market method. Under such an election,
the U.S. Holder generally includes in income each year an amount equal to
the excess, if any, of the fair market value of the PFIC stock as of the close
of the taxable year over the U.S. Holder’s adjusted basis in such stock. The
U.S. Holder is allowed a deduction for the excess, if any, of the adjusted
basis of the PFIC stock over its fair market value as of the close of the tax-
able year to the extent of any unreversed mark-to-market gains previously
included in income with respect to the stock. Prospective investors should
consult their tax advisors about the desirability of making such a mark-to-
market election.

A U.S. Holder would also avoid the application of such special tax and
interest charges if it made an election to treat the PFIC as a “qualified elect-
ing fund” under Section 1295 of the Code, provided that the corporation
complies with certain reporting and other requirements. The Company,
however, does not intend to comply with the requirements necessary to per-
mit a holder to make an election to have the Company treated as a “quali-
fied electing fund.”

A U.S. Holder who beneficially owns Shares on a PFIC during any year
must make an annual return on IRS Form 8621 that describes the distribu-
tions received with respect to such Shares and any gain realized on the sale
or other disposition of such Shares.
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