


Showa Shell Sekiyu K.K. was formed in 1985 in a merger of two equal partners: Showa Oil Co., Ltd.,
established in 1931, and Shell Sekiyu K.K., which had more than a century of tradition in Japan. Over the

ensuing years, Showa Shell has built a unique corporate culture that features the best of both Japanese
and Western management practices. While striving to pinpoint and fully satisfy the needs of local cus-
tomers in Japan, the Company is also engaged in a rapid transformation to meet the evolving expectations
of both domestic and overseas shareholders. This hybrid business style has enabled Showa Shell to lead the
Japanese oil industry in corporate reform, an area in which no competitor even comes close.

As a member of the Royal Dutch/Shell Group, a multinational corporation operating in more than 145
countries, Showa Shell benefits from the Group’s technologies and expertise. Backed by this powerful
affiliation, Showa Shell’s industry-leading structural reforms keep the Company highly competitive,
enabling it to meet the challenges of today’s changing business environment with both speed and precision.
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to Dynamic Growth

Since the liberalization of Japan’s oil industry began in 1996,
Showa Shell has been at the forefront of change,

pursuing an ambitious program of corporate reform

to realize greater cost-competitiveness

and build a stronger financial structure.

Today, Showa Shell is intent on shifting to dynamic growth,
earning a reputation as a leading company

that can achieve outstanding success

in any business environment.

Becoming a Leading Industry Participant

Showa Shell Reform Road Map W Continually Improving Shareholders’ Return
We are committed to generating steady
capital gains and consistently paying high
dividends.

W Superior Quality in Our Businesses
We are working to ensure transparency in
all our management activities, based on a
customer-driven business model designed to
achieve strong profitability and continuous
growth.

W Employee Pride and Satisfaction
While enabling all employees to make full use
of their skills and evaluating and rewarding
their performance accordingly, we are setting
forth new challenges to encourage personal

Building a new business model
A
Becoming a leading company
Achieving continuous growth
Generating value

Forming strategic alliances

Rationalizing the business portfolio

Developing leadership skills and
introducing a new personnel system

growth.
F
Ju wég -ﬁféﬂggl 4 g‘;gﬁ%ﬁ'ti .. W Being a Responsible Member of Society
The Company’s approach towards health,
2002 and beyond safety and environment (HSE) serves as a

social benchmark, and the entire organization
First stage of corporate reforms as well as each individual employee acts in a
L manner consistent with the Company’s strong
Liquidation of the past sense of corporate ethics.




Strong Financial Foundation
a Bolder

Aggressively Increasing Strategic

Core Strategies
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Through Jump 21, a corporate reform program introduced in fiscal
1996, the Showa Shell Group had cut structural costs by ¥117.7 billion
and reduced consolidated interest-bearing debt by ¥318.8 billion by

the end of fiscal 2003. These bold steps have significantly strengthened
the Group’s financial foundation, bringing its gearing ratio down from
68.9 percent to 34.0 percent and generating ample free cash flow.
Showa Shell is perfectly positioned for the shift to dynamic growth.

© Achieved Structural Cost Reductions of ¥117.7 Billion

Structural Cost Reductions to Strengthen Financial Position
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© Eliminated ¥318.8 Billion in Interest-Bearing
Debt/Leading the Industry in Low Debt Dependence
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Enables
Management Style

Growth Investment

Core Strategies
1

Customer-
Driven Value
Generation

@ Expand the Core Businesses
that Currently Provide

the Main Sources of Revenue

Pgl;solw;ﬁ & Create the Groundwork for

New Businesses for the Future
@ Achieve Further Structural Cost

People &
Leadership

Business Structural
Portfolio Cost
Reorganization Reduction

Reduction to Enhance Competitiveness

In fiscal 2002, Showa Shell moved into the second stage of its corporate reform program, and is now focused on exe-
cuting some ¥36 billion in strategic investments called for in its Medium-Term Management Plan for 2003 to 2005.
These investments are designed not only to accelerate corporate growth, but also to ensure that this new growth is sus-
tainable. The management plan outlines strategic moves across the business, and Showa Shell has taken tactical steps
to enhance competitiveness in its core downstream oil business. In the area of sales and marketing, for instance, Showa
Shell has reached an agreement on equity participation in Marubeni Energy Corporation. In the area of refining, the
Company has upped its equity stake in Seibu Oil Co., Ltd.

Showa Shell also has set its sights on future growth sectors, and is now laying the groundwork to capitalize on these
new business opportunities. One example is Ogishima Power, a firm jointly established in August 2003 by Tokyo Gas
Co., Ltd. and the Royal Dutch/Shell Group to undertake a large-scale project in power generation using liquefied natu-
ral gas (LNG). Showa Shell has also begun the first tests of gas-to-liquid (GTL) fuel use on public roads in Japan.

© Enhancing Growth through Strategic
Investments: ¥36.0 Billion in Three Years
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To Our Shareholders
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Haruyuki Niimi, Chairman (Representative Director), and John S. Mills, President (Representative Director)

The 2003 Year-End Business Environment and Showa
Shell’s Performance

The business environment for the oil industry in the fiscal year
ended December 31, 2003 offered plenty of potential justifi-
cations for flat business results: soaring crude oil prices, fears
of an oil shortage with the war in Iraqg, concerns about fuel oil
supply for power generation, and weak demand due to the
outbreak of severe acute respiratory syndrome (SARS) and
the unusually cool summer. The Showa Shell Group, however,
did not have to avail itself of such rationalizations. Showa
Shell not only exceeded the ¥30 billion in profit promised to
shareholders at the beginning of the year, but also surpassed
the ¥35 billion revised forecast given in the interim results
report, delivering consolidated ordinary income for the year of
¥38.1 billion. Consolidated ordinary income was strong even
after factoring in current cost of supply (CCS), an index of
actual procurement costs that excludes the effects of fluctua-
tions in crude oil prices on inventory value which is used by
Showa Shell and the Royal Dutch/Shell Group to forecast
future earnings and evaluate performance. At ¥36.3 billion,
consolidated ordinary income on a CCS basis made solid
gains in fiscal 2003, topping last year’s figure of ¥29.3 billion
by 24 percent.

Although proud of these successes for Showa Shell, we
remain sober about changes in the market. In fiscal 2003, our
rivals began to close the significant gap in cost competitive-
ness that we have long enjoyed. In 2004, reestablishing and
maintaining Showa Shell’s undisputed edge over the competi-
tion is a key priority. We are committed to pursuing dramatic
cost reductions and improving profitability —surpassing all
our competitors in both the speed and scale of these efforts.

Showa Shell’s Medium-Term Management Plan
(2003-2005)

W Pursuing Sustainable Growth-Progress in Fiscal 2003

In fiscal 2002, the Showa Shell Group moved decisively into
the second stage of its corporate reform program. During the

first stage, we significantly improved the Group’s financial
position and generated strong cash flows. In the second stage,
we are focused on reinvesting these funds in growth sectors
and converting these investments into sustainable corporate
growth. In fiscal 2003, the initial year of the Medium-Term
Management Plan (2003-2005), Showa Shell took specific
steps to address the following three priorities.
1. Growth in Core Businesses That Are Primary Revenue
Sources
Over the three years covered by the Medium-Term
Management Plan, we are enhancing sales strength and prof-
itability by concentrating management resources in our core
downstream oil business (refining and sales of oil products).
Specifically, we are working to increase sales of Shell Pura,
our new high-octane gasoline, which has been very popular
with customers since its release in fiscal 2002. We are also
offering various value-added services to customers through
the Shell Starlex Card. In September 2003, we reached
agreement on equity participation in Marubeni Energy
Corporation, a move that has strengthened our sales network
by giving us access to Marubeni’s vast customer base.
Powered by these and other initiatives, Showa Shell
achieved a 14.1 percent share (including Seibu 0il Co., Ltd.)
of total 2003 gasoline sales in Japan, reaching third place in
terms of market share for this high-value-added product that
gives us a direct connection with the end-consumer. (Showa
Shell had a 14.7 percent share of the high-octane gasoline
market.)
2. Enhanced Competitiveness through Further Structural
Cost Reductions
Beginning in fiscal 2003, the Showa Shell Group set out to
cut structural costs by at least ¥5 billion each year, for a total
three-year reduction of ¥15 billion. We went ahead of plan in
fiscal 2003 by scaling back ¥6.5 billion of structural costs, a
significant figure when viewed in the context of 1995 total
costs of ¥117.7 billion.



Our new Core Business Integration System (new SAP
R/3), a program designed to provide the infrastructure for our
business process reengineering (BPR) efforts, became fully
operational in October 2003. We have also speeded imple-
mentation of our target strategies for growth by further rais-
ing operational efficiency and ensuring that information and
knowledge is shared and practically applied at every level of
the Company to accelerate decision-making processes.

3. Laying the Foundation for the New Businesses of the Future
In tandem with the comprehensive measures taken to bolster
profitability in Showa Shell’s core downstream oil business
(refining and sales of oil products), we are also working to lay
the foundation for enterprises in new fields with strong poten-
tial for future growth. One example is K.K. Ogishima Power,
a firm jointly established in August 2003 by Tokyo Gas Co.,
Ltd. and the Royal Dutch/Shell Group. Beginning in fiscal
2009, Ogishima Power will generate 1.2 million kW of
electricity using liquefied natural gas (LNG). The firm

has already begun environmental assessments and other
preparations for the launch of operations.

To ensure that Showa Shell is in a strong position when the
age of fuel cell vehicles arrives, we have opened the Ariake
Hydrogen Station and initiated other hydrogen-supply proj-
ects. We are also involved in substantive testing on public
roads of Japan’s first gas-to-liquid (GTL) fuel (a liquid fuel
synthesized from natural gas). The proactive investment of
management resources in sectors where we expect higher
growth potential and asset efficiency, primarily in environ-
mental businesses and energy-related sectors such as new
fuels, is an important component of our strategy for new
business development.

Working Together with Stakeholders

W Safety and Legal Compliance: Our Top Priorities
Operational safety and total compliance with laws and regula-
tions in every aspect of our corporate activities are top priori-
ties for the Showa Shell Group. Sadly, large-scale accidents,
disasters, and violations of the law shook the Japanese oil
industry in 2003. Although Showa Shell was not directly
involved, we do not consider these events to be insignificant
for our own operations. We are fully aware of how vital it is
that we protect our reputation as a highly respected corporate
citizen. We are dedicated to ensuring that the Group strictly
complies with all ethical standards, working consistently to
raise the bar with regard to health, safety, security, and
environmental conservation.
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B Human Resource Development and Corporate Governance
The key to realizing the strategies and management plan out-
lined above clearly lies in our efforts at human resource devel-
opment. Employees that demonstrate professionalism, leader-
ship skills, and a strong commitment to achieving the goals of
the company are vital to our success. We are striving to
ensure that personnel and human resource development
strategies emphasize and fully utilize the great diversity our
employees bring to the Group. We have management pro-
grams focused on nurturing the individual abilities of each
Group employee, increasing the capacity of our organization
as a whole to do this, and encouraging a corporate culture
that will help us to meet these goals.

Showa Shell is striving to build a system of corporate gov-
ernance that enables us to make and carry out appropriate
business decisions fast enough to avoid missing opportunities,
even in today’s uncertain business environment. Another of
our key aims is to ensure that our operations are transparent
to all stakeholders. In April 2003, we undertook a major
overhaul of our management structure, with the primary
objective of more clearly defining the roles, responsibilities,
and authority of our directors and executive officers. The
results have been extremely effective in improving the way we
function together as a team. Further investigations scheduled
for 2004, however, will be designed to determine the opti-
mum business mechanisms for our specific corporate culture,
as well as the Japanese business environment in general, and
include the possibility of restructuring Showa Shell into a
committee-run corporation.

M Delivering Sustainable Growth in Total Shareholders’ Return
Consistent increases in total shareholders’ return are essential
to achieving our goal of becoming the leading company in the
Japanese oil industry. Raising the stock price and increasing
dividends are both keys to meeting our shareholders’ expecta-
tions of growing returns. We have made steady gains in total
annual cash dividends per share since the ¥9 recorded in fiscal
1999. We project an additional ¥5 increase in 2004, which

will bring the dividend up from the ¥25 we posted in fiscal
2003 to a total annual cash dividend of ¥30 per share.

On behalf of everyone at the Shell Group, we pledge to
move forward as one with the shift to dynamic growth, the
primary aim of the second stage of our corporate reforms.

We will work as a team to achieve the goals we have set in the
Medium-Term Business Plan. We remain committed to deliv-
ering consistent increases in revenue, profit, and dividends,
and hope that our unceasing efforts will continue to win the
trust and support of all the shareholders of the Showa Shell
Sekiyu Group.

% >ZL(, L\\f/

Haruyuki Niimi
Chairman, Representative Director

ola <. N,
John S. Mills
President, Representative Director



Keeping Engines Clean for Top Performance and
Environmental Protection: Brisk Sales of High-Octane
Shell Pura

It is only natural that drivers want to keep their cars running
at top performance for as long as possible, and Showa Shell has the right solu-
tion: Shell Pura, a high-octane gasoline that keeps car engines dramatically
cleaner than regular gasoline. Continuous use of this high-octane gasoline
ensures that the engine continues to perform to its full potential, improving
acceleration by removing buildup of deposits inside the engine. Keeping the
engine clean also significantly reduces the harmful gases in automotive
emissions, making Shell Pura an environmentally friendly choice.

Showa Shell has been expanding the market availability of this gasoline since
sales began in the greater Tokyo metropolitan area and two other prefectures in
March 2002. In 2003, Shell Pura came to western Japan (Yamaguchi, western
Hiroshima, Fukuoka and Saga) and to Niigata, and it is now available in 21
prefectures around the country. It currently accounts for 70 percent of Showa
Shell’s total high-octane gasoline sales. With the steadily growing support of
customers, Shell Pura’s share of total Showa Shell sales has also grown. The
Company’s success with this product has given a new boost to the performance
of the Showa Shell Group as a whole, and enhanced the front-line customer
appeal of the Showa Shell brand. Shell Pura is a particularly promising tool for
increasing the Company’s profitability and competitiveness, and Showa Shell
will continue to expand its sales area in Japan in 2004.

Everything
Starts with
the Customer

Meeting Customer Needs: Providing High-Value-Added Services

As part of Showa Shell’s strategy to grow automotive businesses that provide
lifetime support for customers’ cars, the Company offers Shell Car Inspection
and Shell Repair at affiliated service stations.

In addition to the industry’s first free-of-charge road service package, Shell
Car Inspection delivers customer support through maintenance guarantees that
carry them through to their next car inspection. Showa Shell also offers a full
array of other automotive services designed for maximum customer conven-
ience, all at reasonable prices. The Company’s toll-free Shell Contact Center and
website are always available to assist customers with rough estimates and
appointment scheduling. With Shell Repair, customers enjoy readily available,

¥ Growth Strategies
as a Leading Company

Building the Market’s Favorite Brand
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R&D at Showa Shell
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Two years of study and R&D by the Showa
Shell Group culminated in the development of
a new engine cleaner that offers outstanding
cleaning performance. By removing carbon
accumulation on intake valves, Shell Pura
regains lost engine performance and delivers
improved acceleration performance.
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Same intake valve after
using Shell Pura for
8,000 km

Intake valve after 16,000
km using regular gasoline

Shell Pura Availability
[] Existing sales regions

1 New sales regions
as of April 2004
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Shell Starlex Card (left),
Shell Business Card
(above)
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Carbon accumulation leads to irregular com-

bustion within engines, and the release of haz-
ardous emissions containing carbon monoxide
and hydrocarbons. Removing carbon accumu-
lations helps to significantly reduce emissions.
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clear-cut, quick and hassle-free repair service offering metal and paint finishing.
Showa Shell’s affiliate network of select factories throughout Japan and
Internet processing of repair requests give member service stations easy
nationwide access to quick, high-quality repairs.

Credit Card Strategy: Upgrades
As Japan moves into an age of full-fledged, self-service gas stations, credit card
strategy is becoming increasingly important to Showa Shell. The Company has
transformed its X-Card, already one of the most used in the industry, into the Shell
Starlex Card, a redesigned full-function credit card that offers a variety of new
services asked for by customers in comprehensive surveys. In the three months
following the October 2003 introduction of the Shell Starlex Card, the Company
registered 160,000 new card members, far exceeding initial projections.

In another major step in its credit card strategy, Showa Shell has also
upgraded the Shell Business Card, its card for corporate clients.

Providing Information | The Showa Shell Customer Service Center, a com-
ina Timely, prehensive unit that integrates the Company’s gen-
Smooth Manner | eral customer-support team with staff who deal
with orders and inquiries from dealers and clients,
is designed to maximize positive interaction between the Showa Shell Group and
its customers. The center not only enables Showa Shell’s expert staff to ensure
that customers are fully satisfied by responding immediately to their problems,
but also provides a direct interface with customers and their needs, which yields
smoother daily management and enhanced business opportunities.
In addition, the Company’s Lube Customer Service Center and Helix Hotline,
a service station oil consultation office, respond daily to inquiries from corporate
clients and general customers regarding Shell lubricants. The solid technical sup-
port delivered by the center and hotline contributes significantly to raising cus-
tomer satisfaction and reinforces the sales appeal of the Company’s products.

Aiming for Zero Accidents: | Showa Shell recognizes that the safe delivery
Service Station Managers | of oil products to customers is the greatest
and Lorry Drivers | priority, to further enhance the reputation of
Discuss Concerns | the Showa Shell brand. To secure the safety
of its supplies, the Company hosted the indus-
try’s first discussions between service station managers and lorry drivers in
September 2003. Focusing primarily on ensuring safety and successful crisis
management, the spirited discussion provided new impetus for a united zero-
accident campaign by Showa Shell, transportation firms and service stations. To
build on the positive results of this first meeting, held in Yokohama, Showa Shell
is now hosting similar meetings across Japan.



Expanding Core Businesses

to Increase Profitability and Growth Potential

Showa Shell’s strategies to build a brand that is
the first choice of customers have proven effec-
tive. Showa Shell has succeeded in differentiat-
ing its brand in the market, especially in the
highly profitable arena of gasoline sales, where the Company has seen growing
sales volume and market share every year since 2000. The Company secured a
14.1 percent share of gasoline sales in Japan in 2003, moving into third posi-
tion in the industry. The enhanced competitiveness of the entire Group, including
Showa Shell’s affiliated dealers, has contributed to this robust performance. All
the companies of the Showa Shell Group are committed to working together to
continue to increase the cost-efficiency of the Group’s value chain—including
the entire process from procurement of crude oil to product marketing at service
stations.

Reinforcing Value Chain
Marketing Power
and Competitiveness

Although the number of self-service sta-
tions in the Japanese market continues to
grow, signs of a slowdown in the rate of
new openings are beginning to emerge.
The current economic situation in Japan means the “survival of the fittest”” for
self-service stations, just as it has in other sectors.

In selecting where to concentrate investment of resources, Showa Shell con-
siders its customers’ needs, the characteristics of the region, and the economic
viability of the venture. The Company has prioritized investment in its network
of service stations, a strategy that has succeeded in differentiating its stations
from those of other companies.

“Selection and Concentration”’
—The Key to Discriminating
Service Station Investment

Growth in Other
Sales Categories

The Company’s Lubricant Division delivers more than
1,000 types of lubricants, an extensive product lineup
that allows Showa Shell to meet the constantly changing
needs of the market. Currently, the Company is stepping up the marketing of its
Shell Helix brand top-class automotive lubricants and other high-value-added
product series.

In the liquefied petroleum gas (LPG) market, Showa Shell plans to introduce
the world-renowned Shell Gas brand in Japan. The Company will increase
marketing efforts step by step to make the most of this brand’s strength.

In the retail marketing business, a core business
for Showa Shell, the Company reached agree-
ment on equity participation in the Marubeni
Energy Corporation (33.4 percent equity ownership), an energy company with a
sales network of more than 750 service stations nationwide. Showa Shell’s
expertise in the areas of structural reform and retail sales will enhance
Marubeni Energy’s marketability and cost-competitiveness, which will in turn
contribute significantly to increasing growth potential —the primary objective of
the second stage of Showa Shell’s corporate reform program.

In February 2004, Showa Shell decided to expand its equity ownership in
Seibu Oil Co., Ltd., a Group refinery, from 24.5 to 38.0 percent. As the chief
independent shareholder in Seibu Qil, the Showa Shell Group will be able to raise
the efficiency of refining operations at all three of its refineries. This, in turn, will
give an added boost to the cost-competitiveness and profitability of the Group.

In March 2004, the Showa Shell Group acquired all the rights to the
Pennzoil brand for the Japanese market. Showa Shell will continue to take
advantage of business opportunities offered by mergers, acquisitions, and
alliances to strengthen its competitiveness in core businesses.

Strategic Investments
for Sustainable Growth

Self-service station
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Shell Helix Ultimate Performance Lubricant



New Businesses

for Sustainable Corporate Growth

LNG tanker

Fuel cell bus parked at Ariake Hydrogen Station
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Airport installation of solar power generation system

Power Generation with | Showa Shell established K.K. Ogishima

Environmentally Friendly | Power in August 2003 in partnership with

Liquefied Natural Gas | Tokyo Gas Co., Ltd. and Shell Gas B.V.

and On-Site | Ogishima Power will generate 1.2 million

Power Generation Business | kW of electric power using liquefied natural
gas (LNG) and is currently laying the
groundwork to begin operations in 2009. The Royal Dutch/Shell Group brings
to the partnership its considerable edge over competitors in the area of LNG
supply and the success of its power generation business in countries around the
world, while Tokyo Gas offers its expertise in gas procurement and supply and
electricity retailing. Based at Showa Shell’s shorefront landholdings on Tokyo
Bay, this joint venture will supply clean, environmentally friendly, and cost-
effective power to Japan’s biggest power-consuming region.

On Site Power Co., Ltd., established jointly by Showa Shell, Marubeni
Energy Corporation, and Orix Corp., conducts Showa Shell’s on-site power gen-
eration business, and Toa Qil Co., Ltd., a Showa Shell Group affiliated refinery,
is engaged in business development in the independent power producer (IPP)
and electric power generation fields.

New Age Fuels | Hydrogen Fuel Projects > Showa Shell participates in the
Japan Hydrogen and Fuel Cell Demonstration Project
(JHFC) sponsored by the Ministry of Economy, Trade and Industry (METI), as
well as the Tokyo Metropolitan Hydrogen Supply Station Pilot Project. In addi-
tion, the Company opened the Ariake Hydrogen Station in Tokyo in June 2003.
The Ariake Hydrogen Station, the first in Japan capable of providing hydrogen
in either liquefied or compressed gas form, supplies the Tokyo Bureau of
Transportation with hydrogen for its fuel cell shuttle buses and other vehicles.
Testing to evaluate efficiency and safety at the station are currently underway.
The Central Research Laboratory is working on the development of a hydro-
gen production system that utilizes the Royal Dutch/Shell Group’s trademark
catalytic partial oxidation (CPO) technology in a project commissioned by
Japan’s Petroleum Energy Center (PEC).
Gas-to-Liquid Fuel Tests » Showa Shell took Japan’s first gas-to-liquid (GTL)
fuel to the nation’s public roads for tests in November 2003. GTL, a clean liquid
fuel synthesized from natural gas, contains almost no sulfur or benzene compounds.
The Company will work closely with the Royal Dutch/Shell Group, a global leader
in GTL technology, to bring this fuel to market as quickly as possible.

Solar Battery Power- | In 2004, Showa Shell “recharged” its solar battery
Restructuring for | power business, conducted to date by Showa Solar
Aggressive Business | Energy K.K., by restructuring the business and
Expansion | renaming the company Shell Solar Japan Ltd. The
new firm brings the strong brand value and world-
wide strategy of the Royal Dutch/Shell Group, which has the second-highest share
in this global market, to its mission of expanding this business in Japan.

Environmental | Showa Shell carefully manages the risk of environmental
Businesses | contamination for its entire service station network using
Network Environmental Risk Analysis (NERA), a method of

inspecting and analyzing soil contamination developed by the Royal Dutch/Shell
Group. This expertise has allowed Showa Shell Group companies to enter busi-
nesses related to preventing soil pollution, such as soil testing and analysis.

Showa Shell also participates in the “credit (emissions reduction unit) trad-
ing and transfer trial phase business’” conducted by METI in Japan to prepare
for the implementation of a CO2 emissions trading project in the near future.



Continuous Reductions

in Structural Costs/Building a Solid Foundation

for Sustainable Growth

Competitiveness Enhanced | In fiscal 2003, Showa Shell cut structural
by ¥117.7 Billion Reduction | costs by ¥6.5 billion, exceeding the target
in Structural Costs | of ¥5 billion set in its plan for the year.
Since 1996, Showa Shell has scaled
back structural costs by a cumulative ¥117.7 billion, locking in strong cost-
competitiveness for the future. Showa Shell’s competitors, however, have also
started taking major steps to lower structural costs. Showa Shell will meet this
challenge by continuing with annual reductions of ¥5 billion in 2004 and
beyond, thus maintaining its lead over the competition.
In 2004 and beyond, Showa Shell will implement the following major

initiatives to reduce structural costs:

ePromote business process reengineering by implementing the new SAP system.
eoExpand the use of driver-controlled deliveries for lorries and nighttime deliveries.
eReduce domestic forwarding costs.

eEnhance the Company’s joint procurement efforts.

Streamlining Operations | During the first stage of Showa Shell’s corpo-
to Maximize Profitability | rate reform program, the Company set out to
achieve the key goals of cutting back its
involvement in refining and strengthening its sales capability, steps it began to
implement ahead of the competition. As a result of these efforts, Showa Shell
has achieved a supply-short position where sales exceed refining capacity. In
fiscal 2003, the Showa Shell Group continued to lead the Japanese industry by
achieving a 93.4 percent capacity utilization rate for its refinery equipment,
significantly better than the industry average of 83.3 percent. These tactics have
given the Company a high degree of flexibility, enabling a primary focus on prof-
itability in its refinery operations. The Yokkaichi Refinery operated by consolidat-
ed subsidiary Showa Yokkaichi Sekiyu Co., Ltd. and the Keihin Refinery operat-
ed by affiliate Toa Oil Co., Ltd. lead other refineries in Japan in terms of both
cost-competitiveness and profitability. In addition, Showa Shell has increased its
stake in Seibu Oil Co., Ltd., a move that has contributed to further enhancement
of operational efficiency at all three of the Showa Shell Group’s refineries.
Showa Shell also continues to lead the Japanese market in terms of the
production rate of white oil products, including gasoline, kerosene, and diesel oil
products, which offer high added value. This high ratio of value-added products is
one of the keys to the high earnings structure now in place at Showa Shell.

Viaking the Most of | Showa Shell is involved in a broad-based strategic
Strategic Alliances | partnership with Japan Energy Corporation, with

whom it has partnered to create JS Initiative, Ltd.
and JLS Corporation. At these joint venture firms, Showa Shell is undertaking
cost-reduction initiatives by expanding its use of barter arrangements and joint
procurement of crude oil and materials, as well as working to improve efficiency
through order-based vehicle dispatch. The Showa Shell Group is also expanding
its initiatives to collaborate with other oil companies in the logistics arena, and
pursuing greater joint procurement efforts within the Group.
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Sustainable Growth Together with Society/

Corporate Social Responsibility in Action

Fulfilling Showa Shell’s Corporate Social
Responsibility

Management Philosophy and Basic Principles
Showa Shell’s stated philosophy on long-term growth
declares: “To enable Showa Shell to make ongoing contribu-
tions to society, the Company will strive to achieve sustainable
growth by building a solid management platform and healthy
corporate structure, while continuing to secure a reasonable
profit.” This philosophy of responsible growth forms the basis
for the Company’s Code of Conduct, a set of guidelines put in
place to ensure that Showa Shell remains more than worthy
of the full trust of all stakeholders.
The Code of Conduct offers a specific description of the
Company’s principles, in such categories as the following:
oThe responsibilities that each Showa Shell employee should
recognize.

eThe profitability and efficiency needed to sustain the
Company.

eThe corporate ethics to be adhered to as a responsible
member of society.

In addition, Showa Shell has established a Basic Policy on
Safety, Health, and Environmental Conservation. This policy
expands upon the Company’s commitment to carry out safety,
health, and environmental management, which is part of the
mandate of the Code of Conduct.

Showa Shell has also created a Basic Policy on Diversity
to make clear the Company’s
acceptance of diverse values and
its respect for the personal traits
and unique characteristics of each
individual, as well as to raise
awareness among employees
regarding the issue of diversity.
The Company recognizes that
individuals with diverse back-
grounds and experiences can
inspire and complement each
other in creating a vibrant or-
ganization, and are essential
to increasing the value of the
corporation over the long term.

Management Philosophy

Code of Conduct

Basic Policy on Safety, Health,
and Environmental Conservation

Basic Policy on Diversity

Organizations Dedicated to Social Responsibility

Showa Shell has sought to create a transparent corporate
organization and build a dynamic workforce. Toward

this end, the Company has created an Employee Open
Communication Committee that is responsible for overseeing
the Employee Helpline and the Voice of People initiative. This
initiative is designed to enable employees to voice their con-
cerns, opinions, and suggestions, which in turn can be directly
incorporated into the Company’s management plans.

The Health, Safety, Security, and Environment (HSSE)
Committee at Showa Shell is responsible for overseeing the
Company’s efforts to promote its Basic Policy on Safety,
Health, and Environmental Conservation, with an additional
emphasis on promoting security. The HSSE Committee is
served by subcommittees such as the Product Safety
Committee and HSSE Subcommittee, which endeavor
to raise awareness, educate employees, and conduct drills
related to a wide range of issues including disaster prevention,
occupational safety and health, product safety, and
environmental conservation.

Showa Shell’s human resource departments are primarily
responsible for carrying out initiatives related to the
Company’s Basic Policy on Diversity, by striving to attract
talented individuals and offering them suitable positions with-
in the Company. These departments are also responsible for
ensuring that the Company provides a full range of education-
al programs, as well as for promoting initiatives to help
employees balance their work and home lives.

Committee

Board of Directors — of Auditors

HSSE Committee

Product Safety HSSE
Committee Subcommittee

I

Employee Helpline
Voice of People Initiative

Employee Open
Communication Committee

Headquarters departments, business divisions, branch offices



Protecting the Global Environment and
Contributing to a Sustainable Society

Building Environmental Management Systems as Part
of a Comprehensive Approach to Ensuring Safety and
Environmental Conservation

The Showa Shell Group utilizes Health, Safety, Security, and
Environment (HSSE) management systems as part of a com-
prehensive approach to risk management that targets com-
plete prevention of disasters and accidents. HSSE manage-
ment systems have been adopted within Showa Shell’s refin-
ery and logistics businesses, at the Company’s headquarters,
and at all branch offices and major affiliates of the Showa
Shell Group.

Showa Shell has taken various initiatives to enable a more
systematic approach to risk management. These efforts
include the use of Risk Assessment Matrices (RAM) to con-
duct risk analysis, and the Hazard and Effect Management
Process (HEMP), which enables the Company to identify and
manage potential disaster causes. In addition, Showa Shell
has established an HSSE Department to monitor HSSE
issues at each of its offices and conduct reviews of HSSE
issues at the management level.

In fiscal 2003, Showa Shell implemented numerous disaster
prevention drills at various Company locations including partic-
ipation in marine accident emergency response drills in Tokyo
Bay and national crisis response drills. The Company also took
part in the Aichi Prefecture Petrochemical Complex Disaster
Prevention Drill at the Hekinan LPG base and conducted a fire
prevention drill at its asphalt plant in Mie Prefecture.

Aichi Prefecture petrochemical complex disaster prevention dFrill
(October 2003)

IS0 14001 Certification and 8
Annual Environmental Report
Prior to establishing the compa-
ny’s HSSE management systems,
the Showa Shell Group acquired

2 a4 d a

IS0 14001 certification at each of f‘:d:ﬁ
its refineries and its Hekinan LPG
base. Showa Shell also publishes o

an annual environmental report
entitled Moderate, which provides
an overview of the Company’s

progress in terms of reducing substances of environmental
concern and industrial waste, and in terms of its efforts to
promote recycling, energy conservation, and risk management
for soil pollution.

Start of Nationwide Sales for Low-Sulfur Fuel

Showa Shell is also committed to developing and supplying
clean energy that is friendly to the environment. In 2000,
Showa Shell began offering a diesel oil with a sulfur content
of less than 50 ppm in the Tokyo area. In April 2003, Showa
Shell began offering low-sulfur diesel oil nationwide, except
for Okinawa and other outlying islands. The start of nation-
wide sales for low-sulfur fuel was approximately two years
ahead of the timetable set by government regulations.

In fiscal 2004, Showa Shell will offer sulfur-free gasoline
and sulfur-free fuel with a sulfur content of less than 10 ppm.
The Company also is promoting joint development projects
and collaboration within the Showa Shell Group that will
lay the groundwork for rapid
commercialization of environ-
mentally-friendly next-generation
fuels such as hydrogen fuel
for fuel cells, gas-to-liquid
(GTL) fuels, and solar power
generation.

S 50 low-sulfur (50 ppm) diesel oil

Contributing to Society through Solar Power
Generation

Showa Shell’s social contributions include initiatives to pro-
mote solar power generation in overseas areas without elec-
tricity. In addition to supplying equipment, the Company’s ini-
tiatives involve sharing both technology and operating expert-
ise in support of both regional autonomy and sustainable
growth.

Showa Shell has been providing Thailand with solar power
generation equipment for many years. As a result of this highly
acclaimed initiative, in 2003 the Thai government committed
to supplying 300,000 homes with solar cells in areas without
access to electricity. Showa Shell has also participated in simi-
lar projects in Nepal and the People’s Republic of China.

Solar power generation system
in Libon Island, Thailand



Contributing to Society in Many Practical Fields

Supporting Young Environmental Researchers

The Showa Shell Sekiyu Foundation for Promotion of
Environmental Research was established in 1995 to address
the issue of a long-term, stable relationship between human
beings and nature. Toward this end, the Foundation subsidizes
natural and social sciences research related to environmental
issues and strives to advance academic scholarship and social
development.

In fiscal 2003, the year of the Foundation’s ninth anniver-
sary, hundreds of applications were received for support of
study in two fields: innovative “'seed research’’ related to the
conservation of local ecologies and the global environment,
and specific “‘general research” projects dealing with the
preservation of a stable relationship between human activity
and nature. After rigorous screening, the Foundation
approved subsidies for 51 studies, with priority given to
those proposed by younger researchers.
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Presentation ceremony for 2003 subsidy awardees

The Shell Art Prize: Opening
Doors for Young Painters

The Shell Art Prize/Showa Shell
Modern Art Prize, first awarded in
1956, is a prestigious honor in the
Japanese art world. Reintroduced as
the all-new Shell Art Prize in 2003
with the goal of discovering the next
generation of young artists. The art
competition was open to the general
public, with entries accepted from
artists 40 years of age or under. The
competition received 1,665 pieces
submitted by 1,002 artists, and the
exhibition of award winners held in T

January 2004 also attracted a large ~ Grand Pr ";(V runner-up pr ize

number of Top: Kyodatsu (Collapse) by
,_.-"":L.-I L’%ﬁjﬁ L visitors. Yukari Tsuji, Bottom:
EE == Untitled by Kanno Sakan
3 The Shell
i Art Prize is a flagship project in the
+ ——— — Showa Shell Group’s efforts to con-

tribute to society, and Showa Shell
remains committed to continuing to
use the prize to help discover talented
Japanese artists with great potential
for future success.

Christmas Lectures
Inspire Future
Scientists

Showa Shell is a
cosponsor of the
Christmas Lectures
with the Royal
Institution of Great
Britain, launched in the
United Kingdom in 1826 to introduce children to the fun of
“science.”” These courses are held in the United Kingdom each
year around Christmas time, and an identical lecture has been
given in Japan during summer vacation the following year
ever since 1990. The fiscal 2003 lecture took place in Tokyo
and Oita, and featured Professor Anthony Ryan from

Sheffield University in the United Kingdom. Professor Ryan
addressed the topic of “Materials: The Miracle of Chemistry,”
using experiments with everyday materials to make chemistry
easy for the students to
understand. Every year,
the Christmas Lectures
bring scientists who are
at the top of their fields
to Japan to teach chil-
dren about the wonders
of science.

Internship Program

Since 2001, Showa Shell has operated an internship program
that enables students to gain work experience in a field relat-
ed to their current area of specialization or future plans. In
fiscal 2003, the Company welcomed 19 Japanese student
interns to 11 different departments over a two-week period in
July and August.

Refugee Assistance

Providing office space free of charge is only one of the ways in
which Showa Shell has supported the refugee assistance activi-
ties of Refugees International Japan (RIJ) over the 25 years
since its foundation. RIJ’s “'Light Up the Life of a Refugee
Child” 2003 fundraising campaign, the 15th such campaign,
began December 11 and ran for a week. In addition, Showa
Shell and its group companies in Japan participated in the
campaign lamp-lighting ceremony. Showa Shell will continue
to support the refugee assistance activities of RIJ.

Shell Museum Renovated

The Shell Museum, located on the first floor of Showa Shell’s
head office building, has four parts (motor sports, the
Memories of Shell exhibit, the Shell shop, and a café), and
also features Formula One-related exhibits and events with
guest Formula One racers. In fiscal 2003, Showa Shell reno-
vated the Museum, "
resulting in a more
open and sophisticated
environment, and
reopened it with plans
for even better exhibits
and events.
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Network, Major Subsidiaries and Affiliates

Head Office Daiba Frontier Bldg., 2-3-2, Daiba, Minato-ku, Tokyo 135-8074 Tel: (03) 5531-5591
Ishioka Training Center 3-21-11, Minamidai, Ishioka, Ibaraki 315-0035 Tel: (0299) 26-9611
Central Research Lahoratory 4052-2, Nakatsu, Aikawa-machi, Aiko-gun, Kanagawa 243-0303 Tel: (046) 285-0564

Branches
Hokkaido 5-3-4, Chuo 2 jyo, Atsubetsu-ku, Sapporo, Hokkaido 004-0052 Tel: (011) 802-3525
Tohoku 4-1-1, Ichiban-cho, Aoba-ku, Sendai, Miyagi 980-0811 Tel: (022) 263-1216
Tokyo 1-6-1, Otemachi, Chiyoda-ku, Tokyo 100-0004 Tel: (03) 3214-8518
Kanagawa 1-6-1, Otemachi, Chiyoda-ku, Tokyo 100-0004 Tel: (03) 3214-7301
Saitama 1-6-1, Otemachi, Chiyoda-ku, Tokyo 100-0004 Tel: (03) 3214-7302
Chiba 1-6-1, Otemachi, Chiyoda-ku, Tokyo 100-0004 Tel: (03) 3214-7303
Kanto 1-6-1, Otemachi, Chiyoda-ku, Tokyo 100-0004 Tel: (03) 3214-8581
Niigata 21, Heiwa-cho, Niigata-shi, Niigata 950-8515 Tel: (025) 274-5511
Shizuoka 3-11, Otemachi, Shizuoka-shi, Shizuoka 420-0853 Tel: (054) 255-5381
Chubu 3-25-9, Meieki, Nakamura-ku, Nagoya, Aichi 450-0002 Tel: (052) 582-6611
Hokuriku 1-5-2, Honmachi, Kanazawa, Ishikawa 920-0853 Tel: (076) 233-5151
Kinki 2-5-8, Minami-senba, Chuo-ku, Osaka-shi, Osaka 542-0081 Tel: (06) 6271-9825
Chugoku 2-7-10, Otemachi, Naka-ku, Hiroshima-shi, Hiroshima 730-0051 Tel: (082) 249-4424
Shikoku 1-3-2, Kotobuki-cho, Takamatsu, Kagawa 760-0023 Tel: (087) 851-7934
Kyushu 3-11-1,, Tenjin, Chuo-ku, Fukuoka-shi, Fukuoka 810-0001 Tel: (092) 752-5318

Petroleum Import Terminal
Niigata 21, Heiwa-cho, Niigata-shi, Niigata 950-0035 Tel: (025) 274-4141

Lubricant Blending Plants
Yokohama 2-4, Anzen-cho, Tsurumi-ku, Yokohama, Kanagawa 230-0035 Tel: (045) 505-8201 Fax: (045) 505-0221
Kobe 6-1-17, Namimatsu-cho, Nagata-ku, Kobe, Hyogo 653-0055 Tel: (078) 731-2035 Fax: (078) 734-4650

Management Terminals
Management Terminal (Tokyo)  1-6-1, Otemachi, Chiyoda-ku, Tokyo 100-0004 Tel: (03) 3214-8531
Management Terminal (Osaka)  2-5-8, Minami-senba, Chuo-ku, Osaka-shi, Osaka 542-0081 Tel: (06) 6271-2411
Management Terminal (Yokkaichi) 1, Shiohama-cho, Yokkaichi, Mie 510-0851 Tel: (0593) 46-2418
Management Terminal (Seibu) 5, Oaza-Nishioki, Onoda, Yamaguchi 756-0885 Tel: (0836) 88-0622

Lube Customer Service Center 2-4, Anzen-cho, Tsurumi-ku, Yokohama, Kanagawa 230-0035 Tel: 0120-064-315

Affiliates

Company name Equity ownership  Major businesses

Showa Yokkaichi Sekiyu Co., Ltd. 75.0  Petroleum refining

Toa Qil Co., Ltd. 37.4  Petroleum refining

Seibu 0il Co., Ltd. 38.0 Petroleum refining

Showa Shell Sempaku K.K. 100.0 Domestic and international shipping

Heiwa Kisen Kaisha, Ltd. 100.0 On-site services at refineries and oil fields; shipping agent

Japan 0il Network Co., Ltd. 49.0 Petroleum storage; contracts for receipts and payments; leasing of petroleum storage facilities

JLS Corporation 50.0 Receipt of orders for delivery, allocation of vehicles and delivery of petroleum products

Niigata Joint Oil Stockpiling Co., Ltd. 25.0 Petroleum storage

East Ogishima Oil Terminal K.K. 52.0 Petroleum storage

Hokkaido Joint Qil Stockpiling Co., Ltd. 10.0  Petroleum storage

Oita L.P.G. Joint Stockpiling Co., Ltd. 15.0 Liquefied natural gas storage

Shoseki Overseas Qil Development Co., Ltd. 100.0  Mining, development, production and sales of petroleum and natural gas

Shoseki Engineering & Construction Co., Ltd. 100.0 Design and construction of industrial facilities, particularly those used in the petroleum industry

Red and Yellow Co., Ltd. 100.0 Import and sales of lubricating oil

Nippon Grease Co., Ltd. 99.3  Manufacturing and sales of grease and lubricating oil

Rekisei Kagaku K.K. 100.0  Processing of specialized asphalt products

Shell Solar Japan Ltd. 50.0 Manufacturing, sales, import and export of solar batteries

K.K. SVC Tokyo 100.0 Performance testing and analysis of petroleum products; solutions to prevent oil
from polluting the soil; engine testing

Shoseki Kako K.K. 100.0  Manufacturing and sales of materials used for waterproofing buildings, petroleum
products and asphalt pavement

Shoseki Gas K.K. 100.0  Sales of liquefied natural gas; processing of high-pressure gas and other petroleum
products; sales of household appliances and office automation equipment

K.K. Rising Sun 100.0  Sales of petroleum and automotive products; indemnity agent; leasing; uniform rental

Sailis Co., Ltd. 100.0  Sales of petroleum products; management of Shell Museum

Kyoto Sky Parking K.K. 100.0 Operation of parking facilities; real estate agent

K.K. Creco 100.0 Building maintenance services; travel agent

K.K. On Site Power 39.0  Supply of heat and electricity

K.K. Ogishima Power 24.5 Planning and study of an electricity generation business by LNG




Ten-Year Summary of Selected Financial Data

Years ended December 31

2003 2002 2001

Consolidated

NEE SAIES +ververerreveceeceeeeeeee e seeeaeseesessesaesae s sessessesessessessesaeseesssesssssassassnanns ¥1,726,917 ¥1,620,359 ¥1,664,954
COSt OF SAIES .ttt sttt et 1,570,156 1,460,458 1,513,626
Gross profit 156,761 159,901 151,328
Selling, general and administrative eXPENSES .....c.cceevereeeereervereeereeneneennes 120,787 123,501 123,274
INCOME frOM OPEFALIONS ..ecveeveeeieieeeeeieete ettt eeas 35,974 36,400 28,053
OrdiNAry INCOME ..veeieiirieeteeeete ettt ettt ettt sbe e see et sae e 38,188 40,101 29,052
NEE INCOME «vrveveveeeceeeeeeee et cee e s ee e s s sessesse s st ensesae s ssessassassassnanns 21,000 18,665 2,610
L0 7= U= 1 USSP 882,299 916,690 909,902
Total shareholders’ @QUILY ....ccvecceeecrieeeeeceeete et 234,773 221,604 212,168
Net income per Share (YEN) ocueeeieeciienieeieecieete ettt seesae e ¥ 55.96 ¥ 49.69 ¥ 6.95
Shareholders’ equity per Share (YEN) ....cceoeceeeeerieeiienieceeeeeeeee e 627.07 592.18 565.36
Return on sales (operating profit basis) (%6) ..ecceeceeeceeeieeecieeceeeieecee e 2.1 2.2 1.7
Return on sales (net inCome basis) (%6) ..ccvvvvererriererrieeeeiereeeeeeeeeeeens 1.2 1.2 0.2
RELUIN 0N @SSELS (20) wevurieiieiiieieeieertee ettt sttt sae e st e saaesne e 2.3 2.0 0.3
RELUIN 0N EQUILY (Z6) wiiutiiiieiiieeiteeeeetee ettt ettt et e ae e 9.2 8.6 1.2
EQUILY ratio (96) eeieeeieeeeeee ettt 26.6 24.2 23.3
Number of shares outstanding at end of term (thousand shares)*1, 2 ........... 374,303 374,125 375,281
Non-Consolidated

NEL SAIES 1eveirieereeie ettt ettt et e e et e e s e e et e e taeebeeeteesbeesseeenseensaeensaanns ¥1,669,555 ¥1,556,178 ¥1,590,027
COSt OF SAIES eveneeeeeeeeieieeteete ettt ettt et s e e e se e e e sneenseens 1,537,955 1,423,912 1,468,963
GFOSS PPOFIT weverieieeieiee ettt e e a e sreesaeens 131,599 132,266 121,064
Selling, general and administrative eXPeNSeS .......ccceceeveeerererierienieneeneeneenes 100,586 101,788 100,703
INcome from OPEFAtioNS ...cc.eevveeuieriirieieeter ettt 31,013 30,477 20,360
OrdiNArY INCOME .ueeeieieeieeie ettt ettt ettt ettt ettt e et et e e et e saeeneeeas 34,713 36,400 24,808
NEL INCOME ettt e e e e et e e e tae e e saeeessbeeeesneesnnaeaens 19,951 18,718 2,791
TOLAI ASSELS .vverureiiiieiiritenie sttt ettt et st et esbeesaeesabeessaesabe e saesaneenne 808,068 834,065 802,248
Total shareholders’ QUILY ..eeeerereereriiereeereeeeeeeece e 221,879 209,560 200,154
Net Income per Share (YEN) ocuieeieecieeeeeieeeee et ete ettt ae e ae e enee ¥ 53.22 ¥ 49.87 ¥ 7.43
Shareholders’ equity per Share (YEN) ....cceecceeeeeeeieeeeeeieeieeeee e 592.60 559.96 533.35
Return on sales (operating profit basis) (%) ..ecceeveeeveeeieeecieeeeeeieeeeeeieeae 1.9 2.0 1.3
Return on sales (net iNComMe basis) (%6) wevcvevriervieerieriieenieeieereeeie e s 1.2 1.2 0.2
RELUIN 0N @SSELS (20) weivieeeieeiiieriieeieesee et esteete et e esteesteesae e e e s aeessaesnnaenne 2.4 2.2 0.3
REtUrN 0N €QUILY (26) wuiiiiiieeeiieeetee ettt ettt eas 9.2 9.1 1.4
EQUILY Fatio (96) eiiieeie ettt e eas 27.5 25.1 24.9
Number of shares outstanding at end of term (thousand shares)*1 .............. 374,357 374,179 375,281

*1 Treasury stock is excluded.

*2 The amount of treasury stock includes Showa Shell Sekiyu stock held by affiliates accounted for by the equity method.



Millions of yen

2000 1999 1998 1997 1996 1995 1994
¥1,639,475 ¥1,365,478 ¥1,324,752 ¥1,588,067 ¥1,600,067 ¥1,441,176 ¥1,515,313
1,477,361 1,218,732 1,171,788 1,408,789 1,404,723 1,225,954 1,293,874
162,113 146,746 152,964 179,278 195,344 215,222 221,439
124,442 133,692 144,446 164,434 174,646 186,383 171,459
37,670 13,054 8,518 14,844 20,698 28,839 49,980
38,913 12,191 7,223 12,901 15,225 21,993 26,920
12,499 1,828 1,999 6,387 6,054 13,802 13,670
1,002,146 974,916 992,282 1,049,931 1,071,464 1,001,676 884,663
216,349 197,562 199,711 201,479 198,536 195,926 181,607

¥ 3319 ¥ 485 ¥ 531 ¥ 1695 ¥ 16.06 ¥ 3994 ¥ 4172
574.77 524.25 529.95 534.64 526.84 519.93 554.20

2.3 1.0 0.6 0.9 1.3 2.0 3.3

0.8 0.1 0.2 0.4 0.4 1.0 0.9

1.2 0.2 0.2 0.6 0.6 1.5 1.6

6.0 0.9 1.0 3.2 3.1 7.3 7.8

21.6 20.3 20.1 19.2 185 19.6 20.5
376,409 376,850 376,850 376,850 376,850 376,850 327,696
¥1,566,431 ¥1,290,794 ¥1,249,616 ¥1,495,688 ¥1,492,428 ¥1,354,414 ¥1,400,551
1,430,759 1,170,391 1,123,146 1,339,118 1,323,613 1,166,324 1,197,752
135,672 120,403 126,469 156,570 168,814 188,089 202,798
103,115 114,735 123,605 146,067 156,447 165,992 158,201
32,556 5,668 2,864 10,503 12,367 22,096 44,597
37,684 12,058 8,266 12,382 12,178 19,087 24,571
9,016 3,763 4,106 7,014 4,810 9,980 12,684
831,645 796,494 779,626 827,913 837,178 790,787 753,615
204,085 189,812 189,440 188,725 185,135 183,753 177,123

¥ 2393 ¥ 9.99 ¥ 10.90 ¥ 1861 ¥ 1277 ¥ 2888 ¥ 3871
541.55 503.68 502.69 500.80 491.27 487.60 540.51

2.1 0.4 0.2 0.7 0.8 1.6 3.2

0.6 0.3 0.3 0.5 0.3 0.7 0.9

1.1 0.5 0.5 0.8 0.6 1.3 1.7

4.6 2.0 2.2 3.8 2.6 5.5 7.4

24.5 23.8 24.3 22.8 22.1 23.2 23.5
376,409 376,850 376,850 376,850 376,850 376,850 327,696




Financial Review

Financial Strategy

Showa Shell has taken numerous actions to establish a sound
financial position that permits the productive use of assets.
Primary actions have been the sale and disposal of inefficient
assets, minimizing working capital and interest-bearing debt,
and the execution of policies aimed at maximizing earnings
and cash flows. The Company will continue to take steps to
strengthen its financial position. Concurrently, based on a rig-
orous examination of potential returns and growth prospects,
the Company will consider making substantial investments in
projects that management believes are needed to sustain
growth.

Japan’s Economy and the Operating Environment
During 2003, Japan’s economy was held back as consumer
spending remained flat amid consistently high unemployment.
However, there were emerging signs of rebound from Japan’s
prolonged economic slump, primarily in the form of increas-
ing exports. Crude oil prices climbed steadily early in 2003
due to tension in the Middle East and other factors. The price
of Dubai crude oil exceeded US$31 per barrel at one point,
but then dropped rapidly following the start of hostilities in
Iraq to reach approximately US$22 when the war ended. The
price of crude oil then moved upward again as OPEC cut its
output due to fears about an oversupply of oil and as invento-
ries of crude oil in the United States remained low. As a
result, crude oil was US$28 per barrel at the end of 2003,
about the same as one year earlier.

The yen began 2003 at about ¥118 to the U.S. dollar and
was relatively stable through the summer, remaining in a
trading range of ¥116 to ¥122. The yen then gained strength
from September onward, rising to about ¥107 to the U.S.
dollar at the end of the year as the U.S. trade deficit grew and
Japan’s economy improved.

In Japan, sales of gasoline for automobiles remained solid,
but demand for diesel oil fell due to a decline in the number of
diesel-engine vehicles. Demand for kerosene used for heating
was higher than in 2002 as temperatures in the first quarter
of 2003, the primary heating season, were well below normal
in Japan. Furthermore, while demand for fuel oil for general
use remained soft, there was a sharp increase in demand for
fuel oil for power generation because of a series of suspen-
sions in operations at nuclear power stations.

Turning to petroleum products, prices were persistently low
because of fierce competition that prevented companies from
raising prices in a timely manner as the price of crude oil
climbed.

Profitahility

In this environment, the Showa Shell Group focused on the
fundamental strategies of creating value in line with customers’
needs, realigning its business processes and executing structur-
al cost reductions. By enacting numerous business reforms
covering all aspects of operations, progress was made toward
building a sounder operating base and increasing earnings.

Consolidated net sales increased 6.6 percent to ¥1,726.9
billion, mainly a reflection of higher sales prices and growth
in sales volumes of gasoline, kerosene and fuel oil for power
generation.

Income from operations decreased 1.2 percent to ¥35.9 bil-
lion. The negative effect of delays in price increases to pass on
the higher cost of crude oil was largely offset by cost-
cutting initiatives and valuation gains on inventories. The
decline in income from operations along with a lower exchange
gain caused ordinary income to decrease 4.8 percent to ¥38.1
billion. However, ordinary income on a current cost of supply
(CCS) basis, which excludes the effect of changes in inventory
valuations, was up ¥7.0 billion, or 24.0 percent, to ¥36.3 bil-
lion. There was a substantial improvement in extraordinary
items from a net special loss of ¥7.5 billion in 2002 to a loss
of ¥1.2 billion. The main reasons were the posting in 2002 of
a special reserve for repairs designated for scheduled equip-
ment repairs at Showa Yokkaichi Sekiyu Co., Ltd. and Toa Qil
Co., Ltd., and a 2002 charge for the reassignment of some
employees of Showa Yokkaichi Sekiyu.

Due to these factors, net income after corporate, resident
and enterprise taxes, with adjustments to deferred income
taxes made by the tax effect accounting method, increased
12.5 percent to ¥21.0 billion. The return on average share-
holders’ equity (ROE) was 9.2 percent. Net income per share
increased from ¥49.69 to ¥55.96.

Free cash flow, the sum of net cash provided by operating
activities and investing activities, increased from ¥12.5 billion
to ¥46.8 billion due to growth in operating cash flows. Total
interest-bearing debt at the end of 2003 was ¥120.9 billion,
¥29.6 billion less than the ¥150.5 billion at the end of 2002,
as the Showa Shell Group continued to strengthen its balance
sheet.
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Segment results were as follows.
Petroleum » Total sales increased 6.7 percent to ¥1,710.7
billion and income from operations decreased 1.5 percent to
¥32.5 hillion. Excluding the effect of inventory valuations,
income from operations increased by ¥8.4 billion from ¥22.3
billion to ¥30.7 billion.
Real Estate » In the building leasing sector, results were
impacted by falling leasing rates for office space in central
Tokyo due to the large volume of newly completed buildings,
the so-called 2003 problem.” Leasing income was further
held back by lower occupancy rates in other large cities in
Japan. As a result, total sales decreased 4.7 percent to
¥4.4 billion. Although steps were taken to cut costs and boost
operating efficiency, income from operations was down
7.3 percent to ¥2.5 billion.
Others » Results were soft in the sales and leasing of
automobile-related products, and the construction of petrole-
um and other facilities. The result was a 0.3 percent decrease
in total sales to ¥18.8 billion. However, an improvement in
profit margins on sales of solar batteries led to a 37.2 percent
expansion in income from operations to ¥0.8 billion.

Assets and Liabilities

Total assets decreased ¥34.3 billion to ¥882.2 billion.
Current assets declined ¥17.8 billion to ¥394.9 billion,
mainly because of measures to reduce trade notes and
accounts receivable. Fixed assets decreased ¥16.5 billion to
¥487.3 billion, primarily because of a drop in property, plant
and equipment resulting from sales of idle and inefficient
assets.

Current liabilities decreased ¥51.4 billion to ¥490.4 billion
because of a sharp decline in notes and accounts payable. The
decline in long- and short-term borrowings, bonds, commer-
cial paper and other interest-bearing debt continued as this
figure fell from ¥150.5 billion at the end of 2002 to ¥120.9
billion, demonstrating the ongoing progress by the Showa
Shell Group in building a stronger balance sheet.

Shareholders’ equity increased ¥13.1 billion to ¥234.7 bil-
lion due to growth in retained earnings. As a result, the ratio
of shareholders’ equity to total assets improved by 2.4 per-
centage points to 26.6 percent. ROE increased 0.6 percentage
point to 9.2 percent. Shareholders’ equity per share increased
from ¥592.18 to ¥627.07.
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Cash Flows

Net cash provided by operating activities increased from
¥23.2 billion to ¥54.7 billion. This was mainly attributable to
the growth in income before income taxes and minority inter-
ests, a decline in trade receivables due to initiatives to reduce
receivables, and a decline in income taxes paid.

Net cash used in investing activities decreased from ¥10.7
billion to ¥7.8 billion. This was mainly the result of a decline
in sales of idle assets, a decline in scheduled repairs at refiner-
ies, which is a component of payment for property, plant and
equipment, and an increase in proceeds from sale of invest-
ments in securities.

Net cash used in financing activities increased from ¥30.4
billion to ¥39.1 billion. This was mainly attributable to ongo-
ing progress in centralizing fund management and procure-
ment activities for the entire Group. The most noteworthy
change was a decrease in interest-bearing debt at subsidiaries.

Cash and cash equivalents as of December 31, 2003,
including an increase of ¥0.3 billion due to newly consolidated
subsidiaries , totaled ¥15.1 billion, an increase of ¥7.9 billion
compared with the end of 2002.

Dividend Policy

During 2003, the Company paid a year-end dividend of
¥15.00 per share and an interim dividend of ¥10.00 per
share. The result was a total annual cash dividend of ¥25.00
per share, the same as in 2002. The payout ratio was 46.9
percent, and dividend return calculated using shareholders’
equity was 4.3 percent.

Outlook for 2004
Based on forecasts of US$26 for the average price of crude
oil and an exchange rate of ¥110 to the U.S. dollar, the
Group’s business plan calls for consolidated net sales of
¥1,650.0 billion (¥1,580.0 billion on a non-consolidated
basis), consolidated ordinary income of ¥32 billion (¥28 bil-
lion on a non-consolidated basis), and consolidated net
income of ¥18 billion (¥16 billion on a non-consolidated
basis). On a CCS basis, which excludes the effect of changes
in inventory valuations, the Group forecasts ordinary income
of ¥40 billion compared with ¥36.3 billion in 2003.
Regarding dividends, the Company plans to increase the
annual dividend by ¥5.00 in 2004 to ¥30.00, the sum of
interim and year-end distributions of ¥15.00 each.

Shareholders’ Equity Free Cash Flow
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Consolidated Balance Sheets

Showa Shell Sekiyu K.K. and Consolidated Subsidiaries
As of December 31, 2003 and 2002

Millions of yen

2003 2002
Assets
Current assets:
Cash in hand and @t DANK .....ceueueeiee ettt ¥ 15,382 ¥ 7,651
Notes and aCcCOUNtS FECEIVADIE ....ccvieieeeieieeeete ettt ettt e e esae e e e saeeaessaennas 219,482 237,934
INVENLOFIES (NOLE 3) eeeiieiiieeie ettt ettt rre e et e et e e e taeeesaeeesbeeesssseesssneeensseaannens 133,047 141,844
Deferred tax assets (NOLE 7) ..eoiiriieieieeieetete ettt ettt ettt e et et s sae s ns 5,702 4,925
OtNEr CUPTENT SSELS vttt ettt ettt ettt et sb et sat b st ebe et e be et e bt enbens 21,752 21,523
Allowance for doUDLTUI ACCOUNTS ...iivviiieeeiieeeie et e e eeeaaeesenaeeean (431) (1,103)
TOtaAl CUFFENT @SSELS ..nvvenrieiieieeieeiieie ettt ettt ettt et sttt et e st sbe et e et e s et e sseenee 394,934 412,774
Fixed assets:
Property, plant and equipment:
Buildings, StrUCLUFES @nd LANKS .....eeverieeiieeeieeeerte ettt esae e e aeeaesnnennas 140,114 145,330
Machinery and EQUIPIMENT ......ocuieiuieeieeeie et et et et e teete e ee e e e s aesbeesaseeseessseeseessseesaensnanas 105,889 114,436
Land 157,975 156,633
Others 4,774 7,564
Total property, plant and eQUIPMENT ....ccveecuiieiieceeeee ettt e re e e ve e s aeenee e 408,752 423,963
INEANGIDIE TIXEA ASSELS weeieveeieeereieeeeee ettt ettt e et eeaa e e et e e eaeeeeaaeeeeaseeeeseeeesneeeenneeeans 13,516 13,886
Investments and others:
Investments in SECUKILIES (NOTE 4) ouiiiiiieieiieeieee ettt ettt et a e e 26,592 25,249
[ g Te (T g [ Y=V PR 1,317 2,236
Deferred tax assets (NOLE 7) ettt ettt ettt sae et s ae s nes 22,342 23,630
OLNEES ettt ettt s ettt s ettt nesenees 15,980 16,135
Allowance for doUDLTUI ACCOUNTS ...ioveiiieeiieeiee ettt e e eeeaaeesenaneeas (1,134) (1,183)
Total iINvestMeNnts and OtNEKS .....co.eeieeeieieeeeeeee et 65,097 66,067
TOLAl FIXEA ASSELS tuvrerreeriieeitienieeitterte et e ste st e st e steesteesbeesseesaseessaessseessaessseenseesssesnseennns 487,365 503,916
TOLAI ASSELS uuveerieetieiieeeie et e ete et e s teeeteestteeeae e seeebeesseesaseesssesase e saesssaenseesnseenseesnseenssennns ¥882,299 ¥916,690
Millions of yen
2003 2002
Liahilities
Current liabilities:
Short-term debt (NOTE 5) .oeeieieieeeeee ettt sttt ettt sae e e ¥ 55,892 ¥ 71,100
Current portion of long-term debt (NOtE 5) coviieiieeiiieieeieeie ettt 12,614 31,415
Notes and accounts payable (Trade) (NOLE 12) ...ccveeeveeeeerieeierieeiereeie et ae e 174,887 222,921
Accounts payable (Other) (NOLE 12) ..coiuiiriiiiieeieeieeeeeete ettt ettt 192,941 162,900
INCOME TAXES PAYADIE eeneveeiieeieeeeeie ettt ettt e ettt e e te et eeve e beeebeessaeenseessseeseesssanseannes 12,228 979
RESEIVE TOF DONUSES .ttt ettt ettt et sae et s bt e be st e e 1,612 1,730
Other current [iabilities (NOLE 12) .ivviiiciiiiiieieerieeeet ettt ettt s eesae e s sbeesaeenaee 40,303 50,856
Total CUFFENT [TADITIHIES weevieeieeeieeeee ettt ettt re e re e re e e s aae e reeeaeennee e 490,477 541,901
Long-term liabilities:
Long-term debt (NOLE 5) .euiiieeieieeteee ettt ettt et sae et s 52,444 48,016
Reserve for retirement Denefits (NOLE 8) ..icveviieierieeieseeeeceee et 79,562 79,752
SPECIAl FESEIVE TOF FEPAIS uveeereeieiereieieeeeerieeeesteeetesteetessestesseesesseessesseessasseensesseensenssansesnsenns 9,645 8,905
Deferred tax HabilitieS (NOLE 7) wievuieeiieeieeeeecieeete ettt ettt e e e e ere e st e e sveessaeesaessnaeas 192 105
Other 10Ng-term [TaDIITLIES ..ceoveeierteeieeeeee ettt sttt 11,530 12,497
Total [0NG-LEFM [HADTILIES uvvereeeeeeiieeeee et eeearr e e eerrae e e e eenananees 153,373 149,275
TOtal HADIILIES wenveeuteieeieeieee ettt ettt st st 643,850 691,176
Minority interests in consolidated SUDSIIAIIES ...ccveeeeeecieeriieiierte et e e saee e 3,676 3,910
Commitments and contingent liabilities (Note 11)
Shareholders’ equity
CaPItAl SEOCK ettt sttt ettt ettt et et sbe et 34,197
Capital reserve ........... 22,086
Retained earnings 166,718
Net unrealized gains on iINVESTMENLS IN SECUFITIES .vievuieeiuieeieeieecieeiteeeee e eeee e ereesreeeaeesaee e 2,325 652
THEASUNY SEOCK eeriieeiieeetie et ettt ettt e e ettt e eeteeeetee e e taeeeeasaeeeasaeeasseeeessaeeesssaeeassesannnes (1,940) (2,049)
Total Shareholders’ QUILY ..ecueeicreeeiiecieeeieece ettt ettt sar e e e e e aeenee e 234,773 221,604
Total liabilities, minority interests and shareholders’ €quIty ....ccceeeveevieeeieeiienieeieeeieeae ¥882,299 ¥916,690

*All figures have been rounded to the nearest million.
See notes to consolidated financial statements.



Consolidated Statements of Income

Showa Shell Sekiyu K.K. and Consolidated Subsidiaries
Years ended December 31, 2003 and 2002

Millions of yen

2003 2002
NEE SAIES reirieerieeieeteeete et et e e e e et e et e s e e eae e teeebe e seeeabe e ssesesaesssaesseesaessssensaeensaenseeansaeansaanseens ¥1,726,917 ¥1,620,359
Cost 0f 5ales (NOLES 8 AN 12) .ueeruieiiriieieeierie ettt ettt ettt e st e st esae et e s bt e sbesaeensesaeensean 1,570,156 1,460,458
GFOSS PFOTIT 1eeeereeeieiteeeesteetese ettt e et e e et e st e et e st e et esae e s e sseesseeseesessaesseessasseensasssassenssensens 156,761 159,901
Selling, general and administrative expenses (Notes 8 and 10) ...ccceeeveeeeevereeriereesieneeseeeeneenns 120,787 123,501
INCOME FrOM OPEFALIONS .uvvieeieeeiieieeeteetteete ettt et et e et e st e e sbe e st e e beessseeseesseeessaeseesnseansnannes 35,974 36,400
Non-operating income (expenses):
Interest and diVIdENd INCOME ..c.vvieviieieeieecee ettt ettt et r e et eeae e teeeaaeeaeeebeeeaneeans 492 909
INEEIESE EXPENSES euerieeetrieeeieeeeieeeeitteesereeesteeessteessseeasseaasssesesssseeasseaasssaeansssaeasssanssseeennnes (2,879) (3,356)
EXCNANGE GAIN .ttt ettt ettt ettt et e bt e bt e e s st et e s et e nteeateaeeneesas 1,824 4,432
Equity in earnings of unconsolidated subsidiaries and affiliates ......c.ccceeveerviereeeevieeieencieeneen. 667 374
OENBES ettt ettt sttt sttt et e e h e st e e bt e st e e beeea b e e beenaaeeteenateebeenabeenne 2,110 1,342
SUDEOTAL ittt et et e e te e e e e be e e be e beeebe e saeesbe e baeenseesaeebeensaennes 2,214 3,701
OFAINALY INCOME ettt ettt ettt sttt e st et et et et e st ea e e st e bt e bt e bt ebeebe b e be st enbenseneensenee 38,188 40,101
SPECIAI LSS wveeuveetierreeniteeitteetee it et e e te et e s teesteeesteesseesstesseesssessseessseesseesssaeseenssessaenseeensaenssennne 1,251 7,515
Income before income taxes and MINOFity INLEFESES ...eivvieiuieciieiieeete et e 36,937 32,586
Income taxes (CUFFEN) (NOLE 7) couiieiiiiieeieeteeteetete ettt ettt sae e sbeesaae e 16,442 9,508
Income taxes (DEfErred) (NOLE 7) ovueeeeieieeeiieeeeeeee e eeeetee e e e eeetre e e e e e e aaereeeessnseseeeessnnneeeesesnes (616) 4,358
Minority interests in earnings of consolidated SUDSIIArIES ...c.eecveevvieriiiiieeieecee et 111 55
NEL INCOIME ettt eeeeeee e rrrarerereeeeeeeeeeeeeeeeesesesessnssssssssasararnrsnaseeans ¥ 21,000 ¥ 18,665
Per share data:
NEL INCOMETDASIC vttt ee e e e et e e ae e eenaeeetaeeeeaseeeennseeenneeeens ¥ 55.96 ¥ 49.69
NEt INCOME-TIULEU . .eeeieeeeee ettt e e e e e e et e e e eaae e eeaseeeeasaeeans 55.94 49.67
CASN GIVIAENGS +eeereeeteeeie ettt ettt ettt ettt e e e e e steeeaee e beeeaae e seessaeesseensseensaeseesabeennseenes 25.00 25.00
SharehOldErS’ EQUILY .eveeieeeieieeteieeterie ettt ettt ettt et e e et estesseessessnesseessasseensenseensens 627.07 592.18
*All figures have been rounded to the nearest million.
See notes to consolidated financial statements.
Consolidated Statements of Shareholders’ Equity
Showa Shell Sekiyu K.K. and Consolidated Subsidiaries
Years ended December 31, 2003 and 2002
Millions of yen
2003 2002
Capital stock:
Balance at beginning 0f the YEAF .....oceeie e e e ¥ 34,197 ¥ 34,197
Balance at end 0f the YEAK .....ccueueiiiiee e 34,197 34,197
Capital reserve:
Balance at beginning 0f the YEAF .....ocevii et eaee e e e e e 22,086 21,929
Profit 0N sale Of trEASUFY SEOCK ...vvieeeeie ettt ettt eeaae e eeneeeeereeeeanes 3 3
Surplus from MErged COMPANY ..ecveecuieeieeeiteeieeieeeteesteeete et esteesteesbeesseessaeeseessseesseessaeseanns — 154
Balance at end 0 the YEAK ...cueieciieeeeee et et et en 22,089 22,086
Retained earnings:
Balance at beginning 0f the YEAF .....oouei e e e e e 166,718 157,088
Net income 21,000 18,665
Adjustments of retained earnings to reflect exclusion of consolidated subsidiaries ..................... — 5
Increase resulting from merger of SUDSIAIAFIES ....eeeeeveeieeeeieeeeeeeeee e — 10
(081 (o [ VA o [<T 1o SRR (9,354) (8,995)
Bonuses to the members of the board and corporate auditors ........cceeeeveeeeiieeeiieiciieeeeieeees (48) (55)
Decrease resulting from inclusion of consolidated SubSIdiaries .......ccovveveveeeeveeeeieeeeeieeeeeeeeenns (29) —
Decrease resulting from inclusion of affiliates accounted for by the equity method .................. (38) —
Decrease resulting from merger of affiliates accounted for by the equity method ..................... (147) —
Balance at end 0f the YEAK .....cc.cueiiiiie e ¥178,102 ¥166,718

*All figures have been rounded to the nearest million.
See notes to consolidated financial statements.



Consolidated Statements of Cash Flows

Showa Shell Sekiyu K.K. and Consolidated Subsidiaries
Years ended December 31, 2003 and 2002

Millions of yen

2003 2002
Cash flows from operating activities:
Income before income taxes and MIiNOFity INTEFESS ...cccvieeieeiieiieeeeee e ¥ 36,937 ¥ 32,586
DEPFECIALION weeeieitieiettee ettt ettt ettt ettt e ettt e st e e st e e e abeesabaeesabteesabeessbaeesasaeenssbeesnnnaeas 25,138 26,729
Loss on disposal of property, plant and eqUIPMENT ......ccueeveruiecierieiereeeeeere e 3,879 5,072
Gain on sale of property, plant and EQUIPIMENT ....c..ecvieerieeieeciieceeee et e e e ree e (2,052) (4,851)
Loss on write-down of iNvestments iN SECUFITIES ...veieeveeeeciee e e 511 977
Increase (decrease) in allowance for doubtful aCCOUNTS ...eeiivvvuviiiiiiiiiieieeeeeeeeee e (724) 224
Increase (decrease) in reserve for retirement DENETILS ...c...oovveeeveiiiiieieieeeeeeee e (209) 558
Interest and diVIAEN INCOME ..oeoveeeeieeeeeeeeeee ettt ettt et re e e e eeeareeeeessnsseeeesssnnsaeesssssnnnees (492) (909)
INEEIESE EXPENSES .neereeeiieeeeieeeeiteeertee e st e e sttt e estaee e tteeesssteeesseessseaassseesassseeasssasensssesasssassnsseaenns 2,879 3,356
(Increase) decrease in notes and accounts reCeIVabIES ..........coeevierierierienenieneetereeeesieeeneas 19,005 (19,303)
(Increase) decrease N INVENLOFIES ...icciecieeverreereererteseeeteseestes e essesseesesseesesseessesseessesseensessennes 8,912 (25,431)
Increase (decrease) in notes and accounts PAYADIES ....c.eccveecveerieeiieerieereee et (27,330) 27,876
ONEIS ettt e ettt e e et e et e e aa e e eetaaeeetaeeeareeeeanaeeereeeeeareeeernaeas (4,126) 7,689
SUBLOLAI 1ttt ettt s bt e s e et e st e e rae e st e s beesaae e beesabeenbeesnbeeaaennne 62,328 54,573
Interest and dividend INCOME FECEIVEM .....ocviecuiieiieieee ettt e 641 1,039
INtEreSt EXPENSE PAIT ..eiicrieeieeeiieeieecie et et eete et e et e et e e e e e teesbeesaeesseessaeesaeeaseesssassseenssannsnannes (3,069) (3,588)
INCOME tAXES PAIT .evviieiiieeeiie ettt ettt et e et e e et e e eeaee e eeteeeeeseeeeaseeessaeeesseeeesseesnsseanns (5,196) (28,762)
Net cash provided by operating aCtiVities .......ccueceeeiereeiierieiereete et 54,704 23,262
Cash flows from investing activities:
Payments for purchase of time deposits (17) (116)
Proceeds from maturity of time deposits 290 215
Payment for purchase of property, plant and eqUIPMENt .......cccueeeuieeiieeiecie et (11,574) (13,823)
Proceeds from sale of property, plant and equipmMEeNt .......cccuveeveeeieniieerieee et 3,898 6,766
Payment for purchase of investments in SECUFILIES ...ccvieeevieeeieeeee e (454) (1,451)
Proceeds from sale of investments iN SECUFILIES ..ecvuiiivueeeieeiriecreecie ettt 1,698 887
Proceeds from redemption of investments in BoNd .......ccveecvieeiieciieeeeeeee e — 100
(Increase) decrease in Short-term 10aNS (NEL) ...iccvieeieeciieriieeieecie ettt (333)
Payment of 10NG-LEIM 10ANS ...viriiiriieiiiiieeitete ettt ettt ae et e s beesae e ssbeesseesaeesseesanenns (281)
Proceeds from the collection of 10NG-terM [0ANS .....eocuveeeeieiieeieeeeeeee e 77
DB ettt ettt e e et e et e e e e b e e s ta e e be e tae e be e bae e baeaaae e baeeraaebe e sbeeaeeanteeseeenraans (2,751)
Net cash used N INVESEING ACTIVILIES ..eeuveruieierieieeteieetet ettt ettt (10,710)
Cash flows from financing activities:
Increase (decrease) in short-term debt (NEt) ....c.coceerieeieiieieee e (15,702)
Increase (decrease) in commercial Paper (NEL) .vicviiecieeiieeiiecieee ettt 23,000
Proceeds from 10Ng-term deDL .....ccueeiieieieciee et 1,086
Repayment of 10NG-1eFM AEDL ....viieeeeieeeeee et ebe e aaeea (18,789)
Proceeds from issUaNCe Of DONDS ......iciieiiieieeeee ettt ee e e e eaee s —
Payment for redemption 0f DONAS .....ccueeeiiiiiieieecee et (10,000)
Payment for purchase of treasury SLOCK .....ccveveeeererierieeereeeee e (1,063)
Cash dividends paid to MINOKity INTEFESES .ecuiirvirierieeieeeereee et enens (105)
Cash diVIAENAS PRI ...eeveeeieeiieeieeeeete et ettt et e e ee e e te e seeebeesaee e beesssesaseessseeseenseeenseasnseens (8,995)
OB ettt ettt ettt et et et e b e e bt et e et e e bae e bt enate e bt e eaae et e e sbeeaeennteensaeenaaans 94
Net cash used in fiNANCING ACLIVILIES ...eveeeerieeieiieieree et eeas (30,474)
Net (decrease) increase in cash and cash equivalents (17,922)
Cash and cash equivalents at beginning of the YEar .......c.eeveeieeciincieeeeeieeeeeeee e 25,081
Increase in cash and cash equivalents due to inclusion of consolidated subsidiaries ..........ccevveeeenee 323 —
Increase in cash and cash equivalents due t0 MEFJEF .....cccvieeeeeieeeieeie et — 6
Increase in cash and cash equivalents due to merger of consolidated subsidiaries ........cccceeeveerurennes — 22
Decrease in cash and cash equivalents due to exclusion of subsidiaries from consolidation ............ — (22)
Cash and cash equivalents at end of the YEAr .....cccueceeeeiieiieeieeeeeeeee e ¥ 15,151 ¥ 7,165

Relation between cash and cash equivalents at year-end and cash in hand and at bank on the balance sheets
Millions of yen

Cash in hand and at bank on the balance Sheets ..........coeoieiiriiirieiineee e ¥ 15,382 ¥ 7,651
Time deposits whose maturity periods exceed three MONthS .......ocveecieeiieeieee e (231) (486)
Cash and CaSh EQUIVAIENTS ...cueeeiieiieeieecte ettt ettt ee e et e et e e s s e e be e saeebeessaesasaaenseens ¥ 15,151 ¥ 7,165

*All figures have been rounded to the nearest million.
See notes to consolidated financial statements.



Notes to the Consolidated Financial Statements

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared based on the accounts and records maintained by Showa Shell
Sekiyu K.K. (the “Company’’) and its consolidated subsidiaries (hereinafter referred to in total as the “Companies’) in accordance with
the provisions set forth in the Commercial Code of Japan and the Securities and Exchange Law, and in conformity with accounting prin-
ciples and practices generally accepted in Japan, which are different in certain respects from the application and disclosure requirements
of International Financial Reporting Standards.

Certain items presented in the consolidated financial statements submitted to the Director of Kanto Finance Bureau in Japan have
been reclassified in these accounts for the convenience of readers outside Japan.

The consolidated financial statements are not intended to present the consolidated financial position, results of operations and cash
flows in accordance with accounting principles and practices generally accepted in countries and jurisdictions other than Japan.

2. SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

(1) Principles of Consolidation
Consolidated subsidiaries as at December 31, 2003 were as follows: (21 companies)

Showa Yokkaichi Sekiyu Co., Ltd. Nakagawa Oil Co., Ltd. Petro Star Kansai K.K.

East Ogishima Qil Terminal K.K. K.K. Shinyo Sekiyu Shoseki Shoji K.K.

Showa Shell Sempaku K.K. Tokyo Shell Pack K.K. Chuo Shell Sekiyu Hanbai K.K.
K.K. Rising Sun Heiwa Kisen Kaisha, Ltd. Siris Co., Ltd.

Shoseki Gas K.K. Shoseki Kako K.K. K.K. Sun Road

Shoseki Engineering & Construction Co., Ltd. Nippon Grease Co., Ltd. Petro Star Kanto Co., Ltd.
Shoseki Overseas Oil Development Co., Ltd. Shoseki Home Gas K.K. Stela Hyogo K.KK.(*)

(*) Stela Hyogo K.K. has been consolidated due to the increase of materiality of its impact on the consolidated financial statements of the Company.

Major non-consolidated subsidiaries

Akusam Inc. K.K. Hayawa
(The non-consolidated companies listed above are small and do not have a material effect on the consolidated financial statements of the Company as
a whole.)

Among the consolidated companies, Petro Star Kansai K.K. has changed its fiscal year-end to September 30 in 2003. Shoseki Home
Gas K.K., Siris Co., Ltd., K.K. Sun Road, K.K. Shinyo Sekiyu, Nakagawa Qil Co., Ltd., and Petro Star Kanto Co., Ltd. have a fiscal year-
end of September 30, and Tokyo Shell Pack K.K. has a fiscal year-end of October 31. The consolidated financial statements incorporated
the accounts of the above companies with adjustments for significant transactions arisen after the date of their respective year-end.

(2) Investments in Non-consolidated Subsidiaries and Affiliates
Affiliates accounted for by the equity method as at December 31, 2003 were as follows: (14 companies)

Toa Qil Co., Ltd. Osaka Shell Pack K.K.

Seibu 0il Co., Ltd. Shell Tokuhatsu K.K.

Daiya Shoseki K.K. Anzen Sekiyu K.K.

Shell Sekiyu Osaka Sales Office K.K. Japan 0Qil Network Co., Ltd.
Central Qil Gas Co., Ltd. Mieseki Shoji K.K.

Niigata Joint Qil Stockpiling Co., Ltd. Joyo Shell Sekiyu Hanbai K.K.
Central Energy K.K.(*) Nissho Koyu K.KK.(**)

(*)  Kotohira Oil Co., Ltd. has been merged with Shikoku Central Oil K.K. and changed its name to Central Energy K.K.
(**) Nissho Koyu K.K. has been accounted for by the equity method from the current year due to the increase of materiality of its impact on the consoli-
dated financial statements of the Company.

Major affiliates not accounted for by the equity method are as follows:
Kyokuyo Co., Ltd. Onsite Power K.K.
(The above companies do not have a material effect on the consolidated financial statements of the Company as a whole.)

(3) Standards and Methods for Valuing Principal Assets
Investments in securities:
Held-to-maturity debt securities, that the Companies have intent to hold to maturity, are stated at cost after accounting for premium or
discount on acquisition, and are amortised over the period to maturity.
Available-for-sale securities, for which market value is available, are valued at the fair market value prevailing at the fiscal year-end.
Net unrealized gains or losses on these securities are reported as a separate component of the shareholders’ equity at a net-of-tax amount.
Available-for-sale securities, for which market value is not available, are valued at cost, cost being determined by the moving
average method.
In cases where the fair value of held-to-maturity debt securities, equity securities issued by unconsolidated subsidiaries and affiliates,
or available-for-sale securities has declined significantly and such impairment of the value is not deemed to be temporary, those securities
are written down to the fair value and the resulting losses are included in net income for the period.

Derivatives:
Derivatives are valued at fair value.

Inventories:
Inventories are valued at cost, cost being determined mainly by using the weighted-average method.



(4) Depreciation Methods for Major Assets
Property, plant and equipment:
Depreciation is computed mainly using the straight-line method. The range of useful lives are those determined by Japanese tax law.
Major oil refining facilities at Showa Shell’s Kawasaki Refinery and Showa Yokkaichi Sekiyu’s Yokkaichi Refinery are depreciated over
their estimated useful lives (20 years).

Intangible fixed assets:
Depreciation is computed using the straight-line method. Software for in-house use is depreciated using the straight-line method based
on its estimated useful life (five years).

(5) Reserves and Allowances
Allowance for doubtful accounts:
Allowance for doubtful accounts is made against potential losses on collection at an amount measured using a historical bad debt ratio,
plus an amount individually measured based on the collectibility of accounts that are expected to be uncollectible due to bad financial
conditions or insolvency.

Reserve for bonuses:
In principle, the Company provides for an amount equivalent to the current year portion of estimated future bonus payments.

Reserve for retirement benefits:
Reserve for retirement benefits is provided, based on estimated present value of projected benefit obligations and fair value of pension
plan assets at the fiscal year end in order to cover required retirement benefits for eligible employees.

Unrecognized actuarial gains and losses are recognized in expenses using the straight-line method over a fixed period (13 to 14
years), which is within the average estimated effective remaining working life of the employees, commencing from the following period.
Unrecognized prior service costs are recognized in expenses using the straight-line method over a fixed period (14 years), which is

within the average estimated effective remaining working life of the employees.

(Additional information)

The Company changed its period of amortization of unrealized actuarial gains and losses from 14 years to 13 years, due to a decrease
of the average effective remaining working life of the employees. As a result of this change, income from operations, ordinary income,
and income before income taxes and minority interests decreased by ¥67 million compared with the results calculated based on the
former method.

Special reserve for repairs:

The Company provides for an amount equivalent to the estimated amount needed to cover maintenance and repair expenses for the
current fiscal year, such as the regular maintenance expenses of machinery and equipment in refineries, and the periodical inspection
and maintenance expenses of tanks required by the Fire Defense Law.

(6) Translation of Foreign Currency Accounts
All monetary assets and liabilities of the Companies are translated into Japanese yen at the spot rate prevailing at the year-end.
Resulting exchange gains or losses are charged or credited to income.

(7) Accounting for Leases
Leases that transfer substantially all the risks and rewards of ownership of the assets are accounted for as capital leases. The leases that
do not transfer ownership of the assets at the end of the lease term are accounted for as operating leases, in accordance with accounting
principles and practices generally accepted in Japan.

(8) Income Taxes
Income taxes of the Companies consist of corporate income taxes, local inhabitants taxes and enterprise taxes. Income taxes are deter-
mined using the asset and liability method, where deferred tax assets and liabilities are recognized for temporary differences between the
tax basis of assets and liabilities and their reported amounts in the financial statements.

(9) Consumption Tax
Consumption tax is imposed at the flat rate of 5 percent on all domestic consumption of goods and services (with certain exemptions).
The consumption tax withheld upon sale and consumption tax paid by the Companies on their purchases of goods and services is not
included in the amounts of respective revenue and cost or expense items in the accompanying consolidated statements of income.

(10) Appropriation of Retained Earnings
Under the Japanese Commercial Code and the Articles of Incorporation of the Company, the appropriation of retained earnings pro-
posed by the Board of Directors is subject to approval by the shareholders at a meeting, which must be held within three months of the
end of each fiscal year. The appropriation charged to retained earnings as reflected in the accompanying consolidated statements of
shareholders’ equity represents that applicable to the immediately preceding fiscal year that was approved at the shareholders’ meeting
and disposed of during the year. Dividends are paid to shareholders on the shareholders’ register as at the end of each financial year.
(11) Cash and Cash Equivalents
Cash and cash equivalents in the consolidated statements of cash flows are composed of cash in hand, demand deposits in banks, time
deposits whose maturity periods do not exceed three months and short-term investments with an original maturity of three months or
less and which represent a minor risk of fluctuations in value.



3. INVENTORIES
Inventories as at December 31, 2003 and 2002 consisted of the following:

Millions of yen

2003 2002

FINISNEA PPOTUCES wnevieieiieteetieiee ettt ettt ettt e et e st e et e ste e b e eseesbe e aesseesseessassaensassaensaesseessenseessanseensanssenseensenseans ¥ 44,875 ¥ 51,408
Crude Oil weooeerereennene 35,987 43,687
Crude oil in transit . 32,641 26,999
WVOFK TN PEOCESS evvtentenienieutetiettetestesteste e et e st e st eaeesastesbe st et entesteseeseeseeseebeebansenbententesteseeseestesteseebeebansebensensensensenene 15,325 15,150
CONLAINEYS AN SUPPIIES vnveeureerierieeieseeiteetestee e s eesteetesseesesseessaesaesssessasssesseessasseessaessessesssasssanseensesssessessesssessasses 4,219 4,600

¥133,047 ¥141,844

4, SECURITIES

a) Investments in securities as at December 31, 2003 and 2002 consisted of the following:

Millions of yen

2003 2002
AVAT|ADIE-TOF-SAIE SECUFITIES 1.vviiereiietieeeieeeeteecete et ecre e et e te e e e e e eaeeetee e teeeeseeeebeeeseesaseeessseessseassaesssseesssensssesnseeeseeenns ¥11,572 ¥ 9,529
Investments in non-consolidated subsidiaries and affiliates ........cocoeveerrerreninieeneccrc s 15,020 15,720
¥26,592 ¥25,249
b) Available-for-sale securities for which market value is available are as follows:
Millions of yen

Decemhber 31, 2003 Historical cost Fair market value  Unrealized gain (loss)
Securities with unrealized gain:

SRNAFES ittt ettt ettt et e e r e e e e e e e ta e e e e e ebae e reeereeenaeenanean ¥1,923 ¥5,744 ¥3,821
Securities with unrealized loss:

SHAES ettt ettt ettt ettt b et s ae et st e aaentas 117 111 (6)

¢) Amount of available-for-sale securities sold in fiscal 2003 and 2002 are as follows:

Millions of yen

2003 2002
AMOUNE SO AUFING thE YEAK ..ttt ettt ettt b e e bt be st e bt et e b e sbesbe b et enae st eneeseenes ¥659 ¥395
REAIIZEU GAIN evreeerieetie ettt et eee e et ee e eeteeeeteeeebeeeaeeeseeeasaeessseessseesseeesssesseensseessssesseesseensseenssesnsseenseeerseensseenns 57 8
REAIIZEA 0SS «uveeuteeteeteeteettete et e et et e et et e e te st e e teste e beessesseessaesaesseeasesssanseessassaessaassesseessaessensaessassensesssenseessenssansaessensennns 33 67

d) Details of available-for-sale securities without market quotation are as follows:

Millions of yen

2003 2002

Available-for-sale securities:
Unlisted shares (excluding OTC shares) ¥5,702 ¥6,106
UNBISEEA DONTS ..ottt e e ste et e e e e et e sae et e e st e e st e ba e st essaesseessassaessasseesssenseessasseessanssensesnsansaensans 15 15

5. SHORT-TERM AND LONG-TERM DEBT
Short-term debt as at December 31, 2003 and 2002 is summarized as follows:

Millions of yen

2003 2002

SHOFELEIM DANK TOBNS ettt ettt ettt ettt ettt b et eb et b et e bbb e e e b e st st eb e s ene st esensesens ¥36,892 ¥16,100
COMMEICIAI PAPEY ettt ettt ettt ettt ettt et et a e he e bt e bt s b e st et et et e st eat e st e st ebeeb e e b e b et e sb e b et e b et eneente st eseebeebennens 19,000 55,000

¥55,892 ¥71,100
Notes: The weighted average interest rates on short-term debt outstanding at the year-end are as follows:

%
2003 2002
Short-term bank loans 0.27% 0.73%

Commercial paper 0.01 0.05




Long-term debt as at December 31, 2003 and 2002, consisted of the following:
Millions of yen

December 31, 2003 2002
Loans from banks, other financial institutions, etc. due from 2005 t0 2013 ....c.ccveeieieieieieierieeeresiesieseeeeeeeeneenes ¥35,058 ¥ —
Loans from banks, other financial institutions, etc. due from 2004 t0 2012 ....c.ccueiieieirerineneneeee e - 49,431
0.71 per CeNt DONT JUE 2010 ..eeieuierieierieiietietesietestetetest et eaeseereetessessessesessessesseseesaeseesassessesaesessessansensessesseseesaasees 15,000 —
3.25 per cent bond due 2005 . 15,000 15,000
3.05 per cent bond due 2003 . - 10,000
2.00 per Cent DONG dUE 2003 .....eiuiiuiiieiiiteetieteetet ettt ettt h et s ettt e e st e at e bt e bt b et e e b e b e b e be st et et et et eneeneenean - 5,000
65,058 79,431
Le5S: POFtioN dUE WIthiN ONE YEAK ..eecveevieeieetieieeteceete ettt et et e e e te s te et e e e e s se e b e e saeseessesssansaessasssesseessesseansanseas 12,614 31,415
¥52,444 ¥48,016

Notes: 1. All bonds shown above are unsecured.
2. The weighted average interest rate on long-term loans (excluding current portion) from banks outstanding as at December 31, 2003 and 2002 were 2.25 percent
and 2.49 percent, respectively.

Annual maturities of bonds are as follows:

Millions of yen
WVIENIN QN YBAF .vviuteeeteeteeteetteete ettt eete et e eteeeteetteeteeaeess e seesseeseessaasaesseesseessenssessasssesseessesssenseessanssessaessesseeaseessenssessesssesseeaseseensans ¥ —
VIore than 0Ne YEAK €SS thAN TWO YEAFS ...eccviieuieeeieeeeiee et et et et et e ettt e eteeetaeeeteeeeseeeesaeeesseenseeeesssensssensseeesesenseeessesnseesnseesnnees 15,000
More than two years less than three years ..

More than three years less than four years . —
VIore than four YEars 1SS than fIVE YEAKS ...c..cceccuieieeieeieeteeieeteete e e eete e e e vt et e et e ete e e eeseeseessase e seesseessenseessenssensesssenseessenssensens —
IVIOFE TNAN TIVE YEAFS wveiiuveeeeteeetee ettt ettt et et e ettt et e eeteeeete e e seeeaeeeaseeeaseeesseeesseeeasseessseessseeasseessseesssensssensseseeensaeensseenseesnseesnneas 15,000

¥30,000

Annual maturities of long-term debt, except for bonds, are as follows:
Millions of yen

WVIENIN DN YBAK .vtinteiteettete ettt ettt ettt ettt s et e et et e et e e st e sae e st e satensees b e st esbesate st enseen b e saenseestenbeentaestenseenbessaessesasenseensans ¥12,614
More than one year less than two years ... 9,279
Viore than two YEars €SS than thrEE YEAIS ......ccicieiriirierieieieieeete ettt ettt ettt et eteeteeb et e b e b esbe b et esseseeseeseesasseesansansansansans 6,398
Viore than three years [85S than FOUF YEAIS ....c.ecuicieceeiieeiieieeteseete s e e et esteeae s e e sae e e esseeseessesaesasssesseessesssanseessasssessenssensennsans 3,083
More than four years less than five years .... 684
IVIOFE tNAN FIVE YEAKS .eveereeieiteeieite ettt ettt et e et e e st e ste et e e st e seeseessaesseesseseassasseessaessesaesseessanssassasssesssenseessansaessassaessesssenseansans 3,000
¥35,058
6. LEASE TRANSACTIONS
(1) Lessee

a) Finance leases
Information relating to finance leases, excluding those for which the ownership of the leased assets is considered to be transferred to the
lessee, as of, and for the years ended December 31, 2003 and 2002 is as follows:

Millions of yen

December 31, 2003 Acquisition costs  Accumulated depreciation Balance
Buildings, structures and tanks ........cceceeeeeeeeenierieeeereeeeee et eaes ¥ 469 ¥ 234 ¥ 235
Machinery and eqQUIPMENT ......cveieieiririerieieteetee ettt 3,229 1,644 1,585
Other property, plant and eqUIPMENt .....ccveveieiiirire e 1,041 729 312
INtANGIDIE TIXEA ASSELS .evieveeriereeereereete ettt ettt ettt et aeeaeereeareeseenseeaeas 90 78 12

¥4,829 ¥2,685 ¥2,144

Millions of yen

December 31, 2002 Acquisition costs  Accumulated depreciation Balance
Buildings, structures and tanks .......cecoeeveereeerieeninereneere et ¥ 469 ¥ 177 ¥ 292
Machinery and equipment ............. 2,912 1,196 1,716
Other property, plant and equipment .... 1,089 672 417
INtangible fIXed ASSELS ..vivvierueeieeeeieee ettt ee s 82 63 19

¥4,552 ¥2,108 ¥2,444

Lease payments and depreciation for the years ended December 31, 2003 and 2002 amounted to ¥791 million and ¥754 million,
respectively.
Depreciation is calculated using the straight-line method over the lease term of the leased assets assuming no residual value.



The scheduled maturities of future lease rental payments of finance leases as of December 31, 2003 and 2002 were as follows:
Millions of yen

2003 2002
DUE WItNIN ONE YEAK .veeeuteectieetieeie et ettt eeteeeette et e e eteeebeeeaeesseeesseeesseessseesaeensseeassassssessseesasseenseesssaesnssensssensssensseensnes ¥1,922 ¥2,117
DUB OVEF ONE YEAK ..ttt ettt ettt e bttt e st e bt et e s a e e sb e st e es e b e eatesae e st sas e bt e be e st e smee bt saseseenbenneenseeanenns 3,652 3,920
¥5,574 ¥6,037

b) Operating leases
Millions of yen

2003 2002
DUE WItNIN ONE YEAE «vveiteeeeteeeetee et et eeteeeete e eteeetaeeete e e eaeeeeteeeeseeeeseeeasseesseesseeessseesseeassseseseessseassseesesesseessesnseeenssesnseennnes ¥23 ¥ 81
DUEB OVEK ONE YA ettt ettt ettt ettt ettt e et e st e e bt e e bt e s abe e e s e e eab e e eae e e ss e e st e e st e e sse e st e e st e saste e st eeaseesnseennseeannen 46 61
¥69 ¥142

(2) Lessor
Finance leases
The scheduled maturities of future lease rental payments of finance leases as of December 31, 2003 and 2002 were as follows:
Millions of yen

2003 2002
DUE WItNIN ONE YEAK ..eieutieerieetieeie ettt e tte et e eete e e eaeeeteeeae e s b aeesseeesaeeassaesaeesaeensaaansseassaesassaenseessssessssensseessaeanssesnsnes ¥1,205 ¥1,359
DUB OVEF ONE YEAY ..ttt ettt ettt et s be et et b et e st e b e st e e st e b e e atesbe et e s et e bt e bee st e saeebesmsenseenbenneensesasenns 2,225 2,234
¥3,430 ¥3,593

Note: Finance leases transaction as lessor relate to sublease transactions.

7.INCOME TAXES
(1) The tax effects of temporary differences that give rise to significant portions of deferred tax assets and liabilities as of December 31,
2003 and 2002, are as follows:
Millions of yen

Balance sheet item 2003 2002 @

Deferred tax assets:
Non-deductible portion of reserve for retirement BENEFILS .......ocveieiiieiiriieeeeeeee e ¥ 29,432 ¥ 29,058
Loss on write-down of iNVESEMENES 1N SECUFTLIES ..c..eviriiieieieieee ettt 2,421 3,645
0SS 0N WHtE-AOWN OF FIXEU ASSELS ..veuveviiereirteirteeetet ettt ettt ettt ettt ettt ettt ettt nnesens 1,273 1,560
Non-deductible portion of allowance for doubtful receivables 356 279
OLNEES ettt ettt b bbbttt et et a e a e a e b bbb bt as et et ere s 8,196 6,993
SUDEOTAL 1eiiitiieiieeie ettt ettt et e e te e e teeebeeetbeeesae e tseeeseeeesaeesseesaeassaeerbeeensseesseeenseeensaeasseeeraeeesseeareeenren 41,678 41,535
ValUGLION GHIOWANCE ...euveeneieiietieieeieeteeteeteete e e et e etteeteete s s e s seesseess e seessassaesseessassesseessansaesseesseseensasssessaensensaenes (2,788) (2,814)
TOtAl ETEIIEU TAX ASSELS ..uvieurierierieieeteet ettt et e et eete et e ete et e eteeeteesseesseseesseessesseessessesseessenseensesseseesseesseseensens ¥ 38,890 ¥ 38,721

Deferred tax liabilities:
Deferred gains 0N fIXEO ASSELS ....icieiiieiieciieieeierieeeeete et e et e st e et e e e aesteeteessesseessesseessaessesssenseessesssensaessessaensesssans ¥ (9,009) ¥ (9,263)
Unrealized gains on available-for-sale SECUFITIES .....iicuiieirieeieieeie ettt ettt ere e e e e eraeeseveesaneeenne s (1,553) (423)
Others (476) (585)
Total deferred tax liabilities (11,038) (10,271)
Deferred taX ASSELS, NEL ...icuiiiieieeieecieee et eeterte ettt e et e st e et et e et e steetesssesseessasseessaessesssenseensanssesaessessaessensnans ¥ 27,852 ¥ 28,450

(2) Reconciliation between the statutory tax rate and the effective tax rate as at December 31, 2003 and 2002, is as follows:
December 31

2003 2002

STALULOFY TAX FALE 1.vviiiuiieeiieeie ettt ettt e et e et e et e e aeeeteeetbeeetae e ase e saeesaeesseessseesseesssseensseeseeenseesnssennseessseensseenseen 42.0% 42.0%
Permanent differences:

Non-deductible expenses such as entertainMmENt EXPENSES ......cecverrerverieieieieiieieteereetestesseteseseeeeseeseesesseeseesessenns 1.11% 1.22%

Non-taxable income such as dividend income ................. e (1.69)% (2.97)%
Decrease in deferred tax assets due to tax rate change . .  1.95% —
[0 41T ST (0.52)% 2.30%
ETTECEIVE LAX FALE 1ovetietietietieteet ettt ettt ettt et et e e e st eteeaeeteebaeseebebe s essessessessesseseeseesseseesesensessensessessesseseeseesesens 42.85% 42.55%

New legislation was enacted in March 2003, which changes the aggregate effective tax rate to 40.7 percent from 42.0 percent in
2002. The effect of this tax rate change is to decrease deferred tax assets net of deferred tax liability by ¥669 million and to increase
income taxes (deferred) and net unrealized gains on investments in securities by ¥719 million and ¥49 million, respectively.



2¢)

8. RESERVE FOR RETIREMENT BENEFITS

The Companies operate various defined benefit plans, such as a contributory pension plan, qualified pension plan and a severance
payment plan.
(1) The reserve for retirement benefits as of December 31, 2003 and 2002 is analyzed as follows:

Millions of yen

2003 2002
Projected DENETit ODITGALIONS ..ocveiirieeeeeeeccee ettt ettt ettt et et e e e e e e e e eaeeesseeseeeseesaseeseeesseeseensean ¥(102,877) ¥(99,458)
PLAN GSSEES .vtveeeeeirtieeeeiie e eeecte e e eeetee e e eeetreeeeeetaeeeeeebaseeeeesaseeeeeaaraeeaetbraaeeearaaeeeaarraeeeeanraaeeeetrraeeeenrraaeeans 9,500 8,924
Unfunded benefit 0BITGALIONS ..ccveeveeieieee ettt e te et e e e e s ae e b e e s e e aaesaeesaesseenseesaansaensannen (93,377) (90,534)
Unrecognized actuarial differences 14,554 11,758
UNKeCOgNizZed PriOr SEFVICE COSES .uviiiiriiriieiertieteseesteetesteesteeseesaeestesseesseessesseessasssesssessesseessasssesssesseensassaassansensen (739) (796)

¥ (79,562) ¥(79,752)

Note: Certain subsidiaries calculate the projected benefit obligation by the simple method permitted under Japanese GAAP.

(2) The net periodic pension expense related to the retirement benefits for fiscal 2003 and 2002 is as follows:
Millions of yen

2003 2002

SEBIVICE COSE 1uutiiitiieiite ettt ettt et e et e et e e et eeetee e taeessbeeesseeebaa e sbaeasseeesseasseeesseeessasasseesssesesssaansseesseenssaeanseeanes ¥2,071 ¥2,293
INEEFEST COSE ..ttt sttt ettt b et e bbb b b e s n ettt sae b n s 2,907 2,920
Amortisation of unrecognized actuarial differences . 954 837
Amortisation of UNrecognized PriOr SEIVICE COSES ..uviiiiiimiirieeieeierteeteereete et eete et e eteesaeess e seessesssesseesessseseessesssesennns (57) (4)

¥5,875 ¥6,046
Notes: 1. Service cost excludes employees’ contributions pension plan operated by the Company.

2. Service cost includes net periodic pension expense incurred by the subsidiaries, which apply the simple method.
(3) Assumptions used in calculation of the above information are as follows:
As of December 31, 2003 As of December 31, 2002

Method of attributing the projected benefits of services ........cceeeveeeenenne. Benefit/year of service approach  Benefit/year of service approach
Discount rate 2.5% 3.0%
Expected rate of return 0% 0%

9. DERIVATIVE TRANSACTIONS
(1) Conditions of Derivative Financial Instruments

In the normal course of business, the Companies use various financial instruments, including derivative financial instruments, to manage
their exposures to market risks. The Companies do not use derivative financial instruments for speculative purposes. These instruments
include foreign exchange contracts, foreign currency options, interest rate swaps, crude oil futures and forward contracts, petroleum
futures and forward contracts and crude oil options.

All such instruments involve risk, including the credit risk of non-performance by counter-parties. However, at December 31, 2003, in
the management’s opinion, there was no significant risk of loss in the event of non-performance of the counter-parties on these financial
instruments, because all counter-parties were major financial institutions and trading companies with a high credit rating.

(2) Fair Value Information of Derivative Financial Instruments

Millions of yen

December 31, 2003 Notional amount Fair value Unrealized gain (loss)
Currency-related transactions
TO DUY ettt ettt ettt re ettt b e et e e e beeneeeaen ¥14,565 ¥14,452 ¥(113)

0 SBIl ettt ear e e eaaeeennes 3,219 3,213 6
¥(107)
Commodity-related transactions
TO DUY ettt ettt ettt ettt e et e e ean e e baeere e e aeeeaeeeneeennen 18,997 19,228 231
T SEII ettt ettt ettt ettt e et e et e s a e as e reenbeeaaenaeenen 18,975 19,182 (207)
¥ 24
Millions of yen
December 31, 2002 Notional amount Fair value Unrealized gain (loss)
Currency-related transactions
TODBUY woveeeeeeee ettt anes ¥24,107 ¥23,619 ¥(487)
T0 S e 2,526 2,516 9
¥(478)
Commodity-related transactions
TODUY vttt saes et raesaesan 10,843 11,447 604
TO SEIL e eneenen 9,442 9,901 (459)

¥ 146




10. SUPPLEMENTARY STATEMENTS OF INCOME

The major elements of selling, general and administrative expenses for the period ended December 31, 2003 and 2002 are as follows.

Millions of yen

Transportation expenses .
Salaries ...cceeeeeveevennen.
Rent expenses .
Depreciation .......ccceevereeesenveneennns
Research and development expenses ..

DS ettt ettt e e e e ete e ee e e e ebae e bae e ettt eebaeebaeeetbeeabaearaeearteeesteeasaeeetaeeeneeearreeanes

2003 2002
¥ 41,613 ¥ 42,599
28,859 29,229
5,761 6,445
5,289 5,516
2,399 1,990
36,866 37,722
¥120,787 ¥123,501

11. COMMITMENTS AND CONTINGENT LIABILITIES

The Company was contingently liable for guarantees of loans borrowed by non-consolidated subsidiaries, affiliates and other companies

in the amount of ¥7,864 million, and employees in the amount of ¥1,648 million, as at December 31, 2003.

12. RELATED PARTY TRANSACTION
(1) Related Companies

Material transactions of the Company with its related companies, representing more than 10 percent of the consolidated sales or the
total amount of the consolidated cost of sales and the consolidated selling, general and administrative expenses, excluding transactions
with consolidated subsidiaries which are eliminated in the consolidated financial statements, for the years ended December 31, 2003 and

2002 are disclosed by each item.

The Company further discloses material balances and transactions with related companies where such balances and transactions,
including the related amount in the footnote, represent more than 1 percent of the consolidated total assets, excluding transactions with
consolidated subsidiaries which are eliminated in the consolidated financial statements. Related party transactions in the fiscal years

2003 and 2002 are as follows:

Millions of yen

Direct equity Transactions

Resulting account balances

Name of related Paid-in capital ownership % Description Fiscal Fiscal
company (millions of yen) by the Company of transactions 2003 Account 2003
Seibu Qil Co., Ltd. 8,000 24.5% Purchase of Accounts

petroleum payable

materials ¥151,338 (trade) ¥33,325
Toa Qil Co., Ltd. 4,961 37.4% Trust of refining Other current

petroleum 24,786 liabilities 2,606

Payment of Account

gasoline tax 105,009 payable (other) 27,430
Shell International Trading 140 — Purchase of Accounts
and Shipping Co., Ltd. (millions of pounds) crude oil 132,182 payable (trade) 11,040

Direct equity

Millions of yen

Transactions

Resulting account balances

Name of related Paid-in capital ownership % Description Fiscal Fiscal
company (millions of yen) by the Company of transactions 2002 Account 2002
Seibu Qil Co., Ltd. 8,000 24.5% Purchase of Accounts

petroleum payable

materials ¥123,551 (trade) ¥43,336
Toa Qil Co., Ltd. 4,961 37.4% Trust of refining Other current

petroleum 26,903 liabilities 2,547

Payment of Accounts

gasoline tax 105,625 payable (other) 33,899
Shell International Trading 140 — Purchase of Accounts
and Shipping Co., Ltd. (millions of pounds) crude oil 155,497 payable (trade) 17,765

(2) Related Individuals

Material transactions and balances of the Company with related individuals, including shareholders and directors, representing more

than ¥1 million for the year ended December 31, 2003 are as follows.

Millions of yen

Transactions

Resulting account balances

Ownership Description Fiscal Fiscal

Name Description of post (%) of transactions 2003 Account 2003
Haruyuki Niimi Representative director/

Chairman of Zaidanhojin Showa Shell

Sekiyu Kankyo Kenyu Josei Zaidan 0% Donation ¥35 — —
Yoshihiko Director/
Miyauchi Representative director of Payment of

Orix Baseball Club K.K. 0% advertisement fee 2 — -

®



13. SEGMENT INFORMATION

(1) Business Segment Information
Millions of yen

For the consolidated fiscal year Eliminations
ended December 31, 2003 Petroleum Real estate Others Total and corporate  Consolidated
I. Net sales and operating profit

Net sales

(1) Sales to outside customers ............ . ¥1,710,639 ¥ 4,291 ¥11,987 ¥1,726,917 ¥ — ¥1,726,917
(2) Inter-segment sales and transfers . 88 115 6,879 7,082 (7,082) -
Total sales .... .. 1,710,727 4,406 18,866 1,733,999 (7,082) 1,726,917
Operating EXPENSES .....cceevverreerrerrveneerenieeneeseenns 1,678,189 1,880 18,021 1,698,090 (7,147) 1,690,943
Income from Operations .........ccceeeveeveeeeeerennenne ¥ 32,538 ¥ 2,526 ¥ 845 ¥ 35,909 ¥ 66 ¥ 35,974
I1. Assets, depreciation and capital expenditures
ASSELS ittt ¥ 828,546 ¥48,695 ¥ 8,696 ¥ 885,937 ¥(3,638) ¥ 882,299
Depreciation ..eceeceeceeeeeceeneerieeeeseere et 24,072 1,031 35 25,138 - 25,138
Capital expenditures .......ccccoeeeeeereernnenenenenes 15,247 129 27 15,403 - 15,403
Millions of yen
For the consolidated fiscal year Eliminations
ended December 31, 2002 Petroleum Real estate Others Total and corporate  Consolidated
I. Net sales and operating profit
Net sales
(1) Sales to outside cUStOMErS .....coveverveveerucuennenee ¥1,603,753 ¥ 4,502 ¥12,104  ¥1,620,359 ¥ — ¥1,620,359
(2) Inter-segment sales and transfers ..........cccuc.... 104 123 6,815 7,042 (7,042) —
TOtal SAIES ouvveeeereeerveeeeee e 1,603,857 4,625 18,919 1,627,401 (7,042) 1,620,359
Operating expenses ...... . 1,570,810 1,900 18,303 1,591,013 (7,054) 1,583,959
Income from operations ........cceceeevereervenvenensuennns ¥ 33,047 ¥ 2,725 ¥ 6l6 ¥ 36,388 ¥ 12 ¥ 36,400
11. Assets, depreciation and capital expenditures
ASSEES oo ¥ 862,824  ¥49,338 ¥ 9,067 ¥ 921,229 ¥(4,539) ¥ 916,690
Depreciation .....oeceeeceeriieeniieenieereeeree s 25,615 1,071 43 26,729 — 26,729
Capital expenditures .......cccoceveeeerenenenenienenienes 16,723 79 67 16,869 — 16,869

Notes: 1. Businesses are classified mainly on an internal management basis.
2. Main products and businesses in each business segment are as follows:
(1) Petroleum: Gasoline, naphtha, kerosene, gas oil, fuel oil, lubricating oil, LPG, asphalt, petrochemical products
(2) Real estate: Real estate leasing and management
(3) Others: Engineering, sale of automobile products, leasing business and car rental business
Non-allocatable operating expenses are not included in operating expenses in “Elimination and corporate” for the fiscal year.
Corporate assets are fully allocated to each segment and not included in assets in “Elimination and corporate.”
Long-term prepaid expenses and their depreciation are included in depreciation and capital expenditures.
As mentioned in Note 2 (5), the Company has applied 13 years for amortization of unrealized actuarial gains and losses from this year. As a result of this change,
operating expenses increased by ¥67 million and income from operations decreased by the same amount. The effect of this change for Real estate division and Others
is immaterial.

(2) Geographic Segment Information
For the consolidated fiscal years ended December 31, 2003 and 2002, geographic segment information has been omitted as the
Company has no consolidated subsidiaries or branches domiciled in countries or regions other than Japan.

(3) Overseas Sales

ow AW

Millions of yen

For the consolidated fiscal year ended December 31, 2003 Asia Others Total

OVEFSEAS SAIES ...evuiieeuieiieieeteet et ettt ettt ettt b st b ettt ettt b e bt e b e b et e b et et et et entene ¥126,513 ¥77,588 ¥ 204,101
Consolidated Net SAIES .....ceeeeiriririirierieieie et 1,726,917
Overseas sales as a percentage of total consolidated net sales ........cceevevveveeeeeeenienieniennens 7.3% 4.5% 11.8%

Millions of yen

For the consolidated fiscal year ended December 31, 2002 Asia Others Total

OVEISEAS SAIES ...evuiiieiiiieiiiteetestetet ettt sttt sttt ¥144,649 ¥54,731 ¥ 199,380
Consolidated Net SAIES .....coververierieeierietereereeie et 1,620,359
Overseas sales as a percentage of total consolidated net sales .......cceevveeveeveeceeneeciesceesieeneens 8.9% 3.4% 12.3%

Notes: 1. Countries and regions are classified on the basis of geographic proximity.
2. Principal countries included in each geographic segment are as follows;
(1) ASia ceverereereennen China, Singapore, Republic of Korea
(2) Others .. .. U.A.E., Bermuda, Switzerland, United Kingdom, U.S.A.
3. Overseas sales are net sales of the Company and its consolidated subsidiaries in countries and regions outside Japan.




Report of Independent Accountants

To the Board of Threctors
SHOWA SHELL SERTYU KK

Wa have auditad the sccompanying consolidetod bolwnes sheots of SHOWA SHELL SERTYL K. K. and
its congolidated subsidiaries as of Decomber 31, 2003 and 2002, and the relsted consclidated
statements of income, shareholders’ equity, and eash Nows for the years then endad, all sxpressed in
Japansss Yen. These consolidated financial statements are the respomsibility of the Company's
managerment, Our responsibility is to express an opinion on thees consolidated financial statements
based on our audits

W conducted our audits in accordance with auditing standards, procedures and practices generally
acoepted and applied in Japan., Those standards require that we plan and perform the audit to obtain
reassnalile assuranes about whether the eonsclidated financial statements ave free of material
misatatement, An audit inelodes sxsmining, on a test basia, evidenos supporting the amounts and
disolosures in the ronsolidated financial statements.  An audit also includes assessing the accountbing
princples wsed and signifieant satimetes made by management, as well as evolusting the overall
consplidated Qnanciel statement presentation.  We belisve that our audits provide o ressonoble bosis

for our opinion.

I ot opdiion, te evasalideted financlsl statmmants raferred to nbove pressnt fairly | in a1l materisl
respocts, the consalidated financial position of SHOWA SHELL SEEIVU KK, and its consolidated
subsmidiaries ps of December 31, 2002 and 2002, and the consclidated results of their aperations and
thoir cnsh flows for the years then ended in conformity with accounting principles and practices
geanrally wosspted in Japan Gove Nobe 1,

ChuoAoyemd Audit Corporstion

Talkya, Japan
March 30, 2004




Code of Conduct

1. Objectives
The objectives of the Company are to engage responsibly and
efficiently in profitable businesses in the fields of refining and
sales of oil and related fields.

The Company seeks a high standard of performance
and aims to maintain a long-term position in competitive
environments.

2. Responsibilities

The Company recognizes the following responsibilities:

1) Responsibility to shareholders

To protect shareholders’ investment, and provide an
acceptable return.

2) Responsibility to customers

To win and retain customers by developing and providing
products and services that offer value in terms of price,
quality, safety and environmental impact, and which are
supported by technological, environmental and commercial
expertise.

3) Responsibility to employees

To respect the worth and individuality of employees, and pro-
vide them with a safe work environment and good working
conditions; to promote the development and best use of
human resources; and to encourage the involvement of
employees in the implementation of business and in the
application of these principles within the Company.

4) Responsibility to business partners

To seek mutually beneficial relationships with business part-
ners, including joint venture partners, and to promote the
application of these principles in these relationships; to
consider the ability and performance of these companies to
conform with these principles in the decision to enter into or
remain in such relationships.

5) Responsibility to society

To conduct business as a responsible corporate member of
society, to observe laws, to express support for fundamental
human rights, and to give proper regard to health, safety and
environment consistent with the commitment to contribute to
sustainable development.

3. Economic Principles
Profitability is essential to discharging these responsibilities
and remaining a going concern. It is a measure both of effi-
ciency and of customer satisfaction with the Company’s prod-
ucts and services. It is also essential to the future allocation of
corporate resources and to the continuing investment required
to ensure a stable supply of energy to meet consumer needs.
Without profits and a strong financial foundation, it is not
possible to fulfill the responsibilities outlined above.

Criteria for investment decisions are not exclusively
economic in nature but also take into account social and
environmental effects.

4. Business Integrity

The Company has established a corporate code of conduct
and insists on honesty and fairness in all aspects of its busi-
ness, and expects the same in its relationships with all entities
with which it does business.

The direct or indirect offering, payment, solicitation or
acceptance of bribes in any form are unacceptable practices.
Employees must avoid conflicts of interest between their pri-
vate financial activities and their conduct on behalf of the
Company.

All business transactions on behalf of the Company must be
reflected accurately and fairly in the accounts of the Company
in accordance with established procedures and be subject to
audit.

5. Political Activities
The Company acts in a socially responsible manner within the
law in pursuit of its legitimate commercial objectives.

The Company does not make payments to political parties,
organizations or their representatives or take any part in
party politics. However, the Company has the right and the
responsibility to make its position known on any matter that
affects the interests of itself, its employees, its customers and
its shareholders.

6. Health, Safety and Environment

Consistent with its commitment to contribute to sustainable

development, the Company adopts a continuous and systemat-

ic approach to health, safety and environmental management.
To this end, the Company manages these matters as it does

all other critical business activities, sets targets for improve-

ment, and measures, appraises and reports on performance.

7. Local Community

The Company is actively involved in contributing to society as
a responsible member thereof. The most important contribu-
tion that the Company can make to the local community is in
performing its core business as efficiently as possible.

8. Competition
The Company seeks to compete freely and fairly within the
framework of applicable competition laws.

9. Communications

The Company recognizes that open communication is essen-
tial in view of the importance of the activities in which it is
engaged and their impact on national economies and individu-
als. The Company therefore provides relevant information
about its activities in a timely and appropriate manner.

10. Companies of the Showa Shell Sekiyu Group
The Company encourages these companies to adopt and abide
by its Code of Conduct.



Investor Information

Date of Incorporation:...........cccoeoeniiiiieeiiiiieee e January 1, 1985
Total Shares Authorized: ...........ccooveeiieiiinieeieeieeees 440,000,000 shares
Total Shares Issued and Qutstanding:................cc...coccc.. 376,850,400 shares
Paid-in Capital:...........cccooviiiiniieee e ¥34,197,585,000
Number of Employees: ..........ooeiviiieiiiiiiiiiiiiiiieccciienens 1,064
Total Number of Service Stations:.............cccoveeiriennennnn. 5,017
Number of Shareholders:...........cccoooiiiiinninniniiieen, 11,949
Securities Listings: .........coccovvieriiiniiiniiiieneccceeeeee Tokyo, Osaka, Nagoya, Fukuoka and Sapporo
Ticker Code: .........coooiiiiiiiiiiiiieeecceeeecee e 5002
Transfer Agent: ..........cooooiiiiiiiieeeeee e Mizuho Trust & Banking Co., Ltd.
1-2-1, Yaesu, Chuo-ku, Tokyo 103-0028, Japan
Independent Auditors:........ccocooiieiiiiiiiiiiiiiieeees ChuoAoyama Audit Corporation
General Shareholders’ Meeting: ...........coovvveveeeieiiiiiiiiiennnnn. March
Major Stockholders
Shares owned Percentage of total
(Thousand shares) ~ common shares outstanding
The Shell Petroleum Co., Ltd. ..ccceeecieeeieeieeeeeee e 162,934.2 43.24%
Japan Trustee Service Bank, Limited.......ccceveverenenenenenieneenne 21,964.8 5.83
Shell Japan Holdings B.V. ..cccoieierieeeeieeeeeeeee e 18,700.0 4.96
The Master Trust Bank of Japan, Ltd. (Trust Account) .......ccce.c.. 16,704.5 4.43
Mizuho Corporate Bank, Ltd. ....cceveeeeereriereeiereeieeeeeeeeieeens 14,196.6 3.77
The Chase Manhattan Bank, N.A. London. .......ccceeeveeeeeeveeneennenns 10,702.7 2.84
Trust & Custody Services Bank, Ltd.....cccecevererenenenienienineeeene 10,606.6 2.81
The Anglo-Saxon Petroleum Co., Ltd. c.ccccveeieeciieniieieeieecieeee 6,784.0 1.80
Nomura Securities Co., Ltd....cocererererenerieieeieeeeeeecececeee 5,628.6 1.49
Schroder Investment Management Limited .......ccveeveeeeeeeiieecnenns 4,287.8 1.14
TOLAL ittt et b et e e e e e b eae e eraennaeeas 272,509.9 72.31
Stock Price Range
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