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IPPONKOA Insurance

Co., Ltd. was established

in April 2001 through

a merger of The Nippon

Fire & Marine Insurance

Co., Ltd. (founded in 1892) and The Koa Fire &

Marine Insurance Co., Ltd. (founded in 1918).

Japan’s third-oldest non-life insurance provider,

the Company commands nearly 10% of the

domestic non-life insurance market and plays a

leading role in the industry, which is third in size
after only the United States and Germany.

In line with its fundamental philosophy of
enhancing customer satisfaction, the Company,
which is not affiliated with any financial group,
has developed operations involving a wide range
of customers—beyond the keiretsu (corporate
group framework)—and established numerous
strategic business alliances. NIPPONKOA’s
strength lies in its powerful sales network of highly
capable professional sales agents and its extensive
close ties with financial institutions, including
nationwide and regional banks. At the same time,
it has distinguished itself as a creative force in the
industry by developing new products that reflect
a solid understanding of changing lifestyles and
customer needs.

Making full use of these unique features and
competitive advantages, the Company will strive
to deepen the trust of customers and meet the
expectations of shareholders by expanding its
operations and improving profitability. It will at
the same time step up activities aimed at fulfilling

its corporate social L
Credit Ratings

responsibilities in
NIPPONKOA has received the

following ratings from credit
rating agencies (as of July 31,
2006):

Standard & Poor’s A+

terms of compliance,

environmental issues

and other matters,

and by actively

disclosing corporate Moody's A2

information. AM. Best A

Corporate Philosophy

With an independent spirit, guided by its liberal cor-
porate culture, the NIPPONKOA Insurance Group
will contribute to the development of an affluent

and healthy society, through unremitting effort and

innovative ideas that transform old ways of thinking.

Guiding Principles

1

. We make our customers the starting point of all

our corporate activities, thereby earning their
full trust.

. We work all-out to boost corporate value and pro-

mote disclosure, thereby meeting the expectations
of our shareholders.

. Guided by a high standard of corporate ethics, we

promote sincere, fair and environmentally friendly
corporate activities.

. We foster a vigorous corporate setting in which

individuals feel free to express their opinions and
put them into practice.

. Working together with our agents, we provide our

customers with the highest level of comfort and

satisfaction.
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CONSOLIDATED FINANCIAL HIGHLIGHTS

NIPPONKOA INSURANCE 0., LTD. and its subsidiaries

Years ended March 31
NIPPONKOA Insurance Co., Ltd. Annual Report 2006
Thousands of
Millions of Yen U.S. Dollars*?
2006 2005 2004 2003 2002 2006
Operating income ¥ 961,233 ¥1,047,293  ¥1,053,793  ¥1,053,827  ¥1,060,141 $ 8,182,800
Net premiums written for non-life insurance 717,727 728,421 732,486 724,979 671,823 6,109,877
Life insurance premiums 61,048 58,124 54,864 45,559 38,862 519,697
Ordinary profit (loss) 24,486 21,634 49,390 (34,208) (31,052) 208,451
Net income (loss) 10,670 13,467 19,319 (25,890) (22,741) 90,835
Net income (loss) per share (in yen and U.S. dollars):
Basic 13.08 1635 23.18 (30.72) (26.90) 0111
Diluted*? 13.07 16.35 — — — 0.1Mm
Total assets 3,759,621 3,422,186 3,432,069 3,217,703 3,240,237 32,004,950
Shareholders” equity 791,328 582,408 598,360 444,144 533,019 6,736,429
Shareholders” equity ratio 21.0% 17.0% 17.4% 13.8% 16.4%
Return on equity (ROE) 1.6% 2.3% 3.7% -53% -4.0%
Net cash provided by (used in):
operating activities 3,864 (22,283) 65,645 55,698 (40,374) 32,896
investing activities 22,052 23,836 (96,072) (12,128) 78,336 187,729
financing activities (15,800) (12,987) (11,998) (14,604) (32,430) (134,505)
Cash and cash equivalents at end of year 152,733 141,861 153,399 196,689 155,114 1,300,194
*1: U.S. dollar amounts are translated from yen at the rate of ¥117.47 = US$1, the approximate rate prevailing at March 31, 2006.
*2: There were no potential common shares to be issued from the year ended March 31, 2002 to the year ended March 31, 2004.
Operating income Net premiums written | Ordinary profit (loss) Net income (loss) Total assets Shareholders’
for non-life insurance equity
Billions of Yen Billions of Yen Billions of Yen Billions of Yen Billions of Yen Billions of Yen
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TO OUR SHAREHOLDERS

Ken Matsuzawa
President & CEO

NIPPONKOA Insurance Co., Ltd. Annual Report 2006

NIPPONKOA bhas launched a new three-year medium-term business plan,
entitled “"KAKUSHIN—New Challenges for the Future.” The aim of this new plan is

to establish a more efficient business structure.

Overview of Fiscal 2005

I would like to begin with an overview of the results for fiscal 2005 (ended March 31,
2006), which was the final year of the previous medium-term business plan entitled “from
ZERO—New Departures,” launched in fiscal 2004.

Net premiums written in fiscal 2005 declined 2.0% year on year to ¥708.3 billion.
(All figures in this section, unless otherwise mentioned, are nonconsolidated results for
NIPPONKOA Insurance Co., Ltd.) The main reason for this shortfall was a sharp decline
in the number of agencies, reduced in pursuit of a more efficient sales network. This led to
a fall in a certain number of contracts, which was not covered by sales through life insur-
ance companies, financial institutions and other growth channels, as these results also
came in under the plan’s target. The loss ratio improved by 1.8 percentage points from
the previous fiscal year to 62.7%. While paid losses for fire insurance greatly improved as
claims from natural disasters returned to average levels for the year, paid losses increased for
voluntary automobile insurance claims, where we have pursued expeditious processing of
payment procedures and faced a concentration of claim payments during the fiscal year on
contracts in force, the number of which increased substantially during the previous fiscal
year. The expense ratio worsened by 1.3 percentage points from the previous fiscal year to
35.7%. This was due mainly to expenses incurred to enhance our basic IT infrastructure,
and to the decline in net premiums written, which is the denominator for this ratio.

As a result, the underwriting balance (net premiums written less net losses paid and
underwriting expenses) amounted to ¥11.2 billion, an increase of 39.0% compared to the
previous fiscal year. Asset management was positive as a result of a recovery in the stock
market and other factors.

As a result of the above, ordinary profit rose 18.9% year on year to ¥26.7 billion.
Net income fell 8.8% from the previous fiscal year to ¥13.2 billion due to recording of
impairment losses as extraordinary losses and others.

The numbers for the fiscal year were not what we had hoped for, but during the two-
year business plan “from ZERG,” we had undeniable success with our thorough revision of
products and operations made from the standpoint of a strict compliance posture. We
carried out a range of measures to strengthen our business foundation, including enhance-
ment of the basic IT infrastructure, establishment of “CR Factory,” the largest call center
in the financial and insurance industry, the inclusion of Sonpo 24 Insurance Co., Ltd. and
ZEST Asset Management Limited as subsidiaries in our corporate group, restructuring
our distribution network, successful completion of new sales alliances, and improvements

to the efficiency of our own sales bases. We are confident, therefore, these achievements of
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the previous business plan will make a significant contribution to the success of the new

business plan.

Launch of the New Medium-Term Business Plan KAKUSHIN

NIPPONKOA has established a new medium-term business plan entitled “HAKUSHIN— New
Challenges for the Future,” which commenced in fiscal 2006. We recognize our high expense
ratio to be our most pressing issue. Even allowing for the harsh business environment,
we consider the decline in premium income during the period of the previous medium-
term business plan described in the preceding section to be a serious matter. To overcome
this problem, it is necessary for us to both achieve premium growth and cost reduction

through a program of selection and concentration.

Premium Growth

We cannot deny that we caused a decline in premium income through our effort to improve
efficiency of the sales network, but it is also a fact that the restructuring of this network has
created greater capacity for new development. We intend to use this capacity to strengthen
our existing sales network, acquire new agencies, and make other advancements.

To increase premium income, it is necessary for us to strengthen our sales network, and
offer attractive products. We are pursuing product development aimed at creating products
that are easy for both customers and agents to understand. This was the concept behind
“Car BOX,” a new voluntary automobile insurance product for which we are expand-
ing sales as a strategic product in our new medium-term business plan. We also plan to
continue to make proactive advances into such growth fields as third-sector products and

packaged products for small and medium-sized companies.

Cost Reduction

NIPPONKOA’s expense ratio has steadily declined as a result of continuous streamlining
efforts made since deregulation of non-life insurance premium rates in 1998. The improve-
ment in the expense ratio came to a halt, however, as a result of a ¥30 billion investment
in IT infrastructure made over the past three years. The expense ratio has in fact wors-
ened slightly. Under the new medium-term business plan, we plan to effectively utilize
this enhanced IT base to revise our operational processes and improve the expense ratio.
We also expect the “CR Factory,” which went into operation in May 2006, to make a

significant contribution to improving the expense ratio.

Numerical Targets for NIPPONKOA

The final numerical targets for fiscal 2008 (ending March 31, 2009) are net premiums writ-
ten of ¥750 billion, with a loss ratio of 60.0 % and an expense ratio of 32.8%. We have also
set targets for ordinary profit of ¥40 billion, net income of ¥25 billion, and adjusted ROE
of approximately 8%.
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Future Business Portfolio

Currently, nearly 100% of the consolidated net income of the NIPPONKOA Insurance
Group is derived from the domestic non-life insurance business. We expect this to also
be the case at the conclusion of the KAKUSHIN plan. Over the next three years, we will
pursue optimal strategies for us as a corporate group, moving on to diversification of our
earnings structure from fiscal 2009 and after.

NIPPONKOA Life Insurance will reach its standard policy reserve requirement in fis-
cal 2008, after which the life insurance business will begin contributing to consolidated
earnings. Sonpo 24 is also expected to achieve single-year profitability that same fiscal year,
when it too is expected to start contributing to consolidated earnings. We are also making
efforts to expand earnings in our overseas insurance business, as well as gain profits from
new and related businesses. As a result, we expect to expand consolidated net income to
around ¥50 billion by the first half of the 2010s.

The Meaning of “KAKUSHIN (Reform, Core, Confidence)”

We named this plan in reference to the following objectives: to “Reform” our business
structure, always maintaining an attitude of challenges, effecting premium growth and cost
reduction; to establish a “core competence,” which should become the “Core” of the Group;
and to display strong “Confidence” in the arrival of a bright future for the NIPPONKOA

Insurance Group.

In Conclusion
NIPPONKOA was issued a business improvement order last year by the Financial Services
Agency over unpaid expense claims to certain customers, in accordance with the Insurance
Business Law. We humbly accept the facts of this case, and are taking measures to improve
and strengthen our management and administrative systems and prevent a reoccurrence.
NIPPONKOA is an insurance business, an industry with an extremely public aspect.
Accordingly, we are working in partnership with our agencies, and devoting our full effort
to conducting our business in an honest and fair manner, to earn the trust of customers and
respond to their needs, as well as be viewed by society as a responsible company. We look
forward to your continued support and understanding of NIPPONKOA.

August 2006
Ken Matsuzawa
President & CEO
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KAKUSEIN

¥

Reform, Core, Confidénce

—New Challenges for the Future—

Outline of
the Medium-Term
Business Plan

o

Numerical
Target

(Non-consolidated)

o

Explanatory Notes
Regarding the Chart

® NIPPONKOA will increase prof-
its through premium growth of
the non-life insurance business
and cost reductions over the
period through to fiscal 2008.

® from fiscal 2009 and after,
NIPPONKOA will continue to
maintain growth in the non-
life insurance business, while
achieving further premium
growth by positioning the life
insurance business as a pillar
for earnings through growth
in the total amount of busi-
ness in force. We will further
boost Group profits through
an increase in earnings in the
overseas insurance business by
strengthening our presence in
Asia and other emerging mar-
kets, and through initiatives
in new and related businesses
from which we can expect to
realize synergies with the insur-
ance business.

“KAKUSHIN (Reform, Core, Confidence)”
—New Challenges for the Future—

The New
Medium-Term

Business
Plan

FISCAL FISCAL
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Business Structural Reform

We are aiming to cope with both
“premium growth” and “cost
reduction” by pursuing low-cost
operations utilizing IT, etc., and
by injecting selective resources
mainly into prioritized markets
expected to grow from a cost-
effectiveness point of view.

2006 — 2008

Establishing Our Core Competence

We are establishing the following items in the plan as the core compe-
tence of the NIPPONKOA Insurance Group.

e An efficient business foundation to support execution of Group
strategies

e A strong distribution network that will excel in both sales and
operation power

e Products providing capabilities that will make it possible to offer
“attractive” and “easy-to-understand” products in a timely manner

e Advanced underwriting and claims services capability that will
support a low and stable loss rate

e A high-performing investment framework that will contribute
to profits

Net premiums written

¥ /50 bittion

Sonpo 24 Insurance Co., Ltd.

o
Loss ratio

60.0 %

NIPPONKOA Life Insurance Co., Ltd.

L o L
Expenseratio  Netincome Adjusted ROE*

32.89%  ¥25 viltion

Amount of business in force for individual insurance  ¥5.5 trillion**
Net premiums written ¥18 billion**

approx. 8 %

* Calculated excluding net unrealized gain on available-for-sale securities
**The figures for NIPPONKOA Life and Sonpo 24 are also the numerical targets for fiscal 2008.
L]

Domestic non-life
insurance business

(Nearly 100%)

/]

o Domestic life insurance busi-
ness (approx. 15% - 25%))

® (verseas insurance business
(approx. 5%)

o New and related businesses

(maximum approx. 10%)

Domestic non-life
insurance business

(60% — 80%)

Improve profit through
premium growth and cost
reduction.

Fiscal 2005

Fiscal 2008 First half of 2010s

Y
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1. Increasing Premium Income|
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An overview of NIPPONKOA’s new three-year medium-term business plan
ending March 31, 2009 entitled "KAKUSHIN—~New Challenges for the Future” can
be found in the “To Our Shareholders” section of this report. In this section,

we present a more detailed explanation of specific business strategies.

» NIPPONKOA believes that increasing premium income is essential to enhance profitabili-
ty. Although our results for fiscal 2005 were not what we had hoped for, we are implement-

ing a variety of measures aimed at recovery.

(1) Maintaining a Diversified Sales Network
NIPPONKOA receives premium income through its diverse sales network. This arrange-
ment enhances our flexibility in responding to changes in the business environment, and is
effective in maintaining contact with customers. We will maintain this diverse network as
we seek to increase premium income.

Sales performance for fiscal 2005 by distribution channel is shown in the following
chart.

B Breakdown of premium income by distribution channel (as of Mar. 2006)

Others Core Agencies
18% 23%

(ar repair shops
and other automobile related
14%

Car dealers
9%

Financial institutions
7%

Corporation & transportation Life insurance companies
affiliated agencies (Alliance partners)
25% 4%

Note: Premium income composition is on a sales performance basis as of March 31, 2006.
(Excludes savings-type insurance.)
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(2) Major Initiatives by Channel

NIPPONKOA, in consideration of efficiency and growth, concentrates on four major areas
shown in the graph on page 6: Core Agencies; car dealers; financial institutions; and life
insurance companies (alliance partners). These channels are all highly efficient, generating

large amounts of premium income per agency.

Core Agencies
Core Agencies are a group of specialized agencies built up by NIPPONKOA over a long
period of time, consisting of approximately 2,600 agencies throughout Japan. Core
Agencies have a high level of loyalty to NIPPONKOA, and as professionals in insurance
sales supply the consulting-type sales that strongly support our initiatives.

NIPPONKOA has adopted the agency trainee system. Under this system, we employ
candidates as temporary employees, providing training over a three-year period that helps
create new Core Agencies. We plan to employ nearly twice as many candidates during fiscal

2006 as in previous years, as part of a concerted effort to expand our future business scale.

Car Dealers

The car dealer channel, part of the automotive channels that handle mainly automobile
insurance, is exceptional in terms of both scale and efficiency. NIPPONKOA is not depen-
dent on a relationship with any particular automobile manufacturer, but maintains a wide
range of relationships. Approximately 10% of our voluntary automobile insurance is sold
through this channel. During fiscal 2005, this channel achieved a rise in premium income
at a time when income from voluntary automobile insurance declined in many channels

due to falling average premium per vehicle.

Financial Institutions

Financial institutions are a channel in which NIPPONKOA can realize its strengths. We
have built strong relationships with financial institutions throughout Japan, including
major banks in all regions. We have also accumulated a high level of expertise in offer-
ing an agency IT system, training personnel to conduct insurance sales, and other areas.
The types of insurance permitted to be sold through financial institutions have gradu-
ally increased. Restrictions will be fully removed in December 2007, and we expect strong
growth once our mainstay voluntary automobile insurance is included in the types of insur-
ance permitted for sale. We will continue to work in tandem with all financial institutions

to expand premium income through this channel.
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Life Insurance Companies (Alliance Partners)

The alliance partner channel is NIPPONKOA’s distinctive sales channel. We have had
cooperative selling agreements with Taiyo Life Insurance Company since March 2002, and
Meiji Yasuda Life Insurance Company since January 2004, under which sales personnel
from both companies sell NIPPONKOA’s non-life insurance products. NIPPONKOA is
the only non-life insurance company in Japan to have succeeded in forming such market-
ing agreements with multiple major life insurance companies. This channel holds much
potential, and we expect strong growth in the future.

NIPPONKOA has succeeded in developing this highly flexible alliance strategy, which
allows us to maintain close relationships with major regional financial institutions, forge
alliances with multiple life insurance companies, and gain other advantages, because
NIPPONKOA is independent and does not belong to any particular corporate group. We
will continue to utilize this unique independence to seek out a wide range of alliances and

expand our premium income.

(3) Offering Attractive Products

NIPPONKOA must offer attractive products if it is to be the first choice for customers. We
have an acknowledged capability for product development, and take pride in the fact that
our products are among the most attractive in the industry.

Corporate customers” needs for insurance vary depending on business scale and content.
We provide consulting for comparatively large customers to create made-to-order products,
while for small and medium-sized companies we conduct a simple analysis to offer package
products with wide-reaching coverage. Growth in the latter has been particularly notable in
recent years, and we expect positive results to continue.

Individual customers can find it extremely troublesome to purchase insurance to com-
pletely cover all the various risks of daily life. To help resolve this problem, and in response
to feedback from customers, NIPPONKOA offers package products that form the back-
bone of our product lineup. One of these is “Car BOX,” launched in 2006. This is our core
voluntary automobile insurance product, which delivers wide protection at a reasonable
price. Numerous basic packages are available, making it easy for customers to select the one
that is most appropriate for them.

NIPPONKOA will continue to stay abreast of market needs, and by providing the

products that make us the first choice of customers, enhance our premium income.
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2. Expanding the Underwriting Balance|
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” The profitability of NIPPONKOA’s core business of insurance is expressed primarily by the

underwriting balance. We are making strenuous efforts with regard to both the loss ratio
and the expense ratio as a means of expanding the underwriting balance.

(1) Continuous Effort to Improve the Loss Ratio
The loss ratio depends heavily on external factors such as economic and social conditions,
natural disasters, and other factors. Nevertheless, we will strive to improve our loss ratio
over the long term by means of prudent underwriting and thorough assessment of the value
of individual claims.

NIPPONKOA also strives to pay claims as early as possible. Shortening the time
required to settle claims not only improves customer satisfaction but also helps reduce claim

amounts by, for example, reducing the number of days necessary for substitute automobiles.

(2) Business Process Reform to Lower the Expense Ratio

NIPPONKOA invested ¥30 billion in I'T over the three-year period from fiscal 2003
through fiscal 2005. Improvement in the expense ratio stagnated as a result, but we pro-
ceeded with the investment because of our belief in its necessity from a long-term per-
spective. Development proceeded steadily, and nearly all of the planned systems are now
in operation. We will continue to utilize these systems to enhance the efficiency of our
operating processes.

NIPPONKOA has also constructed the largest call center in the industry, which went
into operation in May 2006. Initially, it operates in tandem with the Tokyo regional call
center, responding to the increase in incoming calls and enhancing backup capacity in
times of disaster. Its area of operations will be gradually expanded, and it will take on tasks
previously handled by each regional sales office, improving efficiency.

The Sales Structure Reform we have been pursuing is also projected to contribute to an
improvement in the expense ratio. An increase in large-scale agencies with strong opera-
tional capabilities and a decrease in the number of inefficient, small-scale agencies have
significantly boosted the efficiency of sales activities at all offices of NIPPONKOA.
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> . . . . .
The most important consideration for asset management is the improvement of return ver-

sus risk. To implement measures to achieve this goal strongly and efficiently, NIPPONKOA

takes the following approach to asset management.

(1) Strengthening Pure Investments
NIPPONKOA believes that it should pursue absolute return in managing funds for which
the source is underwriting other than maturity refund type insurance.

NIPPONKOA makes a variety of efforts in pursuit of an absolute return. We utilize
diversified management methods, with our asset management divisions divided along man-
agement method lines. The targets for each division are set at an absolute value that is an
appropriate standard for that management method.

We also pursue alternative investments as part of this strategy. In March 2005, we
acquired a gatekeeper company for fund-of-hedge funds investments, making it a subsid-
iary. Together with improving the performance of our hedge funds, we concentrated on

personnel exchanges with this subsidiary as a means of acquiring management expertise.

(2) Strengthening Asset and Liability Management

NIPPONKOA makes a considerable effort to strengthen its asset and liability manage-
ment (ALM). We believe that it is important to enhance ALM in pursuit of the risk/
return balance.

Our first priority is appropriate interest rate risk control. We manage large amounts of
funds with fixed funding costs, such as funds allocated for maturity repayments for savings-
type insurance. For these funds traditional ALM, such as duration controls, is effective.

Another focus is a reduction in the volume of stocks held. Non-life insurance companies
in Japan have long held “relationship stocks” or shares in the companies of their corporate
customers. This arrangement provides for stable growth of the insurance business while
supporting the business foundation of their customers, as well as allowing them to share
in the company’s earnings as a shareholder. However, with the maturation of the Japanese
economy and widening disparity of earnings between companies, it is necessary for us to
rigorously monitor the profitability of each corporate customer, and to sell stocks that do

not secure an appropriate return.



I STRATEGIES IN FOCUS

4. Life Insurance Business |
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We also believe it necessary to bring the balance of relationship stocks within the
amount of shareholders’ equity. NIPPONKOA therefore plans, in accordance with this
policy goal, to reduce relationship stocks by ¥100 billion in book value over the next

seven years.

> NIPPONKOA regards life insurance to be one of its core businesses, on a par with its non-

life insurance business. We view the life insurance business as an indispensable part of our
business, not only because it allows us to meet the needs of customers by offering a more
expanded product line-up, but also because it helps stabilize the business by complementing
the more volatile non-life insurance business, which is susceptible to natural disasters and
other influences.

NIPPONKOA Life Insurance Co., Ltd. is the Group’s strategic subsidiary for the life
insurance business. Since its founding, NIPPONKOA Life has marketed its products to
customers through the parent company’s agencies, steadily expanding its business offerings.

The number of life insurance customers so far pales in comparison with non-life cus-
tomers, and we have been unable to fully exploit the latent potential of the Group. We
believe that there is still a great deal of capacity for customer development, as well as for
increasing the amount of business in force.

We will continue to focus on the Core Agencies of NIPPONKOA as we strengthen
the sales structure, and step up efforts for sales through financial institutions. We will also
strive to build new direct sales channels.
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5. Sonpo24 Insurance (o., Ltd.
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* Sonpo 24 Insurance was added to the NIPPONKOA Insurance Group in July 2004 as
a non-life insurance company solely providing voluntary automobile insurance through
direct sales. Specializing in voluntary automobile insurance with competitive premiums and
straightforward coverage, it coexists with NIPPONKOA itself, and serves to strengthen the
non-life insurance business that is the core of the Group’s business. NIPPONKOA is the
only major non-life insurance group in Japan with its own direct sales company.

The most distinctive feature of Sonpo 24 is that it also conducts sales through interme-
diary agencies. The role of these intermediary agencies is to refer customers to Sonpo 24,
with the contract procedures conducted directly between customers and Sonpo 24 by tele-
phone or on the website. This method minimizes the administrative burden on agencies,
and makes it possible for those with limited experience to begin offering the products
relatively easily. More than 1,800 agencies have already registered as agents of Sonpo 24,
including large-scale agencies such as life insurance companies and retailers.

Life insurance companies offering voluntary automobile insurance as intermediary
agencies of Sonpo 24 include Meiji Yasuda Life Insurance Company and Asahi Mutual
Life Insurance Company, as well as Taiyo Life Insurance Company, which was added in
July 2006.

Sonpo 24 is still a fledgling company and therefore not yet turning a profit, but by
deepening ties with NIPPONKOA we expect to achieve profitability for the subsidiary on a
single-year basis in fiscal 2008.

” For a non-life insurance company, an awareness of the amount of capital needed to cover
retained risk, and verification of the sufficiency of the solvency margin are prerequisites for
maintaining the soundness of business operations.

NIPPONKOA evaluates and manages overall risk using Dynamic Financial Analysis,
a method that simulates changes in claim occurrences, asset management scenarios and
numerous other parameters to predict possible changes in capital levels. Using this method,
we define the amount of retained risk as equivalent to a decline in capital assuming a
once-in-a-century worst-case scenario, and regularly assess the sufficiency of capital.

The analysis of our solvency margin at the end of March 2006 confirmed that
NIPPONKOA has sufficient capital to continue business operations with virtually no dis-
ruption, even if a once-in-a-century worst-case scenario were to occur during fiscal 2006.
As a result, we believe that the Company has adequate capital to cover its retained risk.

To maintain a high degree of freedom in capital policies and strategic investments,
NIPPONKOA will strive to increase profitability, while at the same time lower retained
risk by reducing holdings of relationship stocks and other risky assets.
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» NIPPONKOA has repurchased 10 million shares each year over the last seven years, for a

total repurchase of 70 million shares. Of these, 40 million shares have already been retired.
Shareholder dividends in fiscal 2005 were ¥7.5 per common share, for a dividend payout
ratio of 46.0%.
NIPPONKOA will continue to strive to provide appropriate and stable shareholder
returns, while continuing to monitor capital sufficiency, and conduct profitability analyses.

M Shareholder Return Indices

FY2003 FY2004 FY2005
Dividend per Share ¥75 ¥75 ¥7.5
Dividend Yield 1.1% 1.0% 0.7%
Dividend Payout Ratio 39.4% 42.4% 46.0%
Total Return Ratio 77.3% 87.6% 118.1%

Note: Total return ratio is the sum of dividend and share buyback divided by net income.

Cautionary Statement

This publication contains estimates, projections, targets, and other figures and state-
ments related to the plans and future performance of NIPPONKOA Insurance Co., Ltd.
(the “Company”) and its subsidiaries. These estimates, projections, etc., are not histori-
cal facts. Rather, they are forward-looking figures and statements based on the Company’s
assumptions and beliefs in light of the information currently available to it.

Accordingly, these figures and statements involve risks and uncertainties and do not guarantee
actual future performance results. The Company cautions you that a number of factors could cause
actual performance results to differ materially from those contained in this publication. Such factors
include, but are not limited to, the items listed in "Information on Risks and Uncertainties Related to

Operations" on page 38 of this annual report.
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NIPPONKOA supports the prosperity of society through its insurance busi-
ness, as well as focuses on the pursuit of corporate social responsibility (CSR),
based on our belief in contributing to the realization of a sustainable society
for the next generation. We will continue to strengthen our CSR program
through such initiatives as tightening of corporate governance, ensuring strict

compliance, and taking measures to address environmental issues.

” In accordance with NIPPONKOA’s fundamental approach to corporate governance, we
have introduced a corporate officer system, separating the responsibilities of corporate
officers, who manage the affairs of the Company under the direction of the chief execu-
tive officer, from those of the Board of Directors, which oversees and monitors operations.
This arrangement expedites decision-making, and clarifies the responsibility of directors.
Board members are appointed for one-year terms to enable management to react flexibly to
changes in the business environment and to clarify the board members’ responsibilities.

NIPPONKOA’s corporate governance structure is as follows:
P Two of the 10 directors, and three of the five corporate auditors, are from outside

the Company.

Corporate Governance\

» The Board of Directors meets regularly twice a month in principle, with the flexibility
to convene extraordinary meetings as the need arises. A Management Committee com-
posed of representative directors, corporate officers in charge of operations, and other
executives has also been established to discuss important issues involving operations.

P Outside experts such as lawyers and accounting auditors provide wide-ranging advice
and oversight of management.

» A Compliance Committee and a Risk Management Committee have been established to
strengthen measures with regard to a range of management issues. We have also newly
established a Proper Claims Payment Committee to ensure timely and proper payment
of insurance benefits.
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As regulations are relaxed through financial liberalization, financial institutions are being
required to assume a strict corporate posture in line with the principle of self-responsibility.
NIPPONKOA has placed compliance and its strict observance as the starting point for all
of its corporate activities, in order to gain the trust of society and customers, and to be the
company selected by customers.

NIPPONKOA has established a Compliance Committee and a Compliance Department
as part of its compliance measures, and has assigned compliance officers reporting directly
to the Compliance Department to each of the regional headquarters to reinforce super-
visory function. The role of these officers is to oversee and manage compliance with laws
and regulations at 10 regional headquarters throughout Japan, as well as for departments
and branches under their authority. Each department head (division, branch, department,
and claims service center managers) has been given responsibility for compliance as a means

of building a clear and strong compliance structure.

W Compliance Structure
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Ensuring an Effective Compliance Program

NIPPONKOA is working to raise awareness of compliance among all employees and estab-
lish a corporate culture that emphasizes compliance through such measures as formulation
and distribution of a compliance manual, training for all employees and agencies, and
compliance meetings at all workplaces. At the same time, we are also working to ensure
proper administration of paperwork through establishment of a voluntary review system for
operations, and operational reviews conducted by the Compliance Department.

Any case of improper conduct is met with stern measures and formulation of policies
to prevent reoccurrences, as well as companywide disclosure of the incident. We have also
established a Complaint Response Subcommittee to investigate the circumstances of any
complaints, analyze their causes and implement measures to prevent reoccurrence.

Further, in response to a new law for protection of personal information enacted in
Japan on April 1, 2005, NIPPONKOA has appointed a Chief Privacy Officer (CPO),
established a department to oversee privacy operations, and taken other steps to ensure

proper handling of customer information.

> . . . . .
NIPPONKOA recognizes that strict self-management of increasingly diverse and complex
risks, sound business operations and steady earnings growth are essential to gain the trust
of markets and a wide range of customers. The following basic policies have been adopted

to strengthen and enhance risk management.

1. Remain fully alert to the possibility that changes in the insurance business environment
could lead to operational risk, and conduct risk management as a means of dealing with
such changes quickly and accurately.

2. Analyze and evaluate risks properly, once they have been accurately identified, and make
every possible effort to construct and introduce rational, quantifiable methods.

3. Move to prevent generation and/or escalation of losses by alleviating and exposing risks
from the standpoint of efficient and effective operations.

4. When it is necessary to incur risk intentionally in order to maintain and expand earnings
opportunities, endeavor to ensure that the risk is maintained at an appropriate level.

5. Act aggressively to minimize risks feared to exert a direct negative influence on custom-

ers, in order to gain and retain customer trust.
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Risk Management Structure and Methods

NIPPONKOA divides the risks it must manage in the course of its business operations into
eight categories: insurance underwriting risk; asset management risk; system risk; adminis-
trative risk; domestic business risk; overseas business risk; disaster risk; and reputation risk.
Each department overseeing operations exposed to these risks acts to recognize, analyze,
evaluate and manage them.

The Risk Management Committee maintains comprehensive control over the risk
management status of every department throughout the Company. This multilayered
management approach provides a risk management structure that is directly connected to
management decision-making, and strengthens risk management.

NIPPONKOA employs the Dynamic Financial Analysis (DFA) model* to quantify risk,
and to conduct stress tests assuming specific stress events, such as natural disasters. We also
undertake measures aimed at realizing more sophisticated methods of profitability manage-
ment, along with integrated risk management that contributes to the efficient and effective

allocation of management resources.

*DFA model: A model that repeatedly simulates profits and losses based on an array of economic scenarios, in order to optimize the
dynamic risk/return relationship throughout the Company.

Board of Directors
Actuary

Submission of reports
Management Committee and opinions

Internal Audit Department
Internal auditing

Risk Management Committee

Insurance underwriting risk (Risk Management Department)

Asset management risk (Risk Management Department)

System risk (IT Planning Department)

Administrative risk (Compliance Department)

Domestic business risk (Corporate Planning Department)
Overseas business risk (International Department)
Disaster risk (General Affairs Department)

Reputation risk (Public Relations Department)
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” NIPPONKOA has adopted environmentally friendly corporate activity as part of its
Guiding Principles, and places special emphasis on fulfilling its social responsibilities as an
insurance company. We have undertaken the following environmental initiatives and social
contribution activities as a means of ensuring the preservation and sustainability of the

global environment.

Initiatives to Address Environmental Issues
NIPPONKOA has designed and implemented an Environmental Management System
(EMS) based on the international ISO 14001 standards. We received ISO 14001 certifica-
tion in June 2002, and as of June 2005 had acquired certification for NIPPONKOA Life
Insurance, Sonpo 24, and all branches throughout Japan.

As one of our insurance business measures to benefit the environment, in fiscal 2005 we
launched NK Recycle Net*, a service to help achieve the aims of the Automobile Recycling

Law. As part of our environmental risk management services we publish Environmental

Risk Review, an environmental information journal. To enhance client services, in
February 2006 we convened an environmental seminar entitled “Mandatory Corporate
CO: Reductions and the New Business of the Emissions Trading Market—Survivors and
Strugglers.”

Since 1996, NIPPONKOA has managed the 12.7-acre NIPPONKOA Forest in the

foothills of Mt. Yatsugatake in Nagano Prefecture. Under a program for forest preservation

administered by Japan’s Forestry Agency, we will raise Japanese larch and broad-leaved trees
there for 34 years, after which the profits generated by harvesting the trees will be shared

Further details, and the results of these initiatives are published in NIPPONKOA’s

environmental report. From fiscal 2006, however, we will issue a CSR report that gives a

& SemEns
.40 J between NIPPONKOA and the government and used to support further forest develop-
r'@gr—'gy_{m ment initiatives.

Environmental Preservation and Social Cantribution|

full introduction to CSR measures in our corporate activities, including environmental

measures.

*A service for automobile-related businesses that supports appropriate disposal of end-of-life vehicles.

& Ezmmes

Environmental Risk Review
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Social Contributions

The Omoiyari Club is a social contribution program in which the Company provides
matching gifts to charitable organizations such as social welfare, environmental conserva-
tion, or international aid bodies, when club members donate a portion of their monthly
salary to them. The NIPPONKOA Welfare Foundation, established in 1991, offers sup-
port for families caring for elderly members with senile dementia, provides scholarships for

students who plan to become care workers, and aids gerontology research.

- o NIPPONKOA also supports art exhibits, music concerts and other cultural events
S Sr—
in accordance with its corporate philosophy of contributing to the development of a rich
and healthy society. We provided extensive support for the Staatlichen Kunstsammlungen
i AT

Dresden event held in Tokyo from June to September 2005, as a co-sponsor of the exhibit.

Gerontology Research Report

The “Lady Go!” Project

The “Lady Go!” project is a companywide effort to create a workplace that all
employees, regardless of gender, find rewarding, and which allows them to per-
form to the best of their abilities. The role companies must play as members
of society to address the issue of a declining birthrate—an issue facing all of
society—is growing. In accordance with this view, NIPPONKOA is promoting
and implementing a variety of initiatives that support both work and childcare,
centered on the creation of a work environment that allows employees to devote
themselves to childcare, an environment in which employees can comfortably
raise children while working, and an environment that allows employees to return

to work even if they had to resign due to reasons such as marriage or childbirth.
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NIPPONKOA offers the latest insurance products and services that quickly

respond to a wide variety of needs for both individual and corporate
customers. New products and services are developed on the basis of views
from a product committee composed of consumer representatives and experts,
and reflect customer feedback received through surveys and other means.
Existing products and services are also flexibly revised in response to changing
conditions, ensuring that they always reflect accurately the insurance needs

of customers.

“Car BOX” voluntary automobile insurance
In September 2006, NIPPONKOA will implement a full-scale reform of its voluntary
automobile insurance business, launching the new product “Car BOX.” This product,
exclusively for individual customers, was developed from the concept of “everything nec-
essary in an optimal form,” and strongly reflects the viewpoints of customers and agents.
Numerous advantages for customers are provided in this policy, including new features
such as an Internet discount® and a special integrated package covering a range of expenses
relating to personal injury, which requires a high level of customer service, as well as a

fundamental reform of previous products to eliminate and consolidate coverage.

* This discount applies to customers who use a cashless payment method and choose the option of not having a paper policy issued. In
place of a paper policy, customers may view coverage clauses and details of their policies through NIPPONKOA's website.

“Shushin Medico” long-term medical insurance
In October 2005, NIPPONKOA launched “Shushin Medico,” a medical insurance prod-
uct that provides coverage throughout a person’s entire life for hospitalization or surgery
resulting from injury or illness. The policy also offers special plans for those confident
about their health, such as the No-Claim Discount Plan with discounts on insurance
premiums, and the No-Claim Bonus Plan that pays a benefit, if no claim payments for

hospitalization or hospital treatments are made for a three-year period.

“Anshin Box” personal accident comprehensive insurance
In December 2005, NIPPONKOA launched “Anshin Box,” a new personal accident insur-
ance product incorporating “order-made” clauses in which the standard insurance clauses
may be varied in accordance with the type of policy chosen by the customer when
choosing enter the policy. The first of its kind in the non-life insurance industry, this
feature is part of our effort to eliminate the difficult-to-understand aspects of insur-

ance. With the “order-made” clause format, the details of compensation and method for
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payment of insurance premiums are reflected in the standard insurance clauses of each
individual policy. This extra step eliminates the cumbersome process of reading both the
standard provisions and the special terms together.

Fire prevention and safety service in China
In November 2005, NIPPONKOA launched a loss control service for Japanese compa-
nies with offices located in areas throughout China. This service, offered in cooperation
with facility inspection firms in China, focuses on providing advice for improvement of
inspection and maintenance of electrical equipment and fire prevention systems, controls
on smoking and handling of hazardous materials at offices. Assessment reports regarding

activities for fire prevention and safety at offices are provided in both Japanese and Chinese.

NIPPONKOA focuses on both life and non-life insurance in Japan in its
efforts to ensure continued business expansion and greater earnings capacity
for the entire NIPPONKOA Insurance Group. To this end, we are focus-
ing on two strategic subsidiaries and are strengthening cooperation between
them. NIPPONKOA Life Insurance Co., Ltd. handles the life insurance
business, which stands alongside non-life as one of our core businesses, while
Sonpo 24 Insurance Co., Ltd. sells voluntary automobile insurance through a

new business model utilizing intermediary agencies.

NIPPONKOA Life Insurance Co., Ltd.

NIPPONKOA Life Insurance has continually increased the amount of business in force
since its establishment in 1996 by strengthening its sales structure and developing new prod-
ucts. Cooperation between NIPPONKOA Life Insurance and the Company facilitates cross-
selling of life and non-life insurance, while new product development and other product
strategies contribute to further growth and a stable earnings model. In tandem

with its efforts to improve customer satisfaction, NIPPONKOA Life Insurance

is strengthening its efforts with regard to both compliance and risk manage- NIPPONKOA

ment, earning the trust of customers.

Sonpo 24 Insurance Co., Ltd.
Sonpo 24 employs a new business model utilizing independent intermediary agencies, mass
media and the Internet to conduct direct sales of voluntary automobile insurance with

straightforward coverage at a reasonable price. Its strength lies in the high-quality cus-
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tomer service it is able to offer through cooperation with our claims-handling O >

department.
While NIPPONKOA Insurance also provides voluntary automobile %\'
insurance with complete coverage, the straightforward cov- BB S B L U

Hana Koala s a
erage and reasonable price offered by Sonpo 24 allows the — /U|¥24 pademat,
NIPPONKOA Insurance Group to respond to a wide range

of customer needs.

NIPPONKOA also actively pursues businesses that supplement and strength-
en the insurance business, such as defined contribution pension plans, invest-
ment trust fund sales and investment advising. Initiatives in business fields

that generate synergies allow us to respond to the varied needs of customers.

Defined Contribution Pension Plans

A defined contribution pension plan system, similar to the 401(k) plans in the United
States, was introduced in Japan in October 2001. NIPPONKOA took advantage of this
development to begin offering a comprehensive service for clients that included consulting
on introducing the new system, administration and management, as well as investment
education for employees. In June 2003, we launched the “NIPPONKOA DC Economy
Plan” to support the introduction of the 401(k) system in small and medium-sized compa-
nies. This plan covers several firms under a single agreement, reducing costs and simplify-
ing administrative procedures. Also, to encourage firms to entrust us with their operational
management duties, and to strengthen ties with friendly financial institutions, we have
actively pursued business collaborations, such as joint implementation of administrative

functions and product offerings with these financial institutions.

Investment Trust Fund Sales

NIPPONKOA began selling investment trust funds in April 2001 in anticipation of the
changing needs of ever-diversifying financial institutions. In January 2003, we began sell-
ing a savings-type trust fund, in which an investment trust fund is purchased automati-
cally through regular withdrawals of ¥10,000 or more directly from the customer’s bank
account. Introduced as a means of diversifying the sales methods for investment trusts, this
service has been well received for the way it allows for lower purchase amounts, equalizes
price fluctuation risk, and reduces account transfer cost for payments. We will continue to

promote trust fund sales, focusing on savings-type trust funds as mainstay products.
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ZEST Asset Management Limited

In March 2005, the NIPPONKOA Insurance Group acquired all shares of Sojitz Asset
Management Ltd., an asset management company specializing in fund-of-funds and a pio-
neer in the use of hedge funds in Japan. The acquisition was made to develop a new asset
management business and to strengthen our asset management capabilities. The company
was renamed ZEST Asset Management Limited and made a subsidiary.

ZEST Asset Management began operations in April 2005, responding to the needs
of institutional investors seeking absolute returns regardless of market fluctuations, and
increasing the added value of the NIPPONKOA Insurance Group by offering informa-
tion on such alternative investments as hedge funds. Personnel exchanges with ZEST
Asset Management, which has advanced expertise in selecting
hedge fund managers, enhances the asset management capabilities L el
at NIPPONKOA, and makes it a key company in outsourcing
operations for the NIPPONKOA Insurance Group. ZEila;ﬂgtset

NIPPONKOA considers the customer to be the starting point for all opera-
tions, and implements a variety of measures aimed at improving customer
satisfaction in all aspects of its business. A few examples of these initiatives

are presented here.

Improving Claims-Handling Services

The true worth of insurance is demonstrated at the time of an accident, and in recogni-
tion of this fact NIPPONKOA has revised its claims-handling structure by introducing an
industry-leading system to enhance customer response capabilities immediately following
an accident and afterward. New claims-handling systems for fire and personal accident
insurance, and voluntary automobile insurance, were introduced in July and December
2004, respectively, significantly improving customer service in response to accidents. The
introduction of these systems was accompanied by a fundamental reform of the claims-
handling structure, and we are pursuing further advancements through the introduction
of an industry-leading operations process to ensure fast and accurate accident response and

quick payment of claims.

More Thorough Explanations of Contract Terms
NIPPONKOA, in accordance with its guidelines regarding solicitation policy, makes

every effort to provide customers with proper explanations of its insurance products when
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concluding a policy. However, in response to the Financial Services Agency’s revisions
in April 2006 to its guidelines for supervising insurance companies, we have revised the
documentation for individual insurance products that provides explanations of important
points, listing separately the “information necessary for customers to understand the insur-
ance product” (the contract summary), and “information that the insurance company must
bring to the attention of customers” (important points that customers should be aware of
when signing). Through these measures we are working to explain our insurance products

in easier-to-understand terms.

Efforts to Improve Administration

Non-life insurance companies that offer a large number of insurance products need their
agents and employees to have accurate knowledge of products to be able to recommend the
product best suited to the customer’s need and to handle administrative procedures accu-
rately and quickly after the policy has been concluded. NIPPONKOA has undertaken a
comprehensive project of administrative improvement aimed at ensuring operational quality
of the highest standards in industry and earning the trust and support of customers. These
efforts will help eliminate and prevent administrative errors and irregularities, as well as
raise awareness regarding improving administrative quality and minimizing administrative
risk throughout the Company. Administrative training for agents is also being strengthened

as a means of increasing response capabilities.

Better Customer Satisfaction through Direct Feedback

NIPPONKOA conducts customer surveys each year involving thousands of customers as
a means of receiving direct feedback. The surveys gauge opinions and provide, assessments
of, and suggestions for, NIPPONKOA and its agencies. The results are shared with the
divisions in charge of relevant aspects to help improve operations and service, as well as
with employees and agencies as a means of enhancing service. We also regularly conduct
surveys among salespersons and agencies to gather feedback from those persons who have

daily contact with customers. These surveys are made available to all employees.

“CR Factory”

In May 2006, NIPPONKOA opened “CR Factory,” the largest call center in the financial-
insurance industry, in Akita city, Akita Prefecture. The “CR Factory” handles customer
calls, answering inquiries concerning administrative procedures related to insurance con-
tracts and insurance claims. With the new “CR Factory” operating alongside existing call
centers, we are able to improve operational quality, strengthen customer response, provide

high-quality service, and create new value at our interaction point with customers.
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With increasing globalization of the economy, Japanese companies are very
actively moving into overseas markets, increasing the need for insurance
services overseas. In response to this situation, NIPPONKOA has developed
various measures for each of the world’s major regions, enhancing our ability

to take advantage of overseas opportunities.

Basic Policies Related to Overseas Strategy

Strengthening Services for Policyholders Moving into Overseas Markets

To provide various services locally to our corporate policyholders who have moved into
overseas markets, NIPPONKOA is strengthening its services and support organization in
each region in line with client needs through alliances with leading local insurance compa-
nies, together with optimal placement of representative offices, overseas branches, subsidiar-

ies, and affiliates.

Development of Low-Cost Operations
One important task is raising profitability with development of overseas business. To this
end, we strive to develop low-cost operations by continually improving our loss ratio and

expense ratio at each overseas base.

Thorough Risk Management and Compliance
To further improve overseas risk management and compliance, we are pursuing various
policies to strengthen internal control, together with strictly enforcing management mea-

sures at each business base to a degree equal to that of our domestic management system.

Overseas Sales Organization
NIPPONKOA has constructed an extensive overseas network, establishing insurance
underwriting firms and companies providing insurance-related services in the major bases,
along with setting up 25 representative offices in 15 countries throughout the world.

In addition, we have prepared a business structure adapted to the characteristics of
each region by establishing regional general managers in Europe and North America and

persons in charge of East Asia and Southeast Asia-Oceania.

Strengthening Sales Organization in China

In China, Japanese companies, one after the other, have moved into this huge market with
the development of a favorable investment environment, starting with the legal system,
since that country’s participation in the World Trade Organization (WTO). NIPPONKOA
is developing an organization to provide services to all regions in China, establishing six
representative offices and forming a business alliance with AIU Greater China, which has

the largest network of any foreign-owned insurance company in China.
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Establishment of the Suzhou Branch Office
To further strengthen our business structure, we are preparing to open a branch in Suzhou,
a city of considerable economic growth that has a concentration of Japanese companies,

which will allow us to start direct insurance sales and services.

Establishment of the Insurance Institute of China KOA Innovation Fund

In April 2006, we established The Insurance Institute of China KOA Innovation Fund
with the goal of assisting individuals and organizations that have demonstrated innovation
in theory, systems, products, and other aspects of the insurance field in China. This is the

first such undertaking by a Japanese insurance company.

Strengthening Services in Europe and North America

European Subsidiary’s Service Organization

NIPPONKOA Insurance Co. (Europe) Ltd., our wholly owned subsidiary headquartered
in London, has operating licenses in the main European countries and provides services
such as underwriting and accident claims settlement. In Central and Eastern Europe, the
company has established alliances with foremost local insurance companies and uses lead-
ing European specialists in areas such as risk consulting and assessment, enabling it to pro-

vide complete services. In March 2006, it received an Insurer Financial Strength Rating of

“A” from Standard & Poor’s.

Service Organization in the United States

NIPPONKOA has had a collaborative agreement for over 30 years with St. Paul Travelers
Companies, Inc., a comprehensive property and casualty insurance firm with the sec-
ond largest market share in the United States. Our partner provides high-level services
on a nationwide scale, starting with casualty insurance services and sophisticated risk

control services.

Reinsurance

Reinsurance is one of the essential parts of the Company’s operations and is an important
aspect of the business dealings with both domestic and overseas partners. NIPPONKOA
has developed solid, long-term relationships with fellow insurance companies, allowing it
to effectively diversify risks and provide reinsurance as needed. As for assumed business, we
strive to be prudent and selective in our underwriting by focusing on the transparency of

the risks involved.
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This section outlines the operating results of the NIPPONKOA Insurance Group for fis-
cal 2005 (April 1, 2005—-March 31, 2006), covering primarily the financial results of the
parent company as well as its life insurance subsidiary.

The translation of yen amounts into U.S. dollar amounts are included solely for convenience and have been made, as a matter of
arithmetical computation only, at ¥117.47=US$1, the approximate rate prevailing at March 31, 2006.

1. Key Indicators

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Non-consolidated basis:
Parent company
Net premiums written ¥708,319 ¥722,858 $6,029,790
Loss ratio*! 62.7 % 64.5 % 62.7 %
Expense ratio*’ 35.7% 34.4 % 35.7%
Underwriting profit (loss) 1,108 (35,962) 9,434
Ordinary profit 26,798 22,534 228,133
Net income 13,273 14,559 112,992
Life insurance subsidiary
Ordinary profit 1,104 896 9,398
Net income 63 189 543
Consolidated basis:
Ordinary profit ¥ 24,486 ¥ 21,634 $ 208,451
Net income 10,670 13,467 90,835

*1: Loss ratio = (Net losses paid + Loss adjustment expenses) / Net premiums written > 100
*2: Expense ratio = (Operating and administrative expenses on underwriting +
Net commissions and brokerage expenses) / Net premiums written %100

2. Net Premiums Written
The following is a review of net premiums written in fiscal 2005.

Regarding fire insurance, net premiums for general-type fire insurance increased, but
there was a decrease in net premiums for long-term fire insurance. The net result was a
2.7% decline in net premiums written.

In voluntary automobile insurance, which accounts for approximately 50% of total
premium income, the average premium per vehicle decreased because of an expansion in
discounts given to drivers with an excellent record and there was a decline in the number of
insured vehicles. The result was a 1.7% decrease in net premiums written.

For personal accident insurance, premiums decreased 3.5% because of weakness in sales
of savings-type policies caused by Japan’s low interest rates.

Premium income in the “Other” line increased 0.6% due to strong sales of general
liability insurance and others. Net premiums from marine insurance increased 7.6% as the
result of robust foreign trade.

Consequently, net premiums written for all lines decreased 2.0%. On a consolidated

basis, net premiums written declined 1.5%.
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B Net Premiums Written Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Amount Change % change Amount Amount
Non-consolidated basis (Parent company):
Fire ¥106,088 ¥ (2,922) (2.7)% ¥109,010 $ 903,110
Marine 17,990 1,267 7.6 % 16,722 153,150
Personal accident 59,756 (2,198) (3.5)% 61,955 508,699
Voluntary automobile 338,116 (5,711) (1.7)% 343,828 2,878,325
Compulsory automobile liability 107,218 (5,456)  (4.8)% 112,674 912,729
Other 79,148 483 0.6 % 78,665 673,774
All lines ¥708,319 ¥(14,538)  (2.0)% ¥722,858 $6,029,790
Consolidated basis:
All lines ¥717,727  ¥(10,693)  (1.5)% ¥728421 $6,109,877
3. Net Losses Paid

Net losses paid in fiscal 2005 were much lower than in fiscal 2004, when there were a large
number of natural disasters in Japan. During the past fiscal year, ¥9.7 billion was paid out
in claims for natural disasters compared with ¥68.9 billion in fiscal 2004. Fire insurance
was mostly impacted by the decline in natural disaster losses, with its loss ratio improving
39.0 percentage points, to 46.5%.

The loss ratio worsened for marine insurance, personal accident insurance and voluntary
automobile insurance. However, the number of contracts increased in all these categories in
fiscal 2004, so fiscal 2005 results were influenced by the first full fiscal year of payments
involving these policies. NIPPONKOA was Japan’s only major insurance company that
recorded growth in voluntary automobile insurance premiums in fiscal 2004. There was
also a 4.0% increase in the number of vehicles insured in fiscal 2004. Therefore, the fiscal
2005 loss ratio for voluntary automobile insurance was especially affected by these trends.

The loss ratio for compulsory automobile liability insurance also deteriorated, but
this was the result of the termination of reinsurance ceded to the government following a
revision in this insurance system.

As a result, the overall loss ratio decreased 1.8 percentage points to 62.7%.

. Thousands of
W Net Losses Paid Millions of Yen l?.l;ﬁ)nollsa(r)s
2006 2005 2006
Amount  Change Loss ratio Amount  Loss ratio Amount

Non-consolidated basis (Parent company):
Fire ¥ 45,551 ¥(43,580) 46.5% ¥ 89,132 85.5% $ 387,771
Marine 8,546 1,881  48.6% 6,665 412 % 72,757
Personal accident 25,507 1,931 472% 23,575 427 % 217,141
Voluntary automobile 205,156 10,842  66.1% 194,313 62.1% 1,746,457
Compulsory automobile liability 75,515 9,507 75.8% 66,007 64.6 % 642,847
Other 48,730 (394) 66.9% 49,124 68.0 % 414,831
All lines ¥409,007 ¥(19,811) 62.7% ¥428,819 64.5 % $3,481,805

Consolidated basis:

All lines ¥413,773  ¥(18,631) ¥432 404 $3,522,372
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4. Expenses
The Company is continuously working to reduce its expenses to achieve the goal of low-
cost operations.

Personnel expenses were about the same as one year earlier, but non-personnel expenses
rose ¥3.6 billion because of large-scale I'T investments and other items.

As a result, Company expenses increased ¥3.6 billion, raising the expense ratio 1.3 per-

centage points to 35.7%.

Thousands of
O Expenses Millions of Yen U.S. Dollars
Company expenses 2006 2005 2006
and expense ratio p:/eomoifunne\: p:{:n?ifur:r?:
“fafe"‘ company) Amount  Change  written Amount written Amount
Billions of Yen %
e 40 Non-consolidated basis (Parent company):
Underwriting costs and expenses:
Net commissions and brokerage ¥123,873  ¥(1,955) 17.5% ¥125,829 174 % $1,054,512
* 3 Operating and administrative
expenses on underwriting 129,213 6,655 18.2 % 122,558 17.0 % 1,099,974
o3 Total ¥253,087 ¥4,699 357%  ¥248387  344%  $2,154,486
o34 Company expenses™":
Personnel expenses ¥ 88319 ¥ 26 12.5% ¥ 88,293 12.2 % $ 751,848
Non-personnel expenses 73,433 3,616 10.4 % 69,816 9.7 % 625,122
o 3 Contributions 501 (149 01% 516 0.1% 4,272
Taxes 8,619 39 1.2% 8,579 12 % 73,373
30 Total ¥170,873 ¥3,667 24.1% ¥167,206 23.1% $1,454,617

‘02 ‘03 ‘04 '05 ‘06

[ Company expenses

Consolidated basis:
Company expenses™' (Total) ¥185,715 ¥ 7,685 25.9% ¥178,029 244 % $1,580,957

*1: Company expenses = Loss adjustment expenses + Operating and administrative expenses

Expense ratio

5. Underwriting Profit (Parent Company)
Due to the above items, the underwriting balance (net premiums written minus net losses
paid minus the sum of loss adjustment expenses and underwriting costs and expenses)
increased ¥3.1 billion from the previous fiscal year to ¥11.2 billion.

Underwriting profit improved ¥37.0 billion, resulting in a profit of ¥1.1 billion. The
improvement in underwriting profit was greater than the increase in the underwriting bal-
ance, because underwriting profit for fiscal 2004 reflected one-off additional provisioning

for the catastrophe reserve.
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6. Investment Income

¥51.2 billion.

M Interest and Dividend Income

B Underwriting Balance/Profit Millions of Yen
2006 2005
% of net % of net
premium premium
Amount written Amount written
Non-consolidated basis (Parent company):
Net premiums written ¥708,319 100.0 % ¥722,858 100.0 %
Less: Net losses paid & Loss adjustment expenses 444,001 62.7 % 466,392 64.5 %
Less: Underwriting costs and expenses 253,087 35.7% 248,387 344 %
Underwriting balance ¥ 11,230 1.6 % ¥ 8077 1.1%
Underwriting profit (loss) ¥ 1,108 0.2% ¥(35,962) (5.0)%
. Underwriting Funds Millions of Yen Millions of Yen
Underwriting 0f which
as of March 31, 2006 reserves 0f which catastrophe Reserve for
(total) premium reserve reserve outstanding claims
Amount Change  Amount Change  Amount Change Amount Change
Non-consolidated basis (Parent company):
Fire ¥ 449,186 ¥13,398  ¥352,187 ¥ 6,239 ¥96,998 ¥ 7,159  ¥32386 ¥(2,599)
Marine 344 6,007 (421) 16,225 765 8,616 245
Personal accident 785 30,567 (1,024) 31,654 1,810 13,586 1,370
Voluntary automobile 148,902 (17,801) 97,186  (2,739) 51,715 (15061) 110,553  (1,053)
Compulsory automobile liability 188,552 10,436 188,552 10,436 — 28,262 (65)
Other 123,079 5919 80,391 191 42,688 5728 48,478 4,844
All lines ¥ 994,175 ¥13,082  ¥754,893 ¥12681 ¥239,282 ¥ 401  ¥241,.883 ¥ 2,741
Reserve for deposit premiums
on savings-type policies 1,191,606  (71,783)
Total ¥2,185,781 ¥(58,701)

The parent company’s interest and dividend income increased ¥3.8 billion in fiscal 2005 to

Additionally, interest and dividend income on deposit premiums of savings-type poli-
cies (to be returned to the policyholders upon maturity), decreased ¥1.7 billion. As a resul,

there was an increase of ¥5.5 billion in net interest and dividend income.

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Amount Change % change Amount Amount
Non-consolidated basis (Parent company):
Interest and dividend income ¥51,279 ¥ 3,817 8.0% ¥47 462 $436,535
Less: Interest and dividend income
on deposit premiums 28,238 (1,766) (5.9)% 30,005 240,391
Net interest and dividend income ¥23,041 ¥ 5,584 32.0% ¥17,456 $196,143
Consolidated basis:
Interest and dividend income ¥56,061 ¥ 4,782 9.3 % ¥51,278 $477,238
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7. Realized Gains/Losses on Securities, and Revaluation Loss on Securities
The net gain on the sale of securities (sales gains minus sales losses) declined ¥45.6 billion
to ¥8.5 billion in fiscal 2005, and realized gains including redemption profit on securities
totaled ¥9.0 billion, ¥45.7 billion less than one year earlier. (All figures are for the parent
company.)

The primary reason for this decrease is that the Company sold a smaller amount of
relationship stocks in fiscal 2005: a book value of ¥5.5 billion, compared to a book value of
¥59.9 billion sold in fiscal 2004.

The revaluation loss on securities at the parent company was ¥0.8 billion.

M Realized Gains/Losses on Securities . Thousands of
Millions of Yen U.S. Dollars
2006 2005 2006

Non-consolidated basis (Parent company):
Net gain (loss) on sale of securities:

Domestic bonds ¥ 321 ¥ (853) $ 2,740
Domestic equities 7,301 50,332 62,158
Foreign securities, etc. 82 4,674 7,596
Total 8,515 54,153 72,495
Redemption profit on securities 489 621 4,164
Realized gains ¥9,005 ¥54,775 $76,659
Consolidated basis:

Net gain on sale of securities 8,597 55,284 73,188
Redemption profit on securities 364 619 3,105
Realized gains ¥8,962 ¥55,904 $76,294
H it Thousands of
B Revaluation Loss on Securities Willions of Yen e
2006 2005 2006

Non-consolidated basis (Parent company):
Domestic bonds ¥ — ¥— $  —
Domestic equities 840 673 7,153
Foreign securities, etc. 9 31 81
Total ¥849 ¥704 $ 7,235

Consolidated basis:
Total ¥849 ¥704 $7,235
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Due to all of the above items, fiscal 2005 profit and losses were as follows.

The difference between non-consolidated and consolidated net income was ¥1.5 billion

larger than in fiscal 2004. The primary reason is that fiscal 2004 consolidated earnings

include only six months of earnings from Sonpo 24, which was acquired in July 2004,

while fiscal 2005 includes a full year of earnings from this consolidated subsidiary.

B Summary of Profit and Losses

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Amount Amount Amount
Non-consolidated basis (Parent company):
Underwriting:
Underwriting profit (loss) (1 ¥ 1,108  ¥(35,962) $ 9,434
Miscellaneous income (expenses) related to underwriting (2) (613) 139 (5,226)
Total of underwriting (M+(2)=(A) 494 (35,823) 4,207
Investment, etc.:
Investment profit (loss):
Net interest and dividend income (3a) 23,041 17,456 196,143
Net gain on sale of securities (3b) 8,515 54,153 72,495
Less: Revaluation loss on securities (30 849 704 7,235
Redemption profit on securities (3d) 489 621 4,164
Gain on money held in trust (3e) 7,100 1,644 60,445
Gain (loss) on derivative financial instruments (3) (7,355) (7,200) (62,616)
Other investment income (loss)*’ (39) 291 (134) 2,481
Total of the above (3) 31,232 65,837 265,878
Less:  Investment expenses, etc. (4) 6,666 7,074 56,748
Other ordinary income (loss) (5) 1,738 (404) 14,796
Total of investments, etc. (3)-(4)+(5)=((B) 26,304 58,357 223,926
Ordinary profit (A)+(B) 26,798 22,534 228,133
Special income (loss) (8,623) 2,122 (73,409)
Less: Income taxes, including deferred tax 4,902 10,097 41,732
Net income ¥13,273 ¥ 14,559 $112,992
Consolidated basis:
Ordinary profit 24,486 21,634 208,451
Net income ¥10,670 ¥ 13,467 $ 90,835

*1: Other investment income (loss) is composed of the following items:

Gain (loss) on foreign exchange - Addition to reserve for investment losses + Other investment profit (loss)
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9. Financial Base

In terms of financial base, the Company preserved the soundness of its assets in fiscal 2005.
On a non-consolidated basis, unrealized gain on domestic equities totaled ¥776.2 billion
and unrealized gain on all securities totaled ¥784.1 billion at the end of March 2006.

M Unrealized Gain on Millions of Yen Thousands of U.S. Dollars
Available-for-Sale Valuebsrllown Unrealized Valuebsrllown Unrealized
o on balance gain on balance gain
Securities as of March 31, Cost sheet (before tax) Cost sheet (before tax)
2006 (a) (b) (b-a) (a) (b) (b-a)
Non-consolidated basis (Parent company):
Domestic bonds ¥ 965,440 ¥ 953,821 ¥(11,618) $ 8218614 S 8,119,705 § (98,908)
Domestic equities 384,082 1,160,372 776,290 3,269,619 9,878,032 6,608,413
Foreign securities, etc. 407,859 427,319 19,460 3,472,029 3,637,690 165,660
Total of securities ¥1,757,382  ¥2,541,513 ¥784,131 $14,960,263  $21,635,429 $6,675,165
Consolidated basis:
Total of securities ¥1,865,101  ¥2,659,577 ¥794,475 $15,877,259  $22,640,481 $6,763,222

The solvency margin ratio is one of the measures which the Financial Services Agency
in Japan uses in assessing the financial condition of insurance companies. A company is
regarded as having adequate solvency if this ratio exceeds 200%. With a ratio of 1,056.5%,

the parent company has a very sound financial position.

W Solvency Margin Ratio Millions of Yen
2006

Non-consolidated basis (Parent company):
Solvency margin

Total shareholders’ equity*' 279,897
Reserve for price fluctuations 15,442
(atastrophe reserve 280,953
Reserve for doubtful accounts (general) 433
Unrealized gain or loss on available-for-sale securities (before tax effect deduction) 704,157
Unrealized gain or loss on land 2,670
Subordinated debts _
Deduction items 15,000
Other items 73,029
A. Total amount of solvency margin ¥1,341,584
Risks
Ordinary insurance risks (R;) 39,928
Assumed interest rate Risks (R,) 2,102
Asset management risks (Rs) 135,951
Business management risks (R.) 5,651
Major catastrophe risks (Rs) 104,612
B. Total amount of risks: v/ Ry+(R,+R;)? + R, +Rs ¥ 253,976
Solvency margin ratio: A / (B x 1/2) x 100 1,056.5 %

*1: Excluding predetermined outflows from the Company, deferred assets and unrecognized gain or loss on other securities.
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M Overview of Balance Sheet
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A summary of the non-consolidated balance sheet for the parent company is shown below.

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Amount Proportion Amount  Proportion Amount
Non-consolidated basis (Parent company):
Total assets: ¥3,477,787 100.0 %  ¥3,202,962 100.0 % $29,605,747
Liabilities:
Reserve for outstanding claims 241,883 7.0% 239,141 75% 2,059,104
Underwriting reserves:
Premium reserve 754,893 21.7 % 742,211 232 % 6,426,263
(atastrophe reserve 239,282 6.9 % 238,880 75% 2,036,963
Reserve for deposit premiums
on savings-type policies 1,191,606 343 % 1,263,390 394% 10,143,919
Total (Underwriting reserves) 2,185,781 62.8 % 2,244,482 70.1% 18,607,146
Others 260,771 7.5% 140,678 44 % 2,219,899
Total liabilities ¥2,688,436 77.3%  ¥2,624,302 81.9 % $22,886,151
Shareholders” equity ¥ 789,351 22.7% ¥ 578,659 18.1 % $ 6,719,596

Investment assets, which represent a large percentage of total assets, are shown on page 36.
The Company divides these assets into three categories: “Deposit Premium Account,”
“General Account (Pure Investment Assets),” and “General Account (Other Assets). ”
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B Balance of Assets by - Thousands of
Millions of Yen U.S. Dollars
Investment Category as of General account Tota ol
March 31, 2006 Deposit
premium Pure Other
account investment investment Amount  Proportion Amount

Non-consolidated basis (Parent company):
Securities:
Domestic equities ¥ — ¥ 5333 ¥1,214911  ¥1,220,244 36.8 % $10,387,709

Yen denominated-securities,
excluding equities:

Public and corporate bonds 815,815 262,071 2,263 1,080,150 32.6 % 9,195,118
Others 10,000 52,506 6,264 68,770 2.1% 585,430
Total 825,815 314,578 8,527 1,148,921 347 % 9,780,548

Foreign currency
denominated-securities:

Public and corporate bonds 23,798 232,091 — 255,889 7.7 % 2,178,342
Others — 20,046 18,887 38,934 1.2% 331,442

Total 23,798 252,138 18,887 294,824 89 % 2,509,785

Total of securities 849,614 572,049 1,242,326 2,663,989 80.4 % 22,678,043
Monetary receivables bought 21,358 4182 104 25,646 0.8% 218,322
Money in trust — 64,039 50 64,089 1.9 % 545,578
Loans 219,496 — 64,021 283,518 8.6% 2,413,537
Bank deposits 51,226 22,663 69,682 143,573 43 % 1,222,213
Call loans 3,000 — — 3,000 0.1% 25,538
Land and buildings — — 127,676 127,676 3.9% 1,086,884
Investments assets (total) ¥1,144,696  ¥662,934 ¥1,503,862  ¥3,311,493 100.0 % $28,190,118

Total assets ¥3,477,787 $29,605,747
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11. Life Insurance

This last section of this review covers life insurance operations. Since we started the life
insurance business by establishing a subsidiary in 1996, we have worked steadily to raise
the amount of business in force. As a result, the amount of business in force for individ-
ual insurance at the end of March 2006 totaled ¥3.26 trillion as this figure continued its
steady growth.

Ordinary profit was only ¥1.1 billion, but this figure was held down by accelerated
provisioning for the policy reserves to reach the level calculated by the standard method
prescribed by the FSA*.

Ordinary profit and net income, before reflecting the additional portion of the provision
for policy reserves in order to achieve the FSA standard, were ¥4.6 billion and ¥2.3 billion,
respectively.

Embedded value increased ¥9.5 billion year on year to ¥70.7 billion.

As described above, the profitability of the life insurance business continues to increase.
The life insurance subsidiary is committed to further raising earnings by increasing the
Amount of business amount of business in force with the aim of contributing to consolidated earnings as soon

in force as possible.
(Individual life insurance/annuity)

Trillions of Yen

*Standard method for calculating policy reserve:

The Financial Services Agency in Japan requires insurance companies to set aside funds for standard policy reserves that are con-
sidered necessary from the standpoint of assuring the soundness of an insurance company’s financial position and for the protec-
tion of policyholders. The reserve is calculated based on the net level premium method using prescribed values for the expected

mortality rate and assumed interest rate.

. . Thousands of
M Life Insurance Business Millions of Yen U.S. Dollars
2006 2005 2006

Amount Change % change Amount Amount

Life insurance subsidiary:

Amount of business in force at term-end
Individual insurance, individual annuity ¥3,266,479 ¥351,628 12.1% ¥2,914,851 $27,806,928

Premium and other receipts 76,748 5,662 8.0% 71,085 653,344
U Investment income 4,914 (61) (1.2)% 4976 41,837
02 703 704 705 06 Ordinary profit 1,104 208 232% 896 9,398
Net income ¥ 63 ¥ (125) (66.3)% ¥ 189 $ 543
W Embedded Value Billions of UMS‘”I‘;';lS of
(Life insurance subsidiary) — ~
2006 2005 Change 2006
Embedded value:
Adjusted book value 30.2 30.0 0.2 257.1
Existing business value 40.5 31.2 9.3 344.8
Total ¥70.7 ¥61.2 ¥9.5 $601.9

EV of new business ¥ 48 ¥ 40 ¥0.8 $ 409
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INFORMATION ON RISKS AND UNCERTAINTIES RELATED TO OPERATIONS

This information is required by the amended Japanese disclosure rule to be mentioned in financial reports in Japan.
Matters relating to future developments in this section are based on the Company’s best judgment as of June 29, 2006, when the financial report was submitted to the Ministry of Finance of Japan.

Of the items contained in this annual
report pertaining to operating and finan-
cial conditions, those that are considered
to have an important influence on inves-
tor decision-making are listed below.
The Company is aware of these risks and
intends to make every reasonable effort
to avoid exposure to them, and shall take
appropriate steps to deal with any such
events should they occur.

Matters relating to future develop-
ments in this section are based on the
Company’s best judgment as of June
29, 2006, when the financial report was
submitted to the Ministry of Finance
of Japan.

(1) State of the Japanese economy
Most of the NIPPONKOA Insurance
Group’s insurance business is based in
Japan, and with regard to asset manage-
ment, the majority of Group assets is
invested in Japanese equities, bonds, and
loans. As a result, the financial condition
and business performance of the Group
will be strongly influenced by the state of
the Japanese economy.

(2) Intensified competition in the
non-life insurance industry
Competition in the non-life insurance
industry in Japan has intensified signifi-
cantly due to the effects of wide ranging
deregulation. These effects include large-
scale mergers, the opening of the indus-
try to new competitors, a rush to develop
new products, downward pressure on
premium rates, and the establishment of
new marketing channels through banks
and other businesses. In this business
environment, the financial condition
and business performance of the
NIPPONKOA Insurance Group may be
affected if it is unable to remain competi-
tive or loses a significant portion of its
market share, etc.

(3) Downgrading of financial rating
Financial ratings play an important role
as indicators of the financial stability

of an insurance company. NIPPONKOA

is presently rated “A+" by Standard &
Poor’s, “A+" by R&l, and “A” by A.M.
Best; however, these rating agencies
periodically review their findings, and
there is no guarantee that the Company
will continue to receive the same ratings.
If the Company’s financial rating should
be downgraded, this could affect the
Company’s marketing as well as a variety
of its other business activities.

(4) Risk accompanying changes in rel-
evant laws, regulations, account-
ing systems, etc.

The NIPPONKOA Insurance Group con-

ducts its insurance business under the

conditions and limitations imposed by
the Insurance Business Law, requlations
imposed by the relevant authorities and
others, appropriate accounting systems,
and so on. As a result, should these
laws, requlations or systems change in
the future, such changes could affect
the Group’s business operation, business
performance, and so on.

(5) Natural disasters

The NIPPONKOA Insurance Group is
exposed to a heavy potential loss should
itincur large losses to settle insurance
claims for damages caused by natural
disasters such as earthquakes, typhoons,
floods, etc. The Company maintains a
catastrophe reserve for such eventu-
alities, and also purchases reinsurance
coverage to help cover such losses, but
depending on the scale of the natural
disaster, the Group’s financial condition
and business performance could be seri-
ously affected by such an event.

(6) Risk of damages in excesses of
normal predictions for insurance
underwriting

The NIPPONKOA Insurance Group main-

tains an insurance contract reserve to

cover future liabilities, but should events
occur that were not foreseeable at the
time, and generate damages that exceed
normal predictions, the Group’s financial
condition and business performance
could be affected.

(7) Reinsurance risk

The NIPPONKOA Insurance Group works
to diversify its underwriting risk by
means of reinsurance; however, rapid
changes in the insurance and reinsurance
markets could make it more difficult

to obtain reinsurance coverage, and/or
could drive up reinsurance premiums,
resulting in exposure to unexpected risk.
Moreover, the bankruptcy or other failure
of one or more of our reinsurers could
make it impossible to recover part or all
of the amount being reinsured, and this
could affect the Company’s financial con-
dition and business performance.

(8) Overseas operations

QOverseas insurance markets include
inherent insurance risks that do not exist
in the Japanese market, so the busi-
ness environment overseas differs from
that in Japan. Moreover, the assets held
by overseas offices are affected by the
economic conditions of the country in
which they are located. Further, in some
countries and regions where business
operations have been established, there
may be country risks that could hinder
business operations, such as political or
social disorder resulting from terrorism
or riots, sudden changes in relevant laws
and requlations, or other risks.

Itis possible that the Company’s
overseas operations could suffer unfore-
seen damages as a result of such events,
and these could affect the NIPPONKOA
Insurance Group’s financial condition and
business performance.

(9) Life insurance

and other businesses
The NIPPONKOA Insurance Group is
investing substantially to establish
subsidiaries for a life insurance busi-
ness, mail-order non-life insurance, and
other operations in Japan. The markets
in which the Company is developing
these businesses are extremely competi-
tive, with companies that have already
established solid business foundations.
There is a possibility that the NIPPONKOA

Insurance Group will be unable to gain
earnings as expected.

(10) Risk of stock price volatility

The NIPPONKOA Insurance Group holds a
large amount of marketable securities as
assets. Stock markets are subject to con-
siderable fluctuations, and in such cases
changes in stock prices may have a major
effect on the Group’s financial condition
and business performance.

(11) Interest rate risk

Part of the assets of the NIPPONKOA
Insurance Group consists of bonds and
loans. When interest rates rise, there is a
risk that the price of bonds may fall, and
when interest rates fall, there is a risk of a
decline in interest income.

Moreover, with regard to savings-type
insurance and life insurance products
(products which guarantee the customer
a fixed yield), the Company is exposed
to a possible loss if the actual yield is less
than the originally guaranteed yield. In
this way, changes in interest rates may
have an effect on the Group’s business
performance.

(12) Liquidity risk

If it should become difficult to manage
cash flow due to the occurrence of a
major disaster, or if there is a sudden
increase in payouts as the result of a
sharp rise in insurance contract cancella-
tions, or if the Company is forced to sell
assets or raise funds when the markets
are disrupted or under other adverse
conditions, the NIPPONKOA Insurance
Group’s financial condition and business
performance may be affected.

(13) Credit risk

The NIPPONKOA Insurance Group holds
as assets equities, bonds, loans, etc.
However, if the companies that have
issued these securities and/or bonds,
the parties responsible for repayment of
those loans should go bankrupt, or other
events occur, it is conceivable that the
equities and bonds of such companies
could fall in value, and that collection

of principal and interest could prove
impossible. Such losses could affect the
Group’s financial condition and business
performance.

(14) Risk associated with exchange
rate fluctuations
The NIPPONKOA Insurance Group con-
ducts business transactions in foreign
currencies such as U.S. dollars and euros.
These transactions generate earnings and
expenses, as well as assets and liabilities
that are denominated in foreign curren-
cies. These are all exposed to risks associ-
ated with exchange rate fluctuations that
could affect the Group’s financial condi-
tion and business performance.

(15) Retirement benefit liabilities
Regarding retirement benefit liabilities
and expenses, the NIPPONKOA Insurance
Group makes estimates of future
liabilities over the long term, based on
forecast values and other basic rates.
Consequently, changes in the business
environment or conditions underlying

the assumptions for those forecast values
could significantly affect future liabilities,
and have a major impact on the financial
position and/or business performance of
the NIPPONKOA Insurance Group.

(16) Legal risk

The NIPPONKOA Insurance Group, in

the course of its business operations, is
subject in Japan to general laws requlat-
ing corporate management, such as the
company and anti-trust laws, as well as
to financial laws and regulations such

as the Insurance Business Law. Overseas,
the Company is subject to the relevant
laws and regulations of each country

or region. To ensure compliance with
these laws and regulations, the Company
conducts a thorough compliance pro-
gram for employees and insurance solici-
tors, as well as undertakes legal

risk management.

Nevertheless, in the event of a legal
dispute arising from failure to comply
with these laws and requlations, or from
other causes, there is a possibility that
lawsuits will be brought against the
NIPPONKOA Insurance Group, and that
depending on the extent of that lawsuit,
the Group's operational management
and/or business performance may
be affected.

(17) Major disaster risk

There is a possibility that damage
resulting from major disasters such

as earthquakes, typhoons, floods, etc.
may damage the NIPPONKOA Insurance
Group's offices and/or systems, impairing
its ability to continue normal operations.
Depending on the extent of such dam-
age, the Group’s operational manage-
ment and/or business performance may
be affected.

(18) Leaks of customer-related data
The NIPPONKOA Insurance Group handles
a great deal of customer-related data,
including both personal and company-
related information. The Group exercises
great care in the management of this
information; however, in the unlikely
event that a significant leak of such data
should occur, not only would our custom-
ers suffer serious inconvenience, there i<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>