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JO0O000ddogodn Interview with President Hideharu Uehara

While maintaining high growth in its mainstay gas business, Tokyo Gas is striving
hard to become a “diversified energy services company”, seizing new business
opportunities presented by market deregulation. Below, President Hideharu
Uehara reviews the Company’s performance in the year ended March 31, 2001,
the first in the Company’s five-year medium-term management plan. He also
discusses his long-term vision for Tokyo Gas.

Q. In the context of ongoing market deregulation, what kind of company does Tokyo Gas aim
to become?

A: The gas industry has already undergone some liberalization with the deregulation of service
area and gas charges for large-volume users. In the electric power industry, the large-volume
user segment has also been deregulated, lowering the barriers separating the electric power
and gas sectors and allowing players from both sides to enter each other’s territory. In January
2001, the government’s Agency of Natural Resources and Energy established a research com-
mittee to study issues related to the creation of an effective gas market. The committee is
drawing up a 10-year regulatory framework and discussing concrete steps to be taken to cre-
ate that framework.

At Tokyo Gas, we believe market liberalization will provide major oppor-
tunities for us to expand the scope of our business. To assure a proactive
response and steady progress, we formulated a medium-term manage-
ment plan that serves as an action program shaping the Company’s evolu-
tion in the opening years of the 21st century. Guided by the plan, we will
fulfill our role as a diversified energy servises company, focusing on natural
gas as our core business while also supplying electric and heat energy
derived from natural gas. In these ways, we plan to elevate the Company

to a new stage of growth.

Q. How did Tokyo Gas perform in the year under review, and what is your
outlook for the future?

A: 'l am pleased to report that net sales and net income surpassed the

levels of the previous term. We are proud of these results, which are the
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Profitability and Financial Position Improvement Targets (Consolidated)
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product of management policies set out in the medium-term management plan. In the plan, we
regard increased free cash flow and ROA and reduction of interest-bearing debt as key targets
for improving profitability and our financial position. In the year under review, we raised net sales
by securing strong gas demand through aggressive sales activities. We also lowered overall
costs by reducing staff and holding down operating expenses. As a result, we exceeded the
plan’s initial targets by a substantial margin. In fact, we will achieve our management objectives
one year ahead of schedule, and our goal to reduce employees to 10,000 will be reached two
years ahead of plan. By the year ending March 2005, we aim to cut fixed costs per cubic meter

of gas sold to 21% below the level of the year under review, thus reinforcing competitiveness.
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Q. What is the growth potential of the gas market, which
is key to expanding revenues?

A: We have positioned natural gas as our core product.
Why? Because natural gas has minimal environmental
impact and helps save energy, and thus provides excel-
lent advantages compared with competing energy sources.
These advantages underscore the high esteem in which
natural gas is held in the market.

Our market is the Tokyo Metropolitan Area and surround-
ing regions, which together account for about one-third of
Japan’s GDP and are continuing to grow. In this market,

02 °03 ‘04 ‘05 06 we expect considerable expansion in demand for natural

000 Estimated
0 O O Mdustrial use

gas based on the growing importance of addressing envi-
ronmental issues. Under these favorable conditions, we
project annual growth in demand of more than 6% for the
five-year period covered by the medium-term management plan. This growth will derive princi-
pally from rising demand for gas in electricity generation and cogeneration. We believe 6%
annual growth is highly achievable since this figure was the result of specific calculations focus-

ing on large-volume users.

Q. How will you address risks arising from intensifying competition caused by deregulation?

A First, there is the risk of demand falling due to entry of new companies into the market.
Second, there is the risk of revenues declining due to reductions in charges caused by stiff
competition. To address these risks, we must reinforce our ability to succeed against such
competition. We believe we will win by taking advantage of our competitive strengths. For
example, we have unbeatable marketing strength based on our understanding of customers.
We also have leading-edge engineering capabilities, particularly in combustion technologies.
Moreover, we have a total gas pipeline network in excess of 40,000 kilometers and the loyal

trust of customers built up through more than 100 years of service. To attract demand from new
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users, we will utilize our accumulated engineering expertise. To discourage existing customers
from switching to other companies, we will further cut costs and succeed through price

competition.

Q. Do you have any concerns about price competition?

We are quite confident. Low prices are a major factor in beating the competition, and we
have set our prices strategically with the competitive positions of our rivals in mind. In Decem-
ber 1999 and again in February 2001, we implemented two reductions in gas charges, which
together brought prices down an average of 5%. As a result, our charges are considerably
lower than those of other domestic gas suppliers. In the area of regulated charges, which
includes households, we believe we are sufficiently competitive against electric power compa-
nies. For this reason, we do not anticipate any further charge reductions before the year ending
March 2005, the final year of our medium-term management plan. We expect competition to
intensify with the entry of Tokyo Electric Power and others into the market for large-volume
users and large-scale air-conditioning systems, which have been subject to deregulation.

However, we will work to cut costs through rigorous streamlining measures.

Q. What are your estimates for free cash flow and interest-bearing debt in the next few
years?

Initially, our plan was to generate a total of ¥249.8 billion in free cash flow by the year ending
March 2005. However, we have raised this target by ¥38.1 billion, to ¥287.9 billion. We will
begin by appropriating free cash flow and other liquid resources toward investments in new
businesses and passing profits onto shareholders. The remainder will subsequently be used to
reduce interest-bearing debt, which in turn will strengthen our financial position and lower fund-
raising expenses. In round figures, we plan to spend 25% of free cash flow on shareholder
benefits and 20% on new business investments. The remaining 55% will go to reduction of
interest-bearing debt, which we hope to cut to ¥570 billion by the year ending March 2005. This

figure is a reduction ¥40 billion lower than our original goal of ¥610 billion.
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Q. What kind of new businesses are you targeting?
A: Our medium-term management plan calls for entry into new businesses that will generate

high profits. When it was formulated, our concrete plans were limited to building LNG carriers
with the aim of entering the market for LNG distribution. Since then, however, we have estab-
lished a dedicated organization charged with planning and executing the Company’s entry into
new business fields, and have since aggressively promoted alliances with companies in non-gas
sectors. In addition to building LNG carriers, we are targeting such fields as electricity and
telecommunications.

In the electricity field, we formed ENNET Corp. in partnership with NTT Facilities and Osaka
Gas. ENNET began retailing electricity in April 2001. We also have an equity stake in My Energy
Co., Ltd., an affiliate of Tokyo Electric Power. My Energy was formed to promote sales of micro
turbines, which have been developed to serve small and medium-sized energy users. We have

transferred staff to My Energy, which has started marketing activities. In addition, we are
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building a 100,000-kilowatt-class power plant at our Sodegaura termi-
nal, with operation targeted to begin in the year ending March 2004. In
June 2001, we established a new company called Tokyo Gas Bay Power
Co., Ltd., to sell electricity produced by the facility.

In the telecommunications field, we purchased an equity stake in
MetroAccess Co., Ltd., a telecommunications company. We also
established a home portal company called Home Clip Co., Ltd. And we
set up the East Japan Housing Evaluation Center Co., Ltd., which

provides performance evaluations of residential facilities.

Q. How do you view relationships with shareholders and other
investors?

A: Our medium-term management plan mandates that we “transform
ourselves into a company that is always evaluated highly by customers,
shareholders, and the general public.” Guided by this quest, we
proactively disclose information as appropriate and devote substantial resources toward inves-
tor relations (IR) activities. We want shareholders and other investors to have an informed
understanding of Tokyo Gas’ future potential as a medium- to long-term investment.

In the year under review, we demonstrated our commitment to shareholder return by raising
our annual cash dividend by ¥1.00, to ¥6.00 per share. We plan to maintain and continue in the
future the dividend at this level as well as hope to boost shareholder return through possible

share buybacks.

Q. What steps are you taking to improve corporate governance?

A In our efforts to raise shareholder value, we reorganized the Company into strategic divisions,
each with its own targets for free cash flow and ROA. Now, we operate as a “virtual company,”
helping our strategic divisions attain their specific goals. In addition, we use the opinions of
investors and analysts received during our IR activities as valuable input supporting our efforts
to improve corporate governance. Where possible, we reflect these opinions in our

management decisions in order to further raise corporate value.
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