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The Company’s current medium-term management plan is guided by two basic principles: share-
holder-focused management and cash flow management. The plan, which specifies targets for the
opening years of the 21st century, has enjoyed a strongly positive reception in the stock market.
Below, President Hideharu Uehara discusses factors influencing the drafting of the plan and strate-
gies for achieving the goals outlined therein.

Q: Ever since you assumed the presidency, Tokyo Gas has actively cultivated a corporate
Vision notably different from that in the past. What factors have influenced this shift?

A: While in the eyes of the populace very much a public utility, Tokyo Gas is at the same time a
joint-stock company. The Company has two different faces, one turned to the customer and
the other to the shareholder. In the past, management tended to focus on its obligations as a
public utility, more often than not prioritizing the needs of customers. As a consequence, man-
agement played down its responsibility as a private company, which is to serve shareholders by
maximizing corporate value and thereby increasing our share price.

During the past few years, our business environment has undergone considerable change.
For example, deregulation has liberalized the city gas industry and ushered in a growing range
of competing fields. In this new context, our future progress depends first
of all on our ability to effectively overcome nascent competitive challenges.

In addition to growing market imperatives, societal trends in general
have strengthened our resolve to increase our corporate value. Indeed,
this has always been a fundamental goal of joint-stock companies, which
is something that even at Tokyo Gas we cannot neglect no matter how
much we present ourselves as a public utility. Accordingly, Tokyo Gas has
now positioned itself as a company that seeks both to serve the custom-
ers in its operating region and to maximize corporate value for sharehold-
ers. And we are trying to project an image that accurately reflects this dual
focus.

Although these two goals may at first glance appear incompatible, |
believe they are mutually achievable. As liberalization moves forward, price

reductions implemented to enhance competitiveness result also in sav-
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00000000000 Profitability and Financial Position Improvement Targets

000 UnitD 0000100 millionsO

0000 Nonconsolidated 20000 300 20050 30000

March 31. 2000 March 31, 2005
0000 Net sales 8,699 10,200
000000000000 Net sales average growth rate m] 3.2%
000 Total assets 14,936 14,400
0000000 Interest-bearing debt 7,619 6,100
00O00doog Equity ratio 29.7% 39.0%

20000 300 5000000020010 3000 20050 3000
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ings—and thus improved service—to our customers. At the same time, this sharpens our com-
petitive edge, which ultimately leads to increased corporate value and thus benefits our share-
holders. This is why we cite free cash flow as the best indicator of how well we are fulfiling both
our duty to the customers in our region, on the one hand, and our obligations to shareholders,
on the other. Free cash flow is an effective measure of progress in improving services to cus-

tomers and in increasing corporate value for shareholders.

Q: What is your estimate for free cash flow in the next few years?
A: As stated in our medium-term management plan, we aim to generate a total of ¥250 billion

in nonconsolidated free cash flow by the year ending March 31, 2005. To achieve this, we will
focus on raising both revenues and asset efficiency by reinforcing our sales capabilities and by
enhancing management efficiency. In addition, our free cash flow projections take into account
two reductions in gas charges, one implemented in December 1999 and another planned for
the current fiscal year, which together represent a reduction of 4% to 5%. We do not anticipate
any subsequent charge reductions before the year ending March 31, 2005. Although Tokyo
Electric Power reduced its electricity charges in October 2000, we remain confident that our

4%-5% cuts, once fully implemented, will make us sufficiently competitive. In the unexpected
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of-the-art technological expertise, which enables swift
responses to changing market needs. Drawing on these strengths, we intend to expand our
presence in existing businesses and build up demand in new fields, such as electric power. Gas
cogeneration systems, which provide electricity and thermal energy, will receive special attention.
We project that the volume of gas sales will rise an average of 6.5% annually by the year ending
March 31, 2005. Within that increase, we expect sales of gas used for power generation,

including cogeneration, to rise a solid 20% per year.

Q: Please explain more about gas cogeneration systems, which you expect to contribute to
strong future growth.

A: Gas cogeneration is a highly energy-efficient form of power generation whereby city gas is
used to drive gas engines and turbines that supply power to factories and buildings. The ther-
mal energy produced by this process is also usable as an energy source. As a result, cogenera-
tion is being introduced in a wide range of built environments, from factories and other industrial

facilities to such facilities as office buildings and hospitals. Tokyo Gas has worked on developing
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cogeneration technology for many years. We are proud to count ourselves among the leaders,
in Japan and the world, in terms of engineering ability and the know-how required for these
systems.
Recently, a shift from large-scale power generation to small distributed power sources has
been gathering momentum. In this context, Microturbine potentially has a major role to
play. At Tokyo Gas, we are developing Microturbine for commercial cogeneration use,
which we plan to launch for full-scale marketing some time after 2001, mainly to
small and medium-sized hospitals, hotels, convenience stores, and fast-food
outlets. Expected proceeds from sales of this Microturbine were not included in
our medium-term management plan’s forecast of ¥250 billion in free cash flow.
In addition, a fuel cell cogeneration system for residential use holds great
promise for the future. This system generates electricity as well as hot water
through Polymer Electrolyte Fuel Cells (PEFC), using hydrogen reformed from
gas. Already, Tokyo Gas is developing this type of fuel cell, for which we are
planning an initial market launch in five years, with full-scale marketing in about

10 years. Given a marketer’s ideal scenario of a fuel cell in every home, and

considering that the market in our service area amounts to approximately eight

million households, potential demand for this product is immense.
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Cogeneration system, combining
Microturbine and a heat recuperator
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Q: How do you plan to go about improving asset efficiency?

A: A thorough streamlining of assets, together with reduced capital expendi-
tures resulting from the introduction of new technologies, ought to enable an
infrastructure-intensive company such as Tokyo Gas to improve asset efficiency. These mea-
sures will also enable us to set gas charges at levels that strengthen gas’ competitiveness vis-
a-vis other forms of energy. As a result of increased gas sales, we hope to improve earnings still
further. We gauge improved asset efficiency in terms of return on assets (ROA) and total assets
turnover. Our goal is to raise nonconsolidated ROA to an annual average of 1.9% for the five
years from the year ending March 31, 2001, through the year ending March 31, 2005. Over the

same period, we aim to raise average total assets turnover to 0.65 times.
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tem into our existing six divisions, enabling each to operate
strategically, much like an independent company. For
example, each division is given its own targets for free cash
flow and ROA, along with other business goals already

established.

Q: How do you plan to utilize the free cash flow generated
in the future?

A: In addition to reductions to customer charges, mentioned
previously, we intend to pass on higher profits to shareholders,

reduce interest-bearing debt, and invest in new businesses.

000 Estimated

Passing profits on to shareholders is among our most important
0 O O Mdustrial Use

management tasks, as is reducing customer charges. After
implementing price cuts during the current fiscal year, we intend to focus on passing on rising
profits to our shareholders, either via higher cash dividends or through share buybacks. Once
we have assessed the actual free cash flow levels achieved in the coming years, we will reward
shareholders accordingly, most likely in the form of higher dividends.

We would also like to use free cash flow to reduce interest-bearing debt, which expanded
during the course of construction of our third Liquefied Natural Gas (LNG) Terminal at Ohgishima.
Our interest-bearing debt currently totals approximately ¥760 billion, equivalent to nearly half of
our total assets. We aim to reduce this to ¥610 billion by the year ending March 31, 2005.
Moreover, we plan to devote free cash flow to building up a presence in businesses that appear
to us likely to support our continuing development and growth. Specifically, we have placed
orders for two LNG tankers, which will be wholly owned by Tokyo Gas and will allow us to
reduce transportation costs and take better advantage of the LNG spot market. Also, we
intend to invest in such new businesses as electricity retailing through Ennet Corp., which we
have set up in partnership with the NTT Group and Osaka Gas. Finally, in the area of communi-

cations infrastructure we are cooperating with the Marubeni Group to install optical-fiber lines in
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the existing channels of the pipes for our district heating-and-cooling
system.

Such is our current thinking regarding the disbursement of free cash
flow, as projected in our medium-term management plan. While remain-
ing alert to changes in the business environment, we will consider and
review all free cash flow disbursements, being ever mindful of the

imperative to maximize corporate value.

Q: Shareholder-focused management is emphasized in the current
medium-term management plan. What would you like to stress to
shareholders and other stakeholders, and what steps are you taking
to improve corporate governance?

A: We want shareholders and other stakeholders to have an informed
understanding of Tokyo Gas’ future potential. Accordingly, we disclose
appropriate information in a timely manner, and are working to enhance our investor relations
(IR) activities generally. The nature and structure of our business make Tokyo Gas a medium- to
long-term investment, with medium- to long-term prospects for improved profits and higher
returns. The Company is not a good candidate for short-term investment results.

In our effort to maintain high levels of corporate governance, we hold weekly management
conferences, in addition to ongoing discussions by our Board of Directors. In these manage-
ment conferences, we discuss issues in depth and debate management approaches regarding
all matters of concern to the Company. | sincerely believe that these conferences effectively
benefit our corporate governance. In addition, we use the opinions of investors and analysts
received during our IR activities as valuable input supporting our efforts toward improved cor-
porate governance. To the extent possible, we reflect these opinions in our management deci-

sions in order to further maximize corporate value.
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