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Founded in 1888, Nippon Oil has been a leading company in the Japanese oil industry for more
than a century. We have the largest oil refining capacity and the top share of fuel sales in Japan.

The Opportunities
Nippon Oil—At a Glance

Market Sector Market Environment Market Data

Exploration &
Production (E&P)

Refining and
Marketing

Petrochemicals

Gas, Power and
Renewables

� Historic surge in crude oil prices

� Fierce competition for natural resources with

the increasing participation of such rising eco-

nomic powers as China and India

� Japanese domestic markets: Oil still main pri-

mary energy source but demand declining

� Asian markets: Demand growing from coun-

tries centered on China

� Demand growing in Asian markets centered

on China

� Despite growth in production capacity in

Asia and the Middle East, continued capac-

ity shortfalls for paraxylene and propylene,

etc.

� Acceleration trend of electric power market

deregulation

� Rising expectations regarding the potential

of next-generation energy systems for coun-

tering global warming
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A Cautionary Note on Forward-Looking Statements
The financial forecasts, management targets, and any other estimates and projections of the Company presented in this report are based on information available to management as of the date set forth within.

Please note that actual results may vary significantly from projected forecasts due to various uncertain factors, and, as such, readers should take care when making investment decisions based solely on the forecasts herein.
The factors affecting actual results include but are not limited to economic conditions, crude oil prices, demand for and market conditions of oil-related products, and exchange rate and interest rate trends.

* ”FY 2006“ refers to the fiscal year ended March 31, 2007, and other fiscal years are referred to in a corresponding manner.
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Nippon Oil Nippon Oil Data

� Investment decisions focused on profitability

� Optimal risk-return balance combining

investment in exploration and acquisition of

production assets

� Take a long-term view to expand business

through ongoing improvement of technology

and expertise, centered on our core regions

• Marketing = Shifting Emphasis to Efficiency,
Productivity and High Added Value

• Refining = Response to declining domestic
demand for petroleum products

� Growing commissioned Refining operation & Exports
� Expanding Electric Power Operations
� Full-conversion Strategy
� Global Niche strategy for high-performance Chemical Products
� Advancing CRI strategy

�
Chemical Refinery Integration (CRI) Project

�
• Take opportunities of surge demand for

petrochemicals in Asian market
� Leveraging Japan’s largest refining capacity to

increase production of petrochemicals
� Commenced commercial operation of OCT

installation to boost output of propylene
� Manufacturing alliance with Mitsubishi Gas

Chemical Company for paraxylene
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• Institution of an integrated energy system
structure to provide wide range energy cus-
tomers need
� Natural Gas & LNG
� Electric power by leveraging the advantage of using

associated gas from refining process or infrastruc-
ture of refineries

� Promoting the world's first kerosene- and LPG-
powered residential-use fuel cells
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Fiscal 2001 Fiscal 2004

¥151 billion

¥54 billion

1st MEDIUM-TERM PLAN
Period of realizing the benefits
of the merger

2nd MEDIUM-TERM PLAN
Period of gaining footholds for new
business and creating strong positions

3rd MEDIUM-TERM PLAN
Period for building the foundation
for future development

Domestic demand for petroleum products

Overseas demand for petroleum and
petrochemical products

Dealing with environmental issues

Take policies of the
2nd medium-term plan
further and develop
� Increase earnings steadily

The Nippon Oil Group is aiming for ongoing growth until

fiscal 2010.

Through the first and second medium-term consolidated

management plans, we fundamentally improved our profit

structure. The third medium-term consolidated manage-

ment plan represents a period of building a solid founda-

tion for a future surge. As part of this, we are promoting

growth strategies aimed at establishing an integrated

energy company structure. The fourth medium-term

consolidated management plan will bring major leaps

forward as we achieve ongoing growth.

The Shape of the Nippon Oil Group in Fiscal 2010
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Fiscal 2007 Fiscal 2010

¥190 billion

4th MEDIUM-TERM PLAN
Period for making major leaps forward

Changes in composition of demand (Ratio of heavy fuel oil C decreases, ratio of light oil rises)
Demand will decline, although petroleum will continue to be the main source of energy for the long term.

Stricter environmental regulations
First commitment period under the Kyoto Protocol (’08 to ’12)

Growth in Asia (especially China and India)—— Demand outstrips supply
Emergence of an enormous market in Asia

Toward a sustainable
growth path as an
integrated energy
company

Consolidate position
as an integrated 
energy company
�Make preparations for
steady progress in imple-
menting growth strategy

Ordinary income,
excluding inventory valuation factors
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Major Achievements & Topics

Exploration & Production (E&P)
■ Start of commercial production at oil field onshore Papua New Guinea (March 2006)
■ Conclusion of financing agreement for Tangguh LNG project (August 2006)
■ Acquisition of new exploration blocks in U.K. North Sea (February 2007)
■ K2 acquisition of an oil and gas interest in the U.S. from Anadarko Petroleum Corporation (May 2007)
■ Moved to development stage at Phuong Dong oil field offshore Vietnam (May 2007)

Refining and Petrochemicals
■ Commenced commercial operation of Aroma Free (AF) solvent installation (June 2006)
■ Completed construction of lubricants and grease manufacturing facility at Yokohama refinery (July 2006)
■ Commenced commercial operation of Olefin Conversion Technology (OCT) installation boost output of propylene via

CRI (September 2006)
■ Announced plan to save energy and enhance competitiveness at the Mizushima complex (December 2006)

Gas, Power and Renewables
■ Launch of ESCO service in Aomori (March 2006)
■ Completion of the Mizushima LNG base (April 2006)
■ Commenced supply of natural gas to JR East (June 2006)
■ Completion of the Hachinohe LNG base (March 2007)
■ Launch of B.O.O. service to Fujifilm’s Yoshida-Minami factory (April 2007)
■ Installation of residential-use fuel cells in Tokyo Disneyland and public utilities including a fire station in Nagoya (2006)

Overseas Operations
■ Developed new blocks at Bulga coal mine in Australia (August 2006)
■ Commenced operation of Nippon Oil (Guangzhou) Lubricants Corporation lubricating oil plant (September 2006)
■ Commenced operation of lubricant oil and grease plant in the United States (October 2006)
■ Formed strategic business and capital alliance with SK Corporation of Korea (January 2007)

Research & Development
■ Established ENEOS Hydrogen Trust Fund (March 2006)
■ Established Nippon GTL Technology Research Association (October 2006)

PERFO
RM

AN
CE & STRATEGY
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2001 2002 2003 2004

Net sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥4,076,890 ¥3,949,571 ¥4,187,392 ¥4,279,751
Cost of sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,691,142 3,555,907 3,785,291 3,928,505
Selling, general and administrative expenses  . . . . . . . . . . . . . . . . 315,668 318,432 305,514 295,328
Operating income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70,079 75,231 96,586 55,918
Ordinary income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62,929 71,023 90,796 57,089
 (excluding inventory valuation factors)  . . . . . . . . . . . . . . . . . . . . — 54,400 42,700 81,300
Net income (loss)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,787 24,006 32,281 (133,526)
Total shareholders’ equity  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 898,083 924,140 929,987 821,202
Total net assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — —
Total assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,971,252 3,444,742 3,350,237 3,265,503
Total current assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,875,218 1,419,282 1,329,230 1,395,336
Total current liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,807,176 1,411,434 1,388,397 1,433,424
Working capital  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68,042 7,848 (59,167) (38,088)
Capital expenditures  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,200 122,500 148,500 136,900
Depreciation and amortization  . . . . . . . . . . . . . . . . . . . . . . . . . . . 123,367 113,461 99,358 107,045
R&D expenditures  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,218 10,449 10,037 9,685
Net interest-bearing debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 925,900 830,800 940,200 837,800

Amounts per share:
Net income (loss) per share  . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.28 16.11 21.03 (88.76)
Shareholders’ equity per share  . . . . . . . . . . . . . . . . . . . . . . . . 611.29 610.43 615.89 544.04
Cash dividends per share  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.00 7.00 7.00 7.00

Ratio:
ROA (Return on assets)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.77 0.65 0.95 (4.04)
ROE (Return on equity)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.4 2.6 3.5 (15.2)

(excluding inventory valuation factors)  . . . . . . . . . . . . . . . . . — — 0.3 (13.6)
Net debt-equity ratio  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103 90 101 102

Financial Highlights (Years Ended March 31)
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Thousands of
Millions of yen U.S. dollars

2005 2006 2007 2007

¥4,924,163 ¥6,117,988 ¥6,624,256 $56,137,763
4,437,411 5,521,192 6,176,656 52,344,542

285,281 292,866 287,915 2,439,958
201,470 303,930 159,684 1,353,254
212,435 309,088 186,611 1,581,449
151,700 142,700 195,800 1,659,322
131,519 166,510 70,221 595,093
953,240 1,130,328 — —

— 1,259,280 1,331,981 11,287,975
3,514,352 4,215,611 4,385,533 37,165,534
1,569,328 2,128,558 2,262,528 19,173,966
1,536,810 1,933,592 2,072,145 17,560,551

32,518 194,966 190,383 1,613,415
153,000 189,800 204,800 1,735,593
110,031 135,133 131,872 1,117,559
11,440 10,103 12,632 107,051

820,700 997,900 1,024,700 8,683,898

Yen U.S. dollars

86.72 114.08 48.12 0.41
631.77 775.62 829.64 7.03
10.00 12.00 12.00 0.10

%

3.88 4.30 1.63
14.8 16.0 5.9
10.7 6.6 6.4

86 88 84

¥5,954,390

¥407,893
¥58,456

¥203,516
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Refining and Petrochemicals
Major Achievements & Topics
■ Commenced commercial operation of Aroma Free (AF) solvent installation (June 2006)

■ Completed construction of lubricants and grease manufacturing facility at Yokohama

refinery (July 2006)

■ Commenced commercial operation of Olefin Conversion Technology (OCT) installation

boost output of propylene via CRI (September 2006)

■ Announced plan to save energy and enhance competitiveness at the Mizushima com-

plex (December 2006)

Response to Declining Demand for Petroleum Products in Japan

In response to a changing operating environment due to declining demand for petroleum

products in Japan, the Nippon Oil Group is working to thoroughly reduce costs and improve

efficiency while also preempting competitors in engaging in a range of response initiatives.

Growing Commissioned Refining Operations and Exports

In 2006, demand for petroleum products in Japan fell 5.2% year on year. In particular, demand

for gasoline fell by 1.5% and demand for heavy fuel oil A and heavy fuel oil C fell significantly as

the shift to gas and coal progressed. Looking forward, no great change is expected in this trend.

In contrast, we expect demand for petroleum and petrochemical products in the Asian

region, particularly in China and India, to grow along with the region’s economic develop-

ment. Moreover, the progressive implementation of environmental regulations is boosting

demand for low-sulfur (10 to 50ppm) diesel fuel.

In response to these contrasting domestic and overseas situations, the Nippon Oil Group

intends to proactively expand its exports of jet fuel, low-sulfur diesel fuel, heavy fuel oil C, and

other petroleum products in addition to efforts to grow commissioned refining operations.

Accordingly, the Group plans to strengthen its export capacity of each of its refineries. In the

first stage of this project, we invested a total of ¥1.1 billion in fiscal 2006 to increase capacity of

the export facility to 200,000 BD. We plan to increase this further to 230,000 BD during fiscal

2007. These efforts will enable us to respond flexibly to both demand in Japan and exports

based on trends in overseas petroleum product markets.
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Furthermore, the Group increased the volume of commissioned crude oil refining opera-

tions on behalf of China National United Oil Corporation (China Oil). Increasing demand for

petroleum products in China has steadily boosted this volume each year since we undertook the

commissioned refining of 20,000 BD in July 2004, increasing to 50,000 BD from April 2007. This

deal is one example of how we export petroleum products. It also benefits both parties by utiliz-

ing Japan’s largest refining capacity to allow both Nippon Oil and China Oil to secure ongoing

supplies of the products they require. We also concluded a memorandum of understanding with

CNPC, China Oil’s parent company, indicating the two companies’ intention to grow together by

fully leveraging their cooperative relationship and respective competitive advantages. (See the

Strategy in Asia section on page 18 for more information.)

Advancing Our CRI Strategy

Nippon Oil is implementing a strategy to use its refinery capacity in fields other than petro-

leum production. Central to these efforts is the Chemical Refinery Integration (CRI) project.

This project leverages the Company’s strength in creating petrochemical products from crude

oil using its refinery facilities. The objective is to operate an optimally efficient production sys-

tem that enables us to respond quickly and flexibly to trends in demand for petroleum and

petrochemical products. The project places particular emphasis on increasing production capacity

for paraxylene and propylene, for which rising sales volume is expected in China and other

Asian countries. During the period of the third management plan, Nippon Oil plans to increase

its annual production capacity for propylene and paraxylene to 0.8 million and 1.4 million

tons, respectively. As part of the CRI strategy, we constructed facilities for propylene produc-

tion using Olefin Conversion Technology (OCT) at the Group’s Kawasaki Operations Center,

with full-scale operation commencing in September 2006. At the Sendai refinery, we are

increasing production of xylene (a base material for paraxylene) and propylene, while also

carrying out construction of a Continuous Catalyst Regenerator (CCR) platformer and propy-

lene splitter, scheduled for completion in August 2007.

Expanding Electric Power Operations

Recently, the balance of demand for petroleum products is shifting, with declining demand for

heavy oil fractions and a greater proportion of demand for light oil fractions such as gasoline and

kerosene. As a result, making effective use of surplus heavy oil fractions is an issue in the industry.

In response to this, Nippon Oil decided to enter the IPP (independent power producer)

field. The Company has a huge refining infrastructure as well as considerable know-how re-

garding the operation of electric power plants.

LEFT:
AF solvent installation

RIGHT:
OCT installation

Refining Facilities of
the Nippon Oil Group

Muroran (180)

Sendai (145)

Toyama (60)

Negishi (340)
Osaka (115)

Mizushima (250)

Marifu (127)

(    )=Refining capacity thousand BD
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Negishi refinery

As this initiative entails electric power generation using heavy oil, which is projected to be

produced in quantities that exceed demand, it has the twin effects of rebalancing demand for

heavy oil and stably providing competitive electric power.

Nippon Oil initiated wholesale independent power producer (IPP) operations in 1998 at

the Osaka refinery. Now, we are operating IPP facilities at five refineries (Osaka, Yokohama,

Negishi, Marifu, and Muroran). These facilities have a total power supply capability of 700,000kW,

making Nippon Oil the third-largest IPP company in Japan.

Full-conversion Strategy

As another strategy to deal with surplus heavy residues, Nippon Oil is implementing utility

integration with petrochemical companies operating in the Mizushima complex. This plan is

slated for completion in the spring of 2009 and involves the construction of a solvent

deasphalting unit. This will allow the processing of heavier grades of crude oil, boost produc-

tion of middle distillates and reduce production of heavy fuel oil C. Additionally, it is planned

to provide the residue extracted from the unit as fuel to the neighboring petrochemical

companies. This plan is aimed at achieving yet higher levels of value-add at the Mizushima

refinery while also contributing to energy-saving efforts and enhanced competitiveness in the

Mizushima complex as a whole.

05FY
Results

06FY
Expected results

07FY
Forecast

10FY
Forecast
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Global Niche Strategy for High-performance Chemical Products

Another principal element of Nippon Oil’s petrochemical operations besides the CRI operations

described previously is the Company’s business manufacturing and marketing high-performance

petrochemical products used in diverse applications. For example, the Company has earned the

top share of the global market for ethylidene norbornene (ENB), a crosslinking agent in synthetic

rubber used to increase the resistance to heat and light (See the Overseas Operations section on

page 36 for more information). The Company also markets such products as high-boiling-point

Super Aromatic Solvent (SAS), applied to a pressure-sensitive paper solvent and synthetic insula-

tion oil, and Xydar, a liquid crystal polymer, which is marketed as a high-performance super

engineering plastic. Created by leveraging the Company’s special technologies and other capa-

bilities, these high-performance functional petrochemicals are generally characterized by high

profit margins and high global market shares, and Nippon Oil targets further expanding the scale

and profitability of functional petrochemicals business in the future as its global niche strategy.

Negishi refinery
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Thoroughly Shifting Emphasis to Efficiency, Productivity and High Added Value

The 1996 relaxation of petroleum product import restrictions halted the trend of growth in the

number of service stations in Japan. Subsequently, intensifying competition began reducing the

number, and the unprofitable facilities were progressively winnowed out by the legalization of

self-service service stations in 1998. Since then, the number has continued decreasing steadily.

Japan currently has approximately 46,000 service stations, of which the Nippon Oil Group oper-

ates about 10,400—the country’s largest service station network. As price-oriented competition

among service stations intensifies, Nippon Oil recognizes that it cannot simply take pride in the

large scale of its marketing network but must implement the following strategies for shifting its

marketing emphasis from quantity to efficiency, productivity and high added value.

The first strategy is to supply highly competitive products. One example is the Group's

environmentally friendly premium gasoline called ENEOS NEW VIGO, which reduces friction

inside engines to enhance both fuel economy and acceleration. Its improved engine-cleaning

capabilities remove grime from air valves and injectors to prevent deterioration in engine per-

formance. In addition, these capabilities generally clean up engine interiors in ways that reduce

the amount of carbon monoxide, hydrocarbons, and NOx in exhaust gases. Nippon Oil has

been a leader in marketing essentially sulfur-free (10ppm or less) gasoline products, which

lower the levels of harmful substances in exhaust emissions. As awareness of environmental

protection issues among consumers increases, products with these kinds of superior environ-

mentally friendly features are steadily growing in popularity to become more competitive in

the marketplace.

Marketing
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ENEOS Service Station

The second strategy is to build a high value-added service station network. Most Japanese

car owners are meticulous about automobile maintenance. Noting this, the Nippon Oil Group

is seeking to increase the competitiveness of its service station network by emphasizing the

creation of high value-added Dr. Drive service stations. Dr. Drive facilities provide ordinary

vehicle-care services—including lubricant oil checks and changes, car washing and waxing, and

tire sales and changing—as well as statutory vehicle inspections (required three years after new

vehicles are purchased and every two years thereafter), car washing by hand and daily vehicle

checkup inspections, and a range of other high quality vehicle-related goods and services.

Aiming to be the starting place for safe and comfortable driving by offering services just as

dependable as those of trusted family doctors, Dr. Drive facilities always feature nationally

qualified mechanics. This allows all drivers, even those not familiar with vehicular mechanics,

to discuss their issues in comfort. Because these characteristics make Dr. Drive facilities con-

siderably more competitive than ordinary service stations, during the first year after ordinary

service stations are converted into Dr. Drive facilities, their average monthly gross profit grows

by approximately ¥200,000. The number of Dr. Drive facilities has risen rapidly since Nippon

Oil began their full-scale creation in fiscal 2000. As of March 31, 2007, the Group had a net-

work of 2,403 Dr. Drive facilities, equivalent to roughly one quarter of the overall service station

network. In January 2007, Nippon Oil used a range of media and its service stations to adver-

tise the benefits of Dr. Drive facilities as the starting place for safe and comfortable driving. We

will continue to improve quality to respond to our customers’ expectations.

The third strategy is to restructure the network of affiliated service station operators that

manage all Nippon Oil service stations. In addition to the strategies described above, Nippon

Oil is seeking to enhance the competitiveness of its service stations by providing those opera-

tors with advice and assistance related to low-cost management. Further, we consider that

some restructuring is necessary based on the business judgment of affiliated service stations,

with the aims of strengthening the management base, improving management and maintain-

ing and strengthening sales channels. We will continue to consider such steps as necessary in

the future.

02FY

3,000

2,000

1,000

0
03FY 04FY 05FY 06FY

Dr. Drive Facilities (Number of service stations)

02FY

50,000

40,000

30,000

20,000

10,000

0
03FY 04FY 05FY 06FY

Number of Service Stations —— All Japan and Nippon Oil

■ All service stations in Japan

■ Nippon Oil service stations

REVIEW
 O

F O
PERATIO

N
S

Annual Report 2007  NIPPON OIL CORPORATION 31



NIPPON OIL CORPORATION  Annual Report 200732

Natural Gas and LNG

Nippon Oil is actively expanding its business with an integrated operating system covering the

whole of the natural gas business from exploration to marketing. Also, in downstream opera-

tions in Japan, the Group is proceeding with strategic infrastructure projects focused on spe-

cific regions and business partners. Those projects include constructing LNG terminals as starting

points for natural gas supply, and constructing power plants to create new demand. One example

is the use of existing infrastructure to construct a new LNG importing terminal (160,000kl

capacity) on idle land within the Mizushima refinery, which has been supplying gas to nearby

gas companies and industrial users since May 2006. Nippon Oil has also decided to construct

a new 160,000kl tank to cope with expected future increase in demand for LNG. We plan to

commence operation in fiscal 2011. In March 2007, Nippon Oil also completed construction

of a satellite LNG terminal of 4,500kl capacity for domestic marine shipments on a former

transshipment depot site in Hachinohe, Aomori Prefecture. This terminal provides local city

gas companies and industrial users with natural gas and LNG. Furthermore, we have been

supplying natural gas to JR East’s Kawasaki power plant since June 2006.

Electric Power

Deregulation of the Japanese electric power industry has encouraged a growing number of

companies to enter the electric power business from diverse industries. Wholesale power sup-

ply by independent power producers (IPPs) has been allowed since 1995, and the permitted

scope for the retail electric power supply business of power producers and suppliers (PPSs) has

been gradually broadened since 2000. The Company is well positioned to maintain strong

Gas, Power and Renewables
Major Achievements & Topics
■ Launch of ESCO*1 service in Aomori (March 2006)

■ Completion of the Mizushima LNG base (April 2006)

■ Commenced supply of natural gas to JR East (June 2006)

■ Completion of the Hachinohe LNG base (March 2007)

■ Launch of B.O.O.*2 service to Fujifilm’s Yoshida-Minami factory (April 2007)

■ Installation of residential-use fuel cells in Tokyo Disneyland and public utilities including

a fire station in Nagoya (2006)
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competitiveness in electric power operations by making good use of its huge refining infrastruc-

ture and by utilizing residue from its refining operations, which is projected to be in surplus, as

fuel for its power generation plants. We plan to earn a stable profit by expanding our electric

power operations to an extent that permits us to make the most of our competitive advantages.

Nippon Oil already has IPP plants at five Group refineries that have a total supply capacity

of 700,000kW, making the Company the third-largest IPP in Japan. In addition to wholesale

IPP operations, the Company has proactively developed its power producer and supplier (PPS)

retail electric power supply business under its third medium-term management plan. Besides

providing power to customers by using the surplus internal generating capacity of the Negishi

refinery and other facilities, since July 2005, the Company has procured power for PPS retail

marketing operations from Frontier Energy Niigata Co., Ltd.—a joint venture created in coop-

eration with Nippon Steel Corp. and Mitsubishi Corp. Furthermore, a joint venture between

Nippon Oil and Tokyo Gas Co., Ltd.—Kawasaki Natural Gas Generation Co., Ltd. has been con-

structing an 800,000kW natural gas-fueled power generation plant that is scheduled to begin

operations in fiscal 2008. A high-efficiency power generation plant fueled with associated gas

is under construction at the Sendai refinery, and the Company is planning retail marketing of

power from that plant from the second half of fiscal 2007. The PPS business in Japan is losing

competitiveness due to the high price of crude oil, leading some companies to withdraw from

the industry. However, the diverse portfolio of fuels used in Nippon Oil’s electric power busi-

ness, comprising natural gas, petroleum coke, associated gas from refineries and residue, enables

us to mitigate the effects of crude oil price rises. Under its policy of environmental protection,

Nippon Oil is also engaged in the wind-power generation business. The Company is operating

a 1,500kW wind turbine at its Akita Oil Depot and plans to increase its wind-power business

in scale.

Total Energy Systems (TES)

Nippon Oil has contributed to increased energy efficiency and reduced energy-related envi-

ronmental impact by developing and marketing petroleum fuel-based cogeneration systems

or supplying electric power from these systems. Making good use of the technologies accu-

mulated in the TES business with a total generating capacity of approximately 350,000kW,

Nippon Oil began providing energy service company (ESCO*1) services for the prefectural

government buildings and the police headquarters in Aomori Prefecture from March 2006

using a highly efficient cogeneration system and comprehensive methods for reducing build-

ings’ energy consumption.

In addition, Nippon Oil was commissioned to provide energy (totaling 55,000 kW) for

three manufacturing facilities operated by Fujifilm Co., Ltd., which has been shifting its fuel to

07FY 08FY
(Planned) (Planned)

IPPs 700 700

PPSs 200 960

Cogeneration 165 165

Total 1,065 1,825

Nippon Oil’s Electric Power Supply Capacity
(Thousand kW)

LEFT:
LNG Ship

RIGHT:
Hachinohe satellite LNG terminal

*1 ESCO business involves comprehensive energy con-
servation services that aim to conserve energy without
reducing customer convenience. Remuneration for
these services corresponds to a portion of the custom-
ers’ savings achieved due to higher energy efficiency.
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natural gas to reduce CO2 emissions. Commercial operation began at the company’s Yoshida-

Minami factory in April 2007. This is the largest B.O.O.*2 project in Japan through which Nippon

Oil provides total services, from procuring LNG to the installation, running and management

of highly efficient cogeneration systems. We intend to develop and promote a wide variety of

energy business formats tailored to the diverse needs of customers.

The total supply capacity of all of Nippon Oil’s various electric power operations will be

approximately 1,000,000kW as of March 31, 2008. Also the Company will boost this capacity to

approximately 1,800,000kW, comprised of 700,000kW in IPP operations, 960,000kW in PPS

operations, and 165,000kW in TES operations by March 2009. This will be achieved through

such steps as the procurement of power for PPS business from the Sendai refinery and the

Kawasaki-based joint venture with Tokyo Gas.

Fuel Cells

Since 1986, the Nippon Oil Group has undertaken fuel cell R&D programs that leverage its

advanced hydrogen refining and catalyst technologies. As fuel cells are environmentally friendly,

next-generation energy systems with great potential, the Nippon Oil Group is focusing on fuel

cells as a future key business area. In March 2005, we launched the ENEOS ECO LP-1, the

world’s first residential-use fuel cell system that uses liquefied petroleum gas (LPG) as fuel,

and we had installed a total of 369 units as of March 2007. The Group plans to actively install

this efficient, environmentally friendly product with low CO2 emissions and plans to install

over 250 units during fiscal 2007.

In addition, in March 2006, Nippon Oil launched ENEOS ECOBOY, the world’s first resi-

dential-use fuel cell system that uses kerosene. This product offers a high total energy effi-

ciency level of 84% (compared with around 40% energy efficiency for conventional power

generation). Moreover, the fuel cell system’s CO2 emissions per energy unit supplied are 30%-

40% lower than those of thermal power plants. Since the ENEOS ECOBOY system is capable

of operating in temperatures as low as -10°C, together with the above ENEOS ECO LP-1 sys-

tem, we are able to provide fuel cell systems that can be used anywhere in Japan. The Com-

pany installed 76 ENEOS ECOBOY systems during fiscal 2006 and plans to install around 150

in fiscal 2007.

The Japanese Government is implementing a large-scale demonstration project to promote

the development of fuel cell technology by installing fuel cell systems and acquiring data from

real-world operation. Participants are oil and gas companies and they installed 1,257 fuel cells

over a two-year period from 2005 to 2006. We proactively took part in this project and installed

a total of 435 ENEOS ECO LP-1 and ENEOS ECOBOY systems, the highest number of any of the

participating companies at 35% of overall installations.

LEFT:
Wind-power

RIGHT:
Frontier Energy Niigata

*2 B.O.O. is the acronym for “build, own, operate”, which
differs from conventional on-site energy system services
in that equipment operation and management services
are also supplied as part of the overall package.
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Fuel Cells

The fuel cell business also formed part of the business alliance with Japan Energy Corpo-

ration that we formed in June 2006. Furthermore, we formed a fuel cell business alliance with

Cosmo Oil Co., Ltd. in April 2007. With these alliances, Nippon Oil is aiming to promote early

adoption of petroleum-powered fuel cells through the ability to produce devices compatible

with those of the two alliance partners in the future and achieving a further level of cost reduc-

tions. The strategic business and capital alliance with SK Corporation of Korea also includes

fuel cells as part of its R&D alliance.

The Nippon Oil Group intends to continue its efforts to maintain the leading position in

the fuel cell field.

Plan to Install Residential-use Fuel Cells

LPG systems

Fiscal 2005: 140 units (achieved)

Fiscal 2006: 229 units (achieved)

Fiscal 2007: approx. 250 units (planned)

Kerosene systems

Fiscal 2006: 76 units (achieved)

Fiscal 2007: approx. 150 units (planned)
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With demand for petroleum products in Japan expected to decline, growing demand in China

and other Asian countries presents opportunities for Nippon Oil in commissioned refining and

exports of petroleum products and petrochemical products. Accordingly, we will adopt a flex-

ible approach to exporting with an eye on supply and demand trends and prices in Japanese

and overseas markets. (See the Strategy in Asia section on page 18 for more information.)

We are also expanding sales of lubricants overseas, in line with the overseas expansion of

Japanese automakers. This is one of the pillars of our overseas strategy.

In 1995, Nippon Oil established Tianjin Nisseki Lubricants & Grease Co., Ltd., a China-based

lubricant manufacturing and marketing company in which we have a 40% shareholding. Opera-

tions have expanded steadily, and annual production capacity was boosted by 40%, from 35,000kl

to 55,000kl in May 2006. The Company has also established a Guangzhou-based lubricant-manu-

facturing subsidiary, Nippon Oil (Guangzhou) Lubricants Corporation, which began full-scale

operation of a production plant with a capacity of 27,000kl per year in September 2006. As a

result, with this new company and Tianjin Nisseki Lubricants & Grease, Nippon Oil has created a

two-base, lubricant manufacturing network with a combined capacity of 82,000kl per year that is

well positioned to supply both the southern and northern regions of China.

Nippon Oil has also set up a lubricant manufacturing subsidiary in the U.S. state of Ala-

bama called Nippon Oil Lubricants (America) LLC. In October 2006, this subsidiary commenced

full-scale operation of a lubricant and grease production plant with a capacity of 39,000kl per

year. This is the Group’s first manufacturing base for lubricants in the U.S., where previously,

Nippon Oil marketed products manufactured on a commissioned basis.

Overseas Operations
Major Achievements & Topics
■ Developed new blocks at Bulga coal mine in Australia (August 2006)

■ Commenced operation of Nippon Oil (Guangzhou) Lubricants Corporation lubricating

oil plant (September 2006)

■ Commenced operation of lubricant oil and grease plant in the United States

(October 2006)

■ Formed strategic business and capital alliance with SK Corporation of Korea

(January 2007)

Overseas Lubricants Business
Asia
China:

Tianjin Nisseki Lubricants & Grease Co., Ltd.
A joint venture in which Nippon Oil has a 40%
shareholding

Nippon Oil (Shanghai) Corporation
Exclusive manufacturing and marketing agreement
with CNPC Group since 2003
Nippon Oil (Guangzhou) Lubricants Corporation
Nippon Oil Corporation, Beijing Office
Taiwan:

Taiwan Nisseki Co., Ltd.
Nippon Oil has a 70% shareholding.
Korea:

Technical alliance established with Michang Oil
Industry Company since 1986
Thailand & Vietnam:

Nippon Oil (Thailand) Ltd.
Malaysia:

Nippon Oil Malaysia Sdn. Bhd.
India:

Technical alliance with Tide Water Oil Co. (India)
Ltd. since 1993
Indonesia:

Nippon Oil Corporation, Jakarta Office
(Assigned dedicated lubricant sales personnel from 2003.)

Europe
Nippon Oil Europe Limited

United States
Nippon Oil (U.S.A.) Limited, Chicago headquarters
Nippon Oil Lubricants (America) LLC
Nippon Oil (U.S.A.) Limited, Los Angeles Branch Office
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Constructions

Overseas Sales of Lubricants
(Thousand kl)

05FY 06FY 07FY
(Actual) (Actual) (Planned)

China 49 66 84

Other Asia 75 85 94

Asia Total 124 151 178

U.S. 28 29 31

Europe 7 7 8

Overseas Total 159 187 217

We are also continuing to expand our ENEOS Oil brand overseas. During 2006 we began

sales for the first time in a range of countries and regions including the west coast of North

America, the United Kingdom, Turkey and other countries.

Growth in demand for high-performance lubricants is expected to continue in China and

throughout Asia. Targeting increased demand driven by Japanese automakers expanding into

Europe and the U.S., we plan to increase overseas sales of lubricants by 16% year on year

from 187,000kl in 2006 to 217,000kl in 2007.

In terms of petrochemical products, we also supply ENB (ethylidene norbornene) to the

world market using our annual production capacity of 20,000 tons in both the U.S. and Japan.

This capacity is split evenly in a fifty-fifty joint venture with Sanyo Chemical Industries, Ltd. ENB

is mainly used for automotive rubber products and Nippon Oil has captured over 70% of the

world market due to its unique manufacturing process which allows durable products and a

high level of cost competitiveness. With demand also growing steadily, we commenced com-

mercial operation of a new 20,000 ton per year capacity plant in the U.S. in June 2007. As a

result, the level of the Nippon Oil Group’s total ENB production capacity will rise to 60,000

tons per year, thereby further consolidating the Group’s solid position as the world’s leading

ENB supplier.

Lubricant and grease production plant
in the state of Alabama, U.S.A.

The Nippon Oil Group engages in the construction business primarily through NIPPO COR-

PORATION (NIPPO). Construction projects include road-paving as well as building construc-

tion, construction and engineering for oil- and other energy-related facilities, and

environmental protection.

In fiscal 2006, although Japan’s construction sector benefited from a recovery in private-

sector investment, the operating environment remained harsh due to declining public-sector

investment coupled with a continued rise in the cost of raw materials caused by a surge in crude

oil prices. In these conditions, the Nippon Oil Group’s construction units strove to obtain orders

for road-paving, civil engineering, and other construction projects, as well as promote greater

sales of products such as asphalt mixture. As a result of these activities and efforts to improve

profitability through cost-cutting and efficiency-boosting measures, the Group achieved a year-

on-year rise in its operating income in the construction sector. Looking forward, although the

environment in the construction industry remains severe, the Nippon Oil Group will continue to

enhance its competitiveness by working to strengthen its technological capabilities and operating

activities while also steadily proceeding with cost reductions and efficiency improvements.
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Research & Development

1. Petroleum Products

(1) Initiatives related to biomass fuel

Biomass fuel is important from the standpoint of securing an alternative source of liquid fuel

to existing oil, and in terms of preventing global warming by reducing CO2. In biomass fuel for

gasoline engines, we aim to acquire the capability to supply approximately 360,000kl of

bioethanol per year (roughly 210,000kl crude oil equivalent) by fiscal 2010, in the form of

ETBE (Ethyl Tertiary Butyl Ether). This will be achieved in collaboration with the other companies

in the Petroleum Association of Japan. Since April 2007, we have been preparing plans to begin

trial sales of biogasoline containing bioETBE to verify issues associated with its full-scale intro-

duction. Currently, agricultural produce such as maize is the main raw material for bioethanol.

There are problems, however, in that supplies are limited and there is a possibility that using

agricultural produce to make fuel could push food prices higher. Accordingly, aiming to secure

large-volume supplies of biofuel while allaying these fears, the Nippon Oil Group is develop-

ing manufacturing technology that uses cellulose biomass resources, for which there is no

competition with food applications. Achieving this goal will mean developing integrated manu-

facturing technologies covering all processes from the cultivation of plants to ethanol produc-

tion itself, so we are actively targeting technologies only available from universities and other

research organizations, including technology related to cultivation of plant resources, cellulose

saccharification, and fermentation.

In biomass fuel for diesel engines, we have teamed up with Toyota Motor Corporation to

develop bio hydrofined diesel (BHD) mainly made from vegetable oil and fat. Compared to

existing FAME (fatty acid methyl ester) biodiesel, which is subject to concerns over oxidative

Major Achievements & Topics
■ Established ENEOS Hydrogen Trust Fund (March 2006)

■ Established Nippon GTL Technology Research Association (October 2006)

R&D Expenditures
(Millions of yen)
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Central Technical Research Laboratory

stability and other quality issues, the BHD under development is expected to be of a quality at

least equivalent to that of ordinary diesel. As part of a joint project to commercialize this fuel

with the Tokyo Metropolitan Government, Toyota and Hino Motors Ltd., we are planning to

conduct test runs using this fuel in Tokyo city buses from fiscal 2007.

(2) Effective use of sulfur

In fiscal 2006, we began sales of a new product called Recosul that uses technology we devel-

oped to effectively utilize the sulfur byproduct of oil refining. Recosul is a material for construc-

tion and civil engineering produced by mixing modified sulfur with industrial byproducts such

as steel slag and coal ash or marine byproducts such as scallop shells. It has superior acid

resistance and strength characteristics and is resistant to salt damage.

(3) Initiatives related to GTL

GTL (gas to liquids) technology synthesizes liquid fuel from natural gas. This process results in

clean fuel and a promising high-performance base oil for lubricants. On October 25, 2006, we

set up the Nippon GTL Technology Research Association together with INPEX CORPORATION,

Japan Petroleum Exploration Co., Ltd., Cosmo Oil Co., Ltd., NIPPON STEEL ENGINEERING Co.,

Ltd., and CHIYODA CORPORATION. The association has launched a GTL technology demon-

stration test project. The groundbreaking technology under research is the first in the world to

use unprocessed natural gas containing CO2 as an input.

2. Petrochemical Products

(1) Effective use of C4 fraction

Aiming to effectively use the C4 and C5 fractions that are a byproduct of oil refining and the

manufacture of petrochemical products, we have perfected technology to dimerize the C4 frac-

tion into isooctane using a catalyst developed in house. Full-scale production using this technol-

ogy began in September 2006. In addition to using the resulting isooctane as an octane booster

for gasoline, we are also considering its application as a highly pure isononanoic acid.

(2) Technology to convert heavy oil fractions into petrochemical products

We are researching technology that converts heavy oil, for which surpluses in the refining

process are forecast, into petrochemical products. We call this “Bottom to Chemical” technol-

ogy. One example of this technology is our own HS-FCC (High Severity Fluid Catalytic Crack-

ing). We are planning the construction and operation of a demonstration facility using this

technology. The ultimate aim is to establish commercial technology to produce high yields of

propylene from heavy oil. We are also engaged in development aimed at commercializing our

unique Z-Forming process, which produces aromatics from light naphtha and LPG.

REVIEW
 O

F O
PERATIO

N
S



NIPPON OIL CORPORATION  Annual Report 200740

CSR

1. The Group’s Basic CSR Policy
Having articulated the Group Philosophy shown to the left, the Com-

pany has drafted the Nippon Oil Corporation Group CSR Rules to clearly

define the Group’s basic CSR policy. This policy calls for every individual

employee to work sincerely to act in accordance with the “Group Phi-

losophy” and “Six Values We Respect” to ensure that the Group depend-

ably carries out its responsibilities to society and is able to earn the trust

of its stakeholders.

The Nippon Oil Group has identified and is strategically promoting

the CSR activities detailed below.

(1) CSR vital to all business activities and the source of our

competitiveness

In the course of fulfilling their assigned tasks, instill the message that

each employee can contribute to wider society through the proper

execution of the duties they perform daily.

(2) Broad spectrum of measures to enhance corporate value

Engage in investment activities, and pursue a host of measures (explain-

able to stakeholders) for yielding returns.

(3) Build win-win relationships with stakeholders

Build relationships of trust through communication with all people with

whom the Company has contact, including shareholders, employees,

clients, business partners, and local communities.

Group Philosophy

Your Choice of Energy
Creating the energy future and promoting prosperity and harmony
with nature

Six Values We Respect

Ethics
New ideas
Environmental harmony
Relationships
Global approaches
You

Six CSR Committees FY2006 Themes
Compliance Committee 1. Confirming legal compliance

of operations
2. Augmenting educational and

training programs that
promote awareness of
fundamental legal issues

Human Rights Committee 1. Promoting greater
communication

2. Promoting healthy work styles

Information Security Committee Thorough protection of
information on individuals and
other confidential information

Corporate Citizenship Committee Social contribution activities
following major disasters

Environment & Safety Committee 1. Developing environmental
protection programs superior
to those of other industries

2. Rebuilding safety culture and
practices

Quality Assurance Committee 1. Executing thorough measures
to prevent complaints and
problems related to quality
assurance processes

2. Building quality assurance
systems focused on items
procured from outside

3. Increasing the quality of
services provided

Nippon Oil Corporation General Meeting of Shareholders

Board of Directors

Executive Committee

CSR Department

Board of Corporate Auditors

Audits Audits

Reporting of internal audits 
and recommendations

CSR promotion instructions

Instructions Reports

CSR planning and execution

Divisions Branches Refineries Group Companies

CSR Activities Execution

Promotion of CSR Activities

CSR-centered internal audits

Nippon Oil Group CSR Meeting
(Members include senior executives of 

Nippon Oil Corporation and the president of
 each principal Group company)

Quality Assurance Committee

Compliance Committee

Human Rights Committee

Information Security Committee

Corporate Citizenship Committee

Environment & Safety Committee

The Nippon Oil Group CSR Promotion System
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2. CSR Promotion System
Guided by its basic CSR policy, Nippon Oil is strengthening its system

for the strategic and Groupwide promotion of CSR management. The

Group defined its six focus areas for CSR, namely “Compliance,” “Human

Rights,” “Information Security,” “Corporate Citizenship,” “Environment

& Safety,” and “Quality Assurance.” This was followed by establishment

of the Nippon Oil Group CSR Meeting, led by the president of Nippon

Oil Corporation and attended by the presidents of the Group’s principal

companies, to comprehensively supervise all CSR activities. Six special-

ized committees were also established below the CSR Meeting, result-

ing in a system for deliberation and decision-making regarding the

direction of Group CSR activities. In fiscal 2006, the Nippon Oil Group

CSR Meeting convened twice to discuss matters related to changes in

the standards of conduct and the CSR monitoring.

3. CSR Activities During Fiscal 2006
CSR Monitoring

Summary and Objectives

We conduct surveys to gauge the awareness of CSR and business ethics

among executives and employees of the Nippon Oil Group. We have a

fair and neutral independent research organization collect and analyze

individual survey forms and anonymity is maintained, which allows us

to ascertain the true opinions and feelings of Group members.

The survey covers the extent to which our Group philosophy has per-

meated the organization and the extent to which it is put into practice, as

well as the state of communication at actual workplaces. The results are

analyzed and used to help promote CSR. The survey itself also constitutes

an e-learning training program on CSR and business ethics.

Analyzing the state of awareness by different attributes (affiliation,

position, and years of service) helps in the promotion of discussions at

individual organizations and worksites and in the formulation and

execution of specific improvement measures.

Results of the 2006 CSR Monitoring  (Assessment & Issues)

We administered our second CSR Monitoring in November 2006. We

maintained the same high level as last year with regard to trust in the

company, employee motivation, and sense of participation (response

rate of 88%), which are all basic elements of CSR. However, we identi-

fied problems with respect to permeation and practice of our Group

philosophy, awareness of the internal reporting system, and risk identi-

fication at the worksite level.

We have made it possible for each worksite to analyze and respond

to issues by posting the details of the survey on the Group intranet.

Business Ethics Training

Case Method Training

We conduct training on business ethics designed to improve the ethical

decision-making of each and every executive and employee. As of April

2007, some 4,600 executives and employees of the Nippon Oil Group

have gone through the training.

We created an original training program with the help and coopera-

tion of Associate Professor Joji Nakaya of the community service depart-

ment at the Graduate School, Tohoku University of Community Service

and Science. Professor Nakaya is a leading proponent of management

ethics education using the case method.

The program seeks to facilitate ethically proper decisions by having

the people faced with making decisions envision beforehand how indi-

vidual day-to-day actions affect stakeholders.

The program centers on group discussions, so it also provides office

members an opportunity to have frank conversations about these issues.

Training Program Results and Future Initiatives

People that have gone through the program have commented that they

learned the importance of doing one’s job while being aware of stake-

holders and how they keenly realized that forthright discussion in the

workplace is essential to preserving the health of an organization. Oth-

ers indicated that it would be desirable to hold regular ethics training

sessions and conduct training in a cross-division, cross-office format. In

response, we are planning to continue to conduct effective training pro-

grams in this area in fiscal 2007 and beyond.
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4. Environmental Activities
“Environmental harmony” is a key element of the Nippon Oil Group

Philosophy. Accordingly, the Group is developing systems that will enable

the more effective promotion of environmental management.

Principal Theme Objectives FY2006 Achievements and Assessments FY2007 Objectives

Expand the scope of ISO 14001 certification
Establishment of
environmental
management systems

Expand the scope of certification at Nippon
Oil branches and Group companies

•All Nippon Oil branches and the head offices of eight
Group companies*1 acquired certification

•Three dealerships obtained ISO14001 certification
after taking the Nippon Oil certification course for
dealerships and sales companies

Principal Objectives and Achievements under the Medium-term

Environmental Management Plan (FY2005 to FY2007)

The Nippon Oil Group has established a medium-term environmental

management plan (FY2005 to FY2007) to implement in tandem with its

third medium-term consolidated management plan. The goal of the plan

is making steady progress toward reducing greenhouse gases and the

overall environmental impact of our operations.

Complete certification for the head offices of 18 Group
companies

Expand sales of environmentally friendly products and services, and develop and popularize new energy
Environmentally friendly
products and services

Promote sales of ENEOS NEW VIGO

Sales of residential-use LPG-powered fuel
cell systems

Sales of residential-use kerosene-powered
fuel cell systems

Promote initiatives in the area of biomass
fuels

Promoted sales of ENEOS NEW VIGO

Sales of residential-use LPG-powered fuel cell systems
(installed 229 units)

Sales of residential-use kerosene-powered fuel cell
systems (installed 76 units)

•Prepared to begin trial sales of biogasoline
formulated with bioETBE*2

•Conducted joint development of second-generation
biodiesel*3

Expand sales of ENEOS NEW VIGO

Sales of residential-use LPG-powered fuel cell systems
(install 250 units)

Sales of residential-use kerosene-powered fuel cell systems
(install 146 units)

Begin trial sales of biogasoline formulated with bioETBE
Confirm the environmental performance of second-
generation biodiesel

Assessments → �: Objective achieved  �: Objective partially achieved  ×: Objective not achieved

1. Global warming prevention measures
Activities to reduce
environmental impact

Reduce specific energy consumption at
refineries

Verification for issuance of certified
emission reductions for the Rang Dong
oil field associated gas recovery and
utilization CPM

Reduced 17.3% compared with FY1990 level

Conducted verification

Continue to reduce by an average of 1% per year (Goal to
reduce 20% from FY1990 level by FY2010)

Issue of certified emission reductions

Completion of surveys of operating
properties belonging to the Nippon Oil
Group and conduct countermeasures

Work to make low cost soil remediation
technology*4 practically viable

Completed surveys of operating properties belonging
to the Nippon Oil Group (1,117 properties surveyed;
countermeasures for 60)

Conducted verification

Conduct countermeasures based on surveys and prevailing
conditions

Continue to develop the technology and run verification

3. Measures to reduce waste

Achieve zero emissions at all NPRC
refineries

•Achieved zero emissions at all NPRC refineries
•Achieved zero emissions at the Nippon Oil Group*5

(waste disposal ratio of 0.9%)

Promote initiatives to achieve a waste disposal ratio of less
than 0.5% for the Nippon Oil Group

Reduce consumption of electric power and
paper, and waste volume disposed

Reduced electric power consumption by 4%, paper
consumption by 22%, and waste volume disposed by
15%

Reduce electric power consumption by 10%, paper
consumption by 30%, and waste volume disposed to zero

1. Green procurement
Other environmental
activities

Improve green purchasing ratio Green purchasing ratio increased to 99.8% Increase green procurement ratio to 100%

2. Environmental contribution activities

Donations to the National Land
Afforestation Promotion Organization

Cumulative donations reached approximately
¥90 million

Cumulative donations to reach approximately ¥110 million

*1 Nippon Petroleum Refining Co., Ltd., Nippon Oil Exploration Limited, Nippon Oil Real Estate Co., Ltd., Nippon Oil Trading Corporation, Nippon Oil Research Institute Co., Ltd., Nippon Oil Information
Technology Corporation, Shibushi Oil Storage Co., Ltd., Kamigoto Oil Storage Co., Ltd.

*2 An abbreviation of ethyl tertiary butyl ether, a substance that is created by synthesizing plant-based bioethanol with isobutene from petroleum-based gas.
*3 A form of diesel made by decomposing and refining a variety of fatty oils by applying hydrogenation technology originating in oil refining.
*4 Purification technology for soil and groundwater that does not require excavation (conventional methods involve excavating the contaminated soil)
*5 Sixteen of the Nippon Oil Group’s 18 principal companies (excludes Nippon Oil Exploration Limited and NIPPO CORPORATION)

2. Soil contamination surveys and countermeasures

4. Reduction of environmental impact in offices

�

�

�

�

�

�
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5. Ensuring Safety
Basic Approach

We strive to ensure safe operations. In every process—from exploration

and development to distribution and sales—we make every effort to pre-

vent accidents and disasters before they occur and respond appropri-

ately if such an event occurs.

Nippon Petroleum Refining Co., Ltd. (NPRC) is working to create a

culture in which workers give ultimate priority to safety. The company

reviewed its overall safety management operations with a goal of elimi-

nating labor accidents and injuries and in January 2006 established teams

dedicated to promoting safety at its head office and refineries. Specifi-

cally, we are working to enhance safety activities and safety training not

only at operations and construction units that manage actual worksites

but also for employees of partner companies.

In April 2006 NPRC established the Refinery Project Office to insti-

tute thorough measures designed to prevent accidents at its facilities.

The office is involved in preventing accidents at refineries.

Disaster Prevention Equipment

At refineries, plants, storage terminals, oil depots and gas terminals, we

are instituting measures to prepare for the event of an accident or disas-

ter. These include setting up various disaster prevention facilities.

Countermeasures Against Oil Spills

Storage tanks are surrounded by multiple walls to prevent oil from flow-

ing outside the site in the event oil leaks from a tank. Offshore, there are

oil fences in place and oil recovery vessels at the ready to respond rap-

idly should an oil spill occur.

Countermeasures Against Fire

In readiness for a major fire, we have in place large trucks equipped

with elevated chemical cannons, foam transport vehicles, and foam can-

nons with exceptional fire fighting performance, as well as an array of

large fire extinguishers and equipment for spraying extinguishing foam

and water. For accidents and disasters that happen offshore, disaster-

response vessels with fire fighting capability are kept at the ready.

Mutual Assistance at Refineries and Other Sites

In readiness for a scenario in which a disaster occurs at a refinery or

other site due to a major earthquake and controlling the situation proves

exceedingly difficult to handle by a single site, we have established a

system related to response operations and emergency measures so that

organized assistance can be provided by other members of the Group.

The system seeks to facilitate rapid response to disasters.

Main Initiatives in Fiscal 2006

Comprehensive Disaster Prevention Drills

To be ready for the event of an accident or disaster, we run comprehen-

sive disaster prevention drills on a regular basis. The drills are led by an

internal body established specifically for disaster prevention and are

conducted to help ensure disaster prevention activities are prompt and

precisely targeted. We also conduct a number of other training exer-

cises, including joint disaster prevention drills with local fire departments

and the disaster prevention units of nearby companies.

Incidence of Labor Accidents

Data on labor accidents at the Group’s refineries are shown in the tables

below. In fiscal 2006, there was an increase in injuries that caused lost

workdays, so frequency*1 and severity*2 both worsened.

Number of Labor Accidents (NPRC)
Injury with lost workdays Injury without lost workdays

FY2004 1 9

FY2005 2 6

FY2006 5 6

Ratios Indicating Frequency and Severity of Accidents (NPRC)
Frequency Severity

FY2004 0.21 0.001

FY2005 0.42 0.008

FY2006 1.00 0.016

Supplementary Information: Frequency and Severity Ratios
All Industries Chemical Industry Petroleum Industry

Frequency Severity Frequency Severity Frequency Severity

FY2004 1.85 0.12 0.88 0.06 0.20 0.005

FY2005 1.95 0.12 0.90 0.07 0.61 0.010
Source: Ministry of Health, Labor and Welfare, Labor Accident Survey. For petroleum refining, statistics are

from the Labor Survey issued by the Petroleum Association of Japan.

*1 This ratio indicates the frequency rate of lost work-time injuries and illnesses as a result of labor accidents
for every one million hours worked.

*2 This ratio indicates the seriousness of labor accidents that occur.

Initiatives for the Future

In fiscal 2007, we will strive to entrench a culture that puts ultimate pri-

ority on safety and eliminate labor accidents. Specific initiatives will be

as follows.

1. Enhance safety activities aimed at preventative safety

2. Enhance safety management training

3. Enhance our system for providing safety-related instructions to part-

ner companies

We will establish priorities for each division—refineries and plants,

stockpiling bases, oil depots, gas terminals, and distribution (tanker trucks,

tanker ships, and regular trucks)—and work to faithfully carry them out.
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Corporate Governance

Board of Directors

Fumiaki Watari Shinji Nishio

Representative Director,
Chairman of the Board

Representative Director,
President

Representative Directors, Executive Vice Presidents

Naokazu Tsuda
Marketing, Lubricants, Energy
Solution & Chemicals

Makoto Satani
International Business & Supply

Directors, Senior Vice Presidents

Ikutoshi Matsumura
Executive Director of the Fuel Cell &
Merchandise Business Division
Executive Director of the Research &
Development Division

Masahito Nakamura
Executive Director of the Supply
Division
Executive Director of the Fuel Retail
Sales Division

Kan Ueno
Executive Director of the Chemicals
Division

Seiichi Isshiki
Executive Director of the Corporate
Management Division II

Directors
Makoto Kuramochi
Representative and General Manager
of the Beijing Office

Akira Kitamura
General Manager of the Secretariat

Hideo Tabuchi
General Manager of the Corporate
Social Responsibility Department

Michio Ikeda
General Manager of the Corporate
Planning & Management Department

Hiroshi Ono
President and Representative Director
of Nippon Petroleum Refining
Company, Limited

Teruo Omori
President and Representative Director
of Nippon Oil Exploration Limited

Toshikazu Kobayashi
Engineering, Technology &
Environment

Executive Officers
Hideaki Kobashi

Yukihiro Tabata

Jun Matsuzawa

Hajime Okazaki

Yoshiki Hirayama

Seijiro Yamazaki

Haruo Nakano

Shunsaku Miyake

Wataru Mawatari

Nobuyuki Tanahashi

Masahiro Yoshida

Michiyasu Kobayashi

Ichiro Kurata

Hirokazu Matsuo

Akira Omachi

Toru Tanaka

Yasuji Araki

Kazuyuki Tanaka

Shiro Kikkawa

Junichi Kawada

Nagayasu Matsuzawa

Yuichi Kanemaru

Shigeo Hirai
Executive Director of the Corporate
Management Division I

Yasushi Kimura
Executive Director of the Energy
Solution Division

Yasuo Kamino
Executive Director of the Lubricants &
Specialties Business Division

Junichi Kohashi
Executive Director of the Environment,
Safety & Quality Management Division
Executive Director of the Manufacturing
Technology & Engineering Division

Naoaki Tsuchiya
Executive Director of the Overseas
Business Division
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Nippon Oil Corporation recognizes that maintaining a consistent record

of ensuring that all its business activities and other corporate activities

are fair, transparent, and accountable is an extremely important means

of maximizing corporate value for the Nippon Oil Group as a whole.

Based on this thinking, the Group is working to further expand and

strengthen its corporate governance systems.

Basic Approach to Corporate Governance
Amid an increasingly severe competitive environment for energy

companies, the Group has a strong need to upgrade its management

strategy development capabilities and establish a system for “rapid and

dynamic decision-making and operational execution” that is responsive

to changes in the business environment. At the same time, the Group

believes it must further augment its efforts to ensure the “transparency

and soundness of management” to respond to the trust and confidence

of all its stakeholders.

To respond to the changes in its operating environment just

described, Nippon Oil has established corporate governance systems with

the following features.

(1) The term of directors is one year, and directors must be approved

by the regular general meeting of shareholders each year.

(2) The presidents of principal Group companies are made members of

Nippon Oil Corporation’s Board of Directors, and management

strategy is debated and decided on a Groupwide basis.

(3) To effectively monitor and supervise management and ensure that it

is sound and transparent, the Company has selected the Board of

Corporate Auditors system, and the majority of members of that

board are outside auditors with specialized expertise.

(4) Nippon Oil is strengthening its Groupwide CSR promotion systems

centered on the Group CSR Meeting.

In April 2006, Nippon Oil established its Internal Control Project

Office, which is advancing with the rechecking and confirmation of the

appropriateness of financial reporting and the effectiveness of all the

Group’s internal control systems.

1. Operational Execution Systems

In Nippon Oil Corporation, the president is responsible for operational

execution decisions regarding items other than those that are defined

by laws, regulations, Nippon Oil Corporation’s Articles of Incorporation,

and Nippon Oil Corporation’s Board of Directors’ regulations as being

items that are to be determined by the Board of Directors. Before mak-

ing operational execution decisions, the president presents related issues

for consideration and discussion by the Executive Committee, which is

comprised of the president, executive vice presidents, senior vice presi-

dents, and other selected directors, and has the role of assisting the presi-

dent with respect to operational execution decisions. Important

operational execution decisions are reported to the Board of Directors,

while reports on the Executive Committee’s consideration and consulta-

tion processes and results are made to the Board of Corporate Auditors.

Auditors

Standing Corporate Auditors
Seiji Sakamoto

Hiroshi Maru

Corporate Auditors
Masao Fujii

Setsuo Umezawa

Koji Furukawa

From left: Koji Furukawa, Hiroshi Maru, Masao Fujii, Seiji Sakamoto, Setsuo Umezawa

M
AN

AG
EM

EN
T SYSTEM



2. Directors

When nominating candidates for director, the Group assesses each nomi-

nee from a variety of angles, examining their occupational experience,

personality, insight, and other attributes. A list of those candidates

expected to contribute to Group management, who are deemed capable

of handling the responsibilities of director and able to meet the expecta-

tions of Group shareholders, is submitted to the Board of Directors for

further consideration. The final nominees who emerge are then put forth

as candidates for election at the regular general meeting of shareholders.

Under the leadership of the chairman of the Board, the Board of

Directors debates and decides items that are defined by laws, regula-

tions, Nippon Oil Corporation’s Articles of Incorporation, and Nippon

Oil Corporation’s Board of Directors’ regulations as being items that are

to be determined by the Board of Directors. In addition, the Board of

Directors conducts interviews regarding reporting items and monitors

and supervises the president’s operational execution measures and the

performance of duties by each director. With respect to operational ex-

ecution at Nippon Oil Group companies, the presidents of principal Group

companies are added as members of the Board of Directors with the

goal of strengthening Group management. This arrangement enables

debate and decisions regarding important business plans and other

matters at principal Group companies to be conducted by or directly

reported to the Board of Directors. Similarly, regular meetings attended

by Nippon Oil Corporation representative directors and senior vice presi-

dents, as well as by the presidents of the Group’s principal companies,

are held with the aim of maximizing the Group’s corporate value.

3. Auditors

Nippon Oil has adopted the Board of Corporate Auditors system. The

corporate auditors, including outside auditors, attend Board of Directors’

meetings, and pose questions and offer opinions as necessary to clarify

points related to the deliberation, adoption and reporting of board deci-

sions and the formulation of reports. Corporate auditors are also respon-

sible for auditing the performance of directors to ensure that activities

are not in violation of regulations, laws, or the Articles of Incorporation.

In nominating candidates for corporate auditor, Nippon Oil considers

the nominee’s ability to fulfill the duties expected of auditors, the posses-

sion of specialized expertise, a wealth of experience and an outstanding

Election and removal of directors

Audits

Audits

General Meeting of Shareholders

Board of Directors (Chaired by board chairman)

Independent Auditors

Group Companies

Election and removal of directors

Appointment

Election and removal

Monitoring and supervision

Financial audits

Financial audits

Reports

Exchanges of opinion

 Interviews (Business execution divisions) and information exchange (Auditors)

Dispatch of officers/personnel

Approvals

Exchanges of opinion

Deliberation of proposed investments

Reports

Election and removal 

Operational Execution

Executive Committee

Executive Vice Presidents

Senior Vice Presidents

Executive Officers = 
Executive Directors of DivisionsBody to assist decision-making 

by the president

Director Appointed by the President

Reporting directly to the president

Representative Director, President

Internal Audit (CSR Department)

Board of Corporate Auditors

Executive Officers= 
Elected from among deputy 
directors of divisions and 
general managers of 
departments/laboratories/
offices/Directors selected by 
the president

Diagram of Operational Execution, Audit, and Supervision

Organizational configuration: Company with Board of
Corporate Auditors System

Head of Board of Directors: Chairman (except when
serving concurrently as
president)

Number of directors: 20

Elected outside directors: None

Number of corporate auditors: 5

Number of outside auditors: 3
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performance record. Beyond these basic credentials, however, candidates

must also embody the highest ethical standards and have a reputation for

impartiality, fairness, and honesty. Following consideration by the Board

of Directors and approval of the Board of Corporate Auditors, nominees

who are deemed to exemplify these qualities are put forth as candidates

for election at the regular general meeting of shareholders.

Pursuant to regulations established by the Board of Corporate

Auditors and corporate auditing standards, the corporate auditors and

the Board of Corporate Auditors have systems in place for conducting

comprehensive audits as prescribed by law. In addition to the exami-

nation of records relating to financial accounts and important meet-

ings, the auditors receive reports from directors and employees of the

Company and representative directors and officers of subsidiaries

regarding the performance of their duties. These and similar actions

comprise the audits of directors’ performance conducted by the cor-

porate auditors on an ongoing, day-to-day basis. The progress and

results of audits in the areas for which each corporate auditor is

responsible are reported by the auditors at regular meetings of the

Board of Corporate Auditors, which in principle are held twice monthly.

The sharing of results of overall audit activities also takes place at these

meetings. As needed, corporate auditors also receive reports from

directors, investigate decision-related documents, and examine records

related to financial accounts and important meetings. Furthermore, the

corporate auditors work to increase the effectiveness of audits by

receiving audit reports and other reports from the financial auditor and

the CSR Department, which is an internal audit department.

4. Reason for Selecting the Board of Corporate Auditors’ System

Nippon Oil Corporation’s Board of Directors is comprised of directors

thoroughly familiar with the Group’s operations, and they work to main-

tain and increase the efficiency and responsiveness of management. On

the other hand, Nippon Oil believes that augmenting its systems for the

performance of audits by corporate auditors, which have been given

greater authority by successive revisions of Japan’s Company Law, is a

desirable means of maintaining and strengthening management sound-

ness, and it has therefore established its Board of Corporate Auditors.

5. Outside Auditors

Three of the five members of the Company's Board of Corporate

Auditors, listed below, are full-fledged “outside auditors” unaffiliated

with the Company.

Outside auditors use their wealth of experience and knowledge to

pose questions and express opinions at Board of Directors' meetings

regarding agenda items. In fiscal 2006 these included basic policies for

establishing an internal control system, the acquisition of interests in E&P

projects, and the filing of lawsuits. Outside auditors also work together

with standing corporate auditors to further improve sound management

of the Company. To this end, the outside auditors and standing corpo-

rate auditors regularly exchange views with representative directors on

issues including protective measures against so-called hostile takeovers

and corporate governance.

Board of
Board of Corporate
Directors’ Auditors’
meeting meeting

attendance attendance
Name record record Work history Reason for election Concurrent posts

Masao Fujii 11/13 19/19 Former judge in Japan’s Supreme Court Professor, Kyoto Sangyo University
Outside director, Marubeni Corporation

Setsuo Umezawa 13/13 18/19 Former head of Japan’s National Tax
Agency and former chairman of
the Fair Trade Commission of Japan

Koji Furukawa 13/13 14/19 Former director and vice president of Outside director, Lawson, Inc.
Mitsubishi Corporation and chief Outside director, Astellas Pharma Inc.
compliance officer of that company Director, Japan Post Corporation

Chairman and CEO, Japan Post Bank Co., Ltd.

Following successive judicial appointments, worked as
a justice on Japan’s Supreme Court; Nippon Oil
Corporation believes that his lengthy experience and
expertise will enable him to monitor and supervise
management from an objective and fair viewpoint

Successive appointments to the National Tax Agency
and Fair Trade Commission; Nippon Oil Corporation
believes that his lengthy experience and expertise will
enable him to monitor and supervise management
from an objective and fair viewpoint

Career history includes responsibility for compliance at
a private-sector firm; Nippon Oil Corporation believes
that his lengthy experience and expertise will enable
him to monitor and supervise management from an
objective and fair viewpoint
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6. Creation of Specialized Support Staff for Auditors

To augment the auditing capabilities of all the corporate auditors,

including the outside auditors, Nippon Oil has established its Secretariat

of Corporate Auditors, which has a three-person staff that is completely

and clearly independent of the Group’s business execution departments

as well as of the Group’s command systems, including the personnel

evaluation system. The Secretariat also serves in the same support

capacity for the independent financial auditor.

7. Compensation of Directors and Corporate Auditors

The compensation of each director and corporate auditor is determined,

based on consideration of the Company’s performance as well as of the

role and contribution of each director and corporate auditor, within the

scope of the total remuneration figure authorized by the General Meet-

ing of Shareholders, in accordance with internal regulations created by a

vote of the Board of Directors in the case of directors and in accordance

with internal regulations created by a vote of the Board of Corporate

Auditors in the case of auditors.

In accordance with resolutions by the Board of Directors and the

Board of Corporate Auditors in May 2005, Nippon Oil has abolished its

system of retirement allowances for directors and corporate auditors.

This decision was made to link compensation for directors and corpo-

rate auditors more closely to their term of service and to the Company’s

business performance.

Remuneration amount
Number of recipients (¥ million)

Directors 20 851

Corporate auditors 5 104

(Outside auditors) (3) (30)

1. The total remuneration includes total bonuses of ¥202 million paid to directors
and of ¥23 million paid to corporate auditors.

2. Employee salaries and bonuses of ¥54 million paid to five employee-directors are
excluded from the total remuneration.

8. Independent Auditor

Nippon Oil has selected Ernst & Young ShinNihon as the independent

auditor to perform audits of its financial accounts. In fiscal 2007, these

audits were carried out by three certified public accountants (CPAs)

employed by Ernst & Young ShinNihon—Atsuhiro Umezawa, Kazuhiko

Umemura, and Takao Kamitani. These personnel were assisted in their

audits by a 21-member staff that included 12 CPAs and 9 CPA assistants.

Total compensation paid to the independent auditor of the Company

is as follows.

Compensation based on work covered by article 2-1 of the certified

public accountant law ¥59 million

Compensation based on work other than that mentioned above

¥147 million

9. Establishment of Internal Control System

As part of its CSR-oriented management, Nippon Oil is putting in place

a system to assure proper operations, and has implemented an internal

control system. The Company strives to further strengthen the system

through reviews in response to changes in internal and external circum-

stances and the operating environment.
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Stock Price Range and Trading Volume

Major Shareholders (as of March 31, 2007)

Number of shares held
(thousands of shares) (%)

Japan Trustee Services Bank, Ltd. (Trust Unit) 74,061 5.1
The Master Trust Bank of Japan, Ltd. (Trust Unit) 72,171 4.9
Mizuho Corporate Bank, Ltd. 47,298 3.2
Mitsubishi Corporation 45,435 3.1
Sumitomo Mitsui Banking Corporation 40,398 2.8
The Bank of Tokyo-Mitsubishi UFJ, Ltd. 30,617 2.1
Tokio Marine & Nichido Fire Insurance Co., Ltd. 29,323 2.0
State Street Bank and Trust Company 505103 23,441 1.6
Morgan Stanley and Company Inc. 22,043 1.5
Mitsui Sumitomo Insurance Co., Limited 16,722 1.1

Note: Trading volume figures represent the average trading volumes for each quarter.
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