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Message from the Management

Kansai EP is boldly
responding to changes in
its business environment
with dynamic initiatives of
unprecedented diversity
and strength.

Building new foundations today for sustained
growth in the changing world of tomorrow

The Year in Review

In fiscal 2004, the period from April 1, 2003 through March 31, 2004, the Japanese economy held
generally flat during the first half but gradually shifted into recovery, largely driven by exports and capital
investments, during the second half.

Against this backdrop The Kansai Electric Power Co., Inc. (Kansai EP) recorded total electricity sales
volume of 140.2 billion kwh, down 1.1% year-on-year. The decrease owed primarily to reduced demand
for heating and air-conditioning, in response to predominantly high temperatures during the Japanese
winter after the coolest summer in ten years.

Outside core operations in electricity, the Company currently pursues business along three main vectors:
information technology (IT), total energy solutions, and amenities in support of lifecycle needs. To
enhance our capacity to provide comprehensive IT services, in December 2003 we merged K-Opti.com
and Osaka Media Port; the new configuration has enabled the development of a broad menu of services
responding to customer needs. We also achieved steady progress in expanding earnings based on the
remaining two vectors of our business domain. As a total energy solution provider, expansion is being
accomplished centered on gas operations; in the area of lifecycle amenities, earnings growth is building on
operations in real estate development and new life-support services.

Turning to the financial side of fiscal 2004, total operating revenue finished at ¥2,540.1 billion, down ¥74.9
billion year-on-year. Income from electricity operations reached ¥2,351.5 billion, down ¥110.0 billion.
Two causes were behind the year-on-year contraction in power revenue: the aforementioned decline in total
electricity sales volume and the full-year impact of rate reductions implemented in October 2002. Revenue
from other operations totaled ¥188.5 billion, up ¥35.0 billion from fiscal 2003. Expansion came on the
back largely of increased sales in operations in IT and total energy solutions.

Total operating expenses in fiscal 2004 reached ¥2,190.6 billion. The figure translates to a ¥98.9 billion
reduction year-on-year, more than enough to offset the decline in sales suffered this term. Operating
expenses related to electricity operations totaled ¥2,015.3 billion, down ¥126.0 billion from fiscal 2003.
The year-on-year reduction was diversely attributable to trimming of retirement allowance payments in
tandem with measures offering preferential treatment to early retirees, reduced fossil-fuel costs enabled by
increased production of hydro power resulting from this years abundant rains, and enhanced efficiency
pursued in all aspects of electricity operations. Operating expenses incurred in the performance of other
business operations totaled ¥175.3 billion, up a modest ¥27.1 billion year-on-year. The relatively small
increase was made possible by efficiency-enhancement initiatives.

Yoshihisa Akiyama
Chairman of the Board of Directors
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President and Director
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As the combined result of the foregoing revenue and expense figures, consolidated operating income in
fiscal 2004 came to ¥349.4 hillion, up ¥23.9 billion from the previous year. Consolidated net income
reached ¥90.1 billion, up ¥9.6 billion. At terms end our shareholders’ equity ratio was up 2 percentage
points from the level of fiscal 2003, and our interest-bearing liabilities were reduced by ¥470.5 billion.

One item deserving special mention in conjunction with this years business results is the Companys
continuing drive to reduce its assets, as a way of easing future cost burdens. Measures taken during fiscal
2004 included the booking of extraordinary depreciation against 1.95 million kW related to the Miyazu
and Tanagawa No. 2 power plants, shelving of the Suzu nuclear power plant project, writing down of
appraisal values of idle land holdings, and trimming of asset appraisal values in tandem with the merger of
K-Opti.com and Osaka Media Port. Further to K-Opti.com, although we booked an extraordinary loss this
term arising from withdrawal from conventional PHS (personal handyphone system) services, the firm
turned a profit at the operating level for the first time, thereby contributing to a return to profitability in our
Groupwide telecom operations as a whole.

One problem that merits notice is the lethargic pace of growth in operating income from the Company’s
core business relative to the term$s expansionary achievement in net revenues. Securing the appropriate
profit level depends largely on reductions not only in operating costs but also in financing costs, and in
light of the steady progress being recorded in trimming the Companys interest-bearing debt, the potential
for increases in our financing costs going forward should be virtually nil, even if interest rates turn upward.
Accordingly, the prime task ahead of us now is to boost our operating revenue. Toward that end, we will
continue to strive to trim our operating costs and, from the standpoint of expanding earnings, we believe it
will be imperative for us to pursue vigorous sales and pricing strategies.

Groupwide Response to an Evolving Business Environment

In Japan today; as individual values diversify in tandem with the maturation of society, expectations held of
the corporate sector are intensifying with respect to both environmental and social responsibilities.
Furthermore, in the process of the electrical utility business, the nation is presently in the incipient stages of
deregulation, a transformation of major significance. In these ways, the circumstances surrounding Kansai
EP are currently undergoing changes of massive impact.

In April 2004 the scope of industry deregulation was expanded to include all customers contracting for
more than 500 kilowatts of power. From April 2005 the deregulatory parameters will be further widened
to encompass all recipients of electric power delivered at high voltages, and wheeling charges traditionally
levied whenever power has crossed into the grid of another provider will be eliminated. As a consequence
of these changes, in fiscal 2005 customers affected by the new deregulation measures will account for
approximately 60 percent of the total electricity sold by Kansai EP, setting the stage for competition on
nationwide scale.
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To meet the challenges of this changing environment, in March 2004 Kansai EP set down a new “Group
Management Vision.” The Vision represents a commitment by all Group members to meld their collective
capabilities in a quest to secure unparalleled satisfaction from customers in all areas of operation, centering
on energy to support their lifestyles, as a way of seeking sustained growth of the Group collectively.

To realize the aims outlined in the Group Management Vision, we have drawn up a new business plan for
fiscal 2005. Fundamentally the plan has two overriding targets: 1) to create further customer value through
provision of solutions relating to usage of electricity and other modes of energy, equipment maintenance
and life-supporting services; and 2) to boost our competitive strength by pursuing optimal cost reductions
while simultaneously maintaining uncompromised quality. The new business plan also calls for optimal
allocation of all managerial resources Groupwide and functional restructuring of affiliated enterprises.

Through implementation of the fiscal 2005 business plan, we are targeting a number of achievements on a
consolidated basis, including a free cash flow averaging more than ¥400 billion per annum between fiscal
2004 and fiscal 2006, a shareholders’ equity ratio above 25% by the end of fiscal 2006, and a reduction in
our interest-bearing debt to less than ¥3.3 trillion by the end of fiscal 2006. In nearly all ways, these targets
are even more demanding than the corresponding goals that we set in place just one year earlier.

Of course, at Kansai EP we hold nothing more dearly than the trust placed in us by our customers. In order
to respond to that trust, we pledge to continue to do our very best to provide products and services with
optimal safety and stability.

Wholehearted Commitment to Future Growth

Going forward Kansai EP will continue to pursue profit growth and expanded shareholder value in a
sustained manner, in three ways: 1) by achieving and maintaining the resiliency and strength to respond to
all changes in the operating environment; 2) by driving the continuing development of the Kansai region as
a growth enterprise; and 3) by instilling loyal trust among all customers on a Groupwide basis.

Our operating environment is presently on the threshold of even greater transformations ahead. To weather
the challenges of these changing times, we renew our pledge to pursue innovations on broad fronts and to
seek dramatic new heights for tomorrow. We sincerely ask for your continuing support as we proceed
toward these demanding goals.

/ M — Bselon /T/ ‘

Yoshihisa Akiyama Yohsaku Fuji
Chairman of the Board of Directors President and Director
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Business Focus: Demand and Supply

With electricity demand

poised for sustained expansion,
Kansai EP is exploring

all avenues to optimize use

of available resources
and infrastructure.

Coping with demand
growth through effective
USe of resources,
Infrastructure and
Innovations

Economic Recovery to Drive Sales
Expansion

In fiscal 2004 Kansai EP recorded total
electricity sales of 140.2 billion kWh, a 1.1%
decrease from the year-earlier level. The sales
contraction was largely attributable to reduced
demand for air-conditioning and heating as
Japan experienced the coolest summer in 10
years and generally mild winter temperatures.

Going forward, however, now that the
national economy is in a clear recovery trend,
electricity demand is expected to mark steady
expansion, especially for use in homes and
businesses as living standards continue to im
prove and as Japanese society becomes in
creasingly information-intensive.

Making Maximum Use of Existing
Facilities

Electricity sales expansion normally
comes hand in hand with increases in peak
demand. At Kansai EP, in order to cope with
projected growth in demand at peak levels we
are compelled to pursue ongoing develop
ment of our power infrastructure. At the same
time, in order to continuously enhance our
competitive position, we must also maximize
effective use of existing facilities while probing
ways to minimize increases in peak demand.
In line with these dual aims, we are taking a
wide spectrum of steps targeted at improving
our load factor.

Specifically, we are vigorously promoting
the adoption of systems engineered for greater
energy efficiency. Two notable examples are
“Eco Ice” and “Eco Cute.” Eco Ice is our inno
vative thermal-storage system that retains
power generated during nighttime hours,
when demand is modest, and thereby makes
a significant contribution to easing daytime
peak system demand. Eco Cute are our newly
launched electric heat-pump water heaters
that use a natural refrigerant (CO2). We also
provide attractive rate schedules tailored to in
duce customers to adopt these energy-saving
systems. The burgeoning success of these ini
tiatives is reflected in the gradual improve
ment in our load factor in recent years.
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In Pursuit of the Optimum
Generation Mix

Japan, a nation of limited natural resour
ces, is in a perennially precarious energy posi
tion. To cope with this vulnerability, Kansai EP
continuously probes the optimum combina
tion of nuclear, thermal and hydro power,
capitalizing on the respective advantages of
each generation method to maximum effect.

Nuclear power forms the core of our en
ergy platforms, meeting a majority 56% of the
Companys total output demand. Nuclear
power offers salient economic advantages be
cause we pioneered its development, and this
long record today yields benefits in terms of
relatively modest depreciation costs and a sus
tained high capacity factor. Nuclear energy is
also friendly to the environment as it produces
low levels of CO2 emissions.

Thermal power, which offers superior
load-following characteristics, is our second-
most important source of energy. In this area,
we are pursuing diversification beyond oil de
pendency and striving for efficient operation
of facilities by retiring or suspending, at
length, operation of power plants plagued by
poor efficiency or low load factor.

We have also developed hydroelectric
power aggressively, in view of this energy
sources modest burden on the environment
and the need to optimize effective use of
Japans available resources. Today pumped-
storage hydropower plants play a significant
role in satisfying peak demand.
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Business Focus: Deregulation and Business Strategies

Keeping pace with
ongoing deregulation of
Japan’s power industry,

Kansai EP is ardently

taking salient steps
to strengthen its
competitive position.

Fine-tuning a trio of
business strategies to
- ensure dynamic growth
*Inthe face of Intensifying
competition

Transformation of the Power Industry

Under continuing revisions to Japanese reg
ulations governing the electric power industry
that took effect from April 2004, all customers
who contract for more than 500 kW of power
are now permitted to choose their preferred
power supplier. Users matching those criteria ac
count for roughly 40% of Kansai EPS sales vol
ume.

The deregulatory trend that has been under
way in the Japanese power industry in recent
years is projected to continue further ahead.
From April 2005, the scope of deregulation is to
be expanded to encompass all customers of elec
tricity received at high voltages. Simultaneously,
wheeling charges presently levied by the power
companies against transmissions through their
supply grids will be eliminated, and a wholesale
power market will be established. Collectively
these and other complementary initiatives will
serve to enhance the industrys competitive en
vironment.

A New Era in Business Competition

Since the implementation of the industrys
first deregulatory measures in 2000, new partici
pants have become increasingly active in the do
mestic electricity market. As of March 31, 2004,
twelve new energy providers had entered the
market and successfully acquired customers in
areas throughout the nation. Kansai is but one
region where their activities targeted at attracting
demand are beginning to gather momentum.

Deregulation has also had an impact on
competition among the traditional power pro
viders. Since deregulation got under way, rate re
ductions have been executed by all power firms,
leading to rate leveling that to date has prevented
scrambles for customers. Going forward, how
ever, it is difficult to project how the competitive
situation might change in tandem with continu
ing developments in industry deregulation.

Focused Response to a Shifting
Environment

Kansai EP is keenly cognizant of the risk po
tential for becoming embroiled in severe compe
tition as our business environment undergoes
vertiginous changes. More importantly, however,
we view these environmental transformations as
an ideal opportunity to enhance both our cor
porate and shareholder value through profit ex
pansion. To capitalize on this opportunity — one

not afforded to us when we operated in a fully
regulated environment — we are focusing on
three targets: greater competitive strength, a
more muscular financial structure, and enhance
ment of our earning capacity Groupwide.

First, to achieve greater competitive
strength, we are determined to pursue ever
stronger price competitiveness in line with de
velopments in deregulation, and to invite greater
customer satisfaction through the provision of
new forms of value. Toward those ends, we are
firmly resolved to pursue improved efficiency
throughout all aspects of our operations, and to
develop new electricity-operated devices, servi
ces and rate menus. Furthermore, we intend to
muster our comprehensive Groupwide capabili
ties toward fortifying our solution-focused servi
ces. In this last connection, we aim to strengthen
our programs of human resource development
so as to cultivate the professional teams needed
to provide our key solutions.

Second, in order to make our financial

structure ever more muscular, we intend to ap
ply the enhanced cash flow to come from the
foregoing efficiency-centered initiatives. Rein
forcement of our financial structure is indispens
able in two respects: to ensure the Company’s
survival as competition becomes increasingly se
vere in coming years, and to win the confidence
of the capital markets.

Third, to achieve stronger earning capability
as a Group, we will pursue optimal utilization of
our Groupwide managerial resources and en
hanced operational efficiency, opting for radical
restructuring of Group companies as may be
deemed necessary. We will also develop new
areas of business by strategically selecting busi
ness areas that will enable the most effective use
of our Groupwide resources. In doing so, we
will concentrate on three core areas: total energy
solutions, amenities in support of lifecycle
needs, and information technology (IT). Today
steady progress is being achieved in a diversity of
fields, including retail gas sales capitalizing on
our expertise in operating LNG processing facili
ties, home security services rooted in the trust
placed in us by the local community, and Inter
net services taking advantage of our 65,000-
kilometer fiber-optic network. Going forward,
we will continue to invest vigorously into new
business areas that will lead to ever further ex
pansion of our earnings base.

As the three supporting pillars of our busi
ness strategies, our marketing, financial and
Group strategies will enable Kansai EP to main
tain its leading position in the coming era of se
vere competition.
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Business Focus: Marketing Strategies

Devising timely
marketing strategies In
step with the evolving
needs of the customer

With the full spectrum
of its Group resources,
Kansai EP is transforming

energy solutions tailored
to customer needs.

Metamorphosis to All-round Energy
Solution Provider

In a quest to raise customer satisfaction
through the provision of value-added services,
Kansai EP is currently transforming itself from
a common utility company to an all-round
provider of a broad palette of energy solutions.

Toward that end, the Company is pre
sently reengineering its business operations at
all levels and taking a host of decisive steps,
including changes to its organizational struc
ture and enhancement of operations Group
wide. To fully apply our technical skills, accu
mulated through long years of experience in
the electricity business, so as to address the
needs of our customers, we are reassigning
our engineering staff with superlative techni
cal backgrounds and rich experience to as
sume the leading role in our new solutions-
oriented transformation.

Solutions are carefully devised in line with
the specific needs of each customer segment.
For large-volume customers, for example, we
capitalize on the comprehensive capabilities of
our Group companies to provide optimum
solutions across a wide spectrum. Solutions
center on energy-related services, including
gas sales, but also touch upon the environ
ment, information technology and business
support.

For our household customers, we offer
solutions focused on the “value” of totally
electric homes in terms of safety, convenience
and comfort. This initiative has spurred a rap
id increase in the number of fully electric
dwellings, and is making Kansai EP renowned
as a provider of related solutions. \We are also
proactively developing a total array of life-sup
porting operations for household customers,
including FTTH (fiber-to-the-home) and
home security services. The entire Kansai EP
Group is pooling its full complement of solu
tions to help customers realize ever greater
peace of mind through reliance on electricity.

Going forward, we will combine these
and other value-added services made possible
through our Groupwide operations to provide
an ever broader spectrum of solutions attuned
to the changing needs of the market.

Pricing Strategy Geared to Changing
Parameters

The Company is also carrying out a dy
namically aggressive pricing strategy in a
quest to maintain a competitive edge within
the liberalizing power industry. At the core of
the strategy is our development, based on ex
haustive market research, of a full menu of
rate options targeting specific customer seg
ments. Kansai EP is leading the industry in in
troducing special rate plans not only to cus
tomers in the newly liberalized market but
also, in anticipation of further deregulation
and competition, to commercial and home
users in markets still regulated.

For customers in the liberalized market,
we provide a selection of rate schedules tailor-
made to their specific needs and energy usage
patterns.

For customers still affected by industry
regulation, the Company has aggressively de
veloped new rate options specifically targeting
areas in which various energy sources com
pete. One example is the launch of our “HAP-
e (Happy) Plan” in 2000. The new program,
the first of its kind from any power provider
in the nation, offers discounted rates to house
hold customers who rely entirely on electric

power to meet all their energy needs. The pro
gram has resulted in a dramatic increase in to
tally electric homes and adoption of electric
kitchens.

Enhanced Customer Service Enabled by
Advanced IT

In a quest for greater management effi
ciency and customer satisfaction, we have
launched a “one-stop customer service” sys
tem at all of our service bases. The one-stop
system applies IT interfacing to enable swift
and on-the-mark responses to customer in
quiries and requests, with the result that our
customers are more satisfied today than ever.
In 2003 we also commenced operation of a
call center in the heart of Osaka incorporating
the latest CTI (computer telephone integra
tion) technology. In ways like these, we in
tend to continue seeking ever higher customer
satisfaction ahead through active use of IT.

11
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Business Focus: Financial Strategies

Kansai EP's financial
strategies focus clearly
on cost structure
enhancement,
improved infrastructure
efficiency, and a

lighter debt burden.

Pursuing optimal cost
efficiency to enable the
attainment of robust

financial health
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Three Strategic Aims

Kansai EPS financial strategy agenda encom
passes three fundamental points of focus. The first
is the enhancement of our cost structure, to permit
us to attain greater competitive strength and gener
ate an abundant cash flow. Second, we focus on the
development of an optimally efficient infrastruc
ture, to enable us to reduce our capital investment
expenditures. Finally, we accord foremost priority
to allocating free cash flow to the reduction of our
interest-bearing liabilities.

More Muscular Cost Structure

Cost structure enhancement, centering on op
erations in power generation and targeted at the
achievement of solid competitive strength, forms
the underlying base of the Companys financial
strategies. The most effective means toward that
end is to reduce our average power-generation
costs by elevating the capacity factor of our nuclear
powver stations, our core energy source.

In addition, we are trimming costs through
streamlining of our existing infrastructure. During
the past three fiscal years we closed down 20 less
efficient power generators with a total output of
2,756 MW We also implemented long-term sus
pension of operations of another 11 generators
with a total output of 5,200 MW, and plans call for
two more suspensions in fiscal 2006. This restruc
turing of major assets is lowering our maintenance,
repair and other operating costs by significant mar
gins.

To curb our fixed costs, we are scaling back
our payrolls. Our original goal was to cut our
workforce by roughly 3,000 employees between
September 2001 and March 2005, but we success
fully reached that target one year ahead of sched
ule, in March 2004.

Higher Efficiency in Infrastructure
Development

Efficient development of our corporate infra
structure is an important strategy for boosting our
assets' earning capacity and increasing free cash
flow: At Kansai EP we are currently reducing our
investments into power plants and other facilities
even as we maintain a stable supply of high-quality
powver.

In fiscal 2004 we undertook a total of ¥255.1
billion in capital investments, 12% less than had
been initially planned at the start of the term. Be
tween fiscal 2004 and 2006 we are striving to keep
capex below ¥240 hillion per year on average; the
figure represents a reduction of ¥30 billion beyond
the target hoisted in March 2003. To achieve that
goal, which will focus on curbing capex into dis
tribution and other facilities, we aim to cut our pro
curement costs through diversification of purchas
ing methods and the adoption of new technologies
and construction methods. \We are also substantial
ly deferring construction of new power generation,
distribution and transmission facilities while moni
toring power demand trends.

On a consolidated basis, in fiscal 2004 we un
dertook capital investments totaling ¥321.5 hillion,
15% less than originally planned. Between fiscal
2004 and 2006 we are targeting a decrease to less
than ¥330 hillion per term on average, a further
¥30 hillion below the target set in March 2003.

Further Paring of Interest-bearing Debt

Kansai EPS longer-range financial strategy calls
for expansion of free cash flow through reductions
in costs and capital investments. The generated
cash flow will be allocated to reducing interest-
bearing liabilities as a way of reinforcing our finan
cial structure. In fiscal 2004 we decreased those li
abilities by ¥486.2 hillion at the parent level.

Currently, we have set two targets for trim
ming our liabilities further. At the parent level we
aim to reduce our interest-bearing debt to less than
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¥3 trillion by the end of fiscal 2006, rather than our
original goal of ¥3.1 trillion. We have simultane

ously revised our shareholders' equity ratio target to
higher than 25% by the end of fiscal 2006, super

seding the earlier goal to bring the ratio above 24%.
On a consolidated basis we are holding our share

holders’ equity ratio target at more than 25% by the
end of fiscal 2006, but we now aim to pare our in

terest-bearing debt to ¥3.3 trillion by that time as
opposed to the ¥3.4 trillion target we had set earli

er.

Comprehensive Commitment to
Corporate Strength

Through the various measures described here,
we not only target sustained expansion of both our
corporate and shareholder value, but also seek to
achieve the financial stability and flexibility that will
enable us to manifest our corporate strength even
within the increasingly deregulated market of the
coming years.
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Business Focus: Group Strategies

Pursuing supreme
customer satisfaction as
an all-around
life-support industry

Kansai EP is investing
its Groupwide resources
into new business areas

with potential to drive
earnings and boost
corporate and
shareholder value.

Application of Groupwide Strengths

At Kansai EP we believe that in order to
remain the power provider chosen by our
customers, we must provide them not only
with electricity but also with a panoply of
services supporting both their daily living
and business environments, as a way of in
viting an ever higher level of customer satis
faction.

It is our firm belief that in pursuing
these goals on a Groupwide basis, we will
be able to furnish ever higher value to cus
tomers and induce them to choose our
power and other services. In this way, we
aim to elevate the earnings of all Group en
terprises.

Three Core Business Domains

In line with the objectives just descri
bed, Kansai EP engages in a kaleidoscope of
Groupwide business endeavors all targeted
at enabling the most effective use of man
agerial resources. We concentrate on three
strategic areas: energy solutions, life-sup
port amenities, and information technology.

As a comprehensive energy provider,
we are making steady progress in providing
customers with optimal energy solutions to
match their power requirements, relying

foremost on electricity but also on gas and
cogeneration options as well. In fiscal 2004
we scored solid results in this respect, as il
lustrated by an increase in retail gas sales to
270,000 tons, and we are targeting 400,000
tons for fiscal 2005. To support this expan
sion in gas operations, we are presently con
structing a new LNG depot.

In recent years we have also launched a
wealth of new amenity-type business opera
tions to support lifecycle-related needs. The
new ventures include operations in home
security, settlement services, meal services
and health-management support services.
In the coming years, we will continue to re
spond to the trust of our customers, nur
tured through many years of service as a de
pendable electricity provider, by applying
these and other new business initiatives to
the creation of safe, convenient and com
fortable living environments, centering on
the adoption of totally electric facilities.

In the IT field, in fiscal 2004 we contin
ued to enhance our Internet connection ser
vices capitalizing on the Companys fiber-
optic network, now some 65,000 kilome
ters in length. As of the end of fiscal 2004
these services had attracted 260,000 sub
scriptions, and our target for the year in
progress has been set at 380,000. In addi
tion we are pursuing ongoing improvement

in our content distribution and application
services — illustrated by program distribu
tion integrating communications and
broadcasting capabilities — as well as ex
pansion of our user base centered on fiber-
to-the-home (FTTH) technology. Our un
derlying goal is to make operations in these
areas our second-largest earnings source af
ter electricity.

Medium-Term Targets

Through the three strategy vectors just
described, Kansai EP aims to apply its full
Group resources to provide its customers
with new forms of added value ahead. As
the tangible outcome of that commitment,
we have hoisted two targets for fiscal 2008:
1) to expand Groupwide sales by 50% to
¥250 billion and 2) to secure ¥33 billion in
recurring profit.
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