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Performance Overview

The Japanese economy during the current consolidated fiscal year continucd to recover
slowly with continued increase in capital investment against the background of improved
corporate profits. However, risks posed by the US economic downturn attributable to the
subprime loan issue, fluctuation in the financial and capital markets, and soaring oil prices are
spreading concerns over an economic slowdown and weakened consumer spending as a
whole.

The retail industry continues to remain in a difficult situation due to fiercer competition,

cffects of unseasonable weather, soaring raw material prices and sluggish individual spending.

In such an economic environment, thc Daiei Group developed the “New Midterm
Business Plan of the Daiei Group™ (hereinafter the “New Midterm Business Plan™) in May
2007. It has since worked on the cstablishment of “stable profitability” and “further
improvement of financial strength” as the final stages of the Group’s revitalization program

and has made concerted efforts to complete the program te make a leap forward in the future.

As part of the efforts to establish “stable profitability” in the retail business, we mobilized
the full potential of the Group to increase store attractiveness, and we have endeavored to
establish a mechanism that ensures continued support from local customers and business

partners.

In order to promote sales strategics tailored to the particular charactenstics of local areas,
we set up the “sales head offices” by dividing the country into five regions. We also
strengthened regional buying and distribution functions, tried to improve profitability with a
focus on increasing the numbcer of customers and purchased items, cxpanded sales of
originally-developed products, and endcavored to improve the “Special and Good Price
Supporting your Lives” and “Thursday Market” programs. In addition, we have continued
employee training utilizing the “Comprehensive Training Center” and strengthened our sales

capability.

Daiei concluded capital and business alliances with AEON Corporation ("AEON") and
Marubeni Corporation (“Marubeni™) in March 2007 and has promoted products and services
to satisfy customers through taking advantage of improved efficiency and economy of scale

achieved by effective use of respective business resources and sharing of know-how. We have




tricd to further improve profits and losses in retailing by maximizing effects of these efforts.
Specifically, we are promoting joint sales promotion campaigns with business partners,
cooperative purchasing, utilization of AEON’s cooperative distribution system, and
outsourcing of equipment management to AEON’s subsidiary. Furthermore, we are
dispatching our employees to three new companies with the respective functions of “Private
brand devclopment”, “Customer demand aggregation” and “Supply chain management”,
established by AEON, to share the knowledge of both companies and participate in activities

pursuing further functionality and efficiency.

In October 2007, we decided to restructure the brand system of sclf-developed products,
introduce “TOPVALU” brand products developed by AEON to the Daiei Group, and deploy
them as core products in our price policy. In accordance with this decision, we will terminate
sale of our original economy brand “Savings” by the end of FY 2008.

In addition, we will restructure our value-added brands, expand development and
review/strengthen products of “Oishiku Tabetai!” brand foods, “Aichaku Shiyo” brand clothes
and “SALIV” brand livingware, offer products which will win further customer support, and

aim to expand overall originally-developed products.

Our bastc policy on new store opening is promoting profitable store-opening regardless of
the number of new stores. Daiei opened five stores (including one scrap-and-build-type
existing store), Gourmet City Kinki opened one store, and Big A Corporation opened eleven
stores. Meanwhile, Daiei closed three stores (including two scrap-and-build-type cxisting
stores), Gourmet City Hokkaido closed three stores, and Gourmet City Kyushu closed four

stores.

We worked to improve the profitability of our own departments and vitalize tenant spaces
(as part of the renovation of existing stores), continued to recruit tenants, promoted the
maximization of synergy within the cntire store by employing the property management
approach, and increased the number of tenant supervisors (SV). Through these efforts, we
have created sclling spaces in accordance with store characteristics and promoted
store-development so that our customers can enjoy shopping.

Daiet and each Gourmet City completed the introduction of a new POS system and the
point program, designed to improve customer convenicnce and satisfaction. We are now

working on effective usc of portable terminals by each department to improve order




placement accuracy.

We celebrated our 50th anniversary in 2007 and have taken various measures including
the group-wide, large-scale “50th Anniversary Thank-You Sale” under the catch-phrase of
“Thank You for 50 Year’s of Patronage — We will Continue to Serve our Customers” to
express our gratitude to the customers and business partners who have supported us since the

company’s formation, positioning the 50th anniversary as a “new start”.

In respect of financial business, OMC Card Inc. has continued its efforts to strategically
expand the “membership business” and “outsourcing business” around the core “card
business” and promoted a “marketing solution partner” model which contributes to the
increase of our partners’ sales, utilizing OMC’s customer-gathering, database marketing and
sales promotion capabilities.

In the membership business field, OMC endeavored to increase the number of credit card
members by increasing the number of bases to recruit affiliated credit card members and by
issuing new affiliated credit cards. It has also made cfforts to increase the credit card
utilization rate by continuing the well-reputed “OMC Card Courtesy Day” and further
increasing the attractiveness of “Waku-waku Points”. Meanwhile, in the outsourcing business
field, OMC established the joint venture Procent Inc. with Marui Co., Ltd. and started
business operations in April 2007, providing our respective know-how and business resources
with the aim of founding an independent processing company specialized in undertaking
overall credit card business operations. Furthermore, we established the credit card/consumer
credit industry’s first backup system which complements information systems in alliance with
Central Finance Co., Ltd. in October 2007, and expanded the business by undertaking the
processing of housc cards issuecd by OMC and Cosmo Qil Co., Ltd.

In respect of the real estate business, OPA Co., Lid. (“OPA™), a commercial facility
operating company, endeavored to increase profits by promoting OPA business and property
management busincss by such means as opening Omiya OPA simultaneously with Daiei

Ohmiya’s large-scale renovation.

In respect of the leisure business, Fun Field Co., Ltd. (“Fun Field”), an amuscment facility
opcrating company, actively implemented scrap-and-build cfforts in consideration of adverse

market conditions, closing 6 facilities and opening 14 new facilities, and has also made efforts




to enlarge facilities and increase efficiency.

Meanwhile, as part of efforts for the “further improvement of financial strength”, we
raised funds in September 2007 to pay back a loan duc at the e¢nd of February 2008 and
provide for capital investment. Together with this refinancing of an existing loan, we reduced
interest-bearing liabilities by selling assets such as sharecs of OME and Maruetsu Inc.

(“Maruetsu”)

As a result of these activities, the consolidated operating revenue for the current
consolidated fiscal year decreased to 1,196 billion yen (down 6.8% ycar-on-year), down 87.9
billion yen from the previous consolidated fiscal year, due to decreased sales of existing stores
attributable to intensified competition in addition to the effects of selling businesses in the
previous consolidated fiscal year, non-consolidated store closing, and improvement of
existing stores’ setling spaces directly controlled by Daiei through recruiting tenants.

Meanwhile, operating income decreased to 14.4 billion yen (down 70.1% year-on-year),
down 33.9 billion yen from the previous consolidated fiscal year, due to the effects of selling
businesses in the previous consolidated fiscal year in addition to decreased OMC income
attributable to increased interest repayment costs.

Ordinary income decrcased to 8.6 billion yen (down 76.9% year-on-year), down 28.7
billion yen from the previous consolidated fiscal ycar, due to decrcased operating income
although non-opcrating loss decreased by 5.2 billion yen from the previous consolidated fiscal
year as a result of sclling assets and reducing interest-bearing liabilities.

The net income for the current consolidated fiscal year decrcased to 40.2 billion yen
(down 2.6% year-on-year), down 1.1 billion yen from the previous consolidated fiscal year as
a result of OMC’s allowance for doubtful accounts associated with the credit crunch and
extraordinary losses including loss on the impairment of fixed assets, in addition to declined
ordinary income, although we recorded extraordinary gain including gain on the sale of OMC

and Maructsu shares.

Reviewing business resulis by segment, operating revenue in retailing decreased to 999.7
billion yen (down 3.4% year-on-year), down 35.5 billion yen from the previous consolidated
fiscal year, and operating incomc decreased to 1.3 billion yen {(down 82.7% year-on-year),
down 6.4 billion yen from the previous consolidated fiscal ycar. These decreases are attributed

to sales of existing stores of Daici and other retailing companics which decreased from the




previous year, in addition to store closing on a non-consolidated basis and the usc of store
space for the recruitment of tenants, in spite of efforts such as opening new stores and

renovating existing stores.

In respect of the financial business, operating revenue decreased to 161.8 billion yen
(down 2.9% year-on-year), down 4.8 billion yen from the previous consolidated fiscal year
because OMC lowered the annualized rate in real terms for credit card cashing after
September 2, 2007, although it endecavored to develop new customers by deploying its
original credit business. Operating income decreascd to 8.7 billion yen (down 74.3%
year-on-year), down 25.1 billion yen from the previous consolidated fiscal year, due to

operating expenses incurred by interest repayment.

In respect of the real estate business, operating revenue increased to 17.9 billion yen (up
1.2 % year-on-year), up 0.2 billion yen from the previous consolidated fiscal year, and
opcrating income stood at 2.4 billion yen (up 1.1% year-on-year), staying at the same level as
in the previous consolidated fiscal year. These results are attributed to efforts to increase
income including the opening of Omiya OPA in March 2007, in spitc of which, the number of

consolidated subsidiaries decrcased.

In respect of the leisurc business, operating revenue decreased to 17.5 billion yen (down
75.8% year-on-year), down 54.8 billion yen from the previous consolidated fiscal year, and
operating income decreased to 1 billion yen (down 70.2% year-on-year), down 2.4 billion yen
from the previous consolidated fiscal ycar. These results are attributed to the sales of Fun
Ficld’s cxisting stores which decreased from the previous year in spite of active
scrap-and-build operations aimed to respond to adverse market conditions, in addition to the

effects of selling consolidated subsidiaries in the previous consolidated fiscal year.

In respect of other busincsses, operating revenue decreased to 54.9 billion yen (down
22.9% ycar;on-year) and opcrating income decreased to 1 billion yen (down 10.6%
year-on-ycar) duc to the sale and liquidation of subsidianies in the previous consolidated fiscal

year.

Consolidated intcrest-bearing liabilities decreased to 111.7 billion yen, down 530.7 billion

yen from the end of the previous consolidated fiscal year, duc to repayment of




non-consolidated loans by selling OMC shares and transfer of the shares to OMC’s equity

method affiliates.

State of cash flow

Cash and cash equivalent (“cash’) as of thc end of the current consolidated fiscal year
stood at 53.4 billion yen, a decrease of 73 billion yen from the previous consolidated fiscal
year.

Cash flows for the current consolidated fiscal year arc as follows:

[Cash Flows from Operating Activities)

Cash flows from operating activities during the current consolidated fiscal year increased
18.4 billion yen, unlike the decrease of 12.1 billion yen during the previous consolidated
fiscal year. Major factors for the increase included a cash decreasc of only 32.4 billion yen
associated with increased trade receivables (31.4 billion yen decrease in spending compared
with the previous fiscal ycar), in spite of decreased net income before taxes and other
adjustments of 11.2 billion yen (38.9 billion yen decrease in income compared with the
previous fiscal year), an increase of 24 billion yen cash associated with increased deposits
(22.3 billion yen increase in income compared with the previous fiscal year), and an increasc

of 3.7 billion yen in accounts payable (10 billion yen decrcase during the previous fiscal

year).

[Cash Flows from Investing Activities)

Cash flows from investing activities during the current consolidated fiscal year increased
103.6 billion yen. During the previous consolidated fiscal year, cash flows from investing
activities increased 148.2 billion yen. Major factors of the decrease included income of only
14.3 billion yen from the sale of tangible fixed assets (145.1 billion yen decrease in income
compared with the previous fiscal year) in spite of income of 101.7 billion yen from the sale
of investment sccurities including OMC shares (90.5 billion yen increase in income compared

with the previous fiscal year).

(Cash Flows from Financing Activities]

Cash flows from financing activities during the current consolidated fiscal year decreased

110.5 billion yen. During the previous consolidated fiscal year, cash flows from financing




activities decreased 179.1 billion yen. Major factors of the decrease included income of 22.5
billion yen associated with commercial paper issuance by a financial subsidiary (22.5 billion
yen increase in income compared with the previous fiscal ycar) and decreased spending of
150.3 billion yen associated with the borrowing and repayment of long-term debts (49.9

billion yen decrease in spending compared with the previous fiscal year).

Looking Forward

The business environment surrounding the Daiei Group will remain in the balance due to
concern over possible price increases caused by the soaring prices of crude oil and raw
materials, as well as uncertain customer spending in the future, in addition to fiercer

competition.

Under such conditions, the Group will continue to implement the “New Midterm Business

Plan” steadily and make concerted efforts together to establish “stable profitability™.

In respect of retailing, we will promote increased efforts in the market, responding to
customers’ lifestyles, increase the attractiveness of selling spaces by creating spaces focused
on foods and commodity items, respond to customers’ daily shopping neceds, continue to
promote the vitalization of tenant spaces by such means as increasing the number of tenant
SVs, and improve store profitability.

To maximize the effect of alliances with AEON and Marubeni, we will commence full
introduction of the AEON Group’s private brand, “TOPVAILU” products, in March 2008 and
continue to promote efforts taking advantage of the economics of scale including cooperative

purchasing, procurement and sales promotion.

Furthermore, in order to energize the sales system, we will launch a company-wide store
operation restructuring project aimed to improve productivity, improve overall work
efficiency from product purchasing to sales and man-hour productivity, continue to improve
employecs’ skills through training utilizing the “Comprehensive Training Center”, and
promote efforts to further improve customer satisfaction.

In addition, we will further strengthen the quality management system and disclose
product information appropriately in consideration of customers’ increased interest in food

safety.




Additionally, we will promote the opening of scrap-and-build stores and new stores in
various formats and continue to restructure the misston-critical information system which will
lead to improvement in efficiency and productivity in order to realizc the mid- and long-term

growth strategy.

Mecanwhile, we will clarify the growth strategy and functions of each affiliated company,
promote appropriate allocation of the Group’s business resources, and strengthen the

management system in the Group stratcgy to maximize consolidated profits.

As described above, the Daiei Group is determined to make concerted efforts to complete
the corporate revitalization and realize the management vision by steadily carrying out the

“New Midterm Business Plan™,




Five-Year Summary
Years Ended February 28 or 29

Millions of yen

2008 2007 2006 2005 2004
For the year:
Operating revenues ¥1,196,011 ¥1,283,888 ¥1,675,127 ¥1,833,818 ¥1,993,619
Net sales 972,288 1,046,958 1431508 1592660 1,752,032
Real estate revenues 46,948 46,612 52,689 45,279 52,287
Other 176,775 190,318 191,030 195,879 189,300
Cost of Sales 677,239 734,887 1,050,785 1154640 1,263,910
Selling, general and administrative expense 504,330 500,693 579,815 636,788 678,054
tncome from operations 14,442 48,308 44 527 42,390 51,655
Net interest expense -4.929 -11,094 -14,451 -14,323 -16.616
Net income (loss) 40,210 41,298 413,160 -511,198 18,148
Per 10 shares of common stock (in yen):
Net income (loss) ¥2030.90 ¥2,08579 ¥23,717.43 ¥-80,642.72 ¥2329.75
Cash dividends applicable to the year 0 0 0 0 0

Per share information have been adjusted to reflect the reverse stock split (one for ten) that take effect on May 10, 2005.

At year-end:
Current assets ¥136,603  ¥699,4093  ¥709,786  ¥779,192  ¥828,692
Inventories 50,346 51,436 55,975 74,845 91,243
Praoperty and equipment, at net book value 185,335 215,038 365,805 458,812 918,077
Total assets 492,089 1,139,409 1,343,307 1,626,800 2,260,782
Equity 194,628 188,659 112,632 412,098 88,525
Average number shares outstanding 117,004 98,263 89,497 433,120 378,599
(in thousands)
Merchandise Mix
2008 2007 2006 2005 2004
Foodstuffs 64% 60% 50% 49% 46%
Clothing and personal care products 16 17 16 18 19
Household items, others 18 21 21 20 21
Wholesale 2 2 13 13 14
Total 100% 100% 100% 100% 100%
Net sales:
Biilions of yen ¥972 ¥1,047 ¥1,432 ¥1,593 ¥1,752
Millions of U.S.dollars $9,260 $9,971 $13,633 $15,168 $16,686

The U.S.dollar amounts in this report have been obtained by converting the Japanese yen amounts at the exchange

rate of ¥105 to $1.00 as of February 29, 2008.

Number of Stores

2008 2007 2006 2005 2004
Superstores
Company 207 205 210 263 266
Subsidiaries 256 245 234 258 263
Total 463 450 444 521 529
Specialty stores * 793 659 480 1,111 1,148
* Includes subsidiaries and franchisees.
Sales Floor Space (Thousands of square meters)
2008 2007 2006 2005 2004
Superstores
Company 1,160 1,200 1,389 1,860 1,892
Subsidiaries 290 286 285 375 340
Total 1,450 1,486 1,674 2,235 2,232
Specialty stores * 195 140 124 150 159

* Includes subsidiaries and franchisees.
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The Daiei, Inc. and Consolidated Subsidiaries

Consolidated Statements of Income

Xears Ended Februacy 29, 2008 and Febuary 28,2007

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
2008 2007 2008
OFPERATING REVENUES ¥ 1,196,011 ¥ 1,283,888 $ 11,390,581
COSTS AND OPERATING EXPENSES:
Cost of revenues 677,239 734887 6,449,895
Seliing, general and administrative expenses
{Note 9) 504,330 500,693 4,803,143
Total costs and operating expenses 1,181,569 1,235,580 11.253.038
INCOME FROM OPERATIONS 14,442 48,308 137.543
OTHER INCOME (EXPENSES):
Net interest expense (4,929) (11,094) (46,943)
Reversal of allowance for business revitalization 3,789 26,036 36,086
Gain on sales of propenty and equipment 9,049 43,652 86,181
Gain on sales of investments in subsidiaries
and affiliates 64,569 7.322 614,943
Impairment loss on long-tived assets (Note 4) (17,439) (42,086) (166,086)
Provision for doubtful accounts (48.,897) (231 (465,686)
Provision for losses on interest refunds (Note 2,j) (10,958)
Other—net (9.367) (10.858) (89.209)
Other income {expenses)—net (3,225) 1.783 (30,714)
INCOME BEFORE INCOME TAXES AND
MINORITY INTERESTS 11,217 50,091 106,829
INCOME TAXES (Note 10}:
Current 15,548 13,465 148,076
Deferred (35.590) (12,110) {338,952)
Total income taxes (20,042) 1,355 (190.876)
MINORITY INTERESTS (B.951) 7438 (85.247)
NET INCOME ¥ 40,210 ¥ 41298 0§ 382 952
Yen U.S. Dollars
PER SHARE OF COMMON STOCK (Note 16):
Basic net income ¥ 203.09 ¥ 208.58 $1.93
Diluted net income 208.47

See notes to consolidated financial statements,
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The Daiei, Inc. and Consolidated Subsidiaries

Consolidated Statements of Cash Flows

Years Ended February 29, 2008 and February 28, 2007

OPERATING ACTIVITIES:
Income before income 1axes and minority interesis
Adjustments for:
Income taxes paid
Depreciation and amortization
Amortization of goodwill
Increase in aliowance for doubtful accounts
Decrease in allowance for business revitalization
Increase in allowance for losses on interest refunds
Gain on sales of investments in subsidiaries and
affiliates
Gain on sales of property and equipment
Impairment loss on long-lived assets
Increase in notes and accounts receivable
Decrease in inventories
Increase (decrease) in accounts payable and
accrued expenses
Other—net
Tota! adjustments

Net cash provided by (used in} operating
activities

INVESTING ACTIVITIES:
Proceeds from sales of property and equipment
Acquisition of propenty and equipment
Proceeds from sales of investment securities
Proceeds from refund of lease deposits
Other-—net

Net cash provided by investing activities

FINANCING ACTIVITIES:
Increase in short-term borrowings—net
Proceeds from long-term debt
Repayment of long-term debt
Other—net

Net cash used in financing activities

FOREIGN CURRENCY TRANSLATION ADJUSTMENTS
ON CASH AND CASH EQUIVALENTS

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS—(Forward)

Thousands of
U.S. Dollars
Millions of Yen {Note 1)
2008 2007 2008
¥ 11,217 ¥ 50,091 $ 106,829
(20,213} (2,536) (192,505)
19,607 24,084 186,733
714 979 6.800
51.367 5079 489210
(9,789) {46,130) (93.229)
10,919 18,914 103,990
(64.569) (7.322) (614,943)
{9,649) (43,652) (86.181)
17.439 42,086 166,086
(32,435) (63,823) (308,905)
175 1980 1,667
27,722 8.277) 264019
15,305 14,474 145,762
7193 (62,134) 68,504
18,410 (12.053) 175,333
14,323 159417 136,409
(17.698) (33,255) {168.,552)
101,698 11,226 968,552
9,241 14,577 88,010
(3,979} {3.767) (37,895}
103,585 148,198 986.524
19,985 22,577 190.333
252,608 204,084 2.405,791
(402,938) (404,317) (3,837,505)
19.886 (1.466) 189391
(110459} (179.122) (1,051,990)
0 I 1)}
¥ 11,526 ¥ (42977 0§ 109771

{Continued)




The Daiei, Inc. and Consolidated Subsidiaries

Consolidated Statements of Cash Flows

Years Ended February 29, 2008 and February 28, 2007

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS—(Forward}

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

DECREASE IN CASH AND CASH EQUIVALENTS BY
DECONSOLIDATION OF SUBSIDIARIES

CASH AND CASH EQUIVALENTS, END OF YEAR

CASH FLOW INFORMATION:
Effect of deconsolidation of subsidiaries upon sales
of their stocks to third parties:
Assets decreased
Liabilities decreased

See notes to consolidated financial statements,

Thousands of

U.S. Dollars
Millions of Yen {Note 1)

2008 2007 2008
¥ 11,526 ¥ (42977) 5 1097171
126,359 169,336 1,203,419
(84.491) (804.676)
¥ 53,394 ¥ 126,359 $ 508514
¥621,017 ¥24.282 $5,914,448
569,859 34,609 5427229

{Concluded)




The Daiei, Inc. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

Years Ended February 29, 2008 and February 28, 2007

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statemenis have been prepared in accordance with the provisions sel
forth in the Japanese Securities and Exchange Law and its related accounting regulations, and in conformity
with accounting principles generally accepted in Japan, which are different in certain respects as to application
and disclosure requirements of International Financial Reporting Standards.

In preparing these consolidated financial statements, cenain reclassifications and rearrangements have been
made to the consolidated financial statements isswed domestically in order to present them in a form which is
more familiar to readers outside Japan,

Certain reclassifications have been made in the 2007 financial statements 1o conform to the classificalions used
in 2008,

The consolidated financial statements are stated in Japanese yen, the currency of the country in which The
Daiei, Inc. (the "Company"} is incorporated and operates. The translations of Japanese yen amounts into U.S,
dollar amounts are included solely for the convenience of readers outside Japan and have been made at the rate
of ¥105 to $1, the approximate rate of ¢xchange at February 29, 2008. Such translations should not be
construed as representations that the Japanese yen amounts could be converted into 1J.S. dollars at that or any
other rate.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a.  Consolidation—The accompanying consolidated financial statements as of February 29, 2008 include the
accounts of the Company and its 32 (52 in 2007) significant subsidiaries (together, the "Companies”).
Consolidation of the remaining subsidiaries would not have a material effect on the accompanying
consolidated financial statements.

Under the control or influence concept, those companies in which the Company is able to exercise control,
directly or indirectly, over operations are fully consolidated, and those companies over which the
Companies have the ability to exercise significant influence are accounted for by the equity method.

Investments in unconsclidated subsidiaries are stated at cost. If the equity method of accounting had been
applied to the investments in these companies, the effect on the accompanying consolidated financial
statements would not be material.

The number of consolidated subsidiaries, affiliates and unconsolidated subsidiaries for fiscal 2008 and
2007 are summarized below:

2008 2007
Consclidated subsidiaries 32 52
Affiliates 8 1
Uncensolidated subsidiaries 2




On February 8, 2008, the Company sold a portion of its investiment in OMC Card, Inc. ("OMC"), which
was a consolidated finance-service subsidiary. OMC became an affiliate accounted for by equity method
at the end of fiscal 2008.

All significant intercompany balances and transactions have been ¢liminated in consolidation, All material
unrealized profit included in assets resulting from transactions within the group is eliminated.

Goodwill, the excess of the cost of an acquisition over the fair value of the net assets of the acquired
subsidiaries and affiliates at the date of acquisition, is amortized on a straight-line basis principally over 5
or 20 years, while cenain goodwill that is immaterial in terms of amount is expensed when acquired.

Cash Eguivalents—Cash equivalents are short-term investments that are readily convertible into cash and
that are exposed to insignificant risk of changes in value. Cash equivalemts include time deposits,
certificate of deposits, commercial paper and certain investments, all of which mature or become due
within three months of the date of acquisition,

Inventories—\nventorics are principally stated at cost as determined by the retail method applied on an
average basis.

Marketable and Investment Securities—Al securities held by the Companies are classified as
available-for-sale securities, and reported at fair value, with unrealized gains and losses, net of applicable
taxes, reported in a separate component of equity.

Available-for-sale securities whose fair values are not readily determinable are stated at cost determined
principally by the moving-average method.

For other than temporary declines in fair value, investment securities are reduced to net realizable value by
a charge to income,

Property and Equipment—Depreciation of buildings and smuctures of the Company and buildings of
certain of its consolidated subsidiaries is computed using the straight-line method, while the
declining-balance method is used for equipment and fixtures of the Company and principally for the
property and equipment of its subsidianes.

The range of useful lives is from 5 10 50 years for buildings and strucrures,

Ordinary maintenance and repairs are charged to expense as incurred. Major replacements and
improvements are capitalized. Depreciation charged to expense for fiscal 2008 and 2007 was
¥15,413 million ($146,790 thousand) and ¥18,393 million, respectively.

Long-lived Assets—The Companies review their long-lived asscts for impairment whenever events or
changes in circumstance indicate the carrying amount of an asset or asset group may not be recoverable.
An impairment loss would be recognized if the carrying amount of an asset or asset group exceeds the sum
of the undiscounted future cash flows expected to result from the continued use and eventual disposition of
the asset or asset group. The impairment loss would be measured as the amount by which the carrying
amount of the asset exceeds its recoverable amount, which is the higher of the discounted cash flows from
the continued use and eventual disposition of the asset or the net selling price at disposition.

Employees’ Retirement Benefits—The Company and most of the consolidated subsidiaries have
contributory funded pension plans and unfunded retirement benefit plans covering substantially all
employees. In March 2003, defined contribution pension plans were established.




Effective March 1, 2001, the Company and its domestic consolidated subsidianies adopted a new
accounting standard for employees' retirement benefits and accounted far the liability for retirement
benefits based on projected benefit obligations and plan assets at the batance sheet date,

The transitional obligation as of March 1, 2001 has principally been amortized over 15 years starting from
the year ended February 28, 2002 on a straight-line method. Annual amortization is presented as other
expense in the consolidated statements of income,

Allowance for Doubiful Accounts—The allowance for doubtfu! accounts is stated in amounts considered
to be appropriate based on the Companies’ past credit loss experience and an evaluation of potential losses
in the receivables outstanding,.

Allowance for Business Revitalization—In December 2004, the Company developed a business
restructuring plan (the "Business Plan™) which included the closure of stores and other restructuring
measures, with the objective of findamentally resolving the business challenges and to concentrate
management resources on core businesses. Allewance for loss on business revitalization is provided for
estimated cosis of store shut down and other restructuring measuores arising from the execution of the
Business Plan.

Allowance for Losses on Interest Refunds—OMC provided an allowance for losses on interest refunds in
amounlis considered to be appropriate based on the past refund experience and the recent situation
regarding interest refunds.

In October 2006, "Application of auditing for provision of allowance for loss for reclaimed refund of
interest in the accounting of consumer finance companies” of the industry audit practice cotnmittee report
No. 37 was issued by the Japanese Institute of Cenified Public Accountants. Although this report did not
require adoption until on or after the fiscal yvear ended March 31, 2007, OMC adopted this treatment from
the beginning of the year ended February 28, 2007 as early adoption was permitted, As a result of this
adoption, provision for losses on interest refunds of ¥10,958 million was recorded as other expense.

Leases—The Companies conduct a large pan of their retail store operations in leased facilities, In
accordance with accounting practices in Japan, no lease obligations have been capitalized.

The Companies lease certain equipment and fixtures under noncancelable agreements with initial lease
periads of 5 to 7 years, The agreements are renewable at substantially reduced rentals and the initial lease
periods are less than the estimated usefu! lives of the properties. These leases are nccounted for as
operating leases, Under Japanese accounting standards for leases, whether as a lessee or as a lessor.
finance leases thal are deemed to transfer ownership of the leased property 10 the lessee are to be
capitalized, while other finance leases are permilted (o be accounted for as operating lease transactions if
centain "as if capitalized” information is disclosed in the notes to the lessee's financia) statements. The "as
if capitalized" information as a lessor is also disclosed (sec Note 9.b).

Foreign Carrency Financial Statements—Financial statements of a foreign affiliate are translated into
Japanese yen at year-end rates except for equity which is translated at historical rates,

Differences arising from such transtation are presented as "foreign currency translation adjustments” in a
separate component of equity,

Fareign Currency Transactions—All monetary receivables and payables denominated in foreign
cumrencies are ranslated into Japanese yen at the exchange rates at the balance sheet date. The foreign
exchange gains and losses from translation are recognized in the consolidated statements of income to the
extent that they are not hedged by forward exchange contracts.




Derivatives and Hedging Activities—The Company and certain consolidated companies use derivative
financial instruments to manage their exposures to fluctuations in foreign exchange and interest rates.
Foreign exchange forward contracts and interest rate swaps are utilized to reduce foreign currency
exchange and interest rate risks. The Companies do not enter into derivatives for trading or speculative
purposes. -

Denvative financial instruments and foreign currency wransactions are classified and accounted for as
follows: (a} all denvatives are recognized as either assets or liabilities and measured at fair value, and
gains or losses on derivative transactions are recognized in the consolidated statements of income and
(b} for derivatives used for hedging purposes, if derivatives qualify for hedge accounting because of high
comrelation and effectiveness between the hedging instruments and the hedged items, gains or losses on
derivatives are deferred until maturity of the hedged transactions.

The foreign cwrrency forward contracts are vtilized to hedge foreign currency exposures in procurement of
merchandise from overseas suppliers. Trade payables denominated in foreign currencies are translated at
the forward exchange conmacted rates if the forward contracts qualify for hedge accounting.

Interest rate swaps are utilized to hedge interest rate exposures of long-term debt. These swaps, which

qualify for hedge accounting, are measured at market value at the balance sheet date and the unrealized

gains or losses are deferred uniil maturity as other liabilities or assets. In addition, the interest rate swaps, '
which also meet specific matching criteria, are not remeasured at market value but the differential paid or

received under the swap agreements are recognized and included in interest expense or income, i

Income Taxes—The provision for income taxes is computed based on the pretax income included in the
consolidated statements of income. The asset and liability approach is used to recognize deferred tax
assets and liabilities for the expected future tax consequences of temporary differences between the
camying amounts and the tax bases of assets and liabilities. Deferred taxes are measured by applying
cumrently enacted tax faws 1o the temporary differences.

The Company files a tax return under the consolidated corporate-tax system, which allows companies to
base tax payments on the combined profits or losses of the parent company and its wholly owned domestic
subsidiaries,

Per Share Informution—Basic net income per share is computed by dividing net income available to
common shareholders by the weighted-average number of commen shares outstanding for the period,
retroactively adjusted for stock splits.

Diluted net income per share reflects the potential dilution that could occur if warrants were exercised.
Diluted net income per share of common stock assumes full exercise of the outstanding warrants at the
beginning of the year.

Presentation of Equity—On December 9, 2005, the Accounting Standards Board of Japan {the "ASBJ")
published a new accounting standard for presentation of equity. Under this accounting standard, certain
items which were previously presented as liabilities are now presented as components of equity. Such
items include stock acquisition rights, minority interests, and any deferred gain or loss on derivatives
accounted for under hedge accounting. This standard is effective for fiscal years ending on or afier May 1,
2006. The balances of such items as of February 28, 2006 were reclassified as separate components of
equity as of March 1, 2006 in the consolidated statement of changes in equity.
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Stock Options—On December 27, 2005, the ASBJ issued ASBJ Statement No. 8, "Accounting Standard
for Stock Options” and related guidance. The new standard and guidance are applicable to stock options
newly granted on and after May 1, 2006. This standard requires companies to recognize compensation
expense for employee stock options based on the fair value at the date of grant and over the vesting period
as consideration for receiving goods or services. The standard also requires companies to account for stock
options granted to non-employees based on the fair value of either the stock option or the goods or services
received. In (he balance sheet, the stock option is presented as a stock acquisition right as a separate
component of equity until ¢exercised. The standard covers equity-settled, share-based payment
transactions, but does not cover cash-settled, share-based payment transactions. In addition, the standard
allows unlisted companies to measure options at their intrinsic value if they cannot reliably estimate fair
value,

The Company adopted this accounting standard for stock optiens, however, there was no effect because the
Company has not granted any stock options subsequent to May 1, 2006.

New Accounting Pronouncements

Measurement of Inventories—Under genenally accepted accounting principles in Japan, inventories ate
currently measured ¢ither by the cost method, or at the lower of cost or market. On July 5, 2006, the ASBJ
issued ASBJ Statement No. 9, "Accounting Standard for Measurement of Inventories,” which is effective
for fiscal years beginning on or after April 1, 2008 with early adoption permitted. This siandard requires
that inventories held for sale in the ordinary course of business be measured at the lower of cost or net
selling value, which is defined as the selling price less additional estimated manufacruring costs and
estimated direct selling expenses. The replacement cost may be used in place of the net selling value, if
appropriate. The standard also requires that inventories held for trading purposes be measurcd at the
market price,

Lease Accounting—On March 30, 2007, the ASBJ issued ASBJ Statement No. 13, "Accounting Standard
for Lease Transactions,” which revised the existing accounting standard for lease transactions issued on
June 17, 1993, The revised accounting standard for lease transactions is effective for fiscal years
beginning on or afier April 1, 2008 with early adoption permitted for fiscal years beginning on or after
April 1, 2007.

Lessee

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased
property to the lessee are to be capitalized, however, other finance leases are permitted to be accounted for
as operating tease transactions if cenain "as if capitalized" information is disclosed in the note to the
lessee’s financial statements. The revised accounting standard requires that all finance lease transactions
shall be capitalized recognizing lease assets and lease obligations in the balance sheet.

Lessor

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased
property to the lessee are 1o be capitalized, however, other finance leases are permitted to be accounted for
as operating lease transactions if certain “as if capitalized” information is disclosed in the note to the
lessor’s financial statements. The revised accounting standard requires that all finance teases that deem to
transfer ownership of the leased property to the lessee shall be recognized as lease receivables, and all
finance leases that deem not to transfer ownership of the leased property to the lessee shall be recognized
as investments in lease.
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MARKETABLE AND INVESTMENT SECURITIES
Marketable and investment securities as of February 29, 2008 and February 28, 2007 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars
2008 2007 2008
Non-current:
Marketable securities ¥ 4213 ¥ 2,206 § 40,124
Non-marketable equity securitics 740 2531 1.047
Total ¥ 4,953 ¥ 4,737 $ 47171

The carrying amounts and aggregate fair values of marketable securities at February 29, 2008 and February 28,
2007 were as follows:

Millions of Yen

Unrealized Unrealized Fair
February 29, 2008 Cost Gains Losses Value
Securities classified ns
available-for-sale equity securities ¥ 2,497 ¥ 1.716 ¥4213
Total ¥ 2497 ¥ 1,716 ¥ 4213
— —— —
February 28, 2007
Securities classified as
available-for-sale equity securities ¥ 989 ¥1.217 ¥ 2,206
Tatal ¥ 989 ¥ 1217 ¥ 2,206

Thousands of U.S, Dollars

Unrealized Unrealized Fair
February 29, 2008 Cost Gains Losses Value
Securities classified as
available-for-sale equity securities $ 23,781 $ 16,343 5 40,124
Total § 23,781 $ 16,343 $ 40,124

Avatlable-for-sale securities whose fair value is not readily determinable as of February 29, 2008 and February
28. 2007 were as follows:

Carrying Amount
Thousands of
Millions of Yen U.S. Dollars
2008 2007 2008

Available-for-sale equity securities ¥ 740 ¥ 2,531 § 7,047




Proceeds from sales of available-for-sale securities for the year ended February 29, 2008 were ¥1,576 million
(515,010 thousand). Gross realized gains on these sales, computed on the moving average cost basis, were
¥822 mittion {$7.829 thousand) for the year ended February 29, 2008.

Proceeds from sales of available-for-sale securities for the year ended February 28, 2007 were ¥8,543 million.
Giross realized gains and losses on these sales, computed on the moving average cost basis, were ¥6,417 million

and ¥2 million, respectively, for the year ended February 28, 2007,

IMPAIRMENT OF LONG-LIVED ASSETS

In the year ended February 29, 2008, the Companies reviewed their long-lived assets for impairment. Asa
result, an impairment loss was recognized on the following groups of assets:

Region Usage

Hokkaido Stores

Properties for lease, etc.
Kanto Stores

Properties for lcase, etc.
Chubu Stores

Properties 1o be disposed
Kinki Stores

Propenties for lease, etc.
Kyushu Stores

Properties for lease, etc.
Qther Stores, e1c.

Thousands

Millions of U.S.

of Yen Dollars
¥ 1,072 $ 10,210
5,365 51,095
1,547 14,733
6,664 63,467
2,331 22,200
460 4,381

Classification
Land and buildings, etc.
Land and buildings, etc.
Land and buildings. etc.
Land and buildings. ete,
Land and buildings, etc,

Land and buildings, etc.

The Compantes categorize stores as standard units generating cash flows, and rental properties, idle properties
and other operating facilittes as individual independent units,

In 2008, the book value of the groups of assets where there had been a significant decline in profitability and
market value were reduced to the expected recoverable amounts. Such recoverable amounts were estimated
using net selling prices based on Real Estate Apprzisal Standards and values in use by discounting estimated
future cash flows. Mainly a discount rate of 7% was used for computing the value in use. The amount written
down was recorded as an impairment loss of ¥17.439 miltion {($166,086 thousand) as other expense.

Impairment loss on long-lived assets recorded for the year ended February 29, 2008 consisted of the following:

Category

Buildings and others
Land

Total

Thousands of
Millions of Yen 1.5. Dollars
¥ 14,925 5 142,143
2,514 21,943
¥ 17439 5 166,086




In the year ended February 28, 2007, the Companies reviewed their long-lived assets for impairment and, as a
result, an impairment loss was taken on the following groups of assets:

Millions
Region Usage of Yen Classification

Hokkaido Stores ¥ 3,176 Land and buildings, etc,
Properties for lease, elc.

Tohoku Stores 9 Buildings, etc.

Kanto Stores 11,401 Land and buildings, etc.
Properties for lease, elc.

Chubu Stores 834 Land and buildings, etc.
Properties for lease, tic,

Kinki Stores 21,148 Land and buildings, etc.
Properties for lease, etc.

Chugoku, Shikoku Stores, efc. 246 Land and buildings, ete.

Kyushu, Okinawa Stores 5,272 Land and buildings, etc,

Properties for lease, etc.

In 2007, the book value of the groups of assels where there had been a significant decline in profitability and
market value were reduced to the expected recoverable amounts, Such recoverable amounts were estimated
using net selling prices based on Real Estate Appraisal Standards and values in use by discounting estimated
future cash flows. Mainly a discount rate of 7% was used for computing the value in use. The amount written
down was recorded as an impairment loss of ¥42,086 million as other expense.

Impairment loss on long-lived assets recorded for the year ended February 28, 2007 consisted of the following:

Category Millions of Yen
Buildings and others ¥ 30,041
Land 12,045
Total ¥ 42,086

SHORT-TERM BORROWINGS AND LONG-TERM DEBT

Short-term berrowings at February 29, 2008 and February 28, 2007, consisted of short-term borrowings from
banks and other financtal institutions.

The weighted-average interest rates of shon-termn borrowings for the years ended Febmary 29, 2008 and
February 28, 2007 were 0.5% and 2.3%, respectively.

Long-term debt as of February 29, 2008 and February 28, 2007, is summarized as follows:

Thousands of

Millions of Yen U.5. Dollars
2008 2007 2008
2.2%-6.0% loans from banks and other
financial institutions, due 2008 senally
to 2021
Collateralized ¥ 111,517 ¥ 219,152 S 1,062,067
Unsecured 11 339.712 105
Total 111,528 558,864 1,062,172
Less current portion {3,718} (330,661) (35,410)

Long-term debt, less current portion ¥ 107,810 ¥ 228,201 § 1,026,762




Aggregate annual marurities of long-term debt less current pertion at February 29, 2008 are summarized as

follows:

Thousands of

Fiscal Year Millions of Yen U.S. Dollars
2010 ¥ 5736 § 54,629
2011 100,471 936,867
2012 356 3,390
2013 366 3,486
2014 and thereafter 881 8.390
Total ¥ 107,810 $ 1,026,762

As of February 29, 2008, the following assets were pledged as collateral to secure accounts payable (primarily
trade) of ¥244 million ($2,324 thousand), long-term debt (including current portion) of ¥111,517 million

($1,062,067 thousand) and other long-term liabilities of ¥2,268 million (521,600 thousand),

Thousands of
Assets Millions of Yen U.S. Dollars
Cash and time deposits ¥ 681 $ 6.486
Inventories 26 248
Accounts receivable k] 2,867
Buildings and structures 31.681 301,724
Land 103,329 984,086
Investment securities including those in affiliates 18.947 180,447
Lease deposits 56,344 536,609
Other long-term assets 11,268 107,314
Total y 222577 § 2,119,781
L — ] L}

EMPLOYEES' RETIREMENT BENEFITS

The liability for employees® retirement benefits at February 29, 2008 and February 28, 2007, consisted of the

following:
Thousands of
Millions of Yen U.S. Dollars
2008 2007 2008

Projected benefit obligation ¥ 52828 ¥ 57312 $ 503,124
Fair value of plan assets {19,950} 2L.753) (190,000)
Unrecognized transitional obligation (6,137) (6,929) 158,448)
Unrecognized actuarial loss (5,362) (6,766) (51,067)
Unrecognized prior service cost 656 594 6,248
Prepaid pension expense 37 70 352
Net lability ¥ 22,072 ¥ 22528 $ 210,209




The components of net periodic retirement benefit cosis for the years ended February 29, 2008 and February 28,
2007, were as follows:

Thousands of
Millions of Yen U.S. Dollars
2008 2007 2008

Service cost ¥ 3,968 ¥ 4,546 $ 37,791
Interest cost 775 778 7,381
Expected return on plan assels {61) (48) {581)
Amortization of plan transitional abligation 793 1,164 7.553
Recognized actuarial loss 1,085 871 10,333
Amortization of prior service cost (116) (224} (1,10%)
Others 944 1,046 8.990
Net peniodic benefit costs ¥ 7,388 ¥ 8133 $ 70.362

Assumptions used for the years ended February 29, 2008 and February 28, 2007, were as follows:

2008 2007
Discount rate 0.9%%-1.5% 0.8%-2.0%
Expected rate of return on plan assets 0.25%-2.0% 0.0%-2.0%
Amortization period of prior service cost Principally 9 years Principally 9 years
Recognition period of actuarial gain/loss Principally 9 years Principally 9 years
Amontization period of transitional obligation 15 years 15 years

EQUITY

On and after May 1, 2006, Japanese companies are subject to a new corporate law of Japan (the "Corporate
Law"), which reformed and replaced the Commercial Code of Japan with various revisions that are, for the most
part, applicable 1o events or transactions which occur on or after May 1, 2006 and for the fiscal years ending on
or after May 1, 2006. The significant changes in the Corporate Law that affect financial and accounting matters
arc summarized below:

a.

Dividends

Under the Corporate Law, compantes can pay dividends at any time during the fiscal year in addition 1o the
year-end dividend upon resclution at the shareholders meeting. For companies that meet cenain criteria
such as; (1) having the Board of Directors, (2) having independent auditors, (3) having the Board of
Corporate Auditors, and (4) the term of service of the directors is prescribed as one year rather than two
years of normal term by its anticles of incorporation, the Board of Directors may declare dividends (except
for dividends in kind) at any time during the fiscal year if the company has prescribed so in its articles of
incorporation. The Company meets all the above criteria.

The Corporate Law permits companies to distribute dividends-in-kind {non-cash assets) to shareholders
subject to a certain limitation and additional requirements.

Semiannual interim dividends may also be paid once a year upon resolution by the Board of Directors if
the articles of incorporation of the company so stipulate. The Corporate Law provides certain limitations
on the amounts available for dividends or the purchase of treasury stock. The limitation is defined as the
amount available for distribution to the shareholders, but the amount of net assets after dividends must be
maintained ot no less than ¥3 million,




Increases/Decreases and Transfer of Capital Stock, Reserve and Surplus

The Corporate Law requires that an amount equal to 10% of dividends must be appropriated as a legal
reserve (2 component of retained earnings) or as additional paid-in capital {2 component of capital surplus})
depending on the equity account charged upon the payment of such dividends until the total of aggregate
amount of legal reserve and additional paid-in capital equals 25% of the capital stock, Under the
Corporate Law, the total amount of additional paid-in capital and legal reserve may be reversed without
limitation. The Corporate Law also provides that capital stock, legal reserve, additional paid-in capiral,
other capital surplus and retained earnings can be transferred among the accounts under cenain conditions
upon resolution of the shareholders.

Treasury Stock and Treasury Stock Acquisition Rights

The Corporate Law also provides for companies to purchase treasury stock and dispose of such treasury
stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the
amount available for distribution to the shareholders which is determined by specific formula.

Under the Corporate Law. stock acquisition rights, which were previously presented as a liability, are now
presented as a separate component of equity.

The Corporate Law also provides that companies can purchase both treasury stock acquisition nghts and
treasury stock. Such treasury stock acquisition rights are presented as a separate component of equity or
deducted directly from steck acquisition rights.

STOCK OPTIONS

The stock options cutstanding as of February 29, 2008 are as follows:

Number of
Persons Options Date of Exercise
S1ock Option Granted Ciranted Grant Price Exercise Period

2005 Stock Option 2 directors 747,300 shares 2005.7.11 ¥ 1962 From March 1, 2008

to May 25,2015

The stock option activity is as follows:

2005 Stock Option
(Shares)

For the Year Ended February 28, 2007

Non-vested:

February 24, 2006—-outstanding 747,300
Granted
Canceled ( 373,650)
Vested

February 28, 2007—outstanding 373,650

Vested:

February 28, 2006—outstanding
Vesled
Exercised
Canceled

February 28, 2007—outstanding




2005 Stock Option
(Shares)

For the Year Ended February 29, 2008

Non-vested:
February 28, 2007—outstanding 373,650
Granted
Canceled
Vested
February 29, 2008—outstanding 373,650

Vested:
February 28, 2007—outstanding
Vested
Exercised
Canceled
February 29, 2008—outstanding

Exercise price ¥1,962
{$18.69)

LEASE

In connection with leased store facilities. in most cases, store buildings are constructed 1o the Companies’
specifications on land owned by the lessor. The facilities are leased for a 20-year term, with annual rental
charges under individual contracts which are renegotiated every 2 or 3 years. Clauses for renewals vary by
individual lease contract; however, these agreements generally are renewable upon expiration. There is no
provision for contingent rentals.

Generally, substantially all of the costs of construction of these store buildings is financed by the Companies in
the form of lease deposits paid to the lessor. These lease deposits, less a non-interest bearing withholding of
10%-20% which is refundable upon termination of the lease contract, are refunded on an equal installment
basis over the last 10 years of the lease, Lease deposits are non-interest bearing for the first 10 years of the
lease contract, but bear interest ranging up to 3% in the final 10 years of the contracts except for the
aforementioned withholdings.

Tonat rental expenses for store facilities, office space and equipment including lease payments under finance
leases for fiscal 2008 and 2007 were ¥78,146 mitlion ($744,248 thousand) and ¥76,468 million, respectively.

For the year ended February 29, 2008, the Companies recorded an impairment loss of ¥59 million
(8562 thousand) on certain leased property held under finance leases that do not transfer ownership, as an
allowance for impairment loss on leased property, which is included in long-term liabilities—other.




Following is pro forma infarmagon for fiscal 2008 and 2007, on an "= if capitalizd® basis, of leased proparty under finance feases that do ot transfer ownenchip of the keased

property 1o the lemee:
Milliors of Yen Thousanch of US Dollars
Year Ended Febnury 29, 2008 Yeas Fnded Febnsary 28, 2007 Year Ended Febnury 29, 3008
Equipment Fouipment Fquiptmem
and Fixtures Othet Totd and Fixturey Dther Towl and Fixhaey CHher Toal
AcquisiBon cost Y 2sio ¥ 1287 ¥ 3m7 ¥ 2led ¥ 1,068 ¥ 322 5§ Na0s 312287 $ 36,162
Accumulated depreciaion L1113 930 1.603 745 an 1108 10,600 4467 15267
Accurolated imprirment loss Bh 102 15K Kty 57 143 ¥19 9?1 1.7%0
Net keased propenty ¥ 13 ¥ 695 ¥ 100 ¥V a1y 1 6hR i )9K| § 12486 5 8519 S 19188
—— — — — — e — —
Obligations under Gnatce leases:
Thowmands of
Millon of Yea U.S. Dullars
200; 2067 200K
Due wathin one year ¥ 61 L 35 6dl0
Dug after oo year (XX} 1534 14219
Total ¥ 2166 Y 2119 § 20,629
Depreviaton expense, imemest e xperse and other information under finance keases:
Thowsands of
Mulions of Yen US Dollars
2008 2007 2008
Deprociation cxpensc Vsl ¥ 390 16,114
Tateses ¢xpense 61 (3] 61K
Total ¥ 109 ¥ 351 S 6752
Leage paymeos ¥ 703 ¥ 533 $ 6,694
Ducrease in accumplated impainnent loss LR 38 41
Loga on impairment 29 342
Depeeciation expeome and tmerest experse, which were not scflocted i the panyIng lidaied of income, wrr compuied by the st - bine method and the
interest method, respoctinely.
The minemum rental comminnents uider noncan:elahle operating Icases for fscal 2008 and 2007 were as followy:
Thowands of
Mulions of Yen LS, Dultars
2008 2007 2004
V19,566 ¥ o8 $ 187295
B6, 443 J99R% B2, 206

¥ 106,311 y o234 3 1g10.581
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The Company suld claims on cenain lasc deposits 1o kesaots ko third partics in fiscal 1999, Unredeemed deposits comesponding 1o the ranafermed ¢laims ovistanding s of Fubruary
29, 2008, toaled V1,349 million {$13,500 thuwsand). s substantial porton ol w lch 15 subject 10 pul options of the seller. The tnsacgons were deemed a sale becawse economce
berxefie and ruks under Uhe siore kease: we fermed ao the purch: ahbovgh the legal povivon and mghts were pot ramferred

The Company pledged other siore [vane depasits of ¥1,11% millin (310,648 thousand} w provide sdditional secutity W buyems of the loase deposit daims,

Losser

Follpwing 15 pro forma information for fiscal 3008 and 2007. on an "as if capitalized” basiy, of Teased property wider fitance leases that do nat ransfer ownership of the keasod
properTy lo e kessee:

Millinm of Yen Thoysands ol U S, Dollary
Year Frdod Febryary 29, 2008 Year Fnded February 28, 2007 Ncat Fnded Fohnan 29, 2008
Faopment. Fejuipment Equpmctit
ad Fixturcs Other Towl _and Fixwres  Other Toul and Fixures Other Total
AcepiisiDon cost . ¥ 4,604 ¥ 2,786 Y 7390 ¥ 10m ¥ 168N ¥ .69 $ 43348 § 26533 $ 70,81
Accurmulatcd depreciaton 3,166 1394 4760 2790 1,419 4,209 30,152 15,081 45333
Net leased property Y1438 Y IR ¥ 2% ¥ 1219 ¥ yan S 13606 S 11351 S 23pdg
Receivables undey finance leases:
Thousands of
Mullions of Yen 1.5, Dollarg
2004 20t 2008
Due within one year ¥ 80 ¥ $ 8487
Dak: after one year 1 944 1913 18,514
Towl ¥ 1841 ¥ 2464 5 260R%1
Drpreciaton cxpofioc, icskesl income and kease income under Srance leases:
Thousamds of
Millions of Yen & 5. Dultars
X008 2007 2008
Depreciation cxpense (307 ¥ 102 $ 6,752
Emerest imoo me 104 158 1,086
Toul [34] LN 5 TRIE
Leam income Y E3 ¥ 1,0} $ 7,908
Deprevation expeoec and interest income:, which are nn reflecied in the P 3 lidaeed of incomc, are cofipuded by Lhe strasght- hoe method and the imerest

method, redpoctively.




10.

The minimum rental commitments under noncancelable operating leases for fiscal 2008 and 2007 were as

foltows:

Due within one year
Due after one year

Total

INCOME TAXES

Thousands of
Millions of Yen 1.8, Dollars
2008 2007 2008
¥ 204 ¥ 241 $§ 1,943
1,383 1,850 13,171
¥ 1.587 ¥ 2,091 $ 15,114

The Companies are subject o Japanese national and local income taxes which, in the aggregate, resulted in a
narmal effective statutory tax rate of approximately 40.7% for the years ended February 29, 2008 and February

28, 2007,

The 1ax effects of significant temporary differences and loss camryforwards which resuhed in deferred tax assets
and liabilities at February 29, 2008 and February 28, 2007 are as follows:

Deferred tax assets:
Tax loss carryforwards
Impairment loss on long-lived assets
Allowance for doubtful accounts =
Employees' retiremem benefits
Other
Less valuation allowance

Deferred tax assets

Deferred tax liabilities:
Land revaluation
Adjustment of investment securities for
consolidated tax purpose
Unrealized intercompany profit
QOther

Deferred 1ax Habilities

Net deferred tax assets (liabilities}

Thousands of
Millions of Yen .S, Dollars
2008 2007 2008
¥ 96310 ¥ 113,737 $ 917,238
34,203 44,595 325,743
13.013 16,611 123.934
16,096 16,438 153,295
20,706 48.616 197,200
(t78,576) (214,989} (1,700,724)
1,752 25,008 16,686
(8.493) {9.353) (80,886)
(2,606} (2,696) (25,676)
(2,008)
(3,662) (5.065) (34,876)
(14,851) (19,122) (141.438)
¥ (13.099) ¥ 5886 $ (124,752)

Deferred 1ax assets and liabilities appearing on the consolidated balance sheels are net amounts among each

consolidated entiry while the figures above are gross amounts,
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A reconciliation between the normal effective statutory tax rate and the actual effective tax rates refiected in the
accompanying consolidated statements of income for the years ended February 29, 2008 and Februaty 28, 2007
is as follows:

2008 2007
Normal effective statutory tax rate 40.7 % 40.7%
Valuation allowance (226.9) {48.8)
Adjustment of investment securities for

consolidated 1ax purpese 28.6

Undistributed eamings of affiliated companies (21.8) 34
Other—net 0.7 7.4
Actual effective 1ax rate (1787 % 2.7 %

LAND REVALUATION

Under the "Law of Land Revaluation," promulgated and revised on March 31, 1998 and 1999, respectively, the
Company adopted a one-time revaluation of its own-use land to a value based on real estate appraisal
information as of February 28, 2001. The resulting land revaluation excess represents unrealized appreciation
of land and is stated, net of income taxes, as a component of equily. There was no effect on the consolidated
statements of income. Continuous readjustment is not permitted unless the land value subsequently declines
significantly and an impairment loss is recognized, as defined in the law, such that the amount of the decling in
value should be removed from the tand revaluadon excess account and related deferred tax labilities.

DERIVATIVES

The Company enters into foreign exchange forward contracts to hedge foreign exchange risk associated with
certain liabilities denominated in foreign currencies,

OMC enters into interest rate swap contracts to manage interest rate exposures on certain liabilities,

All derivative transactions, which are entered into to hedge interess and foreign currency exposures incorporated
within its business, are subject to market risk. However, the risk is considered to be managed since the
derivative transactions are not entered into for speculative purposes., The market risk in these derivatives is
basically offset by opposite movements in the value of hedged assets or liabilities. The Companies do not hold
or issue derivatives for trading purposes. Because the counterparties to these derivatives are limited to major
intemational financial institutions with high credit ratings, the Companies do not anticipate any material losses
arising from credit sk, Derivative transactions entered into by the Companies have been made in accordance
with internal policies which regulate 1the authorization and credit limit amount,

Market value information for the years ended February 29, 2008 and February 28, 2007 is not disclosed because
all of the denvatives qualified for hedge accounting,

CONTINGENT LIABILITIES

As of February 29, 2008, the Companies are contingently liable for guarantees and items of a similar nature for
loans and botrowings of others as follows:

Thousands of
Millions of Yen U.S. Dollars
Bomowings of store lessors ¥ 618 $ 5,886

Employees' housing loans 44 419




Milliety of
Near Fnded Fehna
Retnd Firunce Real Fetawe Leigure [E]
Lnenmng Eovenucs aod Uveiptine bicome 2008
Opeteang mvemes:
Cromen V MERS09 ¥ 196 (R 1] ¥ 17185 w2
Imercgrent 10.174 11801 1.440 5% k1]
Toml 999,601 lol.7es 11895 1.8 3
Casts und pperaung cxpencs 291347 153,108 15,408 Inds 5
Cpersung meome [ RLT [T %1 ¥
Astew, [eprecingon Lot chlETaumacy: of
Assets ¥ 304,582 b3 ¥ 2321 v 21 ¥
Depreciapan X B9 535 2300
Lerta o imputirmient of long- bued ascts 15002 AT 201 18
Capital £xpendnures *905 5.4% 5% 1A7h
Thousands nfUS
Yeas #rubed Tebrass
Reml Fiaance Real Fstawe Levmune [1]
Upcoone Rezpucsand Oneonng Jocmos 2008
Uperaang resenusd:
o $ 940,495 S LAX2MT 5 158714 $ 163,978 512
Eoicracgmex A 196 11219 13,741 Aios ]
Towl 9.530.7% 1540637 7009 166,551 5
Costs and OperAtag, STPERaes 950047 1,45k |42 a1 ms [RENIL 5
Operanng incnme § 1218 $ K250 3_nin § e 3
Aw¢n Dorergianon Lean Lipnmen of
btz Acch and Carral Expenditumy 2008
Assers 3 1348 LN S %9725 3 97 LN
Deprecanon 64541 £114 EY nan
Leontd 00 mpatrmet of yag-bved sty 104 31182 69 1410

Capital expendingres. 54309 6LENT 5024 pLx )




it LY TRy L HE {4 Levure L3
Opemang Revenucs and Openany Income — X007
Operating revenucs:
Cusomen ¥ 102,907 ¥ 134018 ¥ 16450 + 60.238 L]
Isacrargricnt nm ELam LI 12077 a
Toul 1015070 517 17.643 7218 n
Cosetx and operanng ¢ \pescs L0214 12 15,280 FRYT7 hil
Uperating income 170 y W ¥_24m 314 ¥
Asset, Depreciation, Leres o trparment of
Lozrinod Acsctiand Crorad Expendihors 2007
Assets LU ¥ b49.550 ¥ 36,151 ¥ 10,532 L3
Deprecisnon 10198 LE3] 550 34
Lows ot ivpai et of kong-lived snets 15,544 5.200 1l I
Caprral expenctimures (¥ ATH] 1nan 492 5358
Now: Clanfcation of Bucmess Segmesss — The hugress segmean which ant ¢lasaficl scoonding in e Cotpatees’ sifatery, prmepally chude the followtag:
Reuil Rudincss onocets of gencral merchandise sores, e, dep wores. apeczalty amnaen far he kbt of chothing and sundry gonds and manageren of shopp

Fingnce Buxincas caneirt af kales nf fruaci] inetrumonta, credi koan and lease busness

Resl Frwie Bunness comnr of ind L and real cotme cervicen

Leimare B il of facality

Other Duincss consists of foud: priceesing nperanon, ek

& Sexweni Infoemation by Geographic Arre— Japan operabing revenucs and iols] sasets af the Compaay 1ad iw domesne subsiciaricn Jor fiscal 004 and 2007 represersed more than
wer dracloned

fespectve yealy  Accondmgly duseharure of acgonond anls by

& Uvosens Oprieting Rrwmw o —(vefecas operating revemaes for fiscal 2008 and 2007 were Loss thas 1P of tr comsalicaied opematong evenues of the reapecave yearn  Accorim

1L RELATED PARTV TRANS ACTIONS

Traneactom of the Campuny with relued parses bor the yrar ¢nded Febnuary 29, 008 wete an fallows:

Egquiry Owae ks Year Ended
Arria Nave of Relyted Party Percempe Dewcrpuon of the Trarms non Frhruan 29, 20
Major shareh:lder ARONCO. LTD Darcciy 20 0% Sale ol nveatmont secunpes” LUk}
Gainon sale of investment secun tied 2000

* The prce of wa by bured on

Thefe were ao idated party francac boss far the year eaded Febomry 25, 2007




16. NETINCOME PER SHARE

Reconciliation of the differences between basic and diluted net income per share ("EPS") for the years ended

February 29, 2008 and February 28, 2007 is as follows:

Millions Thousands
of Yen of Shares Yen U.S. Dollars
Net Weighted-average
Year Ended February 29, 2008 Income Shares EPS
Basic EPS—Net income
available to commen
shareholders ¥ 49,210 197,990 ¥ 203.09 $1.93
Weighted-average shares include 80,896 thousand shares of Class Koh classified stock.
Diluted EPS is not disclosed because it is anti-dilutive.
Millions Thousands
of Yen of Shares Yen
Net Weighted-average
Year Ended February 28, 2007 Income Shares EPS
Basic EPS—Net income available
to common shareholders ¥ 41,298 197,997 ¥ 208.58
Effect of dilutive securities—
Stock option 103
Diluted EPS—Net income
for computation ¥ 41,298 198,100 ¥ 20847

Weighted-average shares include 99,733 thousand shares of Class K oh classified stock.

* 5k Kk EN




INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
The Daiei, Inc.:

We have audited the accompanying consolidaled balance sheets of The Daiei, Inc. and consolidated subsidiaries as

of February 29, 2008 and February 28, 2007, and the related consolidated statements of income, changes in equity.

and cash flows for the years then ended, all expressed in Japanese yen. These consolidated financial statemenis are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstaternent. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinicn, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of The Daiei, Inc. and consolidated subsidiaries as of February 29, 2008 and
February 28, 2007, and the consolidated results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in Japan.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our

opinion, such translation has been made in conformity with the basis stated in Note 1. Such U.S. dollar amounts are
presented solely for the convenience of readers outside Japan.

May 22, 2008
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