Notes to the Consolidated Financial Statements

THE SEIYU, LTD. AND SUBSIDIARIES

|. Basis of Presenting the Consolidated Financial Statements

The accompanying consolidated financial statements have been pre-
pared from the accounts maintained by THE SEIYU, LTD. (the
“Company”) and its consolidated subsidiaries in accordance with the
provisions set forth in the Japanese Commercial Code and in conformi-
ty with accounting principles generally accepted in Japan, which may dif-
fer in some material respects from accounting principles and practices
generally accepted in countries and jurisdictions other than Japan.

Certain items presented in the consolidated financial statements sub-
mitted to the Director of the Kanto Finance Bureau in Japan have been
reclassified for the convenience of readers outside Japan.

Amounts in U.S. dollars are included solely for the convenience of
readers outside Japan. The rate of ¥107.13 = U.S. $1, the rate of
exchange on December 31, 2003 has been used in translation. The
inclusion of such amounts is not intended to imply that Japanese yen
have been or could be readily converted, realized or settled in U.S. dol-
lars at this or any other rate.

Certain of the February 2003 and 2002 accounts have been reclassi-
fied to conform to the December 2003 financial statement presentation.

2. Summary of Significant Accounting Policies

(a) Scope of Consolidation

The Company had 31 (37 for February 2003) majority-owned sub-
sidiaries at December 31, 2003. The consolidated financial statements
include the accounts of the Company and 31 (37 for February 2003) of
its subsidiaries (together referred to as the “Companies”).

The major consolidated subsidiaries as at and for the year ended
December 31, 2003 are listed below:

Direct and indirect

ownership percentage
at December 31, 2003

100.0 per cent.
77.6 per cent.
100.0 per cent.
100.0 per cent.
100.0 per cent.
100.0 per cent.
100.0 per cent.
55.5 per cent.

WakanaCo,, Ltd. ........ .. ...
SmileCorp. ...
Seiyu Europa BV. (¥I) ...
SSF Netherlands BV. (¥1) ....... ... .......oo..
Seiyu International Finance B.V. (*1) ..............
SSV.ilnc. .o
TheSCC,Ltd. ...
Sunny Co, Ltd. ... ...

(*1) Has a fiscal year end of November 30

(b) Elimination of Intercompany Accounts

For the purposes of preparing the consolidated financial statements,
all significant intercompany transactions, account balances and unreal-
ized profits among the Companies, after adjustment for minority inter-
ests, have been eliminated.

Any difference between the cost of an investment in a subsidiary and
the amount of underlying equity in net assets of the subsidiary, which
may arise in connection with the elimination of the investment, is treat-
ed as an asset or a liability, as the case may be, and is amortized over a
period of five years on a straight-line basis.

(c) Accounting for Investments in Affiliates

The Company had 9 (12 for February 2003) affiliates (meaning com-
panies where the share capital is 20% to 50% directly or indirectly
owned by the Company) at December 31, 2003. The equity method is
applied to investments in 8 (1| for February 2003) affiliates.

The major affiliates which have been accounted for by the equity

method are listed below:

Direct and indirect
ownership percentage
at December 31, 2003

50.0 per cent.
50.0 per cent.
33.3 per cent.

Kokubu System Gift Corp. ...............coouun.
Nagahama Urban Development ..................
Hospitality Network Corp. .....................

The investments in affiliates not accounted for by the equity method
are stated at cost, as they do not have a material effect on the consoli-
dated financial statements.

(d) Change in Accounting Period

The Company has changed the end of its accounting period from the
last day of February to the last day of December to improve efficiency
and have the same level of information as a member of the Wal-Mart
group. As a result, the 49th period was a 10-month fiscal year extend-
ing from March 1, 2003 to December 31, 2003.

(e) Cash and Cash Equivalents

Cash and cash equivalents in the consolidated statements of cash
flows are composed of cash on hand, bank deposits able to be with-
drawn on demand and short-term investments with an original maturi-
ty of three months or less and which represent a minor risk of fluctua-
tions in value.

(f) Inventories

Inventories are stated at cost, which is determined principally by the
retail cost method for merchandise, by the last purchase invoice price
method for fresh food and by the last purchase invoice price method
(approximating market value) for supplies.

The cost of merchandise held by certain consolidated subsidiaries,
however, is determined by using the individual cost method.

(g) Marketable Securities and Investment in Securities

Trading securities which are held for the purpose of trading are stat-
ed at fair value, valued at market prices at the balance sheet date.

Held-to-maturity debt securities that the Company and its sub-
sidiaries have intent to hold maturity are determined by the amortized
cost.

Available-for-sale securities for which market quotations are avail-
able are stated at fair value. Net unrealized gains or losses on these
securities is reported as a separate item within shareholders’ equity at
a net-of-tax amount.

Available-for-sale securities for which market quotations are unavail-
able are stated at cost, which is determined principally by the moving
average method. Cost of securities sold is determined by the moving
average method.
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(h) Derivatives and Hedging Activities

The Companies use derivative financial instruments in order to man-
age their exposures to interest and foreign exchange rate fluctuation.
The Companies utilize interest swaps and forward exchange contracts
to minimize the risk of interest and foreign exchange rate fluctuation.
The Companies do not enter into derivatives for trading purposes or
speculative purposes.
(i) Property and Equipment

Depreciation is computed principally by the declining-balance
method, at rates based on the estimated useful lives of assets. Assets
held by certain consolidated subsidiaries are depreciated by the
straight-line method over the estimated useful lives of assets.

(j) Intangible Assets

The amortization of intangible assets is computed on the straight-
line basis. Expenditure relating to computer software developed for
internal use is charged to income as incurred, except if it contributes
to the generation of income or to future cost savings, in which case it
is capitalized and amortized using the straight-line method over its esti-
mated useful life (within 5 years).

(k) Accounting for Finance Leases

Finance leases other than those which stipulate the transfer of the
ownership of the leased assets to lessees are accounted for using a
method similar to that applicable to ordinary operating leases.

() Allowance for Doubtful Accounts

An allowance for doubtful accounts against normal receivables,
which is receivables from debtors who are not in serious financial diffi-
culty, is estimated by applying historical credit loss rates. An allowance
for doubtful receivables, which is receivables from debtors who are, or
would be in serious financial difficulty, is estimated individually as the
recorded receivables less cash inflows from foreclosures or guarantors.

(m) Accrued Bonus for Employees
The Company provides for accrued bonuses to employees for an
amount determined based on the estimated payable in the future.

(n) Accrued Employees’ Severance Indemnities

Accrued employees’ severance indemnities are provided for retire-
ment benefits to be paid under the Company’s defined benefit plan at
an amount calculated based on the retirement benefit obligation and
the fair value of the pension plan assets at the balance sheet date. The
unrecognized retirement benefit obligation at transition is amortized as
incurred on a straight-line basis over a certain period (5 years), which
is within the average remaining service period of employees.
Unrecognized actuarial gain or loss is amortized in the year following
the year in which the gain or loss is recognized by the straight-line
method over the average remaining years of service of the employees.

Prior service cost is amortized as incurred by the straight-line
method over the average remaining years of service of the employees.

(o) Accrued Retirement Benefits for Directors and Corporate
Auditors
The Company has provided for the accrued retirement benefits for
directors and corporate auditors at an amount equivalent to 100% of
such benefits the Company would be required to pay, had all eligible
directors and corporate auditors retired at the balance sheet date.

(p) Net Income (Loss) per Share

Net income (loss) per share is based upon the weighted average
number of shares of common stock outstanding during each year.

Net income (loss) per share is noted on the consolidated statements
of income.

Diluted net income per share is not disclosed because the Company
and its subsidiaries made a net loss for the ten-month period ended
December 31, 2003 and for the year ended February 28, 2003.

Net income, adjusted for dilution per share, is noted for the year
ended February 28, 2002.

Effective the current period, the Company adopted the Accounting
Standard No. 2, “Accounting Standard for Earnings per Share” and
Accounting Implementation Guidance No. 4, “Implementation
Guideline on the Accounting Standard for Earnings per Share.” Their
adoption did not have a material effect on the Company’s results of
operations.

(q) Accounting for Consumption Tax

Consumption tax withheld upon sale is not included in “net sales”
and consumption tax payable by the Company on the purchases of
goods and services from vendors is not included in “costs and expens-
es” in the accompanying consolidated statements of operations. The net
balance of consumption tax withheld and payable is included in “other
current liabilities” in the accompanying consolidated balance sheets.

3. Cash and Cash Equivalents
Cash and cash equivalents as at December 31 and February 28, 2003

consisted of the following:
Thousands of

Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003
Cash and time deposits .......... ¥96,621 ¥8I,111 $901,904
Marketable securities .. .......... —_ — —_
Subtotal ................. ..., 96,621 sLIIl 901,904
Time deposits with deposit

term ofover 3months ......... (763) (540) (7,122)
Cash and cash equivalents ........ ¥95,858 ¥80,571 $894,782

4. Supplemental Cash Flow Information

The following shows the details of the net cash flows for sub-
sidiaries, which became non-consolidated subsidiaries, due to sales of
stocks, during the ten-month period ended December 31 and the year
ended February 28, 2003.

Thousands of

Millions of Yen U.S. Dollars
December 31, February 28, December 31,
2003 2003 2003

Currentassets ............ ¥ 9,010 ¥110,935 $ 84,103
Non-current assets ........ 2,142 87,009 19,995
Total assets .............. ¥11,152 ¥197,944 $104,098
Current liabilities . ......... ¥10,544 ¥146,771 $ 98,423
Non-current liabilities . .. ... 387 36,384 3,612
Total liabilities ............ ¥10,931 ¥183,155 $102,035

Significant Noncash Transaction

During the Current period, 16,497,117 shares of common stock
were newly issued for exchange with SSV stock in order to make a
wholly owned subsidiary of the Company.

Increase in capital surplus by stock issuance ¥4,850 million.
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5. Marketable Securities and Investments in Securities

(1) Trading Securities
Trading securities, which were revalued at fair value, as at December
31 and February 28, 2003 were as follows:

Thousands of

Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003
Fair value of trading securities
stated on consolidated
balance sheet ............... ¥— ¥35 $—
Loss on revaluation of
trading securities ............ — 7) —

(5) Available-for-Sale Securities with No Market Value and

Amount on Consolidated Balance Sheet
Thousands of

U.S. Dollars
Millions of Yen (Note 1)
December 31,  February 28, December 31,
2003 2003 2003
Unlisted stock (exclusive of
over-the-counter stocks) .. ... ¥4,123 ¥5,390 $38,486
Other ...t 1,600 1,798 14,935

6. Investments in Affiliates
Investments in affiliates at December 31 and February 28, 2003 were

as follows:
Thousands of
(2) Held-to-Maturity Securities with Market Value Millions of Yen U.S. Dollars
Mil v TSZUSST‘T:S of December 31, February 28, ~ December 31,
illions ofr Yen .. Dollars
December 31,  February 28, December 31, p 2003 2003 2003
ercenrage
2003 2003 2003 ownership  Amount Amount Amount
Government bonds Seiyo Investment (5) Pte. Led. ... 33.3  ¥2,699 ¥2881  $25,194
Consolidated balance sheet Other _ 685 288l 6.394
AMOUNE .« v v v e e e eeeeeeann ¥— ¥ $— T ¥3.384 ¥5’762 31 '588
Market value ................ — 211 — 4 . 31,
Variance ...l —_ 0 —_
7. Property and Equipment
Corporate bonds Property and equipment at December 3| and February 28, 2003
Consolidated balance sheet were as follows:
amount ........... i ¥— ¥ | $— Thousands of
Market value ................ —_ I —_ Millions of Yen U.S. Dollars
. December 31,  February 28, December 31,
Variance ...l —_ 0 —_
2003 2003 2003
Buildings and structures . ... .. ¥ 343,966 ¥ 335,355 $3,210,735
(3) Available-for-Sale Securities with Market Value Furniture, tools and other . . .. 35,930 36,391 335,387
Cost of acquisition, consolidated balance sheet amount and their 379,896 371,746 3,546,122
variances of “available- for-sale securities” are as follows: Less: accumulated depreciation ... (218,054) (211,911) (2,035,415)
Thousands of
Millions of Yen U.S. Dollars 161,842 159,835 1,510,707
December 31,  February 28, December 31, Land ........ ... ... ... | 32,357 Il 5,574 | ,235,480
2003 2003 2003 ¥294,199 ¥275409 $ 2,746,187
Stocks
Cost of acquisition . ........... ¥17,893 ¥21,491 $167,021
Consolidated balance sheet
AMOUNE .« v v vt veieeeeee 18,469 19,083 172,398
Variance .............oaan 576 (2,408) 5,377

(4) Available-for-Sale Securities Sold during Current Fiscal Year

Thousands of

Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003
Amountforsale.............. ¥7,099 ¥2,551 $66,265
Total gainsonsale ............ 2,548 411 23,784
Total lossesonsale ........... 40 238 373
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8. Short-Term Borrowings and Long-Term Debt

The annual average interest rates applicable to short-term borrow-
ing at December 31 and February 28, 2003 were 2.2% and 2.0%,
respectively.

Long-term debt at December 3| and February 28, 2003 consisted of

the following: ™ e of
ousands Of

Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003

Loans from banks and other

financial institutions, with

mortgages or other collateral

and/or guarantees by other

banks, due from 2002 to

2018 with interest rates

shown below (¥I) ........... ¥378,935 ¥379,529 $3,537,151
0.8% convertible bonds

due 2003 inyen ............. —
1.5% Medium Term Note

due March 2003 inyen ....... —_ 500 —_
Notes issued by SIF under

the Euro Medium-Term

28,969 —_

Note Programme (¥2) ........ 1,994 2,526 18,613
Guaranteed deposits received
from tenants refundable when
the lease is terminated and other . . 32,664 32,440 304,901
413,593 443,964 3,860,665
Less: portion due within one year .. (28,464) (55,444) (265,696)

¥385,129 ¥388520 $3,594,969

(*1) Interest rates ranged from 0.75% to 5.0% at December 31 and February 28, 2003.

(*2) Seiyu International Finance B.V. (“SIF”) entered into the Euro Medium-Term Note Programme
with financial institutions on February 3, 1995. Under this programme, SIF may from time to
time issue notes (the “Notes”) denominated in any currency, which will not be subject to any
maximum maturity but will have a minimum maturity of one month. The maximum aggregate
nominal amount of all Notes from time to time outstanding will not exceed $800 million. The
balances shown in the above table represent the outstanding balances of such Notes issued by
SIF under the programme at December 31, 2003 and February 28, 2003.

The Companies’ assets pledged mainly as fixed collateral for unspeci-
fied debts with banks and other financial institutions at December 31,

2003 were as follows:
Thousands of

Millions of Yen U.S. Dollars
Time deposits ........covvveeeen.... ¥ 660 $ 6,161
Net book value of property:
Buildings ......... ... ...l 49,214 459,386
Land ... ... .. 67,910 633,903
Investment securities ................. 4,159 38,822
Other ...t 332 3,098
¥122,275 $1,141,370

The aggregate annual maturities of loans from banks and financial
institutions at December 31, 2003 were as follows:

Year ending Thousands of
December 31, Millions of Yen U.S. Dollars
2005 ¥ 41,003 $ 241,010
2006 56,628 528,591
2007 and thereafter 253,835 2,369,411

9. Retirement Plan

The Company and domestic consolidated subsidiaries have a defined
benefit pension plan covering substantially all employees.

Employees (excluding directors and corporate auditors) with more
than three years of service are generally entitled to lump-sum sever-
ance indemnities determined by reference to their rates of pay and
length of service at the termination of their employment and the condi-
tions under which the terminations occur.

In addition, together with Saison Group companies, the Companies
(except for some consolidated subsidiaries) have a funded retirement
plan, which covers employees (excluding directors and corporate audi-
tors) with more than five years of service. Benefits under this retire-
ment plan are based on average basic salaries during the period of ser-
vice and length of service. The plan provides for a lump-sum payment
to retiring employees with less than 20 years of participation in the
plan. For those employees with participation of 20 years or more,
either a lump sum payment or pension payments for life are made at
the election of the retiring employee. The beneficiaries of any retired
employee who dies before receiving pension payments in full for a
specified number of years are entitled to the remaining benefits in a
lump sum. The costs of the pension plan, including amortization of past
service costs, if any, are funded currently.

The Company has provided a reserve for directors’ and corporate
auditors’ retirement benefits in an amount equal to the liabilities the
Company would be required to pay if all eligible directors and corpo-
rate auditors retired at the respective balance sheet date.

(1) The liability for employees’ retirement benefits as at December 31
and February 28, 2003 consisted of the following:

Thousands of

Millions of Yen U.S. Dollars
December 31, February 28, December 31,
2003 2003 2003
Projected benefit obligations .... ¥ 73,224 ¥82445 $ 683,506
Fair value of plan assets ........ (38,944) (37,474) (363,521)
34,280 44,971 319,985
Unrecognized transitional obligation ..  (6,258)  (9,899)  (58,415)
Unrecognized actuarial loss ... .. (25,926) (28,986) (242,005)
Unrecognized prior service cost . . 6,545 — 61,094
8,641 6,086 80,659
Prepaid pensioncost . .......... (55) (64) (513)

.. ¥ 8,696 ¥ 650 $ 81,172

Note |: The above table includes the amounts related to the portion subject to the Japanese
Welfare Pension Insurance Law.

Note 2: Some subsidiaries adopt the simplified method for calculation of projected benefit
obligations.

Net liability for retirement benefits
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(2) The component of net periodic pension costs for the ten-month
period ended December 31 and the year ended February 28, 2003
were as follows:

Thousands of

Millions of Yen U.S. Dollars
December 31, February 28, December 31,
2003 2003 2003
Service cost ............ou.o... ¥ 3,067 ¥ 4455 $ 28,629
Interestcost .................. 1,506 2,170 14,058
Expected return on plan assets .. (603) (1,568) (5,629)
Amortization of transitional obligation . . . 3,214 3,567 30,001
Recognized actuarial loss . . . ... .. 2,556 1,097 23,859
Amortization of prior service cost ... (1,552) —  (14,487)
Contributions to defined
contribution pension plan ...... 164 — 1,531
Gain on transition from defined
benefit to defined contribution
pensionplan ................. (48) — (448)
Special retirement benefits paid . . 2,411 — 22,505
Periodic pension costs .......... 10,715 9,721 100,019
Assumed transferred amount
ofpension ................... — (11,303) —
Net pension costs ............. ¥10,715 ¥ (1,582) $100,019

Note |: The above table excludes the amounts related to the contribution from employees subject
to the Japanese Welfare Pension Insurance Law.

Note 2: Service cost includes pension costs of subsidiaries under the simplified method.

Note 3: Due to termination of the substitutional portion of employee pension fund (see below (4)).

(3) Actuarial assumptions used for the 10 month period ended
December 3| and the year ended February 28, 2003 were set forth
as follows:

December 31, 2003
Primarily 2.5%

February 28, 2003
Primarily 2.5%

Discountrate ............
Expected rate of
return on plan assets . . ...
Recognition period of
actuarial gain/loss ........
Recognition period of
prior servicecost ........
Amortization period of
transitional obligation . ...

Primarily 2.1% Primarily 3.0%

Primarily 10 years Primarily 10 years

Primarily 5 years —

5 years 5 years
(4) Termination of the substitutional portion of EPF (employee pension
fund)

The employee pension fund of Saison Group, in which the Company
participates, was permitted immunity from future payment from the
Minister of “Ministry of Health, Labour and Welfare.”

In accordance with the JICPA revised Accounting for Retirement
Benefits, the Company recorded gain on the termination of the substi-
tutional portion of EPF assuming the obligations for the substitutional
portion of the plan and related assets have been transferred to the
government.

10. Income Taxes

The Company and its consolidated subsidiaries are subject to a num-
ber of different taxes based on income which, in aggregate, indicate a
statutory effective tax rate in Japan of approximately 41.7% for the ten-
month period ended December 31, 2003.

New legislation was enacted in March 2003 which will change the
aggregate statutory tax rate form 41.7 % to 40.4% effective for fiscal
years beginning on and after April |, 2004. The effect of this tax rate
change was to decrease deferred tax assets (net of deferred tax liabili-
ties) by ¥149 million ($1,391 thousand) at December 31, 2003 and to
increase income taxes — deferred by the same amount for ten month
period ended December 31, 2003.

Significant components of deferred tax assets and liabilities at
December 31 and February 28, 2003 were as follows:

Thousands of

Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003
Deferred tax assets:
Excess of allowance for
doubtful accounts .......... ¥ 2,748 ¥ 1,972 $ 25,651
Excess of depreciation
EXPENSES . ..., 1,032 730 9,633
Loss on write-down of
securities ..., 15,229 15,388 142,154
Tax loss carry forward . . ..... 62,015 64,571 578,876
Unrealized intercompany
profit ... ... ... ... 300 300 2,800
Excess of accrued
severance indemnities ...... 3,438 2,301 32,092
Excess of allowance for
loss on debt guarantees .. ... — 182 —_
Other ..........ccviinn. 2,478 2,576 23,132
Allowance for deferred
tAX ASSELS ..ot i it (75,145) (74,633)  (701,438)
Total deferred tax assets . ... 12,095 13,387 112,900
Elimination of deferred tax
liabilities (non-current) ...... (1,395) (1,617) (13,021)
Net deferred tax assets ... 10,700 11,770 99,879
Deferred tax liabilities:
Special tax-purpose reserve .. 267 337 2,492
Valuation gain of assets
after tax-effect ............ 2,257 2,398 21,068
Valuation gain of investment
securities after tax-effect . ... 372 91 3,472
Other .................... 29 15 271
Total deferred tax liabilities . . 2,925 2,841 27,303
Elimination of deferred
tax liabilities (non-current) ... (1,395)  (1,617) (13,021)
Net deferred tax liabilities . . . 1,530 1,224 14,282
Deferred tax liabilities of
land revaluation ............. —_ 42 —_
Unrealized intercompany profit . . 119 173 LTl
Total deferred tax liabilities
of land revaluation ...... ¥ 119 ¥ 2I5 $ LIl

As the Companies recorded net loss before income tax no break-
down is provided of the difference between the statutory tax rate and
the effective income tax rate at December 31 and February 28, 2003.
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1. Accounting for Leases
Thousands of

Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003
Finance lease contracts
As a lessee:
The scheduled maturity of future
lease rental payments on such
lease contracts were as follows:
Due within one year ......... ¥ 5187 ¥ 5407 $ 48,418
Due after more than one year ... 8,217 10,401 76,701
¥13,404 ¥15808 $125,119
Lease rental expenses for the year ... ¥ 5,149 ¥ 4343 $ 48,063
Leased assets
(furniture, tools and other):
Assumed acquisition cost .. ..... ¥29,027 ¥31,426 $270,951
Assumed accumulated
depreciation ................. (16,251) (15,618) (151,694)
Assumed net book value ........ ¥12,776 ¥15808 119,257
Assumed depreciation (*I1) ...... ¥ 4711 ¥ 4343 $ 43,975
Assumed interest expense (*2) .. ¥ 420 ¥ — $ 3,921

(*1) Depreciation is based on the straight-line method over the term of
the leased assets assuming a nil residual value.

(*2) Interest portion included in lease payments is calculated as the dif-
ference between aggregate lease payments during the lease terms
and the relevant pro forma acquisition costs. Such interest is allo-

cated to each period by the interest method over the respective

lease terms.
Thousands of
Millions of Yen U.S. Dollars
December 31,  February 28, December 31,
2003 2003 2003
As a lessor:
Lease rental income for the year ... ¥ — ¥188 $—
Leased assets:
Assumed depreciation .......... ¥ — ¥ 85 $—

Thousands of

Millions of Yen U.S. Dollars
December 31, February 28, December 31,
2003 2003 2003

Operating lease contracts
As a lessee:

The scheduled maturity of future
lease rental payments on such
lease contracts were as follows:

Due within one year ........ ¥ 12,854 ¥ 11,794 $ 119,985
Due after more than one year ... 107,179 101,096 1,000,458
¥120,033 ¥112,890 $1,120,443

12. Contingent Liabilities

The Companies were contingently liable for guarantees (including
guarantee forward commitments and letters of awareness) for loans
(primarily of affiliates and employees of the Companies) in the amount
of ¥6,147 million ($57,379 thousand) at December 31, 2003.

13. Breakdown of Selling, General and Administrative
Expenses
The Companies’ selling, general and administrative expenses for the
ten-month period ended December 31, 2003 and the years ended
February 28, 2003 and 2002 were as follows:

Thousands of

Millions of Yen US. Dollars
December 31, February 28, December 31,
2003 2003 2002 2003

Employees’ salaries
and bonuses ........... ¥ 87,887 ¥107,858 ¥103,484 $ 820,377

Rent for land and buildings .. 43,781 53,196 52,025 408,672
Amortization of excess cost

of investment over equity

in net assets acquired ..... 485 450 714 4,527
Other ................. 118,582 139,092 13849 1,106,898

¥250,735 ¥300,596 ¥294719 $2,340,474

14. Derivatives Information

(1) The Companies’ Policy and Purpose in respect of Derivative
Transactions
The Companies use derivative financial instruments as a means of
asset/liability management, and to reduce the exposure to movements
in interest rates.
The Companies do not use derivative financial instruments for trad-
ing or speculative purposes.

(2) Risk of Transactions

The derivative transactions have market risk associated with market
rate volatility and credit risk related to the possibility of a counterpar-
ty’s default.

Credit risk related to the derivative financial instruments is consid-
ered minimal since the counter-parties are international financial insti-
tutions with high credit ratings.

(3) Risk Management

The Board of Directors must approve all derivative contracts before
the Companies enter into the contracts. The Finance Department is
responsible for carrying out the transactions and recording them in the
books. The transactions are reported to the Accounting Department
and directors.
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Information on financial derivatives held by the Company at December 31 and February 28, 2003 were as follows:

Millions of Yen

December 31, 2003 February 28, 2003
Contractual value or Contractual value or
notional principal amount notional principal amount
Over Valuation Over Valuation
Total one year Fair value  gain (loss) Total one year Fair value gain (loss)
Interest related transactions
Receiving floating rates and paying fixed rates ..... ¥11,041 ¥10,816 ¥(167) ¥(167) ¥16208 ¥14,456 ¥(310) ¥(310)

Thousands of U.S. Dollars
December 31, 2003

Contractual value or
notional principal amount

Over Valuation
Total one year Fair value  gain (loss)
Interest related transactions
Receiving floating rates and paying fixed rates ..... $103,062 $100,961 $(1,559) $(1,559)

Note |. Fair value of the financial instruments is based on the price provided by corresponding financial institution.
Note 2. Excluding derivative transactions to which hedge accounting is applied.

I5. Land Revaluation

Pursuant to the Law Concerning Land Revaluation, the Company revalued land used for business activities on February 28, 2001. The surplus of
the revalued carrying amount over the book value before valuation was recorded as “land revaluation surplus” in shareholders’ equity in the
accompanying consolidated balance sheet. The land prices used for the revaluation were determined based on the prices in the official notice pub-
lished by the Commissioner of the National Tax Agency in accordance with Article 2, Paragraphs 4 and 5 of the Enforcement Ordinance
Concerning Land Revaluation, after making reasonable adjustments. Revaluation is permitted only one time. The revalued carrying amount over
the fair value as of December 31, 2003 was ¥9,332 million ($87,109 thousand).

The abovementioned revaluation of land had no impact on the Company’s consolidated statements of cash flows.

16. Shareholders’ Equity

The Company has provided a legal reserve in accordance with the Commercial Code of Japan, which requires that an amount equal to at least
10% of the amount to be disbursed as a distribution of earnings be appropriated to the legal reserve until such reserve and the amount of addition-
al paid-in capital equals 25% of the common stock account. The Code also stipulates that where the sum of additional paid-in capital and the legal
reserve exceed 25% of the common stock account then the amount of the excess (if any) is available for appropriations by resolution of the share-
holders.

17. Segment Information

(1) Industry Segment Information
The Company and its subsidiaries operate principally in 3 industrial segments as follows:
i) Retail business: Retail sales at supermarkets, department stores, general merchandise stores and specialty shops
i) Finance and real estate business: Finance, factoring, sale and purchase of real estate and leases and rental business
iii) Other business: Publication of magazines, cultural information and amusement activities including market research, travel agency business,
trading business, wholesale of newly developed products, etc.

Millions of Yen

For the ten-month period ended December 31, 2003

Elimination of

Finance and intersegment Consolidated
Retail real estate Other Total transactions total

Sales:
Sales to outside customers ............. ¥894,958 ¥ 1,902 ¥40,733 ¥937,593 ¥ —_ ¥937,593
Intersegment sales/transfers ............ 3,395 3,531 32,510 39,436 (39,436) —_
898,353 5,433 73,243 977,029 (39,436) 937,593
Operating eXpenses ..................... 889,014 4,681 72,880 966,575 (39,059) 927,516
Operatingincome . .........ovvneennn. ¥ 9,339 ¥ 752 ¥ 363 ¥ 10,454 ¥ (377) ¥ 10,077
ASSELS .« ¥645,094 ¥104,687 ¥16,967 ¥766,748 ¥(95,140) ¥671,608
Depreciation ..., 13,484 1,419 452 15,355 —_ 15,355
Capital expenditure ..................... 38,130 139 527 38,796 —_ 38,796
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Millions of Yen

For the year ended February 28, 2003

Elimination of

Finance and intersegment Consolidated
Retail real estate Other Total transactions total
Sales:
Sales to outside customers ............. ¥1,081,113 ¥ 7,259 ¥51,346 ¥1,139,718 ¥ — ¥1,139,718
Intersegment sales/transfers ............ 3,831 8,239 42,480 54,550 (54,550) —
1,084,944 15,498 93,826 1,194,268 (54,550) 1,139,718
Operating exXpenses ..................... 1,071,978 11,493 93,372 1,176,843 (53,688) 1,123,155
Operatingincome . .............oouvee.. ¥ 12,966 ¥ 4,005 ¥ 454 ¥ 17425 ¥ (862) ¥ 16,563
ASSEES L ¥ 587,729 ¥107,384 ¥19,937 ¥ 715,050 ¥(84,201) ¥ 630,849
Depreciation ..., 16,228 3,527 666 20,421 — 20,421
Capital expenditure ..................... 36,563 10,563 664 47,790 — 47,790
Millions of Yen
For the year ended February 28, 2002
Elimination of
Finance and intersegment Consolidated
Retail real estate Other Total transactions total
Sales:
Sales to outside customers ............. ¥1,039,002 ¥ 14,891 ¥54,904 ¥1,108,797 ¥ — ¥1,108,797
Intersegment sales/transfers ............ 3,856 10,276 43411 57,543 (57,543) —
1,042,858 25,167 98,315 1,166,340 (57,543) 1,108,797
Operating expenses ..................... 1,026,312 21,099 97,999 1,145,411 (56,701) 1,088,709
Operating income . . .......ovvuuuunneee.. ¥ 16,546 ¥ 4,068 ¥ 316 ¥ 20,930 ¥ (842) ¥ 20,088
ASSELS .. e ¥ 552,361 ¥347,752 ¥21,436 ¥ 921,549 ¥(104,435) ¥ 817,114
Depreciation .................oooiiil 16,334 5,846 664 22,844 — 22,844
Capital expenditure ..................... 21,797 6,308 677 28,782 (2,474) 26,308
Thousands of U.S. Dollars
For the ten-month period ended December 31, 2003
Elimination of
Finance and intersegment Consolidated
Retail real estate Other Total transactions total
Sales:
Sales to outside customers ............. $8,353,944 $ 17,754 $380,220 $8,751,918 $ —_ $8,751,918
Intersegment sales/transfers ............ 31,691 32,960 303,463 368,114 (368,114) —_
8,385,635 50,714 683,683 9,120,032 (368,114) 8,751,918
Operating eXpenses ..................... 8,298,460 43,695 680,295 9,022,450 (364,595) 8,657,855
Operatingincome .. ..........coovvnnn... $ 87,175 $ 7,019 $ 3,388 $ 97,582 $ (3,519) $ 94,063
ASSELS .o $6,021,600 $977,196 $158,378 $7,157,174 $(888,080) $6,269,094
Depreciation .................oooiiiL 125,866 13,246 4,219 143,331 —_ 143,331
Capital expenditure ..................... 355,923 1,298 4919 362,140 —_ 362,140
(2) Geographic Segment Information
Millions of Yen
For the ten-month period ended December 31, 2003
Elimination of
intersegment Consolidated
Japan Asia Europe Total transactions total
Sales:
Sales to outside customers ............... ¥926,134 ¥11,435 ¥ 24 ¥937,593 ¥ —_ ¥937,593
Intersegment sales/transfers .............. 90 2,126 235 2,451 (2,451) —
926,224 13,561 259 940,044 (2,451) 937,593
Operating expenses ...............c.cooo.n.. 916,979 12,647 103 929,729 (2,213) 927,516
Operating income . .. ...covvuieinineennnn. ¥ 9,245 ¥ 914 ¥ 156 ¥ 10,315 ¥ (238) ¥ 10,077
ASSEES o ¥658,910 ¥ 6,887 ¥11,276 ¥677,073 ¥(5,465) ¥671,608

20 THE SEIYU, LTD.



Millions of Yen

For the year ended February 28, 2003

Elimination of

intersegment Consolidated
Japan Asia Europe Total transactions total
Sales:
Sales to outside customers ............... ¥1,125,765 ¥13,897 ¥ 56 ¥1,139,718 ¥ — ¥1,139,718
Intersegment sales/transfers .............. 158 3,625 519 4,302 (4,302) —
1,125,923 17,522 575 1,144,020 (4,302) 1,139,718
Operating eXpenses . .............c.ccceuu... 1,110,279 16,324 339 1,126,942 (3,787) 1,123,155
Operatingincome . ............ocovvvenn... ¥ 5644 ¥ |,198 ¥ 236 ¥ 17,078 ¥ (515) ¥ 16,563
ASSEES i ¥ 611,712 ¥ 7582 ¥11,867 ¥ 631,161 ¥ (312 ¥ 630,849
Millions of Yen
For the year ended February 28, 2002
Elimination of
intersegment Consolidated
Japan Asia Europe Total transactions total
Sales:
Sales to outside customers ............... ¥1,092,716 ¥15912 ¥ 169 ¥1,108,797 ¥ — ¥1,108,797
Intersegment sales/transfers .............. 277 3,035 739 4,051 (4,051) —
1,092,993 18,947 908 1,112,848 (4,051) 1,108,797
Operating eXpenses . .............cceeeenn.. 1,073,075 18,062 919 1,092,056 (3,347) 1,088,709
Operatingincome .. ......coovviiineennn... ¥ 19918 ¥ 885 ¥ (I ¥ 20,792 ¥ (704) ¥ 20,088
ASSEES .. ¥ 759,851 ¥ 7,763 ¥22,430 ¥ 790,044 ¥27,070 ¥ 817,114
Thousands of U.S. Dollars
For the ten-month period ended December 31, 2003
Elimination of
intersegment Consolidated
Japan Asia Europe Total transactions total
Sales:
Sales to outside customers .............. $8,644,955 $106,740 $ 223 $8,751,918 $ _ $8,751,918
Intersegment sales/transfers ............. 840 19,845 2,194 22,879 (22,879) —_
8,645,795 126,585 2,417 8,774,797 (22,879) 8,751,918
Operating eXpenses . ..................... 8,559,498 118,053 961 8,678,512 (20,657) 8,657,855
Operatingincome . .........ccoovinnnnn... $ 86,297 $ 8,532 $ 1,456 $ 96,285 $ (2,222) $ 94,063
ASSELS L. e $6,150,565 $ 64,286 $105,255 $6,320,106 $(51,013) $6,269,094

18. Subsequent Event
Voluntary Retirement Program

As part of the efforts to improve earning potential, the Company and certain of its subsidiaries announced a voluntary retirement program on

January 16, 2004 as follows:

1) Eligibles: Regular employees who are not less than thirty years old and not more than fifty eight years old.
2) Application period: From January 16, 2004 to February 15, 2004.

3) Target number of employees for this program: 1,500 — 1,600
4) Incentives: The program will pay additional retirement allowance. If they wish, applicants will be given an opportunity to be hired as part timers.

The final number of applicants was 1,613. The Company expects the aggregate payment of the additional retirement allowance to be around ¥3

billion and related expenses to be around ¥| billion.
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