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COMPANY PHILOSOPHY

Our company philosophy is “Service Before Profit’

service over profit will prosper.

“Service Before Profit” is to keep faith and morality

", which means those who give priority to

with society and customers, implying that

corporate profits are created by gaining the trust of society and customers. It represents a

customer-first policy and social contribution.
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MESSAGE FROM CHAIRMAN
To the Shareholders:

We are pleased to inform you that we have settled the accounts and prepared the annual business
report mainly on a consolidated basis for the year ended February 29, 2004.

Management Policy

1. Basic policy on management

The common corporate philosophy of Daimaru Group (the “Group”) is “Service Before Profit”, which
means keeping faith and morality with society and customers, implying that corporate profits are
created by gaining the trust of society and customers. It represents a customer-first policy and
social contribution.

Under this philosophy and with the aim of offering customers “high quality, freshness and
hospitality” and “achieving maximum customer satisfaction at minimum cost through
promotion of management reforms”, we will thoroughly pursue “high quality management”,
which improves the quality in every aspect of management including merchandise and services, in
our core department store operations, supermarket operations and other business lines to create:

(1) a group which provides genuine satisfaction captivating customers and acquires the

highest reputation in the industry for popularity among customers;

(2) a group which meets shareholders’ expectations by achieving the top-level profitability and

efficiency in the industry to enhance enterprise value;

(3) a group which provides job satisfaction to its employees by fairly evaluating their

performance so that they can realize their exertion of ability and growth; and

(4) a group which widely earns social confidence and contributes to society by ensuring strict

compliance in management.

2. Basic policy on profit sharing

The basic policy of The Daimaru, Inc. (the “Company”) is to divide up profits appropriately in
consideration of its profit level, future capital investment and cash flow trends while maintaining and
improving sound financial position. The Company will continue to sustain and improve its dividend
level by strengthening the capital base through improvement of profit level.

3. Basic idea on corporate governance and implementation of its measures

The Company gives top priority to enhancement of corporate governance. In order to speed up its
efforts to tackle the challenges, which will lead to early achievement of concrete results of the whole
Group, the Company tried to clarify the role, responsibility and authority of the organization by
introducing the new structure of Group Headquarters comprising four principal bodies in March 2003
in a bid to improve the quality of the management of the Group.

With a view to strengthening corporate governance and compliance as part of efforts to fulfill
corporate social responsibilities and liability for shareholders as well as to ensuring achievement of
the goal of this reorganization, the Company introduced a corporate officer system to make a clear
distinction between decision-makers and executors in the management and decreased the number
of directors from twelve to seven to expedite decision-making. In addition, the Company reformed
the remuneration system for directors and corporate officers to be based on performance and
contingent on success and limited their terms to one year to clarify management responsibility for
advancement of management and business performance.  Since performance-and-success-based
pay system for directors and officers was introduced, their retirement allowance was abolished.
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And in deciding their remuneration, the Company formed the Personnel and Remuneration
Committee on which an outside director serves to increase transparency and fairness.

Furthermore, the Company invited two outside corporate auditors to conduct fairer audits.

As its commitment to corporate ethics including regulatory compliance, the Company has
monitored and enlightened through enhancement of the functions of legal department and internal
audit division. Making joint efforts to promote these activities, the Group set up in February 2004
the Compliance Committee, which is chaired by the Chairman of the Company and joined by a legal
advisor, and is working toward resolving compliance issues.

4, Mid-and-long term management strategy and tasks
In the year ending February 28, 2005, we have initiated the First Three-year Management Plan for
FYs 2004-2006 based on the Regrowth Plan of Daimaru Group for next leap forward. The
Regrowth Plan presents the mid-and-long term direction of the management of the Group based on
thorough pursuit of improvement in the level of know-how on low-cost and high-efficiency operations
acquired by the Company in the past. At the same time, we will develop new business strategies
and systems in quick response to the change of the times in an effort to broaden and deepen the
market by exerting group synergy effectively.

Through these actions, we aim at achievement of our high performance targets and leap and
growth as a leading department store operator representing Japan in the 21st century.

5. Target management indicators
Our numerical business targets for the final year (FY 2006) of the First Three-year Management Plan
for FYs 2004-2006 based on the Regrowth Plan of Daimaru Group are as follows:

Millions of yen
Consolidated net sales 830,000
Consolidated operating profit 32,000
Ratio of consolidated operating profit to net sales 3.9%
Ratio of operating profit to department store sales 4.4%
Consolidated return on assets (ROA) 8.5%
Consolidated interest-bearing debt Not exceeding 90,000
Consolidated operating cash flow 28,000

Operating results and financial condition

[ ]Operating results

1. General condition in the year ended February 29, 2004

In the year ended February 29, 2004, the Japanese economy showed some signs of recovery such
as increase in export to other Asian countries and upturn in capital investment. However, consumer
spending remained generally sluggish.

In the retail industry, competition has been intensifying due to entry by overseas major retailers
and capital participation by major trading companies while integration of business groups and closure
of stores are increasing rapidly.

Under these circumstances, in spite of their efforts to increase profits including expansion of
sales floors, store remodeling and newsworthy sales measures and product development, sales of
the existing department stores in Japan had fallen below the previous year’s level for consecutive
seven years partly because of unseasonable weather such as cold summer and warm winter.

In the meantime, a new store opened in Sapporo under the concept of “Pleasure-Seeking
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Department Store” as a model store which brings together the results of all the management reforms
achieved by the Company in the past. The store gains greater-than-expected popularity among the
local customers. With both the number of customers visiting the store and sales amount far
exceeding our original expectations, it turned a profit only one year after opening, which greatly
contributed to improvement in business performance of the Company.

Operation reforms of the existing stores steadily bore fruit and they were completely committed
to timely offering of merchandise and improvement of services by having a good grip of the change
of shopping tendency of customers through the existing New MD Information System and the New
Customer Information System introduced in September 2003 in addition to firm establishment of the
system enabling salespersons to be devoted exclusively to sales and strengthening of store-based
sales through development and implementation of more highly detailed sales plan. In our
Customer’s View project whereby attractive products and services are swiftly offered based on the
needs and wants of each customer, we improved its operation system including collection of
customers’ requests and product development and provided solutions needed for enhancement of
customers’ living standards by developing stylish pochettes fitting in tote bags, women's
custom-made shirts whose design, material and color can be ordered like men’s tailor-made shirts,
pants assorting ten sizes for better fit and washable feather coverlets for kotatsu.

These efforts for stronger sales resulted in maintaining almost the previous year’s level of sales
of the existing stores.

As part of reorganization of the Group business, Hakata Daimaru Co., Ltd. and Nagasaki
Daimaru Co., Ltd. were merged on March 1, 2003. In addition, we reorganized three construction
subsidiaries on September 1, 2003 and absorbed two real estate subsidiaries into the Company on
February 29, 2004.

Owing to the efforts mentioned above, consolidated net sales in the year ended February 29,
2004 amounted to ¥817,314 million, up 3.2% from the previous year, to which Sapporo Store
contributed.  Since the growth of operating income exceeded the increase of selling, general and
administrative expenses, operating profit, ordinary profit and net income rose by 24.7%, 29.3% and
129.7% from the previous year to ¥23,345 million, ¥22,243 million and ¥11,879 million respectively.

On a non-consolidated basis, net sales increased by 9.0% from the previous year to ¥469,057
million, which was also attributable to opening of Sapporo Store. Operating profit, ordinary profit
and net income grew by 7.8%, 11.0% and 45.7% from the previous year to ¥13,309 million, ¥13,077
million and ¥8,167 million respectively. Thus we reached new highs in these items both on
consolidated and non-consolidated bases.

Reflecting the operating performance for the year under review mentioned above, we have
decided to pay a term-end dividend of ¥4 per share, up ¥1 from the previous year, totaling ¥7
annually. Besides, we will add a commemorative dividend of ¥1 per share as an expression of our
appreciation to the shareholders for successful operation of Sapporo Store continuing since its
opening so that an annual dividend totaled ¥8 per share, up ¥2 from the previous year.

The segment accounting is as follows. Sales figures of each segment include other operating
revenue.

Department store

While Sapporo Store continued to make a greater profit than originally planned, we steadily carried
out operation reforms in our all directly-operated stores through a timely product mix, offering of
newsworthy products and atiractive events to differentiate ourselves from other department stores
and raise profits. In addition, the New Customer Information System was implemented
company-wide to build closer and stronger relations with customers. Kyoto Store extensively
remodeled its food floor with a focus on perishable food section. Our affiliated department stores
continued to tackle various management reforms. Kochi Daimaru Co., Ltd. and Shimonoseki
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Daimaru Co., Ltd. fully refurbished their food departments to increase sales results through
community-based selling.

Owing to the efforts mentioned above, department store sales increased by 6.8% from the
previous year to ¥605,625 milion, to which opening of Sapporo Store greatly contributed.
Operating profit also rose by 8.9% from the previous year to ¥20,041 million due to strong sales of
Hakata Daimaru Co., Ltd. as well as effective spending of selling, general and administrative
expenses.

Supermarket

Though Daimaru Peacock Co., Ltd. took strong measures to boost sales including opening of two
new supermarkets in the Kanto district, strengthening of product assortment in response to customer
needs, extension of operating hours and building of customer loyalty, sales in this segment declined
by 2.3% from the previous year to ¥106,016 million, partly affected by intensifying competition among
supermarkets and unseasonable weather. However, operating profit jumped by ¥3,040 million from
the previous year to ¥770 million due to improvement of gross profit margin rate and reduction of
selling, general and administrative expenses.

Wholesale

Since Daimaru Kogyo, Ltd. suffered a decrease of sales in electronics and food products due to
fiercer competition, sales in this segment fell by 6.8% from the previous year to ¥77,566 million and
operating profit also declined by 21.2% from the previous year to ¥1,117 million in spite of the efforts
to reduce selling, general and administrative expenses.

Other

Sales in this segment decreased by 12.6% from the previous year to ¥72,956 million, affected by the
large scale construction work in Sapporo area undertaken by a construction company in the previous
year, whereas operating profit increased by 1.5% from the previous year to ¥1,275 million owing to
rise in profit rate of Daimaru Design & Engineering Co., Ltd. and revenue growth of Dimples’ Co., Ltd.

2. Outlook for next term

Environment surrounding the Group is expected to remain severe because of intensifying
competition beyond category and type of business and anticipated delay in a full-fledged recovery of
consumption due to uncertainty over the future including a pension issue.

Under such harsh circumstances, in the year ending February 28, 2005 when we will newly
inaugurate the First Three-year Management Plan for FYs 2004-2006 based on the Regrowth Plan
of Daimaru Group, we will certainly implement the efforts to enhance the quality of management with
the aim of achieving our performance targets.

In the year ending February 28, 2005, consolidated sales and ordinary profit are projected to
expand by 0.5% and 12.4% to ¥821 hillion and ¥25 hillion respectively and net income is likely to
increase by 1.0% to reach ¥12 billion.

On a non-consolidated basis, sales are expected to total ¥472 billion, up 0.6% in the year
ending February 28, 2005, while ordinary profit is forecasted to rise by 22.4% to ¥16 bilion. The
Company expects net income to increase by 4.1% to amount to ¥8.5 billion.

[ ]Financial position

1. General condition in the year ended February 29, 2004

In the year ended February 29, 2004, on a consolidated basis, cash inflows from operating activities
increased by ¥16,951 million from the previous year to ¥33,198 million, which was attributable to
significant increase in net income before income taxes and postponement of payment to the
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following year because the year-end fell on bank holiday.

Cash flows from investing activities came to cash outflows of ¥8,635 milion mainly due to
decrease in capital investment. Net cash used in financing activities totaled ¥25,501 million due to
payment of loans and reduction of interest-bearing debt including repayment of convertible bonds.

As a result, the year-end balance of cash and cash equivalents and interest-bearing debt stood
at ¥20,337 million and ¥119,829 million, down ¥948 million and ¥23,881 million from the previous
yea-end respectively.

2. Outlook for next term

In the year ending February 28, 2005, cash inflows from operating activities are expected to decline
by ¥7.1 billion from the previous year-end to ¥26 hillion due to postponement of payment of purchase
liabilities for the previous year in spite of increase in net income before income taxes.

Cash flows from investing activities are anticipated to post cash outflows of ¥13 hillion due to
capital investment and other payments. Cash flows from financing activities are projected to rack
up cash outflows of ¥14 billion due to payments of loans.

As a result, the Company expects the year-end balance of cash and cash equivalents to
amount to ¥19 billion, down ¥1.3 hillion from the previous year-end, and interest-bearing debt to
decrease by ¥9.8 billion from the previous year-end to ¥110 billion.

Tsutomu Okuda
Chairman and CEO
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FINANCIAL SECTION

CONSOLIDATED BALANCE SHEET

February 29, 2004

Millions of yen
ASSETS ...ttt ettt sttt 375,647
CUITENT ASSELS ....c.ceeeeeeie ettt et et et b e bt b e st eae bbbt 125,136
Cash on hand and INDANKS ........cceeieieeceeeeeee ettt sre e e e s e e e e sbeesreens 20,364
Notes receivable and accounts receivable-trade ...........ccccoeevvveeevvccensceeesseceneees 54,134
Marketable SECUNMHES ...........vueeireeeerereere et 24
101V L] 010 ([ TR 30,114
DEfErred taX ASSEIS .....c..ciiririrereeeese ettt st e e e nnens 5,960
Oher CUITENE @SSELS......veieeieeeririeereeiee st ee e see e sese e s e seesesesse e e senesessnnas 15571

Allowance for doubtful aCCOUNLS...........ccceueeiiieererece e (1,033)
FIXEU ASSELS......ceeeiereeiree ettt et se e s st e se s ene s et e e seesanesensenesaennnensas 250,511
TanNgIibIe fiXEA @SSELS .....ccvvvcieecceee e 158,687
BUIlINGS @Nd SITUCIUIES........c.eoerieeererieiesiee sttt enens 90,160
Machinery, equipment and VENICIES..........ccov e 145
FUMITUIE AN fIXEUIES ...ttt ettt ettt ae s e e st e st e s ve e ressesaeesnaesanssreas 1,192
072 oo 67,048
CONSLIUCHON IN PrOGIESS......citevierierieriereseseeesesieseseseesesestesesessesenessesesessesensssesesessesensnss 140
INtANQIDIE fiXEA ASSELS....uciecceer et 5,979
Other intangible fIXEd ASSELS .......ccovvrerirrererreerr e reenes 5,979
INvestMeNts and Other ASSELS ... 85,844
INVESIMENE SECUIEIES ....evveeveeeteeete et st st e st e st e e et e saesaeesbeesbessaesssssarssrsesreesbesaresrens 18,757
Long-term l0ans reCeivVabIe ..o 2,601
Long-term guarantee dePOSIES ........coverirerreerirererieeese et seens 39,064
DEFEITEA TAX ASSEES ......viceeeeveesteeete et e et st et e st e st et e st e saesaeesreesressaesassssssasesreesbesresarens 23,938
Other INVEStMENES aNd ASSELS........ccvceeirererercereree e sessenes 3,017

Allowance for dOUDIUl @CCOUNLS..........coerrririirire et (1,535)
TOLAI ASSELS ....ovoveeeeeeeeeeee e eee e e s e s esees s s s s s s sesssesssessseeseeesseesseeseseseeeseessessesses s 375,647
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LIABILITIES. ... 308,713

CUITENE LIADIITIES ..ottt st bbb se et s 218,754
Notes payable and accounts payable-trade............ccovverereeeernienveeerese e 79,242
Current portion of convertible DONAS ... 2,000
Shortterm 10ans PayabIe............covvrrrreeeerese s 60,091
AcCrued COrPOratioN TAXES.........cerurueueererierireeeesesereses e re e e se e e seesassenesessens 5,720
AQVANCES FECEIVET ......eeeeeveerietererieees et se st saese e eese e e se e saesenessesenes 32,335
AlIOWANCE FOF DONUSES.......ceveeetestieteeee ettt st e st sesstesbesreas 5,754
Reserve for sales ProMOLION .........cccccerveerereenereee e sees 2,226
Other current ADIIHES. ..........cov e e 31,384

e DT o I = o] =R RSN 89,958
2 00 S 13,500
Long-term 10ans PaYAbIE ...........cccerrrre e 44,238
Deferred tax IADIILIES ..........oeoeeieeeeeee ettt e se s s e re st e st e saaesaeesaeas 1,246
Reserve for retirement DENERILS ..o 28,502
Reserve for directors’ retirement alloWanCE............covevveerereeeneseensee e 152
Consolidated adjustmENt @CCOUNL............coceirrieerreirer e eeees 338
Other fiXed ADIIHES.........ccooveeereeer e 1,980

MINORITY INTERESTS. ......cootreeerieererieeeese e esesesesesessesenens 1,819
QT A1 ST (=S SRS 1,819
SHAREHOLDERS' EQUITY ..ottt 65,114

(@r=T o] - TR STTSTTN 20,283

(@2 T o1 7= I ST U T o] (1SRN 23,184

= T TTo ST U o] 11 LTSRN 21,180

Valuation difference of Other SECUNLIES ........cccveovrrrierrecereee s _ 1,961

TrEASUIY STOCK ...ttt sttt (1,495)

Total liabilities and shareholders’ eqUILY ........ccccoeirrrrrrreerceee e 375,647

Note: Any fractional sum less than one million yen is omitted.
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CONSOLIDATED STATEMANT OF OPERATIONS
For the year ended February 29, 2004

Millions of yen

NELSAIES ...t ettt s b et a et e r b 817,314
COSE Of SAIES......ceececeeetee ettt s se e neas 610,472
(LTS o] TSRS 206,342
Other OPErating FEVENUE..............ceeireereirieteieseeeestetesesesess e sesesaeese s se e sassenessesansssnsas 1,555
Selling, general and adminiStrative EXPENSES ........ccoverrerererereereresereereseeeeseseeesenens 185,053
(@ o1 =T o N o] o ] 1 TSRS 23,345
N[oTBe) o =Tz 14] o JN T oo o 1= TR 2,575
INEEIESE INCOMIE......c.eeveeeeee et sttt e e st e e e s 334
[ 1)Y/To (=T 0T Voo 41 RS 171
Equity in earnings of affliafes ............ccoreeerreiineee e 152
MiSCEIIANEOUS INCOME ...ttt ete st e st et st e s e e sae e s b e e b e st e sbesresanesanas 1,916
NON-OPEratiNng EXPENSES ....coveuiereeererieereereesesteseseeseestesesestesesessesesessesesessesesessessssssenssens 3,677
INEETEST EXPEINSE. ... teeeeieie sttt st ste et sttt st e e s b e e s steseesesbesaeseebesaeseebesaeneeteseenens 2,321
MISCEIIANEOUS EXPENSES ......ceiueveeererieeiieieeesesieesesteeseseeesessesesesseesessenesessssssesenessesens 1,356
(@0 [T =T Y ] {0 11| TSRS 22,243
EXtraordinary iNCOMIB........cocouciieieeeeee ettt st st nene e enes 5,851
Gain 0N Sales Of fIXEH ASSELS........ccvririeirereereree et saesee e 858
Gain on return of substitutional portion of employee pension fund.............cccccovuue.. 4,992
= ToT o [ = YN (o = RSN 4,663
Loss on disposal of subsidiaries and affiliates...............ccccoveveeeeevsccecccecceeee, 2,971
Loss on retirement Of fIXEA @SSELS.......coveerveiirree s 715
Loss from valuation of iINveStMent SECUMLIES.........cvvrrrieeeeeerererere e 272
Saocial INsurance adjUSIMENL ........c.covceiiiecee e 703
Net income before iINCOME TAXES........ccvvrerreiereee et 23,431
Income, inhabitant and ENEIPIISE tAXES .......ccccvvueereeieereerereeees e 7,340
INCOME taX AJUSIMENL.......ceeeieeeeeeee et s ssene e 3,298
Minority interests in earnings of consolidated subsidiaries...........c.ccouovveeeerrevessecesennens 913
N = T o0 =TSSR 11,879
Note: Any fractional sum less than one million yen is omitted.
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CONSOLIDATED STATEMENT OF SURPLUS
For the year ended February 29, 2004

Millions of yen
CAPITAL SURPLUS
Balance of capital surplus at beginning of year .........ccccovvvvneerrccinnnrsee e 23,184
INcrease in Capital SUMPIUS ...t -
Surplus from disposal Of treasury StOCK...........cceereenrrrrrr e -
Balance of capital surplus at end Of Year.........ccoceevvvevericeieneerrcce e 23,184
EARNED SURPLUS
Balance of earned surplus at beginning Of Year.........ccccovveevvenreensseneseereseeens 19,290
Increase in €arNed SUIPIUS .......c.cuciiciceece et 11,879
NELINCOIME ...ttt 11,879
Decrease in €arNed SUIPIUS .......cvciivieereeee ettt 9,989
1V, To (<Y 010 TR 1,606
Bonuses to directors and corporate aUAItOrs...........ccceueeereeererenreneseereseese e 57
[Corporate audItOrs’ SNAIE]........ccvvueirirerrreeres e s 9]
Decrease resulting from increase of consolidated subsidiaries.............coccereeeerennee. 8
Decrease resulting from merger of consolidated subsidiaries ...........ccccceeveererenee. 8,317
Balance of earned surplus at end Of Year ........ccccccecvvvevevceee s 21,180
Note: Any fractional sum less than one million yen is omitted.

The Company paid an interim dividend of ¥803 million (¥3 per share) on November 25, 2003.

CONSOLIDATED SUBSIDIARIES

Department Store Other

Kochi Daimaru Co., Ltd. COM Planning and Development Co., Ltd.

Hakata Daimaru Co., Ltd. Daimaru Fudosan Co., Ltd.

Imabari Daimaru Co., Ltd. Mode Atelier Co., Ltd.

Shimonoseki Daimaru Co., Ltd. Daimaru Home Shopping, Inc.
Supermarket Daimaru Credit Service Co., Ltd.

Daimaru Peacock Co., Ltd. Daimaru Design & Engineering Co., Ltd.
Wholesale Asocia Co., Ltd.

Daimaru Kogyo, Ltd. Daimaru Tomo no Kai Co., Ltd.

Restaurant Peacock Co., Ltd.

Consumer Product End-Use Research Institute Co., Ltd.

Daimaru Information Center Co., Ltd.
Dimples’ Co., Ltd.

and other 3 subsidiaries, totaling 21
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CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended February 29, 2004

Millions of yen
Cash flows from operating activities
Net income Defore INCOME tAXES ..o 23,431
=] =T o= 0] S 9,415
Amortization of consolidated adjustment aCCOUNL...........cocoverereeierrenenenrerree e (142)
Decrease in reserve for retirement bENEfItS. ..o (2,158)
Decrease in allowance for doubtful acCoUNtS...........ccceeeviceeivnecescee e, (1,150)
Increase in reserve for sales PromMOLioN...........cceveeerrerereeere e 627
Interest and diVIdENd INCOME.........c..cuiirreeerer e (506)
INEEIEST EXPEINSE. ...ttt ettt sttt ettt sttt st b e et sa e ebesee e 2,321
Equity in earnings of affiliates ..........ccovvrrrreececrrrrr e (152)
Gain 0N sales Of fIXE ASSELS........ccuvceciieieese e (858)
Gain on return of substitutional portion of employee pension fund.............ccccccueu..e. (4,992)
Loss on disposal of subsidiaries and affiliates ..........c.ccccevrverrrieienrecenseerereeeeen 2971
Loss on retirement Of fIXE ASSELS..........vvrveveirrirererrr e 715
Loss from valuation of iINVeStMENt SECUMLIES............corrriererereeeeirrerereses e 272
Increase in fund for liquidation of receivables.............ccooveeeieecccec e, 2,000
Increase in notes and accounts reCeivable ...........ccovvveereeeeveere e (1,196)
DeCrease iNINVENTOMES .........ccciirrirririririsie sttt 978
Increase in notes and accounts Payable ..........cccocverrererceresee s 4,444
Increase in accrued aDIlItIES ..o 3,696
L 15 1 OSSPSR 1,679
SUBLOTAL ...t 41,396
Interest and divIdendsS reCEIVEd. ..o 549
QLT =TS 7= [ T (2,208)
INCOME tAXES PAIM........ceeveeiieerieseeteieteteeeseeteestetesesaereeeteresesaeseessereessesensesereessesensssens (6,538)
Net cash provided by operating aCtiVities...........ccoeveerrenereenreenereeseseenens 33,198
Cash flows from investing activities
Payments for purchases of tangible fixed aSSetS..........coceveeririennrnvrsse e (10,739)
Proceeds from sales of tangible fixed assets ..........ccocoeeveeivseccsece e 867
Payments for purchases of iInvestment SECUMLIES..........cccveererrereveeieesreseseeee s (432)
Proceeds from sales of INVEStMENt SECUNMEES .........c.coverurieieieieeenererereres e 302
Payments for Iong-term adVanCES ...........coevvreereeeierreerese e (192)
Proceeds from collection of long-term advancCes..........coovveeerrerenennsse e 351
Decrease in Short-term advanCes...........cceoveeeeeeeieceese e 878
L1 OO OO PO PPV POPOPTPPPTOTTOR 329
Net cash used in iNVEStiNg aCtIVILIES.........ccccccvrrrerririreeeere s (8,635)
Cash flows from financing activities
Decrease in short-term bOrrOWINGS........c..cvivecerecee e (3,020)
Proceeds from issuance of long-term debt...........cccoccvvveenveicceee e, 17,583
Payments of long-term debt ... (33,226)
Redemption of convertible bonds ... (5,218)
D71, To (=7 00 S o= 1o (1,590)
Purchase Of treasury StOCK ..o (36)
L1 OO OO PPV TPPPOPRPTPPOTOTTOR 5
Net cash used in financial aCtIVILIES .......co.cvevrrerereeereerer e (25,501)
Effect of exchange rate changes on cash and cash equivalents............ccccccouvuuneee. (10)
Decrease in cash and cash eqUIValeNts ... (948)
Cash and cash equivalents at beginning of Year ..........c.cccevevvvcevseieseseeceseeens 21,285
Cash and cash equivalents of newly consolidated subsidiaries at end of year ... 0
Cash and cash equivalents at end Of Year..........cccoveervrenveiess e 20,337
Note: Any fractional sum less than one million yen is omitted.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Basis of Presenting Consolidated Financial Statements
1. Scope of consolidation

(1) Consolidated subsidiaries

(Twenty-one companies including Shimonoseki Daimaru Co., Ltd., Kochi Daimaru Co., Ltd.,
Hakata Daimaru Co., Ltd., Daimaru Peacock Co., Ltd. and Daimaru Kogyo, Ltd.)

From the consolidated fiscal year under review, Daimaru Mokko Co., Ltd. and DHJ Co., Ltd., both
of which were newly established, and, in terms of significance, Daimaru Fudosan Co., Ltd. are
included in the scope of consolidation. Mich International Co., Ltd., former Daimaru Mokko Co,
Ltd. and Drexel Heritage Japan Co., Ltd., which were liquidated, and Nagasaki Daimaru Co., Ltd.,
Chuo Kogyo Co., Ltd. and Daio Fudosan Co., Ltd., which were merged, are excluded from
consolidation.

(2 Non-consolidated subsidiaries
(Thirteen companies including Hakata Daimaru Tomo no Kai Co., Ltd. and Hakata Daimaru
Card Service Co., Ltd.)
Total assets, sales, net income and loss (equity value) and retained earnings (equity value) of
non-consolidated subsidiaries are eliminated from consolidation because of the immaterial effect
on the consolidated financial statements.

2. Application of equity method

(1) Equity method has been applied to:
® Three affiliates including Hakuseisha Co., Ltd., Shinsaibashi Kyodo Center Building Co.,
Ltd. and Yaesu Shopping Mall Co., Ltd.

() Eqwty method has not been applied to:
Thirteen non-consolidated subsidiaries including Hakata Daimaru Tomo no Kai Co., Ltd.
and Hakata Daimaru Card Service Co., Ltd.; and
® Five affiliates including Osaka Diamond Chikagai Co., Ltd. and BIG STEP CO,, LTD.
The above-mentioned non-consolidated subsidiaries and affiliates are not accounted for by
the equity method because they have slight effects on net income and earned surplus for
the year under review and they are of no significance as a whole.

(3) For the equity-method affiliates whose financial years do not end on the last day of February, the
financial statements for the financial years of such affiliates are reported.

3. Fiscal year end of consolidated subsidiaries
The financial years of all consolidated subsidiaries end on the last day of February.

4. Accounting principles

(1) Appraisal of important assets
(a) Securities
Other securities with available
fair market values: By the market value method based on market value as of the
last day of the consolidated fiscal year under review (Valuation
difference is included directly in shareholders’ equity and the
cost of securities sold is determined by the moving average

method.)
Other securities without available
fair market values: By the moving average cost method
(b) Inventories: Principally by the reduction-to-retail cost method
(c) Derivatives: By the market value method

(2) Depreciation of important depreciable assets
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(@) Tangible fixed assets: Buildings and structures are depreciated principally by the
straight-line method and other tangible fixed assets are
depreciated principally by the declining balance method.

(b) Intangible fixed assets: By the straight-line method
Software for internal use is amortized by the straight-line
method over the usable period of five years for in-house use.

Significant allowance and reserve

(@) Allowance for doubtful accounts
The allowance for doubtful accounts is provided in estimated amount of uncollectible
accounts. With respect to normal receivables, the actual loan loss ratio is used, and for
certain doubtful receivables, the collectibility has been individually estimated.

(b) Accrued bonuses
The accrued bonuses are stated in estimated amount to be paid in the future.

(c) Reserve for sales promotion
With respect to unused vouchers issued on the promotional reward card system, the reserve
for sales promotion is provided in projected amount of such unused vouchers to be used in
the future, which has been estimated based on the past actual rate of collection.

(d) Reserve for retirement benefits
The reserve for employees’ retirement benefits is provided in amount recognized as of the
last day of the consolidated fiscal year under review based on the estimated amount of
retirement benefit obligation and pension assets as of the same date. Prior service cost is
prorated as an expense by the straight-line method over a given period (10 to 12 years)
within the employees’ average estimated remaining length of service from the year in which
they arise. Actuarial gain or loss is recognized as an expense in equal amounts by the
straight-line method over a given period (10 to 12 years) within the employees’ average
estimated remaining length of service from the subsequent period to the year in which they
arise.

(e) Reserve for directors’ retirement allowance
The reserve for directors’ retirement allowance is provided in amount required by internal
regulations if they retired on the relevant balance sheet date.
The parent company has abolished directors’ retirement allowance as of the annual general
meeting of shareholders on May 22, 2003. As a result, the reserve for directors’ retirement
allowance was eliminated to cover the unpaid portion of ¥187 million for the directors’ term of
service up to May 22, 2003, which is included in “other fixed liabilities”.

Foreign currency translation of significant assets and liabilities dominated in foreign
currencies

Monetary assets and liabilites dominated in foreign currencies are translated into yen at the
year-end spot exchange rates and the differences arising from translation adjustments are
presented as gain or loss. Foreign monetary assets and liabilites covered by forward
exchange contracts are translated into yen at the contracted forward exchange rates.

Accounting for significant lease transactions

Except for leases stipulating the transfer of ownership of the leased assets to lessees, finance
lease transactions are accounted for by the same method as the normal operating lease
transactions.

Significant hedge accounting
(@) Method of hedge accounting
Deferral hedge accounting is adopted. With respect to foreign monetary assets and liabilities
covered by forward exchange contracts, appropriation accounting is adopted, and for interest
rate swap and interest cap, exceptional accounting is adopted if they meet the requirements for
such accounting.
(b) Means of hedging and hedged items
Means of hedging: Forward exchange contracts, interest rate swap agreements and interest
cap trading
Hedged items: Operating receivables and payables dominated in foreign currencies and
interest on loans payable
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(c) Hedging policies
The Group hedges against currency and interest rate risks based on its risk management
policy.

(7) Accounting for consumption taxes: By the tax exclusion method

5. Appraisal of assets and liabilities of consolidated subsidiaries
All the assets and liabilities of consolidated subsidiaries are estimated by the market value method.

6. ltems of profit appropriation
The items of profit appropriation are provided based on the appropriations of earnings settled during
the period under review.

7. Amortization of consolidated adjustment account
With respect to consolidated adjustment account, an equal portion is amortized for each year over five
years after it arises. However, if such account is slight, it is presented as gain or loss when it arises.

8. Scope of funds for the consolidated statement of cash flows
Cash and cash equivalents include cash on hand, readily available deposits and short-term
immediately realizable and highly liquid and safe investments with maturities not exceeding three
months at the time of purchase.

Additional Information

Accounting standards for treasury stock and reversal of legal reserve
From the consolidated fiscal year under review, the Company has adopted the “Accounting
Standards for Treasury Stock and Reversal of Legal Reserve” (Corporate Accounting Standards No.
1). This adoption had slight effects on the Company’s profit and loss.

The regulations for consolidated financial statements were amended and this amendment is
reflected in the shareholders’ equity section of the consolidated balance sheet and the consolidated
statement of surplus for the consolidated fiscal year under review.

Accounting standards for net income per share

From the consolidated fiscal year under review, the Company has adopted the “Accounting Standards
for Net Income per Share” (Corporate Accounting Standards No. 2) and the “Guidelines for Applying
Accounting Standards for Net Income per Share” (Guidelines for Applying Accounting Standards No.
4). This adoption had slight effects on the Company’s net income per share.

Income tax adjustment resulting from tax rate change

The Law to Partially Amend the Local Tax Law (Law No. 9 of 2003) became effective on March 31,
2003 to change the rate of tax on corporate income starting from the taxable years beginning April 1,
2004. As a result, the statutory effective tax rate employed for calculating deferred tax assets and
liabilities was changed from 42% to 40.6% for the future expected tax effects of temporary differences
to be realized in and after the consolidated fiscal year ending the last day of February 2006. The
effect of this change was to decrease deferred tax assets (net of deferred tax liabilities) by ¥464 million
and increase income tax adjustment, which is recognized as an expense, and valuation difference of
other securities by ¥510 million and ¥46 million respectively.

The Company’s share of social insurance contribution under the total remuneration system
Previously the social insurance contribution for bonuses was recognized as an expense when
expensed. From the consolidated fiscal year under review, the social insurance contribution for
allowance for bonuses has been recorded as an expense due to the introduction of the total
remuneration system for calculating social insurance premiums in April 2003, and accordingly, the
amount of ¥716 million is included in selling, general and administrative expenses. The social
insurance contribution for previous years of ¥703 million paid in the consolidated fiscal year under
review is stated as “social insurance adjustment” in extraordinary loss. The effect of this change was
to decrease operating profit and ordinary profit by ¥13 million respectively and also decrease net
income before income taxes by ¥716 million.
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Return of substitutional portion of employee pension fund

Daimaru Employee Pension Fund under the control of the parent company (the “Fund”) received
approval from the Minister of Health, Labor and Welfare on October 1, 2003 to return the past
substitutional portion of the Fund and transfer its payment obligation to the corporate pension fund
based on the Defined Benefit Corporate Pension Law. The Fund completed calculation of refund
and approval procedures of general inventory accompanying return of the substitutional portion and
paid liability reserve for the substitutional portion amounting to ¥39,043 million.

The Company recognized extinguishment of retirement benefit obligation (¥56,019 million),
refund of pension assets (¥39,043 million), unrecognized prior service cost (¥8,600 million) and
unrecognized actuarial differences (¥20,584 million) with respect to the substitutional portion. As a
result, the difference of ¥4,992 million is reported as “gain on return of substitutional portion of
employee pension fund” in extraordinary income.

Explanatory Notes relating to the Consolidated Balance Sheet

Millions of yen
Accumulated depreciation for tangible fixed assets 113,165
Assets put up as security
Marketable securities 24
Buildings and structures 19,446
Land 15,626
Investment securities 3,981
Long-term deposits 32
Loan guarantees 983

In addition to the above, the Company guarantees the lessor all the debts incurred by Osaka
Diamond Chikagai Co., Ltd. including rents and common service expenses for the premises of the
underground shopping complex jointly with other two companies. The guarantee percentage by the
Company is 40%.

Loan commitments

Unused portions of loan commitments 16,000
Class and number of treasury stock
Common stock 3,178, 241 shares

Explanatory Notes relating to the Consolidated Statement of Operations

Net income per share ¥44.12

Explanatory Notes relating to the Consolidated Statement of Cash Flows
Cash and cash equivalents at end of year in the consolidated statement of cash flows consist of the
following items, which are stated in the consolidated statement of balance sheet:

As of February 29, 2004

Millions of yen
Cash and bank deposits at end of year 20,364
Time deposits with maturity of over three months (26)
Cash and cash equivalents at end of year 20,337
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CONSOLIDATED FINANCIAL SUMMARY
For the years ended February 28 /29

Millions of yen
2001 2002 2003 2004
NEESAIES ....vvvvervrseirseisesiess s essss s sssseas 794,760 809,117 792,300 817,314
OrdiNAIY Profit.........cvveeerveeereeessseessssessssessssesssenass 11,187 16,301 17,198 22,243
NEtINCOME (I0SS) ....oovveeeereeeeeeeeseeseseeeesseesesesessseee 2,804 (19,174) 5171 11,879
TOMAl @SSEIS ....oovvvvvee v 389430 386,831 392,578 375,647
NELASSELS ....vvovvveeerescessscesiess s seesssene 79,630 58,138 60,828 65,114
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NON-CONSOLIDATED BALANCE SHEET

February 29, 2004

Millions of yen
ASSETS ..ttt ettt e e seaa 263,288
OB =] L AN =] £ 74,528
Cash on hand and N DANKS .........coeeeiiieeice ettt 11,882
N[0 (ST (=10 =1 V7= o)L= T 203
ACCOUNS rECEIVADIETAAE .......cceeeeeeeeeteeeee ettt et ere e enean 18,747
MArketable SECUILIES .......cueeeeeeie ittt sttt re st e b b sse e sbesaesbesresreenes 24
LT (el 72T g Lo [T 16,413
ST 0] 11T 194
Prepaid EXPENSES .....cocoviereririeieieereeere sttt sttt s snnn s 857
Short-term 10aNnSs reCEIVADIE. ..........c.oeeeeeeceee et eaeens 16,009
ACCOUNES rECEIVADIE-ONEY ...ttt ae b e 5,750
DSy (S (0 [ P= D = oIS i 3,204
OFNEY CUITENT ASSELS. ...ccuviivieeeeeeeseeseeses st s stssssssesssessseesbesssesssesssesasesasssasesseessesssesssesns 2,980

Allowance for doubtful CCOUNLS............cceeeieeiicee e 1,741)
L D q=T0 I N SY T 188,759
TanNgibIe fIXEA @SSELS ..o 105,158
BUIlINGS @Nd SITUCIUIES........c.eieeieeeierieeieee sttt se s 61,447
Vehicles and fUMItUIE/MIXIUIES.........cueviieee et s s 302
16T 0 To TR 43,402
CONSEIUCHON IN PIOGIESS ....vvveeereerererereresessesesesessesesesesessssssssesesesesssesesessssesesesssssssensnes 6
INtaNgIDIE fIXEA ASSELS ... 3,881
[I=T=TST= aTo ][0 = T o T 1,182
5101111772 (T 2,297
Other intangible fIXed ASSELS ........ccccvveivvcer e 401
INVESTMENS ANA OTNEI ASSELS ......oocveeeeeeee ettt s ere e st e s e e sae s reereens 79,719
INVESIMENE SECUNEIES ......eveeeeeee ettt sttt et s ts bbbt s besensbesresneenes 14,732
INVESIMENLS IN SUDSIIAIES........c.eeeveie et 12,506
Long-term 0ans reCeivabIe ............coeerrerreeerees e 14,600
Long-term guarantee dePOSIES ..........ueerereeererirerereerre e e e ese s seseens 22,352
LoNng-term prepaid EXPENSES ......c.ccvveireeeererieeseseeseseessssesesesssssssssessssssesssesessssesens 871
DEFEITE TAX ASSEES ... i ceeeeeeeeteeete et et see e st e st e st e et e et e saeseesreesaessaesssssrssreesseessesaresrens 19,032
OtheEr INVESIMENES ...ttt ettt s et be bt e e sae st s s besbesbe s e snaesenas 938

Allowance for dOUDIUl @CCOUNLS..........c..eeireeeerrererieee e (5,315)
B Lo] £ = TToY = TSR 263,288
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LIABILITIES ... 204,099

CUITENt LIADIITIES ... 143,760
NOLES PAYADIE ... 852
AccoUNtS PAYADIE-LrAdE ..o 36,456
Short-term 10ans Payable............ccoovvveiieeeieeese e 38,387
Accounts payable-NOt trade............covcvveeeereece e 4,060
AcCrued COrPOratioN TAXES.........c.ccviveueiiereereetee ettt b et nenas 3,253
Accrued CONSUMPLON TAXES .......covrvevererererereereesesiesesesree e eeesesseeseeseesessesesessenessesenes 1,812
ACCIUEH EXPEINSES .....eveeereerenerertereseeseesessesesesseessesesessesesessesessssesensssesessssesessssessnsssesees 2,416
AQVANCES FECEIVEM ...ttt bbb 15,276
DEPOSILS FTECEIVEX. .......ovcveeeeeteeseetee sttt s e e 36,734
AlIOWANCE fOr DONUSES......cceeeeeeee ettt et st e st e s e e st e et e e tesaesaee s e e s e s sressresanas 3,590
Reserve for Sales PromOtioN ..o 704
Other CUrrent TADIITES. ..........cveueereerrr s 216

FiXed LIGDilitIES ......veeeeceeeer e 60,339
2701310 LT 13,500
Long-term 0ans payable.............cecvveeeveeese e 28,081
Reserve for retirement DENETIES .......cccovciieiececee e s 18,044
Other fiXed ADIILES.............ceveeeerrreee s 713

SHAREHOLDERS’ EQUITY ...oviiiiiittenereresisieie e 59,188

(@2 o 1 7= OO STTTR 20,283

CAPIAl SUIPIUS ...ttt benenas 23,184
(0= o)1= 1 (57T Y 23,184
Other Capital SUIPIUS .......cooveurereeiecereeieesese et neneas -

Gain on disposal Of treasury StOCK ...........cccevreeereesrerrereresee e e sesesesesssnees -

= T TTo [T U o] [ 1TSS 15,599
Earned SUIPIUS TESEIVE.........cooucuieeteceseee ettt 4,657
VOIUNTAIY TESEIVE ...ttt sttt sttt ne s n et ne e 5,236

Reserve for advanced depreciation deduction of fixed assets ..........cccceveererenne. 2,024
Reserve for special depreCiation .............cocvrveerrnineneesesee e 212
CONLNGENE FESEIVE ...t sse st se e s e sen s e sanees 3,000
Unappropriated retained arniNgs .........ccceeeveereieeenesieereseeeesieesesseesssesesessesessssens 5,704
Valuation differenNCe Of STOCK .....eocveieeiiee ettt sttt s a e s sreesre s 1,577
TFEASUIY SEOCK ...ttt bbb (1,456)
Total liabilities and shareholders’ @QUILY .........cccevvecereeece s 263,288

Notes: 1. Any fractional sum less than one million yen is omitted.
2. Important financial policies and explanatory notes relating to the non-consolidated balance sheet are
provided separately.
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NON-CONSOLIDATED STATEMENT OF OPERATIONS

For the year ended February 29, 2004

Millions of yen
Ordinary Income and Expenses
Operating income and expenses
Operating income
NEESAIES ...ttt sttt st st eneas 469,057
OthEI INCOMIE ...ttt sttt e e s e sae s nesaee e 1,457 470,514
Operating expenses
COSt Of SAIES ....ceeecveeirer e 342,003
Selling, general and administrative eXpenses.........ccocccvereereeens 115,201 457,205
Operating Profit........cccccceeneierseese e 13,309
Non-operating income and expenses
Non-operating income
INEEFESEINCOMIE ...t 940
Dividend INCOME .......c.oveueeeceee et 309
MISCEIIANEOUS INCOME.......ocuiieiceeeeeeeee sttt 907 2,156
Non-operating expenses
INLEIEST EXPENSE ...ttt 1,678
MiISCEIIANEOUS EXPENSES.......cveeerereieieereeseeeeseseeseseseeseseseesesessesesessens 711 2,389
Ordinary Profit......ccoeccceeeecsee e 13,077
Extraordinary Items
Extraordinary income
Gain on sales of fiXed aSSELS........ccurreerreeereree e 822
Gain on return of substitutional portion of employee pension fund 4,992 5814
Extraordinary loss
Loss on disposal of subsidiaries and affiliates................cccceeevennee. 1,722
Loss on retirement of fixed aSSEetS ........cccveeveeeeevvececicee e 274
Loss from valuation of investment SECUrities...........ccocevveeeererene. 247
Social insurance adjuStMENLt ...........ccovevveerereeerereereree e 454 2,699
Net income before iNCOMe taxes.......ccovevevvvveerecvresee e 16,192
Income, inhabitant and enterprise taxes .........c.cuveveerereerereeerereenes 4173
Income tax adjuSIMENL...........cooeveeueeieeeeee s 3,852
LS AT g 1o 1 1 (ST 8,167
Retained earnings brought forward.............ccccvevviciiincecscccene, 3,321
101 C=7 g I 1Yo (= o 803
Loss on retirement of subsidiaries’ StocK...........cccuvvevernvrerieenerennnne 4,981
Unappropriated retained arnings .......coccocoevvenereeenerneneseeeneseenes 5,704

Notes: 1. Any fractional sum less than one million yen is omitted.

2. Important financial policies and explanatory notes relating to the non-consolidated statement of operations

are provided separately.
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

Important Financial Policies

Important financial policies adopted in preparing the non-consolidated balance sheet and the
non-consolidated statement of operations are as follows:

1

Appraisal of securities

Investments in subsidiaries and affiliates: By the moving average cost method
Other securities
Other securities with available
fair market values: By the market value method based on market value

as of the last day of the fiscal year under review
(Valuation difference of other securities is included
directly in shareholders’ equity and the cost of
securities sold is determined by the moving average
method.)

Other securities without available

fair market values: By the moving average cost method

Appraisal of inventories

Merchandise: By the reduction-to-retail cost method;
Imported goods not yet delivered are carried by the
individual cost method of book inventory.

Supplies: By the first-in first-out cost method

Fixed assets depreciation
Tangible fixed assets

Buildings and structures: By the straight-line method
Vehicles and furnitureffixtures: By the declining balance method
Intangible fixed assets: By the straight-line method

Software for internal use is amortized by the
straight-line method over the usable period of five
years for in-house use.

Accounting standard for allowance and reserve

Allowance for doubtful accounts

The allowance for doubtful accounts is provided in estimated amount of uncollectible accounts. With
respect to normal receivables, the actual loan loss ratio is used, and for certain doubtful receivables,
the collectibility has been individually estimated.

Accrued bonuses

The accrued bonuses are stated in estimated amount to be paid in the future.

Reserve for sales promotion

With respect to unused vouchers issued on the promotional reward card system, the reserve for sales
promotion is provided in projected amount of such unused vouchers to be used in the future, which
has been estimated based on the actual rate of collection.

Reserve for retirement benefits

The reserve for employees’ retirement benefits is provided in amount recognized as of the last day of
the fiscal year under review based on the estimated amount of retirement benefit obligation and
pension assets as of the same date. Prior service cost is prorated as an expense by the straight-line
method over a given period (12 years) within the employees’ average estimated remaining length of
service from the year in which they arise.  Actuarial gain or loss is recognized as an expense in equal
amounts by the straight-line method over a given period (12 years) within the employees’ average
estimated remaining length of service from the subsequent period to the year in which they arise.
Reserve for directors’ retirement allowance

The reserve for directors’ retirement allowance had been provided in amount required by internal
regulations if they retired on the relevant balance sheet date. However, the Company has abolished
directors’ retirement allowance as of the annual general meeting on May 22, 2003. As a result, the
reserve for directors’ retirement allowance was eliminated to cover the unpaid portion of ¥187 million
for the directors’ term of service up to May 22, 2003, which is included in “other fixed liabilities”.

Accounting for lease transactions
Except for leases stipulating the transfer of ownership of the leased assets to lessees, finance lease

The Daimaru, Inc.
Annual Report 2004 19



10.

11.

12.

transactions are accounted for by the same method as the normal operating lease transactions.

Accounting for consumption taxes
Consumption taxes are excluded.

From the fiscal year under review, the Company has adopted the “Accounting Standards for Treasury
Stock and Reversal of Legal Reserve” (Corporate Accounting Standards No. 1).
This adoption had slight effects on the Company’s profit and loss.

From the fiscal year under review, the Company has adopted the “Accounting Standards for Net
Income per Share” (Corporate Accounting Standards No. 2) and the “Guidelines for Applying
Accounting Standards for Net Income per Share” (Guidelines for Applying Accounting Standards No.
4). This adoption had slight effects on the Company’s net income per share.

The Law to Partially Amend the Local Tax Law (Law No. 9 of 2003) became effective on March 31,
2003 to change the rate of tax on corporate income starting from the taxable years beginning April 1,
2004. As a result, the statutory effective tax rate employed for calculating deferred tax assets and
liabilities was changed from 42% to 40.6% for the future expected tax effects of temporary differences
to be realized in and after the consolidated fiscal year ending the last day of February 2006. The
effect of this change was to decrease deferred tax assets (net of deferred tax liabilities) by ¥391 million
and increase income tax adjustment, which is recognized as an expense, and valuation difference of
stock by ¥429 million and ¥37 million respectively.

Previously the social insurance contribution for bonuses was recognized as an expense when
expensed. From the fiscal year under review, the social insurance contribution for allowance for
bonuses has been recorded as an expense due to the introduction of the total remuneration system
for calculating social insurance premiums in April 2003, and accordingly, the amount of ¥445 million is
included in selling, general and administrative expenses. The social insurance contribution for
previous years of ¥454 million paid in the fiscal year under review is stated as “social insurance
adjustment” in extraordinary loss. The effect of this change was to increase operating profit and
ordinary profit by ¥9 million and decrease net income before income taxes by ¥445 million.

Daimaru Employee Pension Fund under the control of the Company (the “Fund”) received approval
from the Minister of Health, Labor and Welfare on October 1, 2003 to return the past substitutional
portion of the Fund and transfer its payment obligation to the corporate pension fund based on the
Defined Benefit Corporate Pension Law. The Fund completed calculation of refund and approval
procedures of general inventory accompanying return of the substitutional portion and paid liability
reserve for the substitutional portion amounting to ¥39,043 milion. The Company recognized
extinguishment of retirement benefit obligation (¥56,019 million), refund of pension assets (¥39,043
million), unrecognized prior service cost (¥8,600 million) and unrecognized actuarial differences
(¥20,584 million) with respect to the substitutional portion. As a result, the difference of ¥4,992 million
is reported as “gain on return of substitutional portion of employee pension fund” in extraordinary
income.

From the fiscal year under review, the financial statements have been prepared in accordance with
the Commercial Code Enforcement Regulations amended under the Ministerial Ordinance to Partially
Amend the Commercial Code Enforcement Regulations (Ministry of Justice Ordinance No. 68,
September 22, 2003).
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Explanatory Notes relating to the Non-consolidated Balance Sheet

Millions of yen

1. Short-term money credit receivable from subsidiaries 15,961

Long-term money credit receivable from subsidiaries 13,315

Short-term debt payable to subsidiaries 31,762

Long-term debt payable to subsidiaries 204

2. Accumulated depreciation for tangible fixed assets 73,758
3. Assets put up as security

Marketable securities 24

Land 1,330

Buildings and structures 11,153

Investment securities 3,389

4. In addition to the fixed assets stated in the non-consolidated balance sheet, some vehicles and

furnitureffixtures are provided by lease.

5. Loan guarantees 656
In addition to the above, the Company guarantees the lessor all the debts incurred by Osaka
Diamond Chikagai Co., Ltd. including rents and common service expenses for the premises of the
underground shopping complex jointly with other two companies. The guarantee percentage by
the Company is 40%.

6. Loan commitments
Unused portions of loan commitments 15,000

7. Increase in net assets resulted from revaluating assets at fair market value as stipulated in Paragraph

3 of Article 124 of the Commercial Code Enforcement Regulations was ¥1,577 million.

Explanatory Notes relating to the Non-consolidated Statement of Operations

Millions of yen

1.  Amount of sales to subsidiaries 52

2. Amount of purchase from subsidiaries 11,075

3. Amount of transactions other than the normal operation with subsidiaries 3,480

4.  Netincome per share ¥30.23

NON-CONSOLIDATED STATEMENT OF APPROPRIATIONS
Yen
Unappropriated retained €armningS..........ccoceeeerrererereresieeeesesesesesesesesessessssssssseenes 5,704,914,523
Reversal of reserve for advanced depreciation deduction of fixed assets.............. 45,517,469
Reversal of reserve for special depreciation...........occvvieeeeceesscieceeseseesnnas 106,140,000
TOAL ...ttt ettt e et e et b e et ebeaeebereanetenenebeneanerenenereneans 5,856,571,992
Appropriations:
[V, (1 010 £ 1,338,779,670
¥5 per share
Ordinary dividend ¥4
Commemorative dividend ¥1

Bonuses to directors and corporate auditors .............cceeeeeeeieeeesieeee e 80,000,000
[Corporate auditors’ portion iNCluded] ..........cooveeeeneerreeresee e [16,000,000]
Reserve for special account of advanced depreciation deduction of fixed assets 426,000,000
Reserve for advanced depreciation deduction of fixed assets .........cccoceevrerreeene. 46,673,377
CONLNGENE FESEIVE ...ttt st seses e s esaese e s esseseneseesens 1,000,000,000
Retained earnings carried forward to the following term ..........ccccoceveevvvevrreenne, 2,965,118,945

Notes: 1. The Company paid an interim dividend of ¥803,349,237 (¥3 per share) on November 25, 2003.
2. Reserve for advanced depreciation deduction of fixed assets is stated due to a change in the statutory
effective tax rate resulting from an amendment to the Local Tax Law.
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Management (As of May 1, 2004)

CORPORATE DATA

Directors and Corporate Auditors

Tsutomu Okuda

Chairman and CEO

Ryoichi Yamamoto

President and COO
General Manager, Department Store Operations, Group Headquarters

Takashi Masuda

Director and Corporate Senior Executive Officer
General Manager, Management Planning, Group Headquarters

Keiichiro Matsuda

Director and Corporate Executive Officer
Deputy General Manager, Department Store Operations, Group Headquarters

Norio Yasunaga Director
Kivozo Koiima Director and Corporate Officer
Y ) General Manager, Affiliated Enterprises, Group Headquarters
Isa0 Ikushima Director and Corporate Officer
General Manager, Administration, Group Headquarters
. _ Corporate Auditor
Masafumi Ohnishi Senior Advisor, Osaka Gas Co., Ltd.
. rporate Auditor
Yusuke Yoshinaga Corporate Aucito
Attorney
Syuichi Tani Corporate Auditor (Full-time)
Yasuo Araya Corporate Auditor (Full-time)
Note: Mr. Norio Yasunaga is an outside director as stipulated in Paragraph 2, ltem 7-2 of Article 188 of the

Commercial Code.

Mr. Masafumi Ohnishi and Mr. Yusuke Yoshinaga are outside corporate auditors as stipulated in Paragraph
1 of Article 18 of the Law for Special Exceptions to the Commercial Code Regarding Audits of
Kabushiki-Kaisha (Corporations).

Corporate Officers

Corporate Executive Officer

Hiroshi Kitano

Corporate Officers
Hiroto Tsukada
Isao Yamane
Toshiyuki Sugitani
Koichi Saito
Kazuyuki Matsumura

Kazuo Doi Yasuyuki Kobayashi
Shingo Sakurai Taizo Yura

Kiyoshi Inoue Yoji Honda
Yoshihiro Morikawa Takaharu Harada
Shigehiko Tamaru Takao Nakagawa
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Outline of the Company (As of February 29, 2004)

Company Name: The Daimaru, Inc.

Founded: 1717

Incorporated: April 16, 1920

Capital: ¥20,283,044,920

Number of Shares Issued: 270,830,356

Location of Main Store: 7-1, Shinsaibashisuiji 1-chome, Chuo-ku, Osaka

Network of Daimaru Group

Department Stores under the Direct Management of The Daimaru, Inc.

Osaka Shinsaibashi Store
7-1, Shinsaibashisuji 1-chome, Chuo-ku, Osaka 542-8501
Tel: 06-6271-1231

Osaka Umeda Store
1-1, Umeda 3-chome, Kita-ku, Osaka 530-0001
Tel: 06-6343-1231

Tokyo Store
9-1, Marunouchi 1-chome, Chiyoda-ku, Tokyo 100-0005
Tel: 03-3212-8011

Kyoto Store
79, Shijo Takakura, Shimogyo-ku, Kyoto 600-8511
Tel: 075-211-8111

Yamashina Store
91, Takehana Takenokaido-cho, Yamashina-ku, Kyoto 607-8080
Tel: 075-255-7365

Kobe Store
40, Akashi-cho, Chuo-ku, Kobe 650-0037
Tel: 078-331-8121

Shinnagata Store
5-1, Wakamatsu-cho 5-chome, Nagata-ku, Kobe 653-0038
Tel: 078-643-2951

Suma Store
2-4, Nakaochiai 2-chome, Suma-ku, Kobe 654-0154
Tel: 078-791-3111

Ashiya Store
1-31, Funato-cho, Ashiya 659-0093
Tel: 0797-34-2111

Sapporo Store
7, Nishi 4-chome, Kita 5-jo, Chuo-ku, Sapporo 060-0005
Tel: 011-828-1111
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Affiliated Department Stores

Kochi Daimaru Co., Ltd.

Hakata Daimaru Co., Ltd.
Fukuoka Tenjin Store
Nagasaki Store

Imabari Daimaru Co., Ltd.

Shimonoseki Daimaru Co., Ltd.

Tottori Daimaru Co., Ltd.

Supermarkets
Daimaru Peacock Co., Ltd.

Kanto District (37 locations):
Aoyama, Sodegaura, Takanawa, Mejiro, Jiyugaoka, Asagaya, Shimokitazawa, Nakano, Fujisawa, Misato,
Ebisu, Tama, Kunitachi, Tsurumi, Rokkakubashi, Yokohamabashi, Kugayama, Takadanobaba, Azabu, logi,
Kyodo, Shinurayasu, Toritsukasei, Sakurashinmachi, Takanodai, Tamachi, Higashikoganei, Kamiikedai,
Honkomagome, Mita, Tamagawa Josui, Ishikawadai, Hanakoganei, Seijo, Nishifunabashi, Kokubunji
Nishimachi and Fujisawa Honmachi

Kansai District (28 locations)
Senri Daimaru Plaza, Kori, Tsukumodai, Kitasenri Meimai, Nakamiya, Chayamadai, Harumidai,
Takakuradai, Matsugaoka, Osaka Hospital, Myodani, Karibadai, Tsukahara, Hoshida, Senri Minamimachi
Plaza, Ashiya Nangu, Koshien, Kotoen, Senri Yamada, Mukonoso, Senriyama, Mino Sakuragaoka, Konan,
Ashiya Kawanishi, Kitayamato Mayumi, Takarazuka Nakayama and Mino Gein

Direct Marketing
The Daimaru Home Shopping, Inc.

Manufacturing
Mode Atelier Co., Ltd.

Restaurant
Restaurant Peacock Co., Ltd.

Complex Commercial Business
COM Planning and Development Co., Ltd.

Credit Cards and Customer Circle
Daimaru Credit Service Co., Ltd.
Daimaru Tomo no Kai Co., Ltd.

Construction and Interior Design
Daimaru Design & Engineering Co., Ltd.

Lease
Daimaru Fudosan Co., Ltd.

Foreign Trade and Wholesale
Daimaru Kogyo, Ltd.

Logistics
Asocia Co., Ltd.

Information and Supporting Business
Consumer Product End-Use Research Institute Co., Ltd.
Dimples’ Co., Ltd.
Daimaru Information Center Co., Ltd.
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SHAREHOLDER INFORMATION

Year End:

Record Dates
Term-end Dividend:
Interim Dividend:

Annual General Meeting of Shareholders:

Stock Transfer Agent:

Stock Transfer Agent Branches:

Last day of February of each year
Last day of February of each year
August 31 of each year
May of each year
Osaka Branch of UFJ Trust Bank Limited
6-3, Fushimi-cho 3-chome, Chuo-ku, Osaka 541-8502

Tel: 06-6229-3011

Head Offices and Branches of UFJ Trust Bank
Limited and The Nomura Securities Co., Ltd.

UFJ Trust Bank Limited will accept your request for the application forms for stock transfer by toll-free call
at 0120-24-4479 (Head Office) or 0120-68-4479 (Osaka Branch) or on the Internet at

http:/Aww.ufitrustbank.co.jp/ 24 hours a day.

Public Notices Appear in:

URL:

The Nihon Keizai Shimbun

http:/AMww.daimaru.co.jp/
Daimaru’s annual reports are available on its
website at the above-mentioned URL.
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Hospitality Programs for Shareholders

Shareholders’ Courtesy Cards

@

@

Daimaru Shareholders’ Courtesy Cards are issued to the holders of 1,000 shares or more as of the
last day of February and the new holders of 1,000 shares or more as of August 31 and a ten percent
discount off the before-tax prices marked is allowed for cash purchases within the following limit of
purchase at the stores under the direct management of The Daimaru, Inc. (Osaka Shinsaibashi,
Osaka Umeda, Tokyo, Kyoto, Yamashina, Kobe, Shinnagata, Suma, Ashiya and Sapporo).

At Daimaru stores in Hakata (Fukuoka Tenjin and Nagasaki), Shimonoseki, Kochi, Tottori and Imabari,
a five percent discount is given.

For the shareholders as of the last day of February, the annual limit of purchase for such discount is
fixed according to the number of shareholdings as follows. The cards are issued in May and valid
until May 31 of the following year.

No. of shareholdings as of the last day of Feb. Annual limit of purchase
1,000 — 1,999 500,000 yen
2,000-9,999 500,000 yen for every 1,000 shares

10,000 and above 5,000,000 yen (maximum limit)

For the new shareholders as of August 31, the annual limit of purchase is placed at a half of the
above-mentioned amount according to the number of shareholdings. The cards are issued in
November and valid until May 31 of the following year.

The card grants free admission to cultural events held at Daimaru Osaka Shinsaibashi, Osaka
Umeda, Tokyo, Kyoto, Kobe and Sapporo Stores to two persons including its holder.

Notes

@

@

©)

@)

The card is valid for purchases with Daimaru Gift Certificates, the membership card of Daimaru Tomo
no Kai, Shopping Coupons for Department Stores issued by the member department stores of Japan
Department Stores Association, gift certificates issued by credit card companies and certain
exchange tickets as well as for cash purchases. Please note that it is not valid for purchases with
other certificates, vouchers and debit cards.

The card is not valid for purchases or payments on charge accounts and by credit cards, direct
marketing and COD.

The card does not allow a discount on the purchases of the following articles:

Perishables (marine products, meat, vegetables and fruits), books, CDs, cigarettes, stamps, all kinds
of certificates and coupons, bullion, coins, shipping and handling, casing, repairs, eating and drinking,
beauty treatment, travels and other specified articles including Tiffany, Bulgari, Cartier, Hermes and
Gucci.

The card is not valid with any other offer.
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	COMPANY PHILOSOPHY
	Operating results and financial condition

	Department store
	Supermarket
	Wholesale
	Other
	ASSETS263,288

	Current Assets74,528
	Fixed Assets188,759
	Tangible fixed assets105,158
	Intangible fixed assets3,881
	Investments and other assets79,719
	Total assets263,288
	Current Liabilities143,760
	Fixed Liabilities60,339
	Capital20,283
	Capital surplus23,184
	Earned surplus15,599

