Daiei OMC

ANNUAL REPORT 2002



Five-Year Financial Highlights

Daiei OMC, Inc. and Consolidated Subsidiaries

Years Ended February 28, 2002 and 2001, February 29, 2000, and February 28, 1999 and 1998

Thousands of

U.S. Dollars
Millions of Yen {Except Per
(Except Per Share Amounts) Share Amounts)
2002 2001 2000 1999 1998 2002
For the year:
Total operating revenues ¥117,132 ¥109,400 ¥102,640 ¥104,372 ¥103,983 $ 874,119
Operating income 23,777 22,414 20,923 9,432 6,833 177,440
income (loss) before income taxes
and minority interests in net (loss)
income of consolidated subsidiaries 6,208 21,664  (102,200) 689 327 46,328
Net income (loss) 3,634 12,324 (59,831) 225 (126) 27,119
Per common share amounts:
Net income (loss) ¥17.20 ¥58.32  ¥(283.15) ¥1.06 ¥(0.60) $0.13
At year end:
Total assets ¥584,570 ¥638,140 ¥617,715 ¥721,018 ¥803,840 $4,362,463
Long-term debt 64,808 58,706 27,544 61,878 95,888 483,642
Total stockholders’ equity 31,005 27,374 14,816 57,588 57,363 231,381

Notes: 1. All dollar figures herein refer to U.S. currency. Yen amounts have been translated, for convenience only, at the rate of ¥134=US$1, the
approximate rate of exchange as of February 28, 2002. Refer to Note 1.a of the Notes to Consolidated Financial Statements.
2. The amount of net income (loss) per share is based on the weighted average number of shares of common stock outstanding during

each year.

Contents

To Our Feflow Shareholders

Building Customer Loyalty

Business Highlights

Corporate Citizenship

Board of Directors and Corporate Auditors
Management Discussion and Analysis
Consolidated Balance Sheets

Consolidated Statements of Income
Consolidated Statements of Stockholders’ Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
Independent Auditors’ Report

Corporate Data

Investor Information

DN =

11
14
16
17
18
19
32
33
33

Disclaimer Regarding Forward-Looking Statements

This annual report contains forward-looking statements about
DOMC's current plans, outlook, strategies and beliefs based on
management’s assumptions in light of current information. Actual
results may be significantly affected by various factors, including
but not limited to changes in the Japanese economy and DOMC’s
business environment.




To Our Fellow Shareholders

Record Operating Income and Number of Cardholders,
Vast Improvements in Financial Structure

The credit card industry is seeing growth in billing every year, competi-
tion between companies is intensifying and personal bankruptcies are
increasing, making for a harsh business environment. Despite this,
Daiei OMC, Inc. (DOMC), was able to secure new highs in consolidated
operating revenues and operating income in fiscal 2002, ended Febru-
ary 28, 2002. We received 1.4 million applications—an unprecedented
figure in DOMC's history—and gained 440,000 cardholders, for a total
of approximately 6.8 million cardholders. We also continued to hold the
industry’s highest figure for card usage rates, maintaining it at 67.6%.
These results can be attributed to augmented card services, such as
expanded implementation of the “Daiei OMC Complementary Card
Day”; better strategies to offer more new affinity cards in alliances with
other companies; higher brand recognition, achieved by broadcasting
our own television commercials; the development of channels for credit
card application outside the Daiei Group, such as at affiliated stores
and post offices; and improved product appeal and attractiveness of
DOMC to card members, based on categorized cardholder information
gained through the analysis of consolidated databases.

Revenue from card cashing climbed 20.6%, owing to the higher
number of automated teller machines (ATMs) and cash dispensers
(CDs) and the associated increased convenience for customers, as well
as to the operation of the new credit monitoring system, which mini-
mizes risk while maximizing revenues. As a result of these measures,
we hope to make OMC credit cards the most popular and best sup-
ported credit cards on the market as part of our goal to create a
“Customer Value Chain.”

We recorded ¥18.9 billion in extraordinary loss, owing to write-off of operating receivables and loss on de-
valuation of marketable and investment securities incurred to strengthen our financial base, resulting in net in-
come totaling ¥3.6 billion. We forecast that this improvement in our financial base, however, will help yield net
income of ¥13.0 billion in fiscal 2003, an increase of 3.6 times. This will enable DOMC to resume issuing divi-
dends in the same period. We have also decided to proceed with corporate reforms that will contribute to
growth, such as changing our company name to reflect our corporate identity.

In closing, we express gratitude to our shareholders for their continued support.

June 2002

H. Fonshaot

Hiromichi Funahashi
President and Representative Director




Building Customer Loyalty

From Daiei OMC to “OMC Card”

DOMC will change its company name to OMC Card, Inc., on September 1, 2002. We wiill
continue to further expand credit card business possibilities beyond the Daiei Group network
and our image as a house card. We are endeavoring to create corporate value and a Customer
Value Chain that will accompany card members through every stage of their lives.

External Transaction Ratio
Proportion of card shopping transactions
ather than at Dalei stores

(%)

'Expanding Functions
Establishing the OMC Card Brand and Corporate Identity 60 .
DOMC was established by the Daiei Group to manage the Daiei house card for 5/
use in Daiei stores, but grew to become one of the Daiei Group's core companies.
The Daiei, Inc.—our parent company—established a new three-year plan in
February 2002 and is currently rebuilding itself by cutting interest-bearing debt and
augmenting marketing abilities. DOMC will also strive to increase its growth and 0
maximize income and corporate value. S
DOMC'’s credit card is the card most frequently used by card members in
Japan in their daily lives and the first to be chosen, as evidenced by its impressive 2000 2008 2002
performance in the industry. DOMC is ranked sixth in the credit card industry in
terms of sales volume and second among credit card companies affiliated with the
retail industry.
We are issuing more affinity cards, including KOSC Card, Hawks Card and
Musashino Women's University Card, which is equipped with identification func-
tions. We are also expanding our external affiliated merchants beyond the Daiei
Group with YAMADA DENKI Co., Ltd., and with concentrated commercial areas
such as the Hamanmachi shopping district in Nagasaki. These efforts brought the
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ratio of transactions outside Daiei stores to 60%. To further raise this ratio, we
must branch out from our image as a house card for the Daiei Group and form
strategic alliances with various companies.

Television commercials have also helped to raise recognition of the OMC card
brand, which is actually better known than our current company name. Conse-
quently, we determined that corporate value would be higher if the company name

T and card name were consistent. The change in company name represents an
?E:iﬂn*j: Stores opportunity to announce our position as a creative, value-added company with a
360 credit card business as its core. We will also establish a place for our corporate
identity and brand.

k)
204 2
o Ameliorating the Effect of Daiei Store Closures
Most credit card applications are still generated from Daiei stores, and it is still our
most significant affiliated store. As part of its new three-year plan Daiei will close
60 stores, but we expect the effect on our operations to be minimal.

There is high potential for growth in card members and profits, and, having
accounted for any possible fallout from Daiei's store closures in our card enroll-
ment and profit plans, we are confident of achieving our goals. Although Daiei

= — closed 88 stores in the last three years, we were able to overcome this obstacle,
increase card members and achieve significant milestones every year. Our
accumulated know-how and implementation of countermeasures to combat the
effects of the closures—such as encouraging nearby affiliated stores to send
personal messages to card members and appealing to merchants affiliated with
Visa, MasterCard and JCB to use the OMC card—allowed us to minimize negative
effects.

DOMC also pushed the expansion of affinity card issuing and of external
application channels such as the post office. We will continue to develop specific
measures to raise achievements while absorbing negative effects from Daiei store
closures.

2000 2001 2002

~ Creating a Customer Value Chain
OMC Card’s Competitive Advantage
The OMC credit card has the highest usage rate in the industry for many reasons.
These are primarily the high priority we place on communication with card
members to maintain their loyalty, and our strong efforts to transmit information.
For example, we have implemented the Daiei OMC Complementary Card Day,
giving card users a 5% discount on their purchases. To commemorate the 40th
anniversary of our listing we expanded this day to two days a month—every
second and fourth Sunday. This campaign has been very well received. We have
also instituted a system that gives points commensurate with the amount charged
to the card. Points can then be exchanged for tickets for select Daiei Group prod-
ucts, travel coupons, book vouchers and mileage on Japan Air Lines and Japan
Air Systems airlines. This point system also allows customers to collect points with
Daiei's point service at the same time, creating synergies in card member growth
and card use promotion.




In addition to these services, we have developed a one-to-one marketing
system for card members. The account statement sent every month carries a
personal message tailored for each card member—based on analysis of the card
member's attributes and card use trends—introducing specific information and
products. Since its introduction, this marketing system has promoted card use and

become an effective communication tool for DOMC.

Card User Rate
Percentage of cardholdars using,
their card at least once a year

Sustainable Growth to Propel New Advancements (%)
A new company name represents the chance to move forward in our efforts to =
carry out our Customer Value Chain strategy. DOMC aims to build up cooperative
relationships with affiliated companies, merchant stores and Daiei Group compa-

nies in terms of both brick-and-mortar businesses and virtual businesses that use & Ey’us
the Internet, in order to offer products and services that quickly and accurately

meet customers' needs at every stage of their lives.

To achieve this goal, we are strengthening our external alliances and augment-
ing our lineup of products and services. As part of these efforts, we began cultivat- &
ing business connections to facilitate our expansion into business related to home
improvement and other basic essentials necessary when moving or starting a new T
stage in one’s life. At the same time, we are proposing the use of the personal P00 201 2002
messages included in account statements as promotion for our affiliated mer-
chants and stores, thus providing valuable information optimized for each card
member's needs.

Further strengthening of our external application channels will help us reach our
goal of 1.5 million applicants. We are endeavoring to promote the popular Hello
Kitty OMC Postal Savings Joint Card, issue more new affinity cards and develop
new application channels outside of the Daiei Group. Our commemorative cam-
paign will celebrate our attainment of seven million card members in the first half of
fiscal 2003 and the change to our new company name on September 1, 2002,
providing impetus for growth in new card members, external tie-ups and merchant
stores.

QOur efforts to change conventional OMC cards to inte-
grated circuit (IC) cards gained intensity beginning in March
2002. We are using our advanced technology and knowl-
edge in the IC card field to issue the world's first international
brand credit card functioning as a contactless IC bus ticket.

These strengths allowed us to enter the market for daily
transactions, further expanding card use.

Furthermore, these efforts make DOMC's superiority and
originality clear, capitalizing on its Customer Value Chain
strategy to become an industry forerunner and realize its
ultimate goal of becoming the primary company for its
customers.




\C holder Value

Resuming Dividends and Becoming a High-Revenue Company

Corporate management has had to grapple with many issues, including adjust-
ments to such reforms as Japan's accounting Big Bang, consolidated manage-
ment and corporate governance. We have formed a corporate ethic network to
ensure the absolute protection of privacy and our place in society as a reliable and
trustworthy company. Our compliance committee meets to strictly monitor work
performance and ensure adherence to ethical principles. Group meetings have
helped to strengthen consolidated management as well.

Awareness of our shareholders, investors and other stakeholders provides us
with further impetus to maintain management transparency and practice social
responsibility. As the Company president, | use financial meetings, company
orientations, center field trips and small meetings to actively improve our investor
relations. We also make full use of the company web site for the timely and
appropriate disclosure of information.

DOMC has completely written off delinquent receivables from corporate
accounts, and expects annual profit growth of 5% to 10%, owing to sustainable
business growth focused on its credit card business. We are striving toward
becoming a high-revenue company and meeting shareholder expectations. This
will allow us to resume issuing dividends from fiscal 2003.

6,000

5,000

4,000

Number of Cardholders
(Thousands)
6,794
6,351
6,027
2000 2001 2002
e
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Business Highlights

'Development of IC Credit Cards

World’s First Transport IC Credit Card is Launched

The multifunctional IC card has become an important consideration in discussions
of next-generation credit cards, even at the Ministry of Land, Infrastructure and
Transport's “Next Generation Transportation Forum.” Taking advantage of this
interest, DOMC worked with the international industrial group Yamanashikotsu
Co., Ltd., in developing Yamanashi Kotsu OMC Card, the world's first international
brand credit card functioning as a contactless IC bus ticket.

Applications for this card were accepted from February 2002 and services
were launched in April. The innovative Yamanashi Kotsu OMC Card easily settles
transactions by storing data for commutation and coupon tickets in its IC memory,
accessed by holding the card over a sensor installed in buses. Yamanashikotsu
controls applications contained in the IC chip, while DOMC is involved with clear-
ing and settlements by converting credit data to customer identification data. The
development of this proprietary system enabled functions of the bus and credit
card system networks to be shared, creating a combination card. This marks our
entry into the market for daily transactions, such as transportation, and we hope
to further expand this card scheme with other transport companies by developing
versatile infrastructure for the system.

Full-scale Transition to IC Card in Fiscal 2002

DOMC began changing all OMC cards—with the exception of
some cards issued in affiliation with other companies—over to IC
credit cards in fiscal 2002. DOMC issued 1,200,000 new cards
and reissued 1,300,000 cards for a total of 2,500,000 cards this
fiscal year, and hopes to complete the transfer by fiscal 2006.

Since 1997, DOMC has been involved in multiple IC card trials.
Consequently, DOMC has acquired a great deal of knowledge on
IC credit cards, and through these efforts it has completed prepar-
ing an environment in advance of other companies that enables
large-scale stores to use the IC cards of such international brands
as Visa, MasterCard and JCB.

We adopted a Java-based global open platform to our Visa IC
card, and selected MULTOS—a multiple application operating sys-
tem platform—for our MasterCard and JCB cards. These platforms
enable us to expand in both the brick-and-mortar and Internet
markets in a wide variety of businesses.

We will use our OMC card for leverage in the next-generation IC
card business, developing multiple affiliations so that we can offer a variety of
services not limited to regular DOMC services. In doing this, we will dramatically
increase cardholder convenience and satisfaction and set ourselves apart from
other companies.




'Wing OMC Office Opens
Wing OMC Office Functions as Profit Center
In September 2001, we integrated our centers, previously separated by function,
and opened the Wing OMC Office in Sumida-ku, Tokyo. With heightened competi-
tion in the credit card industry, we have decided we need to consolidate card pro-
cessing functions, create added value and enhance our competitive strength to
construct a business foundation strong enough to outlast this century. We have
therefore launched a multifunctional customer relationship management (CRM)
center. This center has built up an insourcing system for processing such work as
customer data cleaning, mailing services and call center functions using DOMC's
inspection, credit monitoring and collection know-how. Merging these database
marketing techniques—our particular talent—uwith solutions functions will give
them added strength and expand our insourcing business.

Integration of card processing functions avoids overlap and enables more
efficient operations. It will also lead to greater customer satisfaction since employ-
ees will use their specialized knowledge and skills in a broad arena, enabling faster
and more accurate responses to customer needs.
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cise Risk Management

Introduction of the “Clover” Multifunctional Credit Monitoring System

Our aggressive risk management strives to minimize risk as much as possible
while maximizing revenues. DOMC has independently developed “Clover,” an
upgraded credit monitoring system. Clover operations began in October 2001.
Using a database effectively, Clover manages credit monitoring by weighing both
revenue and risk and performs analysis using information covering 1,300 items,

Industry’s Most Advanced
Risk Management

Asses‘smyn-—b

Careful creditfimit setting
+

<+—» Collection
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credit limits for customers
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Early response to
monitored cardholders
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acceplance rate Shift of emphasis

.
Monitaring of holders i
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_Improving Customer Satisfaction
Using Integrated Databases and
Increasing Personalization

In fiscal 2002, DOMC encouraged greater personalization in its
services and strengthened customer relationships to improve
customer contact and communication tools. In October 2001,
we integrated databases covering 12 million customers and all
OMC Plaza sites nationwide began using the new consoli-
dated database. Simple input of the customer’s name in the
store’s information terminal allows instant confirmation of
membership, status of use and the customer’s use of other

such as the location and time of card use, the amount
and the payment status for each cardholder. The sys-
tem flexibly manages risk by taking these items into
account.

Use of this system increases customer conve-
nience, such as by raising card limits for cardholders
in good standing, improves the precision of risk man-
agement and boosts revenues by implementing
counseling at an early stage for cardholders with
significant debt.

products. This enables finely tuned responses ideally suited to

DOMC customers.

In November 2000, DOMC started issuing personalized account statements, a
system that designs and delivers messages best suited to individual card mem-
bers. These messages come in 600 basic formats and can be tailored to fit the
characteristics of the individual card member. In the future, we will use this inte-
grated database as the foundation and add information from such business part-
ners as affiliated merchants and manufacturers to send messages fitting a broad
range of customer needs. This will deepen our customer relationships.




Corporate Citizenship

'Environmental Initiatives
OMC Ecology Card Contributes to Environmental Protection
DOMC began issuing OMC Ecology Card in 1991 in cooperation with the Defense
of Green Earth Foundation to address environmental conservation issues. OMC
Ecology Card covers 20 different credit cards that focus on various environmental
issues—both local and global—such as global warming and environmental protec-
tion in Okhotsk and Oze. DOMC contributes 0.5% of the total amount of pur-
chases made using these cards to the environmental conservation and research
organizations related to themes chosen by the card member.

Since it was first issued, OMC Ecology Card has been supported by card
members' concerns about environmental conservation issues,
and total contributions at fiscal 2002 year-end totaled ¥332
million.

DOMC's environmental activities do not stop there, however. In
the manufacture of its credit cards, DOMC uses PET-G, a material
that does not include or emit hazardous substances.

iR RIE L EIN X

- Community Spirit
DOMC makes continuous efforts in environmental conservation based on the
three Rs: reduce, reuse and recycle. Focusing on separating garbage, we are pro-
moting activities that lessen environmental impact, such as cutting back on the
use of paper and water resources and reusing materials as
much as possible. DOMC also regularly participates in the
clean-up of major riverbeds from Hokkaido to Fukuoka,
including the “Arakawa Clean-Aid” project in Tokyo and
“Love Earth Clean-Up” in Fukuoka. Over 4,500 employees
and their families participated in these projects.
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President and
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Hiromichi Funahashi

Vice President and
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Hiroyuki Fukumoto
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Managing Directors
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Directors
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Management Discussion and Analysis

Revenues and Earnings

In fiscal 2002, ended February 28, 2002, DOMG insti-
tuted the Daisi OMC Complementary Card Day 1o
improve the foundation of its card business and further
raise market share. To celebrate the 40th annivarsary of
our listing, we changed this day from the 23rd day of the
maonth o the second and fourth Sunday of every month.
We are also striving to expand services. We broadcast
television commercials with the popular actor Kippei
Shina to strengthen the OMC card brand image as a
card that can be used conveniently anywhere. This i8
expected to expand the number of cardhoiders and
encourage card use, We promated our card-based
membership business by diversifying card application
mathods and offered a variety of products focused on
customer information categorized according to compre-
hensive database analysis. In addition, DOMC used its
strategies for affiation to issue new joint cards and
improved its ability to attract new card members.

The Clover credit moniforing system enables profit
growth by managing revenues and risk; operation of this
system is intended to augment the precision of our risk
management. The highly advanced warning knowledge
systemn ("HAWKS" monitors card usage and card fraud
at merchant ocutlels and seeks 1o alleviate the height-
aned risk of misuse asscciated with the increasing
number of affiliated merchants,

As a result of the efforts outlined above, total operat-
ing revenuas rose 7.1%, to ¥117,132 million (874,119

Volume of Transactions
itlions of yerd

2,000,000 143,000

1,568,924 |

1,988

102,640

1,500,000 105.000

000,000

.0m

500,000 A3,000

2000 2001 2002 2000

Total Operating Revenues
[#ilfiong of yen)

thousand). Selling, general and administrative (SG&A)
axpenses increased ¥8,334 million ($62,194 thousand),
to ¥78,776 milion ($587,881 thousand). This can be at-
tributed to higher bad debt expenses resulting from
adoption of accounting standards for financial instru-
ments, and to increased expenses for promotional ma-
terials meant to expand the number of cardholders and
augment usage rates. Aggressive efforis in direct financ-
ing through securitization of claims brought down inter-
est paymerds, which in turn fowered financial expenses
¥1,965 million {$14,664 thousand), to ¥14,579 million
{$108,799 thousand). As a result, total operating ex-
DEenses 1ose 7.3%, 1o ¥03,355 milion ($696,679 thou-
sand}.

Operating income climbed 6.19%, to ¥23,777 million
{$177,440 thousand). Other—net expenses decreased
¥147 million ($1,097 thousand), to ¥553 million {$4,127
thousand). Write-off of operating receivables amounted
to ¥6,902 million ($51,507 thousand), and loss on de-
valuation of marketable and investment securities rose
¥3,476 milion {$25,940 thousand), to ¥4,392 milion
{$32,776 thousand).

Consequently, net income fell 70.5%, to ¥3,634 milion
{$27,119 thousand).

Operating Results by Segment

Financial Services

Hello Kitty OMC Card is extremely popular among male:
and female card hoiders of all ages and is contributing to

Operating Revenues of
Gard-Related Business

Milions of yent

120000

LR 98,842

BBETE

50,000

2001 2002 20060 2001 2002
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an increase in card members, We have also develpped
application channels by issuing cards jointly with other
companies. DOMC and Konami Olympic Sports Club,
Inc., who collaborated to issus KOSC Card, began
accepting applications in association with Yamanashi-
kotsu Co., Ltd., for Yamarnashi Kotsu OMC Card, a
travel-oriented credit card that contains 1C-card capabili-
ties. The variety of services offered has been bolstered
by free road service and discounts for connections to
the internet portal e-colle! NET. Our efforts to expand the
number of member stores customers can utifize paid off,
with the total number of stores increasing about 13,600,
to approximately 321,000 by the end of fiscal 2002,

DOMC issued For Life, a loan card 1o mest custom-
ers' card-cashing needs. We also expanded the number
of user centers. Customers can now use CDs and ATMs
at an additional 11 regional banks, improving services
and bringing the total number of ATMs to 99,000 as of
fiscal 2002 year-end, up from 94,000.

As a result, total operating revenues in the financial
services segment climbed 8.2%, 1o ¥104,483 milion
{$779,724 thousand), and operating income rose
11.3%, to ¥29,148 million ($217 522 thousand).

QOther Business

The travel division launched its “Big Hawail” carmpaign
and offered better products at special prices to celebrata
the 40th anniversary of DOMC achieving its listing.
DOMC’s travel product brand, which develops original

DOMGC products with prices and guality that satisfy cus-
fomers, was renamed OMC Traveling in August 2001,
The terrorist attacks in the United States on September
11, howsver, had a significant effect on overseas travel,
which wag a large factor behind travel division revenue
decreasing 10.9%, to ¥2,677 milion ($19,978 thousand,

The mail order division issued the spring-summer
issue of its "L festyle Design” catatog, as well as a spe-
cial issue to aliow product delivery to coincide with mov-
ing demand. Despite these efforts, however, revenues
fell 2.0%, to ¥5,769 milion ($43,052 thousand).

As a result, total operating revenues in the other
business segment dropped 6.8%, 10 ¥13,215 million
($98,612 thousand), resulting in operating tosses of
¥126 milion ($240 thousand).

Total Assets at Year-End

Funds attained by liquidating claims were applied to
reduce interest-bearing labilities, bringing total current
assets down ¥78,265 million ($584,087 thousand), o
¥451,450 milion ($3,363,030 thousand). Revenue gains
from liquidation of credit led to a ¥24,689 million
($184,097 thousand) increase in total investments and
other assets. Total assets decreased 8.4%, to ¥584 570
million ($4,362,483 thousand).

Cash Flows
Although card shopping and loans increased, the Com-
pany recorded a decrease in operating credit, owing to

Operating Revenues per SG&A Expenses and SG&A Operating Income
Empioves Expenses to Operating Revenues {vilions of yen)
{MElions of yen} {Miliens of ven) {7}
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liquidation of claims. This resulted in net cash provided
by aperaling activities of ¥72,181 milion ($538,664
thousand}, compared with net cash used in operating
activities of ¥24,920 milliery in fiscal 2001,

Despite a large drop in procesds from sales of nvest-

ment securities, a decrease in purchases of investment
securities rosulted in a ¥673 milkon ($5,022 thousand)
fall in net cash used in investing activities, to ¥5,508
million ($41,082 thousand).

Net cash used in financing activities amounted to
¥71,215 million ($531,455 thousand}, compared with
net cash provided by financing activities of ¥13,460
mition in the pravious period. This was primarily due
to a decrease in short-term borrowings—net, and io
redernption of commercial papers, despite a fallin
repayments of long-term debt.

As a result, cash and cash equivalents, end of year,
decreased ¥4,542 million ($33,896 thousand), to
¥81,916 million ($611,313 thousand).

Financial Policies
POMC priortizes strengthening finances as a central
management concern. We are therefore committed to.
reinforcing our financial foundations, enhancing our
cradit rating and optimizing corporate vaius.

in fiscal 2002, ws emphasized the ratios of diract,
long-term and fixed financing to total financing in order
to huild a balanced foundation for our financing activi-
ties. DOMC is endeavoring to achieve iong-term, stable

Net income and ROE
Bdittons of yery {%)
ki

21000 58'4’5 a6
14,000 a0
7800 h 20

d 12.4%

{50,831}
o ]
_i65.3%

~G000 ~
2000 2001 2002

funding and is actively liguidating s credit card foans.
Specilically, in June 2001 we became the first company
in Japan to fiquidate card shopping foans paid for with
bonuses, and in July 2001 we repeatad the feat with the
liquidation of card-cashing lcans rated by a cradit rating
agency. in addition, we maintained the credit rating
agency’s highest rating, Aaa, validating the types of
loans we offer and our management system. We liqui-
dated approximately ¥98,200 mitlion {($732,836 thou-
sand) in loans, about 20 times fiscal 2001 totals.

As a result, the direct financing ratio improved 8.0
percentage poinis, to 17.7%, the long-term financing
ratio rose 19.2 percentage points, to 34.2%, and the
fixed financing ratic increased 16.9 percentage points,.
{0 58.9%.

We tssue commercial paper as nesdad to deal with
demand for short-term operating funds. Conseguently,
commercial paper issuas roge from ¥258,500 million in
fiscal 20071 o ¥456,200 milion ($3,404,478 thousand) in
fiscal 2002,

We will continue to diversify fund procurement with:
new direct financing and stabilize funding by focusing
financing on financial instiutions. This is inline with our
efforts to build up a batanced financing system. We will
increase our off-balance-sheet lending activities, use our
assets efficiently and Improve stockholders’ equity and
return on equity (ROE).

Total Assets and
Equity Ratio
(Mitiors of ven) )

1,600,000 5.3% K]

750,000 4y

-
617,715 584,570
500,000 l2g
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Consolidated Balance Sheets

Daiel OMC, Inc. and Consdlidated Subsidiarias
February 28, 2002 and 2001

Thousands of
.S, Dollars
i Millions of Yen (Note 1.3
| Assets 2002 2001 2002
Current Assets:
Cash and cash eguivalents ¥ 81,916 ¥ 806,458 $ 611,313
Marketable securities (Notes 2 and 8) 1,320 9,600 9,851
Operating receivables:
Notes and accounts 842 1,004 6,284
Instaliment sales (Note 3} 121,598 141,286 907,455
Operating loans (Notes 3 and 5) 171,183 232,478 1,277,485
Mertgage loans (Note 4) 28,800 35,600 214,925
Cther 5,205 1,873 38,843
Inventories 3,358 7,808 25,060
Deferred tax assets (Note 10) 11,558 6,086 86,254
Prepaid expenses and cther current assets 34,707 14,575 259,008
Aliowance for doubtiul accounts {9,038) {6,854} (67,448)
Total current assets 451,450 529,715 3,369,030
Property and Equipment:
Buildings and structures 5,147 5,151 38,410
Equipment 732 859 5,463
Land 9,787 8,833 73,037
Total 15,666 15,843 116,910
Accumulated depreciation (3,270} (3,473) {24,403)
Net property and equipment 12,396 12.370 92,507
Investments and Other Assets:
Investment securities (Notes 2 and 8) 9,557 4,588 71,321
Long-term operating loans receivable, less allowance for
doubtful accounts of ¥4,499 million ($33,575 thousand)
in 2002 and ¥31,027 million in 2001 3,254 11,255 24,284
Other receivables 44,733 12,669 333,828
Guarantes money deposited 14,239 13,703 106,261
Deferred tax assets (Note 10) 36,431 44,415 271,873
Other 12,510 9,425 93,359
Total investments and other assets 120,724 95,065 900,926
Total ¥584,570 ¥835,140 $4,362,463

Ses notes o consolicated financial statements.
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Thousands of

U.S. Dollars
Milliens of Yen {Nota 1.a8)
Liabilities and Stockholders’ Equity 2002 2001 2002
Current Liabilities:
Short-term barrowings (Note 5) ¥360,769 ¥441 264 $2,617,679
Current portion of long-term debi (Note 5) 36,235 18,041 270,410
MNotes and accounts payable (Note 8) 30,577 28,830 228,187
Accrued expenses 6,463 8,081 48,231
income taxes payable 109 125 813
Mortgage-backed sacurities transferred (Note 4) 18,855 28,296 140,709
Deferred revenue (Note 3) 830 2,040 6,840
Other current liabilities 40,076 22,771 299,076
Total current liabilities 484,014 H48 425 3,612,045
Long-term Liabilities:
Long-term debt (Note 5) 64,808 58, 706: 483,642
Liahility for retirement benefits (Note 6) 2,684 2895 20,030
Other fong-term liabilities 1,877 2,580 14,007
Total long-term liabilities 69,369 62,181 517,679
Minority Interests 182 160 1,358
Contingent Liabilities (Note 12}
Stockholders’ Equity (Note 7):
Common stock—
authorized, 670,000,000 shares;
issued and cuistanding, 211,307,082 shares 42 807 42,807 319,455
Treasury stock—at cost, 7,112 shares in 2002 {3) {22)
Accumulated deficit (11,799)  (15,433) {88,052)
Total stockholders’ equity 31,005 27,374 231,381
Total ¥584,570 ¥638,140 $4,362,463
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Consolidated Statements of Income
Dalel OMC, ing, and Consolidated Subsidiaries
Years Ended February 28, 2002 and 2001

Thousands of

U.5. Dollars
Millions of Yen {Note 1.2)
2002 2001 2002
Operating Revenues (Nole 3):
Fees from customers and affiliated stores (Note 1. ¥21,565 ¥22 817 $160,933
Personal loan revenues 56,289 58,614 420,067
Profit from merchandise sales 5,769 5,889 43,052
Travel business revenusas 2,677 3,003 19,978
Financial transactions {Note 9) 14,858 2,667 110,881
Cther revenues 15,974 16,410 119,208
Total operating revenues 117,132 109,400 874,119
Operating Expenses:
Selling, general and administrative expenses 78,776 70,442 587,880
Financial expenses (Note 9) 14,579 16,544 108,799
Total operating expsenses 93,355 86,986 898,679
Operating Income 23,777 22,414 177,440
Other Income {Expenses):
Gain {oss) on sales of investment securities—net {75) 766 (560}
Loss on devaluation of marketable and investment sectrities {4,392) 916) (32,776)
Provision for operating receivables (Note 1.9) {4,148) {30,955}
Write-off of operating receivables (6,902) {51,507)
Charge for transitional obligations for ratirement benefits Note 1.hy {1,499 {11,187}
Other—net {(Note 1.j) {653y  {700) {4,127}
Income before iIncome Taxes and Minority Interests in
Net Loss of Consolidated Subsidiaries 6,208 21,5604 46,328
Income Taxes (Note 10):
Current 148 161 1,105
Deferred 2,510 9,169 18,731
Total income taxes 2,658 9,330 19,836
Minority interests in Net Loss of Consclidated Subsidiaries 84 80 627
Net Income ¥ 3,634 ¥12324 % 27,119
Yan 1.3, Dollars
N;t income 'pt;i' Commoﬁ Share {(Note 1.0) ¥17.20 ¥h8.32 $0.13
Diluted Net Income per Common Share {Note 1.0) 17.18 0.13

See notes 1o consoclidated financial statements,
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Consolidated Statements

Daiet OMC, ine. and Consclidated Subsidiaries
Years Ended February 28, 2002 and 2001

of Stockholders’ Equity

" 'T'hauéands Mitions of Yen

MNumber of Adilitional
Shares of Common Paid-in Treasury Accumtiated
_ Commgn Stock Stock Capital Stock Deficit
Balance, March 1, 2000 211,307 Y42 807 ¥18,242 ¥{d4,233)
Net incoms 12,324
Transfer of additional paid-in capiial to deficit (16,242} 16,242
Adjustment of deficit for newly appiied
squity method investes - 234
Balance, February 28, 2001 211,307 42,807 Nil {15,433}
Nat incoms 3,634
Purchase of treasury stock ¥(3) »
Balance, February 28, 2002 211,307 ¥42 807 Nii ¥(3} ¥(11,79%)
Thousands of U.S. Dollars (Note 1.a) ;
Common Treasury Accurmulated |
Stock Stack Deficit ;
Balance, February 28, 2001 £319,455 $115,171)
Net income 27,119
Purchase of freasury stock 522
Balance, February 28, 2002 $319,455 _ $(22) % (88,052)

See notes to consaclidated financial statements.
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Consolidated Statements of Cash Filows

Baiei OMC, Inc. and Consolidated Subsidiaties
Years Endad February 28, 2002 and 2001

Thousands of

1.5, Dollars
Miions of Yen {Note 1.8)
2002 2001 2002
Operating Activities:
income before income taxas and minority interests ¥ 6,208 ¥ 21,564 $ 48,328
Adjustments for:
Income taxes—paid {164) (223) {1,224}
Depreciation and amortization 2,232 1,899 16,657
Provision for {reversal of) doubtiul accounts 2,944 (882) 21,870
Losgs {gain} on sales of investment securitiss—net 75 {(766) 560
{oss on devaiuation of marketable and investment securities 4,392 916 32,776
Changes in assets and liabilities, net of effects from
newly consolidated subsidiaries in 2001:
Decrease {ncrease) in receivables 59,588 (38,761} 444,687
[Decrease in inventories 4,452 943 33,224
Decrease {increase) in ather assets {12,810} 478 {(95,587)
increase in guarantes money deposited {536) {4,957} {4,000}
increase in notes and accounts payable 1,747 1,634 13,037
Decrease in mortgage-backed securlties transfarred {9,441) 6,574) {70,455)
Increase {decrease) in other fabilities 13,714 {146 102,343
Other—nat {220) (43) {1,642)
Total adjustrmenits 65,973 (46,484) 492,336
Net cash provided by (used in} operating activities 72,181 {(24,920). 538,664
Investing Activities:
Proceeds from sales of property and eguipment 71 56 530
Parchases of property, equipment and software {4,194} {6,201} (31,299}
Proceeads from sales of investment securities 417 2,032 3,112
Purchases of investrment securities {1,518) {2.988) {11,328)
Other—nst {281) 459 {2,097)
Net cash used in investing activities {6,5058) (4.832) {41,082)
Financing Activities:
increase (decrease) in short-term borrowings—net (90,492) 5,222 (675,313)
Proceeds from long-term debt 42,761 51,843 319,112
Repayments of long-term debt (19.,465) (43,026) {145,261)
Proceeds from capital increase by minarity interests 521 3,888
Other—neat {4,540) (579) {33,881}
Net cash provided by {used in} financing activities (71,215) 13,460 (631,455}
Foreign Currency Translation Adjustments on Cash and
Cash Equivalents 3} 8 {23)
Net Decrease in Cash and Cash Equivalents (4,542) (16,284) (33,896)
Cash and Cash Equivalents of Newly Consolidated Subsidiaries,
Beginning of Year 410
Cash and Cash Equivalents, Beginning of Year 86458 102,332 645,209
Cash and Cash Equivalents, End of Year ¥81,916 ¥ 86,458 $611,313
Noricash Activities:
Consolidation of praviously unconsolidated subsidiary:
Assets ¥ 22,504
Liabilities 120

See notes to conaolidated financiat statements.
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Notes to Consolidated Financial Statements

Daiel OMC. inc. and Consolidated Subsidiaties
Years Ended February 28, 2002 and 2001

E 1. Significant Accounting Policies

a. Presentation of Consolidated Financial Statements

The accompanying consolidated financial statements of Daiei OMC, Inc. {the "Company™) and its consalidated subsid-
iaries {coliectively, the "Companias™; have been prepared in accordance with the provisions set forth in the Japansse
Securities and Exchange Law and fis related accounting regulations, and in conformity with accounting principles and
praciices generally accepted in Japan, which are different in certain respects as to application and disclosure require-
ments of International Accounting Standards, The consclidated financial statements are not intended to present

the financiat position, resuits of operations and cash flows in accordance with accounting principles and practices
generally acceptad in countries and jurisdictions other than Japan.

In preparing the consolidated financial statements, certain reclassifications and rearrangements have been made o
the consolidated financial statements issued domestically in Japan in order to present them in a form which is more
familiar to readers of these staterents outside Japan. Certain amounts in the 2001 consclidated financial staternents
have been restated 1o conform with classifications adopted in 2C02.

The consolidated financial statements are stated in Japanese yen, the currancy of the country in which the Cormipa-
nies are incarporated and operate. The transiations of Japanese ven amounts into 1.5, doflar amounts are included
solely for the convenience of readers outside Japan and have been made at the rate of ¥134 1o $1, the approximate
rate of exchange as of February 28, 2002, Such translations should not be construed as representations that the
Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

b. Consolidation
The consolidated financial statements as of Febreary 28, 2002 and 2001, include the accounts of the Company and
its 13 significant subsidiaries.

Under the control or influence concept, those companies in which the Company diractly or indirectly, is able to
oxercise control over operations are fully consclidated, and those companies over which the Company has the abiity
1o exercise significart influence are accounted jor by the equity method.

investments in an associated company are accounted for by the equity method. Investments in unconsclidated
subsidiaries are stated at cost. If the equity method of accounting had been applied to the investments in these
companies, the effect on the accompanying consclidated financial staternents would not be material.

The cost in excess of net assets of subsidiaries and associated companies at the time of acquisition which cannot
be gpecifically assigned to individual assets fs amortized on the straight-line basis over five years with the exception of
minar amounts which are charged to income in the period of acquisition.

Al significant intercompany balances and transactions have been eliminated in consalidation. All material unrealized
orofit included in assets resulting from fransactions within the Companies are also eliminated.

¢, Cash Equivaients

Cash squivaients are short-term investments that are readily convertible into cash and that are exposed to insignificant
risk of changes in value. Cash equivalents include time deposits, all of which mature or become due within three
maonths of the date of acquisition.

d. Inventories
Merchandise inventories are primarily stated at cost determined by the first-in, first-out method. Real estate held for
sale is stated at cost on the specific identification basis.

e. Allowance for Doubtful Accounts
Pricr to March 1, 2001, the allowance for doubtiul accounts is stated based on the Companies’ past credit loss
experience and an evaluation of potential losses on cutstanding receivables.
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Eftective March 1, 2001, the Companies adopted a new accounting standard for financial instrurments, including
allowance for doubtful accounts. The standard requires the Companies to allocate receivabiles to three categories
basad on collectihility: (1) normal receivables, which have limited risk, (2) receivables doubtful for collection, which are
highly likely to be uncollectible and (3) receivables in banlauptey, which are mostly uncollectivle. The allowance for nor-
mal receivables and recaivables doubtful for collection is stated in amounts considered to be reasonable based on the
Companies’ past credit loss experience. The allowance for receivables in bankruptey is stated based on an svaluation
of potential losses among the receivables oudstanding.

The effect of this change was o decrease income before income taxes and mincrnity inferests for the year ended
February 28, 2002 by ¥5,639 miflion {342,082 thousand), which included a cumulative effect of ¥4,137 million ($30,873
thousand} as of February 28, 2001, This curnulative effect, which was the allowance for doubtful accounts as of the
beginning of year, was presented in other expenses in the 2002 consolidated statement of income.

f. Marketable Securities and Investment Securities
Marketable and investment securities are stated at cost, except that appropriate write-downs are recorded for invest-
ments in companias which have incurred substantial losees deemed 1o be of a permanent nature. Cost is determined
hased cn the moving-average method,

Effective March 1, 2001, the Companies adopted a new accounting standard for financial instruments. The standard
requires all applicable securities 1o be dlassified and acccounted for, depending on management’s intent, as follows:
{1} trackng securities, which are held for the purpose of earning capital gains in near term are reported at falr value, and
the related unrealized gains and losses are included in the earmnings, (2) held-to-maturity debt securities, which are
expected 1o be held to maturity with the positive intent and ability to hold to maturity are reported at amortized cost
and (3) available-for-sale securities, which are not classified as sither of the aforementioned securities, are reported at
fair value, with unrealized gains and losses, net of appiicable taxes, reported in a separate component of stockholders’
aquity.

The standard permits the Companies to apply reporting avaitable-for-sale securities af fair value one year later, and
accordingly, the Companies applied the cost method for these securities in fiscal 2002 as in prior years.

Ali the securities are classified as available-for-sale securities except for the stock of the parent company, The Daiei,
Inc. {the *Parent™, which is stated at cost.

As a result, marketable securities classified as current assets decreased by ¥6,161 milion ($45,978 thousand) and
investrment securities increased by the same amount as of March 1, 2001,

d. Property and Equipment

Property and equipment are stated at cost. Depreciation is computed by the declining-batance method while the
straight-ine method is applied to buidings (excluding facilities incidental to buildings). The range of usefut lives is from
3 to B0 years for buildings and structures and from 3 to 20 vears for equipment.

h. Employees’ Retirement Benefits
The Company and ceriain consolidated subsidiaries have a contributory trust pension plan and non-contributory trust
pension plans covering substantially ali of their employees.

Prior to March 1, 2001, the amounts coniributed to the fund were charged to income when paid.

Effective March 1, 2001, the Companies adopted a new accounting standard for employses’ retirement benefits
and accounted for the liability for retirement benefits based on the projected benefit obligations and plan assets at the
balance sheet date.

The transitional obiigation of ¥7,485 milion ($55,533 thousand}, determined as of the beginning of year, is being
amortized over 5 years and is presented as other expense in the consolidated statement of income. As a result, net
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periadic benefit costs as compared with the prior method, increased by ¥1,810 million ($13,507 thousand) and income
hefore income taxes and minority interests decreasad by the same armount.

i. Leases

All leases are acoounted for as operating leases. Under Japansese accounting standards for leases, finance leases that
deem to transfer cwnership of the leased property to the lessee are 1o be capitalized, while other finance leases are
permitted to be accountad for-as operating lease transactions if certain “as if capitalized” information is disclosed in the
notes 1o the lesses’s consolidated financial statements.

j. Recognition of Operating Revenues

The operations of the Companies are mainly comprised of the following areas, and the racognition of operating
revenues differs for each husingss. Ses Note 3 for amounts of transactions and realized operating revenues by each
business.

{1) Credit Card Cantracts and Personal Credit Contracts for Shopping

Inataliment sales receivable is recorded when the Company purchases these receivables from the affiigted stores, and
feas for collection and administrative services ic be received from the affiliated stores are recognized at the same time.

Prior to March 1, 2001, such fees were recognized as revenue according to the respective installment plans over
the lives of the related recaivables.

Effective March 1, 2001, the Company changed its method of accounting for such fees to recognize the revenue
when the Company purchases installment sales receivables from the affiliated stores. This change was made to reflect
periodic income and expenses more appropriately.

The effect of this change was to increase income before income taxes and minority interests for the year ended
February 28, 2002 by ¥1,055 miflion (§7,873 thousand), which included a cumulative effect of ¥1,139 million ($8,500
thousand) as of February 28, 2001. This cumulative effect, which was the deferred revenue as of the beginning of year,
was presented in other income in the 2002 consolidated staterment of incomae.

The Company aiso receives fees from cusiomers under cradit card contracts, and such fees are recorded when the
Company bills customers the amount of fees charged at the contract rate on the outstanding balances of the credit
cards, and fees from customers for personal credit contracts for shopping are recognized as profit on the instaliment
basis computed using the sum-of-the-digits method.

{2) Loan Contracts

Operating lnans receivable from cardnolders are recorded when they receive cash from the Gompany. Monthly bilings
to barrowers includs principat and irterest, the total of which generally remains constant for the contract period. The
interest is recognized as revenue manthly on a declining-balance basis.

Personal loans and other operating loans receivable are recorded when lan contracts become effective. The inter-
est on personal loans is recognized as revenue according to the instaliment plan computed using the sum-of-the-digits
meathod. The interest on cerfain other contracts is recognized as revenue according to the declining-balance basis.

(3} Merchandise Sales and Income from the Travel Business

Revenues from sales of merchandise inventories such as electric appliances, furniture, household items, stc. and from
the travel business are recorded when they ars scld 1o consumers by means of direct marketing by the Companies, at
the retail stores that are operated by certain consolidated subsidiaries, and by the travel business which is operated by
the Company.

k. Income Taxes

The provision for income faxes is computed based on the pretax income included in the consolidated statements of
incoma. The asset and lability approach is used o recognize deferred tax assets and liabilities for the expected future
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tax consequences of temporary differences between the carrving amounis and the tax bases of assets and #abiiities.
Deferred taxes are measured by appiving currently enacted tax taws {o the temporary differences.

I. Appropriations of Retained Earnings
Appropriations of retained earnings at each yoar end are reflected in the financial statements for the following year
upon stockholders” approval.

m. Foreign Currency Transactions

Prior to March 1, 2001, short-term receivables and payables dencminated in foreign currencies were translated into
Japanese ven at the current exchange rates at each balance sheet date, while long-term receivabies and payables
denominated in foreign currencies were translated at historical rates.

Effective March 1, 2001, the Companies adapted a revised accounting standard for foreign currency transactions.
in accordance with the revised standard, all shori-term and long-term monetary receivables and payabies denomi-
nated in foreign currencies are translated into Japanese yen at the exchange rates at the balanca sheet date. The for-
eign exchange gains and losses from transaction are recognized in the consolidated statement of income o the extent
that they are not hedged by forward exchange contracts.

n. Derivative Financial Instruments
The Gompanies enter into interest rate swap agreements as a means of managing its interest rate exposures on short-
term borrowings and long-term debt.

It is the Companies’ policy not to held or issue derivatives for speculative or trading purposes.

Effective March 1, 2001, the Companies adopted a new accounting standard for derivative financial instruments.

This standard requires that: {a) all derivatives be recognized as efther assets or liabilities and measured at fair value,
and gains or losses on derivative transactions are recognized in the income statement and (b) for derivatives used for
hedging purposes, if derivatives qualify for hedge accounting because of high correlation and effectiveness between
the hedging instruments and the hedged items, gains or iosses on derivatives are deferred untit maturity of the hedged
transactions.

interast rate swaps are utiized to hedge interast rate exposures of long-term dabt. These swaps which qualify Tor
hedge accounting are measured at market value at the balance sheet date and the unrealized gains or losses are
deferred until maturity as other lability or asset.

However, the interest rate swaps which qualify for hedge accounting and mest specific matching criteria are not
remeasured at market value but the differential paid or received under the swap agreements are recognized and
included in interest expense or income.

The adoption of the new accounting standard for derivative financial instruments did not have a material effect on
the Companies' consolidated financial staternents.

0. Per Share Information

The computation of net income per share is based on the weighted average number of shares of cammon stock
outstanding during each year, The avarage number of cormmon shares used in the computation was 211,304,741
shares for 2002 and 211,306,046 shares for 2001.

Gituted net income per common share assumes increasing shares outstanding for stock option rights. Diluted met
income per share in fiscal 2001 is not disclosed because the average fair value of the Company's comimon stock was
less than the stock options exercise price.

No cash dividends applicabls to the years ended February 28, 2002 and 2001, were declared.
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2, Marketahle Securities and invesiment Securities

Marketable securities and investmerd securitias are comprised of marketable equity securities and other investment

securities. The aggregate costs {carrying amounts) and market values as of February 28, 2002 and 2001, were as
follows:

Thousands of
Milions of Yen U.S. Dollars
2002 2001 2002
Carrying  Market  Unrealized Garving Market  Unreallzed Carrying Market  Unrealized
Amounts  Values loss Amourts  Values  Gain (Loss) Amounts Values Loss
Current;
Listed securities:
Marketable equity securities  ¥1,320 ¥1,320 ¥9,600 ¥6,834 ¥(2,7168) $ 9,851 $ 9,851

Non-current
Listed securities;
Marketable equity securities  ¥5,470 ¥3,566 ¥{1,904) ¥ 406 ¥ 440 ¥ 34  $40,821 $26,612 §(14,209)
Non-listed securities ~ 4,087 4,182 30,500

Total ¥0,557 Y4588 $71,321

Non-listed securities included in investmerit securities mainly consists of equity securitigs for which there is no
readily-available market from which to obtain or calculate the market value thergof.

As of February 28, 2002, investment securities include equity securities borrowed by an outside party for financinig
purposes in an amount of ¥792 million ($5,910 thousand).

E 3. instaliment Sales Receivable, Operating Loans Receivable and Deferred Revenue

Installment sales receivable, operating loans receivable and deferred revenue as of February 28, 2002 and 2001,
consisted of the following:

Theusands of
Mittions of Yen 1.8, Doliars
2002 2001 2002 _
Defarred Deferred Daferred
Raceivable Revenus Receivable Revenus Receivable Revenue
instaliment sales recelvable:
Credit card contracts ¥111,057 ¥1i82 ¥120,083 ¥1,219 $ 828,783 $1,358
Personal cradit contracts 10,542 697 11,293 750 78672 5,201
¥121,599 ¥141,286 $ 907,455

QOperating loans receivable ¥171,183 51 ¥232,478 71 $1,277,485 381

¥930 ¥2,040 $6,940 _
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Amounts of fransaction volume and realized operating revenue by type of contract for the years ended February 28,

2002 and 2001, consisted of the following:

Thousands of

1[ e Millicns of Yen 1.3, Dollars

% 2002 y _ 20 2002

i Transaction Operating Trangacticn Operating Tra;1sa§tion Qperati.ng

i Volume Favenue o \_/oEu_me Revenus: Volurme Revenue

Credit card contracts ¥ 305,054 ¥ 20,675 ¥ 792,109 ¥ 21,810 $ 6,007,866 $154,201

Personal credit contracts 8,681 890 5,988 1,007 64,784 6,642

Loan cantracts 543,930 56,289 522,519 58,614 4,059,179 420,067

Merchandise sales 20,441 5,769 20,152 5,889 152,545 43,052

Travel business 28,142 2,677 21,247 3,003 210,015 19,978

Other 162,677 15,974 156,972 16,410 1,214,007 119,208
¥1,568,925 102,274 ¥1,531,987 106,733 $11,708,396. 763,238

Financial transactions ' 1 4,858 2,667 110,881

Total operating revenues ¥i17,132 ¥109,400 $874,119

4. Mortgage Loans Heceivable and Mortgage-backed Securities Transferred

a. Mortgage Loans Receivable

The Companies provide financing to borrowers on condition of mortgaging with the special agreement that morigage-
backed securities are issuable. The Companies then register the mortgage-backed securities with the registry office.

b. Mortgage-backed Securities Transferred

Mortgage-backed securities transferred are securities that have been subdivided and sold to customears under repus-
chase agreements, usually within one year. The Companies earn the difference between interest financing and interest

on subdivided securities fransferred nel of applicable costs.

| 5. Short-term Borrowings and Long-term Debt

Short-term borrowings as of February 28, 2002 and 2001, consisted of notes to banks, bank overdrafts, loans from
financing institutions and commercial paper. The annual interest rates applicable to shart-term barrowings ranged from

0.3% to 4.5% and from 0.6% 10 5.0% as of February 28, 2002 and 2001, respactively.
Long-term debt as of February 28, 2002 and 2001, consisted of the following:

Thousands of

Mittions of Yen U.S. Dollars
Loans from banks, insurance companies and cthar financing institutions,
maturing serially through 2008, bearing interest of 1.0% t0 3.2% ¥101,043 ¥ 77747 $ 754,052
Current portion of long-term debt (36,235) (19,041) (270,410)
Total ¥ 64,808 ¥ 53,705 $ 483,642
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The annual maturities of long-term debt outstanding as of February 28, 2002, were as follows:

Thousands of

Year £nding February 28 or 28 Millions of Yen UG, Dollars
2003 ¥ 36,235 $270,410
2004 48,621 362,843
2005 14,709 109,769
2006 1,478 11,080
Total ¥101,043 $754,062

As of February 28, 2002, operating loans receivable of ¥64,484 million {$481,224 thousand) are pledged as collat-
eral for short-term borrowings of ¥232,200 million ($1,732,836 thousand) and long-term debt of ¥55,500 million

{$414,179 thousand).

As is customary in Japan, substantially all of the Companias’ bank borrowings are subiect 1o general agreements
with each bank which provide, among other things, that the relevant bank may, when the bank deems it necessary,
request security for the loans. Also, these agreements allow the banks, if necessary, 1o freat any security furnished to
the bank, as weli as cash deposited with it, as security which may be used to offset present and future indebitedness.

6. Employees’ Retirement Benefits

The Company and certain consofidated subsidiaries hava a contribUtory trust pension plan and non-contributory trust

pension plans covering substantially alk of their employees.
The liability for employees’ retirement benetits at February 28, 2002, consisted of the foliowing:

l

Thousands of t

| _ _ Mitlions of Yen U.§. Dollars |
Projected benefit obligation ¥18,516 $138,179
Fair value of plan assets 8,229 {68,821)
Unrecognized prior service cost 431 3,217
Unrecognized actuarial gain (1,045) (7,799)
Unrecognized transitional obligation ___(5_9!96_) ___{4;4,7&6__)_
Net liabiifty ¥ 2,684 $ 20,030

The compaonerits. of nat periodic benefit costs for the year ended February 28, 2002, are as follows:

T
H
H

Thousands of

Millions of Yen L.8. Dollars
Service cost ¥ 048 $ 7,075
Interest cost 497 3,664
Expecied retumn on plan assets {374) {2,791}
Amportization of pricr service cost {4 e8]
Amortization of transitional abligation 1,499 11,187
Net petindic benefit costs ¥2,560 $19,105
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Assumptions used for the year ended February 28, 2002, are set forth as follows:

Discount rate 3.0%
Expected rate of return on plan assets 4.0%~4.5%
Amoriization period of prior service cost. 10 years
Recagnition period of actuarial gain/loss: 10 years
Amortization period of transitional obligation b years

The expense related 1o the employees’ retirement and pension plans was ¥416 milion for the yvear ended February
28, 2001.

7. Stockholders’ Equity

Japanese companies are subject to the Japanese Commercial Code (the "Code”) 1o which certain amendments
became effective from October 1, 2001.

Prior to October 1, 2001, the Code required at least 50% of the issue price of new shares, with a minimum of the
par value thereot, 1o be designated as stated capital as determined by resolution of the Board of Directors. Proceeds
in excess of amounts designated as stated capital were credited to additional paid-in capitat. Effective October 1,
2001, the Code was revised and commoen stock par values were eliminated resulling in all shares being recorded with
ne par vaiue.

Prior to Cctober 1, 2001, the Cede also provided that an amount at least equal to 109% of the aggregate amount of
gash dividends and certain other cash payments which are made as an appropriation of retained earnings applicable
to sach fiscal period shall be appropriated and set aside as a legal reserve untll such reserve equals 26% of stated
capital. Effective October 1, 2001, the revised Code allows for such appropriations to be set aside as a legal resefve
urtl the total additional paid-in capital and legal reserve equals 25% of stated capital. The amount of total additional
peid-in capital and legal reserve which exceeds 25% of stated capital can be transferred 1o retained earmings by
resolution of the stockholders, which may be avallable for dividends. Under the Code, companies may issue new
commoen shares to existing stockhaolders without consideration as a stock split pursuant to a resolution of the Board
of Directors. Prior to October 1, 2001, the amount calculated by dividing the total amount of stockholders™ equity by
the number of cutstanding shares after the stock split could not be less than ¥50. The mvised Code sliminated this
restriction.

Prior to Cctober 1, 2001, the Code imposed certain restrictions on the repurchase and use of treasury stock.
Effective Qctober 1, 2001, the Code eliminated these restrictions aliowing companies to repurchase treasury siock Dy
a resolution of the stockholders at the genaral stockholders meeting and dispose of such treasury stock by resoiution
of the Board of Directors after March 31, 2002. The repurchasaed amount of freasury stock cannot excesd the amount
available for future dividend plus amount of stated capital, additional paid-in capital or legal reserve to be reduced in
ihe case where such reduction was resclved at the general stockhoiders meeting.

The Code permits companies 1o transfer a portion of additional paid-in capital and legal reserve to stated capital by
resolution of the Board of Directors. The Code also permits companies to transfer a portion of unappropriated retained
earnings, available for dividends, to stated capital by resolution of the stockholders.

Dividends are approved by the stockholders at a meeting held subsequent to the fiscal vear to which the dividends.
are applicable. Semiannual interim dividends may also be paid upon resoiution of the Board of Directors, subject to
certain fimitations imposed by the Code.
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At the general stockholdars mesting held on May 25, 2000, the Company’s stockholders approved the following
stock option plan for the Company’s directors and key employees, The plan provides for granting options to directors
and key employees 1o purchase up-1o 1,940,000 shares of the Cormpany’s common stock in the period from May 26,
2002 to May 25, 2005, The options were granted at an exercise price of ¥404 ($3.48). Also, at the general stock-
holders mesting held on May 24, 2001, the Company’s stockholders approved the following stock option plan for the
Company's directors and key employees. The plan provides for granting options 10 directors and key employess to
purchase up to 215,000 shares of the Compary's common stock in the period from May 25, 2003 to May 25, 2605.

The aptions were granted at an exercise price of ¥609 ($4.54),

8. Related Party Transactions

Transactions with unconsolidated subsidiaries and the Parent for the years ended February 28, 2002 and 2001, and

due 1o or from such related parties as of February 28, 2002 and 2001, were as follows:

Thousands of
Millions of Yen LS. Dollars
2002 2001 2002

Transaction volume by credit card and personal credit contracts ¥283.826 ¥304,780 $2,118,104

Notes and zccounts payable 4.783 5,662 35,694

tnvestment in the Parent (included in marketable securities) 1,320 3,438 9,851
Investments in non-consolidated subsidiaries

(included in investment securities) 15 48 112

[ 9. Financial Transactions and Expenses

Financial fransactions and expenses for the years ended February 28

. 2002 and 2001, consisted of the following:

Thousands of

Milions of Yen Y& Dollars
2002 2001 2002

Financial transactions:

interest income ¥ 150 ¥ 381 $ 4,120

Dividend income 14,708 2274 109,761

Other 2 .
Total ¥14,858 ¥ 2,667 $110,881
Financial expenses:

Imterest expense ¥13,624 ¥16,202 $101,672

Other 955 342 7,127
Total ¥14,579  Y16,544 $108,799
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10. income Taxes

The Companies are subject to Japanese nationat and local income taxes which, in the aggregate, resulted in a normal
effective statutory tax rate of approxdmately 42% for the years ended February 28, 2002 and 2001,

The tax effects of significant temporary differences and tax loss carryforwards which resulted in deferred tax assets
and fiabllities at February 28, 2002 and 2001, are as follows:

! ~ Tnousands of
Mitons of¥en U5 Dofiars
: 2002 2001 2002
Deferrad tax assets:
Excess of tax allowance for provision of doubtiul accounts ¥ 1,581 ¥ 5,699 $ 11,799
Tax ioss carryforwards 42,329 43,185 315,889
Valuation lass on invesiment secutities 1,317 150 9,828
Other 3,600 1,497 26,910
Less valuation allowance {844) {6,299)
Total 47,989 50,501 358,127
Defarred tax liabilities 9} ) {67)
Net deferred tax assets ¥47,980 ¥50,501 $358,060

There is no material difference between the normal effective statutory tax rate for the yvears ended February 28,
2002 and 2001, and actual effective tax rate refiected in the accompanying consolidated statements of income.

As-of February 28, 2002, the Company has net operating loss carryforwards of approximately ¥98,300 milkon
($733,582 thousand} which are available to be offsat against taxable income in future years. These tax loss
carryforwards, if not utilized, will expire as follows:

Thousands of

Year Ending February 28 or 29 Mittions of Yen LS. Dotars
2004 ¥ 2800 & 20,806
2005 66,300 494,776
2006 29,200 217,910
Tatal ¥98,300 $733,582
‘ 11. Leases

Finance Lease Transactions

The Companies lease certain computer equipment, office space {including subleased properties) and other assets.
Total rental expenses were ¥6,675 milion {549,813 thousand) and ¥86,698 milion for the yvears ended February 28,

2002 and 2001, respsctively. Such rental expensss inciuded total lease payments of ¥834 million {($6,970 thousand)

and ¥720 milion for the years ended February 28, 2002 and 2001, in connection with finance leases as described in

Note 1.i, respectively.
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Pro forma information of leased property such as acquisition cost, accumulated depreciation, obligation under
finance leases, depreciation expenss, interest expense of financial leases that do not transfer cwnership of the leased
property to the lessee on an “as if capitalized” basis for the years ended February 28, 2002 and 2001, were as follows:

Thousands of

—

Millions of Yen LS. Dollars

2002 2001 2002
Acquisition cost—eaquiprmerst ¥4,828 ¥3,520 $36,030
Accumulated depraciation 2,219 1,567 16,560
Net leased property ¥2,609 ¥1,853 $19,470

Opfigations under finance leases:

f} Thousands of
‘ Millions of Yen .8, Dollarg

2002 200 2002
Due within one year ¥ 817 ¥ 669 $ 6,545
Due after one year 1,809 1 ,355 13_,5__0_@2___'
Total ¥2.686 ¥2.025 $20,045

The imputed interest expense portion which is computed using the inferest method is exciuded from the above
obligations under finance leases. Depreciation expense and intersst expense, which are not reflected in the accompa-
nying consolidated statements of income, computed by the straight-line method and the interest method were Y844
million ($6,209 thousand) and ¥100 million ($746 thousand} for the vear ended February 28, 2002 and ¥&43 million
and ¥88 million for the year ended Fabruary 28, 2001, respectively.

12. Contingent Liabilities

As of February 28, 2002, the Companies were contingently liabie as a guardntor for borrowings of customers it an
amount of ¥2,738 milion ($20,433 thousand).

13. Derivatives

The Companies emter into interest rate swap agreements as a means of managing its inferest rate exposures on short-
term borrowings and long-term debt,

It is the Companies’ policy not to hold or issue derivatives for specutative or trading purposes.

Derivatives are subject to market risk and credit risk. Market risk is the exposure created by potential fluctuations
in market conditions, including interest rates. Credit risk is the possibility that a toss rnay result from a counterparty’s
failure to perform according to the terms and conditions of the contract.

Because the counterparties to those derivatives are fimited to major international financial institutions, the
Companies do not anticipate any losses arising from credit risk.

Derivative transactions entered into by the Companies have been made in accordance with internal policies which
regulate the authorization and credit imit amount.
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The Companies had the following derivatives contracts outstanding at February 28, 2001,

Over-the-Counter Contracts for Interest Rate

|

: Millions of Yen
: 20
-Caontract or
Notional Amount
Fartion afier Fair Unrealized

| Total COreYear  Value Loss
interast rate swap:

Pay-fix/receive—ioat ¥200,000 ¥200,000 ¥{13,351) ¥13,351)

Markeat value information for the vear ended Febiruary 28, 2002, is not disclosed becauss dl of the derivalives
gualified for hedge accounting. The deferred loss and swap liability by interest swap transaction, amounted by ¥7,424
million (365,403 thousand) is included in prepaid expenses and other current assets and other current lighilities,
respectively.

14. Segment Information

information about operations in different industry segments, foreign operations and operating revenues to foreign
customers of the Companies for the years ended February 28, 2002 and 2001, was as follows:

{1) Operations in Different Industries

Millions of Yen

Financist Other Cgfbg(:;atle/
Yaar Endad February 28, 2002 Sarvices Business Eliminations- Consolidated
a. Operating Revenues and Operating Income
Operating revenues for customers ¥104,189 ¥12,843 ¥117,132
Intersegment operating revenues 294 272 ¥ {566)

Total oparating revenues 104,483 13,215 {566) 117,132
Operating expenses 75,335 13,341 4,678 93,355
Cperating incoms (losses) ¥ 29,148 ¥ (126) ¥(5,245) ¥ 23,777

b. Assets, Depreciation and Capital Expendiiures
Assels ¥5590,696 ¥24.290 ¥ 584 ¥584.570
Depreciation 1,486 475 293 2,254
Capital expenditures 3,579 286 329 4,194
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Thousands of U5, Doflars

General
. Financial Qther Corporate/
Year Ended February 28, 2002 Sarv_igges ausi_ng_ss Efiminan‘ons_ Consoliciated
a. Operating Revenues and Operating Income
Operating revenues for customers $ 777,530 $ 96,589 $ 874,119
intersegment operating revenues 2,194 2,030 $ (4,229

Total operating revenues 779,724 98,619 {4,224) 874,119
Operating expenses 562,202 99,559 34,918 696,679
Operating income (losses) $ 217,522 $ {940) $(39,142) $ 177,440

b. Assets, Depreciation and Capital Expenditures ' ' -
Assets $4,176,836 $181,269 $ 4,358 $4,362,463
Depreciation 11,090 3,546 2,185 16,821
Capital expenditures 26,708 2,134 2,456 31,299
Millions of Yer U W
Gieneral !
Firanciat Other Corporater _
Year Ended February 28, 2001 Services Business Eliminations Consolidated |-
a. Operating Revenues and Operating income
Operating revenues for customers ¥ 95408 ¥13,992 ¥109,400
Intersegment operating revenues 269 161 ¥ {430)

Total operating revenues 95,677 14,153 {430 109,400
Operating expenses 89,477 14,004 3,605 86,986
Operating income ¥ 26,200 ¥ 149 ¥(3,835) ¥ 22,414

b. Assets, Depreciation and Capital Expenditures
Assels ¥807,695 ¥29,838 ¥ 809 ¥638,140
Depreciation 1,174 377 360 1,911
Capital expenditures 2,029 3,120 142 5,281

(2} Foreign Operations

(3} Operating Revenues from Foreign Customers

Operating revenues from foreign customers are less than 10% of consolidated operating revenues,

15. Subsequent' Evént

At the general stockholders meeting held on May 23, 2002, the Company's stockhoiders approved the following stock

option plan for the Company's key employess,

The plan provides for granting options to key empioyees to purchase up to 575,000 shares of the Gompany’s
cornmon stock in the period from May 24, 2004 to May 25, 2005. The options will be granted at an exercise price of
105% of the fair market value of the Company’s common steck at the date one-month prior to the option grant date.

31



independent Auditors’ Report

Tohmatsu & Co.

@
S Shibaura Building Deigltte

13-23, Shibaura 4-chome,

Minato-ku, Tokyo 108-8530, Japan TQuChe
Tek +83-3-3457-732 T h t
ohmatsu

www tohmalsu.cojp

Ta the Board of Dirsctors and Stockhoiders of Daiel OMC, inc.:

We have gxamined the consolidated balance sheets of Daiel OMC, Ine, and consclidated subsidiaries as of February
28, 2002 and 2001, and the related consolidated statements of income, stockholders’ equity, and cash flows for the
years then ended, ali expressed in Japanese yen. Our examinations were made in accordance with auditing standards,
procedures and practices generally accepted and applied in Japan and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances,

fn our opinion, the consolidated financial statements referred to above present fairly the financiat position of Daiei OMC,
Inc, and consolidated subsidiaries as of February 28, 2002 and 2001, and the resuits of their operations and their cash
fiows for the years then ended in conformity with accounting principles and practices generally acceptad in Japan con-
sistently applied during the pericd except for the change, with which we concur, in the accounting for recognition of
cperating revenues, as discussed in Nate 1.j.

As discussed in Note 1, the consolidated financial statements have been prepared in-accordance with new accounting
standards for financial instruments and employess’ retirernent benafits which were sffective as of March 1, 2001.

Our exarminations alse comprehended the translation of Japanese yen amounts into U5, doltair amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 1.a. Such LS, dollar amounts are
presented sclely for the convenience of readers outside Japan,

Dotaitte Trvikte Todmatoon

May 23, 2002
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Corporate Data s of February 28, 2002)

Head Office

2-1, Ginza 6-chomne,
Chuo-ku, Tokyo 104-Q061,
Japan

Gotanda Office

21-1, Nishi-Gotanda 7-chome,
Shinagawa-ku,

Tokyo 141-8511, Japan
Telephone: 81-3-3495-8639
Facsimile: 81-3-3495-8595

Date of Estahlishment
September 1950

Number of Employees
1,713

Investor Information s of February 28, 2002

Paid-in Capital
¥42,806,910,026

Common Stock

Authorized: 670,000,000 shares

Issued: 211,307,082 shares

Number of Stockholders: 6,038

Stock Exchange Listings
Tokyo Stock Exchange

Main Consolidated
Subsidiaries

MARUKO DENKILAND CO.,
LTD.
Elzctrical appliances retailing

MCS Servicar Co., Ltd.
Servicer

ALPHA OMC Co., Ltd.
Credit sales financing

Dalei OMC Mortgage, Inc.
Mortgage securities

ACCESS GENERAL Co., Ltd.
Credit sales financing

Ordinary General Meeting of Stockholders
The Ordinary General Meeting of Stockholders will be held in

May in Tokyo.

Independent Auditors
Tohmatsu & Co.

(A member firm of Deloitte Touche Tohmatsu Internationat)

APEX MORTGAGE Co., Lid.
Credit sales financing

PLUSONE EGQUITY Co., Ltd.
Credit sales financing

RFC, Inc,
Special lransactions {with pay-
ments in advance) financing

KYQEIKIKAKU, Inc.
Real estate management

RICCAR Telephone Service,
Inc.
Real estate management

Transfer Agent

RICCAR Sales, Inc.
Call sales

BLOCKLINE, Inc,
Data processing service

ANNEX CARITAL Co., Lid.
Credit sales financing

Company Accounted for
by the Equity Method
NIHGN KYQEI SECURITIES
Co., Lid.

Securities

The Sumitomo Trust & Banking Co., Ltd.

5-33, Kitahama 4-chome,

Chuo-ku, Csaka 541-0041, Japan

Common Stock Price

{Tokyo Stock Exchange)
2002 2001 2000
High Low High Low High Low

1st quarter 600 286
2nd guarter 689 544
3rd guarter 575 314
4th quarter 433 214

470 355 203 103
468 380 625 171
419 240 608 338
379 249 519 311
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Daiei OMC, Inc.

For further information, please contact: Dakel OMC, Inc.
21-1, Nishi-Gotanda 7-chome, Shinagawa-ku, Tokyo 141-8511, Japan
Telephona: 81-3-3495-9638 Facsimile: 81-3-3485-8505
Wab site: hitp:/fwvwwdalsiome.cop/ (apanese)
hitp:/fwww. daieiome.co.jp/eng/ {English)

OMC Card,Inc.

Daiei OMC wifl change its company name to OMC Card, Inc., on September 1, 2002.

This anntial report was printed on recycled pager Prictad in Japan



