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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
OMC Card, Inc. and Consolidated Subsidiaries
Years Ended February 29, 2004 and February 28, 2003

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared in accordance with the provisions set forth
in the Japanese Securities and Exchange Law and its related accounting regulations, and in conformity with
accounting principles and practices generally accepted in Japan, which are different in certain respects as to
application and disclosure requirements of International Financial Reporting Standards. The consolidated financial
statements are not intended to present the financial position, results of operations and cash flows in accordance with
accounting principles and practices generally accepted in countries and jurisdictions other than Japan.

In preparing these consolidated financial statements, certain reclassifications and rearrangements have been
made to the consolidated financial statements issued domestically in order to present them in a form which is
more familiar to readers outside Japan. In addition, certain reclassifications have been made in the 2003 financial
statements to conform to the classifications used in 2004.

The consolidated financial statements are stated in Japanese yen, the currency of the country in which OMC
Card, Inc. (the “Company”) is incorporated and operates. The translations of Japanese yen amounts into U.S.
dollar amounts are included solely for the convenience of readers outside Japan and have been made at the rate
of ¥109 to $1, the approximate rate of exchange as of February 29, 2004. 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.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation
The consolidated financial statements as of February 29, 2004 include the accounts of the Company and its
13 significant (14 in 2003) subsidiaries (together, the “Companies”).

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

Investment in an associated company is accounted for by the equity method. Investment in an unconsolidated
subsidiary is stated at cost. If the equity method of accounting had been applied to the investment in this company,
the effect on the accompanying consolidated financial statements would not be material.

The cost in excess of net assets of subsidiaries and associated companies at the time of acquisition which
cannot be specifically assigned to individual assets is amortized on the straight-line basis over 5 years with the
exception of minor amounts which are charged to income in the period of acquisition.

All significant intercompany balances and transactions have been eliminated in consolidation. All material
unrealized profit included in assets resulting from transactions within the Companies are also eliminated.

b. Cash Equivalents
Cash equivalents 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 months of the date of acquisition.

c. 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.

For other than temporary declines in fair value, real estate held for sale are reduced to net realizable value by
a charge to income.

d. Allowance for Doubtful Accounts
The allowance for doubtful accounts is stated in amounts considered to be appropriate based on the Companies’
past credit loss experience and an evaluation of potential losses in the receivables outstanding.
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e. Marketable and Investment Securities
Marketable and investment securities are classified as available-for-sale securities and are reported at fair value, with
unrealized gains and losses, net of applicable taxes, reported in a separate component of stockholders’ equity.

Non-marketable available-for-sale securities are stated at cost determined by the moving-average method.
For other than temporary declines in fair value, investment securities are reduced to net realizable value by a

charge to income.

f. Property and Equipment
Property and equipment are stated at cost. Depreciation is computed by the declining-balance method while the
straight-line method is applied to buildings (excluding facilities incidental to buildings). The range of useful lives
is from 3 to 50 years for buildings and structures and from 3 to 15 years for equipment.

g. Software
Software is amortized by the straight-line method over 5 years.

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

Effective March 1, 2001, the Companies adopted a new accounting standard for employees’ 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 obligation determined as of March 1, 2001, is being amortized over 5 years and is presented
as other expense in the consolidated statements of income.

i. Leases
All leases are accounted for as operating leases. Under Japanese accounting standards for leases, finance leases
that deem to transfer ownership of the leased property to the lessee are to be capitalized, while other finance
leases are permitted to be accounted for as operating lease transactions if certain "as if capitalized" information
is disclosed in the notes to the lessee’s consolidated financial statements.

j. Recognition of Operating Revenues
The operations of the Companies are mainly comprised of the following areas, and the recognition of operating
revenues differs for each business. See Note 4 for amounts of transactions and realized operating revenues by
each business.

(1) Credit Card Contracts and Personal Credit Contracts for Shopping
Installment sales receivable is recorded when the Company purchases these receivables from the affiliated
stores, and fees for collection and administrative services to be received from the affiliated stores are recognized
at the same time.

The Company also receives fees from customers under credit 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
installment basis computed using the sum-of-the-digits method.

(2) Loan Contracts
Operating loans receivable from cardholders are recorded when they receive cash from the Companies. Monthly
billings to borrowers include principal and interest, the total of which generally remains constant for the contract
period. The interest is recognized as revenue monthly on a declining-balance basis.
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Personal loans and other operating loans receivable are recorded when loan contracts become effective. The
interest on personal loans is recognized as revenue according to the installment plan computed using the
sum-of-the-digits method. The interest on certain 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 furniture, household items, etc. and from the travel
business are recorded when they are sold to consumers by means of direct marketing by the Companies and by
the travel business which is operated by the Company.

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

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

m. Derivative Financial Instruments
The Companies 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 hold or issue derivatives for speculative or trading purposes.
Derivative financial instruments are classified and accounted for as follows: (a) all derivatives are recognized

as either 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 losses on derivatives are deferred until maturity of the hedged transactions.

Interest rate swaps are utilized to hedge interest rate exposures of long-term debt. These swaps which qualify
for hedge accounting are measured at market value at the balance sheet date and the unrealized gains or losses
are deferred until maturity as other liabilities or assets.

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

n. Per Share Information
Effective March 1, 2003, the Company adopted a new accounting standard for earnings per share of common
stock issued by the Accounting Standards Board of Japan. Under the new standard, basic net income per share
is computed by dividing net income available to common stockholders, which is more precisely computed than
under previous practices, by the weighted-average number of common shares outstanding for the period,
retroactively adjusted for stock splits.

Basic net income per share for the years ended February 29, 2004 and February 28, 2003, is computed in
accordance with the new standard.

The weighted-average number of common shares used in the computation was 211,232,231 shares and
211,274,903 shares at February 29, 2004 and February 28, 2003, respectively.

Diluted net income per share is not disclosed because the average fair value of the Company’s common stock
was less than the exercise price for outstanding stock options, and would thus be antidilutive.

No cash dividends applicable to the years ended February 29, 2004 and February 28, 2003, were declared.
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3. MARKETABLE AND INVESTMENT SECURITIES

Marketable and investment securities as of February 29, 2004 and February 28, 2003, consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Current — Marketable equity securities . . . . . . . . . . . . . . . . . . . . . . . ¥1,189 ¥   770 $10,908

Non-current:
Marketable equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥4,651 ¥2,298 $42,670
Non-marketable equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . 1,473 2,619 13,513

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥6,124 ¥4,917 $56,183

The carrying amounts and aggregate fair values of marketable and investment securities as of February 29,
2004 and February 28, 2003, were as follows:

Millions of Yen
Unrealized Unrealized Fair

February 29, 2004 Cost Gains Losses Value

Securities classified as available-for-sale —
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥  3,587 ¥  2,342 ¥  89 ¥  5,840

February 28, 2003

Securities classified as available-for-sale —
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,913 41 886 3,068

Thousands of U.S. Dollars
Unrealized Unrealized Fair

February 29, 2004 Cost Gains Losses Value

Securities classified as available-for-sale —
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $32,908 $21,486 $816 $53,578

Available-for-sale securities whose fair value is not readily determinable as of February 29, 2004 and February
28, 2003, were as follows:

Carrying Amount
Thousands of

Millions of Yen U.S. Dollars
2004 2003 2004

Available-for-sale — Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . ¥1,473 ¥2,619 $13,513

Proceeds from sales of available-for-sale securities for the years ended February 29, 2004 and February 28,
2003, were ¥341 million ($3,128 thousand) and ¥4,222 million, respectively. Gross realized gains and losses on
these sales, computed on the moving average cost basis, were ¥37 million ($339 thousand) and ¥24 million
($220 thousand), respectively, for the year ended February 29, 2004 and ¥2,685 million and ¥31 million,
respectively, for the year ended February 28, 2003.
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4. INSTALLMENT SALES RECEIVABLE, OPERATING LOANS RECEIVABLE AND DEFERRED REVENUE

Installment sales receivable, operating loans receivable and deferred revenue as of February 29, 2004 and
February 28, 2003, consisted of the following:

Millions of Yen Thousands of U.S. Dollars
2004 2003 2004

Deferred Deferred Deferred
Receivable Revenue Receivable Revenue Receivable Revenue

Installment sales receivable:
Credit card contracts . . . . . ¥125,800 ¥   392 ¥119,937 ¥   253 $1,154,128 $   3,596
Personal credit contracts . . 8,462 610 9,259 631 77,633 5,597

¥134,262 ¥129,196 $1,231,761

Operating loans receivable . . ¥269,152 356 ¥202,503 140 $2,469,284 3,266

¥1,358 ¥1,024 $ 12,459

The securitized installment sales receivable and operating loans receivable, which were not recognized as of
February 29, 2004 and February 28, 2003, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Installment sales receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥13,289 ¥  15,666 $121,917
Operating loans receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68,924 93,564 632,331

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥82,213 ¥109,230 $754,248

Amounts of transaction volume and realized operating revenue by type of contract for the years ended February
29, 2004 and February 28, 2003, consisted of the following:

Millions of Yen Thousands of U.S. Dollars
2004 2003 2004

Transaction Operating Transaction Operating Transaction Operating
Volume Revenue Volume Revenue Volume Revenue

Credit card contracts . . . . . ¥   830,851 ¥  23,291 ¥   813,583 ¥  23,064 $  7,622,486 $   213,679
Personal credit contracts . . 7,138 779 7,608 835 65,486 7,147
Loan contracts . . . . . . . . . . 497,641 82,309 500,359 75,823 4,565,514 755,128
Merchandise sales . . . . . . . 7,655 3,305 13,646 4,639 70,229 30,321
Travel business . . . . . . . . . . 25,970 2,266 28,063 2,461 238,257 20,789
Other . . . . . . . . . . . . . . . . . 172,390 14,834 171,653 14,796 1,581,560 136,092

¥1,541,645 126,784 ¥1,534,912 121,618 $14,143,532 1,163,156

Financial transactions . . . . . 152 182 1,394

Total operating revenues . . ¥126,936 ¥121,800 $1,164,550
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5. MORTGAGE LOANS RECEIVABLE AND MORTGAGE-BACKED SECURITIES TRANSFERRED

a. Mortgage Loans Receivable
A certain consolidated subsidiary had provided financing to borrowers on condition of mortgaging with the special
agreement that mortgage-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 customers under
repurchase agreements, usually within one year. A certain consolidated subsidiary had earned the difference
between interest financing and interest on subdivided securities transferred net of applicable costs.

6. SHORT-TERM BORROWINGS AND LONG-TERM DEBT

Short-term borrowings as of February 29, 2004 and February 28, 2003, consisted of notes to banks, bank
overdrafts, loans from financing institutions and commercial paper. The weighted-average interest rates
applicable to short-term borrowings were 1.9% and 1.8% as of February 29, 2004 and February 28,
2003, respectively.

Long-term debt as of February 29, 2004 and February 28, 2003, consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Loans from banks and other financial institutions, due serially
to 2007 with weighted-average interest rates of 2.8%
in 2004 and 2.5% in 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥213,368 ¥88,562 $1,957,504

Less current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (37,079) (59,320) (340,174)

Long-term debt, less current portion . . . . . . . . . . . . . . . . . . . . . . . . . ¥176,289 ¥29,242 $1,617,330

Annual maturities of long-term debt outstanding as of February 29, 2004, were as follows:

Thousands of
Year Ending February 28 Millions of Yen U.S. Dollars

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥  37,079 $   340,174
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,887 145,752
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160,402 1,471,578

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥213,368 $1,957,504

The carrying amounts of assets pledged as collateral for short-term borrowings of ¥146,430 million
($1,343,394 thousand) and long-term debt of ¥157,465 million ($1,444,633 thousand) as of February 29, 2004,
were as follows:

Thousands of
Millions of Yen U.S. Dollars

Installment sales receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥       51 $       468
Operating loans receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36,702 336,715

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥36,753 $337,183
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As is customary in Japan, substantially all of the Companies’ bank borrowings are subject to 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, to treat any
security furnished to the bank, as well as cash deposited with it, as security which may be used to offset present
and future indebtedness.

7. EMPLOYEESÕ RETIREMENT BENEFITS

The Company and certain consolidated subsidiaries have two types of funded pension plans for employees:
non-contributory and contributory funded defined benefit pension plans.

The contributory funded defined benefit pension plan, established under the Japanese Welfare Pension
Insurance Law, covers a substitutional portion of the governmental pension program managed by the parent
company, The Daiei, Inc. (the “Parent”) on behalf of the government and a corporate portion established at the
discretion of the Parent. In accordance with the Defined Benefit Pension Plan Law enacted in April 2002, the
Parent applied for an exemption from obligation to pay benefits for future employee services related to the
substitutional portion which would result in the transfer of the pension obligations and related assets to the
government upon approval. The Parent obtained approval for exemption from the future obligation by the Ministry
of Health, Labour and Welfare on June 20, 2003 and the Companies recognized a gain on exemption from the
future pension obligation of the governmental program in the amount of ¥472 million ($4,330 thousand) for the
year ended February 29, 2004. The substitutional portion of the plan assets which will be transferred to the
government in the subsequent year is measured to be approximately ¥5,272 million ($48,367 thousand) as of
February 29, 2004.

The liability (asset) for employees’ retirement benefits as of February 29, 2004 and February 28, 2003, consisted
of the following:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Projected benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥11,833 ¥18,082 $108,560
Fair value of plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,903) (7,988) (35,807)
Unrecognized prior service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99 362 908
Unrecognized actuarial gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,696) (2,102) (15,560)
Unrecognized transitional obligation . . . . . . . . . . . . . . . . . . . . . . . . . . (1,495) (4,071) (13,716)

Net liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥  4,838 ¥  4,283 $  44,385

The components of net periodic benefit costs for the years ended February 29, 2004 and February 28, 2003
were as follows:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥   739 ¥   958 $  6,780
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 349 486 3,202
Expected return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (171) (274) (1,569)
Amortization of prior service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . (20) (69) (183)
Recognized actuarial loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122 193 1,119
Amortization of transitional obligation . . . . . . . . . . . . . . . . . . . . . . . . 900 1,926 8,257

Net periodic benefit costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,919 3,220 17,606
Gain on exemption from future pension obligation . . . . . . . . . . . . . . (472) (4,330)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥1,447 ¥3,220 $13,276
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Assumptions used for the years ended February 29, 2004 and February 28, 2003, are set forth as follows:

2004 2003

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0%–2.2% 3.0%
Expected rate of return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0%–6.5% 2.5%–3.7%
Amortization period of prior service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 years 10 years
Recognition period of actuarial gain/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 years 10 years
Amortization period of transitional obligation . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years 5 years

8. STOCKHOLDERSÕ EQUITY

Japanese companies are subject to the Japanese Commercial Code (the “Code”) to which various amendments
have become effective since October 1, 2001.

The Code was revised whereby common stock par value was eliminated resulting in all shares being recorded
with no par value and at least 50% of the issue price of new shares is required to be recorded as common stock
and the remaining net proceeds as additional paid-in capital, which is included in capital surplus. The Code permits
Japanese companies, upon approval of the Board of Directors, to issue shares to existing stockholders without
consideration as a stock split. Such issuance of shares generally does not give rise to changes within the
stockholders’ accounts.

The revised Code also provides that an amount at least equal to 10% of the aggregate amount of cash dividends
and certain other appropriations of retained earnings associated with cash outlays applicable to each period shall
be appropriated as a legal reserve (a component of retained earnings) until such reserve and additional paid-in
capital equals 25% of common stock. The amount of total additional paid-in capital and legal reserve that exceeds
25% of the common stock may be available for dividends by resolution of the stockholders. In addition, the Code
permits the transfer of a portion of additional paid-in capital and legal reserve to the common stock by resolution
of the Board of Directors.

The revised Code eliminated restrictions on the repurchase and use of treasury stock allowing Japanese
companies to repurchase treasury stock by a resolution of the stockholders at the general stockholders
meeting and dispose of such treasury stock by resolution of the Board of Directors. The repurchased amount
of treasury stock cannot exceed the amount available for future dividend plus amount of common stock,
additional paid-in capital or legal reserve to be reduced in the case where such reduction was resolved at the
general stockholders meeting.

The amount of retained earnings available for dividends under the Code was ¥2,179 million ($19,991 thousand)
as of February 29, 2004, based on the amount recorded in the Company’s general books of account. In addition
to the provision that requires an appropriation for a legal reserve in connection with the cash payment, the Code
imposes certain limitations on the amount of retained earnings available for dividends.

Dividends are approved by the stockholders at a meeting held subsequent to the fiscal year to which the
dividends are applicable. Semiannual interim dividends may also be paid upon resolution of the Board of Directors,
subject to certain limitations imposed by the Code.

At the general stockholders meeting 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 to purchase up to 1,930,000 shares of the Company’s common stock in the period
from May 26, 2002 to May 25, 2005. The options were granted at an exercise price of ¥404 ($3.71). As of February
29, 2004, the options of 1,690,000 shares were not exercised.

At the general stockholders meeting 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
to directors and key employees to purchase up to 215,000 shares of the Company’s common stock in the period
from May 25, 2003 to May 25, 2005. The options were granted at an exercise price of ¥609 ($5.59).

At the general stockholders meeting held on May 23, 2002, the Company’s stockholders approved the
following stock option plan for the Company’s key employees. The plan provides for granting options to key
employees to purchase up to 575,000 shares of the Company’s common stock in the period from May 24, 2004
to May 25, 2005. The options were granted at an exercise price of ¥542 ($4.97). As of February 29, 2004, the
options of 555,000 shares were not exercised.
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9. RELATED PARTY TRANSACTIONS

Transactions with an unconsolidated subsidiary and the Parent for the years ended February 29, 2004 and February
28, 2003, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Transaction volume by credit card and personal credit contracts . . . . ¥271,923 ¥268,796 $2,494,706
Gain on sales of investment securities . . . . . . . . . . . . . . . . . . . . . . . 2,685

The balances due to or from such related parties as of February 29, 2004 and February 28, 2003, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Other receivables (included in other current assets) . . . . . . . . . . . . . ¥4,080
Investment in the Parent (included in marketable securities) . . . . . . ¥1,189 770 $10,908
Investments in an unconsolidated subsidiary
(included in investment securities) . . . . . . . . . . . . . . . . . . . . . . . . . . 15 15 138

Notes and accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 972 1,863 8,917

10. FINANCIAL TRANSACTIONS AND EXPENSES

Financial transactions included in other revenues and expenses for the years ended February 29, 2004 and
February 28, 2003, consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Financial transactions:
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥       80 ¥     140 $       734
Dividend income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72 42 660

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥     152 ¥     182 $    1,394

Financial expenses:
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥10,862 ¥13,309 $  99,651
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,437 1,514 22,358

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥13,299 ¥14,823 $122,009
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11. INCOME TAXES

The Companies are subject to Japanese national and local income taxes which, in the aggregate, resulted in a
normal effective statutory tax rate of approximately 41.8% for the years ended February 29, 2004 and February
28, 2003.

On March 31, 2003, a tax reform law concerning enterprise tax was enacted in Japan which changed the normal
effective statutory tax rate from 41.8% to 40.5%, effective for years beginning on or after March 1, 2005. The
deferred tax assets and liabilities which will realize on or after March 1, 2005 are measured at the effective tax
rate of 40.5% as of February 29, 2004. The effect of this change was to decrease deferred tax assets by
¥728 million ($6,679 thousand), increase income taxes — deferred by ¥758 million ($6,954 thousand), and
increase unrealized gain on available-for-sale securities by ¥30 million ($275 thousand) in the consolidated
financial statements for the year ended February 29, 2004.

The tax effects of significant temporary differences and tax loss carryforwards which resulted in deferred tax
assets and liabilities at February 29, 2004 and February 28, 2003, are as follows:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Deferred tax assets:
Tax loss carryforwards . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥25,710 ¥36,549 $235,872
Excess of tax allowance for provision of doubtful accounts . . . . . . 4,618 1,859 42,367
Write-off of operating receivables . . . . . . . . . . . . . . . . . . . . . . . . . 3,240 1,982 29,725
Valuation loss on investment securities . . . . . . . . . . . . . . . . . . . . . 2,647 2,274 24,284
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,466 4,956 40,972
Less valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,283) (1,351) (20,945)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,398 46,269 352,275

Deferred tax liabilities:
Unrealized gain on available-for-sale securities . . . . . . . . . . . . . . . . (913) (8,376)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) (3) (18)

Net deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥37,483 ¥46,266 $343,881

A reconciliation between the normal effective statutory tax rates and the actual effective tax rates reflected in
the accompanying consolidated statements of income for the years ended February 29, 2004 and February 28,
2003 is as follows:

2004 2003

Normal effective statutory tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41.8% 41.8%
Change in valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.1 16.4
Effect of tax rate reduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3
Other — net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 1.6

Actual effective tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56.1% 59.8%
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As of February 29, 2004, the Company has net operating loss carryforwards of approximately ¥53,600 million
($491,743 thousand) which are available to be offset against taxable income in future years. These tax loss
carryforwards, if not utilized, will expire as follows:

Thousands of
Year Ending February 28 Millions of Yen U.S. Dollars

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥24,400 $223,853
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,200 267,890

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥53,600 $491,743

The Company has recognized deferred tax assets of ¥22,013 million ($201,954 thousand) on the above tax loss
carryforwards as management of the Company believes that these tax loss carryforwards will be effectively
utilized in accordance with achievement of the Company’s business plan.

12. LEASES

The Companies lease certain computer equipment, office space (including subleased properties) and other assets.
Total rental expenses were ¥6,165 million ($56,560 thousand) and ¥6,227 million for the years ended February

29, 2004 and February 28, 2003, respectively. Such rental expenses included total lease payments of ¥1,158 mil-
lion ($10,624 thousand) and ¥1,088 million for the years ended February 29, 2004 and February 28, 2003, in
connection with finance leases as described in Note 2.i, respectively.

Pro forma information of leased property such as acquisition cost, accumulated depreciation, obligation under
finance leases, depreciation expense, interest expense of financial leases that do not transfer ownership of the
leased property to the lessee on an “as if capitalized” basis for the years ended February 29, 2004 and February
28, 2003, was as follows:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Acquisition cost — equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥5,908 ¥5,644 $54,202
Accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,367 2,999 30,890

Net leased property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥2,541 ¥2,645 $23,312

Obligations under finance leases:

Thousands of
Millions of Yen U.S. Dollars

2004 2003 2004

Due within one year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥   929 ¥   947 $  8,523
Due after one year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,699 1,780 15,587

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥2,628 ¥2,727 $24,110

The imputed interest expense portion which is computed using the interest method is excluded from the above
obligations under finance leases. Depreciation expense and interest expense, which are not reflected in the
accompanying consolidated statements of income, computed by the straight-line method and the interest method
were ¥1,051 million ($9,642 thousand) and ¥112 million ($1,028 thousand) for the year ended February 29, 2004
and ¥987 million and ¥108 million for the year ended February 28, 2003, respectively.
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13. CONTINGENT LIABILITIES

As of February 29, 2004, the Companies were contingently liable as a guarantor for borrowings of customers in
an amount of ¥1,446 million ($13,266 thousand).

14. DERIVATIVES

The Companies 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 hold or issue derivatives for speculative 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 loss may result from
a counterparty’s failure to perform according to the terms and conditions of the contract.

Because the counterparties to those derivatives are limited 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 limit amount.

The Companies had the following derivatives contracts outstanding as of February 28, 2003:

Millions of Yen
2003

Contract or
Notional Fair Unrealized
Amount Value Loss

Interest rate swap — Pay — fix/receive — float . . . . . . . . . . . . . . . . ¥32,000 ¥(339) ¥(61)

Market value information for the year ended February 29, 2004, is not disclosed because all of the derivatives
qualified for hedge accounting and met specific matching criteria.
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15. SEGMENT INFORMATION

Information about operations in different industry segments, foreign operations and operating revenues from
foreign customers of the Companies for the years ended February 29, 2004 and February 28, 2003, was as follows:

(1) Operations in Different Industries
Operations in financial services for the year ended February 29, 2004, were more than 90% of consolidated
operating revenues, operating income and assets, and accordingly, segment information in different indus-
tries is not disclosed for fiscal 2004.

Millions of Yen
General

Financial Other Corporate /
Year Ended February 28, 2003 Services Business Eliminations Consolidated

a. Operating Revenues and Operating Income
Operating revenues for customers . . . . . . . . . . . . . . . ¥111,531 ¥10,269 ¥121,800
Intersegment operating revenues . . . . . . . . . . . . . . . . 314 216 ¥   (530)

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . 111,845 10,485 (530) 121,800
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . 85,791 11,550 4,496 101,837

Operating income (losses) . . . . . . . . . . . . . . . . . . . . . . ¥  26,054 ¥ (1,065) ¥(5,026) ¥  19,963

b. Assets, Depreciation and Capital Expenditures
Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ¥508,070 ¥22,636 ¥ (84) ¥530,622
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,888 421 284 2,593
Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . 2,397 142 156 2,695

(2) Foreign Operations
There are no consolidated overseas subsidiaries.

(3) Operating Revenues from Foreign Customers
Operating revenues from foreign customers are less than 10% of consolidated operating revenues.
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To the Board of Directors and Stockholders of
OMC Card, Inc.:

We have audited the accompanying consolidated balance sheets of OMC Card, Inc. and consolidated subsidiaries
as of February 29, 2004 and February 28, 2003, and the related consolidated statements of income, stockholders’
equity, and cash flows for the years then ended, all expressed in Japanese yen. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of OMC Card, Inc. and consolidated subsidiaries as of February 29, 2004 and
February 28, 2003, and the consolidated results of their operations and their cash flows for the years then ended
in conformity with accounting principles and practices generally accepted in Japan.

As discussed in Note 11 to the consolidated financial statements, the Company has recognized deferred tax
assets of ¥22,013 million ($201,954 thousand) on the Company’s tax loss carryforwards as management of the
Company believes that these tax loss carryforwards will be effectively utilized in accordance with achievement
of the Company’s business plan.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in conformity with the basis stated in Note 1. Such U.S. dollar amounts
are presented solely for the convenience of readers outside Japan.

May 27, 2004

INDEPENDENT AUDITORS’ REPORT


