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FINANCIAL HIGHLIGHTS

Marui Co., Ltd. and Consolidated Subsidiaries

Six months ended March 31, 2004, eight months ended September 30, 2003, and year ended January 31, 2003

Thousands of United
States dollars except
net income per share**

Millions of yen except
net income per share*

2004/3**** 2003/9*** 2003/1 2004/3
Operating results:

Total operating reVENUES .......c.ccvevvereeieeiieiieseessesnesnnes ¥290,931 ¥353,408 ¥558,867 $2,744,632
MerchandiSe SAlES........covvveeveeieee et e e e e e e 232,446 273,608 443,933 2,192,887
Interest income on consSUMeEr l0ans ........ccocvvveeeeeereenns 28,009 36,558 53,500 264,236

Operating iNCOME .....ccuevveeiiiieiieeiieseeseesseseeseesseessesnees 21,735 16,009 34,317 205,047

NEE INCOME....eeeiee ettt e e e e e e et e eeesaeeeareeeeeeanan 10,341 6,154 17,620 97,557

Net income per share (Yen and dollars);*****

2] (o ¥29 ¥17 ¥48 $0.27
DIlUted.....ceeeiee e 28 17 45 0.26
Financial position at period-end and year-end:

WOrking Capital .......cocveerveiieiieiieiecie e ¥252,702 ¥232,776 ¥263,802 $2,383,981

Total stockholders’ eqUItY......c.cccueveiveeieeiieiiesieie e 421,827 414,456 425,641 3,979,500

TOtAl ASSEES.....ceeeereeeeee et et ee e e e e e e et e e e e e e eeeeaeeeeeeseesennes 691,560 734,157 729,901 6,524,151

* All yen figures in this report are represented based on accounting principles generally accepted in Japan.

** All dollar figures in this report refer to U.S. currency. Yen amounts have been translated, for convenience only, at the rate of ¥106 to US$1.
*** The fiscal period ended September 30, 2003, consists of the eight months from February 1, 2003, to September 30, 2003, because of the

change of the year-end.

**** The fiscal period ended March 31, 2004, consists of the six months from October 1, 2003, to March 31, 2004, because of the change of the year-end.

****x See Note 2 of the notes to consolidated financial statements.

Note on Irregular Accounting Periods

Marui Co., Ltd., has changed its fiscal year-end from January 31 to
March 31. During this transitional term, the Company used irregu-
lar accounting periods of eight months and six months, respectively.
The fiscal period reviewed in this report is from October 1, 2003, to
March 31, 2004, while the previous fiscal period was from February
1, 2003, to September 30, 2003. Consequently, performance com-
parisons of the fiscal period under review and the previous fiscal
year have not been included.

Forward-Looking Statements

This report includes certain “forward-looking statements”. These
statements are based on management'’s current expectations and are
subject to uncertainty and changes in circumstances. Actual results
may differ due to changes in economic, business, competitive, tech-
nological, regulatory and other factors.

Cover: Kitasenju Marui (Opened in February 2004)
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ransformation

The Marui Group has established a distinctive position in Japan’s retail industry
thanks to its unique combination of retail and financial services operations.
The extensive lineup of highly fashionable apparel, accessories, and interior
goods that the Group offers through its retail operations is complemented by the
convenient credit sales and cashing services of its financial services operations.

Marui stores are strongly patronized by young, trend-conscious customers. Every
year, roughly 200 million people visit our network of 29 stores concentrated in
metropolitan Tokyo. In our closely tied financial services, we provide credit card
and other services for the 4.2 million holders of our house credit card,
the Akai Card. Our other operations, such as logistics, computer systems, advertis-
ing, and store remodeling services, work hand-in-hand with our core businesses,

achieving synergies that keep the Marui Group on track for continued growth.

During the period from the latter half of 2003 to spring 2004, Marui took
measures to convert from a parent company oriented management system to
integrated group management. The Company has taken this bold step of funda-
mentally restructuring its management to create a new growth path for Marui as a
corporate group with advanced retail expertise. Through such measures, the
Marui Group is dramatically improving its ability to respond to the changing times
by strengthening its competitiveness and enhancing its management efficiency.




TO OUR STOCKHOLDERS AND FRIENDS

Tadao Aoi, President

In the six-month fiscal period under review, ended
March 31, 2004, the Marui Group proceeded with
its shift to integrated group management, further
strengthening and solidifying its operating platform for
future growth. The Company is reinforcing its competitive
advantage as a highly original corporate group spe-
cializing in high-value-added businesses backed by its
retail expertise. Central to these operations is the core
Marui business, which features a unique combination of
retail and financial services. Through such efforts, Marui
is building an organization that can achieve steady prof-
itability even in harsh operating conditions.

Performance Overview

During the six-month fiscal period ended March 2004,
there were some signs of economic recovery in Japan, led
by higher private-sector capital investment and increased
exports. However, consumer spending remained weak
in the face of continued uncertainty with regard to
employment and personal income. Also, unseasonable
weather contributed to the continued difficult operating
conditions in Japan’s retail industry.

Under these circumstances, the Marui Group continued
to implement its store scrap-and-build policy. The Group
also acted decisively in carrying out a fundamental
restructuring of its management organization, reinforcing
the operating platform of the Marui Group and building a
foundation for sustainable growth.

We continued to expand and improve the profitability of
our store network in the fiscal period under review. In
October 2003, we opened Kobe Marui, our first store in the
Kansai region. And, in February 2004, we opened our
largest-ever store, Kitasenju Marui, in Tokyo. Both stores
have made highly favorable starts. Also during the term,
we closed three stores and two annexes that were judged
to be no longer capable of Marui's distinctive high-value-
added merchandising for such reasons as dilapidated
buildings or deterioration in the local operating environ-
ment. At existing stores, we carried out remodeling tai-
lored to special regional features and the type of store to
reinforce competitiveness and a fresh appearance.

At the same time, we further enhanced the scope of our
merchandise lineup, developing new private brand lines
and offering a broader selection of sizes. We stepped up
our advertising on television and in other media for
seasonal merchandise campaigns, bolstering our fashion
promotion based marketing efforts. Through our sales
subsidiaries, we took measures to hone the skills of our
stores’ sales staff.



Reflecting these efforts, consolidated total operating
revenues amounted to ¥290.9 billion and ordinary
income was ¥22.3 billion. Net income totaled ¥10.3
billion. Selling, general and administrative expenses
(SGA) were lower than originally expected because
of business-restructuring-driven improvements in the
cost structure and the postponement of some store
remodeling until the current fiscal year for greater
effectiveness. As a result, the ratio of SGA expenses to
operating revenues fell to 28.3%, down 3.0 percentage
points from the previous accounting term.

Looking at segment performance, merchandising sales
totaled ¥232.4 billion, with operating income of ¥11.3
billion. In credit and consumer services operations,
revenues amounted to ¥33.2 billion, with operating
income of ¥7.8 billion. Revenues of the other segment
totaled ¥52.9 billion, with revenues from outside cus-
tomers accounting for ¥25.3 billion of that total.
Operating income amounted to ¥4.0 billion.

The Company has now completed the process of chang-
ing its fiscal year-end from January to March. During the
transitional period, we used irregular accounting periods
of eight months, from February 2003 through September
2003, and six months, from October 2003 through March
2004.

Dividend Policy

Marui's basic profit distribution policy is to bolster its
operating platform, increase return on equity (ROE), and
continue stable dividend payments while giving overall
consideration to such factors as performance trends and
dividend payout ratios. We are committed to maintaining
stable dividend payments to stockholders and to raise
payments over the long term by using retained earnings
to strengthen our financial position, to facilitate business
development, and to open and renovate stores.

Cash dividends per share applicable to the period under
review were ¥11, for a dividend payout ratio of 37.5%. Divi-
dends as a proportion of stockholders’ equity were 0.9%.

Outlook and Medium-Term

Management Strategy

Against the backdrop of improving corporate perfor-
mances and a rising stock market, we expect a mild
economic recovery in Japan in the current fiscal year.
On the other hand, there are also certain major concerns,
such as the unstable state of affairs internationally, that
make it difficult to be overly optimistic about current
conditions. Consumer anxiety about employment, person-
al income, and the national pension scheme has not been
dispelled, leaving little hope for a rebound in consumer
spending. Consequently, we do not anticipate a marked
improvement in the difficult business environment.

Facing these conditions, the Marui Group is pressing
forward with its store scrap-and-build program and the
remodeling of existing stores. Specifically, we reopened
two relocated specialty stores, in The Room and Field,
at our main Shinjuku store, and closed the aging Numazu
store. We have designated our two store complexes in the
Shinjuku area as the headquarters for each of our different
store types and are constantly communicating the latest
information on our operations to the market in an effort to
increase the value of the Marui brand.

In store network development, Marui is firmly committed
to opening stores in Nanba, Osaka, in 2006 and
in Yurakucho, Tokyo, in 2007 and a new complex in
Shinjuku, Tokyo, also in 2007. We are continuing to work
actively on opening stores in other promising locations.
On a consolidated basis, we expect capital investment in
these store openings, in the remodeling of existing stores,
in computer systems, and in other areas to total approxi-
mately ¥90.0 billion over the next three years. This
amount is well within the scope of our cash flow, and no
new financing is scheduled.




In April 2004, the Company commenced a major reorgani-
zation aimed at enabling it to respond even faster than
before to customer needs. Through such measures
as appointing rejuvenated management teams for each
of our Group companies and positioning full-time
presidents who are responsible solely for their own
companies at each of our subsidiaries, we are establishing
an organization under which Group companies can
pursue stepped-up flexible business development. For
example, the procurement of merchandise for Marui’s
directly managed sales floor space, which previously was
handled by the parent company, has been outsourced to
sales subsidiaries and set up as a retail business. By
integrating procurement and sales, we have established
an organization in which we can receive feedback on
customer preferences for our merchandising strategies
much faster.

In addition, we reorganized the business of sales
subsidiary Marui Fashion Freak Co., Ltd., into Marui
Palette Co., Ltd., a women'’s accessories shop, and Marui
Fashion Navi. Co., Ltd., a women'’s apparel shop. We took
this measure to boost the sales capabilities and specializa-
tion of these businesses by narrowing their focus.

In financial services, Marui continues to build the
membership of its house credit card, the Akai Card,
and steadily expand the branch network of financial
services subsidiary Zero First Co., Ltd. By continuing
to adhere to our policy of prudent credit management, we
will strive for stable growth in these operations.

Through such initiatives, the Marui Group will further
strengthen its operating platform and enhance its special-
ization and originality. For the fiscal year ending March
2005, the first 12-month accounting term since the
change in fiscal year-end, we forecast consolidated total
operating revenues of ¥565.0 billion, ordinary income of
¥40.0 billion, and net income of ¥22.5 billion. ROE is
anticipated to be 5% or greater.

In meeting the challenges ahead, | look forward to the
continued support of our stockholders and friends.

July 2004

Aby th

Tadao Aoi, President
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OUTLINE OF GROUP MANAGEMENT RESTRUCTURING PLAN

In October 2003, to solidify its growth base and to
increase the degree of certainty of realizing sustainable
growth, Marui implemented a fundamental restructuring
to convert to an integrated group management organiza-
tion. By shifting to a system whereby subsidiaries assume
responsibility for various Group business functions
centered on Marui’s core high-value-added retail opera-
tions, the Company is targeting greater specialization
and competitiveness to enhance the enterprise value
of the entire Marui Group.
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Summary of the Restructuring and Its Purpose
The basic thinking behind the restructuring of manage-
ment carried out in the latter part of 2003 was to convert
from our previous parent company oriented management
to integrated group management to enable us to respond
more swiftly to changes in customer preferences. To that
end, beginning in October 2003, we reorganized our
Group operations along functional lines and assigned
individual Group companies responsibility for separate
business fields.

Under this new organization, as specialists in their desig-
nated fields, Marui Group companies will target a surge in
competitiveness. Our goal is to expand the power of the
Marui brand by combining our efforts Groupwide to cre-
ate a new growth path for the Group.

We have also extended this specialization strategy to our
personnel structure. Employees have been transferred
to companies where their abilities and fields of expertise
can be put to the best use. Moreover, we have introduced
a horizontal personnel administration system to encour-
age individual employees to further develop their degree
of expertise.

In other words, we have restructured our management to
raise the level of specialization of each of the businesses of
the Marui Group. Starting with improvement in the sales
service of our store staff, one of the most important aspects
of retailing, our purpose was to achieve merchandising that
delivers an even higher degree of customer satisfaction.

Developments behind the Restructuring
From the outset, we set our sights on realizing stable
growth by expanding our following of fans of the Marui
brand. We have sought to do this by delighting customers
with offerings of constantly trendy, high-value-added
merchandise.



However, the prolonged stagnation in consumer spending
as well as growing numbers of retail outlets have led to an
increasingly overcrowded marketplace and a higher
degree of homogeneity.

As a result, it became crucial for Marui to increase the
originality of its business approach and further differenti-
ate itself in its market. Our top priority became achieving
highly precise business development based on producing
and marketing our own distinctive merchandise.

By 1998, we had already begun to develop our own pri-
vate brands in anticipation of these conditions. To
enhance the originality of our merchandise and its prof-
itability, we abandoned the traditional apparel manufac-
turer outsourcing method used by department stores
and built our own proprietary supply organization. In
2000, we established sales subsidiaries on a trial basis
and staffed them with employees seconded from our
own sales floors. The goal was to contribute to improved
sales capabilities, and the system produced extremely
good results.

Visaruno

Our current restructuring aims to build on the success of
our sales subsidiaries and to take it one step further. In
the past, if anything, Marui has been a generalist, often
making staff reassignments that completely changed the
nature of employees’ jobs. However, the experience
gained by setting up our sales subsidiaries made us realize
that, without a major conversion to an organization that
would nurture specialists with strong practical skills, our

competitiveness was not going to improve.




Through our sales subsidiaries, we also discovered that if
we employed young people who enjoyed sales they would
quickly fit in and become good salespeople themselves by
working alongside our veteran sales staff. However, the
gap between compensation and other benefits of employ-
ees dispatched from the parent company and the full-time
employees of the sales subsidiaries gradually became a
problem.

This gave us the idea of transferring the seconded
employees to the subsidiaries they worked for, and effec-
tive October 1, 2003, we permanently reassigned 95% of
parent company employees, excluding managers and
executives, to Group subsidiaries that could use their
individual skills and areas of expertise. We transferred
not only salespeople but also staff from our administra-
tion, credit, loan, advertising, and sales promotion opera-
tions to their areas of expertise within our subsidiaries.

Also, we changed our employee compensation system.
We reviewed and ranked jobs throughout the Group
companies, introducing a results-based system that pro-
motes employees who achieve practical results and evalu-
ates staff based on their job description and performance.
Through these measures, we have established a highly
motivated organization.

At each of the Group companies, in view of their high-
value-added sales, we set employee salaries slightly higher
than industry averages. In addition, to increase the spirit
of solidarity within the Group, we established a bonus
system whereby every employee receives bonus payments
based on the Company’s consolidated performance.

By March 2003, we could already see that this employee
benefits system would collapse. Consequently, the
Company liquidated the Marui Welfare and Pension
Fund and paid retirement benefits to employees trans-
ferred to its subsidiaries, establishing a profit structure

that is less susceptible to retirement benefit obligations.
Looking at it in another way, our employees have become
self-employed individuals. If they achieve results as pro-
fessionals in their particular business field, they will be
promoted regardless of age or experience and their bene-
fits will increase.

In carrying out the restructuring of the Company’s work-
force, management proceeded on the premise of keeping
everybody on board. However, there was a request by the
labor union to the effect that those employees who
wished to leave the Company and take up new careers
should be allowed to do so. Therefore, we initiated a vol-
untary retirement program with premium severance for
employees 40 years old or over. A total of 750 people
opted for this program.

Our restructuring reduced personnel expenses by approx-
imately ¥18.0 billion. We would stress, however, that this
figure was not our target; our goal was to boost employee
motivation and form teams of professionals with a high
degree of practical expertise. Rather than reducing com-
pensation, we are seeking to improve the quality of
employees’ work and to create growth for the Group.

The Kitasenju Marui store opened in February 2004, and
we have firm plans to open several more large-scale
stores, including the Nanba store in 2006 and the
Yurakucho store in 2007. These openings will
mean many new jobs and posts, giving employees a
chance for promotion every two-to-three years. We feel,
therefore, that the timing of the restructuring of our per-
sonnel organization was excellent.



