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PARCO Corporate Mission

Creating futuristic, innovative spaces that brim with hospitality,
providing an enjoyable experience for customers visiting our stores,

and helping our tenants prosper.
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Cautionary Statement About Forecasts

Descriptions related to future prospects in this report are based on our targets and forecasts and are not intended to provide any assurance or guarantee.

Please use this report with the understanding that future earnings of PARCO may differ from our current forecasts.
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In fiscal 2008, the global recession caused by
the U.S. financial crisis created instability in the
Japanese economy that seriously affected all
companies.

We expect this extremely challenging
economic environment to continue in fiscal 2009,
but we believe we can overcome this difficult
period with innovative ideas and full realization
of the Group synergy effect centered on our
Shopping Complex Business.

Furthermore, to realize our corporate mission,
we will strive to gain the trust and satisfaction of
our customers, tenants and all our stakeholders
and improve our corporate value.

June 2009

pame S

Chairman and
Representative Executive Officer

ur Shareholders
nvestors

Since our establishment, we have promoted
cultural services and new lifestyles through
fashion. With respect to consumers and their
individual sensibilities, rather than merely selling
merchandise we provide suggestions on how to
spend time pleasantly and create a new lifestyle.

Going forward, we will remain sensitive to
the consumption trends of our customers and
continue to offer novel sales environments
through characteristic modification of our
excellent retail stores.

We have identified fiscal 2009 as a year for
enhancing existing businesses and strengthening
the foundation for developing future growth
strategies, and we will push forward with our
business as we target future developments for
PARCO.

Looking forward to the spring of 2010, we are
already engaged in preparations for the opening
of <Fukuoka PARCO (provisional name)> and
<PARCO@Millenia (provisional name)> in Singapore.

June 2009

\_//»‘—.-~S

President and
Representative Executive Officer
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Nterview wit
the President
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In fiscal 2009, we will enhance existing businesses
and strengthen our foundation
for developing future growth strategies.

Q Please share your thoughts on

s the current state of personal
consumption as well as your outlook for
the future.

Since autumn 2008, the U.S. financial crisis has
» Spread throughout the world, affecting all industries
and exerting pressure on the real economy. In Japan, the
deterioration of global corporation earnings and failures
in the real estate industry are worsening employment
environment and have increased public anxiety.

In the retail industry, changes in consumption behavior,
sales channel diversification and the entrance of other
businesses have resulted in hard-fought sales for existing
retail businesses. As one misfortune follows another in this
sluggish economy, consumer uncertainty translates into
increasingly cautious purchase behavior.

In terms of the outlook for the future, we expect the
decreasing birth rate and aging population to change the
structure of consumption, while at the same time the costs
of responding to social demands such as the pursuit of
security, environmental responsiveness and adequate
compliance are pressuring corporate management to
undertake reforms in order to survive.

However, we do not expect the current conditions to last
forever. As companies gradually dispose of their losses, the
consumer mentality will change, and eventually it will be
possible to overcome this difficult period.

We see this period as a time to focus on our next leap
forward, and believe that there is favorable opportunity
for change. We will adequately prepare for the future
by reviewing our existing businesses and reforming our
business structure.

Retail industry sales and share of shopping complex sales within overall retail industry sales

M Overall retail industry sales @ Share of total shopping complex sales within overall retail industry sales

(Billions of yen)
1,600,000

1,400,000

1,200,000

1,000,000

800,000

600,000

400,000

200,000

0

1991 1994 1997 1999

2002 2004 2006 2007 2008 (vear)

Source: Shopping Center White Paper 2009, Japan Shopping Center Association and Commercial Statistics Survey, Ministry of Economy, Trade and Industry
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INterview with
the President

Preparation for openings in Fukuoka
and Singapore and the revitalization of existing
stores through anniversary projects.

Please provide a review of your
= performance in fiscal 2008 and the
forecast for fiscal 2009.

In fiscal 2008, the PARCO Group’s consolidated net
» sales were ¥282,509 million (down 1.5% year on
year), operating income was ¥9,362 million (down 7.2%) and
ordinary income was ¥9,171 million (down 8.0%). As a result
of losses on the valuation of investment securities and special
losses associated with the restructuring of our hotel business,
net income was ¥3,730 million (down 27.8%).

Along with the opening of <Sendai PARCO>, our first
base of operations in the Tohoku region, we strengthened
our marketing capability through promotion of the continuous
remodeling of existing stores and enhanced business
planning. As a result, net sales on a non-consolidated basis
were ¥261,751 million (down 0.7% year on year).

Group company NEUVE A CO., LTD., continued to
aggressively open stores in commercial facilities outside
PARCO totaling 131 stores at the end of the fiscal 2008.

Income from PARCO SPACE SYSTEMS CO., LTD., declined
in reaction to last year’s large orders (interior work orders for
new PARCO stores and <Northport Mall>’s contract-based
property management).

After careful examination of the profit-earning power and
future prospects of our hotel business, we made the decision
to withdraw from direct management operations after a
second consecutive year of unprofitability. We have identified
fiscal 2009 as the year for enhancing existing businesses and
strengthening our foundation for developing future growth
strategies.

In existing stores, we introduced a store group structure
(Urban Store Group, Kanto Store Group and Regional
Store Group) to create strategies that reflect the unique
characteristics of each store and enhance competitiveness
as the policies are put into action. Executive officers were
appointed to each group with the aim of quick and optimal
store management.

Under this structure, we aim to promote ongoing and
aggressive remodeling and enhance sales plans.

H Operating income

M Net sales Ordinary income B Net income
(zn;!w:g; of yen) " (Millons of yen) (Milions of yen)
et TSP EY L = K I A 6,000
286,788 e 9,362
266,645
4 5,167
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Operating income + Non-operating income -

non-operating expenses.
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Fiscal 2009 is a year of milestones for many stores, marking
the 40th anniversary of <lkebukuro PARCO>, our first store,
the 25th anniversary of <Matsumoto PARCO>, the 20th
anniversary of <Chofu PARCO> and <Nagoya PARCO>
and the 15th anniversary of <Hiroshima PARCO>. We aim to
bolster sales through anniversary projects.

We are engaged in full-scale preparations for the
grand opening of <Fukuoka PARCO (provisional name)> and
<PARCO®@Millenia (provisional name)> in Singapore, which are
scheduled for spring 2010.

In addition, as part of our forward-looking platform
enhancement initiatives, we strengthened the structure of
our organizational system during the period under review
with the aim of increasing our corporate value through
the establishment of a Business Strategy Office to devise
new strategies, strengthening our marketing function
and the strategic use of IT. In the Development Business
Department, we will develop additional properties, integrating
the expansion of the Shopping Complex Business through
the consolidation of property management and consulting
functions.

For fiscal 2009, we forecast net sales of ¥280 billion (down
0.9% year on year), operating income of ¥9.4 billion (up 0.4%),
ordinary income of 9.2 billion (up 0.3%) and net income of
¥4.5 billion (up 20.6%).

Q How are you progressing with
= the Five-Year Medium-Term
Management Plan?

A Fiscal 2009 is the final year of the Five-Year
»  Medium-Term Management Plan, which began in
fiscal 2005.

The plan was conceived under the themes of
Strengthening Operational and Development Capabilities
for Shopping Complexes, Fostering New Businesses and
Taking on New Challenges and Deepening and Broadening
Peripheral Businesses. Since fiscal 2007, the sales of
existing stores and subsidiaries have been on target,

and as a result of new store openings and the shedding

of unprofitable stores in accordance with the steady
implementation of our build and scrap policy, we were able
to milestones ahead of schedule.

Preparing for future business developments, including
the strengthening of our personnel system, and as a result
of aggressive investment in store design and equipment,
selling, general and administrative costs were higher than
stipulated in the plan, but this translated into higher sales
that generated the earnings to keep us on track.

Affected by the sudden economic slowdown in fiscal
2008, sales were sluggish, and we were unable to absorb
the increased selling, general and administrative costs.
Therefore, the achievement of our targets in this final year
of the Five-Year Medium-Term Management Plan may be
difficult.

At the same time, the successful implementation of
the plan though fiscal 2007 enabled us to reduce interest-
bearing debt and strengthen our financial structure.

Given these conditions, we will continue to examine the
aggressive allocation of management resources aimed at
increasing corporate value in the future.
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INterview with
the President

PARCO has built up
various strengths over the year.

What are strengths and the
= competitive edge the Company has?

In the 40 years since we opened <lkebukuro PARCO>

»in 1969, we have been involved in shopping complex
development and operation. Our strength, or rather,
PARCQO'’s driving force supporting creation of shopping
complex, is our commercial facility total production
capability. When we open a new store, we conduct
thorough marketing to discover what local customers want
from PARCO.

The next step is planning, where the floor concept and
entire complex design is considered in light of the marketing
results. After planning, the next step is tenant leasing,
where our driving force comes from our solid network of
more than 800 unique specialty store tenants, which in itself
demonstrates our ability to draw tenants.

We are able to increase the attractiveness of our tenants’
stores through interior design and common space fittings
based on a unified design in accordance with the PARCO
concept.

After a store has opened, the operational phase is
focused on novel advertising methods to convey PARCO’

s attractiveness to customers, trendy sales promotion
projects and events designed to increase the amount of
customers visiting the store. The entertainment business,
including theater, film, live music venues and publishing,
also differentiates PARCO from the competition.

06 PARCO Annual Report 2009

Furthermore, our Group companies give foremost
consideration to safety and comfort, provided through
maintenance supporting store operation. We also attempt
to continually renew and maintain the freshness of our sales
floor atmosphere by remodeling certain parts of existing
stores each year.

Through efforts that make use of expertise accumulated
over many years and based on the concept of consistency
from PARCO development to operation, our Group’s internal
capabilities are the source of our originality and competitive
edge.

At the same time, our stable earnings are the result of a
combination of our retail business operation capabilities and
the stability of the real estate industry.

Our business model dictates that we hold no inventory,
maintain low risk in accounts receivable collection and
have no salespeople on our sales floor, which results
in a compact business structure that is linked to the
maintenance of stable earnings.

Although rent (cost of sales by tenant) received from
tenant specialty stores fluctuates according to sales
amounts, we have established a fixed standard amount
for rent that goes into effect when sales drop below the
standard rent amount.

Going forward, what do you see as
=important management policies and
measures?

In terms of management issues relating to future

» growth, we recognize the importance of existing store
innovation through enhanced competitiveness and the
creation of an efficient management structure, the planning
and launch of new business for increased corporate value in
the future and the expansion of businesses that makes use
of our expertise, including cooperation with a wide range of
partners.

With respect to these issues, management policy

this term aims at placing a priority on ensuring sales and

We are strengthening our Shopping Complex
Business and formulating new growth strategies.

earnings through the strengthening of existing businesses,
while enhancing our foundation to develop future growth
strategies.

Looking ahead, we will focus on two priority policies:
strengthening the Shopping Complex Business and creating
new growth strategies.

Plans for strengthening the Shopping Complex Business
will focus on:

~

A growth strategy based on expanding our market
share, including the peripheral development
of existing stores.

The establishment of new business models through
collaboration with external companies such as the
creation of customizable sales areas.

ongoing remodeling based on an appropriate return
on investment.

Making effective use of management resources
through scrap and build initiatives.

-
e Maintaining sales floor freshness through efficient,
N

The creation of new growth strategies will entail:

The restructuring of business that PARCO has begun

by leveraging its core shopping center operations
(property management, consulting, and general building
management).

~
Develop overseas business through master leases with
stores and collaboration with local companies.

Expand entertainment-related businesses that use
content.

Engage in specialty store business through
collaborations with specialty stores possessing a
unique fashion sensibility.

Transforming our online business by combining bricks
and mortar and e-commerce activities and through
cooperation with outside entities.

- J

By implementing these measures, we will realize
balanced growth in both the Shopping Complex and
new value creation businesses aimed at improving the
corporate value of the entire PARCO Group.

What is your financial strategy with
sregard to shareholder return?

Until now, profits have been on track, as we were
» able to reduce interest-bearing debt and enhance
our financial structure. Viewing the current sluggish
economy as an opportunity, we think this is the time to
aggressively allocate management resources to realize our
aforementioned growth strategy.

Accordingly, our basic policy will be to allocate free cash
flow to growth investments while maintaining stable return
to our shareholders.

In fiscal 2008, we raised our annual dividend ¥1 per
share, to ¥16, for the fifth consecutive year of increases.
Given the challenging economic environment, we plan to
maintain this dividend level in fiscal 2009.

M Dividend payments

(Yen)
20.00

16.00

15.00

2003 2004 2005 2006 2007 2008 2009
planned
(Fiscal year)

PARCO Annual Report 2009 07



Special
EglUre fimingfor Further mprovements

O The 40th Year of <lkebukuro PARCO> O Advertising and
Sales Promotion Activities

Since its establishment, PARCO has engaged in community

building and cultural enterprise by offering lifestyle options In fiscal 2008, PARCO engaged in a visual strategy,
revolving around fashion. We have earned the support of incorporating advertising and store presentation strategies
our customers not by simply selling things, but by offering to attract customers through events, and communication
them an enjoyable shopping experience and a way to enjoy strategies using <PARCO Card> and media following
a new lifestyle. consumer trends that are sensitive to market shifts and “Shinosuke Rakugo in PARCO”

This is the 40th year since <lkebukuro PARCO> opened changing times. Shinosuke Tachikawa
its doors in 1969. Since the beginning of operations we have One new initiative using <PARCO Card> was the
offered the PARCO lifestyle to the market. As part of our promotion of card use for small ticket items through the “l knew that someday | would be
40th anniversary, we are planning significant renovation and introduction of sign-less transactions and a same-day card standing on this stage.”
commemorative sales projects as we continue to respond issuance system. By focusing on customers who use the P ——
to diverse customer needs. This year also marks the 25th card, we developed measures that expanded its versatility and T (;u s
anniversary for <Matsumoto PARCO>, the 20th anniversary convenience, assuring its further use. performance of Kobo Abe’s
for <Chofu PARCO> and <Nagoya PARCO>, and the 15th In fiscal 2009, we aim to improve -5"']": I.]' m § “Tomodachi” at the PARCO
anniversary for <Hiroshima PARCO> and we are taking the ability of our buildings to attract - Theater (at that time it was

advantage of this opportunity to conduct renovations in line customers and expand sales through Cf"e? ihe Se'bb” T';ea,ter)’ a”i'
- . . . e Clearly rememboer naving such a
s - with market needs and implement sales projects. market-focused measurgs to draw ealien Tiss o, (15 net
<lkebukuro PARCO> customers and re-energize sales plans as if I had some psychic ability or
by promotion activities and mobile ’ prem— dream to appear on stage. | was
i i publicity that responds to consumer LT | showing at PARCO Theater Oy 18 and | had just come to
O Spl"lng 2009 RemOdellng Results needs and market conditions. E"eﬁo‘?z?g‘:ﬂ:ﬁgﬁl?m'“emorat've Tokyo and was seeing a live stage
formance for the very fist time.
<Nagoya PARCO> 2
<lkebukuro PARCO> goy ) ) ) Soring 2009 “Futari PARGO” After that, | enjoyed numerous unique productions that
This spring, we conducted aggressive remodeling of 22 We remodeled 34 stores, including 11 new stores in the c;)mpgaign only PARCO could offer as a member of the audience, never
stores focused on the “STYLE DELI” (fashion accessory Nagoya area, as part of our efforts to strengthen ladies imagining that my dream would come true and that at 40
zone) on the fifth floor of the main building including the fashion and men’s and ladies fashion that can be enjoyed years old | would be performing rakugo on that stylish stage,
opening of 13 new stores in the Ikebukuro area. by couples. O Entertainment Business where it seemed so ot ofiplace. Then, 10 years fatar, |

performed a month-long New Year’s program there, and next

year will be my fifth such engagement. It is still like a dream...
Rakugo is entertainment that only requires a single

zabuton cushion to be performed. For the past 15 years, |

The Entertainment Business plays an important role in
improving our corporate brand and differentiating PARCO

Shopping Complexes. The business adds important value have worked to create rakugo entertainment you can only
to our Group efforts to provide customers with enjoyable see on this stage. My heartfelt appreciation goes out to the
experiences and new lifestyle options. PARCO Theater staff, who have contributed so much to the

realization of my continued rakugo ambitions.

[SHIPS], 1F, West building [alcali], 2F, West building 2
w f
ii “Shinosuke Rakugo in
PARCO 2009”
<Urawa PARCO> ST ' January 5-January 27, 2009
y Featuring: Shinosuke Tachikawa

Aiming for a building structure that meets a wide range of

customer needs, we introduced tenants offering casual and

i S 1 b P The newest performance of

children’s clothing targeting those who visit us with their b = S g Shinosuke Tachikawa who has
families. i B b been performing unprecedented
- :1:2-‘-'_ o month-long rakugo for four

P consecutive years since 2006. The
performance has been extremely
“Good Night Slesp Tight” popular, with tickets often selling

out on the first day of sales.

“Woman in Black”

[ALL ORDINARIES BUREAU by ALL [CA4LA], 2F, Main building [Earth Magic], 3F [Roni], 3F
ORDINARIES], “STYLE DELI", 5F, Main
building
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PARCO
at a Glance

The PARCO Group is involved in four categories of business. Our core Shopping Complex Business operates our

PARCO commercial facilities. The Retail Business operates distinctive specialty shops. The Space Engineering and

Management Business conducts interior design, decorating and electrical work, and manages buildings. Finally, our

Other Business segment provides web-based information and online shopping services.

PARCO works with its tenants to create commercial spaces that provide customers with enjoyment and maximize

synergies within the Group.

M Net sales

282,?09

(Millions of yen)

H Operating income
@ Operating income ratio

(Millions of yen) (%)

H Net income

M Total assets

@ Ratio of net income

to sales

(Millions of yen) %) (Millions of yen) 1 911681
|

H Interest-bearing debt H Equity

@ Equity ratio

Sales composition

Space Engineering

(Millions of yen) (Millions of yen) (%) .
300,000 - 12,000 6 6,000 3 200,000 50,000 75,59 . and Management Business
286,788 9 3 62 182553 189,989 2
266,645 ' 5,167 : 40,777 0581 W 7.3
9756 10090 | [ - Other Business
250000 MM 10,000 5 5,000 25
160000 - MW 40000 e L e e e 40 ) .
34,863 . 389+ | 3947, Retail Business
200,000 --——--J - 8000 - 4 4000 WM MW | 2 33,065
120,000 30000 B 48000 -t - 30
3.3%
150,000 ----------Jll- - J - oo 6000 3 3000 BT BONC 15
1.3% 80,000 ool 20,000 el 32000 - 20
100,000 - J-—— - 4,000 -------J------- - P 2 2000 - S W W
wo0 M W 0 wooo W W 10 Shopping Complex
50000 M 2,000 - o 1 1000 - Q- 05 Business
. , , , , , 86.4..
2006 2007 2008 (Fiscal year) 2006 2007 2008 (Fiscal year) 2006 2007 2008 (Fiscal year) 2006 2007 2008 (Fiscal year) 2006 2007 2008 (Fiscal year) 2006 2007 2008 (Fiscal year)

Shopping Complex Business
PARCO development, operation and management

The Shopping Complex Business is the PARCO Group’s flagship operation.

Expert in total commercial facility production, this business develops and
operates PARCO shopping complexes in Japan and overseas.

As of February 28, 2009, t

Shopping Complex Business operates

20 shopping complexes in Japan. We are strengthening each complex’s
competitiveness through ongoing renovations that enhance unique facility

characteristics. We also attract customers through proactive sales promotion

and advertising activities. We are developing business focused in ordinance-
designated cities through the development of new properties, business

alliances, M&A activities and the

ition of furnished properties. We

promote the creation of profitable new operations based on our property

management and consulting exp

ience in shopping complex busines:

development. In addition, our entertainment business engages in a diverse

range of novel promotion acti
designed to differentiate us
from other commercial facilities,
improve our corporate brand
and more effectively attract
customers.

[ Net sales
(Millions of yen)

Operating income
(Millions of yen)

Operating margin (%)
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er, music, film and publishing,

(Millions of yen)

0
2006 2007 2008 (Fiscal year)

Retail Business

Operating fashion variety specialty shops
in commercial facilities

The Retail Business is centered around NEUVE A CO., L which operates
five specialty store formats offering fashion components with the concept of
customer lifestyle support.

We implement an aggressive scrap-and-build program to increase the
number of stores and remodel existing stores to heighten their attractiveness
as specialty stores. Along with the opening of new stores outside of PARCO
complexes, we develops new business formats in urban cities as well as
trading zones in rural areas with the aim of expanding earnings.

+ TiCTAC Business + EYEWEAR Business +COLLECTORS Business
Watch specialty store Eyeglass specialty store  Men'’s variety shop

« ANNABEILLE Business * ROSEMARY Business
Ladies variety shop Cosmetics and accessories specialty shop

(Millions of yen)

17,097

[ Net sales
(Millions of yen)

Operating income
(Millions of yen)

Operating margin (%) 008 (Fsc; -
L y

Space Engineering
and Management Business

Interior electrical work and building management
for commercial facilities

PARCO SPACE SYSTEMS CO., LTD., which handles the Space
Engineering and Management Business, is involved in the development
and operation of commercial facilities through its two pillars of the Space
Production Department, which handles planning and design of commercial
spaces to interiors, fixtures and electrical work, as well as supervising
interior decorating, and the Building Management Department, which
provides safety and maintenance, janitorial and security services for
maintaining a comfortable building environment.

We promote contracts with external commercial facilities taking
advantage of our specialized and comprehensive expertise accumulated
through designing PARCO spaces and managing facilities.

(Millions of yen)
36,000

[ Net sales
(Millions of yen)

Operating income
(Millions of yen)

Operating margin (%) o
2007 2008 (Fiscal year)

Other Business

Development of Internet-based
customer communication

Other Business is centered on web-based information services, which is
handled by PARCO-CITY CO., L

Engaged in the operation and management of PARCO commercial
facilities website, we also create, operate and manage websites for other
companies, applying expertise gained through retail operations. We also
operate <PARCO-CITY>, an online shopping mall focused on specialty
stores that have opened in PARCO complexes.

(Millions of yen)

2,500
2,400

2,300

2,200

2,100

[] Net sales
(Millions of yen)

Operating income
(Millions of yen)

Operating margin (% : B
P et (%) 2006 2007 2008 (Fiscal year)
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Shopping Complex Business

O Fiscal 2008

In fiscal 2008, the Shopping Complex Business was affected
by the severe economic downturn, resulting in net sales of

¥264,595 million, down 0.6% from the previous year, and
operating income of ¥8,826 million, down 2.9%.

In response to the sluggish consumer environment,
we worked to strengthen our competitiveness through
the promotion of strategic remodeling and enhanced
sales planning at existing PARCO CO., LTD., shopping
complexes.

Remodeling was conducted in 390 zones (approximately
34,000m*) of sales floor space at stores including
<Sapporo PARCO>, <Chofu PARCO> and
<Nagoya PARCO>. Net sales in these zones were
favorable, rising 17.8% year on year.

Sales planning focused on measures to stimulate
personal consumption. Our companywide large-scale
“4 DAYS SALE” project, held in summer and winter, gained
recognition as PARCO’S representative large-scale sales
project through the cooperation of each of our tenants and
the wide support of our customers.

We opened <Sendai PARCO>, our first base of

12 PARCO Annual Report 2009

<Sendai PARCO>

operation in the Tohoku region, on August 23, 2008.
PARCO operates the commercial portion of the building
complex, which is accessible from JR Sendai Station via a
pedestrian walkway. Aiming to create a commercial facility,
this “Urban Life-Styling Building” offers a fresh approach
to consumption that we expect to attract a wide range of
customers.

<Northport Mall>, operated by our Property
Management Business, is ensuring the establishment of its
position in the market and its net sales have continued to
grow in the third year since its grand opening.

In addition to efforts in our entertainment business,
such as the appointment of a new creator in the theater
business, we are enjoying the fruits of various labors
including the performance of our original production in
London, which has been received favorably by the local
media.
<Le Theatre GINZA by PARCO> has increased the ratio of
original productions and gained considerable recognition
as one of our new bases of operation. In an attempt to
expand the licensing business in our audio-visual business,
to bolster earnings we are financing various productions in
addition to those screened at our facilities.

O Outlook

It will likely be some time before we see the recovery of the
global economy, and the direction of the Japanese economy
is also uncertain. We will strengthen the business structure
of our flagship Shopping Complex Business by enhancing
the marketing capabilities of existing stores, developing
new properties and expanding our overseas business. The
business headquarters will construct an integrated support
structure to form and implement policies for existing store
management, while introducing a store group structure to
create strategies that reflect the unique characteristics of
individual stores and strengthen their competitiveness.
Through continued remodeling plans and sales
projects, we will attempt to improve the attractiveness of
our buildings, differentiate our facilities from competitors
and enhance our ability to draw customers. Remodeling

|

[ROSE BUD], 1F, <Hiroshima PARCO> main building

M Sales floor area Hl Remodeled area

will focus on <lkebukuro PARCO>, <Nagoya PARCO>,
<Hiroshima PARCO>, <Shizuoka PARCO> and <Urawa
PARCO> in precise response to customer needs in each
market. Fiscal 2009 is a milestone year for many stores,
marking the 40th anniversary of <lkebukuro PARCO>,
the 25th anniversary of <Matsumoto PARCO>, the 20th
anniversary of <Chofu PARCO>, and <Nagoya PARCO>
and the 15th anniversary of <Hiroshima PARCO>. We will
develop these anniversary projects to attract customers and
improve earnings, increasing the images of the stores and
the Company.

In new properties, we are engaged in full-scale
preparations for the spring 2010 grand opening of
<Fukuoka PARCO (provisional name)> and <PARCO@Millenia
(provisional name)> in Singapore’s Marina district.

New Year 2009 company campaign

Number of remodeled zones/Year- Hl Number of tenants

on-year sales comparison by zone
B Number of remodeled zones

New openings included

@ Year-on-year sales comparison by zone (%)

400,000 ---388,000--— M-

300,000 --—----

200,000 -

100,000 -

2006 2007 2008 2006 2007 2008

(Fiscal year) (Fiscal year)

(Zones) (%)
600 130

200 -1 110

100 ----—---] 105

117.8%

179

0 100 0
2006 2007 2008 2006 2007 2008

(Fiscal year) (Fiscal year)
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Review of
Operations

O Structure of
the Shopping Complex Business

PARCO operates its shopping complexes in accordance
with the concept of each store as an equal partner

with its tenants. The three departments at the business
headquarters—the Store Operations Department, the Facility
Administration Department and the Development Business
Department—provide solid operational support to vitalize the
stores.

The Store Operations Department provides stores with
diverse support including the integration of all aspects of
shopping complex operation, analysis of consumption and
industry trends, the gathering and exchange of information
with tenants, the creation of marketing strategy, leasing
tenants along with remodeling, management of contracts
with tenants, production of television commercials, the

PARCO CO., LTD.

Store B
Operations
Department >
PARCO’s Equal
operations partnership
Facility
Administration
Department
| PARCO’s 3
development

Development
Business
Department

\ 4

\ A 4

PARCO (Singapore) Pte Ltd
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planning and implementation of marketing projects and CRM
activities.

The Facility Administration Department supports shopping
complex operations to maintain safety, security and
comfort, and handles the planning of space formation, the
management of shopping complex assets and relationship-
building with landowners.

The Development Business Department develops
PARCOQ’s new properties, new commercial facilities other
than PARCO-type business as a horizontal extension of our
main business, the property management business, as well
as the commercial consulting business and the development
of business overseas.

Advertising and sales promotion activites ————————>

PARCO

Existing stores

Tenant Store
visits
<«—
Tenant
—>
Customer
Service
&
Sales
Tenant
Customers
New stores PO >

Leveraging our expertise

Property management/ ¢ >
Consulting

Overseas projects <>

O Horizontal Deployment
of Our Core Business

Property Management and Consulting

It has been 40 years since the opening of

<lkebukuro PARCO>, and we are taking advantage of our
expertise in shopping complex development management
to offer property management and consulting services to
commercial facilities other than PARCO.

We conduct property management at <Northport Mall>
at Tsuzuki-ku in Yokohama (Kanagawa Prefecture), sub-

Fm

Contract-based property management <Northport Mall>

O Overseas Business

We plan to expand business within the Overseas Business
Group in the Development Business Department through
various development projects focused on promising Asian
regions using expertise accumulated over many years of
shopping complex development and operation in Japan and
overseas, leveraging the power of the PARCO brand.

PARCO (Singapore) Pte Ltd

PARCO (Singapore) Pte Ltd proactively develops overseas
business in its Singapore location. In conjunction with
PARCO’s Overseas Business Group, PARCO Singapore
offers the rapidly growing countries of Asia the shopping
center development and operational expertise PARCO
has acquired over many years of business in Japan

and overseas as well as serving as a bridge to foster
interactions in numerous areas between Japan and the
globalizing Asia region.

property management at <Mallage Shobu> at Shobu-
machi in South Saitama (Saitama Prefecture), and provide
consulting services to <Amu Plaza> in the shopping
complexes in Nagasaki, Kagoshima and Kokura train
stations. We will continue to seek further opportunities to
promote the expansion of this business.

Contract-based consulting service <Amu Plaza Kagoshima>

Business developments include the grand opening of
<PARCO@Millenia (provisional name)> at the Millenia Walk in
Singapore’s Marina district, scheduled for spring 2010.
This project, with the support of Singapore’s Textile

and Fashion Federation (TaFf) and SPRING Singapore,

a government enterprise development agency, will
develop “PARCO next NEXT,” a fashion incubator

zone for young Singaporean
designers. The project aims to
introduce Singapore designers
domestically and overseas.

~X0D
—XmMZ

oOXP>U

“PARCO next NEXT” Logo
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Review of
Operations

Retail Business

O Fiscal 2008 Results and Outlook

In fiscal 2008, the Retail Business achieved net sales of

¥17,079 million, down 0.1% from the previous year, and
operating income of ¥276 million, down 44.3%.

Executing its scrap and build initiative, NEUVE A CO., LTD.,
opened 15 stores and closed six, resulting in 131 stores
currently in operation. Existing store sales, influenced by
the economic recession, were down despite our efforts

to contain temporary selling, general and administrative
expenses related to the opening of new stores, which
adversely affected operating income. We are developing
new markets and business formats, including [COMPLETE
WORKS Tokyo], a new business format within the
COLLECTORS business located at Akasaka Sacas, and a
new [TiC TAC] store located in the airport mall inside
Terminal 1 at Narita Airport.

In the future, this store will open a website as part of a
full-fledged e-commerce business launch. In addition to
offering products that are not available in stores, through
this site we aim to raise profitability and differentiate the
store. We also intend to expand business by opening new
shops offering carefully vetted products.

[TiC TAC] at Shibuya PARCO
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Number of stores by format (NUEVE A cO., LTD,)
Total number of stores: 131
ANNABELLE

(Women'’s accessories)

ROSEMARY

(Cosmetics and accessories)

21stores

COLLEGTORS
{Men's accessories)
25shoppin:
compiex . POKER
FACE

TiCTAC

(Wristwatches)
50stores

(Eyewear)
27stores

Number of NUEVE A Stores
H Inside PARCO Outside PARCO

w0 68
63
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, I

© 56

52
w-—— o B B
PO e e B B
[

2006 2007 2008

[COMPLETE WORKS Tokyo] at Akasaka Sacas
(New business format of COLLECTORS business)

Space Engineering and Management Business

O Fiscal 2008 Results and Outlook

PARCO SPACE SYSTEMS CO., LTD. (PSS), conducted management
reforms under the theme of “shifting the way we see our mission from
a job to a business.” PSS handled the opening of <Sendai PARCO>,
which involved environmental design, interior decorating supervision,
interior decorating construction and building maintenance, and
supported the opening of other new stores. Net sales and operating
income declined from the previous fiscal year in reaction to the large
orders for interior decorating construction we received in the previous
year and owing to the impact of the sudden economic slowdown.
Looking ahead, we will focus on improving our service and quality of
work in an attempt to contribute within the Group and develop eco-
friendly business and new commercial innovations aimed at expanding
our external order base. We will attempt to strengthen our marketing
capability by consolidating the management structure of the interior
decorating and building maintenance businesses and the integration of
design, construction and maintenance into a comprehensive function
with the aim of becoming a company with even stronger market
competitiveness.

Other Business

O Fiscal 2008 Results and Outlook

In fiscal 2008, the Other Business segment recorded net sales of ¥2,218

million, down 4.8%, and an operating loss of ¥125 million, up from a loss
of ¥118 million in the previous year.

Online shopping mall <PARCO-CITY>, operated by PARCO-CITY CO.,
LTD., continues to expand the number of stores concentrating on high
fashion sensibility as the number of users accessing the site steadily
increases.

Looking toward a new growth strategy, we plan to reform our virtual
business by fusing existing stores with e-commerce and collaborating
with outside businesses.

After careful examination of the earning potential and future
prospects of our hotel business, we decided to withdraw from direct
management operations.

Building Maintenance Business
(janitorial services)

. E
<Ikebukuro PARCO> main building B1F entrance light pillar
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<PARCO-CITY> online shopping mall
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O Twenty Shopping Complexes
Developed Nationwide

There are 20 PARCO shopping complexes in Japan at
present, each crafted for individual distinctiveness. Our aim
is to create shopping complexes that correspond to the
characteristics of the market in which they operate through
ongoing verification of our management methods and
merchandising® composition.

For PARCO to overcome this challenging period and
achieve growth, we believe it is important to accurately
interpret and respond to the essence of—and the changes
in—customer needs. We must thoroughly analyze customer
expectations of PARCO, which propositions they will
support, and act on this information.

To this end, we will reinforce our marketing capabilities
break away from conventional perspectives, and quickly
execute shopping complex policy with uniformity and
continuity.

While improving our strengths in entertainment and
our creative ability, we seek to take a leadership position
in urban consumption by offering enjoyable lifestyle

* Merchandising: Initiative to ensure sales and profits by supplying products the
customer wants at the appropriate time, in the appropriate amount and at the
appropriate price.
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Artist’s conception of the future <Fukuoka PARCO (provisional name)>

propositions in a safe and comfortable atmosphere. In fiscal
2008, we opened <Sendai PARCO> and plan to open
<Fukuoka PARCO (provisional name)> and <PARCO@Millenia
(provisional name)> in Singapore in spring 2010.

Artist’s conception of the future <PARCO@Millenia (provisional name)>

Sapporo PARCO

O Promoting Reforms
by Grouping Shopping Complexes by Function

The environment surrounding shopping complexes is rapidly changing. To quickly and
accurately respond to these changes, store operation must reflect the voice of those
involved in daily operations. In fiscal 2009, we reorganized and grouped shopping
complexes by function, creating a management structure that gathers information, creates
policy and executes strategy in groups that allow us to review the characteristics, function

and role of each shopping complex and respond flexibly to changes in the market. Sendai PARCO
.. Utsunomiya
Each group’s vision for the future o - o
|}
Fukuoka PARCO Nagoya Hibarigaoka PARCO
rovisional name) PARCO Shin-
(se:heduled to ope21 Hiroshima Su PARC.O ] ™ toklgrozawa Urawa PARCO
Store Operations Department in spring 2010 PARCO — Shizuoka | PARCO Ikebukuro PARCO
L Shinsaibashi PARCO Kichijoji n S PARGO
l PARCO PARGO —— sudanuma
Chiba PARCO
Store Operations Group
= Oita PARCO Chofu PARCO . Shibuya PARCO

Advertising Strategy Group Kumamoto PARCO

Promotions Group

Fukuoka Project

Preparation Office

Kanto Store Group
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PARCO will secure predominance in the
market by providing urban consumers
with continual topicality while pursuing
fashionable and enjoyable lifestyle
propositions. Furthermore, we will lay
the foundation for new business by
pursuing unique collaborations with
tenants, creators and companies in other
industries.

The 20th Anniversary of <Nagoya PARCO>

We make proposals that respond

to regional needs by taking into
account such market characteristics
as functionality and convenience. We
develop new operations by combining
various types of business and host of
merchandise.

PARCO'’s nationwide scale enables us
to provide urban fashion and lifestyle.
Through increased collaboration

with local culture and events, we will
develop distinctive shopping complex
management.

The 20th Anniversary of <Chofu PARCO>

The 20th Anniversary of <Matsumoto PARCO>

S
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Store Details

Urban Store Group

Kanto Store Group

Sendai PARCO Utsunomiya PARCO Matsumoto PARCO
Minami- 1-2-8 Chuo, Aoba-ku, 3 Baba-d .
Sapporo City Sendai City, Miyagi '
- BIF-9F
Opened: Augu
rco-sendai.com

i, g a- 1-10-30 Chuo, Matsumoto C
Nagano
- BIF-6F
Opened: Augu
WWW.

22 | Corparate Governance
24 Board of Directors and Officers

26 Corporate Social Responsibility

Shibuya PARCO Shintokorozawa Chofu PARCO

15-1 Udagawa-cho, Shibuya-ku, Tokyo ~ * CLUB QUATTRO: 4F-5F PARCO 38-1 Kojima-cho, Chofu City,

*PART 1: BIF-9F 0 ( - - 1-2-1 Midori-cho, Toko a . BiF_8F :

ROy Opened Apri 27, 2002 Saltaa sened: May 26, 198 Opened: November 2, 1996 28 Company Profile
ed: December 5, 1975 Www ibuya.co : £ ' < ol www.pal

- PART 3: B1IF-8F

Opened: September 10, 1981

Otsu PARCO

4-30 Uchidehama, Otsu City, Shiga

30 Share Information

Ikebukuro PARCO  Kichijoji PARCO Chiba PARC

1 2 Minami-lkebukuro, 1-5-1 Kichijoji-honcho,
Toshima-ku, Tokyo Musashino City, Tok
B2F-
November
B2F-8F
March 10, 1994
-ikebukure

L Oita PARCO
HlbarlgaOKE PARCO 1-1-1 Funai-machi, Oita City, Oita
1-1-1 Hibarigaoka, Nishi-Tokyo City, Tokyo . 7F
+B1F-5 Opened: April 29,

Opened: October 8, 1 WWW.parco-oita.com

'w.parco-hibari ka.com

Fukuoka PARCO Kumamoto PARCO
-1 Tedori-Honcho, Kumamoto City,
M ' Kumamoto
Building: B1F—9F hi Shinbashi Minato- < BiF-9F
(0]

10-1 Hondori, Naka-ku, Hiroshima City, Opened September 21, 200 PARCO@Millenia

Hiroshima www.parco-hiroshima.com /
vww.parco-hiroshima.co isi
+ Main Building: BIF-10F 0 ed n 05 (provisional name)

Opened: April 9, 1994 <Singapore>

(provisional name)

Hiroshima PARCO ! Shmd'me Building

WWW.parc:
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Fundamental Policy

PARCO constantly works to strengthen its corporate governance,
recognizing that to enhance its corporate value it is essential for it to
protect the rights and earning of shareholders, build smooth relationships
with stakeholders other than shareholders, preserve transparency in
management and establish an effective management oversight structure.
PARCO has adopted the “Company with Committees” system in order to

Framework for Management Supervision and Execution

Management Supervision

General Meeting
of Shareholders

Board of Directors

(11 members, including 5 External Directors)

[ CSR Committee ]

Coordinates

make a clear distinction between supervision and execution in
management, build a highly transparent corporate governance structure,
and establish the means for quick decision-making and business
execution.

Nominating Committee
(5 Directors including 4 External Directors)

I h Collaboration
Audit Committee
(All 5 Directors are External Directors)

Compensation Committee
(5 Directors including 4 External Directors)

A

Cust Satisfacti I\/Slanagemem
ustomer Satisfaction CSR —upewism " .
[ Committee ] Activities Group Auditor Officer

Execution
] of Management

[ Risk Management Committee

—» Indicates an appointment,
report, instruction, audit or decision.

Chairman and Representative
Executive Officer
President and Representative
Executive Officer =
Management Committee

Executive Officers

Departments
Internal Audit

Roles and Performance of Board of Directors and Each Committee

Board of Directors—14 meetings held in fiscal 2008

The Board of Directors is responsible for deciding fundamental policies
regarding management, and for the supervision of directors and
executive officers. It comprises 11 directors, 5 of whom are external
directors, and it convenes once a month, with additional irregular
meetings held flexibly as necessary.

Committees

Each committee acts in its capacity to conduct management supervision
and reports to the Board of Directors. The Committees' Secretariat

has been established to support the activities of each committee by
providing dedicated staff.
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+Nominating Committee—9 meetings held in fiscal 2008

The Nominating Committee determines the content of proposals to
be submitted at the General Meeting of Shareholders regarding the
appointment or dismissal of directors as well as nominates candidates
for representative director for the Board of Directors and executive
officers, and recommends their removal. The Nominating Committee
comprises 5 directors, four of whom are external directors.

+ Audit Committee—13 meetings held in fiscal 2008

The Audit Committee monitors the execution of business by directors
and executive officers and determines the content of proposals to

be submitted at the General Meeting of Shareholders regarding

the selection or dismissal of the financial auditor. This committee is
composed of 5 external directors.

- Compensation Committee—8 meetings held in fiscal 2008

The Compensation Committee determines the compensation of
individual directors and executive officers. There are 5 directors on the
Compensation Committee, 4 of whom are external directors.

Executive Officers and the Management Committee
Executive officers execute specific operations based on the fundamental
policies decided by the Board of Directors.

The Management Committee is a deliberative organ designed to
facilitate decision making by the president and representative director
in the execution of concrete business operations. The Management
Committee is entirely made up of executive officers and directors. It is
chaired by the head of the Audit Committee and meets weekly.

Group Auditor Office

The Group auditor serves under a full-time executive officer as the
Company’s internal auditing department. It audits the status of legal
compliance, operation streamlining, and risk management of all business
aspects of PARCO and the PARCO Group, based on the auditing plan.
It also exchanges information with the Audit Committee and auditors of
Group companies as necessary and conducts effective audits.

Committees' Secretariat

The Committees' Secretariat has been established as a unified structure
independent of the business execution departments to support the
operations and ensure the effectiveness of the Nominating, Audit,

and Compensation committees. It handles operations related to the
overall conduct of each committee, including operations related to

the formulation and conduct of the annual plans for each committee,
operations related to the convening of meetings, including determination
and establishment of proposals, invitations and recording of minutes, as
well as any work requested by committee members. The Committees'
Secretariat also provides committee members (mainly external directors)
with advance overviews and distribution of meeting materials in order to
deepen understanding of proposals and improve the effectiveness and
ensure the efficient operations of each committee.

Executive and Auditor Compensation
(Fiscal 2008)

Executive Compensation (Millions of yen)
Compensation paid to internal directors 38
Compensation paid to external directors 50
Compensation paid to executive officers 446
Total 534

Auditor Compensation

Compensation paid based on the provisions of 47
Article 2-1 of the Certified Public Accountants Law

Other compensation 7
Total 54

Internal Controls

Fundamental Policy

PARCO retains a structure to maintain the appropriateness of

the operations of PARCO and the PARCO Group in terms of the
effectiveness and efficiency of operations, the credibility of financial
statements, compliance with laws and regulations related to
business activities and the protection of assets and other areas. At
the same time, PARCO works to further improve corporate value.

Compliance Structure

As part of its measures for the compliance structure, PARCO has
implemented an internal awareness program that includes the
formulation of the Basic Principles of Compliance and a Code of
Conduct, which all employees are expected to adhere to and follow,
and distribution of the PARCO Employee Handbook incorporating
management principles, 10 action guidelines designed to ensure
application of these principles, as well as compliance guidelines,
Also, in consideration of compliancy and risk management, we have
set up an internal reporting system to protect the persons providing
information from any negative consequences that might arise from
disclosure.

Risk Management Structure

PARCO has established a Risk Management Committee chaired by
the senior executive officer of the Finance Department to provide
cross-organizational monitoring of various risks, companywide
response, and general control. We have also established a CSR
Committee, chaired by the president and representative director,
which coordinates activity with the Risk Management Committee
as necessary, to control and efficiently implement risk management
and other CSR activities, increasing the speed and effectiveness of
conduct.

Other Initiatives

Policy Regarding Large-scale Share Purchase Officers
+Basic View

PARCO believes that the decision whether or not to accept or
decline a large-scale offer to purchase shares from a particular
party should be left to the judgment of shareholders. However, we
also feel that appropriate and sufficient disclosure from both the
party making the offer and PARCO’s Board of Directors is essential
to make a proper decision, and accordingly, have established rules
for advance disclosure of information and other requirements.

This policy was adopted upon approval by the General Meeting

of Shareholders held on May 24, 2008. In principle, this policy

will remain in effect until the conclusion of the General Meeting of
Shareholders scheduled for May 2011.

- Establishment of Special Committee

PARCO will establish a Special Committee separate and
independent from the Board of Directors in order to protect the
objectivity and rationality of procedures taken in line with its rules
governing large-scale share purchase offers, with committee
members comprising PARCO’s external directors.

If the Special Committee recommends the activation of
defensive measure to the Board of Directors in order to protect
the interests of all shareholders, PARCO'’s directors will ultimately
determine whether or not defensive measures are required, giving
maximum respect to the Special Committee’s recommendations.
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Board of Directors
anol( Officers

as of May 30, 2009)

Hidekazu Hirano

Member of the Board,
President, Representative Executive Officer

Isamu Ito

Member of the Board,
Representative Executive Officer

Mototeru Fujishima

Member of the Board,

Kouzou Makiyama

Member of the Board, Senior Executive Officer
General Manager of Store Operations Department

Takeshi Yoshioka

Member of the Board, Senior Executive Officer
General Manager of Facility Administration Department/
Development Business Department

Kazumi Kojima
Member of the Board, Senior Executive Officer,
Finance Department

Atushi Toki Yukako Uchinaga Tomohiro Niizato Keiji Aritomi Yasuhito Hanado
Member of the Board (External Director) Member of the Board (External Director) Member of the Board (External Director) Member of the Board (External Director) Member of the Board (External Director)
Attorney, Daiichi Tokyo Director, Corporate Executive Vice Formerly of Ernst & Young Director, Chairman, Yamato Professor, Waseda Business
Attorneys Association President, Benesse Corporation ShinNihon Holdings Co., Ltd. School, Waseda University

CEO, Berlitz International, Inc.
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President of PARCO SPACE SYSTEMS CO., LTD.

Executive Officers

"

oz

A8

Shuji Kainaga Kourou Hiraide Koichi Yamazaki Masaaki Abe Makoto Murata
Executive Officer, Executive Officer, Executive Officer, Executive Officer, Executive Officer,
Group Auditor Office Administration and Personnel Entertainment Department Business Strategy Office Development Business Department

Department

2

Tatsumi Imaeda Yuji Hirai

Executive Officer, Executive Officer,
Facility Administration Department

Corporate Planning Office

~N
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P

Takashi Sensui
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Hirotsugu Shibata
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o ¢

Executive Officer, Executive Officer, Executive Officer,

General Manager of Kanto Store
Group and Urawa PARCO
Group

Comments From External Directors

Chairman of Nominating Committee

Atsushi Toki

Recently, corporate governance revisions
have become a topic of enthusiastic
debate. By introducing the Company
with Committees system, PARCO has
taken initiatives to enhance its corporate
governance. However, merely setting
formal requirements for a governance
mechanism does not ensure its efficacy.
Rather, effectiveness depends on the
level of awareness of the individuals

who are responsible for governance.
PARCO'’s Board of Directors engages

in vigorous debates on this topic, as do
various committees, based on numerous
proposals from external directors. Going
forward, the Nominating Committee
believes that the nomination of candidates
for internal and external director is
important to maintain an ongoing
awareness of corporate governance at
PARCO.

Chairman of Audit Committee
Tomohiro Niizato

For PARCO, which creates a world of
fashion and culture, the occurrence of
a scandal represents its greatest risk.
As society’s viewpoint becomes stricter,
just one illegal act or mistake made by
just one employee can damage brand
value significantly. This is the importance
of corporate governance, and the Audit
Committee playing its role.

The Audit Committee consists of
five members, all of whom are external
directors. The committee meets regularly
and receives reports from the Group
Auditor Office, financial auditors and
Group company auditors. Through reports
from relevant executive officers and
attendance at important meetings, the
Audit Committee monitors and analyzes
the status of an internal control system
and monitors the execution of business by
executive officers from the perspectives of
management efficiency and legality.

Store Operations Department,
General Manager of Regional Store

General Manager of Urban Store
Group and Nagoya PARCO

Chairwoman of Compensation Committee
Yukako Uchinaga

As the operating environment becomes
increasingly challenging, corporate
governance plays an extremely important
role in realizing highly transparent
management and the quick execution of
business. The election of external directors
is an important aspect of strengthening
PARCO’s organization through the
Company with Committees system.

One aspect of this system is the
Compensation Committee, which
comprises five members, four of whom
are external directors. This composition
removes arbitrary elements from the
process that determines executive
compensation. The establishment
of objectives and the degree of their
achievement is confirmed by all directors
and decided by the Compensation
Committee, resulting in a truly transparent
and highly impartial system. Similarly, the
Nominating and Audit Committee regularly
engage in objectively based discussions
adequate for a management supervision
structure that we believe contributes to
improved corporate value.
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Corporate

Social Responsibility

Fundamental Policy

PARCO formulated its Corporate Mission, “Creating futuristic,
innovative spaces that brim with hospitality, providing an enjoyable
experience for customers visiting our stores, and helping our tenants
prosper,” in 1999. This idea was then organized into a mission
structure and circulated throughout the Company. PARCO’s CSR
program, based on this philosophy, is the embodiment of its Corporate
Mission.

PARCO considers its CSR initiatives to be “measures taken in the
course of business to gain the trust and satisfaction of stakeholders,

Structure of Corporate Mission

Customer Value

Operational Value

Ensuring our visitors a Innovation
delightful experience

— Originality
Contributing to each
tenant’s success Abundant hospitality

and enhance corporate value.” We believe that such measures,
taken by all employees in all departments in the course of their
duties, will lead to the sustained growth of PARCO. The Company
defines a stakeholder in an original way. Stakeholders are not only
the “customers” and “tenants” described in our Corporate Mission,
but also anyone in any of the following seven categories: employees
(shareholders) and investors; members of the local community and
society (trading partners) landowners and leaseholders; contract
business partners; and affiliated companies.

Share Operations

(Domain) The Achievement

‘ . of Improving
Creation of shopping spaces Financial Value

Human Resourc:

The power o e ol ab_

Process for Enhancing PARCOQO'’s Corporate Value

PARCO defines CSR measures as activities conducted in the course of our business activities. We employ the unique process

outlined below to enhance corporate value by gaining empathy and support

Stage 1 Stage 2 Stage 3
Reality PARCO encourages Employees are Tenants are
(The present) its employees encouraged to encouraged to
empathize empathize
- e
',’Qg’gﬁ;’é’;% C;’{S: n Improving operational value

from stakeholders.

Ideal Posture

oming a reality)

As a result, PARCO gains:

1. Improved corporate value
| .

Improving customer value

CSR Management Structure

CSR Committee

The CSR Committee, chaired by the president and representative
director, plans and implements the CSR activities of the PARCO Group
and, in cooperation with Customer Satisfaction Committee and Risk
Management Committee, coordinates CSR activities across PARCO’s
business departments.

Customer Satisfaction Committee

The Head Office Customer Satisfaction Committee and store customer
satisfaction committees, chaired the General Manager of the Store
Operations Department cooperate to ensure that PARCO customers are
able to shop with ease and convenience, to create an environment in
which tenant staff are able to work comfortably and to improve service by
incorporating feedback from customers and tenants.
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2. Improved brand value

Improving financial value
Improving shareholder value

Risk Management Committee

In accordance with risk management policies, the committee,

chaired by the Head of the Finance Department, works to eliminate
risks incurred in the course of corporate activities, assesses risks

and develops countermeasures, and conducts internal awareness
programs. It is also working to put in place an internal, cross-sectional
control structure able to quickly respond to actual risks as they

occur, including establishing a response headquarters for times of
emergency and conducting information management.

Future Measures

PARCO will instill the idea of raising corporate value throughout the
Group. We will use groupwide CSR measures to enlist all employees
to work toward achieving CSR goals. In this way, we will develop a
mechanism to raise the level of CSR activity, through the conduct of
business and the achievement of our goals. We will also utilize Mission
Cascade* introduced in 2002, to build a structure to encourage the
PDCA (plan-do-check-action) cycle in the course of the conduct of
business.

* Mission Cascade: A system in which the president establishes a groupwide mission, and
executive officers and managers make mission commitments for their respective areas of
responsibility. The Board of Directors reviews the progress of each mission on a quarterly
basis.

CSR Activities in Fiscal 2008

Employee Work/Life Balance Support System

PARCO offers support centered on child care and nursing in an
attempt to provide its employees with a fulfilling work/life balance.
Child-care leave is granted to full-time employees until the 10th of the
April following their child’s first birthday. Shortened working hours are
available for employees caring for children up to kindergarten age,
and maternity/paternity and infant nursing leave are available after
the first year of full-time employment. PARCO has also introduced
systems for the reinstatement of paid holidays lost as a result of

child care or nursing, for the choice of work area and for the re-

hiring of former employees. As a result, during the year, nine women
and two men took advantage of child-care leave, compared to four
employees in the two preceding years. PARCO is also working to
introduce half-day paid holidays and payment of return-trip expenses
for employees on assignment to provide more fulfiling home and work
lives for its employees. Furthermore, PARCO created an action plan
for the establishment of employment conditions that was certified as
conforming to standards for general employers in accordance with the
Aug. 2007 Law for Promoting Measures to Support the Development
of the Next Generation.

Kurumin Certification Mark

A certification from the Ministry of Health, Labor and Welfare that

certifies a company has formulated and implemented an action

plan to support childrearing, and the achievements meet certain
=" standards.

Creating a Comfortable Work Environment
PARCO has established the Head Office
Customer Satisfaction (CS) Committee

and each store’s CS committee to create
comfortable commercial spaces. As well as
improving the environment and services for
customers, we are creating a comfortable
environment for tenants and our employees.
Improvements were made to employee relaxation areas, based on the
thinking that making these areas comfortable is not only important but will
also improve interaction with customers.

Parco Women’s Network

The Parco Women'’s Network (PWN)
project was established in November

2005 to enhance the motivation of female
employees and help them work on the
front lines. The project incorporates a range
of viewpoints, considering measures to
raise the consciousness of all employees,
regardless of gender or title, as well as
recommendations relating to key issues for career advancement of
female employees. Utilizing and developing women means to utilize
and develop diverse human resources (the concept of diversity), and
the fact that the very promotion of diversity is the key for companies

to overcome an ever-changing environment and grow is commonly
understood in society today. The PWN is working to play a role in
creating a workplace environment and raising consciousness toward
promotion of diversity. In addition to holding regular monthly meetings,
in fiscal year 2008, we established four subcommittees, the Working
Mother’s Group, the Women’s Management Group, the Young Female
Employees Group and the Next Generation Women’s Employee Group,

and a meeting of all female employees was held in November 2008. We
are involved in resolving issues identified in activity reports through the
exchange of ideas with executive officers and Group representatives.

Environmental Measures

The PARCO Group makes an effort to reduce CO? in accordance with
environmental regulations beginning with cooperation with its tenant
companies. In particular, PARCO is involved in upgrading its facilities
with energy-conserving equipment, promoting recycling and curtailing
waste creation. Going forward, PARCO will promote measures to
prevent global warming. While observing enhanced environmental

laws and regulations, we will ensure safety and peace of mind in our
shopping complexes by continuing to invest in barrier-free, amenity and
earthquake reinforcement-related facilities.

1. Environmental Investment

We have aggressively introduced energy-saving equipment, including air-
conditioning and lighting equipment, which use the majority of electrical
power consumed in our shopping complexes. Going forward we will expand
usage of LED lighting to more shopping complexes and introduce the
Building Energy Management System (BEMS) for controlling air conditioning
and lighting with sensors as we continue to examine energy alternatives,
primarily for new shopping complexes.

2. Waste Reduction and Recycling

We promote the separation of mixed paper and the recycling of garbage
at all locations. Our response is further enhanced through the use of
specialized garbage separating personnel.

3. The Observation of Environmental Laws and Regulations

By remaining aware of monthly energy use at all operating facilities (stores
and offices), we promote the efficient management of our energy-saving
efforts as we endeavor to achieve the targets established in the related
regulations. All legal and regulatory notifications are promptly and strictly
followed.

Tour of the Premises

Each PARCO store accepts study tours of
middle and high school students that give a
behind-the-scenes look at our commercial
complexes, including stores, backyards,

and disaster prevention centers. We explain
the overall processes and other aspects

of shopping center operations while the
students observe the different areas of a store.

Group Company (NEUVE A CO., .) Activities

TiC TAC “Waste of a Good Watch Exchange”
MOTTAINAI Campaign

Customers can exchange old wristwatches

¥ [ ]
for a ¥2,000 coupon, and used wristwatches |'5_, “"E
are sold at the MOTTAINAI Flea Market in o TRYE
conjunction with the MOTTAINAI Campaign. & BoET.

Proceeds go toward afforestation activities.
Wristwatches that cannot be re-used have their batteries removed, and
watch parts are separated into burnable and non-burnable elements for
processing. Silver-oxide batteries containing recyclable silver and harmful
mercury are processed by the Battery Association of Japan before the
silver is recycled.
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Company

Profi o

As of February 28, 2009)

Company Name  PARCO CO., LTD.

Headquarters 1-28-2 Minami-lkebukuro, Toshima-ku, Tokyo

Head Office Shibuya First Place Bldg. 8-16 Shinsen-cho,
Shibuya-ku, Tokyo 150-0045, Japan

Founded February 13, 1953

Paid-in Capital ¥26,867 million

Corporate History

1953 Feb.

1954 Oct.

1957 May.

Dec.

1963 Jul.

1969 Jun.

Nov.
1970 Apr.

1973 Jun.

1975 Aug.
Dec.

1976 Dec.

1977  Apr.
Jul.

1980 Sept.
1981 Sept.
1983  Jun.
1984 Aug.
1986 May

1987 Jan.

1988 Jun.
Aug.

Sept.

Established Ikebukuro Station Building Co., Ltd.

With the capital participation of Marubutsu Co., Ltd.,
the Company shifted operations from the
management of the Ikebukuro Station Building

to the operation of department stores

Changed company name

to Tokyo Marubutsu Co., Ltd.

Started operation of department store
under the name Tokyo Marubutsu

Tokyo Marubutsu Co., Ltd. became registered stock
with the Osaka Securities Dealers Association

Tokyo Marubutsu closed; commenced preparations
for the establishment of the PARCO store

Opened lkebukuro PARCO
Changed company name to PARCO CO., LTD.

Opened Shibuya PARCO
Opened Seibu Theater
(later renamed PARCO Theater)

Opened Sapporo PARCO
Opened Shibuya PARCO PART 2

Opened Chiba PARCO

Opened Oita PARCO
Opened Tsudanuma PARCO

Opened Kichijoji PARCO

Opened Shibuya PARCO PART 3
Opened Shin-Tokorozawa PARCO
Opened Matsumoto PARCO
Opened Kumamoto PARCO

Stock listed on the Second Section of
the Tokyo Stock Exchange

Opened Shibuya QUATTRO by

PARCO (later renamed PARCO QUATTRO)

Stock listed on the First Section of the Tokyo Stock
Exchange

Established PARCO PROMOTION CO., LTD.
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Employees

Sales

536 (male 311; female 225)
Consolidated employees: 2,029

¥282.5 billion (fiscal 2008)

Sales Floor Area  447,500m°

Tenants

1989

1991

1992

1993

1994

1996

1997

1998

2000

2001

2002

2003

2005

2006

2007

2008

Apr.
May
Jun.
May.
Sept.
Nov.
Sept.
Oct.

Mar.
Apr.

Apr.
Nov.

Mar.
Nov.

Mar.
Sept.

Jun.
Sept.

Apr.
May
Feb.
Mar.
Mar.

Mar.

Mar.
Oct.

Aug.

3,087

Launched PEC Card

Opened Chofu PARCO

Opened Nagoya PARCO

Opened Shinsaibashi PARCO

Acquired stake in SEIDENKO CO., LTD.
Established PARCO (Singapore) Pte Ltd
Opened Shinsaibashi PARCO 2 (DUE)
Opened Hibarigaoka PARCO

Opened lkebukuro P’PARCO
Opened Hiroshima PARCO

Expanded floor space of Matsumoto PARCO
Opened Otsu PARCO

Opened Utsunomiya PARCO
Opened Nagoya PARCO South Building

Established PARCO-CITY CO., LTD.
Merged SEIDENKO CO., LTD. and PARCO

PROMOTION CO., LTD.; adopted new corporate

name of PARCO SPACE SYSTEMS CO., LTD.

NEUVE A CO., LTD. started operations
Opened Hiroshima PARCO Annex

Opened Shibuya ZERO GATE

Adopted “Company with Committees System”
under the revised Japanese Commercial Code

Opened Pedi Shiodome
Opened Sapporo PARCO Annex

Credit card PEC Card renamed as PARCO Card

“Le Theatre GINZA by PARCO” theater
started operations

Opened Shizuoka PARCO

Opened Urawa PARCO

Opened Sendai PARCO

Organization Chart

General Meeting
of Shareholders

Nominating Committee

Board of Directors

Committees’ Secretariat

Audit Committee

‘ CSR Committee

Compensation Committee

Chairman
‘ CS Committee .
Risk Management President —l Management Committee |
Committee

Group Auditor Office

Corporate Planning Office |74| Business Strategy Office |

‘ Corporate Planning Group

4‘ New Business Strategy Group ‘

‘ Public Relations Planning Group —{ IT Promotion Group ‘
4{ Marketing Group ‘
Administration and » Store Operations Facility Administration Development Business Entertainment
Finance Department
Personnel Department P Department Department Department Department
Administration/ Finance/IR Group ‘ { Store Operations Group ‘ Facility Group ‘ Development Group ‘
Legal Group
Accounting Group ‘ % Advertising Strategy Group ‘ Architectual Group ‘ Property Management/
Administrative and % Promotions Group ‘ Design Group ‘
SAicoungng Overseas Business Group ‘
ystems Group Fukuoka Project Financial Administration
Preparation Office
I I |
Urban Store Group Kanto Store Group Regional Store Group
Sapporo Kichijyoji Utsunomiya Tsudanuma Matsumoto Oita
Sendai Shizuoka Urawa Hibarigaoka Shinsaibashi Kumamoto
Ikebukuro Nagoya Shin-Tokorozawa Chofu Otsu
Shibuya Hiroshima Chiba

Compact Headquarters Organizational Structure

Our business execution structure is based on a clear order and
instruction system that positions all headquarters divisions and
offices as reporting directly to the president.

Business Strategy Office Established

The Business Strategy Office promotes new growth through the
design and construction of business strategy, the strategic use of
IT, and strengthening of the marketing function—the embodiment
of PARCO's policy of corporate value.

Store Operations Department

Along with the unification of existing store management, the
strengthening of our marketing capabilities and the improvement
of management efficiency, we adjusted our management structure
and carried out other business activities focused on the spring
2010 grand opening of Fukuoka PARCO.

Development Business Department

Reorganizing the Store Planning and Development Department's
functions and unifying the management of information related to
facilities development, PARCO is aggressively engaged in external
properties where its expertise can be put to practical use.

Facility Administration Department

PARCO has integrated its custodial and construction design
functions, centralizing all building management operations. In
addition, PARCO has unified the management of all orders related
to building equipment, construction work, and contractor policies,
to realize investment efficiency and to construct a safe and efficient
structure to address environmental problems.

Personnel Department

To improve administrative efficiency in management departments,
the Administration and Personnel functions were integrated. The
Legal and Education/Knowledge functions contribute to this effort.

Finance Department

This department is responsible for the procurement and use of
funds, collection, and analysis of information including the
execution of IR activities, the creation of a financial report of an
accurate accounting system and budget regulation. The Finance
Department is also responsible for unification and leadership in
store management operations and disbursement activities.
Furthermore, as J-SOX activities moved into the operations phase
during the year, the department began responding in its
supervisory role.
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Share
INformation

(As of February 28, 2009)

Number of Shares Authorized 320,000,000
Number of Shares Issued and Outstanding 82,475,677
Number of Shareholders 6,567

Principal Shareholders

Number of

Name shares held | Shareholding (%)

(Thousands)
Mori Trust Co., Ltd.
Credit Saison Co., Ltd.
CBNY-THIRD AVENUE SMALL-CAP VALUE FUND
The Master Trust Bank of Japan, Ltd. (Trust account)
Japan Trustee Services Bank, Ltd. (Trust account)

ATE STREET BANK AND TRUST COMPANY

CBNY-THIRD AVE TR-THIRD AVE

REAL ESTATE VALUE FUND SERIES 2

Japan Trustee Services Bank, Ltd. (Trust account 4G) 2,458

JUNIPER 1,904 2.31

BNP PARIBAS SEC SVC LONDON/JAS/ABERDEEN 1833 203

INVESTMENT FUNDS ICVC/AGENCY LENDING ’ ’

1. The above table lists the 10 principal shareholders, including one shareholder that owns more than 10%
of the number of shares issued and outstanding.

2. The voting share ratio was calculated after subtraction of treasury stock (95.

Stock Performance

Japanese Financial
institutions and Japanese )
securities companies Other Japanese companies

74 1.1% 260 4.0%

Treasury stock Foreign investors
120 1.8%

Number
o
Shareholders

Japanese individuals
6,112 93.1%

Treasury stock

o 95 0.1%
Japanese individuals I ; H
1503 y lapanese financial
4ETS 8% institutions and
securities companies

Foreign investors =
19,983 24.2%

22,599 27.4%

Number
of shares held
(Thousands)

Other Japanese companies

35,593 43.2%

Volume
(Thousands)

Apr. May. Jun. Jul. Aug. Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May. Jun. Jul. Aug.Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May. Jun. Jul. Aug.Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May.

(2006) (2007)
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Consolidated Eleven-Year Summary

PARCO CO., LTD. and Consolidated Subsidiaries

For the fiscal years ended February 28/29, 1999-2009

Thousands of

Millions of yen U.S. dollars*'
FY1998 FY1999 FY2000 FY2001 FY2002 FY2003 FY2004 FY2005 FY2006 FY2007 FY2008 FY2008
Net sales ¥275,689 ¥264,849 ¥307,482 ¥310,624 ¥297,614 ¥281,478 ¥257,625 ¥262,408 ¥266,645 ¥286,788 ¥282,509 $2,882,745
Shopping complex business — — 248,891 250,318 246,810 244,348 238,410 ¥244,884 248,725 266,263 264,595 2,699,949
Retail business — — 62,112 58,539 51,770 37,703 15,320 ¥15,946 16,718 17,079 17,079 174,276
Space engineering and management business — — 33,344 34,307 26,949 23,577 25,729 ¥21,985 22,754 26,365 22,437 228,949
Other business — — 3,633 3,555 3,484 3,025 2,510 ¥2,586 2,449 2,330 2,218 22,633
Cost of sales 244,589 234,784 257,922 261,024 251,598 238,562 221,111 224,866 228,467 245,198 240,133 2,450,337
Other operating revenue 1,630 1,542 1,482 1,384 1,605 1,632 1,649 1,923 2,008 2,493 2,600 26,531
Selling, general and administrative expenses 26,503 25,247 43,456 42,659 39,273 35,553 29,722 30,380 30,429 33,992 35,614 363,408
Operating income 6,227 6,360 7,587 8,325 8,348 8,894 8,441 9,085 9,756 10,090 9,362 95,531
Net income (loss) (2,935) 484 683 2,454 2,373 2,791 1,742 4,006 4,503 5,167 3,730 38,061
Total assets 241,836 239,439 248,268 230,561 222,541 203,688 187,993 182,381 182,553 189,989 191,681 1,955,929
Shareholders' equity 49,476 49,469 44,536 52,916 55,209 54,575 61,760 66,975 — — — —
Net assets — — — — — — — 70,777 73,981 75,617 771,602
Equity ratio (%) — — 17.9 23.0 24.8 26.8 32.9 36.7 38.7 38.9 39.4
Interest-bearing debt 92,827 97,594 100,480 79,829 80,150 67,341 48,732 38,883 34,863 33,065 40,777 416,092
Debt/equity ratio (times) 1.88 1.97 2.26 1.51 1.45 1.23 0.79 0.58 0.49 0.45 0.54
Net income (loss), basic*? (¥52.36) ¥8.63 ¥12.18 ¥34.38 ¥30.94 ¥36.97 ¥21.87 ¥49.26 ¥54.83 ¥62.73 ¥45.29 $0.46
Shareholders' equity 882.64 882.52 794.52 702.97 717.59 767.07 763.90 817.60 — — — —
Net assets — — — — — — — — 856.74 897.19 917.61 9.363
Cash dividends 8.00 8.00 8.00 8.00 8.00 8.00 10.00 11.00 13.00 15.00 16.00 0.16
Return on equity (ROE) (%) — 1.0 1.5 5.0 4.4 5.1 3.0 6.2 6.5 7.2 5.0 —
Return on assets (ROA) (%)*° — — 25 3.0 3.2 3.7 4.1 4.8 5.3 5.4 4.8 —
Capital investment — — 5,008 7,085 5,100 4,213 7,369 8,688 7,474 10,163 14,306 145,980
Depreciation and amortization 4,010 3,868 4,546 4,333 4,267 4,102 4,140 3,944 3,883 4,585 5,591 57,051
EBITDA — — 12,133 12,658 12,615 12,996 12,581 13,029 13,639 14,676 14,953 152,582
Free cash flow — — 4,012 10,638 3,625 10,269 8,670 10,633 6,649 6,093 (11,434) (116,673)
*1 U.S. dollar amounts have been translated, for convenience only, at the rate of ¥98.0=US$1. *2 Adjusted by the weighted average number of shares
*3 ROA = Ordinary income / Average total assets. Ordinary income=0Operating income +Non-operating income —Non-operating expenses
Sales Data (Non-Consolidated) Tenant Sales by Store Grouping Thousands of
Millions of yen U.S. dollars
FY2003 FY2004 FY2005 FY2006 FY2007 FY2008 FY2003 FY2004 FY2005 FY2006 FY2007 FY2008 FY2008
Amount spent per customer (yen) ¥ 3626 ¥ 3632 ¥ 3789 ¥ 3915 ¥ 3889 ¥3,741 (US$ 38.17) Urban stores Ikebukuro ¥31,423 ¥30,851 ¥31,989 ¥34,031 ¥34,788 ¥33,970 $346,633
Slies 1° 19 9 e e o Shibuya 18,230 18,272 20,492 21,939 21,634 18,236 186,082
Sales floor area (m?) 372,100 372,500 397,600 388,000 425,600 447,500
. Sapporo 16,343 15,004 15,671 14,776 13,177 12,941 132,051
Tenant companies 782 815 783 766 822 832
New tenant companies 76 106 51 55 140 94 Chofu 17,480 17,670 17,612 17,496 17,465 17,319 176,724
Tenant stores 2,566 2,615 2,540 2,498 2,965 3,087 Nagoya 37,468 38,290 39,817 40,557 41,193 40,436 412,612
Zones renovated 448 606 381 511 465 390 Hiroshima 16,725 16,512 17,396 18,374 19,027 18,990 193,776
Area renovated (m?) 42,000 59,000 39,000 52,000 49,000 34,000 Kanto stores Kichijoji 9,717 9,871 10,507 10,771 10,756 10,359 105,704
Year-on-year comparison by zone (%) 119.3 116.7 135.7 122.2 171 117.8 Hibarigaoka 9,482 8,847 8,747 8,803 8,633 9,037 92,214
New store openings in renovated zones 229 314 208 243 221 179 ST - 5,085 8386 9,205 9,333 9.355 8,875 90,561
* U.S. dollar amounts have been translated, for convenience only, at the rate of ¥98.0=US$1. Chiba 11,605 10,692 9,852 9,444 9,583 8,830 90,102
. . Tsudanuma 10,919 10,386 10,473 11,028 11,202 10,312 105,224
Year-on-Year Sales Comparison by Category (Non-Consolidated) » Utsunomiya 0755 0498 0,065 8487 5083 - 76,745
FY2003 FY2004 FY2005 FY2006 FY2007 FY2008 Regional stores Matsumoto 8,731 8,756 9,129 9,323 9,256 8,757 89,357
Clothing 9.8 1005 - 102.3 106.6 97.1 Shinsaibashi 1,813 1,566 1,694 1,820 1,911 2,056 20,980
102.8 100.5 94.8 Otsu 8,181 8,005 7,908 8,178 8,476 7,870 80,306
el 970 1012 1043 12: 723:2 13;:3 Oita 5,649 5,180 4,911 4,846 4,514 4,394 44,837
Kumamoto 7,424 6,793 6,230 6,146 5,910 5,606 57,204
General merchandise 99.9 103.3 99.8 9.6 106.4 986 Atsugi 4,085 4,194 4,504 4,485 3,992 = =
99.9 98.3 94.7 ' ' ' ' ’
100.5 123.7 118.9 Gifu 2,895 2,489 2,123 974 — = —_
Foods 938 98.9 1006 100.5 97.6 105.0 Shizuoka — — — — 10,950 10,296 105,061
Eating and drinking 90.8 93.0 100.3 100.7 118.7 107.3 Urawa — — — — 6,967 13,112 133,796
100.7 98.8 96.7 Sendai — — — — 6,265 63,929
104.6 106.8 110.0
Other 97.5 82.2 106.5 = o R Total 236,023 231,270 237,131 240,820 256,883 255,194 2,604,020

* [ Year-on-year comparison excluding new stores
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Selected Financial Data
for PARCO Group Companies

For the fiscal years ended February 28/29, 2007-2009

Thousands of
Millions of yen U.S. dollars

FY2006 FY2007 FY2008 FY2008

Shopping Complex Business

Sales ¥246,439 ¥263,525 ¥261,751 $2,670,929
PARCO CO., LTD.
(Ses page 28) Operating income 8,755 9,087 8,885 90,663
Net income 3,633 4,841 4,004 40,857
Total assets 173,796 182,257 187,186 1,910,061
Net assets 70,662 73,652 76,000 775,510
. Sales — — — —
PARCO (Singapore) Pte Ltd
Head Office Address:  #09-05a International Building, 360 Orchard Gpertigligeomellioss) 2 263 @) )
. Road, Singapore 236869 Net income 41 307 8 82
Established: November 25, 1991
Paid-in Capital: $$15,926 thousand Total assets 1,541 1,869 1,267 12,929
Net assets 1,459 1,788 1,204 12,286

Retail Business

NEUVE A CO., LTD. Sales 13,301 15,078 15,045 153,520

Head Office Address: 8-16 Shinsen-cho, Shibuya-ku, Tokyo Operating income 452 486 304 3,102
150-0045, Japan ;

Established: June 1, 2001 Net income 210 231 98 1,000

Paid-in Capital: = Total assets 4,426 4,865 4,701 47,969

Number of Employees: 488

Number of Stores: 131 Net assets 1,148 1,379 1,478 15,082

PALM GARDEN CO., LTD. Sales 3,416 2,018 2,033 20,745

Head Office Address: 8-16 Shinsen-cho, Shibuya-ku, Tokyo Operating income (loss) 12 (33) (46) (469)
150-0045, Japan ;

Established: September 13, 1974 N e (o) 26 (33) @8) (388)

e el HQmlen Total assets 383 327 358 3,653

Number of Employees: 21

Number of Stores: 3 Net assets 15 (17) (55) (561)

Space Engineering and Management Business

PARCO SPACE SYSTEMS CO., LTD. Sales 22,754 26,365 22,437 228,949

Head Office Address: 8-16 Shinsen-cho, Shibuya-ku, Tokyo Operating income 538 700 387 3,949
150-0045, Japan ;

Exeliliahek April 1, 1969 Net income 344 434 275 2,806

Paid-in Capital: D Grllen Total assets 12,866 12,082 10,382 105,939

Number of Employees: 855

Number of Stores: 25 Net assets 3,204 3,557 3,642 37,163

Other Business

PARCO-CITY CO., LTD. Sales 582 531 579 5,908
Head Office Address: 8-16 Shinsen-cho, Shibuya-ku, Tokyo Operating income (Ioss) 64 (85) (54) (651)
150-0045, Japan :
Eeialsllicliza March 1, 2000 Net income (loss) 39 (90) (123) (1,255)
Paid-in Capital: 10/million Total assets 300 203 166 1,694
Number of Stores: 43
Net assets 226 135 12 122
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Hscal 2008 Financial Review (Consolidated)

PARCO Group Overview

The PARCO Group—PARCO CO., LTD., and eight subsidiaries—is
developing its business in four areas: Shopping Complexes, Retail,
Space Engineering and Management and Other. The Shopping Complex

PARCO Group Overview

Business accounts for more than 90% of consolidated net sales and is
the Group’s core business.

e Company fame Number of Company

Shopping Complex Business of shopping centers

Retail Business Sales of clothing, sundries and foods

Space Engineering and Designing and construction of building interiors,

Management Business buildings

Other Business Internet-related business and hotel operation

Development, management, maintenance and operation

cleaning, security surveillance and maintenance of

PARCO CO., LTD.
PARCO (Singapore) Pte Ltd
STRAITS PARCO RETAIL MANAGEMENT Pte Ltd

PARCO CO., LTD.
3 subsidiaries

NEUVE A CO., LTD.

PALM GARDEN CO., LTD. 2 subsidiaries

PARCO SPACE SYSTEMS CO., LTD. 1 subsidiary

PARCO-CITY CO., LTD.

HOTEL NEW CRESTON CO., LTD. 2 subsidaries

Note: On June 1, 2009, all shares in HOTEL NEW CRESTON CO., LTD., were transferred to the HMI Hotel Group.

Operating Results

Net Sales

Consolidated net sales in the fiscal 2008, ended February 28, 2009
were ¥282,509 million, down 1.5% compared with the previous fiscal
year. During the year, we continued with the initiatives detailed in our
Five-Year Medium-Term Management Plan; however, our efforts were
hampered by the rapid economic recession that began late in 2008.

Shopping Complex Business

The Shopping Complex Business posted sales of ¥264,595 million,
down 0.6% year on year. Despite new store openings, strategic
refurbishment and sales planning, this business encountered difficulties

from the severe economic downturn in the second half. As of end of
February, 2009, PARCO had 20 stores in Japan with a total sales floor
space of 447,500m°.

Following the openings of {Shizuoka PARCO) and {Urawa PARCO)
in 2007, {(Sendai PARCO) was opened as planned and expanded our
commercial facilities as detailed in the Management Plan. In addition,
we continued sales floor renovations at our existing stores, mainly in
large cities, such as (Sapporo PARCO) , {Chofu PARCO) , (Nagoya
PARCO) (for a total of 390 zones or approximately 34,000m?). Net
sales in these zones were favorable, trending up 17.8% year on year.

Profit Structure for the Shopping Complex Business

Under store lease agreements, tenants conduct sales with the
support of PARCO’s advertising, sales promotion and other
marketing activities. PARCO receives the revenue that these
stores generate through sales to customers as its net sales.

After a certain period of time, PARCO pays stores a commission
on these sales. This system has the advantages of eliminating the
risks of carrying inventories and bad debt.

Commissions are based on a declining rate system, with

commissions fixed up to a certain amount of sales and a lower rate
applying beyond a certain sales amount. The setting of a minimum
rent amount hedges the risk of stagnant sales. The application of a
diminishing rent rate to sales offers advantages to both the tenant
and to PARCO. If tenant sales from customer purchases increase
due to the tenant’s sales efforts, the tenant’s rent rate decreases. At
the same time, PARCO’s rent income increases in terms of absolute
amount.

PARCO
Sales from customer

| Advertising and Sales promotion activities I

Receipts from sales by purchases
tenants

Payment of amount after

deduction of rent
(cost of sales by tenants)

Receipt of sales after
deduction of rent

Sales activities

Tenant

Customers

PARCO Annual Report 2009 39



Aggressive use of (PARCO Card) , an important customer tool, and
our marketing efforts, such as the “4DAYS SALE” and double point

campaign, boosted
(PARCO Card) Sales Amount

transaction volume

Other Income and Expenses Financial Position

The net sum of other expenses increased ¥2,196 million during the year,

to ¥3,113 million. Principal factors were bond issue expenses, a loss on Assets

write-down of investment securities and a loss on restructuring, related Total assets were ¥191,681 million, increasing ¥1,692 million from the

(Millions of yen)

Sales by Store

Net Sales | Net Sales | Ratio (%)
FY2007 FY2008 FY2007

lkebukuro PARCO 34,788 33,970 97.6

Store Name

up 9.8%, to O Sales amount Shibuya PARGO' 1 634 S 843 to the hotel business. end of the previous fiscal year.
¥44.706 million. Our @ (PARCO Card) as % of total sales ’ ’ ' Current assets were ¥28,373 million, decreasing ¥3,044 million
cardholders totaled (Millons of yer) - Ui Siares Sapporo PARCO 13177 ZEl 98.2 Net Income compared with the end of the previous fiscal year. This decrease was
almost 1.6 million, up 50,000 20,0 Chofu PARCO 17,465 17,319 99.2 As a result, net income was ¥3,730 million, down 27.8% compared with the result of a decline of ¥4,778 million in cash and time deposits and an
1.4% year on year. As AR Nagoya PARCO 41,193 40,436 98.2 the previous fiscal year. Net income per share was ¥45.29, and return increase of ¥2,602 million in notes and accounts receivable — trade and
a result of our 2006 40,000 s 02 160 Hiroshima PARCO 19,027 18,990 99.8 on equity was 5.0%. accounts receivable for completed contracts.
name and design 2049 o Total of Urban Store Group 147,284 141,895 26.3 Investments and advances dropped ¥2,148 million, mainly due
changes, transaction Sty 38 142 Kichiivoli PARCO 10.756 P 963 to lower investment securities. Property and equipment rose ¥6,581
volume and 30000 gy5 130 120 fenyor ’ ’ : million as a result of asset acquisitions related to the opening of {Sendai
cardholder increases Ekb;gg“ka 8,633 9,037 104.7 PARCO) , the refurbishment of existing stores and facilities renovation.
are as planned, 20,000 8.0 ) Total asset turnover was 1.48 times, and return on assets was 4.8%.
with the majority of Ezgggkmozawa 9,355 8,875  94.9 -
cardholders being 10000 o Kanto Stores Chiba PARCO 0583 8 830 991 Liabilities
in their 30s (31.5%), ’ : ’ Total liabilities were ¥116,064 million, a year-on-year increase of
of which 81.5% are ;;u;gguma 11,202 10,312 92.1 ¥56 million.
women. 0 2004 2005 2006 2007 2008 00 ) Current liabilities were ¥38,747 million, a year-on-year decrease of
(Fiscal year) g;s;ggm'ya 8,083 7,521 93.1 ¥8,354 million, as a result of a decline in notes and accounts payable —
trade and accrued income taxes.
Total of Kanto Store Group 57,612 54,937 95.4
Operating Income ';":;%‘émm 9,256 8,757  94.6
Customer purchases received by PARCO on a daily basis are its sales. o )
PARCO, in turn, pays the tenants of its stores after deducting rent. The ﬁzgg‘gbasm 1,911 2,056  107.6 Net Sales and Operating Income (Loss) by Segment .
cost of sales therefore approximates the tenants’ cost of sales. The Regional Stores (HTIEmES @ff )
opening of (Urawa PARCO) in the previous fiscal year and the (Sendai Otsu PARCO 8,476 ey 928 Shopping e -
PARCO) in the fiscal year under review contributed to gross profit, Oita PARCO 4,514 4,394 97.3 Complex | Retail Business E:/?;:er;‘s;?d Other Business E"T;r:at'::z " | Consolidated
which rose 1.9% year on year, to ¥42,376 million. As a result, the gross Kumamoto PARCO 5,910 5,606 94.9 Blisiiess Bus?ness >
profit margin improved by 0.5 percentage point to 15.0%. Total of Regional Store Group 30,067 28,686 95.4 Net Sales and Operating Income (Loss)
Selling, general and administrative expenses increased 4.8% year Total of Existing Store> Group 234,963 225,518 96.0
on year, to ¥35,614 million, and the ratio of SG&A expenses to net sale Shizuoka PARCO 10,950 10,296 94.0 Net Sales
was 12.6%. This increase was mainly due to higher rental expenses
associateg with the opening of new ;,tores, incfme - refomﬁs — UraWé PARCO 6,967 13,112 188.2 (1) External Sales to Customers 264,344 7,030 11,875 1,859 285,109 — 285,109
rising depreciation and amortization associated with the opening of new gt::j;rgiggo 3!99_2 6.265 _ (2) Internal Sales between Segment or Transferred Amount 250 10,048 10,561 359 21,220 (21,220) —

shopping complexes.
Operating income was ¥9,362 million, down 7.2% year on year. Total 256,883 255,194 99.3 Total 264,595 17,079 22,437 2,218 306,330 (21,220) 285,109
This decline mainly resulted from an increase in expenses associated

Notes 1: Shibuya PARCO Part 2 temporarily suspended operations in January 2008 to allow for

with the opening of (Sendai PARCO) and lower net sales in the Space earthquake reinforcement. Also, sales activity concluded at the QUATTRO Building, effective Operating Expenses 255,769 16,802 22,053 2,343 296,969 (21,221) 275,747
q q n . . May, 2008. These factors were instrumental in the 6.0% year-on-year decline in Shibuya
Engineering and Management Business. As a result, operating income PARCO's performance. R 8,826 276 383 (125) 9,361 0 9,362

margin net was 3.3%. 2: The existing store total excludes Shizuoka PARCO (opened in March 2007), Urawa PARCO
(opened in October 2007), Sendai PARCO (opened in August 2008) and Atsugi PARCO

(closed in February 2008).

*Net sales by segment include operating revenue.

B Gross profit @ Gross profit ratio B Net income per share ® ROE  ® ROA M Total asset @ Total asset turnover M Interest-bearing debt @ Debt equity ratio M Equity @ Equity ratio
(Millions of yen) (%) (yen) (%) (%) (Millions of yen) (Times) (Millions of yen) (Times) (Millions of yen) (%)
60,000 18.0 90.00 9.0 9.0 240,000 3.00 60,000 1.2 90,000 0.0
50,000 ---------142.... 143143 . 75.00 75 75 200,000 187593 189,989°-191:681- - 2:50 50,000 48,732 1.0 75,000
277 182,381 182,553
7.2
41,590 42376 62.73 62 20777
40,000 EVAITRECCA R R 12.0 60.00 6.0 65 .0 L D N . H Hikh 2.00 J 38,883 60,000
36,513 /¢
5.0
53 5.4
30,000 -+~~~ f----- - - 9.0 45.00 45 4:8 48 45 120,000 ---------- -1 g 1.50 45,000
47 !
P S N e e e 6.0 30.00 3.0 2 30 80,000 MW 1.00 30,000
[T . N . e 3.0 15.00 15 15 40,0008 8@ BB 0.05 15,000
0 0.0 0.00 0 0.0 0 0.00 0 0.0 0 0.0
2004 2005 2006 2007 2008 2004 2005 2006 2007 _2008 2004 2005 2006 2007 _2008 2004 2005 2006 2007 _2008 2004 2005 2006 2007 _2008 2004 2005 2006 2007 _|
(Fiscal year) (Fiscal year) (Fiscal year) (Fiscal year) (Fiscal year) (Fiscal year)
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* Return on Equity = Net Income/(Net Assets — Minority
Interests) X 100

An indicator used to determine management efficiency by
examining the amount of income generated in a year against
net assets excluding minority interests.

* Total Asset Turnover = Net Sales/Total Assets

(average of total assets at beginning and end of fiscal term)
An indicator used to determine the efficiency with which a
company is utilizing total assets during a single fiscal year.

* Debt Equity Ratio = Interest-Bearing Debt Outstanding/Net
Assets — Minority Interests

An indicator used to determine the financial stability of a
company by examining the ratio of interest bearing debt to
total net assets excluding minority interests.

* Equity = Net assets — Minority Interests

* Equity Ratio = Equity/Total Assets (Equity + Liabilities) X 100

An indicator used to determine the soundness of management by
examining the ratio of total shareholders’ equity in total assets.
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Fixed liabilities were ¥77,316 million, a year-on-year increase of ¥8,410
million, mainly due to a ¥9,933 million increase in long-term debt and a
¥1,5657 million decrease in guarantee deposits received from tenants.
Interest-bearing debt was ¥40,777 million, a year-on-year increase of
¥7,711 million, and the debt-equity ratio rose a 0.54 percentage point.
To reinforce its financial base, the Company began reducing interest-
bearing debt in the fiscal year ended February 28, 2002. During the
year under review, PARCO raised funds in preparation for the opening
of {(Sendai PARCO) and for the launch of {Fukuoka PARCO (provisional
name)). The Company’s future fund-raising policies remain unchanged.

Net Assets

Net assets in the period under review rose to ¥75,617 million, a year-
on-year increase of ¥1,636 million, mainly due to increased retained
earnings and the decline in unrealized valuation losses on securities
held. As a result, the equity ratio was 39.4%, and the net asset value per
share was ¥917.61.

Cash Flows

Net cash provided by operating activities was ¥2,713 million, a

significant decrease from ¥12,705 million in the previous year due to

temporary conditions including:

1) An increase in receivables as result of the last day of the fiscal year
falling on a bank holiday,

2) A decrease in payables as a result of shorter payment terms,

3) Payment of income taxes in excess of the income tax due on income
for the fiscal year under review.

After we made a ¥6,394 million correction for these temporary

conditions, net cash provided by operating activities was ¥9,108 million.

As a result of the decrease in net cash provided by operating

activities, the interest coverage ratio fell from 21.0 in the previous year to

4.2, a significant decline from previous levels; however, considering the

effect of the temporary conditions on the net cash provided by operating

M Cash flows from operating activities
@ Interest coverage ratio

W Capital investment

(Millions of yen) (Times) (Millions of yen)
18,000 30 18,000

activities, the interest coverage ratio value is 14.1.

Net cash used in investing activities was ¥14,148 million, an increase
from ¥6,611 million used in the previous fiscal year. This increase was
mainly due to the acquisition of fixed assets for (Sendai PARCO) .

As a result, free cash flow (cash flows from operating activities minus
cash flows from investing activities) was a negative ¥11,434 million,
down from ¥6,093 million in the previous fiscal year.

Net cash from financing activities was ¥6,270 million, an increase
from the ¥3,084 million used in the previous fiscal year. This was mainly
due to an increase in new bank loans and straight bond issues.

As a result, cash and cash equivalents at the end of the year
decreased ¥5,478 million from the previous year, to ¥11,080 million in
fiscal 2008.

Capital Investment

Capital investment increased ¥4,143 million from the previous year, to
¥14,306 million, including investments in tangible fixed assets, intangible
fixed assets, long-term prepaid expenses and fixed leasehold deposits.
In the Shopping Complex Business, capital investment in buildings and
property for Sendai PARCO, the refurbishment of existing shopping
complexes and facility upgrades totaled ¥13,856 million. Capital
investment in the Retail Business included the refurbishment of NEUVE A
CO., LTD., and new store openings.

Depreciation and amortization increased ¥1,006 million from the
previous year, to ¥5,591 million in the fiscal 2008.

Our capital investment plans focus on enhancing the profitability
of our core businesses to increase corporate value, specifically by
strengthening our marketing capabilities by augmenting existing facilities,
opening new stores and developing new businesses. The estimated
investment during the fiscal 2009 is approximately ¥8 billion, or ¥6.3
billion less than the investment during the fiscal year under review.

@ Depreciation and amortization

15,000 25 15,000

12,705

12,331

12,000

14,306

0

2004 2005 2006 2007 2008 2004 2005 2006

(Fiscal year)

* Interest Coverage Ratio = Cash Flow From Operating Activities/
Interest Expenses

An indicator used to determine the company’s ability to pay interest,
arrived at by calculating the multiple of profit gained on business
against financial expenses such as interest payments on loans.
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2007 2008

(Fiscal year)

Progress on Five-Year Medium-Term
Management Plan

In fiscal 2005, the PARCO Group started its Five-Year Medium-
Term Management Plan (FY2005-FY2009). This plan targets
business expansion and strengthened profitability for the Group’s
next leap forward under the themes of Strengthening Operational
and Development Capabilities for Shopping Complexes, Fostering
New Businesses and Taking on New Challenges and Deepening and
Broadening Peripheral Businesses.

Strengthening Operational and Development Capabilities for

Shopping Complexes

* Regrouping of shopping complexes

e Strengthening and expanding the flagship store and enhancing
cooperation with tenants

e Opening complexes primarily in major urban centers

Fostering New Businesses and Taking on New Challenges

e Promote new business through Group expertise and resource
allocation

e Foster and expand the Property Management and Commercial
Facilities Consulting Businesses

e | aunch asset management business as a new development scheme

Deepening and Broadening Peripheral Businesses

e Expansion of businesses that use content such as the Entertainment
Business

e Expand business and improve profitability through numerous
NEUVE A CO., LTD., store openings

e Strengthen building management business and develop new
businesses within PARCO SPACE SYSTEMS CO., LTD.

In the previous fiscal year, all of these initiatives were ahead of schedule

and, as a result, we proceeded with the reduction of interest-bearing

debt and improved our equity ratio, creating a stable financial structure.

Future Growth Strategy

In terms of the economic outlook, the economy will take some time
to recover and will remain uncertain in the near term, with consumers
being cautious about spending. Concerning its projected results for
fiscal 2009, although the PARCO Group continues to improve corporate
value, it may be difficult to achieve the net sales and income targets
established for the final year of the Five-Year Medium-Term
Management Plan.

The PARCO Group will observe the following medium-term
policies, responding flexibly to the tasks at hand as it proceeds with
business development that corresponds to the challenging economic
environment.

Strengthening the Shopping Complex Business

While applying a group structure to shopping complexes, we will engage
in the following initiatives:

e Expand market share based on a growth strategy that includes
peripheral development

Establish new business models through the creation of customizable
selling spaces and collaboration with external companies

Maintain sales floor novelty through ongoing refurbishment assuming
an appropriate return on investment

e Make effective use of management resources through scrap and build

Constructing a New Growth Strategy

Making use of management resources, we will engage in the following
initiatives:

e Restructure business that PARCO has begun by leveraging its core
shopping center operations (property management, consulting and
general building management)

Develop overseas business through branch master leasing or
cooperation with local companies

e Expand businesses that use entertainment content

Approach on specialty shop business through cooperation with
specialty shops that have fashion sense and originality

Reform virtual businesses through the fusion of stores, e-commerce
and external cooperation

Progress on Five-Year Medium-Term Management Plan

(Millions of yen)

FY2005 Result FY2006 Result FY2007 Result FY2008 Result ~ FY2009 Goal

Net Sales 262,408 266,645 286,788
Shopping Complex Business 244,884 248,725 266,263
Retail Business 15,946 16,718 17,097
Space Engineering and Management Business 21,985 22,754 26,365
Other Business 2,586 2,449 2,330

Ordinary Income 8,879 9,594 9,973

Net Income 4,006 4,508 5,167

Total Asset 66,975 70,777 73,981

Shareholders’ Equity Ratio (%) 36.7 38.7 38.9

Interest-Bearing Debt 38,883 34,863 33,055

ROE (%) 6.2 6.5 7.2

282,509 300,000
264,595 276,819
17,079 18,812
22,437 24,252
2,218 2,614
9,171 12,000
3,730 6,000
75,617 =
39.4 =
40,777 =
5.0 8.2

Note: Segment sales figures are before eliminations for consolidation.
Ordinary income = Operating income + Non-operating income — Non-operating expenses
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Organizational Change

We have made preparations for the creation of new businesses and
the restructuring of existing businesses as part of our organizational
changes in fiscal 2009. In addition to the introduction of a store group
structure to enhance the marketing capability of existing stores, we
have established a business strategy office for new business, and are
targeting the realization of policies focused on increasing corporate
value through new strategies, an enhanced marketing function and the
strategic use of IT. We will concentrate the development function within
the Development Business Department and unify the measures for the
expansion of the Shopping Complex Business.

Management Issue Awareness and Fiscal
2009 Initiatives

Given the challenging management environment, the PARCO Group is

aware of the following management issues:

e Strengthened competitiveness and creation of an efficient
management structure through innovation in existing stores

* New business design and realization aimed at increasing corporate
value

e Business expansion using our expertise, including cooperation with a
wide range of partners

The next fiscal term has been identified as a year for strengthening the

foundation and enhancing existing businesses while developing future

growth strategies. To these ends, we will enforce the following policies.

Shopping Complex Business

Strengthening the Operational Capabilities of Existing Shopping
Complexes

Efforts to strengthen competitiveness include formulating strategy

to correspond to shopping complex characteristics through the
introduction of a shopping complex group structure (classified as the
Urban Store Group, the Kanto Store Group and the Regional Store
Group. At the same time, we will create a unified management structure
within the Shopping Complex Operations Department with respect to
the establishment of strategic policies and materialization measures for
existing shopping complexes. As a policy for the next term, through the
promotion of continued ambitious refurbishment plans and strategic
management projects, and given the challenging economic outlook, we
will enhance the attractiveness of our buildings, differentiating ourselves
from competitors and attempt to strengthen our ability to attract
customers while targeting sales acquisitions. The refurbishment plan
details are as follows.

o (Ikebukuro PARCO) : To strengthen this store’s fashion and assorted
merchandise image, we will encourage tenant renewal (including the
introduction of new businesses). These efforts should provide the market
with new topics, which in turn should boost store visits at giant terminal
sites linked to consumers’ renewed eagerness to make purchases.

* (Nagoya PARCO) : In addition to reorganizing ladies fashion in
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the west building, we will encourage store visits through the ongoing
introduction of tenants offering men’s and ladies’ fashions that can

be enjoyed by couples, further promoting the links between all three
buildings.

e (Shizuoka PARCO) : Aim for the creation of synergy throughout the
building by introducing new local supermarket business to increase
customer visits to the first floor basement sales area and by promoting
measures to encourage customers to visit all shopping areas of the
complex.

e (Urawa PARCO ) : We will undertake refurbishments focused on a
diverse tenant composition to meet the wide range of customer needs,
target longer store visits and enhance our ability to attract customers
and customer endorsements by increasing the opportunity to provide
new products.

Fiscal 2009 marks {lkebukuro PARCO) s 40th anniversary, providing
an opportunity not only to enhance the marketing capabilities of
(Ikebukuro PARCO) but also to improve the image of PARCO as a
corporation through promotion and the proactive use of the anniversary
project to attract customers and improve sales. The year also marks the
25th anniversary of {(Matsumoto PARCO) |, the 20th anniversary of
(Chofu PARCO) and (Nagoya PARCO) and the 15th anniversary
of (Hiroshima PARCO). With deep gratitude for our customers over
the years, we will invigorate these shopping complexes by holding
commemorative festivals.

New Properties and Overseas Expansion

We are stepping up the preparations for the spring 2010 opening of
(Fukuoka PARCO (provisional name) ) through tenant leasing,
management plan materialization and plans for grand opening
promotional activities. Regarding overseas operations, making use of
the operational expertise gained through Bugis Junction and CENTRAL
in Singapore, we plan on opening {PARCO@Millenia (provisional name) ) in
the spring of 2010 at Millenia Walk in the marina area.

Peripheral Operations

Proceeding with our e-commerce business initiatives, we launched a
NEUVE A CO., LTD., website, promoted the introduction of original
products designed to differentiate us from the competition and improve
the gross profit ratio of existing stores and continued expanding
business through the careful selection of properties for new store
openings. We rearranged the management structure of the building
maintenance and internal decorating operations within PARCO SPACE
SYSTEMS CO., LTD., in response to an increase in external orders as
part of our efforts to enhance our marketing capabilities based on our
strength in providing a full-range of functionality from construction

to maintenance.

As a result of these initiatives, the forecast for consolidated results
for the fiscal year ending February 28, 2010, are net sales of ¥280 billion
(down 0.9% year on year), operating income of ¥9.4 billion (up 0.4%),
ordinary income of ¥9.2 billion (up 0.3%) and net income of ¥4.5 billion
(up 20.6%).

Risks Related to Our Business

With respect to information contained in the financial statements relating
to business and accounting conditions, the following factors may
significantly affect investment decisions. Recognizing these risks, the
PARCO Group will strive to prevent their occurrence and to respond
appropriately in the event they occur. Information pertaining to the future
is based on the PARCO Group’s knowledge as of June 1, 2009.

1. Risk of Fluctuations in Demand

The PARCO Group engages in the Shopping Complex Business,
including the operation of shopping centers; the Retail Business;

and the Space Engineering and Management Business. The Group’s
business performance and financial position may be significantly
affected by decreased sales and orders caused by declining consumer
confidence and a slowdown in corporate profitability due to deterioration
in the economy and tax reforms such as higher consumption tax rates.
Sluggish sales of seasonal products caused by unusual weather, such
as cool summers and warm winters, could also dampen sales.

2. Risk of Natural Disasters and Accidents

The PARCO Group operates, or operates under contract, shopping
complexes in major cities in Japan and abroad (Asian region), and has
business bases in Japan and abroad as tenant shops within shopping
complexes in various locations nationwide. These locations may
experience difficulties in their sales activities in the event of disasters
such as earthquakes, fire, acts of terrorism, or unrest. In particular, the
PARCO Group has stores and locations in the Tokai and Kanto regions,
where major earthquakes are predicted, and may therefore incur
damages in these regions. A risk response system is being set up and
enhanced to minimize damage from such incidents by implementing
countermeasures such as ensuring antiseismic measures, formulating
and disseminating the Manual on Major Earthquakes, and conducting
disaster drills at the stores. However, depending on the specific
circumstances, the PARCO Group’s business performance and financial
position may be significantly affected.

3. Risk of Regulatory Restraints

The PARCO Group operates its business under a regulated environment,
shaped by legislation including the Large-Scale Retail Stores Location
Law, the Central City Invigoration Law, the City Planning Law, the
Building Law and the Building Standard Law. In planning new store
openings and expanding floor space in the future, we may be subject to
regulatory controls that may affect our new store plans and operational
plans, and restrict our business activities. Under such circumstances,
the PARCO Group’s business performance and financial position may
be significantly affected.

4. Risk of Fluctuations in the Industry and Markets

The PARCO Group conducts detailed marketing to develop shopping
complexes and launch new outlets for specialty stores. However, an
unpredictable intensification of competition and changes in market
conditions may affect store sales and new store opening plans. To
quickly respond to such changes in the business environment, the
Group is rationalizing its store operating system and adopting a scrap-
and-build approach. However, under certain circumstances, the Group’s
business performance and financial position may be significantly
affected.

5. Risk of Corporate Reorganization

The PARCO Group undertakes its business as an integrated whole,
comprising PARCO CO., LTD. and its affiliates in Japan and abroad,
through an organic collaboration among the Group members. In the
future, the scope or business domain of this corporate group may
change due to mergers, transfers or acquisition of operations, and
the sale or disposal of affiliated companies, in which case the Group’s
business performance and financial position may be significantly
affected.

6. Risk Related to Business Associates

The PARCO Group provides fixed leasehold deposits to land and
property owners in its Shopping Complex and Retail Businesses.

It also has claims to sales receivables against its business associates

in the Space Engineering and Management Business. While we
conduct due diligence in credit management with respect to these
business associates, land and property owners may experience
financial difficulties, causing problems in the collection of fixed leasehold
deposits. The business associates may also suffer deterioration in credit
standing, giving rise to irrecoverable loans. Under these circumstances,
the PARCO Group’s business performance and financial position may
be significantly affected.

7. Risk Related to the Supply of Products and Services

The PARCO Group handles clothing, sundries and foods, and provides
services including the management of hotels and restaurants, interior
design and construction work, and building management and operation.
While the utmost care is exercised to control quality and ensure the
hygienic aspects of products and services, should flaws or defects in
products or services cause damage to customers, the Group may lose
customers and the public’s trust, with a resulting impact on business
performance and financial position.

8. Risk Related to Fixed Assets in Possession

The PARCO Group possesses fixed assets for business purposes,
including land intended for stores and buildings, as part of its business
activities. In the event that profits from business and cash flows
deteriorate, or should the application of impairment accounting result in
a decline in land prices, the PARCO Group’s business performance and
financial position may be significantly affected.

9. Risk Related to the Protection of Personal Information
The PARCO Group possesses personal information of its customers for
marketing activities. Recognizing the consequences of any leakage of
personal information on corporate management and trust, the Group
has established a system for managing personal information, including
a manual of rules, employee education, and certification regarding the
handling of personal information.

However, in the event a leak of personal information results in
claims for damages and loss of the public’s trust, the Group’s business
performance and financial position may be significantly affected.
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Consoldated Balance Sheets

PARCO CO., LTD. and Consolidated Subsidiaries

28th February, 2007, 29th February, 2008 and 28th February, 2009

Thousands of Thousands of
Millions of yen U.S. dollars (Note 5) Millions of yen U.S. dollars (Note 5)
2007 2008 2009 2009 2007 2008 2009 2009

Current assets: Current liabilities:
Cash and time deposits (Note 6) ¥13,519 ¥15,858 ¥11,080 $113,061 Short-term bank loans (Note 12) ¥4,690 ¥5,010 ¥4,630 $47,245
Short-term investments (Note 10) o 1000 . . Current portion of long-term debt (Note 12) 16,418 6,063 4,222 43,082

N le:
Notes and accounts receivable: otes and accounts payable

Trade 23,066 23,203 19,455 198,520

Trade 8,078 7,912 10,480 106,939
Other 2,125 3,350 3,360 34,286

Other 947 1,920 2,350 23,980
25,191 26,554 22,815 232,806

Less: Allowance for doubtful accounts (13) (26) (22) (224) )

Accrued income taxes (Note 15) 935 3,438 871 8,888
212 ety 12,808 130,694 Accrued expenses 2,508 2,748 2,923 29,827
Other current liabilities 3,193 3,287 3,286 33,531
Inventories 3112 2,807 2,618 26,714 Total current liabilities 52,937 47,102 38,747 395,378

Prepaid expenses and other current assets 857 992 908 9,265
Deferred tax assets (Note 15) 753 951 957 9,765 Long-term debt (Note 12) 13,755 21,992 31,925 325,765
Total current assets 27,254 31,417 28,373 289,520 Guarantee deposits received from tenants (Note 16) 41,597 43,377 41,820 426,735
Reserve for retirement benefits (Note 14) 998 1,116 1,303 13,296
IVESETS ane cehEReEs: Accrued retirement benefits for directors and corporate auditors 7 9 11 112
TR T e 5 (e 110 8,001 6,477 4,335 44,235 Allowance for loss on store closing 2179 2179 1,809 18,459
Other long-term liabilities 300 230 445 4,541

Investments in and advances to an affiliate / a subsidiary 4 18 20 204
Total liabilities 111,776 116,008 116,064 1,184,327

Other investments 404 390 382 3,898

8,410 6,886 4,737 48,337
NET ASSETS:

Common stock
Property and equipment (Note 12):

Authorized:
Store faciltties, at cost 161,118 169,034 177,877 1,815,071 320,000,000 shares at 28th February, 2007,
29th February, 2008 and 28th February, 2009 (Note 19)
Less: Accumulated depreciation (63,911) (66,973) (69,471) (708,888) Issued:

Less: Accumulated impairment losses (Note 8) (1517) (1,529) (1,291) (13,173) gg}fé’égz;rc%%sogtgfr?cghzgfr?gjeak:ryd ;?/F’;O Ry 26,867 26,867 26,867 274,153
95,689 100,531 107,113 1,092,990 Capital surplus 27,527 27,527 27,528 280,898
Retained earnings 15,100 19,114 21,527 219,663
Leasehold deposits and loans to lessors (Note 11) 47,724 47,039 47,098 480,592 Treasury stock, at cost (Note 20) (54) (57) (60) (612)
Unrealized gains/losses on securities, net of taxes 1,022 315 (104) (1,061)
Deferred tax assets (Note 15) 1,934 2,302 2,804 28,612 Foreign currency translation adjustments 17 144 (165) (1,684)
Minority interests 195 69 24 245
Other assets 1,539 1,811 1,554 15,857 Total net assets 70,777 73,981 75,617 771,602
Total assets ¥182,553 ¥189,989 ¥191,681 $1,955,929 Total liabilities and net assets ¥182,553 ¥189,989 ¥191,681 $1,955,929

The accompanying notes are an integral part of these balance sheets.
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Consolidated Statements of
Changes in Net Assets

PARCO CO., LTD. and Consolidated Subsidiaries

Consolidated Statements of Income

PARCO CO., LTD. and Consolidated Subsidiaries

For the years ended 28th February, 2007, 29th February, 2008 and 28th February, 2009

Millions of yen

Thousands of
U.S. dollars (Note 5)

2007

2008

2009

2009

For the years ended 28th February, 2007, 29th February, 2008 and 28th February, 2009

Millions of yen

Nuifsar @ @ : = p = Unre(‘alized ) Foreign .
ommon apita etainel reasury gains (losses currency inority
Net sales ¥266,645 ¥286,788 ¥282,509 $2,882,745 S{%ﬁfﬁ;gﬁgg? stock surplus earnings stock, at cost  on securities, trans\ation interests Total
Cost of sales 228,467 245,198 240,133 2,450,337 netoftaxes  adjustments
Gross profit 38,177 41,590 42,376 432,408 Balance at 28th February, 2006 82,210  ¥26,867  ¥27,184  ¥11,581 ¥(166) ¥1,516 ¥ () ¥401  ¥67,376
Other operating revenue 2,008 2,493 2,600 26,531 E;’gr'ﬂzfymgofg;the VYR CIEIEE) ZEHi — _ _ 4,503 _ _ — _ 4,503
Gross operating profit 40,185 44,083 44,976 458,939 Cash dividends paid _ _ _ (984) _ _ _ _ (984)
Selling, general and administrative expenses 30,429 33,992 35,614 363,408 Changes in foreign currency 105 195
Operating income 9,756 10,090 9,362 95,531 trans\atiorlw adjustments .
Changes in unrealized gains (losses) on - o - - - (492) - - (494)
securities, net of taxes
Other income (expenses): Changes in minority interests — — — — — — — (205) (205)
Interest income 109 120 87 888 Acquisition of treasury stock (Note 20) — — — — (4 — — — (4)
Interest expenses (634) (603) (639) (6,520) Sale of treasury stock (Note 20) — — 11 — 116 — — — 128
Bonds issue expenses — — (90) 918) Issuance of new share (Note 21) 264 — 331 — — — — — 331
Loss on disposal/sales of property and equipment (783) (1,025) (702) (7,163) Balance at 28th February, 2007 82,475 ¥26,867 ¥27,527 ¥15,100 ¥(54) ¥1,022 ¥117 ¥ 195 ¥70,777
Loss on sales of investment securities — (53) — - Eekt) incoerofggthe earenea s B B B o167 B B B B o167
. . ) ebruary,
Loss on impairment of fixed assets (Note 8) (653) (13) (110) (1,122) Gash dividends paid - - N (1.153) - - - - (1153)
Loss on write-down of investment securities (434) (286) (1,332) (13,592) Changes in foreign currency translation
Provision for allowance for doubtful accounts (115) — (10) (102) adjustments o o o o o o 26 o 26
Special allowance for retirement (49) () — — Changes in unrealized gains (losses) on _ _ _ _ _ (706) _ _ (706)
. securities, net of taxes
Loss on store cllosmg (N?tes 7 and 8) (2,308) (258) — — L T e e - - - - - - - (126) (126)
Loss on collecting amortized coupons — 47) — — Asauiien o iiEesuy sivek (Nsio 20) o o o o @ o o o @)
Dividends from an anonymous association's assets — 784 = = Sale of treasury stock (Note 20) o o 0 o 0 o o o 0
Reversal of allowance for loss on store closing 666 - - - Balance at 29th February, 2008 82,475  ¥26,867  ¥27,527 Y1914 ¥57) ¥ 315 ¥ 144 Y 69 ¥73,981
Compensation for termination of advisory services agreement 508 — = = Net income for the year ended 28th 5750 —
Compensation for cancellation of leasehold contracts — — 204 2,082 February, 2009 ' '
Loss on restructuring (Notes 8 and 9) — — (894) 9,122) Cash dividends paid - - - (1,318) - - - - (1.318)
Amortization of leasehold — — (325) (3,316) GiEg=9 MmieEEn ey s — — — — — — (309) — (309)
adjustments
Other, net 665 47 699 7,133 Changes in unrealized gains (losses) on - - - - o (420) - o (420)
(3,030) 917) 3,113) (81,765) securities, net of taxes
Changes in minority interests — — — — — — — (44) (44)
Income before income taxes and minority interests 6,725 9,173 6,248 63,755 Acquisition of treasury stock (Note 20) - - - - @ - - - @
Sale of treasury stock (Note 20) — — 0 — 0 — — — 0
. . N Balance at 28th February, 2009 82,475 ¥26,867 ¥27,528 ¥21,527 ¥(60) ¥ (104) ¥(165) ¥ 24 ¥75,617
Provision for income taxes:
Current (Note 15) 2,187 4,085 2,742 27,980 TR S, CHlES
Deferred (Note 15) (150) (80) (218) (2,224) (Note 5)
Total 2,037 4,004 2,523 25,745 NUmber of Unrealized Foreign
TS RV Common Capital Retained Treasury gains (losses) currency Minority Total
(Thousands) stock surplus earnings stock, at cost  on securities, translation interests
net of taxes adjustments
Minority interests 184 0 (5) (61)
NER (eeme ¥ 4503 ¥ 5167 ¥ 3730 $ 38,061 Ba’i‘ance at 29fth I:]ebruary, 500?28 - 82,475 $274,153 $280,888 $195,041 $(582) $3,214 $1,469 $ 704 $754,908
et income for the year ende 1
February, 2009 — — — 38,061 —_ - — — 38,061
Yen  U.S.dollars (Note 5) Cash dividends paid — — — (13,449) — — — — (13,449)
Per share: Cgan?r:s:]rtw foreign currency translation - - - - - - (3.153) - (3.153)
Net income, basic ¥54.83 ¥62.73 ¥45.29 $0.46 adjustments
Ch i lized gains (I
Cash dividends applicable o the year ¥13.00 ¥15.00 ¥16.00 $0.16 e e 8 (losses) on — — — — — (4,286) — — (4,286)
Changes in minority interests — — — — — — — (449) (449)
Acquisition of treasury stock (Note 20) — — — — (20) — — — (20)
Sale of treasury stock (Note 20) — — 0 — 0 — — — 0
Balance at 28th February, 2009 82,475  $274,153  $280,898  $219,663 $(612) $(1,061) $(1,684) $245  $771,602

The accompanying notes are an integral part of these statements.
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The accompanying notes are an integral part of these statements.
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Consolidated Statements of Cash Flows

PARCO CO., LTD. and Consolidated Subsidiaries

For the years ended 28th February, 2007, 29th February, 2008 and 28 thFebruary, 2009

Millions of yen

Thousands of
U.S. dollars (Note 5)

2007 2008 2009 2009
Cash flows from operating activities:
Income before income taxes and minority interests ¥ 6,725 ¥9,173 ¥ 6,248 ¥ 68,755
Adjustments for:
Depreciation and amortization 3,893 4,594 5,602 57,163
Loss on impairment of fixed assets 653 13 110 1,122
Increase/(Decrease) in allowance for doubtful accounts 99 7 6) 61)
Increase/(Decrease) in accrued bonuses to employees 15 52 (21) (214)
Increase/(Decrease) in allowance for sales returns 3 1) 4 4
Increase/(Decrease) in allowance for books unsold ) 4 32 327
Increase/(Decrease) in reserve for sales promotion 48 (38) 20 204
Increase in reserve for retirement benefits 101 118 186 1,898
Increase/(Decrease) in accrued retirement benefits for directors and corporate
auditors m ! U i
Interest income and dividend income (171) (187) (144) (1,469)
Interest expenses 634 603 639 6,520
Bonds issue expenses — — 90 918
Loss on sales/disposal of property and equipment 22 450 343 3,500
(Gain)/LLoss on sales of marketable securities and investment securities (55) 40 (168) (1,714)
Loss on write-down of marketable securities and investment securities 434 286 1,332 13,592
Loss on store closing 2,308 258 — —
Reversal of allowance for loss on store closing (666) — — —
Dividends from an anonymous association's assets — (784) — —
Loss on restructuring — — 894 9,122
Amortization of leasehold — — 325 3,316
(Increase)/Decrease in receivables (546) 96 (2,602) (26,551)
(Increase)/Decrease in inventories (861) 304 189 1,929
Increase/(Decrease) in payables 951 137 (8,748) (38,245)
Increase/(Decrease) in other assets and liabilities, net (306) (291) 312) (3,184)
Other 67 28 25 255
Subtotal 13,347 14,869 9,041 92,255
Interest and dividends received 170 184 146 1,490
Interest paid (624) (604) (646) (6,592)
Payment resulting from store closing (151) (33) (532) (5,429)
Income taxes paid (2,419 (1,711) (5,295) (54,081)
Net cash provided by operating activities 10,322 12,705 2,718 27,684
Cash flows from investing activities:
Acquisition of marketable securities (700) (800) (300) (3,061)
Proceeds from sales of marketable securities 700 — 600 6,122
Acquisition of tangible fixed assets 6,211) (9,325) (13,298) (135,694)
Proceeds from sales of tangible fixed assets 523 0 34 347
Acquisition of investment securities (592) (446) (7) (71)
Proceeds from sales of investment securities 1,509 429 274 2,796
Payments for fixed leasehold deposits (944) (251) (627) (6,398)
Collection of fixed leasehold deposits 3,355 847 920 9,388
Increase/(Decrease) in guarantee deposits received from tenants (1,083) 2,247 (1,433) (14,622)
Proceeds from an anonymous association's assets — 784 — —
Other (230) (597) (311) (3,173)
Net cash used in investing activities (3,673) (6,611) (14,148) (144,367)
Cash flows from financing activities:
Increase/(Decrease) in short-term bank loans, net 60 320 (380) (3,878)
Borrowing of long-term debt 8,000 14,300 9,950 101,531
Repayment of long-term debt (12,080) (4,418) (4,858) (49,571)
Proceeds from issue of bonds — — 4,909 50,092
Payments for redemption of straight bonds — (12,000) (2,000) (20,408)
Sales/(Acquisition) of treasury stock 124 ) 2) (20)
Cash dividends paid (984) (1,153) (1,318) (13,449)
Cash dividends paid to minority shareholders 32) (129) (30) (306)
Other 0 — — —
Net cash provided by (used in) financing activities (4,911) (3,084) 6,270 63,980
Effect of exchange rate changes on cash and cash equivalents 125 29 (814) (3,204)
Net increase (decrease) in cash and cash equivalents 1,862 3,039 (5,478) (55,898)
Cash and cash equivalents at beginning of year 11,656 13,519 16,558 168,959
Cash and cash equivalents at end of year (Note 6) ¥ 13,519 ¥ 16,558 ¥ 11,080 $ 113,061

The accompanying notes are an integral part of these statements.
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Notes to Consolidated Financial

Statements

PARCO CO., LTD. and Consolidated Subsidiaries

1. Basis of Presenting The Consolidated
Financial Statements

The accompanying consolidated financial statements are prepared from
accounts and records maintained by PARCO CO., LTD. (the “Company”)
and its subsidiaries (together, the “Companies”) in accordance with the
provisions set forth in the Corporate Law and the Japanese Financial
Instruments and Exchange Law, 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.

Certain items presented in the consolidated financial statements
submitted to the Director of Kanto Finance Bureau in Japan are
reclassified in these accounts for the convenience of readers outside
Japan.

The consolidated financial statements are not intended to present
the consolidated financial position, results of operations and cash
flows in accordance with accounting principles and practices generally
accepted in countries and jurisdictions other than Japan.

Relevant notes are added, and certain reclassifications of account
balances as disclosed in the consolidated financial statements in Japan
are made so as to present them in a form which is more familiar to
readers outside Japan.

2. Accounting Standard for Presentation
of Net Assets in the Balance Sheet

Effective from the year ended 28th February, 2007, the Companies
adopted the new accounting standard, “Accounting Standard for
Presentation of Net Assets in the Balance Sheet” (Statement No.5
issued by the Accounting Standards Board of Japan on 9th December,
2005), and the implementation guidance for the accounting standard for
presentation of net assets in the balance sheet (the Financial Accounting
Standard Implementation Guidance No.8 issued by the Accounting
Standards Board of Japan on 9th December, 2005), (collectively, the
“New Accounting Standards”).

Under the New Accounting Standards, the balance sheet comprises
three sections, which are the assets, liabilities and net assets sections.
Previously, the balance sheet comprised the assets, liabilities, minority
interests, as applicable, and the shareholders’ equity sections.

Under the New Accounting Standards, “minority interests” is
required to be included in the net assets section. On the other hand,
companies were required to present “minority interests” between
the non-current liabilities and shareholders’ equity section under the
previous presentation rules.

The adoption of the New Accounting Standards had no impact
on the consolidated statements of income for the year ended 28th
February, 2007.

3. Accounting Standard for Statement of
Changes in Net Assets

Effective from the year ended 28th February, 2007, the Companies
adopted the new accounting standard, “Accounting Standard for
Statement of Changes in Net Assets” (Statement No.6 issued by the
Accounting Standards Board of Japan on 27th December, 2005),
and the implementation guidance for the accounting standard for
statement of changes in net assets (the Financial Accounting Standard
Implementation Guidance No.9 issued by the Accounting Standards
Board of Japan on 27th December, 2005), (collectively, the Additional
New Accounting Standards”).

Accordingly, the Company prepared the consolidated statements
of changes in net assets for the year ended 28th February, 2007 in
accordance with the Additional New Accounting Standards.

4. Summary of Significant Accounting
Policies

(1) Scope of Consolidation
The accompanying consolidated financial statements include the
accounts of the Company and its 7 subsidiaries as of 28th February,
2007, 29th February, 2008 and 28th February, 2009.
The major consolidated subsidiaries for the year ended 28th
February, 2009 are listed below:
Capital Stock

Thousands
of Percentage
Singapore of shares
dollars
PARCO (Singapore) Pte Ltd S$ 15,926  100.0%
Straits Parco Retail Management Pte Ltd S$ 1,000 67.0%

Capital Stock

Millions of  Percentage

yen of shares
NEUVE A CO., LTD. 490 100.0%
PARCO SPACE SYSTEMS CO., LTD. 490 100.0%
HOTEL NEW CRESTON CO., LTD. 50 100.0%
PARCO-CITY CO., LTD. 10 100.0%

The reporting dates of the following consolidated subsidiaries are listed
below:

PARCO (Singapore) Pte Ltd 31st December (*1)

Straits Parco Retail Management Pte Ltd 31st December (*1)

(*1) These subsidiaries’ financial statements used in the consolidation are drawn up at their
respective reporting dates. Adjustments are made for the effects of significant transactions
or other events that occur between these dates and the date of the Company’s financial
statements.

(2) Elimination of Intercompany Accounts and Transactions
All significant intercompany accounts and transactions including
unrealized intercompany profits are eliminated in preparing the
accompanying consolidated financial statements. The portion attributes
to minority shareholders are recognized as minority interests.

(8) Investments in Nonconsolidated Subsidiary

The Company acquires additional shares in JAPAN RETAIL ADVISORS
CO., LTD., for the year ended 28th February, 2009. JAPAN RETAIL
ADVISORS CO., LTD., becomes a subsidiary from an affiliate for the
year ended 28th February, 2009.

The subsidiary is not consolidated but accounted for by the equity
method since total assets, net sales, net income and retained earnings
of the subsidiary are not material compared to consolidated financial
statements.

(4) Cash and Cash Equivalents

Cash and cash equivalents in the accompanying consolidated
statements of cash flows are composed of cash on hand, demand
deposits, and other short-term highly liquid investments with original
maturities of three months or less.

(5) Securities

Securities are classified as (a) securities held for trading purposes
(“trading securities”), (b) debt securities intended to be held to maturity
(“held-to-maturity debt securities”), (c) equity securities issued by an
affiliate or a subsidiary, or (d) all other securities that are not classified

PARCO Annual Report 2009 47



in any of the above categories (“available-for-sale securities”). The
Companies have no trading securities or held-to-maturity debt
securities.

Available-for-sale securities with available fair market value are stated
at fair market value. Unrealized gains and losses on these securities are
reported, net of applicable income taxes, as a separate component of
“Net assets”. The cost of securities sold is determined by the moving-
average method.

Available-for-sale securities with no available fair market value are
stated at cost by the moving-average cost.

(6) Inventories
Inventories are stated at cost as determined mainly by the specific
identification method.

(7) Property and Equipment
Buildings (excluding leasehold improvements and attached facilities) are
depreciated mainly on a straight-line basis. Declining-balance method is
mainly used for the other assets.

Effective from the year ended 29th February, 2008, the Companies
change the depreciation method for the tangible fixed assets that the
Companies acquired on and after 1st April, 2007 in accordance with the
revision of the Corporation Tax Law, the Law for Partial Revision of the
Income Tax Law (30th March, 2007, Law No.6) and the Cabinet Order
for Partial Revision of the Corporation Tax Law (30th March, 2007,
Cabinet Order No.83).

The impact of this change on profit and loss is immaterial.

Effective from the year ended 28th February, 2009, the tangible fixed
assets acquired before 1st April, 2007, are depreciated evenly over five
years from the following fiscal year when it would be depreciated up to
allowable limit for depreciation, in accordance with the revision of the
Corporation Tax Law, the Law for Partial Revision of the Income Tax Law
(80th March,2007, Law No.6) and the Cabinet Order for Partial Revision
of the Corporation Tax Law (30th March, 2007, Cabinet Order No.83).

The impact of this change on profit and loss is immaterial.

(8) Intangible Assets, Long-term Prepaid Expenses and
Bonds Issue Expenses
Intangible assets and long-term prepaid expenses included in “Other
assets” are amortized on a straight-line basis.
Costs of software for internal use are amortized on a straight-line
basis over their expected useful lives (5 years).
Bonds issue expenses are accounted for as expenses in a lump
when they are paid.

(9) Allowances and Accruals

The Companies use the accrual basis of accounting for all income and
expenses.

i) Allowance for Doubtful Accounts

The allowance for doubtful accounts is provided for possible losses

on bad debts. For general receivables, the amount is determined
based on the actual bad debt ratio. For doubtful receivables, estimated
uncollectible amounts for each receivable are used.

i) Accrued Bonuses to Employees
The estimated bonuses payable in the future as of the balance sheet
date are accrued.

iii) Reserve for Retirement Benefits

The Companies have contributory funded defined benefit pension plans
which provide employees lump-sum payments or pension payments
for life after the age of 60. Employees with service years of 20 years or
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more can choose between the two. Employees with service years of
more than 5 years but less than 20 years are entitled to a lump-sum
payment only.

Reserve for retirement benefits are computed based on the
estimated amount of projected benefit obligation and the fair value of
the plan assets at the end of the year.

The unrecognized transition amount arising from adopting the new
standard is amortized on a straight-line basis over the period of 15
years.

Unrecognized prior service costs and unrecognized actuarial
differences are amortized on a straight-line basis within the employee’s
average remaining service years of the time they occur (mainly 11 years).
The amortization of unrecognized actuarial differences starts from the
subsequent year.

Because the employee’s average remaining service period falls
below 12 years, the Company changes this period from 12 years to 11
years for the year ended 28th February, 2009.

The impact of this change on profit and loss is immaterial.

iv) Accrued Retirement Benefits for Directors and Corporate Auditors
The Companies accrue retirement benefits to directors and corporate
auditors based on the respective internal rules at the amount which
would be required to be paid if all directors and corporate auditors
retired or left at the respective balance sheet date.

v) Allowance for Loss on Store Closing

Allowance for loss on store closing is recorded based on the reasonable
estimated loss on store closing for a store the Company decided to
close.

vi) Reserve for Sales Promotion

Reserve for sales promotion is recorded for the projected amounts of
unused vouchers issued on the promotional reward card system to be
used in the future based on the past actual rate of usage.

vii) Other Allowances

Japanese income tax laws set limits to the amounts of certain accrued
expenses, which are essentially the estimates of the future, deductible
from the tax base. The allowance for sales returns and the allowance for
books unsold are recorded in accordance with the income tax laws.

(10) Leases

In accordance with accounting principles generally accepted in Japan,
leases that transfer substantially all the risks and rewards of ownership
of the assets are accounted for as capital leases, while those leases
which do not transfer ownership of the assets at the end of the lease
term are accounted for as operating leases.

(11) Net Income and Dividends per Share

Basic net income per share is computed based on the weighted

average number of shares outstanding for respective years.
Cash dividends per share are computed based on dividends

declared for each year.

(12) Consumption Tax

Consumption tax is an indirect tax levied on domestic consumption
goods and services at the flat rate of 5 percent. Subject transactions are
recorded at the amounts net of consumption taxes which are withheld
as assets/liabilities until tax filing.

(13) Appropriation of Retained Earnings
Appropriation of retained earnings is recorded when it is actually
approved by the board of directors.

(14) Loss on collecting amortized coupons
Previously, the Company reversed the amount of non-collecting
coupons to other income after a set period of time in consideration of
the possibility of the fulfilment obligation.

The Company changed to record the amount of coupons to be
used in the future to other liabilities based on the past results from
the year ended 29th February, 2008, in accordance with the “Auditing
Treatment concerning Reserve under the Special Taxation Measures
Laws, Reserve under Special Laws and Reserve for Retirement Benefits
to Directors and Corporate Auditors” (The Japanese Institute of Certified
Public Accountants, Auditing and Assurance Practice Committee Report
No.42, revised on 13th April, 2007).

As a result, income before income taxes and minority interests
decreased by 47 million yen for the year ended 29th February, 2008.

5. Japanese Yen Amounts and U.S. Dollar
Amounts

The consolidated financial statements presented herein are expressed
in Japanese yen, which are stated in millions of yen by discarding
fractional amounts less than one million yen. Therefore, their total or
subtotal amounts do not necessarily agree with the aggregate sum of
such account balances.

Solely for the convenience of readers, Japanese yen amounts shown
in the consolidated financial statements are translated into U.S. dollar
amounts at the exchange rate of ¥98.0 prevailing at 28th February,
2009. The translations should not be construed as representation that
Japanese yen amounts have been, could have been, can be or could in
the future be converted into U.S. dollars at that rate or any other rate.

6. Consolidated Statements of Cash
Flows

Cash and cash equivalents in the consolidated statements of cash flows
for the years ended 28th February, 2007, 29th February, 2008 and 28th

February, 2009 consists of the following:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Cash and time deposits ¥13,519 ¥15,858 = ¥11,080 $113,061
Cash in trust — 700 — —
Cash and cash equivalents ¥13,519 ¥16,558  ¥11,080 $113,061

7. Loss on Store Closing
Major items in loss on store closing for the years ended 28th February,
2007, 29th February, 2008 and 28th February, 2009 are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Loss on store closing ¥ — ¥233 ¥— $—
Provision for allowance for loss 2179 o . .
on store closing ’
Impairment loss 129 24 — —
Total ¥2,308 ¥258 ¥— $—

8. Impairment of Fixed Assets

The Companies recorded impairment losses on the following asset
groups for the years ended 28th February, 2007, 29th February, 2008
and 28th February, 2009.

For the year ended 28th February, 2007 Millions of yen
Location Use Classification 2007

PARCO CO., LTD

Atsugi PARCO Store Building, etc ¥129

[Atsugi City, Kanagawa]

PARCO CO., LTD -

Daisenya Hotel E;r'igmg' gite ¥540

[lzunokuni City, Shizuoka]

Other Store Building, etc v113

ldleland  Land

The Companies group their fixed assets based on managerial
accounting segment.

The Company scheduled to close Atsugi PARCO on 28th February,
2008 in view of the overall deterioration in market environment. Loss on
store closing of 2,308 million yen is recorded including 129 million yen of
impairment loss for “Building, etc”. The book value of “Building, etc” is
written off to zero (See Note 7).

The book value of Daisenya and other assets are written off to
their recoverable amounts because of the unforeseeable decline in its
values. Impairment loss of 540 million yen is written off and recorded
for Daisenya, and 113 million yen for other assets. Major items in the
impairment loss for Daisenya are 294 million yen for “Building, etc.” and
245 million yen for “Land”. Also, major items in the impairment loss of
other assets are 77 million yen for “Building, etc.” and 35 million yen for
“Land”.

The recoverable amounts for these asset groups are computed
based on the selling price and value in use. The selling price is mainly
based on appraisal value, and the value in use is computed based on
the present value of estimated future cash flows.

For the year ended 29th February, 2008 Millions of yen
Location Use Classification 2008

PARCO SPACE SYSTEMS CO.,

LTD

el sl et Idle land Land ¥13

[Nasu Country, Tochigi]

Other Store Building, etc ¥24

The Companies group their fixed assets based on managerial
accounting segment.

The book value of idle real estate is written off to their recoverable
amounts because of the unforeseeable decline in its values. Impairment
loss of 13 million yen for “Land” is written off and recorded.

The book value of other assets is written off to their recoverable
amounts because of the unforeseeable decline in its values. Impairment
loss of 24 million yen for “Building, etc” is written off and recorded.
Because the Company scheduled to close the store, the book value of
“Building, etc” is written off to zero (See Note 7).
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The recoverable amounts for these asset groups are computed based
on the selling price and value in use. The selling price is mainly based on
appraisal value, and the value in use is computed based on the present
value of estimated future cash flows.

Thousands of
Millions of yen U.S. dollars

For the year ended 28th February, 2009
Location Use Classification 2009 2009

PARCO CO., LTD -
Daisenya Hotel E:r'ig'”g' gie ¥315  $3214
[lzunokuni City, Shizuoka]

PARCO CO., LTD
Kamiyama-cho Building Hotel Building, etc ¥ 69 $ 704
[Shibuya-ku, Tokyo]

NEUVE A CO., LTD

Other Store Building, etc ¥ 41 $ 418
[Shibuya-ku, Tokyo]
Other Hotel Building, etc Y157 $1,602

Store Software, etc

The Companies group their fixed assets based on managerial
accounting segment.

The book value of Hotel is written off to their recoverable amounts
because of the unforeseeable decline in its values as restructuring of
hotel business. Impairment loss of 472 million yen (4,816 thousand of
U.S. dollars) is written off and recorded. Major items in the impairment
loss of Hotel are 272 million yen (2,776 thousand of U.S. dollars) for
“Building, etc.” and 200 million yen (2,041 thousand of U.S. dollars) for
“Land” (See Note 9). The recoverable amounts for Hotel are computed
based on the selling price. The selling price is mainly based on sales
contracts.

The book value of Store which incurred continuous operating losses
is written off to their recoverable amounts. Impairment loss of 111 million
yen (1,133 thousand of U.S. dollars) is written off and recorded. Major
items in the impairment loss of Store are 43 million yen (439 thousand
of U.S. dollars) for “Building, etc.” and 68 million yen (694 thousand
of U.S. dollars) for “Software, etc”. The recoverable amounts for Store
are computed based on value in use. The value in use is computed
based on the present value of estimated future cash flows. Because
the Company does not foresee future cash flows due to decreasing
profitability of Store, the book value of “Building, etc” is written off to
Zero.

9. Loss on Restructuring

Loss on restructuring for the year ended 28th February, 2009 consists of
loss on restructuring of 420 million yen (4,286 thousand of U.S. dollars)
and impairment loss of 474 million yen (4,837 thousand of U.S. dollars).
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10. Securities

Available-for-sale securities
Acquisition costs and book values of available-for-sale securities with
available fair market values are as follows:

As of 28th February, 2007 Millions of yen

Acquisition Book

Differen
cost value erence

Book value exceeding acquisition cost:

Equity shares ¥2,167 ¥4,012 ¥1,845
Book value not exceeding acquisition
cost:
Equity shares 908 787 (121)
Total ¥3,076 ¥4,800 ¥1,724
As of 29th February, 2008 Millions of yen
Acquisition Book Difference
cost value

Book value exceeding acquisition cost:

Equity shares ¥2,528 ¥3,141 ¥613
Book value not exceeding acquisition
cost:
Equity shares 240 156 (83)
Total ¥2,768 ¥3,298 ¥529
As of 28th February, 2009 Millions of yen
Acquisition Book B
cost value

Book value exceeding acquisition cost:

Equity shares ¥212 ¥288 ¥76
Book value not exceeding acquisition
cost:
Equity shares 1,238 984 (253)
Total ¥1,450 ¥1,273 ¥(177)
Thousands of
As of 28th February, 2009 U.S. dollars
Acquisition Book e
cost value
Book value exceeding acquisition cost:
Equity shares $2,163 $2,939 $776
Book value not exceeding acquisition
cost:
Equity shares 12,633 10,041 (2,582)
Total $14,796 $12,990 $(1,806)

Available-for-sale securities sold are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Total sold ¥1,509 ¥429 ¥274 $2,796
Total gain on sales 55 12 168 1,714
Total loss on sales — 53 = =

Major items and book values of securities with no market values are as

follows:

Thousands of
Millions of yen U.S. dollars

The Companies’ assets pledged as collateral for short-term and long-

term loans from banks as of 28th February, 2009 are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009

Available-for-sale securities:
Non-listed securities ¥3,175 ¥3,189 ¥3,079  $31,418
Other 26 1,008 2 20

Repayment schedules of available-for-sale securities with maturities are
as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009

Due within 1 year ¥26 ¥1,008 ¥2 $20

11. Leasehold Deposits and Loans to
Lessors

Leasehold deposits are those deposits furnished by the Companies in
accordance with customary business practices in Japan. In connection
with the leasing of store buildings, lessees are required to furnish lessors
with deposits in an amount deemed sufficient to secure the lease
contracts and the annual lease rental payments.

The leasehold deposits are normally non-interest-bearing and are
refundable only when the lease contracts are terminated.

12. Short-Term Bank Loans and Long-
Term Debt

The weighted average interest rates for short-term bank loans are 1.14%,
1.31% and 1.19% for the years ended 28th February, 2007, 29th
February 2008 and 28th February, 2009, respectively.

Breakdown of long-term debt is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009

Long-term loans from banks
including current portion

Weighted average interest rates
of the above long-term loans

¥16,173  ¥26,055 = ¥31,147 $317,827

1.99% 1.90% 1.83% =

Straight bonds payable:

1.11% bonds due 2007 ¥3,500 ¥— ¥— $—
1.39% bonds due 2007 3,500 — — —
1.10% bonds due 2007 2,000 — — —
0.95% bonds due 2007 1,000 — — —
1.44% bonds due 2007 2,000 — — —
1.35% bonds due 2008 2,000 2,000 — —
1.20% bonds due 2014 — — 5,000 51,020

30,173 28,055 36,147 368,847
Less: Portion due within 1 year ~ (16,418)  (6,063)  (4,222)  (43,082)
¥13,755 ¥21,992 = ¥31,925 $325765

Net book value of assets pledged as collateral:
Buildings ¥3,640 $37,143
Land 4,445 45,357

¥8,085  $82,500

Secured liabilities as of 28th February, 2009 are as follow:

Thousands of
Millions of yen U.S. dollars

Short-term loans ¥ 252 $2,571
Long-term loans 820 8,367

¥1,072  $10,939

The aggregate annual maturities of long-term debt as of 28th February,
2009 are as follows:
Year ending 28th/29th February,

Thousands of
Millions of yen U.S. dollars

2010 ¥4,222  $43,082
2011 4,222 43,082
2012 12,222 124,714
2013 13,022 132,878
2014 and thereafter 2,459 25,092

¥36,147 $368,847

13. Leases

(1) Finance Leases

Pro forma information on leased property, such as acquisition costs,
accumulated depreciation, net book value and future minimum lease
payments under finance leases that do not transfer the ownership of the
leased assets to lessees is as follows (See Note 4(10)):

As of 28th February, 2007 Millions of yen

Acquisition Accumulated Net book
Costs Depreciation Value

Machinery and equipment ¥1,931 ¥1,254 ¥679
Other 478 182 296
Total ¥2,409 ¥1,436 ¥973

As of 29th February, 2008 Millions of yen
Acquisition Accumulated Net book

Costs Depreciation Value

Machinery and equipment ¥1,894 ¥1,077 ¥817
Other 481 261 219
Total ¥2,376 ¥1,339 ¥1,036

As of 28th February, 2009 Millions of yen

Acquisition Accumulated Net book
Costs Depreciation Value

Machinery and equipment ¥1,423 ¥541 ¥882
Other 409 257 152
Total ¥1,833 ¥799 ¥1,034
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Thousands of

As of 28th February, 2009 U.S. dollars
Acquisition Accumulated Net book

Costs Depreciation Value
Machinery and equipment $14,520 $5,520 $9,000
Other 4173 2,622 1,551
Total $18,704 $8,153 $10,551

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Future minimum lease
payments:
Due within 1 year ¥429 ¥404 ¥341 $3,480
Due after 1 year 554 645 713 7,276
Total ¥984 ¥1,050 ¥1,054  $10,755

Lease expenses, depreciation equivalents and interest expense

equivalents are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Lease expenses ¥504 ¥495 ¥468 $4,776
Depreciation equivalents 490 484 452 4,612
Interest expense equivalents ¥9 ¥12 ¥19 $194

Depreciation equivalents are calculated on a straight-line basis over the
lease terms without residual value.

Interest expense equivalents are computed using the interest method
based on the differences between the lease payments and acquisition
costs of each asset which are considered to be interest-bearing.

(2) Future minimum Lease Payments under Operating Leases

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Future minimum lease
payments:
Due within 1 year ¥2 ¥2 ¥0 $0
Due after 1 year 1 3 2 20
Lease rental expenses ¥3 ¥5 ¥3 $31

(3) Impairment Loss

No impairment loss was allocated to leased assets for the years ended
28th February, 2007, 29th February, 2008 and 28th February, 2009.
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14. Retirement Benefit Plan

Breakdown of reserve for retirement benefits presented in the

accompanying balance sheets is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Retirement benefit obligation ¥(5,176)  ¥(5,083)  ¥(5,143) $(52,480)
Fair value of pension assets 3,139 2,826 2,175 22,194
Unrecognized prior service
. (1,212) (1,039) (839) (8,561)
Unrecognized actuarial
AT 1,307 1,342 1,773 18,092

Unrecognized transition amount
arising from adopting 943 836 729 7,439
the new standard

Reserve for retirement benefits ¥ (998)  ¥(1,116)  ¥(1,308) $(13,296)

Breakdown of retirement benefit expenses included in the accompanying

statements of income is as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009
Service costs ¥ 242 ¥ 270 ¥ 298 $ 3,041
Interest costs 93 96 g5 969
Expected return on plan assets (54) (59) (53) (541)
Amortization of unrecognized (173) (173) (199) 2,031)

prior service costs
Amortization of unrecognized

actuarial differences 275 266 ek She
Amortization of unrecognized

transition amount arising

from adopting the new o7 1o7 o iljoekz
standard
Premium severance pay 49 3 — —
Prepaid retirement benefit 112 113 111 1,133
Retirement benefit expenses ¥ 652 ¥ 625 ¥ 692 $ 7,061

Discount rate and rate of expected return on plan assets used are
mainly 2.0% for 2007, 2008 and 2009. Prior service costs and actuarial
differences are amortized on a straight-line basis mainly over 12 years
for 2007 and 2008. Prior service costs and actuarial differences are
amortized on a straight-line basis mainly over 11 years for 2009.
Unrecognized transition amount arising from adopting the new standard
is amortized on a straight-line basis over a period of 15 years (See Note
4(9)).

15. Income Taxes

Japanese income taxes applicable to the Companies consist of
corporate tax, inhabitant tax and corporate enterprise tax, which in
the aggregate resulted in statutory tax rate of approximately 40.7% for
2007, 2008 and 2009.

Major items in deferred tax assets and liabilities are as follows:

Thousands of
Millions of yen U.S. dollars

2007 2008 2009 2009

Deferred tax assets:

Adjustments for unrealized ¥ 966 ¥ 852 ¥ 845 $ 8,622

gains
Retirement benefits to
directors and corporate 118 118 94 959
auditors
Accrued bonuses to
employees 371 397 388 3,959
Reserve for sales promotion 90 75 83 847
Accrued corporate
enterprise tax 134 284 & £
Allowance for doubtful
———— 100 103 102 1,041
Reserve for retirement
e 415 503 578 5,898
Loss on impairment of fixed
. 687 636 608 6,204
Allowance for loss on store
closing 887 887 736 7,510
Loss on restructuring — — 254 2,592
Unrealized losses on
securities o o e (S
Others 142 321 397 4,051
Gross deferred tax assets 3,914 4,179 4,258 43,449
Less: Valuation allowance (262) (446) (406) (4,143)
Total deferred tax assets ¥3,652 ¥3,732 ¥3,851  $39,296
Deferred tax liabilities:
Unrealized gains on
securities 701 216 _ _
Investment in a subsidiary 262 262 70 714
Others — — 18 184
Total deferred tax liabilities ¥ 963 ¥ 478 ¥ 89 $ 908
Net deferred tax assets ¥2,688 ¥3,254 ¥3,761  $38,378

Reconciliations between the statutory tax rates and the effective tax
rates are as follows:

Percentage

2007 2008
Statutory tax rates 40.7% 40.7%
Adjustments:
Permar}ent non-deductible differences including 31 0.9
entertainment expenses
il;’]irorrr:?gent non-taxable differences including dividend ©9.0) ©0.3)
Differenqe between effective tax rates for dqmestic A.7) ©0.8)
companies and those for overseas companies
Inhabitant tax — per capita levy 0.6 0.5
Valuation allowance 2.7) 1.4
Others 0.7) 1.3
Effective income tax rates 30.3% 43.7%

The difference between the statutory income tax rate and the effective
income tax rate for 2009 is not disclosed as the difference is less than
5%.

16. Guarantee Deposits Received from
Tenants

The Company receives guarantee deposits from tenants of floor space
according to Tenant Agreements for specialty stores and shops. These
deposits do not bear interest and are refundable when the agreements
are terminated.

17. Derivative Information

The Companies enter into interest rate swap agreements in order to
minimize the risk of fluctuation in interest rates on borrowings. The
Companies do not enter into these agreements for trading or speculative
purposes.

The Companies establish a risk management system reporting and
monitoring transactions involving derivative financial instruments.

The Companies are exposed to the risk of credit loss in the event
of breach of contracts by the counterparties to the interest. However,
the Companies do not anticipate breach of contracts by any of these
counterparties, all of whom are financial institutions with high credit
ratings.

Derivatives that are designated as “hedging instruments” are not
disclosed in the accompanying financial statements.
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18. Segment Information
(1)Business Segment Information

Thousands of U.S. dollars

f Space o
Shopping Retail i 5 o Elimination or c i
Ml £ | gineering and thers Total t onsolidated
Tons oryen For the year ended 28th February, 2009: St management e
. Space R -
Scrc‘)?ﬁglgf Retail engineering and Others Total Elglrr:)aotlrg?eor Consolidated Sales:
For the year ended 28th February, 2007: management External Customers $2,697,388 $ 71,735 $121,173 $18,969 $2,909,276 $ — $2,909,276
Sales: Intersegment 2,551 102,531 107,765 3,663 216,531 (216,531) —
External Customers ¥248,239 Y 5,686 ¥12,505 ¥2,131 ¥268,653 y — ¥268,653 Total 2,699,949 174,276 228,949 22,633 3,125,816 (216,531) 2,909,276
Interssgment 485 11,031 10,158 317 21,994 (21,994) o Operating expenses 2,609,888 171,449 225,031 23,908 3,030,296 (216,541) 2,813,745
Toal 248,725 16718 22754 2,449 200,648 (21.994) 268,653 Operating income $ 90,061 $ 2816 $ 3,008 $(1,276) $ 95520  $ 0 § 95531
Operating expenses 240,027 16,223 22,219 2383 280,853 (21,956) 258,807 gssetsl P $1'gg§':;(7’ $ 5;’222 $1°8';§j $ 4'22‘7‘ $2'°§2’f2; $(113'(gg: $1'9:i'?z:
. . epreciation an mortization B B 5 5
Operating income ¥ 8,698 ¥ 495 ¥ 535 ¥65 ¥ 9,794 ¥ (39 ¥ 9756
o v174.044 Y 4805 ¥13143 v703 v192.897 ¥(10,343) ¥182 553 Loss on impairment of fixed assets 3,949 429 — 1,592 5,980 (20) 5,959
Depreciation and Amortization 3,652 279 o5 20 3.976 83) 3,893 Capital expenditures 141,969 3,388 112 602 146,082 (6,500) 139,582
Loss on impairment of fixed assets 737 11 35 — 785 2) 782
: ' Notes:
Capital expenditures 6,115 535 71 24 6,746 (216) 6,530 . . . . . . o .
° & 1. Business divisions are determined according to lines of businesses within the Companies.
Description of principal businesses in each business segment:
Millions of yen 1) Shopping complex:
Development, management and operation of shopping centers
. Space A 2) Retail:
Shopping Retail &l : Elimination or .
| gineering and Others Total t Consolidated .
For the year ended 29th February, 2008: ompiex management ) ) e ofappae aecessones s ol o0
Sales: Design and construction of building interiors
External Customers ¥266,005 ¥ 6,959 ¥14,323 ¥1,003 ¥289,281 Yy — ¥289,281 Providing cleaning, security and maintenance services for buildings
Intersegment 257 10,138 12,042 336 22,774 (22,774) — 4 lO}[hers:t e
nternet business
Total 266,263 17,097 26,365 2,330 312,056 (22,774) 289,281 Management of Hotels
Operating expenses 257,177 16,601 25,670 2,448 301,898 (22,706) 279,191 3. Other operating revenue is included in “Sales”.
Operating income ¥ 9,085 Y 496 ¥ 695 ¥ (118) ¥ 10,158 ¥ o (67) ¥ 10,090 4. Long-term prepaid expenses and its amortization are included in “Capital expenditures” and “Depreciation and amortization”.
Assets ¥182,509 ¥ 5,188 ¥13,256 ¥ 533 ¥201,488 ¥(11,498) ¥189,989 5. Effective from the year ended 28th February, 2009, the tangible fixed assets acquired before 1st April, 2007 are depreciated evenly over
Depreciation and Amortization 4,268 350 35 27 4,681 86) 4,504 five years from the following fiscal year when it would be depreciated up to allowable limit for depreciation (See Note 4(7)).
Loss on impairment of fixed assets 26 — 13 — 39 (1) 38 (2) Geographic Segment Information
il fpEmalives 8,945 583 17 59 9,805 306 9912 Geographic segment information is not prepared nor disclosed since the aggregate sales and assets of the Company and its domestic subsidiaries are
more than 90% of the consolidated net sales and assets for the years ended 28th February, 2007, 29th February, 2008 and 28th February, 2009.
ARG (3) Export Sales Information
. Space R Export sales information is not prepared nor disclosed since the sales to oversea customers are less than 10% of the consolidated net sales for the
Shopping " popa Elimination or .
complex Retail Bualncennaland GBS Total corporate  Consolidated years ended 28th February, 2007, 29th February, 2008 and 28th February, 2009.
For the year ended 28th February, 2009: IEWEEITE
Sales:
External Customers ¥264,344 ¥ 7,030 ¥11,875 ¥1,859 ¥285,109 ¥ — ¥285,109
Intersegment 250 10,048 10,561 359 21,220 (21,220) —
Total 264,595 17,079 22,437 2,218 306,330 (21,220) 285,109
Operating expenses 255,769 16,802 22,053 2,343 296,969 (21,221) 275,747
Operating income ¥ 8,826 ¥ 276 ¥ 383 ¥ (125) ¥ 9,361 ¥ 0 ¥ 9,362
Assets ¥186,691 ¥ 5,055 ¥10,655 ¥ 412 ¥202,814 ¥(11,133) ¥191,681
Depreciation and Amortization 5,278 352 33 88} 5,697 (94) 5,602
Loss on impairment of fixed assets 387 42 — 156 586 2) 584
Capital expenditures 13,913 332 11 59 14,316 (637) 13,679
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19. Net Assets

Effective from 28th May, 2005, the total authorized common stock of
the Company increased from one hundred thirty one million shares to
three hundred twenty million shares as approved at the ordinary general
meeting of shareholders held on the same date.

Two hundred sixty four thousand new shares were issued during
the year ended 28th February, 2007 due to share exchange agreement
between the Company and PARCO SPACE SYSTEMS CO., LTD, one
of its subsidiaries. The latter became a wholly-owned subsidiary of the
Company effective from 21st December, 2006 (See Note 21).

20. Treasury Stock

Breakdown of treasury stock (common stock) for the years ended 28th
February, 2007, 29th February 2008 and 28th February, 2009 is as
follows:

Number of shares

outstanding
(thousands)

(2) Terms and Conditions of Share Exchange
i) Breakdown of Acquisition Cost of PSS Stocks

Millions of yen

Cost of the Company’s new shares issued ¥331
Overhead expenses 3
Total acquisition cost of PSS stocks ¥335

ii) Share Exchange Ratio

The

Company P

Share exchange ratio 1 0.32

iii) Basis of Computation

The Company had the share exchange ratio computed by Mitsubishi
UFJ Securities Co., Ltd., and PSS by MISUZU Consulting, Inc. Taking
the results of these computations into consideration, the Company and
PSS determined and agreed upon the share exchange ratio shown

Balance at 28th February, 2006 293
- above.

Purchase of fractional shares from stockholders 3 Mitsubishi UFJ Securities Co., Ltd. computed the share exchange
Exercise of stock option (205) ratio according to the assumed value of the shareholders' equity of
el & el e  Seaie kS ©) each company gomputed comprehensively by the average market value
oal B 007 ] approach, the discounted cash flow (DCF) approach, the comparable

EliEmES €l i FEaUE, AU 2 company approach, and the present value approach, while MISUZU
Purchase of fractional shares from stockholders 2 Consulting, Inc. used the average market value approach, the adjusted
Sales of fractional shares to stockholders ©) book value approach, the comparable company approach, and DCF

approach.

Balance at 29th February, 2008 93 PP
Purchase of fractional shares from stockholders 2 iv) Number of New Shares Issued
Sales of fractional shares to stockholders 0) Number of new shares Millions of yen
Balance at 28th February, 2009 95 264,896 ¥331

21. Business Combinations

The Company and PARCO SPACE SYSTEMS CO., LTD (“PSS”), one
of its subsidiaries, entered into a share exchange agreement which was
effective from 21st December, 20086, in order to make PSS a wholly-
owned subsidiary of the Company.

(1) Purpose of Making PSS a Wholly-Owned Subsidiary of
the Company

PSS handles building maintenance, interior decorating, fixtures and
electrical work, security management and other works for all store
facilities of the Company. The Company decided to make PSS its
wholly-owned subsidiary to implement effective group management
policy and ensure speedy decision-making.
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v) Negative Goodwiill

Present value of shareholders’ equity over its acquisition cost, which is
12 million yen, is recognized as negative goodwill and amortized on a
straight-line basis over a period of 5 years.

e

Independent Auditors' Report

To the Shareholders and Board of Directors of
PARCO Co., Ltd.:

We have audited the accompanying consolidated balance sheets of PARCO Co., Lid. and
consolidated subsidiaries as of February 28, 2009, February 29, 2008 and February 28, 2007,
and the related consolidated statements of income, changes in net assets and cash flows for
each of the three years in the period ended February 28, 2009, expressed in Japanese yven.
These consolidated financial statements are the responsibility of the company’s management.
Our responsibility is to independently express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted 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
eslimates 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 opinien, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of PARCO Co., Ltd. and consolidated
subsidiarics as of February 28, 2009, February 29, 2008 and February 28, 2007, and the
consolidated resulis of their operations and their cash Mows for each of the three vears in the
period ended February 28, 2009 in conformity with accounting principles generally accepted
in Japan.

The U5, dollar amounts in the accompanying consolidated financial statements with respect
to the vear ended February 28, 2000 are presented solely for convenience, Our audit also
included the translation of yen amounts into LS. dollar amounts and, in our opinion, such
translation has been made on the basis described in Note 5 to the consolidated financial
statements.

KpHG Azsp £ Co.

Tokyo, Japan
May 30, 2009
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