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JALUX Inc. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

March 31, 2004

Summary of Significant Accounting Policies

Basis of preparation

JALUX Inc. (the “Company™) and its consolidated domestic subsidiaries maintain
their accounting records and prepare their financial statements in accordance with
accounting principles generally accepted in Japan, which are different in certain
respects as to the application and disclosure requirements of International Financial
Reporting Standards, and its consolidated foreign subsidiaries, in conformity with
those of their countries of domicile. The accompanying consolidated financial
statements have been compiled from the consolidated financial statements filed with
the Financial Services Agency as required by the Securities and Exchange Law of
Japan and include certain additional financial information for the convenience of

readers outside Japan.

As permitted by the Securities and Exchange Law of Japan, amounts of less than one
thousand yen have been omitted. As a result, the totals shown in the accompanying
consolidated financial statements (both in yen and U.S. dollars) do not necessarily
agree with the sum of the individual amounts.

Certain amounts previously reported have been reclassified to conform to the current
year's classification except for the effects with respect to the adoption of new
accounting standards.

Principles of consolidation and accounting for investments in unconsolidated
subsidiary and affiliates

The consolidated financial statements include the accounts of the Company and
significant companies controlled directly or indirectly by the Company. Companies
over which the Company exercises significant influence in terms of their operating and
financial policies have been included in the consolidated financial statements on an
equity basis.

The balance sheet date of three of the consolidated subsidiaries is December 31.  Any
significant differences in intercompany accounts and transactions arising from
intervening intercompany transactions during the period from January 1 through
March 31 have been adjusted, if necessary, for the respective years.

The differences between the cost and the fair value of net assets at the dates of
acquisition of the consolidated subsidiaries and companies accounted for by the equity
method are amortized by the straight-line method over a period of 5 years.

All significant intercompany accounts and transactions and unrealized gain or loss on
intercompany accounts and transactions have been eliminated.



Summary of Significant Accounting Policies (continued)

Securities

Securities except for investments in an unconsolidated subsidiary and affiliates are
classified as trading securities, held-to-maturity securities or other securities. Trading
securities are carried at fair value. Held-to-maturity securities are carried at
amortized cost. Marketable securities classified as other securities are carried at fair
value with any unrealized gain or loss reported as a separate component of
stockholders’ equity, net of taxes. Non-marketable securities classified as other
securities are carried at cost. Cost of securities sold is determined principally by the
average method.

Derivatives
Derivatives positions are stated at fair value.

Gain or loss on derivatives designated as hedging instruments is deferred until the loss
or gain on the underlying hedged items is recognized. Foreign receivables and
payables are translated at the applicable forward foreign exchange rates if certain
conditions are met. In addition, the related interest differential paid or received under
interest-rate swaps utilized as hedging instruments is recognized over the terms of the
swap agreements as an adjustment of interest expense on the hedged items if certain
conditions are met.

Inventories
Inventories are stated at cost determined as follows:

Merchandise — principally by the first-in, first-out method
Real estate for sale — by the specific identification method
Supplies for aircraft cabins — by the most recent purchase price method

Property and equipment
Property and equipment is stated at cost and depreciation is computed as follows:
Flight equipment:

Depreciation of flight equipment used as leased property is computed by the 150%
declining-balance method, which is the same method as the Modified Accelerated
Cost Recovery System (“MACRS"”) in the U.S., based on the lease term and the
estimated residual value. Under MACRS, the 150% declining-balance method is
changed to the straight-line method when the amount of depreciation calculated by
the 150% declining-balance method falls below the amount of depreciation
available if calculated by the straight-line method.
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Summary of Significant Accounting Policies (continued)

Property and equipment (continued)
Other property and equipment:

For the Company and the consolidated domestic subsidiaries, depreciation of the
shops in airports is computed principally by the straight-line method and
depreciation of other property and equipment is computed principally by the
declining-balance method based on the useful lives stipulated in the Corporation
Tax Law of Japan. The consolidated foreign subsidiaries principally adopt the
straight-line method based on the estimated useful lives of the respective assets.

Software

Computer software intended for internal use is amortized by the straight-line method
based on their estimated useful life.

Discounts on bonds

Discounts on bonds are amortized over a period of 5 years.

Accrued pension and severance costs

To provide for employees’ severance indemnities and pension payments, net periodic
pension and severance costs are computed based on the projected benefit obligation
and the pension plan assets.

The unrecognized benefit obligation at transition is being amortized by the
straight-line method principally over a period of 5 years.

The adjustment incurred during this fiscal year arising from revisions to the actuarial
assumptions (the “actuarial assumption adjustment™) is to be amortized by the
straight-line method beginning the following fiscal year over a period of 5 years,
which is less than the average remaining years of service of the active participants in
the plans.

Directors’ and statutory auditors’ retirement benefits

Reserve for directors’ and statutory auditors’ retirement benefits is provided at the
amount which would have been paid had all directors and statutory auditors resigned at
the year end.



1. Summary of Significant Accounting Policies (continued)

k. Foreign currency translation

Foreign currency receivables and payables are translated into yen at the applicable
year-end exchange rates and translation adjustments are included in current earnings.

Translation adjustments arising from the translation of assets, liabilities, revenues and
expenses of consolidated foreign subsidiaries and affiliates accounted for by the equity
method into yen at the applicable year-end exchange rates are presented as minority

interests and a separate component of stockholders” equity.

. Leases (As lessee)

The Company and its consolidated subsidiaries lease certain equipment under
noncancelable leases referred to as financing leases. At the Company and the
domestic subsidiaries, financing leases which do not transfer the ownership of the
leased property to the lessee are principally accounted for as operating leases.

m. Appropriation of retained earnings

Under the Commercial Code of Japan, the appropriation of retained earnings with
respect to a financial period is made by resolution of the stockholders at a general
meeting held subsequent to the close of the financial period and the accounts for that

period do not, therefore, reflect such appropriations.

n. Cash equivalents

The Company and its consolidated subsidiaries define cash equivalents as highly liquid,
short-term investments with an original maturity of three months or less.

2. U.S. Dollar Amounts

Amounts in U.S. dollars are included solely for the convenience of the reader. The rate of
¥105.00 = U.S.$1.00, the approximate exchange rate prevailing on March 31, 2004, has
been used. The inclusion of such amounts is not intended to imply that yen have been or
could be readily converted, realized or settled in U.S. dollars at that or any other rate.

10



