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MANAGEMENT REVIEW

Operating Environment

In fiscal 2006, the Japanese economy continued to recover
steadily. Supported by strong corporate earnings, capital
expenditures expanded, production increased moderately,
and the employment situation improved.

In the real-estate business the building market benefited
from robust demand for offices, which led to a continuation
of high building occupancy rates in urban districts and
remarkable rises in rents for buildings that boasted good
locations or superb functions. In the residential housing
market, demand from second-generation baby boomers and
senior citizens was firm, against a backdrop of continuing
low interest rates and a growing belief that land prices had
hit bottom. As a result, sales remained robust, led in
particular by demand for large and high-rise condominiums.
The real-estate securitization market including Japanese Real
Estate Investment Trusts (J-REITs) and private offerings of
real-estate funds continued to grow, and real-estate

transactions were active, especially in urban areas.

Results

In this business environment, the Company quickly
responded to changes in the market and oriented its
business to customer needs, striving to bolster earnings
power and build a stable management base for the
future.

As a result, total revenue from operations for the
term increased from ¥176,468 million for the
preceding fiscal year to ¥234,340 million
(US$1,970,657 thousand), rising 32.8% year on year.
Ordinary income rose from ¥24,444 million to
¥31,289 million (US$263,121 thousand), up 28.0%.
Net income rose from ¥11,684 million to ¥17,406

million (US$146,374 thousand), an increase of 49.0%.

Tokyo Tatemono Real Estate Sales Co., Ltd., a
consolidated subsidiary, was listed in the Second
Section of the Tokyo Stock Exchange in July 2006.

Outlook

In the Japanese economy, corporate earnings are expected to
remain strong, and personal spending will recover with an
improvement in the employment and income environment,

despite concerns such as oil price trends.

For the real estate business, in the building market,
building occupancy rates should remain at high levels,
especially in urban districts, and rents will continue to be
high, supported by robust demand for offices. In the
residential housing market, demand is expected to be firm
given an improvement in the employment and income
environment, despite concerns such as the implications of

rising interest rates.

Foundations

Given this operating environment, the Group intends to
develop business centered on real-estate securitization, thus
expanding operations and bolstering earning power. At the same
time, the Group will provide high-quality products and services
that will be regarded as the best in their class by customers,
taking advantage of the collective strengths of the Tokyo
Tatemono Group. Through these efforts, the Group intends to
bolster its credibility and achieve rapid growth, building on the

trust it has developed over the past 110 years.



FINANCIAL REVIEW

Revenue and Income

Office and Commercial Building Leasing

Tokyo Tatemono Co. Ltd. focused on tenant services,
aiming to provide safe and comfortable spaces, thereby
improving occupancy rates and profitability. Among its
activities, the Company acquired the Ebisu Building
(Shibuya-ku, Tokyo) and Watanabe Recruit Building (Osaka
City), invested in the Sakae Building (Nagoya City) using
Special Purpose Companies (SPCs), and was commissioned
to manage Olinas Tower (Sumida-ku, Tokyo). In addition,
the Company was actively engaged in the development and
rental management of urban rental condominiums.

In fiscal 2006, the vacancy rate in the building leasing
business at the end of the term was 2.1%, indicating that a
high occupancy rate was sustained. Moreover, rents
increased, the number of operating rental condominiums,
including Apartments Shinonome Canal Court (Koto-ku,
Tokyo), rose, and Shinjuku Square Tower Management
Co.,Ltd. was made a consolidated subsidiary. As a result,
revenue from the leasing business increased from ¥42,162
million for the preceding fiscal year to ¥43,505 million
(US$365,850 thousand), up 3.2% year on year, and
operating income from ¥18,170 million to ¥19,193 million
(US$161,402 thousand), up 5.6%.

Real Estate Sales

To practice the concepts represented by the slogans “Refined
housing” and “Comfortable and peaceful house,” which
express the identity of the Brillia condominium brand,
Tokyo Tatemono sought to acquire carefully selected sites
and to plan customer-oriented products. The Company also
placed emphasis on quality control, after-sales services and
maintenance.

During the term, Tokyo Tatemono recorded sales of
condominiums that included Brillia Tower Tokyo (Sumida-
ku, Tokyo), Grand Esta (Koto-ku, Tokyo) and Brillia Kyoto
Okazaki (Kyoto City), and detached houses such as Brillia
Terrace Hibarigaoka (Nishi-Tokyo City, Tokyo). The
proceeds of the sale of about 50% of the office tower and
commercial facilities of Olinas (large-scale mixed-use
complex) (Sumida-ku, Tokyo) were recorded under the land
lot account. Consequently, revenue from the real estate sales

business rose from ¥100,142 million to ¥155,494 million

(US$1,307,608 thousand), rising 55.3%, and operating
income increased from ¥8,349 million to ¥18,351 million
(US$154,322 thousand), an increase of 119.8%.

Related Services
Tokyo Tatemono has called on its considerable know-how to
develop businesses including real-estate brokerage, appraisal
and consulting, the resort, leisure and hotel business,
renovation, restaurant services, the media complex business,
and the hot spring spa business. J-Golf Kasumigaura (Itako-
shi, Ibaraki) operated for a full year. New facilities including
TSUTAYA Ueno (Taito-ku, Tokyo) and Ofuro no Osama
Hanakoganei (Spa)(Kodaira-shi, Tokyo) have all opened.
Revenues from the resort, leisure and hotel business
increased, mainly because of the full-year operation of golf
courses. Other businesses including the real-estate agency
and renovation businesses also performed well. Revenue
from the “other” account fell from the previous term since
SPC-related revenues (gain on sales of equity and dividends
from asset sales) were recorded for the previous term. As a
consequence, revenue from the related services business
expanded from ¥34,162 million to ¥35,341 million
(US$297, 198 thousand), rising 3.5%, while operating
income fell from ¥8,332 million to ¥3,945 million
(US$33,180 thousand), a fall of 52.6%.

Analysis of Profitability

Mainly due to an increase in revenue in the real estate sales
business, revenue from operations increased ¥57,872 million
(US$486,671 thousand) from the preceding fiscal year to
¥234,340 million (US$1,970,657 thousand), and operating
income increased ¥4,990 million (US$41,970 thousand) to
¥34,461 million (US$289,800 thousand).

Ordinary income rose ¥6,844 million (US$57,559
thousand) to ¥31,289 million (US$263,121 thousand)
because of an increase in operating income and a fall in
interest expenses.

Proceeds from the sale of shares of a consolidated subsidiary
and a gain from a change in equity in a consolidated subsidiary
were recorded in extraordinary income in association with the
listing of Tokyo Tatemono Real Estate Sales. However, a loss on
revaluation of real estate for sale was posted as extraordinary loss

following a review of development plans.



As a consequence, net income increased ¥5,721 million
(US$48,114 thousand) to ¥17,406 million (US$146,374

thousand).

Financial Position

Total assets at the end of the term rose ¥60,960 million
(US$512,635 thousand) to ¥675,267 million
(US$5,678,573 thousand). The principal factor was an
increase of ¥25,838 million (US$211,732 thousand) in
investment and other assets.

Total liabilities at the end of the term increased ¥47,800
million (US$401,976 thousand) to ¥460,388 million
(US$3,871,574 thousand).

While other current liabilities fell ¥16,331 million
(US$137,340 thousand), interest-bearing debt rose ¥45,239
million (US$380,431 thousand), and other long-term
liabilities increased ¥8,868 million (US$74,580 thousand).

The balance of interest-bearing debrt at the end of the
term was ¥319,222 million (US$2,684,458 thousand).

Net assets at the end of the term amounted to ¥214,879
million (US$1,806,999 thousand), an increase of ¥10,347
million (US$87,012 thousand) from the previous year when
minority interests are excluded.

The main factor was a rise of ¥9,935 million (US$83,549
thousand) in retained earnings from net income.

Minority interests increased ¥2,812 million (US$23,647
thousand) compared with the end of the previous year, the
result of the fall of the Company’s equity associated with the

listing of Tokyo Tatemono Real Estate Sales.

Cash Flows

Consolidated cash and cash equivalents (hereinafter “cash”)
at the end of fiscal 2006 decreased ¥733 million (US$6,171
thousand) from the end of fiscal 2005, to ¥7,507 million
(US$63,132 thousand). Cash from operating activities fell
¥3,983 million (US$33,497 thousand), cash from investing
activities fell ¥42,699 million (US$359,075 thousand),
while cash from financing activities increased by ¥44,994

million (US$378,379 thousand).

Cash flow from operating activities

Operating activities decreased cash by ¥3,983 million
(US$33,497 thousand). Net income before income tax of
¥31,648 million (US$266,141 thousand) and depreciation
and amortization expenses of ¥4,188 million (US$35,220
thousand) were more than offset by ¥16,833 million
(US$141,559 thousand) outlaid on inventory, a ¥16,463
million (US$138,447 thousand) decrease in deposits
received, and ¥10,812 million (US$90,930 thousand) in

income taxes paid.

Cash flow from investing activities

Investing activities decreased cash by ¥42,699 million
(US$359,075 thousand). The principal factors were ¥9,094
million (US$76,476 thousand) from investments in special
purpose companies and ¥3,767 million (US$31,682
thousand) in proceeds from sales of shares of common stock
of subsidiaries, offset by decreases of ¥34,175 million
(US$287,395 thousand) in payments for the purchase of
property and equipment and ¥20,539 million (US$172,723
thousand) in the net amount of sales and purchases of

marketable and investment securities.

Cash flow from financing activities

Financing activities increased cash by ¥44,994 million
(US$378,379 thousand), mainly due to increases of ¥45,239
million (US$380,431 thousand) in borrowings (including
commercial paper) and ¥3,835 million (US$32,251
thousand) in proceeds from the issuing of new stock,
offsetting ¥3,494 million (US$29,387 thousand) in
dividends paid.



Tokyo Tatemono Co., Ltd. and Consolidated Subsidiaries

CONSOLIDATED BALANCE SHEETS

December 31,
ASSETS 2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Current assets:
Cash (NOE 19) ..ueeiiieeieeeeee ettt et eaeeenee e ¥ 7,532 ¥ 8,274 $ 63,341
Marketable securities (INOTE 3) ...ooviieiiieiieceiecee et 1,782 1,782 14,993
Accounts receivable, trade ...ooocuveeiieeeeieieeeeeeeeeeee e 11,120 9,991 93,512
Inventories (Notes 4 and 7) ...oeeeueeeeeeeieeeeeeeieeeeeee e 120,222 113,680 1,010,993
Deferred income taxes (INOte 14) ....c.eivviieuiieeieeieeieee e 1,499 1,143 12,613
OThEr CUITENT ASSELS wvvvvvevreeeeeereeeteeeteeeseeeteeeseeeteeeeeseeeeeaeeeseeeaeeeseeeseeereens 12,798 17,262 107,626
Allowance for doubtful acCoUNTS........ccvevvievierierieiereeceeieiece e (11) (14) (98)
Total current assets 154,943 152,120 1,302,981
Property and equipment:
Land (Notes 7 and 10) ...c.ueeoeiiiuieieieeeeeeeceeeeeeee et eeaeeeenee e 256,027 239,109 2,153,026
Buildings (Notes 7 and 10)..... 150,043 141,173 1,261,768
Machinery and equipment... 1,974 1,827 16,605
Furniture and equipment..... 3,825 3,398 32,166
Construction in progress............. 899 23 7,567
Other property and eqUIPMENT.....c.c.evvveieiririeieiririeieereese s 1,409 1,413 11,849
Total property and equipment 414,179 386,946 3,482,984
Less accumulated depreciation .........e.covveeueeieinieueennieieenineic e (75,651) (74,256) (636,177)
Net property and equipment 338,528 312,689 2,846,807
Intangible and other assets (Note 5 and 10) 14,405 7,285 121,143
Investments:
Investment securities (Notes 3, 7 and 11) ...coooveveiiiiiieiiecieeeeceeeeeeeeeeee 97,769 79,477 822,182
Investments in unconsolidated subsidiaries and affiliates............cc..ccveun.e... 4,051 3,006 34,067
Long-term loans (NOte 6) .....c.ccoiiiiiiiiiiiiiccicccececcceeiee 952 1,047 8,012
Guarantee deposits paid (NOte 10) .c.coveveueiriererioinirieeinieiecereeeneeereeens 11,621 11,441 97,727
Deferred income taxes (INOte 14) ....cvovvievreeerieieeeeeeie e et 884 812 7,440
Investments in silent partnerships (Notes 3 and 11).c.cceeveevinercinnrencennne 49,571 44,206 416,868
Other investments (Notes 3 and 11) ..oceeivviiiieiiiiiciieceeeceee e 3,342 3,095 28,104
Allowance for doubtful accounts (INOte 6) .....c.oeoueeeiiiiiiicieeieeeeeeeeeeenene (803) (875) (6,760)
Total investments 167,389 142,211 1,407,641

Total assets ¥675,267 ¥614,307 $5,678,573




LIABILITIES AND NET ASSETS

Current liabilities:
Short-term borrowings (Notes 7 and 9 ) ...c.ceueveveueuerererererereeenenererenererenenen
Current portion of long-term debt (Note 7) .....coovvuiiviniiiciiniiciiiniccines
Accounts payable, trade (Notes 8 and 9) ......ccceueueueuerrereireecrcecnrenenes
ACCIUEd INCOME LAXES 1.vveevrerrerrerrereireiseereereeseesesessesseesesseeseessersesessessessenns
ACCIUE EXPEIISES ...ttt
AdVANCeS TECEIVE ....vviveieieeieeictiee ettt ettt eaeas
Other current Habilities......cvvevviruiiiirieeeeeieieiecteereee et ere e ae s

Total current liabilities

Long-term liabilities:
Long-term debt (Notes 7 and 9) .......cccoeueuiiiiiiiiiiiiiiiiiicicccceees
Accounts payable, other (Notes 7, 8 and 9)....c.ccevvvveverinricicnnicenineieeene
Guarantee deposits FECEIVEd ....uoveuiniriiuiiririeriiirieieiereeeeere e
Deferred income taxes (INOte 14) ....c.oovuiivuiieiiiiiieeieceeeeeeeeeeeee e
Deferred income taxes on land revaluation (Note 2(f)) ..coovvvvvviiviiveeneennen.
Accrued severance indemnities (NOte 12) ....ooviieuieeeiiiieiieieeceeceeeeeeereeenens
Other long-term liabilities.........cocoeiiiiiiiiiiiiiiicc

Total long-term liabilities
Total liabilities

Commitments and contingent liabilities (Note 18)

Net assets:
Shareholders’ equity (Note 17):
Common stock, without par value:
Authorized — 800,000,000 shares
Issued 318,059,168 Shares ....cceeeeueeeeeeeeeeeeeeeeeeeeeeeeeeereeeaeenn
Additional paid-in capital ......c.cccceveiiiiiiiiiiiicece
Retained earnings........cccoeueueueueuiiiueiiiiicicieieicieeeceeecee s

Less: Treasury Stock, QL COST .euvurreuinmrirueirnrereinerieteinesieseesesieresesesseseeneenes

Total shareholders’ equity

Accumulated gains from valuation and translation adjustments:
Land revaluation excess (INOte 2(£)) c..covvvriieriiiiiiiiiieiieeeeeeeeeeeennee,
Net unrealized gain on available-for-sale securities (Note 2(d))

Foreign currency translation adjustments..........cceeueuevevevererevenerereneuererenenen
Total accumulated gains from valuation and translation adjustments .....

Minority interests
Total net assets
Total liabilities and net assets

See accompanying notes to consolidated financial statements.

December 31,

2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
¥ 19,500 ¥ 6,100 $ 163,982
82,089 72,647 690,321
8,009 7,977 67,354
7,258 6,613 61,038
4,216 4,186 35,457
15,837 16,185 133,179
11,111 26,867 93,444
148,022 140,578 1,244,779
217,632 195,235 1,830,153
3,114 3,379 26,190
41,616 37,380 349,969
13,376 13,549 112,490
13,765 8,933 115,763
4,830 4,743 40,622
18,028 8,787 151,604
312,365 272,008 2,626,794
460,388 412,587 3,871,574
77,181 77,181 649,049
75,523 75,522 635,104
28,484 18,549 239,535
(439) (290) (3,696)
180,750 170,963 1,519,993
14,564 13,016 122,477
16,677 17,690 140,247
(6) (32) (51)
31,235 30,675 262,672
2,893 81 24,333
214,879 201,720 1,806,999
¥ 675,267 ¥ 614,307 $5,678,573




Tokyo Tatemono Co., Ltd. and Consolidated Subsidiaries

CONSOLIDATED STATEMENTS OF INCOME

Year ended December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Revenue from operations:
Leasing of office and commercial buildings........cococevvrervrrrnrrnnrrcne, ¥ 43,505 ¥ 42,162 $ 365,850
SalES OF TEAL ESTALE...eneveeeeeeeeee ettt eeee et e e et e e et eeeeeeeeeeeseaeesereeesneeeas 155,494 100,142 1,307,608
REIATEA SEIVICES vneveeeeieeeeee et ettt e et e et e e et e e et e eeaeeeeaaeeseneeseseeesneeens 35,341 34,162 297,198
234,340 176,468 1,970,657
Cost of revenue:
Leasing of office and commercial buildings..........ccccocoveiiiiiiiicicinnnnee. 24,640 24,008 207,206
Sales Of TEAl ESTALE......uviiieieieeiie ettt ettt e e st e e eaeeesaae e 125,141 81,898 1,052,358
ReElAted SEIVICES ....vveevviiereceeeceieeteeeteeeteeeteeete et eeae et e e e e e eaeeeteeereeereennes 20,264 18,350 170,414
170,046 124,257 1,429,978
Gross profit 64,294 52,210 540,678
Selling, general and administrative expenses (Note 13) 29,833 22,740 250,877
Operating income 34,461 29,470 289,800
Other income (expenses):
Interest and dividend INCOME. ... .ueeeuveeeveeeeeeeeee ettt eeeeeeeeeseeen 634 587 5,335
TEEIESE EXPEISE. vuvevervierrerteteteteeeseset sttt sttt ettt naes (4,649) (5,464) (39,103)
(Loss) gain on sales of property and equipment..........ccceevererirererirerererencnns © 745 (54)
Gain on sales of marketable and investment securities...........ccooeevevveeenennne. — 317 —
Gain on sale of investment in a subsidiary.......c.cccovveerreeinnecnnnecene 2,695 — 22,668
Gain on change in interest in a consolidated subsidiary........c.ccccoeuvirinenene. 1,966 — 16,539
Equity in earnings of an investment limited partnership .........ccccccceinnece. 908 — 7,637
Write-downs of real estate held for sale .........cooovveviiiiieieiiccieeeeeeeeeeee (3,661) (2,296) (30,788)
Write-downs of marketable seCUITtEs. .........coveiieeieieieeieceeece e (101) — (857)
Reversal of provision for losses on doubtful accounts.........cccovvevevreerencecnnne — 28 —
Equity in earnings of affiliated companies..........cceeeuerrereinnerccinnrenicnnns 229 74 1,926
Loss on impairment of fixed assets (NOte 15).....cvuvvverererererererenerirereeerereenns (324) (2,258) 2,727)
Other, NECucuiiuiiiiieciectece ettt et es et eseereereersersereennens (503) (247) (4,235)
(2,813) (8,512) (23,659)
Income before income taxes and minority interests 31,648 20,958 266,141
Income taxes:
CUITENE ettt ettt e e e et e e et e e e at e e eaaeesaeeesateesaseesaseesseeessseesseeensaeans 11,624 8,689 97,758
DELEITEd ..ottt ettt aae e 2,739 583 23,036
14,364 9,273 120,794
Income before MinOrity IMEELESES ...c.cuevveueueviueueuiieierereiiieiereitieierertieieseeeeeaesereeenene 17,283 11,684 145,346
MINOIIEY INLETESTS ...ttt 122 — 1,027
INEE INICOIMIE ..eneeeiieeeeeee et ee e e e et e e eeeeteeeeeeeaeeessesaateesessaseeeesssaeeesanaeeens ¥ 17,406 ¥ 11,684 $ 146,374
U.S. dollars
Yen (Note 1)
Per share of common stock:
Net income:
BaSIC cuuuiiiii it e et e e e e e e e e e araa e e e araeeas ¥55.10 ¥42.31 $0.46
DIIULE ottt et e e steereereereeneans —_ 40.74 —
Cash dividends applicable to the year .......cccecvvreieinneecnnccicccenees 12.00 9.00 0.10

See accompanying notes to consolidated financial statements.



Tokyo Tatemono Co., Ltd. and Consolidated Subsidiarie:

CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS

Year ended December 31,

2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)
Common stock
Balance at beginning of the year........ccccooveevinnninniiccnecne ¥ 77,181 ¥ 51,629 $ 649,049
Increase arising from subscription to warrants of corporate bonds.............. — 25,552 —
Balance at end of the year ¥ 77,181 ¥ 77,181 $ 649,049
Additional paid-in capital
Balance at beginning of the year........c.cccccccueiiiciiciiiciceccceecen ¥ 75,522 ¥ 49,740 $ 635,096
Increase arising from subscription to warrants of corporate bonds.............. — 25,446 —
Sales of treasury StOCK ...coveveeririereirinieieinretcer e 0 335 8
Balance at end of the year ¥ 75,523 ¥ 75,522 $ 635,104
Retained earnings
Balance at beginning of the year.........ccccooveeviiniinniinccccne ¥ 18,549 ¥ 9,562 $ 155,985
INCE INICOMIC et eeeeee ettt e e eeeeeeeeeeeeeeeseaaeeeesaenaeeesaasseessesnteesesarseeeessnnees 17,406 11,684 146,374
Cash dividends paid......cccccoeeueueueueriierereueeieeieeeeeeeeeeeeee e (3,498) (2,058) (29,416)
Bonuses to directors and statutory auditors.......c.ceueueveveverereuererererenenerenenen (189) (123) (1,593)
Transfer to land revaluation €XCeSss..........ccveveveveeveerreireereereereeeeeeresreesennes (3,783) (381) (31,814)
Adjustment for inclusion in consolidation ...........ccccceeeiiiieiicicincenns — (134) —
Balance at end of the year ¥ 28,484 ¥ 18,549 $ 239,535
Treasury stock, at cost
Balance at beginning of the year.........ccccoriciinicciniccccecccnee ¥ (290) ¥ (852 $  (2,440)
Decrease in sales of treasury Stock ........ccevevveveenriereinneienneeineeeneneenen 7 671 64
Purchases of treasury Stock......c.ceueueuerereuerereiereerereieiereieeereree e (157) (109) (1,321)
Balance at end of the year ¥ (439 ¥  (290) $  (3,696)
Land revaluation excess
Balance at beginning of the year........cccccceeueeuieeiieeeiecceeceeerennens ¥ 13,016 ¥ 12,635 $ 109,461
Transfer to land revaluation EXCESS......cooviiieveerieeeeeeeeeieeeireeeeeesereeesereesenes 1,547 381 13,015
Balance at end of the year ¥ 14,564 ¥ 13,016 $ 122,477
Net unrealized gain on available-for-sale securities
Balance at beginning of the year..........cccccocciiiiiiiiiiicccce ¥ 17,690 ¥ 8,852 $ 148,770
Net change in unrealized gain on available-for-sale securities,
net of deferred INCOME TAXES. ... .cecueievieeieeiiee et (1,013) 8,838 (8,522)
Balance at end of the year ¥ 16,677 ¥ 17,690 $ 140,247
Foreign currency translation adjustments
Balance at beginning of the year........c.cceceeveueueieeeiieeeeeieeeeeeeennens ¥ (32) ¥  (258) $ (270)
Net change in foreign currency translation adjustments........cccccevevevevenenee 25 226 218
Balance at end of the year ¥ 6) ¥ (32) $ (51)
Minority interests ¥ 2,893 ¥ 81 $ 24,333
Total net assets ¥214,879 ¥201,720 $1,806,999

See accompanying notes to consolidated financial statements.



Tokyo Tatemono Co., Ltd. and Consolidated Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
(Note 1)

Operating activities
Income before income taxes and minority interests.......coeerererveesvesenne ¥ 31,648 ¥ 20,958 $ 266,141
Adjustments to reconcile income before income taxes and minority
interests to net cash used in operating activities:

Depreciation and amortization.........c.c.eueueveueuerererererererererererererenenererenenes 4,219 4,500 35,482
Equity in earnings of affiliated companies....... (229) (74) (1,926)
Decrease in allowance for doubtful accounts (74) (413) (625)
Provision for (reversal of) accrued severance indemnities, less payments .. 87 2) 735
(Decrease) increase in reserve for bonuses to employees........c.cccevererenenes 1) 39 8)
Interest and dividend INCOME . .....covvievviiieeieeereeeeeee et eereeseeeesneesene (634) (587) (5,335)
INEETESE EXPENSE ..vvvervrereverieuereretetetebeteresetetetetetetesesesebesesesesesesesesesenenes 4,649 5,464 39,103
Loss (gain) on sales of property and equipment.........c.ccccccueurieccueunenans 6 (745) 54
Loss on impairment of fixed assets .......c.cceeuererererererererererererererenenererenenes 324 2,258 2,727
Gain on sales of marketable and investment securities...........cocvevverrenes — (317) —
Gain on sale of investment in a subsidiary......c.ccoeecenrecrieneccinnieneees (2,695) — (22,668)
Gain on change in interest in a consolidated subsidiary........c.cccoeevereuees (1,966) — (16,539)
Equity in earnings of an investment limited partnership.......c.ccccceueueneees (908) — (7,637)
Write-downs of real estate held for sale ........ccooevevuieviiiiiiiiiiceeece 3,661 2,296 30,788
Write-downs of marketable SECUITtIES .......cecevievveeierereecreeie e 101 — 857
Increase in accounts receivable, trade............coovvevviiiiiiiiiiiiiiiceeceeeee (1,006) (4,162) (8,461)
TNCIEASE 1N INVENTOTIES 1. .vvvreeeieeeeeeeeeeeeteeseeeeeeseseessesseseeseesessesssessensensensans (16,833) (34,529) (141,559)
(Increase) decrease in guarantee deposits paid.........cccceeveueuiiciricicincicinens (134) 170 (1,134)
(Decrease) increase in accounts payable, trade .......cccoeevvvevcieinieicinnnenee. (678) 500 (5,702)
Increase (decrease) in guarantee deposits received........oeeievviercininnenee. 2,892 (172) 24,325
(Decrease) increase in deposits received ........ceuvuvurueiiieieeeieieieieieieieieneienns (16,463) 20,477 (138,447)
ORET ettt et et e e eaean 4,111 (4,820) 34,573
Subtotal 10,077 10,838 84,742
Interest and dividends received..........cocvevuieeuiiviiiiieiiecieeeeceeeeeeee e 1,425 624 11,983
Interest paid.......cccocoeieeniienenes (4,672) (5,656) (39,292)
Income taxes paid (10,812) (6,748) (90,930)
Net cash used in operating activities (3,983) (941) (33,496)
Investing activities
Proceeds from sales of marketable and investment securities................... 17,592 1,486 147,939
Purchases of marketable and investment seCUrities ...........cccveeveevveeereennenn (38,131) (16,029) (320,662)
Proceeds from sales of property and equipment.........c.eeeieeveereininnenees 3,872 4,948 32,563
Purchases of property and eqUIPMENt.....c.c.ceueueuereieueuerererereieieienenerenenenes (34,175) (14,982) (287,395)
Purchases of investments in silent partnerships.........ccccvevecueinicccennaes (6,302) (13,679) (52,999)
Proceeds from sales of investments in silent partnerships........ccccccveevneee. 929 3,056 7,819
Repayment of 10ans......c.ceueuiuiieuiiiieieieiiereieieieeieieeeserererenenenenenenenenenes (107) (1,042) (904)
Proceeds from collection of 10ans ......oo.veeeeveeeeieeeeeieeeeeeeeeeee e 166 283 1,402
Proceeds from sales (payments for purchases) of shares of common stock of subsidiaries.... 3,767 (7,479) 31,680
Proceeds from sale of a subsidiary’s stock resulting in change in scope of consolidation .... 182 — 1,531
Purchase of @ DUSINESS ....vveeviiiviiieiiii et — (1,500) —
Decrease in investments in special purpose companies 9,094 4,427 76,476
ORET ettt ettt e et e e eaean 412 (1,632) 3,472
Net cash used in investing activities (42,699) (42,141) (359,075)
Financing activities
Increase (decrease) in short-term borrowings........c.coceeveveveverereueuererenenes 3,500 (11,030) 29,432
Increase in commercial PAPer .........ccucueueueueuiiiieueueieieieieieeeieeieeiereenenes 9,900 400 83,252
Proceeds from long-term debt........cccccoiiiiiiiiiiiiiiiis 104,500 95,270 878,778
Repayment of long-term debt ......c.ccurviiiiiriiciiiiiiicccccceas (72,660) (89,847) (611,033)
Proceeds from issuance of New StOCK ........ceeveevierieierierreeeereere e 3,835 55 32,251
Proceeds from sales of treasury stock ........ccceueueueieieieiiiiiccicecens 8 6 72
Acquisition of treasury StOCK .....ccoveueiririeieirinieicenrec e (139) (109) (1,176)
Dividends paid.......ccceueueueuiiiiiiiiiiiieieieieieeeeeeeere e (3,495) (2,054) (29,396)
Repayment of long-term accounts payable .......c.ccccceuevereueueuereieeueenenenns (265) (265) (2,228)
Issuance of corporate bonds with Warrants ..........ccccoeceucveucuecceiceeeenns — 52,000 —
(1 1= TR (187) (255) (1,575)
Net cash provided by financing activities 44,994 44,170 378,379
Effect of exchange rate changes on cash and cash equivalents...........cccocccceaiee. 8 10 70
Net (decrease) increase in cash and cash equivalents.........ccceeveueverereeecrccierenenns (1,679) 1,097 (14,122)
Cash and cash equivalents at beginning of year........cccccceceeiiiiiciciicecnene. 8,241 6,619 69,304
Increase in cash and cash equivalents resulting from inclusion in consolidation .. 945 524 7,950
Cash and cash equivalents at end of year (Note 19) ¥ 7,507 ¥ 8,241 $ 63,132

See accompanying notes to consolidated financial statements.



Tokyo Tatemono Co., Ltd. and Consolidated Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

l Basis of Preparation
o of Financial
Statements

Significant
o Accounting Policies

Tokyo Tatemono Co., Ltd. (the “Company”) and its domestic consolidated subsidiaries maintain their
accounting records and prepare their financial statements in accordance with accounting principles generally
accepted in Japan, and its overseas consolidated subsidiaries maintain their books of account in conformity
with those of their respective countries of domicile. The accompanying consolidated financial statements have
been compiled from the accounts prepared by the Company in accordance with the provisions set forth in the
Securities and Exchange Law of Japan and 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.

In addition, the notes to the consolidated financial statements include financial information which is not
required under accounting principles generally accepted in Japan but is presented herein as additional
information. Certain reclassifications have been made to present the accompanying consolidated financial
statements in a format which is familiar to readers outside Japan.

As permitted by the Securities and Exchange Law, amounts of less than one million yen have been
omitted. As a result, the totals in yen in the accompanying consolidated financial statements do not
necessarily agree with the sums of the individual amounts.

The U.S. dollar amounts presented in the accompanying consolidated financial statements are included
solely for the convenience of readers outside Japan. The exchange rate of ¥118.915 to U.S.$1.00 prevailing
on December 31, 2006 has been used in the translation of yen amounts into U.S. dollar amounts in the
accompanying consolidated financial statements. It should not be construed that Japanese yen amounts have

been or could in the future be converted into U.S. dollar amounts at the above or any other rate.

(a) Basis of consolidation
The consolidated financial statements include the accounts of the Company and its twenty-eight significant
domestic subsidiaries and three overseas subsidiaries for the year ended December 31, 2006.

The consolidated financial statements include the accounts of the Company and any significant
companies which it controls directly or indirectly, as well as the accounts of companies over which the
Company exercises significant influence in terms of their operating and financial policies.

Significant intercompany transactions and accounts have been eliminated on consolidation. However, if
the market value of inventories traded among the consolidated companies is less than their related acquisition
cost, the corresponding unrealized intercompany loss is not eliminated.

Numbers of companies included in the scope of consolidation at December 31, 2006 and 2005 were as
follows:

2006 2005
Consolidated subsidiaries 31 28

The difference between the cost of an acquisition and the fair value of the net assets of an acquired
subsidiary/affiliated company at the date of acquisition is reported in the balance sheet under other assets or
other liabilities and is amortized by the straight-line method over a period of five years.

The equity basis of accounting has been applied to five affiliated companies in consideration of their
material impact on the accompanying consolidated financial statements.

Investments in eight unconsolidated subsidiaries (owned more than 50%) and four affiliates (owned 20%
to 50%) are carried at cost rather than being accounted for by the equity method because their aggregate net
income and retained earnings were not material to the accompanying consolidated financial statements. Cash

dividends from these companies are recorded on the Company’s books when they are approved by the

shareholders.



(b) Cash and cash equivalents

The Company and its consolidated subsidiaries substantially consider all highly liquid investments with a
maturity of three months or less at the time of purchase to be cash equivalents. A reconciliation between cash
reflected in the balance sheets at December 31, 2006 and 2005 and cash and cash equivalents for the years

then ended is presented in Note 19.

(c) Allowance for doubtful accounts
The allowance for doubtful accounts, including a specific allowance, is provided at the amount considered

sufficient to cover possible losses on collection.

(d) Marketable and investment securities
Securities are classified and accounted for, depending on management’s intentions, as follows:
i) held-to-maturity debt securities, which are expected to be held to maturity, are reported at amortized cost,
and ii) available-for-sale securities, for which market quotations are determinable, are reported at their
respective fair value with unrealized gain or loss, net of the applicable taxes, being reported as a separate
component of net assets. Unrealized gain is not available for distribution in the form of cash dividends.
Available-for-sale securities for which market quotations are not determinable are stated at cost, except as
stated in the paragraph below.

In cases where the fair value of equity securities or other securities issued by unconsolidated subsidiaries
and affiliates has declined significantly and this impairment in value is not deemed temporary, the securities

are written down to their respective fair value and the resulting loss is included in net income for the year.

(e) Inventories
Inventories are stated at the accumulated acquisition or construction costs for each project. Interest on
borrowings relating to the acquisition or construction of such inventories is excluded from the costs.

The Company applies the accounting policy of writing down inventories to their respective fair value if

the fair value is substantially less than cost and the decline is considered to be permanent.

(f) Property and equipment, and depreciation
Property and equipment are carried at cost, less accumulated depreciation.

Depreciation of property and equipment is calculated by the straight-line method, except in the case of
furniture and fixtures on which the declining-balance method at rates determined based on the estimated
useful lives of the respective assets is applied. However, depreciation of property and equipment held by the
overseas consolidated subsidiaries is determined by the straight-line method over the estimated useful lives of
the respective assets.

Interest on borrowings related to the construction of new buildings is capitalized as a portion of their cost
during the period of construction.

Under the “Land Revaluation Law” promulgated and revised on March 31, 1998 and 1999, respectively,
the Company elected for a one-time revaluation of land held for its own use to a value based on real estate
appraisals at December 31, 2000. The resulting land revaluation excess represents an unrealized appreciation
in the value of this land and is stated, net of income taxes, as a separate component of net assets. This
revaluation excess is not available for distribution in the form of dividends. There was no related effect on the

accompanying consolidated statements of income.

(g) Share issuance expenses

Expenses relating to the issuance of shares are charged to income when incurred.



(h) Derivatives and hedging activities

Interest-rate swaps which meet specific matching criteria and qualify for hedge accounting treatment are not
remeasured at market value; however, the differentials paid or received under the respective swap agreements
are recognized and included as interest expense or income.

The Company enters into interest-rate swap contracts to manage its exposure to interest-rate fluctuation
with respect to certain of its liabilities. It is the Company’s policy to utilize derivatives only for the purpose of
reducing market risk. Since the counterparties to these derivatives transactions are limited to major
international financial institutions, the Company does not anticipate any losses arising from credit risk.
Derivatives transactions entered into by the Accounting Department are made in accordance with internal
corporate policies which regulate their authorization and monitoring. All open derivatives positions are

periodically reported to the Company’s Board of Directors.

(i) Accrued severance indemnities
Accrued severance indemnities are stated at the amount required to cover the liability as of the balance sheet
date and is based on the Company’s estimates of its liability for retirement benefits and its pension fund assets
as of the balance sheet date.

The retirement benefit obligation is attributed to each period by the straight-line method over the
estimated remaining years of service of the eligible employees.

Actuarial gain and loss are amortized, commencing the year following the year in which the gain or loss is
recognized, by the straight-line method over a period of 10 years which is shorter than the average remaining

years of service of the eligible employees in the plans.

(j) Foreign currency translation
Assets and liabilities denominated in foreign currencies are translated at the year-end exchange rates.

Assets, liabilities, and income and expense items of the overseas consolidated subsidiaries are translated
into Japanese yen at the relevant year-end exchange rates. Other components of net assets are translated into
Japanese yen at their historical rates. The resulting exchange differences are presented as foreign currency

translation adjustments, a separate component of net assets.

(k) Net income per share

Computations of net income per share are based on the weighted-average number of shares of common stock
outstanding during each year. Diluted net income per share is also computed based on the weighted-average
number of shares of common stock outstanding during each year after giving effect to the dilutive potential of

shares to be issued.

(I) Income taxes
Deferred taxes are determined based on the differences between the amounts determined for financial
reporting purposes and the tax bases of assets and liabilities and are measured using the enacted tax rates and

laws which will be in effect when the differences are expected to reverse.

(m) Accounting changes
(1) Accounting Standard for Directors’ Bonuses
Effective the year ended December 31, 2006, the Company and its domestic consolidated
subsidiaries have adopted a new accounting standard for directors’ bonuses.
The effect of the adoption of this standard was to decrease operating income and income before
income taxes and minority interests by ¥259 million for the year ended December 31, 2006 from the

corresponding amounts which would have been recorded under the previous method.



(2) Accounting Standard for Presentation of Net Assets in the Balance Sheet
Effective the year ended December 31, 2006, the Company has adopted a new accounting standard

for the presentation of net assets in the balance sheet and the related implementation guidance. In
addition, effective the year ended December 31, 2006, the Company is required to prepare
consolidated statements of changes in net assets instead of consolidated statements of shareholders’
equity. In this connection, the previously reported consolidated balance sheet as of December 31,
2005 and consolidated statement of shareholders’ equity for the year then ended have been restated to
conform to the presentation and disclosure of the consolidated financial statements for the year ended
December 31, 2006.

(3) Loss on impairment of fixed assets
Effective January 1, 2005, the Company and its domestic consolidated subsidiaries adopted an
accounting standard for the impairment of fixed assets and the related implementation guidance.
The effect of the adoption of this standard for the year ended December 31, 2005 was to decrease
income before income taxes and minority interests by ¥2,258 million from the corresponding amount
which would have been recorded under the previous method. The accumulated impairment loss was

deducted directly from the carrying amounts of the respective assets.

(n) Reclassifications
Certain reclassifications of the consolidated financial statements for the year ended December 31, 2005 have

been made to conform them to the presentation for the year ended December 31, 2006.

3 Marketable Information regarding marketable securities classified as other securities at December 31, 2006 and 2005 is
L]

Securities and summarized as follows:
Investment Securities

(1) Marketable other securities

2006
Acquisition  Carrying Unrealized Acquisition  Carrying Unrealized
cost value gain(loss) cost value gain(loss)
(Millions of yen) (Thousands of U.S. dollars)

Securities whose carrying
value exceeds their acquisition cost:

Stock ¥ 11,727 ¥ 32,850 ¥21,122 $ 98,618 $276,249 $177,630
Government bonds 27 27 0 227 232 5
Other 5,860 12,657 6,797 49,283 106,442 57,158
17,614 45,535 27,920 148,129 382,924 234,794
Securities whose carrying value
does not exceed their acquisition cost:

Stock e 874 775 (98) 7,351 6,523 (828)
Government bonds...........cceuveveueeennnnn. 73 72 (0) 616 612 (4)

947 848 (98) 7,968 7,135 (832)

Total oo ¥ 18,562 ¥ 46,383 ¥27,821  $156,097 $390,060 $ 233,962




2005
Acquisition  Carrying ~ Unrealized

cost value gain(loss)
(Millions of yen)
Securities whose carrying
value exceeds their acquisition cost:
StOCk e ¥ 11,380 ¥ 37,210 ¥ 25,829
Government bonds.......c.ccveveirennneee. 90 91 1
Other oo 5,860 9,698 3,837
17,331 47,000 29,669
Securities whose carrying value
does not exceed their acquisition cost:
StOCK o 135 113 (1)
Government bonds..........ccoeveeveenrnenne. 10 9 (0)
145 123 22)
TOotal v ¥ 17,477 ¥ 47,124 ¥ 29,647

(2) Sales of securities classified as other securities and the related aggregate gain and loss are summarized as follows:
December 31,

2006 2005 2006

(Millions of yen) (Thousands of
U.S. dollars)

Sales Proceeds .....c.eveueueueueieieueieieieieiereietee e ¥0 ¥ 4,872 $0
Aggregate gain — 3,479 —
Aggregate loss — — —
(3) Investments in SPCs (special purpose companies) are summarized as follows:
December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
Marketable SECUTITTIES.....c.viiiiuiiiiiieceie et ¥ 1,782 ¥ 1,782 $ 14,993
I NVESTINENIT SECUITTIES . vvveeeeeeeeeeeeeeeeeeeeeraeeeeeeseeeeseneereeeesesreeessaeneeesas 44,708 24,811 375,970
Investments in silent partnerships .......cccceceeeveieeeeeeeeceeecnnen 49,571 44,206 416,868
Other INVESTMENTS ..vveeeeeeeieeieeeee ettt eeeeeeeeeeeeeeeeaeeeeeeesaeeesaeessaeeens 630 400 5,302
¥96,693 ¥71,201 $813,134
4 Inventories Effective the year ended December 31, 2006, the Company has determined to utilize and reclassify real estate
L]

held on certain land which was previously categorized as real estate for sale. As a result of this reclassification,
the inventory balance decreased by ¥7,016 million ($59,002 thousand) at December 31, 2006.



5 Intangible Assets Intangible assets consisted of the following:

December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
¥ 14,075 ¥ 6,813 $ 118,361
330 471 2,781
¥ 14,405 ¥ 7,284 $ 121,143

6 Long-Term Loans Long-term loans at December 31, 2006 and 2005 were offset against doubtful debts of ¥2,698 million
. ($22,691 thousand) and ¥2,698 million, respectively. These debts consisted of loans and the related interest.

Short-Term Long-term debt consisted of the following:
e Borrowings and
Long-Term Debt

Secured loans:
With banks and insurance companies, at interest rates
principally from 2.15% to 4.75%, maturing serially
through 2015 .....ccoiiiiiiiii

Unsecured loans:
With banks, at interest rates principally from 0.69%
to 5.95%, maturing serially through 2022 ..........ccoeeneen

Less: Current portion of long-term debt

December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
¥ 6,291 ¥ 7,620 $ 52,908
293,430 260,263 2,467,567
299,722 267,883 2,520,475
(82,089) (72,647) (690,321)
¥217,632 ¥195,235 $1,830,153

The aggregate annual maturities of long-term debt subsequent to December 31, 2006 are summarized as

follows:

Year ending December 31,

(Thousands of
(Millions of yen) U.S. dollars)
........................... ¥ 82,089 $ 690,321
........................... 84,507 710,655
........................... 53,795 452,386
........................... 49,830 419,040
.......................... 29,499 248,071
.......................... ¥299,722 $2,520,475




9.

10.

The net book values of assets pledged or mortgaged as security for long-term debt and long-term accounts

payable, other (as described in Note 8) at December 31, 2006 were as follows:

INVentories. ...ccovvieviieeieeeiieeiee e

Buildings
Land ..ooooveeviiieieeieen,

December 31,

2006 2005 2006

(Millions of yen) (Thousands of

U.S. dollars)

¥ 510 ¥13,072 $ 4,289
3,189 3,350 26,821
14,765 14,765 124,164
1,193 1,445 10,037
¥19,658 ¥32,633 $165,312

Long-Term Accounts At December 31, 2006, long-term payables for the purchase of property included in long-term accounts

Payable, Other

payable, other and accounts payable, trade amounted to ¥3,114 million ($26,190 thousand) and ¥265 mil-

lion ($2,228 thousand), respectively. These payables are scheduled to mature from 2007 to 2019 and bear

interest at 3.691%. Property has been mortgaged as security for these payables.

Secured Debt Secured debt consisted of the following:

Short-term borrowings........cccveeeerecccnrennc.

Accounts payable, trade
Long-term debe..................
Accounts payable, other

December 31,

2006 2005 2006

(Millions of yen) (Thousands of

U.S. dollars)

¥ 248 ¥ 1,328 $ 2,090
265 265 2,228
6,043 6,291 50,817
3,114 3,379 26,190
¥ 9,671 ¥11,264 $ 81,327

Real Estate Held for Real estate held for a specific partnership project (under a Silent Partnership Agreement) consisted of the

Specific Partnership following;
Project (under a

Silent Partnership

Agreement)

Buildings ...c.coouiviiiiciiiccicc

Land.............
Lease of land

Guarantee deposits paid..........cccccericinnnee.

December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)

¥ 15,200 ¥ 9,964 $ 127,824
9,743 2,209 81,936
3,917 736 32,940
718 723 6,045
¥ 29,579 ¥13,633 $ 248,746

At December 31, 2006, the portion of other long-term liabilities which corresponded to the above project

amounted to ¥16,629 million ($139,840 thousand).



1 1 Investments in Investments in unconsolidated subsidiaries and affiliates consisted of the following:
o

Unconsolidated
December 31,

Subsidiaries and
Affiliates 2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)

INVESTMENT SECULITIES 1vvveeereeereeeeeeereeeeeeeeeenes ¥ 4,164 ¥ 3,453 $ 35,020

Investments in silent partnerships ..........c..c..... 445 — 3,742

Other INVESTMENTS wveeeuveeeeeeeeeeeeeeeeeereeereeenenes 560 477 4,709

1 2 Accrued Severance  Employees whose services with the Company are terminated are, under most circumstances, entitled to lump-
e Indemnities and

r sum severance payments determined by reference to their basic rate of pay, length of service at that time and
Pension Plans . . o - .
the conditions under which termination occurs. The minimum payment is an amount based on voluntary
retirement.

In addition to an unfunded retirement benefit plan, the Company has a defined benefit plan which
provides for an annuity payable subsequent to retirement or a lump-sum payment under certain conditions
for employees who terminate their employment after at least 17 years of service. The annuity is payable from
the age of 60 to those employees who retire at or after age 50, and the lump-sum payments are payable at the
time of retirement.

The projected benefit obligation, net periodic pension cost and assumptions used in the calculation of

accrued severance indemnities are summarized as follows:

December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)

Projected benefit obligation:

Projected benefit obligation..........cccccuee.... ¥11,276 ¥10,661 $ 94,831

Fair value of plan assets........ccceueueueuererennnen (5,789) (5,206) (48,687)

5,487 5,454 46,144
Unrecognized actuarial gain.......c.ccccceueneeee. (656) (711) (5,521)
Accrued severance indemnities.................... ¥ 4,830 ¥ 4,743 $ 40,622
Year ended December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)

Net periodic pension cost:

SEIVICE COSE vrannarreeeeeeeeeeeeeeeeeseeeeeeeeseseneeens ¥496 ¥499 $4,177

TNEErest COSt weveemmuneeeaarneeeeeennns 209 204 1,761

Expected return on plan assets. (78) (61) (656)

Recognized actuarial loss.......... 117 180 985

Net periodic pension Cost .......eveereerereeennnn ¥745 ¥822 $6,268
Assumptions:

Discount rate 2.0% 2.0%

Anticipated rate of return on plan assets 1.5% 1.5%

Amortization period of actuarial gain or loss 10 years 10 years



Administrative
Expenses

1 3 Selling, General and Major components of selling, general and administrative expenses are summarized as follows:
L]

Year ended December 31,

2006 2005 2006

(Millions of yen) (Thousands of
U.S. dollars)

Advertisement expenses.. ¥ 4,804 ¥ 3,642 $ 40,406
Salaries....ooceeeveeeeeeeeeeeeeeeeene. 5,962 4,960 50,136
Provision for accrued bonuses.......ccceveeeeeennnen. 127 123 1,071
Provision for accrued bonuses for directors ..... 259 — 2,178
Retirement benefit expenses........c.coceveveeenennenee 428 487 3,604

Provision for accrued directors’
retirement benefits........ccvevvevvevvevievreereerienens 139 107 1,173



1 4.Income Taxes Income taxes in Japan applicable to the Company and its domestic consolidated subsidiaries consist of corpo-
ration tax, inhabitants’ taxes and enterprise tax, which in the aggregate resulted in a statutory tax rate of
approximately 40.7% for the years ended December 31, 2006 and 2005. Income taxes of the overseas consoli-
dated subsidiaries are based generally on the tax rates applicable in their respective countries of incorporation.

The effective tax rates reflected in the consolidated statements of income for the years ended December

31, 2006 and 2005 differed from the statutory tax rate for the following reasons:

Year ended December 31,
2006 2005
STATULOLY TAX FALE ... 40.7% 40.7%
Increase (decrease) in income taxes resulting from:

Tax rate difference between the Company and subsidiaries........... — 0.1

Reversal of valuation allowance for deferred tax assets .................. 4.4 2.8

Non-deductible €Xpenses.........ceeveverirrereririrererirenrerereinrerenrereenene 0.8 0.4

Non-taxable INCOME. .....cc.iivuiiiieiiieeeeeeeeeeeeee e 0.3) (0.3)

Inhabitants’ per capita taxes .....c.eveueverrereirinrereiniriereieeereeneenene (0.1) 0.1

OHREr ittt (0.3) 0.4
EAfeCtiVe taX FAES . evvivirieririeieieieiesteteieiee sttt ese st ese e ese s eseens 45.4% 44.2%

The significant components of deferred tax assets and liabilities as of December 31, 2006 and 2005 were

as follows:
December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
Deferred tax assets:
Loss on impairment of fixed assets.............. ¥ 11,638 ¥11,889 $ 97,871
Loss on appraisal of real estate held for sale.... 4,526 3,273 38,062
Net operating loss carryforwards................. 4,162 3,738 35,001
Accrued severance indemnities in excess of
tax-deductible portion .........ccccceueucueunnnee. 1,924 1,827 16,187
Write-downs of stocks of subsidiaries and
affiliated companies.......cocovevecerrrercccnnnnenes 1,639 2,002 13,783
Loss on appraisal of fixed assets................... 1,321 1,535 11,109
Accrued enterprise taX....ooveveereerereerernerenens 599 574 5,045
Unrealized dividend on investment in silent
PArtnErships ..o.eveveveveeereereirenrereennreneenens 555 — 4,672
Write-downs of investment securities ......... 503 469 4,230
Oher i 3,403 2,707 28,623
Gross deferred tax assets......eeeeveereeeeerveennnen. 30,274 28,018 254,586
Valuation allowance........eeeveeveveeeeeeeeeeennns (24,120) (22,486) (202,838)
Total deferred tax assets......ocveevvveevereerveveennnen. ¥ 6,153 ¥ 5,531 $ 51,748
Deferred tax liabilities:
Net unrealized gain on
available-for-sale securities .........ccceeevveennes ¥11,323 ¥ 12,066 $ 95,222
Reversal of deferred tax liabilities based on
revaluation of assets of subsidiaries............ 4,551 4,590 38,272
Gain on change in interest
in a consolidated subsidiary .........cccccounuee. 800 —_ 6,731
Reversal of reserve for deferred capital
gain on land.......cccocoieveiiieniiecceeenen 459 459 3,862
Oher cuvovieeeeeececececeeeeeee e 11 8 95
Total deferred tax liabilities .........ccoevvevvueennne.. 17,145 17,124 144,185

Net deferred tax liabilities........ccceeveuververeennee. ¥ 10,992 ¥ 11,593 $ 92,437




15.

Loss on The Company and certain consolidated subsidiaries have recognized impairment losses for the following
Impairment of groups of assets for the year ended December 31, 2006:

Fixed Assets (Thousands of
Company Major use Asset category Place (Millions of yen) U.S. dollars)
Consolidated Golf course Land, buildings, Nikko city, Tochigi
subsidiaries institution other Prefecture, other ¥ 324 $2,727
¥324 $ 2,727

The aggregate loss on impairment of fixed assets of ¥324 million ($2,727 thousand) consisted of ¥76 million
($639 thousand) on land, ¥132 million ($1,110 thousand) on buildings, and ¥116 million ($976 thousand)
on other assets. The net sales prices of these assets were used as the estimated recoverable amounts in

measuring the impairment loss. Either a valuation provided by a real estate appraiser or the estimated sales

price was used as the fair value.



1 6 Lease Transactions
(J

(1) Finance leases (Lessee)

The following pro forma amounts represent the acquisition costs, accumulated depreciation and net book

value of the leased property as of December 31, 2006 and 2005, which would have been reflected in the

consolidated balance sheets if the finance leases currently accounted for as operating leases had been

capitalized:

Acquisition costs:
Buildings ...c.cccoeeeueiuenenee
Machinery and equipment
Vehicles.....cooovvvriereereeneenen.
Furniture and equipment..
Intangible assets (software)

Accumulated depreciation:
Buildings .....cccccoeeuiuiinnnne.
Machinery and equipment
Vehicles.....coovvvieeereenenen.
Furniture and equipment..
Intangible assets (software)

Net book value:
Buildings .....cccoceueueuiinnnee.
Machinery and equipment
Vehicles.....ccooerriirinrrannnnen.
Furniture and equipment..
Intangible assets (software)

Future minimum payments:
Within one year...............
Over one year.........c.c......

Lease payments (assumed depreciation) ..........

December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)

¥ 42 ¥ — $ 355
— 4 —
106 140 894
625 547 5,259
490 729 4,120
¥1,264 ¥1,421 $10,630
¥ 9 ¥y $ 82
_ 1 _
70 85 592
233 307 1,967
274 382 2,306
¥ 588 ¥ 776 $ 4,949
¥ 32 ¥ — $ 273
J— 2 J—
35 55 301
391 239 3,291
215 346 1,814
¥ 675 ¥ 644 $ 5,681
¥ 276 ¥ 305 $ 2,321
399 338 3,359
¥ 675 ¥ 644 $ 5,681
¥ 315 ¥ 325 $ 2,656

Depreciation was calculated by the straight-line method over the respective lease periods assuming a nil

residual value.

(2) Operating leases (Lessor)

Future minimum payments:

Within one year
Over one year ...

December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
¥2,172 ¥1,676 $18,270
3,877 3,789 32,607
¥6,050 ¥5,466 $50,877
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e Cash Flow

The new Corporation Law of Japan (the “Law”), which superseded most of the provisions of the Commercial
Code of Japan, went into effect on May 1, 2006. The Law provides that an amount equal to 10% of the
amount to be disbursed as distributions of capital surplus (other than the capital reserve) and retained
earnings (other than the legal reserve) be transferred to the capital reserve and the legal reserve, respectively,
until the sum of the capital reserve and the legal reserve equals 25% of the capital stock account. Such
distributions can be made at any time by resolution of the shareholders, or by the Board of Directors if certain
conditions are met.

The following appropriation of retained earnings for the year ended December 31, 2006 was duly
approved at the annual general meeting of the shareholders held on March 29, 2007:

(Thousands of
(Millions of yen) U.S. dollars)
Cash dividends ¥6 (U.S.$0.05) per share .....c.ccccceevvreeiriccneiccnee ¥1,907 $16,041

At December 31, 2006, the Company was contingently liable for guarantees on loans to its customers and
employees which amounted to approximately ¥4,951 million ($41,637 thousand). The Company has rights
to various types of collateral offered as security against the above guarantees to its customers and employees.
At December 31, 2006, the Company had cancelable and non-cancelable long-term lease agreements,
principally for the subleasing of office space and buildings.
Rent expenses for the years ended December 31, 2006 and 2005 were ¥7,419 million ($62,396

thousand) and ¥7,881 million, respectively, and have been included in cost of revenue.

The following table represents a reconciliation of cash and cash equivalents at December 31, 2006 and 2005:

Information December 31,
2006 2005 2006
(Millions of yen) (Thousands of
U.S. dollars)
A ettt e e e s ¥7,532 ¥8,274 $63,341
Time deposits with a maturity of more than three months...... (24) (33) (208)

Cash and cash equivalents .......c.coeuvevererirrrenernrsrreerene ¥7,507 ¥8,241 $63,132




2 0 Segment The Company operates principally within three industry segments: office and commercial building leasing
o Information (“leasing”), real estate sales and other. The leasing segment is engaged in the leasing of land, buildings, houses,
and so forth as well as in office and building management. The real estate sales segment relates to sales of resi-
dential lots, houses, condominiums, and so forth. The other segment carries out brokerage, appraisal,
consulting and sales agency activities related to real estate, and so forth.
The following table presents certain information regarding the Company’s business segments for the years

ended December 31, 2006 and 2005:

Business Segments:

I. Revenue from operations and (Millions of yen)
operating income — Year ended December 31, 2006
Eliminations
Leasing Real estate sales Other Total or corporate  Consolidated
Revenue from operations: (Note a)
CUSEOIMIETS c.veeveveeveerrenreresrenreereereerens ¥ 43,505 ¥155,494 ¥ 35,341 ¥234,340 ¥ —  ¥234,340
Intersegment ....... 658 172 2,416 3,246 (3,246) —
Subtotal 44,163 155,666 37,757 237,587 (3,246) 234,340
Costs and operating expenses ........eeeeees 24,970 137,315 33,811 196,097 3,781 199,879
Operating income ¥ 19,193 ¥ 18,351 ¥ 3,945 ¥ 41,490 ¥ (7,028) ¥ 34,461
II. Total assets, depreciation, loss on
impairment of fixed assets and capital Eliminations
expenditures— Leasing Real estate sales Other Total or corporate  Consolidated
(Note b)
Total assets ¥419,921 ¥144,482 ¥ 73,317 ¥637,721 ¥ 37,546 ¥675,267
Depreciation ¥ 3,263 ¥ 13 ¥ 880 ¥ 4,156 ¥ 31 ¥ 4,188
Loss on impairment of fixed assets .......... ¥ — ¥ — ¥ 324 ¥ 324 ¥ — ¥ 324

Capital expenditures ¥ 30,493 ¥ 46 ¥ 4,357 ¥ 34,897 ¥ 360 ¥ 35,257

I. Revenue from operations and (Millions of yen)
operating income — Year ended December 31, 2005
Eliminations
Leasing Real estate sales Other Total or corporate  Consolidated
Revenue from operations: (Note a)
CUSEOIMETS -evveeeeeeeeeeeeeeeeeeeeeeeeeeeneees ¥ 42,162 ¥100,142 ¥ 34,162 ¥176,468 ¥ — ¥176,468
Intersegment ........ccovvvvevvinininiiininnns 593 142 2,971 3,707 (3,707) —
Subtotal ...ooverieieieieeeeeees 42,756 100,285 37,134 180,175 (3,707) 176,468
Costs and operating expenses ........ceeueenes 24,586 91,935 28,801 145,323 1,673 146,997
Operating income ¥ 18,170 ¥ 8,349 ¥ 8,332 ¥ 34,852 ¥ (5,381) ¥ 29,470
II. Total assets, depreciation, loss on
impairment of fixed assets and capital Eliminations
expenditures— Leasing Real estate sales Other Total or corporate  Consolidated
(Note b)
Total assets ¥368,220 ¥126,140 ¥ 77,161 ¥571,523 ¥ 42,784 ¥614,307
Depreciation ¥ 3,113 ¥ 14 ¥ 535 ¥ 3,663 ¥ 56 ¥ 3,719
Loss on impairment of fixed assets .......... ¥ 2,115 ¥ - ¥ 35 ¥ 2,151 ¥ 107 ¥ 2,258

Capital expenditures .....eceeereeeveeenerennes ¥ 8,124 ¥ 24 ¥ 18,668 ¥ 26,818 ¥ (24) ¥ 26,793




21.

I. Revenue from operations and
operating income —

(Thousands of U.S. dollars)
Year ended December 31, 2006

Eliminations
Leasing Real estate sales Other Total or corporate  Consolidated
Revenue from operations: (Note a)
CUSEOMIETS vvvvevreerenrereereereereereensensene $ 365,850 $1,307,608 $ 297,198 $1,970,657 $ —  $1,970,657
INLEISEMENT .vovevevevrereverererererenenennes 5,535 1,451 20,317 27,304 (27,304) —
Subtotal ....cocvvevveririerieeerene, 371,386 1,309,059 317,516 1,997,961 (27,304) 1,970,657
Costs and operating exXpenses .......coeeveeees 209,983 1,154,736 284,335 1,649,055 31,800 1,680,856
Operating income $ 161,402 $ 154,322 $ 33,180 $ 348,905 $ (59,105) $ 289,800
II. Total assets, depreciation, loss on
impairment of fixed assets and capital Eliminations
expenditures— Leasing Real estate sales Other Total or corporate  Consolidated
(Note b)
Total assets $3,531,270 $1,215,009 $ 616,554 $5,362,833 $ 315,740 $5,678,573
Depreciation $ 27,443 $ 113 $ 7,400 $ 34957 $ 263§ 35,220
Loss on impairment of fixed assets .......... $ — ¢ — 2,727  $ 2,727 $ — 3 2,727
Capital expenditures .......cooereereereencrnesnen $ 256,431 $ 388 $ 36,646 $ 293,465 $ 3,031 $ 296,496

Note a: Unallocatable operating expenses included under “Eliminations or corporate” totaled ¥7,007 million ($58,926 thousand) and ¥5,372 million before
eliminations for the years ended December 31, 2006 and 2005, respectively. Such operating expenses consisted primarily of expenses incurred by the

administration departments of the Company.

Note b: Corporate assets included under “Eliminations or corporate” totaled ¥80,726 million ($678,862 thousand) and ¥85,104 million before eliminations, at

December 31, 2006 and 2005, respectively. Such assets consisted mainly of cash, marketable securities, investment securities and other assets at the

administration departments of the Company.

Information regarding geographic areas and overseas sales has not been presented since sales of the overseas

consolidated subsidiaries represented less than 10% of consolidated sales for the years ended December 31, 2006

and 2005.

Subsequent Events On March 19, 2007, the Company issued ¥10,000 million ($84,093 thousand) of 1.60% domestic straight

bonds due 2012, and ¥10,000 million ($84,093 thousand) of 1.76% domestic straight bonds due 2013. The

intended usage of the funds is repayment of bank borrowings.



REPORT OF INDEPENDENT AUDITORS

The Board of Directors
Tokyo Tatemono Co., Ltd.

We have audited the accompanying consolidated balance sheet of Tokyo Tatemono Co., Ltd.
and consolidated subsidiaries as of December 31, 2006 and 2005, and the related
consolidated statements of income, changes in net assets, and cash flows for the years then
ended, all expressed in yen. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these 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 estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Tokyo Tatemono Co., Ltd. and consolidated
subsidiaries at December 31, 2006 and 2005, and the consolidated results of their
operations and their cash flows for the years then ended in conformity with accounting
principles generally accepted in Japan.

Supplemental Information
As described in Note 2(m), Tokyo Tatemono Co., Ltd. and consolidated subsidiaries adopted
an accounting standard for the impairment of fixed assets effective the year ended
December 31, 2005.
The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the year ended December 31, 2006 are presented solely for convenience. Our

audit also included the translation of yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made on the basis described in Note 1.

M@M%m

March 29, 2007
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