Notes to Consolidated Financial Statements
USS Co., Ltd. and Subsidiaries
March 31, 2006 and 2005

1. Basis of Consolidated Financial Statements

(a) Basis of Presenting the Consolidated Financial Statements
The accompanying consolidated financial statements of USS Co., Ltd. (the "Company") and its subsidiaries (together with the Company, the
“USS Group™) have been prepared in accordance with the provisions set forth in the Commercial Code of Japan (the “Code”) and the
Securities and Exchange Law of Japan, and on the basis of accounting principles generally accepted in Japan, which are different in certain
respects as to application and disclosure requirements of International Financial Reporting Standards. These consolidated financial
statements are compiled from the original consolidated financial statements in Japanese prepared by the Company as required by the
Securities and Exchange Law of Japan and submitted to the Director of Kanto Finance Bureau of Japan.

(b) U.S. dollar amounts
The USS Group maintains its accounting records in Japanese Yen. The U.S. dollar amounts included in the accompanying consolidated
financial statements and notes thereto represent the arithmetic results of translating Japanese Yen into U.S. dollars at a rate of ¥117 to
US$1, the approximate rate of exchange at March 31, 2006. The inclusion of such dollar amounts is solely for the convenience of the
readers and is not intended to imply that Yen and the assets and liabilities originating in Yen have been or could be readily converted,
realized or settled in dollars at ¥117 to US$1 or at any other rate.

(¢) Reclassification

Certain comparative figures have been reclassified to conform to the current year’s presentations.

2. Summary of Significant Accounting Policies

(a) Principles of Consolidation
The consolidated financial statements include the accounts of the Company and all of its subsidiaries. Investment in significant affiliates is
accounted for by the equity method. Investments in affiliates not accounted for by the equity method are stated at cost.

The number of subsidiaries and affiliates for the years ended March 31, 2006 and 2005 was as follows:

2006 2005
CONSOIAALEA SUDSIAIATIES ........c.veiveieviieiceeieie ettt ettt ettt ete et e s s s ese e e eaeenseeasense e 16 15
Affiliates, stated at cost 1 1

All inter-company transactions and accounts have been eliminated. The difference between the cost of investments in subsidiaries
and the underlying equity in their net assets adjusted based on the fair value at the time of acquisition, which is included in intangible
assets as consolidating adjustment account in the accompanying consolidated balance sheets, is amortized over five years on a straight-
line basis.

(b) Cash equivalents
The USS Group considers cash equivalents to be highly liquid debt instruments purchased with an original maturity of three months or less.

(¢) Investments and marketable securities
The USS Group classifies certain investments in debt and equity securities as “held-to-maturity”, “trading” or “available-for-sale”, whose
classification determines the respective accounting method as stipulated by the accounting standard for financial instruments. Marketable
securities with available market quotations for available-for-sale securities are stated at fair value and net unrealized gains or losses on these
securities are reported as a separate component of shareholders’ equity, net of applicable income taxes. Gains and losses on disposition of
marketable securities are computed by the moving-average method. Non-marketable securities without available market quotations for
available-for-sale securities are carried at cost determined by the moving-average method. Adjustments in carrying values of individual
investment securities are charged to income through write-downs, when a decline in value is deemed other than temporary.

(d) Accounting for derivatives
The USS Group is a party to derivative instruments such as interest rate contract in the normal course of business to reduce its own exposure
to fluctuation in interest rates on borrowings for hedge purposes. According to a special treatment as permitted by the accounting standard
for financial instruments, the hedging interest rate swap or cap contracts are accounted for on an accrual basis, and recorded net of interest
expense generated from the underlying hedged borrowings, if certain conditions are met. The USS Group is exposed to credit loss in the
event of nonperformance by other parties. However, the USS Group does not expect nonperformance by counterparties, as the Company
considers that counterparties are limited to the domestic financial institutions with a relatively high credit rating. As of March 31, 2006, the
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USS Group has terminated hedging interest rate swap contracts accounted for on an accrual basis due to the repayment of the underlying
hedged borrowings. The Company’s subsidiaries do not hold or have not issued any derivative transactions.

(e) Inventories
Vehicles are stated at cost, determined by the specific identification method. Merchandise and supplies are stated at cost, determined by
the moving-average method or retail method.

(f) Allowance for doubtful accounts
Allowance for doubtful accounts has been provided for at the aggregate amount of estimated credit loss based on the individual financial
review approach for doubtful or troubled receivables and a general reserve for other receivables calculated based on the historical loss
experience for a certain past period.

(g) Property and equipment, and depreciation
Property and equipment are stated at cost. Depreciation is computed using the declining-balance method at rates based on estimated
useful lives of the respective assets, except that the buildings acquired on and after April 1, 1998 have been depreciated using the
straight-line method.

(h) Leases
Where financing leases do not transfer ownership of the leased property to the lessee during the term of the lease, the leased property of
the USS Group as lessee is not capitalized and the relating rental and lease expenses are charged to income as incurred.

(i) Intangible assets
Software, which is included in intangible assets, is amortized using the straight-line method over a five-year period as its estimated useful life.

() Adoption of new accounting standard for impairment of fixed assets
On August 9, 2002, the Business Accounting Council of Japan issued "Accounting Standard for Impairment of Fixed Assets", which is
effective for the fiscal years beginning April 1, 2005, with earlier adoption permitted. The Accounting Standards Board of Japan issued
related practical guidance on October 31, 2003. The USS Group adopted this new accounting standard and related practical guidance
beginning in the year ended March 31, 2005. The standard requires that fixed assets be reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. An impairment loss shall be recognized in
the income statement by reducing the carrying amount of impaired assets or a group of assets to the recoverable amount to be measured
as the higher of the asset’s net selling price and value in use. Fixed assets include land, buildings and other forms of property, and
equipment as well as intangible assets and are to be grouped at the lowest level for which there are identifiable cash flows from other
groups of assets. For the purpose of recognition and measurement of an impairment loss, fixed assets of the USS Group are principally
grouped into cash-generating units such as auto auction sites, sales stores and factories, other than idle or unused property. Recoverable
amounts of the assets were measured based on their net selling prices primarily for applicable market values less costs of disposal.

For the year ended March 31, 2005, the USS Group recognized ¥557 million impairment loss on fixed assets such as land, buildings
and other property, which were classified as idle or unused status. As a result of adoption of this new accounting standard, income before
income taxes and minority interests for the year ended March 31, 2005 decreased by ¥557 million, as compared with the previous
accounting method. For the year ended March 31, 2000, the USS Group recognized ¥27 million ($231 thousand) impairment loss on fixed
assets such as buildings and other property, which were classified as sales stores planned for the close-down.

(k) Employee retirement benefits
Employees who terminate their service with the USS Group are entitled to retirement benefits generally determined based on current basic
rates of pay, the length of service and conditions under which the termination occurs. The Company has a non-contributory qualified
defined benefit pension plan. Three of the consolidated subsidiaries have a lump-sum defined benefit retirement plan. Some of the other
consolidated subsidiaries have defined contribution plans. The USS Group has recognized the retirement benefits for employees including
pension cost and related liability based on estimated projected benefit obligation, net of fair value of the pension plan assets available for
benefits at the fiscal year ends. The USS Group has calculated the projected benefit obligation using the simplified calculation method to
compute the amount that would be payable assuming all eligible employees voluntarily terminate their service at the respective balance
sheet dates as permitted by the accounting standard for employee retirement benefits.

(D Accrued severance indemnities for directors and statutory auditors
The USS Group may pay retirement benefits to directors and statutory auditors, which are subject to the approval of shareholders of each

relevant company. The Company has provided for the liability of such severance indemnities at the fiscal year end based on internal policies.



(m)Revenue recognition
The primary business of the USS Group is to conduct auctions of used cars in the Japanese car market which are participated in by member car
dealers and to provide auction opportunities by which buy orders and sell orders from member car dealers are matched. The USS Group
recognizes auction fees from member car dealers as operating revenues when buy/sell orders are matched at the auctions on a trade date basis.
These auction fees are recorded based on predetermined rates and the number of cars purchased/sold through the auctions.

(n) New share issuance expenses
New share issuance expenses are charged to income as incurred.

(o) Income taxes
Deferred taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss carryforward. Deferred tax assets and liabilities are measured using the enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in the period that includes the enactment date.

(p) Appropriations of retained earnings
Cash dividends and bonuses to directors and statutory auditors are recorded in the fiscal year when a proposed appropriation of retained
earnings is approved by the Board of Directors and/or shareholders. Bonuses paid to directors and statutory auditors are recorded as a part
of the appropriation of retained earnings, instead of being charged to income, as permitted by the Japanese accounting standard.

(q@) Revaluation of land
In accordance with the Law Concerning Revaluation of Land (the “Law”), the Company elected the one-time revaluation to restate the cost
of land used for the Company’s business operations at values rationally reassessed effective on March 31, 2002, reflecting appropriate
adjustments for land condition and other factors, based on the values for municipal property tax bases. A certain subsidiary elected the one-
time revaluation to restate the cost of land used for the business operations at values rationally reassessed effective on March 31, 2001.
According to the Law, the amount equivalent to the tax effect on the differences between the original book values and sound reassessed
values is recorded as deferred tax assets or liabilities for revaluation account, and the rest of such differences, net of the tax effect, is
recorded in the shareholders’ equity as land revaluation decrement account in the accompanying consolidated balance sheets. At March 31,
2006 and 2005, the difference between the carrying values of land used for the business after revaluation over the current market value of
such land at the fiscal year ends amounted to ¥3,695 million ($31,581 thousand) and ¥2,610 million, respectively.

(r) Per share data
Basic net income per share is computed by dividing income available to common shareholders by the weighted-average number of shares
of common stock outstanding during the respective years. Diluted net income per share is computed assuming convertible bonds were
converted at the time of issue unless having anti-dilutive effects, and as if warrants or stock options were exercised at the beginning of the
relevant year or (if later) on their first exercise date and as if the funds obtained thereby were used to purchase common stock at the
average market price during the respective years under the treasury stock method.

Cash dividends per share shown for each fiscal year in the accompanying consolidated statements of income represent dividends

declared by the Company as applicable to the respective years.

3. Acquisitions

On February 1, 2005, the Company completed the stock-for-stock exchange transaction with RAA Co., Ltd. (“RAA”). As a result, the Company
issued 331,221 shares of common stock of the Company to RAA’s shareholders and recorded no change of common stock account and an
increase in capital surplus account of ¥3,187 million on February 1, 2005.
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The assets acquired and the liabilities assumed of RAA on a consolidated basis in relation to this stock-for-stock exchange transaction were

as follows:
Millions of Yen

Cash and cash equivalents ¥ 471
OURNET CULTEIIE ASSEES ......eetteiit ettt ettt ettt ettt e et ett e et e et e e ae e ettt e et eat e e bt e e et e e et e e eh bt ettt eat e e e ot e e eae e et et eet e ettt et e e et eeebeeette et e eaeesiaeenaee 290
INODFCULTEIE ASSELS .......euieiit ettt ettt et ettt e eh e et e et oo ae e oot e e et e e eat e e he e et e e ae e eh e et e e e et e e eae e e e ae e e b e eateeeae e e e e e s e e eateeeaeeeaieeeaeeeaeeeenee 705
Consolidating AdjUSTIMIENT ACCOUMNL..........cuiiiiiiiiii it st e oo s e e ea e et e e e e e e e s e e e st e e eaae e e e s eaeesaeeenes 2,958
TOTAL ASSELS ...ttt et ettt et e e et et e e et e et e et e et e et e et e ettt e et et e et e et ettt et e et e et e eae s 4,424
CULTEINE HADIITIES. ........eeiieeiie e ettt e e ettt e e e e e e ettt et e eeeeeeaaetataeeeeaeeee e sasasse e e eaeeeeeesansssseeaaeeeeeansssssseeeaeeeeeennsssssaeeaaeeeeannnssssaneean (825)
INON-CUITEINE LHADIITIES ......ooiiiiiiiiiiiiee oo ettt e e e e e oottt e e e e e e e oot e e e e e e e e e et a e e e e e e e e e e eeaaaeseeeeeeeeeeeaasreeeees (135)
TTOTAL HADTIEIES ... e ettt et et ettt e ettt e et e e et e et e e e e (960)
Acquisition cost of RAA.... ¥3,464

On April 28, 2005, the Company acquired 100% interest in the issued and outstanding shares of common stock of Misawa Toyo Co., Ltd.
(“Toyo”) for ¥1 in accordance with the agreement with MISAWA HOMES HOLDINGS, INC. (“MISAWA”) dated March 29, 2005. The Company
also purchased the claims held by Misawa Homes Co., Ltd. due from Toyo in a principal amount of ¥2,306 million ($21,551 thousand) for ¥175
million ($1,496 thousand) according to the agreement with MISAWA, and at the same time the Company abandoned such claims due from Toyo.
Toyo is engaged in the recycling business for rubber materials. The Company expects to realize the synergies for the integration of the recycling
business of the USS Group.

The assets acquired and the liabilities assumed of Toyo, as adjusted for the purchase and Company’s abandonment of the claims due from

Toyo, as of March 31, 2005 were as follows:
Thousands of

Millions of Yen U.S. Dollars
CULTEIIE ASSEES ..ot et ¥ 377 $ 3,222
INODIECUITEIIE ASSEES .......vvetveeeeteetieetteeesteeeateeesteesseeesseesseesseeaseessseesseesseeesseessseeesseenseeesseeanseesnseenseeenseeenseeneeennen 1,637 13,991
TOTAL ASSELS ...ttt ettt e et e et et e et e et e et e e et e et e ettt et et et e e s 2,014 17,213
CULTENE HADIITICS ...ttt ettt et e e e et e et e et e e s e e et e e teeeste e easeeeaseeseeeaseeenseeeneeenes 520 4,444
NON-CULTENT HADIIITIES .........eoviiieti et e e e e e e e et e e e eeeeenee s 540 4,615
TOLAL HADIITIES .oviiieeeiiit ettt ettt e ettt e e ettt e e ettt e ettt e e e eebaee e eaaeeeeee 1,060 9,059
Consolidating adjustment account ¥ 954 S 8,154

On September 1, 2005, the Company acquired the shares of common stock of USS Gunma Co., Ltd. held by minority shareholders
through the stock-for-stock exchange transaction. The Company issued 240,120 shares of common stock of the Company and recorded an
increase in capital surplus account of ¥1,935 million ($16,538 thousand) on September 1, 2005. As a result, USS Gunma Co., Ltd. became a
wholly owned subsidiary.

4. Due from/to Member Dealers at Auction

The USS Group intermediates buy and sell orders from member car dealers at the auction and upon matching of orders, the USS Group records
accounts receivable from member car dealers who purchased the cars at the auction for the price of cars purchased, auction fees and other to
be paid by the buyers. On the other hand, the USS Group records accounts payable to member car dealers who sold the cars at auctions for the
price of the cars sold to be received by the sellers and also records auction fees and others to be paid by the sellers. The balances of “due from
member dealers at auction” as assets and “due to member dealers at auction” as liabilities represent those unsettled accounts arising from the
auction between the USS Group and member car dealers.



5. Short-term Investments and Investment Securities

At March 31, 2006 and 2005, short-term investments consisted of time deposits with an original maturity of more than three months.

At March 31, 2006 and 2005, investment securities consisted of the following:

Millions of Yen

Thousands of
U.S. Dollars

2006 2005 2006
Investment securities:
Investment in unconsolidated subsidiary and affiliates ............ccocceeiiviiiiiiiiiiiiiiiciiien 6 ¥ 4 S 51
Marketable securities:

EQUILY SECUTLTTICS ...ttt ettt ettt h ettt s bbbt est ettt ene 205 236 1,752
OUREIS ..ot 1,451 1,425 12,402
1,656 1,661 14,154
178 324 1,521
TTOTAL ..t ¥1,840 ¥1,989 $15,726

Marketable investment securities are classified as available-for-sale under the USS Group’s investment policy and are stated at fair value

with net unrealized gains and losses excluded from the current earnings and reported as a net amount within the shareholders’ equity account

until realized. At March 31, 2006 and 2005, gross unrealized gains and losses for marketable securities are summarized as follows:

Gross Gross Fair and
unrealized unrealized carrying
Cost gains losses value
Millions of Yen
As of March 31, 2006:
Marketable securities:
¥ 71 ¥134 ¥ — ¥ 205
934 535 18) 1,451
¥1,005 ¥669 ¥(18) ¥1,656
As of March 31, 2005:
Marketable securities:
EQUITY SECULITIES. ...ttt ettt ¥ 102 ¥134 ¥ — ¥ 236
OREIS ...t et et 1,056 384 as) 1,425
¥1,158 ¥518 ¥(15) ¥1,661
Thousands of U.S. Dollars
As of March 31, 2006:
Marketable securities:
EQUILY SECULITIES ... .veeviitieiiiieeiie ettt ettt et ae ettt ese et e e beeneesaeenee e $ 607 $1,145 $ — $ 1,752
OREIS ..o e et ettt 7,983 4,573 (154) 12,402
$8,590 $5,718 $(154) $14,154
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6. Inventories

At March 31, 2006 and 2005, inventories consisted of the following:
Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
IMEICHANAISE ... ettt et ettt ettt ¥620 ¥643 $5,299
VEIHCIES ...ttt ettt ettt ettt e bt e nt e e heent e e s e nb e st e b e ent e beent e st e st e teenaeeaeenne 51 13 436
SUPPIIES ...ttt ettt ettt ettt ettt ettt ettt ettt 58 66 496
IMALETIAL ... 33 — 282
¥762 ¥722 $6,513

7. Intangible Assets

At March 31, 2006 and 2005, intangible assets consisted of the following:
Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Consolidating adjustment account (as excess of cost of investments in subsidiaries
OVer EqUity i NEt ASSELS ACQUITEA) ... o .iuiiuieiiitieti ittt ettt ettt ettt ettt ettt ene e ¥3,090 ¥3,100 $26,410
SOFEWATE ...ttt ettt ettt ettt ettt ettt ettt 581 369 4,966
Other INTANGIDIE ASSETS. ... ..eiutiiiiiiiiii ettt ettt ettt e et et e bt e et e et e neeeebeeenaeee 350 341 2,992
¥4,021 ¥3,810 $34,368

8. Short-term Borrowings and Long-term Debt
Short-term borrowings consisted of unsecured bank loans with an average interest rate of 0.53% per annum at March 31, 2006.

The Company had unsecured overdraft and loan commitment agreements with a certain bank. At March 31, 2006 and 2005, the Company
was entitled to withdraw up to ¥1,000 million ($8,547 thousand) under such an agreement, the entire amount of which was undrawn.

At March 31, 2006 and 2005, long-term debt consisted of the following:
Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Convertible bonds, zero coupon, due September 2000.............ccuerieriiiierieeieieeieee e eeeeeeenees ¥ — ¥ 631 $ —
Bonds, at interest rate of 0.3%, due March 20006 issued by a certain subsidiary ............c.ccccceeeene — 200 —
Loans from banks, due through 2009 repayable on an installment basis
with interest rates ranging from 0.55% to 3.51% per annum at March 31, 2006:
CONAtEralZEd ... — 173 —
URISECULE. ... e ettt et 4,500 5,336 38,461
4,500 6,340 38,461
Less, current portion (1,500) 2,709 (12,820)
¥3,000 ¥3,631 $25,641

The aggregate annual maturities of long-term debt at March 31, 2006 were as follows:
Thousands of

Year ending March 31 Millions of Yen U.S. Dollars
2007 e e et e et ¥1,500 $12,820
2008 .o e ettt e e e e e e et e e e e e e e et e e e e e e e reeeeeas 1,500 12,820
2009 e 1,500 12,821

¥4,500 $38,461




At March 31, 2005, land, buildings and structures in the aggregate amount of ¥4,060 million were pledged as collateral for long-term debt,
while no assets were pledged as collateral at March 31, 20006.

As is customary in Japan, substantially all bank borrowings are subject to general agreements which provide, among other things, that the
banks may, under certain circumstances, request additional security for these borrowings and may treat any security so furnished to the banks,
as well as cash deposited with them, as security for all present and future indebtedness. The banks have never requested the Company or its
subsidiaries to submit such additional security. Also, as is customary in Japan, the Company and certain of its subsidiaries have time deposits
with the banks from which they have short-term and long-term borrowings. However, there are no agreements with any banks, which would
require maintaining such deposits.

9. Employee Retirement Benefits
The following table reconciles the benefit liability and net periodic retirement benefit expense as at, or for the years ended March 31, 2006

and 2005:
Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Reconciliation of benefit liability:

Retirement DENefit HADIILY .........cooveiiiieiiieiieieti et ¥404 ¥317 $3,453
Less, fair value of pension plan assets at end Of YEAr .........cccooeiiiiiiiiiiiiiiiiiiieeieeeeeeeeen (322) (240) (2,752)

82 77 701
Prepaid pension expenses a3) — (111

Net amounts of employee retirement benefit liability
recognized on the consolidated balance Sheets..................cooeeiviiiiiiiiiiiiieeeieieeeee e ¥ 95 ¥ 77 S 812

Note: Projected benefit obligation was calculated using the simplified calculation method as permitted by the accounting standard for employee retirement benefits.

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Component of net periodic retirement benefit expense:
Retirement benefit expense for defined benefit plan .............occooeviiiiiiiiiiinei e ¥ 37 ¥64 $316
Retirement benefit expense for defined contribution plan ..............coceveiiiiniiiiiincieies 65 30 556
Net periodic retirtement beNefit EXPENSE. .......cocuiiiiiiiiiiiiiiiiiiiiiiiie et ¥102 ¥94 $872

10. Shareholders' Equity
At March 31, 2006 and 2005, respectively, capital surplus principally consisted of additional paid-in capital. Retained earnings included legal
reserve of the Company in the amount of ¥370 million ($3,162 thousand) at March 31, 2006 and 2005, respectively. The Code provides that an
amount equivalent to at least 10% of cash payments as an appropriation of retained earnings shall be appropriated as a legal reserve until a total
amount of additional paid-in capital and such reserve equals 25% of common stock. Such legal reserve is not available for distribution as
dividends, but may be used to reduce a deficit or may be transferred to common stock with proper approval of the Board of Directors and/or
shareholders of the Company.

The Company has implemented a stock option plan in accordance with the Code. Options granted in 2002 through 2005 were granted to
the members of the Board of Directors and selected executive employees of the Company or its subsidiaries and each stock option is

exercisable under the following terms:
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Number of
common shares Exercise
to be issued price Exercise period of option
Option, granted in 2002.........ccccovieviiieiiinnienieens 70,500 ¥5,110 June 27, 2002 through October 31, 2006
Option, granted in 2003 150,250 ¥6,510 June 26, 2003 through October 31, 2007
Option, granted in 2004 ...........cccovvevireeniaieneens 216,500 ¥9,320 June 30, 2004 through October 31, 2008
Option, granted in 2005..........cccevvevviniineecieneenns 248,500 ¥7,510 June 29, 2005 through October 31, 2009

11. Commitments and Contingent Liabilities
At March 31, 2006 and 2005, the USS Group did not have any contingent liabilities.

The USS Group has entered into various rental and lease agreements principally for auction spaces which are cancelable with a few
months' advance notice and for satellite communication network equipment and computer equipment, which is not usually cancelable as
lessee. The aggregate future minimum payments for such non-cancelable financing leases, including imputed interest, at March 31, 2006 and

2005, were as follows:

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
DUE WHtNIN ONE YEAT ......viviiieieeececeeeceeee ettt ¥ 847 ¥ 630 $ 7,239
DUE AFTET OMIE VAT .....o.eiueiuieiiete ettt ettt et ettt ettt e e st es e st et et et e e eatesees e eaees et et eseeneeseeseeteeee e eneene e 2,145 1,518 18,334
¥2,992 ¥2,148 $25,573

The gross rental and lease expenses, consisting of minimum rental payments for all operating leases and financing leases, for the years
ended March 31, 2006 and 2005, were ¥1,925 million ($16,453 thousand) and ¥1,449 million, respectively. For the years ended March 31, 2006
and 2004, the lease expenses for non-cancelable lease agreements which were categorized as financing leases amounted to ¥767 million
(86,556 thousand) and ¥660 million, respectively.

12. Income Taxes

Income taxes for the years ended March 31, 2006 and 2005 consisted of the following:
Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Income taxes:
CULTCIIE ..o e ettt et ¥9,567 ¥8,493 $81,769
DIEEEITEM. ...ttt ettt 76 110 650
¥9,643 ¥8,603 $82,419

The tax effects on temporary differences that give rise to a significant portion of deferred tax assets and liabilities at March 31, 2006 and
2005 were as follows:



Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006
Deferred tax assets—Current:
¥442 ¥331 $3,778
443 332 3,786
75) @ (1,496)
¥710 ¥656 $6,068
Deferred tax assets—Non-current:
Allowance for dOUDIUl ACCOUNES .............cccuieiiiiee e et eaaes ¥ 64 ¥ 65 S 547
Loss on disposal of buildings 80 80 684
Unrealized gains on available-for-sale SECULIICS ............ivuiiiiieriiiiie it (260) (200) (2,222)
Operating loss carryforwards Of SUDSIAIATIES ..........c.coveoiiiiiiiiiiiiiiiiice e 40 29 342
Accrued directors’ and statutory auditors’ severance indemniti€s ............cocceevvveriiiiiiiniienns 153 140 1,308
L0SS ON WIte-AOWN Of SECUITHES ... ..eiiiiieiiiiiiiiiiieee e e ettt e e e e e et e e e e e e e e earraeeeeeeeeeenennes 130 220 1,111
Impairment 10SS 0N fIXEA ASSELS .....cuuiiiiiiiiiiiiiiii et 313 310 2,675
ORIET .ttt ettt etttk ettt 80 85 684
Less, Valuation AllOWAICE ........oc.uvuiiiiiiieeee ettt e e e e e e ettt e e e e e e e e taeaeeeeeeeeseasnnssaeeeeaaeeeeannnnes (43) 30) (368)
¥557 ¥699 $4,761

In assessing the realizability of deferred tax assets, management of the USS Group considers whether it is more likely than not that some

portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of

the future taxable income during the periods in which those temporary differences become deductible. At March 31, 2006 and 2005, a

valuation allowance was provided to reduce the deferred tax assets to the extent that the management believes the amount of the deferred tax

assets is expected to be realizable.

13. Related Party Transactions

During the years ended March 31, 2006 and 2005, the USS Group had principally operational transactions with car dealer companies, of which

the Company’s directors, statutory auditors, and/or their immediate families hold a majority voting interest. A summary of the significant

transactions with such companies for the years ended, or as at March 31, 2006 and 2005, is as follows:

Thousands of

Millions of Yen U.S. Dollars
2006 2005 2006

For the year:

NUMDET Of FEIAEA PATTIES......c.eeveitiiiitiitetiieii ettt ettt eenene 6 6

Number of cars put up fOr AUCHION. .........cc.ciiiiiiiiiiii e 76,510 64,893

Number of cars aCtually trad@d .............coiiiiiiiiiiiiic e 33,342 29,763

Auction fees recorded as OPErating FEVEMUE ..........cc.ivuieuiriiiiieiiiie ettt ¥ 481 ¥ 419 $4,111
At year end:

Due to member dealers At AUCTON ............uuuuiiiieeiee e e e e e e e et e e e e e e e e e e e e e e e e e e eaeeeaaaaaaaes ¥ 137 ¥ 84 $1,171

Receivables due from member dealers at AUCtiON..................ooviiiiiiiiiiiiiiieee e ¥ 2 ¥ 0 S 17
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14. Segment Information
The USS Group operates in three segments, “Automobile auction”, “Sales of used cars”, and “recycling”business. A summary of information
classified by lines of business of the USS Group for the years ended March 31, 2006 and 2005, is as follows:

Elimination of
Automobile Sales of inter-segment Consolidated
auction used cars Recycling Total transactions total

Millions of Yen

For the year 2006:
Operating revenue:
External CUStOMETS ..........c.ooovvieiiieiieeiieeie e ¥ 44271 ¥13,517 ¥2,455 ¥ 60,243 ¥ — ¥ 60,243
Inter-segment sales/transfers...........ccccovvvvveevnieeenineenn. 567 — 3 570 (570) —
Total Operating revVenuUES. ............c.cceerrerereereeneans 44,838 13,517 2,458 60,813 (570) 60,243
Operating costs and €XPEenSES ...............cccveverevereerverenennns 22,162 13,356 2,452 37,970 (831) 37,139
OPerating iNCOME. ...........oerrvereririeiieeiieeeenenns ¥ 22,676 ¥ 161 ¥ 6 ¥ 22843 ¥ 261 ¥ 23,104
TAENHFADIE ASSELS ..o eeeeeeeeeeen ¥124,499 ¥ 4,113 ¥4,548  ¥133,160 ¥(1,251)  ¥131,909
DEPIECIALION ...t 3,695 63 385 4,143 — 4,143
Capital eXpenditures............oo.eiieveieieirieieeeieiieeeeeneneen 12,586 52 569 13,207 — 13,207
For the year 2005:
Operating revenue:
External CUStOMErS .........cccuvieiiiiiieeeiiieeeeiee e ¥ 36,841 ¥13,120 ¥ 523 ¥ 50,484 ¥ — ¥ 50,484
Inter—segment sales/transfers ...............cccooevveeeieenenn. 226 — — 226 (226) —
Total Operating reVeNUES..............ccvveeueeeeeeneeanns 37,067 13,120 523 50,710 (226) 50,484
Operating Costs and EXPEeNSES ..........cecvrvereerveerierereeenennas 16,363 13,170 544 30,077 (266) 29,811
Operating income (10SS) .......couereeierierieeiaienienns ¥ 20,704 ¥ (G0 ¥ 2D ¥ 20,633 ¥ 40 ¥ 20,673
Identifiable ASSELS..............ccoviiiuiiieiieee e ¥111,121 ¥ 3,839 ¥1,792 ¥116,752  ¥(1,047) ¥115,705
DEPIECIAION ...ttt 2,804 59 38 2,901 — 2,901
Capital eXpenditures...........c.ocooiviiiieieieeeeeieeeeee e 17,734 131 1,277 19,142 — 19,142

Thousands of U.S. Dollars

For the year 2006:

Operating revenue:
EXternal CUSLOMETS .........uveuveeirrieeieeieeesneeescnieneenn. $ 378,384 $115,530  $20,983 $ 514,897 $ — $§ 514,897
Inter—segment sales/transfers .............ccooeevveeveenennnn. 4,846 — 26 4,872 (4,872) —
Total OPerating revVenUES. .........cccverveeueerueeeeneennens 383,230 115,530 21,009 519,769 (4,872) 514,897
Operating costs and EXPENSES .........ceeveeeeruearrereeerieneennens 189,419 114,154 20,957 324,530 (7,103) 317,427
Operating iNCOME. ............oeverrrrriiiieiereieeeeeeenens $ 193,811 $ 1,376 $ 52 $ 195,239 $ 2,231 $ 197,470
TAENtifiable ASSELS.........cvieeeeeeeeeeeeeeeeeeeeeee e $1,064,094 $ 35,154 $38,872 $1,138,120 $(10,693) $1,127,427
DEPIECIAION ....oviiiiiiciieieii e 31,581 538 3,291 35,410 — 35,410
Capital eXPenditures...........c.ccooevviriiiierieieieeeeeieieeeeeenes 107,573 444 4,863 112,880 — 112,880

Note: As the USS Group adopted a new accounting standard for impairment of fixed assets beginning in the year ended March 31, 2005, identifiable assets for
automobile auction business decreased by ¥247 million at March 31, 2005.

Information by geographic segment and overseas sales is not shown because the USS Group has neither subsidiaries nor branches
outside Japan.



15. Subsequent Events
On June 28, 20006, the following appropriation of retained earnings was approved at an annual general meeting of shareholders of

the Company:

Thousands of

Millions of Yen U.S. Dollars
CASIL AIVIAEIIAS ... e e e et et ettt ¥1,536 $13,128
51 436

Bonuses to directors and Statutory QUAILOLS . ........c.iiiiiiiiiiiii ettt
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