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JAPAN'S USED-CAR MARKET

Used-car registrations first exceeded H Trends in Volume of New-Car Sales and Number of Used-Car Registrations

(Millions of cars)

those for new cars in 1992, and the used-

car market has grown steadily ever since.
In 2006, whereas new-car registrations 8
totaled approximately six million, used-car
registrations amounted to more than eight G
million. (However, calculations of used-
car registrations may be artificially high |
since ownership titles are changed when
automobiles are traded from business to 2
business (B-to-B). The actual number of

0

units is estimated at four million, or half
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the number of registrations.) A B Sales of new cars Ml Registrations of used cars Sources: Japan Automobile Dealers Association, Japan Mini Vehicles Association
comparison of the sizes of the new-car
and used-car markets reveals that the
new-car to used-car ratio is 3:2, using six
million as the number of new cars and
four million, the estimated actual number,
as the number of used cars, while the
same figure for Europe and North

America is around 1:2.

H Trends in Automobile Ownership

(Millions of cars)
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THE RISE OF AUCTIONS

Since the new-car to used-car ratio is high- TV auctions and on-site auctions, while H Auction Companies’ Market Share
er than that of Europe and North America, Aucnet specializes in TV auctions. (Number of cars put up for auction n 2009

the Japanese automobile market features Approximately eight million automobiles Other: 12.0% USS: 33.4%
an overabundance of used cars. Hence, are put up for auction annually at Japan’s :Z’E\a :;/:'6%_|

used-car prices change every two to three approximately 130 auction sites, and more Aucnet AA: 3.3%

weeks on the auction market, and, in many than 50% of these automobiles are suc- LAA: 4.1%

cases, used cars that are left in long-term cessfully sold. Moreover, recent years have Arai AA: 4.7%

inventory become dead stock. New-car seen an increase in the use of computer JAA: 8.5%

dealer stores and used-car businesses systems, with some cars sold in a matter of

must dispose of the dead stock. This situa- seconds. Such features make Japan’s

tion has led to the rise in the number of auc- automobile auctions among the most Source: Monthly magazine Ju: 16.5%

tion sites that conduct B-to-B resale of advanced in the world. Used Car TAA, CAA: 13.7%

automobiles. Auction sites are often run by
the Japan Used Car Distributors Association B Number of Cars Put Up for Auction and Number Actually Sold

(Millions of cars)

and have increased in activity with the
emergence of such independent auction
administration companies as USS Co., Ltd.
(securities code: 4732), Aucnet Inc. (securi-
ties code: 9669), and Japan Automobile
Auction Inc. (JAA)(securities code: 2394).
Today’s auctions consist of on-site auc-
tions, in which the vehicles are transported
to actual sites, and TV auctions, which use
satellite communications without physically
moving the actual cars. USS conducts both
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JAPAN’'S USED-CAR INDUSTRY

Japan’s used-car industry comprises three main functions covering the process by which cars are sold by one owner and purchased
by a new owner. All three of these functions have been established as businesses.
1) The vehicle is purchased from a customer and sold wholesale through an auction site. WHOLESALE (C to B)
2) Auction sites are run, with fees taken on vehicle transactions. The AUCTION BUSINESS (B to B)
3) The vehicle is supplied to an auction site and sold to a new customer. RETAIL (B to C)
Companies in this industry work to expand their businesses with emphasis on their respective function of expertise, with many variations
existing side by side.

H The Flow of Japan’s Used-Car Industry

WHOLESALE SELL
Cto toC
AUCTION
to
New-car dealers Used-car dealer stores
Used-car dealer stores Auction sites *New-car dealer store

affiliates
¢Independents

Used-car purchasing dealer
stores
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TO OUR STAKEHOLDERS

Performance for the Fiscal Year
and Return to Shareholders

| am pleased to report that the Gulliver Group posted
the highest levels of operating and net income in its
history for the fiscal year ended February 28, 2007.
Although net sales declined a slight 0.2% from the pre-
vious fiscal year, to ¥182,166 million, operating income
increased 18.0%, to ¥11,123 million, and net income
rose 48.5%, to ¥6,566 million.

During the fiscal year under review, we focused
our attention on managing our operations efficiently.
This included restraining advertising expenses and con-
ducting marketing activities more effectively in compari-
son with the previous year. In addition, our initiatives
to address personnel issues include making changes
in our marketing organization and strengthening our
human resource training programs. In parallel with these
activities, we continued to open additional directly
managed dealer stores, and, as of the end of February
2007, we had a total of 291 directly managed stores
and a total of 475 stores, including both directly
managed and franchise stores.

In our automobile loan and other financing activities,
consolidated subsidiary G-One Financial Services Co.,
Ltd., increased the number of loans it made, and we
succeeded in achieving a further steady expansion of
our operating base. As a result of a change in account-
ing policy for our automobile loan income, we reported
extraordinary income of approximately ¥1.16 billion for
the fiscal year under review, and this contributed to the
rise in net income.

To return a portion of our earnings to shareholders,
our policy is to place emphasis on our dividend payout

ratio and provide a return appropriate to our perform-

ance. In specific terms, going forward, we have adopted
a policy of taking account of our performance and have
set a dividend payout ratio of approximately 30% of the
net income of the parent company. Therefore, for the
fiscal year, we declared annual dividends of ¥174 per

share, representing a dividend payout ratio of 30.1%.

Pursuing Further Business Development

Twelve years have passed since the founding of Gulliver
International, and we have positioned the current period
as the “era of our third establishment.” The “era of our
first establishment” began in 1994 when we founded
Gulliver International. During that era, we worked to
make the public aware of our unique business model,
which aims to achieve a breakthrough in the used-car
sales sector, where transparency was lacking at that
time, and began to build a nationwide network compris-
ing mainly franchise stores. As a result of these efforts,
we were able to attain the objective we announced
when Gulliver was founded: “Build a network of 500
stores by December 1999.” Moreover, it was during this
first era that we were moving forward with the creation
of our originally developed Dolphinet System, which is
an on-screen car shopping system, that provided us
with a unique sales channel and a new method of
distribution.

In the “era of our second establishment,” the Gulliver
name became increasingly better known throughout the
industry, and leading automobile manufacturers also
entered the used-car business, giving good evidence
that used-car sales had strong potential for develop-
ment. In 1998, we listed our shares on the over-the
counter market, thus enhancing our fund-raising capa-
bilities, and accelerated our drive to open directly man-
aged dealer stores. Subsequently, we listed on the First



Kenichi Hatori, President

Section of the Tokyo Stock Exchange, thus winning
additional recognition and trust from society.

Through our activities during these first and second
eras in our development, we began to set the stage for
future development. Going forward, we intend to use
the experience and resources we have accumulated to
date to accelerate our development as we enter the
“era of our third establishment.”

Although some people believe we have grown rapidly
thus far, as we move into the “era of our third establish-
ment,” we believe that we have at last created a base
for revolutionizing distribution in the automobile industry
and that we are just entering the era of our most rapid
growth. Our long-term goal is for the “Gulliver Group to
purchase one million cars annually.” First, over the next
few years, we want to reach a goal of 500,000 cars
per year.

In addition, as we work to expand and develop our
core automobile purchasing business, we have initiated
a drive to provide a wider range of goods and services
related to automobiles through the Gulliver Group as
a whole, including retail business, used-car auctions,
financial services, overland transport, and overseas

operations.

Strengthening Retail Sales
with Dolphinet

To establish our own sales channel, Gulliver introduced
the Dolphinet System in 1998. Using this system, cars
are sold by showing images of the vehicle on a display
terminal rather than the actual car. Accumulated sales
through the Dolphinet System have now exceeded
250,000. | feel certain that the day has arrived when
cars are sold by images on display terminals. Therefore,
we plan to continue to strengthen and make improve-
ments in the Dolphinet System and offer many more
customers the joy of driving.

Our sales personnel who sell 10 cars or more a
month are recognized and awarded a Pro Badge.
Recently, the number of winners of this award is
increasing, a good sign that more and more of our sales
staff have been well trained and have become excellent
salespeople. Going forward, we want to nurture more
and more staff who are responsive and sincere and give
our customers a better purchasing experience than they
have ever had before.

Related to this, we have positioned increasing cus-
tomer satisfaction (CS) as a major theme. Initiatives to
improve CS have included lengthening the hours of
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operation at our Customer Center and placing emphasis
on improving our backup systems for offering enhanced

customer service.

Possibilities for Overseas Expansion

The market for used cars is enormous. The used-car
market just in Japan is quite large, but, on a global
basis, about 800 million automobiles are running on the
world’s roads and highways. If we turn our attention
overseas, the total market size is an order of magnitude
larger than that of Japan alone. We have established a
subsidiary in Los Angeles in the United States, and, as
of February 2007, it operated two outlets. We believe
we will be able to begin creating a multistore network
in the relatively near future.

Also, in November 2006, we formed a unit within the
Head Office, the Chinese Strategy Preparation Division,
dedicated to formulating our strategy for the Chinese

market, and it has begun full-scale research on the

Chinese market. At present, we are giving consideration
to the timing and approach we should take for entering
the Chinese market. First, we plan to gather information
to fully understand the current state of the used-car
market there and conduct in-depth market research.
Next, we will consider the establishment of an optimal
business model without necessarily confining ourselves
to just new cars or used cars. In addition to China, there
is a possibility that we may develop operations in Russia
and India. Looking further into the future, we would like
to devote our efforts to developing Gulliver’s operations

globally.
May 2007
, <
Kenichi Hatori
President

Corporate Governance

Gulliver has adopted “Growing Together” as its corporate philosophy, and, with the seminal concept of symbiosis, is aim-
ing to be a company that delights and offers a high level of satisfaction to the stakeholders of the Gulliver Group. Gulliver
stakeholders include shareholders, customers, employees, business partners, and society as a whole. To realize this
objective, we believe it is important to work toward strengthening our management and management oversight functions
to maximize shareholder value. Based on this belief, we are striving to improve our corporate governance.

Gulliver’s corporate governance framework is centered around its Board of Directors and its corporate auditors.
However, to respond quickly to sudden changes in the operating environment, we have streamlined the Board of
Directors to five members at present and introduced an executive officer system. In addition, we are fully aware that
along with speedy decision making, achieving transparency in management through improving our information disclosure
and being sufficiently accountable (by fulfilling our duties to explain our actions and results) will have a major impact on
enhancing shareholder value. Therefore, we are working to strengthen the functions of the Board of Directors and our
corporate auditor system, improve our internal control systems, and improve our investor relations program. Going

forward, we intend to work actively to achieve these goals and further enhance our corporate governance systems.




KEY FEATURES: EXPANDING

THE BUSINESS PORTFOLIO

A Business Model that Emphasizes
Low-Cost Operations

Gulliver sells the used cars it purchases within a short
period of 7 to 10 days without putting them on display
in a used-car lot or showroom. Gulliver can do this
because of its three channels: (1) used-car auction
showrooms located throughout Japan, (2) its originally
developed sales channel, Dolphinet, and (3) “GAO!
Auction,” an Internet-based used-car auction system
developed by Gulliver.

Route 254 Kawagoe store

By offering cars to potential buyers at the auction
site and shortening the time from purchase to sale,
Gulliver avoids inventory risk. In addition, by not having
an exhibition site, Gulliver avoids the cost of exhibition.
By emphasizing low-cost operations more so than its
competitors, Gulliver is able to return the resulting profit
to consumers. This unique business model makes
it possible for Gulliver to quote higher purchase prices.

Purchase Flow: Framework Supporting
Gulliver’s Business Activities

When customers drive the cars they wish to sell to
Gulliver outlets, staff members check such details as the
type of vehicle, year, mileage, any blemishes, and the
condition of the interior. They then take into account any
option parts and features installed on the car and other
factors that may increase the value and enter all this
information on an evaluation form. This form is then
faxed to Gulliver’s Head Office, where experienced per-
sonnel assess the car’s value and provide feedback to
the outlet. Based on this assessment, outlet personnel
put themselves in the customer’s position and concen-
trate on closing the deal with a high level of customer
satisfaction.

In Japan’s used-car auction market, the car prices
tend to change about every two to three weeks.
Therefore, it is essential to take account of changing
auction market prices when setting prices for purchas-
ing used vehicles. In addition, at any given time, the
number of used-car models on the market, if we count
differences in grade among the same vehicle types and

include both domestic and foreign cars, exceeds 6,000.

R . -

‘ _5—*. 4 173 7 = .

Auction site
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Kannana Nishi-Arai store

Moreover, when we take account of such other factors
as mileage, year of manufacture, color, options installed,
past repair records, and other factors, the number of
possible combinations is enormous.

Gulliver’s approach is to have experienced automo-
bile assessors at its headquarters provide purchase
price proposals. When preparing these proposals,
Gulliver personnel draw on a database covering about
600,000 of the latest successful auction bid prices,
which is linked to a computer system (for which Gulliver
received a patent in November 2005) that automatically
computes purchase bid prices and base their quotes on
this information. Using this system, Gulliver is able to
quote purchase prices for virtually any vehicle with rea-
sons and backup information. In addition, this system
makes it possible for Gulliver to eliminate any significant
variations in prices quoted by its outlets, while providing
the same quality of service throughout Japan. At pres-
ent, there are almost no discrepancies between the
prices quoted by Gulliver assessors and subsequent
successful auction bid prices, reflecting the high degree

This store’s premises

of accuracy in the assessments of Gulliver personnel.
Gulliver places strong emphasis on proper price quotes,
and when auction prices are too high or deals yield too
much profit, this is treated as a negative factor in evalu-
ating assessor personnel because it implies a lack of
accuracy.

Growth of Dolphinet: Customers Begin
to Accept Image-Based Car Buying
Gulliver introduced the Dolphinet System in 1998 with
the aim of creating its own used-car sales channel.
Dolphinet provides Gulliver with a sales route for the
used cars purchased by its outlets within a relatively

Dolphinet
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short period of between 7 and 10 days, prior to putting

the cars up for auction. This system makes it possible to
sell the cars to customers through Gulliver outlets and,
on a wholesale basis, to companies in automobile-
related businesses that are members of the Gulliver
network.

We are continuing to make improvements in
Dolphinet, which enables Gulliver to make sales based
on visual data alone, without the need for hands-on
examination of a vehicle. The Dolphinet monitor screen
shows not only images of the car and basic data but
also other details, including past repair records and
whether there are any dents or scratches. In addition,
the system provides an assessment of the vehicle’s
exterior on a scale of one to 100, and its interior is
ranked according to a five-stage system, thus enabling
potential buyers to make an objective confirmation of
the vehicle’s value. Therefore, Dolphinet makes it possi-
ble for customers to purchase vehicles confidently with-
out examining the car physically because it provides
assessments and sets prices prepared by professional

assessors as well as open disclosure of detailed data
on the vehicle.

To date, Gulliver has sold an accumulated total of
more than 250,000 cars through Dolphinet. Since each
used car has a unique value and characteristics, Gulliver
believes this sales method offers the best service for its
consumers. Buying used cars based on visual images
alone is finally becoming commonly accepted. Further
expansion of the use of Dolphinet, therefore, has the
potential of making a major contribution to earnings.

“GAO! Auction” Service Introduced:
Providing a New Sales Channel

In January 2005, Gulliver introduced “GAO! Auction,”
a real-time, Internet-based automobile auction service
targeting used-car dealers and other companies in
automobile-related businesses. Whereas Dolphinet pro-
vides one fixed price to potential buyers, GAO! Auction
provides an auction system for competitive bidding.

In general, cars that are not sold through Dolphinet
are then auctioned off on GAQ! Auction. Along with
Dolphinet, GAO! Auction aims to expand our sales
network and contribute to higher earnings.

The GAQ! Auction system in operation at Gulliver's Head Office
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GAO! Auction screen

As a result of the introduction of GAO! Auction, com-
panies in the used-car and other automobile-related
businesses can use this Internet-based system and
submit competitive bids and purchase high-quality vehi-
cles, including those offered by Gulliver. Moreover, since
the system works over the Internet, the start-up expens-
es were negligible and running costs are low. As of the
end of February 2006, the number of GAQ! Auction
members had increased to about 20,000, and auctions
are held each Monday.

Expanding the Business Portfolio:
Financial Services and Overseas
Operations

Through consolidated subsidiary G-One Financial
Services Co., Ltd., Gulliver offers a range of financial
services, including automobile finance loans, insurance,

and credit card services. These activities are centered

ETC Card—Credit card services

around financial services related to automobiles, and
enable customers who visit Gulliver stores to obtain
convenient and attractive financing and other services.

Taking the first step toward entering overseas
markets, Gulliver established Gulliver USA, Inc., in
November 2004. As in Japan, Gulliver USA is develop-
ing a used-car dealer network in the United States. As
of February 28, 2007, Gulliver USA had two stores on
the West Coast of the United States, one in Los Angeles
and the other in San Francisco, and is making plans to
open another on the East Coast. In addition, Gulliver is
considering expansion into the fast-growing automobile
market in China and in November 2006 formed a unit,
the Chinese Strategy Preparation Division, to formulate
its business strategy for the Chinese market.

San Francisco store




