—~—

Annual Report

nded 31st March, 2007

sSCEIO



Profile

The Company was foundedin 1910 as the Keio DenkiKido Co.,
Ltd. and began operations in 1913. Since then, for nearly a century,
ourrailway and bus services have been major arteries for the
greater Tokyo area, providing transportation for significant numbers
of passengers. Since the latter half of the 1950s, the Company has
been engaged in developing land along the routes it services, and
has enjoyed steady growth by creating prosperous communitiesin
these areas.

Led by Keio Corporation, the Keio Group, 43 companies in total,
engages, merchandise sales, real estate, leisure services, and

construction and other businesses. These businesses focus on

Kichijoji

areas served by the Keio Line, which extends from Shinjuku to
Tokyo’s southwestern suburbs of Hachiojiand Tama. Shinjuku, a
major business centerin Japan, gained even more importancein
1991, when the Tokyo Metropolitan Government moved its offices
there. Hachiojiand Tama have seen an influx of universities and
corporationsinrecentyears, resulting in the growth of “New Town”
developmentsinthose areas.

The Keio Group is striving to provide superior services by deploying

the consolidated strength of its group companies, to meet the needs

ofthe people it serves and aim for continued growth.

Keio-Hachioji

Takaosanguchi

Tama

Hashimoto New Town
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Cautionary Note
on Forward-Looking Statements

The future prospects described in this annual report concerning
business planning, earnings and management strategies were
based on managementviews derived from supporting information
available to Keio Corporation at the time such information was
prepared. Accordingly, readers are cautioned againstrelying solely
on these forward-looking prospects because actual results and
strategies may differ substantially depending on changesin the

Company'’s business environment.



Financial Highlights

Consolidated Data

Keio Corporation and its consolidated subsidiaries

Thousands of

Millions of Yen U.S. Dollars
Years ended 31st March 2005 2006 2007 2007
For the year:
Operating revenues  —--=--==--====m-mmmmmmmm oo ¥ 433,071 ¥ 438254 ¥ 430,198 $ 3,644,198
Operating iNCOME —---=--=mm oo oo 37,096 39,937 42,298 358,310
Net inCoMe  —----= oo 18,764 19,868 21,539 182,460
Per share data
Net income — basic ----- ---- ¥ 2991 ¥ 31.89 ¥ 3487 $ 0.295
Net income — diluted* -------- -- -- = = - -
Cash dividends ------------------ -- -- 6.00 6.00 6.00 0.051
At year-end:
Total assets  ------- -- -- ¥ 571,311 ¥ 630,701 ¥ 648,161 $ 5,490,566
Total net assets -- 199,997 237,644 246,630 2,089,197
* There are no outstanding potentially dilutive shares.
Non-Consolidated Data
Keio Corporation Thousands of
Millions of Yen U.S. Dollars
Years ended 31st March 2005 2006 2007 2007
For the year:
Operating revenues  -------=--=--==-=-mmmmmmm oo ¥ 116,359 ¥ 116,797 ¥ 120,932 $1,024,413
Operating iINCOME =-==========mmmm oo 28,094 29,392 30,271 256,423
Net inComMe - 13,849 13,303 14,671 124,280
Per share data
Net income — basic ----- ¥ 22.04 ¥ 21.30 ¥ 2375 % 0.201
Net income — diluted” -------- -- -- = = — —
Cash dividends ---------====----- -- -- 6.00 6.00 6.00 0.051
At year-end:
Total assets  ------- -- -- ¥ 483,322 ¥ 526,611 ¥ 542,679 = $ 4,597,029
Total net assets -- 156,350 186,697 189,141 1,602,208

* There are no outstanding potentially dilutive shares.

Note: The accompanying U.S. dollar amounts have been translated from Japanese yen for convenience, and as a matter of arithmetical computation only, at the rate

of ¥118.05to U.S.$1.
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To Our Shareholders

Making Steady Progress in Ensuring Safety and

Enriching the Life of Residents with Sincerity

along Our Railway Lines

Consolidated Net Income Reaches

Becoming the " Top Brand in Trust "

¥21.5 Billion

in the Industry

During the fiscal year ended 31st March, 2007, the Keio Group
made steady advances in each business segment. As a result,
consolidated net income rose to ¥21.5 billion, and Keio
Corporation registered net income of ¥14.7 billion.

Based on this performance, the Group declared a year-end
cash dividend of ¥3 per share, bringing annual dividends to ¥6
per share, including a ¥3 interim dividend. Over the long term,
we intend to maintain our payout ratio at the current level, while
securing a stable earnings base.

% KE/O Annual Report 2007

The Keio Group is committed to ensuring safety, which underpins
our corporate philosophy of being the " Top Brand in Trust " in
the industry. As a rail operator, we are convinced that safety is
the Group’s most important mission and a reputation for safety
its most valuable asset. Consequently, we promote safety-
centric transportation management and strive to operate the
industry’s most thoroughly safety-conscious railway.

The Group invests in capital from a medium- to long-term
viewpoint. Current safety-focused investments include automatic
train control equipment and a construction of the Chofu Tunnel
and Underground Station Project.

The Group develops attractive residential areas along the
Keio railway routes to sustain the virtuous cycle of its business.
As part of these efforts, near Takahatafudo Station we have
begun offering, on a trial basis, lifestyle, child-rearing and other
support services. In these ways, the Keio Group will continue
working to enrich the life of residents with sincerity along our
railway lines.

The Keio Group is also making barrier-free improvements,
introducing environmental management and reinforcing corporate
governance by improving internal controls. Through such
advances, we intend to establish Keio as the " Top Brand in
Trust " in the industry.

In pursuing these goals, we look forward to your continued
understanding and support.

June 2007
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Kan Kato
President



Management Strategies for the Future

Under the Group Management Vision for realizing the Keio Group Philosophy, the Group strives to hone its competitive
edge, while reducing interest-bearing debt and improving other elements of financial health, observing legal and ethical
standards and contributing to communities. Such efforts are intended to enhance the Group's corporate value, the
common interests of its shareholders and the value of real estate along its routes. The Keio Group will maintain and utilize
the tangible and intangible management assets it has cultivated over many years, undertaking the specific measures

described below to make the Keio Group Philosophy a reality.

First, the Keio Group maintains the trust of its customers, suppliers and other stakeholders by fulfilling its social
responsibilities as a public transportation operator that provide essential social infrastructure. The Group places top
priority on safety in its daily operations. Recent railway safety improvements include installing automatic train control
equipment to dramatically improve signal systems, implementing fire prevention measures in the underground floors of
train stations and improving the earthquake resistance of buildings. We are also cooperating with the Tokyo Metropolitan
Government and the city of Chofu to complete a construction of the Chofu Tunnel and Underground Station Project.
The Group holds ongoing discussions with public authorities and companies to eliminate traffic bottlenecks by
elevating train tracks above the ground at Keio Sasazuka Station and points west.

The Group is also proactively improving its services, including making stations, train cars and buses more barrier-free.
These investments in railway safety and convenience may collectively impact profits over the short term. However,
fulfilling our social responsibilities as a public transportation operator from a medium- to long-term standpoint will ensure
safe transportation, stable management and consistent operations. We believe these moves will further enhance

corporate value and establish the Keio Group as the " Top Brand in Trust " in the industry.

Second, to ensure the life of residents with sincerity along our railway lines remains vibrant over the medium to long
term, we are increasing its value by providing detailed services specific to customer needs. The Group is proposing
development projects around Shinjuku, Kichijoji and other hub stations along our routes, and considering plans to
redevelop the Seiseki-Sakuragaoka area. In addition, we are making station facilities more convenient by effectively
utilizing land developed from railway facilities and installing free passageways. The Keio Group is expanding its
leased luxury housing offerings, such as Hi-ROOMS, and participating in the Japan Trans-housing Institute, to ensure
a stock of quality housing along its routes and creating a framework to meet the relocation needs of senior citizens and
families with children. Moreover, following the launch of our Keio Hot Network community network service to enhance
convenience for those living along Keio train lines, we are also building a condominium designed to support families
raising children in the Takahatafudo area as an experiment in leveraging our brand to develop attractive residential areas
along our routes.

To make the Keio Group Common Points more convenient, the Group is also launching Internet railway portal site
" Machihapi " and tying in the Keio Passport Card with PASMO, an IC-card transportation pass enabling the seamless
use of transit services across many transportation providers in the Kanto region. Additionally, we are strengthening
cooperation and coordination with local government agencies, area residents and universities to increase real estate
values along our routes, while vitalizing local communities through a diversified approach. We believe these efforts will
make our railway areas more attractive, thereby increasing the number of Keio rail passengers and other Group

customers.
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Third, we are enhancing our lifestyle-related businesses, such as grocery stores, to raise the competitiveness of the
Group. We will continue aggressively to pursue new business—both along our routes and in other areas—based upon
our accumulated expertise. Moreover, we will boost the Keio Group’s growth by expanding existing businesses in areas

of anticipated customer demand.

Fourth, the Keio Group continues to cultivate human resources from a medium- to long-term viewpoint, toward
implementing the concrete measures described previously. It is our employees who directly ensure safe transportation,
stable management and consistent operations. We therefore consider sharing the knowledge, experience and expertise

our staff members have accumulated as the key to the Group’s future growth.

Fifth, the Group is committed to fulfilling its obligations to society by observing legal regulations and social norms, caring
for the global environment and strengthening corporate governance. We maintain an internal control system and are
advancing the Keio Group Compliance Program. We also observe environmental regulations, actively implementing
energy-saving, waste-reduction and recycling measures tailored to each business. These efforts, which are based on the
Basic Environmental Policy we established in the year 2000, are currently being expanded across the entire Keio Group.
Our corporate governance efforts include expediting decision making, improving management transparency and
ensuring timely and appropriate information disclosure. To realize these enhancements, we have elected Special Directors
under the Company Law, set up Appointment and Remuneration committees as advisory arms to the Board of Directors
and established a Disclosure Committee. Moreover, at the 86th Ordinary General Shareholders Meeting held on June 28,
2007, the Articles of Incorporation were amended to shorten the term of office for Directors to one year. This change
clarifies the responsibilities of the management team to shareholders, who entrust them with the Company’s
management. The Keio Group continues to examine its obligations to society, while enhancing its corporate governance

system in an ongoing effort to establish Keio as the " Top Brand in Trust " in the industry.

Fiscal 2007 Management Plan Targets and Results

Although the Group reported higher depreciation costs than anticipated, railway passenger counts increased and each
segment performed better than in the fiscal year ended 31st March, 2006. As a result, consolidated operating revenue, net

income and EBITDA all surpassed our targets.

Millions of Yen

Fiscal 2006 target

Fiscal 2006 actual

Fiscal 2007 target

Consolidated operating revenue 423,400 430,198 429,500
Consolidated net income 19,800 21,539 21,800
Consolidated EBITDA 68,100 71,390 70,200

Note: Consolidated EBITDA = Consolidated operating income + Depreciation and amortization

KCEIO Annual Report 2007




Business Performance

Business Results

Consolidated Operating Revenues Consolidated Operating Revenues Billions of Yen
— Actual
In the Leisure Group, the accounting for certain types of travel was — Consolidated Management Plan (Target)
changed from a transaction to a fee based. The effect of this 40
change on revenues was ¥14,216 million, and as a result 490
consolidated operating revenues for the year were down 1.8%, to 0 L |
¥430,198 million. This change had no effect, however, on line items :ZZ
below consolidated operating income. 210
Ignoring the impact of the accounting change, operating Fiscal 2003 Fiscal 2004 Fiscal 2005 Fiscal 2006
revenues would have increased. This expansion is attributable to (Actual) (Actual) (Actual) (Actual)

growth in the number of railway passengers (Transportation

Group), large-scale real estate sales and an increase in building Consolidated Net Income

Billions of Yen

cleaning and management contracts (Other Groups). — Actual
— Consolidated Management Plan (Target)

25.0
Consolidated Net Income

20.0
In the Transportation Group, operating income declined, as /7
expanded capital investment pushed up depreciation and 15.0 L
amortization. However, higher levels of income from the Real 100
Estate Group, the Leisure Group and other segments boosted Fiscal 2003 Fiscal 2004 Fiscal 2005 Fiscal 2006
consolidated operating income 5.9%, to ¥42,298 million. Despite (Actual) (Actual) (Actual) (Actual)

a loss on the redemption of debentures, consolidated net income

grew 8.4%, to ¥21,539 million, owing to reduced impairment costs.

Consolidated EBITDA

Consolidated operating income increased ¥2,361 million, and
depreciation and amortization grew ¥1,621 million. Consequently,
consolidated EBITDA—a quick indicator of cash flows from

business activities—rose 5.9%, to ¥71,390 million.

Note: Consolidated EBITDA = Consolidated operating income + Depreciation and amortization
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Financial Position

Total Assets, Liabilities and Net Assets

Total assets as of 31st March, 2007, were grew ¥648,161 million, up ¥17,460 million from one year earlier, owing to
increased investment in property and equipment, including buildings under construction. Total liabilities at year-end were
¥401,531 million, up ¥8,474 million, due to an increase in interest-bearing debt. Net assets totaled ¥246,630 million, rising

¥8,986 million as net income pushed up retained earnings.

Consolidated Cash Flows

Net cash provided by operating activities declined ¥5,859 million, to ¥49,086 million. Although net income before income
taxes and minority interest in income of consolidated subsidiaries rose, income taxes paid increased.

Net cash used in investing activities expanded ¥13,069 million, to ¥46,110 million, due to increased payments for
purchase of property and equipment.

Net cash provided by financing activities was ¥1,733 million, a ¥6,032 million difference from the cash used in these
activities in the preceding term. The issuance of unsecured discount bonds provided cash, but the underwriting of
contracts to fulfill bond obligations used cash.

As a result, cash and cash equivalents at end of year amounted to ¥43,516 million, up ¥4,713 million from one year
earlier. Interest-bearing debt at the end of the year totaled ¥222,531 million, a ¥7,753 million increase over the preceding
fiscal year.

KCEIO Annual Report 2007




Business Segments

@ TRANSPORTATION GROUP eeee,
Keio Dentetsu Bus Co., Ltd.
Keio Bus Higashi Co., Ltd.
Keio Bus Chuo Co., Ltd.
Keio Bus Minami Co., Ltd.
Keio Bus Koganei Co., Ltd.
Nishi Tokyo Bus Co., Ltd.
Tama Bus Co., Ltd.
Keio Jidousha Co., Ltd.
Keio Unyu Co., Ltd.

@ MERCHANDISE SALES GROUP

Keio Department Store Co.,Ltd.
Keio Store Co., Ltd.

Keio Retail Service Co., Ltd.
Keio Shoseki Hanbai Co., Ltd.
Keio Passport Club Co., Ltd.
Keio ATMAN Co., Ltd.

Keio Shokuhin Co., Ltd.

Keio Green Service Co., Ltd.
Keio Green System Co., Ltd.

The Keio Group

Customers

% L eeeee

KEIO CORPORATION

(Transportation Group)
(Merchandise Sales Group)

REAL ESTATE GROUP @
Keio Realty and Development Co., Ltd.
Keio Chika Chushajou Co., Ltd.

see®°®’ (Real Estate Group) Specialty busin
. (Other Groups) ©SS Prope
" renta o o
°
L]

L]
Construction orders, commissioned business etc.
°

@ OTHER GROUPS

Keio Setsubi Service Co., Ltd.

Keio Juuki Seibi Co., Ltd.

Tokyo Special Coach Manufacture Co., Ltd.
Keio Kensetsu Co., Ltd.

Keio Network Communications Co., Ltd.
Keio Accounting Co., Ltd.

Keio Business Support Co., Ltd.

Keio Information Systems Co., Ltd.

Keio Youth-Plaza Co., Ltd.

Keio Sincere Staff Co., Ltd.

Keio Plaza Hotel Co., Ltd.

Keio Plaza Hotel Sapporo Co., Ltd.
Keio Presso Inn Co., Ltd.

Keio Travel Agency Co., Ltd.

Keio Agency Inc.

Keio Recreation Co., Ltd.
Restaurant Keio Co., Ltd.

Operating Revenues and Operating Income by Segment

OPERATING REVENUES BY SEGMENT

Other groups

12.1%

e

-

Real estate group

5.7%

Transportation group

Merchandise sales group

OPERATING INCOME BY SEGMENT

Other groups

7.5%

e

27.3%

Real estate group

22.4%

39.4%

Transportation group

45.6%

Merchandise sales group

13.9%

Note: The composition percentages are for proportion of operating revenue or income and include elimination transactions between segments.
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Review of Operations by Business Segment

Transportation Group

The number of railway passengers increased 1.1% during the year, helped by the ongoing
construction of large apartment buildings along the Company's railway routes. The number
of passengers who use commuter passes increased 1.2%, and non-commuter pass
passengers rose 1.0%, pushing up passenger transportation revenues 1.1%. In the bus
service business, revenues also expanded, bolstered by successful convenience
enhancements. Consequently, Transportation Group operating revenues edged up 1.2%, to

¥130,097 million. At the same time, operating income fell 5.4%, to ¥19,760 million, due to

increased depreciation and amortization expenses in the railway business.

Transportation Group Operating Revenues ( ¥Millions )

Intersegment

others 3,011
3,101 o

Railways

81,238
Taxi services
14,604

Bus services

28,141

CNG Non-step Bus

Merchandise Sales Group

Discounts offered during the Hanshin Tigers victory celebration sale resulted in a 0.2% dip
in department store operating revenues, to ¥188,241 million. Boosted by increased profits at

retail and department stores, however, operating income advanced 7.0%, to ¥6,008 million.

Merchandise Sales Group Operating Revenues ( ¥Millions )

Intersegment
2,528 Wl
1Bf|>0|§|36|e13 %. Department stores =
j - g
’—_. 111 ,628 Keio Department Store (Shinjuku)
Station
sale business
9,657

Retail stores

39,761
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Real Estate Group

The land and building leasing segment performed well, with operating revenues increasing
substantially. Consequently, group operating revenues expanded 11.8%, to ¥27,201 million,
and operating income jumped 14.4%, to ¥9,691 million.

Real Estate Group Operating Revenues ( ¥Millions )

Intersegment
1
other;965 j Iﬁﬁﬁgn?g ?easing
1,294 15,455

Real estate sales

8,485

Leisure Group

The accounting for certain types of travel was changed from a transaction to a fee basis,
which prompted a 13.0% decrease in operating revenues, to ¥73,719 million. In the hotel
business, banquet services at the Keio Plaza Hotel in Shinjuku, Tokyo, delivered strong
performance. The suspension of service at the Keio Presso Inn created a spike in
expenses, but the four hotels in operation-in Higashi-Ginza, Kanda, Shinjuku and

Otemachi-performed well. Consequently, operating income surged 32.0%, to ¥4,596 million.

Leisure Group Operating Revenues ( ¥Millions )

Intersegment

5,622
Others ~?
6, 3 4 9 Hotels

37,163
Advertising services 4T
5,875

Travel services
18,706

Other Groups

Primarily owing to increased orders for building maintenance, group operating revenues
grew 11.9%, to ¥57,934 million. Operating income soared 59.2%, to ¥3,258 million.

Other Groups Operating Revenues ( ¥Millions )

Building maintenance

8,666
Railway car maintenance
Intersegment ‘ 6,453
33,865 — ,
Construction
Others 8; 171
776

Keio Retnade Inagi

TRAVEL SHOP SHIBUYA

R /'

=— —
L] ey i {-Tflu'ﬁ

Suginami Koukaidou
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Corporate Governance

Basic Stance

The Keio Group considers the expansion and strengthening of its
corporate governance system based on the Keio Group Management
Vision to be akey task for gaining the trust of shareholders and all
other stakeholders and increasing the corporate value of the Group.
The Company has adopted a board of auditors system. The Board
of Directors includes outside directors and presidents ofimportant
subsidiaries of the Group, making decisions on legal matters and
importantbusiness matters and overseeing business execution.
The corporate auditors carry out audits of the Group based on basic
policies decided by the Board of Auditors in accordance with legal

and other standards. In addition, they attend Board of Directors and

The Company also has elected special directors in accordance with
the provisions of the Company Law to enable quick decision-making.
Moreover, it has established Nomination and Compensation
committees as advisory arms to the Board of Directors to increase
the transparency of its management activities. Keio has also
established a Disclosure Committee to ensure the timely and
appropriate disclosure of business information.

To strengthen Group governance, the presidents of Group
companies also serve on the Board of Directors of Keio Corporation.
Inaddition, a Group Executive Council, a Keio Group Presidents

Meeting, and other meetings are held regularly.

otherimportantmeetings and provide their opinions as necessary.

Business Execution, Audit, Supervisory, Nomination and Compensation Functions
Execution and Supervision

Keio Corporation’s Board of Directors is comprised of 17 members, including 2 outside directors and 6 presidents
of major companies of the Group. In principle, the Board of Directors meets once a month to decide items defined
by law, make important business decisions, and oversee business operations. The special directors elected by
the Board of Directors make decisions on the disposal and acquisition ofimportant assets and major borrowings
as provided forunder the Company Law.

To strengthen and promote Group management, the Managing Directors Committee, consisting of managing
directors, discusses and decides on major business proposals based on policies determined by the Board of
Directors. There alsois a Group Executive Council, whichis composed of the Company’s full-time directors and the

presidents of the main companies in the Keio Group, and discusses managementissues related to the entire Group.

Audits by Corporate Auditors

10
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The Company'’s corporate auditors conduct audits of the job performance of the Board of Directors, inspecting
important decision-making material and conducting surveys of business and financial assets in accordance with
basic principles determined by the Board of Auditors based on laws, the Articles of Incorporation, Board of
Auditors Rules and auditing standards. In addition, the corporate auditors attend Board of Directors and other
important meetings, providing their opinions as necessary.

In principle, the Board of Auditors convenes every month to discuss important audit-related matters and
exchange information on audit results. An Auditors Conference is held once a year with all corporate auditors and
the President of Keio Corporation attending. In addition, the corporate auditors regularly have meetings with the
Chairman of the Board of Directors and the President of the Company to exchange opinions regarding the audits.

The corporate auditors of the Keio Group also regularly hold a Group Auditors Meeting—also attended by the
full-time auditors of the Company—to address issues related to enhancing and strengthening the overall audit
function of the Keio Group. Furthermore, Group corporate auditors meet with the President of Keio Corporation

once ayeartodiscuss the sameissues.



Nomination and Compensation Functions

In February 2006, aiming to make its management activities more transparent, the Company established the
Nomination and Compensation committees to act as advisory arms to the Board of Directors. These committees,
whichinclude outside directors, suggest candidates for directors and levels of compensation for directors to the

Board of Directors.

Audit Organization, Staffing and Procedures

The internal audit function of Keio Corporation and each Group company is carried out by the Audit Department,
which consists of 18 staff members and reports directly to the President. The Audit Department performs audits to
inspect compliance with laws and Company regulations, as well as the appropriateness and effectiveness of
business administration. Based on such inspections, the department makes suggestions on rationalization of
management, improvement of business administration and efficiency, and sound development of the Company’s
businesses.

The Audit Departmentreports the results of these audits to the President, corporate auditors and other related
sections, in addition to an overview to the Board of Directors, to promote the improvement of the internal audit
system. Full-time auditors of the Group companies are, in principle, attached to the Audit Department, and the Group

auditors and the Audit Department collaborate to ensure appropriate business conduct by the entire Keio Group.

11
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Basic Stance on Internal Controls and Their Enhancement

Atits Board of Directors meeting held on 25th May, 2006, Keio The Keio Group Basic Policy on Internal Control Systems was

Corporation resolved to establish the Keio Group Basic Policy on partially amended on 26th March, 2007.

Internal Control Systems in accordance with the Company Law.

Keio Group Basic Policy on Internal Control Systems

Togainthe trust of all stakeholders and increase corporate value, business activities and to build, maintain and operate internal
Keio Corporation and each company of the Keio Group strives to control systems to handle those risks appropriately. This Basic
ensure compliance, reliable financial reporting and effective and Policy stipulates the Company’s fundamental policy concerning
efficientbusiness administration, while safeguarding assets. efforts for maintaining internal control systems in accordance with
Additionally, the Group works to identify risks in carrying out its Paragraph 5, Article 362, of the Company Law.

1. Keio Group Management Vision

The Keio Group aims to unify the values and direction of the entire Group by establishing the Keio Group
Management Vision, which clearly expresses the Group's reason for being, and conveying this vision inside and

outside the Group.

2. Systems for ensuring compliance with laws and the Articles of Incorporation in the performance of
duties by directors and employees

12
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(i) Keio Corporation shall ensure that officers and employees of the Group perform their duties in a sound mannerin
accordance with laws and the Articles of Incorporation, by establishing a Keio Group Code of Conduct based on the
Keio Group Management Vision. In addition, directors shall make appropriate decisions in line with the Company’s
Business Judgment Rules.

(ii) The Board of Directors shall formulate a Group Compliance Program to build a Groupwide compliance
framework. The Company shall establish a Compliance Committee, composed of outside experts and the
Compliance Committee Chairman, who shall reportimportant matters to the Board of Directors on aregular basis.
(iii) The Company shall maintain a “Keio Helpline” as a dedicated, Groupwide consultation service for compliance
issues, inaccordance with the Whistleblower Protection Act.

(iv) Toenhance compliance systems across the Group, the Company shall raise awareness of compliance through
ongoing compliance training and other enlightenment programs.

(v) The Company shall maintain an Audit Department that reports directly to the President. The department shall
perform audits on the Company and each Group company to inspect compliance with laws, Company regulations

and other standards, as well as the appropriateness and effectiveness of business administration.



3. Systems for retaining and managing information relating to the performance of duties by directors

(i) Directors shall properly organize, maintain and manage minutes of general meetings of shareholders, minutes
of meetings of the Board of Directors, reports of Board discussions and other important documents relating to the
performance of their duties, according to the methods provided in the Document Handling Rules and Document
Filing Rules.

(i) Directors and corporate auditors shall be allowed to inspect these documents and records as necessary.

4. Regulations and other systems for risk management

(i) As a corporate group engaged in a broad range of business activities focused on its highly public railway
operations, Keio Corporation shall give top priority to customer safety in measures to avoid risk.

(ii) The Company shallinstitute a Risk Management Program, based on a resolution of the Board of Directors, to
ascertain and manage risks relating to business execution. The Company shall also assemble a Risk Management
Committee consisting of a Risk Management Committee Chairman, heads of related sections and outside
experts.

(iii) In accordance with the Risk Management Program, the Risk Management Committee shall work to reduce
and preventrisks, as well as enhancing systems to prepare for crisis outbreak.

(iv) In the event of a major crisis, the Company shall promptly organize a crisis management task force headed up

by the President, taking action to respond and quickly resolve the crisis situation.

5. Systems for ensuring the efficient performance of duties by directors

(i) The Board of Directors shall meet once a month, in principle, holding extraordinary sessions as necessary.
Important business matters shall be deliberated by the Managing Directors Committee—composed of managing
directors—oprior to resolution by the Board of Directors. The Board of Directors also shall elect a special director to
ensure speedy decision making.

(ii) The Board of Directors shall establish overall goals for the Company, and managing directors shall plan and
implement goal setting, budget management and specific measures for each business section toward the
achievementof such goals.

(iii) Concerning organization and the division of duties, the Company shall establish Office Organization Rules to
clarify the basic function of each staff position and the relations among such positions. The Company shall establish
Regulations for Administrative Authority and Criteria for Decision Making by Position to clarify the responsibilities,

authorities and decision-making criteria for each staff position in the performance of duties.

13
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6. Systems for ensuring the proper operation of the corporate group consisting of the Company and
its parent company and subsidiaries

(i) To construct overall internal control systems for the Group, the Company shall establish a Keio Group Basic Policy
on Internal Control Systems and Keio Group Internal Control Regulations, seeking the resolution of every company
belonging to the Keio Group at Board of Directors meetings. Moreover, the Company shall set Deliberation
Standards to clarify powers and authorities among the Company and the Group companies.

(i) Keio Corporation shall set up adepartment for administering policies on internal controls at each Group company
to enhance the framework for ensuring that deliberations, information exchange and transmission of instructions
and requests are efficiently carried out among the Company and each Group company.

(iii) The Company shall establish a Groupwide compliance framework based on the Group Compliance Program.
Moreover, all officers and employees of the Company and each Group company shall, upon discovery of an
occurrence with the potential for significantimpact on the overall value of the Group, report the matter to the
Compliance Committee Chairman of the Company—in addition to standard reporting avenues—and deliberate on
countermeasures.

(iv) The Company shall work to ascertain and manage risks surrounding the entire Keio Group, primarily through the
Company’s Risk Management Committee. In the event of a major crisis, each Group company shallimmediately
reportthe matter to the Risk Management Committee Chairman, and the Company shall provide the necessary aid. In
addition, each Group company shall maintain internal crisis management systems in collaboration with the Company.
(v) A Group Executive Council, consisting of full-time directors of the Company and presidents of the major
companies of the Keio Group, shall discuss management of the whole Group and hold regular Keio Group
Presidents Meetings to share management policies and information within the corporate Group.

(vi) The full-time auditors of Keio Corporation and the corporate auditors of each company of the Keio Group shall
hold regular Group Board of Auditors meetings to expand and strengthen the audit functions of the entire Group.
Full-time auditors of the Group companies shall, in principle, be attached to the Audit Department—the Group’s
internal auditing section. The Group auditors and the Audit Department shall collaborate to ensure appropriate business

conductby the entire Group.

7. Matters regarding employees designated by the Board of Auditors to assist with auditing duties,
if such a designation is requested

The Company shall establish a Corporate Auditors Office and assign employees to assist with the duties of
corporate auditors on a full-time basis. Employees assigned to the Corporate Auditors Office shall possess

the expertise required to assist with the oversight and inspection of Company business conduct.

8. Matters regarding the independence of employees in the previous item from directors
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The Corporate Auditors Office shall be organizationally independent from the Company’s directors. Furthermore,
decisions governing personnel change, performance review and disciplinary action of employees assigned to the

Corporate Auditors Office shall require the prior approval of full-time auditors authorized by the Board of Auditors.



9. Systems for reporting to the Board of Auditors by directors and employees and other systems

regarding reporting to the Board of Auditors

Directors shall report the following to the Board of Auditors.

(i) Important matters regarding corporate decision making

(ii) Matters with potential to cause significant harm to Keio Corporation or the Keio Group

(iii) Audit planning and results for internal audits

(iv) Misconduct or significant violations of laws or the Articles of Incorporation in the performance of duties by

directors oremployees

(v) Important matters regarding compliance and risk management

(vi) Any matters deemed necessary for the completion of audit tasks by the corporate auditors

Inthe event of discovery by employee(s) ofimportant matters falling under (ii) or (iv), such employee(s) shall be

allowed to report the matter directly to the corporate auditors.

10. Other systems for ensuring effective auditing by the Board of Auditors

The Board of Auditors shall carry out the following.

(i) Hearings with each managing director and high-ranking employee as necessary

(ii) Regular meetings with the Chairman of the Board of Directors, the President and accounting auditors

(iii) Collaboration with the internal auditing section

(iv) Surveys of the Group companies

(v) Appointment of attorneys, certified public accountants and other outside experts as independently elected advisors

11. Internal Control Committee

Keio Corporation shall establish an Internal Control Committee to oversee the systems provided initems (1) through

(10)above. The Internal Control Committee shall effectively supervise internal control organization and function to

promote concerted enhancement of internal controls across the Company.

Takeover Defense Measures

The Basic Policy on Measures to Prevent Large-scale Acquisitions
of Keio Shares (hereinafter, “the Basic Policy”) was approved and
passed at the 86th Ordinary General Meeting of Shareholders held
on 28th June, 2007, with the aim of ensuring and enhancing the
corporate value of Keio Corporation and the common interests of its
shareholders. Following the resolution, the Company determined
the specific details (hereinafter, “the Plan”) of the Basic Policy at the

Board of Directors meeting held on the same day, resolving to

implement the Basic Policy and Plan as of the date of the meetings
(28th June, 2007), and tofile a shelfregistration statement forissue
of stock acquisition rights as part of the Plan.

The Basic Policy and the Plan shall remain in effect until the date of
conclusion of the Ordinary General Meeting of Shareholders for the
lastbusiness year ending within a period of three years from the

conclusion of the 86th Ordinary General Meeting of Shareholders.
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Risk Factors

Risks that could possibly exert a strong influence on the investment
decisions of investors are described below. Aware of these risks,
the Keio Group takes steps to prevent these events from occurring,

and should they occur, to minimize theirimpact. Forward-Looking

Natural Disasters and Other Accidents

The Keio Group operates many facilities, computer systems and
otherequipmentinits Transportation Group and other businesses.
The occurrence of a natural disaster, such as an earthquake or
typhoon; adisaster, such as aterrorist attack or otherillegal incidents;

anaccident, including one caused by human error, incorrect

Statements have been determined by the management of the Keio
Group based on the information available at the time of the

submission of Keio Corporation’s Securities Report (28th June, 2007).

operation of equipment or some other form of trouble; or an accident
atarailway crossing or other area caused by a third party, could hinder
the Group’s operations or resultin significant repair expenses for
facilities and equipment. Any of these events could have a negative
impact on the performance and financial position of the Group.

Progressive Decline in Family Size and Aging of Communities

The Keio Group develops businesses around its Transportation
Group, for which the major marketis the area alongits railway lines.
Because of the progressive decline in the size of familiesin Japan and
the continued aging of communities along its railway lines, especially

inthe Tamaregion, the Group anticipates the need for capital

Setting and Revision of Passenger Fares

Under Article 16 of the Railway Operation Law, passengerfaresin
the railway transportation business segment are regulated by the
Ministry of Land, Infrastructure and Transport. The Ministry
authorizes fares and fare changes after investigating whether fares

exceed alevel determined by adding an appropriate profit margin to

investmenttointroduce greater safety measures, barrier-free facilities
and other provisions. In addition, due to the future decline in the local
population, demand will decrease for the Group’s railway, bus, taxi
and other transportation services. These factors could impact

negatively on the performance and financial position of the Group.

the proper costs incurred (total costing) to ensure efficient
management. Since the Group’s operations are restricted by this
system, such changes could seriously affect the performance and

financial position of the Group.

Deterioration and Faults with Real Estate Assets

The Keio Group possesses a greatdeal of real estate, including
facilities and structures. While the Group complies with all legal
requirements and gives adequate consideration to environmental
issues regarding the impact of its real estate assets on the

surrounding areas, itis possible that, in the event that deterioration

Asbestos

The Keio Group owns many facilities and structures, andis currently
conducting investigations to determine whether or notasbestos has
beenusedinthe construction of those facilities and structures. Inthe
future, the Group is committed to dealing with any issues that may

arise in accordance with measures regarding asbestos announced

16
- (CEIO Annual Report 2007

oradefaultin one ofiits properties is discovered or if stricter
environmental regulations are introduced, the Group willincur
substantial expenses involved with repair. Such a case could have
negative repercussions on the Group’s performance and financial

position.

by the government of Japan. However, should cleanup operation be
required, the facilities or structures involved may temporarily be
unusable orincur significant expenses in the cleanup process. Such
situations could seriously affect the performance and financial

position of the Group.



Safety of Food Products

The Keio Group sells food products through its Merchandise Sales
Group and other businesses. Although the Group takes great care to
ensure that the food products are safe, should problems occur with
the quality of certain food products sold by the Group or with certain

Management of Personal Information

In connection with its credit card and other businesses, the Keio
Group possesses personal information about its customers. The
Group has publicly announced the Keio Group Personal Information
Protection Policy and established the Keio Group Personal
Information Management System. Based on this policy and system,

the Group strives to properly manage personal information.

Disclosure

When an accident or some otherincident occurs in operations, the
Group strives to restore normal operations as rapidly as possible and
to quickly disclose accurate information. Nevertheless, should

inappropriate information be disclosed due to the tardiness of the

food products in general, expenses may arise due to the Group’s
liability for damages, and sales may decline due to the spread of
rumors. These conditions could impact negatively on the

performance and financial position of the Group.

Nevertheless, should personal information be leaked by the Group
due to human factors, such as theft orimproper control of data, or
technological factors, such asinadequate systemdesign, expenses
may arise due the Group’s liability for damages, and the Group’s
reputation may be damaged. Either of these situations could have a

negative impacton the performance and financial position of the Group.

initial response, public confidence in the Group mightdecline, which
could have negative repercussions on the performance and financial

position of the Group.

Market Interest Rate Fluctuation and the Company’s Ratings

The major portion of the Group’s interest-bearing debt comprises long-
termborrowings and corporate bonds with fixed interestrates.
Consequently, the Group considers itself to have limited exposure to
marketinterestrate fluctuations.

Although the Keio Group has received an AArating from the main
rating agencies in Japan, the Group must act with caution because

there is a constant possibility that the rating could be downgraded
should anincrease in interest-bearing debt occur without arational
explanation. If the rating was downgraded, the Group’s cost of funds
would increase, which could have a negative impacton the

performance and financial position of the Group.

The above discussion is a detailed indication of the major risk factors foreseen in the Group’s businesses and other areas. The risks listed above,

however, in noway represent all the risks faced by the Keio Group.
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Consolidated Balance Sheets

Keio Corporation and its consolidated subsidiaries
As of 31st March 2006 and 2007

Thousands of
U.S. Dollars
Millions of Yen (Note 3)
ASSETS 2006 2007 2007
Current Assets:
Cash andbankdeposits (NOte4) -+« ovvvviiiiii ¥ 28,833 ¥ 29,547 $ 250,289
Short-terminvestments (Notes4and5) - ---coovviiiii — 1 8
Notes and accountsreceivable,trade - -« vovven 27,630 34,252 290,145
Allowances fordoubtfulaccounts -« --.oooviivii (331) (281) (2,381)
INVENEOIIES « - v v 25,771 22,130 187,467
Deferredtaxassets (NOt€ Q) -+ vvvvvvviiiii 4,147 3,693 31,286
Othercurrentassets - -« - oo 13,610 17,346 146,935
Totalcurrentassets -« -« oo 99,660 106,688 903,749
Investments and Advances:
Investmentsin securities (NOte5) -+ ovvveiiii 97,728 83,739 709,351
Investments in affiliates and unconsolidated subsidiaries - - - -+ -+ 1,613 1,710 14,490
99,341 85,449 723,841
Property and Equipment, at net book value (Notes 6, 7 and 8):
Land - v 111,329 116,845 989,789
Buildings and Structures - -« -« -« oo oeei 237,870 238,936 2,024,020
Machinery, rolling stockandequipment - .-« .oooovi 33,503 35,513 300,834
Tools, furniture and fixtures - - - -+ oo 8,624 10,365 87,809
CoNStruCtion=iN=progress « - -+« vvererii i 20,402 28,823 244,158
411,728 430,482 3,646,610
Intangibleassets -« .o 3,011 4,603 38,992
Deferredtaxassets (Note Q) -+ -. . ovvvoevniiii 7,861 7,445 63,064
Otherassets - - oo 9,100 13,494 114,310
Total assets ¥ 630,701 ¥ 648,161 $ 5,490,566

The accompanying notes are an integral part of these financial statements.
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Thousands of

U.S.Dollars
Millions of Yen (Note 3)
LIABILITIES AND NET ASSETS (SHAREHOLDERS’ EQUITY) 2006 2007 2007
Current Liabilities:
Short-term bank borrowings (Note 7) - -+« vvvievii ¥ 39,739 ¥ 40,599 $ 343,914
Current portion of long-termdebt (Note 7) -« -+ .oovvviviii 18,249 22,121 187,388
Notes and accounts payab|e’ trade - i 22,614 23,560 199,572
Consumption taxes payab|e ...................................................... 1,702 1,045 8,854
Income taxes payab|e ............................................................. 10,165 8,090 68,533
Reserve for emp|0yees’ DONUSES -t v ettt ettt 2,627 2,573 21,796
AdVANCESTECEIVEA - - -ttt ettt e e 9,969 16,165 136,935
Othercurrentliabilities - -« oo 53,060 58,003 491,342
Total CUITENEHADIIItIES - <+« v e e vttt ettt 158,125 172,156 1,458,334
Long-term debt (NOtE 7) -« -« v vttt 156,848 159,864 1,354,208
Reserve for retirement benefits (Note 10) - -+ ovvviiiio 25,270 24,789 209,985
Reserve for retirement benefits to directors and corporate auditors (Note 2-12) - - - 728 — —
Special reserve for expansion of railway transport capacity (Note 11) ---....... 4,692 2,346 19,874
Deferred tax|iabi|ities(Note 9) ..................................................... 20,363 15,031 127,328
Other non-currentliabilities ----- -« o 27,031 27,345 231,640
TOtAl IADIIIES <« -+« v e e e ettt ettt e 393,057 401,531 3,401,369
Contingent Liabilities (Note 14)
Shareholders’ Equity (Note 12):
Common stock:
Authorized 1,5680,230,000 shares
|ssued 642’754’152 ShAreS - v v vv i 591024 J— J—
Additional paid-incapital - -« oo 42,018 — J—
Retainedearnings -« -« vove 108,652 f— f—
Unrealized gains on available-for-sale securities, netoftax - - -+« .......ooooeoinnn 43,155 — —
Treasury stock, at cost
2006: 24,990,990 SNAMES - -+ (15,205) — —
Total shareholders’ equity -« - vvovvii 237,644 f— f—
Totalliabilities and shareholders' equity ¥ 630,701 — —
Net Assets:
Shareholders’ Equity :
Common stock:
Authorized 1,580,230,000 shares
Issued 642,754,152 SNAIES - -« v v v e — 59,024 499,990
Additional paid-incapital - -« oo — 42,022 355,972
Retained earnings ................................................................. J— 126,390 1,070,645
Treasury stock, at cost
2007: 25,118,036 SNAIES - -« -« v veveeee e — (15,311) (129,698)
Valuation and translation adjustments
Unrealized gains on available-for-sale securities, netoftax «----..............o0. — 34,505 292,288
Totalnetassets -« oo J— 246,630 2,089,197
Totalliabilities and net assets — ¥ 648,161 $ 5,490,566
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Consolidated Statements

of Income and Retained Earnings

Keio Corporation and its consolidated subsidiaries
For the years ended 31st March 2005, 2006 and 2007

Thousands of
U.S.Dollars
Millions of Yen (Note 3)
2005 2006 2007 2007
OPEratiNng REVENUES -« -+« v re ettt ¥ 433,071 ¥ 438,254 ¥ 430,198 $3,644,198
Operating Costs and Expenses:
OPEIAtiNG COSES «++« v+ v v ettt ettt ettt 346,242 349,670 340,240 2,882,165
Selling, general and administrative expenses -« -+« vooeiiiiin 49,733 48,647 47,660 403,723
395,975 398,317 387,900 3,285,888
OPEratingiNCOME «« - -+« v reree ittt 37,096 39,937 42,298 358,310
Non-Operating Income (Expenses):
Interest and divideNd iNCOME -« « v v rntrrneee et 505 746 1,019 8,633
INEErESEEXPENSE -+ -+ v v vt e et en ettt ettt (4,985) (4,918) (5,398) (45,726)
LSS ON redemption Of DONAS « -+« -+« v v rvervenianiaiiiiiiiia — — (1,624) (13,754)
Loss ondisposal of property and equipment - - -+« ovooeiiii (1,563) (1,650) (1,229) (10,409)
Loss on sales of property and equipment -« -+ vooeiii (31) (32) (134) (1,137)
Subsidy received from Tokyo Metropolitan Government, etc.------------ 677 1,936 2,223 18,833
Advance depreciation of fixedassets -+ -+ o (1,137) (1,932) (2,199) (18,626)
Equity in earnings of affiliates and unconsolidated subsidiaries --------- 62 114 95 805
Reversal of special reserve for expansion of railway transport capacity - 2,346 2,346 2,346 19,874
Gainonsale of property and equipment -« -«.ooevi 473 141 136 1,147
IMPAIrMENt 0SS (NOTE 8 )i« -+« v v vtretaete it (733) (2,698) (1,037) (8,787)
Special retirement PAYMENES -+« « v vvirentaei — (882) (123) (1,044)
Loss onthe amendment of the retirementbenefitsplan - -+ . oot (689) — — —
Non-recurring depreciation (Note 2-6 ): - - -+ -+ ovviiiiiiis — (713) — —
(0 A= O 0T SR (33) 1,138 330 2,790
(5,108) (6,404) (5,595) (47,401)
Income beforeincometaxes -« - oo 31,988 33,533 36,703 310,909
Income Taxes (Note 9):
CUITENE -« v e et ettt et e e e e e e e e e e e 12,581 15,095 13,669 115,787
DEFEITEA -« v v e ettt et e et e 643 (1,430) 1,495 12,662
13,224 13,665 15,164 128,449
NEEINCOME -« e v vttt et ettt e e e e e 18,764 19,868 21,539 182,460
Retained Earnings:
Balance atbeginming Of y@ar -+« -« «««vxvrvaeeeiii 77,688 92,602 — —
Appropriations:
CashdiVIdENAS <+« v evrreee et e et (3,755) (3,723) — —
DIrECtOrS’ DONMUSES -+« « v v vt et ettt et ettt (95) (95) — —
Balance at end Of YEar -« rrrrreintt ittt ¥ 92,602 ¥ 108,652 ¥ — $ —
U.S. Dollars
Yen (Note 3)
NetIncome Per Share:
Basic (NOtE 2-14) -+« v et ettt ¥ 29.91 ¥ 31.89 ¥ 34.87 $ 0.295
Cashdividends applicabletotheyear -+ - - - ovviiiiiiinnn 6 6 6 0.051

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

Keio Corporation and its consolidated subsidiaries

For the years ended 31st March 2007

Millions of Yen Thousands of U.S. Dollars (Note 3)
2007 2007

Common stock:

Beginning baiance ............................................................... ¥ 59’024 $ 499’990

Ending baiance ................................................................. 59’024 499’990
Additional paid-in capital:

Beginning baiance ............................................................. 42,018 355’931

Disposaloftreasury StOCK ...................................................... 4 41

Ending baiance ................................................................. 42,022 355’972
Retained earnings:

Beginningbalance « -+« + o« errrera 108,652 920,387

CaSH AIVIAENAS -+« v v v v e et e et ettt e (3,706) (31,397)

BONUSES IO AITECIONS = -+« v+ v v v v e ereee e et e et et (95) (805)

NELINGOME -+ v v v v v et e et et ettt ettt et et 21,539 182,460

ENdiNgbalance <« -+ v erreereree 126,390 1,070,645
Treasury stock, at cost:

Beginningbalance « -+« +« errrrra (15,205) (128,797)

Purchase of treasury SEOCK « -+« «+«« v erreeeneea (117) (992)

Disposaloftreasury StOCk ...................................................... 11 91

ENdiNGDalance: « -« -+« e rreereree (15,311) (129,698)
Unrealized gain on available-for-sale securities:

Beginning baiance ............................................................. 43’155 365,572

Netchangeduringtheyear: - -« -« v (8,650) (73,284)

Ending baiance ................................................................ 34’505 292,288
Total netassets ¥ 246,630 $ 2,089,197

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

Keio Corporation and its consolidated subsidiaries
For the years ended 31st March 2005, 2006 and 2007

Thousands of
U.S. Dollars
Millions of Yen (Note 3)
2005 2006 2007 2007
Cash flows from operating activities:
Income beforeincometaxes ==« -« rrvrir i ¥ 31,988 ¥ 33,533 ¥ 36,703 $ 310,909
Adjustments for:
Depreciationand amortization -« -« --corrorii 27,509 28,184 29,092 246,435
|mpairmentloss ..................................................... 733 2’698 1’037 8’787
(Decrease) Increase inreserve for retirementbenefits -+ -+ -+ -+~ (3,041) (1,438) (482) (4,079)
(Decrease) Increase in prepaid pension cost -« -« -« orveeeii — — (3,428) (29,042)
Decrease in special reserve for expansion of railway transport capacity - - (2,346) (2,346) (2,346) (19,874)
Lossondisposal of property and equipment -« -oeoieeies 1,623 2,619 2,115 17,914
Advance depreciation of fixedassets: -+ - oo 1,137 1,586 2,199 18,626
Interestand dividend iNCOME -+« ««« v« rrrrrremmareeinn s (505) (746) (1,019) (8,633)
|nterest expense ..................................................... 4’985 4‘918 5’398 45’726
LOSS on redemption ofbonds ........................................ J— J— 1,624 13,754
Subsidy received from Tokyo Metropolitan Government, etc. - -+ - - -+ (677) (1,936) (2,223) (18,833)
Decrease (Increase)in notes and accountsreceivable - - -« -« oovveee e (422) (1,391) (6,620) (56,077)
Decrease (Increase)ininventories -« -«--rorrrerrriii e 1,110 2,260 3,622 30,687
Increase (Decrease)in notes and accounts payable -« ---oooeveieeenns 605 2,239 1,905 16,137
Other, Net -+ v v 4,191 995 1,467 12,438
Subtotal ......................................................... 66‘890 71 ‘175 69,044 584,875
|nterestand diVidendS received .......................................... 510 750 1,022 8,661
INEFESEPAIA -+ -+ v e e e (4,996) (4,904) (5,098) (43,188)
INCOME tAXES PAIA- -+ -« v v+ vrr e e et (16,880) (12,076) (15,882) (134,539)
Net cash provided by operating activities - -« ---- - rooveiieeieens 45,524 54,945 49,086 415,809
Cash flows from investing activities:
Payments for purchase of property and equipment -+« + o rveveeeeeenn (48,320) (34,975) (49,815) (421,985)
Proceeds from sale of property and equipment « -+« «ooveeieeenn 780 778 693 5,870
Proceeds from sale of short-terminvestments - -+« - oo ooeeevieeenn 20 32 — —
Payments for purchase of securities and otherinvestments ------------- (56) (1,782) (712) (6,029)
Proceeds from sale of securities and otherinvestments -+« -+« oo oo+ 1,458 303 88 744
Subsidy received from Tokyo Metropolitan Government, etc. «---------- 1,090 2,898 6,400 54,211
OFNEE, MEE +++ v e ettt et et (923) (295) (2,764) (23,409)
Netcashusedininvesting activities <« oo orimeens (45,951) (33,041) (46,110) (390,598)
Cash flows from financing activities:
Increase (Decrease)in short-term bank borrowings, net ------------ -+ - (1,080) 1,420 860 7,285
Increase inlong—term debt ............................................... 19‘050 13‘070 45,303 383,759
Repaymentoflong-termdebt - -« -+« vvereeai (14,197) (13,133) (40,619) (344,076)
Purchase of treasury StOCK - -+« ««rsrerereere it (4,420) (1,963) (117) (992)
Cashdividends paid <« «c evrerrree (3,756) (3,723) (3,706) (31,397)
Other’ net ................................................................ 89 30 12 102
Net cash provided by (used in)financing activities: -« --+-- -+ (4,314) (4,299) 1,733 14,681
Effect of exchange rate changes on cash and cash equivalents --------- 5 5 4 35
Netincrease (decrease)incash and cashequivalents - ---------oovvveeee (4,736) 17,610 4,713 39,927
Cash and cash equivalents atbeginningofyear - -+« - ooovveeeeeenn 25,929 21,193 38,803 328,698
Cash and cash equivalents atend of year (Note 4) ¥ 21,193 ¥ 38,803 ¥ 43,516 $ 368,625

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

Keio Corporation and its consolidated subsidiaries

1 Basis of Presenting Consolidated
" Financial Statements

The accompanying consolidated financial statements of Keio
Corporation (“the Company”) and its consolidated subsidiaries have
been prepared in accordance with the provisions set forth in the
Japanese Securities and Exchange Law and its related accounting
regulations, and in conformity with accounting principles generally
accepted in Japan (“Japanese GAAP”), which are differentin certain
respects as to application and disclosure requirements from
International Financial Reporting Standards.

The accompanying consolidated financial statements have been
restructured and translated into English with certain expanded
disclosure from the consolidated financial statements of the
Company prepared in accordance with Japanese GAAP and filed
with the appropriate Local Finance Bureau of the Ministry of Finance
asrequired by the Securities and Exchange Law. Certain
supplementary information included in the statutory Japanese
language consolidated financial statements, but not required for fair
presentation, is not presented in the accompanying consolidated
financial statements.

The consolidated balance sheet as of 31st March 2007, which has
been prepared in accordance with the new accounting standard as
discussedin Note 2 (17), is presented with the consolidated balance
sheetas of 31stMarch 2006 prepared in accordance with the
previous presentationrules.

Also, asdiscussedin Note 2 (18), the consolidated statement of
changesin netassets forthe yearended 31st March 2007 has been
prepared in accordance with the new accounting standard.

E. Summary of Significant Accounting Policies

(1) Basis of Consolidation and Accounting forInvestments in Affiliates

The consolidated financial statements include the accounts of Keio
Corporation andits 37 significant subsidiaries as of 31st March 2007.
The Company has adopted the equity method of accounting for
investments in 6 unconsolidated subsidiaries which have significant
impacton the financial status of the Companies as of 31st March
2007. Investmentin other affiliates is carried at costdue toits
immateriality.

(2) Elimination and Consolidation

Forthe purposes of preparing the consolidated financial statements,
all significantinter-company transactions and account balances
among the companies have been eliminated.

The fullfair value method has been adopted to evaluate the assets
and liabilities of consolidated subsidiaries at the time the Company
acquired the control of respective subsidiaries.

(3) Cash and Cash Equivalents

Cash and cash equivalentsin the consolidated statements of cash
flows are composed of cash on hand, bank deposits capable of being
withdrawn on demand and short-term investments with a maturity not
exceeding three months atthe time of purchase which representa
minor risk of fluctuationsin value.

(4) Inventories

Real estate inventories for sale are stated atthe lower of cost or
market value, costbeing determined by the identified cost method.
Merchandise inventories are principally stated at the lower of costor
market value, costbeing determined using the retail cost method.

(5) Financial Instruments

Securities
Securities held by the Companies are classified as follows:

Investments of the Company in equity securities issued by
unconsolidated subsidiaries and affiliates are accounted for by the
equity method. Exceptionally, investments in certain unconsolidated
subsidiaries and affiliates are stated at cost because the effect of
application of the equity method would be immaterial.

Available-for-sale securities for which market quotations are
available are stated atfair value. Netunrealized gains orlosses on
these securities are reported as a separateitemin “Net Assets” ata
net-of-taxamount.

Available-for-sale securities for which market quotations are
unavailable are stated at cost, except as stated in the paragraph
below.

In cases where the fair value of equity securities issued by
unconsolidated subsidiaries and affiliates or available-for-sale
securities has declined significantly and suchimpairment of value is
notdeemed temporary, those securities are written-down to the fair
value and the resulting losses charged toincome.

(6) Property and Equipment

Property and equipmentis stated at cost.
Depreciation of property and equipmentis principally computed on
the Declining-balance method, exceptfor buildings (excluding
facilities attached to buildings) acquired after 1st April 1998, to which
the straight-line method is applied.
Estimated useful lives of the assets are as follows:

Buildings and Structures 3-60years

Machinery and Equipment 3-20years

Maintenance and repairs, including minor renewals and
betterments, are charged toincome asincurred.
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(An Additional Note)
i. Additional depreciation for buildings and structures

Depreciation for buildings and structures was computed with their
estimated salvage values of 5% of acquisition costs for the year
ended 31stMarch 2005. The Company re-estimated those salvage
values, according to the net expected recoverable values at the time
ofdisposition since the yearended 31stMarch 2006. As aresult, the
additional depreciation costdue to thatre-estimation was included in
the operating cost of ¥317 million and the non-operating expense of
¥713 million shown as non-recurring depreciation for the year ended
31stMarch 2006.

ii. Additional depreciation forrolling stocks

Depreciation forrolling stocks was computed with their estimated
salvage values of 5% of acquisition costs for the year ended 31st
March 2005 and 2006. The Company re-estimated those salvage
values, according to the net expected recoverable values at the time
ofdisposition since the yearended 31stMarch 2007. As aresult, the
additional depreciation cost of ¥1,362 million ($11,538 thousand)
due to thatre-estimation was included in the operating costs and
charged toincome in the accompanying consolidated statements of
income for the year ended 31st March 2007.

(7) Leases

Leasesthattransfer substantially all the risks and rewards of
ownership of the assets are accounted for as capital leases, except
leases thatdo not transfer ownership of the assets atthe end of the
lease termare accounted for as well as operating leases, in
accordance with accounting principles and practices generally
accepted in Japan. Feesrelated to suchlease contracts are charged
toincome asincurred.

(8) Amortization ofintangible assets

Amortization ofintangible assets is computed using the straight-line
method. Amortization of software forinternal use is computed using

the straight-line method, atrates based on the estimated useful lives
ofthe software (principally 3 years).

(9) Deferred Charges

Bond issuance costis charged toincome asincurred.

(10) Railway business construction fund

The Companies receive a portion of the construction costs applicable
towork undertaken to elevate railway lines and crossings and for the
improvement of grade crossings in the form of a construction fund
provided by local and other public authorities.

Upon completion of construction, an amountequivalentto the
construction fundis recorded as a deduction from the acquisition
costs of the property and equipment purchased.

In addition, the construction fund portion received and the
corresponding amountrecorded as a deduction fromthe acquisition
costs of property and equipment purchased has been recorded as
non-operating income and expense, respectively in the accompanying
consolidated statements ofincome andretained earnings.
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(11)Income Taxes

Income taxes of the Company and its subsidiaries consist of corporate
income taxes, local inhabitants taxes and enterprise taxes. Deferred
income taxes are provided for in respect of temporary differences
between carrying amounts and the tax basis of assets and liabilities.

(12) Accounting for Reserves

i. Reserve foremployees’ bonuses

A“Reserve foremployees’ bonuses”is provided forbased on the
service rendered by employees for the calculation period and
estimated amounts to be paid.

ii. Reserve for retirement benefits

The Company and some of its consolidated subsidiaries recognize
reserve foremployee's severance and retirement benefits based on
the actuarial valuation of projected benefit obligations in excess of the
fairvalue of the plan assets at the balance sheetdate. The
unrecognized actuarial differences which arise in the Company are
amortized on adeclining-balance basis, and which arise in
subsidiaries are amortized on a straight-line basis over a period of
principally 5 years from the following year thatin which each of the
differences arises. The unrecognized prior service costis amortized
onastraight-line basis over a period of principally 14 years from the
yearinwhichitarises.

iii. Reserve for retirement benefits to directors and corporate auditors

The Company and certain consolidated subsidiaries provide an
accrual for 100% of the lump-sum retirement benefits payable to
directors and corporate auditors upon retirement until the year ended
31stMarch 2006.

(An Additional Note)

The Company abolished the system of retirement benefits to
directors and corporate auditors at the annual shareholder’ meeting
ofthe Company held on 29th June 2006. Reserve until 29th June
2006 included in “Other non-currentliabilities.”

(13) Revenuerecognition for Real Estate Businesses

Acertain partof revenue of the real estate businesses is recognized
by installment method, thatis, when the install payment comes to
due, the corresponding revenue and cost are recognized.

(14) NetiIncome per Share

Basicincome per share of common stock is computed based on the
income available to common shareholders and the weighted average
number of common stock outstanding during the year.

Diluted netincome per share was not applicable for the years
ended 31stMarch 2005, 2006 and 2007 because there was no
dilutiononeachyear.

(15) Accounting for Consumption Taxes

Consumption taxes are levied in Japan on domestic purchases and
sales ofgoods and services ataflatrate of 5 per cent, in general.
Consumption taxes imposed on revenues and purchases is excluded
fromrevenues, costs and expenses in the accompanying



consolidated statements ofincome and retained earnings. Such
consumption taxes are instead recorded as an asset or liability, and
the netbalance is presented the consolidated balance sheets.

Consumption taxes paid, whichis not deducted from consumption
taxesimposed, are charged toincome.

(16) Reclassification

Certain prior period amounts in the consolidated financial statements
have been reclassified to conform to the 31st March 2007
presentation. These reclassifications had no effecton the Company’s
consolidated netincome or netassets.

(17) Accounting Standards for Presentation of Net Assets in the
Balance Sheet

Effective from the year ended 31stMarch 2007, the Company and its
consolidated subsidiaries adopted the new accounting standard,
“Accounting Standard for Presentation of Net Assets in the Balance
Sheet” (StatementNo.5issued by the Accounting Standards Board
of Japan on 9th December 2005), and the implementation guidance
forthe accounting standard for presentation of netassets in the
balance sheet (the Financial Accounting Standard Implementation
Guidance No. 8issued by the Accounting Standards Board of Japan
on 9th December 2005), (collectively, “the New Accounting
Standards”).

The consolidated balance sheetas of 31st March 2007 prepared in
accordance with the New Accounting Standards comprises three
sections, which are the assets, liabilities and net assets sections.
The consolidated balance sheet as of 31st March 2006 prepared
pursuantto the previous presentation rules comprises the assets,
liabilities and shareholders’ equity sections.

The adoption of the New Accounting Standards had noimpacts on
the consolidated statement ofincome for the year ended 31stMarch
2007. Also, ifthe New Accounting Standards had notbeen adopted
at31stMarch 2007, the shareholders’ equity amounting to ¥246,630
million ($2,089,197 thousand) would have been presented.

(18) Accounting Standard for Statement of Changes in Net Assets

Effective from the year ended 31stMarch 2007, the Company and its
consolidated subsidiaries adopted the new accounting standard,
“Accounting Standard for Statement of Changesin Net Assets”
(StatementNo.6 issued by the Accounting Standards Board of Japan
on 27th December 2005), and the implementation guidance for the
accounting standard for statement of changes in netassets (the
Financial Accounting Standard Implementation Guidance No. 9issued
by the Accounting Standards Board of Japan on 27th December 2005),
(collectively, “the Additional New Accounting Standards”).

The Company prepared the accompanying consolidated
statementof changesin netassets forthe yearended 31stMarch
2007 inaccordance with the Additional New Accounting Standards.

(19) Net Assets

The Japanese Corporate Law (“the Law”) became effective on 1st
May 2006, replacing the Japanese Commercial Code (“the Code”).
The Lawis generally applicable to events and transactions occurring
after 30th April 2006 and for fiscal years ending after that date.

Under Japanese laws and regulations, the entire amount paid for
new shares is required to be designated as common stock. However,
acompany may, by aresolution of the Board of Directors, designate
anamountnotexceeding one-half of the price of the new shares as
legal capital reserve, which is included in additional paid-in capital.

Underthe Law, in cases where a dividend distribution of surplusis
made, the smaller of an amount equal to 10% of the dividend or the
excess, ifany, of 25% of common stock over the total of legal capital
reserve and legal earnings reserve mustbe set aside aslegal capital
reserve orlegal earningsreserve. Legal earningsreserve isincludedin
retained earningsin the accompanying consolidated balance sheets.

Underthe Code, legal earnings reserve and legal capital reserve
could be used to eliminate or reduce a deficit by a resolution of the
shareholders' meeting or could be capitalized by a resolution of the
Board of Directors. Under the Law, both of these appropriations
generally require aresolution of the shareholders’ meeting.

Legal capital reserve and legal earnings reserve may notbe
distributed as dividends. Under the Code, however, on condition that
the totalamount of legal earnings reserve and legal capital reserve
remained equal to or exceeded 25% of common stock, they were
available for distribution by resolution of the shareholders’ meeting.
Underthe Law, alllegal capital reserve and all legal earnings reserve
may be transferred to other additional paid-in capital and retained
earnings, respectively, which are potentially available for dividends.

The maximum amountthatthe Company can distribute as dividends
is calculated based on the non-consolidated financial statements of the
Companyinaccordance with Japanese laws and regulations.

Atthe annual shareholders’ meeting held on 28th June 2007, the
shareholders approved cash dividends amounting to ¥1,853 million
($15,696 thousand). Such appropriations have notbeen accruedin
the consolidated financial statements as of 31stMarch 2007. Such
appropriations are recognizedin the periodinwhich they are
approved by the shareholders.

(20) Changes inaccounting practices

Effective from the year ended 31stMarch 2006, the Group has
adopted the “Partial Revision to the Accounting Standards for
Retirement Benefits” (Corporate Accounting Standards No.3,16th
March 2005) and the “Guidelines for Applying the Partial Revision to
the Accounting Standards for Retirement Benefits” (Guidelines for
Applying Corporate Accounting Standards No.7, 16th March 2005).
As aresult, operating income and income before income taxes
increased by ¥512 million.

(21) Changes in accounting presentation

Priorto the year ended 31stMarch 2006, the Company had
separately reported some operatingincome and expenses related to
travel agency business (gross reporting method). Effective from the
yearended 31stMarch 2007, the Company has changed to a net
reporting method by posting an amount arrived at by netting the
income and expenses.

As aresult, operating revenues and operating costs of the year ended
31stMarch 2007 decrease ¥14,216 million ($120,424 thousand)in
comparison with conventional method.

This change inaccounting does not affect operating income or net
income.
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E. United States Dollar Amounts

U.S. dollaramounts are included solely for the convenience of the
readers outside Japan. These translations should notbe construed
asrepresentations thatthe yen amounts actually represent, orhave
been orcould be convertedinto, U.S. dollars.

Asthe amounts shownin U.S. dollars are for convenience only, and
are notintended to be computed in accordance with generally
accepted translation procedures, the rate of ¥118.05=U.S.$1, the
approximate currentrate at 31st March 2007, has been used for the
purpose of presentation ofthe U.S. dollaramountsin the
accompanying consolidated financial statements.

Areconciliation of “Cash and cash equivalents” in
the consolidated statements of cash flows and the
"account balances on the consolidated balance

sheetsis as follows:
Millions of Yen Thausands of
2005 2006 2007 2007
Cashandbankdeposits «-++-++----- ¥ 22240 ¥ 28,833 ¥ 29,547 $250,289
Marketable securities --«+-««++++--e-- 35 — 1 8
Securitieswithrepurchase agreement
includedinshort-termloans - - -+ - — 10,000 13,999 118,591
Time deposits due over 3months -+« (1,047) (30) (30) (255)
Governmentand corporate bonds
Dueafter3months «-«--«+verveneens (35) — (1) (8)
Cashandcashequivalents----------- ¥ 21,193 ¥ 38,803 ¥ 43,516 $368,625

E. Marketable Securities and Investments in Securities

Marketable securities included in “Short-term investments” and
“Investmentsin securities” at 31st March 2006 and 2007 consisted of:

Millions of Yen Thausands of
2006 2007 2007
Marketable securities
(Currentportfolio):
Governmentand corporatebonds- - ¥ — ¥ 19 8
¥ — ¥ 19 8
Investmentsin securities
(Non-current portfolio):
Listed corporate shares «--------- ¥ 093,224 ¥ 79,325 $ 671,964
Governmentand corporate bonds
and unlisted corporate shares - - - 4,504 4,414 37,387

¥ 97,728 ¥ 83,739 $ 709,351

26
- KCEIO Annual Report 2007

The acquisition cost, carrying amount, gross unrealized holding
gains and gross unrealized holding losses for securities with fair
value by security type at 31st March 2006 and 2007 are summarized
asfollows:

Available-for-sale securities:

2006
Millions of Yen
_— ) Gross Gross
Acquisition Carrying unrealized unrealized
cost amount gains losses
Listedshares ----- ¥ 20,476 ¥ 93,224 ¥ 72,749 ¥ 1
Bonds --+-----hhhnn 3,116 3,166 54 4
Others----vvvvvvnn. 136 159 23 —
¥ 23,728 ¥ 96,549 ¥ 72,826 ¥ 5
2007
Millions of Yen
_— . Gross Gross
Acquisition Carrying unrealized unrealized
cost amount gains losses

Listedshares ----- ¥ 21,160 ¥ 79,325 ¥ 58,598 ¥ 433
Bonds --+-cvennnn 3,116 3,132 17 1
Others:- -« v v--- 69 102 33 —

¥ 24345 ¥ 82,559 ¥ 58,648 ¥ 434

2007
Thousands of U.S. Dollars
- . Gross
Acqégz'tt'on %ﬂgﬂﬂ% unrealized unrealized
gains losses

Listedshares ----- $ 179,248 $ 671,964 $ 496,387 $ 3,671
Bonds -------eihee 26,392 26,523 142 1
Others:--------o- 589 865 276 —

$ 206,229 $ 699,352 $ 496,805 $ 3,682

The profitand loss on sale of other securities for the year ended
31stMarch 2006 and 2007 are as follows:

Available-for-sale securities:

Millons of Yen Tousandsof

2006 2007 2007
Carryingamount - -« ---eeeeeens ¥ 76 ¥ 6 $ 54
Profitonsale -« ---v--rvreneeaneans 184 0 3
LOSSONSAIE - -+ - rvrrrraneeanens 3 — —



The carrying amount of securities for which a fair value is not
available at 31stMarch 2006 and 2007 are summarized as follows:

Available-for-sale securities:

Carryingamount

Millions of Yen TS%J_SS&?;?

2006 2007 2007
Unlistedshargs -« -« «-vvvovvennnnnn ¥ 1178 ¥ 1,180 $ 9,999
(017 £ 1 1 8

¥ 1,179 ¥ 1,181 $ 10,007

E. Accumulated Depreciation
Accumulated depreciation and impairment, deducted from the cost
of property and equipmentin the accompanying consolidated

balance sheets, amounted to ¥ 443,372 million and ¥ 458,306 million
($3,882,304 thousand) at 31stMarch 2006 and 2007, respectively.

E. Short-term Bank Borrowings and Long-term Debt

The weighted average interestrate applicable to such borrowings was
1.1 percentperannum forthe years ended 31st March 2006 and 2007.

“Long-term debt” at 31st March 2006 and 2007 consisted of:

Millions of Yen Thausands of
2006 2007 2007
Long-termloans frombanks and other
financial institutions secured primarily
by collateral, due from 2007 t0 2026
atthe weighted average rate of
2.5percentperannum -« --veeenne ¥ 109,322 ¥ 110,957 $ 939,922
3.075 percentyen bonds due
April2012 (SeriesNo. 18) - - -+ -« - - - 20,000 — -
2.7 percentyenbonds due
April 2007 (SeriesNo. 19) - -+ -+ - 10,000 10,000 84,710
2.7 percentyenbonds due
August2013 (SeriesNo.20) ------- 10,000 10,000 84,710
2.175 percentyen bonds due
August2008 (SeriesNo.21)- -+ - - 10,000 10,000 84,710
1.640 percentyen bonds due
March2015(SeriesNo.22) -------- 10,000 10,000 84,710
Discountbonds due
April2013 (SeriesNo.23) - - -+« - — 17,698 149,917
Discountbonds due
April2016 (SeriesNo.24) - - -+ -- - - — 8,235 69,758
Long-termaccountspayable -------- 5,775 5,095 43,158
175,097 181,985 1,541,595
Less: currentportion
(amountdue withinone year)- - - - - - (18,929) (25,347)  (214,716)

¥ 156,168 ¥ 156,638 $1,326,879

The “Long-term accounts payable”is due March 2016, and are
interests bearing.

The Companies’ assets pledged as collateral forlong-term debt
(including the current portion of long-term debt) at 31st March 2006
and 2007 were as follows:

Millions of Yen Theusands of
2006 2007 2007
Atnetbook value
Propertyand equipment-------- - ¥ 196,050 ¥202,354 $ 1,714,142
OtNEE -+ eveeeeeeeeeeeeeaes 1,210 1,334 11,298

¥ 197,260 ¥ 203,688 $ 1,725,440

The aggregate annual maturities of long-term loans from banks
and otherfinancial institutions in the 5 years following 31st March
2007 are asfollows:

Yearending Millions of Yen Thausands of
D008 «ccrrrrrrreeaaas ¥ 15,334 $ 129,896
D009 v 12,584 106,600
D010 - vrreere e 11,171 94,631
DO wevvrrrereeeeens 7.454 63,139
D012 v 6,790 57,515

¥ 53,333 $ 451,781

E. Impairment Loss on Fixed Assets

The Companies sorted out their fixed assets into several groups
individually in managerial accounting based on divisions or
objects/stores. Impairmentlosses on fixed assets for the years
ended 31stMarch 2005, 2006 and 2007 consisted of the following:

Forthe years ended 31stMarch

2005 2006

Use Typeofassets| Location Use Typeofassets| Location
Mainly Mainly hotel
commercial |Buildingsand | Suginami-ku, fa.'lth.V O Bildingsand | Chuo-ku,
facilities structures, etc| Tokyo acillies -~ structures, etc| Tokyoetc.
(1 item) (3 |tems)
Idleland TamaCity,
(1item) Land Tokyo Mainly Tachikawa

commercial |Buildingsand City, Tokyo

Mainlyleisure o . . - | Nakakubii- | faclities —structures,efc gio™
facilities 9 qun, Niigata | (11items)

structures, etc

(1item) Prefecture
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Forthe years ended 31stMarch

2007

Use Typeofassets Location

Buildingsand

Fiber-opticfacilities structures, etc

Wayside of Keioline

Mainly commercial
facilities (12 items)

Buildingsand
structures, etc

Setagaya-ku,
Tokyoetc.

Le_asehold properties Land, buildings and Fuchu City, Tokyo
(1item) structures, etc

. Minamitsuru-gun,
Idieland (1item) Land Yamanashi Prefecture
PUbll.CqukS Otherassets -
contributions

The Companies recognized impairmentlosses because (a) for
commercial facilities and the Fiber-optic facilities, the actual revenue
isless than the expected due to the long term depression of the
market, (b)foridleland, leisure facilities and leasehold properties,
theirmarket values have significantly declined, (c) for the hotel
facilities, the dismantling of hotel buildings were decided because the
forgery of the public structure checks became clear, and (d) for the
public work contributions, in view of recoverability.

The detail ofimpairmentloss for the years ended 31st March 2005,
2006 and 2007 is as follows:

Millions of Yen Thousands of
2005 2006 2007 2007

Propertyandequipment---- ¥ 712 ¥ 2690 ¥ 532 $ 4,512

Land e 258 — 196 1,664

-Buildingand structures - - 409 2,465 217 1,840
-Machinery, rolling stock

andequipment - - - .- -+ 39 69 4 34

SOther - eveeeeeenn 6 156 115 974

Intangibleassets - - - - - - - - 0 3 4 34

Otherassets - - ---------- 21 5 501 4,241

Total «vooiiiiii ¥ 733 ¥ 2,698 ¥ 1,037 $ 8,787

Inthe case of measuring the recoverable amount of certain facilities
atthe netselling price, itis based on the real estate appraisal.

Inthe case of measuring atthe value in use, the impairment amount
of certain facilities is based on the net present values of future cashin
flows with the discount rate of 5%.
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E. Income Taxes

The statutory tax rate used for calculating deferred tax assets as of
31stMarch 2006 and 2007 was 40.69%.

At31stMarch 2006 and 2007, significant components of deferred
tax assets were as follows:

Millions of Yen TS‘OSU_SS(;?aSrgf
2006 2007 2007
Deferred tax assets:
Reserveforemployees'bonuses---- ¥ 1,094 ¥ 1,072 $ 9,082
Enterprisetaxpayable: -+« ------ 896 715 6,052
Reserve forretirement benefits - - - - - 9,699 8,046 68,159
Reserve for directors’
retirementbenefits -« -+ - oo 296 — —
Lossonrevaluation of
propertyand equipment - - -- - 1,787 1,502 12,727
Unrealizedgainon
propertyand equipment - - -- - 1,622 1,813 15,357
Excess depreciation of fixed assets - - 1,397 2,155 18,255
Impairmentloss - -« - ceeeiinnnn 1,690 1,683 14,257
Accrualsforrewardcard ----------- 346 397 3,364
Losscarryforwards « -« -+ eenvnne 219 200 1,693
OthEI =+ vvvvereeneaneaneanenns 2,235 2,337 19,792
Total deferredtaxassets- - -------- ¥ 21281 ¥ 19,920 $ 168,738

Deferred taxliabilities:
Unrealized gains on available-for-sale

SECUNtIES + -+ v+ v eeereeneenins (29,636) (23,680)  (200,593)
OHNEE «+vvvveeeneneeeeeenenanns — (133) (1,123)
Total deferred taxliabilities - - - - - - - - (29,636) (23,813)  (201,716)
Netofdeferredtaxassets -« «------ ¥ (8,355) ¥ (3,893) $ (32,978)

The valuation allowances which were deducted from deferred tax
assetwere as follows:

Millions of Yen TS.oSu.sDag”dasrgf
2006 2007 2007

Thevaluationallowances ----------- ¥ 585 ¥ 612 $ 5,187

Thereconciliation of the difference between the statutory tax rate
and the effective income tax rate for the years ended 31st March 2006
and 2007 were notdisclosed because such difference was less than
5% of statutory taxrate.



EO. Retirement Plan

The Company has the following retirement benefit plans: a defined
benefit plan (similar to a cash balance plan), a tax-qualified pension
plan, and alump sum payment system. With certain exclusions, in
March 2006 the Company shifted from a tax-qualified pension plan to
adefined-benefitplan. Following revisions to certain bylaws, in
December 2006 the Company received approval of this plan from the
Ministry of Health, Labour and Welfare.

Inaddition, certain consolidated subsidiaries have the following
retirementbenefit plans: a tax-qualified pension plan (a defined
benefit-type plan), a defined contribution planand alump sum
paymentsystem.

The “Reserve for retirement benefits” as of 31st March 2006 and
2007 can be analyzed as follows:

Millions of Yen Thausandsof
2006 2007 2007

Projected benefitobligations - ------ ¥ (87,154) ¥ (86,345) $(731,427)
Planassets -« -« - voeeeeieiiiiinnn 79,328 82,598 699,689
Unfundedstatus -« -----vvnene (7,826) (3,747) (31,738)
Unrecognized actuarial differences - - (4,276) (5,348) (45,301)
Unrecognized prior servicecost - - - - - (10,738) (9,835) (83,313)
Reserve for retirement benefits-net- (22,840) (18,930) (160,352)

Prepaid pensioncost - -+« « v ene 2,430 5,859 49,633

Reserveforretirementbenefits ---- ¥ (25,270) ¥ (24,789) $ (209,985)

The “Prior service cost” incurred as the Company and certain
consolidated subsidiaries partly changed provisions of retirement
plan, and their funded pension plans.

The netpension expense for the years ended 31st March 2005,
2006 and 2007 was as follows:

Millions of Yen Thousands of

2005 2006 2007 2007

SerViCecost: «++vvvrrrnnrennnn ¥ 2,977 ¥ 3,000 ¥ 2,760 $ 23,383

Interestcost- -+« vvvvvieiiiinnnn 1,912 1,790 1,654 14,014

Expectedreturnonplanassets - - (429) (478) (575) (4,874)
Amortization of unrecognized

actuarial difference - ---------- 4,497 2,251 (1,706) (14,455)

Amortization of prior service cost- (793) (816) (1,055) (8,938)
Payments for defined contribution
annuity ........................ J— 112 104 879

Netpensionexpense --------- ¥ 8,164 ¥ 5859 ¥ 1,182 $10,009

The assumptions used in calculation of the above information were
asfollows:

Asof Asof
31stMarch 2006 31stMarch 2007

Discountrate « - oo ie e Principally2.0% Principally2.0%
Expectedrateofreturnonplanassets - - - - Principally 0.5% Principally 0.5%
Method of attributing the projected benefits

toperiodsofservice -« -+« oeeenn Straight-line basis Straight-line basis
Amortization period of unrecognized

actuarial differences - - -+ v vt Principally 5years Principally 5years

Amortization period of prior service cost - - Principally 14years  Principally 14 years

E1 . SPec_iaI Reserve for Expansi_on

of Railway Transport Capacity
Underthe Law for Special Measures for Expansion of Railway
Transport Capacity in Designated Cities enacted in April 1986, the
Company is required to provide a reserve for the cost of specific
construction projects, aimed at strengthening the railway transport
capacity. Until 31st August 1995 the reserve was provided ata rate of
3 percentofpassengerfares, butthis was changed to 6 per cent
following the fare increase on 1st September 1995. As the specific
construction projects to which the special reserve relates were
completedin 1998, it started to be reversed toincome, over a period
of 10 years, fromthe yearended 31stMarch 1999.

EZ. Shareholders’ Equity

During the years ended 31stMarch 2005 and 2006, the following
transactions affected the "Common stock" account and "Additional
paid-in capital" account of the Company:

Numberof Millions of Yen
shares of Additional
commonstock ~ Common paid-in
(thousands) stock capital
Balanceat31stMarch2004-- .- - ... 642,754 ¥ 59,024 ¥ 42,017
Lossfrom disposal of treasury stock (1)
Balanceat31stMarch2005------ - - 642,754 ¥ 59,024 ¥ 42,016
Gainfromdisposal of treasury stock 2
Balance at31stMarch2006--------- 642,754 ¥ 59,024 ¥ 42,018
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E& Lease Transactions

[ForLesseel
(1) Finance Leases

Lease rental expenses paid by the Companies under finance lease
contracts without transfer of ownership for the years ended 31st
March 2006 and 2007 were ¥790 million and ¥64 1 million ($5,431
thousand), respectively.

The scheduled maturities of future lease rental payments under such
financelease contracts at 31stMarch 2006 and 2007 were as follows:

Millions of Yen TS%{%&?;?

2006 2007 2007
Duewithinoneyear «-----«-----... ¥ 603 ¥ 634 $§ 5,372
Dueafteroneyear ««---«-ovvevvnnnn 1,292 1,366 11,575
SUBLOLA <+ v v eeeeeeeneneeaas 1,895 2,000 16,947
Impairmentlossonleasedassets - - - - (4) (11) (96)
TOtal «evvenene e ¥ 1891 ¥ 1,980 $ 16,851

The above lease rental payments include theimputed interest
expense portion.

The acquisition cost, accumulated depreciation, netbook value at
31stMarch 2006 and 2007, and depreciation expense and
impairmentloss for the years ended 31st March 2006 and 2007, that
would have been applicable if such leased assets had been
capitalized, are summarized as follows:

Millions of Yen Thausandsof

2006 2007 2007
Acquisitioncost -« -+ -+ eeeienenn ¥ 3937 ¥ 3,583 $ 30,355
Accumulated depreciation -+ ---- - (2,042) (1,583) (13,408)
Accumulated Impairmentloss --- - - - (4) (11) (96)
Netbookvalug: -« -« -- - wvnvenenns ¥ 1,891 ¥ 1,989 $ 16,851
Depreciation - -« -« -vveeenns ¥ 790 ¥ 641 $ 5,431

Depreciation is calculated based on the straight-line method over
the lease term of the leased assets.

(2) Operating Leases (Non-cancelable)

The scheduled maturities of future lease rental payments under such
operating lease contracts at 31st March 2007 were as follows:

Millionsof ~ Thousands of

Yen U.S.Dollars
Duewithinoneyear - - - -« - oo ¥ 529 $ 4,485
Dueafteroneyear - - - -« ---vovvioii 5,202 44,059
TOMAl - v o e e e ¥ 5731 $ 48,544

30
- KCEIO Annual Report 2007

[ForLessor]
(1) Operating Leases (Non-cancelable)

The scheduled maturities of future lease rental payments under such
operating lease contracts at 31stMarch 2006 and 2007 were as follows:

Millons of Yen Thousands of

2006 2007 2007
Duewithinoneyear -« «+.vovennn ¥ 9 ¥ 3,547 $ 30,049
Dueafteroneyear -« ----vovvenvnnn 18 37,426 317,033
Total v eeveeneee e ¥ 27 ¥ 40,973 $ 347,082

E4. Contingent Liabilities

Contingent Liabilities were as follows:

Millionsof ~ Thousands of
Yen U.S. Dollars
2007 2007
Loansborrowed by:
Emp|0yeesforh0using ....................... ¥ 1,696 $ 14,363

Others « - vvveee e 2 17
¥ 1,698 $ 14,380

DebtAssumption
Bonds due April 2012 (SeriesNo.18) - - -+ oot ¥ 20,000 $169,420

ES. Segment Information

The Companies primarily engage in transportation, merchandise
sales, real estate, leisure and other services.

Maijor corporate assets not attributable to industry segments, which
areincluded inthe “Elimination or Corporate” columnin the
information provided below, are “Cash and bank deposits”, “Short-
terminvestments” and “Investments in securities” held by the
Company, plus other assets held in its administration department.
Such assets amounted to ¥110,635 million at 31st March 2006 and
¥101,570 million ($860,398 thousand) at 31st March 2007.

Geographic segmentinformation by location is not shown since the
Company has no overseas consolidated subsidiaries. Information for
overseas salesis notshown as itisimmaterial.



Information by industry segments as of 31stMarch 2005, 2006 and 2007 and for the years then ended is summarized as follows:

Millions of Yen

Transportation Mergglaensmse Real Estate Leisure Other Sub Total OErI(lzn;:’r;)ag)t;g?e Consolidated
2005:
Operating revenues:
CUSIOMErS -+ -+ v vveee e ¥ 123,856 ¥ 183,775 ¥ 22322 ¥ 79,769 ¥ 23,349 ¥ 433,071 ¥ — ¥ 433,071
Intersegment -+« e 2,845 2,524 1,870 4,473 25,982 37,694 (37,694) —
Total - ovvevei 126,701 186,299 24,192 84,242 49,331 470,765 (37,694) 433,071
Operating costs and expenses - - - - - 107,030 181,696 16,759 80,490 47,353 433,328 (37,353) 395,975
Operatingincome « -+« «« veneen. ¥ 19,671 ¥ 4603 ¥ 7,433 ¥ 3,752 ¥ 1978 ¥ 37,437 ¥ (341) ¥ 37,096
Assets (atyear-end) -« veen s ¥ 250,574 ¥ 81,372 ¥ 103,826 ¥ 090,329 ¥ 69,554 ¥ 595,655 ¥ (24,344) ¥ 571,311
Depreciation: « - -+« -« oo 15,667 3,488 4,090 3,793 533 27,571 (62) 27,509
Impairmentloss: -« -« --vvevenen.. — 12 — 463 258 733 — 733
Capital expenditure -« ««««««vvvveen. 26,521 5,417 10,176 7,112 549 49,775 (28) 49,747
Millions of Yen
Transportation Merggfensdise Real Estate Leisure Other Sub Total OErIérgirr;)e:)t:g?e Consolidated
2006:
Operating revenues:
CUStOMErS -+ -+ v vveeeenn ¥ 125,771 ¥ 186,067 ¥ 22,400 ¥ 79,841 ¥ 24175 ¥ 438,254 ¥ — ¥ 438,254
Intersegment -+« 2,749 2,630 1,923 4,935 27,602 39,839 (39,839) —
Total - vvvere 128,520 188,697 24,323 84,776 51,777 478,093 (39,839) 438,254
Operating costs and expenses - - - - - 107,623 183,083 15,850 81,294 49,731 437,581 (39,264) 398,317
Operatingincome «--««-«eovvnnn. ¥ 20,897 ¥ 5614 ¥ 8473 ¥ 3482 ¥ 2,046 ¥ 40,512 ¥ (575) ¥ 39,937
Assets (atyear-end) -« oeeee s ¥ 257,984 ¥ 81,546 ¥ 101,895 ¥ 90,111 ¥ 79,131 ¥ 610,667 ¥ 20,034 ¥ 630,701
Depreciation: -+« -« oo 15,357 3,768 4,335 4,323 462 28,245 (61) 28,184
Impairmentloss: -« -« --ovovenann. — 126 1 2,571 — 2,698 — 2,698
Capital expenditure - ---------vvvnnn 20,906 3,703 4,251 8,720 378 37,958 (103) 37,855
Millions of Yen
Transportation Merggflensdlse Real Estate Leisure Other Sub Total OElgglrr;fg;g?e Consolidated
2007:
Operating revenues:
CUStOMErS -+ -+ v vveeeeenn ¥ 127,086 ¥ 185,713 ¥ 25235 ¥ 68,096 ¥ 24,068 ¥ 430,198 ¥ — ¥ 430,198
Intersegment - -« - ov o 3,011 2,528 1,966 5,623 33,866 46,994 (46,994) —
Total - ovvvee 130,097 188,241 27,201 73,719 57,934 477,192 (46,994) 430,198
Operating costs and expenses - - - - - 110,337 182,233 17,510 69,123 54,676 433,879 (45,979) 387,900
Operatingincome « -« «««+« veneen. ¥ 19,760 ¥ 6,008 ¥ 9691 ¥ 4596 ¥ 3,258 ¥ 43,313 ¥ (1,015) ¥ 42,298
Assets (atyear-end) - -« --no - ¥ 283,293 ¥ 83,820 ¥ 105,170 ¥ 90,521 ¥ 84,889 ¥ 647,693 ¥ 468 ¥ 648,161
Depreciation- - - -« -« -« oo 17,154 3,750 4,103 3,719 382 29,108 (16) 29,092
Impairmentloss- -« -« ----vovenen.. 225 380 245 9 178 1,037 — 1,037
Capital expenditure - ---------ooonnn 33,662 5,760 6,214 1,899 1,343 48,878 (849) 48,029
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Notes to the Consolidated Financial Statements

Keio Corporation and its consolidated subsidiaries

Thousands of U.S. Dollars

Transportation Mergglaensmse Real Estate Leisure Other Sub Total oElgglrr;)%t;g?e Consolidated
2007:
Operating revenues:
CUSLOMErS « -+ v ovvveev e $ 1,076,544 §$ 1,573,165 §$ 213,768 § 576,840 § 203,881 § 3,644,198 § — §$3,644,198
Intersegment -« - ovie 25,510 21,417 16,652 47,632 286,877 398,088 (398,088) —
Total «-vvvee 1,102,054 1,594,582 230,420 624,472 490,758 4,042,286 (398,088) 3,644,198
Operating costs and expenses - - - - - 934,663 1,543,691 148,329 585,543 463,161 3,675,387 (389,499) 3,285,888
Operatingincome ««--«««ovvennne $ 167391 § 50,891 § 82,091 $§ 38929 §$§ 27597 $ 366,899 $ (8,589) $ 358310
Assets (atyear-end) - -« v e $ 2399767 $ 710,038 $ 890,893 § 766,802 § 719,096 $5486,596 $ 3,970 $ 5,490,566
Depreciation - « -+« « - vveia 145,316 31,767 34,755 31,504 3,233 246,575 (140) 246,435
Impairmentloss - -« -« «voveevnnn. 1,907 3,216 2,078 75 1,511 8,787 — 8,787
Capital expenditure «««---vvveennne 285,155 48,790 52,637 16,086 11,373 414,041 (7,188) 406,853

Priorto the year ended 31st March 2007, the Company had separately reported some operatingincome and expenses related to Leisure segment (travel agency business).
Fromthe year ended 31stMarch 2007, the Company has changed to a netreporting method by posting an amount arrived at by netting the income and expenses.
As aresult, operating revenues and operating costs of Leisure segmentdecrease ¥14,216 million ($120,424 thousand) in comparison with conventional method.
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R eport of Independent Auditors

Keio Corporation and its consolidated subsidiaries

cRnsc

Independent Auditors' Report

To the Board of Directors of
Keio Corporation

We have audited the accompanying consolidated balance sheet of Keio Corporation and
consolidated subsidiaries as of March 31, 2007 , and the related consolidated statements of
income, changes in net assets, and cash flows for the year then ended, expressed in Japanese
yen. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to independently express an opinion on these consolidated
financial statements based on our audits. The consolidated balance sheet of Keio Corporation
and consolidated subsidiaries as of March 31, 2006, and the related consolidated sataments of
income and retained earnings and cash flows for the year then ended, were audited by other
auditors whose report dated June 29, 2006, expressed an unqualified opinion on those
statements.

We conducted our audit 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 audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Keio Corporation and subsidiaries as
of March 31, 2007, and the consolidated results of their operations and their cash flows for the
year then ended in conformity with accounting principles generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect
to the year ended March 31, 2007 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 3 to the consolidated financial
statements.

KFMG AzZSA & Co,

Tokyo, Japan
June 28, 2007
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Board of Directors and Auditors

As of 28th June, 2007

President

Managing Directors

Kan Kato

Senior Managing Director

Kenkichi Matsuki
Shigeo Tanaka
TadashiNagata

Directors

Mitsuhiro Ishibashi
YoichiMiyata
Shuichi Shimakura
Hiroyuki Okushima
Masahiro Naito
Yasuo Gomi
Yasuhiro Shimura

Corporate Auditors

Ryota Shimomura

Corporate Data
As of 31st March, 2007
Head Office:

Date of Founding:
Paid-in Capital:
Authorized Shares:
Issued Shares:

Number of Shareholders Holding
Shares of Unit Stock or More:

Number of Employees:
Stock Exchange Listing:
Transfer Agent:

Shizuo Hayashi
Norifumi Miyachi
Toshiaki Kano
Noriaki Kawasugi

Toyoaki Suzuki
Norio Kuroiwa
Kunihiro Kawashima
Mitsuharu Suzuki

Hiroshi Hayasaki

9-1, Sekido 1-chome, Tama, Tokyo 206-8502, Japan
Phone: 042-337-3106
http://www.keio.co.jp

21stSeptember, 1910
¥59,024 million
1,580,230,000 shares
642,754,152 shares

30,302

2,211(Consolidated basis:12,755)
Tokyo Stock Exchange

The Sumitomo Trustand Banking Company, Limited
Stock Transfer Agency Division

1-10, Nikko-cho, Fuchu, Tokyo 183-8701, Japan
Phone:0120-176-417

Principal Shareholders

As of 31st March, 2007

Number of Shares Held Percentage of Total
Name (thousands) Shares Issued (%)
Nippon Life Insurance Company -« -« -veeerereiiii s 44,948 6.99
The Dai-ichi Mutual Life Insurance Company -« -« - -« v reoveereiiniie 31,750 4.94
Taiyo Life INSUraNCe COMPANY « -« -+« xxxerertrntntetaiit et 29.310 4.56
The Master TrustBank of Japan, Ltd. (Trustaccount) -« --«--ovvveeveniiinnn. 23,144 3.60
Japan Trustee Services Bank, Ltd. (Trustaccount) --------ovvvveinininn. 21,598 3.36
The Sumitomo Trustand Banking Company, Limited -+« -« ooveienenainnnn. 18,240 2.84
The Bank of Tokyo-Mitsubishi UFJ, Ltd. -+ -« ovvvvmeveninie 10,589 1.65
Japan Trustee Services Bank, Ltd.
(The Chuo Mitsui Trustand Banking Company, Limited (Trustaccount)) --------- 10,000 1.56
Fukoku Mutual Life Insurance Company « -« xovveeeiieieiii, 9,590 1.49
MiZUhO COrporate Bank, Ltd. -« -« -« e eeemmnmmtaiiiiiaiiie e 8,000 1.24
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