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Rediscovering the Essence of Lawson

& The Essence of Lawson:
“The ‘hot’ station in the neighborhood”

1. Anintegral part of thelocal community

2.Warm and welcoming, a source of the ‘ hottest’ products and
latest information

3. Amagnet for local people

4. Sores and sales areas in tune with customers' lifestyles
- Will drive growth in card business



My Goals: Energize Lawson

& Create an exciting company for customers, franchised
storeowners and employees alike

Emphasize teamwork and a shared vision

L awson has been defined by a spirit of challenge and energetic
employees

Spirit of challenge is still alive and well in our corporate DNA!



My Goals: Medium- to Long-Term Earnings Growth

& Sable, medium- to long-term growth in franchised storeowner
ear nings—make franchised storeowners happy

& Ensure Lawson’s earnings grow steadily over mediumto long
term — generate returns for shareholders

|ncrease corporate transparency to reassure investors and
shareholders — attract investors

Fiscal 2002 Goal: Quickly deal with pressing issues to get on path to earnings
growth



The Reality (1)

Wewon't be “ The ‘hot’ station in the neighborhood” - an
exciting Lawson - just by continuing business as usual!

&5 Our organization doesn’t respond to customers' needs quickly
enough

Head Office issued orders. Promoted methods used to run company-
operated stores without giving enough thought to whether those methods

were appropriate for franchised stores

& \We have become too passive. \We are scared of taking on new

challenges and failure
Too passive; Seniority recognized over performance; A follower, not a
|eader



The Reality (2)

Medium- to long-term earnings growth won't be achieved by
doing business as usual!

& Overly optimistic management...

“ Things-will-work-out mentality”
— Have lacked a sense of urgency...

& Have played a numbers game—thought that growing sales
depended only on increasing the number of stores




Bold Reforms Are Needed

Reform plan: Lawson Challenge 2004

&5 Deal with current realities

& Antidote: Quick, bold action



Lawson Challenge 2004 Targets: Reaching Higher

The challenge: 15% ROE
Increase shareholder value = Capital efficiency

Fiscal 2004 consolidated operating income target. ..
¥50 hillion
(Get everybody on board)

Set ambitious goals and carry out reforms that
challenge our conventional thinking
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Lawson Challenge 2004: Step-by-Step Achievement of Goals 1k

|

Introduce target management
system

|

Dispose of inefficient
assets

|
Optimize value chain (in groducts and
distribution) '

Energize frontline (in

management)

| | . -

| Focus on earnings when opening stores

| |

| |

! | Forge capital and business

! | tie-ups -
After 1 year After 2years  Nurture talented 9

employees



Lawson Challenge 2004 Introduce Target Management Systemin First Half of
Fiscal 2002

Build infrastructure to manage achievement of earnings targets

& |Introduce earnings-centric management system

Basis of franchise business = maximize franchisee earnings
- Use franchisee earnings as standard measure

Link employee evaluation to success in meeting “ Franchisee and Head Office
earnings targets’

& Link remuneration with results (company and individual

busi ness results)
Tie executive officers and managers remuneration to business results
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Lawson Challenge 2004: Reduce Number of Company-operated Stores and Overhaul
I nformation Systems in Fiscal 2002

& Reduce number of company-operated stores

From 550 to 300 (will be atesting ground for new ideas)

& Sreamline information systems
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Lawson Challenge 2004: Optimize the Value Chain

& Rebuild vendor network
Create better win-win relationships with vendors to strengthen product
development

& Rebuild distribution network to make it more efficient
Rigorously review delivery efficiency and distribution costs. Also

consider tie-ups

& Procure ingredients in best possible way
-Reduce costs of purchasing raw materials to maximize product value

Streamline purchasing channels to eliminate overlap
-Don’'t rely only on existing channels
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Lawson Challenge 2004: Focus on Earnings \When Opening Stores

& Fiscal 2002: Reduce store openings from}@ﬁto 500

& Building model for store development that looks at store ROI
by region

& Aiming for net increase of around 300 stores from fiscal 2003
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Lawson Challenge 2004: Vitalizing the Frontline is Key to Success! (1)

Former Lawson management style...

1. Head Office driven

2. Actions had little effect

3. Many meaningless company reports

4. Top-down management hierarchy

5. Supply-side driven

Juewiebeuew umop-do |

6. Disassociated with customers

Too many organizational layers...

Mood of resignation...
(Information from frontline didn’t reach top management
...stopped us from creating better sales areas attractive to customers)

14



Lawson Challenge 2004
Vitalizing the Frontline is Key to Success! (2

New Lawson...
...Focused on sales area creation

&Frontlinedriven
(Back office handles frontline administration)

N0 meaningless reporting
&Flatter organization
&Customer- and franchisee-centric

=Get closer to customers

15



Lawson Challenge 2004: Nurturing Talented Employees

| mportant to Lawson's Future '

A good workforce is key to medium- to long-term resilience

& Nurture employees who will carry Lawson into the future

| want to breed top managers who have a strong management
mindset !

&5 Nurture super SVs and super store managers
...Wwho must also possess specialized skills

& Recruit outside talent
-Y oung, talented, highly skilled workers
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Lawson Challenge 2004: Lawson Before and After

New Lawson
Old Lawson
D-Lawson Lawson
Nationd chain Ngtionvyide dweloprrgpt& closeties
with regional communities
Wentitone Develop through alliances
Overly optimistic Redistic
No. of stores& salesvolume .
Earnings

Dally sdes
Head Office-ariven (gave ordersto frontline)

Profitability (ROI)

Frontline-driven (support from Head Office)

Promoted methods for running conpany-operated stores Promote methods appropriate

Enployment systemsbased on seniority for franchised stores

and conpany association Merit- and results-based employment system
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Fiscal 2001 Results and Fiscal 2002 Projections (Net Sales and Profits)

(Non-Consolidated)

Fiscal 2001 Fiscal 2002
Results Projections YoY

(¥ billions) (¥ billions) (%)
Total net sales 1,282.3 1,310.0 102.2%
Operating income 36.9 375 101.6%
Recurring profit 35.8 36.0 100.6%
Net income 16.7 12.2 73.1%
(Consolidated) (¥ billions) (¥ billions) (%)
Operating income 36.4 36.5 100.3%
Recurring profit 35.2 33.0 93.8%

Net income 16.1 10.0 62.1%
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Fiscal 2001 Results and Fiscal 2002 Projections

Fiscal 2001 Results

Store openings

Store closures
Closures (RC)
Relocations (FC)
Reductions (FC)
Change

Dally salesat existing stores

Dally sales at new stores

(¥ thousands)

Gross profit margin

Total no. of stores

(Bxcluding stores in Shanghal, China)
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Major P/L Items: Fiscal 2001 Results, Fiscal 2002 Projections
and Outlook for Fiscal 2003 Onward

(Non-Consolidated) (¥ billions)
Fscal 2001Fscal 200z Change Outlook for Fiscal 2003 Onward

Results Projections
Net increase in no. of stores, increase in markups,

Gross profit 1761 1821 6.0 increase daily salesat existing storesyear on year
SG&A expenses 1302 1446 54 Fixed costs will peak in fiscal 2003

Operating income 369 315 0.6 A leaner organization that produces earnings growth
Operating income ratio 2% 2% 00

Fixed costs

Expected to peak in fiscal 2003, but will continue
LETSSand other IT costs 6.0 170 110 cost-cutting initiatives
(Hardware |eases, software

amortization, maintenance costs)

Personnel eqenses 379 b4 (25) ¥3 hillion decrease from fiscal 2002 to fiscal 2003
Advertising expenses 156 140 (1.6) Reduce by changing media used
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Cash Flows: FY2001 Results, FY2002 Projections and Outl ook for R

Cash flows from

operating activities 436
Cash flows from

Investing activities AT
Free cash flows 11
Term-end cash 64.1
Equity ratio 44.1%
ROE 10.2%
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