Business Model
Overview of the UNITED ARROWS Group

The markets in which the UNITED ARROWS Group operates
The apparel market can be divided into two categories: the volume
market, which mainly consists of relatively low-priced daily

clothing, and the trend-conscious market for consumers who are
highly sensitive to fashion trends. The UNITED ARROWS Group

targets this trend-conscious market.

Market positioning map

Our target customers are people who have a strong interest
in fashion and want to enrich their lives through it. Specific
operating activities are driven by an awareness of this

customer segment.
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The scale of the Japanese retail apparel market is around ¥9-10 trillion.
Amid structural issues that include Japan’s aging demographic profile
and low wage growth, sales volumes have trended upwards in recent
years. This trend has been against a backdrop of an increasing number
Of consumers Who ChUOSe produCtS by quallfy as QPPOSCd to PriCC.
Functional products, including “cool biz” products, and clothing for the

mature woman have also sold well.
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The increase in strong brands has contributed to department stores recording
year-on-year revenue increases. Excluding the time of the Lehman Brothers
collapse, specialty stores have also performed steadily. An area on which each
company is focusing, online sales (included in the others channel)” remain
firm as a result of the successful implementation of initiatives, such as

improvements in service and widening the range of products offered.

*3'The others channel includes mail order (Internet, catalogue, television, others) as well as
discount stores.
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Select shops

Select shops are stores that provide customers with products
based on unique brand concepts and the discerning judgment
of their buyers. There are also a significant number of compa-
nies that adopt an SPA™ (specialty store retailer of private label
apparel) strategy under which they offer a mix of purchased
and private label products. In handling products that offer

the appeal of high-value-added attributes and a distinctive
uniqueness, select shops are positioned between department
and specialty stores at the mid to high-end price range. As such,
they are relatively unaffected by trends in economic conditions.
UNITED ARROWS LTD. maintains a balance between attracting
customers by carefully handpicking selected designer brands
from Japan and overseas and ensuring high profitability by
offering private label brands. The Company has the largest sales
of any company adopting a select shop business model and is

the only such company to have publicly listed its stock.

The UNITED ARROWS Group’s business structure
UNITED ARROWS LTD. started out as a select shop handling men’s
business attire, focusing mainly on purchased brands. It has
since evolved and adopted an SPA strategy that offers a mix of
purchased products and private label products, offering men’s
and women’s dressy and casual clothing and miscellaneous
lifestyle goods.

With UNITED ARROWS and UNITED ARROWS green label relax-
ing, our other full-line store that offers an SPA-type mix of

both purchased and private label products, serving as our key

Business composition of main store brands

Trends in total sales of five major select shop companies and
UNITED ARROWS LTD.’s market share
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“2 SPA (specialty store retailer of private label apparel): A fashion company with comprehensive
involvement from manufacturing through to retailing.

offerings, we now have numerous other businesses with differ-
ent characteristics, including our brand business, CHROME
HEARTS, and our SPA business, cOEN. By handling a broad
range of products for various tastes, we are aiming to expand
our customer base and meet diversifying customer needs. In
addition, we are also leveraging synergies between our various
businesses and transforming into a sustainable group that
achieves solid profits and is resilient to changes in the

external environment.

Brand business Brand mixing purchased and private label products SPA

Purchased products

Private label products

coen
UNITED ARROWS
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Sellss
Operating companies: ] UNITED ARROWS LTD. FIGO CO., LTD. COEN CO., LTD.
Value chain by business model

Brand business Brand mixing purchased and private label products SPA
Private label products Private label products
Purchase Purchase
Retail Retail
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Product Flow (Value Chain)

UNITED ARROWS LTD. has positioned its stores at the frontline of its operating activities. Every effort is

made to reflect the comments and opinions gleaned from customers in every facet of the value chain.

All initiatives including product development, inventory management, and customer service generate synergy

benefits within the value chain. This is the source of the Company’s robust competitive advantage.

Direction Product planning

Product platform

Direction

A feature that defines UNITED ARROWS LTD. is the direction that
initiates all activities related to product development. Direction,
which is based on shifts in social tastes, allows us to put in place a
common theme across all businesses on a seasonal basis. In addi-
tion, the marketing department consistently undertakes research
into the latest fashion trends, providing this information across the
Company. Each business then draws on this information to estab-

lish specific themes that incorporate particular attributes.

Product planning

Product planning entails dividing the year into 52 weeks and
putting in place a process and lineup based on 52-week merchan-
dising. Drawing on past customer trends and behavior as well as
sales data, UNITED ARROWS LTD. puts in place a product strategy
focusing on the most appropriate items, prices, and volumes for
each season. During each season, the status of sales is closely moni-
tored. This monitoring process helps to verify the validity of each
strategy and to alert the Company of the need to make necessary
adjustments through detailed modification. In this manner, every

effort is made to achieve the targets for sales and profits.

Purchasing / Ordering

Under the Company’s concepts with respect to direction and product
planning, buyers attend exhibitions and view fashion collections in
Japan and overseas. This is done while undertaking detailed
purchasing negotiations about the item, volumes, purchase price,

and delivery. Buyers are also involved in the development of exclusive

items with popular brands. Through these means, steps are taken to

—

Sales negotiation with supplier Meeting with supplier Assessing materials
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Purchased brands

Purchasing / Ordering
Sharing information
Production planning /

Product development — .
Production control

Private label brands

further differentiate products from other companies. In addition to
strengthening the integrity of existing brands, the Company’s mission
includes uncovering promising new brands ahead of its rivals.

Product development

Under the Company’s concepts with respect to direction and
merchandising, steps are taken to develop designs and fabrics and
to prepare patterns. While fully expressing the concept of each
brand, samples are also shared with the sales department. At the
same time, energies are channeled toward incorporating feedback
gleaned from staff in their dealings with customers at stores with
moves made to push forward product development while under-
taking minor adjustments. Designers accompany buyers during
their purchasing trips to better grasp global fashion trends.
Complemented by the mutual exchange of information, particular
weight is placed on harnessing the merits of the business model
that entails the combined development of purchased products and
private label brands. This serves as the wellspring for differentiating
the Company’s products.

Production planning / Production control

UNITED ARROWS LTD. formulates production strategies that
encompass the selection of contract factories as well as procure-
ment. This is in accordance with the specifications of each
product, together with cost control initiatives. After placing an
order, the Company collaborates closely with contract factories;
controls delivery, quality, and costs; and oversees the entire process
through to product completion. In addition to harnessing cus-
tomer feedback to further enhance production planning, regular

Sample fitting Sample preparation

Distribution

warehouses

Actual stores

Online stores

i Cooperation Outlet stores

Purchase brands’ lead time for a first-time order is approximately 4-6 months for purchased products and 1-2 months for OEM products.
For additional orders, the lead time is approximately 2 months for purchased products and 1 month for OEM products.
Private label brands’ lead time for first-time manufacturing is approximately 26 months and 3-8 wecks for additional manufacturing.

meetings are held with contract factories to improve the quality of
finished products.

Distribution warehouses

UNITED ARROWS LTD. engages in distribution warehouse operations in
collaboration with distribution companies. The Company maintains a
network of two distribution centers that operate on a 24-hour basis in
Japan. Inventory control is conducted on a concentrated basis through
various initiatives including price tagging and product inspection.
While product deliveries to stores are maintained at an optimal mini-
mum, a point of sale (POS) system is installed at all stores. With the
exception of stores in certain regions, stores sales data up to 11:00pm
is transmitted to the appropriate distribution center. Any shortfall at a
particular store is then replenished before the store opens the following
day. This serves to minimize sales opportunity loss as well as the

transfer of products between stores.

Actual stores

Based on its Mission Statement — It’s All About the Customer

— UNITED ARROWS LTD. strives to meet the needs of each indi-
vidual customer and to provide a level of satisfaction and
inspiration that exceeds all expectations. Sales personnel are pro-
vided with a host of training programs including on-the-job
training at stores. Through a series of award systems, the Company
is quick to recognize outstanding personnel. Through these means,
every effort is made to continuously enhance the knowledge, skills,
and motivation of staff. In addition, energies are channeled toward
choreographing the shopping experience to deliver maximum
excitement and delight. A key aspect of this endeavor is the

i el

creation of stores and interior environments that express the

worldliness of each brand in a visually appealing light.

Online stores

In addition to operating UNITED ARROWS LTD. ONLINE STORE, the
Company is opening stores on such online fashion sites as
ZOZOTOWN. UNITED ARROWS LTD. ONLINE STORE is promoting
initiatives to heighten collaboration between online stores and
actual stores in order to meet the needs of customers who want to
try on a product in an actual store prior to purchase or would like
to use online sales only on an as needed basis. UNITED ARROWS
LTD. ONLINE STORE added a function that enables customers to
check online the status of products handled at actual stores and, in
March 2014, commenced a new service at some stores by which
desired products can be collected from a designated store.

— P22 Special Feature 2:
0O20: Challenges and Evolution toward Becoming a Leading Company

Outlet stores

UNITED ARROWS LTD. OUTLET plays the important role of continu-
ously reducing residual inventories of slow-selling products as well
as excess stock in each business category. Promoting the prompt
transfer of stock to outlet stores helps maintain the fresh appeal of
products at frontline stores. The swift reduction of inventories and
conversion into cash from sales also serves to secure improvements
in gross profits and cash flows. UNITED ARROWS LTD. OUTLET stores
are for the most part located in suburban and exurban areas. For

this reason, these stores help raise brand awareness among residents

who live outside the network of the Group’s frontline stores.

Sample checks Product production at factories Product inventory control Product delivery Consultative sales at a store
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Product Platform

Initiatives in transition

fiscal 2007—fiscal 2009 fiscal 2010

fiscal 2011
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information held by each
business throughout the
Company as a whole

factories in Japan and China

strengthening management

— Took stock of and standardized production =~ — Commenced measures to address issues
operations with the aim of promoting

relating to the manufacture of products in

optimal supply chain management (SCM) China in earnest

! Season plan: Procurement planning document to determine the amounts of procurement and inventory
as well as the inventory reduction method that underpins sales, gross profit, and final sales rate targets.

What is the product platform?

The product platform, which is comprised of a merchandising
platform and a production platform, is a framework that
supports each of the procurement, production, product launch,
and inventory reduction activities. This overarching framework
is used to stabilize merchandising operations by standardizing
and structuring activities that are susceptible to the experience
and skills of employees.

The merchandising platform provides the mechanism for
determining the current status of merchandise flows and the
basis for making decisions. Utilizing the progress management
tables and indices consistent across all businesses, UNITED
ARROWS LTD. has established a swift and easy-to-implement
decision-making process that allows the Company to promote
the additional production of top-selling items while reducing
production and inventories of slow-selling items. As a result,
UNITED ARROWS LTD. has witnessed increases in the rates of
inventory reduction as well as final sales. This is in turn leading
to improvements in gross profit, inventories, and cash flows.

The production platform works to formulate the product
procurement and production strategies that take us from
merchandising planning through to realization. While manufac-
turing is outsourced, the choice of external plant or factory for
each item is based on Companywide information on procurement
regarding materials as well as the manufacturing plant. Accordingly,

this has led to positive adjustments in procurement costs relating to
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purchases and production as well as lead times in a way that satis-
fies the five key criteria™.

UNITED ARROWS LTD. commenced the shift to a merchandising
platform in earnest in the fiscal year ended March 31, 2007. In the
ensuing period, the Company has reinforced a variety of initiatives
aimed at better monitoring, analyzing, as well as visualizing and
standardizing operating processes with respect to such important
indicators as gross profit, the sales ratio, and the residual inventory
ratio. Turning to the product platform, we have taken steps to share
factory information held by each business, select and evaluate
principal business partners, and bolster collaboration.

As a result, and with each passing year, we have successfully
improved the precision of our planning proposal, verification,
product procurement, and inventory reduction capabilities
while better engaging in flexible inventory control in line
with the status of sales. Moreover, there are clear indications
that we are steadily fortifying an operating foundation that is
relatively unaffected by such external factors as delays in
seasonal sales attributable to inclement weather conditions
and shifts in the timing of clearance sales. Furthermore, these
efforts are generating surefooted results, with steady improve-
ments in key benchmarks including gross profit margins and

inventory efficiency.

 Five key criteria: Customers can purchase (1) the products they want, (2) when they want,
(3) where they want, (4) in the quantities they want, and (5) at the prices they want.

fiscal 2012—fiscal 2013

fiscal 2014

fiscal 2015—(plan)

Application Operating Period

— Improved the ability to address changes
in such external factors as unstable
weather conditions and changes in
the timing of clearance sales

— Promoted the early reduction
of inventories

— Strengthened manufacturing capabilities from
a creative perspective including design
and specification

— Took steps to assess optimal inventories

— Strengthened the management of results
and forecasts progress compared with plans

— Evaluated principal factories
— Reinforced the “China Plus One” strategy

— Evaluated production scenarios with an eye to
medium-term growth

Responding to changes in the external environment

In the fiscal year ended March 31, 2014, severe external factors
included unseasonable weather conditions, a staggering or
prolongation of seasonal clearance sale periods as well as the

rapid depreciation of the yen. The fall of the yen was a particular

— Strengthen both analysis and judgment
capabilities in connection with the
ability to respond to changes in the
external environment including fluctua-
tions in foreign currency exchange rates

— Conducted detailed analyses of the variable
factors in procurement costs based on the
classification of product purchases including
whether a product is an original or purchased
item as well as the procurement period, while
improving the accuracy of gross margin forecasts

— Expanded production countries by the
promotion of optimum location,
optimum production strategy

— Improved gross margin by controlling
procurement costs and lifting the ratio
of regular price sales

— Utilized analyses of the variable factors in
procurement costs based on product the
classification of product purchases and
procurement period

— Intensified analysis of outlet store inventories

— Expanded production countries by the
promotion of optimum location, optimum
production strategy

— Responded flexibly to trade agreements with
countries where products are manufactured or
from where materials are procured and to
changes in tax rates

the variable factors in procurement costs and worked to keep the
costs at an appropriate level by modifying procurement plans
according to exchange rate, labor cost, and material price circum-
stances. By implementing sales policies in accordance with the

prevailing situation, we endeavored to achieve our gross profit

contributory factor in rising procurement costs, and since these
significantly affected gross profit margin, there was an urgent need

for remedial action. The Company conducted detailed analyses of

Trends in net sales and gross profit margin (non-consolidated)
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margin plans. As a result, non-consolidated gross margin decreased
1.0 percentage point compared with the previous fiscal year, to
52.9%, and gross profit exceeded that initially planned.

Trends in the rates of increase in net sales and inventory (non-consolidated)
%
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