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TOKYO -- Retailer Daiei Inc. unexpectedly reversed course and said it will seek help from a
government-sponsored turnaround agency, one of the most convincing signs yet that Japan is
finally getting its legions of deadbeat borrowers under control.

After months of refusing a publicly funded rehabilitation, the indebted supermarket operator
said yesterday that it would ask the state-backed Industrial Revitalization Corp. of Japan to
help it restructure its sprawling business operations. The move comes after the IRCJ
unexpectedly extended by a day its deadline for Daiei to request aid, after threatening to close
the door on the retailer. The IRCJ said it has yet to receive a formal application from Daiei.
Still, the agency is expected to accept the request and has started reviewing the company's
finances.

Daiei's decision hews to the wishes of the company's banks, units of UFJ Holdings Inc.,
Sumitomo Mitsui Financial Group Inc. and Mizuho Financial Group Inc. The banks had
lost patience with the retailer after extending two rounds of financial assistance totaling 520
billion yen ($4.73 billion) to the company in 2001 and 2002, and had been turning up the
pressure on Daiei in recent weeks to seck government help.

The sudden development for Daiei underscores the progress Japan has made in cleaning up the
deadbeat borrowers known as "zombie companies" -- a critical step to putting the world's
second-largest economy back on the path of sustainable economic growth. In the past,
companies were able to continue operations largely because their banks found it too costly to
cut them off.

In particular, Daiei was seen as the symbol of the zombie problem, racking up more than a
trillion yen in debt as it expanded from a groceries-and-sundries retailer into a restaurant and
hotel resort operator in the go-go 1980s.

The situation began to change this year, however, as Japan's reform-minded government
pressured banks to clear bad loans off of their books. A clean bill of financial health was
particularly important to Daiei's main lender, UFJ, which needs to improve its finances in
order to complete its acquisition by Mitsubishi Tokyo Financial Group Inc. scheduled for
next year that would create the world's largest bank by assets.



"Daiei's rehabilitation is going to be an important gauge for the outlook of the Japanese
economy as well as the financial system," Bank of Japan Gov. Toshihiko Fukui said at a news
conference yesterday.

If Daiei enters the IRC]J, it would be the restructuring body's biggest case in its short history.
The IRCJ has begun restructurings of cosmetics maker Kanebo Ltd. and condominium builder
Daikyo Inc.

Entering an IRCIJ restructuring would help not only Daiei by reducing its debt load and
operational performance, but also its creditors. If the retailer improves its financial
performance, the banks might stand a better chance of recovering the Daiei debt that remains
on their books.

Daiei's decision leaves in question the prospects of three private consortia, including ones led
by U.S. giant Wal-Mart Stores Inc. and private U.S. equity fund Ripplewood Holdings LLC.
The groups had been preparing to submit to Daiei their own rehabilitation plans. Wal-Mart
executives had met with IRCJ in August.

The three consortia may still be able to participate in Daiei's restructuring through the IRCJ.
However, an official of one of Daiei's creditors said the IRCJ would likely impose conditions
on the retailer that might prevent it from including an outside company in the rehabilitation
plan.

Write to Andrew Morse at andrew.morsa@wsj.coml

URL for this article:
hitp:/fonline. wsj.com/article/0, SB1097668©45474244076,00.html

Hyperlinks in this Article:
(1) mailto:andrew.morse@wsj.com

Copyright 2004 Dow Jones & Company, Inc. All Rights Reserved

Tiis copy is for your personal, non-commerial use only. Distibutinn and us2 of this material are govemnss by our
Subscriber Agreement and sy copyright law. For non-personal uss or to order mititipie copies, please contact Dow Jones
Reprints at 1-800-843-0008 or visit www.djreprints.com.



Home UK

Asia | Europe | US
World

Business

Markets

Markets & funds data
Industries

Lex

Comment & analysis
Technology
Management

Your money

Arts & Weekend
Sport

Jobs & classifieds
In today's FT

1 Depons

Creative Business

FTim

FT-iT

World reports
Business Reports

News in depth
US elections 2004
Rebuilding lraq

Columnists

Philip Stephens
Quentin Peel

Thursday Oct 14 2004 . All times are London time.

Home UK Print article | Email article

Daiei bows to pressure and seeks IRCJ help

By Mariko Sanchanta in Tokyo
Published: October 14 2004 03:00 | Last updated: October 14 2004 03:00

Daiei yesterday bowed to pressure from its banks and decided to ask for help from the
state-backed corporate restructuring agency, in an abrupt reversal of the troubled
retailer's long-held policy to seek a private sector solution to its woes.

The move came after the Industrial Revitalisation Corporation of Japan, late on Tuesday
night, categorically refused to aid Daiei, saying a deadline for providing such support
had passed.

But at a lengthy meeting with its main banks UFJ, SMBC and Mizuho, it emerged that
seeking help from IRCJ remained a slim but viable possibility for Daiei.

The fate of the Japanese retailer is still far from being resolved. The IRCJ said last night
that before it agreed to take on the Daiei case, it would have to complete due diligence
on the retailer's assets, which could take two to three months.

Close to midnight yesterday Kunio Takagi, president of Daiei, and the IRCJ, met to
hammer out a deal on Daiei's rehabilitation. Neither the IRCJ or Daiei had released an
official statement.

The state-backed body is likely to pick a private-sector sponsor to assist in Daiei's
rehabilitation. Possibilities include Wal-Mart, the US retailer, or Marubeni, the Japanese
trading house.

Wal-Mart yesterday reiterated its interest in Daiei. Jeff McAllister, chief operating officer
in Japan, said: "We are always interested in talking about opportunities that would
maximise value and return for our shareholders.” Wal-Mart owns a 37 per cent stake in
Seiyu, a mid-sized Japanese retailer.

Though Wal-Mart yesterday said it was making progress with Seiyu in terms of
improving the Japanese retailer's merchandising and sourcing techniques, executives
admitted that competition in Japan was fierce.

“We are struggling against competitors that continuously have large store openings,”
said Masao Kiuchi, Seiyu's chief executive.

Seiyu's relatively small size has made it difficult for Wal-Mart to achieve the vast
economies of scale that it has in the US. A Daiei acquisition, analysts believe, could
help Wal-Mart achieve both scale and significant purchasing power in Japan by
stepping up its procurement volume from suppliers.
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