























Creating New Businesses

Advances in Mobile
Communications

The mobile communications
field continues to evolve.
Standardization of existing
products is progressing, and
the Iridium satellite-based
system and the CDMA sys-
tem are expected to
become firmly established in
the near future. The Iridium
system offers global cover-
age, while the CDMA sys-
tem sets new standards for
sound quality and high-
speed data transmission.

Ongoing Development
of Multimedia
Products

Hikari Tsushin is committed
to keeping pace with
advances in every field of
multimedia. These include
the further development of
satellite broadcasting busi-
nesses, the spread of the
Internet, expansion of
Computer Telephony
Integration (CTI), and the
application of the foregoing
in the solution business.
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Whatever customers need
in the field of communica-
tions, Hikari Tsushin will
provide it.



The Internet

In the telecommunications
field, intense competition
has led to lower prices and
technological advances. The
Internet, which is believed to
have over 100 million users
globally, is the most obvious
manifestation of this trend.
Such has been the growth of
the Internet that it has come
to be called "The Fourth
Medium." The Internet
allows access to an enor-
mous pool of information. E-
mail enables users to
communicate with many
other parties at the same

Business

time. Such innovations tran-
scend traditional boundaries
between companies or
nations and are dramatically
changing the framework of
communication. The popu-
larity of the Internet is
expected to increase fur-
ther.

As shown in the graphs
and table below, using the
Internet and E-mail is fast
becoming a "must" for com-
panies. However, in Japan,
small and medium-sized
companies still find it difficult
to begin using the Internet
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due to start-up and running-
costs, and the non-availabili-
ty of qualified personnel to
run and maintain the system.
Given this market back-
ground, Hikari Tsushin is
promoting its new "Rental
Server" (R.S.) business. The
R.S. Division, which became
fully operational by
September 1998, provides
smaller companies with an
e-mail and Internet environ-
ment that is easy to use and
very affordable. The division
operates under the "Hitmail"
brand name. As the needs
for business information
become ever more diverse,
Hikari Tsushin will intensify
its activities in this sphere.
The R.S. business is Hikari
Tsushin's first step.

98/7

Number of domains relative to
the population of each country

(Domains per 10,000 people)

1. Finland 874
2. United States 765
3. Norway 648
4. Iceland 644
5. New Zealand 467
6. Sweden 359
7. Australia 357
8. Bermuda 316
9. Denmark 299
10. Canada 274
11. The Netherlands 242
12, United Kingdom 171
13.  Singapore 165
14, Switzerland 158
15.  Austria 134
16. Germany 121
17, lsrael 114
18. Ireland 106
19. Estonia 101
20. Luxembourg 101
21.  Hong Kong 99
22.  Japan 93
Source: ISOC




Business Portfolio

Hikari Tsushin intends to
launch a number of new
businesses in the Internet
field, such as the Rental
Server business, and develop

Office equipment, long-dis-
tance calls and international

calls businesses will remain

them into core activities. the stable foundations of Present
The first, “Hitmail,” will facili-  Hikari Tsushin’'s business. High :
tate use of the Internet and The Company intends to
E-mail by small to medium- continue expanding its mar-
sized companies. The ket share in mobile commu-
Company’s goal is to culti- nications. Hikari Tsushin will
vate new sources of variable  constantly monitor its use of .
commission. personnel and other §
resources to ensure opti- E
mum allocation among its %
various business fields. =
Future Low
High High Low

Hikari Tsushin's Market Share

As Hikari Tsushin increases its share of the mobile
communications market, mobile communications

will become its “cash cow.”

MarketGrowth Rate

Low

High Hikari Tsushin's Market Share Low

As the fields which constitute its main pillar change,
Hikari Tsushin will sow the seeds of new businesses.
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Six-year Financial Summary

Hikari Tsushin, Inc.
For the years ended August 31, 1993 through 1998

Thousands of

Millions of yen U.S. dollars

1993 1994 1995 1996 1997 1998 1998

Net sales ¥11644 ¥12278 ¥26,119 ¥56,248  ¥122059 ¥159,620 $1,132,057

Sales commission.. 5,646 7,065 13,674 37,314 94,687 97,300 690,071

Sales of goods 3435 3,610 11,872 18,395 26,368 61,019 432,759

Construction COMPIELEd..........evuwvrvesrersmrssressnn 2,563 1,603 573 539 1,004 1,301 9,227

=] o] N 284 333 706 1,485 3,198 5,049 35,809

Yen U.S. dollars

Per share data

Net income.... 166.30 92.46 18331 176.62 184.43 171.10 1.21

Cash dividends 50.00 10.00 10.00 15.00 50.00 60.00 0.43

Thousands of

Millions of yen U.S. dollars

Total assets 6,500 9,084 11,258 25,652 42,799 60,848 431,546

Shareholders' equity 648 1,448 2,304 15,900 28,812 32,372 229,589
Number of shares outstanding..............wmmmmmen: 3,600 3,820 3,885 9,020,000 19,671,600 29,507,400
Number of eMPIOYEES.........mmmmmmmmmmmmmmmmnens 477 420 489 910 1224 911
NUMDET Of OULIETS....oocvvvvesrvvsirsnrssmsssesssnsnnssesssins - 12 58 140 312 532
Directly Operated..........mmmmmmmmmmmsism: - 12 30 108 281 59
FranCRISEES ...vovvvvrvvvvvsssvsssssssissssssssssssssssssssssssssssnes - - - - - 442
Supplied chain StOreS ... - - 28 32 31 31
Return on eqUILY (%0)........mmmmmmmmmmmmmmmsmessnens 62.44 3177 37.65 16.32 1431 16.50
REtUIN 0N @SSELS (%) wovvvvvvvrsrvessrsssrsssssssrsssssssssssssssees 17.12 12.99 1414 17.86 18.56 19.61
Shareholders’ equity ratio (%). ... 9.97 1594 2047 61.98 67.32 53.20
ASSEtS tUrNOVET (TIMES) ....ovvcvvveivrsriesssirsssessssesssene 210 158 257 3.05 357 3.08

Note : As the Company does not prepare a consolidated financial statement, it does not publish consolidated financial data.
The Company split one ¥50,000 par value share into ¥50 par value shares on September 1, 1995, when it merged with Hikari Tsushin, Inc. of
Nerima-ku. Per share data for fiscal year ended August 31, 1995 and prior fiscal years have been adjusted retrospectively, to reflect the split.

See Notes to Non-consolidated Financial Statements.
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Financial

I. Overview

During the fiscal year ended
August 31, 1998 (“fiscal
1998"), Hikari Tsushin, Inc.
(the "Company") focused on
cellular phone sales, a field
which is still growing strong-
ly. The Company strength-
ened its sales channels
through a rapid expansion of
its Hit Shop network, made
possible by the engagement
of new agents and successful
encouragement of formerly
independent agents to join
the chain. The profitability of
each outlet was reviewed
and under-achievers were
eliminated.

Also, the Company's
Network Division and Office
Equipment Division began
to enlarge its staff and
expand its scope of opera-
tions.

As a result, the Company
posted net sales of
¥159,620 million, up 30.8%
over the fiscal year ended
August 31, 1997 (“fiscal
1997"). Net income was
¥5,049 million, up 57.9%.

Review

Il. Operating Results

1. Mobile Communications

(Cellular phones, PHS)

(1) Assignment of operations

and lease of Hit Shops to

Sales Agents

Most Hit Shops were for-

merly directly operated by

Hikari Tsushin. In fiscal 1998,

the Company began to shift

to a new system under
which outlets are leased to
independent agents, with
the Company providing the
deposit on the premises, ini-
tial interior decor, etc., and
the agents responsible for
operating costs such as per-
sonnel expenses. The agents
pay a royalty fee to Hikari

Tsushin,

This change affected the
financial statements as fol-
lows:

Statements of Income

a. Outlet-personnel expense
decreased ¥338 million.

b. Royalty income of ¥2,606
million accrued to non-
operating income.

c. Sales commission to
agents increased 157.3%
over fiscal 1997.

d. Wholesale sales to agents
increased over fiscal 1997.
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Balance Sheets

a. Due mainly to a transfer
of Hit Shop inventory to
agents, inventories

decreased ¥3,211 million.

(2) New Hit Shops Opened
The Company opened 40
new Hit Shops in the first
half of fiscal 1998 and 180 in
the second half. This affect-
ed the financial statements

as follows:

Statements of Income

a. Rent expense for newly-
opened outlets increased
¥966 million.

Balance Sheets

a. The Company increased
the funds it raised through
long-term loans and cor-
porate bond issuance
from ¥490 million to
¥16,924 million, to be
used for capital invest-
ment in new outlets.

b. Interior preparation
expense and deposits for
newly-opened outlets
increased ¥2,445 million.

c. Loans to agents for work-
ing capital increased.

(3) Cellular Phone Sales
Emphasized

Subscription commission
revenue declined ¥1,419
million as unit sales
decreased due mainly to
stagnation in the PHS mar-
ket. On the other hand, vari-
able commission revenue
rose ¥3,959 million due to
an increase in the number of
cellular phones owned by
Hikari Tsushin customers.

2. Other Fields

(1) Long-distance Calls
Commission increased ¥702
million in step with an
increase in the number of

contracted telephone lines.

(2) International Calls

The number of lines sold
increased. This was due in
part to a transfer of person-
nel to this division from the
mobile communications
business. Commission rev-

enue rose ¥1,700 million



(3) Office Equipment

Sales increased ¥688 million.

As with international calls,
this was due in part to a
transfer of personnel to this
division from the mobile

communications business.

111 Cash Flow

1. Cash Flow from
Operating Activities

Under changes in operating
assets and liabilities, invento-
ries fell by ¥2,069 million.
However, cash paid under
accounts payable increased
by a total of ¥5,818 million.
As a result, net cash provid-
ed by operating activities
amounted to ¥970 million,

down 72.0% from fiscal
1997.

2. Cash Flow from Investing
Activities

Net cash used in investing
activities amounted to
¥8,230 million, down 35.9%
from fiscal 1997. This was
due mainly to a decrease in

investments in securities.

3. Cash Flow from
Financing Activities
Reflecting a need for work-
ing capital for business
expansion and new business
development, bank loans
and corporate bond

issuance increased.

However, there was a
decrease in money received
as a result of cancellation of
the insurance reserve in fis-
cal 1997. Net cash provided
by financing activities
amounted to ¥13,539 mil-
lion, an increase of 49.7%.

Net increase in cash as of
the end of fiscal 1998 stood
at ¥6,279 million.

IV. Shareholders' Equity,
Return to Shareholders
Shareholders' equity was
¥32,372 million, an increase
of 12.4% over fiscal 1997.
This was due mainly to an

increase in retained earnings

of 61.2%, to ¥8,989
million.

Shareholders' equity ratio
was down 14.1 percentage
points to 53.2%. This is
accounted for by an increase
in debt through bank loans
and corporate bond
issuance, an increase under-
taken at a time of historically
low interest rates.

Hikari Tsushin's priority is
“the maximization of share-
holder value." As well as
making long-term improve-
ments to its cash flow, the
Company is determined to
provide a satisfactory return
to shareholders.

Years Ended August 31 1998 1997
Shareholders' equity
RELUN ON EQUILY(Y0) .ovovvvrrvvnssvvsssnsssssssssssssssssssssssssssssssssssssssssss 16.50 14.31
Net income to total assets (%).. 3.16 2.62
Total assets tUrnover (IMES) ... 3.08 357
LEVErage (LIMES) .. mmmreiersmmssssssssssmsssssmesssmsssssssssssessssssssss 1.69 153
REUIN ON BSSELS(Y0) .vvvvvvvvvrsrvnsrvsssenssnssssnsisssssssssssessssssssssnsses 19.61 18.56
Shareholders’ equity ratio (%0) ... 53.20 67.32
Return to shareholders
Dividend payout ratio (%) ... 35.1 308
Cash dividends (YEN) ..., 60.00 50.00
Per share data
Net income (yen) 171.10 184.43
Shareholders’ equity (YEN) ... 1,097.10 1,464.66

*Net income per share is calculated based on the weighted average number of shares outstanding in the respective fiscal years.
Shareholders’ equity per share is calculated based on the number of shares outstanding at the end of the respective fiscal years.
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1. Change in Profit Structure

Millions of yen

% increase

1998 1997 or decrease
Net sales
SaAlES COMMUSSION...cccccvcvvvverrrsisisssssss s 97,300 94,687 2.8
RFE 1T 0] 1T Lo o K 61,019 26,368 1314
Construction COMPIELEM......cccivvmirmirsmssnsssissmssssisssiies 1,301 1,004 29.6
L0 LS LN 159,620 122,059 30.8
2,606 - -
162,226 122,059 329
73,960 71,417 36
748 574 30.1
74,708 71991 38
Selling, general and administrative expenses
AQeNts' SAIES COMMISSION w.vvcvvvrvvsrerismrssrrsssissmsssssssssssesssssssssnnses 53,204 20,679 157.3
PEISONNEl EXPENSE ..ovvcvvvvvirrsrisnsmssssssssssssssssmssssssssssssssssssssssssssssss 9,670 10,009 -34
Leasing expense 3,566 2,600 37.1
Others..... 10,685 10,274 4.0
Total... 77,125 43562 77.0
2. Sales by Segment
Millions of yen % increase
1998 1997 or decrease
Sales commission
CellUlar PRONES......oovvvvvrsivnsmirsssssssmsssssssssssssssssssssssssssssssees 72,223 58,640 23.2
PHS s 17,832 31,280 -43.0
LONG-AIStANCE CAllS ...vvvvvvvrrevrssrirnsisrsvvsssisssssssssesssssssssssssssssssssssssns 3,660 2,958 237
INternational Calls ... 3,509 1,809 94.0
[ 1T £ 76 - -
10 N 97,300 94,687 28
Sales of goods
CellUlar PRONES......oovvrivvrssirnsmirssesssssssssssssssssssssssssssssssssssees 42,391 12,627 235.7
PHS s 8,019 3,882 106.6
(@ Tl [N ] 1L 1 O 10,459 9771 7.0
(O] 11T 150 88 70.1
10 N 61,019 26,368 1314
Construction COMPIETEM ....ocvvvvverrvvrmrrnsiersmersssesssmssssssssssesssnees 1,301 1,004 29.6
BLI0] U NS 159,620 122,059 30.8
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Non-consolidated Balance Sheets

Hikari Tsushin, Inc.
August 31, 1998 and 1997

Thousands of
U.S. dollars

Millions of yen (Note 2)
Assets 1998 1997 1998
Current assets:
Cash and bank deposits (NOTE ). ¥ 9,320 ¥ 3041 $ 66,099
Marketable securities (NOteS 3 aNd 9)........ccmermmmrmsmmrssmesssisssmessssessnne 6,969 5,766 49,426
Notes and accounts receivable — trade:
Affiliated COMPANIES ...cc.cvvvrrirrssmirssrerssisssssesssessssssssssssssssssssssssssessns 840 716 5,957
[ 131 OO OO 18,121 12,151 128,518
Less: Allowance for doubtful aCCOUNTS........rvrivvvmmmssmssssssssssssssnisses (107) (66) (759)
18,854 12,801 133,716
Inventories (Note 4).... 1,443 4655 10,234
Short-term loans receivable 1,319 — 9,355
Short-term loans receivable from affiliated companies........c..cns 396 450 2,809
Prepaid expenses and Other CUrrent assetsS.........mmmmmmmmmmmmmmsssmiissenns 849 568 6,021
TOLAl CUITENT ASSELS ...ooovoveeeeeeeeeses st 39,150 27,281 277,660
Property and equipment, at cost:
4o RN 2,154 1,434 15,277
BUIlAINGS NG SEFUCTUIES.....ooccvrvvrrsnersssenssesssssssssssessssssssssssssssssssssssssssssssssesssees 2,127 1,608 15,085
Machinery and qUIPMENT.........cmmmmmmmmmsssisiinn, 611 330 4,333
Construction in progress 142 — 1,007
5,034 3372 35,702
Less: Accumulated depreCiation........... e (617) (363) (4,376)
Net property and €QUIPMENT ..., 4,417 3,009 31,326
Investments and other assets:
Investment SeCUtieS (NOTE 3) ....ovrrmrmirnmersmrsssmessssssssessssssssssresssees 4,837 2,810 34,305
Investments in affiliated COMPANIES ... 1,544 794 10,950
INVESEMENTS 1N CAPILAL...vvrvvrvvvrsrirrnrrssrerssessssssssserssssssssessssssssssss s 3,018 3,147 21,404
Lease deposits 5,430 3,822 38,511
INSUrance Premiums PAI ........cuvvemerrmmrrssmmsrsmmesssmesssssssssessssssssssssssssssssesssne 679 933 4,816
(@11 T=] g ) RN 1,773 1,003 12,574
Total investments and Other ASSELS........ s 17,281 12,509 122,560
B I0] =TI T =) £ ¥ 60,848 ¥ 42799 $ 431,546

See Notes to Non-consolidated Financial Statements.
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Thousands of
U.S. dollars

Millions of yen (Note 2)
Liabilities and shareholders’ equity 1998 1997 1998
Current liabilities:
Short-term 10aNS (NOLE 5. ¥ 2,900 ¥ — $ 20,567
Current portion of long-term debt (NOte 5).......ccccuerrienmirnsmenssiensns 2,952 — 20,936
Accounts payable — trade (NOE 9)........mmmmmmmmmmmmmmmssmne 4,994 5418 35,419
Accounts payable — other:
Affillated COMPANIES ..o 187 314 1,326
L ] 1 1 Y 1,323 3,703 9,383
Income taxes payable (NOLE B) ..., 3,914 2,791 27,759
Consumption tax payable.... 623 660 4,418
Other current liabilities.... 477 448 3,383
Total CUITENT IADITIES ..ooveeeeeeeeetetets ettt sssanes 17,370 13,334 123,191
Long-term liabilities:
Long-term debt (NOLE 5) ...c.ccvvvmvmimssmnssissssssssssssssssssssisssssssssssssssnens 10,960 490 77,731
Retirement benefits for dir@CtOrS ... 75 63 532
Other 10ng-term abIItIES ... 71 100 503
Total 10Ng-term abIlItIES ... 11,106 653 78,766
L0} = U o S 28,476 13,987 201,957
Contingent liabilities (Note 10)
Shareholders’ equity (Note 11):
Common stock, ¥50 par value:
Authorized — 118,029,600 shares in 1998 and
60,528,000 shares in 1997
Issued — 29,507,400 shares in 1998 and
19,671,600 Shares in 1997 .......crmmmmmmmmmsmmmsmsssssssnens 7,325 7325 51,950
Additional paid-in capital. 15,847 15,847 112,390
LEGAI FESBIVE...ccvesrerrivrrsssiesssssssssess s 211 62 1,496
REtAINEA BAMMINGS......ccoimerivrsissssissssisssssssssssssssssis s 8,989 5578 63,753
Total SharehOIdErs’ EQUILY.........ovrmrrererriernssiessmssssssssssssssssssssessssssssssssssseens 32,372 28,812 229,589
Total liabilities and shareholders’ QUILY ..., ¥ 60,848 ¥ 42799 $ 431,546
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Non-consolidated Statements of Income
Hikari Tsushin, Inc.
For the years ended August 31, 1998 and 1997
Thousands of
U.S. dollars
Millions of yen (Note 2)
1998 1997 1998
Net sales:
SAlES COMMUSSION w..vvvvvvvvveeessiesissssess s ¥ 97,300 ¥ 94687 $ 690,071
2 (010 10103 Y= Lo 61,019 26,368 432,759
CONSLIUCTION SAIES ....vvvvvvvveessiisisseess s 1,301 1,004 9,227
B I0) - U =] AT [T 159,620 122,059 1,132,057
Cost of sales:
COSt Of PrOAUCT SAIES ...oovvvvvcsrivvsivvsssrsssssssssssssssssssssssssssssssssssssssssssssns 73,960 71417 524,539
Cost of construction sales... 748 574 5,305
TOtAl COSE OF SAIES......ooocccivvvvveressisisssee s 74,708 71,991 529,844
LT 0L o] (0] 1 T 84,912 50,068 602,213
Selling, general and administrative EXPENSES......wmmmmmmmmmmmsmmmsmsmmmsmisssiiss 77,125 43,562 546,986
L@ 0L L] 0] 01| O 7,787 6,506 55,227
Other income:
Interest and dividends INCOME ..., 232 75 1,645
Gain 0N SAlE Of SECUNTIES .....vvuvvvvviviiviiiviiiisiisiisssssssssssssssssssssssssssssssssssssssssssssssss s 242 90 1,716
Royalty income 2,606 — 18,482
Rebate 254 223 1,802
Other expenses:
Interest expense and diSCOUNTS ON NOLES........vvvvmvvmiivnsissssmsssmssssissnnes (215) (36) (1,525)
L 0SS 0N SAlE Of SECUTHIES ...vocvvrvvvrrsrvresrenssserssssesssssesssssessssssssssssssessssssssssessssnes (68) (48) (482)
Devaluation Of SECUILIES ... (607) (65) (4,305)
(@14 T=T 0 4 1=] N 237 (18) 1,681
Income before iINCOME tAXES ... 10,468 6,727 74,241
Income taxes (Note 6) 5,419 3,529 38,432
Net income 5,049 3,198 35,809

See Notes to Non-consolidated Financial Statements.
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Non-consolidated Statements of Shareholders’ Equity

Hikari Tsushin, Inc.
For the years ended August 31, 1998 and 1997

Millions of yen

Number of Additional

shares of Common paid-in Legal Retained

common stock stock capital reserve earnings
Balance at August 31, 1996.........ccvmmmmmmmmmmmmmmmmsmmmsmmsmsssmssssssssssses 9,020,000 ¥2352 ¥10,874 ¥ 39 ¥ 2635
NEL INCOME ..ovvvvervsvveeessssssssssss s — — — — 3,198
Cash diviIdends PaId............mrmmmmmmmm — — — — (135)
Transfer t0 legal rESEIVE ... — — — 23 (23)
BONUSES TO IFECLOIS ..cocvvvvvvvesivrsssevnssirsssmesssssesssssssssssssssesssnesss — — — — 97)
Issuance Of COMMON SLOCK ... 700,000 4973 4973 — —
1.6-for-1 stock split (NOLE L11).....wvmmrmmrrrsmmrssnenssmnsssneenes 5,412,000 — — — —
1.3-for-1 stock split (Note 11) 4,539,600 — — — —
Balance at August 31, 1997... 19,671,600 7,325 15,847 62 5578
Net inCOMe ... — — — — 5,049
Cash dividends paid — — — — (1,279)
Transfer t0 [egal FESEIVE ... — — — 149 (149)
BONUSES 1O QIFECLOIS ..oocvvvcvvvesrvrrsevrssersssmesssssessssssssssssssssessssseees — — — — (210)
1.5-for-1 stock Split (NOtE L11)..cccvvrmmssssssssssssisssnisns 9,835,800 — — — —
Balance at August 31, 1998........ccc.mmmmmmmmmmmmmmmmmmmmmmmsmsmssssssssssne 29,507,400 ¥7,325 ¥15,847 ¥211 ¥8,989

Thousands of U.S. dollars (Note 2)
Additional

Common paid-in Legal Retained

stock capital reserve earnings
Balance at August 31, 1997 ... $51,950 $112,390 $ 440 $39,560
NET INCOME ..o — — — 35,809
Cash dividends Paid............cmmmmmmmm. — — — (9,071)
Transfer t0 legal rESEIVE ... — — 1,056 (1,056)
Bonuses to directors — — — (1,489)
1.5-for-1 stock split (Note 11).... — — — —
Balance at August 31, 1998............ $51,950 $112,390 $1,496 $63,753
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Non-consolidated Statements of Cash Flows

Hikari Tsushin, Inc.
For the years ended August 31, 1998 and 1997

Thousands of
U.S. dollars
Millions of yen (Note 2)

1998 1997 1998

Operating activities
LI L2 o0 0 4 ¥ 5,049 ¥ 3198 $ 35,809
Adjustments to reconcile net income to net cash

provided by operating activities:

Depreciation and amOItiZatiON ... 276 276 1,957
Provision for doubtful ACCOUNTS.......ccc.mrrmcrirnissmssssssssssissssssssssesssnees 41 36 2901
Loss on sale and disposal of property and equipmMeNt ... 51 (164) 362
Loss on devaluation of iNVeStMeNt SECUNLIES ...........vvvvvivvsssivssnssssisnsnen 520 57 3,688
(] 11 N 12 (6) 85

Changes in operating assets and liabilities:

Notes and accounts receivable ... (6,094) (5,261) (43,220)

INVENEOTIES ...ooovvvvvviivisvivvisvesssssssssessessess st 3,211 1,142 22,773
Prepaid expenses and Other CUrrent aSsets ... (280) (272) (1,986)
Accounts payable — trade (424) 657 (3,007)
Accounts payable — other (2,507) 2,230 (17,780)
INCOME tAXES PAYADIE.....vvsvvvrvrrerrrvssrvsssrssrsssssssssssssssssssssssssssssssssssssssnes 1,123 893 7,965
Other current liabilities (8) 679 (57)
Net cash provided by operating aCtiVItIes .......c.....cvrmermermmiessmersseessseesnne 970 3,465 6,880
Investing activities
Purchases of property and €QUIPMENT ..., (1,735) (643) (12,305)
Proceeds from sale of property and eqUIPMENt ... — 110 —
INCrease in 18aSe AEPOSIES ... (1,608) (2,151) (11,404)
Increase in investments securities, investments in affiliates,
and iNVeStMENtS N CAPITAL.......ovurvvemvrrrernsiersmeessesssmssssessssssssssssssssssnesss (3,168) (5,991) (22,468)
Purchases of marketable securities, net. (1,204) (3,330) (8,539)
L 1 1= RN (515) (833) (3,653)
Net cash used in INVESEING ACHIVILIES .......vvuvvmvrssmrimmsissississessesssesssssssssiens (8,230) (12,838) (58,369)
Financing activities
Increase in short-term 10ans reCeiVabIE ... (1,319) — (9,355)
Increase in DanK DOMTOWINGS. ... 2,900 — 20,567
Proceeds from 10Ng-term debt ... 14,024 490 99,461
Payments Of 10NG-TerM deDt.........c e (602) (700) (4,269)
Proceeds from issuance of COMMON StOCK..........cccuvivvvvmmrsssiiiisssnsessssinsssssssesss — 9,946 —
Decrease (increase) in loans receivable from affiliates...........mins 54 (450) 383
Cash diVIdeNds PAI...........cuviimmimmimssssss—————————————, (1,279) (135) (9,071)
L ] 11 (239) (105) (1,695)
Net cash provided by finanCiNg aCHIVItIES ........ccuvvvrmvrrmvessirnsiessmessssessssesssene 13,539 9,046 96,021
Net increase (decrease) iN CaSH ... 6,279 (327) 44,532
Cash at beginning of the year... 3,041 3,368 21,567
Cash at eNd Of the YA ... ¥ 9,320 ¥ 3,041 $ 66,099
Supplemental disclosures of cash flow information - S -
Cash paid during the year for:
41T =T RN ¥ 222 ¥ 36 $ 1,574
INCOME TAXES ..ovvvvssss s 4,087 2,591 28,986

See Notes to Non-consolidated Financial Statements.
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Notes to Non-consolidated Financial Statements

Hikari Tsushin, Inc.
August 31, 1998 and 1997

1. Summary of Significant Accounting Policies
(a) Basis of presentation

The Company maintains its accounting records and prepares its
financial statements in accordance with accounting principles and
practices generally accepted in Japan. The accompanying financial
statements have been prepared from the financial statements filed
with the Ministry of Finance as required by the Securities and
Exchange Law of Japan. For the purposes of this document, certain
reclassifications have been made to present the accompanying finan-
cial statements in a format which is familiar to readers outside Japan,
and statements of cash flows have been presented, although such
statements are not customarily prepared in Japan.

(b) Translation of foreign currencies

Current monetary assets and liabilities denominated in foreign
currencies are translated at the respective rates of exchange in effect
at each balance sheet date.

Revenue and expense items denominated in foreign currencies
are translated into yen at the rates of exchange prevailing when such
transactions were made.

(c) Marketable securities and investment securities

Listed marketable securities and investment securities are stated
at the lower of cost or market, cost being determined by the moving
average method. Unlisted securities are stated at cost determined by
the moving average method.

(d) Inventories

Inventories are stated at cost determined by the average cost
method.

(e) Property and equipment and depreciation

Depreciation of property and equipment is computed by the
declining-balance method in conformity with the Corporation Tax
Law of Japan.

Ordinary maintenance and repairs are charged to income as
incurred. Major replacements and improvements are capitalized.
(f) Deferred charges

Common stock issuance expenses, discounts on bonds and
bond issuance expenses are charged to income when incurred.
(g) Leases

Noncancelable lease transactions are accounted for as operating
leases regardless of whether such leases are classified as operating
leases or finance leases except that lease agreements which stipulate
the transfer of ownership of the leased assets to the lessee are
accounted for as finance leases.

(h) Retirement benefits

Employees of the Company are covered by a noncontributory
funded pension plan. The amount of retirement benefits payable
under the plan is determined on the basis of an employee’s length of
service and level of remuneration at the time of termination of
employment. It is the Company’s policy to charge to income the
annual payments made to the pension fund including the contribu-
tions for past service cost which is being amortized over a period of
5 years.

The Company also provides retirement allowances for directors
under the internal rule at the amount which would be required to
be paid if all directors covered by the plan voluntarily terminated
their employment as of the balance sheet date.

(i) Income taxes

The Company calculates and records income taxes currently
payable based on taxable income. Deferred income taxes are not
provided for timing differences between the recognition of income
and expense items for financial and income tax purposes.

2. U.S. Dollar Amounts

For the convenience of the reader, the accompanying financial
statements with respect to the year ended August 31, 1998 have
been presented in U.S. dollars by translating all yen amounts at ¥141
= U.S.$1.00, the exchange rate prevailing on August 31, 1998. This
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translation should not be construed as a representation that yen
have been, could have been, or could in the future be, converted
into U.S. dollars at the above or any other rate.



3. Marketable Securities and Investment Securities
Marketable securities and investment securities at August 31, 1998 and 1997 consisted of the following:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998
Current:
Marketable @QUILY SECUITIES.......uvrrrrrmirrimesssmerssmsssssssssmsssssssssssssssssssssssssssssssssssssssssssssssses ¥1,644 ¥1,298 $11,660
I L 11 O — 50 —
20 20 142
— 4,398 —
5,305 — 37,624
¥6,969 ¥5766 $49,426
Non-current: - -
Marketable €QUILY SECUNITIES. ... ¥4,684 ¥2 550 $33,220
(@1 g T=T G ToL U 1 [ 153 260 1,085
¥4,837 ¥2.810 $34,305
The book and related aggregate market values of current and non- investment securities, respectively, for which market prices are avail-
current marketable securities included in marketable securities and able, are summarized as follows:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998
Book Market Book Market Book Market
value value value value value value
Marketable equity securities included in marketable securities............. ¥1,644  ¥1,671 ¥1297 ¥1271 $11,660 $11,851
Marketable equity securities included in investment securities.............. ¥ 955 ¥ 650 ¥ 784 ¥ 760 $ 6,773 $ 4,610

4. Inventories
Inventories at August 31, 1998 and 1997 consisted of the following:

Thousands of

Millions of yen U.S. dollars

1998 1997 1998
¥1,358 ¥4,345 $ 9,631
64 308 454
21 2 149
¥1,443 ¥4,655 $10,234
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5. Short-Term Borrowings and Long-Term Debt

Short-term borrowings are generally unsecured borrowings from
banks. The interest rates for the years ended August 31, 1998 and
1997 ranged from 0.78% to 1.70%.

Long-term debt at August 31, 1998 and 1997 is summarized as
follows:

Thousands of

Millions of yen U.S. dollars

1998 1997 1998
¥ 9,398 ¥ — $66,652
700 — 4,965
300 — 2,128
490 490 3,475
1,000 — 7,092
2,024 14,355
13,912 490 98,667
LESS: CUITENE POTTION c.occvvrvvvvssvssssssssssssssisssssssssssssssssssssssssssssssssssssss s (2,952) — (20,936)

¥10,960 © ¥490

The Company issued 2.20% and 2.00% unsecured bonds with
warrants due 2001 in July 1998 and 1997, respectively, to purchase a
total of 270,841 shares of the Company’s common stock. At August
31, 1998, 270,841 warrants, which will expire through July 19, 2001,
to acquire the Company’s common stock at a defined exercise price,
remained outstanding.

Under the method of accounting for debt with detachable
warrants to purchase stock, the portion of the proceeds of debt
securities issued with detachable stock purchase warrants which is
allocable to the warrants shall be accounted for as a current liability
and shall be transferred to additional paid-in capital upon the exer-
cise of the warrants. When the warrants expire, they are reversed
and recognized as gain in the income statements. The portions of

$77,731

the proceeds allocated to warrants and long-term debt, based on
the relative fair values of these two securities, were ¥100 million

($709 thousand) and ¥1,490 million ($10,567 thousand), respec-
tively, excluding the discounts on the bonds.

As is customary in Japan, both short-term and long-term bank
loans are made under general agreements which provide that collat-
eral and guarantees (or additional collateral or guarantees, as appro-
priate) with respect to present and future indebtedness will be given
at the request of a lending bank, and that the bank shall have the
right, as the obligations become due, or in the event of default, to
offset cash deposited against such obligations.

The aggregate annual maturities of long-term debt subsequent
to August 31, 1998 are summarized as follows:

Millions of Thousands of
Year ending August 31, yen U.S. dollars
11999 e ¥ 2,952 $20,936
20000 o vvvesseeeesesseee e 3134 22227
200D .m0 4,802 34,057
2002 .o evetseeeessses s 2424 17,192
2003 AN TEIEAET . .ocvtvvversrvsesisssssessessssssesesssses s 600 4,255

¥13912 $98,667
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6. Income Taxes

The aggregate statutory tax rates for corporate, inhabitants’ and income differ from the statutory tax rates primarily because of the
enterprise taxes were approximately 47% and 51% for fiscal years effect of timing differences in the recognition of certain revenues and
1998 and 1997, respectively. expenses for tax and financial statement purposes and the effect of

The effective tax rates in the accompanying statements of permanently nondeductible expenses.

7. Retirement Benefits
The net assets of the pension plan at August 31, 1998 and 1997 were as follows:

Thousands of

Millions of yen US. dollars
1998 1997 1998
¥36 ¥32 $255
8. Leases
The following pro forma amounts represent the acquisition would have been reflected in the balance sheet and the related
costs, accumulated depreciation and net book value of leased prop- statement of income if finance lease accounting had been applied to
erty as of August 31, 1998, and the related depreciation expense the finance lease transactions currently accounted for as operating
and interest expense for the year ended August 31, 1998 which leases:
Millions of yen
Machinery and
equipment Other Total
ACGUISIEION COSES ..vvrvvrrevrsrerssssssssssessssesssssssssssssssssssssssssssss s ¥479 ¥90 ¥569
Accumulated depreciation 369 61 430
Net book value ¥110 ¥29 ¥139
Millions of Thousands of
yen U.S. dollars
Depreciation expenses.... ¥114 $809
Interest expenses....... ¥114 $809
Future minimum lease payments subsequent to August 31, 1998 summarized as follows:
for finance lease transactions accounted for as operating leases are
Millions of Thousands of
Year ending August 31, yen U.S. dollars
L ¥87 $617
2000 AN TNEIBATLET ...vvvervvverssersivesesssesssessssess e85 52 369
¥139 $986
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9. Pledged Assets

The assets pledged as collateral for accounts payable, which amounted to ¥1,387 million ($984 thousand) at August 31, 1998, were as follows:

Millions of Thousands of
yen U.S. dollars
TIMIE ABPOSITS wvvvvvrevvvssvvssersssvsssssssssssssssssessses 5555055851500 ¥705 $5,000
MAIKETADIE SECUITTIES vocvvvvsvvvvsvvvessisesssssssssssssssssssssssssssss s ssss 515155 20 142

10. Contingent Liabilities
The Company has contingent liabilities to guarantee the lease
obligations of its customers for office automation equipment to lease

companies. Such obligations amounted to ¥2,201 million ($15,610
thousand) at August 31, 1998.

11. Shareholders’ Equity

In accordance with provisions of the Commercial Code of lapan,
the Company has provided a legal reserve as an appropriation of
retained earnings. The Code provides that neither additional paid-in
capital nor the legal reserve is available for dividends, but both may
be used to reduce or eliminate a deficit by resolution of the share-
holders or may be transferred to stated capital (common stock) by
resolution of the Board of Directors.

Under the Commercial Code of Japan, the Company may, at
any time, split the number of shares in issue into a greater number
of shares by resolution of the Board of Directors if (i) the aggregate

par value of the shares in issue after the stock split does not exceed
the balance of the common stock account, and (ii) the net assets of
the Company at the latest balance sheet date divided by the number
of shares in issue after the stock split are at least ¥50 per share.
Effective October 18, 1996, April 18, 1997, and October 17,
1997, the Company made 1.6-for-1, 1.3-for-1, and 1.5-for-1 stock
splits, respectively. The Company'’s stated capital was not affected
by these stock splits. The number of shares and the related per
share amounts have not been restated retroactively to reflect the
stock splits.

12. Amounts per Share

Amounts per share of net income and shareholders’ equity, as
presented below, are based on the weighted average number of
shares of common stock outstanding during each year and the num-

ber of shares of common stock outstanding at each balance sheet
date, respectively.

Yen US. dollars

1998 1997 1998
INET INCOIME covvrvvvversserssssssesssssss s ¥ 171.10 ¥184.43 $1.21
SNATENOIAEIS" EOUILY w.cvvvvssvvvvvvrssirsssersssssssssssssssssssssssssssssssssssssssssssssssssssssssssssoss s ssssssssssssss 1,097.10 1,464.66 7.78

Per share amounts assuming full dilution as of August 31, 1998
and 1997 are not provided because the effect of the common stock
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13. Derivative and Hedging Activities

With respect to the LIBOR + 0.45% secured bonds in Swiss
francs due 2002, the Company has entered into currency swap con-
tracts to reduce its exposure to adverse fluctuations in foreign
exchange rates and interest rates and to fix the amounts of its oblig-
ation related to the redemption of the principal and the payment of
the related interest. As a matter of policy, the Company does not
speculate in derivative transactions.

The Company uses these contracts to manage its exposure to
foreign exchange rate and interest rate risks. The Company is not
significantly impacted by market risk related to the derivative

transactions because they are used to manage risk and, therefore,
their effects on income are inverse to the effects of the underlying
hedged transactions. The Company does not anticipate nonperfor-
mance by any of the counterparties to the above transactions, all of
whom are domestic financial institutions with high bond ratings.

In accordance with the Company'’s policy, derivative transactions
are entered into by the Finance Department and then controlled by
the Accounting Department. Each department’s duties are segre-
gated for internal control purposes and thus each department acts as
an independent entity.

14. Litigation

The Company is acting as an agency for Daini Denden KK.
(“DDI”) which provides services for long distance telephone calls
and installation of the related adaptors (“DDI adaptors”) for tele-
phone lines. The Company has entrusted a portion of this business
to its agents.

In connection with this entrusted business, the Company has
been named as a defendant by two former agents who are claiming
unpaid commission from the Company in the aggregate amount of
¥548 million ($3,887 thousand) in a lawsuit filed with the Tokyo
District Court. Under the agency contracts with the plaintiffs, com-
mission should be valid when the users of DDI are available for
DDI's services after the installation of the DDI adaptors by the plain-
tiffs. However, the Company paid commission to the plaintiffs when
the users applied for DDI services in order to finance their business.
As a result, since the Company kept the recourse rights to the com-
mission paid when DDI's services were not available because of the
cancellation of applications or the deinstallation of the DDI adaptors,
any commission corresponding to such invalid applications was offset
against the amount to be paid as the next installment of commission.

The plaintiffs have asserted that this type of offset was invalid

from the viewpoint of unfairness, misleading representation, etc. The
Company intends to vigorously defend this claim because the asser-
tion of the plaintiffs has no reasonable basis. Because this case is still
at a preliminary stage, the ultimate outcome cannot presently be
determined.

The Company also has been named as a defendant by the rep-
resentative of one of its former agents (stated above) who is claiming
damages amounting to ¥884 million ($6,270 thousand) in a lawsuit
filed with the Tokyo District Court. The plaintiff has asserted that, as
a shareholder, he should have received new shares issued by the
Company in February 1996; however, he incurred damages related to
not having been allocated new shares claiming that the Company had
made a mistake in its legal procedures for the issuance of the new
shares. The Company intends to vigorously defend this claim because
(1) the plaintiff is considered to have confused the allocation of new
shares to third parties with the issuance of new shares to sharehold-
ers, (2) the plaintiff has no reasonable evidence to support his asser-
tion, and (3) the Company made no mistakes in the legal process of
issuing the new shares. Because this case is still at a preliminary stage,
the ultimate outcome cannot presently be determined.

15. Subsequent Event

The following appropriations of retained earnings, which have
not been reflected in the accompanying financial statements for the

year ended August 31, 1998, were approved at a shareholders’
meeting held on November 26, 1998:

Millions of Thousands of
yen U.S. dollars
Cash dividends (¥50 = U.S. $0.35 PEI SNAIE) ....cccrvmmmmmmiissimsmissssisessisssssessississsssssssssssssssssssssssssssssnsiens ¥1,475 $10,461
TTANSTET TO IEFAI TESEIVE ..ocvrrvvrvessvvssevesseessessssssssssssssssssssesssssesssss 55558588 178 1,262
BONUSES TO QITECTOIS....vvvvvvrecciiivvssveessssssisssssses s ssssssssssssssss s ssssssssss s s ssssssss s tvss 300 2,128

On September 10, 1998, the Company issued 2.475% unse-
cured bonds due 2001, which amounted to ¥2.5 billion ($17.7
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million), to finance its repayment of bank borrowings.



Report of Independent Auditors

i” SHOWA OTA & CO- & Certified Public Accountants & Phone:03 3503-1100

ERNST & YOUNG INTERNATIONAL Hibiya Kokusai Bldg. Fax: 03 3503-1197
2-2-3, Uchisaiwai-cho
Chiyoda-ku, Tokyo 100-0011
C.P.O. Box 1196, Tokyo 100-8641

The Board of Directors
Hikari Tsushin, Inc.

We have audited the balance sheets of Hikari Tsushin, Inc. as of August 31, 1998 and 1997, and the related statements of income, share-
holders’ equity, and cash flows for the years then ended, all expressed in yen. Our examinations were made in accordance with auditing stan-
dards generally accepted in Japan and, accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the financial statements referred to above present fairly the financial position of Hikari Tsushin, Inc. at August 31, 1998 and
1997, and the results of its operations and its cash flows for the years then ended in conformity with accounting principles generally accepted in
Japan applied on a consistent basis.

The U.S. dollar amounts in the accompanying financial statements with respect to the year ended August 31, 1998 are presented solely for
convenience. Our examination 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 2 to the financial statements.

S5 howa Ofa s Co,

November 26, 1998
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Hikari Tsushin, Inc.
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Number of Shareholders
4712
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The Sumitomo Trust & Banking 911

Co,, Ltd,, Tokyo Main Office
1-4-4 Marunouchi, Chiyoda-ku,
Tokyo, 100-0005

Tel: (03) 3286-1111

Retail Outlets
532 throughout Japan
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August 31

Head Office

22F Ohtemachi Nomura Bldg.
2-1-1 Ohtemachi, Chiyoda-ku,
Tokyo, 100-0004

Tel: (03) 3510-2300
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URL: http://www.hikari.co.jp
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