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Profile

Established in 1959, Daishinku Corp. (KDS) is now one of the
leading quartz device manufacturers in the world. From growing
synthetic quartz crystals to manufacturing quartz devices, KDS
offers products that are designed and marketed worldwide by a
dedicated and skilled workforce.

KDS products are delivered worldwide through three sales officesin
Japan and seven subsidiaries overseas. The Company continues to
expand its key markets—telecommunications, audiovisuals,
automotive, and consumer electronics—by meeting everyone’s
needs.

As Information Technology (IT) develops and becomes more and
more a part of our daily life, KDS will continue to support this
electronics society with our quartz devices to ensure customer trust
under the policy of “reliance”.

Einancial Highlights

[Million of Yen]
For TheYear 2003 2004 2005
Net Sales 31,513 30,225 34,763
Operating Income -2,717 1,673 1,635
Net Income -12,757 1,659 885
At Year - End
Total Shareholders Equity 25911 29,981 29,959
Total Assets 65,347 61,001 56,220
Per Share of Common Stock [Yen]
Net Income -317.31 40.37 194
Cash Dividends - 4.00 5.00
Shareholders equity 645.85 672.83 679.26

Note: U.S. dollar amounts are calculated at an exchange rate of JPY 107 to US$1.

Thousand of U.S. Dollars

2005
324,889
15,282
8,275

279,990
525,423

U.S. Dallars
0.18
0.05
6.35



Profile
- rrrrrrim

Company Group
Products
Yy »;—
[ Consolidated subsidiaries ( Sales offices) ]
DAISHINKU (HK) LTD.
SHANGHAI DAISHINKU INTERNATIONAL
TRADING CO. LTD. >
DAISHINKU (AMERICA) CORP.
Product supply DAISHINKU (SINGAPORE) PTE. LTD. Products
DAISHINKU (DEUTSCHLAND) GmbH
HARMONY ELECTRONICS CORP.
@ Supply of products TAIPEI SALES OFFICE 4
= in process and . .
z purchase of products [ Consolidated subsidiary ] A Product supply Products
g < HARMONY ELECTRONICS CORP. >
S Supply of materials & 2
0 B ) . products in process (o)
g o Supply of products [ Consolidated subsidiary ] and purchase of products g
= in process HARMONY ELECTRONICS (SHEN ZHEN) CO.LTD. Products 1]
'E‘ HARMONY ELECTRONICS (THAILAND) CO.,LTD. > 8
5 Supply of products ) o ) )
in process and [ Consolidated subsidiaries ( Manufacturing companies) |
purchase of products PT. KDSINDONESIA
Supply of products TIANJIN KDS CORP.
in processand [ Consolidated subsidiary ]
purchase of products
< 4 KYUSHU DAISHINKU CORP.
.| g
£g | Castdty [ Non-Consolidated subsidiary |
O 2 | Insurance service
— f ]
- 4 L
Sales Composition By Business Segment Sales Composition By Geographical ment
188 1417
Million of Yen Million of Yen
Crystal product business @ Other businesses |Japan @ Asia ONorth America O Europe




For Shareholdersand Investors
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Sohei Hasegawa President

For Shareholders and I nvestors

The structura reform implemented in fiscal year 2001 was designed to change our management
practices from the conventional analog to digital. Since then, we switched our main force from lead-
type products to surface mount products, and took advantage of dl the opportunities to create a
powerful management system with no waste.

This fisca 2004, we focused on new product development, as well as miniaturization and high
precision of crystal oscillators, crystal resonators, and tuning-fork crystals. Following this, our
shares for the markets of high functional mobile phones and automotive—where installation of
electric equipment is growing—have enlarged. New products, mainly the size of 3.2*2.5 increased
this year, which marked sales ratio of 27.5%, up 4.8 points from the previous year.

The expansions of these new products have surely brightened the future of the Company. At the
same time, the decrease in interest-bearing debt and reduction in total assets both ameliorated our
management practices this fiscal year.

1. Increased year-end dividend

We omitted the interim dividend for this fiscal 2004, but we increased the year-end dividend by
¥1 to ¥5 per share.

2. Purchased Company’ s own shares
As aresult of action by the directors held on July and October 2004, the Company purchased a
total of 895,000 stocks. In line with this purchase of our stock and dividend increase, we paid out
appropriate profits to our shareholders.

3. Enhanced production capability of TCXO (Temperature Compensated Crystal Oscillator)
We enhanced the production capability of TCXO, which only took small shares despite the size of
the big market. By adopting a design that enables efficient production, we were able to ensure
profitability under a highly competitive TCXO market.
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“Mediumterm Strategy”

Based on the core technologies of household appliances, new networking products are being
introduced. And as the Internet and mobile phones integrate, these networking products will expand
even more. We can surely expect high demands from the conversion of analog to terrestrial digital
broadcasting. Also, the diffusion of broadband, evolution of IT under ubiquitous network society,
and expansion of automotive electronics (along with ITS), will definitely enlarge the size of the
market.

For these new equipment and systems that are released to the market one after another, we shall
respond by focusing on product development for miniature, high frequency, high precision, high
reliability, and eco-friendly (Pb free and power-saving). Meanwhile, we will work hard to enlarge
the sales of high-value added products, in line with the improvement of product mix and cost
reduction measures for enrichment of our management.

KDS Products



Sales by Product
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1. Crystal Resonator 2.Tuning fork crystal Resonator

Crystal Resonator is a quartz crystal, which consists Tuning fork crystd is a resonator, which covers low
of an excellent precision, high stability, and high frequency area of kHz band. Typical frequency
frequency at MHz band. This product is used in AV 32.768kHz product is often used as a clock standard.
equipment, automotive electronics, and other Fiscal 2004 recorded sales of ¥5,205 million (up 5.2%
electronic equipment. Fiscal 2004’ s sales recorded from the previous year). Using its characteristic of
¥10,866 million (0.7% up from the previous year). battery friendly, tuning fork crystals are now used in
Along with the development towards digitalization, system clocks of mobile equipment.

surface mount crystals are widely used but lead-type
models—often used in analog equipment—are 55,
decreasing.

Million of Yen

Crystal resonators @ Tuning fork crystal resonators
O Crystal applied products O Others

3. Crystal applied products
Crysta applied products can be classified into crystal oscillators, crystal filters, and optical quartz products. This
fiscal year, crystd filters and optical quartz products declined, but crystal oscillators picked up and marked 24%
increase. As aresult, the overall sales for crystal-applied products recorded ¥12,825 million (up 10.6% from the
previous year).
1) Crystal Oscillators
Crystal oscillator is adevice that incorporates an I1C drive, which creates specific frequency. There are three
types of oscillators: SPXO (Simple Packaged Crystal Oscillator), TCXO (Temperature Compensated Crystal
Oscillator), and VCXO (Voltage Controlled Crystal Oscillator).
SPXO: Used in clocks of microcomputers. Alike crystal resonators, it is used in various applications.
TCXO: Used as a standard for transmission frequency of mobile phones. Recently, TCXO’ s application has
expanded to GPS function.
VCXO: Used to adjust the differences in clock frequencies, which arise when passing digital signals. VCXOs
are usually applied for modems and digital AV equipment.

2) Crystal Filters

Crysta Filter is adevice that permits the passage of asignd at a specific frequency, while blocking the passage
of signas at other frequencies. This product is used in radio communications equipment including mobile
phones, but along with the mainstream of direct conversion system, the market is shrinking.

3) Optical Quartz Products

Optical quartz product is adevice, which use crystal s double refraction and other optical characteristics, as
well as physicaly stable property. Optica low-pass filter, which are combined with DSC and other imaging
device has the ability to reduce undesirable digital artifacts in the images produced through a pickup device.
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Sales by Market
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Sales performance by Application
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Telecommunications O AV OPC O Car Electronics @ Amusements O Clocks ® Others

Moabile Communications
The mobile phone market is a universaly huge market with production over 600 million sets per year.
According to the sales breakdown by application, mobile phones mark 24.9% of our sales. Apart from calling
and communication functions, mobile phones now have cameras, TVs and are RFID equipped. Therefore,
numbers of quartz devices used are increasing.

Audiovisuals and Amusements

Flat-screen TV, DVD recorder, and other digital equipment are diffusing in place of conventional analog
equipment. But this fiscal year, these products entered a period of inventory adjustments and set pricing fell.
As aresult, the supply-demand balance for the products did not match.

PC

Motherboards, monitors, recording head controls, HDDs, and many other periphera equipment contain
crystals. Universally, this year's PC production was good. And laptops—our area of focus—marked great
saes. Consequently, the demand of KDS products for PCs rose, and sales composition expanded to 17.5%.
Sales for portable music players were aso attributable to this fidd' s increase.

Automotive Electronics

Crystas are applied to power train systems (engine control unit, etc.), driver ability controls (ABS, etc.), body
control systems (keyless entry system, etc.), and telematics (car navigations, etc.) of automotive. Automotive
electronics require high rdiability. Thus, if we pass the rigorous test, we can surely expect stable acceptance
of order for the future. The increasing sophistication of automative electronics has upsurged our sales by
12.2%, and sales composition ratio reached 14.3%.
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Research and Development

Research and development expense for this fiscal year was ¥1,413 million. KDS focused on new
product development. And as a result of reinforcing personnel, R&D expense increased ¥230
million from the previous year. For the sophisticated electronics equipment, quartz devices must
respond with miniature, low profile, and high frequency features In line with this trend, our
response for tighter worldwide environmental standards is also essential. KDS finds the
importance of customer-oriented organization and developed new products according to our

customers needs.

v &

DS0221SV

DS0321SV

N
ﬁ‘f{%k $ Ef;jﬁmi

DSA/DSB221SA

DSO221SV is the world’s smalest crystal oscillator
(2.5*2.0r0.82mm), often known as 2520 size. Power
consumption is reduced by 20%, in comparison with the
conventional model. The product is usually applied for
mobile phones and other miniature mobile equipment.

DSV321SV is the world’s smallest voltage controlled crystal
oscillator (3.2*2.5*1.1mm), often known as 3225 size.
Usually, frequency-shifting level shrinks as product is
miniaturized, but we have found a solution to this problem
with our design technique. This product is usually used for
DVDs and digital AV equipment.

DSA/DSB221SA is the world’s smallest 2520 size TCXO.
With our miniaturization technique, we can offer this product
for multi-functioned mobile phones. And with the progress of

high frequency characteristic, the product can also be used for
GPS functions.
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The beginning of this fiscal year started off strong, drawn by demands from the Olympic games, and the rapid
rise of U.S. and Chinese economy. However around mid-term, incidents like natural disasters, complicated
Mideast situation, and high price of crude oil gave rise to intensified uncertainty about the future.

Demands for digital household appliances slowed down after the Aympic games, followed by inventory
adjustments of mobile phones in China, the product demand for second half of the year entered a correction
phase.

Under such circumstances, KDS worked proactively by focusing on development, production, and sales of
tuning-fork crystals and other miniature devices. In addition, we expanded our market for advanced-mobile
phones and sophisticated automotive electronics.

As a result, our consolidated sales for fiscal year 2004 increased 15.0%, to ¥34,763 million. For the latter
haf-year, intengfication of price competition in the market dropped our operating profit by 2.3%, to ¥1,635
million. Meanwhile, last year’ s exchange loss, which amounted ¥922 million turned to exchange gain of ¥201
million for this fiscal year. Recurring income were up 227.6%, to ¥1,220 million. Current income fell 46.6%,
to ¥885 million, since there were no extraordinary gains like daiko-henjo.

Sales performance by geographical region

Millionof Yen % 1) Japan
Affected by intensified price competition, the sales

00w r 1 %% pricing for DSC dropped and the performance of
570 506 optical quartz devices remained roughly flat
. = 160 compared with last year. As for TCXO, we
40000 | 07 3 increased production capacity, and as TCXO
1 400 started its supply for FOMA (brand name for the
) 3G service offered by NTT Docomo Japan),
20000 F product shipment for overseas manufacturers also
1 200 increased. Sales in Japan raised 0.5% to ¥16,434
million. This was a result from adjustments of
o . . . . 00 digital household _ appliances. Operating income
001 o o003 2004 005 decreased ¥515 m|II|en, (dewn 23._7%) to ¥1_,§55
million, mainly from intensified price competition

|Japan D Asa North America 1 Europe —#— Overseas Sales Ratio | from the market adjustment.

2) Europe

Although mobile phone shipments decreased from production transfer to Asia, sales in Europe totaled ¥1,391 million, up
¥135 million (10.7% increase) from the previous year and operating income amounted to ¥64 million (last year recorded
¥113 million loss). These increases were largely owing to an expansion in shipments of flat-screen television and
automotive electronics.

3) Asia

In China, despite continued adjustments for overstocking of mobile phones, demands for computers advanced favorably,
mainly in Taiwan. In addition, portable music players became widely popular. Sales for Asia amounted ¥14,023 million,
up ¥4,162 million (42.2% increase) from the previous year, attributable to strong results of OA and watchesin Hong Kong
and China. Operating income was¥945 million, up ¥532 million (129.1% increase) from the previous year.

4) North America

Production of automobiles decreased, but our products for automotive electronics were relatively firm. Our sales for North
Americatotaled ¥2,915 million, up ¥167 million (6.1% increase) from the previous year and operating income amounted to
¥12 million (previous year recorded ¥1 million) owing to shipment increase for rear-projection television.
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Financial Condition

The Company’s total assets for fiscal year 2004 totaled ¥56,220 million, down ¥4,870 million
from the previous year.

Current assets fell ¥2,889 million, to ¥27,726 million. Current liabilities decreased ¥2,896 million,
to ¥8,945 million. Short-term investments increased ¥2,506 million, but cash and cash
equivalents decreased ¥6,116 million, attributable to a ¥3,335 million in repayment of convertible
bonds and a ¥5,523 million in repayment of long-term debt.

Fixed assets totaled ¥28,495 million, down ¥1,981 million. This was due mainly from refraining
of capital investment, decline in depreciation, and sale of investment securities. Fixed liabilities
amounted to ¥14,853 million, down ¥2,589 million. This result was attributable to ¥5,101 million
decrease in long-term debt, while there was a ¥2,700 million increase in bond issue.

Equity section amounted to ¥29,959 million, down ¥22 million, owing to repurchase of common
stock.

At the end of fiscal 2004, repayment of long-term debt and redemption of convertible bonds
Slashed our interest-bearing debt.

Cash Flows

This fiscal year, bond proceeds advanced but at the same time, ret income declined and the cost
of repayment for long-term debt increased. As a result, cash and cash equivalents for fiscal 2004
totaled ¥9,907 million, a ¥2,553 decrease from the previous year.

Net cash used in operating activities amounted to ¥2,588 million, down ¥885 million (25.5%
down) compared with the previous year. This result is mainly attributable to decrease in income
before income taxes and others.

Net cash used in investing activities totaled ¥303 million, up ¥1,165 million from the previous
year. The primary factor for this was increase in sale of investments in securities.

Net cash used in financing activities amounted to ¥5,227 million negative, which is¥633 million
increase (up 10.8%) from the previous year. This result is owed to an increase in funds due to an
increase in bond issues, despite the increase in repayment of long-term borrowings.
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Capital I nvestment and Depreciation

In Fiscal 2004, we invested ¥1,460 million as
equipment introduction to our plants. This
investment was aimed for production increase
of miniature products, including miniature
oscillators, optical quartz devices, and
chemically processed tuning fork crystals.

As aresult of this investment, we were able to
increase the production capability for miniature
crystal resonators by 60%, TCXO by 80%, and
chemically processed crystal resonators by
100%.

Capital investment for the year totaled ¥1,461
million, a ¥121 million decrease from the
previous year. Depreciation aso decreased
¥289 million, and amounted to ¥2,786 million.

DSA/DSB321SC(3.2¥2.55ze TCXO)

Capital investment Depreciation
Million of Yen Million of Yen
4,500 4,500
3,013 3,961 3,937
3,396 3,402
3075 5 786
3,000 3,000
2,345
1,582 1,461
1,500 1,500
0 0
'01.3 '02.3 '03.3 '04.3 '05.3 '01.3 '02.3 '03.3 '04.3 '05.3
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Quartz Crystal
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SPXO Roadmap

<Technology>

5032 (5* 3.2* 1.4max-

2520 (2.5* 2.0 1.1max)

L ow power
consumption
I dd 70% down)

(

TCXO Roadmap

<Technology>

- 5032 (5*3.2* 1.5 max)
{ Low power consumption

{ Low noise
(4*2.5%1.2max)
~ Low power consumption

/ .
' Low noise

5*3.2*1.2max
2-port outputs/ Temp. Sensor / *9 PLL OUTPUT

11



Quartz Crystal

Number of crystal components used in major applications

o
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)

\ Mobile Phone

-Clock function

-Camera application

3to 5 pieces

-Radio frequency -Filter functiom

Crystal Oscillators

\Automotive Electronics

-Telematics -Body control
-Drive ability control

-Powertrain, etc

15 to 40 pieces

Monolithic Crystal Filters

-Tuner

-Clock function, etc

5t0 15 pieces

Crystal Resonators

-Visual application
-Computer Application
-Clock function, etc

3to 4 pieces

SMD Crystal Resonators

i OM

\DSC

-Image capturing device
-Computer Application

-Clock function, etc

4t0 5 pieces
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Optical Quartz Products

*Number of component used in each application are all estimated
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IMillion of Yenl [Thousand of U.S. Dollars]
For The Year 2001 2002 2003 2004 2005 2005
Net sales 48,032 32633 31,513 30,225 34,763 324,889
Crysta product business 40,771 28718 27,004 29,826 34575 323130
Super precision processing of raw material 6,437 3383 3,751 - - -
Others 82 50 758 399 188 1,760
Cost of sales 38,771 30,183 28,420 23342 27,400 256,071
Gross profit 9,260 2449 3,093 6,883 7,363 68,818
Sdlling,genera and administrative expenses 5,681 5,960 5,810 5,210 5,728 53,536
Operating Income 3578 -3510 -2,717 1,673 1,635 15,282
Income before income taxes and minority interests 4,501 -249% -3,978 372 1,221 11,408
Net Income 2,226 -3949 -12,757 1,659 885 8275
Capita investment 3913 33% 2,345 1,582 1461 13652
Depreciation and amortization 3961 3937 3,402 3,075 2,786 26,038
Overseas Sales 21,072 16,532 15,550 17,295 20,734 193,772
Overseas Sales Ratio(%) 43.9 50.7 49.3 57.2 59.6 -
Return on Equity(%) 52 -101 -39.2 5.9 3.0 -
Total Assets 82,520 77882 65,347 61,091 56,220 525,423
Tota Shareholders’ Equity 42,822 39111 25911 290,981 29,959 279,990
Equity Ratio(%) 51.9 50.2 39.6 49.1 533 -
[Yen] [U.S. Dollarg]
Net Income per share 55.83 -9805  -317.31 40.37 19.4 0.18
Cash Dividends per share 800 2.00 - 4,00 500 0.05
Shareholders' equity per share 1062.92 971.20 645.85 672.83 679.26 6.35
Ordinary Profit Net Income & ROE Total Assets & Equity Ratio
Million of Yen Million of Yen % Million of Yen %
5,000 T, 4,000 r 1 100 100,000 4 100.0
! 4,501
2,226 1,659
82,520
0 00 80,000 [ 1 80.0
2,500 r 65,347
61,091
1,221
4,000 100 60,000 60.0
372
0
40,000 40.0
2001 2 2004 2005 -8,000 200
20,000 20.0
2,500 | -12,000 -30.0
-2,496
0 0.0
-3,978 -16,000 -40.0 2001 2002 2003 2004 2005
-5,000 - Net Income —— ROE Total Assets —@— Equity Ratio
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March 31, 2005

Issued Common Stocks Shares 45,246,212
A securitiegstock] exchange Osaka Exchange
Number of shareholders 6,406

Major Shareholders

Number of Shares Percentage of
(Thousands)  Total Sharesin Issue

Japan Trustee Services Bank T. 3423 757
Hasegawa Fukushikai 3,000 6.63
Sohel Hasegawa 1717 380
Osaka Securities Finance 1384 3.06
Bank of Tokyo-Mitsubishi 1,240 274
Master Trust Bank of Japan, T. 1222 2.70
Morgan Stanley International 1,153 255
Dai-Ichi LifeIns. 1,016 2.25
Nippon Life Ins. 1,003 222
Sumitomo Life Ins. 630 139
Shareholder Breakdown
Number of Number of Shares Percentage of
Shareholders (Thousands) Total Sharesin Issue
Individuals and Others 6,147 23,066 52.24
Financid Indtitutions 29 12,135 27.49
Foreign Investors 31 3420 7.75
Other Corporation 173 4524 10.25
Securities Companies 26 1,001 2.27
Total 6,406 44,146 100
Sock Price Trading Volume Shares
Yen Thousands
800 6.000
5,282
600 -I_
|: 'T 4,000
2,391
400 |i I & O b0 ¢ 2,285
P 2000 1,802 1 808 2,040l s 1,683 1,9371,872
1,473 1,174 |
200
0

2004.4 5 6 7 8 9 10 11 12 2005.1 2 3

20044 5 6 7 8 9 10 1 12 20051 2 3
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