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BACKGROUND TO FINANCIAL RESULTS FOR FISCAL 2000
(YEAR ENDED MARCH 31, 2000)

1. Management Policy

NEC Corporation (NEC) is dedicated to establishing itself as a company that sets standards in
global excellence through the pursuit of its corporate philosophy in which, “NEC strives
through C&C, or the integration of computers and communications, to help advance societies
worldwide toward deepened mutual understanding and the fulfillment of human potential.”

Issues to Be Faced

In the pursuit of this goal, NEC is focusing its management resources on the Internet solutions
business field to promote growth for the company through a new and flexible operational
structure. In view of changing global competitive pressures and market environments, the
company made a decision in April 2000 to reorganize itself into three in-house companies
focused specifically on each of NEC’s core markets: NEC Solutions, NEC Networks and NEC
Electron Devices. At the same time, NEC introduced a company officer system and reduced
the number of directors, aiming to promote clearer lines of responsibility and increase
management transparency, as well as accelerating decision-making.

As NEC enters its second century, the company intends to complete the management reforms
it has undertaken, extend these measures throughout NEC Group companies and further
promote business operations based on the Internet business model. To achieve these aims,
NEC will:
- Position its business operations as perceptive Internet solutions providers;
-  Promote the global competitiveness of NEC based on a global business strategy that fully

integrates approaches to the domestic and overseas markets;
- Implement reforms of NEC’s group strategy and structure, which will include such

measures as the listing of subsidiary companies; and
- Continue to strengthen the skill sets of every employee.

NEC believes that society will develop into an Internet society based around and interacting
with the company’s three core markets: the corporate and consumer market, the network
operator market and the electron devices market. While the company’s core markets will see
expansion as a result of the increasing pervasiveness of the Internet, the same trend will also



produce many new business opportunities. NEC intends to aggressively exploit these new
business opportunities and establish itself as a “high value global corporation” through a well-
balanced effort to increase shareholder value, customer value and employee value, in order to
fulfill the expectations of its shareholders.

Dividend Payment Policy

NEC’s basic dividend policy is to pay a consistent amount in dividends each year, collectively
taking such factors as profitability, operating environments, outlook for business performance
and payout ratio into consideration, to determine the dividend for the fiscal year.

In fiscal year 2000 (year ended March 31, 2000) solid performance in the company’s personal
computer, cellular telephone and electron device businesses contributed to an increase in
NEC’s net sales and ordinary profit. However, in order to ensure improvements in future
performance, NEC is undergoing a radical reform that incurred non-recurring losses of 248.2
billion Yen for the restructuring of its core business structure and affiliate companies as well
as for other non-recurring events. As a result, the dividend payment for fiscal year 2000 (year
ended March 31, 2000) will be 6 Yen per share (including an interim dividend payment of 3
Yen per share). In fiscal year 2001 (year ended March 31, 2001), NEC will endeavor to
improve its business performance in order to increase dividend payments.

Year 2000 Issues

The Year 2000 issue was taken as a serious matter by NEC’s management and was dealt with
on a corporate-wide basis. Although issues emerged with some products, which caused some
inconvenience, NEC was able to minimize the impact through close cooperation with its
customers. Internal information systems, production equipment and other systems, however,
saw no major impact whatsoever.

2. Business Results

The Situation during Fiscal Year 2000 (year ended March 31, 2000)

During the period, the domestic economy showed a mild recovery as exports increased with
the recovery of Asian economies in addition to a revival in corporate capital expenditures and
public investments in the Japanese economy that overwhelmed the negative effects of
lackluster spending by Japan’s consumers. In the United States, the economy continued to
grow despite some uncertainties for the future, while European economies saw deceleration of
growth change to expansion. Asia, meanwhile, has seen dramatic economic recovery.

In the electronics industry, growth continues in the personal computer and cellular telephone
markets. The semiconductor and liquid crystal display (LCD) businesses also saw growth but
the communications equipment industry suffered from constrained investments by network
operators in Japan.

More follows



Under these circumstances, NEC announced a focusing of its management resources on its
Internet solutions businesses and strove to market new competitive products on a timely basis
to meet market needs, while promoting its systems integration businesses and strengthening its
Internet service provider operation, BIGLOBE. Furthermore, as a part of its business
restructuring, NEC restructured its subsidiary NEC Home Electronics, Ltd. through such
measures as the formation of a joint venture company with Mitsubishi Electric Corporation to
handle their display monitor businesses. Other restructuring measures include the drastic
downsizing and refocusing of operations at Packard Bell NEC, Inc., and the formation of a
joint venture DRAM company with Hitachi, Ltd. Through financial restructuring to further
reduce fixed costs, and the securitization of its accounts receivables and head office building,
NEC has also achieved a significant improvement of its financial position.

Consolidated Financial Results

Net sales during fiscal year 2000 (year ended March 31, 2000) grew 5% over the previous
fiscal period to 4,991.4 billion Yen. Although sales of communications equipment to network
operators suffered, healthy sales of personal computers and cellular telephones, as well as solid
sales of semiconductors and color LCDs contributed to the growth of NEC’s net sales.

Regarding profitability, increased sales and continued cost reductions resulted in operating
income of 110.4 billion Yen, an increase of 107.2 billion Yen against the preceding fiscal year.
NEC posted restructuring costs for such measures as the restructuring of NEC Home
Electronics, Ltd., the withdrawal from consumer-oriented personal computer operations in
North America, and the disposal of NEC Home Electronics Lease Co., Ltd. and Nippon
Electric Industry Co., Ltd. Moreover, NEC posted a loss on the return of payments to Japan’s
Defence Agency and the Defence Facilities Administration Agency, and a devaluation loss for
foreign currency-denominated accounts receivables due to appreciation of the Yen. NEC also
posted gain on the sales of marketable securities and its head office building. As a result,
income before income taxes was 30.1 billion Yen, an increase of 254.9 billion Yen over the
previous fiscal period and net income was 10.4 billion Yen, an increase of 161.6 billion Yen.

The promotion of financial restructuring measures produced free cash flow of 548.9 billion
Yen. Interest-bearing debt at fiscal year-end stood at 1,957.1 billion Yen (a reduction of 418.4
billion Yen), and the company achieved a debt to equity ratio of 2.00 times (a reduction of 0.56
points).

Consolidated Net Sales and Operating Income by Segment

- NEC Solutions
Net sales: 2,270.6 billion Yen (+11%)
Operating Income: 84.4 billion Yen (+78%)
Continued growth in personal computer and software & services businesses achieved
increased sales and profitability. Sales in this segment include systems integration services,
Internet service provider operations (BIGLOBE), personal computers, ACOS-series
mainframe computers, and Express5800-series PC servers among others.
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- NEC Networks
Net sales: 1,527.7 billion Yen (-3%)
Operating Income: 57.1 billion Yen (-30%)
While sales of cellular telephones remained strong, network operators in Japan continued
to restrain capital investment. The Southeast Asian economies remained weak, and the
value of the Yen appreciated. As a result, net sales decreased and operating income
decreased 30%. Sales include cellular telephone systems, cellular telephone handsets,
central office switching systems, transmission equipment and microwave and satellite
communications equipment and other products.

- NEC Electron Devices
Net sales: 1,122.7 billion Yen (+7%)
Operating Income: 49.4 billion Yen (+103.9 billion Yen)
Growing sales of integrated circuits (ICs) for consumer and industrial applications, as well
as of color LCDs and recovery of the semiconductor memory market led to net sales
growth of 7% and a significant improvement in profitability from the previous fiscal year.
Sales include products such as memories, microcomputers, various consumer and
industrial ICs and color LCDs.

- Others
Net sales: 723.9 billion Yen (no change from previous fiscal period)
Operating Income: -2.7 billion Yen (+6.7 billion Yen)
While this segment saw losses as a result of costs incurred in restructuring NEC Home
Electronics, Ltd., solid trends in display monitors and semiconductor production & testing
equipment resulted in reduced operating losses. Sales in this sector include such
representative products as display monitors, liquid crystal projectors, electronic testing
equipment, electronics communications maintenance services, among others.

Non-consolidated Financial Results

Non-consolidated net sales amounted to 3,784.5 billion Yen, an increase of 3% over the
previous fiscal year, with ordinary income up by 64.7 billion Yen to 65.8 billion Yen. NEC
posted a non-recurring loss of 248.2 billion Yen for restructuring of affiliated companies and
the return of payments to Japan’s Defence Agency and the Defence Facilities Administration
Agency, and non-recurring profit of 213.2 billion Yen from the sales of marketable securities
and its head office building. As a result, net income was 22.8 billion Yen, a turnaround from a
net loss in the previous fiscal year.

Outlook for Fiscal Year 2001 (year ending March 31, 2001)

While uncertainty remains about the future growth of the US economy, signs of recovery are
emerging in the domestic and other national economies. The electronics industry is seeing
expanded demand related to the Internet including systems integration services, personal
computers, cellular telephone equipment as well as the recovery of the memory and logic IC
semiconductor markets and these trends are expected to continue.
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Given these circumstances, NEC forecasts consolidated net sales of 5,300 billion Yen (+6%)
and non-consolidated net sales of 4,000 billion Yen (+6%). Consolidated operating income is
expected to reach 210 billion Yen (+90%) and net income is anticipated to be 75 billion Yen
(+620%). Non-consolidated ordinary income is forecast to reach 100 billion Yen (+52%) and
net income is forecast to be 36 billion Yen (+58%).

***

CAUTIONARY STATEMENT:
The above forecasts are forward-looking statements involving risks
and uncertainties. The important factors that could cause actual
results to differ materially from such statements include, but are
not limited to, general economic conditions in NEC’s markets,
which are primarily Japan, North America, Asia and Europe;
demand for, and competitive pricing pressure on, NEC’s products
in the marketplace; NEC’s ability to continue to win acceptance of
its products in these highly competitive markets; and movements of
currency exchange rates, particularly the rate between the yen and
the U.S. dollar in which NEC makes significant sales.


