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PROFILE

Established in 1955, Toppan Forms Co., Ltd., pioneered the production of business forms in Japan.
Over the years, it has led the business forms industry by developing a wide variety of innovative

products with a diverse range of functions. Toppan Forms has also applied its accumulated technologies

to steadily expand its business domains—for example, the launch of its data print services (DPS)

operations by utilizing data printing on business forms.

The Internet and digital media are currently bringing about a paradigm shift in the structure of many

industries. Toppan Forms views this change as a business chance. The Company will draw on both

management resources—such as the production know-how, document management technology,

and data processing technology it has accumulated—and state-of-the-art technology to relentlessly

create new markets, with the aim of solidifying its position as an integrated information management

services company.

CONSOLIDATED FINANCIAL HIGHLIGHTS

Toppan Forms Co., Ltd. and Consolidated Subsidiaries

Millions of ven

Thousands of
U.S. dollars

Years ended March 31 2002 2003 2004 2004
For the year:
Nt Sales oo ¥196,489 ¥191,324 ¥193,985 $1,835,413
Operating Profit ... 18,888 15,030 15,766 149,177
NEt INCOME ..o e e e 10,584 7,630 8,763 82,911
RO E i 11.4 7.8 8.1
At year-end:
Total Shareholders’ Equity ... ¥ 95,955 ¥ 99,969 ¥107,964 $1,021,525
Total ASSEES .ottt et 150,979 148,990 158,077 1,495,668
Cash and Cash Equivalents .................. 24,373 19,836 23,908 226,210
Total Liabilities ... 54,407 48,598 49,991 472,989
Yen U.S. dollars
Per share data:
Net NCOIMIE L.t e e e e e s ¥92.21 ¥65.45 ¥75.60 $0.72
Cash Dividends ... 23.00 23.00 23.00 0.22

Note: U.S. dollar amounts have been converted from yen, for convenience only, at the rate of ¥106=U.5.51, as at March 31, 2004.
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AN INTERVIEW WITH THE PRESIDENT

Masanori Akiyama
President and CEO

Q. To begin with, would you please summarize the
Company’s performance in fiscal 2004?
A. Despite especially difficult operating conditions in the
business forms industry in the year under review, Toppan
Forms posted year-on-year increases in net sales, operating
profit, and net income, faring particularly well in DPS and
office supplies. I believe such favorable results are attributable
to the Company’s endeavors to develop and enhance paper-
based media and such digital media as IC tags and to efforts to
strengthen the Company's ability to provide specialist solu-
tions in such areas as planning and systems development.
Improved efficiency in manufacturing processes at Group
companies also contributed to higher profits.

In business forms, we took further steps to reduce costs.
However, these efforts were not sufficient to counter the
effects of declining product prices. The operating environment
in DPS was also challenging, characterized by falling processing
prices. Nonetheless, we were successful in increasing the num-
ber of orders for integrated outsourcing services, an area to
which we are devoting significant resources, centered on print-
ing. Toppan Forms will make an even more concerted effort to

deal with the effects of price declines in the current fiscal year.

2 | Toppan Forms Co., Ltd.

Toppan Forms achieved considerable success in its solutions-
based marketing activities in fiscal 2004, and the Company
posted increases in revenue and profits. While it is expected
that the operating environment will remain harsh in the years
ahead, Toppan Forms will continue to develop new technologies
and integrate these with its existing accumulated technologies
to create new value and new markets.

Q. How would you describe recent market conditions?
A. Emanating from the advance of networking and digitiza-

tion, a shift from paper-based media to digital media is taking

~place. This transition will continue in the years ahead.

Another characteristic of the market in recent years is the
decreasing demand for business forms, due to the stream-
lining of corporate systems in line with mergers—in the
financial services industry, for example. In such an environ-
ment where the demand structure is changing at an
ever-increasing rate, we are seeing a polarization of the busi-
ness forms market—into multifunctional, composite forms
and single-function forms.

Meanwhile, in order to strengthen competitiveness, more
and more companies are concentrating their resources on
their core competencies by outsourcing general administrative
tasks. In addition, the scope of work being outsourced is
broadening. Also, thanks to technological innovation and
enhanced infrastructure, the ubiquitous society is close to
being realized in many fields. With its huge potential for
expansion, the ubiquitous-related market is sure to generate
many new business opportunities. And, in my view, those

business opportunities will center on [C-related products.




Q. What are Toppan Forms’ strengths in this
evolving environment!?

A. Toppan Forms has been keeping a close eye on trends that
are shaping the business environment, and in particular the
diversification of information media and outsourcing needs
and the advent of the ubiquitous society. Seeking to select the
most appropriate combination of information media for our
customers’ business models, we have endeavored to combine
the original technologies that we have cultivated in business
forms and DPS with new technologies that we have developed
in digital media and IC-related products. As a result, Toppan
Forms is now able to provide an exceptionally comprehensive
service—encompassing a wide variety of information media,
including paper-based and digital media—as well as an exten-
sive range of integrated services—ranging from planning and
consultation to systems development and information man-
agement and processing. I believe this ability to cater to
diverse customer needs is Toppan Forms’ greatest strength.

To give an example, we make proposals for mailing invita-
tion letters enclosed with IC forms and IC wristbands for
companies organizing events. In conjunction with this, we
have developed a system to facilitate the management of such
information as when visitors enter and leave the venue, the
time spent there, and their preferences. We manage the infor-
mation collected and utilize it in communication tools using
our DPS technology, including personalized direct mail. As
this example shows, there is no limit to the types of solutions

Toppan Forms can offer its customers.

Q. Please outline the Company’s medium-term growth
strategies.
A. Toppan Forms’ fundamental strategy has been to provide

customers with integrated information management services

by drawing on core technologies in business forms and DPS
to respond to all their information-related needs. Going |
forward, we will continue to work hard to implement this
strategy.

In business forms, by enhancing functionality and combin-
ing different types of forms and by expanding the form
management services market, we will raise added value,
sharpen our competitive edge, and increase market share.

In DPS, we will continue to develop cutting-edge technolo-
gy to respond to customer needs. Also, we will take steps to
anticipate our customers’ ever—diversifying outsourcing
requirements and expand our revenue base by enhancing our
ability to provide integrated, one-stop outsourcing solutions,
ranging from planning to distribution. Also, the digital media
and 1C-related products markets are expected to grow with
the advent of the ubiquitous society. The Company therefore
intends to invest considerable resources in these markets and
to actively pursue operational tie-ups with other companies.

Toppan Forms will fully leverage its capabilities to provide
integrated information management services to cater to all

the needs of its customers’

Q. What kinds of IC-related products are you
hopeful about?

A. The future opening up of part of the UHF spectrum is
expected to further advance the utilization of RFID (radio
frequency identification) in Japan. In this setting, the products
that 1 think have great promise are those that make use of the
MM chip, a microchip that is compatible with multiband
frequencies.

l'also anticipate the success of IC labels, 1C tags, and other
RFID products that can be manufactured at low cost utilizing

our antenna formation and label processing technologies.

Annual Report 2004
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We are also optimistic about integrated systems utilizing
the most suitable combination of information media and
equipment, and we are devoting considerable resources to

their development.

Q. What are the objectives of the business alliances
Toppan Forms has forged in recent years targeting
IC-related products?

A. We entered an agreement with Microsoft Corporation

with the purpose of providing RFID system solutions. This

alliance combines Microsoft’s systems consulting expertise in
each business sector with Toppan Forms’ technological know-
how relating to RFID products. Through this tie-up, we will
aggressively market our products and services to systems
integrators and package vendors.

The Company has also formed an operational tie-up with
FEC Inc. to develop and sell products related to the cutting-
edge MM chip. Designed and developed by FEC, the MM
chip is the world’s first multiband chip. We aim to develop
various applications using the MM chip, including manufac-

turing RFID products and developing related systems.

Q. Please explain Toppan Forms’ information security
system and the measures that have been taken to
ensure the protection of personal information.

A. Public concern about information management has con-

tinued to grow in recent years on account of the frequent

occurrence of leakages in personal information. In DPS,
owing to the fact that we take charge of customers’ personal
information, it is of paramount importance that our manage-
ment of this information is reliable. Since it began DPS
operations, Toppan Forms has always regarded safeguarding

personal information as a major social responsibility, and it

4 | Toppan Forms Co., Ltd.

has taken every conceivable security measure to fulfill that
responsibility. As a result, our advanced security system is
highly evaluated by companies in a wide range of industries,
including financial institutions and telecommunications com-
panies, which has led to an expansion of our customer base.
In addition, our Tokyo and Kansai data centers acquired infor-
mation security management system (ISMS}) certification from
Japan Information Processing Development Corporation
(JIPDEC) following the introduction of a management system
that comprises equipment and personnel security. Also, six
of the Company’s divisions and five affiliate companies have
received Privacy Mark certification from JIPDEC. We are
working tirelessly to further bolster our information security

system and enhance staft awareness.

Q. Concerning corporate governance, what systems
does Toppan Forms have in place, and what is the
Company’s basic philosophy?

A. Toppan Forms regards the establishment of a fair

management system that puts shareholders first as a matter

of the highest priority. In accordance with this fundamental
policy, the Company has reviewed the number of directors
that constitute the board and has appointed external directors
and auditors with a view to enhancing management efficiency
and transparency. As of June 29, 2004, 2 of the 14 directors
and 3 of the 4 auditors were from outside the Company. In
addition, we have established a risk management committee,
which is working hard to ensure the strict observance of
rules and regulations and to achieve the thorough implemen-
tation of our corporate ethics statement and code of conduct.

We have also set up an internal reporting system with the aim

of reinforcing core compliance. By taking such initiatives,

Toppan Forms is Consolidating its corporate governance




systems, striving to become a company that is trusted by all

of its stakeholders.

Q. And, with regard to the Company’s research and
development system, what policies and initiatives
is Toppan Forms implementing?

A. Approximately 5.8% of Toppan Forms’ workforce is

involved in research and development, and the Company

spent a total of ¥2.3 billion on R&D in the fiscal year under
review.

Toppan Forms is relentlessly striving to enhance its R&D
system in a wide range of fields, including core technologies,
functional material technologies, production technologies, 1C
and IT technologies, and DPS-, DOD-, and Internet-related
systems development. The Companys’ fundamental R&D
policy is for R&D, planning, and marketing divisions to
collaborate closely and share information to swiftly grasp cus-
tomer needs and thereby create new business opportunities.

We are working hard to increase the functionality of paper-
based media and to combine them with digital media. We are
also pushing ahead with the development of data input and
output systems and apparatus to process business forms.

As a means of increasing the speed of development, we are
energetically pursuing initiatives that will enable the utiliza-
tion of external resources, including the establishment of
tie-ups with other companies and collaborative research with

universities and other research institutions.

Q. In closing, what is your outlook for fiscal 20057

A. Led by growth in the private sector, the gradual recovery
of the Japanese economy is forecast to continue in the current
fiscal year, with higher corporate earnings and the recovery of

consumer spending expected. However, because of concerns

about the volatile international situation and the rising price
of raw materials, the economic situation remains difficult to
predict.

The environment in the business forms industry is expected
to remain harsh due to the continued shift in demand from
paper-based to digital media and to intensifying competition.

Faced with such severe market conditions, the Toppan
Forms Group will work toward further improvement in its
operating results by reinforcing its customer orientation,
expanding its customer base, and creating new markets
through the development of cutting-edge products. Also,
we will enhance our strong yet flexible corporate structure
through a reevaluation of our cost structure. In fiscal 2005,
we forecast net sales of ¥202.0 billion, operating profit of
¥17.3 billion, and net income of ¥10.3 billion.

Masanori Akiyam a

President and CEO

July 2004
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We Are Creating...

High Added Value

DATA PRINT SERVICES (DPS) SOLUTIONS

Toppan Forms is the market leader in DPS, and the HIGHLY PERSONALIZED DIRECT MAIL

Company is leveraging its comprehensive strengths to differ- ~ When credit card companies send statements to their card-
entiate itself from competitors. These strengths include an holders, they generally include promotional materials, such
extremely broad product lineup, solid reliability in informa- as sales campaign flyers, to promote the use of their cards.
tion security cultivated over more than 18 years of success However, rather than sending the same information to

in DPS, advanced know-how acquired through operations every cardholder, the promaotion of card usage is more

in a wide range of industries, and the ability to handle short effective if the information is personalized to the attributes
delivery schedules as well as large-lot and small-lot orders. of each cardholder, such as gender, address, interests, and
The Company continues to make progress with the provi- likes and dislikes.

sion of integrated outsourcing services, centered on DPS. Our integrated outsourcing services begin with the

proposal of this type of effective marketing and the
identification of needs. Next is the design of the flyers and
consideration of how they will be used. Here, the challenge
is to select the specifications that will provide the maximum
effectiveness, and, with our unrivaled product lineup, we
are well prepared to meet that challenge. In data processing

and print processes, we can use our full color variable print

e B - “technologies to maximize the desired effect. In addition,
we can meet the needs of credit card companies for the
delivery of a large quantlty of statements in a short period

/

of 'tine:

.‘ C,
Aftebthe statements are delivered, we analyze such

mformatlorLas whet r o W not the flyer has influenced the
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Increasing Added Value in Business Forms
In business forms, the Company has two strategies for adding value as it works to
increase its market share and improve profitability.

The first strategy is to differentiate Toppan Forms from its competitors by using
original technologies, such as functional material and production technologies, to
develop high-value-added products with environmental, functional, and security
features that other companies cannot duplicate. Big Leaf, for example, integrates
an envelope and its contents, making it possible to view a large volume of informa-
tion at a glance. This is an example of how we offer higher added value with a large
quantity of information and excellent readability, all for the same postal cost.

Moreover, in security forms, we have succeeded in using special printing tech-
nologies to heighten counterfeit prevention effectiveness. Social concern for the
protection of personal information is growing, and these forms are a good example
of how our market- and customer-oriented product development process enables
us to provide a precise response to market needs.

The second strategy is to add value through form management services, which
entail packaging and selling business forms and associated management services.
With its extensive expertise in business forms, Toppan Forms can leverage its

strengths in this field.

Adding Value in DPS
Since we first offered DPS, our base of customers for this service has steadily
expanded, especially as the number of companies outsourcing noncore operations
has increased. However, in recent years, outsourcing practices have changed. In
addition to increases in the scope and scale of outsourced work, the companies
providing the services have become strategic partners rather than simply providers
of services under contract. As they utilize their professional knowledge, the defini-
tion of outsourcing is changing,

In this setting, we will draw on our comprehensive strengths—know-how in
a wide range of industries and a broad product lineup extending from paper to
electronic media—as we move ahead with the provision of integrated outsourcing
services, centered on DPS. In other words, in addition to the conventional basic
DPS processes, we will participate from the start of a project with the formulation
of sales strategies and the implementation of market research and, in turn, provide
integrated services extending through back-end operations, such as administrative
operations and results analysis, thereby increasing the added value of DPS.

In addition to handling important customer information, we will make a
commitment from the planning stage for core operational activities. We will
continue to implement marketing activities that further enhance our relationships

with customers.

SUELHERACT AT H 00K

3 "
Security forms with enhanced anticounterfeit functions

Big Leaf enabling a large amount of information to be
displayed thanks to the integrated envelope
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We Are Creating...

High-Growth Markets

MM CHIPS

In Japan, the mainstream RFID (radio frequency identification)
products currently use either 13.56 megahertz or 2.45
gigahertz. Testing and verification in a range of fields have
shown that the frequencies have different strengths and
weaknesses. For example, 13.56 megahertz is weak in regard
to metal and transmission over long distances is difficult,
while 2.45 gigahertz is weak in regard to water but has
strong directionality. As a result, it has been a major chal-
lenge to build a system for use environments that contain
those factors.

Toppan Forms has reached an agreement with FEC Inc.
for the development and sale of products related to the MM
chip, which was developed by FEC and resolves the prob-
lems outlined above. The chip achieves a world first by
featuring compatibility with all frequencies from 13.56 mega-
hertz to 2.45 gigahertz; the most appropriate frequency can
be selected in accordance with different use environments.
In addition, because the antenna is formed in a coil on the

chip, a chip size of 0.5mm x 0.5mm is possible, and the MM

chip can be provided at a low price of less than ¥10. This \\\

innovative chip dramatically expands the possibilities of RFID
technology. By moving forward with the development of
RFID products using the MM chip, Toppan Forms will strive

to be a pioneer in the ubiquitous computing society.

10 | Toppan Forms Co., Ltd.

SOLUTIONS

EMPTY-HANDED TRAVEL—SPT (SIMPLIFYING
PASSENGER TRAVEL) SYSTEMS

Efforts are being made to commercialize SPT systems,
centered on the Advanced Airport Systems Technology
Research Consortium. With an SPT system, when travelers
purchase a ticket, the travel information is written to a cel-
lular phone or other device containing an IC chip. An IC tag
to which the same information has been written is affixed to
travelers’ luggage, which is taken to the airport by a delivery
service. Then, the information is read at each checkpoint
until the luggage is delivered to its destination. Moreover, a
mobile terminal can be used to confirm the current location
of the luggage during check-in and departure procedures. As
a result, most travel can be done empty handed. In addition,
SPT systems will serve to bolster security.

The testing and verification of these systems are under
way on a global scale. The frequencies used at airports and
other facilities around the world differ, with 13.56 mega-
hertz being used in Japan and 2.45 gigahertz and UHF in the

United States. As a result, the investment required to pro-

Vidve facilities, such as antennas, for each of the frequencies

haé\!)een a potential obstaclc-‘: to the adoption of this tech-
nology around the world. |

However, this obstacle can be overcome if IC tags with
MM chips are used. Because these chips are compatible
with all frequencies, one type of antenna can be used to

read all tags.




Creating New Markets with IMS (Information Management Services)
Our product strategy docs not treat paper-based media and digital media separately;
rather, based on their common functionality as information media, we integrate
them while drawing on the strengths of each to propose the optimal solution for
customer needs. This is our fundamental strategy. Specifically, we will implement
such services as the digitization of existing printed materials, such as office regula-
tions, and the integration of paper media with the planning and administration of
web content and e-mail marketing.

In particular, we are working to promote the adoption of Yubikoma, a system that
makes it possible for customers to place orders and make payment on the spot
using two-dimensional bar codes obtained from direct mail or advertising and
cellular phones, which will play a key role in ubiquitous commerce.

In business forms, we have worked to optimize the flow of information in line
with the pace of progress in computerization. As a result, IMS is a field in which

Toppan Forms boasts unique strengths.

Creating New Markets with IC-Related Products

REID products arc expected to find applications in a wide range of fields, including
traceability based on the control of individual items and supply chain management.
Testing and verification is under way in these fields, and these products are on the
verge of widespread market penetration.

Toppan Forms is applying the technologies cultivated in business forms to such
areas as antenna formation technologies, label processing technologies, and resin
formation and processing technologies, and the Company is moving ahead with the
development of such products as IC cards, IC tags, and IC labels. We will create
new markets by providing readers and other equipment, conducting system devel-
opment, and providing total solutions that combine equipment and systems. In
particular, we will work together with FEC to achieve the global standardization
of the MM chip, develop applications that draw on the chip’s distinctive character-
istics, and open up markets on a global scale.

Operational tie-ups are one important strategy to speed up development. We
have already entered a tie-up with FEC regarding the development and sale of
products using the MM chip. In addition, we have reached an agreement with
Microsoft Corporation to jointly provide package vendors and systems integrators
with information from each company’s field of strength—in the case of Microsoft,
information from systems consulting provided to various industrial sectors and
from equipment construction and testing and, in the case of Toppan Forms, prod-
uct information relating to IC chips and tags and technical information relating to
reader-writer control methods. On February 25, 2004, a web site was established

to provide information about these activities.

Audio Paper, only 0.75mm thick, allowing reccrding and
playback of sound

The world's first multiband 1C chip, MM chip
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REVIEW OF OPERATIONS

PRINTING BUSINESS
Business Forms Division
[ Business Forms
* Transport and delivery slips
* Mail-related forms
* POSTEX® sealed postcard series
* Environmentally friendly business forms
(] Multimedia- and IC-Related Products (IMS)
* E-mail related services
* Web-related services
» IC tags, IC cards, and other RFID products
Data Print Services (EPS) Division
(] Data Print Services (DPS)
* Business mail for notifications
* DM for sales promotions
* Data Print Services for in-house use
Digital Print on Demand (DOD)
» Personalized marketing tools

* Personalized educational materials

OTHER BUSINESSES
2 Office Supplies

* [T-related equipment supplies
* Paper products
Equipment and Services
* Forms processors and system machines

* Dispatch of personnel

In fiscal 2004, the ratios of consolidated to non-consolidated net
sales and net income were 1.06 and 0.93, respectively. Because
the difference between the two figures is small, non-consolidat-
ed figures have been used in this section as they offer a clearer

picture of divisional performance.

==

- ATy

Transport and delivery slips

| Toppan Forms Co, Ltd.

PRINTING BUSINESS

Printing operations represent the Company’s core business
segment, accounting for 78.0% of net sales in the year under
review, and are divided into two main categories: business
forms and data print services (DPS). In fiscal 2004, net sales
in printing business operations increased 1.2% year on year,

to ¥142.7 billion.

Business Forms Division

The Business Forms Division is organized into two major
product categories: business forms, which consists of a range
of paper-based forms, and multimedia- and IC-related prod-

ucts, which consists of digital media.

0 Business Forms

Business forms, which are the mainstay of the Company’s
operations, accounted for 50.7% of net sales in the year
under review. The main products in this category include
various forms, such as POSTEX® notification forms, as well
as envelopes, pamphlets, and non-IC cards.

In fiscal 2004, Toppan Forms strived to further differentiate
itself from rivals by increasing the added value of its products
and focused on broadening its customer base and expanding
its business into form management services. As a consequence
of those endeavors, sales of environmentally friendly distribu-
tion label forms increased and we received a higher number
of orders for integrated outsourcing services stemming from

the amalgamation of operations as a result of mergers in the

Business Forms

KR gy, |

Recyclable, water-resistant POSTEX-ECO




corporate sector. However, sales in this category declined
1.6%, to ¥92.7 billion, attributable to such factors as reduced
demand from corporate rationalization; falling product prices
accompanying intensified competition; and a contraction of
the market due to initiatives to digitize operations being made
at an ever-increasing rate. Despite such factors, sales of EX
Forms, environmentally friendly distribution labels, climbed
26.6%, and sales of security forms grew 2.4%.

During the year under review, Toppan Forms worked to
refine its lineup of POSTEX® sealed postcards to enable a
greater amount of information to be incorporated. However,
we encountered certain problems, such as the printed sur-
faces being difficult to read with the increase in information.
Accordingly, we focused on making the information on the
postcard as easy to read as possible and, to that end, success-
fully developed and launched a book-style sealed postcard, the
POSTEX® Three Piece.

In related printing operations, an increase in integrated
orders—centered mainly on sales promotions—led to strong
demand for business-forms-related products, including cata-
logs, pamphlets, and mailing envelopes. As a consequence,
sales were particularly favorable.

In non-IC cards, the Company continued to market existing
kinds of cards, concentrating on conventional plastic cards
and point cards and, at the same time, actively promoted busi-
ness consulting and systems development utilizing such cards.
However, customer deliberation concerning the use of IC

cards in place of non-1C cards resulted in a decrease in sales.

0 Multimedia- and IC-Related Products

Although sales of multimedia- and IC-related products are
still relatively small, accounting for only 1.8% of net sales

in fiscal 2004, Toppan Forms believes this product area shows
great promise for growth with the advent of the ubiquitous
society. Accordingly, we are devoting substantial manage-
ment resources to the development and launch of original
multimedia- and IC-related products and systems. Net sales
in this category were up 24.4% from the previous fiscal year,
to ¥3.3 billion.

In digital-media-related products, we are developing and
launching a wide range of products that combine paper-based
and digital media by fully utilizing the technology we have
amassed in information processing and document manage-
ment to meet the needs of an era characterized by digitized
and visual information.

In IC-related products, in addition to the manufacture
and issuance of IC cards, IC tags, and other RFID products,
the Company offers its customers comprehensive solutions
ranging from systems development to marketing.

In the year under review, Toppan Forms developed the
contactless and embossable IC FeliCa smart card. This card
overcomes problems encountered previously through emboss-
ing, such as disconnection of the antenna and declines in the
communication distance. The card also enables the hybridiza-
tion of contact IC modules and contactless IC modules
(FeliCa), which is difficult to achieve with other IC cards.
We have already received orders from customers for the card

for use as staff security and ID cards.

Multimedia- and IC-Related Products
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E-mail security server software aimed at corporations,
Mail Management Packages

Contactless and embossable IC FeliCa smart cards
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With a view to accelerating the pace of business expansion,
Toppan Forms has actively collaborated in research and mar-
keting with other comparies. In February 2004, with the
objective of facilitating the entry of systems vendors into
RFID markets, Toppan Forms established the RFID.NET
Solution Center (RDSC) in conjunction with Microsoft
Corporation. We are working to provide technological infor-
mation and promotional support while conducting research

and development on RFID products.

In addition, the Company entered into an operational tie-up

with FEC Inc., a company that designs and manufactures
microantennas and 1C chips, to jointly develop and market
products using multiband contactless IC chips. The FEC-
developed MM chip is compatible with a wide range of
frequencies, enabling the selection of frequency according
to use environment and the design of the most appropriate
system. The Malaysian government has already decided to
use this chip for a wide range of goods that it is promoting

as part of a national project it is undertaking,

Data Print Services (DPS) Division
In the fiscal year under review, DPS operations recorded
favorable growth, with sales rising 5.7%, to ¥46.7 billion,

or 25.5% of net sales.

{] Data Print Services (DPS)
DPS is a comprehensive service that involves not only the

editing, processing, and variable printing on forms of data

entrusted to us by customers but also insertion in envelopes,
sealing, and mailing,

In fiscal 2004, such factors as declining processing prices
and a decrease in demand for direct mail due to falling order
sizes contributed to a difficult operating environment. In this
setting, Toppan Forms worked to differentiate itself from
competitors by proposing comprehensive solutions to cus-
tomers—from the planning stage and extending to such
additional services as management, and information process-
ing, and shipment. As a result, new orders from financial
institutions for notifications and integrated outsourcing
orders for printing were especially favorable, and DPS sales
rose 6.0%, to ¥43.0 billion.

Digital Print on Demand (DOD)
DOD is a system that utilizes graphics data to allow pro-
grammable and speedy full color digital printing of a wide
range of digital variable data. DOD requires highly advanced
variable print technology, making it a field where the
Company’s technical edge can be fully utilized. Demand is
particularly strong for one-to-one marketing materials and
for distance learning materials requiring a high degree of
personalization. The advantages of DOD include the ability
to print a large amount of variable graphics and short
delivery times for small orders. Toppan Forms is further
expanding its customer base through the development
of original DOD systems. We are also actively forming

operational tie-ups with other companies that possess a large

DPS Division

CEEEE AR

Mail One Multi featuring the integration of envelope
and contents
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variety of graphic contents to expand our range of original
products.

In the year under review, sales were adversely affected
by reduced order sizes from several major clients. However,
thanks to contributions from personalized pamphlets, sales
increased 1.6%, to ¥3.7 billion.

OTHER BUSINESSES

The other businesses segment, which complements Toppan
Forms’ printing business, comprises the oftice supplies cate-
gory and the equipment and services category. Net sales in
this segment rose 5.0% year on year, to ¥40.2 billion, or
22.0% of net sales.

[J Office Supplies

Toppan Forms provides office supplies to speedily respond to
customer needs through the use of an office supply procure-
ment system. We handle a variety of office supplies, including
[T-related equipment supplies; paper products, such as copier
paper; fixtures; and stationery. In the year under review, we
expanded the range of products we handle and broadened sales
channels through greater utilization of the Internet, centered
on printer supplies and data media. Thanks to these efforts,
sales climbed 7.7%, to ¥23.1 billion.

Equipment and Services
Toppan Forms meets customer needs with a total support

system that complements the sale of business forms with the

Office supplies (toners)

functions

planning, manufacturing, and sale of peripherals and related
devices and, through Group companies, the provision of
maintenance services. Principal products include sealers that
process printed business forms into the shapes of envelopes
and postcards; systems that insert forms and flyers and seal
the envelopes; and automated paper feeders for high-speed
printers. We also provide card-related products, such as [D
card color printers and systems for issuing membership cards
and rewritable cards.

In our services business, we dispatch specialist staff in sys-
tems development to provide customers with assistance with
operational and maintenance matters. We also undertake a
wide range of computer systems related work by commission,
including in administration and management, and handle a
range of outsourced administrative tasks for our customers.
These services are handled by wholly owned subsidiary
Toppan Forms Operation Co., Ltd.

The postponement of major projects from continued
restraint in capital investment in this area as well as stagnant
demand to replace equipment held sales in the equipment and
services category to about the same level in as the previous

year, at ¥17.1 billion.

Other Businesses

Pressle Mufti equipped with both sealer and detacher
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CONSOLIDATED SIX-YEAR FINANCIAL SUMMARY

Toppan Forms Co., Ltd. and Consolidated Subsidiarics

Thousands of

Millions of yen U.$. dollars
Years ended March 31 1999 2000 2001 2002 2003 2004 2004
For the year:
Netsales ..o ¥175,797 ¥180,521 ¥189,465 ¥196,489 ¥191,324 ¥193,985 $1,835,413
Operating profit .............cccocooioviiooieiriien. 15251 17,498 18,094 18,888 15,030 15,766 149,177
Income before income taxes ..................ooovivnes 15,374 17,529 16,837 18,477 13,867 15,812 149,612
NEEICOME 1 oo e 7,825 9,710 9,272 10,584 7,630 8,763 82,911
Depreciation and amortization ......................... 5,321 4,966 4,800 4,701 4,630 5,033 47,620
Capital expenditure ................... 15,765 5,529 5,941 6,580 10,461 9,025 85,394
R&D expenditure ..o 1,769 1,910 2,185 2,309 2,246 2,264 21,423
At year-end:
TOtal ASSCLS. -~ ovvv vt e e ¥126,839 ¥133,649 ¥141,515 ¥150,979 ¥[48,990 ¥158,077 $1,495,668
Total shareholders’ equity......................... 75,060 §2,481 89,292 95,955 99,969 107,964 1,021,525
Number of shares outstanding (thousands)........... 115,000 115,000 114,851 114,706 114,554 114,232
Number of employees ... 6,232 6,139 6,165 6,349 6,342 6,115
Cash flows:
Net cash provided by operating activities............. ¥ 14,237 ¥ 12,682 ¥ 12,548 ¥ 16,227 ¥ 10,669 ¥ 13,351 § 126,318
Net cash used in investing activities ................... (18,753) (4,420) (8,650) (7,476)  (11,890) (6,080)  (57,527)
Net cash used in financing activities .................. (2,566) (2,494) (2,568) (2,552)  (3,292)  (3,188)  (30,163)
Cash and cash equivalents at end of year.............. 11,016 16,767 18,113 24,373 19,836 23,908 226,210
Yen U.S. dollars
Per share data:
Net income:
BasiC. .o ¥ 68.04 ¥ 8444 ¥ 80.68 ¥ 9221 ¥ 6545 ¥ 75.60 $0.72
Diluted ..o — - - - - - -
Cashdividends .................o 17.00 20.00 21.00 23.00 23.00 23.00 0.22
Shareholders’ equity.................... 652.69 717.23 777.46 836.52 871.54 944.05 8.93
Percent
Ratios:
Equity ratio ... 59.2% 61.7% 63.1% 63.6% 67.1% 68.3%
Returnonnetsales ...................ccc 4.5 5.4 4.9 5.4 4.0 4.5
Return on assets.....co.oovviiiiiiiirien i 6.2 7.5 6.7 7.2 5.1 5.5
Return on shareholders’ equity ... 10.8 12.3 10.8 1.4 7.8 8.1

Notes: 1. LLS. dollar amounts have been converted from yen, for convenience only, at the rate of ¥106=U.8.81, as at March 31, 2004,
2. The computations of net income per share and shareholders” equity per share are based on the weighted average number of shares of common stock outstanding during each year.
Treasury stocks held during cach year are excluded. Cash dividends per share represent the actual amounts applicable to earnings of the respective years.
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FINANCIAL REVIEW

Overview of Operations
Characterized by reduced demand due
to the networking and streamlining of
corporate systems and by declines in
product prices, conditions in the busi-
ness forms industry remained harsh in
fiscal 2004, ended March 31, 2004.

In this setting, the Toppan Forms
Group maintained its strong customer
orientation and pressed ahead with pro-
posal-based sales activities that offer
solutions, drawing on all of its expertise
in development and planning. The
Company also continued to work tire-
lessly to streamline and rationalize all
aspects of its operations. Thanks to
these endeavors, Toppan Forms
achieved increases in both revenue and

profits in fiscal 2004.

Income and Expenses

In the year under review, consolidated
net sales increased 1.4% year on year, to
¥194.0 billion (81,835 million). Sales
in the Printing Business segment edged
up 0.6%, to ¥150.4 billion (§1,423
million). Within this segment, business
forms sales were down 1.5%, to ¥102.9

billion (8973 million), due to the effects

Net Sales

of falling product prices and declining
demand. On the other hand, in Data
Print Services (DPS) operations, sales
grew 5.7%, to ¥47.6 billion ($450 mil-
lion), thanks to the large number of
integrated outsourcing orders received.
In the Other Businesses segment, sales
rose 4.0%, to ¥43.5 billion ($412 mil-
lion), on account of the strong perfor-
mance of office supplies.

The cost of sales increased 2.6%, to
¥144.9 billion ($1,370 million). The
Company continued to work hard to
reduce costs in the fiscal year under
review. However, this was not sufficient
to offset higher raw material prices, and
the cost of sales ratio edged up 0.9 per-
centage points, to 74.7%. As a conse-
quence, gross profit declined 2.0%, to
¥49.1 billion ($465 million).

Thanks to the Company’s efforts
to cut fixed costs, selling, general
and administrative (SG&A) expenses
decreased 4.9%, to ¥33.4 billion ($316
million), and the ratio of SG&A expens-
es to net sales declined 1.1 percentage
points, to 17.2%.

As a result, operating profit rose
4.9%, to ¥15.8 billion ($149 million}),

Operating Profit

and the operating profit margin
increased 0.2 percentage points,
to 8.1%.

Despite accounting for restructuring
costs of ¥1.0 billion ($9 million),
consisting mainly of special additional
severance benefits for early retirement
and expenses incurred from the integra-
tion of branch offices, net other income
of ¥0.05 billion (30.4 million) was
recorded, compared with net other
expenses of ¥1.2 billion in fiscal 2003.
This improvement reflected the absence
of large expenses, such as the loss on
write-down of investment securities,
recorded the previous year and a ¥0.7
billion (57 million) gain on sales of
investment securities in the year under
review. As a consequence, income
before income taxes grew 14.0%,
to ¥15.8 billion ($150 million).

Net income climbed 14.9%, to ¥8.8
billion ($83 million), and net income
per share was up from ¥65.45 in the
previous year to ¥75.60 (50.72) in the
year under review.

Return on equity rose from 7.8% to
8.1%, and return on assets increased

from 5.1% to 5.5%.

Net Income and
Net Income per Share

(Billions of yen)

(Billions of yen)

(Billions of yen) (Yen)
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