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Consolidated Balance Sheets

JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.) and Consolidated Subsidiaries  As of March 31, 2003 and 2002

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2003 2002 2003
ASSETS
Current Assets:
Cash and cash equivalents ¥ 8,114 ¥ 16,276 $ 67,506
Short-term investments (Note 3) — 31 —
Notes and accounts receivable—trade 209,587 209,757 1,743,650
Less: allowance for doubtful accounts (11,658) (11,988) (96,987)
Inventories (Note 4) 28,274 27,761 235,222
Deferred tax assets (Note 11) 25,257 13,402 210,123
Prepaid expenses and other current assets 55,586 59,725 462,447
Total current assets 315,160 314,964 2,621,961
Property, plant and equipment:
Telecommunications equipment (Notes 5, 8) 1,779,341 1,555,983 14,803,169
Buildings and structures (Note 8) 133,832 128,202 1,113,410
Machinery and tools 115,591 114,120 961,657
Land (Note 8) 24,058 27,364 200,152
Construction in progress 92,911 175,514 772,974
Total 2,145,733 2,001,183 17,851,362
Less: Accumulated depreciation (945,379) (800,130) (7,865,050)
Net property, plant and equipment 1,200,354 1,201,053 9,986,312
Investments and other assets:
Investments in securities (Notes 3, 8) 19,738 24,615 164,212
Investments in unconsolidated subsidiaries and associated companies 2,558 6,795 21,279
Software 191,815 178,159 1,595,797
Gooduwill (Note 6) 35,461 51,324 295,020
Deferred tax assets (Note 11) 26,271 20,425 218,562
Other assets (Note 7) 48,464 59,001 403,190
Total investments and other assets 324,307 340,319 2,698,060
Total assets ¥1,839,821 ¥1,856,336 $15,306,333

The accompanying notes are an integral part of these financial statements.
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Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2003 2002 2003
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Short-term borrowings (Note 8) ¥ 568,836 ¥ 638,100 $ 4,732,414
Current portion of long-term debt (Note 8) 97,699 88,698 812,803
Accounts payable—trade 64,465 61,816 536,313
Accounts payable—other 92,429 183,459 768,959
Accrued expenses 41,874 63,639 348,368
Accrued income taxes 108,963 18,324 906,514
Allowance for point mileage 234 300 1,947
Allowance for losses on guarantees of liabilities 4,128 3,175 34,345
Other current liabilities 28,286 10,139 235,328
Total current liabilities 1,006,914 1,067,650 8,376,991
Long-term liabilities:
Long-term debt (Note 8) 212,159 309,857 1,765,046
Accrued retirement benefits (Note 9) 19,463 16,337 161,925
Retirement allowances for directors and corporate auditors 308 353 2,562
Allowance for point mileage 24,691 31,280 205,414
Other 3,817 7,418 31,757
Total long-term liabilities 260,438 365,245 2,166,704
Minority interests in consolidated subsidiaries 106,432 32,043 885,460

Commitments and contingencies (Note 16)

Shareholders’ equity (Note 10):
Common stock 177,251 177,251 1,474,636
Authorized—12,780,000 shares
Issued (2003 and 2002)—3,195,236.65 shares

Capital surplus 265,508 265,508 2,208,886
Retained earnings (Deficit) 22,165 (46,011) 184,404
Land revaluation difference (Note 2.h.) — (7,720) —
Unrealized gains on available-for-sale securities, net of tax 1,095 2,351 9,105
Foreign currency translation adjustments 27 25 224
Treasury stock—at cost (2003—23.60 shares and 2002—15.35 shares) 9) (6) (77)

Total shareholders’ equity 466,037 391,398 3,877,178

Total liabilities and shareholders’ equity ¥1,839,821 ¥1,856,336 $15,306,333
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Consolidated Statements of Operations

JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.) and Consolidated Subsidiaries ~ For the years ended March 31, 2003 and 2002

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2003 2002 2003
Operating revenues (Note 18): ¥1,796,915 ¥1,704,039 $14,949,383
Operating expenses (Notes 13, 18):
Selling and marketing expenses 541,019 624,634 4,500,987
Depreciation and amortization 244,471 223,232 2,033,872
Fees for utilization of telecommunication lines and facilities 246,728 267,574 2,052,646
Cost of sales of telecommunication equipment and other 314,190 343,305 2,613,895
Other 174,901 156,160 1,455,084
Total operating expenses 1,521,309 1,614,905 12,656,484
Operating income 275,606 89,134 2,292,899
Other expenses (income):
Interest expense 8,872 19,652 73,807
Interest income (40) (595) (336)
Lease and rental income (755) (522) (6,280)
Revenue from contribution for installation of telecommunications equipment (1,100) — (9,151)
Stock issue costs — 67 —
Loss on write-down of investments in securities 1,887 — 15,697
Gain on sales of investments in associated companies (902) (17,648) (7,508)
Loss on write-down of investments in unconsolidated subsidiaries and associated companies 3,608 — 30,013
Loss on revaluation of memberships — 100 —
Loss on disposal of fixed assets 4,534 415 37,723
Loss on sales of fixed assets 1,121 — 9,326
Cumulative effect on point mileage (Note 2.n.) — 25,831 —
Allowance of losses on guarantees of liabilities 953 — 7,931
Incremental payment for early retirement 1,607 — 13,367
Amortization of prior service cost — 447 —
Lump-sum amortization of consolidated goodwill — 39,002 —
Other, net (Note 12) (2,507) 34,411 (20,844)
Other expenses—net 17,278 101,160 143,745
Income (loss) before income taxes and minority interests 258,328 (12,026) 2,149,154
Income taxes (Note 11):
Current 119,688 39,236 995,744
Deferred (16,756) (4,572) (139,398)
Total income taxes 102,932 34,664 856,346
Minority interests in income of consolidated subsidiaries 75,893 19,279 631,389
Net income (loss) ¥ 79,503 ¥ (65,969 $ 661,419
U.S. Dollars
Yen (Note 1)
2003 2002 2003
Per share of common stock (Note 2.v.):
Net income (loss) ¥ 24,855 ¥ (20,646) $  206.78
Cash dividends applicable to the year ¥ 1,200 600 $ 9.98

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Shareholders’ Equity

JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.) and Consolidated Subsidiaries

As of March 31, 2003 and 2002

Thousands Millions of Yen
Issued Unrealized Foreign
number of Additional Land Retained gains on currency Treasury
shares of Common paid-in revaluation earnings available-for-sale translation stock,
common stock stock capital difference (Deficit) securities adjustments at cost
Balance at March 31, 2001 639 ¥177,251 ¥265,508 — ¥82,560 ¥3,293 ¥(132) ¥ (8)
Stock split 5:1 at August 20, 2001 2,556 — — — — — — —
Net loss — — — — (65,969) — — —
Cash dividends — — — — (2,876) — — —
Bonuses to directors and corporate auditors — — — — (176) — — —
Increase resulting from the merger
of a consolidated subsidiary
with non-consolidated subsidiaries — — — — 190 — — —
Effect of merger of consolidated subsidiaries — — — — (59,740) — — —
Reversal of land revaluation loss (Note 2.h.) — — — ¥(7,720) — — — —
Decrease in unrealized gain
on available-for-sale securities — — — — — (942) — —
Foreign currency translation adjustments — — — — — — 157 —
Net decrease in treasury stock — — — — — — — 2
Balance at March 31, 2002 3,195 ¥177,251 ¥265,508 ¥(7,720) ¥(46,011) ¥2,351 ¥ 25 ¥ (6)
Net income — — — — 79,503 — — —
Cash dividends — — — — (2,877) — — —
Bonuses to directors and corporate auditors — — — — (27) — — —
Decrease resulting from changes
in the scope of consolidation — — — — (703) — — —
Reversal of land revaluation loss (Note 2.h.) — — — 7,720 (7,720) — — —
Decrease in unrealized gain
on available-for-sale securities — — — — — (1,256) — —
Foreign currency translation adjustments — — — — — — 2 —
Net increase in treasury stock — — — — — — — (3)
Balance at March 31, 2003 3,195 ¥177,251 ¥265,508 — ¥ 22,165 ¥1,095 ¥ 27 ¥ (9)
Thousands of U.S. Dollars (Note 1)
Unrealized Foreign
Additional Land Retained gains on currency Treasury
Common paid-in revaluation earnings available-for-sale translation stock,
stock capital difference (Deficit) securities adjustments at cost
Balance at March 31, 2002 $1,474,636  $2,208,886  $(64,227) $(382,787) $19,558 $208 $(52)
Net income — — — 661,419 — — —
Cash dividends — — — (23,925) — — —
Bonuses to directors and corporate auditors — — — (227) — — —
Decrease resulting from changes
in the scope of consolidation — — — (5,849) — — —
Reversal of land revaluation loss (Note 2.h.) — — 64,227 (64,227) — — —
Decrease in unrealized gain
on available-for-sale securities — — — — (10,453) — —
Foreign currency translation adjustments — — — — — 16 —
Net increase in treasury stock — — — — — — (25)
Balance at March 31, 2003 $1,474,636  $2,208,886 — $184,404 $ 9,105 $224 $(77)

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows

JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.) and Consolidated Subsidiaries ~ For the years ended March 31, 2003 and 2002

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2003 2002 2003
Cash flows from operating activities:
Income (loss) before income taxes and minority interests ¥258,328 ¥(12,026) $2,149,154
Adjustments for:
Income taxes paid (40,386) (39,033 (335,991)
Depreciation and amortization 252,416 222,517 2,099,970
Reserve for retirement benefits 3,237 (298) 26,932
Amortization of consolidation goodwill (including lump-sum amortization of consolidated goodwill) 3,505 53,901 29,156
Loss on write-down of investments in securities 1,887 19,461 15,697
Loss on write-down of investments in unconsolidated subsidiaries and associated companies 3,608 1,226 30,013
Loss on disposal of fixed assets 13,848 15,572 115,207
Increase (decrease) in allowance for point mileage (6,655) 31,580 (55,367)
Changes in assets and liabilities:
Increase in trade receivables (2,710) (24,964) (22,547)
(Increase) decrease in inventories (1,815) 20,509 (15,099)
Decrease (increase) in other payables (12,277) 36,417 (93,819)
Increase in trade payables 3,202 4,943 26,640
(Decrease) in accrued expenses (22,670) (14,102 (188,603)
Other 41,806 (16,207) 347,812
Net cash provided by operating activities 496,324 299,496 4,129,155
Cash flows from investing activities:
Payments for purchase of property and equipment (355,687) (450,822) (2,959,123)
Proceeds from sale of property and equipment 9,052 3,452 75,310
Purchase of investment securities (1,003) (6,988) (8,343)
Proceeds from sale of investment securities 2,067 8,236 17,193
Proceeds from sale of investments in subsidiaries — 68,355 —
Decrease in time deposits with deposit term of more than 3 months — 20,023 —
Payment for purchase of marketable securities — (9,869) —
Proceeds from sale of marketable securities — 19,964 —
Other 3,845 (4,581) 31,983
Net cash used in investing activities (341,726) (352,230) (2,842,980)
Cash flows from financing activities:
Proceeds from long-term debt — 3,000 —
Repayment of long-term debt (88,301) (434,859) (734,621)
Increase (decrease) in short-term borrowings, net (69,623) 29,844 (579,230)
Dividends paid (2,876) (2,876) (23,926)
Paid-in capital from minority shareholders — 4,349 —
Other (1,475) (1,024) (12,266)
Net cash used in financing activities (162,275) (401,566) (1,350,043)
Effect of exchange rate changes on cash and cash equivalents 72 69 600
Cash and cash equivalents increased by merger (Note 2.a.) — 180 —
Net decrease in cash and cash equivalents (7,605) (454,051) (63,268)
Decrease in cash and cash equivalents due to exclusion of subsidiaries (557) — (4,632)
Cash and cash equivalents at beginning of year 16,276 470,327 135,406
Cash and cash equivalents at end of year ¥ 8,114 ¥ 16,276 $ 67,506
Non-cash investing and financing activities:
Assets decreased due to decrease of previously consolidated subsidiaries ¥ 1,172 — $ 9,747
Liabilities decreased due to decrease of previously consolidated subsidiaries ¥ 469 — $ 3,900
Assets increased by consolidation of subsidiaries previously unconsolidated — ¥ 495 —
Liabilities increased by consolidation of subsidiaries previously unconsolidated — ¥ 260 —

The accompanying notes are an integral part of these financial statements.
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Notes to Consolidated Financial Statements
JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.)
and Consolidated Subsidiaries ~ For the years ended March 31, 2003 and 2002

1. Basis of presenting consolidated financial statements
The accompanying consolidated financial statements have been prepared in
accordance with the provisions set forth in the Japanese Securities and
Exchange Law and the Accounting Regulations for the Telecommunications
Business, and in conformity with accounting principles and practices generally
accepted in Japan, which are different in certain respects as to the application
and disclosure requirements of International Financial Reporting Standards.
The consolidated financial statements are not intended to present the financial
position, results of operations and cash flows in accordance with accounting
principles and practices generally accepted in countries and jurisdictions other
than Japan.

In preparing these consolidated financial statements, certain reclassifications
and rearrangements have been made to the consolidated financial statements
issued domestically in order to present them in a form which is more familiar to
readers outside Japan. Certain reclassifications and rearrangements have been
made in the 2002 financial statements to conform to the classifications used
in 2003.

The consolidated financial statements are stated in Japanese yen, the currency
of the country in which JAPAN TELECOM HOLDINGS CO., LTD. (the “Company”)
is incorporated and operates. The translations of Japanese yen amounts into
U.S. dollar amounts are included solely for the convenience of readers outside
Japan and have been made at the rate of ¥120.20 to $1, the approximate rate
of exchange at March 31, 2003. Such translations should not be construed as
representations that the Japanese yen amounts could be converted into U.S. dol-
lars at that or any other rate.

2. Summary of significant accounting policies

a. Consolidation—The consolidated financial statements as of March 31,
2003 include the accounts of the Company and its 12 significant (11 in
2002) subsidiaries (together, the “Group”).

Under the control or influence concept, those companies in which the
Company, directly or indirectly, is able to exercise control over operations
are fully consolidated, and those companies over which the Group has the
ability to exercise significant influence are accounted for by the equity
method.

Investments in the unconsolidated subsidiaries and associated compa-
nies are stated at cost. If the equity method of accounting had been applied
to the investments in these companies, the effect on the accompanying
consolidated financial statements would not be material.

All significant intercompany balances and transactions have been elimi-
nated in consolidation. All material unrealized profit included in assets
resulting from transactions within the Group is eliminated.

b. Fiscal periods of consolidated subsidiaries—The accounts of the con-
solidated subsidiaries except JAPAN TELECOM AMERICA, INC. (whose fiscal
year-end is December 31) are prepared as of the same date as the consoli-
dated financial statements. Inclusion of the subsidiary referred to above into
the consolidated financial statements is made based on its accounts as of
December 31, and necessary adjustments for significant transactions dur-
ing the period between its fiscal year-end and the date of the consolidated
financial statements are reflected in the consolidated financial statements.

Cash equivalents—Cash equivalents are short-term investments that are
readily convertible into cash and that are exposed to insignificant risk of
changes in value.

Cash equivalents include time deposits, certificate of deposits, commer-
cial paper and bond funds, all of which mature or become due within 3
months of the date of acquisition.

Allowance for doubtful accounts—The allowance for doubtful accounts
is stated in amounts considered to be appropriate based on the companies’
past credit loss experience and an evaluation of potential losses in the
receivables outstanding.

Inventories—Inventories are stated at cost substantially determined by the
moving-average method for merchandise, and by the first-in, first-out
method for other.

Marketable and investments in securities—Marketable and invest-
ments in securities are classified and accounted for, depending on manage-
ment’s intent, as follows: i) held-to-maturity debt securities, which are
expected to be held to maturity with the positive intent and ability to hold to
maturity, are reported at amortized cost, and ii) available-for-sale securities
are reported at fair value, with unrealized gains and losses, net of applicable
taxes, reported in a separate component of shareholders’ equity.

Non-marketable available-for-sale securities are stated at cost deter-
mined by the moving-average method.

For other than temporary declines in fair value, investments in securities
are reduced to net realizable value by a charge to income.

Property, plant and equipment—Property, plant and equipment are
stated at cost. Depreciation of property, plant and equipment is computed
substantially by the straight-line method based on the estimated useful lives
of the assets. The range of useful lives is principally from 6 to 9 years for
machinery and equipment and from 10 to 40 years for air cable facilities.
Under certain conditions, such as exchanges of similar fixed assets and
sales and purchases resulting from expropriation, Japanese tax laws permit
companies to defer the profit arising from such transactions by reducing the
cost of the assets acquired or by providing a special reserve in sharehold-
ers’ equity. Acquisition costs of the government grants for the year ended
March 31, 2003 were reduced by ¥10,315 million ($85,815 thousand).

Land revaluation—Under the “Law of Land Revaluation,” promulgated on
March 31, 1998 and revised on March 31, 1999 and 2001, the Company

applied a one-time revaluation of its own-use land to a value based on real
estate appraisal information as of March 31, 2002.

The resulting “land revaluation difference” represents unrealized depreci-
ation of land and is stated as a component of shareholders’ equity. There is
no effect on the statements of operations. Continuous readjustment is not
permitted unless the land value subsequently declines significantly such
that the amount of the decline in value should be removed from the land
revaluation difference account. The details of the one-time recalculation
as of March 31, 2003 were as follows:

Land before revaluation: ¥31,028 million
Land after revaluation: ¥23,308 million
Land revaluation difference: ¥ 7,720 million
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Intangible assets—Utilization rights for telecommunication circuits and
facilities are stated at cost and amortized on a straight-line method.

Goodwill on purchase of a specific business is carried at cost less accu-
mulated amortization, which is calculated by the straight-line method over
5 years.

Cost in excess of the net assets of subsidiaries acquired arising from the
data transmission business and “other” business are amortized on a
straight-line basis over a period of 10 and 5 years, respectively.

Expenditures related to computer software development for internal use
are capitalized as an intangible asset and amortized on a straight-line
method over the estimated useful life of the software (5 years).

Stock and bond issue costs—Stock issue costs are charged to income
as incurred. Bond issue costs are principally capitalized and amortized over
a period of three years.

Employees’ retirement benefits—Employees serving with the Company
and subsidiaries are generally entitled to lump-sum severance. In certain
subsidiaries, certain of the employees are entitled to annuity payments on
retirement, based on the rates of pay at the time of termination, years of
service and certain other factors. Such benefits are principally provided by
a funded, defined benefit pension plan.

The Group accounted for the liability for retirement benefits based on the
projected benefit obligations and plan assets at the balance sheet date.

Retirement allowances for directors and corporate auditors—
Retirement allowances for directors and corporate auditors are paid subject
to approval of the shareholders in accordance with the Japanese Commercial
Code. The Group recorded to state the liability at the amount that would be
required, based on the Company’s practices, in the event that all directors
and corporate auditors retired at each balance sheet date.

. Allowance for losses on guarantees of liabilities—Allowance for loss-
es on guarantees of liabilities is stated in amounts considered to be appro-
priate based on an evaluation of the financial position of guarantees.

Allowances for point mileage—Allowances for point mileage are record-
ed to state the estimated future obligation arising from “Telecom Club” and
“J-Point”, based on past experience.

Prior to April 1, 2001, no provisions were recorded for point mileage.
Effective April 1, 2001, the Company changed its method of accounting for
such point mileage to the accrual basis. The effect of this change was to
increase loss before income tax and minority interests for the year ended
March 31, 2002 by ¥31,579 million.

Leases—All leases are accounted for as operating leases. Under Japanese
accounting standards for leases, finance leases that deem to transfer own-
ership of the leased property to the lessee are to be capitalized, while other
finance leases are permitted to be accounted for as operating lease trans-
actions if certain “as if capitalized” information is disclosed in the notes to
the lessee’s financial statements.

Revenue recognition—Telecommunication service is recognized as rev-
enues as service is provided to customers, based on seconds of traffic
processed plus basic fees, on a monthly billings cycle basis. Sales of
telecommunications equipment are recognized when products are
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delivered. Revenues from rentals and other services are recognized propor-
tionately over the contract or as services are performed.

Income taxes—The provision for income taxes is computed based on the
pre-tax income included in the consolidated statements of operations. The
asset and liability approach is used to recognize deferred tax assets and lia-
bilities for the expected future tax consequences of temporary differences
between the carrying amounts and the tax bases of assets and liabilities.
Deferred taxes are measured by applying currently enacted tax laws to the
temporary differences. A valuation allowance is provided for any portion of
the deferred tax assets where it is considered more likely than not that they
will not be realized.

Appropriations of retained earnings—Appropriations of retained earn-
ings are reflected in the financial statements of the following year upon
shareholders’ approval.

Foreign currency transactions—All short-term and long-term monetary
receivables and payables denominated in foreign currencies are translated
into Japanese yen at the exchange rates at the balance sheet date. The
foreign exchange gains and losses from translation are recognized in the
income statement to the extent that they are not hedged by forward
exchange contracts.

Foreign currency financial statements—The balance sheet accounts of
the consolidated foreign subsidiaries are translated into Japanese yen at the
current exchange rate as of the balance sheet date except for shareholders’
equity, which is translated at the historical rate.

Differences arising from such translation are shown as “Foreign currency
translation adjustments” in a separate component of shareholders’ equity.

Revenue and expense accounts of consolidated foreign subsidiaries are
translated into yen at the applicable current exchange rates at the year-end.

Derivatives and hedging activities—The Group uses derivative financial
instruments to manage its exposures to fluctuations in foreign exchange
and interest rates. Foreign exchange forward contracts, interest rate swaps
and interest rate caps are utilized by the Group to reduce foreign currency
exchange and interest rate risks. The Group does not enter into derivatives
for trading or speculative purposes.

Derivative financial instruments and foreign currency transactions are
classified and accounted for as follows: a) all derivatives are recognized as
either assets or liabilities and measured at fair value, and gains or losses on
derivative transactions are recognized in the statements of operations and
b) for derivatives used for hedging purposes, if derivatives qualify for
hedge accounting because of high correlation and effectiveness between
the hedging instruments and the hedged items, gains or losses on deriva-
tives are deferred until the maturity of the hedged transactions.

The foreign currency forward contracts are utilized to hedge currency
exposures in procurement of telecommunications equipment from overseas
suppliers. Payables denominated in foreign currencies are translated at the
contract rates if the forward contracts qualify for hedge accounting.

The interest rate swap and interest rate caps which qualify for hedge
accounting and meet specific matching criteria are not remeasured at mar-
ket values but the differential paid or received under the swap and cap
agreements are recognized and included in interest expense or income.



v. Per share information—Effective April 1, 2002, the Company adopted a
new accounting standard for earnings per share of common stock issued by
the Accounting Standards Board of Japan. Under the new standard, basic
net income per share is computed by dividing net income available to com-
mon shareholders, which is more precisely computed than under previous
practices, by the weighted-average number of common shares outstanding
for the period, retroactively adjusted for stock splits. The waited-average
numbers of common shares used in the computation were 3,195,217
shares for 2003 and 3,195,225.08 shares for 2002.

Basic net income for the years ended March 31, 2003 and 2002 is
computed in accordance with the new standard. Diluted net income per

3. Short-term investments and investments in securities

share is not presented in the accompanying consolidated financial state-
ments as the Group does not have any dilutive securities.

Cash dividends per share presented in the accompanying consolidated
statements of operations are dividends applicable to the respective years
including dividends to be paid after the end of the year, retroactively adjusted
for stock splits.

The carrying amounts and aggregate fair values of marketable and investment securities at March 31, 2003 and 2002 were as follows:

(1) Available-for-sale securities (market value applicable)

Millions of Yen
2003 2002
Fair value Fair value
Cost (Carrying amount) Difference Cost (Carrying amount) Difference
Securities for which market value exceeds cost:

Equity securities ¥ 3,283 ¥ 5,655 ¥2372 ¥11,658 ¥15,675 ¥4,016

Debt securities 117 153 36 147 184 37
Sub-total 3,400 5,808 2,408 11,805 15,859 4,053
Securities for which market value

does not exceed carrying amount:

Equity securities 8,466 8,180 (286) 210 178 (32)
Sub-total 8,466 8,180 (286) 210 178 (32)
Total ¥11,866 ¥13,988 ¥2122 ¥12,015 ¥16,037 ¥4,021
(2) Major securities for which market quotations are unavailable

Millions of Yen
2003 2002

Carrying amount Carrying amount

Available-for-sale securities:
Equity securities of nonpublic companies
Other

¥5,700
50

¥8,558
51

(3) Sales of available-for-sale securities

Proceeds from sales of available-for-sale securities for the years ended March
31, 2003 and 2002 were ¥1,822 million ($15,250 thousand) and ¥20,269 mil-
lion, respectively. Gross realized gains and losses on these sales, computed on

(4) Debt securities with maturity and redemption dates

the moving average cost basis, were ¥436 million ($3,627 thousand) and ¥144
million ($1,198 thousand), respectively, for the year ended March 31,2003 and
¥5 million and ¥243 million, respectively, for the year ended March 31, 2002.

Millions of Yen
2003 2002
Within 1 year 1-5 years More than 5 years Within 1 year 1-5 years More than 5 years
Government bonds and local bonds ¥153 — — ¥31 — ¥153
¥153 — — ¥31 — ¥153
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4. Inventories
Inventories at March 31, 2003 and 2002 consisted of the following:

Millions of Yen
2003 2002
Merchandise ¥25,783 ¥23,878
Work-in-process 27 —
Supplies 2,464 3,883
Total ¥28,274 ¥27,761
5. Property, plant and equipment
Telecommunications equipment at March 31, 2003 and 2002 comprised the following:
Millions of Yen
2003 2002
Machinery and equipment, (principally transmitters and exchangers) ¥1,300,756 ¥1,130,400
Air cable facilities 237,157 194,239
Line connector facilities 5,268 4,645
Local line facilities 6,628 5,863
Long-distance line facilities 87,493 80,974
Civil construction facilities 94,813 91,594
Ocean cable facilities 47,226 48,268
Total ¥1,779,341 ¥1,555,983
6. Goodwill
Goodwill at March 31, 2003 and 2002 comprised the following:
Millions of Yen
2003 2002
Goodwill on purchase of specific business ¥24,569 ¥36,854
Consolidation goodwill 10,892 14,470
Total ¥35,461 ¥51,324
7. Other assets
Other assets at March 31, 2003 and 2002 comprised the following:
Millions of Yen
2003 2002
Utilization rights for telecommunication circuits and facilities ¥ 7,566 ¥10,028
Other 40,898 48,973
Total ¥48,464 ¥59,001
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8. Short-term borrowings and long-term debt
Short-term borrowings at March 31, 2003 and 2002 comprised the following:

Millions of Yen
2003 2002
Loans from banks and associated companies with a weighted average interest rate
of 0.26% for the year ended March 31, 2003
—~Unsecured ¥568,836 ¥638,100
¥568,836 ¥638,100
Long-term debt at March 31, 2003 and 2002 comprised the following:
Millions of Yen
2003 2002
Loans from banks and other financial institutions with a weighted average interest rate
of 2.71% for the year ended March 31, 2003
—Secured ¥ 32,000 ¥ 12,716
—Unsecured 77,858 185,839
Sub-total 109,858 198,555
Unsecured 2.575% yen bonds due April 2008 25,000 25,000
Unsecured 1.775% yen bonds due April 2003 25,000 25,000
Unsecured 2.500% yen bonds due August 2010 25,000 25,000
Unsecured 1.930% yen bonds due August 2005 25,000 25,000
Unsecured 2.000% yen bonds due August 2010 25,000 25,000
Unsecured 1.270% yen bonds due August 2005 25,000 25,000
Unsecured 2.280% yen bonds due September 2010 25,000 25,000
Unsecured 1.780% yen bonds due September 2006 25,000 25,000
Sub-total 200,000 200,000
Total 309,858 398,555
Less current portion (97,699) (88,698)
Long-term debt, less current portion ¥212,159 ¥309,857
Annual maturities of long-term debt as of March 31, 2003 for the next five years and thereafter were as follows:
Millions of Yen
2004 ¥ 97,699
2005 12,381
2006 54,826
2007 37,696
2008 4,256
2009 and thereafter 103,000
¥309,858
Assets pledged as collateral for short-term loans and long-term debt at March 31, 2003 and 2002 were as follows:
Millions of Yen
2003 2002
Investments in securities — ¥ 2
Property, plant and equipment, net of accumulated depreciation:
Telecommunications equipment ¥37,269 7,355
Buildings and structures 6,978 7,803
Land 581 1,275
Sub-total 44,828 16,433
Total ¥44.828 ¥16,454
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9. Retirement benefit plan
Most of the employees of the Company are covered by a non-contributory
trusteed pension plan. The plan provides for a lump-sum payment to terminated
employees.

Certain subsidiaries have contributory defined benefit pension plans and non-
contributory defined benefit tax-qualified pension plans. Additional benefits may

be granted to employees according to the conditions under which their termina-

tion occurs.

The liability for employees’ retirement benefits at March 31, 2003 and 2002

consisted of the following:

Millions of Yen
2003 2002
Projected benefit obligation ¥(20,149) ¥(16,967)
Fair value of plan assets 686 630
Net liability ¥(19,463) ¥(16,337)
The components of net periodic pension benefit costs were as follows:
Millions of Yen
2003 2002
Service cost ¥2.831 ¥1,920
Interest cost 322 497
Expected return on plan assets 4) 5)
Recognized actuarial loss 2,245 16
Additional benefits granted to employees 1,652 2,173
Lump-sum amortization of prior service cost 1,315 447
Net periodic benefit costs ¥8,361 ¥5,048
Assumptions used for the years ended March 31, 2003 and 2002 were set forth as follows:
2003 2002
Discount rate 1.5~2.0% 2.5%
Expected rate of return on plan assets mainly 4.4% mainly 4.4%
Amortization period of prior service cost mainly 1 year mainly 1 year
Recognition period of actuarial gain/loss mainly 1 year mainly 1 year

10. Shareholders’ equity
Japanese companies are subject to the Japanese Commercial Code (the “Code”),
to which certain amendments became effective from October 1, 2001.

The Code was revised whereby common stock par value was eliminated
resulting in all shares being recorded with no par value and at least 50% of the
issue price of new shares is required to be recorded as common stock and the
remaining net proceeds as additional paid-in capital, which is included in capital
surplus. The Code permits Japanese companies, upon approval of the Board of
Directors, to issue shares to existing shareholders without consideration as a
stock split. Such issuance of shares generally does not give rise to changes
within the shareholders’ accounts.

The revised Code also provides that an amount at least equal to 10% of the
aggregate amount of cash dividends and certain other appropriations of retained
earnings associated with cash outlays applicable to each period shall be appro-
priated as a legal reserve (a component of retained earnings) until such reserve
and additional paid-in capital equals 25% of common stock. The amount of total
additional paid-in capital and legal reserve that exceeds 25% of the common
stock may be available for dividends by resolution of the shareholders. In addi-
tion, the Code permits the transfer of a portion of additional paid-in capital and
legal reserve to the common stock by resolution of the Board of Directors.
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The revised Code eliminated restrictions on the repurchase and use of treasury
stock allowing Japanese companies to repurchase treasury stock by a resolution
of the shareholders at the general shareholders meeting and dispose of such
treasury stock by resolution of the Board of Directors beginning April 1, 2002.
The repurchased amount of treasury stock cannot exceed the amount available
for future dividends plus the amount of common stock, additional paid-in capital
or legal reserve to be reduced in the case where such reduction was resolved at
the general shareholders meeting.

The amount of retained earnings available for dividends under the Code was
¥39,532 million ($328,883 thousand) as of March 31, 2003, based on the
amount recorded in the parent company’s general books of account. In addition
to the provision that requires an appropriation for a legal reserve in connection
with the cash payment, the Code imposes certain limitations on the amount of
retained earnings available for dividends.

Dividends are approved by the shareholders at a meeting held subsequent
to the fiscal year to which the dividends are applicable. Semi-annual interim
dividends may also be paid upon resolution of the Board of Directors, subject
to certain limitations imposed by the Code.



11. Income taxes

The Company and its domestic subsidiaries are subject to Japanese national
and local income taxes which, in the aggregate, resulted in a normal effective
statutory tax rate of approximately 42.0% for the years ended March 31, 2003
and 2002.

The tax effects of significant temporary differences and loss carryforwards,
which resulted in deferred tax assets and liabilities at March 31, 2003 and 2002

were as follows:

Millions of Yen
2003 2002
Deferred tax assets:

Allowance for point mileage ¥10,221 ¥13,264
Write-down of investment in associated companies 1,918 —
Write-down of investments in securities 805 10,116
Inventory 3,287 7,142
Accrued retirement benefits 7,632 6,485
Depreciation 3,787 —
Loss on disposal of fixed assets 1,365 3,215
Accrued bonuses 3,398 2,228
Accrued enterprise taxes 9,622 1,627
Allowance for losses on guaranty of liabilities 1,734 1,333
Unrecognized gain on fixed assets sold — 1,108
Corporate split assets 2,815 —
Unearned revenue 2,752 1,088
Allowance for doubtful accounts 5,194 —
Net operating loss carried forward 26,772 3,474
Revaluation difference — 3,242
Other 4,652 3,830

Gross deferred tax assets 85,954 58,152
Valuation allowance (34,426) (19,737)

Total deferred tax assets 51,528 38,415

Deferred tax liabilities:

Unrealized gains on securities — (1,698)
Retained earnings appropriated to tax allowable reserves — (,027)
Other — (1,863)

Total deferred tax liabilities — (4,5898)

Net deferred tax assets ¥51,528 ¥33,827

A reconciliation between the normal effective statutory tax rates and the actual effective tax rates reflected in the accompanying consolidated statements of operations

for the years ended March 31, 2003 and 2002 were as follows:

2003 2002
Normal effective statutory tax rate: 42.0% (42.0%
Amortization of consolidation goodwill 0.6 188.2
Valuation allowance 6.8 91.2
Adjustment for gain on sales of affiliated companies — 76.6
Amortization of goodwill (0.6) (35.3)
Permanently non-taxable income (8.7 —
Expenses not deductible for income tax purpose 0.2 3.8
Per capital levy of local resident income taxes 0.1 15
Other (0.6) 4.2
Effective income tax rate 39.8% 288.2%
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At March 31, 2003, certain subsidiaries have tax loss carryforwards aggregating approximately ¥70,140 million ($583,524 thousand) which are available to be offset
against taxable income of such subsidiaries in future years. These tax loss carryforwards, if not utilized, will expire as follows:

Millions of Yen
2004 ¥ —
2005 977
2006 1,140
2007 4,227
2008 63,796
Total ¥70,140
12. Other expenses (income)
Other expenses (income)—net for the years ended March 31, 2003 and 2002 consisted of the following:
Millions of Yen
2003 2002
Provision for losses on business restructuring:
Loss on write-down of investments in securities ¥ — ¥17,836
Loss on write-down of investments in unconsolidated subsidiaries and associated companies — 1,226
Penalty for advanced redemption of borrowings — 11,230
Allowance for losses on guaranty of liabilities — 3,175
Penalty for cancellation of construction agreement — 3,161
Incremental payment for early retirement — 2,170
Other — 354
Sub-total — 39,152
Other (2,507) (4,741)
Other, net ¥(2,507) ¥34,411

13. Research and development costs
Research and development costs charged to income were ¥859 million ($7,149 thousand) and ¥1,616 million for the years ended March 31, 2003 and 2002,

respectively.
14. Leases
As Lessee
The Group leases certain machinery, equipment, tools, furniture, fixtures and Pro forma information of leased property such as acquisition cost, accumulat-
other assets. Total rental expenses for the year ended March 31, 2003 were ed depreciation, obligation under finance lease, depreciation expense, and inter-
¥53,139 million ($442,088 thousand), including ¥17,254 million ($143,546 est expense of finance leases that do not transfer ownership of the leased
thousand) of lease payments under finance leases. property to the lessee on an “as if capitalized” basis for the years ended March
31, 2003 and 2002 is as follows:
Millions of Yen
2003 2002
Machinery and equipment ¥56,911 ¥67,754
Tools, furniture and fixtures 16,049 16,422
Other 8,123 11,064
Total 81,083 95,240
Less: Accumulated depreciation (52,914) (50,360)
Net leased property ¥28,169 ¥44,880
Obligations under finance leases at March 31, 2003 and 2002 were:
Millions of Yen
2003 2002
Due within 1 year ¥18,714 ¥18,419
Due after 1 year 9,455 26,461
Total ¥28,169 ¥44,880
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The amount of acquisition cost and obligations under finance leases include
the imputed interest expense portion.

Depreciation expense, which was not reflected in the accompanying consoli-
dated statements of operations computed by the straight-line method, was

¥17,254 million ($143,546 thousand) and ¥17,340 million for the years ended
March 31, 2003 and 2002, respectively.

The minimum rental commitments under noncancellable operating leases at
March 31, 2003 and 2002 were as follows:

Millions of Yen
2003 2002

Due within 1 year ¥2,483 ¥1,637
Due after 1 year 6,819 8,024
Total ¥9,302 ¥9,661
As Lessor

Total rental revenue for the year ended March 31, 2002 was ¥91 million income of finance leases that do not transfer ownership of the leased property to
($754 thousand). the lessee on an “as if capitalized” basis for the years ended March 31, 2003

Pro forma information of leased property such as acquisition cost, accumulat-
ed depreciation, receivables under finance leases, depreciation expense, interest

and 2002 is as follows:

Millions of Yen
2003 2002
Machinery and equipment — ¥ 5,634
Less: Accumulated depreciation — (5,632)
Net leased property — ¥ 2
Future rental revenues under finance leases at March 31, 2003 and 2002 were:
Millions of Yen
2003 2002
Due within 1 year — ¥2
Due after 1 year — —
Total — ¥2

The amount of acquisition cost and obligations under finance leases include the imputed interest income portion.
Depreciation of assets leased under finance leases accounted for as operating leases amounted to ¥91 million ($754 thousand) for the year ended March 31, 2002.

15. Derivative financial instruments
The Group enters into derivative financial instruments (“derivatives”), including
foreign currency forward contracts to hedge foreign exchange risk associated
with certain assets and liabilities denominated in foreign currencies. The Group
also enters into interest swap contracts and interest rate caps to manage its
interest rate exposure on certain liabilities.

All derivative transactions are entered into to hedge interest and foreign
currency exposures incorporated within its business. Accordingly, market risk
in these derivatives is basically offset by opposite movements in the value of
hedged assets or liabilities. The Group does not hold or issue derivatives for
trading or speculative purposes. Because the counterparties to those derivatives
are limited to major international financial institutions, the Group does not antici-
pate any losses arising from credit risk.

Derivative transactions entered into by the Group have been made in
accordance with internal policies, which regulate the authorization and credit
limit amount.

Forward exchange contracted amounts which are assigned to associated
assets are reflected on the consolidated balance sheet at year-end and are
not subject to disclosure of market value information.

The contract or notional amounts of derivatives which are shown in the follow-
ing table do not represent the amounts exchanged by the parties and do not
measure the Group’s exposure to credit or market risk.
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Millions of Yen
2003 2002
Unrealized gain Unrealized gain
Contract amount Fair value (loss) Contract amount Fair value (loss)
Foreign currency forward contracts:
Payables:
U.S. Dollars ¥ 428 ¥427 ¥ (1) ¥ 945 ¥994 ¥ 49
Total ¥ 428 ¥427 ¥ (1) ¥ 0945 ¥994 ¥ 49
Interest rate cap agreements:
Purchased ¥1,000 ¥ ¥(42) ¥4,500 ¥97)
Total ¥1,000 ¥ ¥(42) ¥4,500 ¥(97)

16. Contingent liabilities

At March 31, 2003, guarantees and similar items include joint guarantees of ¥2,968 million ($24,695 thousand), and the allocation to the Company was ¥2,653 million

($22,071 thousand).

17. Subsequent event
Appropriations of retained earnings

The following appropriations of retained earnings at March 31, 2003 were approved at the Company’s shareholders’ meeting held on June 27, 2003:

Millions of Yen

Year-end cash dividends, ¥600 ($4.99) per share

¥1,917
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18. Segment information
Information about industry and geographic segments and sales to foreign customers for the years ended March 31, 2003 and 2002 is as follows:
(1) Segment information by business category

Millions of Yen
2003 2002
|. Operating revenues and operating income (loss)
Operating revenues
(1) Outside customers
Fixed-line telecommunications ¥ 340,548 ¥ 360,565
Mobile telecommunication business 1,450,962 1,336,579
Other business 5,405 6,895
Total 1,796,915 1,704,039
Elimination or corporate — —
Consolidated 1,796,915 1,704,039
(2) Inter-segment
Fixed-line telecommunications ¥ 44,306 ¥ 49,595
Mobile telecommunication business 9,406 10,994
Other business 10,938 23,541
Total 64,650 84,130
Elimination or corporate (64,650) (84,130)
Consolidated — —
Operating revenues total
Fixed-line telecommunications ¥ 384,854 ¥ 410,161
Mobile telecommunication business 1,460,368 1,347,573
Other business 16,343 30,435
Total 1,861,565 1,788,169
Elimination or corporate (64,650) (84,130)
Consolidated 1,796,915 1,704,039
Operating expenses
Fixed-line telecommunications ¥ 356,661 ¥ 428,637
Mobile telecommunication business 1,213,223 1,261,342
Other business 16,337 30,544
Total 1,586,221 1,720,523
Elimination or corporate (64,912) (105,618)
Consolidated 1,521,309 1,614,905
Operating income (loss)
Fixed-line telecommunications ¥ 28,193 ¥ (18,476)
Mobile telecommunication business 247,145 86,231
Other business 6 (109)
Total 275,344 67,646
Elimination or corporate 262 21,488
Consolidated ¥ 275,606 ¥ 89,134
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Millions of Yen
2003 2002
Il. Assets, depreciation and capital expenditure
Assets
Fixed-line telecommunications ¥ 530,927 ¥ 614,053
Mobile telecommunication business 1,743,820 1,249,707
Other business 2,570 9,647
Total 2,277,317 1,873,407
Elimination or corporate (437,496) (17,071)
Consolidated 1,839,821 1,856,336
Depreciation
Fixed-line telecommunications ¥ 60,234 ¥ 59618
Mobile telecommunication business 192,214 162,365
Other business 151 534
Total 252,599 222,517
Elimination or corporate (183) —
Consolidated 252,416 222,517
Capital expenditure
Fixed-line telecommunications ¥ 33,107 ¥ 100,398
Mobile telecommunication business 266,584 370,356
Other business 151 543
Total 299,842 471,297
Elimination or corporate (20,582) —
Consolidated ¥ 279,260 ¥ 471,297

The change in categorization of business segments:

Effective April 2002, the Company created new segments called Fixed-line
telecommunications and Mobile telecommunication business by combining and
recategorizing the former Voice transmission, Data transmission and leased cir-
cuit, and Mobile telecommunication business in order to better clarify the opera-
tions of each business segment in line with creating a new holding company and
improving the organization of consolidated subsidiaries. Certain historical segment
data has been reclassified to conform with these internal organizational changes.

19. Related party transactions

(2) Segment information by geographic area
Segment information classified by geographic area is omitted since the domestic
share of the total of all segment operating revenues and assets is over 90%.

(3) International operating revenues

International operating revenues were less than 10% of consolidated sales and
such information was therefore omitted from presentation.

The balances of accounts with the associated companies at March 31, 2003 and 2002 were as follows:

Millions of Yen
2003 2002
Short-term borrowings ¥568,437 ¥638,100
Accrued expenses 199 285
¥568,636 ¥638,385
Transactions with associated companies for the years ended March 31, 2003 and 2002 were as follows:
Millions of Yen

2003 2002
Interest expense ¥2,240 ¥221
Other 174 100
¥2 414 ¥321
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Independent Auditors’ Report

JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.) and Consolidated Subsidiaries  For the years ended March 31, 2003 and 2002

To the Board of Directors of
JAPAN TELECOM HOLDINGS CO., LTD.:

We have audited the accompanying consolidated balance sheets of JAPAN TELECOM HOLDINGS CO., LTD. (formerly JAPAN TELECOM CO., LTD.) and consolidated
subsidiaries as of March 31, 2003 and 2002, and the related consolidated statements of operations, shareholders’ equity, and cash flows for the years then ended,

all expressed in Japanese yen. These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards, procedures and practices generally accepted and applied in Japan. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of JAPAN TELECOM
HOLDINGS CO., LTD. and consolidated subsidiaries as of March 31, 2003 and 2002, and the consolidated results of their operations and their cash flows for the years
then ended in conformity with accounting principles and practices generally accepted in Japan.

As discussed in Note 19 to the consolidated financial statements, the Company and subsidiaries changed the categorization of business segment.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our opinion, such translation has been made in conformity
with the basis stated in Note 1. Such U.S. dollar amounts are presented solely for the convenience of readers outside Japan.

)Y Ry v ri Toucht TokmaAen

June 27, 2003
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