
MTI Ltd.
ANNUAL REPORT 2005
Year ended September 30, 2005

THE
MOVING

TO
NEXT

STAGE



Seizing the Opportunity of 
a Growing Market to Go on the Offensive

The MTI Group is aggressively developing its business to establish a leading position

in the industry, drawing on its strength in using unique data analysis techniques to

create new business models to attract customers, and concentrating on the rapidly

growing market for Chaku-uta® (song ringtones).

Looking ahead, MTI will continue to concentrate management resources on the

music contents distribution business, which we feel will be the driving force for

future growth in the MTI Group. At the same time, we have gone on the offensive in

other fields with growth potential, including distribution of entire songs, e-books,

comics and video.
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Thousands of  
Millions of Yen U.S. Dollars

Years ended September 30 2004 2005 2005

For the year 
Net sales ................................................................................................................ ¥ 11,524 ¥ 14,757 $130,375
Operating income.................................................................................................. 196 212 1,875
Ordinary income.................................................................................................... 29 129 1,145
Income before income taxes and minority interests........................................... 2,156 84 750
Net income (loss).................................................................................................... 1,634 (125) (1,105)
Net cash used in operating activities.................................................................... (249) (37) (334)

At year-end
Total assets............................................................................................................. 10,836 9,379 82,867
Total shareholders’ equity..................................................................................... 3,672 5,675 50,145

Per share data Yen U.S. Dollars

Net income (loss) : Primary.................................................................................... ¥25,315.72 ¥ (1,763.31) $ 15.58
: Fully diluted ............................................................................ 21,233.35 — —

Cash dividends ....................................................................................................... 340.00 340.00 3.00
Total shareholders’ equity..................................................................................... 55,557.43 70,507.03 622.91

Note: U.S. dollar amounts are calculated at the rate of US$1=¥113.19, the exchange rate prevailing on September 30, 2005.
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CONSOLIDATED FINANCIAL HIGHLIGHTS
MTI Ltd. and Consolidated Subsidiaries
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Toshihiro Maeta 
President and CEO

The MTI Group, to accelerate its shift to a growth stage as its “second

founding,” is aggressively developing its business around distribution of

Chaku-uta® (song ringtones) and other music contents, and establishing 

a firm position as a leading company in this growing field.

I N T E R V I E W  W I T H  T H E  P R E S I D E N T
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The MTI Group has been focusing on its core mobile con-

tents distribution business and its telemarketing business

on a path of rapid growth as quickly as possible, drawing

on the Group’s common strength of using unique data

analysis techniques to create new business models to

acquire customers.

A record 38.1 million third-generation (3G) mobile

handset user base was reached during the fiscal year ended

September 30, 2005, up from 15.5 million a year earlier.

This increase in the user base has brought a rapid rise in the

market for Chaku-uta® (song ringtones), the “killer contents”

for 3G phones. MTI, with its accurate grasp of these devel-

opments, has focused on acquiring contents (such as songs

by hitmaker artists), along with launching aggressive promo-

tions that included TV commercials and banner ads.

As a result of these measures, we succeeded in increas-

ing the number of paying subscribers to 3.71 million, up 1.11

million from a year earlier. Although we were short of our

plan for the telemarketing business, overall consolidated net

sales totaled ¥14,757 million (up 28.0% year on year),

exceeding forecasts revised in May. We had forecast an

ordinary loss of ¥220 million, but in the end managed to

achieve ordinary income of ¥129 million.

Sales in the contents distribution business grew to ¥9,915

million, and the number of paying subscribers increased by

1.11 million, both of which were major successes. The increase

 
 
 

Net sales ¥14,757 ¥14,500 +¥257 

Operating income (loss) 212 (60) +272

Ordinary income (loss) 129 (220) +349

Net income (loss)  (125) (460) +334

(Millions of yen)

Consolidated Financial Summary 

Results for fiscal year ended 
September 2005

Revised plan Results vs. plan

OVERVIEW OF THE FISCAL YEAR ENDED
SEPTEMBER 30, 2005

QWhat were your results for the fiscal year ended
September 30, 2005?

A Sales of Chaku-uta® were strong, with both sales
and earnings exceeding the forecasts revised in
May 2005. Ordinary income was particularly
notable, as we had forecast a loss as a result of
significant additional investments in promotion
expenses, but we managed to end up in the black,
and with an increase over the previous year.

QPlease give some specifics on your results.

A Sales in the contents distribution business were
nearly ¥10,000 million. Having achieved quanti-
tative growth, our core contents earned top posi-
tions in NTT DoCoMo (FOMA)’s menu rakings.
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in the number of paying subscribers for Chaku-uta® was

particularly notable. The total number had already surpassed

1.0 million, and this expansion in Chaku-uta® business was

a significant source of growth.

In terms of the menu rankings for Chaku-uta® on NTT

DoCoMo (FOMA), we achieved good progress in acquiring

songs by popular artists, and assisted by heavy promotional

activities, succeeded in pushing its ranking to the second

position in October 2005.

For ringtones, MTI managed to maintain its sub-

scriber base during a time when many other companies in

the industry are losing paying subscribers, by boosting the

service under the same brand as Chaku-uta® (music.jp),

and strengthening ties between the two services. Through

this, we managed to maintain our ranking of ninth on the

NTT DoCoMo menu.

MTI’s weather forecast service remained first on

KDDI au’s menu, and achieved the second ranking on NTT

DoCoMo’s menu, immediately after its debut in June

2005. Our traffic information service also achieved the top

ranking on NTT DoCoMo’s menu for the first time in

October 2005. Both of these were major successes.

The weather forecast service in particular made a

significant contribution to the increase in paying sub-

scribers, since it was introduced just prior to the summer

typhoon season. Other contents also showed strong

results, with our e-books ranking second and our electronic

dictionary coming in fifth, providing a steady rise in the

number of paying subscribers.

The MTI Group places its highest priority on the music

contents distribution business, which is made up mainly of

Chaku-uta®, a rapidly growing segment of the contents

distribution business, and ringtones, which is the largest

segment of the market. In April 2005, we changed MTI’s

rigtone website brand to “music.jp,” the same brand as the

Chaku-uta® website operated by our subsidiary company

music.jp., inc. (MDJ). At the same time, we undertook an

GROUP RESTRUCTURING

QWhat is the background and reason for your
merger with music.jp., inc.?

A The music contents distribution business is our
primary focus. We feel that strengthening the ties
between ringtones and Chaku-uta® will enhance
the appeal of our contents, and lead to further
increases in the number of paying subscribers.

1,600

2,000

2,400

2,800

3,200

3,600

4,000 Final results Initial forecasts

2004/Mar. 2004/June 2004/Sep. 2004/Dec. 2005/Mar. 2005/June 2005/Sep.

Menu Rankings on NTT DoCoMo (Music Contents) 
Oct. 2004 Jan. 2005 Apr. 2005 July 2005 Oct. 2005

                ® (FOMA) 6th 4th 4th 3rd 2nd

Ringtones (FOMA) 10th 9th 9th 9th 9th

Ringtones (PDC) 11th 10th 10th 9th 9th

 

Jan. 2005 Apr. 2005 July 2005 Oct. 2005

Traffic information 7th (7th) 7th (7th) 6th (6th) 1st (4th)

E-books 2nd(2nd) 2nd (3rd) 2nd (2nd)

Weather forecast 2nd(2nd) 2nd (3rd)

Dictionaries 3rd (4th) 3rd (4th) 5th (5th) 5th (5th)

Number of Paying Subscribers

2,150
2,330

2,600 2,690
2,830

3,040 3,100
2,940

3,300 3,350

3,710

Chaku-uta

Menu Rankings on NTT DoCoMo FOMA (Information Contents)
(Rankings in parentheses are for PDC)

(Thousands of subscribers)

I N T E R V I E W  W I T H  T H E  P R E S I D E N T
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aggressive promotion campaign to raise awareness of the

brand name.

We took a further step to merge MDJ with MTI in

January 2006. By integrating the management resources

and operations, we believe that we can enhance the value

added and synergistic effects for the contents.

The MTI Group focuses on contents distribution and tele-

marketing as its core businesses. These businesses are

best suited to our group business model of building a

stock-style business that seeks to maximize ACCESS and

CONVERSION efficiencies through our marketing

approach which employs unique data analysis techniques.

For the contents distribution business, we are invest-

ing significant resources in promotions such as television

commercials and banner ads in such manner to help maxi-

mize the ACCESS efficiency. Efficient acquisition of “killer

contents” (songs from popular artists) and enhancing the

attractiveness of the contents themselves adds to the

CONVERSION efficiency.

Outbound telemarketing involves many sequential

steps from contacting potential customers to closing of

contracts. We capitalize on our data analysis techniques to

optimize and maximize the efficiency of each step to

acquire as many contracts as possible from limited resources.

BUSINESS MODEL  

QWhat are the main features of your business
model?

A We use our marketing approach to build a
“stock-style” business through maximizing the
efficiency of our efforts to attract and make 
contact with potential customers among the
general public (ACCESS), and of the methods
and means we use to induce them to become
actual customers (CONVERSION). 

Features of MTI’s Business Model

Maximize ACCESS and CONVERSION efficiencies through our marketing approach employing data analysis techniques, 
and build a structure that allows for sustained growth

Achieving our goal of rapid sales growth and sustained rises in earnings

Build a stock-style business using our marketing approach

CONVERSION 

Large-scale outbound telemarketing

General public

Customers

Second call

First call

Mobile contents distribution

General public

Customers

Killer contents

Promotion
ACCESS

Data analysis techniques

Data analysis techniques



We believe that the number of paying subscribers will rise

along with the expansion in the music contents distribution

market, which will be driven by the widespread use of 3G

handsets. In terms of our paying subscribers, we forecast

4.30 million by September 2006, and 4.65 million by

September 2007, supported by the rapid growth in this

market segment.

In terms of net sales, we are forecasting ¥18,030 million

by September 2006, and ¥20,840 million in September

2007. This will come from increase in paying subscribers in

the music contents distribution business and also from

expansion of both the information contents distribution and

telemarketing businesses.

For ordinary income, we are forecasting ¥820 million

for September 2006, and ¥2,000 million for September

2007. Although we will continue to make large investments

in promotions, we expect earnings growth to come from a

jump in the number of subscribers for digital contents

distribution, and by placing the telemarketing business on a

growth track.

The spread of 3G mobile handsets is driving rapid growth of

Chaku-uta®, the representative contents for these devices.

The distribution of entire songs is also an area that is

expected to see rapid growth. The MTI Group believes that

06

QWhat is your plan for development of the music
contents distribution business?

A We will focus on raising our market share in Chaku-

uta®—the segment that is expected to show the

most growth—to enjoy maximum benefits of that

expansion. We are also looking to move further into

the distribution of entire songs, establishing a firm

position that will place us alongside the leading

company in the music distribution industry.

Results for fiscal year ended 
September 2005

Plan for fiscal year ending 
September 2006

Plan for fiscal year ending 
September 2007

(Millions of yen; persons)

Medium-Term Business Plan (Consolidated)

Net sales ¥14,757 ¥18,030 ¥20,840

Operating income 212 850 2,000

Ordinary income 129 820 2,000

Net income (loss) (125) 630 1,390

No. of subscribers (end of term) 3.71 million 4.30 million 4.65 million

MEDIUM-TERM BUSINESS PLAN

QWhat are your quantitative targets for the medium
term?

A Our plan for the fiscal year ending September 30,
2006 is net sales and ordinary income of
¥18,030 million and ¥820 million, respectively,
and ¥20,840 million and ¥2,000 million for the
fiscal year ending September 30, 2007.

I N T E R V I E W  W I T H  T H E  P R E S I D E N T
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distribution of music contents will be the most rapidly

growing segment of the contents distribution business, and

has adopted a policy of concentrating management

resources in this market segment.

In April 2005, we unified the brand name for Chaku-

uta®, the “killer contents” for 3G handsets, and ringtones,

the largest segment of the contents distribution market,

under the same brand name of “music.jp.” However,

because these two businesses were run by two separate

companies, we were not able to acquire as many paying

subscribers as we could through the organic link between

Chaku-uta® and ringtone businesses.

We therefore decided, in accordance with our policy

described earlier, to merge our subsidiary MDJ with MTI

on January 4, 2006. This merger will further strengthen

the ties between Chaku-uta® and ringtones, and allow us to

implement flexible measures that will simultaneously

increase the value added in both businesses through 

integration of management resources and operations.

To ensure our success in both the Chaku-uta® and

ringtone businesses, we will undertake aggressive promo-

tions to enhance the appeal of the contents, and raise

awareness of it. These measures will help boost the number

of paying subscribers. We will also go on the offensive in

the field of entire song distribution, which looks certain to

be the next growth field to follow Chaku-uta®.

Direction of the Business

Short-term plans (1–2 years) Medium-term plans (2–4 years)

Music contents 
distribution

Information 
contents 
distribution

Outbound 
telemarketing

Increase share in the                 ® market 
    Enjoy maximum benefits of market expansion
Forge organic tie-ups between                 ® and ringtones

Shift to distribution of entire songs
     Capitalize on expertise in                 ®
Expand the scope into music-related businesses

Establish leading position with NTT DoCoMo
    Capitalize on expertize accumulated in KDDI au business
Make additional strategic moves into growth fields

Expand business in growth fields
     Digital books, comics, video, etc.
Develop business utilizing the subscriber base

Improve management efficiency 

Strengthen recruiting and management systems

Increase earnings

Explore the possibility of establishing new call centers

Chaku-uta

Chaku-uta
Chaku-uta



MTI has built its information contents distribution business

around such contents that are key to people’s daily lives as

weather forecasts, traffic information and maps, where MTI

has been traditionally strong. Because it is easy to forecast

a steady increase in the number of paying subscribers, the

information segment serves as a stable foundation for our

contents distribution business.

Although we hold the top menu ranking in many

contents areas for KDDI au, we were late in coming to

NTT DoCoMo. Establishing a firm position there has been

one of our priorities.

To further boost the number of paying subscribers

among all the mobile carriers, we are utilizing the results

achieved with KDDI au in order to develop business with

NTT DoCoMo. We are also working to develop attractive,

high-quality contents.

Since we have many paying subscribers for a wide

variety of information contents, we are strengthening the

ties with music contents as we seek to become a mobile

contents provider with superior collective strength.

Furthermore, in such areas as digital books, comics

and video distribution, which are expected to be growing

segments in the contents distribution market, we plan 

to take advantage of the wave of market growth and 

establish leading positions through accurate analysis of

market trends and well-planned tie-ups with external

management resources. 

QWhat are your plans for development of the
telemarketing business?

A We are pursuing rigorous improvements in opera-
tional quality, and focusing on creating a business
platform that will achieve both expansion of scale
and improvements in earnings. This should allow
us to turn a profit for the fiscal year ending
September 30, 2006, and expand the business to
be a source of earnings in the years thereafter.

I N T E R V I E W  W I T H  T H E  P R E S I D E N T
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Increase the business scale and improve earnings

Explore the possibility of establishing new call centers

Initiatives in the Telemarketing Business

First call (FC)

Second call (SC)

Acquire contracts

Achieve a proper combination of operators for first calls (FC) and second calls (SC)

Improve efficiency through the introduction of IT systems

Strengthen education and training for operators

Share marketing skills and knowledge

Improve operational quality

QWhat are your plans for development of the
information contents business?

A Capitalizing on our results with KDDI au, we seek to
establish a leading position with NTT DoCoMo and
increase the number of paying subscribers. We also
aim to expand our business into growth fields such
as digital books, comics and video distribution.
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We plan to continue to aggressively boost our business by

drawing on our long-standing expertise and experience in

large-scale, outbound telemarketing. We are concentrat-

ing on non-life insurance sales, such as medical insurance

where steady growth is expected with the aging of society,

from which we expect to be able to gain steady fee 

revenues over a relatively long period of 5–10 years.

We currently have two call centers, one in Shinjuku

(Tokyo) and the other in Hachinohe (Aomori Prefecture).

We are steadily improving the operating structure day by

day, accumulating operational expertise and improving

operational quality. We plan to focus on this direction to

make substantial additions to our stock of insurance con-

tracts, which is the source of fee revenues (our annual

target is 21,000 contracts for the fiscal year ending

September 30, 2006).

At the moment, we are pursuing a boost in opera-

tional quality and the establishment of a business platform

that will allow us to achieve both an expansion in scale and

improvements in earnings, maintaining 300 operators. At

the same time, we are considering a further expansion of

our business base by adding new call centers once the

existing call centers achieve full operating capacity.

The MTI Group placed priority on contents distribution and

telemarketing as its core businesses from the fiscal year

ended September 30, 2004. It has now been two years since

we began our shift to a business platform that would achieve

“rapid net sales growth and continuous growth in earnings.”

In the contents distribution business, aggressive pro-

motions have resulted in an increase of 1.86 million paying

subscribers over these two years. In the telemarketing busi-

ness, although we are somewhat behind the plan, we are set

to achieve profitability in the business in this third year.

Substantial expenses to launch the business into a

new orbit during the fiscal years ended September 30,

2004 and 2005 have kept profits low, and this has

caused concern among shareholders and investors.

MESSAGE FROM THE PRESIDENT

QPlease share with us your concluding message
for shareholders and investors.

A We are accelerating our move to a growth stage
as our “second founding,” placing priority on the
music contents distribution business, and going
on the offensive in growth fields.



10

However, we are convinced that this investment has given

us a firm business base that will allow for greater earnings

from the fiscal year ending September 30, 2006.

Looking ahead, we continue to concentrate manage-

ment resources in the high-growth music contents distribu-

tion business, ensuring growth over the medium term. At

the same time, we will go on the offensive in other growth

fields, seeking further growth for the future.

We have undeniably entered a stage where we are

accelerating our shift to a growth phase as our “second

founding.” I ask for the continued support from all share-

holders for the growth and development of the MTI Group.

December 2005

Toshihiro Maeta

President and CEO

I N T E R V I E W  W I T H  T H E  P R E S I D E N T
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FIVE-YEAR SUMMARY (CONSOLIDATED BASIS)
MTI Ltd. and Consolidated Subsidiaries

Millions of Yen

Years ended September 30 2001 2002 2003 2004 2005

For the year

Net sales ....................................................... ¥ 14,316 ¥ 11,478 ¥ 11,020 ¥ 11,524 ¥ 14,757

Cost of sales .................................................. 7,284 6,081 6,901 6,077 6,625

Selling, general and 
administrative expenses..................... 6,274 5,337 3,741 5,249 7,918

Operating income ..................................... 757 60 377 196 212

Non-operating income ............................... 48 126 54 26 28

Non-operating expenses............................ 103 81 116 193 110

Ordinary income ....................................... 703 105 315 29 129

Extraordinary gains....................................... 134 221 29 3,018 26

Extraordinary losses...................................... 4,341 1,209 126 892 70

Income (loss) before income taxes and 
minority interests................................. (3,504) (882) 218 2,156 84

Net income (loss) ...................................... (3,223) (478) 118 1,634 (125)

At year-end

Total assets ............................................... ¥ 9,889 ¥ 10,009 ¥ 9,757 ¥ 10,836 ¥ 9,379

Total shareholders’ equity.......................... 2,017 1,522 1,627 3,672 5,675

Per share data Yen

Net income (loss): Primary......................... ¥(53,936.26) ¥ (7,663.48) ¥ 1,888.74 ¥ 25,315.72 ¥(1,763.31)

: Fully diluted .................. – – 1,719.16 21,233.35 –

Cash dividends........................................... 340.00 340.00 340.00 340.00 340.00

Total shareholders’ equity ......................... 32,288.15 24,366.36 25,991.91 55,557.43 70,507.03

Key financial ratios %

Shareholders’ equity ratio.......................... 20.4 15.2 16.7 33.9 60.5

Return on equity........................................ (114.00) (27.10) 7.50 61.70 (2.70)

Return on assets........................................ 7.60 1.10 3.20 0.30 1.30

Number of employees................................ 186 187 197 162 223
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONSOLIDATED BASIS)

BUSINESS ENVIRONMENT

The mobile telecommunications industry, which is related to the

principal business of the MTI Group, experienced a slowdown in

the net increase in the total number of subscribers for mobile

phone and Personal Handyphone System (PHS) services, according

to data collected by the Telecommunications Carriers Association

(TCA). However, the number of 3G mobile handsets in use

reached 38.1 million as of the end of September 2005, a record

annual increase of 15.5 million from a year earlier, and business

associated with this rise is brisk.

PROFIT AND LOSS ANALYSIS

Net Sales

Net sales for the fiscal year ended September 30, 2005, rose

28.0% year on year to ¥14,757 million. Sales rose significantly

due to our focus in the contents distribution business on increasing

the number of paying subscribers for musical contents in response

to the spread of 3G handsets, particularly for Chaku-uta® (song

ringtones), the market for which is expected to expand fastest,

and for ringtones, the largest segment of the mobile contents

distribution business.

NET SALES BY OPERATING SEGMENT

>Contents Distribution Business

Net sales in this segment rose 66.5% year on year to ¥9,915

million, and as a proportion of total sales increased from 51.7%

to 67.2%.

MTI, to enhance the membership of the Chaku-uta® (song

ringtones) website “music.jp” and the ringtones site “music.jp

torihodai,” focused on acquiring contents (songs from popular

artists), and actively implemented a promotional program incor-

porating television commercials and banner ads, designed to

enhance recognition.

For lifestyle-related contents such as weather forecasts, traffic

information and maps, we steadily increased the number of

subscribers by analyzing user needs and enhancing the 

attractiveness of the contents.

As a result of these efforts, the number of paying subscribers

at the end of the fiscal year under review totaled 3.71 million

(an increase of 1.11 million subscribers compared to the end of

the fiscal year ended September 30, 2004).

Other

Telemarketing

Mobile
terminal

Contents
distribution

3,639

949

253

9,915

 (Millions of Yen)

NET SALES BY SEGMENT
(Fiscal year ended September 2005) (%)

20052004200320022001

Operating Margin (%)
Operating Income (Millions of Yen)

OPERATING INCOME AND 
OPERATING MARGIN

757

5.3

0.5

3.4

1.7
1.4

377

196 212

60

Other

Telemarketing

Mobile 
terminal

Contents 
distribution

67.2

24.7

6.4

1.7 (%)
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>Mobile Terminal Business

Net sales in this segment fell 10.9% year on year to ¥3,639 million,

and as a proportion of total sales declined from 35.4% to 24.7%.

Although MTI withdrew from the business aimed at volume

retailers, for which profitability had continued to lag, and sales fell

compared to the previous fiscal year, we achieved sales greater

than the forecast revised in May 2005 by concentrating on mar-

keting through the brand shops of telecommunications carriers.

>Telemarketing Business

Net sales in this segment rose 171.6% year on year to ¥949

million, and as a proportion of total sales increased from 3.0%

to 6.4%.

MTI aggressively hired more operators to support expansion

of this business, and sales rose significantly from the previous

fiscal year due to an almost continuous increase in the number of

contracts acquired. However, improvements in operating efficiency

proceeded slower than planned, and while the amount of loss in

this business was narrowed from the previous fiscal year, we were

unable to meet the forecasts revised in May 2005.

>Other Business

Net sales in this segment, which consists mainly of a reuse (recy-

cling) business for household electronics, personal computers and

other products, rose 8.2% year on year to ¥253 million.

STATEMENT OF OPERATIONS

Cost of sales increased 9.0% from the previous fiscal year to

¥6,625 million, though the ratio to net sales declined by 7.8 per-

centage points to 44.9%. This was due to a greater portion of

sales in the high-margin contents distribution business, and the

telemarketing business.

Selling, general and administrative expenses increased 50.8%

from the previous fiscal year to ¥7,918 million, with the ratio to

net sales rising 8.1 percentage points to 53.7%. The rise was due

to a significant increase in expenses for television commercials,

banner ads and other promotions in the contents distribution

business, to boost the number of paying subscribers for musical

contents in response to the spread of 3G handsets, particularly for

Chaku-uta® (song ringtones), the market for which is expected to

expand fastest, and for ringtones, the largest segment of the

mobile contents distribution business.

As a result, operating income for the fiscal year under review,

despite forecasts revised in May 2005 for an operating loss of

¥60 million, rose 7.8% from the previous fiscal year to operating

income of ¥212 million.

The net balance of non-operating income and expenses, due

mainly to declines in interest expense and loss on investments in

partnerships, improved significantly from the previous fiscal year.

Accordingly, despite the forecast revised in May 2005 that pro-

jected an ordinary loss of ¥220 million, ordinary income rose

333.1% to ¥129 million.

In extraordinary gains and losses, the extraordinary gain real-

ized the previous fiscal year from an exchange of shares as part of

a transfer of the stock of Card Commerce Service Co., Ltd. (CCS),

was not repeated this fiscal year. As a result, MTI and its consoli-

dated subsidiaries posted a net loss of ¥125 million, compared

with net income of ¥1,634 million recorded the previous fiscal

year. The net loss was, however, a significant improvement from

the forecast revised in May 2005 for a net loss of ¥460 million.

MTI booked a net loss per share of ¥1,763.31, and set cash

dividends applicable to the year at ¥340 per share, the same level

as in the previous fiscal year.

BALANCE SHEETS

Total assets declined by ¥1,456 million from the end of the 

previous fiscal year to ¥9,379 million at the end of the period

under review.

Total current assets declined by ¥1,762 million to ¥7,159

million. While notes and accounts receivable – trade increased

by ¥927 million along with the rise in net sales, cash and

deposits fell by ¥2,847 million as a result of repayment of debt

and other liabilities.

Total noncurrent assets increased by ¥368 million to

¥2,215 million primarily on rises in investment securities and

leasehold deposits.

Total current liabilities declined by ¥1,041 million to ¥3,322

million, due to repayment of debt and other liabilities.

Total long-term liabilities declined by ¥2,380 million to ¥381

million, due to redemption of corporate bonds and conversion of

bonds into shares.

Total shareholders’ equity increased by ¥2,003 million to

¥5,675 million, due to rises in capital stemming from conversion

of corporate bonds into shares during the period, and a capital

increase through a third-party placement. As a result, the share-

holders’ equity ratio rose from 33.9% to 60.5%.



CASH FLOWS

Cash and cash equivalents at the end of the subject fiscal year

declined by ¥2,837 million from the end of the previous fiscal

year to ¥3,033 million.

Cash used in operating activities totaled ¥37 million (against

cash used in the previous fiscal year of ¥249 million), due mainly

to an increase in accounts receivable – trade in the contents

distribution business.

Cash used in investing activities totaled ¥889 million (against

cash provided in the previous fiscal year of ¥3,277 million), stemming

mainly from the acquisition of tangible fixed assets, purchases of

investment securities and an increase in deposits.

Cash used in financing activities totaled ¥1,836 million

(against cash used in the previous fiscal year of ¥569 million), due

mainly to repayment of short-term and long-term debt, redemption

of corporate bonds and acquisition of treasury stock.

20052004200320022001

TOTAL ASSETS (Millions of Yen)

9,889 10,009 9,757
10,836

9,379

20052004200320022001

TOTAL SHAREHOLDERS’ EQUITY
AND EQUITY RATIO

2,017

20.4
15.2 16.7

33.9

60.5

1,522 1,627

3,672

5,675

Total Shareholders’ Equity (Millions of Yen)

Equity Ratio (%)

20052004200320022001

RETURN ON EQUITY (%)

–114.0

–27.1

7.5

61.7

–2.7

15
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CONSOLIDATED BALANCE SHEETS
MTI Ltd. and Consolidated Subsidiaries

Thousands of Yen

As of September 30 2004 2005
ASSETS
Current assets

Cash and deposits (Note 2) ........................................................................................................ ¥ 5,930,627 ¥3,083,515
Notes and accounts receivable – trade ...................................................................................... 2,586,376 3,514,179
Securities .................................................................................................................................. 99,999 200,000
Merchandise .............................................................................................................................. 146,836 110,851
Supplies ..................................................................................................................................... 3,917 2,245
Advances.................................................................................................................................... 35,128 78,218
Prepaid expenses....................................................................................................................... 96,310 174,899
Consumption taxes receivable.................................................................................................... 37,337 22,592
Deferred tax assets .................................................................................................................... 91,973 93,300
Other current assets .................................................................................................................. 33,397 54,735
Allowance for doubtful accounts................................................................................................. (139,611) (174,686)

Total current assets............................................................................................................ 8,922,293 7,159,853
Noncurrent assets

Tangible fixed assets:
Leasehold improvements............................................................................................................ 105,556 176,060
Tools, furniture and fixtures ....................................................................................................... 260,395 249,291
Accumulated depreciation .......................................................................................................... (224,931) (236,413)

Total tangible fixed assets.................................................................................................. 141,019 188,938
Intangible assets:
Trademark rights ....................................................................................................................... 3,160 3,215
Software..................................................................................................................................... 383,296 379,000
Telephone rights ........................................................................................................................ 1,879 2,760
Other intangible assets .............................................................................................................. 11,571 7,368

Total intangible assets........................................................................................................ 399,907 392,345
Investments and other assets:
Investment securities (Note 1).................................................................................................... 505,828 970,347
Investments in partnerships ....................................................................................................... 352,229 20
Long-term loans ......................................................................................................................... 258 1,313
Guarantee deposits .................................................................................................................... 74,216 50,631
Leasehold deposits..................................................................................................................... 261,236 361,787
Long-term prepaid expenses ...................................................................................................... 17,119 93,868
Deferred tax assets .................................................................................................................... 99,292 160,529
Allowance for doubtful accounts................................................................................................. (4,931) (4,701)

Total investments and other assets .................................................................................... 1,305,250 1,633,796
Total noncurrent assets...................................................................................................... 1,846,178 2,215,081

Deferred assets
Bond issuance expenses............................................................................................................. 67,729 4,770

Total deferred assets.......................................................................................................... 67,729 4,770
Total assets ........................................................................................................................ ¥10,836,201 ¥9,379,706

See accompanying notes to consolidated financial statements.
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Thousands of Yen

2004 2005
LIABILITIES
Current liabilities

Notes and accounts payable – trade (Note 2)............................................................................ ¥ 1,009,162 ¥1,415,304
Short-term debt (Note 3) ........................................................................................................... 1,600,000 550,000
Current portion of long-term debt.............................................................................................. 240,000 —
Corporate bonds redeemable within one year ........................................................................... 700,000 400,000
Accounts payable – other .......................................................................................................... 508,242 425,306
Accrued expenses...................................................................................................................... 61,681 86,680
Accrued income taxes................................................................................................................ 47,521 277,734
Accrued consumption taxes....................................................................................................... 15,697 57,593
Advances received ..................................................................................................................... 33,099 29,562
Deposits received ...................................................................................................................... 44,503 75,134
Provision for loss resulting from head office relocation .............................................................. 80,500 —
Provision for loss resulting from business restructuring ............................................................. 6,379 —
Other current liabilities.............................................................................................................. 17,198 4,812

Total current liabilities ....................................................................................................... 4,363,986 3,322,128

Noncurrent liabilities
Corporate bonds........................................................................................................................ 2,650,000 250,000
Consolidation adjustments......................................................................................................... 112,575 131,719

Total long-term liabilities ................................................................................................... 2,762,575 381,719
Total liabilities ................................................................................................................... 7,126,562 3,703,848

MINORITY INTERESTS
Minority interests ...................................................................................................................... 36,987 —

SHAREHOLDERS’ EQUITY
Common stock (Note 4) ............................................................................................................. 1,117,353 2,451,894
Capital surplus........................................................................................................................... 3,327,516 4,662,074
Accumulated deficits.................................................................................................................. (770,159) (917,658)
Unrealized gain (loss) on available-for-sale securities ................................................................ (1,513) 881
Treasury stock (Note 5) ............................................................................................................. (545) (521,333)

Total shareholders’ equity ................................................................................................. 3,672,651 5,675,857
Total liabilities, minority interests and shareholders’ equity............................................... ¥10,836,201 ¥9,379,706
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CONSOLIDATED STATEMENTS OF OPERATIONS
MTI Ltd. and Consolidated Subsidiaries

Thousands of Yen

For the years ended September 30 2004 2005
Net sales ................................................................................................................................ ¥11,524,686 ¥14,757,160

Cost of sales............................................................................................................................ 6,077,832 6,625,913
Gross profit ..................................................................................................................... 5,446,853 8,131,246

Selling, general and administrative expenses (Notes 1 and 2) ..................................................... 5,249,880 7,918,996
Operating income ............................................................................................................ 196,973 212,249

Non-operating income
Interest income................................................................................................................ 3,473 2,229
Dividend income .............................................................................................................. 820 737
Amortization of consolidation adjustments ....................................................................... 11,367 10,243
Gain on sales of marketable securities ............................................................................. 21 0
Other .............................................................................................................................. 10,909 15,107

26,592 28,318
Non-operating expenses

Interest expense.............................................................................................................. 59,415 30,224
Amortization of bond issuance expenses .......................................................................... 53,423 60,071
Loss on investments in partnerships................................................................................. 71,603 11,215
Foreign exchange loss ..................................................................................................... 77 159
Loss on equity investments in affiliates ............................................................................ 4,747 6,067
Other .............................................................................................................................. 4,379 3,260

193,647 110,998
Ordinary income ...................................................................................................... 29,919 129,570

Extraordinary gains
Gain on sales of investment securities ............................................................................. 35,863 16,316
Gain on sales of shares in affiliated companies ................................................................. — 3,199
Gain on transfer of affiliated company shares ................................................................... 2,974,864 —
Gain on change in equity interest ..................................................................................... 6,962 6,633
Other .............................................................................................................................. 1,149 —

3,018,839 26,149

Extraordinary losses
Prior-period adjustment................................................................................................... 10,000 —
Loss on devaluation of inventories ................................................................................... — 1,629
Loss on disposal of inventories......................................................................................... — 1,807
Amortization of prepaid guarantee fee ............................................................................. 77,407 —
Loss on disposal of tools, furniture and fixtures ............................................................... 8,818 3,849
Loss on disposal of leasehold improvements .................................................................... 2,156 3,774
Loss on sales of tangible assets ....................................................................................... — 35
Loss on disposal of software ............................................................................................ 371,994 —
Loss on disposal of non-tangible assets ............................................................................ — 4,674
Loss on sales of investment securities .............................................................................. 120,000 0
Loss on devaluation of investment securities .................................................................... 88,699 4,854
Amortization of bond issuance expenses .......................................................................... — 2,887
Long-term debt repayment fee ......................................................................................... 13,779 4,183
Loss on redemption of convertible bonds ......................................................................... 27,618 38,130
Compensation for system failures..................................................................................... — 4,437
Loss on cancellation of lease agreement........................................................................... 34,520 —
Loss on cancellation of licensing agreement ..................................................................... 13,284 —
Loss on head office relocation ......................................................................................... 80,500 —
Loss on business restructuring (Note 3) ........................................................................... 8,731 525
Provision for allowance for doubtful accounts................................................................... 9,860 —
Other .............................................................................................................................. 25,181 —

892,554 70,789
Income before income taxes and minority interests..................................................................... 2,156,204 84,931

Income taxes – current .......................................................................................................... 49,275 281,564
Income taxes – deferred........................................................................................................... 446,477 (62,563)

495,752 219,000
Minority interests ............................................................................................................ 25,614 (9,046)

Net income (loss) ..................................................................................................................... ¥ 1,634,838 ¥ (125,023)

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
MTI Ltd. and Consolidated Subsidiaries

Thousands of Yen

For the years ended September 30 2004 2005
Capital surplus

Capital surplus at beginning of year................................................................................. ¥2,903,456 ¥3,327,516
Increase in capital surplus ............................................................................................... 424,060 1,334,558

Common stock issued at capital increase.................................................................. 12,477 409,549
Increase from exchange of shares ............................................................................ 411,582 —
Common stock issued at conversion of convertible bonds ......................................... — 925,009

Capital surplus at end of year.......................................................................................... 3,327,516 4,662,074

Accumulated deficits
Accumulated deficits at beginning of year ........................................................................ (2,381,709) (770,159)
Decrease in accumulated deficits ..................................................................................... 1,634,838 —

Net income.............................................................................................................. 1,634,838 —

Increase in accumulated deficits ...................................................................................... 23,287 147,499
Cash dividends ........................................................................................................ 21,291 22,475
Bonuses paid to directors ........................................................................................ 1,961 —
Net loss................................................................................................................... — 125,023
Increase resulting from consolidation of additional subsidiaries ................................ 34 —

Accumulated deficits at end of year ....................................................................................... ¥ (770,159) ¥ (917,658)

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
MTI Ltd. and Consolidated Subsidiaries

Thousands of Yen

For the years ended September 30 2004 2005
Cash flows from operating activities

Income before income taxes and minority interests .......................................................... ¥ 2,156,204 ¥ 84,931
Depreciation.................................................................................................................... 306,423 442,664
Bond issuance expenses .................................................................................................. 53,423 62,958
Loss on redemption of convertible bonds ......................................................................... 27,618 38,130
Loss on head office relocation .......................................................................................... 80,500 —
Loss on cancellation of licensing agreement ..................................................................... 13,284 —
Amortization of consolidation adjustments ....................................................................... (11,367 ) (10,243)
Allowance for doubtful accounts....................................................................................... 17,795 119,851
Amortization of prepaid guarantee fee ............................................................................. 77,407 —
Interest and dividend income ........................................................................................... (4,293 ) (2,966)
Interest expense.............................................................................................................. 59,415 30,224
Loss on equity investments .............................................................................................. 4,747 6,067
Net gain on change in equity interest in affiliates ............................................................. (6,962 ) (6,633)
Loss on disposal of software ............................................................................................ 371,994 —
Loss on disposal of non-tangible assets ............................................................................ — 4,674
Gain on sales of shares in affiliated companies ................................................................. — (3,199)
Gain on sales of investment securities .............................................................................. (3,010,727 ) (16,316)
Loss on devaluation of investment securities .................................................................... 88,699 4,854
Loss on investments in partnerships................................................................................. 71,603 11,215
Increase in accounts receivable – trade............................................................................ (1,006,438 ) (1,063,913)
Decrease (increase) in merchandise.................................................................................. (27,156 ) 35,984
Decrease (increase) in supplies ........................................................................................ (2,150 ) 1,671
Decrease (increase) in advances ....................................................................................... 3,852 (43,089)
Increase in prepaid expenses ........................................................................................... (40,268 ) (71,263)
Decrease (increase) in accounts receivable – other ........................................................... 19,533 (13,158)
Increase in payments for other......................................................................................... (5,249 ) (3,083)
Increase in notes and accounts payable – trade ............................................................... 207,382 440,545
(Decrease) increase in accounts payable – other .............................................................. 127,697 (147,755)
(Decrease) increase in consumption taxes payable ........................................................... (46,136 ) 42,240
Increase in accrued expenses........................................................................................... 13,110 28,352
Increase (decrease) in advances received.......................................................................... 34,098 (775)
Increase in deposits received .......................................................................................... 170,519 22,656
Decrease in guarantee deposits ....................................................................................... 8,260 23,585
Other .............................................................................................................................. 62,583 31,241

Subtotal................................................................................................................... (184,594 ) 49,450
Interest and dividends received........................................................................................ 4,293 1,824
Interest paid.................................................................................................................... (57,669 ) (37,714)
Income taxes paid ........................................................................................................... (11,278 ) (51,314)

Net cash used in operating activities ........................................................................ ¥ (249,248 ) ¥ (37,754)



21

Thousands of Yen

2004 2005
Cash flows from investing activities

Investment in time deposits............................................................................................ ¥ (60,000 ) ¥ —
Proceeds from refunds on time deposits ......................................................................... — 10,000
Payment for purchases of securities ............................................................................... (300,433 ) —
Proceeds from sales of securities.................................................................................... 310,671 100,000
Payment for purchases of tangible fixed assets............................................................... (64,389 ) (123,337)
Payment for purchases of intangible assets .................................................................... (444,466 ) (387,176)
Payment for purchases of investment securities .............................................................. — (260,000)
Proceeds from sales of investment securities .................................................................. 69,794 29,070
Payment for acquisition of shares in affiliated companies ................................................ — (147,553)
Proceeds from sales of shares in affiliated companies ..................................................... 104,742 3,200
Proceeds from sales of shares acquired through an exchange 

of stock in an affiliated company ............................................................................. 3,470,266 —
Proceeds from redemption of bonds of an affiliated company.......................................... 65,600 36,000
Proceeds from distribution of capital of investment partnership ...................................... — 40,419
Loans made ................................................................................................................... (2,925 ) (2,600)
Collection of loans.......................................................................................................... 63,800 1,545
Increase in deposits ....................................................................................................... — (104,839)
Other............................................................................................................................. 64,834 (84,416)

Net cash provided by (used in) investing activities ................................................... 3,277,495 (889,686)

Cash flows from financing activities
Decrease in short-term debt........................................................................................... (1,100,000 ) (1,050,000)
Proceeds from long-term debt ........................................................................................ 500,000 —
Repayment of long-term debt ......................................................................................... (919,436 ) (240,000)
Proceeds from issuance of bonds.................................................................................... 2,409,208 —
Redemption of corporate bonds ..................................................................................... (1,524,900 ) (888,130)
Proceeds from issuance of shares ................................................................................... 24,954 819,098
Payment for acquisition of treasury stock ....................................................................... — (520,788)
Dividends paid ............................................................................................................... (21,291 ) (22,475)
Proceeds from issuance of shares to minority shareholders............................................. 62,000 65,500
Other............................................................................................................................. (105 ) —

Net cash used in financing activities ........................................................................ (569,569 ) (1,836,795)

Effect of changes in exchange rate on cash and cash equivalents ................................................ (77 ) —
Increase (decrease) in cash and cash equivalents....................................................................... 2,458,599 (2,764,236)
Cash and cash equivalents at beginning of year ......................................................................... 4,298,803 5,870,627
Decrease resulting from elimination of a subsidiary from scope of consolidation............................ (886,775) (89,884)
Increase resulting from addition of a subsidiary into scope of consolidation ................................ — 17,009
Cash and cash equivalents at end of year (Note 1) ..................................................................... ¥ 5,870,627 ¥3,033,515

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MTI Ltd. and Consolidated Subsidiaries
Fiscal 2005 (October 1, 2004 to September 30, 2005)

1. BASIS OF PRESENTATION
The accompanying consolidated financial statements of MTI Ltd.
(the“Company”) and consolidated subsidiaries are prepared on the
basis of accounting principles generally accepted in Japan, which are
different in certain respects as to the application and disclosure
requirements of International Financial Reporting Standards, and are
compiled from the consolidated financial statements prepared by the
Company as required by the Securities and Exchange Law of Japan.

2. SCOPE OF CONSOLIDATION 
(1) The following nine companies are all consolidated subsidiaries.

• music.jp, inc.
• cocodes, inc.
• TELECOM SYSTEM INTERNATIONAL Co., Ltd.
• ITSUMO Ltd.
• CycleHit Ltd. 
• TeraMobile, Inc.
• MegaMobile, Inc.
• MGM Holding Ltd.
• Freechal Japan, Inc.

MGM Holding Ltd. was newly established during the current fiscal
year, and has been included in the scope of consolidation.

The Company acquired all shares in Freechal Japan, Inc. during the
current fiscal year, so its status was changed from an equity-method
affiliate to a consolidated subsidiary.

music.jp, inc. changed from music.co.jp., inc. to its current compa-
ny name on January 1, 2005.

mobilebook.jp., inc. was newly established during the current fiscal
year and so was initially included in the scope of consolidation, but it
was removed due to a decline in the Company’s holding ratio following
a third-party allocation of capital issued, and is now an equity-method
affiliate. Even though it is not included in the list of consolidated sub-
sidiaries given above, its earnings up to the point when it was removed
from the scope of consolidation are included in the consolidated income.

3. AFFILIATES ACCOUNTED FOR BY THE EQUITY METHOD
(1) There are no non-consolidated subsidiaries accounted for by the

equity method.
(2) Names and number of affiliates accounted for by the equity method:

Number of affiliates: 4
Names of affiliates: BEQONE CAPITAL INC.
i2ts, inc.
mobilebook.jp., inc.
movile, inc.

mobilebook.jp., inc. was newly established during the current fiscal year
and so was initially included in the scope of consolidation, but it was
removed due to a decline in the Company’s holding ratio following a
third-party allocation of capital issued, and is now an equity-method
affiliate.

movile.co.jp, inc. was established on May 6, 2005 as a joint venture
with Tohokushinsha Film Corporation, and included as an equity-
method affiliate from the current fiscal year.
(3) Other subsidiaries and affiliates outside the scope of the equity

method:
Number of affiliates: 1
Mobbie.com inc.

Certain nonconsolidated subsidiaries and affiliates have been excluded
from the application of the equity method given the fact that they have
only a minor effect on consolidated income and retained earnings
(accumulated deficits) and are of relatively little significance in the con-
text of the consolidated financial statements.

All shares of Lexues Inc. were sold during the current fiscal year.
(4) For equity method affiliates whose balance sheet dates are different

from those of the parent company, provisional financial statements
as of the balance sheet date of the Company are used.

4. FISCAL YEAR OF CONSOLIDATED SUBSIDIARIES
The fiscal year-end of all the Company’s consolidated subsidiaries is the
same date as the consolidated settlement date.

5. SIGNIFICANT ACCOUNTING POLICIES
1) Valuation of assets
(1) Securities

Debt securities to be held to maturity are valued by the amortized
cost method. Available-for-sale securities with determinable market
value are stated at fair value based on the market prices on the 
balance sheet date (unrealized gains/losses are directly charged to
shareholders’ equity, and cost of sales is calculated in principle 
by the moving-average method). Securities without determinable
market value other than held-to-maturity securities are stated at
cost by the moving-average method. Investments in limited partner-
ships for investment business are valued based on the Company’s
ownership ratio of net assets of the limited partnership in the most
recent fiscal year.

(2) Inventories
Merchandise is stated at the lower-of-cost-or-market by the moving-
average method. Supplies are stated at the last purchase price.

2) Depreciation and amortization
(1) Tangible fixed assets

The Company and its consolidated subsidiaries have adopted the
declining balance method for the depreciation of tangible fixed
assets.
The principal useful lives of the assets are as follows:
Leasehold improvements: 15 to 18 years
Tools, furniture and fixtures: 3 to 10 years

(2) Intangible assets
Trademark rights
The Company and its consolidated subsidiaries have adopted the
straight-line method.
Software
Software for in-house use is amortized by the straight-line method
over estimated useful life of 2 to 5 years.

(3) Long-term prepaid expenses
The Company and its consolidated subsidiaries have adopted the
straight-line method.

(4) Deferred assets
Bond issuance expenses are amortized in equal amounts over 3
years in accordance with regulations of the Commercial Code of
Japan. Upon conversion or redemption of bonds, the related bond
issuance expenses are fully amortized. 
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3) Reserves
(1) Allowance for doubtful accounts

The allowance for doubtful accounts is provided for possible losses
on collection consisting of specific uncollectible receivables and 
general expected losses based on its experience.

(2) Reserve for retirement benefits
Reserve for the retirement benefit is posted at the amount to be
paid if all eligible employees retired at the balance sheet date.

4) Foreign exchange translation on assets and liabilities
Foreign currency-denominated monetary claims and obligations are
translated into Japanese yen at the prevailing exchange rate in effect at
the balance sheet date and translation adjustments are charged directly
to income.
5) Leases
Finance leases except for those under which ownership of the leased
assets is to be transferred to the lessee, are treated as operating leases.
6) Hedge accounting
(1) Methods of hedge accounting

The Company has adopted authorized accounting treatment for
interest-rate swaps.

(2) The Company uses hedging transactions to minimize its exposure to
interest-rate fluctuation in accordance with internal rules. Hedge
accounting has been applied to the following financial instruments
and assets and liabilities being hedged during the current fiscal year. 
Hedging instruments: interest-rate swaps 
Assets and liabilities being hedged: borrowings

(3) Assessment of hedging effectiveness
The effectiveness of hedging has been assessed by a comparison of
the accumulated market value or cash flow fluctuation of assets and
liabilities being hedged against the corresponding of the hedging
instruments.

7) Shareholders’ equity
Under the Commercial Code of Japan (the “Code”), at least 50% of the
issue price of new shares without a stated value is required to be desig-
nated as common stock. The portion which is not designated as com-
mon stock is determined by resolution of the Board of Directors and
credited to capital surplus.

The Code also provides that (i) all appropriations of retained earn-
ings, including dividends, require approval at an ordinary general meet-
ing of the shareholders, (ii) interim cash dividends can be distributed
upon the approval of the Board of Directors if the Articles of
Incorporation provide for such interim cash dividends, subject to certain
restrictions in the amount, and (iii) an amount equal to at least 10% of
cash dividends and other appropriations paid in cash be appropriated
from retained earnings to a legal reserve until the reserve equals 25% of
the common stock account in accordance with the Code.

The amount of statutory retained earnings of MTI Ltd. available for
the payment of dividends to shareholders as of September 30, 2005
was ¥1,975,856 thousand.

Cash dividends of ¥27,370 thousand, ¥340 per share, were
approved at the shareholders’ meeting held on December 23, 2005.
8) Other significant accounting practices
Consumption taxes
(1) Consumption taxes levied by the governments are excluded from the

income or expenses.

6. ASSETS AND LIABILITIES VALUATION
Assets and liabilities of consolidated subsidiaries if being acquired are
valued at market upon acquisition.

7. CONSOLIDATION ADJUSTMENT ACCOUNT
The consolidation adjustment account is evenly amortized over a certain
period, which is determined based on the expected effectiveness of
the accounts.

8. APPROPRIATION OF RETAINED EARNINGS 
(DISPOSITION OF DEFICITS)

Consolidated statement of retained earnings (disposition of deficits) is
prepared based on the final appropriation of earnings or disposition of
deficits approved during the accounting period for the consolidated
financial statements.

9. SCOPE OF CASH AND CASH EQUIVALENTS FOR THE
STATEMENTS OF CASH FLOWS

Cash and cash equivalents include cash on hand, deposits at demand,
and short-term investments with a maturity of three months or less 
carrying insignificant risk of any fluctuation in market value.

CHANGE IN PRESENTATION
(Consolidated balance sheets)
In accordance with a change in the Securities and Exchange Law,
investments in limited partnerships for investment business included in
“Investments in partnerships” in the previous consolidated fiscal years,
are included in “Investment securities” in the current fiscal year
(¥300,574 thousand).

Investments in limited partnerships for investment business in the
previous fiscal year totaled ¥352,209 thousand.
(Consolidated statements of cash flows)
“Increase in deposits” in “Cash flows from investing activities,” and
“Payment for acquisition of treasury stock” in “Cash flows from financ-
ing activities” were both included as “Other” in their respective cate-
gories in the previous consolidated fiscal years, but are shown 
as separate line items in the current fiscal year due to an increase in
the significance of the amounts.

“Increase in deposits” included in “Other” in “Cash flows from
investing activities” was ¥51,699 thousand during the previous fiscal
year, while “Payment for acquisition of treasury stock” included 
in “Other” in “Cash flows from financing activities” was 
¥–105 thousand.

ADDITIONAL INFORMATION
(Pro forma standard taxation)
The pro forma standard taxation system was introduced from the 
fiscal year starting on or after April 1, 2004, following a revision to the
Local Tax Law (Law No. 9 of 2003) which went into effect on March
31, 2003. In compliance with this revision, from the current fiscal 
year the value-added proportion and capital proportion of corporate
taxes is recorded as “Selling, general and administrative expenses,” in
accordance with the “Standard for presenting the pro forma standard
taxation portion of enterprise taxes on statements of operations”
(February 13, 2004, Accounting Standards Committee, Business
Practices Report No. 12).

As a result, selling, general and administrative expenses are
increased by ¥24,454 thousand. Operating income, ordinary income
and income before income taxes and minority interests decreased by
the same amount.
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NOTES TO CONSOLIDATED BALANCE SHEETS
*(1) Investments in non-consolidated subsidiaries and affiliates
As of September 30, 2005 Thousands of Yen

Investment securities.............................................................. ¥ 476,013

*(2) Assets pledged as collateral and corresponding liabilities
As of September 30, 2005 Thousands of Yen

Pledged assets
Cash and deposits.............................................................. ¥ 30,000

Corresponding liabilities
Notes and accounts payable – trade ................................ 7,061

*(3) The Company has concluded agreements on overdrafts and com-
mitments with four banks. The unused balance at September 30,
2005 was as follows:

As of September 30, 2005 Thousands of Yen

Available overdrafts and commitments ............................. ¥ 4,000,000
Used.................................................................................... 550,000
Unused balance.................................................................. 3,450,000

*(4) Shares issued and outstanding: 83,772.91 shares of common stock
*(5) Treasury stock: 3,272.31 shares of common stock

NOTES TO CONSOLIDATED STATEMENTS 
OF OPERATIONS
*(1) A breakdown of selling, general and administrative expenses is as 

follows:
As of September 30, 2005 Thousands of Yen

Depreciation and amortization............................................ ¥ 438,812
Directors’ salaries ................................................................ 75,634
Wages and benefits ............................................................. 1,033,824
Expenses for dispatched staff ............................................. 823,697
Sales commissions............................................................... 172,954
Sales promotion expenses .................................................. 173,772
Transportation ..................................................................... 75,841
Payment of commission ...................................................... 889,422
Rent...................................................................................... 304,232
Advertising and public relations.......................................... 2,786,676
Telecommunications............................................................ 119,929
Provision of allowance for doubtful accounts ..................... 119,851

*(2) Selling, general and administrative expenses include ¥22,431 thou-
sand for R&D expenses.

*(3) The loss on disposal of software is included as a result of discontin-
uing a certain operation of the Company’s contents distribution
business.

NOTES TO CONSOLIDATED STATEMENTS OF CASH FLOWS
*(1) Balance of cash and cash equivalents at the end of the year and

amounts reflected in the consolidated balance sheet

As of September 30, 2005 Thousands of Yen

Cash and deposits ....................................................... ¥ 3,083,515
Time deposits with maturities longer than 3 months ..... (50,000)
Cash and cash equivalents .......................................... ¥ 3,033,515

*(2) Principal components of assets and liabilities of companies 
excluded from consolidation due to a decline in the ownership ratio

As of September 30, 2005 Thousands of Yen

Current assets ................................................................... ¥ 150,266
Noncurrent assets............................................................. 11,760
Total assets ...................................................................... 162,026
Current liabilities ............................................................... 67,875
Noncurrent liabilities......................................................... 6,300
Total liabilities ................................................................... 74,175
Decrease in cash and cash equivalents

of mobilebook.jp.,inc.................................................. 89,884

LEASES
1. Finance lease transactions except for those under the ownership of

the leased assets are to be transferred to the lessee.
As a lessee
(1) The acquisition cost equivalents, accumulated depreciation equivalents

and equivalents of leased assets at the end of the year
As of September 30, 2005 Thousands of Yen

Acquisition cost Accumulated Equivalents at
equivalents depreciation the end of

equivalents the year

Tools, furniture and fixtures ............ ¥283,699 ¥124,639 ¥159,059
Software ........................................... 84,176 26,574 57,601
Total ................................................. ¥367,875 ¥151,214 ¥216,661

(2) Outstanding lease commitments as of the end of the year
As of September 30, 2005 Thousands of Yen

Within 1 year................................................................................. ¥ 104,391
Over 1 year ................................................................................... 118,615
Total............................................................................................... ¥223,006

(3) Lease expenses on finance leases, and depreciation and interest
expense equivalents

For the year ended September 30, 2005 Thousands of Yen

Lease expenses........................................................................ ¥117,361
Depreciation equivalent........................................................... 110,311
Interest expense equivalent .................................................... 9,281

(4) Method of computing depreciation equivalents
The straight-line method is adopted, assuming the lease period is the
same as the useful life and residual value is zero.

(5) Method of computing interest expenses equivalents
The interest method is applied in allocating the interest equivalent
over the lease period, assuming that the difference between the total
lease expenses and the acquisition cost equivalent of the leased
items is equivalent to the interest expense.

2. Operating lease transactions
Outstanding lease commitments as of the end of the year:
As of September 30, 2005 Thousands of Yen

Within 1 year ................................................................................... ¥64
Over 1 year ..................................................................................... —
Total................................................................................................. ¥64
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SECURITIES
1. Held-to-maturity debt securities with fair value
As of September 30, 2005 Thousands of Yen

Securities whose fair value Carrying Estimated Unrealized 
exceeds their carrying value value fair value gain (loss)
Government bonds ........................ ¥ — ¥ — ¥ —
Corporate bonds............................ — — —
Other .............................................. — — —
Subtotal.......................................... ¥ — ¥ — ¥—

Securities whose carrying 
value exceeds their fair value
Government bonds ........................ ¥ — ¥ — ¥ —
Corporate bonds............................ 200,000 198,540 (1,460)
Other .............................................. — — —
Subtotal.......................................... ¥ — ¥ — ¥ —
Total ............................................... ¥200,000 ¥ 198,540 ¥(1,460)

2. Available-for-sale securities
As of September 30, 2005 Thousands of Yen

Securities whose carrying value Acquisition Carrying Unrealized 
exceeds their acquisition cost cost value gain (loss)
Equity securities.............................. ¥ — ¥ — ¥ —
Bonds .............................................. — — —

Government bonds ..................... — — —
Corporate bonds......................... — — —
Other bonds................................ — — —

Other............................................... — — —
Subtotal........................................... ¥ — ¥ — ¥ —

Securities whose acquisition  Acquisition Carrying Unrealized 
cost exceeds their carrying value cost value gain (loss)
Equity securities.............................. ¥ — ¥ — ¥ —
Bonds .............................................. — — —

Government bonds ..................... — — —
Corporate bonds......................... — — —
Other bonds................................ — — —

Other............................................... — — —
Subtotal .......................................... — — —
Total ................................................ ¥ — ¥ — ¥ —

3. Available-for-sale securities sold during the current fiscal year
As of September 30, 2005 Thousands of Yen

Sales amount .......................................................................... ¥ 29,070
Gains on sale ........................................................................... 16,316
Losses on sale ......................................................................... 0

4. Non-marketable securities
As of September 30, 2005 Thousands of Yen

Carrying value
Non-listed equity shares ....................................................... ¥133,029
Corporate bonds .................................................................. 60,000
Other .................................................................................... 300,574
Total ...................................................................................... ¥493,604

Note:
During the current fiscal year, securities were impaired by ¥4,854
thousand (non-marketable securities classified as “other”).

Impairment is recognized for all securities whose market value at
the end of the fiscal year has fallen by more than 50% compared to
their acquisition cost. For securities whose market value had fallen by
30% to 50%, impairment is recognized at an amount considered
appropriate, considering the significance of the amount, recoverability,
and other factors.

5. Scheduled redemption of available-for-sale securities with maturity
dates and for held-to-maturity securities

As of September 30, 2005 Thousands of Yen

Within Over 1 year Over 5 years Over
1 year and less than and less than 10 years

5 years 10 years
Debt securities
Government bonds.... ¥ — ¥ — ¥ ¥ —
Corporate bonds ....... 200,000 60,000 — —
Total ........................... ¥200,000 ¥60,000 ¥ — ¥ —

DERIVATIVES TRANSACTIONS
The Company and its subsidiaries do not engage in derivatives transac-
tions which are subject to mandatory disclosure. The Company has
applied the hedge accounting method, which permits accounting 
treatment of its interest-rate swaps.

RETIREMENT BENEFITS
1. Outline of current retirement benefit systems
The Company and its consolidated subsidiaries have adopted a lump-
sum payment system at the time of retirement under their defined
benefit plan.

2. Retirement benefit obligation
Retirement benefit obligation................................................... ¥ —
Reserve for retirement benefit.................................................. ¥ —

3. Expenses on retirement benefit obligation
Service expense ........................................................................ ¥ —
Expense on retirement benefit obligations .............................. ¥ —

4. The Company has adopted a simplified method for the calculation of
the retirement benefit obligation and for expenses on its retirement
benefit obligation.
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TAX-EFFECT ACCOUNTING
1. Breakdown of deferred tax assets and deferred tax liabilities by item
As of September 30, 2005 Thousands of Yen

Deferred tax assets
Allowance for doubtful account.............................. ¥ 63,427
Accrued bonuses.................................................... 31,678
Accrued enterprise taxes ....................................... 24,847
Accounts receivable ............................................... 5,559
Advances ............................................................... 3,840
Other...................................................................... 4,368

Deferred tax assets (subtotal) ...................................... 133,722
Valuation allowance...................................................... (40,421 )
Total deferred tax assets (current) ............................... 93,300

Loss carried forward............................................... 1,095,644
Software ................................................................. 175,468
Devaluation loss in investment securities............... 56,077
Other...................................................................... 12,912

Deferred tax assets (subtotal) ...................................... 1,340,103
Valuation allowance...................................................... (1,179,573 )
Total deferred tax assets (noncurrent) ......................... 160,529
Deferred tax liabilities

Unrealized loss on available for sale securities ...... —
Total deferred tax liabilities ................................... —

Net deferred tax assets................................................ ¥ 253,829

2. Differences between the statutory tax rate and the effective tax rate
Statutory tax rate ................................................................ 40.7 %
Adjustment

Entertainment expenses and other items not 
deductible permanently.......................................... 2.4 %

Inhabitants’ per capita taxes......................................... 9.0 %
Gain on sale of affiliated company stock ...................... 1.4 %
Increase (decrease) in valuation reserve ....................... 211.0 %
Amortization of consolidation difference ..................... (4.9)%
Loss on investment in equity-method affiliates ............ 3.3 %
Gain on change in equity interest ................................. (3.2)%
Other............................................................................. (1.9)%

Effective tax rate ................................................................ 257.9 %

Notes: 
Operating segments and principal products and services in individual
segments
1. Classification of operating segments: Operating segments have been

classified based on the nature and type of products, manufacturing
methods, markets and industries.

2. Major products by operating segment
Contents distribution business: Mobile contents distribution, music
downloads, network music distribution, etc. 
Mobile terminal business: Sales of mobile phone terminals, etc. 
Telemarketing business: Telemarketing sales of insurance, etc. 
Other business: Purchases and sales of reusable merchandise.

3. Operating expenses not allocable to any business category and
falling into eliminations and corporate totaled ¥18,515 thousand.
Most of these represented depreciation in the Administration Division.

4. Total assets included in “Eliminations and corporate” amounted to
¥3,489,280 thousand. This consisted mainly of capital for manage-
ment of surplus funds (cash equivalents and marketable securities),
long-term investment capital (investment securities), and assets
related to the Administration Division.

SEGMENT INFORMATION
a. Segment information by business category
As of September 30, 2005 Thousands of Yen

Contents Mobile Telemarketing Other Total Eliminations Consolidated
distribution terminal business and corporate

business business
I. Sales and operating income 
Sales
(1) Sales to external customers...................... ¥ 9,915,314 ¥ 3,639,318 ¥ 949,514 ¥ 253,013 ¥14,757,160 ¥ — ¥14,757,160
(2) Inter-segment sales and transfers............. 184 371 — 140 697 (697) —
Total ................................................................ 9,915,499 3,639,690 949,514 253,153 14,757,857 (697) 14,757,160
Operating expenses ....................................... 9,635,874 3,470,858 1,159,262 261,097 14,527,092 17,818 14,544,910
Operating income (loss).................................. ¥ 279,625 ¥ 168,832 ¥ (209,748) ¥ (7,943) ¥ 230,765 ¥ (18,515) ¥ 212,249

II.Total assets, depreciation and 
amortization and capital expenditures

Total assets..................................................... ¥ 4,313,574 ¥ 720,671 ¥ 568,719 ¥ 386,796 ¥ 5,989,761 ¥3,389,944 ¥ 9,379,706
Depreciation and amortization ...................... 402,275 13,799 6,288 1,784 424,148 18,515 442,664
Capital expenditures ...................................... 386,151 372 10,667 — 397,191 113,322 510,513
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b. Geographical segment information
Current consolidated fiscal year (October 1, 2004–September 30,
2005)
Geographical segment information is not disclosed because the
Company has no major subsidiaries or branches in countries or regions
outside Japan and net sales and total assets in Japan represented more
than 90% of total segment sales and assets.

c. Overseas sales
Current consolidated fiscal year (October 1, 2004–September 30,
2005)
Overseas sales are not disclosed because they are not material (less
than 10% of total sales).

Related Party Transactions
Current consolidated fiscal year (October 1, 2004–September 30,
2005)
Not applicable

PER SHARE DATA
Shareholders’ equity per share: ¥70,507.03
Net income (loss) per share: ¥ (1,763.31)
Diluted net income per share is not presented, because of the net
loss for the current fiscal year.

Note: 
The following is a reconciliation of basic net income per share to diluted
net income per share.

Basic net loss per share
Net loss (¥1,000) ¥ (125,023)
Net income not available to 

common shareholders (¥1,000) —
Net income available to 

common shareholders (¥1,000) ¥ (125,023)
Weighted-average number of shares outstanding 70,902.92

Summary of potential stock not included in the calculation of diluted net
income per share since there was no dilutive effect for the current fiscal
year:

(1) Stock acquisition rights
Pursuant to a resolution adopted at the general meeting of the share-
holders held on December 22, 2000: Stock acquisition rights: 653
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REPORT OF INDEPENDENT AUDITORS

Report of Independent Auditors

The Board of Directors 

MTI Ltd.

We have audited the accompanying consolidated balance sheets of MTI Ltd. and consolidated subsidiaries as of

September 30, 2004 and 2005, and the related consolidated statements of operations, shareholders’ equity, and

cash flows for the years then ended all expressed in yen. These financial statements are the responsibility of the

Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted 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 financial statements referred to above present fairly, in all material respects, the consolidated finan-

cial position of MTI Ltd. and consolidated subsidiaries at September 30, 2004 and 2005, and the consolidated results

of their operations and their cash flows for the years then ended in conformity with accounting principles generally

accepted in Japan.

December 26, 2005
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BOARD OF DIRECTORS AND CORPORATE AUDITORS
As of January 1, 2006

CORPORATE HISTORY

CORPORATE DATA
As of January 4, 2006

President and Chief Executive Officer
Toshihiro Maeta

Director and Senior Managing
Executive Officer
Hiroshi Izumi

Director and Senior Managing
Executive Officer
Tsuguo Takahashi

Director and Senior Managing
Executive Officer
Tadahisa Saito

Director and Managing Executive
Officer
Katsura Kawakami

Director and Managing Executive
Officer
Kikuo Amano

Director
Ryuichi Sasaki

Statutory Auditor
Ryo Imai

August 1996 • MTI Ltd. was established with capital of ¥90 million to sell mobile phones and provide data communications services.

October 1997 • MTI started voice information contents service.

December 1998 • MTI started contents service along with the launch of “P-mail DX service” by DDI POCKET, Inc.

April 1999 • MTI started contents service along with the launch of “EZ web” by KDDI Corp.

October 1999 • MTI was listed on JASDAQ.

December 1999 • MTI started contents service along with the launch of “J SKY” by J-phone Co., Ltd. 

March 2000 • MTI started contents service for overseas markets.
• MTI acquired music.co.jp., inc. (later renamed music.jp, inc.)

March 2001 • MTI acquired Telecom System International Co., Ltd.

September 2001 • MTI started contents service for “i-mode” of NTT DoCoMo, Inc.

September 2002 • MTI started sales of insurance through telemarketing.

October 2003 • MTI established TeraMobile, Inc.

September 2004 • MTI sold Card Commerce Service Co., Ltd.

January 2005 • MTI established mobilebook.jp., inc.

March 2005 • MTI acquired ringtone business of TeraMobile, Inc.

May 2005 • MTI established movile, inc., a joint corporation with Tohokushinsha Film Corporation.

January 2006 • MTI merged with music.jp, inc.

Founded August 12, 1996

Capital ¥2,454 million

Number of Employees 231

Main Businesses
• Contents distribution business: Mobile contents distribution, music
downloads, network music distribution, etc.

• Mobile terminal business: Sales of mobile phone terminals, etc.
• Telemarketing business: Telemarketing sales of insurance, etc.
• Other business: Purchases and sales of reusable merchandise.

Head Office
35th Floor, Tokyo Opera City Tower
3-20-2 Nishi-Shinjuku, Shinjuku-ku, Tokyo 163-1435, Japan

MTI Group
TeraMobile, Inc.
ITSUMO Ltd.
TELECOM SYSTEM INTERNATIONAL Co., Ltd.
cycleHIT Inc.
movile, inc.
mobilebook.jp., inc.

All the corporate, product, and service names contained in this annual report are trademarks or registered trademarks of their respective
companies.
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