Overview of Operations: Business at a Glance
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Operating Revenues M Operating Income

Mobile Business

Operating Revenues. ... ... ¥2,862.6 billion (up 6.9% YoY)
Operating Income. .. ........ ¥455.0 billion (up 18.0%)

The Mobile Business reached its longstanding target of 30 million au subscribers at
the end of March 2008. The steady increase in subscribers, along with improvement
in the churn rate due to the success of various retention strategies, resulted in a
6.9% rise in operating revenue from the previous fiscal year to ¥2,862.6 billion in the
fiscal year ended March 2008, with operating income up 18.0% to ¥455.0 billion.

*Figures for the March 2004 fiscal year include a simple combining of results from the au and Tu-Ka
businesses.
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Fixed-line Business

Operating Revenues. .. ... ... ¥718.6 billion (up 0.6% YoY)
Operating Income (Loss) .. .. ¥(64.7) billion (-)

The Fixed-line Business achieved an increase in the number of subscribers for
Metal-plus and FTTH service, along with greater sales of corporate data services,
which offset revenue declines from telephone and other legacy services. As a
result, operating revenue rose 0.6% from the previous fiscal year to ¥718.6 billion.
Operating income, however, despite improved profitability for Metal-plus, suffered
from an increase in expenses for development of the FTTH business. As a result,
the Fixed-line Business posted an operating loss for the fiscal year under review of
¥64.7 billion, a ¥15.6 billion greater loss than in the previous fiscal year.

Operating Revenues/Operating Income

(Billions of yen)
200

20

167
150

04 05 06 07 08

(Years ended March 31)

Operating Revenues M Operating Income

Other Business

Operating Revenues. .. ... ... ¥167.2 billion (up 53.8% YoY)
Operating Income. . ........... ¥9.0 billion (up 31.4%)

The Other Business segment benefited from making JCN Group, Japan's second-
largest MSO* a consolidated subsidiary in June 2007.** As a result, operating
revenue rose 53.8% from the previous fiscal year to ¥167.2 billion in the fiscal year
under review, with operating income up 31.4% to ¥9.0 billion.

*Multiple System Operator, a company operating multiple cable television stations

**JAPAN CABLENET (JCN) Group, Japan's second-largest MSO, became a consolidated subsidiary of

KDDl'in June 2007. As of the end of March 2008 JCN operated 15 cable TV stations, mainly in the Tokyo
metropolitan area, with a total of 667,000 subscribers.
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Market Trends

New Entrants and Intensified
Price Competition

By the end of 2007, the number of
mobile phone subscriptions in Japan,
exceeded 100 million. Expansion in the
corporate market and the second phone
(per individual) market in the consumer
market will continue in the future, though
growth in the traditional consumer sector
may be sluggish.

The competitive environment in
Japan in the fiscal year under review
was marked by the implementation of
expanded and improved tariff plans
prompted by the market entrance of
the Softbank Group in the previous
fiscal year. Development of new mar-
kets, such as the second phone market
in the consumer market and the small-
scale corporate client market, supported
a net increase of 6.01 million subscrib-
ers in the overall market, exceeding by
far the 4.93 million net increase in the
previous fiscal year. Among other events,
EMOBILE Ltd., which began offering
data services in the previous fiscal year,
added voice services at the end of

March 2008 by partly making use of the
roaming services of another operator.

During the fiscal year, the Study
Group on Mobile Business, commis-
sioned by the Ministry of Internal
Affairs and Communications under its
“New Competition Promotion Program
2010" to formulate rules for fair com-
petition, submitted its report. In it were
many major changes, such as the
introduction of a new sales scheme
including a “split-plan” model offering
no handset sales incentives.

With the implementation of com-
petitive tariff plans by all mobile carri-
ers, the previous large disparity in tariff
rates between carriers disappeared.
As a result, the focus of market com-
petition appears to be shifting back to
service rather than tariffs.

Overview of the Fisca

Year Ended March 20(

Increase in Both Sales and
Profit and a Milestone of

30 Million au Subscribers

The Mobile Business remained the chief
driver behind KDDI's strong performance
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during the fiscal year ended March 2008,
accounting for three quarters of consoli-
dated operating revenue.

Revenues and earnings were up in
the fiscal year under review, with
operating revenue in the Mobile Busi-
ness increasing 6.9% to ¥2,862.6 billion,
and operating income rising 18.0% to
¥455.0 billion. Net income advanced
sharply, up 27.2% to ¥266.5 billion,
primarily because of higher operating
income and lower impairment losses
related to the termination of the Tu-Ka
service than in the previous fiscal year.

Performance by Key
Indicators
I Subscriber Numbers
Increase of au Subscribers to
30.11 Million
The subscriber base for au and Tu-Ka
services as of the end of March 2008
advanced 7.6% year on year, to 30.34
million customers. This number repre-
sents a 29.5% share of the market (au:
29.3%; Tu-Ka: 0.2%).

The total number of au subscribers
surged 10.2% vyear on year, to 30.11
million, breaking through the major
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Overview of Operations: Mobile Business

target of 30 million subscribers. Of this
figure, 29.69 million customers, 99% of
the total, subscribed to 3G mobile
phone services. The subscriber base
for CDMA 1X WIN (WIN) services rose
to 19.70 million, accounting for 65% of
all au subscribers. KDDI terminated its
Tu-Ka service as scheduled at the end
of March 2008.

I Churn Rate

Reduction of Churn Rate to 0.95%
The churn rate for the full fiscal year
ended March 2008 was 0.95%, down
0.07 percentage points from the previ-
ous fiscal year, thanks to the penetra-
tion of discount plans and various other
customer retention measures.

1 SAC/SRC

SAC/SRC at 37,000 yen on a Par
with Previous Year

The average subscriber acquisition cost
and subscriber retention cost for au-
branded services remained on a par
with the previous year at ¥37,000. Up

to the third quarter, sales commissions
were kept below those in the previous
fiscal year through curtailment of hand-
set procurement costs and sales
expenses. However, in the fourth quar-
ter, the major sales period for the year,
KDDI put on a sales drive aimed at
reaching the 30-million mark for au
subscribers. The average sales com-
mission for the fourth quarter rose to
¥41,000 as a result, pushing up the
average sales commission for the
overall year to ¥37,000.

1 ARPU

ARPU at 6,260 yen, Down 5.3%
Year on Year

Average Revenue per Unit (ARPU) for
au services declined 5.3% vyear on
year to ¥6,260. Of this total, data
ARPU increased 5.4% to ¥2,130 due
to progress in building the proportion
of high-end WIN subscribers. How-
ever, voice ARPU declined 10.0% to
¥4,130 due toadecrease of 10 minutes
in the MoU and the popularization of
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"Everybody Discount” and “Family
Discount” services.

KDDI has managed to distinguish its
au mobile service from the competition
by drawing on the advantages of its 3G
infrastructure to enhance the appeal of
its product package, encompassing
handsets, charges and content. The
Company believes that to continue to be
the customers’ service of choice, it must
work diligently to improve these areas of
infrastructure, handsets, charges and
content step-by-step to increase cus-
tomer-satisfaction levels. Reflecting that
dedication, in 2007 au was recognized
as first in customer satisfaction for
mobile services* in all nine regions of
Japan for the second consecutive year.

We believe that the consistently
strong performance of au is also the
result of patient and steady efforts that
have been recognized by customers.
*Source: J.D. Power Asia Pacific 2006 and 2007

Japan Mobile Telephone Service Satis-
faction Study*



Measures to Strength

Overall Product Appes

Increase of Customer
Satisfaction by Improving
Infrastructure, Handsets,
Charges and Content

KDDI aims to increase the degree of
customer satisfaction by strengthen-
ing its overall product appeal through
improvements in the four areas of infra-
structure, handsets, charges and content.
This section introduces the Company's
initiatives in these four areas.

High-quality Infrastructure
Establishment and Expansion of
EV-DO Rev. A and Reorganization
of the 800MHz Band

KDDI has differentiated itself from other
carriers with the CDMA2000 1x EV-DO
("EV-DO") format currently adopted for
WIN services. Because EV-DO is a
technology specifically for data commu-
nications, it is ideally suited for high-

Efficiency of Data Transmission by Technology

speed, large-volume data transmission.
With its introduction KDDI was able to
significantly lower the per-bit commu-
nication cost. Drawing on the advan-
tages of the EV-DO infrastructure,
KDDI has been able to stay ahead of
other carriers in offering attractive ser-
vices such as “EZ Chaku-Uta-Full®”,
and similarly attractive price plans such
as the “Double-Teigaku-Light” (Packet
Flat-rate) plan.

In December 2006, KDDI introduced
EV-DO Rev. A, an upgraded version of
EV-DO. At the end of March 2008, the
system was in operation in almost all
major service areas in Japan. EV-DO
Rev. A has dramatically raised the down-
load speed to a maximum 3.1 Mbps,
and the upload speed from 154 kbps to
amaximum 1.8 Mbps. The deployment
of EV-DO Rev. A has allowed KDDI to
further differentiate itself in terms of
infrastructure, the source of product
competitiveness.

KDDI is increasing its capacity in
the 2GHz band in view of the swell

in subscriber numbers and the reorgani-
zation of the 800MHz band. At the same
time, the Company is preparing for the
new allocation of frequencies within
the 800MHz band. The reorganization
of the 800MHz band involves switching
around the current directions for uplink
(handset to base station) and downlink
(base station to handset) capacities, and
reallocating the current narrow frequen-
cies into blocks. Reorganization is to be
completed by July 2012.

Currently, the 800MHz band is
KDDI's main operating band, but the
Company is pressing ahead with expan-
sion of 2GHz band coverage. In addi-
tion, it is increasing the area coverage
for the new 800MHz band in prepara-
tion for full conversion by July 2012.

Compared with the 800MHz band,
the 2GHz band generally requires
greater effort to expand area coverage
due to special characteristics including
the direct propagation of radio waves.
KDDI, however, offers dual-band hand-
sets that can access the current

Enhanced Uplink

Purpose Voice Communication/High Speed Data Enhanced Downlink Speed Speed/Quality of
Service

System (COMAZ000 1x] i VDO R0l MSOPA | ieyno e
Bandwidth 1.25MHz 5MHz 1.25MHz 5MHz 1.25MHz
Communication service Voice+data Voice+data data data data
Connection type Circuit switched+Packet | Circuit switched+Packet Packet Packet Packet
Maximum transmission Down 154k 384k (2M) 2.4M 3.6M (7.2M) 3.1M
speed [bps] Up 64k (154k) 64k (384k) 154k 64-384k 1.8M
Sector throughput [DownLink] Approx. 220kbps Approx. TMbps Approx. 800kbps | Approx. 3-4Mbps Approx. TMbps
Efficiency [bps/Hz] 0.18 0.2 0.64 0.6-0.8 0.8
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Overview of Operations: Mobile Business

Our challenge is to create new value with our 30 million-strong au

subscriber base

During the fiscal year ended March 2008, we achieved and surpassed our major target of 30 million
au subscribers. | believe this was the result of our comprehensive product development in the four
areas of infrastructure, handsets, pricing and content, along with our efforts to enhance customer
satisfaction.

Lower handset procurement costs are the source of competitiveness. In order to pursue this
aim, in October 2007 we established the KDDI Integrated Platform (KCP+), which expands the
scope of standardization. This allows us to respond to increasingly individualized and diversified
customer needs with handsets that have a uniquely attractive “au feel,” while also strengthening
cost competitiveness by improving development efficiency.

Average Revenue per Unit (ARPU) continues to decline with the popularity of “Everybody

Makoto Takahashi Discount." introduced in 2007 and gther pricing schemes. Hovvever, vvg are looking to increase
Aesesikie Senier Vies Besilm non—_trafﬁc ARPU by_ offering appeal.mg content anq .develop_lng new services, such as settlement
General Manager, services through “Jibun Bank,” which began providing service to customers in July 2008.

Consumer Business Sector We are also promoting cross-selling of fixed-line services to au subscribers by developing and
Member of the Board offering fixed and mobile convergence (FMC) services. These include sales of FTTH and other

fixed-line services through au shops, the launch of “au Collective Talk*" offering free calls from
KDDI fixed lines to au subscribers, and LISMO Video, which allows users to enjoy movies down-
loaded from a PC on their mobile phones.

*Launch planned for August 1, 2008

800MHz band frequencies in addition Reorganization of 800MHz Band = KDDI NTT DoCoMo
to the 2GHz band. Moreover, the Com- N
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models. This number is expected to

increase in the future. As shown in the

figure, the dual-band handsets will pri-

marily use the 2GHz band, switching Handover Image during the 800MHz Reorganization

to the 800MHz band when outside the

2GHz coverage area. KDDI believes

that it can raise the quality of its infra-

structure still further by expanding the

2GHz coverage area.
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Attractive Handsets
Enhancement of a Broad Lineup
to Support Diverse Lifestyles

KDDI has worked hard to make the au
brand name synonymous with music
via mobile phone. Now a Bluetooth®
wireless listening function has been
added, and using the “LISMO Audio
Device Link” service subscribers can
enjoy music downloaded via their
mobile phone on another audio device.
For those subscribers who enjoy video,
the "1Seg” (digital TV broadcast system
for mobile phones and other mobile
devices) function now is nearly stan-
dard on WIN handsets. In addition, the
Company began selling a mobile phone
model with a high-definition Organic
Electroluminescent (OEL) display. Also,
the seventh round of the "“au design
project,” which reexamines the mobile
phone from a design perspective, led
to the launch of the "INFOBAR2"
series of mobile phones.

Based on the concept of support-
ing the diverse lifestyles of customers,
KDDI launched a wide array of hand-
sets, including easy-to-use models with
high-quality embedded cameras and
global models compatible with the Global
System for Mobile Communications
(GSM). In all, the Company introduced
36 models including corporate models
during the fiscal year under review, 30
WIN models and 6 1X models.

INFOBAR2
(W52S)

Walkman® phone

While making efforts to expand and
improve the handset lineup, the Com-
pany also completed the development
of the KDDI Integrated Platform “KCP+"
in October 2007. “"KCP+" is a shared
software platform with an expanded
scope of standardization aimed at
further reducing handset costs. KDDI
expects that full-scale introduction of
"KCP+" will both enable the Company
to absorb the rising costs of handsets
caused by additional and high-
performance functions and further
reduce development and manufactur-
ing costs.

Charges

Service Menus Expanded to

Fit Customer Needs Using

a New Sales Scheme including

a Split-off Model

The Ministry of Internal Affairs and Com-
munications’ Study Group on Mobile
Business conducted various delibera-
tions about the current business model
in the mobile phone industry, which
depends on handset sales incentives. In
light of these proceedings, KDDI intro-
duced a new sales scheme in November
2007 in response to customer needs.
The new scheme, "au Purchase Pro-
gram,” allows the subscriber to choose
one of two handset sales courses, either
the “Full Support course,” which

EXILIM-Keitai (W53CA)

Cyber-shot™ phone
(W61S)

employs traditional incentives to keep
the initial cost of handset purchase low,
or the “Simple course,” a so-called
"“split-off” model offering no sales incen-
tives that targets those subscribers who
prefer to reduce their monthly-use tariff
rather than replace their handset.

Since the introduction of the new
scheme, almost all customers have
selected the more traditional “Full Sup-
port course.”

KDDI has leveraged the cost advan-
tage provided by EV-DO to introduce
the “Double-Teigaku-Light” (Packet
Flat-rate) plan, which affords custom-
ers easy access to a rich variety of
content for as little as ¥1,000 per
month (¥1,050 including tax). This plan
has successfully enticed many existing
users who had not previously used
data services to any significant extent
as well as new subscribers to sign up.
As of the end of March 2008, 74% of
WIN subscribers had adopted either
this or the “Double-Teigaku"” plan.

In voice services KDDI also offers a
wide variety of tariff options developed
from the customer's perspective. New
to the service menu in the fiscal year
under review was “Everybody Dis-
count.” Introduced in September 2007,
the “Everybody Discount” plan revised
the “Annual Discount+Family Discount”
and “My Plan Discount” plans, which
offered up to a maximum of 50% off on

Wooo-Keitai (W53H)
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basic monthly charges in proportion to
the number of years of continuous use
of services, substituting a uniform 50%
discount on basic monthly charges right
from the date of subscription, condi-
tional on a two-year contract.

In March 2008, KDDI launched a
service offering free calling between
family members 24 hours a day any-
where in Japan for subscribers to
“Everybody Discount + Family Dis-
count.” Customers, particularly fami-
lies that uniformly use au services,
have welcomed the service.

Content

A Wide Variety of Entertaining Con-
tent Utilizing the Features of WIN
The spread of packet flat-rate plans for
data communications has created an
environment in which users can take
advantage of mobile Internet services
without worrying about the cost.
Mobile phones are being used in a
number of new ways, providing carri-
ers with new opportunities for revenue
beyond the traditional traffic charges.
In the fiscal year under review, total
revenues from fee collection for con-
tent providers, advertising, e-com-
merce, and collaborative content
provision in the Content and Media

au Purchase Program

au Purchase Program

Business amounted to ¥35.9 billion,
expanding 1.3 times compared to the
previous fiscal year.

For more details, please see the
section on the Content and Media
Business.

Developing Untapped

Markets — Mobile Busi

Reinforcement of Corporate
Business with Newly Estab-
lished Sales System for SMEs
With growth slowing in the consumer
market, KDDI is actively pursuing
mobile business services for the cor-
porate sector, a market that is expected
to grow in future. Until now, the
Company has been offering—primarily
to large corporations—mobile solutions
services using mobile phones to
improve or strengthen customers’
businesses. Given the heightened
demand for mobile services by small
and medium-sized businesses, KDDI is
now also pursuing the establishment
of a sales organization and product and
marketing strategies for small and
medium-sized businesses.

KDDI has been able to steadily
expand its customer base of large

(prices include tax)

Course name

Simple course*

Full Support course

Purchase support

(handset subsidy) No

Yes (¥21,000)

Contract on period of No
handset use

(except installment payments)

2-year contract

Price plan

Plan SS Simple to
Plan LL Simple etc.

Plan SS to Plan LL etc.

Basic monthly charge
(for Plan SS Simple)**

¥980/month
(includes ¥1,050 free calls)

¥1,890/month
(includes ¥1,050 free calls)

Installment payment

Yes (12 or 24 installments) No

*Conditions for the new simple plan that began on June 10th.
**Basic monthly charge when customer signs “Everybody Discount” contract.
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corporate clients by demonstrating its
comprehensive capabilities in propos-
ing solutions, providing communication
areas, and offering a lineup of corpo-
rate-use mobile handsets and quality
communication systems.

As an indication of KDDI's reputa-
tion for mobile solutions, at the Mobile
Computing Promotional Consortium
(MCPC) award 2008, KDDI client
SOHGO SECURITY SERVICES CO.,
LTD.'s “Guard Dispatch System” walked
away with the Grand Prize/the Minister
of Internal Affairs and Communica-
tions' Prize as well as Mobile Business
Award. It marked the third consecutive
year thata KDDI client has won the Grand
Prix Award—Isuzu Motors Limited won
the prize last year for its commercial
vehicle telematics, “Mimamori-kun
Online Service” and YAMATO TRANS-
PORT CO., LTD., won it two years ago
for its “Cargo Information Real Time
System.”

In the organizational revisions
made in October 2007, KDDI inte-
grated KDDI Network & Solutions Inc.,
a subsidiary mainly selling fixed line
services to medium or small corpora-
tions, into its operations. This consoli-
dation substantially expanded and
strengthened its sales structure to
establish an organization capable of
aggressively approaching small and
medium-sized businesses.

In particular, for notably successful
emerging medium or small companies,
the Company strengthened its sales
efforts by developing and reinforcing
its office-visit-based sales corporate-
client agencies, increasing its collabo-
ration with au shops, and making active
use of direct marketing, telemarketing,
and Web sales systems.

KDDI has expanded and improved
its services for small and medium-sized
businesses by focusing on their needs.
In May 2007, the Company introduced



Initiatives Targeting Corporate Clients

Marketing System Cg{g&eétri]t:\s/e KDDI Initiatives

Medium-Large
Corporations
(more than 100
employees)

Small Business
(more than 10

Offering mobile
solutions

Push-strategy
by marketing

Direct Ability tp offer
solutions
A (o0 P Products
corporate pd
clients -
- More affordable | Promotions
au” shop
charges

 Expand provision of optimal solutions that meet customer needs
(Win numerous awards from MCPC award 2008)
© Broaden market with specialized handsets for corporate clients

woon

 "Everybody Discount”+"Business Discount”
= On-net free calls among employees

Marketing channel
« Strengthen in-shop marketing for corporate customers.

* "Welcome Campaign for Corporate Customer”*

employees) experts
Small Business Standardized

(less than 10 Ul

employees) P 9y

*Offer applies to corporate new customers who purchase an au handset, from March 1 to May 31,

 Promote visits to shop by TV and newspaper advertising.

2008, by the “Simple course,” and choose “Plan SS,” “Busi-

ness Discount,” and “Everybody Discount.” Special rate includes basic monthly fee of ¥980 (tax incl.) + ¥1,050 (tax incl.) for free calls until May 2010.

“Keitai de Cordless Set,” a cordless
extension solution for mobile phones
using a wireless LAN for small offices
or shops. In September 2007, it launched
its “Everybody Discount + Business
Discount,” a service for small and
medium-sized businesses that offers a
50% discount on monthly basic charges
starting from just a single corporate
subscriber line.

Termination of the

Tu-Ka Service

Service Terminated

at March-end 2008

KDDI terminated its Tu-Ka service
according to schedule at the end of
March 2008. KDDI began offering
Tu-Ka users same-number transfers to
its au service in October 2005, and a
total of 2.60 million users migrated to
au by March 2008. Most of the sub-
scribers who came over to au were
postpaid subscribers. Since there were
3.53 million Tu-Ka users at the end of
September 2005, the migration figure
reflects that approximately 74% of the

former Tu-Ka subscribers have stayed
onboard with KDDI.

With regard to the Tu-Ka facilities,
¥104.3 billion for impairment loss of PDC
equipment was recorded at the end of
March 2006, with the remaining ¥39.6
billion in impairment for towers and other
common facilities at the end of March
2007. KDDI booked a loss on disposal of
property, plant and equipment, including

final charges for removal and other
expenses, totaling ¥7.5 billion at the end
of March 2008.

The termination of the Tu-Ka ser-
vice has allowed KDDI to move from
the former dual systems to a single
CDMA network operation, a move that
the Company expects will yield further
improvements in business efficiency
in the future.

Migration of Tu-Ka Subscribers to au
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Strategies for the Fu

Leveraging its 30-million-strong
Subscriber Base, KDDI Will
Strive to Create New Values

Toward “Challenge 2010”

A Greater Focus on Profitability
with Well-balanced Subscriber
Growth

KDDl's Mobile Business currently
accounts for three quarters of its con-
solidated operating revenues, and also
is the chief driver for operating income.
The business is expected to remain the
core source of earnings in the final year
of "Challenge 2010.” In achieving our
long-held goal of 30 million au subscrib-
ers, we have entered our next phase of
growth, which will be based on KDDl's
unique ability to create new value.

In addition to expansion efforts in the
core consumer market, we will also seek
to increase the overall number of sub-
scribers by aggressively developing our
mobile business for corporate clients, a
market with high growth potential.

Moreover, we will endeavor to
enhance competitiveness through the

timely introduction of customer-ori-
ented handsets and services that only
KDDI can offer. Through the expansion
of our content business and the devel-
opment of such new business as our
mobile internet financial project, Jibun
Bank Corporation, we will pursue earn-
ings opportunities outside the conven-
tional boundaries of traffic revenues.

Our goal is to promote business
management with a greater focus on
profitability, while striving for sub-
scriber base growth that maintains a
balance between ARPU and customer
acquisition expenses.

This section presents KDDI's strat-
egies and activities for the corporate
client market, the future driver of sub-
scriber-base growth; for enhancing the
competitiveness of handsets through
lower procurement costs; for expan-
sion of the "au Purchase Program”
service launched in June 2008; and for
the introduction of an installment sales
system for mobile phone handsets.

I Aiming for Continued
Subscriber Growth

Proactive Development of

Corporate Clients

“Challenge 2010": Further Strengthening Competitiveness of Mobile Business

Reduce procurement costs through KDDI Integrated Platform

(KCP+)
Handsets

Development and sale of handsets with features unique to au

Expand handsets for corporate clients and for use in various

situations

Underpin ARPU by adding new services
Introduce a preferential benefits system for long-term

Charges/service subscribers

Expand global roaming

Reinforce settlement/authentication functions and FMBC

service

Reorganize 800MHz band and enhance coverage

Infrastructure

Improve communications quality

Commercial launch of the post-Rev. A system
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Japan’s current market for corporate
clients is estimated to account for
approximately 10% of the overall
mobile market. KDDI's business com-
position is almost identical to the over-
all proportion of the market. Considering
that fixed-line subscriptions account
for approximately 30% of all corporate
clients subscriptions, there is ample
potential for growth in mobile handset-
based services. Furthermore, given
the progress in use of machine-to-
machine mobile communications mod-
ules to manage maintenance of
machine tools, automatic vending
machines, and other equipment,
market growth is no longer limited to
Japan'’s population.

Going forward, KDDI will strive to
further develop its corporate client sub-
scriber base by providing mobile solu-
tions services centered on mobile phone
systems to large corporations as well as
developing the small and medium-sized
business market. During the fiscal year
under review, the Company established
a new sales organization dedicated to
developing the small and medium-sized
business market that has commenced
mobile services sales operations.



I Strengthening Competitiveness
of Handsets
Lower Procurement Costs and
More Attractive
Handsets through KCP+
As it expands and enhances the func-
tionality of the handset lineup, keeping
down handset procurement costs
poses a significant issue for KDDI in
view of the rising proportion of WIN
handset sales. KDDI has succeeded in
mitigating the development costs of
manufacturers through the use of
KDDI Common Platform or “KCP,” a
shared software platform currently
based on the BREW® system.

In October 2007, the scope of stan-
dardization was expanded to “KDDI
Integrated Platform (KCP+).” The
deployment of “KCP+" has allowed
handset manufacturers to focus on dif-
ferentiating themselves in terms of
user interface, design, and the device
areas in which they are strongest, such
as cameras and LCDs. Through the
adoption of “KCP+,” KDDI aims to fur-
ther enhance the attractiveness of its
handsets in response to continually
increasing diversity and individuality in
customer needs, and to raise cost

Create New Integrated Platform

KCP (KDDI Common Platform)

Application
BREW® (KCP)

Middleware Wireless
comm. control

Device
Qualcomm OS

Unique area
by makers

Qualcomm
MSM chipset

device

competitiveness by bringing greater
efficiency to handset development.

I More Variety in Price Plans and

Payment Options for Handsets
Expansion of “au Purchase Pro-
gram” Service and Introduction of
Installment Sales of au Handsets
Starting in June 2008, KDDI introduced
installment sales of au handsets for its
“Simple course” purchase method.
The purpose of introducing installment
sales is to facilitate the purchase of
high-end handsets, which appears to
be quite expensive to customers only
with discount by Purchase Support
(¥21,000 including tax) under the “Full
Support course”.

KDDI has also introduced the “New
Simple Plan,” which provides an easy
comparison to the “Full Support course”
and is competitively priced compared to
plans offered by other market players.

The introduction of this installment
sales system will enable the Company
to take a flexible approach in pricing
handsets and to increase profit margin
on handset sales under the new “Simple
course” as it achieves competitive pro-
curement costs for handsets.

New Integrated Platform (KCP+)

User interface

Application

BREW® (KCP)

Middleware Wireless
comm. control

Device
driver

New Qualcomm OS

Qualcomm Common [ | Differentiated
MSM7500™ device device

[J Standardized areas M Standardized M Partially standardized ™ Non-standardized

Outlook for Fiscal Year
Ending March 2009

Aiming for Further Increases in
Sales and Profit

KDDI projects that its mobile subscrip-
tions at the end of the current fiscal
year will increase 4.1% year on year to
31.6 million. Although the number of
subscribers is expected to grow, ARPU
will be lower due to the increased
prevalence of discount services and
greater use of the new sales scheme.
The Company therefore anticipates
revenues will edge forward 1.7% year
on year to ¥2,911.0 billion. Under the
impact of a moderate decline in hand-
set sales and greater use of the new
sales scheme, KDDI forecasts that
operating income will rise 9.2% year
on year, to ¥497.0 billion.
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Overview of Operations: Mobile Business

Content and Media

Business

Aiming for Expansion as a
New Pillar of Non-traffic
Revenue Growth

Market Trends

Expansion of Large Content and
Video Distribution Services

The evolution of 3G networks and the
popularization of packet flat-rate plans
for data transmission have enabled
content providers to offer high-speed
and high-volume content, supporting
the steady expansion of the content
and media market.

Recently, conventional download-
able content has been joined by a
surge in blogs, social networking ser-
vices (SNSs), and other user-generated
content. Benefiting from these new
media, Internet advertising and e-com-
merce-related services are also increas-
ing. Furthermore, video distribution
services, such as YouTube, which up to
now have been the preserve of per-
sonal computers, are now experienc-
ing rapidly growing popularity on
mobile phones.

Although there are many mobile
Internet sites with useful information,
there are those of a more circumspect
nature, such as ill-intentioned sites that
are almost completely fraudulent,
online dating sites and adult content
sites that are illegal for anyone under
18 years old. To deal with these sites,
an initiative spearheaded by govern-
ment authorities, telecommunications
providers, and content providers in
Japan is pressing forward with mea-
sures to promote the spread and use
of a "harmful site access restriction
service,"” or filtering service, to protect
young people from these dangers.

Overview of the Fiscal Year
Ended March 2008
Sales up 30% from the
Previous Year
Sales in the Content and Media Busi-
ness continued their upward climb,
rising 1.3 times to ¥35.9 billion. Sales
included fee collection for content pro-
viders, advertising, e-commerce, and
collaborative content.

KDDI's fee collections service for
such paid content as “EZ Chaku-Uta®,”

“EZ Chaku-Uta-Full®,” and
other digital content is steadily grow-
ing. To further expand its user base,
the Company is implementing the fol-
lowing initiatives.

First, KDDI is developing the con-
tent user base for “EZ NewsFlash.”
Offering free news, weather reports,
and other services that are delivered
automatically to the call- waiting screen
of mobile phones, the service makes it
easy for users who have not utilized
EZweb much in the past to casually try
out the service. By serving as an entry-
way, “EZ NewsFlash” is contributing to
increased access of related content.

Next, to provide a new service that
tailors itself to customers’ lifestyles,
KDDI launched “au Smart Sports,” a
general service that focuses on help-
ing customers to improve themselves
through sports. “au Smart Sports” pro-
vides an application that supports users
daily sports activities, helps manage
training histories, enables the viewing
of sports information on EZweb and
PC sites, and offers sports-related
goods. In the first version of “au Smart
Sports Run&Walk,” KDDI linked the au
mobile phone “Run&Walk"” application,

games,

Sales of Content/Media Business

(Billions of yen)
50

40

35.9

30

27.2

175 I
1.3 I
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[
. |
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(Years ended March 31)
W Content-fee collection [ Advertising EC
Collaborative content & others
*Advertising sales ratio in the year ended March
2008 decreased due to the effect of accounting
change.
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KDDI Filtering Services

Maximum Services ‘ Usage Styles
. Access limited to viewing usage data,
EZVE/\itr)]itReeﬁtsrtlcntqeedtQ%(;ess “Security Navi” and other select pages
_ (from November 2003)
4
o
o )
£ EZ'Safety Acgess SEee Children only able to view safe sites
o Site Restriction Course (from April 2006)
= (white list method) P
= ng?éﬁ(gises i;arwce Allows children to view school websites,
pecial gory etc. while blocking harmful sites
Restriction Course (from March 2008)
Minimum (black list method)




which allows users to check their prog-
ress and calories burned during their
running or walking programs, with the
“Run&Walk Site,” which combines
mobile phones and PCs to further
enhance workouts. The “Run&Walk"”
application also has an MP3 player that
lets users enjoy listening to music tracks
while running or walking and a GPS-
based training program history to keep
track of where they've been. In addition
to “au Smart Sports,” KDDI has
launched "“au one Gadget,” for custom-
ers who want quicker access to their
favorite type of information or function.

To provide young people with an envi-
ronment where they can confidently and
safely access EZweb services, KDDI intro-
duced its “"EZweb Restricted Access”
service in November 2003 and “EZ Safety
Access Service” (White List Method: cur-
rently EZ Safety Access Service Site
Restriction Course) in April 2006. Further-
more, commencing in February 2008, the
Company began strengthening its efforts
to encourage new users to subscribe to
filtering services, and introduced its “EZ
Safety Access Service Special Category
Restriction Course” (Black List Method) in
March 2008.

Lifestyle Strategies

Sports

o

Music/Movies

;
AN

Safety/Comfort

Toward “Challenge 2010”
Promoting Safe and Secure
Mobile Internet Environment and
Expanding Business Domains

In planning KDDI's future growth, it is
important not to depend solely on
communication revenues, but to
develop other sources of earnings by
expanding the Company's business
domain. The Content and Media Busi-
ness has a central role to play within
that strategy.

In addition to more thoroughly
developing its services in current fields,
including fee collection for content pro-
viders, advertising, e-commerce, and
collaborative content, KDDI is planning
to further reinforce and expand au’s
specialty field of music, including cre-
ation of music content. Working to
expand video and other entertainment-
related content, the Company will
establish a dominant and innovative
position in the market. To realize its
goal of sustainable growth, KDDI will
aggressively implement initiatives to
broaden its content user base. As with
au’'s music content, the Company will
create new content that will become
the core content services of the future

1 |

T
Information

and will also collaborate with compa-
nies in other fields to develop services
that suit customers’ lifestyles.

For the purpose of protecting juve-
niles, KDDI will take steps to create a
mobile Internet environment that
young people can use with confidence
and in safety by promoting filtering
services. The Company will also strive
to create an environment where all
participants—users, content providers,
and the creators— can enjoy positive
relationships based on stringent mea-
sures to protect content copyrights.

Through these initiatives KDDI will
seek to promote the appeal of the au
brand and expand the domain of the
Content and Media Business.

KDDI CORPORATION 3 ’I
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Overview of Operations: Mobile Business

Market Data

Years ended March 31

Number of Total Subscribers

(000 subs)

60,000
40,000
20,000
2004 2005 2006 2007 2008
KDDI 20,591 23,132 25,439 28,189 30,339
W au 16,959 19,542 22,699 27,317 30,105
Tu-Ka 3,632 3,590 2,739 872 234
[ NTT DoCoMo 45,927 48,825 51,144 52,621 53,388
M SoftBank Mobile 15,002 15,041 15,210 15,909 18,586
W EMOBILE — — _ _ 412
Total 81,520 86,998 91,792 96,718 102,725
Number of 3G Subscribers (000 subs)
45,000
30,000
15,000 I I
2004 2005 2006 2007 2008
m 1X+WIN (au) 13,509 17,935 21,828 26,720 29,689
m FOMA (NTT DoCoMo) 3,045 11,501 23,463 35,530 43,949
B SoftBank 3G (SoftBank Mobile) 138 917 3,038 7,660 14,007
Number of Subscribers for (000 subs)
Mobile Internet Connection Service 20,000
40,000
30,000
20,000
10,000
2004 2005 2006 2007 2008
EZweb 15,700 18,259 20,523 23,533 25,512
M au 13,886 16,469 19,390 23,322 25,505
Tu-Ka 1,814 1,790 1,133 211 8
0 i-mode (NTT DoCoMo) 41,077 44,021 46,360 47,574 47,993
B Yahoo! mobile (SoftBank Mobile) 12,956 12,874 12,875 13,265 15,171

Source: Company Data, Telecommunication Carriers Association (TCA)
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ARPU (Yen)

8,000

(Average Revenue per Unit)

6,000
4,000

2,000

ey

2004 2005 2006 2007 2008
B au 7,440 7,170 7,040 6,610 6,260
of which Data ARPU 1,640 1,740 1,890 2,020 2,130
Tu-Ka 5,020 4,470 3,960 2,960 1,750
NTT DoCoMo 7,890 7,200 6,910 6,700 6,360
of which Data ARPU 1,970 1,870 1,880 2,010 2,200
B SoftBank Mobile 6,730 6,150 5,890 *5,120 ¥*4,660
of which Data ARPU* — — — — **1,490
* Accounting method for Data ARPU changed from fiscal year ended March 2005.
** ARPU for fiscal year ended March 2007 is average of quarterly results
Churn Rate (%)
12
9 _—
6 /_/
3 /'/
el
2004 2005 2006 2007 2008
— au 1.49 1.44 1.20 1.02 0.95
Tu-Ka 2.40 2.00 3.60 8.20 10.2
NTT DoCoMo 1.21 1.01 0.77 0.78 0.80
— SoftBank Mobile 1.90 1.89 1.59 1.50 1.32
*Churn rate for fiscal year ended March 2007 is average of quarterly results
MOU (Minutes)
(Minutes of Use) 200
150 -\'\-\
g
100 -\-\L
<
2004 2005 2006 2007 2008
— au 176 166 158 147 137
Tu-Ka 145 126 103 67 35
NTT DoCoMo 159 151 149 144 138

— SoftBank Mobile
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Overview of Operations: Fixed-line Business

Fixed-line Business

KDDI will Firm up the Fixed-line Business Base with Access Line Business Initiatives
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Shift from Long-distance Busi-
ness to Access Line Business
Japan'’s fixed-line market is in transfor-
mation, entering a new era of direct-
access, IP, and broadband services.
Under the auspices of the Ministry of
Internal Affairs and Communications
“New Competition Program 2010,”
intellectuals and other prominent
people are participating in the “Panel
on Neutrality of Networks” and “Study
Group on Future Images of Universal
Service Fund System” to determine
new competition rules to deal with the
conversion of fixed-line communica-
tions to IP systems.

In Japan’'s broadband market, the
fiber to the home (FTTH) services
market topped 10 million subscriptions
in the first half of the fiscal year under
review. Given the pace of the shift to
FTTH from ASDL, it is possible that

the number of FTTH subscriptions will
surpass ASDL subscriptions in the cur-
rent fiscal year. Still, from the point of
view of market penetration of video
distribution, which uses the high-
speed, high-definition features of FTTH
to advantage, the FTTH services
market has not been developed on a
full scale. One of the reasons behind
this lag is legal issues regarding copy-
rights. In view of these conditions, NTT
has also revised its expectations,
reducing its 2010 goals for FTTH ser-
vices from 30 million subscribers to 20
million subscribers.

Video over FTTH uses an “IP multi-
casting” system for distribution. Previ-
ously, IP multicasting was defined
under copyright law not as “wired
broadcast,” but as “automatic public
retransmission.”  Therefore, before
broadcasting a program, permission to
use the content had to be obtained
from the individual holders of copy-
rights, such as authors, composers,

and record companies—an extremely
difficult process. However, with the
revision of portions of Japan’s copy-
right law in December 2006, it became
possible to simultaneously broadcast
programs using IP multicasting. Since
then, the market has been steadily
evolving to enable the integration of
telecommunications and broadcasting.

About 20 years ago, when long-dis-
tance operators entered the fixed-line
business in Japan, access portion fees
to the owner of the access lines, NTT,
amounted to less than 10% of the fees
paid by customers. With the progres-
sive use of IP systems, access portion
fees now amount to about 75% of cus-
tomer fees—a dramatic contraction in
net revenues.

From the perspective of revenues
and income, therefore, in today’s market
it is essential to shift from a long-distance
business that focuses on voice tele-
phony to access line business.

Number of FTTH Subscribers

('000 subs)
15,000

10,000 11,196

8,794

5,000 5,448

2,889

1,142

04 05 06 07 08

(Years ending March 31)
— ADSL FTTH

Fixed-line Revenues

Call fee for 3 min in 1987 between
Tokyo—-Osaka

Charged to user : ¥300

—Access cost ¥20

Gross margin  : ¥280

Monthly Internet connection fee of
FTTH for detached house*
Charged to user : ¥7,528

—FTTH cost 1 ¥5,460

Gross margin ~ : ¥2,068

*Charge when KDDI's ISP (au one net) is used on
NTT East's B FLET'S (Hyper Family or New Family
Type). Included in the gross margin portion are
expenses for use of NTT East's network
infrastructure.

(%)
100

27.5%
80 5%

60 /

93.3%

&0 72.5%

20

0 6.7%

Telephony age IP age

% of Access % of Gross margin

KDDI CORPORATION
Annual Report 2008

35



Overview of Operations: Fixed-line Business

Strategic Solutions for the
Shift to Direct Access, IP and
Broadband Services

KDDI supplies consumers and corpo-
rate clients with a full range of fixed-
line telecommunications
including voice telephony and broad-
band Internet access.

Operating revenues for the Fixed-
line Business edged forward 0.6%, to
¥718.6 billion. The segment achieved
its third consecutive year of operating
revenues growth despite a contraction
in legacy voice telephony services. The
decline in legacy services was com-
pensated for by higher basic telephony
charges provided by growth in sub-
scriptions to “Metal-plus” and by
increased revenues from corporate
data services related to the merger
with POWEREDCOM Inc., supporting
a continued revenue growth trend in
the Fixed-line Business. Profitability
also improved, with the merger with
POWEREDCOM contributing positively
to earnings and the “Metal-plus” service
reducing its red ink. Despite these

services,

steady improvements in individual cat-
egories, however, the deterioration in
legacy service operating revenues and
expanded costs from developing the
FTTH business resulted in overall oper-
ating loss increasing ¥15.7 billion from
the prior fiscal year, to ¥64.7 billion.

During this period of shift in the
market to direct access and IP and
broadband services, the Fixed-line
Business is proceeding with strategic
initiatives to convert its traditional
telephone services to access line
business based on FTTH, direct
access voice telephony (“Metal-plus”
and “Cable-plus phone”), and cable
television (CATV).

As part of this process, the Fixed-
line Business has been actively reorga-
nizing its structure. In January 20086, it
absorbed POWEREDCOM through a
merger. In January 2007, it integrated
the FTTH business of Tokyo Electric
Power Company (TEPCO) into its
operations. In June 2007, it converted
JAPAN CABLENET (JCN) Group to a
consolidated subsidiary. More recently,
the Fixed-line Business acquired and
consolidated Chubu Telecommunications
Co., Inc., (CTC), formerly a consolidated

Access Line Business Strategies

October 2003
Launched HIKARI-one (ex. Hikari-plus)

February 2005
Launched Metal-plus

October 2005
Launched Cable-plus phone

January 2006
Absorbed POWEREDCOM (TEPCO's subsidiary)

January 2007
Integrated TEPCO's FTTH biz

June 2007
Consolidated JCN Group (CATV) as subsidiaries

April 2008

Consolidated CTC as subsidiary
<CTC: Chubu Electric's subsidiary>
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Fixed Access Lines

('000 subs)

6,000
(5,300)
(4,827) 1140
710
4,000
> 3,080
3,279
2,000
580
286
0 667 700

08 09 (E)

(Years ending March 31)
FTTH Metal-plus
Cable-plus phone CATV

*( ) shows total subs of access lines excluding
crossover subs.

subsidiary of Chubu Electric Power
Co., Inc.

Note: JCN Group is not included in the perfor-
mance of the Fixed-line Business in the
fiscal year under review, but in Other Busi-
ness. JCN Group, CTC, and overseas net-
work subsidiaries are scheduled to be
included in the Fixed-line Business in the
current fiscal year.

Sales Expansion of Metal-plus
and FTTH

“Metal-plus” Strategies

A Breakthrough of 3 Million Target

“"Metal-plus” is a direct-access, fixed-
line telephone service. Since KDDI
provides the line instead of NTT, the
service generates a basic monthly
charge for KDDI as well as the usual
call-based revenue. “Metal-plus” tar-
gets customers who only want a basic
telephone service, but it also offers
optional Internet access through either
ADSL or a dialup connection. Growth
in the subscriber base for “Metal-plus”
progressed favorably during the fiscal



year under review. In the year under
review, the number of subscribers
exceeded the 3 million mark, rising 466
thousand year on year, to 3,279 thou-
sand subscribers. Of this amount,
more than 20% of subscribers took an
ASDL Internet option.

Including voice telephony and Inter-
net services, total revenues of “Metal-
plus” amounted to ¥122.9 billion in the
fiscal year under review, up ¥30.3 bil-
lion, and ARPU was ¥3,420, advancing
¥100 from a year earlier. Breaking
through the targeted 3 million subscrib-
ers mark enabled strong progress with
profitability recovery, and business
performance goals for the current fiscal
year will target actual profits.

At fiscal year-end, over 90% of
"Metal-plus” customers were individu-
als. However, by concentrating on
marketing to small and medium-sized
businesses, the service is steadily
attracting more high-ARPU corporate
customers.

Reinforcement of Product Com-
petitiveness and Sales Forces
Including Sales Channels

KDDI markets the segment’'s FTTH
business under the brand name of
“HIKARI-one” and offers customers
the triple services of voice telephony,
Internet, and video. Following the Janu-
ary 2007 integration of TEPCO’s FTTH
business, KDDI now has a FTTH net-
work that can be accessed by 10 million
households in the Tokyo metropolitan
area. The service currently is being mar-
keted to residential
detached houses. In other areas of
Japan, "HIKARI-one” is offering its ser-
vices to residential customers in large-
scale housing complexes such as
condominiums and apartment blocks
using NTT's local lines.

During the fiscal year under review,
the “HIKARI-one" operations worked
to strengthen sales capabilities, includ-
ing the expansion of sales channels,
and to boost the competitiveness of
products. To build sales capabilities,
they began marketing services to cus-
tomers in detached houses in the
second half of the fiscal year under

customers in

review, while also focusing on sales to
customers in condominiums and apart-
ment blocks. Moreover, once the
“"Metal-plus” services reached their
fiscal goals, the sales team shifted its
emphasis to FTTH services, organizing
a sales drive. With condominiums in
particular, the sales teams strength-
ened its sales efforts targeting real
estate developers and condominium
building maintenance associations. To
expand sales channels from their pre-
vious dependence on volume sales
outlets, the sales team added au shops
to the existing core network of sales
outlets, controlling sales costs as well
as beginning cross-selling to the mobile
phone service's customer base.

To boost product competitiveness,
the “HIKARI-one” operations rein-
forced their multi-ISP subscription-tak-
ing system and developed such
attractive new products as “DVD Burn-
ing.” They also proactively expanded
and improved video content by increas-
ing the number of channels providing
video services and offering video-on-
demand (VOD) services for content
from Warner Bros., NBC Universal,
and 20th Century Fox.

We seek to become an all-around ICT player in the corporate services field

Demand is growing in the corporate fixed-line communications market for VPN and other wide-area
Ethernet services. KDDI has benefited from our merger with the leading company for these services,
POWEREDCOM Inc., and we have outstripped our competitors in related sales in this field.

The demand for outsourcing services, from LANs and terminals to applications beyond mere
network service, is also rising particularly among small and medium-sized corporations. In our core
business of networks we are able to provide a full range of domestic fixed-line and mobile com-
munications and international fixed-line communications. In other areas where our own services
fall short, we expand our area of business by creating cooperative “win-win” models with partners
who possess a particular expertise, such as our alliance with Microsoft Corporation in the Software
as a Service (SaaS) business. These link-ups enable KDDI to offer end-to-end services as an Infor-

| mation and Communication Technology (ICT) provider.

Going forward, we plan to draw on our core of fixed-line network services to expand fixed and

Takashi Tanaka

Associate Senior Vice President
General Manager,

Solution Business Sector
Member of the Board

mobile convergence (FMC) services and the overseas data center business, while pursuing coop-
erative models with other companies to expand into new business areas and maximize sales.
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Overview of Operations: Fixed-line Business

As a result, at fiscal year-end, the
number of FTTH subscribers rose 118
thousand compared with the previous
fiscal year, to 710 thousand. Total voice
telephony, Internet, and video reve-
nues amounted to ¥36.6 billion, with
ARPU of ¥4,600. Profitability remains
in the red due to the high costs of
acquiring customers and the marketing
organization startup costs. The negative
contribution of the FTTH operations is a
major cause of the operating deficit of
the overall Fixed-line Business.

Strengthening Collabora-
tion with CATV Operators
Expanding “Cable-plus phone”
Alliances

“Cable-plus phone”
CATV operators to provide fixed-line
voice telephony services using their
coaxial cable network and KDDI's back-
bone network. The Company is
expanding its pass-through business
with CATV operators through this ser-
vice, which enables CATV stations to
offer full-scale “triple play”
including multichannel broadcasting,

service allows

services,

JCN Group Service Area

Internet, and telephone services. For
KDDI, “Cable-plus phone” service rep-
resents a new source of voice telephony
basic charges. At the end of the fiscal
year under review, the Company had
business tie-ups with 42 CATV station
companies, and voice telephony sub-
scriptions for 286,000 lines. Going for-
ward, KDDI will continue to build
business alliances with CATV operators
to expand its customer base.

Synergies from Consolidation of
JCN Group

In June 2007, JCN Group, the second
largest multiple system operator (MSO)
in Japan, became a consolidated subsid-
iary of KDDI. At March 31, 2008, the
JCN Group had 15 CATV stations and
667,000 subscribers, mainly in the
Tokyo metropolitan area. In preparation
for fixed mobile and broadcast conver-
gence (FMBC), KDDI is implementing
measures to acquire video distribution
service know-how and expand its sub-
scriber base.

/ Tokyo metropolitan area R\
fa Y f

Saitama Pref.

-
) \
Tokyo VKQ
Chiba Pref.

Kanagawa Pref.

\\,\/

*As of the end of March 2008
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Group stations (15)

M Affiliated companies (2)

Integration of Consumer Brand
into au

Leveraging its advantages as a com-
prehensive communications company
operating both mobile and fixed-line
communications services, KDDI is
promoting fixed, mobile, and broad-
cast convergence (FMBC)
focused on the 30 million subscribers
to its mobile phone services. As part
of that process, KDDI integrated its
mobile phone services under the con-
sumer brand name “au.” The Com-
pany also integrated its mobile and
fixed-line communications businesses
internally, combining the business
strategy and product planning depart-
ments in April 2007 and the sales
departments in October 2007.

In September 2007, KDDI took a
major step forward toward its goal of
creating an FMBC platform by integrat-
ing its mobile phone and personal
computer portal sites and restarting
services under the “au one” brand
name. The use of “au” as the brand
name is intended to foster a sense of
integration. In addition to combining
the portal sites, KDDI also changed its
ISP brand name from “DION" to “au
one net.” These changes have set the
stage for fixed-line services to leverage
the brand-name power of the “au”
mobile phone service with its customer
base of 30 million subscribers to pro-
mote use of fixed-line services.

services



Developing the

Corporate Busine

Reinforcing KDDI’s Initiatives to
Become an All-around ICT
Player

Benefits of the Merger with
POWEREDCOM

Steady Increase of Network Service
Sales for Corporate Customers
Within the corporate client business,
virtual private network (VPN) services
such as wide-area Ethernet services
exhibit strong growth potential. Already,
KDDI's merger with POWEREDCOM,
one of the leading companies in the
wide-area Ethernet market, is steadily
producing results. VPN services reve-
nues in the fiscal year under review
totaled ¥98.6 billion, rising 11% year
on year by maintaining a double-digit
growth rate.

Previously, KDDI was dependent on
NTT for the access lines used for corpo-
rate clients. The merger with POW-
EREDCOM affords the Company dual
access routes through electric power

Dual Access Networks

companies and NTT. This capability has
improved confidence in KDDI's overall
services and proven to be a powerful
sales point with customers.

The Company has also been suc-
cessful in collaborating with the PNJ
Group, a group of electric power com-
pany-related carriers. By establishing a
firm position for itself in the fixed-line
market for corporate services, KDDI is
steadily expanding its network reve-
nues around its VPN service sales.

Moving forward with
“One-stop” Strategies
Offering End-to-end Services
through Expansion of Business
Domains

The demand for outsourcing services,
from LANs and terminals to applica-
tions beyond mere network services,
is rising particularly among small and
medium-sized corporations. More-
over, because of the need for fixed-line
and mobile convergence capabilities,
the intensifying competition has not
only enveloped fixed-line and mobile

Main office

NTT group’s access lines__...-77™

KDDI network

Power companies’ access lines

-

/7 Yy
EEE Branch Office EEE Branch Office

-

/7
Eﬁl Branch Office EEE Branch Office

communications business, but also
system integration businesses and
device vendors.

During the fiscal year under review,
KDDI expanded its business domain
for outsourcing services and started
one-stop solutions service for estab-
lishing networks as well as LANs in the
customer premises through a business
alliance with UNIADEX. Ltd. in February
2007. The Company also entered the
“Software as a Service” (SaaS) busi-
ness through a tie-up with Microsoft
Corporation (See Special Feature, page
18) and began providing security solu-
tion services in collaboration with Little
eArth Corporation Co., Ltd. (LAC). By
working with other companies to create
joint business models, KDDI has
expanded its business domain, enabling
it to begin offering end-to-end services
as an information and communication
technology (ICT) specialist.

VPN Service Sales
(Wide-area Ethernet & IP-VPN)

(Billions of yen)
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Overview of Operations: Fixed-line Business

Strategies for the

Aiming at Regaining Profitabil-
ity by the Year Ending March
2011, We will Establish an
Overall Access Strategy for
Our Consumer Services and
Secure Revenue through
Expanding Business Domains
in our Corporate Services

Toward “Challenge 2010”
Aiming for Higher Sales and Prof-
itability through Expanding the
Customer Base

Japan's fixed-line market is at a turning
point, with legacy services giving way
to direct-access, IP, and broadband ser-
vices. At KDDI we are also moving in
this direction and developing access
line services toward its next phase of
growth. While the up-front costs of
expanding the subscriber base for
FTTH are keeping the Fixed-line

Image of Operating Income of Fixed-line Business

e
(Billions
of yen)

(Years ending March 31)

Turnaround in non-FTTH Biz
09 (E)

Business in the red, we do not intend
to downsize. Rather, we plan to recover
profitability by increasing sales based
on subscriber base expansion.

Under “Challenge 2010,” we are
implementing strategies to strengthen
our "Metal-plus,” FTTH, “Cable-plus
phone,” and CATV access line busi-
ness. We are also growing our corpo-
rate client services business. Through
these combined efforts, we aim to
bring the Fixed-line Business back into
the black in the fiscal year ending
March 2011. Here, we introduce the
initiatives being implemented by our
Fixed-line Business for the future.

I Metal-plus Strategies

Stable Profit Structure for
“Metal-plus”

Our “"Metal-plus” service is expected to
become profitable in the current fiscal
year. By maintaining its 3 million-strong
subscriber base, we will make the ser-
vice a source of stable profits in future.

A

0 06 OI 08
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(61.3)

(64.7)
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I FTTH Strategies

Expand Subscriber Base to Gain
30% Share of FTTH Market

in Service Area

In January 2007, we integrated the
FTTH business of Tokyo Electric Power
Company, followed by the conversion
of Chubu Electric Power Co., Inc's sub-
sidiary, CTC into a KDDI consolidated
subsidiary in April 2008. Thanks to
these measures, it has become possi-
ble to flexibly expand the business in
the Tokyo metropolitan area and Chubu
region using our own access lines.
With the medium-term target of cap-
turing a 30% market share in these
service areas, we aim to improve prof-
itability by promoting two key issues:
enhancing the appeal of our products
and curtailing costs.

We believe that to heighten the
intrinsic appeal of FTTH, we need to
create an environment where subscrib-
ers can enjoy high-definition digital
television or video over our FTTH



service, and are pressing forward with
technical development to make that a
reality. By expanding and improving our
video services, including high-definition
digital television and video, and working
hand in hand with au services, we are
making progress with strengthening
product appeal throughout our services.
To expand marketing capabilities, KDDI
is shifting from its previous dependence
on volume sales outlets to a broader
network of sales channels, including
telemarketing, door-to-door sales, and
au shops. Through this process, we aim
to strengthen sales capabilities and cur-
tail sales costs, while expanding our
subscriber base.

I Strengthen the Corporate
Services Business

Further Expansion of Business

Domains

We believe that growth in our Fixed-

line Business for corporate clients will

require such measures as fixed and

Corporate Business: ICT Provider

Provide solutions
incl. customers premise

goo@
goo@
goo@

-1 IEEE
ooo@

Mobile
Centrex

Telework

Alliance with UNIADEX
(Feb. 2007)

Internet

L2/3
VPN

mobile convergence (FMC) services
working in conjunction with corporate
clients’ mobile services and expansion
of businesses to peripheral areas. To
extend the one-stop solution strategy
that we have been pursuing since last
year in our core network businesses
and peripheral areas, we will establish
a system to promote further develop-
ment, forming win-win relationships
with business partners that are special-
ists in high-demand business areas
where we lack capabilities. Through
these measures, we plan to expand
our subscriber base around our net-
work to include both fixed-line and
mobile customers, small-scale as well
as large-scale corporate clients, and
overseas as well as domestic custom-
ers. We intend to become an all-around
player in this field capable of offering
one-stop ICT solutions.

Designing The Future

Reinforce FM__C Nefwork Service

NGN

|PTelephone

Security

ICT Convergence
Enlarge Domain around Telecom Biz

WIN

GPS

Outlook for Fiscal Year
Ending March 2009
Promotion of Access Line
Business

The outlook for the current fiscal year
is affected by the fact that the JCN
Group and overseas network subsidiar-
ies previously included in Other Busi-
ness will be included in the Fixed-line
Business segment along with CTC,
which became a consolidated subsid-
iary in April 2008.

Including this additional revenue,
operating revenues are projected to
advance 19.0% year on year to ¥855.0
billion. Operating losses will continue,
but are expected to contract ¥6.7 billion,
to ¥58.0 billion. Although “Metal-plus”
service is forecast to move into the
black, the development of FTTH ser-
vices will keep overall operations in the
red. In addition, the number of fixed
access lines for individual customers is
expected to increase by 473 thousand
over the previous year to 5.3 million.

..“"C)'ffer.ap_plication
by Saa$.

Group Ware

Hosting

. Alliance with Microsoft (Jun. 2007)
Alliance with LAC (Nov. 2007)
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Overview of Operations: Fixed-line Business

Market Data

Number of Internet Subscribers (1000 subs) (%)
100,000 100
80,000 80
60,000 60
40,000 40
20,000 20
(Years ended December 31) 2003 2004 2005 2006 2007
I Total subscribers in Japan 77,300 79,480 85,290 87,540 88,110
— Penetration rate 60.6% 62.3% 66.8% 68.5% 69.0%
Number of Broadband Subscribers (EDets)
30,000
25,000
20,000
15,000
10,000
5,000 I
(Years ended March 31) 2004 2005 2006 2007 2008
1 ADSL Subscribers 11,196 13,676 14,518 14,013 12,711
FTTH Subscribers 1,142 2,889 5,448 8,794 12,153
CATV Subscribers 2,678 2,961 3,310 3,607 3,874
Total 14,916 19,5633 23,285 26,427 28,738
Market Share of Myline by Operator (%) (March 31, 2008)
100 *1 *2 3 4
80
60
40
20 ||
P i
[ [ |
(Years ended March 31) 2006 2007 2008
In- Out-of- In- Out-of- In- Out-of-
Local prefecture prefecture International Local prefecture prefecture International Local*' prelf;c;ﬂe pre‘gic;ﬂe International**
long-distance  long-distance long-distance  long-distance distance*? distance®
1 KDDI 108% 132% 165% 19.5% 91% 11.3% 14.1% 16.5% 83% 103% 12.7% 14.8%
M SoftBank TELECOM 5.4% 7.3% 9.1% 104% 5.0% 6.7% 8.3% 9.3% 4.4% 5.9% 7.1% 8.0%
B Other companies
total 5.6% 5.4% 8.0% 6.6% 4.2% 4.7% 5.9% 4.6% 3.5% 4.1% 5.2% 4.1%
FINTT 782% 731% 664% 635% | 81.8% 772% 71.7% 695% | 838% 79.7% 75.0% 73.1%
Total 100.0% 100.0% 100.0% 100.0% :100.0% 100.0% 100.0% 100.0% :100.0% 100.0% 100.0% 100.0%

*Fusion included under “Other companies” from fiscal year ended March 2007.

Source: Ministry of Internal Affairs and Communications and Myline Carriers Association
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Overview of Operations: Other Business

Other Business

KDDI will Strengthen Business Fields with Growth Potential, including Consolidation of the JCN Group*

Contents
43 Business Review
44 Research and Development

Business Review

Prioritizing Reinforcement of
Growth Areas

KDDI is focusing on strengthening
business fields with growth potential
in order to strengthen the competitive-
ness of the entire KDDI Group. In June
2007 KDDI made the JCN Group,
Japan’'s second-largest MSO a consoli-
dated subsidiary. Mainly as a result of
this, other business operating revenue
rose 53.8% from the previous fiscal

year to ¥167.2 billion, with operating
income up 31.4% to ¥9.0 billion.

KDDI will revise the scope of its
Fixed-line Business Segment, effective
fiscal year ending March 2009. We will
incorporate the JCN Group into this
segment as part of the fixed-line busi-
ness access strategy. In addition, we
will include overseas group companies
providing fixed-line communication
services as part of our corporate Infor-
mation and Communication Technol-
ogy (ICT) solutions strategy.

*For JAPAN CABLENET (JCN) Group, see page
19 for more information.

Main Services and Group Companies in the Other Business

Main Services
Call centers, content, cable

Other

Business data center services, etc.

television, research and develop-
ment, other fixed-line services,
other mobile phone services, other

‘ Main Group Companies
KDDI Evolva Inc.

mediba corporation

JAPAN CABLENET (JCN) Group
KDDI R&D Laboratories, Inc.
KMN Corporation

KDDI America, Inc.

TELEHOUSE International
Corporation of America

s T

External view of KDDI R&D Laboratories,
Inc. (Fujimino, Saitama Prefecture)
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Overview of Operations: Other Business

Research and Develop

Free Viewpoint Video Tech-
nology that Anticipates the
Future of Television

KDDI has developed a free viewpoint
video technology that allows viewers
to enjoy televised images from nearly
any viewpoint they prefer. Users can
select viewpoints where a video
camera could not be placed, such as
the referee’s view of a sumo bout or a

soccer player's perspective. It even
enables “walkthrough images,” as if
the user could move among the play-
ers for a sense of being on the field.
This free viewpoint video technology
was first accomplished using proprie-
tary technology developed by KDDI
R&D Laboratories that optimally com-
bines wide space division with image
synthesis, known as the “cylindrical
space division and reconstruction
scheme.”

Higher definition large screens, high
resolution pictures and other imaging

technologies are advancing rapidly, as
seen in digital broadcasting and digital
cinema. There is a growing need for
virtual reality and other types of highly
realistic images. KDDI's free viewpoint
video generation technology offers
viewers the opportunity to experience
images as if they were actually there at
the scene (ultra-realistic). We are explor-
ing image creation systems and other
applications using this technology, and
plan to continue research into future
video technologies.

Free viewpoint video
technology 1
—— 1]
00— iﬂ

1Gbit/s Infrared Wireless
Transmission Using a
Mobile Phone

KDDI has developed a 1Gbit/s infrared
communication interface 250 times
faster than the current interface in
widespread use (4Mbit/s).

The memory capacity of mobile
phones, digital cameras, portable audio/
video and other devices has increased
considerably in recent vyears, and
demand has risen for interfaces able to
quickly and easily transfer stored data
such as images, movies and music.
Previously, transferring the data stored
in a mobile phone to a computer
required the use of a cable to link the
two devices. KDDI's new interface
eliminates the need for a cable, and
allows for transmission of large volumes
of data in an extremely short amount of
time, without the hassle of a fixed line.
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For example, data equivalent to two or
three CD albums for a portable music
player (about 100Mbyte) can be easily
sent over the interface KDDI developed
in under a second.

KDDI is working with the Infrared
Data Association (IrDA), which devel-
ops standards for infrared technology,
to standardize the 1Gbit/s infrared
communication interface by March

Free viewpoint video technology 2

2009, as well as taking steps to pro-
mote the technology so as to allow
large volumes of data to be sent
between a variety of information devices
and mobile phones in short periods of
time. We anticipate that the incorpora-
tion of high-speed infrared interfaces
will make mobile phones even more
enjoyable and convenient.

Usage Diagram of the High-speed Infrared Interface

TV

Videos and photos

Photographs

Printer
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