
ISSN 0910-0229
©NEC Corporation 2007

Printed in Japan

7-1, Shiba 5-chome, Minato-ku, Tokyo 108-8001, Japan
Telephone: +81-3-3454-1111
NEC home page: http://www.nec.com
Investor Relations home page: http://www.nec.co.jp/ir/en

NEC CORPORATION

Annual Report 2007 Year ended March 31, 2007

N
E

C
 C

O
R

P
O

R
A

T
IO

N
A

n
n

u
a

l R
e

p
o

rt 2007



01 Financial Highlights (Japan GAAP)

02 Message From the Management

04 Message From the President

10 NEC’s Solutions for the NGN Era

16 At a Glance

18 Performance by Segment

Contents

28 R&D and Intellectual Assets Strategy

32 Corporate Governance

36 NEC’s Corporate Social Responsibility

38 Financial Section

115 Investor Information

116 Corporate Overview

CAUTIONARY STATEMENTS:
This annual report contains forward-looking statements pertaining to strategies, financial targets, technology, products and services, and
business performance of NEC Corporation and its consolidated subsidiaries (collectively “NEC”). Written forward-looking statements may
appear in other documents that NEC files with stock exchanges or regulatory authorities, such as the U.S. Securities and Exchange Commission,
and in reports to shareholders and other communications. The U.S. Private Securities Litigation Reform Act of 1995 contains, and other applicable
laws may contain, a safe-harbor for forward-looking statements, on which NEC relies in making these disclosures. Some of the forward-looking
statements can be identified by the use of forward-looking words such as “believes,” “expects,” “may,” “will,” “should,” “seeks,” “intends,”
“plans,” “estimates,” “targets,” “aims,” or “anticipates,” or the negative of those words, or other comparable words or phrases. You can also
identify forward-looking statements by discussions of strategy, beliefs, plans, targets, or intentions. Forward-looking statements necessarily
depend on currently available assumptions, data, or methods that may be incorrect or imprecise and NEC may not be able to realize the results
expected by them. You should not place undue reliance on forward-looking statements, which reflect NEC’s analysis and expectations only.
Forward-looking statements are not guarantees of future performance and involve inherent risks and uncertainties. A number of important
factors could cause actual results to differ materially from those in the forward-looking statements. Among the factors that could cause actual
results to differ materially from such statements include (i) uncertainty relating to NEC’s ongoing analysis necessary to prepare the financial
statements under U.S. GAAP for inclusion in the 2006 Form 20-F, (ii) global economic conditions and general economic conditions in NEC’s
markets, (iii) fluctuating demand for, and competitive pricing pressure on, NEC’s products and services, (iv) NEC’s ability to continue to win
acceptance of NEC’s products and services in highly competitive markets, (v) NEC’s ability to expand into foreign markets, such as China,
(vi) regulatory change and uncertainty and potential legal liability relating to NEC’s business and operations, (vii) NEC’s ability to restructure, or
otherwise adjust, its operations to reflect changing market conditions, and (viii) movement of currency exchange rates, particularly the rate
between the yen and the U.S. dollar. Any forward-looking statements speak only as of the date on which they are made. New risks and uncertainties
come up from time to time, and it is impossible for NEC to predict these events or how they may affect NEC. NEC does not undertake any
obligation to update or revise any of the forward-looking statements, whether as a result of new information, future events, or otherwise. You may
find more current information on the NEC home page (http://www.nec.com) or NEC Investor Relations home page (http://www.nec.co.jp/ir/en).

The management targets, included in this material, are not projections, and do not represent management’s current estimates of future performance.
Rather, they represent targets that management will strive to achieve through the successful implementation of NEC’s business strategies.

Finally, NEC cautions you that the statements made in this material are not an offer of securities for sale. The securities may not be offered
or sold in any jurisdiction in which registration is required absent registration or an exemption from registration under the applicable securities
laws. For example, any public offering of securities to be made in the United States must be registered under the U.S. Securities Act of 1933
and made by means of an English language prospectus that contains detailed information about NEC and management, as well as NEC’s
financial statements.

CHANGE IN ACCOUNTING PRINCIPLES
NEC changed its accounting principles to prepare consolidated financial statements required under Japanese law
from accounting principles generally accepted in the United States of America (“U.S.GAAP”) to accounting principles
generally accepted in Japan (“Japan GAAP”) starting from the fiscal year ended March 31, 2007. Accordingly, the
financial statements for the fiscal year ended March 31, 2006 on this annual report presented under Japan GAAP for
comparison purpose.
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Financial Highlights
NEC CORPORATION AND CONSOLIDATED SUBSIDIARIES
For the years ended March 31, 2006 and 2007

(Japan GAAP)
In millions of

In millions of yen U.S. dollars

2006 2007 2007

For the year:

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ¥4,929,970 ¥4,652,649 $39,429 –5.6%

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72,526 69,976 593 –3.5

Ordinary income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,955 16,347 139 9.3

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,062) 9,128 77 –

Per share data (in yen and U.S. dollars):

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5.26) 4.43 0.04 –

Diluted net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 4.23 0.04 –

Cash dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.00 8.00 0.07 33.3

At year-end:

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,802,775 3,731,669 31,624 –1.9

Owner’s equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,029,807 1,038,808 8,803 0.9

Interest-bearing debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 935,103 859,292 7,282 –8.1

Number of employees . . . . . . . . . . . . . . . . . . . . . . . . . . . . 154,180 154,786
Notes: 1. U.S. dollar amounts are translated from yen, for convenience only, at the rate of ¥118 = U.S. $1.

2. Net income (loss) per share is calculated based on the weighted-average number of shares outstanding during each period.
3. Cash dividends per share for the year ended March 31, 2007 are the total of interim and year-end dividends approved by the Company’s

board of directors on November 21, 2006 and May 21, 2007, respectively.
4. Owner’s equity is sum of total shareholders’ equity and total valuation and translation adjustments.

Percent
change

2007/2006

Operating Income
Operating Income Ratio
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Message From the Management

NEC’s DNA is all about innovation. By fusing technologies in

the three domains of IT, networks and semiconductors, we

aim to drive growth on a global scale by generating

impressive and inspiring innovation for customers.

Currently, the next generation network (NGN) is attracting

significant attention as the foundation for the ubiquitous

networking society. By combining IT and networks, NGN

realizes reliable, secure, and user-friendly network

environments. Having pursued innovation in C&C (computers

and communications) for the past thirty years, NEC is well

positioned to fully capitalize on its strengths in these

converging domains.

By helping to significantly expand the potential of

individuals, enterprises, and society through the use of NGNs

NEC aims to achieve consistent growth in corporate value.

Your continued support will be vital to this endeavor.

June 2007

Hajime Sasaki Kaoru Yano

Chairman of the Board President
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Kaoru Yano
President

Hajime Sasaki
Chairman of the Board
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Message From the President

Kaoru Yano
President
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On behalf of NEC, I would like to use this opportunity to extend my heartfelt gratitude for your

continued support of NEC during fiscal 2007, the year ended March 31, 2007. I wish to explain

NEC’s current situation and share my thoughts with shareholders, investors, customers and all

other stakeholders.

Financial Results

I would like to begin by reporting on financial results for fiscal 2007. Consolidated net sales

decreased 6% to ¥4,652.6 billion. This decrease largely resulted from the downsizing of the over-

seas mobile handset business and the sale of the European consumer PC business. Operating

income was ¥70.0 billion, down ¥2.6 billion year on year. Although there was an improvement in

profit in the Mobile/Personal Solutions business as a result of streamlining the overseas mobile

handset business, the drop in operating income was mainly due to the accrual of estimated

warranty costs for products already sold in the IT/Network Solutions business. Net income improved

¥19.2 billion to ¥9.1 billion. Cash dividends applicable to fiscal 2007 were set at ¥8 per share, ¥2

higher than in the previous fiscal year.

We fully acknowledge that our performance in fiscal 2007 did not adequately satisfy share-

holder expectations. Accordingly, the entire NEC Group will do its utmost to deliver results that

satisfy shareholders as quickly as possible.

Striving to Restore Trust

We sincerely apologize to shareholders for any inconvenience or confusion that may have been

caused by weakness related to the disclosure of our financial information in fiscal 2007, including

the delays in filing our annual report on Form 20-F for fiscal 2006 with the U.S. Securities and

Exchange Commission, and the correction of our financial results for the first half of fiscal 2007.

In January 2007, we filed an Improvement Report required by the Tokyo Stock Exchange and

other stock exchanges in Japan in relation to the correction of our financial results. This report

outlines measures to improve our information disclosure controls and procedures. We are

determined to restore the trust of all shareholders by making every effort to more appropriately

prepare financial statements and provide timely disclosure of information based upon the

Improvement Report.
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Innovation is Part of NEC’s DNA

Our DNA compels us to achieve constant innovation for customers, as is enshrined in our corporate

slogan, “Empowered by Innovation.” I believe that leading corporations are scripted by their DNA to

adapt to change through an evolutionary process. Otherwise, they would be unable to accumulate

the strengths to succeed because they would need to start over with every new generation.

NEC would like to first prioritize technological innovation. NEC is one of the few companies in

the world with world-class technologies both in IT and networking fields. We want to maximize this

strength to continue growing with the times by driving impressive and inspiring innovation for

customers. At the same time, we want to continue to tackle the challenges of business innovation.

As an example, NEC has been implementing a production innovation drive since 1999. This entails

bringing the Toyota Production System, where everyone works to achieve continuous improve-

ments, into the world of electronics. Through this approach, NEC has increased the productivity of

its plants more than fivefold in the past seven years. I want to develop this program into a company-

wide management innovation drive by expanding activities beyond plants to software development

and systems integration.

Building on a history of innovation going back more than a century, NEC is determined to con-

tinue shaping the future with further innovation over the next 100 years.

Growth Strategy Based on NGN

NEC will implement a growth strategy based on next generation network (NGN).

In essence, NGNs are much more reliable, secure and user-friendly networks than current

telephone networks and the Internet. NGNs can realize various services by leveraging the advan-

tages of ultra-high speed, large-capacity and highly reliable IP (Internet Protocol)-based networks.

For example, NGNs will enable more reliable and user-friendly services, including bill payment

and video streaming via mobile handsets; home security services including disaster readiness,

and remote medical care.

NEC has world-class technologies in three domains, namely IT and networks, which are cru-

cial to constructing NGNs, and semiconductors, which underpin the first two domains. Leverag-

ing these strengths, NEC is actively proposing ways of using NGNs to realize new services and

create new added value for customers. I feel that NEC has been able to effectively convince the
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Initiatives to Create Solutions Using Next Generation Networks (NGN)

public that NGNs will become the bedrock for the ubiquitous networking society, and thereby

trigger major developments in this direction. There were numerous concrete accomplishments in

fiscal 2007, including the construction of core systems underpinning NTT DoCoMo’s credit services;

an order received from KDDI for the world’s first Multimedia Domain (MMD), which is set to

become the core system for Ultra 3G infrastructure; and an order for network products that will

play a vital role in NTT’s NGN field trials. In these ways, NEC was able to steadily establish a

strong track record in NGN-related businesses.

In May 2007, NEC began demonstrating services that enable enterprises and individuals to use NGNs in a greater
range of contexts through exhibits at the NEC Broadband Solutions Center in Shinagawa, Tokyo.
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The global communications market is enormous and is currently worth approximately ¥13

trillion annually. The outlook is for further market expansion, fueled by growth in emerging mar-

kets as well as industrialized countries. NGN-related businesses are poised to drive further growth

in Japan’s world-leading communications market. In light of these market conditions, NEC aims

to increase carrier network business sales from around ¥700 billion in fiscal 2007 to ¥1 trillion

over the medium term. Our goal is to have NGN-related businesses account for around 40% of

this amount. By offering competitive products and services, we will continue to strengthen our

foundations as we sow the seeds for future growth.

Looking to New Horizons Worldwide

Because there are limits to how far we can grow in Japan, NEC is actively targeting global business

expansion. A particularly noteworthy achievement in fiscal 2007 was the significant progress

made by NEC’s PASOLINK (point-to-point microwave wireless access system) in the network

systems field. Thanks to the performance and high reliability of NEC products, and our ability to

meet short delivery times, we have seen strong demand from numerous overseas regions, including

Russia and various Asian countries, mainly for communications systems linking mobile handset

base stations. So far, NEC has delivered more than 500 thousand PASOLINK units on a cumula-

tive basis in 123 countries worldwide and had the second largest share of the global market in

2006. Furthermore, NEC is taking active steps to open up new markets by aggressively launching

products featuring cutting-edge technologies, such as a new Virtual PC Type thin client system

and next-generation grid storage systems. NEC also aims to actively develop global businesses

through alliances with leading companies around the world.

NEC aims to increase the overseas sales ratio from around 26% in fiscal 2007 to more than

30% as quickly as possible by pursuing global business expansion.
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The Power of NEC Group Employees

I am proud of the NEC Group’s workforce, which today numbers 155,000 employees. I believe it

is world class not just in size but also in terms of quality. As in the past, we will continue to enjoy

successes and overcome adversity together. The NEC Group is now going beyond company

“walls,” organizational barriers, as well as self limitations to work as one. Furthermore, we are

striving to realize our ambitions of making NEC a global innovation company.

In Closing

Today, companies are being strongly required to enhance compliance and internal controls. We

will strive to cultivate a more transparent corporate culture as we keep compliance firmly in mind

as our top priority.

Our wish is to draw on a wellspring of innovation to lay a strong foundation for our next

stage of growth, while making progress toward realizing our ambitions. We look forward to your

continued support.

June 21, 2007

Kaoru Yano

President
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Proposing
New Working Styles

NEC
Example of Operational
Improvement through Web
Conferencing

NEC is proposing Web conferencing as an

example of a new working style. Web

conferencing enables you to use a PC to share

documents over networks while having face-

to-face discussions with people at many other

locations. NEC has been providing a Web

conferencing solution called Ubiquitous Desk

Service to customers. By leveraging a key

advantage of NGN, namely enhanced QoS

(Quality of Service), Web conferencing is

expected to become an even more user-

friendly means of doing business.

NEC Broadband Solution Center has a facility
that lets customers actually experience the advantages
of NEC’s Web Conferencing solution.

Initiatives in Japan’s
World-leading Market

NEC’s Solutions for the NGN Era

Today, new services are being created by harnessing the integration

of IT and networking technologies. Furthermore, Next Generation

Networks (NGN) are finally becoming closer to reality as crucial social

infrastructure for bringing about the ubiquitous networking society.

By leveraging technologies developed over many years, NEC will

help to build NGN, and provide various solutions for realizing a

ubiquitous networking society where people can lead more

convenient and comfortable lives.
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Realizing More
Convenient and
Enjoyable Daily Lives

Universal Studios Japan™
Mobile Theme Park Attraction
Reservation System

NEC has partnered with USJ Co., Ltd., the

operator of Universal Studios Japan™, to

jointly develop a theme park attraction

reservation system based on the Tokutoku

Pocket Osaifu Keitai® service offered by NEC

for mobile handset users. Called Universal

Express Pass™ Mobile, the new service was

launched in December 2006.

This new system enables users to reserve

and purchase tickets via their mobile handsets

from any location. Users then simply hold their

mobile handsets over readers installed at

popular attractions at Universal Studios

Japan™ at the appointed time. This service is

also an example of an eco-friendly undertak-

ing that by realizes paperless processing

through e-ticketing.

NEC is an official marketing partner of Universal Studios Japan™
Universal elements and Universal Studios Japan™ & © Universal Studios.
All rights reserved. CR07-2565

Aiming to Build a
More Reliable and
Secure Society

Aoyama Gakuin
Kindergarten
Trials of a Next-generation
Integrated Crime Prevention
Monitoring System for Automatically
Detecting Trespassers

Kindergarten
entrance

Kindergarten
premises

Advertisement in the Nikkei

business daily on March 16, 2007

Video analysis

Monitoring screens

RFID tags

Existing security camera-based monitoring

systems cannot be easily used to identify the

first signs of potential crimes because security

guards must monitor video feeds from multiple

cameras at once.

NEC is working to commercialize a system

that automatically detects trespassers by

identifying individuals in video feeds from

security cameras and tracking their behavior,

based on NEC’s real-time image processing

and interpretation technologies. By linking this

image processing technology with RFID tags,

the system can tell the difference between

authorized personnel and visitors, something

that is difficult using video feeds alone, and

sound an alarm only when visitors engage in

suspicious behavior.

Based on the outcome of these trials, NEC

aims to commercialize a platform for tracking

in real time various behavioral patterns found

in the real world, with the aim of helping to build

more secure and reliable social infrastructure.
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IPTV Solution

China (Hong Kong)
PCCW, Hong Kong’s largest and most com-

prehensive provider of telecommunication

service, offers a triple play IP-based televi-

sion service called “now TV” that distributes

more than 110 channels of live and on-

demand high-definition content using its

broadband network.

This system is underpinned by NEC’s

Digital Subscriber Line Access Multiplexer

(DSLAM), a unit that provides interactive

services for the content distributors and

viewers, including program selection, billing,

and viewing records.

Bringing Japan-born
Innovation to the World
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IP-based Telephony
Solution for Public
Health Authority

Canada
Fraser Health Authority (FHA) is a public health

authority that provides insurance and health

care services to 1.5 million local residents in

Vancouver, Canada.

NEC has constructed FHA’s network system,

which is centrally regulated by NEC’s UNIVERGE

IP telephony solution. Through this network, we

have realized a digital archives network for

medical images, and a telephone conference

system, thereby significantly reducing costs and

enhancing health care services.

Advent of Digital
Cinema

U.S.A.
Technicolor, Inc., a top supplier of services to

the Hollywood movie industry, is pressing

ahead with the digitalization of various film

production and supply processes, including

filming and editing, as well as distribution and

screening services. By using digital cinema,

which ensures that the image quality of a

premiere does not degrade with repeated

showings, theater audiences can enjoy the

same quality of movie as the premiere.

To this end, Technicolor has been encour-

aging partner movie theaters to install and use

NEC digital projectors. NEC is providing digital

cinema systems tailored to customer needs,

including not only projectors but also servers.
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As explained before, NEC already provides various solutions

vital to paving the way for the ubiquitous networking society.

In this society, new services will emerge in succession that

make many aspects of life more convenient and richer, from

corporate business activities to the way we work, as well as

personal lifestyles and public services. Next Generation Net-

works (NGN) will be the foundation for these advances.

NGN comprises a network infrastructure layer, which realiz-

es high-speed and highly reliable networks; an application layer,

which provides convenient and comfortable services to cus-

tomers; and a service platform layer, which plays a vital role in

organically linking the other two layers. NEC is one of only a

few players in the world that has highly reliable products and

NEC provides total solutions linking all systems required to realize NGN, from network infrastructure such as core communications networks, which are the
backbone of communications infrastructure; to access networks connecting end users; and routers and switching systems that control the pathways for
communications signals. These systems also involve network control infrastructure to control and guarantee communications quality and shared service delivery
platforms that enable various applications. High-resolution video-on-demand (VOD) services are a prime example of the kinds of promising services that NGN will
enable. Establishing VOD systems requires expert technological capabilities in both IT and networks because these services involve various complex systems.
These capabilities include expertise in routing systems to ensure that video is distributed accurately to users; technologies for compressing and rapidly transmitting
large volumes of video data; bandwidth guarantees to ensure that quality is not compromised even when communications networks are congested; and billing
systems that enable service providers to properly charge fees. NEC is able to provide these series of systems.

Seizing NGN-related Business Opportunities
solutions in every NGN layer. Furthermore, the convergence of

IT and networking technology is crucial to fully actualizing the

value of NGN. This is indeed the goal NEC has pursued over

the years under the banner of the convergence of Computers

& Communications (C&C). Leveraging its strengths in both IT

and networking technology, NEC will deliver breakthroughs in

leading-edge technologies while developing total solutions from

the customer’s perspective.

By making the ubiquitous networking society a reality, NEC

aims to facilitate communication between a diverse array of

people worldwide, while accelerating the speed of innovation

in their ways of life and work. Furthermore, we aspire to create

new forms of value that truly enrich people’s lives.
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At a Glance
NEC CORPORATION AND CONSOLIDATED SUBSIDIARIES
For the years ended March 31, 2006 and 2007

IT/Network Solutions Business

The IT/Network Solutions business provides solu-
tions for the ubiquitous networking era, mainly to
government agencies, communications service
providers, and other private-sector enterprises.

This business has world-class technologies in
both IT and networking, principally grounded on an
extensive track record in constructing large-scale
open mission critical systems; and carrier-class
reliability developed through experience in both
fields of fixed and mobile communications systems.
Furthermore, it has leading-edge technologies in
areas of convergence between IT and networking.

Mobile/Personal Solutions Business

The Mobile/Personal Solutions business provides
mobile handsets, personal computers and other
terminals that channel individuals to the ubiquitous
networking society, as well as Internet services.

This business underpins the NEC brand with
leading-edge technologies that realize enjoyable
features and user friendliness, as well as finely
tuned support services.

Electron Devices Business

The Electron Devices business provides the semicon-
ductors, liquid crystal displays, electronic components
and other products that play a vital role in realizing
higher performance devices mainly for manufacturers
involved in digital home electronics and automobiles.

This business’ strengths lie in its ability to propose
optimal solutions based on unique cutting-edge
technologies that meet the requirements of our
worldwide customers.

Operating Loss

(Billion ¥)

Proportion
of sales (2007)

Operating Loss

(Billion ¥)

Proportion
of sales (2007)

Operating Income

(Billion ¥)

Proportion
of sales (2007)

Sales
(Including Intersegment Sales)
(Billion ¥)

Sales
(Including Intersegment Sales)
(Billion ¥)

Sales
(Including Intersegment Sales)
(Billion ¥)
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0
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1,000

2006 2007
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Semiconductors
System LSIs
(For Use in Communications Equipment, Computing
and Peripheral Products, Consumer Electronics
Products, Automotive and Industrial Products)

Discrete Devices

Optical and Microwave Devices

Mobile Terminals
Mobile Handsets

Network Systems
Network Systems for communications service providers

Network Infrastructure
(Mobile Communications Systems, Fixed-line
Communications Systems)

Backbone Networking Systems
(SDH Systems, WDM Systems, Routers/Switching Systems)
Access Networking Systems
(Broadband Access Networking Systems,
Mobile Access Networking Systems,
Microwave Communications Systems)

Network Control Platforms Systems
Network Service Delivery Platform Systems

Enterprise Network Systems
(IP Telephony Systems, Routers/Switching Systems,
Wireless LAN, Network Outsourcing)

Social Infrastructure
Broadcasting Systems and Video Equipment

Control Systems

Aerospace and Defense Systems

Personal Solutions
Personal Computers

Personal Communications Equipment

BIGLOBE Internet Services

Electronic Components and Others
LCDs

Capacitors

Relays

Lithium-ion Rechargeable Batteries

IT Platforms
PC Servers

UNIX Servers

Mainframe Computers

Supercomputers

Storage Products

Business Personal Computers

Professional Workstations

Computer Software
(Operating Systems,
Middleware, Application Software)

IT Services /System Integration
Systems Integration
(Systems Construction, Consulting)

Maintenance and Support

IT Outsourcing
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Fiscal 2007 Financial Results
In fiscal 2007, the year ended March 31, 2007,

sales were ¥2,758.8 billion, mostly the same as

in the previous fiscal year. The IT Services/SI area

recorded sales of ¥775.6 billion due to a recov-

ery in IT investment in Japan. In the Network

Systems area, sales increased year on year to

¥1,026.3 billion as a result of steady sales to tele-

com carriers in Japan. Meanwhile, in the IT Plat-

forms area, sales fell year on year to ¥651.4

billion, mainly owing to a decrease in sales of

optical disc drives. In the Social Infrastructure

area, sales decreased year on year to ¥305.5

billion, reflecting lower investment in terrestrial

digital broadcasting systems in the Japanese

market. Overall, operating income decreased

¥26.8 billion year on year to ¥154.1 billion. This

was mainly due to the accrual of estimated war-

ranty costs for products already sold and a drop

in sales in the IT Platforms area.

Fiscal 2007 Accomplishments
Steady Growth in IT Services/SI

In fiscal 2007, NEC successfully completed

numerous systems based on the convergence

of its world-class IT and network technologies.

In particular, we were able to complete services

platforms, which are the core systems that

enable our customers to provide various services

including bill payment, collaboration services

among different industry sectors via mobile

handset and video streaming. In addition, we

were able to seize numerous business

opportunities by actively proposing solutions to

resolve our customers’ issues. For example, we

optimized systems through server/storage

consolidations to reduce operating costs in

existing systems, reinforced security using our

Thin-Client system* and InfoCage software, and

enhanced internal control in preparation for the

enforcement of the Japanese SOX Act.

Furthermore, we worked to open up new markets

by bringing together various advanced

IT/Network Solutions Business
The IT/Network Solutions business provides products and services mainly

to government agencies, enterprises and communications service

providers, by leveraging both world-class IT and network technologies.

This business comprises IT Services/SI (Systems Integration), which involves

consulting, systems construction, maintenance and support; IT Platforms,

which consist of servers and other products; Network Systems, which involve

providing fixed-line and mobile communications systems to communications

service providers, and network systems for enterprises; and Social

Infrastructure, which involves broadcasting, aerospace and other domains.

Performance by Segment
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The Challenge: Creating New Markets with IT/Network Solutions

technologies. One example is the RFID-related

solutions field, where tiny wireless chips are used

to identify and track people or objects. NEC

opened the RFID Innovation Center in our

logistics center in November 2006 to enable

customers to conduct RFID trials in simulated

environments that accurately model actual

situations. Numerous customers have already

visited this center, leading to many RFID

implementation projects.
*Thin-Client system

NEC’s new Thin-Client system has no storage unit such as
hard disc drives. This system is designed to prevent infor-
mation leakage associated with loss or theft of computers.

Reinforce IT Platforms

In July 2006, we unveiled REAL IT PLATFORM, a

new vision for realizing next-generation IT

platforms. It will compel us to respond with agility

to NGN-driven changes in an evolving business

environment, with the aim of developing next-

generation platforms that are scalable, reliable and

user friendly. Going forward, NEC will roll out

innovative new products over the next three years

in line with a product roadmap formulated based

on this vision. For systems that must deliver high

performance and reliability, customers choose

vendors who can guarantee all aspects of platform
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Express 5800 series: Top share for the 11th straight year in Japanese
PC servers market

technologies down to the component level. NEC

can satisfy their needs with cutting-edge servers,

middleware and storage products based on

technologies cultivated through the process of

developing supercomputers and mainframes.

  Furthermore, many NEC products have truly

unique features offered nowhere else. These

products include blade (thin) servers and space-

saving servers, as well as water-cooled silent

servers. Backed by strong customer support for

these products, NEC captured a 26% share of

Japan’s server market on a unit basis in 2006,

commanding the top share for the 11th straight

year (See photo).

Further Expansion in Network Systems

In fiscal 2007, Japan’s telecommunications

market experienced steady growth as mobile

communications service providers made

substantial investments in preparation for the

start of mobile telephone number portability in

October 2006, with the aim of retaining and

increasing their subscribers. These favorable

conditions supported steady growth in sales of

NEC’s Network Systems. Notably, NEC achieved

firm sales of 3G base stations, leveraging the

advantages of base stations with optical fiber

antenna extensions in efficiently covering places

between buildings and indoor locations prone
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PASOLINK: Point to Point Wireless Access System

to weak signal reception. In enterprise networks,

NEC Infrontia, which is involved in the

development and sales of key telephone

systems, became a wholly owned subsidiary in

July 2006. By unifying this company with NEC’s

enterprise network development departments,

we reinforced our development capabilities in the

IP telephony domain.

Overseas, the PASOLINK point-to-point

microwave wireless access system performed

very well. With strong customer support for the

high performance and reliability of NEC’s

products and our ability to meet short delivery

times, we have received substantial orders for

PASOLINK from Russia and many Asian

countries for use as a communication system

linking base stations. NEC has delivered more

than 500,000 “PASOLINK” units on a cumulative

basis in 123 countries worldwide and held the

second largest share of the global market for

these systems in 2006 (Source: NEC).

Growth Strategies
There are many companies with outstanding IT

capabilities around the world. The same is true

of companies with outstanding networking

technologies. However, NEC prides itself on

being the only company with world-class

technologies in both IT and networks. By fully

leveraging this advantage, NEC will help

customers drive innovation in their businesses

and offer new services. Our overriding goal is to

further increase sales and profitability in the IT/

Network Solutions business.
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Fiscal 2007 Operating Results
In fiscal 2007, the year ended March 31, 2007,

sales in the Mobile/Personal Solutions Business

decreased 23% year on year to ¥965.0 billion.

The main reasons were the sale of the European

consumer PC business, and a major downsizing

of the overseas mobile handset business. In

Japan, there was a drop in mobile handset

shipments arising from intensifying competition

in the mobile handset market. Consequently,

NEC posted an operating loss of ¥33.5 billion in

fiscal 2007, an improvement of ¥21.8 billion from

the previous year’s loss. NEC posted operating

profit of ¥3.8 billion in the second half of the year.

Main Initiatives and
Accomplishments in Fiscal 2007
Reinforce Mobile Handset Earnings Base

in Japan

NEC’s competitive advantage in the mobile

handset field is its advanced technologies in the

3G field. Since commercializing the first 3G

handsets ahead of competitors, NEC has been

at the forefront of this market by developing dual

3G-wireless LAN handsets, followed by HSDPA

handsets in fiscal 2007. However, in overseas

markets, NEC was unable to sufficiently respond

to fierce price-based competition in the GSM

field, amid the slow penetration of 3G technolo-

gies. Accordingly, NEC has decided to focus on

the Japanese mobile handset business for now

and structurally reform unprofitable overseas

mobile handset operations.

In Japan, NEC’s priorities in the near term are

to reinforce its earnings base by reducing

development and other costs, while increasing

mobile phone shipments.

The development volume for mobile handsets

has been growing in step with uptake of faster and

higher-volume communications and increasingly

sophisticated functions. In response, NEC

established two joint ventures in fiscal 2007 to step

up ongoing efforts to boost product development

efficiency. The first joint venture, ESTEEMO Co.,

Ltd., was established by NEC and the Matsushita

Group to strengthen development capabilities

while avoiding duplication of development efforts

by developing a common software and hardware

Mobile/Personal Solutions Business
As Next Generation Networks (NGN) bring the ubiquitous networking

society closer to reality, mobile handsets and PCs will come to serve as

direct user interfaces allowing us all to benefit from the advantages of

such a society. The Mobile/Personal Solutions business covers the

BIGLOBE Internet service and these information terminals, and aims to

provide even more user-friendly terminals and services going forward.
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*1 FOMA is a registered trademark of NTT DoCoMo, Inc.
*2 As of June 1, 2007, based on NEC research

platform. The second joint venture is Adcore-Tech

Co., Ltd. Established by NEC, the Matsushita

Group, and Texas Instruments Inc., Adcore-Tech

aims to speedily and efficiently develop an

outstanding communications platform by fusing

the strengths of the founding companies.

In fiscal 2007, NEC launched distinctive

mobile handsets reflecting a strong focus on

design and product planning, with the aim of

increasing mobile handset shipments. These

handsets included the FOMA*1 N703iµ and

FOMA N703iD models. The FOMA N703iµ model

has a profile of only 11.4mm, making it the

world’s thinnest*2 foldable W-CDMA handset,

while retaining sophisticated functions. The

FOMA N703iD model is a “wallet” phone

featuring colorful and unique design elements.

NEC has established a special ist team

overseeing design strategies and has initiated a

new project to gather ideas via a project team

comprising ordinary mobile phone users from

outside NEC. By continuing to launch even more

attractive handsets through these initiatives, NEC

aims to continue driving growth in mobile

handset shipments.

Held the Top Share of Japan’s PC

Market with Distinctive Products

In the PC field, NEC held the top market share in

2006 in Japan despite slowing growth in the

FOMA*1 N703iµ realizes sophisticated
functions with the world’s thinnest
11.4mm foldable W-CDMA handset

*2
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VALUESTAR N balances a space-saving design surpassing laptops with
the user friendliness of desktop PCs

country’s PC market (Source: Japan PC Quar-

terly Model Analysis, Q4 2006, IDC Japan). This

success was attributable to the roll out of dis-

tinctive PC products with audio-visual functions

such as terrestrial digital TV broadcasting recep-

tion, recording and content distribution; as well

as an ultra-light “mobile” laptop weighing less

than 1kg. Notably, Windows Vista™ Home Pre-

mium, a version featuring sophisticated func-

tions, was installed in nearly all products in NEC’s

lineup for consumers launched in January 2007.

The goal was to differentiate NEC products by

linking this new operating system to NEC’s pro-

prietary functions. On the production front, NEC

has been pressing ahead with measures to raise

production efficiency, including deployment of

UHF-band RFID tags in its production manage-

ment system. One major achievement of these

measures was the reduction of plant inventories

by two-thirds over the past two years.

Expanding BIGLOBE through Partnerships

In the BIGLOBE Internet service area, NEC

believes that advances in broadband and NGN

will increase the potential of networks and

thereby open up significant business opportuni-

ties for consumers and enterprises. To accelerate

the pace of this trend, in July 2006 NEC spun-

off BIGLOBE operations into a new company

called NEC BIGLOBE, Ltd. with investments from

five partner companies, namely Sumitomo

Corporation, Daiwa Securities Co., Ltd.,

Sumitomo Mitsui Banking Corporation, DENTSU

INC. and HAKUHODO Inc. BIGLOBE’s compet-

itive edge lies in its ability to provide highly reli-

able broadband service platforms based on

NEC’s SI capabilities. NEC already has a track

record in offering highly scalable and reliable

service platforms capable of processing large

data volumes and traffic loads. Examples include

Nippon Television Network Corporation’s “NTV
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The FOMA* N904i high-speed handset realizes high-quality sound and
a 3-inch–wide VGA high-definition display

* FOMA is a registered trademark of NTT DoCoMo, Inc.

No.2” video on demand service and a real-time

questionnaire compiling system linked to TV

Asahi Corporation’s interactive IQ testing

program “Test the Nation.” Looking ahead, NEC

BIGLOBE will expand its service offerings by

leveraging its shareholder companies’ expertise

in finance, advertising and other fields.

Growth Strategies
Mobile handsets, PCs and BIGLOBE are crucial

user interfaces that will channel users to the emerg-

ing ubiquitous networking society. NEC aims to

offer universally accessible services via even more

user-friendly terminals by reinforcing links between

services and terminals. As an example of such a

service linking PCs and BIGLOBE, in April 2006,

NEC installed a function called PasorakuNet in

all new PC products to make Internet services avail-

able in a secure, simple and user-friendly manner.

Specifically, PasorakuNet is original service,

provided for only NEC PC users, that enables users

to easily expand their use of the Internet beyond

email and website browsing to include obtaining a

broader range of digital content and online shop-

ping. Furthermore, NEC launched BIGLOBE

Stream (i-appli) in January 2007, a new service that

enables users to perform a simple operation on

their mobile phone enabling them to view on their

own PCs BIGLOBE videos seen outside the home

or office. Additionally, NEC is proposing new ways

of using PCs. For this purpose, NEC has estab-

lished a new showroom in Tokyo. Here several PCs

and digital appliances are interconnected to show

visitors new methods of enjoyment, such as trans-

ferring video content saved on one digital device

to a PC via a home network.

NEC aims to reinforce and grow the Mobile/

Personal Solutions Business by leveraging

cutting-edge technologies and offering

universally user-friendly products.
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Fiscal 2007 Operating Results
In fiscal 2007 (ended March 31, 2007), sales in

the Electron Devices business were up 6% year

on year at ¥861.0 billion, mainly due to an

increase in the sales of semiconductors for game

consoles and general purpose microcontrollers.

However, NEC posted an operating loss of ¥23.0

billion in fiscal 2007, an improvement of ¥7.8

billion from the previous year’s loss. This result

reflected a limited business expansion and price

erosion in semiconductors, despite substantial

R&D expenses and investments to increase pro-

duction capacity, which were initially aimed at

improving performance by fueling sales growth

in the semiconductor area. In response, NEC

adjusted production levels and booked expens-

es related to the consolidation of some devel-

opment projects outside core f ields to

concentrate development resources.

Fiscal 2007 Accomplishments
In the core semiconductor business, NEC

commenced mass production and shipments of

system LSIs used to perform sophisticated image

processing in Nintendo Co. Ltd.’s new home

game console Wii®. By embedding DRAM

circuits for storing data and logic circuits for

processing data on a single chip, this product

enables high-speed processing of large image

data. Furthermore, NEC has developed an image-

recognition LSI for the IMAPCAR*1 automotive

image processor in collaboration with Toyota

Motor Corporation and DENSO CORPORATION.

This new LSI has been adopted by Toyota for its

luxury-brand Lexus, specifically in the LS460

model, which was introduced to the market in

September 2006. With the world’s leading data

processing speeds, IMAPCAR can identify

targets such as pedestrians and leading vehicles

in real time, while driving, enabling it to contribute

to the development of pre-crash safety systems

such as collision avoidance support systems.

In the electronic components business, NEC

grew sales centered on components for mobile

handsets and digital home electronics, support-

ed by the launch of a new capacitor product

called Proadlizer and other initiatives.

* Wii is a registered trademark of Nintendo in Japan

Electron Devices Business
The Electron Devices business provides semiconductors and electronic components

essential to creating a more secure and user-friendly ubiquitous networking society.

By enhancing solutions-based proposal capabilities and quality, and raising

development and production efficiency based on unique cutting-edge

technologies, NEC aspires to be a business partner that offers optimal solutions

that meet the demands of global customers. This business also has competitive

advantages in software and system development capabilities developed in the

IT/Network Solutions business and other areas.
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Won the Grand Prize for Compo-

nents in the Fourth Component

Manufacturing Awards held by The

Nikkan Kogyo Shimbun, Ltd.

The development efforts behind

IMAPCAR were recognized for its

originality and for adding high value

to this component.

IMAPCAR Image-recognition LSI for Automobiles

Growth Strategies
In February 2007, the semiconductor area

announced a business strategy targeting a turn-

around its financial performance. NEC believes

that further improvements in this business’ cost

structure is necessary, facing adverse market

conditions expected in fiscal 2008, and plateaued

sales growth. Accordingly, NEC will implement

the following structural reforms.

First, NEC will focus resources on its most

competitive products, including semiconductors

for use in automotive microprocessors, and

digital consumer products such as the EMMA

series in the digital video field. NEC recognizes

that it cannot develop competitive products or

generate earnings commensurate with R&D

expenses if resources are spread too thin. NEC

will also reduce fabrication lines in Japan from

nine to four lines to concentrate production, to

accelerate cost reductions owing to delays in

consolidating production lines. With respect to

assembly and testing, NEC will speed up their

relocation overseas and realign its network of

plants in Japan. On the organizational front, NEC

implements organizational changes by business

field, specifically System on Chip (SoC), micro-

processors, and discrete semiconductors. This

is aimed at enhancing the Electron Devices

business’ value chain from sales to development

and production, and to expedite business

execution. Furthermore, NEC will work to improve

its cost structure by reducing fixed costs.

Through these and additional initiatives, NEC

will work to achieve a turnaround in performance

by leveraging the Group’s strengths in system

and software development and project manage-

ment capabilities, as well as its advanced tech-

nologies in the semiconductor business.
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NEC closely links its R&D and intellectual assets strategy

to its management strategies and is working on enhancing

technological competitiveness to drive future Group-wide

business expansion.

The Technology Innovation Committee, which includes

members of senior management, sets the overall strategic

direction for reinforcing technologies in the NEC group. The

Intellectual Asset R&D Unit advances development activities

in collaboration with various business units.

(1) Strengthening Technological and Intellectual

Asset Capabilities as a Group

In R&D, NEC’s Central Research Laboratories is clearly

positioned as the R&D headquarters of the group. Central

Research Laboratories conducts R&D in new technologies that

contribute to the advancement of existing businesses, as well

as advanced and fundamental research into key technologies

to create new businesses for the future. R&D accomplishments

are shared with companies in the NEC group.

In April 2007, NEC implemented organizational changes

aimed at further accelerating the pace of creating new

businesses in the NEC group for the future and achieving

the technological innovation necessary to significantly

advance current businesses. NEC merged the Solutions

Development Laboratories, which has been responsible for

creating new businesses in the IT/Network Solutions field,

into the Central Research Laboratories, which has been

focusing on developing advanced and fundamental

technologies. This move will give NEC an integrated frame-

work spanning everything from fundamental research to

the creation of new businesses. NEC will work to reinforce

R&D in the IT/Network solutions and Electron Devices fields.

(2) NEC’s R&D Domains

NEC broadly divides the Central Research Laboratories into

the following three fields, and conducts R&D activities

tailored to the characteristics of each field.

R&D and Intellectual Assets Strategy

Innovation is the wellspring of NEC’s competitiveness. By becoming a
global innovation company, NEC will maintain its competitive edge as a
company synonymous with high technology over the medium and long
terms, as it works to steadily increase corporate value.

NEC views intellectual assets as a key management

resource. It thus places emphasis on the following:

■ Linking its R&D and intellectual assets strategy to
its management strategies

■ Enhancing technological competitiveness

■ Reinforcing and strategically utilizing intellectual
assets

1. The Emergence of a Ubiquitous
Networking Society 30 Years After
Announcing the C&C Vision

In 1977, NEC foresaw the integration of the computer and

communications and conceived the slogan “C&C.” With

recent advances in Internet and mobile handset technolo-

gies, the C&C vision is now becoming a reality. In this

manner, NEC has constantly conducted R&D activities from

medium and long term perspectives based on insight into

the direction of future technologies and NEC’s businesses.

2. Reinforce Technological Competitiveness in
Support of Group-wide Growth Strategies

NEC’s business environment is changing at an extremely

fast and dramatic pace. The emergence of Next Generation

Networks (NGN) has been accompanied by significant

technological advances in the converging fields of IT and

networks that are computers and communications.

Furthermore, as broader uptake of NGN increasingly

facilitates the exchange of information, collaboration

between enterprises across different industries is set to give

rise to new services and businesses.

For the NEC group to prevail against global competition

and achieve sustained growth, it is crucial that the Group

stay on top of these dramatic shifts in its business

environment. Technological innovation grounded on

science and intellectual assets are the critical keys to

achieving significant advances in current businesses and

creating new business for the future.
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Solution Platforms Research Group:

R&D of service platforms, the foundation of solutions

construction, and common platforms

IT/NW System Platforms Research Group:

R&D of IT/Network system platforms, hardware packag-

ing, and intellectual property core technologies that are

the foundation of IT and network system platforms and

semiconductor devices.

Materials and Process Research Group:

R&D of new function and concept for new electronic devices

(3) Reinforcing the Global R&D Network

NEC is reinforcing its global development network. The goal

is to achieve highly original innovation by combining each

region’s field of expertise, which reflects the distinctive

cultures of Japan, the U.S., Europe and China. In addition,

the Intellectual Asset Management Unit is also developing

internal processes for utilizing intellectual assets, the fruits

of R&D efforts, across the Group.

(4) Strengthening Technology and Intellectual Asset

Portfolios by Promoting “Open Innovation”

In the ubiquitous networking society, where information

flows freely, there are high hopes for applying the laws of

physics in new ways to IT and communications systems

and for capturing synergies with people who actually use

these systems. In order to develop new businesses for the

future, it is essential to ascertain trends in new IT and

communications technologies over a broad range of fields

from a long-term perspective. For this reason, it is essential

that NEC augment internal platform technologies in its fields

of expertise by bringing in experts from outside the

company and collaborating with third-party research

institutions. NEC calls this the Open Innovation approach.

By further strengthening and cultivating in-house

technologies sourced from outside the company, NEC is

reinforcing its technology and intellectual asset portfolios,

a key source of business competitiveness.

(5) Intellectual Asset Strategies Supporting NEC

NEC positions intellectual assets as a key foundation for

achieving sustained growth of the NEC group’s business

activities. To lay a powerful foundation, NEC is strengthen-

ing the Intellectual Asset Management Unit’s intellectual

asset development functions and making a Company-wide

effort to establish strategic patent portfolios in growing

business domains. Furthermore, NEC is reinforcing intel-

lectual asset development activities at overseas bases and

stepping up patent applications worldwide in line with global

business expansion.

NEC has appointed a CPO (Chief Patent Officer) in all

business units, research laboratories and other depart-

ments, to formulate and implement intellectual asset strat-

egies. Furthermore, regarding intellectual assets essential

to conducting core businesses, NEC combines internal

technological development with the licensing of technolo-

gies from third parties with the aim of establishing a pow-

erful base of technologies and expertise, and patent

portfolios. Additionally, by enhancing educational programs

for outstanding personnel and compensation systems for

employees’ inventions, NEC will develop high-quality

intellectual assets to support the sustained growth of the

NEC group’s business activities. Meanwhile, NEC manag-

es its portfolio of patent holdings based on growth strate-

gies, technological advancement, product lifecycles and

other factors, with the aim of maintaining an optimal patent

portfolio at all times.

NEC carefully conducts surveys to identify violations of

its patent holdings by other companies. Through warnings

and lawsuits, these efforts lead to the collection of licensing

fees, court injunctions, and claims for damages.

As of March 31, 2007, the NEC group held approximately

72,000 patents worldwide, including 34,000 patents in Japan.

Organizational Chart of the Intellectual
Asset R&D Unit
Intellectual Asset R&D Unit

Central Research Laboratories

Solution Platforms Research Group

IT/NW System Platform Research Group

Materials and Process Research Group

NEC Laboratories America, Inc.

C&C Research Labs. NEC Europe Ltd.

Network Labs. NEC Europe Ltd.

NEC Laboratories, China

Intellectual Asset Management Unit
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3. Main R&D Achievements in Fiscal 2007

Developed Highly Reliable, Low-cost Next-
generation Grid Storage Architecture
~Spearheading global business expansion centered on
North American-born technology~

NEC has developed a highly reliable, scalable and cost

effective next-generation grid storage architecture called

HYDRAstor by combining grid storage technology developed

at NEC Laboratories America, Inc. with technologies and

expertise accumulated in the server/storage business. This

technology centrally operates multiple independent storage

devices, so as to facilitate the addition or deletion of capac-

ity or performance, and systems management during

rebooting following disruptions. HYDRAstor delivers a higher

performance than RAID (Redundant Arrays of Independent

Disks), which is considered to be highly reliable, at a low

unit price comparable with tape media.

In recent years, there has been explosive growth in the

amount of data handled by companies, including image data

and data that must be electronically stored over the long

term to strengthen internal controls. This has placed a

growing burden on corporate information system

departments in terms of day-to-day data management

requirements. In particular, the amount of so called

Secondary Storage data required for document archive man-

agement and system rebooting following disruptions is any-

where from 10 to 25 times greater than the core data volume

on corporate information systems. Accordingly, there have

been growing needs for storage solutions that deliver faster

recording and reloading speeds and reliability at a lower

cost. NEC’s HYDRAstor architecture was developed as a

revolutionary product to resolve these and other issues.

HYDRAstor aspires to be a next-generation grid storage

architecture that realizes a flexible and scalable storage

environment that enables customers to freely add and link

devices according to their storage performance and

capacity requirements in line with rising data volumes.

NEC was first to use the following three cutting-edge

technologies built into HYDRAstor in the storage field

(according to NEC research):

(1) Automatic configuration optimization technology

The detailed entering of settings is not required when

initiating use of the system. Increasing capacity merely

involves adding storage capacity, which is automatically

loaded into the system. Moreover, adding capacity does

not require shutting down the system due to HYDRAstor’s

interruption-free scale-out capabilities.

(2) Data duplication elimination technology

Duplicated data on the server and storage system is collected

to significantly improve storage capacity efficiency. This

technology compresses data to around one-tenth to one-

twentieth the capacity with conventional storage systems.

Further, despite the use of hard disks, this system reduces

costs to the per-unit capacity cost of tape media.

(3) Distributed resilient data technology

By dividing source data into several components and

affixing special codes, HYDRAstor ensures data resiliency

against threefold failures, for not only data stored on stand-

alone hard disks, but also data across multiple hard disks

or distributed nodes. This performance surpasses RAID

systems, which are considered highly reliable.

NEC aims to drive growth in overseas businesses over

the medium term. HYDRAstor is a core product that will

play a vital role in achieving this goal. By the second half of

2007, NEC plans to commercialize this product in the North

American market, where there is strong demand in this field.

NEC then plans to extend this product to Japan and other

regions to fuel global business expansion.

HYDRAstor R&D Team (NEC Laboratories America, Inc. (Princeton, U.S.A.))
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Developed a High-grade Multicast
Communications Method to Accelerate the
Convergence of Broadcasting and
Communications
~Realized interruption-free video distribution by
enhancing the reliability of multicast~

NEC has recently developed a multicast method that real-

izes highly reliable, high-quality Internet broadcasting

services on a par with high-definition broadcasting at low

cost. Existing multicasting communications methods had

struggled to deliver stable high-resolution video.

In recent years, there has been a sharp rise in the users

of video distribution services over the Internet as broadband

networks have rapidly gained ground. Currently, video-on-

demand services are mainstream. However, these services

are based on point-to-point communications where data is

sent to each user individually every time there is a request.

Large volumes of data must be sent in proportion to growing

numbers of users. This inevitably places a significant burden

on the servers and networks that transmit and carry the data

and substantially drives up management costs. Accordingly,

multicast (point-to-multipoint communications) is currently

being explored as a means of providing broadcasting

services involving video distribution to many users at low

cost. Data is sent from a server only once and is copied

within the network for transmission to multiple viewers.

The multicast of high-quality video requires a backup

path in case packets are dropped on the way during trans-

mission. In the event of an interruption, the switch to the

backup path must be seamless without disrupting the video

stream. However, with existing technology, it was difficult

to establish backup paths because unnecessary packets

generated due to obstacles in the transmission path would

cycle the same path and self-generate an unlimited number

of copies.

The new technologies developed by NEC are broadly

divided into the following categories:

(1) Identifying and Disposing of Unnecessary Packets

NEC has developed the technology to detect and eliminate

unnecessary packets by tracking them. This helps to ensure

the quality of video data by enabling backup paths to be

established.

(2) Measuring the Quality of Distribution Networks

NEC has developed the technology to measure content

distribution quality by positioning measurement devices at

various points in the distribution network. This technology

does not affect existing content distribution services

because it measures the quality of multicast without alter-

ing existing networks.

(3) No Service Interruptions

NEC has developed a method of switching to backup paths

when detecting disruptions in content distribution. By

establishing optimal buffer (temporary data storage) times, NEC

is able to synchronize the primary and backup paths allowing

for no interruption of switching or video transmission.

This breakthrough is a platform technology for realizing

various high-grade services using Next Generation Networks

(NGN). We believe it will significantly help to realize large-

scale and practical integrated broadcasting and communi-

cations services that do not limit the number of viewers.

Accordingly, NEC will accelerate the pace of development

of this promising new technology.

Current and Future Internet Broadcasting Services Multicasting is ideal for programs
that are simultaneously viewed by
numerous recipients, such as
sports events, live concert footage,
and the news.

Conventional Internet 
broadcasting (Unicast) 

Future Internet 
Broadcasting (Multicast) 

Video distribution server 

Uses large 
bandwidth

Receiving terminal

Video distribution server

Receiving terminal

Large load on server Small load on server Uses small bandwidth

Distributes packets 
to each recipient

Copies packets using 
routers in network

No need to distribute 
packets per recipient
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Corporate Governance
(As of June 21, 2007)

(Corporate Officers)
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Cooperate Supervise
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ReportAudit
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In recognition of the fact that reliable corporate governance is essential
to the maximization of corporate value, NEC is committed to
strengthening its corporate governance practices through (1) assurance
of transparent and sound management, (2) realization of prompt decision
making and business execution, (3) clarification of accountability and (4)
timely, appropriate and fair disclosure of information.

Corporate Governance Structure
NEC has introduced a Corporate Officer System to clarify management responsibility and speed up decision

making and business execution. This has involved transferring substantial authority for business execution

from the representative directors to corporate officers. NEC has also been working to improve management

transparency through such means as continuing to increase the number of outside directors, establishing a

Compensation Committee, and to ensure management soundness through such means as encouraging

closer cooperation among NEC’s corporate auditors, internal audit division and independent auditors.

Board of Directors
The Board of Directors consists of 16 members, five of whom are outside directors*1. Aiming to strengthen

the Board of Directors’ supervisory functions, NEC raised the number of outside directors to approximately

one-third of the Board of Directors by appointing two additional outside directors in June 2007. In parallel,

NEC has been working to enhance deliberations by the Board of Directors through such means as briefing

outside directors in advance on particularly important proposals due to be put forward to the meetings of the

Board of Directors. Furthermore, the terms of directors were shortened to one year from June 2004 in order

to clarify their responsibility for management every fiscal year.

*1 Outside directors as stipulated in Item 15 of Article 2 of the Company Law of Japan

Executive Committee and Business Progress Committee
The Executive Committee, which comprises

around 20 corporate officers, discusses

important management issues such as the

NEC group’s management policies and strat-

egies. This committee extensively discusses

matters of particular importance prior to put-

ting them forward to the meetings of the Board

of Directors for approval. In doing so, the com-

mittee enhances the deliberations and ensures

appropriate decision making. Meanwhile, the

Business Progress Committee comprises cor-

porate officers, executive general managers
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of business units and other members. This committee deliberates and reports on matters related to the status of

business execution, such as monitoring progress with respect to meeting budgets set by the Board of Directors,

with the aim of sharing management information and optimizing business execution.

Compensation Committee
NEC has established the Compensation Committee, which consists of five members, including two outside

members, one of whom is the chairperson. This committee deliberates on the remuneration system and level

of compensation for directors and corporate officers from an objective perspective. The Compensation

Committee reports the results of its deliberations to the Board of Directors.

Corporate Auditors
NEC has adopted the corporate auditor system and established the Board of Corporate Auditors pursuant to

Japan’s Company Law. Five corporate auditors, three of whom are outside corporate auditors*2, audit the

directors’ performance of duties. Furthermore, the Board of Corporate Auditors decides on audit policies

and other matters, and receives status reports on audits from each corporate auditor and on other matters.

The corporate auditors are stepping up cooperation with the independent auditor, such as by receiving

briefings on financial audits covering status reports on their audits and audit plans, and exchanging opinions

on their audits. Furthermore, the duties of the Board of Corporate Auditors include approving, as necessary,

NEC’s and its subsidiaries’ engagement of independent auditors to perform audit and other services, pursuant

to the U.S. Sarbanes-Oxley Act.

*2 Outside corporate auditors as stipulated in Item 16 of Article 2 of the Company Law of Japan

Internal Audit Division
NEC has established the Corporate Auditing Bureau as an internal audit division reporting directly to the

president of NEC. This bureau mainly consists of such staff members as with expertise in internal auditing.

The Corporate Auditing Bureau performs audits of the NEC group in cooperation with the internal audit

divisions of NEC subsidiaries to ensure legal, appropriate and efficient execution of business activities, and

identifies issues and proposes improvements.

The Corporate Auditing Bureau is taking steps to strengthen cooperation with the corporate auditors.

These steps include reporting and exchanging opinions on audit results regularly or as necessary with the

corporate auditors, and reporting on the status of NEC Helpline, a compliance hotline for employees to

discuss or report issues concerning possible breaches of corporate ethics or compliance.

Internal Control System
NEC has established and operates an internal control system in which endeavors to constantly improve and

strengthen this system. In accordance with Japan’s Company Law, NEC’s Board of Directors formulated a

basic policy on establishing an internal control system, structured to ensure appropriate corporate business

operations. This policy is disclosed on NEC’s website at the following URL:

http://www.nec.co.jp/profile/en/internalcontrol.html
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The main points of the basic policy are as follows:

(i) In order to ensure that directors and employees perform their duties in compliance with laws, regulations, and

the Company’s Articles of Incorporation, NEC shall ensure a clear understanding of the NEC Group Charter of

Corporate Behavior and the NEC Group Code of Conduct, both of which were formulated to establish busi-

ness ethics standards for the NEC group and to ensure compliance with laws and regulations, the Articles of

Incorporation and internal rules. If any material violation of laws, the Articles of Incorporation or internal rules is

found, NEC shall investigate the cause of such violation and formulate and implement preventive measures. In

addition, the Company shall encourage the use of the NEC Helpline, a compliance hotline.

(ii) NEC shall properly store and manage information in accordance with laws, regulations and internal rules.

(iii) NEC shall implement risk management systems efficiently and comprehensively under a consistent, Company-

wide policy in accordance with internal rules. Operating divisions shall properly implement risk management

systems related to their operations and corporate staff divisions shall support such operating divisions’ activities.

The Company shall fully deliberate matters of particular importance from a risk management perspective as

part of its strategy to control important management risks. The internal audit division shall conduct audits of

the enterprise risk management system and the status of risk management.

(iv) In order to ensure that Directors perform their duties efficiently, the Board of Directors shall delegate substan-

tial authority to corporate officers and promote more timely decision making and flexible performance of duties.

The corporate officers shall, under the supervision of the Board of Directors, conduct business efficiently in

accordance with medium-term corporate management goals and budgets established by the Board of Directors.

(v) In order to ensure that the NEC group conducts operations appropriately, NEC shall send directors and corpo-

rate auditors to subsidiaries; share information routinely to conduct operations based on the NEC Group Char-

ter of Corporate Behavior and the NEC Group Code of Conduct; and give instructions and assistance to

subsidiaries with respect to the establishment of systems for ensuring compliance with laws, regulations and

fairness of business operations. The internal audit division shall conduct audits of subsidiaries in cooperation

with their internal audit divisions to ensure appropriate operations.

(vi) NEC shall assign full-time employees to assist corporate auditors in performing their duties. The corporate

auditors shall approve matters concerning these employees, including performance evaluations, personnel

changes and disciplinary action.

(vii) Directors and employees shall report to the corporate auditors on the status of the performance of their duties

and other matters.

(viii) In order to ensure that audits are performed effectively, the corporate auditors shall exchange information and

consult with each other on the status of audits. Furthermore, corporate auditors shall periodically receive

reports on financial audits from the independent auditors and exchange opinions with them.

Information Disclosure Structure
NEC recognizes the importance of providing timely, proper and fair disclosure to obtain a fair evaluation of its

corporate value from the capital markets. Accordingly, NEC regularly strives to ensure that internal divisions

and subsidiaries have a clear understanding of timely disclosure and other rules issued by stock exchanges,

while establishing clear lines of communication and related systems between relevant internal Head Office

divisions and subsidiaries.

Furthermore, NEC holds quarterly investors’ meetings where members of senior management announce

and explain financial results. Other actions include holding meetings to explain management strategies,

improving disclosure on NEC’s website (including simultaneous disclosures both in Japanese and English),

and enhancing investor relations activities on a global scale.
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full-time
Hiroshi Takakuta

Toshimitsu Iwanami
Senior Vice President
and Member of the Board

Konosuke Kashima
Executive Vice President
and Member of the Board

Directors

Corporate Auditors

Sawako Nohara*1

Member of the Board
President, IPSe Marketing, Inc.

Yoshinari Hara*1

Member of the Board
Chairman of the Board,
Daiwa Securities Group Inc.

Toshio Morikawa*1

Member of the Board
Advisor,
Sumitomo Mitsui Banking Corporation

Botaro Hirosaki
Executive Vice President
and Member of the Board

Kazumasa Fujie
Senior Executive Vice President
and Member of the Board

Hajime Sasaki
Chairman of the Board

Masatoshi Aizawa
Executive Vice President
and Member of the Board

Akihito Otake
Executive Vice President
and Member of the Board

Kaoru Yano
President

Tsutomu Nakamura
Senior Vice President
and Member of the Board

Saburo Takizawa
Executive Vice President
and Member of the Board

Takao Ono
Senior Vice President
and Member of the Board

Kenji Miyahara*1

Member of the Board
Senior Adviser,
Sumitomo Corporation

Hideaki Takahashi*1

Member of the Board
Professor,
Keio University Graduate School
of Media and Governance

*1 Outside directors as stipulated in Item 15 of
Article 2 of the Company Law of Japan

full-time
Kenji Seo Shinichi Yokoyama*2

Chairman, Representative Director,
Sumitomo Life Insurance Company

Muneo Shigematsu*2 Tatsuzo Homma*2

Attorney

*2 Outside corporate auditors as stipulated in Item
16 of Article 2 of the Company Law of Japan

(As of July 3, 2007)
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Electric vehicles are expected to become
more common.

Meter shows battery power
in kW

Rechargeable lithium-ion
battery loaded inside a vehicle

NEC’s Corporate Social Responsibility

NEC believes that enhancing its profitability through sound business activities while enforcing corporate

ethics and observance of laws is the fundamental tenet of management. We also believe that NEC

should remain actively engaged in the solution of various issues faced by society while protecting the

Earth’s environment. Our aim is to help resolve these issues through business activities.

Extending CSR Promotion Activities to Business Partners
At NEC, we strive to fulfill our social responsibilities through daily business activities. Furthermore, we

believe that ties with business partners are indispensable to promoting this. Accordingly, NEC has

been undertaking cooperative activities with business partners across its supply chain while fostering

mutual understanding.

Fiscal Year Ended March 31, 2006 To extend our CSR promotion activities, we formulated the Supply-chain

CSR Guidelines for our business partners.

Fiscal Year Ended March 31, 2007 We surveyed 20 of our Japanese and overseas business partners to

analyze the status of CSR activities in our supply chain.

In the years ahead, we plan to involve more business partners and use the results as a basis for

continuing to increase cooperation in CSR activities from a long-term perspective.

Development of Rechargeable Batteries that Contribute to the Prevention
of Global Warming
In this era of climate change, electric

vehicles (EV), which emit almost no green-

house gases are expected to help pre-

vent global warming. The lithium-ion

batteries developed by NEC Lamilion

Energy, Ltd. provide high power and a

large capacity with rapid charging capa-

bility, and are thus suitable as a power

source for EVs. In recognition of this

breakthrough, NEC Lamilion Energy, The

Tokyo Electric Power Company, Incorpo-

rated and Fuji Heavy Industries, Ltd. were

NEC’s business activities are based on various relationships with
shareholders and other investors, customers, business partners,
communities, employees and others.

NEC aims to achieve sustainable growth with society by fulfilling its
corporate social responsibilities (CSR) as a good corporate citizen and
enhancing its corporate value.
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jointly awarded by the Minister of the Environment of Japan for the Commendation for Global Warming

Prevention Activity 2006 for their remarkable contribution to technology and product development.

Further, in April 2007, NEC established Automotive Energy Supply Corporation, a joint venture with

Nissan Motor Co., Ltd., which is committed to develop forward-looking green technologies in its medium-

term environmental action plan. The new company plans to further enhance the technologies it has

developed thus far and supply rechargeable lithium-ion batteries to the automotive industry through-

out the world.

NEC Internet Safety Program
Personal computers and the Internet are highly effective means

of communication. However, problems resulting from Internet

crime have become a major social issue. By conducting the NEC

Internet Safety Program, NEC helps to eliminate the digital divide

and provide an opportunity for participants to learn firsthand how

to use the Internet safely and enjoyably. In fiscal 2007, the program

was expanded to include participants 65 years or older.

Childcare Support Program
Japan’s low birthrate and aging society, and the resulting

contraction in its labor force, have become serious social issues.

Society has high hopes for women who choose to continue

working after marriage and childbirth. At NEC, we are striving to

create a society in which women can exercise their full potential,

while realizing and balancing the joys of having children with the

development of careers and professional capabilities. In fiscal

2007, we began offering childcare support programs for our

employees and local residents. There we teach them how to

care for themselves physically and mentally so that they can

make a smooth transition back to the workplace after their

children are born.

Inclusion in Socially Responsible Investment (SRI) (as of May 2007)

Stock Indices
Dow Jones Sustainability World Index (U.S.) and other indices

SRI Funds
Asahi Life SRI Social Contribution Fund “Asu no Hane (Wings of Tomorrow)” and other funds

For further details on NEC’s CSR activities, please visit NEC’s website at the following URL:

http://www.nec.co.jp/csr/en
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Investor Information

2003 2004 2005 2006 2007

0

500

1,000

1,500

I II III IV I II III IV I II III IV I II III IV I II III IV

2003 2004 2005 2006 2007

0

10

5

15

I II III IV I II III IV I II III IV I II III IV I II III IV

Stock Price Range
on the Tokyo Stock Exchange
(Yen)

Composition of Shareholders
(Percentage of shares (%))
(As of March 31, 2007)

Securities Companies 2.26%
Other Corporations 4.46%

Japanese
Corporations
35.88%

Japanese
Individuals
and Others
36.65%

Foreign
Investors
27.47%

Financial
Institutions
29.16%

(Year ended March 31)

ADR Price Range (NASDAQ)

(U.S. dollars)

Transfer Agent for Common Stock
The Sumitomo Trust and Banking Company, Limited
4-4, Marunouchi 1-chome, Chiyoda-ku,
Tokyo 100-8233, Japan
Request forms for change of address, etc.

Japan toll free: 0120-175-417
Other inquiries

Japan toll free: 0120-176-417

Stock Exchange Listings and Quotations
(As of March 31, 2007)
NEC common stock is listed on the Tokyo and four other
stock exchanges in Japan. American Depositary Receipts
for common stock (Symbol: NIPNY) are quoted in the
NASDAQ system in the United States.

Depositary for American Depositary Receipts (ADRs)
The Bank of New York
101 Barclay Street, New York, NY 10286, U.S.A.
Tel: (212) 815-3700
Ratio: 1 ADR=1 ordinary share

(Year ended March 31)
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Company name NEC Corporation

Address 7-1, Shiba 5-chome, Minato-ku, Tokyo, Japan

Established July 17, 1899

Chairman of the Board Hajime Sasaki

President Kaoru Yano

Capital ¥337.8 billion (As of March 31, 2007)

Shares of common stock issued 2,029,555,412 shares (As of March 31, 2007)

Consolidated net sales ¥4,652.6 billion (Year ended March 31, 2007)

Business segments IT/Network Solutions business
Mobile/Personal Solutions business
Electron Devices business

Number of employees NEC Corporation and consolidated subsidiaries
154,786 (As of March 31, 2007)

Organization chart
(As of April 1, 2007)

Corporate Overview

Trademarks

• NEC is a registered trademark of NEC Corporation in Japan and other countries.

• All other names may be trademarks of their respective owners.

Domestic Sales Business Unit

Government, Community, Financial and
Carrier Solutions Business Unit

Enterprise Solutions Business Unit

Social Infrastructure
Solutions Business Unit

Carrier Network Business Unit

IT Platform Business Unit

Systems Integration and Software
Development Group Business Unit

Mobile Terminals Business Unit

Personal Solutions Business Unit

Board of Directors

President

Corporate Auditors

Corporate Auditing Bureau

International Business
Promotion Unit

Software Business
Promotion Unit

Marketing Unit

Intellectual Asset R&D Unit

MONOZUKURI
Innovation Unit

Corporate Staff
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CAUTIONARY STATEMENTS:
This annual report contains forward-looking statements pertaining to strategies, financial targets, technology, products and services, and
business performance of NEC Corporation and its consolidated subsidiaries (collectively “NEC”). Written forward-looking statements may
appear in other documents that NEC files with stock exchanges or regulatory authorities, such as the U.S. Securities and Exchange Commission,
and in reports to shareholders and other communications. The U.S. Private Securities Litigation Reform Act of 1995 contains, and other applicable
laws may contain, a safe-harbor for forward-looking statements, on which NEC relies in making these disclosures. Some of the forward-looking
statements can be identified by the use of forward-looking words such as “believes,” “expects,” “may,” “will,” “should,” “seeks,” “intends,”
“plans,” “estimates,” “targets,” “aims,” or “anticipates,” or the negative of those words, or other comparable words or phrases. You can also
identify forward-looking statements by discussions of strategy, beliefs, plans, targets, or intentions. Forward-looking statements necessarily
depend on currently available assumptions, data, or methods that may be incorrect or imprecise and NEC may not be able to realize the results
expected by them. You should not place undue reliance on forward-looking statements, which reflect NEC’s analysis and expectations only.
Forward-looking statements are not guarantees of future performance and involve inherent risks and uncertainties. A number of important
factors could cause actual results to differ materially from those in the forward-looking statements. Among the factors that could cause actual
results to differ materially from such statements include (i) uncertainty relating to NEC’s ongoing analysis necessary to prepare the financial
statements for inclusion in the 2006 Form 20-F, (ii) global economic conditions and general economic conditions in NEC’s markets, (iii) fluctuating
demand for, and competitive pricing pressure on, NEC’s products and services, (iv) NEC’s ability to continue to win acceptance of NEC’s
products and services in highly competitive markets, (v) NEC’s ability to expand into foreign markets, such as China, (vi) regulatory change and
uncertainty and potential legal liability relating to NEC’s business and operations, (vii) NEC’s ability to restructure, or otherwise adjust, its
operations to reflect changing market conditions, and (viii) movement of currency exchange rates, particularly the rate between the yen and the
U.S. dollar. Any forward-looking statements speak only as of the date on which they are made. New risks and uncertainties come up from time
to time, and it is impossible for NEC to predict these events or how they may affect NEC. NEC does not undertake any obligation to update or
revise any of the forward-looking statements, whether as a result of new information, future events, or otherwise. You may find more current
information on the NEC home page (http://www.nec.com) or NEC Investor Relations home page (http://www.nec.co.jp/ir/en).

The management targets, included in this material, are not projections, and do not represent management’s current estimates of future performance.
Rather, they represent targets that management will strive to achieve through the successful implementation of NEC’s business strategies.

Finally, NEC cautions you that the statements made in this material are not an offer of securities for sale. The securities may not be offered
or sold in any jurisdiction in which registration is required absent registration or an exemption from registration under the applicable securities
laws. For example, any public offering of securities to be made in the United States must be registered under the U.S. Securities Act of 1933
and made by means of an English language prospectus that contains detailed information about NEC and management, as well as NEC’s
financial statements.

CHANGE IN ACCOUNTING PRINCIPLES
NEC changed its accounting principles to prepare consolidated financial statements required under Japanese law
from accounting principles generally accepted in the United States of America (“U.S.GAAP”) to accounting principles
generally accepted in Japan (“Japan GAAP”) starting from the fiscal year ended March 31, 2007. Accordingly, the
financial statements for the fiscal year ended March 31, 2006 on this annual report presented under Japan GAAP for
comparison purpose.
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