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It is our privilege to report on the Company's performance
during the interim term of its 16th business year.

Greetings to our valued shareholders. First, 1 would like to express
my sincere gratitude to our shareholders and investors for their
continued support and exceptional assistance.

To our great regret, we must inform you that on September 5
we were forced to make downward revisions to our interim and full-
year forecasts for our 16th accounting term. | apologize deeply for
the revisions to the projections and for the sharp decline in our share
price triggered by the announcement. Our performance for the
interim period under review, the six months ended September 30,
2002, is outlined below.

Inbound Services: A Larger-than-Expected Drop in Demand
from Communications Carriers in the Wake
of Special Promotions

Our inbound services segment was affected by a larger-than-
anticipated decline in demand from telephone carriers for call center
functions, following the deadline for the fee-exempt sign-up promo-
tion period for the “My Line” scheme, which lets consumers pre-
select and register for their preferred phone carriers and which had
contributed greatly to our business expansion in recent years. In
addition, a few projects were downsized from the levels initially
planned at the beginning of the term or suspended altogether.
Our focused marketing efforts targeting unexplored sectors such as
financial, public utilities and manufacturing segments allowed us to
maintain the fast pace of growth in these sectors, but did not succeed
in completely offsetting the sharp drop in demand from the commu-
nications sector. As a result, the inbound services segment posted net
sales of ¥9,228 million, down 1% year on year.

Outbound Services: Weak Demand from the Communications
and Financial Sectors

Our promotion service, which recorded a surge during the previous
fiscal year, turned negative. In particular, services with performance-
linked compensation schemes designed for communications-sector
clients were lackluster compared with the last fiscal year, resulting in
lower margins. Revenue failed to grow as planned, as projects
launched on a full-fledged basis during the term under review for
the financial sector experienced stagnation and delays. Moreover,
expenses for additional equipment incurred in conjunction with such
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business launches adversely affected our profitability. Consequently,
the outbound services segment recorded net sales of ¥2,106 million,
or a drop of 34% year on year.

Telemarketing-Related Services: Deregulatory Winds Have
Run Their Course

As with inbound services, our telemarketing-related services segment
was impacted by the end of promotional drives by telephone carriers
to capture subscribers, and this led to lower demand for back-office
services from communications businesses. Furthermore, services
designed for the financial sector—which until recently had seen a
number of emerging businesses in the wake of deregulation and thus
had benefited from the business expansion of this segment in recent
years—turned down in general, and failed to fully absorb the reactive
decline in demand for services from the communications businesses.
Accordingly, the telemarketing-related services segment posted net
sales of ¥3,027 million, a year-on-year decline of 12%.

As a result of the above, revenue from our mainstay tele-
marketing business decreased 10% year on year, to ¥14,362 million.

Measures to Be Implemented

The following is an analysis of the causes that led to the poor
performance during the term under review and a summary of issues
that need to be addressed going forward.

Expanded Area of Marketing

Throughout its history, MOSHI MOSHI HOTLINE has
maintained close contact with telecommunications carrier clients,
growing along with them. During the fiscal year ended March 2002,
net sales from this sector exceeded ¥16,000 million, which accounted
for about 53% of our total. Although this sector will remain an
important customer segment, we have redoubled our marketing in
other industrial sectors in recent years, in an effort to gradually
reduce business risks. Results of this drive have registered slowly
but surely, as can be seen in net sales for the first half of this fiscal
year, where revenue from the financial, public utilities and manufac-
turing sectors (excluding one-time work from the previous fiscal
year) showed high rates of growth. Looking ahead, we will aim at
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Note: From the center, the three concentric rings show the breakdown for the interim periods ended
Sep. 2000, 2001 and 2002, respectively.
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continued business expansion in these sectors by boosting our
marketing activities even further.

Enhanced Risk Controls

Our outbound services offer effective marketing techniques in 1T-
based society, and we expect additional growth from them. However,
these characteristically high-risk, high-return services had a negative
effect on overall performance for the term under review. Accordingly,
we plan to further strengthen our risk controls to shift the services’
risk profile to “medium risk, medium return.”

Stronger Regional Bases

At regional bases, securing necessary personnel is easy compared to
the Tokyo metropolitan area, and the former also has a relative
advantage over the latter in terms of operating costs. Despite these
advantages, however, the regional bases have not been used to their
full potential, owing to inconvenient access from clients’ locations.

In recent years, our efforts to establish regional bases were
focused in the area around Sapporo. During the term under review,
we opened an operational center in Okinawa and a call center in
Morioka, and expanded some established bases in other regional
locations. These activities were initiated because we began to see
signs that now is the best time to act. To give the regional bases a
greater competitive edge, we will strengthen our remote education
and training programs.

All the directors and officers of MOSHI MOSHI HOTLINE,
including myself, will strive concertedly to turn our performance
around. This will be achieved by compensating for the reductions in
business generated from communications clients with an increase in
business from other sectors. It is our sincere hope that our sharehold-
ers will continue to extend their kind understanding of our business
activity as well as their support and assistance.

Sincerely yours,

Shoji Takagi, President
MOSHI MOSHI HOTLINE, INC.
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Two brand-new locations were added to the roster of
MOSHI MOSHI HOTLINE’s operational bases.

Okinawa Office

The newly launched Okinawa Office, located in Naha, Okinawa,
boasts a call center with large capacity. The maximum capacity of
230 operators makes it one of the largest call centers in Okinawa.

The staff of the Okinawa Office, headed by Hirohisa Kondo
(pictured in the upper photo on page 7, the second from the right in
the back row), is fully committed to putting the center on track as
soon as possible.

Morioka Center

With a maximum seating capacity of 120, the Morioka Center is
somewhat smaller than its sister center in Okinawa.

All the center’'s members are from Japan’s Tohoku region,
with many hailing from local lwate Prefecture, and all are noted for
their love of festivities. This energetic management team in Tohoku
is working to build a call center that wins the full trust of its clients.
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m [0 000 Balance Sheets 000000000 O Milions of yend m (0000 statements of Income 0000000000 Millions of yend
016000 (015000 ooo 016000 |015000C |O0Oooo
As of As of Amount of Forthesix | Forthesix | percentage
Sep. 2002 | Sep. 2001 change m%r;tg.sz%%dzed m%';t,ﬁ‘,sg%%dfd change
0000 /Assets oog 14,434 | 16,049 -10.1
I DOOO 8,915 | 9,001 -86 Net sales
Current assets
00000oooooO0ooo 14,362 | 15,947 -9.9
oooooo 31845 4:272 -427 Telemarketing business revenue
Cash
oog 2,973 2,788 +185 00Do00o0C0Ooooooo 72 102 -29.4
Accounts receivable Other sales
ooo 2,097 1,941 +156
Other current assets oooo 11,652 12,268 —50
I 0000 3,879 | 3,302 | +577 Costofsals
Fixed assets
ooooo 2,781 3,781 -26.4
oooooa 1,526 1,157 +369 Gross profit
Tangible fixed assets
oooooo 266 246 +20 oDoooooooo 1,731 1,747 -0.9
Intangible fixed assets SG&A expenses
ooooooo 2,086 1,899 +187
Investments and other assets gooad 1,050 2,033 -48.4
oooo 12,794 | 12,304 +490 Operating income
otal assets
oot ooooo 7 28| -75.0
0000 / Liabilities Non-operating income
. DOOO 2,851 3,795 -944
Current liabilities ooo D_D 0 0 -
T. EEEE 167 162 +5 Non-operating expenses
Long-term liabilities
oooo 1,057 2,061 -48.7
opooo 3,018 3,958 -940 Ordinary income

Total liabilities

oooo 1 — —
Extraordinary income

0000 /Shareholders’ equity

. OO0 998 998 0
Common stock oDooo 22 14 | +57.1
1. oO0O0o0O 1,202 1,202 0 Extraordinary losses
Additional paid-in capital
m.ooooon 7,571 6,138 | +1,433 oooooooo 1,036 2,047 -49.4
Retained earnings Income before income taxes
iv.0O0O000O00oOooooo 7 -2
Securities valuation difference > 0o0o0oo0ooooooo 398 823 -51.6
V. 0000 2 -0 ) Corporation, inhabitants and enterprise taxes
i Doooooo 57 63 -95
oooo 9,776 8,346 | +1,430 Corporation tax adjustment
Total shareholders’ equity
ooooooo 12,794 | 12,304 +490 goooog 580 1,160 -50.0
Total liabilities and shareholders’ equity Net income

00000000000000000000000000000000000000000000000
go0o0000000000000000000

Beginning in the interim period under review, the method of presenting the shareholders’ equity account
has been changed. For this business report, we have applied this new presentation format and presented
the prior fiscal-year results by materially restating them into equivalent numerical values.
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