2) Business Results and Financial Position
1. Summary
Consolidated results for the third quarter of fiscal 2006, the three-month-period from
October 1, 2005 to December 31, 2005, were as follows:
TDK posted net sales of ¥222,654 million (U.S.$1,886,898 thousand), up 27.8% year
on year from ¥174,218 million. Operating income increased 23.3% from ¥17,262
million to ¥21,291 million (U.S.$180,432 thousand). Income from continuing
operations before income taxes increased 27.5% from ¥17,257 million to ¥22,011
million (U.S.$186,534 thousand). Net income increased 35.7% from ¥12,209 million to
¥16,568 million (U.S.$140,407 thousand). Basic net income per common share was
¥125.31 (U.S.$1.06), compared with ¥92.35 for the corresponding period of fiscal
2005.
Average third-quarter yen exchange rates for the U.S. dollar and euro were ¥117.37
(previous year ¥105.92) and ¥139.46 (previous year ¥137.19) as the yen depreciated
10.8% and 1.7% against the dollar and euro, respectively. This had the effect of
raising net sales by approximately ¥15.9 billion and operating income by
approximately ¥5.4 billion.
On October 1, 2005, TDK purchased shares of the Lambda Power Division (power
supply business) owned by U.K.-based Invensys plc. Consequently, the Lambda
Power Division’s operating results have been included in the TDK Group’s
consolidated operating results from the third quarter of fiscal 2006. In addition, TDK
now holds an approximate 58% equity interest in Densei-Lambda KK (Stock code:
6917; First Section, Tokyo stock exchange and Osaka securities exchange), which is
a member of the Lambda Power Division.
(Sales by Segment)
TDK’s businesses are broadly classified into two business segments: the electronic
materials and components segment and the recording media segment. The following
is a summary of sales by segment.
"Semiconductors & others" and "Recording media & systems" were renamed "Other
electronic components" and "Recording media" from fiscal 2006, respectively. There
were no changes in segment classifications.
(1)Electronic materials and components segment
This segment is made up of four product sectors: (1-1) electronic materials, (1-2)
electronic devices, (1-3) recording devices, and (1-4) other electronic components.
Segment net sales climbed 33.6% to ¥192,091 million (U.S.$1,627,890 thousand),
from ¥143,746 million, while segment operating income rose 13.4% to ¥22,199 million
(U.S.$188,127 thousand), from ¥19,579 million. In the electronics market in the third
quarter of fiscal 2006, in comparison with the same period of a year earlier, demand
increased for notebook PCs, HDDs, flat-screen TVs and mobile phones. There was a
particularly noticeable surge in demand for MP3 digital audio players, which store
music using semiconductors or HDDs. Demand for electronic components also
increased, supported by higher sales of popular consumer electronics products. There
was also steady growth in demand for electronic components for car electronics.
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Sector sales of TDK’s electronic materials and components framed against this
market backdrop were as follows.
(1-1) Electronic materials
This sector is broken down into two product categories: capacitors and ferrite cores
and magnets.
Sales in the electronic materials sector increased 10.7% from ¥43,002 million to
¥47,613 million (U.S.$403,500 thousand).
[Capacitors] Sales increased year on year, as higher shipments of products used
mainly in IT home electronics and car electronics absorbed the negative effect on
sales of lower prices. A weaker yen also contributed to sales growth.
[Ferrite cores and magnets] Sales of ferrite cores and magnets rose year on year.
Sales of ferrite cores climbed, with higher sales from increasing demand for cores for
coils and power supplies more than offsetting the negative effect of inventory cutbacks
of CRT TVs. Ferrite magnet sales were flat, with the positive effect of foreign
exchange rates countering lower demand stemming from customers’ inventory
cutbacks. Sales of rare-earth magnets rose on increasing HDD demand.
(1-2) Electronic devices
This sector has three product categories: inductive devices, high-frequency
components and other products.
Sales in the electronic devices sector leapt 53.7% to ¥46,979 million (U.S.$398,127
thousand), from ¥30,571 million.
This growth was mainly due to the inclusion for the first time of the operating results of
the Lambda Power Division. However, even excluding these sales, existing business
in this sector posted year-on-year sales growth.
[Inductive devices] Sales of inductive devices increased year on year. The main
reason was growth in sales of power line coils for use in mobile phones, HDDs, MP3
digital audio players and car electronics.
[High-frequency components] Sales of high-frequency components were down year
on year. While orders for wireless LAN components remained strong, sales were
brought down slightly by further declines in sales prices of some components for
mobile phones.
[Other products] Sales of other products rose year on year. The main factors behind
the higher sales were growth in sales of DC-DC converters and DC-AC inverters for
use in amusement equipment and higher sales of sensors and actuators for HDDs
and mobile phones.
(1-3) Recording devices
This sector has two product categories: HDD heads and other heads.
Sector sales rose 31.2% from ¥65,351 million to ¥85,736 million (U.S.$726,576
thousand).
[HDD heads] Sales increased year on year. Amid rising demand for HDDs used in
PCs and consumer electronics, HDD head shipments increased. This higher volume
outweighed a drop in sales prices, resulting in higher overall sales.
[Other heads] Sales of other heads declined year on year due to inventory reductions
of optical pickups.
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(1-4) Other electronic components
Sector sales rose 143.9% from ¥4,822 million to ¥11,763 million (U.S.$99,687
thousand). This was due to higher sales of anechoic chambers* and new businesses.
*These chambers are designed to block electromagnetic waves emanating from
outside so as to measure electromagnetic noise.

(2)Recording media segment
This segment has three product categories: audiotapes and videotapes, optical media,
and other products.
Segment sales edged up 0.3% from ¥30,472 million to ¥30,563 million (U.S.$259,008
thousand). The segment recorded an operating loss of ¥908 million (U.S.$7,695
thousand), 60.8% less than the operating loss of ¥2,317 million in the previous fiscal
year.
[Audiotapes and videotapes] Sales of audiotapes and videotapes declined year on
year. While TDK maintained a high market share, demand is declining for these
products as a whole.
[Optical media] Sales of optical media increased year on year. CD-R demand has
peaked out and is declining slowly. However, lower CD-R sales caused by the
downturn in demand and discounting pressure were offset by higher sales of DVDs
driven by increasing demand.
[Other products] Sales of other products increased year on year. Sales of
LTO-standard* (Linear Tape-Open) tape-based data storage media for computers
rose on higher demand. However, sales of recording equipment & accessory products
declined as TDK made progress with efforts to create a more tightly focused product
lineup.
*Linear Tape-Open, LTO, LTO logo, Ultrium and Ultrium logo are trademarks of HP, IBM and Certance
LLC in the U.S., other countries or both.

(Sales by Region)
Detailed geographic segment information can be found in the segment information on
page 14.
[Japan] Sales were down in the recording devices sector and recording media
segment.
[Americas] Sales were up in all product sectors.
[Europe] Sales were up in all product sectors, except recording devices.
[Asia (excluding Japan) and other areas] Sales increased in all product sectors,
except the recording media segment.
The overall result was a 43.4% increase in overseas sales year on year from
¥124,932 million to ¥179,139 million (U.S.$1,518,127 thousand). Overseas sales
accounted for 80.5% of consolidated net sales, an 8.8 percentage point increase from
71.7% one year earlier.
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2. Financial Position
(2-1) The following table summarizes TDK’s balance sheets at December 31, 2005,
compared with September 30, 2005.
Total assets
Total stockholders’ equity
Equity ratio

¥903,130 million
¥695,837 million
77.0%

7.6% increase
4.1% increase
2.7 point decrease

At December 31, 2005, net trade receivables were ¥35,686 million higher than at
September 30, 2005, inventories were ¥10,748 million higher and net property, plant
and equipment was ¥19,226 million higher. As a result of these and other changes,
total assets increased ¥63,788 million from September 30, 2005.
Total liabilities increased ¥26,660 million, with trade payables increasing ¥11,343
million and accrued expenses increasing ¥8,530 million.
Total stockholders’ equity increased ¥27,155 million, reflecting a ¥11,050 million
increase in retained earnings and a ¥15,526 million decrease in accumulated other
comprehensive loss.
(2-2) Cash Flows
(¥ millions)
Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities
Net cash used in discontinued operations
Effect of exchange rate changes on cash and cash
equivalents
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

FY 2006
3Q
20,105
(44,634)
(4,265)
4,978

FY 2005
3Q
20,825
(12,140)
(3,864)
(261)
(5,262)

Change

(23,816)
224,645
200,829

(702)
235,969
235,267

(23,114)
(11,324)
(34,438)

(720)
(32,494)
(401)
261
10,240

Operating activities provided net cash of ¥20,105 million (U.S.$170,381 thousand), a
year-on-year decrease of ¥720 million. Income from continuing operations increased
¥3,820 million to ¥16,568 million (U.S.$140,407 thousand) and depreciation and
amortization increased ¥1,585 million to ¥15,138 million (U.S.$128,288 thousand). In
changes in assets and liabilities, there were increases of ¥7,400 million in trade
receivables, ¥5,672 million in inventories and ¥7,050 million in accrued expenses.
Investing activities used net cash of ¥44,634 million (U.S.$378,254 thousand), a
year-on-year increase of ¥32,494 million. Capital expenditures increased ¥8,383
million to ¥21,353 million (U.S.$180,958 thousand). Outflows of ¥24,294 million for
payment for purchase of subsidiaries, net of cash acquired was the other main
component.
Financing activities used net cash of ¥4,265 million (U.S.$36,144 thousand), ¥401
million more than a year earlier. While dividends paid increased ¥1,322 million, there
was a ¥605 million net increase in short-term debt.
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3. Business Risks
With development, production and sales bases in countries around the world, the TDK
Group is engaged in global business activities. Furthermore, the electronics industry,
the main field of operations of the TDK Group, is seeing dramatic technological
innovation and changes in market prices, resulting in intense competition in new
product and technology development and efforts to win customers. Because of these
and other factors, the TDK Group is subject to various business risks that include, but
are not limited to, changes in demand and foreign exchange rates caused by world
economic trends; unpredictable events in conducting business overseas; more
intense competition in the development of new products in line with rapid
technological innovation; the ability to respond to intense price competition and
diversifying demands from customers; product quality; the recruitment and training of
employees; government regulation; the ability to acquire intellectual property rights;
the ability to procure raw materials and other products; increasingly stringent
environmental regulations internationally; and unavoidable natural disasters.

4. Fiscal 2006 Projections
TDK’s consolidated projections for fiscal 2006, the year ending March 31, 2006, are
as follows:
[Consolidated Projections for Fiscal 2006]

Net sales
Operating
income
Income
before
income taxes
Net income

FY 2006
(¥ millions)

FY 2005
(¥ millions)

Change from
FY2005
(¥ millions)

% change
from FY2005

765,000
68,000

Projections as
of October
2005
(¥ millions)
725,000
68,000

657,853
59,830

107,147
8,170

16.3
13.7

72,500

60,728

11,772

19.4

72,500

51,000

33,300

17,700

53.2

51,000

Note:
The projections are based principally on the following assumptions:
* An average yen-dollar exchange rate of ¥110 for the fourth quarter of fiscal 2006.
* In electronic materials and electronic devices, TDK is projecting lower sales in the
fourth quarter compared with the third quarter due to a slight correction resulting
from seasonal factors. However, on an annual basis, sales in both of these
electronic component sectors are expected to increase year on year, supported by
robust demand for components used in digital home appliances, mobile phones and
other products.
* Sales of HDD heads, the major product in the recording devices sector, are
expected to drop slightly in the fourth quarter from the third quarter due to seasonal
factors. However, recording device sales for the nine months to December 31, 2005
were almost on a par with sales for all of fiscal 2005, thanks to expanding demand
for heads used in HDDs for consumer electronics and PCs. Accordingly, TDK is
projecting a marked increase in sales in this product sector for the full year
compared with fiscal 2005.

7/16

* Structural reforms planned for fiscal 2006 for the recording media segment are
proceeding according to the plan that was revised in the interim period. Structural
reforms are expected to be implemented as planned in the fourth quarter.
Furthermore, TDK is forecasting a decrease in fourth-quarter sales from the
previous quarter due to lower demand after higher demand in the third quarter and
revisions to the product portfolio to create a more tightly focused product lineup.
For the full year, TDK is forecasting a year-on-year decrease in sales in the
recording media segment due to lower sales on falling demand for audiotapes and
videotapes, and lower sales of other products.

Cautionary Statement About Projections
This earnings release contains forward-looking statements, including projections, plans, policies, management
strategies, targets, schedules, understandings and evaluations, about TDK and its group companies that are not
historical facts. These forward-looking statements are based on current forecasts, estimates, assumptions, plans,
beliefs and evaluations in light of information available to management on the date of this earnings release.
In preparing forecasts and estimates, TDK and its group companies have used, as their bases, certain
assumptions as necessary, in addition to confirmed historical facts. However, due to their nature, there is no
guarantee that these statements and assumptions will prove to be accurate in the future. TDK therefore wishes to
caution readers that these statements, facts and certain assumptions contained in this earnings release are
subject to a number of risks and uncertainties and may prove to be inaccurate.
The electronics markets in which TDK Group operates are highly susceptible to rapid changes. Furthermore, TDK
and its group companies operate not only in Japan, but in many other countries. As such, factors that can have
significant effects on its results include, but are not limited to, shifts in technology, demand, prices, competition,
economic environments and foreign exchange rates.
The premises and assumptions used in computing the projections in this earnings release include, but are not
limited to, those explained above.
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