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2. Summary of the operating results for the third quarter of the year ending March 31,
2005 (from April 1, 2004 to December 31, 2004):

1.  Matters concerning the preparation of quarterly financial information:

(Translation omitted)

(1) Progress of consolidated operating results

Third quarter Third quarter (For reference)
ended December | ended December Year ended
31, 2004 31, 2003 March 31, 2004
Sales ¥24,572 million | 20,278 million |  ¥25,878 million
21.2% (- %)
Operating profit ¥2,232 million ¥1,601 million ¥1,508 million
(39.4%) (- %)
Ordinary profit ¥2,227 million ¥- million ¥1,460 million
(- %) (- %)
Profit for the period ¥1,367 million ¥- million ¥280 million
) - %)
Per-share profit for the period ¥54.14 ¥- ¥10.09
Fully diluted earings per
share for the period ¥- ¥- ¥-




(Note) The disclosure of quarterly operating results has commenced as from the
third quarter of the current business year and no actual results for the
third quarter of the previous business year are given herein, except for the
items of sales and operating profit. The percentages in the items of sales
and operating profit indicate the rates of increase or decrease from the
third quarter of the previous business year.

. Overview of operating results in general

The Japanese economy during the third quarter under review remained in the phase of
a slow recovery as corporate earnings continued to improve and corporate efforts to develop
new products while the markets for digital household equipment and mobile phones
expanded resulted in rising consumer confidence.

Under these circumstances, the Group (the Company and its subsidiaries; the same
applies hereinafter) focused its efforts on developing and marketing customer-specific LSIs
(ASIC), the core business of the Group, as well as application-specific LSIs (ASSP), which
have competitive edges with the Group's unique technologies of image compression and
extension and sound and music compression, extension and transmission, and original system
products installed with the Group's system LSIs.

Specifically, with the prevalence of digitalization of images, sounds, music and other
media, broadband networks and 3G mobile phone networks, the Group has widened its
appeal in the information communication area. For these growing areas, the Group has
exerted its active efforts to develop and market high functional system LSIs for digital
cameras, system LSIs for 3G mobile phones and system products, including digital image
transmitting and recording systems for use in the security and monitoring field.

As a result, on a consolidated basis, sales and operating profit amounted to ¥24,572
million (a 21.2% increase from the corresponding period of the previous business year) and
¥2,232 million (a 39.4% increase), respectively. Ordinary profit and profit for the period
amounted to ¥2,227 million and ¥1,367 million, respectively.

(2) - Development of financial conditions (consolidated)

Third quarter Third quarter (For reference)
ended December | ended December Year ended
31,2004 31,2003 March 31, 2004
Total assets ¥20,297 million _ ¥ | ¥18,183 million
Shareholders’ equity ¥16,454 million ¥- | ¥15,371 million
Ratio of shareholders' equity
to total liabilities, minority
interest and shareholders'
equity 81.1% -% 84.5%
Shareholders' equity per
share ¥651.49 ¥- ¥607.49




[State of consolidated cash flows]

Third quarter Third quarter (For reference)
ended December | ended December Year ended
31,2004 31, 2003 March 31, 2004
Cash flows from operating
activities (¥7,185 million) ¥-| ¥6,174 million
Cash flows from investing
activities (¥524 million) ¥- ¥140 million
Cash flows from financing
activities (¥251 million) ¥ (¥707 million)
Cash and cash equivalents at
the end of the period ¥3,772 million ¥ | ¥11,734 million

(Note)

The disclosure of the development of financial conditions has commenced

as from the third quarter of the current business year and no financial
conditions for the third quarter of the previous business year are given

herein.

3.  Forecasts of cgnsolidated operating results for the year ending March 31, 2005 (from
April 1, 2004 to March 31, 2005):

Amendment is hereby made to the forecast of consolidated operating results for the
year ending March 31, 2005, as given on November 12, 2004, as described below. No
amendment is made to the forecast of non-consolidated operating results for the year ending

March 31, 2005.

Forecast of consolidated operating results for the year ending March 31, 2005:

(million yen)

Ordinary Profit for the
Sales profit period

Previous forecast (A) 28,820 1,610 950
Adjusted forecast (B) 30,000 1,950 1,120
Amount of increase or decrease (B-A) 1,180 340 170
Rate of increase or decrease 4.1% 21.1% 17.9%
Previous results
(for the year ended March 31, 2004 (from
April 1, 2003 to March 31, 2004)) 25,878 1,460 280

-END-




CONSOLIDATED FINANCIAL STATEMENTS

1. Consolidated Balance Sheets (Summary)
Third quarter ended Year ended
December 31, 2004 March 31, 2004
(as at December 31, 2004) | (as at March 31, 2004)
Component Component
Amount ratio Amount ratio
(thousands of yen) (%) (thousands of yen) (%)
ASSETS
1. Current assets
1. Cash and deposits.......c.cceeevrervecennne. 3,772,050 11,734,446
2. Trade notes and trade accounts
receivable........coeiieeiieiiieee e, 13,110,678 3,639,078
3. INVeNntorieS.......cocvrveeiceierecirieeniieeens 993,977 1,203,521
4. OtherS...ooieecveeieeeeeee et 815,916 297,269
5. Allowance for doubtful receivables . (580) (1,804)
Total current assets.........cceeeveveeveeeereennne 18,692,042 92.1 16,872,511 92.8
II. Fixed assets
1. Tangible fixed assets 201,070 1.0 380,784 2.1
2. Intangible fixed assets 182,109 0.9 223,483 1.2
3. Investments and other assets 1,222,765 6.0 706,416 39
Total fixed assetS........cccovvvveeveeveeerennnne. 1,605,945 7.9 1,310,683 72
TOTAL ASSETS 20,297,987 100.0 18,183,195 100.0
LIABILITIES
I. Current liabilities
1. Trade accounts payable ................. 2,171,895 2,013,337
2. Accrued corporate income taxes ... 1,138,692 6,054
3. Others...cccooovveeeeeeeeeeee e 481,243 697,421
Total current liabilities .......cccoeeeeennnee. 3,791,830 18.7 2,716,813 15.0
II. Fixed liabilities 52,155 0.2 94,695 0.5
TOTAL LIABILITIES 3,843,985 18.9 2,811,509 15.5
SHAREHOLDERS' EQUITY
I Capital............ooveeicericr e, 4,840,313 23.8 4,840,313 26.6
II. Additional paid-in capital ................. 6,181,300 30.5 6,181,300 34.0
II1. Retained earnings ...............c.ccccrveeenne. 6,735,855 33.2 5,650,018 31.1
IV. Revaluation difference of other
SECUTitieS.......ccccoovvevviiiiiner e, (506) 0.0) 2,834 0.0
V. Treasury stocK........cccccovvvivceinccnnennnn, (1,302,961) (6.4) (1,302,781) (7.2)
TOTAL SHAREHOLDERS' EQUITY 16,454,001 81.1 15,371,686 84.5
TOTAL LIABILITIES, MINORITY
INTEREST AND SHAREHOLDERS'
EQUITY 20,297,987 100.0 18,183,195 100.0




2. Consolidated Profit and Loss Statements (Summary)

Third quarter ended Year ended
December 31, 2004 March 31, 2004
(from April 1, 2004 (from April 1, 2003
to December 31, 2004) to March 31, 2004)
Amount Amount
(thousands of yen) (%) (thousands of yen) (%)
I. Sales 24,572,131 100.0 25,878,984 100.0
I1. Cost of sales 19,515,613 79.4 20,218,951 78.1
Gross profit on sales..........ccecveverennaen. 5,056,517 20.6 5,660,032 21.9
II1. Selling, general and administrative
expenses 2,824,187 11.5 4,151,454 16.1
Operating profit ........ccocecvvcrcerccrncennnns 2,232,330 9.1 1,508,578 5.8
IV. Non-operating profit 17,868 0.1 10,995 0.0
V. Non-operating expenses 23.045 0.1 58,927 0.2
Ordinary profit......cccccovervniincrncennn. 2,227,153 9.1 1,460,646 5.6
VI. Special income 34,114 0.1 89,686 0.4
VII. Special loss 23,625 0.1 715,519 2.8
Income before income taxes and
OtheTS i 2,237,642 9.1 834,812 3.2
TaAXES e ccrreeeeereee et e errere e 870,194 3.5 877,161 3.4
Minority interest in net profit (loss)... — — (322,778) (1.3)
Profit for the period .......ccoeviceeienne. 1,367.447 5.6 280.430 1.1




3. Consolidated Surplus Statements (Summary)
(thousands of yen)

Third quarter ended Year ended
December 31, 2004 March 31, 2004
(from April 1, 2004 (from April 1, 2003 to
to December 31, 2004) March 31, 2004)
(Additional paid-in capital)
I. Beginning balance of additional
paid-in capital 6,181,300 5,936,081
II. Increase in additional paid-in capital
1. Issue of new shares by share
EXChANEE....covrerr e - - 245,219 245,219
IT1. Ending balance of additional paid-in
capital 6,181,300 6,181,300
(Retained earnings)
1. Beginning balance of retained earnings 5,650,018 5,549,740
II. Increase in retained earnings
1. Profit for the period.......cccevvevevrnnennens 1,367,447 280,430
2. Increase in retained earnings due to
decrease in consolidated subsidiaries. - 1,367,447 63,629 344,059
III. Decrease in retained earnings
1. Cashdividends......ccccoooeeevinrnvecennnnne 252,560 243,781
2. Bonuses for officers......ccccocvirenennnn. 29,000 -
3. Loss on disposition of treasury stock . 49 281,610 - 243,781
IV. Ending balance of retained earnings 6,735,855 5,650,018




4, Consolidated Statements of Cash Flows (Summary)

(thousands of yen)

Third quarter ended| Year ended March
December 31, 2004 31, 2004
(from April 1,2004 to | (from April 1, 2003 to
December 31, 2004) March 31, 2004)
I. Cash flows from operating activities
Income before income taxes and others..........cococevvvvvreennnnns 2,237,642 834,812
DePreciation.........oveeeeieriiiniierne st 111,964 200,817
Amortization of long-term prepaid expenses...........c.c..c..... 49,887 76,704
Increase (decrease) in allowance for doubtful
TECEIVADIES ..o (7,271) 20,371
Increase (decrease) in allowance for bonuses............c..c..... (74,759) (6,794)
(Increase) decrease in trade accounts receivable ................ (9,577,419) 4,363,964
Decrease in iNVENTOTIES . .....covvivviiiiieeiri e crreereeenee s 102,438 1,500,171
Increase (decrease) in trade accounts payable .................... 194,083 (1,013,787)
OHBETS ©ovievirtiee ettt cte ettt e st enreeneereesnsesneteeas (271,592) 742,340
Subtotal (7,235,025) 6,718,603
Interest and dividend Income.........c.ccceovviiveiiennivenrieenirnnn 623 201
Interest paid .......ccoverviriereieiece e - (2,194)
Corporate income taxes (paid) refunded...........ccccoevercneneee. 49379 (542,303)
Net cash provided by operating activities............coccovevencrenenn, (7,185,023) 6 174,306
. Cash flows from investing activities
Making of time deposits ........ccccereererrreeir e (400,000) -
Purchase of tangible fixed assets ..........coooevveeeeeereiccnnennnn. (30,253) (22,967)
Purchase of intangible fixed assets ..............cccoveremencnennnne (41,061) (82,685)
Purchase of investment SECUTItIES .........cccveveeerierercreerrenrinnns (15,000) (20,047)
Sale of investment securities ...............cccccoceivevveecineecenen. 36,231 106,255
Sale of consolidated subsidiary ...........ccoovvevrinceccnennnenn. 207,691 -
Liquidation of associated company ........cccccvvcervrnrcrcrernnnee - 130,904
Distribution of capital investment...............c.ocovereeecrenenanae 8,484 2,331
Payment for long-term prepaid expenses..........cococervereeeee (79,530) (74,677)
Payment of gUarantee .............cococvvverviecerenieereeeneee e (1,147) (3,552)
Refund of guarantee........c.ccooereiieieniienesenr e 1,567 104,160
Extension of 10ans ........cccoeevviiiiiiriiiinieecee e (377,249) -
Collection of 10anS............covvvrvvveiiiieeeccre e 154,478 -
OhETS .vvieveeriie et e eree et ra e se bt e sanesene et 11,372 1,219
Net cash provided by investing activities .........cc.coeerrrrcecncen (524,417) 140,941
II1. Cash flows from financing activities
Net increase (decrease) in short-term debt.........c.coceeuenennee. - (50,000)
Net (increase) decrease in treasury stock.........coccoeveveeinenne (230) (415,442)
Cash dividends paid by parent company ............ccccevrvennene (250,844) (242,435)
Net cash provided by financing activities.........cocercerercrveervennan (251,074) (707,878)
IV. Translation gain (loss) related to cash and cash equivalents (1,881) (10,088)
V. Net increase (decrease) in cash and cash equivalents (7,962,396) 5,597,281
VI. Cash and cash equivalents at the beginning of the period 11,734,446 6,337,127
VII. Decrease in cash and cash equivalents by decrease of
consolidated subsidiary - (199,962)
VIII. Cash and cash equivalents at the end of the period 3,772,050 11,734,446
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Name of the Company: MegaChips Corporation

Representative: Shigeki Matsuoka
President and Representative
Director
(Code No. 6875, the First Section of the Tokyo Stock Exchange)
Person to contact: Masayuki Fujii

Director and Executive Officer
(TEL 06-6399-2884)

Notice of Capital Reduction and Capital Increase of Subsidiary

Notice is hereby given that MegaChips System Solutions Inc. ("MCS"), a subsidiary of
MegaChips Corporation (the "Company"), at the meeting of its board of directors held today,
resolved that MCS would submit a proposition for a capital reduction to its extraordinary
general meeting of shareholders to be convened on February 24, 2005, as described below.
MCS, at the meeting of its board of directors to be held on March 10, 2005, plans to adopt a
resolution to issue new shares (a capital increase) which are to be allocated to the Company.

Description
1. Purpose of the capital reduction and capital increase:

Since April 2004, MCS has focused its efforts to restructure its operations to select and
concentrate its operating resources and simultaneously improve its operating efficiency.
Now that there is hope for improving its earnings, MCS wishes to eliminate accumulated
losses through a capital reduction and also strengthen its financial base through a capital
increase to carry out its operating activities smoothly.

2. Outline of MegaChips System Solutions Inc. (as of February 23, 2005{)@

(1) Trade name: MegaChips System Solutions Inc.
(2) Representative: Tetsuo Hikawa
President and Representative Director
(3) Location: 1-6, Miyahara 4-chome, Yodogawa-ku, Osaka-shi
(4) Establishment: December 8, 1998
(5) Contents of business: Development, manufacture (manufacturing orders

to outsiders) and sale of system products




(6) Date of settlement of accounts:  March 31 of each year

(7) Capital: ¥646 million
(8) Total number of issued shares: 37 675 shares

(9) Ratio of investment by the
Company: 100%

Outline of the capital reduction:
(1) Amount of capital to be reduced:

MCS will reduce the capital of ¥646,000,000 by ¥546,000,000 to ¥100,000,000.
(2) Method of the capital reduction:

MCS will consolidate the total number of 37,675 issued shares at the rate of 5
shares to one share and reduce the amount of capital without compensation.

(3) Reduction of capital reserve and retained earnings:

MCS will reduce the capital reserve of ¥1,127,000,000 by ¥1,102,000,000 to
¥25,000,000 and reduce the retained earnings of ¥3 million in full.

Outline of the capital increase:

(1) Number of new shares to be issued: 8 shares of common stock

(2) Issue price: ¥100 million per share

(3) Total issue prices: ¥800 million

(4) Payment date: March 30, 2005

(5) Method of the issue and allocation: 8 shares will all be allocated to

the Company by the method of
allocation of new shares to a
third party.

Capital construction, etc of MCS after the capital reduction and capital increase:

(1) Capital: ¥500 million
(2) Capital reserve: ¥425 million
(3) Total number of shares to be issued: 30,140 shares
(4) Number of issued shares: 7,543 shares
(5) Rate of investment by the Company: 100%




6. Schedule:

February 23, 2005 Date of resolution of the board of directors (capital
reduction)

February 24, 2005 (expected) Date of resolution of an extraordinary general meeting
of shareholders

March 10, 2005 (expected) Date of resolution of the board of directors (capital
increase)

March 29, 2005 (expected) Deadline for submission of objections from creditors

March 30, 2005 (expected) Effective date of capital reduction
Effective date of issuance of new shares

7. Future outlook:

The capital reduction and capital increase will have no effect on the consolidated
operating results.

-END -



