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HIGHLIGHTS 
For the years ended October 31 

Net sales: 

Domestic 

Overseas 

Total . 

Income before income taxes. 

Income taxes 

Net income. 

Per Depositary Share. 

( 
Thousands of U.S. dollars ) 
except per share amounts 

1978 1977 

$1, 096, 081 $ 996, 444 

1, 633, 087 1, 585, 311 

2, 729, 168 2, 581, 755 

266, 143 327, 107 

149,980 168, 321 

130,872 176, 745 

. 61 . 82 

Notes: 1. Each Depositary Share represents 1 share of Common Stock. Per share amounts 
are based on the average number of shares outstanding during each period, adjusted 
for all stock distributions. 

2. U.S. dollar amounts are translated from yen at the approximate rate of ¥196=U .S. 
$1, the Tokyo foreign exchange market rate as of December 13, 1978, as described in 
Note 2 of Notes to Consolidated Financial Statements. U.S. dollar amounts for fiscal 
1977 have also been stated using the same rate. 
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TO THE HOLDERS OF SONY DEPOSITARY SHARES: 

Masaru lbuka, 
Honorary Chairman 

Akio Morita, Chairman Kazuo lwama, President 

Sony's consolidated net 

sales for fiscal 1978 were the 

highest in its history. However, 

consolidated net income declined, 

compared with the previous fiscal 

year, mainly due to rapid changes 

in foreign currency exchange rates 

under the unstable climate of the 

and and world economy. 
Chief Executive Officer Chief Operating Officer 

The rapid rise in yen value with unprecedented speed resulted in a substantial reduc

tion of the book value of consolidated net sales, which, in turn, increased the cost ratio. On the 

other hand, the unit sales volume of major products increased significantly. 

Consolidated net sales for fiscal 1978 were $2,729,168,000, representing an increase 

of 5.7 percent above net sales of $2,581,755,000 for fiscal 1977. Consolidated net income for 

fiscal 1978 was $130,872,000, representing a decrease of 26.0 percent compared with net income 

of $176,745,000 for fiscal 1977. Earnings per Depositary Share (each Depositary Share rep

resents one share of Common Stock) were 61 cents for fiscal 1978, compared with 82 cents for 

fiscal 1977. 

During fiscal 1978, overseas sales showed an increase of 3.0 percent above the previous 

fiscal year and accounted for 59.8 percent of total net sales. Domestic sales showed an increase of 

10.0 percent above the previous fiscal year and accounted for 40.2 percent of total net sales. 

In the United States market, net sales for fiscal 1978 showed a decrease of 9.1 percent from fiscal 

1977 and accounted for 25.7 percent of total net sales. In the European market, net sales register

ed an increase of 10.2 percent above the previous year and accounted for 16.2 percent of total 

net sales. Sony's net sales in other markets showed an increase of 18.8 percent above the previous 

fiscal year and accounted for 17.9 percent of total net sales. 

Subject to shareholders' approval at a General Meeting of Shareholders scheduled to be 

held on January 30, 1979, Sony will pay to shareholders of record as of October 31, 1978, a cash 



dividend of 12.5 yen (before deduction of withholding taxes) per Depositary Share for the six 

months of operations which ended October 31, 1978. Thus, after this payment, the total annual 

cash dividend for fiscal 1978 will amount to 25 yen (before deduction of withholding taxes) per 

Depositary Share. 

Sales of videotape recorders during 

fiscal 1978 increased 25.6 percent above fiscal 

1977 and accounted for 16.8 percent of total net 

sales. Sony's video technology has advanced 

through more than twenty years of accumulated 

experience and has gained a high reputation for 

excellence. Sales of Betamax home-use video

cassette recorders have been steadily expanding 

and deliveries of European models began in April 

1978. Also, in September 1978, a light, portable 

and compact color video camera and Betamax 

videocassette recorder, together with related 

peripheral equipment, were introduced in the 

Japanese market, as a system for color video 

production at home and other locations. This 

system has been widely accepted, resulting in a 

major backlog of orders. In the institutional 

and broadcast fields, Sony's various types of 

videotape recorders and peripheral equipment 

have gained very wide acceptance among pro

Portable color video camera and Betamax 
video recorder for general consumer use. 

fessional users. Sales of these units are growing steadily, and large orders have been received from 

major companies and broadcasting stations in the United States. 

Sales of all TV sets during fiscal 1978 increased 0.8 percent above the previous fiscal 

year and accounted for 31.4 percent of total net sales. Of these sales, color TV sales in fiscal1978 

increased 0.3 percent and accounted for 29.1 percent of net total sales. The slight increase in 

TV sales in monetary terms was achieved in spite of the stagnant Japanese market and the severe 

price competition and high yen value in the rest of the world as a result of strong customer confi-
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dence in the product. The 25-diagonal-inch Trinitron Plus and other models in the new line of 

Trinitron Plus receivers with remote control electronic tuning have been very well received. In 

Japan, multiplex sound in television broadcasts, which provides stereo or two languages, com

menced in September 1978. This has resulted in strong consumer interest for new color TVs 

capable of receiving multiplex sound. In the United States, the color TV market was especially 

active, and sales of Sony's remote control models with electronic tuning increased substantially. 

Sales of tape recorders and radios decreased 9.2 percent compared with the previous 

fiscal year and accounted for 17.4 percent of total net sales. Sales in this category were adversely 

affected by the reduction in book value in the conversion rates of foreign currency sales into the 

yen equivalent due to the radically high rise in the yen exchange rate. However, Sony's efforts 

to achieve reductions in weight and size for its products have resulted in new models which have 

received wide, popular acceptance. Such new models include super-thin radios, the lightest 

recorder in the world using standard compact cassettes, micro-cassette recorders, stereo radio

cassette recorders, and combination stereo models with simpler operation than conventional 

models. 

Sales of audio products during fiscal 1978 increased 8.2 percent above the previous 

year and accounted for 11.7 percent of total net sales. Sony's stereo music systems combining 

a four-band stereo tuner, power amplifier, fully automatic turntable, and two-way loudspeaker 

units, were very well received in Japan and Europe. In the United States, Sony's Hi-Fi component 

stereo systems were widely accepted. Users are showing increasingly diversified desires in stereo 

equipment and product styles. In response to these trends, Sony, utilizing its unique audio 

technology, commenced marketing in October 1978, component sytems which are extremely 

compact in size and produce high quality sound. Further developments have also been achieved 

with pulse code modulation (PCM) digital recording technology to provide super Hi-Fi sound. 

A new PCM unit (digital audio processor), employing magnetic tape in the Be tam ax, has been 

marketed for both home and institutional uses. In October 1978, Sony announced a new PCM 

disc player system that provides two and one half hours of playing time on one side of the 

disc. 

Sales of other products during fiscal 1978, including business machines and magnetic 

audio and video tapes, increased 13.0 percent above the previous fiscal year and accounted for 



22.7 percent of total net sales. With the expansion of the video market, the sale of videotape 

has been steadily growing. In September 1978, total shipment of Betamax videocassette tapes 

surpassed 10 million in number. Also, with the wide acceptance of Sony's new line of Hi-Fi 

products , the sale of audio tape has been increasing. 

On February 17, 1978, the Company announced that it had developed jointly with 

All Nippon Airways Company Ltd. a 50-inch diagonal screen size color video projection system 

to be used in airlines. Utilizing the· Betamax color videocassette player and color video camera 

developed by Sony, the system projects high quality color video images on a large screen installed 

in well-lighted aircraft . The system will provide passenger entertainment programs, emergency 

and safety instructions , outside bird's-eye views and other information. 

On March 9, 1978, Sony announced the development of a new solid-state color video 

camera reduced in size and weight to about those of an 8-mm movie camera. The picture quality 

is as high as the current high-quality video cameras. The new camera uses a charge-coupled device, 

developed through Sony's semi-conductor technology, as the pickup unit. 

On October 21, 1978, Sony 

introduced in the market a newly 

developed video motion analyzer, 

which records golf swings, tennis 

strokes, and all other forms of action 

and immediately plays back the 

recorded image at normal speed, slow 

motion, stop motion or back motion. 

The system is light and portable and 

can be carried and set up at any 

location desired. The video camera is 

equipped with a rotary shutter to 

obtain clear breaks between frames 

of the picture. TI1e system is the 

result of many years of development 

in motion analysis equipment utilizing 

Sony's video technology. 
Portable, compact video motion analyzer. 
At the upper right is a composite photo of separate 
frames of video images seen on the video monitor screen . 
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In order to mitigate the negative factors that affected profits in this fiscal year, efforts 

were made to increase the Company's cost effectiveness, and management is confident that these 

efforts will produce positive results. 

December 18, 1978 

Sincerely yours, 

Akio Morita 
Chairman 

(~ 
Kazuo Iwama 
President 
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Sony Corporation 
(Sony Kabushiki Kaisha) 
CONSOLIDATED TEN-YEAR SUMMARY 

Net sales: 

Domestic. 

Overseas. 

Total . 

Income before income taxes . 

Income taxes 

Net income . 

Per Depositary Share . 

Depreciation . 

Total assets . 

Shareholders' equity 

Per Depositary Share . 

Employees. 

1978 

. $ 1, 096,081 

1' 633,087 
2, 729, 168 

266, 143 

149,980 

130,872 

. 61 
80, 117 

3, 145,959 

1' 279, 214 
5.93 

27' 112 

1977 1976 

$ 996, 444 $ 974, 862 
1, 585, 311 1, 390, 077 
2, 581, 755 2, 364, 939 

327, 107 327, 367 
168, 321 181, 801 
176, 745 156,602 

. 82 . 73 
65, 607 54, 306 

2, 804, 852 2, 588, 464 
1, 175, 847 1, 026, 607 

5. 45 4. 76 
25, 881 22, 713 

Notes: 1. Each Depositary Share represents 1 share of Common Stock. Per share amounts 

500 

are based on the average number of shares outstanding during each period, adjusted 
for all stock distributions. 

~J i llions of U. S. dolla r> 

NET SALES 

~ Domes ti c 

til Overseas 

Million> of U. S. do lla r> 
160---- ------ -f: 

NET INCOME 

140---------- ! 

,. I ,.,, 
~~.f.i":::>.!<:i ~~ -1 

.. ~~ ~ 
~a-l'l;:;:;a- . - 2' ' 

~'- 1~ l~ 
R Mf fl 

'76 '77 '78 



(Thousands of U.S. dollars except per share amounts) 

1975 1974 1973 1972 1971 1970 1969 

$ 945, 725 $1, 010, 775 $ 843, 918 $ 614, 526 $ 454, 898 $ 356, 286 $ 234, 265 
1, 144, 122 1, 014, 995 758, 434 636, 000 534, 821 404, 801 321, 546 
2, 089, 847 2, 025, 770 1, 602, 352 1, 250, 526 989, 719 761, 087 555, 811 

199, 444 238, 122 251, 714 187, 505 128, 954 93, 383 80, 495 
114, 408 120, 929 125, 832 95, 883 58, 612 42, 867 36, 255 
85, 653 116, 158 129, 102 96, 286 70, 337 52, 372 43, 168 

. 40 . 55 . 62 . 48 . 36 . 27 . 23 
54, 781 51, 939 38, 168 29, 235 28, 500 25, 444 14, 719 

2, 145, 551 2, 112, 107 1, 742, 020 1, 401, 168 1, 002, 199 824, 020 623, 556 
892, 010 819, 556 613, 556 494, 597 304, 546 241, 163 146, 531 

4. 14 3.88 2.96 2.46 1. 54 1. 25 . 77 
22, 108 21, 635 20, 648 17, 323 16, 615 15, 081 13, 542 

2. U.S. dollar amounts are translated from yen at the approximate rate of ¥196= U.S. $1, the 
Tokyo foreign exchange market rate as of December 13, 1978, as described in Note 2 of Notes 
to Consolidated Financial Statements. U.S. dollar amounts previously reported for prior fiscal 
years have been restated using the same rate as used in the current fiscal year. 
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0
1969 '70 
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Sony Corporation 
( Sony Kabushiki Kaisha) 
CONSOLIDATED BALANCE SHEET 

ASSETS 

CURRENT ASSETS (Note b): 

Cash 
Time deposits 
Marketable securities (bonds), 
at cost ~hich approximate market 

Notes and accounts receivable, 
trade 

Notes and accounts receivable, 
affiliated companies 

Allowance for doubtful accounts 
Inventories (Note 3) 
Prepaid expenses and other 
current assets 

Income tax prepayments 
Total current assets 

lNVEST~lliNTS AND ADVANCES : 

Af f iliated companies (Note 4) 
Directors, officers and employees 
Other (Not e s 5 and 6) 

PROPERTY, PLANT AND EQUIP~NT: 

Land 
Buildings 
~~chinery and equipment 
Construction in progress 

Less - Accumulated depreciation 

OTHER ASSETS 

Translation into 
In milliuns thousands of U.S. 

of yen dollars (Note 2) 
0 c t o b e r 3 1 

1~78 1977 1978 1977 

¥ 18,319 ¥ 19,875 $ 
34,388 23,511 

51,142 

Y2,859 

26,525 
5,362)( 

175,902 

18,403 
l'.:J ,698 

431,87 4 

2':.1,736 
5,006 

13,366 
48,108 

27,4Yl 
80, 127 
86,221 
13,717 

207,556 
78,947 

128,609 

8,017 

29,346 

84,631 

28,499 
5, 245 )( 

.166,821 

12,694 
1Y,826 

379,Y58 

27 ,364 
4,72) 

20,833 
52,922 

25,817 
69,791 
73,447 

6,169 
175,224 
~33 
108,2Yl 

93,464 $ 
175,449 

260,929 

473,771 

135) 332 
27,357)( 

897,459 

93,892 
100,500 

2,203,439 

151) 714 
25,541 
68, 194 

245,449 

140,260 
408,811 
439,903 
6~,985 

1,058,959 
402,791 
656, 168 

40,903 

101,403 
119 '954 

149,7 24 

431) 791 

145,403 
26,760) 

851,128 

64,765 
101,153 

1,938,561 

139,612 
24) 107 

106,291 
270,010 

131,719 
356,076 
374,730 

31,47 5 
894,000 
341,495 
552,505 

43 '776 

¥616,608 ¥549,751 $3,145,959 $2,804,852 



LIABILITIES 

CURRENT LIABILITIES: 

Short-term borrowings (Note 6) 
Current portion of long-term debt 
Notes payable, trade 
Accounts payable, trade 
Notes payable, construction 
Notes and accounts payable, 
affiliated companies 

Dividends payable 
Accrued income and other taxes 
Other accounts payable and 
accrued liabilities 

Total current liabilities 

LONG-TERM DEBT (Note 6) 

LIABILITY FOR SEVERANCE INDEMNITIES 
(Note 7) 

ACCUMULATED INCOME TAX REDUCTIONS 

STOCKHOLDERS' EQUITY: 

Common stock ¥50 par value 
Authorized - 424,000,000 shares 
Issued - 215,625,000 shares 

Capital in excess of par value 
Legal reserve (Note 9) 
Retained earnings appropriated 
for special allowances 

Retained earnings (Note ~) 

COMMITMENTS AND CONTINGENT 
LIABILITIES (Note 12) 

Translation into 
In millions thousands of U.S. 

of yen dollars (Note 2) 
0 c t o b e r 3 1 

1978 1977 1978 1977 

¥132,038 
598 

79,694 
27,546 

7,024 

14,955 
2,736 

21,205 

48,687 
334,483 

2,016 

25,713 

_3,670 

10,781 
46,376 

3,419 

7,598 
182,5S2 
250:726 

¥105,288 
483 

69,619 
22,329 
5,485 

14,914 
3,264 

20,680 

48,616 
290,678 

2,489 

22,159 

3,959 

10' 7 81 
46,376 

3,248 

8,425 
161,636 
230,466 

$ 673,663 
3,051 

406,602 
140,541 
35,837 

76,301 
13,959 

108,189 

248,403 
1,706,546 

10,285 

131' 190 

18 '7 24 

55,005 
236,612 

17,444 

38,766 
931,387 

1,279,214 

$ 537,184 
2,464 

355,199 
113,923 
27,985 

76,092 
16 '653 

105,510 

248,041 
1,483,051 

12,699 

113 '056 

20,199 

55,005 
236,612 

16,57 2 

42,985 
824,673 

1,175,847 

¥616,608 ¥549,751 $3,145,959 $2,804,852 
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Sony Corporation 
(Sony Kabushiki Kaisha) 
CONSOLIDATED STATEMENT OF INCOME 
AND RETAINED EARNINGS 

In millions 
of yen 

Translation into 
thousands of U.S. 
dollars (Note 2) 

Year ended October 31 
1978 1977 1978 l'J77 

Sales and other income: 
Net sales -

Domestic ¥214,832 ¥195,303 $1,096,081 $ 996,444 
Overseas 320,085 310,721 1,633,087 1,585,3ll 

534,~17 506,024 2,72':J,l68 2,5~1,755 

lute rest and dividends 6,167 8,436 31,464 43,041 
Operating revenue and other (Note 10) _1_2 '23~ 16! 368 164,44':J U3, 510 

573,316 530,828 ~25,081 2! 708,306 

Costs and expenses: 
C0St of sales (Note ll) 372,605 328,534 l,':J01,046 1 '676' l':J4 
Selling, general and administrative 136' 130 124,3')3 6':J4,540 634,658 
Interest 8,3n 8,370 42,816 42 '704 
Other - 4,025 _5 z418 20!536 27!643 

521! 152 466!715 2 1 658,'J38 2,38l,l':J':J 

Income before income taxes 52 1 164 64! 113 266!143 327,107 

Income taxes (Note 8): 
Current , 2':J,54'::i 35,336 150,760 180.285 
Deferred arising from book-tax 

timing differences 153) ( 2, 3i•5) ( 780)( 11' ~64) 
-2'J ,396 -~~. ':J9l =-1491..~80 _1682~ 

Income from c0nsolidated operations 22,768 31,122 ll6' 163 l5.J, 7U6 

Equity in earnings of affiliated 
companies (Note 4) _2!883 -~20 14, 70':J l7,95'J 

Net income (per share: 1978 - ¥119.0 
or 6U.7t., 1977 - ¥160 . 7 or 82 . 0t) 25,651 34,642 130,872 176,745 

Retained earnings: 
B.'3lance, beginning uf per1oc 161,636 131,691 824,673 671,8':}3 
C<Jsh dividends applicable to 
earnings for the period 
(¥25.0 or l2.8t per share) 5,3':Jl)( 5,3'Jl)( 27,505)( 27,505) 

Reversal ot special allowances, 
net of estimated future 
taxes 827 l ,213 4,2l':J 6' 188 

Transfer to 1~ga 1 rest::rve __ 1_7_!)( 519) ( --~)( 2,648) 

Balance, end of period ¥ ,~~2! 552 ¥.!:_61,6~~ $_ ,~438Z. $ d24,673 



Sony Corporation 
(Sony Kabushiki Kaisha) 
CONSOLIDATED STATEMENT OF CHANGES 
IN FINANCIAL POSITION 

Financial resources were provided by: 
Net income 
Add (deduct) income charges (credits) not 
affecting working capital -

Depreciation 
Equity in earnings of affiliated 
companies 

Provision for severance indemnities, 
less payments 

Loss on disposal of fixed assets 
Deferred income taxes (long-term) 

Working capital provided by operations 
Proceeds from sale of fixed assets 
Decrease (increase) in other investments and 
advances 

Decrease (increase) in other assets 
Borrowings - Long-term 
Equity in earnings of affiliated 

companies reinvested in the business 
Total 

Financial resources were used for: 
Increase in investments in affiliates 
Addition to fixed assets 
Reduction in long-term debt 
Cash dividends 

Total 

Increase (decrease) in working capital 

Analysis of Changes in Working Capital 

Increase (decrease) in current assets: 
Cash and time deposits 
Marketable securities, bonds 
Notes and accounts receivable 
Inventories 
Prepaid expenses and income tax prepayments 

Total 

(Increase) decrease in current liabilities: 
Short-term borrowings 
Current portion of long-term debt 
Notes,accounts and dividends payable 
Accrued income and other taxes 
Other accounts payable and accrued liabilities 

Total 

Increase (decrease) in working capital 

Translation into 
In mill ions thousands of U.S. 

of yen dollars (Note 2) 
Year ended October 31 

__l2lL __l2ll_ 1978 1977 

¥25,651 ¥34,642 $130,872 $176,745 

15,703 12,859 80,117 65,607 

2,883)( 3,520)( 14,709)( 17,959) 

3,554 2, 927 18, 133 14,934 
708 671 3,613 3,423 

( ____1!!2_) ( _ _hQ2~) ( 1 4 74) ( 51398) 
42,444 46,521 216,552 237,352 

875 517 4,464 2,638 

7,186 2,933) 36,663 14,965) 
563 1,230) 2,873 6,276) 
358 324 1,826 1, 653 

~ __l_.,_lli 141 709 171959 
541309 461719 2771087 2381361 

2,372 8,588 12,102 43,816 
37,604 33,732 191,857 172,102 

831 700 4,240 3,571 
____wn ____wn 271505 271505 
461 198 481411 2351704 2461994 

¥ 81 111_ (¥ L 692) $ 411383 ($ 81633) 

¥ 9,321 (¥11,909) $ 47,556 ($ 60,760) 
21,796 ( 19,920) 111,205 ( 101,633) 

6,137 2,420 31,311 
9,081 36,885 46,331 

__i.d§.l ...1...2QQ 281475 
5L916 ~ 2641878_ 

( 26,750)( 8,683)( 136,479)( 
( 115)( 173)( 587)( 
( 16,344)( 7,285)( 83,388)( 
( 525) 14,339 ( 2,679) 
( __ 7_1)( ~) ( 362) ( 
( 431805)( 111668)( 2231495)( 

¥ 81111 (¥ 1.692) $ 411383 ($ 

12,347 
188,189 

121755 
501898 

44,301) 
882) 

37,169) 
73,158 
501337) 
591531) 

81633) 
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Sony Corporation 
(Sony Kabushiki Kaisha) 
NOTES TO FINANCIAL STATEMENTS 

L, Summary of significant accounting policies: 

The Compan y and its domestic subsidiaries maintain their records and 

prepare their financial statements in accordance with accounting principles 

generally accepted in Japan . Certain adjustments and reclassifications including 

those relating to the ta x effects of timing differences, the appropriation for 

or reversal of special allowances and the accrual of certain expenses, have been 

incorporated in the accompanying financial statements to conform with accounting 

principl es generally accepted in the United States of America. These adjustments 

were n o t recorded in the statutory books of account . 

Basis uf consolidation and 
accounting for in ves tments 
in affiliated companies -

The consolidated financial statements include the accounts of the 

pa n ' nt company and. \vi th min or except ions, those of its wholly-owned subsidiary 

compa ni es. All significant intercompany transactions and accounts are 

eliminated . Investments in 20% to SO% held companies and investments in 

unconsolidated subsidiaries are stated, with minor exceptions, at cost plus 

equity in undistributed income; net consolidated income includes the company's 

equity in the current net earnings of such companies, after elimination of 

unrealized intercompany profits . 

The excess of the cost of investments over the related net assets 

of busin esse s acquired is deferred and amortized on a straight-line basis over 

a period of five years with the exception of minor amounts which are charged 

or credited to income in the year of acquisition. 



Translation of foreign currency 
financial statements -

The accompanying financia 1 s ta temen ts, ex pres sed in yen, include 

the foreign currency accounts of consolidated subsidiaries which were translated 

into yen at appropriate year-end current rates, except that inventories, cost 

of sales, investment securities, fixed assets and related depreciation and 

balances of deferred taxes were stated at historical rates and revenue and 

other expense accounts were translated at rates which approximate the prevailing 

rates at the time of the transactions. The resulting translation gains or 

losses are credited or charged to income currently . 

Translation of assets and 
liabilities denominated in 
foreign currencies -

Foreign currency receivables and payables and bank deposits 

denominated in foreign currencies of the parent company and subsidiaries in 

Japan, primarily short-term and in U.S . dollars, are translated into yen at 

the applicable year-end current rates or the contracted rates. 

Marketable eguity securities -

Marketable equity securities included in other investments are 

stated at the lower of cost or market, in the aggregate. Cost of securities 

sold is based on the average cost of all the shares of each such security held 

at the time of sale. 

Inventories -

Inventories are vaiued at cost, not in excess of market, cost being 

determined on the "average'' basis except for the cost of finished products 

carried by certain subsidiary companies which is determined on the "first-in, 

first-out" basis. 

Property, plant and equipment 
and depreciation -

Property, plant and equipment is stated at cost. Depreciation is 

computed primarily on the declining balance method at rates based on estimated 

useful lives of the assets according to general class, type of construction 

and use . 

1 5 
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Signi f icant renewals and additions are capitalized at cost. 

Maintenance and repairs and minor renewals and betterments are charged to 

income . In the case of retirement or other disposition, the difference 

between the cost of the assets, less accumulated depreciation, and salvage 

or sales proceeds is charged or credited to income . 

Liability for severance indemnities 

Employees of the parent company and subsidiaries in Japan severing 

their connection with the company are entitled, under most circumstances, to 

lump-sum indemnities based on current rate of pay and length of service. With 

few exceptions, the minimum payment is an amount based on voluntary retirement. 

Income tax regulations permit a deduction, generally speaking, equal to only 

50/o of the periodic accrual for such minimum payments plus actual payments in 

excess of the allowed provision . In many cases, employees receive significant 

additional benefits because of conditions such as involuntary retirement . 

The annual provision for employees' severance indemnities is 

su f ficient to state the liability account at the amount which would be required 

if all employees involuntarily retired at the end of such period . 

With respect to directors, the company provides for lump-sum 

severance indemnities on a basis which is similar to that used for employees . 

While the compan y has no legal obligation, it is a customary practice in Japan 

to make lump-sum pa yments to a director upon retirement . In the opinion of 

management, the annual provision is being made on a reasonable basis and is 

adequate to make such future payments as may be approved by the stockholders. 

Some of the company's domestic and foreign subsidiaries have 

pension plans covering substantially all of their employees . These plans are 

insignificant to consolidated operations. 

Income taxes and retained earnings 
appropriated for special allowances 

The company provides deferred income taxes for timing differences 

between financial and tax reporting, principally related to accrued severance 

indemnities and certain other expenses. 



The company is permitted to deduct for income tax purposes, if 

recorded on the books, certain special allowances which are not required for 

financial accounting purposes. Since the effect of the special allowances is 

a deferral of income taxes, the company provides (as "Accumulated income tax 

reductions") an amount equivalent to the current tax reduction resulting from 

the deduction of the special allowances. As the special allowances must be 

recorded in the books of account in full, the remaining portion of such 

allowances is set forth in the accompanying financial statements as 

appropriations of retained earnings for special allowances. 

Net income and cash dividends 
per share -

The computation of net income and cash dividends per share is 

based on the average number of shares outstanding each year, appropriately 

adjusted for the free distribution of common stock . 

Distributions of common stock -

On occasion, the company makes a free distribution of common stock 

which is accounted for by a transfer of the applicable par value from capital 

in excess of par to the common stock account . The capitalization of capital 

in excess of par, and the concurrent issue of shares, is made in accordance 

with the provisions of the Commercial Code of Japan, and such action is 

approved by the Board of Directors . In Japan, a gratis distribution, as 

described above, is clearly distinguished from a "stock d i vidend", paid out 

of profits, which, under the Commercia 1 Code, must be approved by the 

stockholders. 

Capital stock offering expenses -

Although capital stock offering expenses are customa r ily treated as 

a reduction of proceeds from the sale of stock, Japanese ta x r egulations 

permit a deduction for such expenses provided the y are charged to income on 

the books . Accordingly, such expenses are charged directl y to retained 

earnings, net of the resulting reduction in income taxes . 
17 
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2 . U. S. dollar amounts: 

U. S . dollar amounts are included solely for convenience . These 

translations should not be construed as representations that the yen amounts 

actuall y represent, or have been or could be converted into, U. S. dollars . 

As the amounts shown in U. S . dollars are for convenience only, the rate of 

¥196 = US$1, the a pproximate current rate at December 13, 1978, has been used 

for th e purpose of presentation of the U. S . dollar amounts in the accompanying 

financial statements . 

J. Inv entori es: 

Inventori es c ompri s e th e f o llowing : 

Fin i sh ed products 
Wor k in pr ocess 
Raw materials and purchased 

components 

4 . Inv estments in and transactions 
with a f f iliat ed c ompani e s: 

Ye n in 
millions -----------------

Dollars in 
thousands 

October 31 
19 7 8 19 77 19 78 1977 ---- ------- ----

¥ 12 2 '567 ¥118 , 483 $625,342 $604 ~ 505 
28,803 26' 169 146,954 133,516 

24,532 221169 !25~ 113 1 107 

¥ 1 7 5 90 2 
==.1.-= ¥~66 , 8~,1 $897 ,4 59 $851,1 28 

Summa ri ze d f inanci a 1 in forma ti on for unconsolidated subsid i aries 

and oth e r af filiat e d compani e s accounted for by the equit y method for the years 

ended October 31, 1978 and 1977 follmvs: 

Unconsolidated subsidiaries: 

Current assets 
Propert y , plant and equipment 
Other assets 

Total ass e ts 

Current liabilities 
Long-term liabilities 
Stockholders' equit y 

Total liabilities and 
stockhold e rs' equit y 

Ne t sales 

Net inc ome 

Number of companies 

Yen in 
millions 

1978 1977 

¥49,513 ¥41,364 
10' 158 8' 138 
~ ~ 

¥651697 ¥55 ,4.Z,§. 

¥46,818 ¥39,517 
11,083 9,193 

~ ~ 

¥65,697 ¥2,h476 

¥1201327 ¥1051474 

¥872 ¥21228 

31 24 

Dollars in 
thousands 

1978 1977 

$252,617 $211,041 
51,82 7 41,520 

-~0,745 301480 

$335 2189 $2831041 

$238 , 868 $201,617 
56 1 546 46,903 
39 I 77 5 341521 

$3351189 $2831041 

$6132 913 $5381133 

$4,449 $111367 



Other affiliated comeanies: 

Current assets ¥67,701 ¥66,843 $345,413 $341,036 
Property, plant and equipment 13,540 11,768 69,081 60,041 
Other assets ~ ~ 4 7 z 12 3 401714 

Total assets ¥901477 ¥86 1591 $4611617 $44117 91 

Current liabilities ¥52,038 ¥52,357 $265,500 $267,128 
Long-term liabilities 8,025 8,628 40,944 44,020 
Stockholders' equit y 30 1414 251606 155~ 1301643 

Tot a 1 liabilities and 
stockholders' equity ¥901477 ¥861591 $4611617 $44117 91 

Net sales ¥2351858 ¥2401846 $112031357 $112281806 

Net income 

Number of companies 31 36 

Of the companies included on the equity basis, the stock of an 

unconsolidated subsidiary company carried at equit y of ¥2,232 million ($11,388 

thousand) and ¥2,602 million ($13,276 thousand) at October 31, 1978 and 1977, 

respectively, was quoted on the market at an aggregate value of ¥7,970 million 

($40,663 thousand) a nd ¥9,300 million ($47 , 449 thousand), respectivel y , at 

those dates 

During the year ended October 31, 1978, purchase s from and sales to 

unconsolidated subsidiari e s and other affiliated companie s accounted for on 

the equity basis were ¥45,646 million - $232,888 thousand i¥31,920 million

$162,857 thousand in 1977) and ¥146,509 million- $747,495 thousand (¥154,474 

million- $788,132 thousand in 1977), respectivel y 

5 . Marketable eguity securities: 

The cost and market value of marketable equit y securities included 

in other investments (non-current) at October 31, 1978 and 1977 are given 

below: 

Cost (carrying value) 

Yen in 
millions 

1978 1977 --- ---

Dollars in 
thousands 

1978 1977 

Market ¥26,421 ¥161210 $1341801 $821704 

At October 31, 1978, gross unrealized gains pertaining to marketable 

equity securities (non-current) were ¥19,823 million ($101,138 thousand). Net 

realized gains on marketable equity securities for the year ended October 31, 

1978 were ¥57 million - -$291 thousand (nil in 1977) . 19 
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6. Short-term borrowings and long-term debt: 

Short-term borrowings of ¥132,038 million ($673,663 thousand) at 

October 31, 1978 are generally represented by short-term notes, commercial 

papers and acceptances payable, at sight or 30 to 180 days, bearing interest 

at 3.7% to 10.9% per annum. 

Short-term notes payable of ¥400 million ($2 ,041 thousand) are 

secured by a pledge of notes receivable aggregating ¥227 million ($1,158 

thousand). Short-term notes are generally issued to banks in Japan under 

written basic agreements which provide, with respect to all present or future 

loans with such banks, that collateral (including sums on deposit with such 

banks) or guarantors will be furnished upon the bank's request and that any 

collateral furnished, pursuant to such agreements or otherwise, will be 

applicable to all indebtedness to such banks. Short-term notes issued under 

such agre ements totaled ¥49,910 million ($254,643 thousand) at October 31, 

1978 . 

Long-term debt, representing obligations principally to banks and 

insurance companies, comprises the following: 

Loans, due 1979 to 1995 with interest 
ranging from 7 . 1% to 9.2% per annum: 

Secured by property, plant and equipment 
Unsecured 

Less - Portion due within one year 

Long-term lease obligation 
Guarantee deposits received 

October 31, 1978 
Yen in 

millions 

¥ 6 
1,441 
___22Jl) 

849 
387 
~ 

Dollars in 
thousands 

$ 30 
7,352 
~) 
4,331 
1,974 

__h2!!Q 

Certain of the unsecured long-term loan agreements contain provisions 

which permit the lenders to require collateral or guarantors for such loans. 

A U. S . subsidiary of the company has entered into a series of lease 

agreements with the Industrial Development Board of the City of Dothan, 

Alabama (the "Board") to lease a magnetic tape manufacturing plant which is 

being constructed in stages by the Board and financed by the sale of the 

Board's revenue bonds . Of the total cost of constructing the plant, ¥387 

million ($1,974 thousand) has been funded by long-term revenue bonds bearing 

interest at 6.625i: maturing in 1985, issued by the Board in a public sale. 



Lease payments by the subsidiary are sufficient to repay construction funds 

and related interest over the initial term of the lease and accordingly the 

transactions are being accounted for as though the facilities were constructed 

and owned by the subsidiary. 

The aggregate annual maturities of long-term debt during the next 

five years are as follows: 

Year ending Yen in Dollars in 
October 31 millions thousands 

1979 ¥598 $3,051 
1980 467 2,383 
1981 187 954 
1982 48 245 
1983 48 245 

Although the maintenance of of ficia 1 compensating balances in 

respect of bank loans and other credit arrangements are contrary to public 

policy in Japan, it is quite common for a company to maintain time deposits 

with banks with which it has various credit arrangements. The company has 

time deposits (included in current assets and other investments) at October 

31, 1978 of ¥38,335 million ($195t587 thousand), a substantial portion of 

which is with such banks. 

7. Liability for severance indemnities 
and pension plan: 

The charges to income for severance indemnities and pension plans 

were ¥5,301 million ($27,046 thousand) and ¥5,353 million ($27,311 thousand) 

for the years ended October 31, 1978 and 1977, respectively . 

8. Income taxes: 

The company is subject to a number of different income taxes which, 

in the aggregate, indicate a normal effective tax rate of approximately 54%. 

However, there is a reduction in the rate applicable to earnings of the period 

which are appropriated for dividends and a special tax credit applicable to an 

increase in research and experimental expenses. There is no tax on dividend 

income from Japanese companies and, on the other hand, there is a limit on 

deductions of a certain nature. These factors, together with different tax 

rates in effect with respect to foreign subsidiaries, combine to distort the 

ordinary relationship between income tax expense and pretax accounting income . 

21 



9 . Legal reserve and retained earnings: 

The only changes in the legal reserve for the years ended October 

31, 1978 and 1977 were the appropriations required under the Commercial Code 

of Japan. No further appropriation (presently a minimum of 10/'o of cash 

dividends paid) is required when the legal reserve equals 25% of capital. 

The appropriations of retained earnings for the year ended October 

31, 1978, as incorporated in the accompanying financial statements, include 

intterim cash dividends of ¥2,695 million ($13, 750 thousand), which were paid 

in July 1978 based on the resolution of the Board of Directors in accordance 

with the Commercial Code. The remainder of the appropriations, which have 

been incorporated in the accompanying financial statements, will be proposed 

for approval at the general stockholders' meeting to be held on January 30, 

1979 and will be recorded in the statutory books of account after stockholders' 

approval, in accordance with the Commercial Code. 

Of the retained earnings of ¥182,552 million ($931,387 thousand) at 

October 31, 1978, ¥15,987 million ($81,566 thousand) will be proposed to the 

stockholders to be set aside as general reserves, in addition to ¥125,913 

million ($642,413 thousand) set aside in prior years. 

10. Foreign curi~ncy exchange gains: 

The foreign currency exchange gains included under "Operating 

revenue and other income'' for the years ended October 31, 1978 and 1977 were 

¥21,616 million ($110,286 thousand) and ¥7,758 million ($39,582 thousand), 

respectively. 

11. Research and development expenses: 

Research and development expenses charged to cost of sales for the 

years ended October 31, 1978 and 1977 were ¥31,221 million ($159,290 thousand) 

and ¥25,513 million ($130,168 thousand), respectively. 

12. Cornrni tments and contingent liabilities: 

Commitments outstanding at October 31, 1978 for the purchase of 

property, plant and equipment approximated ¥8,203 million ($41,852 thousand). 

Rent a 1 expenses, principally for office space, warehouses and 

employees' residential facilities, for the years ended October 31, 1978 and 

1977, totaled ¥6,301 million ($32,148 thousand) and ¥5,710 million ($29,133 

thousand), respectively. Such rentals relate principally to cancellable leases 

22 which are renewable upon expiration. 



The minimum rental commitments under leases having initial or 

remaining noncancellable lease terms in excess of one year (including 

noncapitalized leases) at October 31, 1978 are as follows: 

Year ending 
October 31 

1979 
1980 
1981 
1982 
1983 
Thereafter 

Yen in 
millions 

¥ 1,676 
1,486 
1,155 
1,084 

944 
10,553 

Dollars in 
thousands 

$ 8,551 
7,582 
5,893 
5' 531 
4,816 

53,841 

$86,214 

If leases existing at December 31, 1976 which ~eet the criteria 

of Statement of Financial Accounting Standards No.l3 for classification as 

capital leases had been retroactively capitalized in accordance with the 

provisions of that Statement, the following amount of property and equipment 

and liabilities would have been included in the balance sheets at October 31, 

1978 and 1977: 

Leased property under capital 
leases, less accumulated 
amortization 

Obligations under capital leases: 
Current 
Non-current 

Yen in 
millions 

¥ 119 
1,880 

¥ 118 
2,236 

Dollars in 
thousands 

$ 607 
~ 

$ 602 
11,408 

The impact of such capital leas e s on net income, including the effect of 

translation on related capital lease obligations, was not significant for the 

years ended October 31, 1978 and 1977. 

Contingent liabilities at October 31, 1978 for notes discounted and 

guarantees given in the ordinary course of business amounted to approximately 

¥18,042 million ($92,051 thousand), including ¥5,654 million ($28,847 thousand) 

for loans guaranteed on behalf of unconsolidated subsidiaries and other 

affiliated companies. 

The company or its subsidiaries are defendants in several pending 

lawsuits involving significant amounts. Based upon the information currently 

available to both the company and its legal counsel, management has determined 

that no provision for liability with respect to any of the lawsuits is required. 
23 



24 

13. Quarterly financial information (unaudite~: 

Summarized quarterly financial information for the years ended 

October 31, 1978 and 1977 is as follows: 

Net sales: 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

Gross profit: 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

Ne t income: 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

Yen in 
millions 

1978 1977 

¥136,027 ¥127,907 
119,231 118' 112 
135,420 122,657 
1441239 1371348 

¥5341917 ¥5061024 

¥ 43,862 ¥ 49,794 
36,612 43,850 
40,176 42,423 
~g 411423 

¥1621312 ¥1771490 

¥ 5,480 ¥10,870 
6, 702 9,829 
9, 60/f 7,824 
~ ~ 

¥251651 ¥341642 

Dollars in 
thousands 

1978 1977 

$ 694,015 
608,321 
690,918 
7351914 

----
$ 652,587 

602,612 
62 5 '801 
7001755 

$21729116~ $2,581,755 

$223,786 
186,796 
204,979 
212 I 561 

$8281122 

$ 27,959 
34' 194 
49,000 
19,719 

$1~ 

$2 54' 0 51 
223,724 
216,444 
211,342 

$9051561 

$ 55,459 
50,148 
39,919 
31,219 

$1761745 

Yen U.S. dollars 
1978 1977 

Earnings per share: 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

1978 

¥ 25 .4 
31.1 
44 . 5 
18- . 0 

¥119 . 0 

1977 

¥ 50 .4 
45.6 
36 . 3 
28 . 4 

¥160 0 7 

12. 9r/. 
15.9 
22 . 7 

9.2 

2 5 . 7¢ 
23 , 3 
18 . 5 
14 " 5 

The amounts in dollars differ from those reported in the quarterly 

reports issued during the year because of the difference in exchange rates 

used . 

14. Current replacement cost (unaudited): 

In recent years production costs have increased as a result of 

inflation. However, the company has been able to counteract some of the effects 

of inflation through increased productivity, emphasis on cost and expense 

controls and selective price increases. 



Replacing items of plant and equipment with assets having equivalent 

productive capacity has usually required a greater capital investment than 

was required to purchase the assets which are being replaced. The additional 

capital investment principally reflects the cumulative impact of inflation on 

the long-lived nature of these assets. 

The company's annual report on Form 20-K will contain specific 

information with respect to replacement cost of inventories and productive 

capacity (generally buildings, and machinery and equipmt~nt) at October 31, 

1978 and 1977 and the approximate effect which replacement cost would have 

had on the computation of cost of goods sold and deprecintion expense for 

the years then ended. 

OPINION OF INDEPENDENT ACCOUNTANTS 

PmcE WATERHousE & Go. 

To the Stockholders and Board of Directors of 
Sony Corporation (Sony Kabushiki Kaisha) 

AOYAMA BUILDING, 2-3, KITA-AOYAMA 1-CHOME 
MINATO-KU , TOKYO 

December 15, 1978 

We have examined the consolidated balance sheets of Sony Corporation 
(Sony Kabushiki Kaisha) and its consolidated subsidiaries as of October 31, 1978 
and 1977, and the related consolidated statements of income and retained earnings 
and of changes in financia 1 posi tior.. for the years then ended, expressed in 
yen. Our examinations were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 

The Company has not presented segment information for the year ended 
October 31, 1978. In our opinion, the presentation of segment information 
concerning the Company 1 s foreign operations and export sales is required by 
accounting principles generally accepted in the United States of America for a 
complete presentation of the consolidated financial statements. 

In our opinion, except for the omission of segment information as 
discussed in the preceding paragraph, the consolidated financial statements 
examined by us, expressed in yen, present fairly the financial position of Sony 
Corporation (Sony Kabushiki Kaisha) and its consolidated subsidiaries at October 
31, 1978 and 1977, and the results of their operations and the changes in their 
financial position for the years then ended, in conformity with accounting prin
ciples generally accepted in the United States of America consistently applied. 
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