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CORPORATE PROFILE

The Canon Group is a leading manufacturer of cameras, business
machines and optical products, employing approximately 80,000 people
around the world. The year 1998 marked the third year in Phase One of
the Excellent Global Corporation Plan, a management strategy designed to
propel Canon into the 21st century as a truly global company with strong
management foundations and high technological competitiveness. In R&D,
we are fostering know-how in the multimedia and devices/materials fields
to create comprehensive systems and business solutions, or “Canon-style
multimedia.”

Throughout our activities, we are guided by the corporate
philosophy of kyosei—living and working together for the common good.
We take the environment into consideration from the design phase
through the end of product life, and is active in a variety of environmental
protection programs. Furthermore, we actively support events and
organizations related to culture, the arts and sports.

ABOUT THE COVER

Digital is the direction in which offices are evolving,
as users demand devices with multiple functions
and ease of operation. As a leader in the
development of business solutions around the
world, Canon provides the best in hardware,
software and network-related equipment.
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FINANCIAL HIGHLIGHTS

Millions of yen

(except per share amounts)

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

1998 1997 1998
Net sales ¥2,826,269 2,761,025 $24,364,388
Net income 109,569 118813 944,560
Net income per share:
Basic 126.10  137.73 1.09
Diluted 12393 13460 1.07
Total assets 2,720,597 2,861,927 23,453,422
Stockholders’ equity 1,148,078 1,099,010 9,897,224
Notes:
1. US. dollar amounts in this Annual Report, solely for the convenience of the reader, are
translated from yen at the rate of ¥116=U.S.$1, the approximate exchange rate on the
Tokyo Foreign Exchange Market as of December 30, 1998.
2. Canon has not applied Statement of Financial Accounting Standards No. 115 in
accounting for certain investments in debt and equity securities.
Consolidated net sales Consolidated net income Net income per share
(Millions of yen) (Millions of yen) (Yen)
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TO OUR SHAREHOLDERS

During 1998, the world’'s major economic markets continued to display widely varying prospects. In the
United States and Europe, markets continued to grow, though toward the end of the year there were
some signs that expansion may be slowing, being affected somewhat by difficulties in Russia and South
America. In Asia, markets remained severe, owing to continuing financial crises. In Japan, the market also
continued to stagnate, with weak consumer spending, falling corporate profitability and concerns over
banking system stability leading to harsh conditions.

Despite this generally difficult situation, Canon managed to achieve record consolidated sales for the
fifth consecutive year. Net sales amounted to ¥2,826.3 billion (US$24,364 million), up 2.4%. Income
before income taxes increased to ¥239.5 billion (US$2,065 million), an increase of 2.0%, while net
income fell to ¥109.6 billion (US$945 million), a decrease of 7.8%, primarily because of the effect of a
change in the Japanese tax rate.

Results by Product Group In business machines, new technologies, such as digital and color
technologies, continued to be our main areas of success. In copying machines, digital and color machines
achieved favorable growth with increased demand, while for conventional technologies, such as analog
and black-and-white copying machines, demand is beginning to slow down. In computer peripherals, laser
beam printers improved significantly from the previous year, with facsimile machines also performing well.
As with most business areas, the U.S. and European markets performed well, while in Asia and Japan sales
continued to lag. Overall, business machines posted sales of ¥2,358.2 hillion (US$20,329 million), up
2.5% over the previous year.

Continuing the upward trend of previous years, the Camera Group again increased sales, thanks
mostly to demand for Advanced Photo System (APS) cameras and digital video camcorders. Cameras in
total posted an increase in revenue of 8.0%, to ¥267.6 billion (US$2,307 million). Again, the introduction
of new technologies was largely responsible for our improved results.

Sales of optical and other products were ¥200.4 billion (US$1,728 million), down 6.0%, almost
entirely because of the depressed semiconductor market. The market situation led to decreased capital
expenditure by semiconductor manufacturers.

Consolidated Net Income  While our continued efforts to increase sales of high-value-added products
are producing favorable results, profitability has been mixed. Operating profit decreased 4.8% mainly
because of the trend toward falling prices, lower profitability in our stepper operations following a slump in
demand, and difficulties in Asia and Japan, which led to a decrease in sales. Though cost reduction and other
programs were successful, they were insufficient to compensate for the sales downturn. Income before
income taxes increased 2.0%, mostly owing to reduced losses on foreign exchange, but net income
decreased 7.8%, primarily because of a reduction in deferred tax assets from the change in the tax rate in
Japan. In total, consolidated net income for the year was ¥109.6 billion (US$945 million). As a result, net
income per common share was ¥126.1 (US$1.09). Annual dividends per share remained the same as in
the previous year at ¥17.00 (US$0.15) per share.



Toward Management Reformation The year 1998
marked the midpoint in Phase One of Canon’s Excellent
Global Corporation Plan, which is scheduled to conclude
in the year 2000. To conclude this plan successfully, and
embark upon the new century a stronger and more
flexible group of companies, we took several significant
steps toward comprehensive management reformation
throughout our operations.

A Management Reformation Committee was
established in April 1998 with the slogan “Speed &
Quiality.” The objective of this committee is to reevaluate
all of our business processes, from research,
development and production to logistics and sales, and
thereby double our results and efficiency while cutting
time and losses in half. To achieve these goals by the
close of the year 2000, six specialized subcommittees
also started full-scale activities in 1998. Fujio Mitarai

We have already seen some promising early
results of efforts in this area. In 1998, for example, approximately 110,000 m? of space were made
available in production facilities. As a result, in the future this space can be used to increase capacity, which
means we can look forward to a significant reduction in capital investment.

The scope of management reformation extends to activities throughout the worldwide Canon
Group. In each company of the Group, we have actively worked to evaluate our consolidated results and
permeate the concept of Group management. Developments in 1998 included the elevation of Canon
Electronics Inc. to the First Section of the Tokyo Stock Exchange, and the listing of Canon Aptex Inc. on the
Exchange’s Second Section.

1999 Outlook and Policy Issues  The global economy will continue to be turbulent in 1999, and the
year will be one of radical change. Possibilities exist such as a new government in Russia and devaluation
of the yuan by the People’s Republic of China (PRC). Economic restructuring in Brazil, and economic
incentive measures and the results of financial reform in Japan, will also affect the economic situation.

Our mission in this environment—and in the fourth year of Phase One of the Excellent Global
Corporation Plan—is to make the core of our corporate reformation activities strong and effective. Thus,
the Canon Group will address the following policy issues.



TO OUR SHAREHOLDERS

The primary issue is how we can not only maintain but also actually increase the profitability of our
current businesses. First, as the major precondition of stable management, | would like to see us pay the
utmost attention to product quality, realizing the smooth development of all new products. We will also
strategically reinforce our marketing capabilities.

An issue of great importance is establishing what we call “Canon-style multimedia.” In our
R&D activities, we will focus on specific themes, such as network-compatible products and the digital
photography field. We will improve development speed, selecting R&D projects that offer the prospect of
considerable returns and increased competitiveness, then apply sufficient resources to quickly and
successfully complete them. To effectively utilize our R&D resources and improve product development
speed, we will pursue alliances with appropriate companies in the appropriate areas. In efforts to maintain
the distinctiveness of our multimedia products and ensure that our technologies are always ahead of the
competition, we will continue to develop our device and materials businesses.

In environmental activities, our goal is to create a comprehensive product recycling system, in which
our product development, manufacturing and sales companies work as a single unit from product retrieval
through parts and materials recycling and product remanufacturing.

Looking Toward a New Century In globalization activities in the Canon Group, the 21st century
will see fully functioning headquarters in the Americas and Europe, as well as in Japan. Each of these
companies will maintain R&D, production and marketing capabilities and each will add new value to the
Canon Group through innovative approaches to our businesses. Further, our plan is to launch a worldwide
headquarters that will coordinate our global activities, ensuring the healthy growth of the Canon Group.
When we have established this kind of organization, then | believe we will have built the foundations for
Canon to compete with other global companies in the future.

We have made significant steps toward achieving the goals of the Excellent Global Corporation Plan.
As we push ahead in the year to come, | would like to ask for the continuing support of our shareholders.

7%%/%:\_,

Fujio Mitarai
President and C.E.O.
Canon Inc.



CANON IN 1998

Canon is placing increasing
emphasis on its device and
materials businesses. For
example, our ELTRAN technology
made possible the development
of silicon-on-insulator (SOI)
wafers, which have high
potential in the production of
semiconductors.



GLOBALIZATION  Canon is active in programs and
strategies to further globalize its operations and advance
its integrated solutions business.

In Asian software activities, we acquired a majority
stake of Tokyo Denshi Sekei Inc., a Japanese venture
company, in January. This company provides printer-
related technologies in the fields of networks, controllers,
drivers and page definition languages. The acquisition
gave us control of Topmax Philippines, Inc., a subsidiary
that develops electronic components and software.

We established a new joint venture for software
development in the PRC in April. Beijing PeCan
Information System Co., Ltd., is a collaboration between
Canon and Beijing Founder Electronics Co., Ltd. It has
succeeded a joint venture started in 1988 with a 10-
year contract to market Canon laser beam printers and
develop Canon software.

In October, we announced plans to launch a
software development subsidiary in India by the summer
of 1999. This company will focus on developing
documentation-management software, for example, for
the transfer and filing of scanned image data.

Canon Australia Pty. Ltd. entered the professional
services business by creating the Canon IS (integrated
solutions) Division early in the year. Canon IS concen-
trates on developing business solutions for the office
and multimedia markets, in particular, the emerging
Australian market for videoconferencing systems.

Canon Business Machines, Inc. (CBM), of the
United States became the first Canon Group company

Beijing PeCan Information
System Co., Ltd.

Canon Business Machines de
Mexico S.A. de C.V.

outside of Japan to develop a Bubble Jet printer and
handle all production for worldwide shipments. The new
printer—the BJC-5000—is being manufactured at CBM’s
subsidiary in Mexico.

Affiliated Business Solutions, Inc., a subsidiary of
Canon U.SAA, Inc., acquired Sintaks Unlimited B.I.S., Inc.,
a systems integration vendor. As a result, Canon gained
access to vital expertise in the area of systems and
network integration. Canon Inc. and Canon U.S.A. also
forged a business and technological partnership with
Pitney Bowes Inc., a provider of mailing systems and
message-management solutions. The alliance involves
technology exchanges and allows Pitney Bowes to
incorporate Bubble Jet technologies in its high-speed
mailing systems. Canon U.S.A’'s South American
operations were boosted by the purchase of Konex S.A,
a major distributor of office imaging systems in Argentina.
The company was renamed Canon Argentina, S.A.

Activities in Europe included the October opening
by Canon Europa N.V., located in the Netherlands, of
Canon’s first directly managed representative office in
the Middle East. Established in Dubai, the United Arab
Emirates, Canon Middle East B.V. will provide sales and
service support to Canon distributors in the region.

Bruhn A/S, a distributor in Denmark for the past 30
years, joined the Canon Group as a wholly owned
subsidiary of Canon Europa. This addition to the Group
is expected to provide mutual benefits to Bruhn and
Canon Europa.

; S e T P LR
Canon Latin America, Inc. Office
in Miami



Canon Middle East B.V.,
located in Dubai, the United
Arab Emirates, was established
in 1998 to offer sales and
service support to Canon
distributors in the region.

CANON IN 1998




The Canon CXDI-11 X-Ray Digital
Camera offers excellent
potential as a digital imaging
solution for medical institutions.
The CXDI-11 can also be used to
send X-ray images over
computer networks.




TECHNOLOGY  Establishing Canon-style multimedia
in the marketplace is one of our primary technological
objectives. In this area, we are developing distinctive
network-related software technologies based on imaging
and other fields in which we hold a leading edge in the
industry. These activities include forming strategic
alliances with leading companies in a variety of fields
worldwide.

Canon is also committed to establishing itself
in the materials and electronic devices businesses.
Strength in these fields is key to our maintaining
technological leadership in our core businesses.

We achieved a variety of successes in our device
development in 1998.

The CMOS sensor for high-sensitivity scanning and
image processing represents Canon’s newest generation
of highly precise sensors. The device is more compact
than conventional devices and makes possible an
extremely wide autofocus angle. Further, its low power
consumption allows the development of ultracompact
cameras that can be used for as long as a year on
a single battery.

In September, we introduced the EOS-3 SLR
camera, the first commercial application of the CMOS
sensor. In this camera, the sensor allows line-of-sight
input from 45 range points, the largest autofocus
coverage in the industry. The CMOS sensor is also being
used in the compact and lightweight high-precision color
contact image sensor.

CMOS sensor SOl wafer

CANON IN 1998

Another important device breakthrough is the
LANMIT wide-area sensor, which uses phosphor to
convert X-rays into light. The LANMIT sensor measures
430 mm X 430 mm (17 in X 17 in) and produces
precise, high-resolution X-ray images in 4,096 gray-scale.

The LANMIT sensor was applied in Canon’s most
recent medical imaging product—the CXDI-11 X-Ray
Digital Camera. The CXDI-11 recently received marketing
approval from the governments of the United States,
Japan and Europe. Because the camera uses digital
technology, images taken with it can be viewed on-
screen. Images can also be transmitted via computer
networks. We are currently developing specialized
image-transmission software at Canon Research Center
America, Inc.

Canon is nearing commercialization of its silicon-
on-insulator (SOI) wafers, which have the potential to
speed up processing on large-scale integrated circuits
(LSIs) while reducing energy consumption. Development
of the flat-panel Surface-conduction Electron-emitter
Display, or SED, continued during the year. When this
technology is perfected, it will make possible wall-
hanging television screens in the 60-inch class.

SED



ENVIRONMENT AND CITIZENSHIP  In the spirit of
Canon'’s philosophy of kyosei —living and working
together for the common good—the Canon Group
stresses environmental protection both in its daily
operations and through support activities.

In September 1998, we announced plans to
expand our copying machine remanufacturing activities
to the Japanese market. Canon has long been known
for its efforts to remanufacture copying machines. We
commenced these operations at Canon Virginia, Inc., in
the United States in 1992 and, the following year, at
Canon Manufacturing UK. Ltd., a dedicated plant in
Scotland. With the full-scale commencement of these
activities in Japan, we are confident that we will be able
to offer remanufactured copying machines to customers
around the world in the future.

The Canon Group’s corporate citizenship activities
include our continuing sponsorship of the ARTLAB digital
media arts laboratory in Tokyo. Canon supplies hardware,
software and technical support to the laboratory, which
held several innovative exhibitions in 1998.

Our activities in the United States centered on the
Clean Earth Campaign of Canon U.S.A., under which
more than 25 million toner cartridges have been
recycled since 1990. In addition, our U.S. subsidiary
supports the Expedition into the Parks program by
providing funds and equipment for critical conservation
needs in U.S. national parks. During 1998, Canon

Copying machine remanufacturing
in Japan

ARTLAB special exhibition: “LOVERS”
by Teiji Furuhashi

camera equipment was used to measure the effects

of both humans and nature on precious historical
resources in the Nez Perce National Historic Park, an
area spanning four northwestern states. The company
also supports The Nature Conservancy’s Wings of the
Americas program. With Canon’s assistance, this
program protects birds that migrate throughout the
Americas by identifying and preserving the habitats they
need to survive.

In Europe, the Worldwide Fund for Nature (WWF),
also known in the United States as the World Wildlife
Fund, acknowledged our environmental efforts by
accepting Canon Europa as its first Conservation Partner
in June 1998. The WWF is the world’s foremost
environmental organization, with nearly five million
supporters globally. Status as a Conservation Partner is
reserved for sponsors who contribute to the WWF's
mission of protecting wildlife. During the initial three-year
term of Canon Europa’s sponsorship as a Conservation
Partner, the company will extend both technological and
financial support for the activities of the WWF. Specific
projects include a program to digitize the WWF Photo
Library to create a digital image record of its activities.
The archive has been renamed the WWF—Canon
Photolibrary in light of this support.

From environmental protection to cultural support,
Canon is devoted to the spirit of kyosei.

The Wings of the Americas Program
protects bird habitats.



CANON IN 1998

In June 1998, Canon Europa
became the first Conservation
Partner of the Worldwide Fund
for Nature (WWF), which is
known in the United States as
the World Wildlife Fund. We are
now assisting the WWF in digi-
tizing its Photo Library, an out-
standing record of conservation
photographs that can be used
for public relations activities.




PRODUCT GROUP SUMMARY

Sales results

(Millions of yen) Share of

consolidated
sales

896,641

899,205

BUSINESS MACHINES 317%
Copying Machines
Full-color copying machines
Office copying machines
Personal copying machines
Consumables, etc.

818,909

BUSINESS MACHINES
Computer Peripherals
Laser beam printers
Bubble Jet printers
Digital cameras

Image scanners
Consumables, etc.

37.7%

748,875

709,037
964,808
1,064,304

s

878,170

BUSINESS MACHINES 14.0%
Business Systems

Facsimile machines

Word processors

Micrographics

Personal information equipment, etc.

702,452

>

582,838

CAMERAS 9.5%
Single-lens reflex (SLR) cameras
Compact cameras

Camcorders

Lenses, etc.

368,841
440,532
436,053
397,272

347,196

OPTICAL PRODUCTS 46%
Semiconductor production

equipment -
Medical equipment B
Broadcasting equipment S

213,760
247,766
267,636

164,603

4,306
152,737

130,964

wn
OTHER PRODUCTS = e

| 38409 | 43011 | 52550 60456

94 95 96 97 98



O verview

Poducts and Technology \_ ooking Ahead

Expanded color document
usage in offices expands
market for color laser copying
machines

Print-on-demand market grows
Rapid monochrome copying
market transition to digital
machines

PIXEL L sells well following
launch in Japan

High-speed CLC2400
(CLC1000S in Europe and
other regions) for printing-on-
demand released

Digital monochrome copying
machine lineup enhanced

Introduce color laser copying
machines based on PIXEL L
technologies overseas
Commercialize new printing-
on-demand solutions to
expand market awareness
of Canon brand

Emphasize marketing of new
digital monochrome copying
machines

See page 14

CLC900

Laser beam printer and color
laser copying markets begin to
merge

Ink jet printing market expands
further

Compact, low-cost, high-quality
digital cameras spur market
growth

Color laser beam printer
developed based on color
laser copying technology

New products herald the final
stage of Canon’s
PhotoRealism™ concept
Compact and high-end models
strengthen digital camera
lineup

Further mix printing and
copying, and reduce laser
beam printer running costs
Continue enhancing Bubble Jet
printer output quality and
speed

Offer digital cameras with
distinctive image quality and
high data transfer speeds

See page 18

BJC-50
Stand-alone and multifunction New MFPs introduced Raise market share and move See page 24
peripherals (MFPs) businesses worldwide part of facsimile machine
expanded First Handy Terminal with production to Canon Hi-Tech
Demand for Handy Terminals browser and PIM functions (Thailand) Ltd. -7
up slightly despite weak launched Strengthen Handy Terminals as \
Japanese economy Document scanner with networking tools A 1L.-----'_'_"":ul
Active release of new built-in CD-Recordable (CD-R) Establish document scanner A '(T;_-r: o
document scanner products drive introduced series by offering new products DR
MultiPASS C5500
See page 26

SLR market size unchanged
Demand for compact cameras
grows

New digital camcorders bring
Canon lineup to four models

Autofocus (AF) power
enhanced with new EOS-3
Powerful new Advanced Photo
System camera introduced
New digital camcorders highly
evaluated in marketplace

Maintain top share of SLR
market

Further expand Advanced
Photo System camera lineup
Increase camcorder market
share by strengthening digital
product lineup

EOS-3

Semiconductor production
equipment developed with
high-precision patterning of
less than 0.18 micron
Diffusion of digital imaging
equipment continues

Record sales from broadcasting
lens operations

Krypton fluoride excimer-laser
stepper commercialized
Canon CXDI-11 X-Ray Digital
Camera released

Strong sales of new

J21ax 7.8B high-performance
compact broadcasting lens

Introduce devices to support
development of high-precision
semiconductor production
equipment

Expand lineup of medical
imaging equipment

Expand broadcasting lens
market share with products
featuring new technologies

i

See page 30
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