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steadier traffic and less vulnerability to
economic fluctuations, and we have
succeeded in boosting sales mainly in
such areas as automotive-related industries
and medical-related fields. By changing
our strategy in this way, we have
achieved concrete results, such as
expanding our share of our existing
clients' business, and increasing the
number of new customers and suppliers.

Also, China has become a more
important market than ever with its
admission to the World Trade
Organization (WTO). Component
manufacturing that was previously taking
place in Southeast Asian nations is being
shifted to China, and we are actively
promoting our China strategy, starting
with improving our services and networks
there.

Cost of Sales

Cost of sales this fiscal year decreased
3.6% to 155.58 billion yen, while the
percentage to net sales increased 0.9%
over the previous year to 83.3%.

The Company has no aircraft or ships of
its own to use for transport, so our cost of
sales consists mainly of freight charges
paid to the airlines and shipping
companies that we use for transport, as
well as wages and other indirect costs.

This fiscal year, the cost of freightage
alone declined 6.5% to a total of 129.97
billion yen. Because of this, the cost of
sales relative to net sales declined to
69.6% from the previous year’s figure of
71.0%. 

Looking at cost of sales by division, it
declined 12.4% for international air
transport, and 16.9% for domestic air
transport. On the other hand, cost of sales
rose 13.9% for ocean transport and
41.5% for other divisions.

One factor behind these changes is that
customers have increasingly called for
lower rates as Japan’s deflationary
economy has dragged on for a long time;

another is that the volume of goods being
transported has shrunk. We have
negotiated freight rates with airlines,
trucking companies and other transport
subcontractors in order to hold our overall
cost of sales ratio down to roughly the
same level as the previous fiscal year.

Selling, General and Administrative
Expenses

KWE’s selling, general and administrative
expenses this fiscal year rose 0.1% to
26.89 billion yen, and the percentage to
net sales rose from 13.7% to 14.4%.

We worked at cutting back the salaries
and allowances that constitute about half
of our selling, general and administrative
expenses, and managed to cut the rate of
increase to 1.8% this fiscal year, from
12.6% the previous year, resulting in a
final figure of 13.11 billion yen. Provisions
for bonuses increased 0.8% to 679 million
yen, and provisions for accrued retirement
benefit liabilities increased 20.4% to 900
million yen, while provisions for doubtful
accounts declined 73.8% to 145 million
yen. 

Operating Income

Operating income this fiscal year declined
43.9% from the previous year to 4.23
billion yen. Because of this drop, the
operating income to net sales ratio
declined from 3.9% to 2.3%.

The drop in income was due to a
decrease in sales resulting from the IT
business slump, customers’ demands for
lower rates amid deflationary pressure,
and increased costs resulting from the
scaled-back volume of business.

Other Income and Expenses

The net amount of other income and
expenses was a loss of 247 million yen for
the fiscal year. This loss was down 47.0%
from the previous year. The main reasons
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for the loss were interest payments,
disposition of property and equipment,
and valuation losses on investment
securities. Compared to the previous fiscal
year, interest payments decreased 15.1%
to 992 million yen, while the valuation loss
on investment securities increased roughly
18-fold to 371 million yen.

Income Before Income Taxes

This fiscal year, income before income
taxes came to 3.99 billion yen, a decrease
of 43.7% from the previous year.

Income Taxes

This fiscal year, our income taxes came to
1.66 billion yen, a decrease of 41.1% from
the previous year. On the other hand, the
effective tax rate that includes corporate
and other taxes increased to 41.7% this
fiscal year, from 39.9% last year.

Net Income

Our net income this fiscal year fell 51.6%
to 1.95 billion yen. Because of this, net
income per share decreased from the
previous year’s 125.15 yen to 57.23 yen.
The return on equity for this year was
6.5%.

TRENDS IN SEGMENTS BY LOCATION

Japan

This fiscal year, partly because the
Company’s export airfreight business was
heavily weighted toward high-tech
products such as electronic components
for semiconductors, telecommunications
equipment and liquid crystal-related
products, it was severely affected by
economic recession and inventory
adjustments. Starting from January 2002,
the United States and Asian nations started
to show signs of recovery. Thus, demand
for export airfreight also showed signs of

recovery. But because of poor
performance in the first three quarters, net
sales and operating income both ended
up below previous-year levels.

Import airfreight volumes dropped both
in terms of number of shipments and
tonnage, but volume increased in the
areas of medical and pharmaceutical-
related business, biotechnology and
luxury wearing apparel, where the
Company has been increasing its sales
efforts. Because of that and an increase in
logistics sales, including storage and
distribution processing using our
distribution centers, net sales increased
relative to the previous fiscal year.

Ocean freight performance was solid
thanks to an increase in shipments related
to the relocations of factories, mainly to
China and other Asian nations. Efforts at
developing new customers paid off in the
form of increased export volumes for
chemical products such as silicon and
pigments; household goods such as
outdoor-activity products; as well as
furniture and home appliances. 

In the domestic airfreight sector,
performance was restrained by pressure
from shippers seeking cost reductions, as
well as intensified competition with
trucking companies. However, we were
able to handle roughly the same amount
of cargo as the previous fiscal year
because we made the most of the
strength we have gained through
experience with things such as the
shipping and installation of precision
machinery and gained new customers in
areas such as IT-related fields and medical
equipment.

Meanwhile, the Company succeeded in
reducing costs by strongly pushing five
measures: 1) cutting back the overall labor
costs through measures such as
reexamining the necessary workforce 2)
boosting efficiency by combining
distribution facilities, 3) improving the
efficiency of freight consolidation by
concentrating cargo, 4) restraining
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freightage costs through selection of
airlines, and 5) thoroughly controlling
costs incurred to pick-up and delivery
services.

As a result of the above, KWE’s net sales
in Japan decreased 17.3% from the
previous year to 81.49 billion yen, and
operating income decreased 52.5% to
2.24 billion yen.

Net sales in Japan constituted 43.6% of
the total net sales of all the regions, down
from the previous year’s 50.3%. Likewise,
operating income in Japan constituted
52.8% of the total operating income from
all regions, down from the previous year’s
62.4%.

The Americas

In the U. S. economy, disposal of excess
inventories in high-tech and
telecommunications equipment-related
industries has progressed, and the
economic downturn has become serious.
Inventory adjustment by the major high-
tech companies that are our main
customers had a big impact on the
volume of cargo handled by KWE.
Moreover, the terrorist attacks that took
place on Sept. 11 added to the lack of
certainty regarding the future of the U.S.
and world economies.

Under these circumstances, the KWE
Group sought to improve its management
efficiency. We set to work on measures
such as liquidating some affiliates and
pulling out of unprofitable businesses,
reducing labor costs, integrating and
eliminating sales offices, and reducing IT
costs. With an eye toward expanding
future logistics business, we established
Kintetsu Worldwide Logistics, Inc. in April
of 2001. In September, we opened our
Ciudad Juarez Office in order to
strengthen sales in Mexico.

As a result of the above, net sales
increased 10.6% over the previous year to
39.93 billion yen, but because of
increased operating costs, the region

produced an operating loss of 430 million
yen.

Net sales in the Americas constituted
21.4% of the total net sales of all regions,
up from the previous year’s 18.4%.

Europe and Africa

This fiscal year there was a slowdown in
cargo movements connected to electronic
components for mobile telephones, which
had been strong in the European market
until the previous fiscal year. The region
was also affected by declines in the import
volume of other high-tech manufacturers,
but exports were relatively strong thanks
to the weak European currency. Net sales,
as a result, increased.

In anticipation of increased logistics-
related demand in the future, we
established KWE Euro Logistics, S.A. in
Belgium. In addition, we opened a new
Mullhouse sales office in order to
strengthen our service framework in
France.

As a result of the above, net sales
increased 20.5% over the previous year to
15.33 billion yen, although operating
income decreased 72.2% to 114 million
yen.

Net sales in Europe and Africa
constituted 8.2% of the total net sales of
all regions, up from the previous year’s
6.5%. Operating income in Europe and
Africa, however, constituted 2.7% of the
total operating income of all regions,
down from the previous year’s 5.4%.

Asia and Oceania

This fiscal year, the Company also
operated in a harsh economic
environment in the Asia and Oceania
Region, due to the effects of such trends
as the worldwide IT slump, recession in
the United States, which is a major trading
partner for this region, and the prolonged
economic slowdown in Japan.

Management’s Discussion and Analysis
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However, economic growth in
mainland China continued to exceed 7%.
With the nation’s entry into the WTO and
progress taking place in other areas of
liberalization, China is establishing its
position as the manufacturing plant of the
world. Its strong economic growth is
expected to continue in the future. In that
light, in November 2001, we acquired
sales agent status from the International
Air Transport Association (IATA) for our
Beijing subsidiary. Furthermore, in August
2001 we established a second logistics
center for our Shenzhen subsidiary in
order to keep up with expanding logistics
demand in the southern China region.
And in November 2001, we established a
subsidiary in Xiamen, called Kintetsu World
Express (Xiamen) Co., Ltd., and started
operations there.

Outside of China, in August 2001, we
opened a sales office in Hyderabad,
creating a fifth base of operations in India,
a country where there has been striking
growth in IT industries.

As a result of the above, net sales
increased 3.1% over the previous year to
49.95 billion yen, while operating income
also increased 28.2% to 2.26 billion yen.

Net sales in Asia and Oceania
constituted 26.8% of the total net sales of
all the regions, up from the previous year’s
24.8%. Likewise, operating income in Asia
and Oceania constituted 53.5% of the
total operating income of all regions, up
from the previous year’s 23.4%.

FINANCIAL POSITION

This fiscal year, KWE’s total assets
decreased 2.0% to 93.21 billion yen.

Looking at individual factors behind this
change, first of all, the Company’s current
assets shrank by 4.5%, or 2.58 billion yen,
to 54.84 billion yen. This was due mainly
to a decrease of 5.88 billion yen in notes
and accounts receivable. Investment
decreased 2.22 billion yen to 6.89 billion
yen due primarily to the 2.05 billion yen in

the cost of developing the Group
standardization system, initially allotted as
long-term pre-paid expenses, being
transferred to other assets upon the
completion of the development. Property
and equipment were 26.90 billion yen,
which remained nearly the same as the
previous year’s 26.96 billion yen. Other
assets increased 2.82 billion yen from the
previous year to 4.10 billion yen due
primarily to the above-mentioned transfer
from other investments and the 431
million that occurred this fiscal year as the
cost of developing the system.

At the same time, total liabilities
decreased 7.5% to 60.56 billion yen, and
current liabilities decreased 13.5% to
43.94 billion yen. Most of the decrease
was due to reductions in notes and
accounts payable, which shrank 18.3%
from the previous year to 15.97 billion
yen, decreased short-term debts, which
shrank 13.7% to 14.23 billion yen, and
decreased current maturities of long-term
debts, which shrank 48.0% to 1.85 billion
yen. 

Long-term liabilities increased 13.3% to
16.62 billion yen, due primarily to an
increase in long-term debt, which grew
12.8% over the previous year to 14.17
billion yen.

Meanwhile, the Company’s
shareholders’ equity rose 9.2% to 31.48
billion yen. This was due to increases in
consolidated retained earnings and
cumulative translation adjustment.
Consolidated retained earnings increased
7.3% over the previous year to 22.49
billion yen, and the cumulative translation
adjustment amounted to 666 million yen,
up 1.15 billion yen from the previous
year’s negative figure.

As a result, our equity ratio rose from
30.3% at the end of the previous fiscal
year to 33.8%.

LIQUIDITY AND CAPITAL RESOURCES

The Management believes that KWE

Management’s Discussion and Analysis
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enjoys a strong cash flow base due to its
strong presence in the global forwarding
business, its large customer base and
superior services. KWE uses its cash flows
to grow value-added services and invest in
areas where the economic return is
expected to be more than KWE’s cost of
capital. 

During this fiscal year, KWE generated
7.30 billion yen in cash flow from
operating activities. This is an increase of
116.6% over the previous year. Although
income before income taxes decreased
this fiscal year to 3.99 billion yen from
7.08 billion yen, the 7.41 billion yen
decrease in notes and accounts
receivable, 4.29 billion yen decrease in
notes and accounts payable, and the 0.52
billion yen of depreciation and
amortization all contributed to the
increased operating cash flow.

Cash used in investment activities this
year amounted to 1.40 billion yen. This
represents a 0.7% increase in cash used in
investing activities over the previous year.
This fiscal year, KWE invested strategically
in areas such as global IT systems and
logistics-related software development,
where management believes will enhance
KWE’s global competitiveness.

Finally, cash used in financial activities
increased by 4.19 billion yen over the
previous fiscal year to 4.45 billion yen.
KWE’s funding policy is to raise funds so as
to minimize its cost of capital. This year’s
increase was due to not having issued
new shares as we did the previous year,
as well as to the increased payment to
reduce interest-bearing liabilities.

RISK MANAGEMENT

In the normal course of its operations, the
Company is exposed to market risks from
the currency exchange rates, interest
rates, and stock prices. Of the risks
mentioned, in order to partly diminish or
completely eliminate risks from changes in
foreign exchange rates, the Company

makes use of exchange forward contracts.
Otherwise, the Company makes no use of
these products for purposes of investment
or short-term trading.

Moreover, all derivative transactions
carried out by KWE is within the range of
the risk borne on the balance sheet, and
the Company does not purchase
leveraged products or take part in options
trading. Furthermore, the Company’s
financial managers strictly supervise any
transactions involving these products.
Thus, the Company’s derivative financial
products are cancelled out by the risks in
the assets and liabilities on the balance
sheet. In addition, there are no
transactions off the balance sheets, since
any foreign currency-based accounts
receivable and debt concluded along with
foreign exchange contracts are shown on
the balance sheet in Japanese currency.

Otherwise, KWE may be exposed to
non-financial or non-quantifiable risk in
the course of its normal operations. These
include country risks, credit risks and legal
risks. Because of their unpredictability,
however, they have not been recorded in
this year’s annual report.
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