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Profile

Hitachi Transport System, Ltd. was established in 1950 when the transport division of Hitachi, Ltd. was spun off as a
separate enterprise. Over the years the Company has handled all transport activities within Hitachi works and
transported ultra-heavy cargo within Japan and overseas, and expanded its business. Our main business is providing
physical distribution services for corporate clients. Hitachi Group companies are not our sole source of orders; over
the years we have increased the proportion of revenues obtained from non-affiliated customers in Japan and
overseas. We have pioneered particularly the field of third party logistics (3PL) — the business of contracting to
comprehensively construct and operate physical distribution systems encompassing everything from procurement of
materials through warehouse management, distribution, and returnable service — and have earned a reputation for
excellence in this area.

Hitachi Transport System has 21 subsidiaries and affiliates in Japan and 23 overseas (as of July 1, 2005). All group
companies cooperate closely to promote the further development of the Hitachi Transport System Group as a whole.

Kazuo Kumagai, Chairman of the Board
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Disclaimer

Annual Report 2005 is intended to provide information about the business performance and strategy of Hitachi Transport System, Ltd. and its subsidiaries and affiliates. It is not intended
and should not be construed as an inducement to purchase or sell stock in the Company or its group companies. Statements in this document that are not recitations of historical or
current fact are forward-looking statements based on current beliefs, estimates and expectations of management. Many factors that the Company is unable to predict with accuracy
could cause the Company's actual results, performance or achievements to be materially different from those expressed or implied by such forward-looking statements. The Company
does not intend, and does not assume any obligation, to update forward-looking statements to reflect facts, circumstances or events that have occurred or changed after such
statements have been made, and shall in no event be liable for any damages arising out of the use or interpretation of this material.




Top Interview

How would you sum up the
@ Company’s performance for the year?
Overall, we posted good results, recording /A
increases in both revenues and income. It's /7 \
particularly noteworthy that we achieved an
operating income ratio of 3.3%, which is 0.5
percentage points better than last year. | believe

that these results indicate that we are making
steady progress with our mid-term business plan.

Our 3PL business, which provides comprehensive high-quality
services encompassing transportation, storage, information
systems, and all other aspects of distribution at a time when
companies are keenly interested in outsourcing and globalization,
has continued to thrive. And the amount of cargo we handle
through our global logistics business, especially to and from
North America and China, rose compared to last year. In addition
to these revenue increases, we have succeeded in making more
of our personnel expense variable, and boosted our work
productivity. We have also merged some group companies, and
implemented other operational efficiency measures. We were
thus also able to post an increase in revenue.

What steps are you taking to achieve
@ further growth in your core 3PL business?

We’ll develop new markets by improving the A
level of our existing services and adding 7\

new services.

Hiromi Yamamoto, President

/ @/ ‘ Qﬂ/iiﬂ

We've succeeded in increasing our revenues from general
domestic 3PL customers to ¥105,700 million and revenues from
all 3PL customers, including overseas and Hitachi Group
customers, to ¥180,300 million. However, with increased
competition, as others in the same industry and trading and
foreign companies enter the 3PL business, market conditions
have become extremely difficult. In response, we plan to develop
new markets by pressing on with efforts to improve the level of
our IT/technology-driven services, and adding new services, so

FlnanCIaI nghllghts Hitachi Transport System, Ltd. and subsidiaries

Years ended March 31
Millions of yen Thousands of U.S. dollars Notes: 1. The U.S. dollar amounts
2005 2004 2005 have been translated, for
For the year: convenience only, at the
o te of
SEIVICE TEVENUES ......vvvvvvveree. ¥270,915 ¥ 264,834 $2,522,721 ¥107 300841, e
Operatlng income ...................... 8,834 7,340 82,261 approxima{e exchange
Netincome .....ccocevvvvvvevecieiene, 6,651 4,341 61,933 rate prevailing as of
At year-end: March 31, 2005.
Total @SSetS ..., ¥ 199,606 ¥ 196,641 $1,858,702 2 Ne; 'ﬂctfm;eb pﬂdshirfh's
Shareholders’ equity.................. 123,307 117,992 1,148,217 jv"eig‘;‘:ez avgf:ge" ¢
Per share (yen and U.S. dollars): number of shares
Net income ......coeevvevviieiien, ¥ 58.33 ¥ 3767 $ 0.54 outstanding during the
Cash dividends.........c.ccovevvvennee. 12.00 10.00 0.11 respective year.
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Top Interview

as to continually offer attractive proposals to customers.

As one example of this, we have pressed forward with
“Industry Platform Operations” in which we work to further
rationalize distribution on an industry-by-industry basis by
proposing consolidated logistics operations. In April 2005, we
began the operations for toiletries industry customers in eastern
Japan and intend to not only expand this service to cover the
entire country, but also implement it in other industries, as well.

In our marketing activities, we have in the past focused on
distribution close to the consumers. However moving forward,
we'll also begin to strengthen our procurement and shipment
services for manufacturers. As a logistics solution provider, we
aim to make 3PL a business that resonates throughout the global
market by taking every opportunity to present customers with
new ideas and technologies for supply chain management (SCM).
In particular regard to China, we have established an information
system company. By investing in a local company, we have
started a distribution service that makes use of a Bonded
Logistics Center with shorter customs clearance times, and we
have taken other steps to enhance and expand our global
logistics business centered in that country.

Additionally, to strengthen our operating base, we will
enhance our distribution centers, and embark on research
focused on topics like systems that apply cutting-edge
technology to improve distribution management efficiency, and
systems for safe driving support. We will also take steps to
enhance our hands-on capabilities, the very source of our ability
to offer 3PL services.

|Service Revenues from 3PL Business Targeting General Customers|
(Billions of yen)
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What exactly do you mean by
“hands-on capabilities”?

We'll move forward with efforts to nurture
TAKUMI - skilled workers in the provision of
distribution services for a broad range of
circumstances.

It has been pointed out that the generations of people on whom
many companies have relied to actually perform the activities at
the heart of their operations are starting to retire, and that the
level of hands-on capabilities within companies will decline as a
result. In the distribution industry, as in others, it is feared that
the retirements of TAKUMI will sap companies of skills, like those
needed to operate trucks and forklifts, manage the allocation of
delivery vehicles and warehouses, and install and set heavy
items, and that this will result in lower service quality. We are
responding by implementing training programs aimed at passing
those skills on within the Company. Acquiring skills, however,
can’t be done overnight; it takes years of experience. We,
therefore, intend to rehire some of our retired TAKUMI to foster
young TAKUMI who can meet the demands of a wide array of
circumstances.

Hands-on capabilities are the very root of distribution
services. It is the input of workers and engineers responsible for
accomplishing hands-on work that gives rise to the new ideas
that lead to our growth. Our 3PL operations, for instance, came
about because employees at the hands-on level proposed the
integration of IT and sales. Moving forward, we’ll continue to
strengthen our hands-on capabilities, so that we can continue to
create new businesses.



What direction will management take as

the Company heads into the last year of
its three-year mid-term business plan?

We're going to concentrate on setting up a A
highly profitable corporate structure, /N
strengthening and expanding our core business,
and fully meeting our social responsibilities.

At this point, we have successfully completed the second year of
our three-year mid-term business plan, but we’re not satisfied
yet. We're taking bold action to achieve our final objectives of
generating ¥280,000 million in revenues and, ¥10,000 million in
operating income, and beyond that, laying the groundwork for
achieving our next set of objectives. These include revenues of
¥310,000 million, operating income of ¥14,000 million, and an
operating income ratio of 4.5% in the year ending March 31,
2008. To do that, we’'ll focus our attention on the following three
issues. The first is setting up a highly profitable corporate
structure. Here, we intend to simultaneously implement both
offensive and defensive strategies to secure the industry’s top
operating income ratio level. The second is strengthening and
expanding our core business. This means taking every
opportunity to present customers with new ideas and
technologies for supply chain management (SCM) and ultimately
making 3PL into a business that resonates with customers in a
global market. The third focus of our attention will be fully
meeting our social responsibilities. As a logistics company, we
will strive to fully meet our social responsibilities by emphasizing
safety and consideration for the environment, and being thorough
in our compliance practices.

] Business Performance Outlook \
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Please explain the Company’s
@ corporate governance initiatives.
We’'ll push forward with reforms of our A
management structure and upgrade our 7\

internal systems to maintain society’s trust
in us, and promote the continuous
development of the Company.

In June 2003, we changed the Company’s management
structure to one based on a committee system. The aim of that
change was to create a management structure that is both
exceptionally sound and transparent, and can respond quickly to
changes in the business environment.

Under our new management structure, management
oversight and operational execution functions have been
separated, and a significant degree of operational decision-
making authority has been transferred from the Board of
Directors to executives. This has enabled rapid decision-making
and action on matters involving operational restructuring and
strategic investment. Additionally, by taking on outside directors
and bringing in their objective opinions, we have strengthened
the board’s oversight function and have increased the
transparency of our management.

Regarding our internal control systems, we have, with our
transition to a management structure based on a committee
system, established an Audit Committee with the authority to
audit the performance of our directors and executives. Through
the board of directors, we upgraded the overall organization that
handles internal controls. And, to ensure the soundness of the
Hitachi Group’s management base, we have implemented the
internal controls required by the Sarbanes-Oxley Act in the U.S.
and are making every effort to see that our financial information
gains the complete trust of the market.

To manage business risk, we've established a Compliance
Office, a Risk Management Office, a Labor Security & Corporate
Quality Assurance & Environment Policy Office, an export
management committee, and other organizations to create the
necessary rules and guidelines, implement training seminars, and
prepare and distribute manuals.
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Please tell us about the Company’s
efforts to meet its corporate social
responsibilities.

We take our corporate social responsibilities A
seriously and are pushing forward with 7\

activities based on our CSR Policy.

Specifically, in terms of compliance-related efforts, we’ve
established an organization, formulated basic policies and rules,
and created the internal “hotline,” a system for informing
management of possible compliance violations and taken other
necessary steps. We're also increasing awareness within the
group to ensure that we properly observe laws and internal rules,
and are clearly aware of our responsibilities in terms of corporate
ethics. We're aware of the logistics industry’s impact on the
environment and have adopted the use of hybrids and other low-
emission vehicles. We are also working to respond to emissions
controls through measures such as expanding modal shift.

CSR Policy

. Commitment to Corporate Social Responsibility (CSR)

. Contribution to Society through our Business

. Disclosure of Information and Stakeholder Engagement
. Corporate Ethics and Human Rights

. Environmental Conservation

. Corporate Citizenship Activities

. Working Environment

. Responsible Partnership with Business Partners

O N O O BN

What'’s the outlook for next year?

We’re going to do everything possible to
achieve our objectives of revenues of
¥280,000 million and operating income of
¥10,000 million yen.

It is predicted that business conditions surrounding the Company
will remain in the balance. While it is thought that the Japanese
economy will undergo sustained growth, there are also concerns
about possible economic slowdowns in the U.S. and Asia, and
trends such as increased competition and movement toward
industry restructuring as well as instability caused by factors like
the sudden rise in oil prices. As such, we will do everything
possible to achieve our objectives. We will focus on matters like

expanding our business through new orders, changing more
personnel expenses into variable costs, and increasing our
operational productivity as we continue working to set up high-
profit operations. We will also effectively use M&A to expand our
business.

Consolidated Performance Objectives for next year

Billions of yen Percent

Change (%)
Service Revenues ¥ 280 103%
Operating Income ¥ 10 113%

The year ending at March 31, 2006 will mark 20 years since we
took on our current company name and developed 3PL into a
full-scale business. We fully intend to increase the Company
value by pursuing the strategy and initiatives | discussed earlier
and undertaking appropriate PR and IR activities.

We aim to be a highly profitable company
specializing in logistics solutions.

Profile of Hiromi Yamamoto
Born in 1940 in Yamaguchi Prefecture. Joined the Company
in 1962. Worked in the information systems and management
planning departments. Appointed President of Sunrise
Aircargo Co., Ltd., one of our subsidiary companies, in 1989.
As the General Manager of the Hitachi Transport System’s
International Operations Headquarters, took charge of global
operations in 1994. As Executive of the Logistics Systems
Planning & Solutions Development Headquarters led the 3PL
business in 2000. Appointed President of Hitachi Transport
System in April 2003. Appointed Representative Executive
Officer, President and Chief Executive Officer in June 2003,
when the Company switched to a management structure
based on a committee system.



Environmentally Conscious Management
Making the World a Better Place for Mankind and Nature

With global warming progressing, reducing emissions of CO2, a greenhouse gas, has become a global issue and it is expected that
improving distribution efficiency will be one way for achieving this. We propose customers distribution reforms that will allow their
procurement, production, and sales operations to be performed efficiently, and, with 3PL as a core business in which we provide
comprehensive distribution services, we are constantly working to increase the efficiency of our distribution operations and to improve the
level of our services. The Hitachi Transport System Group contributes to the reduction of environmental burden by providing
environmentally-friendly and high-quality services that will help make the world a better place for mankind and nature.

Reducing CO2 Emissions by Promoting Consolidated logistics — Industry Platform Operations

Active Use of Energy-Efficient, Low-Emission Transport Methods — Promoting Modal Shift

Adoption of Low-Emission, High-Fuel-Efficiency Vehicles
— Introducing Hybrid Trucks

Environmentally Conscious Management




Hitachi Transport System’s Core Business — 3PL

Hitachi Transport System's CorelBUSiness=3218

Aiming to be the Industry’s Number One Business

Distribution in Japan has undergone a marked transformation over the past several years. All sorts of businesses in
every industry, including manufacturing, wholesale and retail, are moving to outsource all of their distribution-related
activities in a bid to achieve lower costs and higher-level services. Hitachi Transport System proposes distribution
reforms to help customers achieve efficient procurement, production and sales, and centers its operations around its
core third party logistics (3PL) business, which performs comprehensive distribution services. We began developing this

business in earnest in the mid 1980s.

Hitachi Transport System’s 3PL

At Hitachi Transport System, sales, IT, and engineering staffs that
are deeply knowledgeable of our customers’ industries and
accomplished in their jobs work as an integrated whole with
customers to forcefully advance reforms in distribution. We build
partnerships in which both our customers and the Company can
grow. That is the essence of Hitachi Transport System’s 3PL.

Specialization

and expansion

of core business Core
business
Customer]

3PL business

and Storage '
import .
I
Vate-acodf Looistcs A outsourcing . 2 [Hitachi Transport
manage-
process mentg System]

Customer's current logistics

After introducing 3PL

Customer’s Benefits

Logistics Costs Reduction
P> Clarification of logistics costs
P> Flexible costing to mest volume fluctuation

Improvement of Customer’s Satisfaction
» Minimization of lead times
» Multiple small-lot delivery

Specialization of Core Business
p> Concentration of management resources on core business
» Improvement of efficiency by separating sales and logistics

Three Strengths for Realizing
Distribution Reforms

Hitachi Transport
Sl OPERATION

Three Strengths

IT: Information Technology
LE: Logistics Engineering

P Consulting that is Logical and Based on a Hands-on
Perspective
Our accomplished staffs that have deep expertise and wide
knowledge of distribution develop a precise understanding of and
analyze customers’ distribution needs. They then make and
implement proposals for optimally locating distribution centers,
improving work efficiency, reducing lead times, and lowering
Costs.

P Information Technology and Logistics Engineering for
Real Time Distribution Management

In actual distribution work, changes in quantities, emergency

shipments, returned products, and various other situations arise.

Our IT and logistics engineering staffs familiar with every aspect

of distribution build optimal systems that meet distribution work

requirements, and bring about smooth distribution operations.

P> Operational Capabilities Backed by a Wealth of
Accomplishments

Ways to improve work can always be found in places where

distribution work is actually performed. We thoroughly eliminate

wasteful work and movement and strive to continuously improve

work productivity.



Collaboration with Japan Post Set for Strong Development
We are working with Japan Post and have begun to provide ?7 ﬁﬁﬁ
comprehensive distribution services, jointly receiving orders for the Eﬂ
nationwide delivery of personal computer communications equipment, 1
cosmetics, and mail order goods. Additionally in October 2004, we
established the Japan Post Business Projects within our Solution Business
Management Headquarters to further strengthen marketing undertaken
together with Japan Post.

Improving the level of Solution Services — High-Performance Document Service, etc

We are working to improve the level of our solution services and operations to perform storage, management, and other services
develop new services. In one such effort, we have begun offering  for confidential documentation in automated warehouses

a high-performance document storage service for agreements equipped with extremely tight security systems. These services
and other types of confidential items. In this service we apply conform to the requirements of the Personal Information
warehouse management know-how we developed in our 3PL Protection Law, which came into full effect in April 2005.

Large-Scale Distribution Centers Began Operations — Restructuring of Area Business

So that we can accurately respond to customers’ distribution Prefecture in November 2004 and Osaka in December 2004, we
needs, we are restructuring our area business. With the have created a more efficient operation system at our
openings of large-scale distribution centers in Noda City, Chiba distribution centers.

Metropolitan East Distribution Center (Noda City, Chiba Prefecture) Nishi-Osaka Distribution Center (Osaka)

Hitachi Transport System’s Core Business — 3PL



Review of Operations

Review of Operations

Domestic Distribution and Transport

Domestic distribution and transport operations performed very well
with double-digit growth in our core 3PL business, together with
other factors, supporting a business expansion. Business from the
Hitachi Group, primarily that involving automotive-related parts and
household appliances, also fared well.

Overall we succeeded in growing our 3PL business.
Consumption trends negatively affected merchandise-related
business for existing customers, however business for new retail
and amusement industry customers got under way as planned.

We also met with success in expanding the sales of the solution
business we are pursuing together with Hitachi, Ltd. and in
establishing a new business in which we are working with Japan
Post to handle Yu-Pack* for consumer deliveries.

We initiated preparations for full-scale operations in our
“Industry Platform Operations®, took steps to develop new services,
like document storage using automated warehouses, and worked to
improve the level of our solution services. And using our total factory
logistics service know-how, we are enhancing our marketing
activities targeting manufacturing customers.

To better serve customers' distribution needs, we moved
forward with the restructuring of area business and opened new
distribution centers in Noda City, Chiba Prefecture and Osaka.

And to improve our profitability, we merged nine group
companies into three, while moving ahead with reforms in indirect
management functions in order to integrate our group management.
We also undertook initiatives to improve the efficiency of distribution
center operations through the application of IT.

As a result of the above, service revenues from domestic
distribution and transport operations increased 7.3% year on year to
¥194,051 million. Operating income increased 24.2% year on year
to ¥13,680 million.

**Yu-Pack"“=Parcel delivery service offered by Japan Post

Global Distribution and Transport

In our global distribution and transport operations, we focused our
attention principally on two areas: 1) Expanding both forwarding
services, like international intermodal transportation, and overseas
local distribution services and 2) Proposing distribution reforms
directly related to customers' needs for services such as support in
starting up distribution for overseas operations and total factory
logistics services.
In North America, our general transport and distribution services

along the U.S./Mexico border continued to see steady growth,
primarily from customers in the household appliance and
automotive-related industries. Strong demand also came from the
construction machinery and equipment companies in Europe, and
automotive parts and other companies in Southeast Asia.

In China, the product inspection and distribution services we
provide to customers in the apparel industry were negatively
affected by seasonal and other factors, but we managed to expand
our business by enhancing and enlarging our networks and taking
other steps, as well. In Shanghai-centered East China, Dahang
International Transportation Co., Ltd., a company we invested in an
alliance with Shanghai Airlines Co., Ltd., is steadily expanding its
business activities and working to establish a high-quality
distribution service. And, through the establishment of a joint
venture company in the South China city of Shenzhen, we have built
a network that covers the key parts of China and are working to
strengthen China-Japan import/export, inland transportation in
China, 3PL, and other services. We also strengthened and enlarged
our China-centered global distribution and transport operations by
enhancing management functions for our Chinese operations,
establishing an IT-related service company, and bolstering our
business structure through initiatives like investing in a company in
the Suzhou Industrial Park Bonded Logistics Center. To increase our
income, we moved ahead with efforts to improve the operational
efficiency of the entire group. We did this by, for example,
restructuring group companies to integrate ocean and air services,
and by making revisions in the areas of personnel and business.

As a result, service revenues from global distribution and
transport operations increased 12.9% year on year to ¥58,166
million, and operating income increased 53.7% year on year to
¥1,894 million.

Others

The travel agency business benefited from strong orders for
business travel, primarily to China. The information system business
pushed forward with aggressive initiatives, including the expansion
of its operations, focusing on system development and establishing
a local subsidiary in Shanghai.

As a result, service revenues from these operations declined
42.3% year on year to ¥18,698 million, partly due to a change in
the way the travel agency business records revenues. However, with
the positive effect of higher profitability, operating income increased
62.6% year on year to ¥1,133 million.



Board of Directors and Executive Officers

(As of June 27, 2005)

Board of Directors

Kazuo Kumagai Hiromi Yamamoto Yuzo Mori Haruo Ito
Chairman of the Board Board Director Board Director Board Director

Toshiyuki Takaoka Naotaka Murasumi Takao Matsui
Board Director Board Director Board Director

Executive Officers

Hiromi Yamamoto Yuzo Mori Toshiyuki Takaoka Isao Ichikawa Yutaka Morita

Representative Executive Officer Representative Executive Officer Executive Vice President Senior Vice President Senior Vice President
President and Chief Executive Officer Executive Vice President and Executive Officer and Executive Officer and Executive Officer

and Executive Officer

Executive Officer

Izumi Yoshida
Hideo Matsumoto
Shunkai Horiyasu

. o o Eiji Tanaka
Masayuki Takegawa Tetsuji Sekiyama Kaniji Ishige Kazuo Tsuda KJ ki Terad
Senior Vice President Vice President Vice President Vice President AZUKI lerada
and Executive Officer and Executive Officer and Executive Officer and Executive Officer Shinya Hasegawa

Board of Directors and Executive Officers
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Management Discussion and Analysis of Operations

Service Revenues
(Billions of yen)
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Performance

Business conditions during fiscal 2004 (the year ended March 31,
2005) were characterized by strong growth in the global economy, led
by the U.S. and China, and continuation of a modest recovery in the
Japanese economy. This led to signs of recovery among some
companies.

Under these circumstances, the Company, as a specialist in logistics
solutions, worked to expand its order volume and secure profits by
responding to customers’ outsourcing and globalization needs.

In terms of service revenues, the 3PL business, which offers high-
quality distribution services encompassing transportation, storage,
information systems, and other logistics needs, continued to perform
well. And by aggressively responding to the global expansion of
customers, the amount of cargo we handle through our global logistics
business rose compared to last year. Profits also rose due to not only
higher service revenues, but also cost reductions by changing more
personnel expenses into variable costs and improving work productivity.
Group company merger and other improvements in management
efficiency also made a contribution.

As a result, consolidated service revenues increased 2.3% year on
year to ¥270,915 million (the increase would have been 7% if the
service revenues from the travel agency business for both years had
been recorded using a method that considers the commission amount),
consolidated operating income increased 20.4% to ¥8,834 million, and
consolidated net income increased 53.2% to ¥6,651 million.

Revenues from Operations

Service revenues from domestic distribution and transport operations
increased 7.3% year on year to ¥194,051 million, accounting for 71.6%
of total consolidated service revenues. Several factors contributed to
this increase. The Company succeeded in further strengthening its core
3PL business and in starting up and steadily growing new operations as
planned. It also expanded operations it is pursuing in collaboration with
Hitachi, Ltd. and Japan Post, and worked to improve the level of
solution services. Two examples of the latter are preparations for
pursuing Industry Platform Operations as a full-fledged business and
the offering of a new service in the form of secure document storage.

In global distribution and transport operations, consolidated service
revenues increased 12.9% year on year to ¥58,166 million, which
accounted for 21.5% of total consolidated service revenues. This
increase resulted from enhancing and enlarging our networks and other



forms of business expansion in China, and from strong performance of
the general transport and distribution services along the U.S./Mexico
border as well as in the transportation of items like construction
equipment in Europe and automotive parts in Southeast Asia.

Service revenues from other operations decreased 42.3% year on
year to ¥18,698 million, which accounted for 6.9% of total consolidated
revenues. The reason for the service revenues decrease was that the
travel agency business changed its service revenues presentation policy
from a method that considers the amount handled as service revenues
to one that considers the commission amount. Nonetheless, the
Company made positive developments in the travel agency business,
which experienced strong orders for business travel, primarily to China,
and in the information system business, where aggressive growth
initiatives included expansion efforts focused on system development
and the establishment of a local subsidiary in Shanghai.

Income and Expenses

Cost of service for the year under review increased year on year 0.9%
to ¥247,595 million, and gross profit increased 20.0% to ¥23,320
million. Selling, general and administrative expenses increased 19.8%
to ¥14,486 million due to factors such as an increase in expenses
related to sales personnel, and operating income increased 20.4% to
¥8,834 million.

Among other income and expenses, interest income decreased
11.5% year on year to ¥69 million, and dividends received increased
33.3% to ¥56 million. Equity in earnings of affiliated companies
decreased 11.8% to ¥90 million, and interest expenses increased 6.1%
to ¥174 million. In addition, the Company recorded a ¥6,221 million
gain on sales of property (land) in connection with restructuring of area
business, a ¥1,169 million impairment loss on the revaluation of one
distribution center and two idle properties, and ¥664 million in area
business restructuring cost related to the opening of distribution centers
and the transfer of sales offices.

As a result of the above, income before income taxes and minority
interests increased 48.2% year on year to ¥13,039 million. Income
taxes increased 45.1% to ¥6,335 million, resulting in a net income
increase of 53.2% to ¥6,651 million. Net income per share came to
¥58.33, compared with ¥37.67 for the previous year.

Cash Flows and Financial Position

Cash and cash equivalents at the beginning of the year totaled ¥36,442
million, compared to ¥31,941 million the year before. Net cash provided

Others
(Billions of yen)
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by operating activities came to ¥6,036 million. This was primarily the
result of an increase in trade receivables and income taxes paid, and
other outlays being absorbed by higher income before income taxes and
minority interests. Net cash used in investing activities came to ¥4,725
million. Primary items figuring in this result included ¥7,694 million in
proceeds from the sales of land and other assets and outlays of
¥12,883 million for the purchase of property and equipment. Net cash
used in financing activities came to ¥1,380 million. These funds were
used primarily to pay dividends.

As a result of the above, cash and cash equivalents at the end of
the year decreased ¥16 million from the year before, to ¥36,426 million.

Current assets increased 4.2% year on year to ¥101,522 million. This
increase resulted primarily from an increase in trade receivables
following a rise in orders and from an increase in deposits resulting from
concentrated fund management within the Hitachi Group. Among current
assets, cash and cash equivalents came to ¥36,426 million, trade
receivables of accounts and notes, and affiliates increased 8.1% to
¥56,572 million, and inventories increased 14.1% to ¥1,574 million.
Net property and equipment increased 1.4% to ¥82,019 million. An
increase in buildings and structures due to distribution center
construction and other factors accounted for the bulk of this increase.
Investments and other assets decreased 16.3% to ¥12,538 million. The
primary factor behind this decrease was a reduction in the Company’s
deferred tax assets due to an increase in the deferred tax liabilities that
accompanied the sale of business property on which the Company had
taken advanced depreciation. As a result of the above, total assets
increased 1.5% to ¥199,606 million.

Current liabilities decreased 0.3% year on year to ¥43,934 million.
This resulted primarily from a decrease in income taxes payable and
accrued expenses, despite an increase in trade payables due to an
increased work volume. The current ratio rose 10 percentage points
from 221.1% the year before to 231.1%. Non-current liabilities
decreased 6.6% to ¥31,917 million. This was due primarily to payments
to retirees lowering the reserve for retirement and severance benefits. As
a result of the above, total liabilities decreased 3.1% to ¥75,851 million.

Shareholders’ equity increased 4.5% year on year to ¥123,307
million, and the shareholders’ equity ratio climbed 1.8 percentage points
from 60.0% the year before to 61.8%. This was mainly due to an
increase in retained earnings resulting from higher net income and other
factors. Shareholders’ equity per share rose from ¥1,055.61 the year
before to ¥1,103.74. Return on assets (ROA) increased from 2.2% last
year to 3.3%, while return on equity (ROE) increased from 3.7% last year
10 5.5%.



