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Consolidated Financial Review
Operating Results
Net Sales
In fiscal 2003, the year ended
March 31, 2004, consolidated
net sales increased 2.9% to
¥856,198 million (U.S.$8,154
million). Sales rose year on
year in three key business
groups: Energy & Electric
Systems, on the back of
major orders for thermal
power generation plants;
ED&C·Drive Systems, sup-
ported by strong sales of ED&C components and drive systems; and Electronics, buoyed by
strong demand for semiconductors and the start of full-scale volume production of 80GB
magnetic disks. Net sales in the Others Group were largely unchanged from the previous fiscal
year. Sales in the Retail Support Equipment & Systems Group, however, were down on fiscal
2002, due to sluggish sales of vending machines and cold-chain equipment, as well as intensi-
fying competition that dragged unit prices lower.

Overseas sales increased 8.5% to ¥129,283 million (U.S.$1,231 million), accounting for 15.1%
of total consolidated sales.

Income
Cost of sales increased 3.7%
to ¥690,948 million (U.S.$6,580
million), resulting in a cost of
sales ratio of 80.7%, 0.6 of a
percentage point higher than
the previous year. This was
primarily the result of higher
sales and deteriorating cost
performance in large-scale
plant projects. Selling, general
and administrative (SG&A)
expenses decreased 3.3% to ¥147,803 million (U.S.$1,407 million), primarily due to benefits
from streamlining. SG&A expenses represented 17.3% of net sales, down 1.0% from the
previous year.

Operating income was up 35.2% to ¥17,447 million (U.S.$166 million), as actions to cut
fixed costs and other expenses offset the impact of the strong yen and other adverse factors on
earnings. By segment, the Energy & Electric Systems Group saw an improvement in industrial
and transportation systems, as well as in plant facility construction, due mainly to rationalization
measures. Higher sales combined with the benefits of streamlining boosted profits in the
ED&C·Drive Systems Group, while the Electronics Group benefited significantly from a marked
improvement in profitability in magnetic disks. Operating income rose in the Others Group as
profitability improved in logistics services. However, operating income fell in the Retail Support
Equipment & Systems Group amid declining volume and falling unit prices.

Non-operating income (expenses) improved ¥406 million from net expenses of ¥3,925
million in the previous year, to net expenses of ¥3,519 million (U.S.$33 million) in the year under
review. This was due to improved net financial expenses reflecting lower interest expenses in
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line with a reduction in interest-
bearing liabilities, despite
higher foreign exchange and
inventory losses. As a result,
ordinary income surged
55.0% year on year, to ¥13,928
million (U.S.$132 million).

Fuji Electric recorded ex-
traordinary profit of ¥23,447
million (U.S.$223 million) for
fiscal 2003, ¥31,178 million
less than the previous year. The major components were a gain on securities contribution to
employee retirement benefit trust, gain on sales of property, plant and equipment and gain on
sales of investment securities. The decline in extraordinary profit reflected significant gains recorded
in the previous year from gain on approval of exemption of the substitutional portion of the
contributory funded defined benefit pension plans, and gain on transfer of business by spin-off.

The extraordinary loss of ¥24,488 million (U.S.$233 million), ¥32,047 million less than the previ-
ous year, mainly consisted of a recognized actuarial loss on retirement benefits, the disposal of
fixed assets and restructuring of production systems. This drop in the extraordinary loss was
mainly due to a decline in recognized actuarial loss on retirement benefits, loss on devaluation
of investment securities, and extra termination benefits compared to fiscal 2002.

As a result of the above, income before income taxes and minority interests rose 82.2%, to
¥12,887 million (U.S.$122 million). Income taxes were ¥7,323 million (U.S.$69 million), and minor-
ity interests in net income of consolidated subsidiaries were ¥45 million (U.S.$0.4 million). Net
income increased 41.1%, to ¥5,519 million (U.S.$52 million).

Segment Information
Energy & Electric Systems Group
Net sales of electric power systems rose sharply from the previous fiscal year, as the group
won large orders for steam turbine power plants in Japan and overseas and nuclear power
plant-related facilities. Despite strong order growth, operating income fell short of the previous
fiscal year due to deteriorating profitability resulting from slower sales in the first half of the
year, and strong pressures on margins due to intensifying price competition.

In environmental systems, the group completed large projects for electrical equipment
employed in advanced water treatment systems and monitoring control systems for water
treatment plants, as well as electrical equipment for sewage treatment facilities, although
structural changes in the market such as intensifying market competition and curbs on public
sector investment caused a sales slowdown compared with the previous fiscal year. In information
systems, profit margins shrank as market prices for software and services fell sharply. Combined
with a sharp deterioration in profit margins in large-scale projects such as production control
systems, net sales and operating income fell substantially compared with the previous fiscal
year. As a result, environmental and information systems posted an overall operating loss and
marginally lower sales.

In industrial and transportation systems, the delivery of large orders for railroad transformer
equipment and success in winning service contracts contributed to sales, but failed to offset
the decline in sales of plant systems for industrial facilities. As a result, net sales in industrial
and transportation systems were lower. Operating income rose on the back of cost reduction
measures and rationalization.
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In plant facility construction, sales were slightly lower compared to the previous fiscal year,
against a backdrop of weak domestic demand. However, benefits emerging from efforts to
streamline operations and improvements to project management systems helped to reverse
the operating loss of the previous year.

As a result of the above, net sales in Energy & Electric Systems rose 5.2% from the previous
fiscal year to ¥403,149 million (U.S.$3,839 million), while operating income was ¥500 million
(U.S.$4 million), reversing the previous fiscal year’s operating loss by ¥680 million.

ED&C·Drive Systems Group
In ED&C components, there was an increase in sales as the group enhanced the competitiveness
of its product lineup by: launching global products designed to conform with international
standards; increasing production of low-voltage circuit breakers and magnetic contactors in
China; and expanding the number of products certified under the China Compulsory Certification
(CCC) standard, China’s industrial standard. These steps helped to boost sales volume in Japan
and expand sales in overseas markets, particularly China. Supported by these measures, as
well as higher demand from machinery manufacturers in Japan, particularly machine tool
builders, and growth in China and other Asian markets, sales of the group’s mainstay magnetic
contactors and low-voltage circuit breakers increased year on year. However, operating income
decreased amid continuing unit price declines centered on the domestic market.

In control & drive systems, new products were launched for the global market, production and
sales of inverters expanded in China, and the group began sales of servomotor systems in China
and other Asian markets. At the same time, the group worked to win contracts for new small- and
medium-sized systems that integrate programmable logic controllers, servomotor systems, inverters
and other components. The success of these strategies was reflected in higher sales in all main-
stay products, helping to push up total sales and operating income in control & drive systems.

As a result of the above, net sales in ED&C·Drive Systems rose 5.1% to ¥168,062 million
(U.S.$1,600 million), while operating income increased 99.0% year on year to ¥2,378 million
(U.S.$22 million).

Electronics Group
In the power semiconductor field, the group launched various new products and, supported by
strong demand for industrial applications and information technology devices, sales and profits
in power semiconductors exceeded the previous fiscal year.

In IC products, the group achieved sales growth by introducing new products, with a focus
on mainstay power supply ICs and high-voltage ICs for plasma display panels. Combined with
strong demand for ICs for digital consumer electronics, including digital cameras and flat-
screen televisions, total sales of IC products were up on the previous fiscal year. Operating
income was lower, primarily due to an increase in capital expenditure related to bringing a new
clean room for 8-inch wafers onstream.

In magnetic disks, the group concentrated on stabilizing volume production of 80GB mag-
netic disks, winning new customers and actively taking steps to pare back costs. Underpinned
by growing demand for hard disk drives (HDDs), which was supported by a recovery in the
personal computer market and the wider adoption of digital consumer electronic devices, the
operating loss was reduced significantly and sales rose year on year.

In photoconductive drums, both sales and operating income fell, primarily due to lower unit
prices for mainstay organic photoconductive drums (OPCs) used in copiers and printers in the
North American and European markets.

As a result of the above, net sales in the Electronics Group rose 4.1% to ¥129,675 million
(U.S.$1,235 million), while operating income was up 35.5% to ¥9,779 million (U.S.$93 million).
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Retail Support Equipment & Systems Group
In vending machines, food service equipment, and currency handling systems, the mainstay
can vending machine category saw models in the NewS Series achieve strong popularity in the
market, reflecting their low energy consumption and enhanced security features. This, however,
failed to prevent a drop in sales of vending machines due to declining prices. In currency
handling systems, although sales were affected by sluggish demand for amusement equipment
and weaker demand for coin mechanisms and bill validators for vending machines, sales of
currency handling systems to large customers were strong and sales of non-contact IC cards
rose, helping to push up sales of currency handling systems year on year. However, overall sales
and operating income in this field were both lower than in the previous fiscal year. In China, the
group established a joint-venture firm in Dalian in September 2003 to commence the local pro-
duction of vending machines.

Cold-chain equipment benefited from increased investment by supermarkets as more new
stores were opened and existing stores were refurbished. Intensifying price competition,
however, meant there was only a modest increase in sales. Sales to convenience store chains
were down year on year. As a result, there was an overall drop in sales and operating income
from cold-chain equipment compared to the previous year.

As a result of the above factors, operating income in the Retail Support Equipment & Systems
Group declined 20.0% to ¥2,077 million (U.S.$19 million), on a 2.4% drop in net sales to ¥150,760
million (U.S.$1,435 million).

Others
The business results of the key companies in this group during the year under review are as follows.

Net sales at Fuji Logistics Co., Ltd. were largely unchanged from the previous fiscal year
as the company focused on expanding its logistics solutions services at a time when the total
cargo volume in the market is declining. However, operating income rose as the company
pared back operating expenses and shifted to a policy of emphasizing profitability through
more critical customer selection. In March 2004, the Company sold part of its holding in Fuji
Logistics (6,491 thousand shares representing 26.8% of voting rights) to TOYOTA INDUSTRIES
CORPORATION, reducing the Fuji Electric Group’s stake in the company to 28.2%.

Fuji Life Corp. reported favorable results in its real estate business, primarily from residential
lot development and real estate leasing. The company also aggressively expanded its insur-
ance and travel agency businesses, leading to an increase in sales and operating income year
on year.

Following the transition to the holding company system, Fuji Electric Finance and Accounting
Support Co., Ltd. increased its capital and took other steps to enhance the company’s role as
the core financial services provider for the Fuji Electric Group.

As a result of the above, net sales in this group dipped 0.5% year on year to ¥75,734 million
(U.S.$721 million), while operating income rose 11.7% to ¥2,331 million (U.S.$22 million), reflect-
ing improved profitability in logistics services.

Plant and Equipment Investment
In fiscal 2003, plant and equipment investment amounted to ¥26,973 million (U.S.$256 million),
including lease acquisitions of ¥15,231 million (U.S.$145 million), and represented 3.2% of net
sales. By group, plant and equipment investment totaled ¥4,718 million (U.S.$44 million) in the
Energy & Electric Systems Group, ¥4,027 million (U.S.$38 million) in the ED&C·Drive Systems
Group, ¥14,045 million (U.S.$133 million) in the Electronics Group, ¥2,715 million (U.S.$25 million)
in the Retail Support Equipment & Systems Group, and ¥1,468 million (U.S.$13 million) in Others.
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Expenditures were chan-
neled into a number of areas.
One project in the semicon-
ductor field entailed enlarg-
ing a clean room to increase
production of IGBT/MOSFET
devices. Other significant in-
vestments were made to
raise production efficiency of
thermal power plant equip-
ment and motors, and to in-
crease the output capacity
of a low-voltage circuit breaker automated production line in response to an increase in orders.
A trial production line was also installed to verify volume-production technology for OLEDs.

Depreciation and amortization expense in the year under review amounted to ¥17,675 million
(U.S.$168 million).

1. Plant and equipment investment is the total of investment in tangible fixed assets and acquisition amounts for lease
contracts.

2. Depreciation expense is the total of the amortization of tangible fixed assets and intangible assets.

R&D Expenditures
R&D expenditures amounted
to ¥28,568 million (U.S.$272
million) in fiscal 2003, repre-
senting 3.3% of net sales. By
group, expenditures totaled
¥10,362 million (U.S.$98 mil-
lion) in the Energy & Electric
Systems Group, ¥4,500 mil-
lion (U.S.$42 million) in the
ED&C·Drive Systems Group,
¥7,896 million (U.S.$75 mil-
lion) in the Electronics Group and ¥4,614 million (U.S.$43 million) in the Retail Support Equipment &
Systems Group. Expenditures in R&D in new technologies that do not fall under any one segment,
such as the development of new products and in core research, amounted to ¥1,196 million
(U.S.$11 million).

Major R&D projects included driving forward the development of our water purification
membrane filtration system in the water treatement field, part of the environmental sector. This
system completely removes disease-causing microorganisms from water supplies and realizes
energy savings in the water-quality management process. In the waste treatment field, we have
developed systems that convert organic waste into a useable resource using core anaerobic
methane fermentation technology. In the information technology field, we developed a manu-
facturing solutions system that vertically combines production line monitoring control systems
and higher-level production management systems. In the semiconductor field, we developed a
multi-channel DC/DC converter control IC with optimum efficiency for use in VTR cameras and
a low-loss super-high-speed MOSFET device designed for PDP sustain circuits. In magnetic disks,
we channeled efforts into advancing our perpendicular magnetic recording technology, achiev-
ing the world’s highest area storage density of 170GBit per square inch.
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Financial Position
Total assets as of March 31,
2004 stood at ¥908,060 mil-
lion (U.S.$8,648 million),
¥13,061 million less than a
year earlier. Current assets
totaled ¥451,682 million
(U.S.$4,301 million), a de-
crease of ¥21,540 million that
was mainly attributable to a
reduction in inventories.
Property, plant and equip-
ment, net, declined ¥36,411
million to ¥153,810 million
(U.S.$1,464 million), chiefly
reflecting the shift to the
leasing of production equip-
ment with the aim of reduc-
ing plant and equipment.
Investments and other assets
increased ¥44,890 million to
¥302,568 million (U.S.$2,881
million). This was primarily
caused by a marked increase
in the market value of investment securities and other, as many investments were revalued because
of rising stock prices.

Total liabilities were ¥707,795 million (U.S.$6,740 million), ¥37,683 million less than one year
earlier. The main reason was a decrease of ¥75,854 million in interest-bearing liabilities, mainly
short-term borrowings, which was partially offset by a ¥20,777 million increase in long-term deferred
income taxes associated with the revaluation of investment securities and other, and a ¥12,967
increase in trade payables. Interest-bearing liabilities on March 31, 2004 amounted to ¥363,010
million (U.S.$3,457 million), a decrease of 7.7 percentage points to 39.9% of total assets.

As of March 31, 2004, minority interests were ¥8,491 million (U.S.$80 million), ¥5,964 million
less than one year earlier. This decline was mainly attributable to the conversion of Fuji Logistics
Co., Ltd. into an equity-method affiliate.

As of March 31, 2004, shareholders’ equity was ¥191,774 million (U.S.$1,826 million), ¥30,586
million higher than a year earlier. This was mainly because unrealized gain on other securities,
net of taxes, rose ¥29,695 million due to the revaluation of investment securities and other. The
result was a 3.6 percentage-point increase in the equity ratio to 21.1%.

Cash Flows
In fiscal 2003, free cash flows, the sum of operating and investing cash flows, totaled ¥88,392
million (U.S.$841 million), a sharp increase from ¥24,122 million one year earlier.

Cash Flows From Operating Activities
Operating activities provided net cash and cash equivalents (cash) of ¥66,468 million (U.S.$633
million), compared with ¥38,576 million in the previous fiscal year. The main contributing
factors were funds retained from depreciation and amortization, and income before income
taxes and minority interests, as well as a reduction in inventories.
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Cash Flows From Investing Activities
Investing activities provided net cash of ¥21,924 million (U.S.$208 million), compared with ¥14,454
million used in the previous fiscal year. This reversal was mainly attributable to proceeds from
sales of property, plant and equipment accompanying the shift to the leasing of equipment.

Cash Flows From Financing Activities
Financing activities used net cash of ¥76,808 million (U.S.$731 million), compared with ¥47,832
million in the previous fiscal year. Cash was used mainly to reduce short-term borrowings.

Cash at March 31, 2004 amounted to ¥27,240 million (U.S.$259 million), ¥12,202 million
more than one year earlier.

Risk Factors
The Fuji Electric Group works to mitigate business risk and other risk in a systematic and
methodical manner. However, before making an investment decision, investors should be aware
of various risks, including those listed below, which could have a negative impact on the operating
results and financial position of the Fuji Electric Group. As of March 31, 2004, the following
factors were judged to have a potential future impact on the operations of the Fuji Electric Group.

(1) Risks related to changes in the operating environment
(a) Material and component prices in international markets have been rising due to rapidly

increasing demand for raw materials associated with economic expansion in China, and
geopolitical instability related to conditions in Iraq. In response, taking into account supply
trends and capital expenditure plans, Fuji Electric is implementing effective procurement
initiatives, ensuring adequate inventory levels of items in short supply, seeking possible
alternatives, implementing cost reduction initiatives (reverse auctions, joint purchasing,
logistics streamlining) and taking other steps in its procurement activities. However, an
increase in raw material and component prices above a certain level may have a negative
impact on operating results.

(b) The Fuji Electric Group is involved in BtoB business activities in a wide range of fields.
Customers include domestic and overseas municipal and central governments and corporations
active in the electric power, manufacturing and assembly, industrial equipment, transport,
logistics, and service industries. The Group’s main businesses are: Energy & Electric Systems,
including electric power and distribution, industrial systems, and control systems; ED&C·Drive
Systems, including low-voltage switches, drive and control systems; Electronic Devices,
including semiconductors and magnetic disks; and, Retail Support Equipment & Systems,
including vending machines and cold-chain equipment.

The Fuji Electric Group is faced with continued curbs on public works spending and on-
going cutbacks in investment by power utilities in its operating environment. This is leading
to intensifying competition for orders and a consequent decline in unit prices. In response,
the Group is actively implementing initiatives in both production and marketing to drive an
improvement in earnings. However, there is a possibility that operating results may be affected
by economic trends or a further decline in unit prices.

Meanwhile, due to robust exports centered on China and strong earnings results related to
domestic market conditions, industrial machinery manufacturers, primarily machine tool mak-
ers, digital consumer electronics manufacturers and other companies are showing a high
level of interest in the Group’s switching equipment, drive and control systems, semiconductors
and other products. Consequently, the Fuji Electric Group is actively working to win new
orders and boosting output of these products. However, due to Chinese government polices



FUJI ELECTRIC HOLDINGS CO., LTD.   Annual Report 2004 59

designed to slow down the country’s overheating economy, there are concerns about a
deterioration in market conditions in China, while there are also fears of a weakening in the
domestic digital consumer electronics market. Any manifestation of these concerns may
have an impact on the operating results of the Fuji Electric Group.

(c) Based on an established set of basic management criteria for the Group’s exchange rate
transactions, the Fuji Electric Group systematically employs forward-exchange contracts to
minimize the risk of exchange rate fluctuations on its operating results. However, the
forward-exchange contract policy in the basic management criteria is not capable of
entirely mitigating exchange-rate risk. Consequently, fluctuations in exchange rates, primarily
between the yen and the U.S. dollar, may have a negative impact on the operating results
and financial position of the Fuji Electric Group.

(2) Risks related to product quality
The Fuji Electric Group’s approach to quality control is underpinned by the fundamental policy
of manufacturing and selling products that ensure the highest level of customer satisfaction in
the industry. The Group has put in place a quality assurance system in line with this thinking
covering all stages of the product cycle, from market studies and product planning, through
sales and after-sales services. However, the Group cannot guarantee that all the products it
manufactures are free of defects, or that problems will not occur in the future. Although the
Group has taken precautions in the form of insurance to provide compensation for product
liability claims, there is no guarantee that this insurance will cover the entire amount of required
compensation. In the event that defects are found in any Fuji Electric products, this may have a
negative impact on the Group’s operating results and financial position.

(3) Risks related to overseas business activities
As outlined in its medium-term management plan, the Fuji Electric Group is seeking to expand
its overseas presence, with a particular focus on the Chinese market, in order to strengthen its
earnings capabilities. Specifically, the Group is developing its energy & electric system, ED&C·
drive system, electronics and retail support equipment & system businesses mainly in China
and other Asian markets. Consequently, in these and other countries, Fuji Electric is exposed to
the following risks, which may have a negative impact on the Group’s operating results and
financial position.
• Unforeseeable changes to laws, regulations and tax systems that may have a detrimental

effect on the Group
• Disadvantages arising from political conditions
• Social turmoil related to terrorist incidents, war and other events

(4) Risks related to intellectual property
The Fuji Electric Group manages its intellectual property rights based on internal regulations
that define its policy for protecting and utilizing intellectual property assets. In R&D and design,
the Group also carries out systematic studies of patents held by third parties. In addition, Fuji
Electric uses training programs to encourage greater awareness among employees of the patent
system and respect for third-party intellectual assets. Based on these kinds of initiatives, the
Group is working to effectively protect its own intellectual assets and efficiently and successfully
develop new products that do not infringe third-party patent rights.

However, because the Group possesses technologies and products in a wide range of fields,
the pace of technological innovation is accelerating, and the Group’s operations are becoming
more global, the possibility of dispute over intellectual property rights is increasing. Dispute of
this kind may have a negative impact on the Group’s operating results and financial position.




