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Note regarding forward-looking statements
Certain information in this Annual Report, such as Kenwood business plans, strategies and
predictions, contains forward-looking statements that may prove to be incorrect. Although
any statements that express or involve management judgement are based on currentlyavailable information, they involve known and unknown risks, uncertainties and other
factors that may cause the actual results to materially differ from those considered by the
forward-looking statements. Potential risks, uncertainties and other factors include, but not
limited to: overall economic climate and consumer spending in Japan as well as other major
countries; demand for Kenwood's products and pressure of falling prices due to fierce
competition; corporate ability to continue to develop products and cutting-edge technologies
that appeal to consumers in a highly competitive market; and currency exchange rates
(especially between the Japanese yen and the U.S. dollar, as well as other key currencies in
which Kenwood carries out a large portion of its business transactions).

KENWOOD Corporate vision

Vision

Core Value

Reaching out to discover, inspire and enhance the
enjoyment of life

A Step Ahead

Principle

The Right Fit

Cultivate original thinking and execute with pride,
passion and precision
The heritage, strength and future aspiration of the Kenwood brand are
reflected in the values we share.
We must ensure that every aspects of our corporate activity, from product
development through customer relations, is consistent with the following
core values to realize our vision.

To drive dynamic evolution through progressive thinking and a willingness to
embarace change.
To create products and services that have an intuitive appeal because they fit
customer needs and lifestyles.

Fresh Experience
To foster the spirit of discover at work and refreshing surprise in daily life.

Quality and Performance
To insist on uncompromising quality and performance in our products, our
people and our business practices.

Confidence and Trust
To build confidence in the brand and lasting goodwill through relationships
based on trust.

Brand Statement
Listen to the Future

Financial highlights
Kenwood Corporation and consolidated subsidiaries
Years ended March 31
Millions of yen

Net sales
Operating income
Ordinary income (loss)
Net income (loss)
Net income (loss) per share
Net income per share after adjustment for latent shareholdings
Shareholders' equity
Shareholders' equity ratio
ROE
Retained earnings (deficit)
Interest-bearing debt
Net debt
Cash flows from operating activities
Number of employees

Mar. 2000

Mar. 2001

Mar. 2002

Mar. 2003

274,517

303,356

302,604

225,579

178,731

5,144

0

6,101

12,260

12,610

Mar. 2004

1,315

(3,727)

1,046

7,059

8,541

(1,017)

(21,843)

(26,658)

4,221

7,318

(7)

(148)

(160)

21

34

—

—

—

16

16

35,287

1,485

(17,002)

13,704

20,161

16.6%

0.7%

-9.3%

9.6%

14.9%

-3.1%

-118.8%

—

—

(8,398)

(30,066)

(38,581)

(34,238)

(9,777)

—

105,529

122,438

110,143

80,851

67,272

82,298

100,936

85,907

50,083

29,885

16,792

(7,421)

15,173

10,358

27,502

9,560

9,765

8,628

4,877

4,440
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To our stakeholders
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Record high income booked as efforts for sweeping
restructuring and concentrating on core businesses
take hold

Enhancement of competitiveness enabled a V-shaped
recovery in net income and elimination of the past
negative legacies

Kenwood Corporation, which had continuously expanded its audio
and radio communications businesses as core competences since
its foundation, had kept its operating balance in the black even
after Japan's bubble economy collapsed. The strong performance
was achieved as the automotive electronics and wireless radio
businesses offset unprofitable business areas such as home
electronics, a matured sector, and CD-ROM drives and GSM, the
Company's new business. However, it is true that these
unprofitable businesses weighed on the Company's bottom line,
and in the course of promoting measures to cope with the
situation, the balance sheet deteriorated markedly. In fiscal 2000
(ending March 2001), the Company booked an extraordinary loss
as a result of the withdrawal from new businesses, and in the
following year it posted another extraordinary loss due to
evaluation losses as deflation worsened. Hurt by these negative
legacies, the Company stated its negative net worth*1 at 17.0
billion yen, interest-bearing debt*1 at 110.1 billion yen and a loss
carryforward*2 of 44.6 billion yen as of the end of March 2002.
Against this backdrop, corporate management restructuring was a
pressing task for the Company.
Under such circumstances, I assumed the Kenwood presidency
at the end of June 2002. There have been many Japanese
corporations whose performance became sluggish as their
industry matured, but I believe that such an industry is intrinsically
quite attractive. In the matured field, no growth is expected, but a
large and stable market already exists. While an increasing
number of companies are withdrawing from this industry due to
declined profitability, it is difficult for new entrants, because, in
this industry, resources such as technologies, facilities and sales
networks have generally been established and brand presence has
been built, constituting an extremely high barrier for entrants.
To eliminate the past negative legacies as soon as possible and
restructure the Company by leveraging the benefits of a mature
industry, we formulated our "Revitalization Action Plan" in July
2002 (immediately after I became CEO), under which the entire
staff is striving to achieve drastic restructuring of finances,
business, costs and the industry. As a result, we were able to
eliminate the negative net worth in December 2002 and completed
various restructuring measures within nine months. In fiscal 2002
(ended March 31, 2003), the Company booked the largest
consolidated net income in its 57-year history.

As earlier mentioned, the Company had completed various
restructuring measures as part of the "Revitalization Action Plan"
by the end of March 2003, and shifted its management priorities to
a new leap forward as the reborn Kenwood. In May 2003, aiming
to become one of the world's truly excellent companies, the
Company drafted its midterm business plan, the "Excellent
Kenwood Plan" that focuses on the business domain of "Mobile &
Home Multimedia System," which is expected to be the most
promising field in the 21st century."
In fiscal 2003, the initial year for the midterm plan, the effects of
restructuring efforts, which were completed in the previous year,
together with the result of production innovations launched in
March 2003 to further improve profits and cash flows, clearly
contributed to the Company's earnings for the whole year. As a
result, net income rose substantially to a record high for two
consecutive years, literally achieving a V-shaped recovery.
Managing to reduce loss carryforward and interest-bearing debt
significantly, the balance sheet also became healthier, as the
Company took its first step towards becoming a truly excellent
company.
Aiming to drastically strengthen its financial and capital
structure, the Company in May 2004 formulated the "New
Financial Strategy," which involves the simultaneous execution of
four measures: entirely eliminating loss carried over; retiring
preferred stock through public offering; terminating the repayment
agreement through refinancing; and substantially reducing
interest-bearing debt. The Company completed this
unprecedented scheme (for Japan) by the end of August 2004.
This accomplishment translated into a dramatic improvement in its
financial basis, a big step toward attaining three of the four
objectives set in the midterm business plan: "Excellent Kenwood
Plan." The three goals are to "achieve a 20% return on equity
(ROE)," "resume dividend payments" and "implement zero net-debt
business management."
We could complete the above-mentioned scheme thanks to the
understanding and support of every shareholder, financial
institution as well as the other stakeholders. Taking this
opportunity, I would like to express my heartfelt gratitude to you.
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Promotion of growth strategy led us to shift our
management priorities to full-scale growth for a new
leap forward
As described above, departing from the past negative legacies, the
Company shifted its management priorities to a full-scale growth.
To achieve an operating income margin of 10%, the remaining
objective of the midterm business plan: "Excellent Kenwood Plan,"
the Company will proactively carry out measures to grow in fiscal
2004 (ending March 31, 2005), the second year of the midterm
plan. To this end, the Company, with "strategic investment" as its
basic policy, will develop new products and innovative
technologies that are competitive, strengthen the brand name to
increase the corporate presence worldwide and enhance human
resources to bolster its business promotion capabilities and
aggressively proceed the "M&A Strategy."
In June 2004, as part of its M&A strategy, the Company acquired
the radio operations of Toyo Communication Equipment Co., Ltd. to
further reinforce the communications business, centering on
domestic operations. In October, as part of its brand strategy, the
Company defined its "Principle"*3 and "Core Value,"*3 by further
developing the corporate vision: "Reaching out to discover, inspire
and enhance the enjoyment of life." To further increase the

presence of the Kenwood brand, the Company also redefined the
method for promoting the brand logo and decided on a "Brand
Statement."*3 On top of this, the Company will continue to provide
the West McLaren-Mercedes team with radio systems for the
Formula One (F1) world auto-racing championship, as an official
supplier, aiming to promote its brand with high technology and
reliability by playing a role in leading this team to victory in these
highly demanding races. Furthermore, the Company will
commercialize flagship models that are appropriate for the new
corporate vision, with which it will make an appeal to the world
for the reborn Kenwood.
The Company is promoting the growth strategy in its three core
businesses through proactive development and investment, aiming
to further strengthen the audio and radio communications fields,
its core competences. Consequently, the Company has already
materialized the networking of home audio systems and personal
computers, and commercialized home audio equipment that is
compatible with online (web-based) music distribution services.
The Company is now working on networking of home audio
systems and automotive electronics, commercialization of new
car-navigation and car-multimedia systems by integrating PCs,
networks and home audio equipment based on proprietary
Kenwood technologies, and production of business-use digital
radio equipment that is compatible with the U.S. APCO standard.
Through this move, the Company will make the framework of the
core businesses seamless and create a new sound entertainment
and mobile world, aiming to establish the Mobile & Home
Multimedia System business, which is designed to provide
customers with fresh innovations and impressions."
In proceeding with these measures for growth, we will increase
the transparency of our corporate management and strengthen
accountability so that all the stakeholders, including the
shareholders, investors, financial institutions and customers, can
understand well what we are doing. The Company will also strive
to contribute to the public good through its business operations as
well as to improve corporate value. We appreciate your continued
understanding and support.

Haruo Kawahara, President & CEO

*1 Consolidated figures posted as of the end of March 2004
*2 Non-consolidated figures registered as of the end of March 2004
*3 "Principle" "Core Value" and "Brand Statement" are described on page 3.
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Outline of Kenwood

"Reaching out to discover, inspire and enhance the enjoyment of life"

Corporate
会社概要
Profile

Aiming to become a Global Excellent Company with our core competencies
in audio and wireless radio communication technologies.

Kenwood, which was established in 1946 in Akaho, Nagano Prefecture as a
company specializing in radio assembly and repair, produced an advanced
high-frequency coil by taking advantage of its location surrounded by
mountains, where radio waves were weak. Based on the high-frequency
technology, the Company developed high-grade FM tuners and radio
equipment. Since then, it has expanded its business domains steadily to
include radio equipment and home-use as well as car-mounted audio
systems. Its business areas have also expanded into North America, Europe,
Asia, particularly China, East Europe, particularly Russia, Latin America and
the Middle East.
However, the Company's earnings weakened, because profitability in the
home audio business, a mature field, deteriorated amid the harsh business
environment caused by the economic slump, fierce competition with peers
and fluctuations in exchange rates. On top of this, new businesses such as
CD-ROM drive and GSM did not get off the ground, against the Company's
initial expectation. To cope with this, the Company did its utmost effort to
rebuild financial footing by implementing drastic restructuring measures
under the "Revitalization Action Plan," which was formulated in July 2002.

The restructuring measures were completed only a mere nine months later,
and the Company posted a record-high consolidated net income in fiscal
2002 (the year ending March 2003). Then, in May 2003, the Company
devised its midterm business plan, the "Excellent Kenwood Plan," taking its
first step as reborn Kenwood towards a new leap forward. As a result of
concentrating management resources on varied measures for strengthening
the operational capabilities, the Company registered an all-time high in
consolidated net income in fiscal 2003 for the second consecutive year,
achieving a V-shaped recovery.
At present, the Company is implementing a growth strategy in the
businesses of automotive electronics, communications and home electronics
under the new corporate vision-"Reaching out to discover, inspire and
enhance the enjoyment of life" by leveraging its assets such as technical
prowess, products planning capability, global networks and the brand. We
will continue our utmost effort to establish the business of "Mobile & Home
Multimedia Systems" by combining audio and radio communications
technologies, our core competences, and become the dominant company in
the world.

Car Electronics Business
Home Electronics Business

Consumer Car Electronics Business
OEM Car Electronics Business

Communications Business

Consolidated sales by business segment
Car Electronics Business
Home Electronics Business
(Billions of yen)

300

Consolidated sales composition by business segment

Communications Business
Others

Car Electronics Business
Home Electronics Business
(%)

12.9

100

82.7
200

84.1

5.7
41.9
61.0

100

122.8

117.0

80
3.6
24.0
50.4
100.8

0
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2002/3
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4.3
27.3

Communications Business
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2003/3

2004/3

2002/3

Business
事業拠点
Bases

"KENWOOD" brand is enhanced at 17 nations and 53 sites in the world.

Head Office / Hachioji Office

Yokohama Office

Yamagata Factory

Nagano Factory

Offices
Factories
Sales

Malaysia Factory

Singapore Factory

Shanghai Factory

France Factory

Consolidated sales composition by geographic area
Japan

Americas

Europe

Asia, others

(%)

100
80

10.6
20.3
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23.6

11.8
22.6

60
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31.4

26.7

40

42.1
33.1

20

38.9

0
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Three core businesses

In pursuit of further value creation by integrality our three core business segments
and establish "Mobile & Home Multimedia System" business

08

Car Electronics Business

Communications Business

Development of digital and network technologies for automobiles has
opened remarkable possibilities in the fields of car audio and
navigation systems. Since its entry into the automotive electronics
market in 1980, the Company has built a high brand presence
worldwide, utilizing the capability to cultivate potential needs of the
market and the ability to plan and develop products, while emphasizing
a consumer business based on the high fidelity technology it has
accumulated over the years.
In the consumer business, we are selling new proposal-oriented
products that combine high tone quality technique with advanced
technology, in the car multimedia field, which continues to grow.
Among others there is an audio-visual hard disc navigation system that
focuses on entertainment and convenience, tuners for digital satellite
broadcasting and the first civilian use of tuners for terrestrial digital
broadcasting. To further solidify its global presence in the traditional
automotive audio field, the Company is increasing its product lineups
by commercializing flagship models bringing together the essence of
the most advanced tone quality technologies, while raising its
presence in emerging regions through the use of global networks.
As for the OEM business, the Company is rapidly expanding
operations not only in Japan but also in north America, Europe and
elsewhere in Asia, by taking advantage of its high grade technologies,
which consistently receive high marks for the consumer business, the
ability to plan and develop products, as well as reliability and brand
presence. In April 2004, the OEM section became independent of the
Car Electronics Division and has been increasing its presence in
components for automotive electronics as well as in car multimedia
and audio systems.
Currently, the Company is launching large projects and proactively
investing in them to commercialize car multimedia products that are
more attractive and competitive, aiming to enhance competitiveness in
the field of car navigation systems, the use of which is expected to
fully spread in Europe and China. The Company is also working hard to
boost business competitiveness and profitability, by vertically
integrating plants at home and abroad in the consumer and OEM
businesses, separately.

Since its foundation, the Company has operated the radio equipment
business using the high-frequency technology, developing proprietary
techniques and high know-how in the field of wireless communications,
which is not included in the Car Electronics and Home Electronics
businesses. The Company has increased its market share of commercial
communications systems, becoming the world's second largest supplier.
To achieve this, the Company has speedily complied not only with various
countries' laws and regulations on radio waves but also with
digitalization of radio equipment, which requires cutting-edge
technologies. The Company has supplied radio systems that require
extremely high reliability, privacy and security, durability and operability
to the West McLaren-Mercedes Formula One (F1) auto-racing teamreferred to "Olympic Games of technologies"-as an official supplier, for
more than 10 years. This is indicative of our equipment's high
performance and reliability.
In recent years, the Company has entered the mobile communications
field, introducing PDC, PHS and GSM terminals in the domestic market.
However, we pulled out of this sector in November 2002, as profitability
weakened due to the maturing of the market and heightened competition
in development. Against this backdrop, the Company endeavored to
strengthen operations and improve profitability by focusing on the
businesses of radio equipment, including commercial radio systems,
amateur radios and specially-designated low power transceivers, from
which stable profits are expected.
The Company has moved the division headquarters to the U.S., the
largest market for Kenwood, where it is enhancing the cooperative
system of marketing, sales, development and production, digital radio
equipment and further shifting from being a terminal manufacturer to
becoming a system provider.
Kenwood is expanding operations in Asia, particularly China, where
spectacular growth is forecasted, and the regions, in which growth is
projected, including East Europe, particularly Russia, the Middle East,
Latin America and Africa. Meanwhile, in mature markets, the Company
is carrying out a growth strategy for expanding the size of operations by
increasing its presence through strategic M&As. As part of this strategy,
the Company acquired the radio operations of Toyo Communication
Equipment Co., Ltd. in June 2004. With this acquisition, the Company
now can supply a large number of products to public agencies and power
utilities, as well as utilize networks and huge resources or technologies
relating to radio equipment operations. It is now expanding its radio
equipment business in Japan.
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Home Electronics Business

The Home Electronics Business is another of our longstanding
operations like the radio equipment business. Since our
commercialization of a high-class FM tuner using advanced highfrequency technology, Kenwood has steadily expanded the business
under the concept of "high fidelity" and expanded its presence as an
audio system manufacturer around the world. At the same time, the
Company has produced many proprietary sound technologies that
significantly improve quality, and continued to offer fresh, attractive
sound entertainment for the market, at a time when media technology
shifted from analog to digital.
However, profitability of the business deteriorated as the market
matured and trends changed. To turn around the situation, the
Company implemented drastic restructuring in fiscal 2002 (ending
March 2003), integrating product lineups into the three categories that
are profitable and promising while reducing sales areas by changing
sales strategy. Furthermore, the Company strengthened operational
capabilities and earnings power by advancing the production
innovation project. As a result, profitability improved remarkably in the
year ended March 31, 2004, although sales declined sharply.
The Company now focuses on the development of digital amplifiers
with high fidelity and high power, the features meeting the needs of
the digital era, and products compatible with networks, which match
with the Company's concept of providing sound entertainment in every
living scene. As part of this effort, the Company in May 2004 launched
a hard-disc audio system that can handle music distribution services
offered by Any Music Inc., in which the Company has a stake. This
was followed by the release of a network-based theater system, which
reads music and videos stored on a PC through wireless networks and
reproduces them with at high quality.
From now on, the Company will continue to position home electronics
as the core in the world of sound entertainment, and evolve them while
putting emphasis on the high fidelity sound reproduction that the
Company has traditionally pursued. We will also integrate home
electronics with portable audio equipment and car electronics to
further make our products seamless. Through these efforts, we will
establish the "Mobile & Home Multimedia Systems" business that
offers higher quality and a high degree of entertainment value.

■ Speaker System Business
The Company has been enhancing its audio operations while focusing
on high fidelity and increased its presence as an audio manufacturer.
Despite the widespread progress of digital media, speaker systems
remain a sensitive field as they rely on the physical phenomenon of air
oscillation to convey sound. The Company has accumulated extensive
proprietary analog technologies and relevant know-how through a
painstaking process of trial and error in its high fidelity design as well
as development of new materials for speaker systems.
In April 2004, the Company created the
Speaker System Division by integrating the
speaker operations of the Car Electronics
Division and the Home Electronics Division,
aiming at offering attractive, value-added
products with high-fidelity sound reproduction
based on the above-mentioned technologies
and know-how.
The Speaker System Division, as an important
division for the Consumer Business Sector, is
expected to contribute to the Car Electronics
and the Home Electronics divisions and
establish a business centering on speaker
systems, through which it plays a part in further
enhancement of the audio sector.

■ Consumer Business Development Center
The Company conducts research and development for advanced
technologies on the cutting edge in anticipation of the full-scale arrival
of the fully digitalized and networked society. In April 2004, the
Company established the Consumer Business Development Center,
aiming to develop new, competitive technologies and products that
match our vision as well as design platforms, in the consumer
electronics field where technical innovation is remarkable.
This new R&D organization is proactively engaged in development of
basic technologies common to every business, advanced development
and strategic development, while combining core technologies,
optimizing the use of resources and devising common strategic
development themes for the entire company.
We strive to explore new possibilities in the multimedia era, while
implementing R&D activities dynamically, aiming to establish the
"Mobile & Home Multimedia System" business and create new
businesses. To this end, the Company will commercialize an agent
function that combines voice recognition/synthesis techniques with
dialogue control technology and new functions that utilize digital and
network technologies.
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Kenwood posted a record net income mainly by concentrating resources on core businesses
through a sweeping restructuring — Fiscal year through March 2003
In fiscal 2000 and 2001, the Company liquidated its CD-ROM drive and GSM businesses to concentrate on core businesses and reevaluated its assets under
the market value accounting rules. As a result, consolidated negative net worth totaled about 17 billion yen at the end of March 2002, which made it
urgently necessary for the Company to rebuild its operations.
Against this backdrop, the Company in May 2002 formulated its "Kenwood Drastic Revitalization Plan," the essence of restructuring measures, and two
months later announced the "Revitalization Action Plan," which includes various restructuring measures, under the new corporate management structure.
Under the action plan, we implemented restructuring across the company seeking to break free of the negative net worth specter, focusing on "business,"
"cost," "management" and "financial restructuring."
As a result, the Company could receive support from financial institutions and investors, which enabled it to increase capital and eventually eliminate the
negative net worth by December 2002. On top of this, the various rebuilding measures produced better results than planned. Operating, ordinary and net
income all increased sharply from the previous year on a consolidated as well as non-consolidated basis, despite negative external factors, such as the
sluggishness of the economy and the stock market, the war in Iraq, and the outbreak of severe acute respiratory syndrome (SARS). In particular, the net
balance moved back into the black, marking an all-time high income, swinging from the third consecutive year of substantial losses.

(Billions
of yen)

2000/3

2001/3

2002/3

2003/3
(%)
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40

2002/7〜
Revitalization
Action Plan
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Net income
Net income ratio
Operating income ratio
Ordinary income ratio

Elimination of money-losing businesses through
"business restructuring"
In the Home Electronics Business, after reassessing product models and sales
territories, the Company revised its marketing strategy and decided to sell home
theater systems, pure audio equipment and portable radio devices mainly in the
three major markets, Japan, North America and Europe. As for the
Communications Business, the Company in November 2002 pulled out of the
development and production of cellular telephones, while focusing on the radio
equipment business, with the emphasis on: commercial radio systems, amateur
radios and specially-designated small power transceivers.
Through these moves, the Company established a management framework that
centers on the three core businesses, car electronics, home electronics and radio
communication equipment, with "audio" and "radio communications," which are
the core competence the Company has been engaged in for over five decades
since its foundation.

Reduction in consolidated fixed and production costs
through "cost restructuring"
Of the nine production bases worldwide, the Company sold plants in Mexico and
Huizhou (China), closed a factory in Hungary as well as scaled down its
operations at plants in Yamagata (Japan), France and Singapore, through
"business restructuring" moves that enabled fixed and production costs to be
reduced.
In an effort to overhaul the sales structure, the Company succeeded in reducing
sales, general and administrative expenses at home by consolidating sales
offices and introducing a sales agent system. Outside Japan, it consolidated
sales firms in the Americas, while setting up regional supervisory offices in
Europe and Asia.

Furthermore, to optimize resources in the group, the Company consolidated its
19 Japanese affiliates into 12, which resulted in staff reductions of about 45%
throughout the group. It also cut employees' salaries and outsourcing fees paid
to domestic affiliates. Consequently, it reduced fixed and production costs
substantially, and its profitability was enhanced.

Enhancement of management framework and
transparency through "management restructuring"
After the general shareholders meeting in June 2002, the Company adopted an
executive officer system, streamlined the corporate organization and rejuvenated
the management teams at affiliated firms in Japan and overseas. Under the
integrated corporate management policy, the Company built a consolidated
management structure for all functions from production to marketing, to ensure
enhanced competitiveness and ability to respond to changing markets, and
improvement of corporate governance organizational structure was revamped
and additional measures for affiliated firms were implemented.

Elimination of negative net worth through "financial
restructuring"
Thanks to full understanding and support by all stakeholders the Company could
boost capital by some 2 billion yen in October 2002 through a third-party
allocation of new shares. In December, after an extraordinary shareholders
meeting, The Asahi Bank, Ltd. (present Resona Holdings, Inc.) undertook a debtfor-equity swap amounting to 25 billion yen through an issuance of preferred
stock. As a result, the Company ultimately was able to eliminate negative net
worth both on a consolidated and non-consolidated basis-the most important
issue we had been facing.
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Kenwood achieved a V-shaped recovery, while eliminating the past "negative legacies"
—Fiscal year through March 2004
In fiscal 2002, the Company completed restructuring measures under the plan called "Revitalization Action Plan" and shifted its management priorities to
regeneration, revitalization and a new leap forward, as a reborn Kenwood. In May 2003, the Company devised its three-year midterm business plan
"Excellent Kenwood Plan" for fiscal 2003 to 2005, aiming to become a "world's truly excellent company," while focusing on the business domain of "Mobile &
Home Multimedia Systems," which is expected to be the most promising field in the 21st century.
In fiscal 2003, the initial year for the midterm plan, the effects of the four restructuring phases which were completed in the previous year, together with
the result of production innovations launched in March 2003 to further improve profits and cash flows, clearly contributed to the Company's earnings for the
whole year. As a result, the Company booked a record high consolidated and non-consolidated net income in its 57-year history, for the second
consecutive year. On top of this, managing to reduce loss carried forward and interest-bearing debt significantly, the balance sheet also became healthier,
as the Company took its first step towards becoming a truly excellent company.

(Billions
of yen)
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2006/3
(%)

2004/5〜
Excellent Kenwood Plan
—Midterm business plan

40

12

2002/7〜
Revitalization
Action Plan

30

9

20

6

10

3

0

Targets for
FY 2005
(ending Mar. 2006)

-10

Operating income ratio: 10%
ROE: 20%
Resumption of dividend payments
Implementation of zero net-debt
business management

-20

4

200 .3

0

〜
〜
-8

Net income
Net income ratio
Operating income ratio
Ordinary income ratio

"Excellent Kenwood Plan" —Midterm business plan
The Company drafted its midterm business plan "Excellent Kenwood Plan"
starting fiscal 2003 (ended March 2004) through 2005 (ending March 2006), as a
step towards regeneration, revitalization and a new leap forward.
This plan is designed so that Kenwood will regenerate itself by breaking with
the past and become one of the "world's truly excellent companies" with the
brand image of innovation and intelligence in "Mobile & Home Multimedia
Systems," one of the most promising fields in the 21st century, as part of its
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vision of "Reaching out to discover, inspire and enhance the enjoyment of life."
To this end, the Company intends to dramatically improve its competitiveness
and profitability, by allocating profits earned as a result of the progress of
production innovation and other systematized management for reinvestment in
developing new products and technologies, strengthening the brand name and
"sharing profits among employees," while expanding audio and radio
communications businesses as core competences to the greatest extent.

Production innovations-Best practice reflected on all
production sites at home and abroad
In March 2003, the Company launched a production innovation project to further
improve profits and cash flows through "Kenwood Quarter QCD (quality, cost and
delivery) Revolution"-the supply chain management (SCM) overhaul targeting
production, marketing and technology. The themes of the project were "revival of
domestic plants to outdo Asian peers" and "reinforcing overseas plants'
competitiveness."
The best practical example for the project was the return of the production of
portable MD players for the Japanese market from the Malaysian plant to the
factory in Yamagata (Japan), where manufacture resumed in September 2003.
The move resulted in a reduction in costs, a substantial cut in the lead time from
manufacturing to marketing, and a decrease in the percentage of defective
products, which helped turn a profit in the home electronics business in the
second half of the year and contributed to improving cash flows.
In a similar move, the Company shifted the production of "Theater Navi," a high
potential audio-visual hard disc navigation system, from the Nagano plant to the
Yamagata factory, where manufacture of the product started in January 2004,
while positioning the Nagano plant as the main production center of OEM car
electronics products. This production innovations were adopted in the car
electronics business. Through these moves, the Company established a system
to propagate best practice methods at all manufacturing bases both in Japan and
overseas.
As a result, inventories decreased approximately 7.7 billion yen from the
previous year. Cash flows from operating activities increased about 17.1 billion
yen, marking a significant improvement, due to cuts in inventories, a sharp rise in
net income and a reduction in accounts receivable due to restructuring of
marketing functions. In addition, indirect fixed costs and direct processing costs
declined, wastage costs decreased thanks to improved product quality, and
procurement costs went down owing to innovative procurement activities.
Reduction in these costs translated into an increase in earnings for every
business division.

Development of new product lines
The Company strove to develop new product lines leveraging its core
competencies, "audio" and "radio communication" technologies, aiming to
establish the "Mobile & Home Multimedia Systems" business.
In the car electronics business, the Company enjoyed strong sales of DVD
theater systems that use proprietary audio and multimedia technologies, as well
as "Theater Navi," an audio-visual hard disc navigation system that integrates
DVD theater and automotive navigation systems for the domestic market. The
Company strengthened its multimedia equipment lines, through development of
tuners for digital satellite broadcasting (provided by Sirius Satellite Radio, Inc. of
the United States) and the first civilian use of tuners for terrestrial digital
broadcasting high definition radios, both for the U.S. market. Sales of multimedia
and mechanical systems fared well, and the Company stepped up their
production. Accordingly, its OEM business expanded remarkably.
In the communications business, the Company focused on developing digital
radio communication terminals and radio communication systems in response to
the digitalization wave affecting radio communication domain.
In the home electronics business, the Company, concentrating its efforts on
home theater systems, pure audio equipment and portable audio devices,
developed digital amplifiers with high quality and next-generation network-based
audio systems, as well as products with excellent tone quality by stepping up
research on tone quality.

Reinforcement of the brand
After its start as a reborn Kenwood, the Company strove to rebuild its brand,
aiming to increase its global presence. In January 2004, the Company launched a
brand management project, in which Group staff around the world joined, to
work on a brand strategy to provide new value to the market. The Company also
signed an official supplier contract with McLaren-Mercedes Racing to provide the
renowned team with its radio communication equipment for the Formula One (F1) world auto-racing championship.

KENWOOD Quarter QCD Revolution
Profitability (30% Cost Reduction)
Cash Flow (50% Inventory Reduction)

Quality

Defect Rate Reduce to 1/4
Reduction Cost and Administrative Expenses Reduction 1/4

Delivery

Cost

Manufacturing-to-Sales Lead Time Reduce to 1/4

Unified Community KENWOOD Group

Transition of cash flow
Cash flows from operating activities
Cash flows from financial activities
(Billions of yen)

Transition of inventory and receivables
Cash flows from investing activities
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Kenwood achieved a V-shaped recovery, while eliminating the past "negative legacies" —Fiscal year through March 2004

Results and expansion of restructuring

■Cost restructuring

■Corporate restructuring
As a result of business restructuring implemented the previous year, consolidated
sales for the communications and home electronics businesses decreased about
28.6 billion yen from the previous year. However, operating income margin of the
communications business rose 5.3 percentage points year-on-year to 13.7%.
Meanwhile, the home electronics business saw profitability improve significantly
and it turned a profit in the latter half of the year, due partly to robust sales of
products introduced in the summer 2003 after its corporate makeover.

(%)

100

4.2
35.9

Under the consolidated management system adopted in the previous year, the
Company developed a "systematized management" featuring more precise
management based on numerical data. To this end, it strengthened its
consolidated operations from production to marketing, and implemented
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Others
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■Management restructuring

Transition of sales composition by Home Electronics business

Transition of sales composition by Communications business
Wireless radio equipment
Cellular phone (PDC) hand set

The Company lowered fixed costs by approximately 20.7 billion yen from a year
earlier, through closures, divestments and reorganizations of production sites,
realignments of its marketing structure and domestic affiliates, under its business
restructuring initiative. As a result, its profitability was enhanced, with the costto-sales ratio standing at 70.7%, an improvement of 1.3 percentage points from
the preceding year.
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organizational reforms and various measures for affiliated firms to enhance
competitiveness and ability to respond to market change. In view of making the
use of resources on a consolidated basis more efficient, improving SCM and
increasing CS, the Company further accelerated the reorganization of domestic
affiliates, merging Kenwood Service Corporation, an after-sales service
subsidiary, and Kenwood Logistics Corporation, a distribution unit, in January
2004.

■Financial restructuring
Cash flows from operating activities increased about 17.1 billion yen, or some
170%, from a year earlier, to 27.502 billion yen, due mainly to a reduction in
inventories through production innovations, increased net income and contraction
in accounts receivable thanks to the reforms in marketing structure that started

Transition of shareholders' equity

Transition of fixed cost composition
Fixed cost

Cost-to-sales ratio

(Billions of yen)

100

during the previous year.
Consolidated interest-bearing debts fell around 13.6 billion yen to 67.272 billion
yen, owing to an active repayment of borrowings supported by strong cash flows,
and net debts were 29.885 billion yen, achieving the initial target of 30.0 billion
yen or less.
Loss carried forward decreased about 24.5 billion yen to 9.777 billion yen, due
to the disposition of additional paid-in capital that was enhanced with increase
of capital through a third-party allocation of new shares and a debt-for-equity
swap in the previous year, as well as a record net income for the second straight
year. Shareholders' equity increased some 6.5 billion yen year-on-year to 20.161
billion yen, and the equity ratio gained 5.3 percentage points to 14.9%, by the
end of the fiscal year.

△11.7

Shareholders' equity

(%)

(Billions of yen)

80

200

97.3
△20.7
80

76.5%

Shareholders' equity ratio
(%)

30

182.9

78

85.6

150

142.1

135.8

20

76
64.9

60

74
72

40

72.0%
70.7%

2002/3

2003/3

2004/3

66

Change of cost and expenses composition
Cost of goods
Operation income

-50

Selling, general and administrative expenses
Operating income ratio
(%)

(Billions of yen)

10

120

6.1

100

65.0

8
80

7.1%
231.5

200
150

2002/3

Accumulated Losses

350

250

20.2

13.7

-10

-17.0

2003/3

2004/3

-20

Transition of accumulated losses and interest bearing debt

(Billions of yen)

300

0
-9.3%

0
68

0

10

50

70

20

14.9%

9.6%

100

Net debt

Cash / Deposits

Interest bearing debt = Net debt + Cash / Deposits

110.1
24.2
85.9

80.9
30.8

12.3
6

50.9
5.4%

12.6

162.4

39.7

60
50.1

40
4

67.3
37.4

29.9

20

126.4
100
50
0

0

-9.8

2

2.0%

-20

2002/3

2003/3

2004/3

0

-40

-38.6

2002/3

-34.2

2003/3

2004/3

Kenwood Corporation

15

Kenwood will promote its strategy for full-scale growth as preparation for a new leap forward
—Fiscal year through March 2005
The year through March 2005 is the second year of the three-year business plan "Excellent Kenwood Plan." While aiming to post a record high of
consolidated net income for the third consecutive year, the Company will strive to rebuild its financial framework through implementation of the "New
Financial Strategy." It will also enhance competitiveness and promote a growth strategy by actively making strategic investments, in a bid to build up
momentum for a new leap forward.

5
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New Financial Strategy—Rebuilding a sound financial
base

Resona Bank, the holder of the First Tranche of Class-A Preferred Stock, realizing
an above-par redemption. As a result, the Company retired the First Tranche of
Class-A Preferred Stock, representing half of all the preferred stock it had issued,
significantly reducing the impact of any future dilution of shareholder value.

Aiming at achieving the goals of the "Excellent Kenwood Plan," the Company
devised and carried out a pioneering program referred to as the "New Financial
Strategy," which includes a simultaneous execution of four measures that is
unprecedented in Japan, "elimination of losses carried forward through capital
reduction without compensation," "retirement of preferred stock through public
share offering," "debt refinancing through syndicated loans" and "termination of
the financial agreement."

■"Debt refinancing through syndicated loans" and

"Termination of financial agreement"
The Company eliminated its losses carryforward that had posted a major
challenge and retired half of the preferred stock it had issued, through public
share offering on 1st July 2004 and capital reduction with and without
compensation on 6th August 2004. As a result, it became possible for the
Company to organize a new syndicated loan (including commitment line contracts
with a number of financial institutions), and the Company concluded a new
syndicated loan agreement of 40.0 billion yen on 23rd August with Resona Bank
and Mitsubishi Trust and Banking Corp. acting as co-arrangers.
With the funds made available from this new syndicated loan and the
utilization of its own cash reserves, Kenwood completed the refinancing of
existing bank borrowings effective 31st August, and became autonomous in
terms of its financial strategy by terminating existing financial accords with
various financial institutions in a constructive manner one year ahead of
schedule, a major step toward realizing "zero net-debt business management"
targeted under the medium-term "Excellent Kenwood Plan" by substantially
reducing interest-bearing debts, and thus completed a series of "New Financial
Strategies."

■"Elimination of losses carried forward through capital

reduction without compensation"
With the completion on 6th August 2004 of nominal capital reduction totaling
20.0 billion yen without compensation, the Company eliminated both of its
consolidated and non-consolidated losses carryforward which had posted a
major challenge to the Company. This paved the way for resumption of dividend
disbursement and led to a significant improvement in its financial foundation.
■"Retirement of preferred stock through public share

offering"
The Company on 1st July 2004 completed the capital increase of 23.0 billion yen
through the issuance of new shares, procuring 22.0 billion yen from domestic and
overseas markets. On 6th August the Company completed a capital reduction
with compensation, paying back 16.1 billion yen, from the raised funds, to

Elimination of losses carried forward through capital reduction without compensation / Retirement of preferred stock through public share offering
(Billions of yen)
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Kenwood will promote its strategy for full-scale growth as preparation for a new leap forward—Fiscal year through March 2005

Making active strategic investment toward a new leap
forward
Aiming for a new leap forward, the Company seeks to enhance its corporate
competitiveness and strongly promote a growth strategy, by making strategic
investments in the development of new competitive products in the car
electronics, communications, and home electronics businesses.
The Company will also reinvest in its employees to increase incentives for them.
As part of such efforts, it hired college graduates for the first time in three years
and in March 2004 it stopped the wage cuts, which had been implemented since
October 2002. In addition, the Company will proceed with a brand promotion,
proactively investing to increase the global presence of the Kenwood brand.

Promotion of a brand strategy
The Company will work on a brand strategy to increase awareness for the
Kenwood brand and provide new value to the market, centering on a brand
management project, which was launched on 1st January 2004.
As part of such efforts, the Company will participate as an official supplier of
the West McLaren-Mercedes team in the Formula One (F1) world auto-racing
championship, where industries around the globe vie with each other to
determine who has the superior cutting-edge technologies. Through the move,
the Company will proceed with brand promotion activities around the world
focusing on high technology and reliability in order to further increase the
presence of reborn Kenwood brand.
By further developing the corporate vision, "Reaching out to discover, inspire
and enhance the enjoyment of life" the Company set down the business activities
policy, "Cultivate original thinking and execute with pride, passion and precision,"
and five "core values*1." The Company also redefined the method for promoting
the brand logo and picked the brand statement, "Listen to the Future."
Furthermore, the Company will commercialize flagship models attuned to the
corporate vision for every business, to present to the world the reborn Kenwood.

equipment market. By optimally leveraging this acquisition, we will strengthen
the radio communication equipment business for the domestic market, while
proactively considering implementing M&As aiming for a further leap forward of
every business.

Finishing touches on production innovation
The Company will strengthen the relationships between divisions and
manufacturing companies. Concurrently, as the Company positions the three
firms (Kenwood Yamagata Corporation, Kenwood Nagano Corporation and
Kenwood Electronics [Singapore] Pte. Ltd.) that are ahead of other Group
members in terms of production innovation, as the headquarters for production
innovation, the Company will also dispatch leaders to every section of its groupwide global manufacturing bases to propagate the practice they have learned. In
the Singapore and Malaysia regions, where the Group's largest manufacturing
facilities are operating, a supervisory organization established in February 2004
will advance the production innovation process.

Reinforcement of competitiveness and promotion of a
growth strategy under the four-profit center system

M&A is an important growth strategy for corporations to become top players in
matured sectors and increase each other's market presence. Given this, the
Company in June 2004 acquired the domestic radio communication operations
from Toyo Communication Equipment Co., Ltd., which boasts a substantial
presence, networks and technical resources in the radio communication

To reinforce competitiveness and strongly promote a growth strategy, the
Company will effectively make proactive strategic investments and put finishing
touches to its production innovations, (both mentioned earlier). To facilitate this
strategy, the Company reorganized its operations on 1st April 2004, centering on
the consumer electronics sector, where the business climate is dramatically
changing due to progress in technical innovation and diversified needs of users.
Under the new organization, the Car Electronics Division, which consists of the
consumer and OEM businesses that differ substantially in characteristics, was
divided into the Consumer Car Electronics Division and the OEM Car Electronics
Division. The new two divisions were combined with the Home Electronics
Division and the Communications Division to establish the "4 Profit Center
System*2." The Company then combined the three divisions-Consumer Car
Electronics, OEM Car Electronics, and Home Electronics-which were integrated
into the Profit Center, as well as the newly established Speaker System Division
and the Consumer Business Development Center, which make up the Cost
Center, into the "Consumer Business Sector" under the direct supervision of the
chief executive officer.
Under this new management structure, the Company will enhance its
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capabilities to respond to the rapidly changing consumer electronics markets in
the world, develop new technologies, promote strategic joint-development, and
put the finishing touches on production innovations to increase its
competitiveness.

business by putting emphasis on high-fidelity reproduction-it has traditionally
pursued as the core of audio entertainment-to create digital amplifiers and nextgeneration network-based audio equipment.

Earnings outlook—Aiming for the third straight year of
record income

Business strategy
■Car Electronics Business
Kenwood, an expert in the audio sector, will make great efforts to increase its
presence in the audio field, the Company's forte, and introduce new product lines
in the visual and digital broadcasting fields, which are rapidly growing.
Furthermore, the Company will launch a project, on which it will concentrate
entire resources, to develop proprietary technologies in order to create new
attractive automotive multimedia products.
In the OEM business, which has been developing rapidly thanks to the
cumulative efforts of many years, the share of multimedia products is high and
technical innovation is accelerating. Therefore, the Company will set up an
independent division for this business to develop new products, while promoting
strategies for further growth.

■Communications Business
Centered on the U.S. regional headquarters, the Company will further enhance
the cooperative system of marketing, sales, development and production, step up
digital radio devices while responding attentively to the digitalization wave, and
further promoting the shift from terminal device manufacturer to system provider.
The Company will expand operations in Asia, particularly China, where
spectacular growth is forecast, and regions such as East Europe, particularly
Russia, the Middle East, Latin America and Africa, where growth is forecasted. It
will also strengthen its domestic business by integrating the radio operations
acquired from Toyo Communication Equipment Co., Ltd. and strive to grow in the
global market, while maintaining high profitability.

For the year through March 2005, the second year of the three-year midterm
business plan "Excellent Kenwood Plan," the Company aims to post a record
consolidated net income for the third consecutive year. To achieve this, it will
enhance competitiveness and strongly promote its growth strategy, by
reorganizing its financial base, proactively making strategic investments, and
putting the finishing touches on its production innovations.
The Company expects consolidated net sales will rise 6.3% year-on-year to
190.0 billion yen, due to the effects of the introduction of new product lines
planned by every business.
Income is forecast to further improve, thanks to the ongoing reduction in costs
through production innovations. Despite a proactive strategic investment to
enhance competitiveness and promote a growth strategy, consolidated ordinary
income is estimated to be 8.5 billion yen, remaining unchanged from the fiscal
2003 (ended March 2004). Net income will likely increase year- on-year to 7.5
billion yen for the third consecutive year of record highs, due to less impact of an
extraordinary loss with restructuring already completed.

Partial return of the employees' pension fund to the
government

Now that its earnings structure significantly improved thanks to a series of
restructuring and production innovations, the Company will promote a growth
strategy to realize the home multimedia operations that offer new added value to
the market. To this end, the Company will further develop the home electronics

The corporate pension fund has been granted a waiver of the obligation to handle
future disbursement of pension benefits from the Minister of Health, Labor and
Welfare on 1st April 2004, in association with the return to the state of the
assets, which the fund has been managing as a proxy for the state, based on the
Defined Benefit Corporate Pension Law.
The Company's retirement benefits obligation will be terminated and
gains/losses will be realized on the day when the portion for proxy disbursement
is returned to the state, in accordance with the provisions of Paragraph 44-2 of
the interim "Practical guidelines for the accounting of retirement benefits"
(Accounting Committee Report No. 13; the Japanese Institute of Certified Public
Accountants). It is forecast that such gains/losses will have little effect on the
financial results for fiscal 2004 (ending March 2005).

New Organization

Outlook for fiscal year ending March 2005

■Home Electronics Business

Profit Centers

(Millions of yen)

Results for
FY 2004

Outlook for
FY 2005

Year-on-year
change

178,731

190,000

+11,269

Operating income

12,610

13,000

+390

Ordinary income

8,541

8,500

△41

Net income

7,318

7,500

+182

Communications Division
Net sales
Consumer Business Sector

Consumer Car Electronics Division
OEM Car Electronics Division
Home Electronics Division
Cost Centers
Speaker System Division
Consumer Business Development Center

*1 Five core values are described on page 3.
*2 There is no change in the classification for accounts settlement of the three business
segments (car electronics, communications, and home electronics), despite the newly
established "4 Profit Center System."
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Implementation status of corporate governance
The Company in June 2002 introduced a new management structure,
centering on the executive officer system, as part of restructuring measures
provided in "Revitalization Action Plan." Under the new framework, the
Company invited community and business leaders of diverse values as
outside directors to make management accountable and clarify the
responsibility for operation execution, and strove to implement transparent
decision-making and speedy, precise operations.
In March 2003, the Company established the "Management Audit
Division," which is tasked with conducting internal audits of group-wide
operations and reporting to the board of directors. It also set up a
consolidated business framework, centering on the core businesses, under
which it formed a new consolidated management system to optimize the
group's resources. Through these moves, the Company is enhancing
corporate governance and compliance functions.
The Company also launched the "Kenwood Environmental Committee,"
which is chaired by CEO and responsible for strengthening measures to
control the risk associated with product sales and environmental
compliance. Under the Committee, "Environment Protection Promotion
Conference" and "Green Products Promotion Conference" were created. In
addition, the Company established the "Company-wide PL Meeting" to

enhance measures for product liability. Thus, the Company endeavors to
carry out operations with emphasis on corporate society responsibility (CSR).
Furthermore, the Company in January 2004 established "Kenwood
Compliance Guidelines" as guideline for the conduct of all employees of the
group, in order to form a corporate group that has the community's trust and
develops together with the society it is a part of.
As mentioned above, Kenwood is doing its utmost efforts to enhance the
compliance function on a group-wide basis, ranging from strengthening
management auditing functions to mapping out guidelines for employees'
conduct, while stepping up the corporate governance as a consolidated
organization. The Company is dedicated to continue to further enhance its
CSR measures.

Management structure
Now that it completed restructuring, the Company will proactively
strengthen its business competitiveness and promote a growth strategy
aiming for a new leap forward, as part of its new management structure
comprising three external and four internal directors including two new
members who are directly responsible for their respective business
segments in which they have long track records.

President (Representative Director of the Board)
Director of the Board
Director of the Board
Director of the Board
Director of the Board (Part-time, external)
Director of the Board (Part-time, external)
Director of the Board (Part-time, external)

Haruo Kawahara
Kazuo Shiohata
Shoichiro Eguchi (Newly elected)
Yoshihiko Ueno (Newly elected)
Nobuo Seo
Takenori Kawafune
Takeo Nagatomo

Standing Statutory Auditor
Standing Statutory Auditor
Standing Statutory Auditor
Auditor (part-time)

Hideaki Kato (Not eligible for reelection)
Kazuhiro Kitahara (Not eligible for reelection)
Osamu Hamada (Not eligible for reelection)
Koichi Kurosaki (Not eligible for reelection)

& CEO
& Executive Vice President & Executive Officer

Haruo Kawahara
Kazuo Shiohata
CFO, Assistant to CEO; Equity, IR & PR Affairs

Executive Vice President & Executive Officer

Hiroyasu Hata
Assistant to CEO; Personnel & Employment
General Manager, Strategic Business Planning Division

Executive Vice President & Executive Officer

Akio Ueda
General Executive, Procurement Division

Executive Vice President & Executive Officer

Hiroshi Komatsuzaki
Assistant to CEO; Consumer Business Sector - Overseas Markets (Resident in U.S.A.)

Senior Vice President & Executive Officer

Masateru Ando

& Senior Vice President & Executive Officer

Shoichiro Eguchi

Assistant to CEO; Consumer Business Sector - Domestic Markets, Statutory Auditor, Any Music Inc. (Seconded)
General Executive, Consumer Car Electronics Division Representative, Kenwood Europe Headquarter
President, Kenwood Electronics Europe B.V.

& Senior Vice President & Executive Officer

Yoshihiko Ueno

& Senior Vice President & Executive Officer

Makoto Inukai

& Senior Vice President & Executive Officer

Hiroyuki Taki

General Executive, Communications Division (Resident in the U.S.A.)
President, Kenwood U.S.A. Corporation
Deputy General Executive, Communications Division
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Financial Review
Overview of fiscal year ended March 2004
In the period under review, the economy improved in the United States
and Asia as the negative impacts of the situation in Iraq and of the
SARS epidemic started to fade, while the European economy also moved
onto a recovery track helped by robust external demand. Against this
backdrop, the Japanese economy showed some bright signs of recovery,
with exports increasing, corporate earnings and capital spending
recovering, and the Nikkei average even reaching the 12,000. However,
the economic recovery was generally moderate in Japan, due to
lingering fears over future economic prospects: the yen's sharp
appreciation; a rise in long-term interest rates; and uncertainties over
the economic outlook in the United States and Europe.
In the consumer electronics market, demand was strong for the socalled "three digital crown jewels" comprising digital cameras, DVD
recorders, and flat-screen TVs. As for the markets the Company is
involved in, business sentiment varied from market to market, with the
audio equipment market shrinking while the visual device market
expanded.

Consolidated operating results
In the year under review, the Company suffered negative effects in the
wake of its phasing-out of the production of cell phone terminals as part
of the corporate structural reform and the reassessment of models and
sales territories in the home electronics business. This was combined
with such external factors as the much higher-than-expected yen's
strengthening, as well as a contraction in the global audio equipment
market. As a result, consolidated net sales dropped 20.8% from the
previous year to ¥178.731 billion.
Meanwhile, earnings in the communications and home electronics
businesses improved thanks to business restructuring effects, fixed
costs declined through cost restructuring efforts, interest burdens
decreased, while procurement and production costs declined due to
production innovation effects. As a result, profitability increased, with
the operating and ordinary profit margins marking their second
consecutive year of record highs. Net income margin hit an all-time high
for the first time in 15 years, significantly exceeding the last record high.
Despite a decline in net sales, operating income gained from a year
earlier to ¥12.610 billion, helped by the effects of business restructuring,
cost restructuring and production innovation. Ordinary profit jumped
21.0%, year on year, to ¥8.541 billion, hitting a record high for the first
time in five years, due mainly to a fall in the interest burden as a result
of financial restructuring. Net income soared 73.4% to ¥7.318 billion,
posting an all-time high for the second straight year. The impact of
extraordinary loss on net income was low due to the restructuring which
was completed in the previous fiscal year.
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Segment
Car electronics

Sales
Operating income

Communications

Sales
Operating income

Home electronics

Sales
Operating income

Others

Sales
Operating income

Total

Current
fiscal year

Previous
fiscal year

100,783

117,002

(Millions of yen)
Year-onyear change
△16,219

7,019

11,712

△4,693

50,373

61,015

△10,642

6,876

5,207

1,669

23,987

41,904

△17,917

△1,217

△4,483

3,266

3,588

5,658

△2,070

△68

△176

108

178,731

225,579

△46,848

Operating income

12,610

12,260

350

Ordinary income

8,541

7,059

1,481

Net income

7,318

4,221

3,097

Sales

■ Car electronics business
In the OEM market, sales soared approximately 70% over the preceding
year's, as some audio systems were adopted as standard specs by one
Japanese automaker for its vehicles.
The consumer market was adversely affected by external factors,
including a higher-than-expected rise in the yen's value, a contraction in
the global audio systems market, the war against Iraq and the SARS
epidemic in the first half of the fiscal year. In Japan, the
navigation/visual systems market expanded, while the visual equipment
market grew both in Europe and the United States. However, the
Company failed to capitalize on this golden opportunity, because the
introduction of new products was substantially behind schedule due to a
delay in the development of LSI engines outsourced to outside
companies. As a result, sales declined and profitability deteriorated.
Nevertheless, the Company had raised the ratio of navigation/visual
systems, which are projected to grow, to total sales. Therefore, given
that new visual products launched in February and March in the
domestic and overseas markets, respectively, are selling well, the initial
losses caused by their delayed introduction is likely to be offset.
The Company also shifted manufacture of new visual products for the
domestic market to Kenwood Yamagata Corporation, so that wellcoordinated production and marketing activities are directly linked to the
market.
Sales of digital broadcasting-related products remained strong in the
United States. In this sector, the Company reinforced its multimedia
product line, by launching tuners for digital satellite broadcasting
(supplied by Sirius Satellite Radio, Inc. of the USA) and the first civilian
use of tuners for terrestrial digital broadcasting high definition radios.
The Company also embarked on the full-fledged introduction of
complete navigation systems on the Chinese consumer market as the
first Japanese manufacturer to do so.

■ Communications business
With the phasing out of its cell phone terminals through corporate
restructuring, the Company focused on the radio business. This led the
communications business sector to sharply improve profitability. In the
radio market, demand sagged in the first half of the year as the war
against Iraq made itself felt, but, steadily recovered after the
headquarters was relocated to Atlanta in the United States (the largest
market), and improved the coordination of its marketing, development
and production. With development of digital radios progressing
smoothly, the Company launched new products based on the
Association of Public-Safety Communication Officials (APCO) standard in
the USA. It also plans to switch to digital systems for its Formula One
racing radio communications.
On February 6 of this year, Kenwood and Toyo Communication
Equipment negotiated the Company's acquisition of the latter's radio
business, and the two parties on April 9 signed an agreement for the
business transfer. Accordingly, the Company will acquire the radio
business from Toyo Communication Equipment on June 1. This is
expected to increase the Company's presence in the commercial-use
radio sector (especially for government and municipal offices and
electric power companies) in Japan, as well as provide the Company
with a strong contact nexus in the sector. Furthermore, the Company
will obtain radio business-related resources and technologies. Using
these benefits as a springboard, the Company will strive to further
expand its radio business at home.
■ Home electronics business
Through business restructuring efforts, the Company concentrated on
home theater systems, pure audio equipment, and portable audio
devices in terms of product categories, in the related sales territories as
Japan, Europe and the United States. Resultant reorganization of
production and marketing structures led to a reduction in fixed costs. In
addition, production innovation and introduction of new products
generated favorable effects, while European sales continued to be
strong. As a result, the Company's earnings improved significantly and
turned to a profit in the second half of the year, weathering a decline in
sales.

Consolidated financial position
■Assets, liabilities and shareholders' equity at the end of the year
under review
Total assets decreased ¥6.361 billion from the previous year to ¥135.763
billion at the end of March 2004. Due to the effects of restructuring and
production innovation, cash and deposits increased ¥6.619 billion, while
trade notes and accounts receivable dropped ¥3.674 billion, inventories
fell ¥7.650 billion and tangible fixed assets sagged ¥2.159 billion.
Total liabilities declined ¥12.462 billion to ¥115.596 billion. The

Company reduced short-term bank borrowings by ¥6.253 billion and
long-term debt by ¥2.324 billion, benefiting from strong cash flows from
operating activities.
Current
fiscal year
Total assets

(Millions of yen)
Year-onyear change

Previous
fiscal year

135,763

142,124

△6,361

Shareholders' equity

20,161

13,704

Equity ratio

14.9%

9.6%

+6,457
+5.3
percentage point

12.61

—

—

Interest coverage ratio (Note)

Note: As the Company began to disclose the interest coverage ratio (cash flows
from operating activities/interest expenses) from this fiscal year,
no year-on-year comparison is available.

Total shareholders' equity was ¥20.161 billion, up ¥6.457 billion from
¥13.704 billion posted at the end of the previous fiscal year. The growth
was attributed to an increase of ¥24.460 billion in retained earnings, as
a result of disposition of capital surplus worth ¥17.087 billion and
booking of net income totaling ¥7.318 billion.
■Cash flows
Cash flows from operating activities increased ¥17.144 billion, or more
than 150%, from the preceding year and the Company reported an
income of ¥27.502 billion, due mainly to a reduction in inventories
through production innovations, increased net income and contraction in
accounts receivable due to the reforms in marketing structure that
started during the previous year.
Cash flows from investing activities saw a net spending of ¥7.674
billion, ¥1.779 billion more than the previous year, due chiefly to
acquisition of tangible and intangible fixed assets and spending related
to making a Chinese joint venture into a wholly owned subsidiary.
Cash flows from financial activities decreased ¥13.751 billion and
posted a net spending of ¥12.783 billion, as a result of proactive
repayment of borrowings due to the strong cash flows from operating
activities.
(Millions of yen)
Year-onyear change

Current
fiscal year

Previous
fiscal year

Cash flows from operating activities

10,358

27,502

+17,144

Cash flows from investing activities

△5,895

△7,674

△1,779

Cash flows from financial activities

968

△12,783

△13,751

Effect of exchange rate changes on
cash and cash equivalents
Net increase (decrease) in cash
and cash equivalents
Cash and cash equivalents
at beginning of year
Net increase (decrease) in cash
and cash equivalents in accordance
with change of consolidated subsidiaries

△210

△409

△199

5,220

6,634

+1,414

21,686

27,064

+5,378

157

△0

△157

27,064

33,698

+6,634

Cash and cash equivalents at end of year
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Consolidated Statements of Shareholders' Equity (Capital Deficiency)
Kenwood Corporation and Consolidated Subsidiaries
For the years ended March 31, 2004 and 2003
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Consolidated Statements of Cash Flows
Kenwood Corporation and Consolidated Subsidiaries
For the years ended March 31, 2004 and 2003
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Notes to the Consolidated Financial Statements
Kenwood Corporation and Consolidated Subsidiaries
For the years ended March 31, 2004 and 2003
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Corporate Data

Established
Paid-in Capital
Number of Employees

December 21, 1946
¥39.5 Billion (As of March 31, 2004)
¥14.4 Billion (As of August 31, 2004)
Consolidated 4,440
Non-Consolidated 1,536 (As of March 31, 2004)
Head Office
2967-3, Ishikawa-machi, Hachioji-shi, Tokyo,
192-8525 Japan
Phone: 81 (426) 46-5111
Fax : 81 (426) 46-7960
Yokohama Office
1-16-2, Hakusan, Midori-ku, Yokohama-shi,
Kanagawa, 226-8525 Japan
Phone: 81 (45) 939-7000
Fax : 81 (45) 939-7090

Domestic sales offices

Communications Division Headquarters
3975 Johns Creek Court, Suwanee GA
30024-1265 U.S.A.
Phone: 1 (678) 474-4700
Fax : 1 (678) 474-4730
Show Room
3-4-1, Marunouchi, Chiyoda-ku, Tokyo,
100-0005 Japan
Phone: 81 (3) 3213-8775
22sales offices and 33bases
(As of August 31, 2004)

Company history
December 1946 Kasuga Radio Co., Ltd. (predecessor of Kenwood Corporation)
established in Komagane, Nagano Prefecture
June
1949 High-frequency transformer passes the NHK approval
certificate for the first time in Japan
January
1950 Renamed Kasuga Radio Industry Corporation
February 1955 Establishes the Tokyo office in Ota-ku, Tokyo. Begins mass
production of audio, communications and measuring
equipment
January
1960 Renamed Trio Electronics, Inc.
October
1961 Lists shares in the second section of the Tokyo Stock Exchange
September 1962 Launches the industry's first transistor amplifier
August
1963 Establishes the Hachioji office in Hachioji, Tokyo
December 1963 Sets up Company's first overseas sales firm in the U.S.
January
1966 Fully transistorizes audio products for the first time in the
industry
October
1969 Listing switched to the first section of the Tokyo Stock
Exchange
November 1977 Launches Japan's first commercial radio equipment
June
1979 Sets up Company's first overseas production firm in Singapore
June
1980 Enters the car audio field
December 1980 Launches CI activities, and determines Kenwood as the
corporate brand
October
1982 Enters the general audio field
November 1983 Launches a CD player
June
1986 Renamed Kenwood Corporation
June
1986 Becomes the primary sponsor for "Kenwood Cup," one of the
world's four biggest yacht races
November 1987 Lists shares on the first section of the Osaka Securities
Exchange
August
1989 Establishes the Yokohama office in Midori-ku, Yokohama,
Kanagawa Prefecture (Closes the Tokyo office)
October
1991 Begins to an official supply contract with McLaren Racing to
provide radio equipment for the F-1 world auto-racing
championship
March
1992 Launches a car navigation system
July
1993 Enters the business of personal digital cellular (PDC) phone
terminals
November 1993 Launches an MD recorder
December 1993 Develops industry's highest-level voice recognition IC
January
1996 Establishes one of the Company's largest manufacturing plants
in Malaysia
September 1996 Makes the subsidiary name "Trio-Kenwood" into "Kenwood"
taking advantage of the Company's 50th anniversary
December 1997 Launches a DVD player
December 1997 Enters the business of radio systems for promoting regional
economy
March
1998 Manufactures the premium model "Sliver Signature" of "K's
Esule" by taking orders

April
October
March
April
May
August
September
November
May
May
June
July
August
October
December
February
February
February
April
May
July
July
August
August
September
November
April
April
May
August
August

1998 Launches a high-speed CD-ROM drive, entering the PC
peripherals field
1999 Jointly develops the world's first optical microphone
2001 Announces "midterm reconstruction plan"
2001 Launches an MP3/WMA-compatible portable CD player
2001 Announces "expanded midterm reconstruction plan"
2001 Announces "progress of midterm reconstruction plan and its
further expansion"
2001 Issues new shares worth a total 7.1 billion yen through a thirdparty allocation
2001 Posts negative net worth on a consolidated basis for the first
half of fiscal 2001
2002 Announces the "Revitalization Action Plan"
2002 Sells shares in Kenwood TMI Corporation (Withdraws from
the test and measuring equipment business)
2002 Relocates the head office to Hachioji, Tokyo
2002 Announces "Revitalization Action Plan"
2002 Launches commercial digital radio equipment for the first time
in the U.S.
2002 Issues new shares worth a total 2.0 billion yen through a thirdparty allocation
2002 Eliminates negative net worth through a debt-for-equity swap
amounting to 25.0 billion yen
2003 Announces "production innovation measures"
2003 Opens a theater room in the Hachioji office
2003 Integrates "Kenwood Parts Center Corporation" into "Kenwood
Service Corporation"
2003 Announces "resumption of regular recruitment"
2003 Announces the midterm business plan "Excellent Kenwood
Plan"
2003 Begins to hold an "excellent Kenwood meeting"
2003 Relocates the headquarters of Communications Division to
Atlanta in the U.S.
2003 Transfers production of portable MD players from Malaysia to
Kenwood Yamagata Corporation
2003 Makes Shanghai Kenwood Electronics Co., Ltd. into a wholly
owned company
2003 Begins to manufacture portable MD players at Kenwood
Yamagata Corporation
2003 Posts a record net income in the first half of the year through
March 2004
2004 Signs an agreement with Toyo Communication Equipment Co.,
Ltd. to acquire its radio equipment operations
2004 Establishes Any Music Inc., a music distribution service firm,
with other companies
2004 Formulates "New Financial Strategy"
2004 Completes capital reduction with and without compensation
2004 Completes debt refinancing through syndicated loan

Kenwood Corporation

41

The Kenwood group

Factories

●Kenwood Yamagata Corporation
1-15-80, Takarada, Tsuruoka-shi, Yamagata
997-0011 Japan
Phone: 81 (235) 24-4811
FAX: 81 (235) 24-7495
●Kenwood Nagano Corporation
2676-1, Nishi-minowa, Ina-shi, Nagano,
399-4501 Japan
Phone: 81 (265) 76-4111
FAX: 81 (265) 76-4113
●Kenwood Device Corporation
1-16-2, Hakusan, Midori-ku, Yokohama-shi,
Kanagawa, 226-8525 Japan
Phone: 81 (45) 934-0508
FAX: 81 (45) 934-1325
●Kenwood Electronics Bretagne S.A.
Rue Saint-Exupery 35150 Janze, France
Phone: 33 (2) 99473232
FAX: 33 (2) 99470550
●Kenwood Electronics Technologies (S) Pte. Ltd.
No.1 Ang Mo Kio Street 63, Singapore 569110
Phone: 65 (6482) 3222
FAX: 65 (6482) 4966
●Kenwood Electronics Technologies (M) Sdn. Bhd.
8, Jalan Padu, Kawasan Perindustrain
Tampoi, 80350 Johor Bahru, Johor, Malaysia
Phone: 60 (7) 237-1261
FAX: 60 (7) 237-1297
●Shanghai Kenwood Electronics Co., Ltd.
No. 60 Rongle East Road, Songjiang
Shanghai, China Postal Code 201613
Phone: 86 (21) 5774-1800
FAX: 86 (21) 5774-2822

Sales /
Others
North America
●Kenwood U.S.A. Corporation
●California Headquarters
2201 East Dominguez St., P.O. Box 22745,
Long Beach, CA 90801-5745, U.S.A.
Phone: 1 (310) 639-9000
FAX: 1 (310) 604-4488,4487
●Communications

Division
Divison Headquarters
3975 Johns Creek Court, Suwanee, GA
30024-1265 U.S.A.
Phone: 1 (678) 474-4700
FAX: 1 (678) 474-4730
●Kenwood Electronics Canada Inc.
6070 Kestrel Road, Mississauga, Ontario,
Canada L5T 1S8
Phone: 1 (905) 670-7211
FAX: 1 (905) 670-7248

Central / South America
●Kenwood Electronics Latin America S.A.
P.O.Box 55-2791 Paitilla Plaza Credicorp
Bank Panama Piso #9, oficina #901 Calle
50, Panama, Rep. de Panama
Phone: 507 (210) 1088
FAX: 507 (210) 1087
●Kenwood Electronics Brasil Ltda.
Alameda Ministro Rocha Azevedo No.456
Edificio Jau, 10˚ Andar Cerqueira Cesar,
Cep 01410-001 Sao Paulo, SP, Brasil
Phone: 55 (11) 3066-0280
FAX: 55 (11) 3063-2181

Europe
●Kenwood Electronics Europe B.V.
Amsterdamseweg 37, 1422 AC Uithoorn,
The Netherlands
Phone: 31 (0297) 519900
FAX: 31 (0297) 519990
●Kenwood Electronics Belgium N.V.
Leuvensesteenweg 248 J B-1800 Vilvoorde
Belgium
Phone: 32 (2) 757-9060
FAX: 32 (2) 757-9140
●Kenwood Electronics U.K. Ltd.
Kenwood House, Dwight Road, Watford,
Herts, WD18 9EB, United Kingdom
Phone: 44 (1923) 816444
FAX: 44 (1923) 819131
●Kenwood Electronics Deutschland GmbH
Rembrucker-Str. 15, 63150 Heusenstamm,
Germany
Phone: 49 (6104) 69010
FAX: 49 (6104) 63975
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●Kenwood Electronics France S.A.
13, Boulevard Ney, 75018 Paris, France
Phone: 33 (1) 44721616
FAX: 33 (1) 44721640
●Kenwood Electronics Italia S.p.A.
Via G. Sirtori 7/9, 20129 Milano, Italy
Phone: 39 (02) 204821
FAX: 39 (02) 29516281
●Kenwood Electronics Iberica S.A.
Bolivia, 239-08020 Barcelona, Spain
Phone: 34 (93) 507-5252
FAX: 34 (93) 266-0235

Asia / Pacific
●Kenwood Electronics Australia Pty. Ltd.
16 Giffnock Avenue, Centrecourt Estate,
North Ryde, NSW 2113
Phone: 61 (2) 8879-2222
FAX: 61 (2) 8879-2233

●Kenwood Electronics Trading (Shanghai) Co., Ltd.
Guangzhou Office
Rm 909,East,Time Square, No.28 Tianhe N.Road,
Guangzhou, China Postal Code 510620
Phone: 86 (20) 3877 0091
FAX: 86 (20) 8752 0325

Middle East / Africa
●Kenwood Electronics Gulf Fze
P.O.Box 61318, Jebel Ali, Dubai U.A.E.
Phone: 971 (4) 8837400
FAX: 971 (4) 8837255

Japan
●Kenwood Core Corporation
1-16-2, Hakusan, Midori-ku, Yokohama-shi,
Kanagawa, 226-8525 Japan
Phone: 81 (45) 939-6246
FAX: 81 (45) 939-6249

●Kenwood Electronics Singapore Pte. Ltd.
1 Ang Mo Kio Street 63 Singapore 569110
Phone: 65 (6741) 3336
FAX: 65 (6741) 3633

●Kenwood Kenex Corporation
3-17-9, Aobadai, Meguro-ku, Tokyo, 153-0042
Japan
Phone: 81 (3) 3477-5471
FAX: 81 (3) 3477-5475

●Kenwood Electronics (Malaysia) Sdn. Bhd.
#4.01 Level 4 Wisma Academy, Lot 4A
46300 Petaling Jaya, Selangor, Malaysia
Phone: 60 (3) -79588333
FAX: 60 (3) -79541233

●Kenwood Geobit Corporation
Teito Shibuya Building, 15-13 Nanpeidai-cho,
Shibuya-ku, Tokyo, 150-0036 Japan
Phone: 81 (3) 5457-7246
FAX: 81 (3) 5457-7245

●Kenwood Electronics (Thailand) Co., Ltd.
2nd Floor 956 Udom Vidhya Building (Olympia)
Rama IV Road,Silom,Bangrak,Bangkok 10500 Thailand
Phone: 66 (2) 267-3600
FAX: 66 (2) 267-3604

●Kenwood Service (Japan) Corporation
1-16-2, Hakusan, Midori-ku, Yokohama-shi,
Kanagawa, 226-8525 Japan
Phone: 81 (45) 939-6234
FAX: 81 (45) 939-6238

●Kenwood Electronics (Hong Kong) Ltd.
Unit 3712-3724, Level 37, Tower One Metroplaza,
223 Hing Fong Road, Kwai Fong, N.T.,
Hong Kong
Phone: 852 (2410) 4567
FAX: 852 (2424) 2174

●Kenwood Design Corporation
3-17-9, Aobadai, Meguro-ku, Tokyo, 153-0042
Japan
Phone: 81 (3) 5457-7221
FAX: 81 (3) 5457-7220

●Kenwood Electronics Trading (Shanghai) Co., Ltd.
Rm 24A-01 Majesty Building, 138 Pudong Avenue,
Shanghai, China Postal Code 200120
Phone: 86 (21) 5882-8701
FAX: 86 (21) 5882-8711
●Kenwood Electronics Trading (Shanghai) Co., Ltd.
Beijing Office
Rm 1508,Beijing Fortune Building, 5 Dong San Huan Bei-lu,
Chao Yang District, Beijing, China Postal Code 100004
Phone: 86 (10) 6590-8280
FAX: 86 (10) 6590-8283

●Kenwood Admi Corporation
2967-3, Ishikawa-machi, Hachioji-shi, Tokyo,
192-8525 Japan
Phone: 81 (426) 46-4781
FAX: 81 (426) 46-4749
●Kenwood Personnel Corporation
2967-3, Ishikawa-machi, Hachioji-shi, Tokyo,
192-8525 Japan
Phone: 81 (426) 46-5210
FAX: 81 (426) 46-1374
●Kenwood Engineering Corporation
2967-3, Ishikawa-machi, Hachioji-shi, Tokyo,
192-8525 Japan
Phone: 81 (426) 46-9861
FAX: 81 (426) 46-5159
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