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MMANAGEMENT’S DISCUSSION AND ANALYSIS

Consolidated net sales in 2002 totaled ¥674,018 million (US$5,617 million), a

decrease of ¥34,882 million, or 4.9%, from the previous term. Sales in the

Aluminum Segment fell ¥24,326 million, due to the divestiture of affiliates and

weak demand for commodity aluminum products. Sales in the Petrochemicals

Segment were down ¥5,894 million, mainly due to a decrease in shipments as

a result of the maintenance shutdown of our ethylene plant. Sales in the

Chemicals Segment decreased ¥4,490 million, as a result of low demand and

low selling prices. Sales in the Electronics Segment fell ¥2,494 million, due

mainly to the termination of capacitor-grade tantalum powder sales. However,

sales in the Inorganic Materials Segment increased ¥2,323 million, as a result

of a decrease in eliminations between the parent company and consolidated

subsidiaries.

Cost of sales decreased ¥38,055 million, or 6.5%, to ¥551,263 million

(US$4,594 million), due mainly to cost reductions and the lower average cost

of naphtha and other raw materials. Owing to rationalization efforts, selling,

general and administrative expenses fell ¥8,961 million, or 8.9%, to ¥91,452

million (US$762 million). 

Operating income was up ¥12,134 million, or 63.3%, to ¥31,303 million

(US$261 million). The main contributing factors were the operating income

increases of the Aluminum Segment due to rationalization efforts, of the

Electronics Segment due to a rise in sales volumes of hard disk media, and of

the Petrochemicals Segment due to an increase in organic chemicals’ selling

prices in the year.

R&D expenditures were almost flat at ¥15,443 million (US$129 million), a

decrease of ¥4 million.
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Broken down by business segment, net sales and operating income were

as follows:

Petrochemicals Segment

Sales of olefins were down as sales volumes decreased as a result of the main-

tenance shutdown of our ethylene plant in the first half of the year. Sales of

organic chemicals decreased as the selling prices of acetic acid, vinyl acetate

monomer, and ethyl acetate fell in the first half of the year, although they start-

ed to rise in the second half. The selling price of acrylonitrile rose during the

year. Japan Polyolefins Co., Ltd. (JPO), engaged in the polyethylene business,

recorded lower sales due to stagnation in selling prices. Showa Highpolymer

Co., Ltd., which had been consolidated in the second half of 2001, contributed

to plastics sales in 2002 on a full-year basis. Heisei Polymer Co., Ltd.’s sales

decreased as it transferred its laminate business to a subsidiary belonging to

the Aluminum Segment. As a result, the Petrochemicals Segment’s sales

decreased ¥5,894 million, or 2.5%, to ¥227,753 million (US$1,898 million).

However, operating income was up ¥3,825 million, or 62.4%, to ¥9,955 million

(US$83 million), due to a rationalization of the olefins operations, improvements

in the profitability of organic chemicals operations, and the full-year consolida-

tion of Showa Highpolymer.

Chemicals Segment

Sales of gases and chemicals fell due to decreases in the selling prices of

industrial gases, caustic soda, and ammonia amid the recession. Sales of spe-

cialty chemicals declined slightly as a result of the divestiture of some business-

es, including a paper-processing agent business. The Chemicals Segment’s

sales fell ¥4,490 million, or 6.1%, to ¥68,530 million (US$571 million). However,

operating income rose ¥971 million, or 20.6%, to ¥5,679 million (US$47 million),

owing to cost reductions and an increase in sales volumes of agrochemicals.

SEGMENT INFORMATION 
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Electronics Segment

Sales of HDs were up due to a substantial increase in the sales volume. Sales

of compound semiconductors increased slightly. Sales of semiconductor-

processing specialty gases were almost unchanged as an increase in export

volumes offset a decrease in domestic shipments. Sales of rare earth magnetic

alloys decreased, owing to lower sales volumes and lower selling prices. Sales

of tantalum materials were terminated following the divestiture of a tantalum

material manufacturing subsidiary. As a result, the Electronics Segment’s sales

decreased ¥2,494 million, or 3.2%, to ¥75,248 million (US$627 million), but

operating income soared ¥4,767 million, or 335.2%, to ¥6,189 million (US$52

million), due to a substantial increase in the sales volume of HDs.

Inorganic Materials Segment

The ceramics operations had lower sales due to decreases in the sales vol-

umes and selling prices of alumina and other materials. The carbons and

metallic materials operations also had lower sales. This was because the selling

prices of graphite electrodes declined despite an increase in the sales volume

of the product, both in Japan and at Showa Denko Carbon, Inc., in the United

States. Due to a decrease in the eliminations between the parent company and

consolidated subsidiaries, however, the Inorganic Materials Segment’s sales

were up ¥2,323 million, or 4.3%, to ¥56,878 million (US$474 million). Operating

income was down ¥2,142 million, or 61.0%, to ¥1,369 million (US$11 million),

due to the lower shipments and selling prices of ceramics as well as the lower

selling prices of graphite electrodes.

Aluminum Segment

Sales of Shotic aluminum forgings rose due to increases in shipments for use

in automotive parts. However, sales of commodity extrusions and rolled prod-

ucts fell as a result of stagnant domestic demand and a fall in selling prices.

Sales of automotive heat exchangers in Japan declined as a result of transfer

of part of production to overseas. Heat exchanger production capacities in

Thailand and the Czech Republic are being doubled, for completion in 2003.

We divested Showa Distribution K.K. and changed an aluminum panel

subsidiary into a non-consolidated subsidiary to which the equity method is

applied. As a result, the Aluminum Segment’s sales fell ¥24,326 million, or 9.0%,

to ¥245,610 million (US$2,047 million). However, operating income rose ¥4,859

million, or 60.5%, to ¥12,894 million (US$107 million), due to cost reductions,

centering on headcount reduction, and the increase in Shotic shipments.

Operations in Japan

The Petrochemicals Segment’s sales declined slightly, due to a decrease in ship-

ments in the wake of the maintenance shutdown of our ethylene plant and a fall

in the selling prices of organic chemicals, which more than offset the full-year

contribution to sales by Showa Highpolymer. The Chemicals Segment’s sales

fell, notwithstanding increases in agrochemicals sales, as sales volumes of gases

and chemicals decreased. The Electronics Segment’s sales rose as a result of

an increase in the shipments of HDs. The Aluminum Segment’s sales fell due to

decreases in the shipments of extrusions and heat exchangers. As a result, con-

solidated sales from operations in Japan fell 4.3%, to ¥608,433 million

(US$5,070 million).

The Petrochemicals Segment’s operating income increased due to cost

reductions and the rise in the selling prices of organic chemicals in the second

half of the year. The Chemicals Segment’s operating income rose due to

increases in agrochemicals shipments and cost reductions. Operating income

of the Electronics Segment and the Aluminum Segment also rose due to an

increase in shipments and cost reductions, respectively. However, the

Inorganic Materials Segment’s operating income fell due to lower shipments

and stagnant market prices. As a result, consolidated operating income from

operations in Japan increased 65.5%, to ¥34,346 million (US$286 million).

Operations Overseas

The Petrochemicals Segment’s sales fell as a result of the divestiture of injec-

tion moldings operations in Southeast Asia. The Electronics Segment’s sales

also fell as we withdrew from sales of tantalum materials in Europe. As a result,

sales from operations overseas decreased 10.2%, to ¥65,584 million (US$547
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million). Operating income declined 45.0%, to ¥1,816 million (US$15 million),

following the divestiture of injection moldings operations in Southeast Asia and

a fall in the operating income of Showa Denko Carbon, due to the slowdown of

the U.S. economy.

The gap between interest expense and interest and dividend income declined

¥1,011 million, to ¥10,296 million (US$86 million), due to our strenuous efforts

to reduce debt. Gain on the sale of marketable and investment securities, net,

increased ¥12,307 million, to ¥15,636 million (US$130 million), due mainly to

the sale of shares in Showa Cabot Supermetals K.K. Loss on the sale and dis-

posal of property, plant and equipment decreased ¥6,569 million, to ¥3,081

million (US$26 million). 

Loss on the write-down of marketable and investment securities amount-

ed to ¥5,373 million (US$45 million) in the wake of the fall in stock prices,

centering on the prices of bank stocks, at the end of 2002. To improve cost-

competitiveness, Showa Denko K.K. and its Group companies reduced

headcount and recorded ¥2,774 million (US$23 million) in special severance

pay. A ¥2,290 million (US$19 million) reserve was provided to prepare for the

restructuring of certain businesses to be implemented in 2003.

As a result, the Company posted before-tax income of ¥18,992 million

(US$158 million). After income taxes, net, of ¥4,948 million (US$41 million) and

a loss in minority interests of ¥1,019 million (US$8 million), the Company

recorded net income of ¥13,024 million (US$109 million), an improvement of

¥47,284 million over the previous term.

Total Assets

Total assets decreased ¥44,328 million, to ¥986,544 million (US$8,221 million).

Cash and cash equivalents decreased ¥6,829 million, to ¥23,260 million (US$194

million), as the Company gave priority to the reduction in debt. Notes and accounts

receivable decreased ¥1,911 million, to ¥163,595 million (US$1,363 million).

Inventories fell ¥8,045 million, to ¥80,447 million (US$670 million), as a result of

strenuous efforts to reduce inventories.

FINANCIAL POSITION

OTHER INCOME (EXPENSES) AND NET INCOME

Liabilities

Interest-bearing debt fell ¥41,281 million, to ¥581,129 million (US$4,843 mil-

lion), mainly as a result of increases in free cash flows. Reserve for restructuring

expenses decreased ¥12,629 million, to ¥9,017 million (US$75 million), due

mainly to the payment of special severance pay to early retirees.

Stockholders’ Equity

The accumulated deficits were eliminated by the use of net income for the

period of ¥13,024 million (US$109 million) and withdrawal of part of the capital

surplus of ¥38,642 million, which had been approved at the general meeting of

stockholders in March 2002. The Company now has retained earnings of ¥1,302

million (US$11 million), compared with a ¥51,679 million deficit at the end of the

previous year. Capital surplus decreased ¥38,532 million, mainly due to the above-

mentioned withdrawal, to ¥8,174 million (US$68 million). As a result, stockhold-

ers’ equity increased ¥10,663 million, to ¥150,121 million (US$1,251 million).

Capital Expenditures

Capital expenditures were down ¥3,853 million, to ¥28,446 million (US$237

million). Chief items in the capital expenditures were the expansions of hydro-

fluorocarbon production facilities (Chemicals Segment), HD production facilities

(Electronics Segment), and heat exchangers production facilities in the Czech

Republic (Aluminum Segment).

Cash Flows

Net cash provided by operating activities increased ¥1,763 million, to ¥37,495

million (US$312 million), as the substantial increase in net income for the period

(before tax adjustment) and a decrease in inventories more than offset the pay-

ment of special severance pay. Net cash used in investing activities decreased

¥22,191 million, to ¥846 million (US$7 million). This was because a ¥25,676

million (US$214 million) gain on the sale of shares, centering on those in Showa

Cabot Supermetals, more than offset expenditures for capital investments and

acquisition of investment securities. Net cash used in financing activities increased

¥20,452 million, to ¥43,104 million (US$359 million), mainly as a result of a

reduction in interest-bearing debt. As a result, cash and cash equivalents at the

end of 2002 decreased ¥6,829 million, to ¥23,260 million (US$194 million).
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