
Management’s Discussion and Analysis

Results of Operations

Consolidated net sales in 2010 totaled ¥797,189 million (US$9,783 mil-

lion), an increase of ¥118,985 million, or 17.5%, from the previous year.

 The cost of sales increased ¥72,494 million, or 12.1%, to ¥670,260 

million (US$8,225 million), reflecting the rise in net sales and raw mate-

rial prices. Selling, general and administrative expenses increased 

¥2,785 million, or 3.3%, to ¥88,206 million (US$1,082 million), due 

partly to the rise in transportation costs.

 We recorded operating income of ¥38,723 million (US$475 million), 

up ¥43,705 million. While the Petrochemicals segment’s operating 

income decreased due to the shutdown maintenance that takes place 

once in every four years, operating income in the remaining four 

 segments increased due to higher shipment volumes.

 R&D expenditures decreased ¥73 million, to ¥20,670 million 

(US$254 million).

Information by Business Segment

A breakdown of net sales and operating income by business segment 

is as follows:

Petrochemicals
Sales of olefins rose owing to higher selling prices, despite the fall in 

shipment volumes resulting from the shutdown maintenance. Ethyl ace-

tate shipments decreased, due partly to the concentration of production 

at the Oita Complex in June. However, overall sales of organic chemicals 

were maintained at the previous year’s level, owing to the rise in selling 

prices.

 As a result, the Petrochemicals segment’s sales increased 16.0%, to 

¥273,739 million (US$3,359 million). However, the segment’s operating 

income decreased 39.0%, to ¥4,877 million (US$60 million), reflecting 

the decline in shipment volumes due to the shutdown maintenance.

Chemicals
Sales of ammonia and chloroprene rubber were up due to the increase 

in shipment volumes. Sales of acrylonitrile increased due to the rise in 

shipment volumes and selling prices. Meanwhile, sales of liquefied car-

bon dioxide and dry ice fell, due to the disappearance of the influence 

of changes in the first half of 2009 in the accounting period of Showa 

Tansan Co., Ltd., and its affiliate.

 As a result, the Chemicals segment’s sales slipped 2.1%, to ¥89,923 

million (US$1,103 million). However, operating income jumped 718.2%, 

to ¥3,649 million (US$45 million), due partly to the rise in shipment 

 volumes of acrylonitrile.

Electronics
Sales of HD media, compound semiconductors, and semiconductor- 

processing specialty gases increased due to higher shipment volumes. 

Sales of rare earth magnetic alloys increased due to higher shipment 

volumes and higher selling prices, reflecting the soaring raw material 

prices.

 As a result, the Electronics segment’s sales increased 38.0%, to 

¥176,397 million (US$2,165 million). The segment recorded operating 

income of ¥14,621 million (US$179 million), up ¥24,396 million, due 

to the rise in shipment volumes of HD media and other products.

Inorganics
Sales of ceramics increased due partly to the rise in volumes of ship-

ments to the electronic parts and automotive parts industries. Sales 

of graphite electrodes increased due to the rise in shipment volumes 

in Japan and the United States.

 As a result, the Inorganics segment’s sales increased 40.3%, to 

¥75,339 million (US$925 million). Operating income jumped 157.3%, 

to ¥9,270 million (US$114 million).
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(Billions of yen) (Billions of yen)

20102009200820072006
-40

0

10

20

30

40

20102009200820072006
0

200

400

600

800

1,000

1,200

Aluminum
Sales of rolled products were up due to the rise in shipment volumes 

of high-purity foils for capacitors. Sales of aluminum cylinders for laser 

beam printers increased due to higher shipment volumes. However, 

sales of extrusions were down due to withdrawal from the business in 

commodity extrusions for building materials in the second half of 2009. 

Thus, overall sales of extrusions/specialty products decreased slightly.

 In the automotive heat exchanger business, sales in Europe fell, but 

sales rose in Japan, the United States, China, and Thailand. Thus, overall 

sales of automotive heat exchangers were up. Sales of Shotic™ forged 

products increased due to the rise in shipments to the automobile indus-

try. Sales of aluminum cans increased due to higher shipment volumes, 

reflecting the extraordinarily hot summer in Japan.

 As a result, the Aluminum segment’s sales rose 7.7%, to ¥181,791 

million (US$2,231 million). The segment recorded operating income of 

¥9,299 million (US$114 million), up ¥13,516 million, due to the rise in 

shipment volumes and the effect of structural reform carried out in 2009.

Information by Geographic Area

Operations in Japan
Sales of olefins rose owing to higher selling prices, despite the fall in 

shipment volumes resulting from the shutdown maintenance that takes 

place once in every four years. Sales of acrylonitrile increased due to the 

rise in shipment volumes and selling prices. Meanwhile, sales of liquefied 

carbon dioxide and dry ice fell, due to the disappearance of the influence 

of changes in the first half of 2009 in the accounting period of Showa 

Tansan Co., Ltd., and its affiliate. Sales of HD media, compound semicon-

ductors, and semiconductor-processing specialty gases increased due to 

higher shipment volumes. Sales of ceramics and graphite electrodes 

increased due to higher shipment volumes. Sales of rolled products were 

up due to the rise in shipment volumes of high-purity foils for capacitors.

 As a result, consolidated sales from operations in Japan increased 

15.4%, to ¥659,232 million (US$8,090 million). We recorded consolidat-

ed operating income of ¥25,732 million (US$316 million), up ¥30,829 

million, from operations in Japan.

Operations in Asia
Sales of HD media increased in Singapore and Taiwan due to higher 

shipment volumes, reflecting brisk demand for use in notebook PCs and 

servers. Sales of rare earth magnetic alloys in China increased due to 

higher shipment volumes and the rise in selling prices, reflecting soaring 

raw material prices. Sales of automotive heat exchangers in China and 

Thailand increased due to higher shipment volumes. As a result, sales 

from operations in Asia increased 27.3%, to ¥95,551 million (US$1,173 

million). We posted operating income of ¥10,199 million (US$125 mil-

lion), up ¥10,548 million, from operations in Asia.

Operations in the Rest of the World
Sales of graphite electrodes in the United States increased due to the 

rise in shipment volumes. Sales of automotive heat exchangers in the 

United States increased due to higher shipment volumes. As a result, 

sales from operations in the rest of the world increased 34.1%, to 

¥42,406 million (US$520 million), and operating income rose 112.3%, 

to ¥5,013 million (US$62 million).

Other Income (Expenses) and Net Income

The gap between interest expenses and interest and dividends income 

decreased ¥1,196 million, to expenses of ¥4,422 million (US$54 mil-

lion), as a result of a decrease in interest-bearing debt. We recorded 

equity in earnings of unconsolidated subsidiaries and affiliates to which 

the equity method is applied in the amount of ¥1,206 million (US$15 

million), up ¥2,362 million, due to higher profit at affiliates in resin- 

related operations. The gain on the sales of investment securities, 

net, decreased ¥4,676 million, to ¥31 million (US$0 million). Foreign 

exchange losses increased ¥1,833 million, to ¥2,200 million (US$27 

million), due to the appreciation of the yen.

 We recorded a loss of ¥3,132 million (US$38 million) on sales and 

retirement of noncurrent assets, an increase of ¥448 million. We also 

recorded a loss of ¥4,610 million (US$57 million) for the impairment 

loss, a decrease of ¥8,623 million. While we made vigorous restructur-

ing efforts in the previous year, centering on the Aluminum segment, 
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there was no major restructuring work in 2010, resulting in the decrease 

in the impairment loss. In the previous year, we recorded a loss of 

¥5,544 million from valuation of inventories, as 2009 was the first year 

of application of the “lower of cost or market” method to naphtha and 

other raw materials. In 2010, there was no such loss, resulting in an 

improvement of ¥5,544 million. Subsidy income increased ¥2,567 mil-

lion, to ¥3,734 million (US$46 million), due partly to the receipt of a sub-

sidy for the renovation of cracking furnaces at our ethylene plant. The 

loss on reduction of operation decreased ¥5,112 million, to ¥143 million 

(US$2 million), due to the increase in plant utilization. While we recorded 

special retirement expenses of ¥3,199 million in 2009 due mainly to 

rationalization efforts in the Aluminum segment, the amount of the 

expenses substantially decreased in 2010, to ¥359 million (US$4 mil-

lion). Overall, the total of other income (expenses) ended up reaching 

income of ¥18,947 million (US$233 million), an improvement of 

¥20,182 million from the previous year.

 As a result, the Company posted income before income taxes and 

minority interests of ¥19,775 million (US$243 million), up ¥63,887 mil-

lion from the previous year. After income taxes, current, of ¥6,026 million 

(US$74 million), income taxes, deferred, of ¥1,250 million (US$15 mil-

lion), and minority interests in income of ¥2,293 million (US$28 million), 

the Company recorded net income of ¥12,706 million (US$156 million), 

up ¥50,688 million over the previous year.

Financial Position

Total Assets
Total assets decreased ¥33,820 million from the end of the previous 

year, to ¥924,484 million (US$11,345 million). Cash and deposits 

decreased ¥18,887 million, to ¥43,627 million (US$535 million), mainly 

as a result of the renovation of naphtha cracking furnaces and the 

expansion of HD media production capacity. Inventories rose ¥8,324 mil-

lion, to ¥100,658 million (US$1,235 million), reflecting the rise in the 

prices of such raw materials as naphtha and rare earths. Net property, 

plant and equipment decreased ¥4,437 million, to ¥499,836 million 

(US$6,134 million), due to sale/retirement of equipment, an impairment 

loss, and the influence of the appreciation of the yen, despite the fact 

that the amount of capital investments exceeded that of depreciation 

expenses. Total investments and other assets decreased ¥7,713 million, 

to ¥109,835 million (US$1,348 million), due primarily to the decrease in 

investment securities influenced partly by the appreciation of the yen.

Liabilities
Interest-bearing debt fell ¥22,877 million from the end of the previous 

year, to ¥351,034 million (US$4,308 million). Total liabilities decreased 

¥32,063 million, to ¥639,519 million (US$7,848 million).

Net Assets
Net assets decreased ¥1,757 million, to ¥284,965 million (US$3,497 

million), due to the payment of dividends for the previous year and the 

decrease in valuations and adjustments under the influence of the 

appreciation of the yen, notwithstanding the statement of net income for 

the current year.

Capital Expenditures
We made capital investments, including the renovation of naphtha crack-

ing furnaces and the expansion of production capacity for HD media and 

blue LED chips. As a result, our capital expenditures in 2010 amounted 

to ¥58,035 million (US$712 million), up ¥19,369 million.

Cash Flows
Net cash provided by operating activities increased ¥46,447 million, to 

¥66,293 million (US$814 million), due partly to an increase in operating 

income. Net cash used in investing activities increased ¥22,479 million, 

to ¥49,074 million (US$602 million), due to the increase in the acquisi-

tion of plant, property and equipment. Cash flows from financing activi-

ties ended up in net payment of ¥34,494 million (US$423 million), a 

decrease of ¥62,897 million in proceeds, due to the repayment of inter-

est-bearing debt and the disappearance of the influence of the capital 

increase in 2009 by public offering and the issuance of preferred securi-

ties. As a result, cash and cash equivalents at the end of 2010 

decreased ¥19,049 million, to ¥43,459 million (US$533 million).
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