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MMANAGEMENT’S DISCUSSION AND ANALYSIS

Consolidated net sales in 2000 totaled ¥747,000 million (US$6,496 million), an

increase of ¥84,252 million, or 12.7%, from the previous term. This was due

mainly to a rise in the selling prices of petrochemicals, which reflected higher

feedstock cost, and increases in sales in the Aluminum and Electronics seg-

ments as a result of the new consolidation of Shoko Co., Ltd. and Showa

Aluminum Corporation’s subsidiaries in the Czech Republic and Malaysia.

Cost of sales increased ¥76,174 million, or 14.1%, to ¥616,253 million

(US$5,359 million), due mainly to the higher cost of petrochemical feedstock.

Owing to rationalization efforts, the year-on-year increase in selling, general

and administrative expenses was held to a modest ¥3,557 million, or 3.6%, to

¥101,153 million (US$880 million). 

Operating income was up ¥4,521 million, or 18.0%, to ¥29,594 million

(US$257 million). The main contributing factors were the increase in the operat-

ing income of the Aluminum Segment, due to improved performances of

Showa Aluminum Corporation and Showa Aluminum Alloy K.K., the new con-

solidation of Shoko Co., Ltd.’s aluminum operations, as well as a rise in the

operating income of the Petrochemicals Segment, which reflected the

improved performance of the organic chemicals operations.

R&D expenditures decreased ¥5,924 million, or 26.3%, to ¥16,588 million

(US$144 million), owing to a narrower definition of R&D expenses that resulted

from recent changes in Japanese accounting standards and our decision to nar-

row the scope of our research.

Broken down by business segment, net sales and operating income were as

follows:

(Note: From 2000, operating expenses that cannot be allocated to specific

segments—mainly R&D expenses that do not belong to specific segments—

have been included in common/head office expenses. Figures for 1999 have

been amended accordingly.)

SEGMENT INFORMATION

RESULTS OF OPERATIONS

NET SALES BY SEGMENT
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Petrochemicals Segment

Although the sales volume of ethylene decreased due to a long period of

scheduled shutdown that coincided with the streamlining of ethylene plant

operations, sales of olefins increased due to higher selling prices that reflected

increased feedstock costs. Sales of organic chemicals increased as selling

prices of acetic acid, vinyl acetate monomer, ethyl acetate, and acrylonitrile

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

recorded lower sales because of the transfer of its polypropylene business in

June 1999. In addition, the new consolidation of the petrochemicals business-

es of Shoko Co., Ltd., and Heisei Polymer Co., Ltd., contributed to sales

increases. As a result, the Petrochemicals Segment’s sales increased ¥39,299

million, or 20.4%, to ¥232,294 million (US$2,020 million), and operating income

was up ¥926 million, or 9.1%, to ¥11,051 million (US$96 million), due mainly to

improvements in the profitability of organic chemicals operations.

Chemicals Segment

Sales of gases and chemicals increased due to higher shipments of industrial

gases. Sales of specialty chemicals declined because of lower shipments of

pharmaceutical/agrochemical intermediates and the transfer of the polyamide

6.6 business. All in all, the Chemicals Segment’s sales rose ¥14,881 million, or

23.3%, to ¥78,782 million (US$685 million). However, operating income

decreased ¥133 million, or 2.3%, to ¥5,589 million (US$49 million), owing to

decreased shipments of specialty chemicals.

Electronics Segment

Sales in businesses related to HDs dropped substantially due to the lower

sales volumes of aluminum-based HDs and aluminum substrates for HDs

(MDs). Meanwhile, sales of compound semiconductors increased due to an

active demand for LEDs for use in cellular phones and increased shipments of

InP wafers for optical fiber communications equipment. Sales of semiconductor-

processing specialty gases and rare earth magnetic alloys increased owing to

increases in sales volumes. As a result, the Electronics Segment’s sales

increased ¥12,417 million, or 15.1%, to ¥94,393 million (US$821 million), but

OPERATING INCOME
(Billions of yen)
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operating income slipped ¥188 million, or 12.3%, to ¥1,342 million (US$12 mil-

lion), due to substantial declines in the sales volumes of HDs and MDs.

Inorganic Materials Segment

Ceramics operations had higher sales due to increased sales volume of spe-

cialty alumina products, which more than compensated for the effect of the

Company’s withdrawal from the commodity refractories business. Carbons

and metallic materials operations had lower sales as selling prices of graphite

electrodes declined despite increases in the sales volumes of the products.

Showa Denko Carbon, Inc., saw a decline in sales because of lower sales vol-

ume and falling selling prices. As a result, the Inorganic Materials Segment’s

sales fell ¥3,414 million, or 5.6%, to ¥57,778 million (US$502 million), but oper-

ating income increased ¥502 million, or 9.1%, to ¥6,023 million (US$52 mil-

lion), due mainly to increased shipments of ceramics and rationalization efforts

in ceramics operations.

Aluminum Segment

Sales of aluminum ingots increased due to higher international market prices,

and sales of Shotic aluminum forgings rose as a result of increased shipments.

Showa Aluminum Corporation had higher sales of sheet, extrusions, and foils

due to increases in sales volumes. The new consolidation of Shoko Co., Ltd.’s

aluminum operations contributed to higher sales in this segment. As a result,

the Aluminum Segment’s sales increased ¥21,070 million, or 8.0%, to

¥283,752 million (US$2,467 million). Operating income soared ¥4,367 million,

or 54.5%, to ¥12,384 million (US$108 million), due to the improved perfor-

mances of Showa Aluminum Corporation, Shotic Corporation, and Showa

Aluminum Alloy K.K. as well as the new consolidation of Shoko Co., Ltd.

Operations in Japan

Although sales by JPO decreased, several companies, including Shoko Co.,

Ltd., and Heisei Polymer Co., Ltd., have newly been consolidated. As a result,

sales by domestic companies increased ¥94,697 million, or 16.3%, to

¥674,095 million (US$5,862 million). Operating income increased ¥7,090 mil-

lion, or 28.0%, to ¥32,451 million (US$282 million), due partly to a recovery in

Showa Denko K.K.’s performance.

Operations Overseas

Despite the start-up of ethyl acetate operations in Indonesia, the progress in

the appreciation of the yen resulted in lower yen-based sales by overseas

companies. As a result, sales by overseas companies fell ¥10,445 million, or

12.5%, to ¥72,905 million (US$634 million). Operating income declined ¥1,876

million, or 32.2%, to ¥3,947 million (US$34 million).

The gap between interest expense and interest and dividend income declined

¥469 million, to ¥12,027 million (US$105 million), due to our strenuous efforts to

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

increased ¥102 million, to ¥2,347 million (US$20 million). Gain on the sale of

property, plant and equipment, net, increased ¥1,323 million, to ¥6,065 million

(US$53 million), due partly to the sale of Mibugawa Electric Power K.K. The

Company recorded loss on disposal of property, plant and equipment, net, in

the amount of ¥6,420 million (US$56 million) due to restructuring measures. As

part of steps to strengthen competitiveness in line with the Cheetah Project, the

Company reduced its workforce by approximately 800 through an early retire-

ment system and posted special severance pay of ¥9,655 million (US$84 mil-

lion). As a result, the Company posted a loss before income taxes of ¥279

million (US$2 million). However, after the calculation of income taxes, net, of a

tax credit of ¥891 million (US$8 million) and minority interests of ¥2,150 million

(US$19 million), the Company recorded net income of ¥2,763 million (US$24

million) compared with a net loss of ¥633 million in the previous term.

OTHER INCOME (EXPENSES) AND NET INCOME

GEOGRAPHICAL AREA INFORMATION
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Total Assets

Total assets increased ¥126,930 million, to ¥1,088,623 million (US$9,466 mil-

lion), due mainly to a ¥104,686 million increase in the value of land that resulted

from the revaluation at the end of 2000 of the land owned mainly by Showa

Denko K.K. for business use. Cash and cash equivalents decreased ¥13,984

million, to ¥33,067 million (US$288 million), as the Company gave priority to

the reduction in debt. Notes and accounts receivable increased ¥10,136 mil-

lion, to ¥193,191 million (US$1,680 million), due mainly to the new consolida-

tion of Shoko Co., Ltd. Inventories rose ¥11,417 million, to ¥86,477 million

(US$752 million), due to the consolidation of additional subsidiaries and the rise

in petrochemicals feedstock costs in the latter half of the term.

Liabilities

Interest-bearing debt (including discount of notes receivable) fell ¥26,866 mil-

lion, to ¥646,903 million (US$5,625 million), notwithstanding an approximate

¥24,000 million increase due to the consolidation of more subsidiaries.

Following the revaluation of land, the Company recorded deferred tax liability of

¥43,968 million (US$382 million).

Stockholders’ Equity

Revaluation surplus of ¥60,718 million (US$528 million) was recorded because

of the revaluation of land. Accumulated deficits increased ¥2,006 million, to

¥68,214 million (US$593 million), due to prior-period adjustments following the

application for the first time of tax-effect accounting. As a result, total stock-

holders’ equity increased ¥58,792 million, to ¥144,676 million (US$1,258 million).

Capital Expenditures

Capital expenditures were up ¥2,843 million, to ¥40,023 million (US$348 mil-

lion). Chief items among capital expenditures were the streamlining of ethylene

production facilities, the consolidation of JPO’s high-density polyethylene pro-

duction lines, and the construction of a solid conductive polymer aluminum

capacitor plant.

FINANCIAL POSITION Cash Flows

Net cash provided by operating activities was relatively small at ¥43,443 million

(US$378 million), as sharp increases in costs of naphtha and other raw materi-

als more than offset the increased cash supply from the discount of notes

receivable and depreciation and amortization of ¥40,752 million (US$354 mil-

lion). Net cash used in investing activities amounted to ¥20,751 million

(US$180 million), as some capital expenditures were covered by proceeds

from the sale of property, plant and equipment as well as from sales of mar-

ketable and investment securities. The amount of free cash flows came to

¥22,692 million (US$197 million). Net cash used in financing activities totaled

¥51,304 million (US$446 million), because priority was given to the reduction of

interest-bearing debt, which is one of the main goals of the Cheetah Project.

As a result, the decrease in cash and cash equivalents was ¥29,825 million

(US$259 million), and cash and cash equivalents at end of the year were ¥33,067

million (US$288 million).

This annual report contains statements relating to management’s projections of

future profits, the possible achievement of the Company’s financial goals and

objectives, and management’s expectations for the Company’s product devel-

opment program. The Company cannot guarantee that these expectations and

projections will be realized or correct. Actual results may differ materially from

the results anticipated in the statements included herein due to a variety of fac-

tors, including such economic factors as fluctuations in foreign currency

exchange rates as well as market supply and demand conditions. The timely

commercialization of products under development by the Company may be

disrupted or delayed by a variety of factors, including market acceptance, the

introduction of new products by competitors, and changes in regulations or

laws. The foregoing list of factors is not inclusive.

FORWARD-LOOKING STATEMENTS
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