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MMANAGEMENT’S DISCUSSION AND ANALYSIS

Consolidated net sales in 2001 totaled ¥708,900 million (US$5,370 million),

¥38,100 million, or 5.1%, less than in the previous year, mainly due to reduced

revenues in all segments except Petrochemicals. In the Electronics Segment,

sales slid as a result of reduced shipment volumes for compound semiconductors

and other products adversely affected by the IT-sector slowdown. In addition,

stagnant demand for high-purity electrolytic foils for capacitors and other products

adversely affected sales in the Aluminum Segment. 

The cost of sales fell ¥26,934 million, or 4.4%, to ¥589,318 million

(US$4,465 million), due mainly to a decline in raw materials prices. 

Selling, general and administrative expenses edged down ¥740 million, or

0.7%, to ¥100,413 million (US$761 million), thanks to the effect of rationaliza-

tion measures, despite an increase in expenses following the consolidation of

new subsidiaries.

Operating income fell ¥10,426 million, or 35.2%, to ¥19,169 million 

(US$145 million), principally due to the declines in income in all segments except

Electronics, which saw rising sales volumes for HDs. The Aluminum Segment’s

sales were dragged down by stagnant demand for aluminum products, and

the Petrochemicals Segment was hit by sluggish sales prices. 

R&D expenditures decreased ¥1,141 million, or 6.9%, to ¥15,447 million

(US$117 million), reflecting lower expenditures at some consolidated sub-

sidiaries due to changes in Japanese accounting standards.

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

follows: 

Petrochemicals Segment

Olefin revenues declined, due mainly to a fall in ethylene selling prices.

Revenues were also down in the organic chemicals business, amid falling sales

prices for acrylonitrile. Japan Polyolefins Co., Ltd., engaged in the polyethylene

business, recorded lower volumes and revenues. However, as a result of the
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consolidation of Showa Highpolymer Co., Ltd., in the latter half of the year,

sales of the Petrochemicals Segment increased ¥12,313 million.

Overall, sales in the Petrochemicals Segment rose ¥1,353 million, or 0.6%,

to ¥233,647 million (US$1,770 million). However, operating income declined

¥4,921 million, or 44.5%, to ¥6,130 million (US$46 million), due to a plunge in

selling prices for olefins and organic chemicals products. 

Chemicals Segment

Sales of gases and chemicals fell, reflecting reduced volumes of industrial

gases shipped due to anemic domestic demand. Sales also declined in the

specialty chemicals business due chiefly to the spin-off of the nylon 66 busi-

ness. As a result, sales in the Chemicals Segment dropped ¥5,762 million, or

7.3%, to ¥73,020 million (US$553 million). Operating income decreased ¥881

million, or 15.8%, to ¥4,708 million (US$36 million), amid reduced sales vol-

umes for industrial gases and other products of the gas and chemicals business.

Electronics Segment

Higher demand lifted sales in the HD business. However, the compound

semiconductor business saw sales volumes and revenues fall steeply amid

stagnant demand across the board in the IT industry. Also, reduced shipments

pushed down sales in the special gas and rare earth magnet alloy businesses,

which supply IT-related makers. 

Overall, sales in the segment fell ¥16,651 million, or 17.6%, to ¥77,742 mil-

lion (US$589 million). Although sales volumes of compound-semiconductor,

semiconductor-processing specialty gases and rare earth magnet alloys

declined, operating income rose ¥80 million, or 6.0%, to ¥1,422 million (US$11

million), as sales of HDs and MDs rose and cost-cutting efforts began to bear fruit. 

Inorganic Materials Segment

Sales volumes and revenues in ceramic operations declined. Revenues in

carbons & metallic operations were hampered by lower selling prices and

reduced sales volumes for graphite electrodes. Falling sales prices were the
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main reason for a drop in revenue at Showa Denko Carbon, Inc.’s graphite

electrode business. Overall, sales in this segment fell ¥3,223 million, or 5.6%,

to ¥54,555 million (US$413 million), and operating income declined ¥2,512 mil-

lion, or 41.7%, to ¥3,511 million (US$27 million).

Aluminum Segment

Despite higher selling prices for aluminum ingots, sales in this segment were

dragged down by reduced demand for Shotic aluminum forgings for automo-

tive parts, such rolled products as high-purity foil for electrolytic capacitors—

which suffered a particularly sharp drop—and extrusions mainly for the

construction industry. In the aluminum processed products business, an increase

in the sales volume of aluminum cans was not enough to offset reduced sales

volumes of heat exchangers in the domestic market; thus, revenues declined overall. 

Overall, segment sales slipped ¥13,816 million, or 4.9%, to ¥269,936 million

(US$2,045 million), and operating income fell ¥4,348 million, or 35.1%,

to ¥8,036 million (US$61 million). 

Operations in Japan 

Reduced demand for compound-semiconductor, semiconductor-processing

specialty gases and other semiconductor products due to a slump in IT mar-

kets adversely affected the domestic sales performance in the Electronics

Segment. Sales of the Aluminum Segment were dragged down by falling vol-

umes for rolled, extruded, and other products. Overall, sales in the segment

declined 5.7%, to ¥635,894 million (US$4,817 million). 

Operating income in the Petrochemicals Segment fell due to soaring feed-

stock prices and sluggishness in the market for petrochemicals products.

Operating income in the Aluminum Segment was eroded by lower sales vol-

umes for high-purity foils for capacitors as well as heat exchangers and other

fabricated aluminum products. As a result, operating income from operations

in Japan fell 36.1%, to ¥20,749 million (US$157 million).

GEOGRAPHICAL SEGMENTATION

Operations Overseas 

With sales of plastic products, electronics products, and graphite electrodes

remaining largely unchanged from the previous term, overseas sales in these

segments edged up 0.1%, to ¥73,006 million (US$553 million). 

Although the Electronics Segment’s business posted higher operating income,

overall operating income from overseas fell 16.4%, to ¥3,300 million (US$25

million), due to a fall in income at Showa Denko Carbon, of the United States,

which was adversely affected by the slowdown in that country’s economy.

The gap between interest expense and interest and dividend income shrank

¥720 million, to ¥11,307 million (US$86 million), reflecting our strenuous efforts

to reduce interest-bearing debt. Gain on the sale of marketable and investment

securities, net, rose ¥982 million, to ¥3,329 million (US$25 million). Gain on the

sale of property, plant and equipment, net, was ¥893 million (US$7 million),

¥5,173 million lower than in the previous year due to the absence of disposals

of significant scale. 

Loss on the disposal of property, plant and equipment, net, was ¥10,543

million (US$80 million), up ¥4,123 million from the previous year, reflecting the

Company’s aggressive disposal of facilities to strengthen the competitiveness

of the HD and other businesses. 

A write-down of marketable and investment securities of ¥15,780 million

(US$120 million) was recorded during the period, chiefly in connection with the

introduction of financial instrument accounting. 

A ¥21,646 million (US$164 million) provision for restructuring expenses was

set aside in the period under review. This move was undertaken to ensure

a stable level of net income for the duration of the 2003–2005 Sprout Project,

a medium-term management plan designed to put the Company on a growth

track. This reserve includes an ¥11,600 million (US$88 million) special sever-

ance reserve that will cover approximately 1,000 employees due to retire in the

first half of 2002 under an early retirement scheme implemented in the latter

half of 2001. 
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Special severance pay for the year under review declined ¥5,680 million, to

¥3,975 million (US$30 million), as a result of ongoing personnel streamlining in

line with the Cheetah Project. As a result of the aforementioned factors, the net

loss before income taxes was ¥49,796 million (US$377 million). After income

taxes, net, of ¥14,287 million (US$108 million) and minority interest of ¥1,249

million (US$9 million), the Company posted a net loss of ¥34,260 million

(US$260 million), compared with net income in the previous year of ¥2,763 million.

Total Assets 

At December 31, 2001, total assets amounted to ¥1,030,872 million

(US$7,810 million), down ¥57,750 million from the previous year-end. Cash

and cash equivalents declined ¥2,978 million, to ¥30,089 million (US$228 mil-

lion), as a result of management’s emphasis on cutting interest-bearing debt.

Notes and accounts receivable fell ¥27,685 million, to ¥165,506 million

(US$1,254 million), at the end of the period, chiefly as a result of decreased

sales. Inventories rose ¥2,016 million, to ¥88,492 million (US$670 million),

reflecting the new consolidation of Showa Highpolymer Co., Ltd. 

Net property, plant and equipment fell ¥25,047 million, to ¥574,391 million

(US$4,351 million), mainly as a result of an increase in accumulated depreciation.

Investment securities declined ¥4,004 million, to ¥75,727 million (US$574

million), due to an appraisal loss on investment securities accompanying the

introduction of accounting standards for financial instruments. 

Liabilities 

Interest-bearing debt declined ¥22,144 million, to ¥622,411 million (US$4,715

million), reflecting progress in efforts to cut assets to ¥600,000 million by the

end of 2002, a goal of the Cheetah Project. The reserve for restructuring

expenses totaled ¥21,646 million (US$164 million), reflecting the early imple-

mentation of restructuring measures. Deferred tax liabilities due to land revalua-

tion was down ¥19,596 million, to ¥24,372 million (US$185 million), following

FINANCIAL POSITION

the reappraisal of landholdings of Showa Building K.K. in connection with its

merger with the Company. 

Stockholders’ Equity 

Common stock as of the end of the year was up ¥4,992 million, to ¥110,451

million (US$837 million), due to the merger with Showa Aluminum Corporation.

The revaluation reserve fell ¥27,061 million, to ¥33,657 million (US$255 million),

chiefly as a result of the reappraisal of land held by Showa Building K.K. in con-

nection with its merger with the Company. Accumulated deficits shrank by

¥16,535 million, to ¥51,679 million (US$392 million). Although a net loss of

¥34,260 million (US$260 million) was recorded for the year, the reduction in the

accumulated deficits accompanying the mergers with consolidated subsidiaries

was ¥50,421 million (US$382 million). As a result, stockholders’ equity fell

¥5,218 million, to ¥139,458 million (US$1,056 million). 

Capital Expenditures 

In line with Company policy of reducing interest-bearing debt, facilities investment

fell by ¥7,724 million, to ¥32,299 million (US$245 million), in the year under review.

Investments were principally directed toward expansion of compound semicon-

ductor-manufacturing and rare-earth alloy production capacities and the con-

struction of solid conductive polymer aluminum capacitor manufacturing facilities. 

Cash Flows 

Net cash provided by operating activities fell ¥7,712 million, to ¥35,732 million

(US$271 million), due primarily to the loss before income taxes. Cash used in

investing activities increased ¥2,286 million, to ¥23,037 million (US$175 mil-

lion). As a result, free cash flow fell by ¥9,997 million, to ¥12,695 million

(US$96 million). Cash used in financing activities shrank ¥28,653 million from

the previous year, to ¥22,651 million (US$172 million). Cash and cash equiva-

lents for the period under review fell ¥2,978 million, to ¥30,089 million 

(US$228 million).
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