
Consolidated net sales in 2006 totaled ¥914,533 million (US$7,678

million), an increase of ¥102,635 million, or 12.6%, from the previous

year, marking a new high. Sales rose in all segments. 

The cost of sales increased ¥90,109 million, or 13.4%, to ¥762,532

million (US$6,402 million), due mainly to higher raw material costs in

the Petrochemicals and Aluminum segments as well as increased pro-

duction of hard disk (HD) media in the Electronics segment. Selling,

general and administrative expenses increased ¥989 million, or 1.2%,

to ¥83,274 million (US$699 million), owing mainly to the rise in R&D

costs. 

Operating income rose ¥11,537 million, or 20.2%, to ¥68,727 million

(US$577 million), also hitting a new high. The increase in operating

income mainly reflected higher shipment volumes of HD media and

continued steady shipments of graphite electrodes (Inorganics seg-

ment).

R&D expenditures increased ¥2,139 million, or 12.3%, to ¥19,523

million (US$164 million).

A breakdown of net sales and operating income by business segment

is as follows:

Petrochemicals

Sales of olefins were up due to increases in their selling prices, reflect-

ing soaring feedstock prices, notwithstanding lower shipment volumes

as a result of the maintenance shutdown of the ethylene plant, which

is conducted once in every four years. In the organic chemicals opera-

tions, shipment volumes of ethyl acetate fell as a result of the mainte-

nance shutdown of the ethylene plant. However, overall sales of
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organic chemicals increased due to higher selling prices, reflecting the

rise in feedstock costs, and increased shipment volumes of acetic acid.

Sales of plastics by Showa Highpolymer Co., Ltd., were up due to an

increase in selling prices, reflecting the rise in raw material costs.

Overall, the Petrochemicals segment’s sales increased 11.4%, to

¥335,383 million (US$2,816 million). However, operating income fell

25.0%, to ¥16,376 million (US$137 million), due mainly to lower pro-

duction volumes as a result of the maintenance shutdown. 

Chemicals 

Sales of commodity industrial gases, including oxygen and nitrogen,

slipped. Meanwhile, sales of acrylonitrile, caustic soda, and hydrochlo-

ric acid were up due to the rise in selling prices. In the specialty chemi-

cals operations, the shipment volumes of Shoprene™ chloroprene

rubber, amino acids, and Shodex™ chromatography columns

increased. As a result, the Chemicals segment’s sales rose 7.0%, to

¥79,201 million (US$665 million), and operating income increased

7.8%, to ¥5,108 million (US$43 million).

Electronics

Sales of HD media increased due partly to the start-up of new produc-

tion capacity and steady demand. Sales of compound semiconductors

also increased, reflecting the rise in shipment volumes. In the electronic

materials business, sales of rare earth magnetic alloys were up due to

the rise in selling prices. Sales of semiconductor-processing specialty

gases, electronic ceramics, and fine carbons were also up due to the

rise in shipment volumes. As a result, the Electronics segment’s sales

increased 23.6%, to ¥165,541 million (US$1,390 million), and operat-

ing income jumped 45.2%, to ¥28,634 million (US$240 million).

OPERATING INCOME
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Inorganics

Sales of ceramics were up due mainly to the rise in selling prices of alu-

mina, reflecting higher raw material costs. Sales of graphite electrodes

increased due to continued steady shipment volumes, reflecting grow-

ing demand for steel worldwide. As a result, the Inorganics segment’s

sales rose 20.1%, to ¥74,301 million (US$624 million), and operating

income jumped 93.4%, to ¥16,069 million (US$135 million).

Aluminum

Sales from ingot marketing rose, reflecting higher international market

prices. Sales of rolled products also rose due to increases in selling

prices, reflecting higher raw material costs. Sales from extrusions/spe-

cialty products operations increased due to the rise in shipment vol-

umes and selling prices. In the heat exchanger business, sales rose

slightly in each of the markets in Japan, the United States, and Europe.

Sales of Shotic™ forged aluminum products were up due to growing

demand for automotive parts applications. However, sales of aluminum

cans fell due to a decrease in shipment volumes. As a result, the

Aluminum segment’s sales increased 8.0%, to ¥260,107 million

(US$2,184 million). However, operating income decreased 22.1%,

to ¥6,472 million (US$54 million), mainly due to the impact of higher

aluminum ingot prices on the aluminum can business.

Operations in Japan

Sales of olefins were up, as their selling prices rose, reflecting soaring

feedstock costs. Sales of organic chemicals also rose, mainly because

the selling prices of acetic acid went up. Sales of HD media increased,

due to the start-up of new production capacity and steady demand.

Sales of aluminum products rose, due mainly to increases in selling

prices, reflecting higher aluminum ingot prices, and higher shipment vol-

umes of extrusions/specialty products. As a result, consolidated sales
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from operations in Japan increased 10.0%, to ¥784,040 million

(US$6,582 million). Consolidated operating income from operations in

Japan increased 6.2%, to ¥52,521 million (US$441 million).

Operations Overseas

Sales of HD media by subsidiaries in Taiwan and Singapore were up

due to increases in shipment volumes. Sales of graphite electrodes by

a U.S. subsidiary increased due to continued steady shipments, reflect-

ing growing demand for steel worldwide.  As a result, sales from opera-

tions overseas increased 31.7%, to ¥130,493 million (US$1,096 million).

Operating income jumped 63.8%, to ¥18,974 million (US$159 million).

The gap between interest expense and interest and dividend income

declined ¥1,117 million, to expenses of ¥5,680 million (US$48 million),

as a result of reductions in interest-bearing debt. The gain on invest-

ments in non-consolidated subsidiaries and affiliates to which the equi-

ty method is applied increased ¥746 million, to ¥2,487 million (US$21

million), due mainly to improved profitability of polyolefin operations.

The gain on the sale of marketable and investment securities, net,

increased to ¥6,221 million (US$52 million), due mainly to asset reduc-

tion efforts. A gain of ¥3,706 million (US$31 million) was recorded on

the sale of businesses, due to progress in structural reform. 

Meanwhile, a loss of ¥6,589 million (US$55 million) was recorded on

the sale and disposal of fixed assets. We recorded a loss of ¥4,880

million (US$41 million) for the impairment of fixed assets. Although we

recorded in the previous year a loss due to the collective amortization

of unrecognized transition amounts resulting from the adoption of a

new accounting standard for employees’ retirement benefits, there was

no such loss in 2006. 

As a result, the Company posted pretax income of ¥49,580 million

(US$416 million), up ¥31,815 million from the previous year. After
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income taxes, current, of ¥13,230 million (US$111 million), income

taxes, deferred, of ¥4,697 million (US$39 million), and minority interests

of ¥2,817 million (US$24 million), the Company recorded net income of

¥28,836 million (US$242 million), an increase of 84.3%, over the previ-

ous year.

Total Assets

Total assets increased ¥51,591 million from the end of the previous

year, to ¥1,037,823 million (US$8,713 million). Cash and cash equiva-

lents increased ¥17,866 million, to ¥55,100 million (US$463 million).

Notes and accounts receivable increased ¥10,682 million, to ¥190,752

million (US$1,601 million), due mainly to an increase in net sales.

Inventories rose ¥8,977 million, to ¥86,313 million (US$725 million), as

the effect of the rise in raw material costs more than offset inventory

reduction efforts. Tangible fixed assets rose ¥39,087 million, to

¥549,991 million (US$4,618 million). Total investments and other

assets decreased ¥12,436 million, to ¥131,482 million (US$1,104 mil-

lion), primarily due to the sale of investment securities. 

Liabilities

Interest-bearing debt fell ¥15,659 million, from the end of the previous

year, to ¥433,172 million (US$3,637 million), as a result of continued

debt reduction efforts. Total liabilities increased ¥41,887 million, to

¥772,331 million (US$6,484 million), due mainly to increases in notes

and accounts payable.

Total Equity

Total equity increased ¥58,754 million, to ¥265,492 million (US$2,229

million). Notwithstanding the payment of dividends for the previous year

and the fall in the land revaluation reserve as a result of revised tax allo-

cation, total equity increased, due to the rise in net income for 2006
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and the fact that we started including minority interests and deferred

hedge gains (losses) in the category of total equity as from the settle-

ment of accounts for 2006.

Capital Expenditures

Capital expenditures increased ¥49,623 million, to ¥90,841 million

(US$763 million). Chief items were an expansion of the HD media sup-

ply capacity as well as modification of the ethylene plant for capacity

expansion and further diversification of feedstock. 

Cash Flows

Net cash provided by operating activities increased ¥13,433 million, to

¥91,398 million (US$767 million), due to increases in operating income

and depreciation expenses. Net cash used in investing activities

increased ¥37,961 million, to ¥55,948 million (US$470 million), primarily

due to a substantial increase in capital expenditures. Net cash used in

financing activities decreased ¥35,399 million, to ¥18,047 million

(US$152 million), due to a reduction in interest-bearing debt. As a

result, cash and cash equivalents at the end of 2006 increased

¥17,866 million, to ¥55,100 million (US$463 million), after changes in

the list of the consolidated subsidiaries.
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