
Management’s Discussion and Analysis

RESULTS OF OPERATIONS

Consolidated net sales in 2009 totaled ¥678,204 million (US$7,364 

million), a decrease of ¥325,672 million, or 32.4%, from the previous 

year. In the first half of the year, each segment had to reduce produc-

tion due to the deterioration of the world economy. Despite recovery in 

the second half, annual sales fell.

 The cost of sales decreased ¥290,696 million, or 32.7%, to 

¥597,766 million (US$6,490 million), reflecting the fall in net sales. 

Selling, general and administrative expenses decreased ¥3,202 million, 

or 3.6%, to ¥85,420 million (US$927 million), due partly to the decline 

in selling commission.

 We recorded an operating loss of ¥4,983 million (US$54 million), 

down ¥31,775 million. While the Petrochemicals segment’s operating 

income increased due to the reduction in the burden of high-cost feed-

stock, operating income in the remaining four segments fell due mainly 

to lower shipment volumes in the first half of the year.

 R&D expenditures increased ¥672 million, to ¥20,743 million 

(US$225 million).

INFORMATION BY BUSINESS SEGMENT

A breakdown of net sales and operating income by business segment 

is as follows:

Petrochemicals

Sales of olefins fell owing to lower selling prices, reflecting the decline 

in naphtha prices. Sales of organic chemicals were down due to the 

decline in selling prices, reflecting the fall in raw material prices, and 

decreased shipment volumes of acetic acid following withdrawal from 

sales to outside customers for high-purity terephthalic acid applica-

tions.

 As a result, the Petrochemicals segment’s sales fell 41.0%, to 

¥235,999 million (US$2,562 million). However, the segment recorded 

operating income of ¥7,992 million (US$87 million), up ¥9,273 million, 

due to the reduction in the burden of high-cost feedstock and with-

drawal from the unprofitable sale of acetic acid.

Chemicals

Sales of industrial gases, such as oxygen, nitrogen, and hydrogen, 

were up. However, sales of acrylonitrile and ammonia were down 

owing to lower shipment volumes. Sales of chloroprene rubber 

decreased as a result of the fall in shipment volumes and selling prices. 

 As a result, the Chemicals segment’s sales decreased 1.5%, to 

¥91,887 million (US$998 million), notwithstanding the increase in sales 

following the consolidation of Showa Tansan Co., Ltd., in June 2008. 

Operating income fell 91.6%, to ¥446 million (US$5 million), due partly 

to declines in shipment volumes and selling prices of acrylonitrile and 

chloroprene rubber.

Electronics

Shipment volumes of HD media recovered quickly in the second half of 

the year, reflecting brisk demand for use in notebook PCs. However, 

sales of HD media in 2009 decreased from the previous year because 

the influence of inventory adjustments by our customers’ industries in 

the first quarter was too significant. Sales of compound semiconduc-

tors decreased due to lower shipment volumes of commodity LED 

chips. Sales of semiconductor-processing specialty gases decreased 

due to the fall in shipment volumes in the first quarter, notwithstanding 

the recovery in shipment volumes in and after the second quarter. 

Sales of rare earth magnetic alloys decreased due to lower shipment 

volumes in the first half of the year and lower selling prices, reflecting 

the fall in raw material prices.

 As a result, the Electronics segment’s sales decreased 32.3%, to 

¥127,807 million (US$1,388 million). The segment recorded an operat-

ing loss of ¥9,775 million (US$106 million), down ¥19,034 million, due 

mainly to the fall in shipment volumes of HD media and the influence of 

the appreciation of the yen.

Inorganics

Sales of ceramics decreased due to lower shipment volumes of abra-

sives for automotive parts and metal-processing applications. Sales of 

graphite electrodes decreased, due to the influence of inventory adjust-

ments by electric arc furnace steelmakers in Japan and the United 

States. 

OPERATING INCOMENET SALES BY SEGMENT QUARTERLY TRENDS OF 
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 As a result, the Inorganics segment’s sales decreased 39.5%, to 

¥53,711 million (US$583 million). Operating income fell 81.3%, to 

¥3,603 million (US$39 million).

Aluminum

Sales from ingot marketing decreased owing to the sharp fall in sales 

to outside customers. Sales of rolled products were down due to the 

decline in shipment volumes of high-purity foils for capacitors. Sales of 

extrusions/specialty products fell due to decreases in shipment vol-

umes of aluminum cylinders for laser beam printers and commodity 

extrusions for building materials. Sales of Shotic™ forged products 

decreased because of the drop in shipments to the automobile industry.

 In the heat exchanger business, sales rose in China, but sales 

in Japan, the United States, and Europe fell. Overall sales of heat 

exchangers decreased from the previous year. Sales of aluminum cans 

increased, reflecting higher shipment volumes.

 As a result, the Aluminum segment’s sales fell 27.5%, to ¥168,799 

million (US$1,833 million). The segment recorded an operating loss of 

¥4,217 million (US$46 million), down ¥4,006 million, due to the fall in 

shipment volumes.

INFORMATION BY GEOGRAPHIC AREA

Operations in Japan

Sales of olefins fell owing to lower selling prices, reflecting the decline 

in naphtha prices. Sales of organic chemicals were down due to the 

decline in selling prices, reflecting the fall in raw material costs, and 

lower shipment volumes of acetic acid following withdrawal from sales 

to outside customers for high-purity terephthalic acid applications. 

Sales of acrylonitrile and ammonia were down owing to lower shipment 

volumes. Sales of chloroprene rubber decreased as a result of the fall 

in shipment volumes for automotive applications. Sales of aluminum 

rolled products were down, as the quick recovery in shipment volumes 

of high-purity foils for capacitors in and after the middle of the year did 

not fully compensate for the sharp decline in shipment volumes in the 

first half of the year. Sales of extrusions/specialty products fell due to 

decreases in shipment volumes of aluminum cylinders for laser beam 

printers and commodity extrusions for building materials.

 As a result, consolidated sales from operations in Japan decreased 

32.5%, to ¥571,503 million (US$6,205 million). We recorded a consoli-

dated operating loss of ¥5,097 million (US$55 million), down ¥30,034 

million, from operations in Japan, because operating income in all seg-

ments, except for Petrochemicals, fell due mainly to lower shipment 

volumes in the first half of the year.

Operations in Asia

Sales of automotive heat exchangers increased in China. Sales of HD 

media decreased from the previous year, as the inventory adjustments 

by the HDD industry in the first quarter affected the business signifi-

cantly, notwithstanding quick recovery in demand centering on note-

book PC applications in and after the middle of the year. As a result, 

sales from operations in Asia decreased 24.0%, to ¥75,071 million 

(US$815 million). We posted an operating loss of ¥348 million (US$4 

million) from operations in Asia. Operating income from the automotive 

heat exchanger business was up. However, operating income from the 

HD media business dropped, as reductions in fixed assets did not fully 

compensate for the fall in shipment volumes in the first quarter.

Operations in the Rest of the World

Sales of graphite electrodes by a U.S. subsidiary decreased due to the 

fall in shipment volumes. Sales of heat exchangers decreased in the 

United States and Europe. As a result, sales from operations in the rest 

of the world decreased 45.9%, to ¥31,630 million (US$343 million), 

and operating income fell 66.0%, to ¥2,361 million (US$26 million). 

OTHER INCOME (EXPENSES) AND NET INCOME

The gap between interest expense and interest and dividends income 

decreased ¥644 million, to expenses of ¥5,618 million (US$61 million), 

as a result of a decrease in interest-bearing debt. We recorded a loss on 

investments in non-consolidated subsidiaries and affiliates to which the 

equity method is applied in the amount of ¥1,156 million (US$13 mil-

lion), down ¥1,899 million, due to lower profit at affiliates in resin-related 

operations. The foreign exchange loss decreased ¥4,759 million, to 

¥367 million (US$4 million). The gain on the sales of investment securi-

ties, net, decreased ¥5,371 million, to ¥4,707 million (US$51 million). 
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 We recorded a loss of ¥2,684 million (US$29 million) on sales and 

retirement of noncurrent assets, a decrease of ¥1,211 million. We also 

recorded a loss of ¥13,234 million (US$144 million) for the impairment 

loss, an increase of ¥8,913 million, as a result of vigorous restructuring 

efforts, centering on the Aluminum segment. Special retirement 

expenses of ¥3,199 million (US$35 million) was recorded due mainly 

to rationalization efforts in the Aluminum segment. We also recorded 

a loss of ¥5,544 million (US$60 million) from inventory valuation in the 

Petrochemicals segment, as 2009 was the first year of application of 

the “lower of cost or market” method to naphtha and other raw materi-

als. Overall, the total of other income (expenses) ended in a loss of 

¥39,129 million (US$425 million), an increase of ¥18,630 million from 

the previous year.

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

minority interests of ¥44,112 million (US$479 million), down ¥50,404 

million from the previous year. After income taxes, current of ¥3,674 

million (US$40 million), income taxes, deferred of ¥10,664 million 

(US$116 million), and minority interests in income of ¥860 million 

 (US$9 million), the Company recorded a net loss of ¥37,981 million 

(US$412 million), a decrease of ¥40,432 million over the previous year.

FINANCIAL POSITION

Total Assets

Total assets decreased ¥3,706 million from the end of the previous 

year, to ¥958,303 million (US$10,405 million). Cash and deposits 

increased ¥21,560 million, to ¥62,514 million (US$679 million), reflect-

ing our capital increase by public offering. Notes and accounts receiv-

able increased ¥30,980 million, to ¥163,620 million (US$1,777 million), 

due to a rapid increase in net sales, centering on the HD media busi-

ness, in the fourth quarter. Inventories fell ¥25,415 million, to ¥92,333 

million (US$1,003 million), reflecting the reduction in naphtha and other 

raw materials as well as the reduction in stock of HD media products 

due to tight supply. Net property, plant and equipment fell ¥27,360 mil-

lion, to ¥504,273 million (US$5,475 million), as we reduced capital 

investments to a level below depreciation expenses by strictly selecting 

projects and recorded an impairment loss as part of our structural 

reform efforts. Total investments and other assets increased ¥12,339 

million, to ¥117,548 million (US$1,276 million), due partly to the 

increase in deferred tax assets. 

Liabilities

Interest-bearing debt fell ¥19,003 million from the end of the previous 

year, to ¥373,911 million (US$4,060 million), as we used the proceeds 

from the issuance of preferred securities to repay interest-bearing debt. 

Total liabilities decreased ¥24,970 million, to ¥671,581 million 

(US$7,292 million).

Total Net Assets

Total net assets increased ¥21,263 million, to ¥286,722 million 

(US$3,113 million), due to the capital increase, notwithstanding the 

payment of dividends for the previous year and the statement of a net 

loss for the current year.

Capital Expenditures

We expanded our production capacity for SCMG™ anode material for 

LIBs in electric vehicles, and completed a new plant for environment-

friendly solvent n-propyl acetate. We also invested in expansion, ratio-

nalization, maintenance, and environmental protection at other 

production facilities. As a result, our capital expenditures in 2009 

amounted to ¥38,666 million (US$420 million), down ¥16,133 million.

Cash Flows

Net cash provided by operating activities decreased ¥41,253 million, to 

¥19,846 million (US$215 million), due partly to a decrease in operating 

income in the first half of the year. Net cash used in investing activities 

decreased ¥17,440 million, to ¥26,595 million (US$289 million), due to 

the decrease in capital expenditures as a result of strict selection of 

projects. Cash flows from financing activities ended up in net proceeds 

of ¥28,402 million (US$308 million), an increase of ¥32,221 million, 

reflecting the capital increase by public offering, issuance of preferred 

securities, and repayment of interest-bearing debt. As a result, cash 

and cash equivalents at the end of 2009 increased ¥21,558 million, to 

¥62,507 million (US$679 million).
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