
Management’s Discussion and Analysis

Results of Operations

Consolidated net sales in 2012 totaled ¥739,811 million (US$8,545 mil-

lion), a decrease of ¥114,347 million, or 13.4%, from the previous year 

due to lower sales in the Petrochemicals segment, which experienced 

trouble with equipment in the first half of the year, and in the Aluminum 

segment, which transferred the automotive air-conditioner heat exchang-

er business.

 The cost of sales decreased ¥90,694 million, or 12.6%, to ¥628,628 

million (US$7,261 million), reflecting the decrease in net sales.

 Selling, general and administrative expenses decreased ¥4,403 mil-

lion, or 5.0%, to ¥83,076 million (US$960 million), due partly to the fall 

in transportation expenses.

 We recorded operating income of ¥28,108 million (US$325 million), 

down ¥19,249 million, or 40.6%, due to the decrease in operating 

income in all segments except Electronics.

 R&D expenditures decreased ¥964 million, to ¥20,633 million 

(US$238 million).

Information by Business Segment

A breakdown of net sales and operating income by business segment 

is as follows.

Petrochemicals
Production of ethylene and propylene decreased significantly from the 

previous year due to the influence of the trouble with the ethylene plant 

that occurred in the first half of 2012 as well as production cuts that 

reflected the globally sluggish demand. Sales of olefins decreased owing 

to significantly lower shipment volumes. Sales of organic chemicals also 

decreased due to lower shipment volumes of vinyl acetate and ethyl 

 acetate.

 As a result, the Petrochemicals segment’s sales decreased ¥59,456 

million, or 23.7%, to ¥190,939 million (US$2,205 million). The segment 

recorded an operating loss of ¥977 million (US$11 million), down 

¥4,461 million from the previous year, reflecting the fall in shipment 

 volumes.

Chemicals
Sales of functional polymers, industrial gases, and electronic chemicals 

were maintained at the previous year’s level. Sales of basic chemicals 

decreased despite higher liquefied ammonia sales, as acrylonitrile sales 

declined due to production cuts, reflecting lower demand and the 

 stagnant market.

 As a result, the Chemicals segment’s sales slipped ¥2,827 million, 

or 2.2%, to ¥127,376 million (US$1,471 million). The segment recorded 

an operating loss of ¥875 million (US$10 million), down ¥2,911 million 

from the previous year.

Electronics
Sales of HD media increased due to the contribution of the capacity 

expansion and the increase in shipment volumes of high-capacity media. 

Sales of compound semiconductors increased slightly due to higher 

shipment volumes for LCD backlight applications, notwithstanding the 

influence of production adjustments in the electric appliance industry. 

Meanwhile, sales of rare earth magnetic alloys decreased significantly 

due to the influence of inventory adjustments in the rare earth magnet 

industry.

 As a result, the Electronics segment’s sales slipped ¥1,705 million, 

or 1.0%, to ¥163,306 million (US$1,886 million). However, operating 

income rose ¥2,069 million, or 6.8%, to ¥32,311 million (US$373 mil-

lion).

Inorganics
Although our U.S. subsidiary’s graphite electrode sales increased due to 

higher selling prices, sales of graphite electrodes on a non-consolidated 

basis decreased due partly to lower volumes of shipments to the Asian 

market. As a result, overall sales of graphite electrodes decreased. Sales 

of ceramics decreased as shipment volumes of cerium oxide for electric 

material applications fell sharply due to the slackening supply-demand 

situation.

 As a result, the Inorganics segment’s sales decreased ¥11,991 mil-

lion, or 15.5%, to ¥65,573 million (US$757 million), and operating 

income decreased ¥6,687 million, or 69.4%, to ¥2,954 million 

(US$34 million).

Net Sales by Segment Operating Income
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�� Petrochemicals �� Chemicals �� Electronics 
�� Inorganics �� Aluminum �� Others

Note: Regarding changes in the segmentation, see note 2 on page 24. 
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Net Income Total Assets
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Aluminum
Sales of rolled products declined sharply due to the fall in shipment 

 volumes of high-purity foils for capacitors. Sales of extrusions/specialty 

products decreased due to the fall in shipment volumes of aluminum 

 cylinders for laser beam printers. Sales of Shotic™ forged products and 

aluminum cans were maintained at the previous year’s level. Sales of 

heat exchangers decreased significantly due to the transfer of the auto-

motive air-conditioner heat exchanger business to Keihin Corporation 

in January 2012.

 As a result, the Aluminum segment’s sales fell ¥32,074 million, or 

25.8%, to ¥92,206 million (US$1,065 million), and operating income fell 

¥4,630 million, or 74.5%, to ¥1,581 million (US$18 million).

Others
Sales of lithium-ion battery (LIB) materials decreased slightly due to 

lower shipment volumes for electric vehicle applications, notwithstanding 

higher shipment volumes for smartphone applications. Shoko Co., Ltd.’s 

sales decreased due partly to lower shipment volumes of metals.

 As a result, the Others segment’s sales fell ¥15,303 million, or 

10.2%, to ¥135,280 million (US$1,562 million), and operating income 

fell ¥1,772 million, or 95.2%, to ¥89 million (US$1 million).

Information by Geographic Area

Sales in Japan
Sales of the Petrochemicals segment decreased owing to the decrease 

in shipment volumes due to the influence of the trouble with the ethylene 

plant that occurred in the first half of 2012. Sales of the Chemicals seg-

ment declined due to the decrease in shipment volumes and the slug-

gish market that reflected the slackening supply-demand situation of 

acrylonitrile. Sales of the Electronics segment decreased due to the 

inventory adjustments in the rare earth magnet industry. Sales of the 

Inorganics segment decreased due to a reduction in the shipment vol-

umes of ceramics. Sales of the Aluminum segment decreased due to the 

transfer of the automotive air-conditioner heat exchanger business and 

a reduction in the shipment volumes of high-purity foils for capacitors in 

the rolled products business. Sales of the Others segment decreased 

owing to the reduction in Shoko Co., Ltd.’s sales due partly to lower 

shipment volumes of metals.

 As a result, consolidated sales from operations in Japan decreased 

¥78,357 million, or 14.0%, to ¥482,126 million (US$5,569 million).

Sales in Asia (Excluding Japan)
Sales of the Petrochemicals segment decreased owing to the lower ship-

ment volumes of ethylene, etc., due to the slackening supply-demand 

situation in the Asian market. Sales of the Electronics segment 

decreased, though the shipment volume of HD media increased as a 

result of the production capacity expansion carried out in the previous 

year.

 As a result, sales from operations in Asia (excluding Japan) decreased 

¥23,530 million, or 9.7%, to ¥219,857 million (US$2,539 million).

Sales in the Rest of the World
Sales of the Aluminum segment decreased owing to the decline in 

the shipment volumes of heat exchangers to automotive industries in 

the United States and Europe due to the transfer of the automotive air- 

conditioner heat exchanger business to Keihin Corporation. Sales of the 

Inorganics segment increased due to our U.S. subsidiary’s increased 

shipment volumes of graphite electrodes.

 As a result, sales from operations in the rest of the world decreased 

¥12,460 million, or 24.8%, to ¥37,827 million (US$437 million).

Other Income (Expenses) and Net Income

The gap between interest expenses and interest and dividends income 

decreased ¥785 million, to expenses of ¥3,499 million (US$40 million), 

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 ¥289 million (US$3 million), 

down ¥761 million, due to lower profits at affiliates in synthetic resin- 

related operations. Foreign exchange gains improved ¥599 million, 

to ¥195 million (US$2 million).
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 We recorded a loss of ¥1,834 million (US$21 million), net, on sales 

and retirement of noncurrent assets, deterioration of ¥435 million. We 

also recorded a loss of ¥3,481 million (US$40 million) for the impair-

ment loss, a decrease of ¥1,146 million, due mainly to structural reform 

in our carbon nanotube business, which produces vapor grown carbon 

fiber (VGCF ™-X ) mainly used as additives for plastics. Loss on valuation 

of investment securities increased ¥2,497 million, to ¥2,973 million 

(US$34 million), due mainly to a valuation loss of our equity investment 

in an aluminum smelting company in Venezuela. On the other hand, in 

2012, we did not record an extraordinary loss related to the Great East 

Japan Earthquake in March 2011, which amounted ¥3,207 million 

(US$37 million) in 2011. Overall, the total of other income (expenses) 

amounted to a loss of ¥16,820 million (US$194 million), an improve-

ment of ¥4,462 million.

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

interests of ¥11,288 million (US$130 million), down ¥14,787 million 

from the previous year. After corporate income taxes, current, of ¥4,925 

million (US$57 million), corporate income taxes, deferred, of ¥(4,674) 

million (US$(54) million), and minority interests in income of ¥1,670 mil-

lion (US$19 million), the Company recorded net income of ¥9,368 mil-

lion (US$108 million), down ¥7,612 million over the previous year.

Financial Position

Total Assets
Total assets decreased ¥8,141 million from the end of the previous year, 

to ¥933,162 million (US$10,778 million). Cash and deposits decreased 

¥3,581 million, to ¥51,606 million (US$596 million). Inventories 

decreased ¥1,954 million, to ¥121,761 million (US$1,406 million), 

reflecting the transfer of the automotive air-conditioner heat exchanger 

business. Net property, plant and equipment decreased ¥9,111 million, 

to ¥473,253 million (US$5,466 million), as the amount of capital invest-

ment was lower than that of depreciation expenses. Total investments 

and other assets increased ¥8,073 million, to ¥117,682 million 

(US$1,359 million), due partly to the rise in valuation on available-

for-sale securities.

Liabilities
Interest-bearing debt decreased ¥5,046 million from the end of the pre-

vious year, to ¥342,262 million (US$3,953 million), as a result of contin-

ued debt reduction efforts. Total liabilities decreased ¥27,362 million, to 

¥618,196 million (US$7,140 million), due partly to the fall in accounts 

payable.

Net Assets
Net assets increased ¥19,221 million from the end of the previous year, 

to ¥314,966 million (US$3,638 million), due partly to the posting of net 

income and the increase in the foreign currency translation adjustment.

Capital Expenditures
Capital expenditures increased ¥3,709 million, to ¥42,503 million 

(US$491 million), due partly to the production capacity expansion pro-

grams, one in our U.S. subsidiary in the graphite electrode business and 

another in the business of SiC epitaxial wafers for power devices.

Cash Flows
Net cash provided by operating activities decreased ¥16,127 million 

from the previous year, to ¥53,310 million (US$616 million), due partly 

to a decrease in income before income taxes and minority interests. Net 

cash used in investing activities increased ¥1,538 million, to ¥40,209 

million (US$464 million), due partly to the increase in purchase of plant, 

property and equipment. Cash flows from financing activities ended up in 

net payment of ¥20,150 million (US$233 million), an increase of ¥2,854 

million in payment, as a result of continued debt reduction efforts. As a 

result, taking the effects of exchange rate fluctuations into account, cash 

and cash equivalents at the end of 2012 decreased ¥3,772 million, to 

¥51,254 million (US$592 million).

Total Net Assets Interest-Bearing Debt Cash Flows from Operating Activities
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