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any Profile

In 1949, Sanyo Chemical Industries, Ltd. was founded as a surfactant manufacturer in Kyoto,
Japan. Since then, guided by our company motto, Let us contribute to building a

better society through corporate activities, we have been endeavoring to continually "
evolve along with our changing society. As the needs of society and industry have changed,

we have responded by introducing new technologies, designing and developing high value-
added products.

Today’s Sanyo Chemical is not just a surfactant manufacturer, but also a performance
chemicals manufacturer with a variety of technologies and the capability to develop rapidly.
We continue to evolve as we provide performance chemicals and chemical products that
satisfy the performance and capability requirements of our customers in various industries.

Global environmental conservation and sustainable development are both demanded by
today’s society. As we continue our development of technologies and performance chemicals,
we will endeavor to make an active contribution to society as good corporate citizens, and will
strive to become a truly unique and excellent corporate group that operates on a global scale.
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Consolidated Financial Highlights

For the fiscal year:

Net saleS....ooovvviiiiiii

(Overseas sales)

Operating income....................

Income before income taxes
and minority interests

Netincome ........ccoovvvvieeiiiini

At fiscal year-end:
Total assets

Shareholders’ equity................

Per share (yen and U.S. dollars):
Netincome ......cccocciiiiiiiiiiin,

Cash dividends

Shareholders’ equity................

Ratios:(%)

Overseas sales ratio................
Operating income ratio............
Returnonequity ...
Shareholders’ equity ratio........
Return on assets......................

Thousands of

Millions of Yen U.S. Dollars
% change
FY2006 (06/05) FY2005 FY2004 FY2006

... ¥122,397 12.9% ¥108,414 ¥ 93,454 $1,036,473

37,765 46.7% 25,735 20,045 319,796

6,553 (9.0%) 7,198 5,988 55,494

6,472 (1.5%) 6,571 5,955 54,805

3,052 (3.3%) 3,156 3,599 25,844

... ¥153,166 6.2% ¥144,263 ¥120,866 $1,297,027

88,467 1.3% 87,322 81,398 749,145

... ¥ 27.65 (1.1%) ¥ 27.95 ¥ 32.01 $ 0.23

15.00 — 15.00 15.00 0.13

801.52 1.4% 790.38 736.91 6.79
30.9% — 23.7% 21.4% 30.9%

5.4 — 6.6 6.4 5.4

35 — 3.7 45 35

57.8 — 60.5 67.4 57.8

2.1 — 2.4 3.1 2.1

Notes: 1. U.S. dollars have been converted at the rate of ¥118.09 to US$1, the effective rate of exchange at March 31, 2007.
2. The computations of net income per share of common stock are based on the weighted average number of shares outstanding

during each fiscal year.

3. Since FY2006, presentation of net assets is based on “Accounting Standard for Presentation of Net Assets in the Balance Sheet
(“Business Accounting Standard No. 5”).” Figures of FY2005 or earlier are based on the old standard.
4. Since FY2006, overseas sales were sales of which final destination was foreign customers.
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(Billions of yen)
120 60

Net Income/ROE

(Billions of yen)
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(Billions of yen)
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Business Review (Sanyo Chemical at a Glance)

Organization in Charge

Principal Products

Sales Ratio

Surfactants

Yasui
Business
Unit

Surfactants for textiles

Agents for textile manufacturing, scouring and
cleaning agents, dyeing auxiliaries, textile finish-
ing agents, flame retardants for fibers, agents for
glass fibers

Industrial surfactants

Surfactants for hair care products, base materi-
als for cosmetics, surfactants for detergents and
cleaners, germicide disinfectants, antibacterial
agents, emulsifiers for emulsion polymerization,
defoamers, dispersants

s )

=
X

Usami Yasui Bessho
Business | Business l§ business
Unit Unit Unit

Raw materials for polyurethane
Raw materials for polyurethane foam, raw mate-
rials for polyurethane resins

Polyurethane resins

Thermoplastic polyurethane beads (TUB) for the
interior parts of automobiles, polyurethane resins
for synthetic leather, polyurethane resins for
paints, polyurethane resins for gravure inks,
polyurethane emulsions

Bessho Sono
Business ll Business
Unit Unit

Yasui
Business
Unit

Copier-related products

Polyester-type toner resins, styrene-acrylic-type
toner resins, polyester beads (PEB) as a core
component of polymerization toners

Lubricating oil and machine-related products
Viscosity index improvers, base materials for
synthetic lubricating oils, machinery processing
agents, fuel oil additives

Coating and adhesive-related products

UV and EB curing resins, potting resins for artifi-
cial kidneys, pressure-sensitive adhesives, sizing
agents for glass fibers

) 1] ¢

Sono
- Business il Application

K Unit Intracorporation
=
g

Superabsorbent polymers
Superabsorbent polymers (SAP) for hygiene use,
SAP for non-hygiene use

Water treatment-related products

Polymer flocculants for municipal wastewater
treatment, polymeric flocculants for industrial
wastewater treatment

©

8
//

Specialty Products

Bessho Yasui Sono
Business | Business l Business
Unit Unit Unit

Construction Systems and
Materials Intracorporation
Polymer Application
Intracorporation

2 Sanyo Chemical Industries, Ltd.

Electric/electronic-related products

Electrolytes for aluminum electrolytic capacitors,
electrolytes for electric double-layer capacitors,
agents for silicon wafer processing, special cata-
lysts for epoxy resins

Resin and polymer modifiers
Permanent antistatic agents, pigment disper-
sants, denatured olefin oligomers

Other

Polymers for enhanced oil recovery, hot melt
adhesives, enteric-soluble coating agents, civil
engineering and construction-related products,
paste resins for design models

Sl



Sales

Review of FY2006

(Billions of yen)
30

25 (Plan)

20

‘03 '04 05

Sales of industrial surfactants grew smoothly due
to an expansion in sales of cleaning agents for
electronic components, and strong sales of deter-
gent base materials with superior biodegradability,
as well as raw materials for cosmetic products.
Dispersants and defoamers for paints also increased
briskly due mainly to rising demand in China.

In the area of surfactants for textiles, sales of
agents used in textile manufacturing processes for
industrial materials, such as carbon fiber, were

strong. However, overall sales of surfactants for
textiles remained weak due to slackening demand
for textile agents for clothing.

As a result, total sales in this product group
increased by 2.4% from the previous fiscal year to
¥22,481 million.

(Billions of yen) (Plan)

Sales of raw materials for polyurethane foam
increased substantially, owing to continuing vigor-
ous demand both in Japan and overseas. Growth
in sales is attributable to the expansion of new
high-performance raw materials for polyurethane
foam for automobiles and a revision of product
prices that correspond to higher raw material costs.

In the area of polyurethane resins, sales
increased substantially, due to the increasing num-
ber of automobile models both in Japan and

overseas using thermoplastic polyurethane beads
(TUB) for the interior parts of automobiles. A rise in
sales of waterborne resins for automobile paints
also contributed to the growth in sales.

As a result, total sales in this product group
increased by 20.9% from the previous fiscal year to
¥30,670 million.

(Billions of yen)
30

Sales increased in polyester beads (PEB) used as a core
component of polymerization toners due to the growing
popularity of highly-functional copiers. Demand was
strong for PEB for both color and black toners. In
addition, our sales of toner resins used for pulverized
toner increased thanks to the launch of high-perfor-
mance polyester-type toner resins. As a result, sales of
office machine-related products increased substantially.

Sales of lubricating oils and machining-related
products increased briskly, due largely to efforts to

expand sales of viscosity index improvers for automo-
bile transmissions.

In coating and adhesive-related products,
demand increased for adhesives for medical equip-
ment and glass fibers. This and increased sales of
coating agents for fertilizers produced a steady sales
performance for the product group.

As a result, total sales in this product group
increased by 17.1% from the previous fiscal year to
¥27,714 million.

(Billions of yen)
30

Sales of superabsorbent polymers increased sub-
stantially in response to strong overseas demand
for hygiene-use materials such as disposable dia-
pers, with steady production at San-Dia Polymers
(Nantong) Co., Ltd. in China, which began com-
mercial production in April 2005.

Sales of water treatment products decreased
slightly due to continued intensification of competi-
tion in the polymer flocculants market.

As a result, total sales in this product group

increased by 10.6% from the previous fiscal year to
¥25,597 million.

(Plan)

‘03 04 05 ‘06 07 (FY)

In the field of polymer modifier-related products,
sales increased as a result of expansion into new
areas, such as permanent antistatic agents for use
in packaging materials for electronic components,
and an increase in sales of resins for automobile
paints. Consequently, sales expanded steadlily.

In electric/electronic-related products, demand
from manufacturers of digital home appliances
drove growth in sales of electrolytes for aluminum
electrolytic capacitors. This and a surge in sales of

our chemical mechanical planarization cleaners and
silicon wafer processing agents helped to generate
brisk sales.

Sales also increased in other products, with
steady performances by products used in civil engi-
neering and construction, such as epoxy resins for
iron reinforcing joints and concrete agents.

As a result, total sales in this product group
increased by 13.4% from the same period of the
previous fiscal year to ¥14,137 million.
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To Our Shareholders and Investors

Review of Performance in FY2006

Net sales of Sanyo Chemical for FY2006 (April 1,
2006 to March 31, 2007) increased 12.9% from the
previous fiscal year to ¥122.4 billion on a consoli-
dated basis, marking a rise in net sales for six
straight years. The four main reasons for the year-
on-year increase in net sales were as follows:

1. A dramatic sales increase for Strategically
Developed Products (Strategic Products)®,
such as polyester beads (PEB), used as a
core component of polymerization toners and
thermoplastic polyurethane beads (TUB) for
the interior parts of automobiles

*Products developed and currently under development,
which have strong potential for contributing substantially
to future business expansion.

2. Strong sales of automobile-related materials,
such as raw materials for the polyurethane
foam used in automobile seat cushions

3. Brisk sales of superabsorbent polymers (SAP)
thanks to high demand for hygiene-use mate-
rials, such as disposable diapers, particularly
in the Chinese market

Sanyo Chemical Industries, Ltd.

4. An upward revision in product prices for SAP
and the raw materials for polyurethane foam,
in response to surging raw material costs
amid strong demand and a tight supply situa-
tion for these products

In terms of profit, operating income decreased 9%
from the previous fiscal year, to ¥6.6 billion. This was
mainly due to the impact of surging raw material
costs, which could not be covered entirely by an
increase in sales and an upward revision in product
prices. However, ordinary income increased 1.0%
from the previous fiscal year to ¥8.0 billion. This was
primarily the result of an increase in gains on equity-
method investments. Although ordinary income
increased only slightly from the previous fiscal year, it
nonetheless marks three straight years of growth.
Net income declined 3.3% to ¥3.1 billion, primarily as
a result of the posting of impairment losses on fixed
assets of overseas subsidiaries in the amount of
approx. ¥0.7 billion, as well as losses on valuation of
inventories of approx. ¥0.5 billion.

Consequently, earnings per share came to
¥27.65, and the return on equity (ROE) came to 3.5%.

Meanwhile, we have maintained dividends per
share at the same level as the previous fiscal year of
¥15 (payout ratio: 54.2%).

Masaaki lenaga
President, Representative Director

Mﬁé &EA’\“&‘D



Review of Business Activities in FY2006

In FY2006, we achieved net sales that dramatically
surpassed the ¥100 billion mark on a consolidated
basis, one of our targets under the Sixth
Medium-Term Management Strategy (FY2003-2006).
This achievement was largely due to the ongoing
recovery of the Japanese economy and strong
growth in overseas demand, especially in China, as
well as to the success of our efforts to expand our
Strategic Products and expand our overseas opera-
tions. In the meantime, our business environment
remained harsh, due to the downward pressure on
profits resulting from the rise in petrochemical mater-
ial prices, caused by surging crude oil prices. Under
these circumstances, Sanyo Chemical focused on
1) further increasing the sales and improving the
profitability of Strategic Products, 2) reducing costs
and revising product prices, 3) improving the prof-
itability of overseas consolidated subsidiaries,
4) strengthening R&D activities for business expan-
sion and 5) securing and training personnel.

Sales of Strategic Products increased sharply
from ¥10.7 billion to ¥15.8 billion. This was primarily
attributable to such factors as the full-scale launch of
PEB for color toners, following the introduction of
PEB for black toners, and growing demand for TUB
in new overseas markets as well as in Japan.
However, the rise in depreciation costs resulting from
previous aggressive investment in plant and
equipment, as well as higher overseas distribution
costs, have impeded efforts to sufficiently recover
profitability.

With respect to existing products, we suc-
ceeded in reducing costs through technological
innovations and process reforms. Thanks to the
growing global demand for SAP and the raw materi-
als for polyurethane foam, we were able to revise
upward the prices for these products. In general,
however, we were unable to pass the entire increase
for the raw material costs onto product prices.

Regarding overseas consolidated subsidiaries,
San-Dia Polymers (Nantong) Co., Ltd. (SDN) started

commercial production in April 2005, and production
and sales have steadily expanded, contributing to
improved profitability. However, improvements in
profitability of other overseas consolidated sub-
sidiaries were insufficient, although they recorded
improved sales figures (Sanyo Chemical Texas Inc.
has not begun operation yet). Following the estab-
lishment of satellite laboratories at Sanyo Kasei
(Nantong) Co., Ltd. (SKN), SDN, and Sanyo
Chemical & Resins Inc. (SCR), we also established a
satellite laboratory at Sanyo Kasei (Thailand) Ltd.
(SKT) in FY2006. This is aimed at realizing further
expansion in sales and improvement in profitability
by developing and improving products close to over-
seas users. In this way, we have created an overseas
network of production bases, overseas sales bases
and overseas liaison offices, while working to coordi-
nate production, sales and research activities.

Concerning the securing and training of person-
nel, we have improved and enriched our in-house
training system and substantially increased our
workforce.
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To Our Shareholders and Investors

Review of CSR in FY2006

Against the backdrop of a stronger focus on corpo-
rate social responsibility (CSR), companies are under
pressure to make full disclosure of information
regarding their business performance, financial posi-
tions, measures they take in the fields of environ-
mental conservation, safety, and social contributions.
To this end, from FY2005 onward we have started
publishing a Responsible Care and Social Report
instead of an Environmental Report, providing more
detailed information about the company’s social con-
tributions and employee development, and gaining
third-party verification of contents by the Japan
Responsible Care Council.

With concern for environmental activities, in
addition to conducting our company-wide environ-
mental conservation program, called “S-TEC21”
(Sanyo Tactics for Eco Challenge 21st Century), we
cooperated with the government’s “Cool-Biz” and
“Warm-Biz” initiatives as our way of helping to pre-
vent global warming. In terms of social contributions,

we continued performing chemical experiments and
holding lectures entitled, “The Chemistry Around Us
and the Environment,” at elementary schools near
the head office, holding Kyoto Factory tours for junior
high school students, making contributions to local
community events near our branch offices and facto-
ries, and providing research grants and instructors to
universities. In terms of employee development, we
awarded four “challenge” contracts under our
Challenge System*, aiding self-actualization for our
employees. Furthermore, we extended further the
total number of days for maternity and parental
leave, and decided to allow for the rehiring of
employees who reach retirement age, in the wake of
a recent revision to employment-related laws to
encourage the increased employment of older
people.

*With Company approval, employees formally conclude an

agreement with the Company President, which allows them to
take on the challenge of solving a specific problem.

Results of the Sixth Medium-Term Management Strategy

and Issues to Be Addressed

In the late 1990s and the early 2000s, our ratio of ordi-
nary income to net sales exceeded 12%, and Sanyo
Chemical drew attention as a high profitability com-
pany. Subsequently, product prices fell and the profit
margin also declined despite a rise in sales on a vol-
ume basis, amid intensified competition in overseas
markets and the persistence of deflation in the
domestic market ever since the bursting of Japan'’s
economic bubble. Against this backdrop, Sanyo
Chemical, under its Sixth Medium-Term Management
Strategy (April 1, 2003 to March 31, 2007), worked to
achieve a recovery in profitability and simultaneously
expand the scale of its operations in order to improve
its competitiveness amid increasingly intense competi-
tion on a global basis. Targeting future growth, in
2002, we drafted our basic strategies for becoming a
truly unique and excellent corporate group that oper-
ates on a global scale. We targeted net sales of over
¥100 billion, an ROE of 8% or higher, and expansion
of our Strategic Products business, as well as a faster

6 Sanyo Chemical Industries, Ltd.

pace of expansion of our business operations globally.

Regarding the expansion of our Strategic
Products, we realized steady sales of such products
as PEB and TUB, and consequently were able to
exceed our sales target. As for our plan to extend
overseas operations, we have succeeded in setting up
overseas bases in North America, Southeast Asia, and
China and have achieved our target of raising the
overseas sales ratio. However, the sharp rise in crude
oil prices pushed up the price of petrochemical prod-
ucts, creating a severe operating environment. The
rise in raw material costs was a significant factor that
could not have been foreseen in the drafting of the
Sixth Medium-Term Management Strategy.

As a result, net sales totaled ¥122.4 billion,
exceeding our target by ¥18.6 billion (up 49% over
FY2002). In contrast, profitability deteriorated. The
ROE in FY2006 was 3.5%, down 0.7 percentage
point from FY2002 and far short of our target of 8.0%.

At the end of the Sixth Medium-Term Management



e Main results of Sixth Medium-Term Management Strategy

I Net Sales

(Bilions of yen) ! Target
150 Il Results

120

02 03 04 05 06 (FY)

I Net Sales of Strategic Products

Bilions of yen) ! Target
(20 ven) I Results

16

Strategy, we now consider our foremost priority for
the time being to be the improvement of profitability.
Taking into account the economic progress being
made by such countries as China and India, it is
unlikely that crude oil prices will return to the previ-
ous level, and a reduction in the price of petrochemi-
cal products cannot be expected. Therefore, in line
with the Seventh Medium-Term Management Plan,
which began in FY2007, it is necessary for us to
improve our profitability by:
1. Increasing sales of high-value-added products
— primarily Strategic Products
2. Making efforts to cut costs through technologi-
cal innovation and business process reforms
3. Continuing the upward revision of product
prices
4. Quickly returning all of our overseas consoli-
dated subsidiaries to the black
In recent years, CSR is becoming a pressing issue
for companies. Through our individual-based man-
agement, our employees are working to achieve their
self-actualization through the performance of their
work, and all Sanyo Chemical employees are
working together to uphold the Company’s motto,

I ROE and Ordinary Income

(Billons of yen) ! Target of ordinary income -O- Target of ROE (%)
15 Il Ordinary income results ROE results 10

02 03 04 05 06 (FY)

I Overseas Sales and Overseas Sales Ratio

Target of overseas sales ~O- Target of overseas salesrafio (9)

Billions of yen
(40 y )-Overseassa\esresuhs Overseas sales ratio results 35

‘02 03 ‘04 ‘05 ‘06 (FY)
Note: Since FY2006, overseas sales were sales of which final destina-
tion was foreign customers.

Let us contribute to building a better society
through corporate activities. In the future, we will
continue our efforts to raise corporate value, achieve
environmental conservation and contribute to soci-
ety, as we work to achieve sustainable growth as a
group and to realize our goal of being a truly unique
and excellent corporate group that operates on a
global scale.
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Seventh Medium-Term Management Plan

By being a truly unique and excellent corporate group that operates on a global scale,
we aim to be both highly profitable and able to compete successfully in the world mar-
ket. To this end, we have devised our Seventh Medium-Term Management Plan incorpo-
rating strategies for the global expansion of operations.

Our new four-year management plan covers the period from FY2007 to FY2010 (April
2007 to March 2011). Under the slogan of “Challenge 10*',” we will work to expand our
sales of Strategic Products*? and other products by further bolstering our research and
development capabilities, and aggressively implementing capital investment. By the final
fiscal year, FY2010, we aim for net sales of ¥170 billion or higher, ordinary income of
¥18 billion or higher, a ratio of ordinary income to net sales of 10% or higher, and an
ROE of 10% or higher.

Notes: *1. “Challenge 10” refers to our targets of an ordinary income ratio of 10% or higher, and an ROE of 10%, to be achieved by
FY2010.
*2. There are a total of 15 items designated as Strategic Products in our Seventh Medium-Term Management Plan. Five products
have been carried over from the preceding Sixth Medium-Term Management Strategy, and 10 items are new.

Overview of our Seventh Medium-Term Management Plan

C I Our Management Principles )

Guided by our Company motto, Let us contribute to building a better society through our corporate
activities, we will put into practice the following seven management principles, with the aim of achieving
the growth that will enable us to become a truly unique and excellent corporate group that operates on a
global scale.

1. Our individual-based management enables individual employees to maximize their potential.
This, in turn, contributes to the realization of a strong and attractive company.

2. In the course of your actions, keep firmly in mind: without rigorous legal and ethical compliance
no company can be an excellent company, and we must also fulfill our corporate social
responsibility.

3. Work with thoroughness to ensure safety. Also seek to maintain harmony with society, as well
as the natural environment.

4. Take pride in the satisfaction your actions will bring to customers. Also, demonstrate a willing-
ness to undertake challenges, and acting with thinking.

5. Make aggressive R&D investments to expand revenues and profits.

6. By bolstering management on a consolidated basis, maximize the synergies of Sanyo
Chemical.

7. Make a fair distribution of profits among internal reserves, our shareholders, executives and
employees.

8 Sanyo Chemical Industries, Ltd.



( II Basic Targets )

Main Strategic Products in focus fields

Business fields targeted for their potential to improve

our profitability and net sales

o Copiers and electronics:
Core components of polymerization toners*, energy-
saving toner resins, permanent antistatic agents®,
materials for flat panel displays (FPDs), electrolytes
for electric double-layer capacitors®, etc.

o Automobile products:
Thermoplastic polyurethane beads for the interior
parts of automobiles®, lightweight seat cushion
materials, lubricating oil additives for continuously
variable transmission fluid

Note: ltems with an asterisk indicate Strategic Products carried over

from the Sixth Medium-Term Management Strategy.

Business development fields targeting next-generation

advances

o Environmental and biotechnology products:
High-performance polymer flocculants, plasticizers
used for biodegradable plastics, materials to stop
bleeding during surgery, surfactants for biotechnol-
ogy applications

I Net Sales

(Billions of yen)
200

160

1 (Result)
80
4
O v

I Net Sales of Strategic Products by Segment

N
o

o

(Billions of yen) ™ Copiers & electronics [l Automobile
45 | Environmental & biotechnology

36

27
(Result)
0
‘06 07

-
©
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Seventh Medium-Term Management Plan

2. Profitability target

By increasing the sale of Strategic Products,
expanding the lineup and reducing costs for
other products, as well as by improving the prof-
itability of consolidated subsidiaries, we aim to
achieve an ordinary income of ¥18 billion or
higher, an ordinary income ratio (Ordinary Income
Ratio = Ordinary Income/Net Sales x 100) of 10%
or higher, and an ROE of 10% or higher.

3. Capital investment and R&D expenses
To achieve the aforementioned targets for
sales and profitability, we will undertake the
following capital investment under our
Seventh Medium-Term Management Plan.

Capital investment

We plan to invest a total of approx. ¥54 billion during a

four-year period under the Seventh Medium-Term

Management Plan.

Main capital investment plan:

» Approx. ¥11 billion for the construction of manufac-
turing plants at the Kinuura Satellite Factory

» Approx. ¥6.6 billion for expansion of manufacturing
plants for superabsorbent polymers (SAP)

» Approx. ¥2.4 billion for the construction of the new
research laboratory at Katsura, Kyoto

R&D expenses

We plan to invest approx. 4% of total net sales on an
annual basis in R&D, and a total of approx. ¥25 billion
over the four years covered by the Seventh
Medium-Term Management Plan.

10 | sanyo Chemical Industries, Ltd.

I Profitability

(Billions of yen) M Ordinary income (%)
20 Ordinary income ratio O~ - ROE {2
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I Capital Investment and Depreciation
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( Il Basic Strategies)

1. Utilizing individual-based management
We aim to maximize the potential of individual employees by more effectively utilizing the orga-
nizational structure, a wide range of career development and benefits programs, and the tech-
nical infrastructure within our organization, as well as through other means.

2. Strengthening group management
1) Build an internal control system
2) Optimize the intra-group synergy
3) Create a system for securing and training talented personnel
4) Be proactive in capital investment
5) Withdraw from unprofitable businesses and reconsider the Company’s business domains
(including M&A strategy)

—_ = = —

3. Improving profitability
1) Launch new Strategic Products, and expand sales of existing Strategic Products
2) Improve profitability by upgrading the features of the other existing products
3) Pursue cost reductions
4) Secure sustainable profitability for overseas consolidated subsidiaries

4. Bolstering research and development capabilities
1) Commence research at a new research laboratory at Katsura, Kyoto and achieve positive
results at an early stage
2) Promote development of Strategic Products
3) Expand the core businesses through technological innovation
4) Develop nanotechnology, microfabrication technology and medical technology

5. Promoting overseas operations
1) Increase overseas sales ratio to 40% or higher
2) Encourage the hiring of local managers at overseas consolidated subsidiaries, and promote
marketing strategies tailored to local markets
3) Strengthen the overseas sales network

ANNUAL REPORT 2006 | 11



12 | sanyo Chemical Indu

rate Governance and Compliance

Management Philosophy

We have undertaken a thorough reorganization of our corporate governance system to enable us to realize the
aims of our company motto, Let us contribute to building a better society through our corporate activities.

Our management philosophy aims at fulfiling our corporate social responsibility by operating a strict system
of corporate governance and enhancing our corporate value. We have also adopted an individual-based man-
agement style that places importance upon self-set commitments as well as acting with thinking. Additionally,
we encourage our employees not to be afraid of taking on challenges in their work. We do our utmost to pro-
mote the realization of individual potential, as well as the evolution of the Company as a whole.

Corporate Governance

The management of all the member companies in Sanyo Chemical, in recognition of the responsibilities they
bear toward their shareholders and all the Group’s other stakeholders, have positioned corporate governance as
one of their top-priority management issues.

In October 2006, we further strengthened our overall corporate governance system with the establishment
of the Internal Control Committee, which exercises control over all corporate activities under the direct supervi-
sion of the Board of Directors. In addition, a specialist unit has been set up to oversee, develop and assess the
system of internal control of the Group’s financial reporting in line with the policies laid down by the Internal
Control Committee.

Corporate Governance Organization Overview (as of June 22, 2007)

Shareholders’ Meeting

Compliance
Committee
Board of
Auditors . Internal Control Business Auditing
Board of Directors Cammiics Dept.
Auditing Technical Auditi
Corporation ‘ Auditing Division ce m(E)aeptu [T

Management Council
(Chairman: President)

Risk Management
\ Dept.

Executive Divisions
(Executive Officers)
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Board of Directors

The Board of Directors consists of eight members and is convened by the Chairman of the Board. Auditors also
attend and participate in discussions. Of the eight members, one is an outside director, and six serve concur-
rently as executive officers. The Board of Directors operates in accordance with all applicable laws and ordi-
nances as well as the regulations of the Board of Directors. The Board of Directors can also appoint executive
officers to perform such duties as prescribed to them by the Board.

Management Council

The Company President serves as the Chairman of the Management Council, and the council members com-
prise directors who concurrently serve as executive officers, full-time auditors and other executive officers. The
Management Council is convened regularly twice a month to discuss and make decisions on important business
matters in accordance with the fundamental policies determined by the Board of Directors.

Auditing System

Independent auditors conduct external audits in compliance with the Securities and Exchange Law and

Corporate Law. The audit results are reported to the Board of Auditors, consisting of four auditors. The Board of

Auditors presents the audit report to the Representative Directors and also at the general shareholders’ meeting.
The Auditing Division conducts internal auditing under the direct jurisdiction of the Board of Directors and

the Business Auditing Department and Technical Auditing Department are contained within this division.

Compliance System

As part of our compliance efforts, we have placed our Senior Managing Executive Officer in charge of corporate
ethics, instituted a Compliance Committee (chaired by the Chairman of the Board of Directors), and established
an Auditing Division under the direct jurisdiction of the Board of Directors, in order to ensure the effectiveness of
our internal auditing function.

The Compliance Committee was established to serve as the ultimate authority on and to take responsibility
for deliberations and decisions made concerning compliance matters within the Company. This committee
meets regularly once every quarter and at other times when deemed necessary. To promote in-house compli-
ance education, the sales and research divisions conduct study sessions on laws and regulations. It goes with-
out saying that as the Company deals with chemical products, we take great care to ensure that all stipulations
in Japan’s 1973 Chemical Substances Control Law are followed to the letter. Leaflets on how to comply with
this important law are distributed to all employees. Study sessions are also held, and we require all of our
employees to pass an internal certification exam. To promote awareness of compliance issues throughout the
company, we also require our employees to carry with them a Company Motto/Code of Corporate Ethics/Advice
on Compliance leaflet. In addition, a hotline has been
established to allow us to respond to any questions — —
regarding compliance that may arise. Information con-
cerning this leaflet is also available on our website.

Company Motto/Code of Corporate Ethics/Advice on
Compliance Leaflet

ANNUAL REPORT 2006 | 13
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Risk Management

A Risk Management Department was established in the Auditing Division which is under the direct jurisdiction of
the Board of Directors. The functions of this department include the identification of the risk factors within the
various divisions; a periodic review of these risk factors and the planning of preventive measures; and this
department also responds to inquiries from outside the Company. Deliberations on risk matters are also carried
out by the Compliance Committee, and the Technology, Sanitation, Environment and Safety Auditing Committee
assists with risk auditing.

Internal Control

Guided by our Company motto, Let us contribute to building a better society through our corporate activities,
we have created an internal control system that encompasses all employees and executives of Sanyo Chemical.
The system not only ensures that the Company, in its business activities, strictly observes all relevant laws and
regulations, but also helps to improve the effectiveness and efficiency of business operations and ensures the
reliability of our financial reports.

Pursuant to the Corporation Law and its enforcement regulations, in May 2006, the Board of Directors
made a resolution on the Company’s basic policy regarding the creation of an internal control system and
announced it publicly to ensure that the Company’s operations are conducted in an appropriate manner. This
basic policy for the Company’s internal control system focuses primarily on measures for strengthening corpo-
rate governance, enhancing compliance, and upgrading the risk management system.

The Internal Control Committee was established in October 2006. This committee, as the ultimate delibera-
tive assembly on internal control within the Company, reports directly to the Board of Directors, and is headed
by the President. The Internal Control Committee is responsible for creating the policy governing the Company’s
internal control system, for operating that system, and for assessing its effectiveness. The committee also pro-
vides guidance and monitors internal controls.

In addition, an Internal Control System (Financial Reporting) Promotion Dept. has been set up in the General
Affairs Division, which is in charge of the creation, operation, and assessment of the internal control system on
financial reporting stipulated in the Financial Instruments and Exchange Law. The Internal Control System
(Financial Reporting) Promotion Dept., comprising experts in accounting, IT, production, sales, and research
from our headquarters as well as in consolidated subsidiaries, conducts reviews of the existing internal control
system. They focus on identifying the specific aspects of financial reporting that are weak in terms of reliability
and might pose an undue risk. The experts indicate ways to manage those risks that have been identified, and
then take the initiative to explain each part of the business process to the extent deemed necessary. This
process of describing on paper actual operations must be undertaken before the President can inspect the
financial report and make his own assessment. Based on this assessment, he prepares a draft that will ultimately
become the Internal Control Report. An adequate explanation of business processes will also serve to enhance
the efficiency of operations and ensure that the next generation of employees understand the requirements of
each position.

As part of the internal control system relating to financial reporting, in February 2007, we completed a
description of the order-taking operations as a model case, as well as developed a manual for the creation of
internal controls, their implementation in operations, and assessment of those controls. From February onward,
we will expand the scope of the assessment of the internal controls to include all our company-wide operations.
We will also unify control systems for operational procedures for everything from sales to the financial reporting
process, as well as IT procedures. We will eventually expand the scope of our internal control system to include
all of our consolidated subsidiaries and equity method affiliates, implement this new system, and assess its
effectiveness.

The results of our internal control initiatives will be reviewed by independent auditors, and the necessary
changes will be made before the new amendments to the Financial Instruments and Exchange Law come into
effect in FY2008.

stries, Ltd.



Company Motto

Let us contribute to building a better society through our corporate activities

To achieve this purpose, we will endeavor to promote the followings:

1 ~We believe that the Company is an organic entity of capital, management, and labor harmoniously linked
together. Keeping this in mind, we will strive to achieve dynamic growth.

2 > Trusting that our inventive power has no limits, we will ceaselessly try to develop new business areas and
supply original and high-quality products to the market.

3 ~We believe that perpetual profits come only from the creation of value, and we do not seek superficial
profits.

4 > We will fulfill the customers’ expectation and earn their trust by providing high-quality cost-effective prod-
ucts and superior technical service.

5 »When all the members of the Company share the same vision for the Company’s future and challenge for
innovation on our own initiative, we will be rewarded with an abundant profit. This profit will then be fairly
distributed among internal reserves, shareholders, management and employees.

6 ~We will strive for perfection in safety and harmony with the environment, which is the first required mission in
the society.

Compliance Philosophy

Believing that it is essential corporate behavior to ensure legal compliance and to fulfill Corporate Social
Responsibility, we Sanyo Chemical Group are introducing a Code of Corporate Ethics, which will be applied to
maintain sustainable society. With good sense and integrity we are committed to improving our society and are
following our Company motto Let us contribute to building a better society through our corporate activities.
Based on these company business ethics, we prescribe our principles of corporate behavior as follows:

1. We Sanyo, by the development and provision of socially beneficial goods and services, in a safe and
responsible manner, shall strive to earn the confidence of our consumers and clients.

2. We shall promote fairness, transparency, free competition and right trade. We shall also ensure to protect
our own intellectual property as well as that of any third party while taking necessary measures to protect
personal data and customer related information.

3. We shall recognize that a positive involvement in environmental issues and an active effort towards acci-
dent prevention are indispensable requirements for the sustainability and activity of our business.

4. We shall engage in active and fair disclosure of corporate information, not only to shareholders, but also
to a wide range of members of society.

5. As “good corporate citizens,” we shall actively engage in philanthropy and other activities of social benefit.

6. We shall strive to respect the diversity and individuality of our employees, to promote safe and comfort-
able workplaces, and to ensure the physical and mental well being of our employees.

7. We shall observe all laws and regulations applying to our overseas activities, respect the culture and cus-
toms of other nations and strive to manage our overseas activities in such a way as to promote and con-
tribute to the development of local communities.

All 'high levels of management, cooperating with other managers, must assume the responsibility for implement-
ing this code and take all necessary action in order to promote awareness within Sanyo Chemical Group and
inform the group companies and business partners of their responsibility. Management must also promote the
development and implementation of systems that will contribute to the achievement of ethical corporate behavior.
In the event of any violation of these principles, members of management must investigate the cause of the vio-
lation, develop reforms to prevent its recurrence, and make information publicly available regarding the intended
actions for reform. After the prompt public disclosure of appropriate information regarding the violation, respon-
sibility for the violation and its effect should be clarified, and disciplinary action should be taken, regardless of the
offending member’s position in the Company.

Established: April 1, 2003

2nd version released: January 1, 2005 ANNUAL REPORT 2006 | 15
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Individual-Based Management

Sanyo Chemical is adapting to the new age by introducing /ndividual-based management, a concept unique to
Sanyo Chemical. Individual-based management is aimed at enhancing people’s capabilities and placing value
on self-set commitment and acting with thinking. It is said that people make the company, and in the years to
come, the quality and challenging spirit of each individual will become more and more important. Based on the
motto “With Enthusiasm and Passion,” Sanyo Chemical is striving to create a shared vision and in unison with all
group companies, is aiming to be a unique and excellent company.

New personnel systems

Company Motto, Code of Ethics Functional R&D Division Guidebook for company welfare system
Rules defining business responsibilities Flat R&D structure: Cn-ireeb iEliing: Jod @TEmgs Tz
) Research unit system WG FEiEEtD
Rules defining procedures for approvals ) ) Informal seminars by managing directors,
Matrix management system Business unit system directors and department managers
Intracorporation system Research/Sales introduction education
Functional committee/council system Sales networks New technical school in the Production Division
“Two-boss system” in Sales & Marketing Division Medium-Term Management Plan
Liaison offices in overseas making committee

Manuals for sales representatives Certification exam systems

Flexible assignment of R&D personnel (New introduction to surfactants,
introduction to high-molecular agents,

Japan’s 1973 Chemical Substances
Control Law, TOEIC, PC, operator skill licenses)

R&D operation system’s manuals

Organization

Personnel
Affairs,
Education

Operation

Commendations from the president
Systems

Support and evaluation system (by self declaration)

for technological development Challenge system

Review of intellectual
property rights: New
patent awards

NeeSeeds-oriented R&D

Expansion into peripheral fields,
including development of
applied products

Personal challenge to create

Evaluation new business

Awards for encouraging personal
challenge

TQC activities

“Inventor of the Year” award

Personal evaluation of each manager
by multiple division directors

Cost accounting: Evaluation accounting

Renovation of computer system: for profit center managers, financial

E-mail, Intranet accounting, managerial accounting
Managers’ monthly §elf—action Diversification of financing and Profit center system in R&D,

report forwarded directly to the fund management production and sales

top management . ) -

. ; Group-wide fund management On-the-job training for three types

Personal Information Protection Exchange rate risk hedge of accounting (evaluation, financial
REgelt Y Investment criteria: rationalized & end managerial for he managers

internal/external hot-lin : i

(S sl labor-saving investment, overseas aocolntiojexams '
Daily & weeKly reports for sales investment, investment in R&D ez itttz st

representatives Requirement qualification system
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Environmental and Social Contributions

We aim to realize a sustainable, recycling-oriented society by living up to our Company
motto: Let us contribute to building a better society through our corporate activities. As
good corporate citizens, we acknowledge our duty to contribute to the good of society as a
whole. We not only develop and produce environmentally-friendly products as a chemical
company, but also actively dedicate ourselves to environmental conservation, safety and
accident prevention, and make a positive contribution to society.

Environmental Activities

We place great importance on pursuing safety (including both occupational and product safety) and promoting
harmony between our business operations and the environment. Since joining the Japan Responsible Care
Council in 1996, we have actively engaged in environmental conservation, as well as safety and accident preven-
tion, through our company-wide responsible care activities.

All Sanyo Chemical factories and all domestic subsidiaries with production facilities have acquired
ISO14001 certification. Their activities are in compliance with the ISO14001 standards for environmental man-
agement systems.

We are conducting a Company-wide environmental conservation program called “S-TEC21 (Sanyo Tactics for
ECO Challenge 21st Century),” which focuses on energy conservation and the reduction of greenhouse gas
emissions. We have completed the third stage (Level TlI, FY2004 - FY2006) of the program, but our results in the

categories of energy conservation and reduction of greenhouse gases fell well short of our targets.

Activities

Energy
conservation

Reduction of
greenhouse gas
emissions

Reduction of
chemical substance
emissions

Zero waste

C&C
(Check & Clean)
activities

Objectives by End of FY2006

Reduce energy intensity (energy consumption
per unit of production) by 6.6% from FY2003
levels

Reduce energy-derived CO2 emissions to
less than 120,000 tons (non-consolidated)
and less than 160,000 tons (consolidated)

Reduce emissions into the environment of
chemical substances regulated by the
Pollutant Release and Transfer Register
(PRTR) Law by 60% from FY2003 levels

Reduce final disposal (landfill) waste volume
to less than 0.1% of overall waste volume

Voluntarily investigate contamination of
groundwater and soil on our premises; take
appropriate action if problems are found.

0 S-TEC21 : Sanyo Tactics for ECO Challenge 21st century)

Results

Increased by 2.4% compared with FY2003

Non-consolidated: 168,000 tons (up 10,000 tons or
6.4% year-on-year )

Consolidated: 217,000 tons (up 8,000 tons or 3.8%
year-on-year )

Reduced by 44% since FY2003
(Total waste volume 66 tons)

Ratio of landfill waste to total waste volume: 0.21%
(Improved by 80% compared with FY2003)

In FY2005 PCB levels exceeding the Japanese envi-
ronmental quality standard were detected on the
premises of our Kyoto Factory. In FY2006 we under-
took work to ensure that PCBs would not be
released to the outside of Sanyo Chemical property
under any circumstances, and continually monitored
the groundwater in the area. No leakage outside our
premises was observed. Each of our factories has
undertaken its own surveys of the groundwater and
soil quality in its immediate surroundings.
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Environmental and Social Contributions

We procure raw materials and resources produced with low environmental impact, and also give careful consid-
eration to the products themselves. This green procurement is important for environmentally-friendly product
development. Sanyo Chemical has established its own green procurement standards to acquire production
materials that comply with its Chemical Substances Management Guideline. We promote the adoption of green
procurement practices by suppliers to help us gain the cooperation of material manufacturers.

Greenhouse Gas Emissions

In view of the targets set under the Kyoto Protocol, we (Thousend. ) B Non-consoldated ~O- Production volume index (01=100)
determined on our action program and are striving to 250 Afliates Basiountpernstsdes 140
achieve product development that would be conducive to
the reduction of greenhouse gas emissions as well as the 20 0 — 120
conservation of energy and other precious resources at
both the manufacturing and distribution stage. The 150 ~1— & B B 100
Company as a whole, in addition to its employees as indi-
viduals, are also participating in the government-led 100 | B B OB MM 80
“Team Minus 6%” campaign, including such initiatives as
Cool-Biz and Warm-Biz (i.e., raising the thermostat set- 50 60
tings on air-conditioning in our offices and plants in the
summer, and lowering them in the winter, while encourag- o 20

ing staff to wear cooler or warmer clothing, as appropri- ‘90 '01 02 ‘03 ‘04 05 ‘06 (FY)
ate). Sanyo Chemical is also cooperating with anti-global
warming initiatives at local government level.

We have set out our environmental conservation objectives for the next four years, based on an assessment of
the effect of measures taken in the reporting period.

The name of our new environmental activity plan includes the addendum “TM6,” which stands for Team
Minus 6%, and indicates our commitment to responding to the nationwide movement — led by the government
— to reduce emissions of greenhouse gases. In line with this, we have revised our targets for emissions of
greenhouse gases (calculated in terms of carbon dioxide equivalent). Our target figure for total emissions in
FY2010, at 116,000 tons, now represents a decrease of 6% from the FY1990 level.

Activities Objectives by End of FY2010

Reduction of

greenhouse gas Target for total emissions of greenhouse gases by business facilities in Japan set at 116,000 tons or

emissions =
Energy ; Reduce energy consumption per unit of production by 6.1% or more from FY2006 levels
conservation ’

Reduction of
chemical substance  Target for emissions of VOC* by operations in Japan set at 50% of FY2006 level
emissions

(1) Reduce final disposal (landfill) waste volume to less than 0.1% of overall waste volume
Zero waste (2) Target for reduction of industrial waste generated per unit of production set at 19% or more
since FY2006

C&C (Check & Voluntarily investigate contamination of groundwater and soil on our premises; take appropriate action
Clean) activities if problems are found.

*volatile organic compounds
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Social Contributions

As good corporate citizens, We are energetically participating in community activities and local accident-
prevention campaigns, to help create a safer and wealthier community. Since our head office and our Kyoto
Factory are located in a residential area, we have also asked four local residents to serve as local monitors, and
we hold a local monitors’ meeting twice a year to facilitate mutual understanding with the local community.

Sanyo Chemical contributes to a wide variety of charitable activities, including the provision of research grants
and the dispatch of instructors to universities, as well as making regular contributions to events held in the com-
munities in which we operate.

Sanyo Chemical researchers visit nearby elementary schools to perform chemistry experiments with students
and give lectures to help students understand the relationship between chemistry around us and the environ-
ment. We also organize hands-on work-study sessions for local junior high school students and conduct factory
tours. In addition, we carry out joint fire drills that give our factory fire-fighting teams an opportunity to work with
local fire departments.

Employee Development

Individual-based management involves establishing various business systems and corporate administrative sys-
tems centered on individuals, providing opportunities for them to grow as human beings and achieve self-
actualization by honoring self-set commitments. Two examples of programs that have been created with this
aim are our Challenge System and our Personal Challenge to Create New Businesses, which are explained
below.

In this system, our employees identify a managerial problem they believe to be important, and officially propose a
solution, performance goals and a deadline, which are announced to all the staff. With Company approval,
employees conclude an agreement with the President and then take on the challenge of solving the problem.
The agreement stipulates the reward that will be given for success and the penalty that will be imposed for fail-
ure. An example of a reward might be the opportunity to train overseas, while a possible penalty could involve
cleaning a factory or a public facility such as a park. As a general rule, participants are trusted to make an hon-
est report of their success or failure. The success rate for past attempts is approximately 40%, and there are
currently six employees participating in this program.

This system gives researchers the chance to investigate new areas of research with the aim of creating new
business opportunities for Sanyo Chemical. Researchers work to realize new commercial applications for tech-
nologies whose basic principles have been verified. If successful, a researcher’s project is transferred to the
business development stage, and researchers realize their own potential in the process. Approximately five
researchers undertake this program each year.
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Research and Development Division

Our Research and Development Activities

Sanyo Chemical has been able to meet the diverse
needs of its customers with its original performance
chemicals, and this has led to increased sales and
profits. In R&D our continued efforts on both the cre-
ation of a new product lineup incorporating unique
technologies and the upgrading of existing products
through technological innovation proceed together in a
highly coordinated manner. We actively maintain this
policy by placing approximately 30% of all employees
in the R&D Division.

at front; Dr. Fusayoshi Masuda

(in charge of Research & Development),

from left, in back; Keiji Tanaka

(General Manager of Research & Development Division),
Kohei Maeda

(General Manager of Research &

Application Division and Research Administration Division)

R&D Strategies

Creating New Products Incorporating Unique Technologies

By blending technologies that we have developed over many years with new technologies, we are creating new
performance chemicals which possess functional elements not found in existing products. Recently, we have
been concentrating on the manufacturing of polyester beads (PEB) used as a core component of polymerization
toners, and thermoplastic polyurethane beads (TUB) for the interior parts of automobiles, leveraging our propri-
etary technology for manufacturing spherical and uniform beads. We are also focusing efforts on electric and
electronic materials as well as biotechnology and environment-related fields, as these markets are showing dra-
matic growth. To further accelerate our speed in development, we are constructing a new research laboratory in
Katsura, Kyoto, and will collaborate with universities and other research institutions to develop cutting-edge
technologies in the future.

Upgrading Existing Products through Technological Innovation

For any product, the market will eventually reach maturity. Sanyo Chemical is constantly working to develop new
technologies for products in mature markets in an attempt to create additional elements of value, and therefore
better meet the needs of our customers.

NeeSeeds-Oriented R&D

Spawns a Stream of New Products and (_seeda )
New Technologies Need ; - Product
The NeeSeeds-oriented R&D is one special feature of A N A
Sanyo Chemical’s R&D. This term, created by Sanyo ( seedb )( NewSeedd
Chemical, is a combination of “needs-oriented R&D” and
“seeds-oriented R&D.” Need Product
With this approach, a technology developed to meet E \ B
a certain need is blended with another technology to cre- (" seedc ) ( New SeeddTr
ate a new seed technology for new products. By blending
technologies for different fields, we can develop highly N%ed Pffguct
original products in new areas. \
Our NeeSeeds-oriented R&D broadens the range of o New Seed a 11T
in-house technologies, leading to as many as 3,000 differ- Technology

ent types of products. Combination of
Different Fields
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R&D Index (Ratio of New/Improved Products)

We call the ratio of net sales of new or improved products
that have been introduced to the market in the past five
years to total net sales our “ratio of new/improved prod-
ucts.” This is the most important index of our R&D activi-
ties. The ratio of new/improved products was 44.3% in
FY2006. Under our Seventh Medium-Term Management
Plan we aim to keep this ratio above the 40% level.

R&D Investment

In order to develop unique products while quickly
responding to diverse needs, we invested ¥4.5 billion in
the R&D Division in FY2006. The ratio of R&D costs to net
sales was 3.7%. We have also assigned approx. 380
employees to the R&D Division. We plan to increase these
numbers to further enhance our R&D capabilities.

Construction of New Research Laboratory

The rise in the number of researchers has led to crowding
at our existing research laboratories (in Higashiyama-ku,
Kyoto). For this reason, we have acquired a 6,000m?2 site
for a new research laboratory at Katsura Innovation Park
(in Nishikyou-ku, Kyoto), adjacent to Kyoto University
Katsura campus. Eventually, the facility is expected to
have a total floor space of 9,000m?2 and will accommo-
date a total of 200 researchers. The first stage of the pro-
ject comprises a laboratory with a floor space of 6,500mz2,
and offices for approx. 100 researchers. The laboratory is
scheduled to begin operation in summer 2008.

The new research laboratory, working together with
our research laboratory at our head office, will take advan-
tage of its close proximity to Kyoto University Katsura
campus, Osaka University and Kansai University to effec-
tively develop innovative technologies for existing busi-
ness segments and create new technologies for electric
and electronic materials as well as biotechnology and
environment-related fields.

Image of the New Research Laboratory

I Ratio of New/Improved Products and Net Sales
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50 -O- Ratio of new/improved products [l Netsales 140
(Plan)
. O
40 70
30 0

03 ‘04 ‘05 ‘06 07 (FY)

I R&D Costs/Ratio of R&D Costs to Net Sales

(Billions of yen) %

6 [T R&D costs (- Ratio of R&D costs to net sales (é)
5 (Plar) 5
4 4
O

3 3
2 2
1 1

0 0

03 ‘04 ‘05 ‘06 07 (FY)

Research Staff
(Consolidated)

(Employees)
500

400 (Pan)

300

200

100

03 ‘04 ‘05 ‘06 07 (FY)

ANNUAL REPORT 2006 | 21



Development Division

Our R&D Organization

Within the Company, research is undertaken by three divisions: the Research & Application Division, the
Research & Development Division, and the Research Administration Division. R&D activities are also carried out
by intracorporations. These research organizations provide support for the R&D activities of our affiliates.

The Research & Application Division, through technological innovations, promotes lifecycle renewal and
process innovation for existing products, and aggressively pursues new markets to expand our horizon for new
business. The Research & Development Division focuses on bringing new businesses into being through the cre-
ation of new technologies, as well as achieving process innovations. In order to support these two research divi-
sions, the Research Administration Division handles intellectual property rights, trial manufacturing, and
composition analyses, etc.

I Personnel Distribution (Non-Consolidated) IAIIocation of R&D staff

‘ Executive Officer in charge of R&D ‘

[ [ [ \ ya
Research & Research & / P
Research & Application Division Development Administration Intracorporation / /
Division Division For new products
‘ ‘ ‘ ‘ 1 309% . sting users
\.
12 Departments ‘ ‘ 8 Departments ‘ 5 Departments ‘ 5 Intracorporations
|
| | | | | |
Surfactant | |Polyurethane | | Polymer New Product Research Support Intracorporation
Group Group Group Group Group Group

Flat-Structured and Responsive Research Unit System

For research and development we have created a research unit (RU) system, and operate this system as a flat
organizational structure. Each research unit (RU) comprises approximately four researchers. Within each
research division, a research department manager supervises multiple research units.

Having the RU report directly to the research department manager allows for speed and flexibility in decision-
making. Younger researchers have the opportunity to become a unit chief. In this way, we provide young
researchers with ample opportunity to make optimal use of their talents.

I Research unit system

O
Research dept. manager

i |1

0

Researchers Researchers Researchers

M

i

A Research Unit (RU) Meeting
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Eliminating Organizational Barriers for
Dynamic Administration

The free exchange of technologies and ideas between
organizations is vital to our NeeSeeds-oriented approach.
To this end, we have established cross-organizational
interaction programs for our researchers which include
the programs In-House Exchange, Joint Research, and
On-the-Job Training in Other Departments. We call the
ratio of researchers dispatched to departments other than
their own to the entire research population our “personnel
deployment ratio.” We dispatch one out of every five or six
researchers to other departments, and try to maintain our
personnel deployment ratio at least 10%.

Personnel Deployment Ratio
(Non-Consolidated)

(%)

16

)

‘03 ‘04 ‘05 ‘06 07 (FY)

Strategic Accumulation and Utilization of Intellectual Property

By actively claiming the patent rights for the innovative
technologies that we develop, we are working to raise the
competitiveness of our products. Our target is to make an
average of 1.2 patent applications per researcher each
year, and as a company, we apply for over 300 patents
yearly. To encourage the submission of patent applica-
tions and raise the quality of those patent applications, we
hold an “Invention Feast” every year, at which we present
our “Inventor of the Year” award to the researcher whose
invention is judged to be the most outstanding.

We employ the ratio of sales of patented products to
total sales as an indicator of competitiveness. The ratio of
sales of patented products to total sales, which indicates
the extent to which the products we sell are protected by
patents, has risen to 46%. We will continue working to
increase this ratio further.

Masashi Minaki
Inventor of the Year in FY2006

I Number of Patents Held
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Production Division

Summary of Production Activities in FY2006

During FY2006, we continued focusing on safety and quality con-
trol, and worked to raise awareness within our organization using
the key concepts of thoroughness and mutual learning. In addition,
at our subsidiary San Chemical Co, Ltd. (SCC), we expanded pro-
duction facilities for alkylene oxide adducts (AOA). At our Nagoya
Factory, we expanded our capacity for continuous polymerization
of polymer polyol, to produce polyurethane foam. In both the
Nagoya and Kashima factories, we have installed a new type of
equipment to reduce the generation of waste fluids in production
processes. In addition, we made progress in reducing the process
costs and variable distribution costs of our Strategic Products.

We are working to achieve our goal of completely eliminating
all accidents, and will maintain our unyielding emphasis on safety
first in our production activities. We are supplying high quality prod-
ucts on time and at competitive prices to our customers.

at front; Yuji Imaru (in charge of Production), from left, in back; Takashi Yoshino
(General Manager of Production Technology Division), Kazuyuki Hirakawa
(General Manager of Production Administration Division), Keiyu Horii (General
Manager of Production Division)

Production & Quality Control System

Manufacturing of performance chemicals is characterized by high-mix, variable-volume production. This makes it
difficult to implement factory automation. Sanyo Chemical is working hard to introduce as much automation as
possible by having the plants designed by in-house engineering staff. Total Quality Control (TQC), among other
activities, also contributes to improvements in quality and productivity. By September 2000, all Sanyo Chemical
factories had obtained ISO 9002 certification. To expand the scope of certification, we obtained the FY2000 ver-
sion of the ISO 9001 certification in the spring of 2003.

Sanyo Chemical is continuing to construct more unique and advanced production systems so as to create
the model plant for performance chemicals.

Any information on quality control provided to us by our customers is sent, either directly or through our
sales representatives, to the Quality Assurance Section at each factory and then entered into a database. This
system helps us to avoid the recurrence of any problems affecting quality, and also allows us to respond
promptly to inquiries from our customers.

I Quality Control

General Manager of Production General Manager of
Administration Division Production Division
‘ Subsidiaries &
[ | Affiliates

Manager of TQC General Manager of General Manager of General Manager of
Administration Dept. Nagoya Factory Kashima Factory Kyoto Factory

TQC Dept. Manager TQC Dept. Manager TQC Dept. Manager
(Nagoya Factory) (Kashima Factory) (Kyoto Factory]

Quality Assurance Section Quality Assurance Section Quality Assurance Section
Manager (Nagoya Factory) Manager (Kashima Factory) Manager (Kyoto Factory)

Conference of TQC
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Environment & Safety Control System

We recognize that the thoroughness of our approach toward safety and environmental conservation is fundamental
to our existence as a company. Our management policy dictates that we ensure safety and environmental conserva-
tion throughout the lifecycle of a chemical substance, from its development and production to its final consumption
and disposal, and we engage in responsible care activities with the voluntary implementation of strategies to protect
the environment and improve safety. In addition, our Environment & Safety Headquarters oversees the implementa-
tion of a variety of safety and environmental conservation measures. Principal measures are as follows:

1. Compliance not only with laws and ordinances, but also with internal company rules. In order to ensure safety, the
Yellow Card/Green Card System has been implemented, in which employees are asked to inform one another of
any errors they make.

. Thorough observance of the basic rules of safety: organization, orderliness, cleanliness, sanitation, and discipline.

. Improvement of working conditions in jobs known as the Three Ds, i.e. difficult, dirty and dangerous.

4. Implementation of emergency drills and comprehensive disaster prevention drills conducted by the Environment &

Safety Dept. of each factory.

wW N

I Safety Control

‘ General Manager of Environment & Safety Headquarters (General Manager of Production Technology Division) ‘

Environment & Safety Headquarters Council

‘ Each Division (Head Office, Research, Sales) ‘ ‘General Manager of Production Division ‘ ‘ Subsidiaries & Affiliates ‘
{Envionment & Safety | i {Envionment & Safety | ! {Envionment & Safety |
: Council Sanitation Committee : Council Sanitation Committee ; Council Sanitation Committee :

‘General Manager of Nagoya Factory‘ ‘General Manager of Kashima Factory‘ ‘ General Manager of Kyoto Factory ‘

\
‘ Environment & Safety Manager (Nagoya Factory) ‘ .

‘ Environment & Safety Manager (Kashima Factory) ‘ .

‘ Environment & Safety Manager (Kyoto Factory) ‘

FY2006 Topics

AOA Production Capacity Enhanced at
SCC

Following our expansion in AOA production capacity at
the Nagoya Factory in FY2005, our subsidiary SCC
expanded production capacity for AOA in FY2006.
Production on the new line commenced in October 2006.

Installation of Innovative Equipment for
Reducing Waste F|u|ds AOA Production Facility at SCC
The Nagoya Factory has installed a new type of effluent
condensing equipment to reduce the generation of waste
fluids in production processes. The new system, which is
equipped with a waste concentrator and a combustion
chamber for burning off gas emissions containing volatile
organic compounds to break them down into harmless
substances, commenced operation in October 2006. The
Kashima Factory has installed a similar system, which
began operation in April 2007.

Effluent Condensing Equipment at Nagoya Factory
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Sales and Marketing Division

Summary of FY2006 Business Activities (Non-Consolidated)

from left, at front;

Tatsushi Yano (General Manager of Sales & Marketing Administration Division),
Yoshihide Yamamoto (in charge of Sales & Marketing), Ken Usami (General
Manager of Usami Business Unit)

from left, in back;

Dr. Takao Ando (General Manager of International Project Promotion Division),
Akihiro Yasui (General Manager of Yasui Business Unit), Toshiharu Bessho
(General Manager of Bessho Business Unit), Atsushi Aritomi (General Manager
of Purchasing Division), Sunao Sono (General Manager of Sono Business Unit)

Usami
Business

Unit

) 1st Sales & Marketing Dept. of
Transport & Polyurethane Foam Industry

P 2nd Sales & Marketing Dept. of
Transport & Polyurethane Foam Industry

General Manager of
Usami Business Unit

Ken Usami

Principal products
Polyurethane beads: THERPUS
Raw materials for polyurethane foam: SANNIX

Sales Results &
Forecast

Raw materials for high-performance
Polyurethane foam: ULTIFLOW, PRIMEPOL and

(Billions of yen) EXELFLOW

30 (Plan)
25 P

‘04 05 '06 '07
)
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Non-consolidated net sales for FY2006 increased by 13% (¥10.6
billion) from the previous fiscal year, mainly due to increased
sales of Strategic Products such as thermoplastic polyurethane
beads (TUB) for the interior parts of automobiles and polyester
beads (PEB) used as a core component of polymerization toners.
Other factors behind the increase include the launching of newly
developed products, a growth in sales resulting from strong
demand for alkylene oxide adduct (AOA) products (one of our
leading product categories), and the upward revision in product
prices corresponding to surging raw material costs.

To strengthen our overseas business, we undertook an
organizational restructuring in FY2006. Specifically, we abolished
the Overseas Marketing Dept., and the business previously han-
dled by this department has since been taken over by each
Business Unit. Under this new structure, the contribution of over-
seas sales to total net sales has been increased from 21% in the
previous fiscal year to 23% in FY2006.

In FY2007, the first fiscal year under the Seventh Medium-
Term Management Plan, we will work to enhance profitability
through the development of high-value-added products in new
product development, and revise upward product prices to
counter the effects of surging raw material costs. In addition, to
further strengthen our overseas network, we will focus on
expanding production at our overseas bases, and pursue sales
and marketing activities. We expect that domestic and overseas
business operations will proceed together in a highly coordinated
manner.

This unit handles business of polyurethane chemicals used in
automobiles. In FY2006, net sales of ¥25.9 billion were achieved
in this unit (a 22% increase from the previous fiscal year). Net
sales for FY2007 are projected to reach ¥27.6 billion (a 7%
increase from the reporting term). We expect that the automobile
industry will continue to grow globally, and that Japanese auto-
mobile makers will remain world leaders, thanks to their advan-
tage of possessing the most sophisticated environmental and
safety focused technology. Sanyo Chemical is expanding its
business operations globally, making best use of the long-
standing relationships we have cultivated within the Japanese
automobile industry. Sales of our TUB, a new environmentally-
friendly material, are increasing not only for Toyota Motor
Corporation, which jointly developed the material, but also for
other automobile makers. We expect to commence production
of TUB in the USA. In the summer of 2007, to meet the rapid
growth in demand that is expected in the North American mar-
ket. We have also developed high-performance products for use
as base materials for polyurethane foam, to address environmen-
tal concerns about volatile organic compounds (VOC), and have
launched these products both in domestic and overseas mar-
kets. Furthermore, we expect to enhance our production capac-
ity to expand our business, taking full advantage of our stable
supply system, which utilizes large-scale storage tanks for propy-
lene oxide (a raw material).



Sono
Business

Unit

General Manager of
Sono Business Unit

Sunao Sono

Sales Results &
Forecast

(Billions of yen)
30

'04 '05 '06 '07
)

) Sales & Marketing Dept. of Environment
Industry

) Sales & Marketing Dept. of Petroleum &
Machinery Industry

Principal products

Polymer flocculants for wastewater treatment:
SANFLOC

Viscosity index improvers: ACLUBE and
SANLUBE

Fuel oil additives: CARRYOL

Lubricity improvers for low-sulfur diesel fuels:
SANFRIC

Agents for machine processing: HIGHCLEAN
Base materials for environmentally-friendly cut-
ting fluids: BLEMBER

Yasui
Business

Unit

General Manager of
Yasui Business Unit

Akihiro Yasui
Sales Results &
Forecast

(Billions of yen)
30

25

04 '05 06 '07
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) Sales & Marketing Dept. of Resins Industry
) Sales & Marketing Dept. of Toiletry Industry

) Sales & Marketing Dept. of Pharmaceutical
& Agrochemicals Industry

) Sales & Marketing Dept. of Textile Industry

Principal products

Permanent antistatic agents for synthetic resins:
PELESTAT

Processing agents for silicon wafers: HISTAT
Higher alcohol-based nonionic surfactants:
NAROACTY, EMULMIN, and SANNOIC
Pharmaceutical additives: MACROGOL

Oil for synthetic fibers: SANOIL

Agents for carbon fibers: CHEMITYLEN and
ACROBINDER

This unit handles business of polymer flocculants for wastewater
treatment in the environmental protection field, as well as addi-
tives for lubricating oils and fuel oils, and base materials for cut-
ting fluids and hydraulic fluids for the petroleum and machinery
industries. In FY2006, net sales of ¥10.9 billion were achieved in
this unit (@ 7% increase from the previous fiscal year), and net
sales for FY2007 are projected to reach ¥12.0 billion (a 10%
increase from the reporting term).

In view of the continuing intense competition for sales of
polymer flocculants for wastewater treatment, we plan to boost
business performance by focusing on developing and expanding
sales of new, higher performance products.

We are enjoying continuing strong growth in the petroleum
and machinery industries, and we lead the Japanese market in
sales of viscosity index improvers for automobile transmissions.
As Japanese vehicle makers expand their overseas production
capacity, we will strive to increase our overseas sales of these
products. In the area of fuel oil additives, we are working to
expand the business pertaining to lubricity improvers for diesel
fuels in compliance with the new regulations on low-sulfur con-
tent in diesel fuels as well as base materials for environmentally-
friendly water-soluble cutting fluids.

This unit handles business of resins, toiletries, detergents, cos-
metics, pharmaceuticals, agrochemicals, and textiles. In FY2006,
net sales of ¥25.8 billion were achieved in this unit (a 7%
increase from the previous fiscal year), and net sales for FY2007
are projected to reach ¥28.5 billion (a 10% increase from the
reporting term).

Business expansion is underway in each of these fields, with
an emphasis on the applied products of our core businesses,
mostly surfactants and high-performance AOA products.

We are especially focused on our performance chemicals,
which include permanent antistatic agents and binders for artifi-
cial kidneys in the field of resins; various surfactants for cosmet-
ics, cleaners and detergents in the toiletries field; pharmaceutical
additives produced using our new GMP-compliant plant for the
pharmaceutical and agrochemical industries; spin finish for seat
belts and airbags, and agents for spandex, carbon fibers and
glass fibers for the textile industry.

We intend to further promote the global expansion of our
business operations by emphasizing the concepts of high perfor-
mance, the environment, safety, and comfort.
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Sales and Marketing Division

Bessho
Business

Unit

) Sales & Marketing Dept. of Information
Industry

) Sales & Marketing Dept. of Electronic
Materials Industry

) Sales & Marketing Dept. of Coloring
Materials Industry

General Manager of
Bessho Business Unit

Toshiharu Bessho

Sales Results &
Forecast

(Billions of yen)
30

‘04 05 '06 '07
(@)

Principal products

Polyester beads for polymerization toners:
APEXNARROW

Electrolytes for aluminum electrolytic capacitors:
SANELEK

Electrolytes for electric double-layer capacitors:
WERELEK

UV/EB curing resins: SANRAD and NEOMER
Paint resins: UCOAT and SANPRENE

Intracorporations
(In-house
companies)

This unit handles business of copiers, electric/electronic equip-
ment and coating materials. In FY2006, net sales of ¥24.4 billion
were achieved in this unit (a 15% increase from the previous fiscal
year). In the copier industry, we were first in the world to success-
fully develop PEB for black polymerization toners. We subse-
quently launched PEB for color polymerization toners, and
achieved year-on-year growth of 22% in net sales in this field. In
the electric/electronics industry, net sales increased 14% year-on-
year, thanks to increased exports of existing high-performance
electrolytes for aluminum electrolytic capacitors, and an increase
in automobile applications for electrolytes for electric double-layer
capacitors. In the coating industry, we increased net sales by 5%,
by focusing mainly on resins for automobile paints and coating
agents for optical materials.

Net sales for FY2007 are projected to reach ¥25.7 billion, (a
5% increase from the reporting term). In the copier industry, we
plan to expand sales of PEB for color polymerization toners. In
the electric/electronics industry, we will develop molding encap-
sulation of light-emitting diode (LED) and other new products for
electronic materials. In the coating industry, we will launch resins
for use in automobile paints overseas and promote new coating
materials for liquid crystal displays. In this way, we aim to grow
our business by expanding operations both in Japan and over-
seas, as well as through new product development.

Intracorporations are development-oriented internal corporate ventures with both marketing and research (and
sometimes production) functions. Intracorporations act as “incubators” for these start-up businesses, which
have developed by taking full advantage of the Company’s technologies and materials.

Following the successful launch of an intracorporation initiative, options regarding operation and central-
ization, including the question of whether to transfer the operation to our business units, are aggressively pur-
sued. In FY2006, we dissolved the Adhesive Intracorporation, and operations performed by the Adhesive
Intracorporation were absorbed into each of the business units. There are currently five intracorporations in

Medical Care Intracorporation
Enzyme immunoassay diagnostic reagents
and biochemical-related products

» Spherelight, GLAOZYME, etc.

President Masakazu Sugiura

operation. Net sales for FY2007 are projected to reach ¥6.2 bil-
lion (a 17% increase from the reporting term) for the commercial
production carried out by the five intracorporations listed below.

Polymer Application Intracorporation
Chemical boards, paste resins for design
models, and other molding products

» SANMODUR, etc.

President Jiro Ryugo

SAP Application Intracorporation
SAP for non-hygiene use and applied products
» SANYO SEEDBED SHEET, PET SHEET, etc.

President  YOji Fujiura

Construction Systems and Materials
Intracorporation

Products that meet the needs of new civil engi-
neering techniques and new building materials
» SUPER SLURRY, LEVEFLOW, etc.

President Katsumi Matsui
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Planary Intracorporation
Semiconductor manufacturing process-related
products, such as CMP slurry and CMP cleaners,
photoresist residue cleaning agent

» JUSPEN, PlanarChem, etc.

President Masahisa Fujita



The International Project Promotion Division works to further

International globalize our operations while overseeing our production sites in

Project e R North America, Thailand and China, as well as our liaison offices
- : in Shanghai, Mumbai, Seoul and Taipei.

Promotion ok ¥ Sanyo Chemical Texas, Inc. was established in May 2005

Division e with the aim of producing TUB in the USA. In March 2007, con-

' d struction of a factory for TUB in Texas was finished, with opera-

tion scheduled to begin in the summer of 2007. San-Dia

Overseas Sales Results & Polymers (Nantong) Co., Ltd. (SDN) is a Chinese subsidiary of

FoEeEs: San-Dia Polymers, Ltd. that has been commercially producing

ety superabsorbent polymers (SAP) since April 2005. However, due

i (Plan) to the strong demand for SAP, SDN is about to expand its facili-

- ties, which are scheduled to begin operation in the summer of

General Manager of 20 2007. We have succeeded in increasing the number of items

'gtr%rr?%tt'%’;a't)';rig{gﬁt 0 produced as well as the sales volume at our other overseas pro-

Dr. Takao Ando 0 | duction subsidiaries Sanyo Kasei (Thailand) Ltd., Sanyo Chemical

04 05 06 07 & Resins Inc., and Sanyo Kasei (Nantong) Co., Ltd. We have

i established satellite laboratories at these overseas production

sites to increase our capacity to respond promptly to local needs.

By uniting our research, marketing, production, administra-
tion capabilities and the expertise of our four overseas liaison
offices, we will work toward the further expansion of operations
at our overseas production sites. We also aim to realize prof-
itability at all of our overseas production sites as early as possible.
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Main Subsidiaries

-3 San-Dia Polymers, a joint venture between Sanyo Chemical Industries, Ltd. (60%)
and Mitsubishi Chemical Corporation (40%), manufactures and sells superabsorbent
A - polymers (SAP). In FY2006, net sales of ¥18.1 billion were achieved (a 4% increase
' from the previous fiscal year). The modest nature of this year-on-year rise was partly
il due to a one-time increase in demand in the previous fiscal year. Net sales for
ﬁ‘- FY2007 are projected to reach ¥21 billion (a 16% increase from the reporting term).
" San-Dia Polymers is the only company in the world that produces SAP using
two different polymerization technologies. We are leveraging this great advantage to
develop high-performance products, and while expanding our businesses to provide
these products to our domestic and overseas customers, we are also working to
' ey explore new markets.
- (Plan) San-Dia Polymers (Nantong) Co., Ltd. (SDN) has been running at full capacity
‘ ] . . right from the start of operations in April 2005. To meet the robust demand in the
President Chinese and other overseas markets, SDN is about to expand its facilities, with oper-
Akira Kuroda ation scheduled to commence in the summer of 2007.

": 5
R,
&

i Sales Results & Forecast

‘04 05 06 07
(34

San Nopco is a wholly-owned subsidiary of Sanyo Chemical Industries, Ltd. that
manufactures and sells various agents such as defoamers, Iubricants and disper-
sants. In FY2006, net sales of ¥7.8 billion were achieved (a 7% increase from the
previous fiscal year).

Net sales for FY2007 are projected to reach ¥8.3 billion (a 6% increase from
the reporting term) through continued efforts to improve synergy with other Group
companies and through the full-scale launch of its proprietary products such as UV
coating materials. We have drawn up our Seventh Medium-Term Management
Plan, which covers the period between April 1, 2007 and March 31, 2011. We are
targeting sales of ¥10 billion by FY2010, the final fiscal year.

Sales Results & Forecast

(B Loy We are especially strong in the fields of pulp and paper, as well as paint and ink.

. (Plan) In order to strengthen the high-profit structure of this company and promote its growth,

P A . we are aiming to expand its business operations by strengthening its corporate
President, . foundation, and raising the value of the San Nopco brand through the thorough
Representative Director implementation of a compliance program. The enrichment of R&D capabilities, the
Koji Hirose (2) further development of existing technologies, and the cultivation of a new business

field to nurture a third core business are considered necessary to achieve this goal.
Also necessary will be the enhancement of synergy between each department of
San Nopco and the corresponding sector of the Sanyo Chemical Group, and the
further expansion of sales in the fast-growing Chinese market.

‘04 '05 06 07
()

San-Apro is a 50-50 joint venture established between Sanyo Chemical Industries,
Ltd. and Air Products and Chemicals, Inc., of the USA. San-Apro manufactures and
sells super-base compounds, as well as catalysts for polyurethane foam and spe-
cial catalysts for epoxy resins. In FY2006, net sales of ¥1.4 billion were achieved (a
3% increase from the previous fiscal year). This rise is due to the success of our
new product launched in the previous fiscal year, a cationic photo initiator for epoxy
resins to be used in can-coating and three-dimensional optic modeling, as well as a
rise in sales of special catalysts for epoxy resins. Sales for FY2007 are projected to
reach ¥1.5 billion (an 11% increase from the reporting term).

Sales Results & Forecast Focusing on our core strengths in synthetic organic technology and various
(SIS @i i) application evaluation techniques, we intend to expand the business of catalysts for

iz polyurethane foam and epoxy resin curing accelerators, while promoting the further
G (Plan) expansion of our operations through the development of high-performance special
President 8 catalysts, such as cationic photo initiators.
Toshihiro Saji 05

0

‘04 05 06 07
)
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Main Indexes over a Seven-Year Period

(Millions of Yen) FY2006 FY2005 FY2004 FY2003 FY2002 FY2001 FY2000

For the fiscal year:

Net sales ...oovvviiiieiiiiieee 122,397 108,414 93,454 85,062 82,183 79,987 81,557
DOMESHIC ... 84,632 82,679 783,409 67,427 66,157 64,740 68,761
OVErSEaS ...veeevvieeiiiieeeiiee e 37,765 25,735 20,045 17,635 16,026 15,247 12,796

Cost of saleS ...cccvvvviiieiici 97,640 83,885 71,055 64,120 58,926 56,788 55,828

Selling, general and

administrative expenses................ 18,204 17,331 16,411 16,052 16,339 16,019 15,826
Operating iINnCoOMe ........ceeveiiiineneans 6,553 7,198 5,988 4,890 6,918 7,180 9,903
Interest and
cash dividends received .......... 462 256 168 127 130 208 201
Interest expenses .......cccceeeveeeeen. 188 87 54 46 49 52 25
Ordinary iNnCOME.......ccvvvveeeiiiiieeeenns 8,024 7,947 6,434 5,309 7,260 7,454 10,693
Income before income taxes and
minority iNnterests ........cccoviiiens 6,472 6,571 5,955 5,072 6,579 7,702 5,526

INCOME taXES ...vvvvviieiiiieiiiiiciii 2,687 2,826 2,272 1,876 3,070 3,394 2,453

Minority interests..........cccccvvvivinnnnn. 733 589 84 95 254 155 229

Net inCOmMe ...uvvviiiiiiiiieiiees 3,052 3,156 3,599 3,101 3,255 4,153 2,844

Return on equity (%).......ccoovvveiiniens 3.47 3.74 4.49 3.95 419 5.37 3.67

Investment in plant and equipment... 10,469 11,172 11,369 7,333 10,381 8,308 5,373

Depreciation and amortization......... 8,167 6,999 6,480 6,587 5,946 5,471 5,081

Research and development

EXPENSES ...t 4,541 4,317 4,078 3,886 4,144 4,131 4,141

Net cash provided by (used in):

Operating activities ...........c........ 9,290 9,068 10,451 8,836 10,062 9,176 9,788
Investing activities .........ccccooveene (10,643) (16,845) (10,767) (13,297) (8,748) (10,848) (8,935)
Financing activities..............cc...... 1,758 8,148 (1,676) (2,927) (2,864) (2,292) (3,789)

Cash and cash equivalents

at the end of period...................... 15,287 14,405 13,790 15,710 23,377 25,015 28,994

At fiscal year-end:

Total assets ...oovvvvvvieiiiieeiiee 153,166 144,263 120,866 112,633 115,013 112,023 111,265

Long-term debt........cccoiiiiin 15,139 11,398 1,635 1,473 1,169 1,020 130

Shareholders’ equity .........ccccvevinee. 88,467 87,322 81,398 78,872 77,957 77,500 77,235

Shareholders’ equity ratio (%).......... 57.8 60.5 67.4 70.0 67.8 69.2 69.4

Per share data and others:

Netincome (Yen) .....cccooeveviiivienninnn, 27.65 27.95 32.01 27.38 27.97 35.80 2415

Cash dividends paid (yen) ............... 15 15 15 15 15 15 15

Total shareholders’ equity (yen)....... 801.52 790.38 736.91 713.88 689.77 679.15 659.51

Stock price at the end of period

(VEN) 1ttt 809 1,065 830 715 698 900 862

Price earnings ratio (times) .............. 29.26 38.10 25.93 26.11 24.96 25.14 35.69

Price book-value ratio (times) .......... 0.99 1.35 1.13 1.00 1.01 1.33 1.31

Weighted average number of

shares (thousands of shares)......... 110,384 110,359 110,388 111,176 113,594 116,019 117,743

EMPIOYEES ...vvvveeiiiiiiiceciiiiice 1,623 1,655 1,477 1,398 1,379 1,342 1,328
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Management’s Discussion and Analysis

This section reports our consolidated results.

Highlights of FY2006

e Net sales for both Strategic Products and existing busi-
nesses remained strong. We achieved net sales totaling
¥122.4 billion, an increase of 12.9% from the previous
fiscal year.

e Operating income decreased by 9.0% from the previous
fiscal year owing to such factors as an increase in raw
material and fuel costs, and increases in depreciation and
amortization expenses.

e Although non-operating income and expenses showed
improvement, net income fell 3.3% from the previous
fiscal year, mainly as a result of the recognition of impair-
ment losses by overseas subsidiaries.

e Return on equity (ROE) stayed at 3.5%, reflecting the
decline in profitability caused by higher raw material and
fuel costs, increased depreciation and amortization
expenses, and other factors.

Details are as follows:

Business Environment

The Japanese economy sustained a modest but stable pace of
growth during the business term under review, as favorable cor-
porate performance drove growth in private-sector capital
investment, and personal consumption showed signs of a recov-
ery in response to improved employment conditions.

In the chemicals industry, domestic demand and exports
were strong. However, high crude oil prices and robust demand
kept raw material and fuel costs at high levels, and the business
environmental remained difficult.

Under circumstances, Sanyo Chemical focused on expand-
ing the market for its Strategic Products and on globalizing its
operations. The Company also took steps to improve its perfor-
mance by reducing costs and revising product prices upward to
reflect the increase in raw material and fuel costs.

Net Sales

Consolidated net sales increased 12.9% from the previous fiscal
year, to ¥122.397 billion surpassing, by a large margin, the ¥100
billion consolidated net sales target set by the “Challenge Win
1000” slogan in the Sixth Medium-Term Management Strategy
(FY2003 - FY2006).

Net sales by product group were as follows:

Net Sales by Product Group

FY2006 FY2005 Growth
Amount Ratio (%)  Amount Ratio (%) (%)

(Millions of yen)

Surfactants 22,481 18.4 21,943 20.2 2.4
Polyurethane
chemicals 30,670 25.1 25,358 23.4 20.9

Lipophilic high-

molecular agents 27,714 22.6 23,663 21.8 171

Hydrophilic high-
molecular agents 25,597 20.9 23,145 21.4 10.6

Specialty products 14,137 11.5 12,469 115 13.4

Total chemical

product net sales 120,599 98.5 106,578 98.3 13.2

Earnings from non-
chemical products/
technology 1,798 1.5 1,836 1.7 (2.0

Total 122,397  100.0 108,414 100.0 12.9

We enjoyed strong double-digit growth during the term under
review in every product group except surfactants. This robust
performance is due to business expansion in Strategic Products,
such as thermoplastic polyurethane beads (TUB) for the interior
parts of automobiles (polyurethane chemicals), polyester beads
(PEB) used as a core component of polymerization toners
(lipophilic high-molecular agents) and permanent antistatic
agents (specialty products). This robust performance is also clue
to steady sales of existing products such as raw materials for
polyurethane foam (polyurethane chemicals) and superab-
sorbent polymers (hydrophilic high-molecular agents).

As shown in the following chart, overseas sales accounted
for 30.9% of total revenues in FY2006, surpassing the level of
30% that was one of the numerical targets of the Sixth Medium-
Term Management Strategy. This was a reflection of our efforts
to achieve more global operations.

Overseas Sales Ratio

(%)

35
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30
028.20
25
007 2147237
20 19.5
(0l
15
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(Note) To bring overseas sales closer to the actual figure, we changed the
standard for counting overseas sales starting with the term under
review. The figures in parentheses indicate sales for the previous busi-
ness year translated to conform to the new standards.

Cost of Sales and SG&A Expenses

The ratio of the cost of sales increased 2.4 percentage points,
from 77.4% recorded in the previous fiscal year to 79.8%. In
addition to the rise in raw material and fuel costs, increases in
depreciation and amortization expenses caused by large-scale
capital investment in production equipment for Strategic
Products were contributing factors.

The ratio of selling, general and administrative (SG&A)
expenses to net sales decreased 1.2 percentage points, from
16.0% to 14.8% from the previous fiscal year, despite increases
in logistics costs, thanks to a sharp increase in net sales.

Research and development expenses were up 5.2% from
the previous fiscal year. However, the ratio of R&D expenses to
net sales decreased 0.3 percentage point, from 4.0% to 3.7%
from the previous fiscal year, on strong growth in net sales.

Operating and Net Income

Consolidated operating income for the reporting term fell 9.0%
from the previous fiscal year to ¥6.553 billion. The ratio of oper-
ating income to net sales also declined 1.2 percentage points
from the previous fiscal year, to 5.4%. These results show that
the Company was unable to offset adverse factors such as surg-
ing raw material and fuel costs and higher depreciation and
amortization expenses caused by investments in large equip-
ment, with positive factors such as the increase in sales volume
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of Strategic Products and other products, the upward revision of
product prices and the improved performance of San-Dia
Polymers (Nantong) Co., Ltd. (SDN), which produces superab-
sorbent polymers. In particular, the increase in raw material and
fuel costs has pushed up costs by approx. ¥15 billion over the
last three years. In contrast, we have been able to pass on only
about 70% of the increase in our costs to our product selling
prices. Responding to the increases of raw material and fuel
costs will be key to our effort to recover profitability.

Non-operating income and expenses showed improvement,
thanks to factors such as an increase in equity in earnings of
affiliates. However, consolidated net income decreased 3.3%
from the previous fiscal year, to ¥3.052 billion, mainly because of
the ¥0.67 billion appropriated by overseas subsidiaries as an
impairment loss for tangible fixed assets, and the ¥0.505 billion
reported as a valuation loss on inventories that had been on the
books beyond a fixed period.

As a result, net income per share decreased ¥0.30 from the
previous fiscal year’s figure of ¥27.95, to ¥27.65. Taking stock
options and unsecured convertible bonds into consideration,
diluted net income per share fell ¥2.17, from ¥27.76 in the previ-
ous fiscal year, to ¥25.59.

Investment in Plant and Equipment

Capital expenditure totaled ¥10.468 billion on a consolidated
basis and ¥5.004 billion on a non-consolidated basis, with the
majority of funds being allocated to expanding overseas produc-
tion facilities, raising production capacity for Strategic Products,
and rationalizing operations.

Investments made by the Company to boost production
capacity, mainly in Strategic Products, totaled ¥0.961 billion,
while ¥0.682 billion was invested in rationalizing operations. San
Chemical Co., Ltd. (SCC) also made an outlay of ¥0.664 billion
for production facilities for alkylene oxide adducts (AOA).

Looking overseas, Sanyo Chemical Texas, Inc. (SCTI) in
the USA invested ¥1.612 billion in production facilities for
polyurethane beads at a new plant. In China, SDN allocated
¥1.701 billion to production facilities for hydrophilic high-
molecular agents.

To bolster its R&D capabilities, the Company invested a
total ¥0.844 billion in research facilities, including ¥0.384 billion
for the acquisition of a site for a research institute in Katsura
Innovation Park.

The major capital investment projects completed during the
reporting term include production facilities for polyurethane
beads and polymer polyols at the Nagoya Factory and produc-
tion facilities for AOA at SCC.

All of the capital expenditures described above were
financed from a portion of the ¥10 billion unsecured convertible
bonds issued in the previous fiscal year, or from internal sources
and loans.

In the current term, the fiscal year ending March 2008, we
plan to invest a total of ¥12.7 billion in facilities to increase pro-
duction capacity, streamline operations, and in programs for
strengthening R&D capabilities.

We intend to finance all capital expenditure in FY2007 from
internal sources and loans.

Depreciation and amortization expenses for FY2006
increased 16.7% from the previous fiscal year, to ¥8.167 billion.
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Financial Position

Total assets at the end of FY2006 amounted to ¥153.166
billion, an increase of ¥8.9083 billion from the previous fiscal
year-end.

Current assets at the term-end were up by ¥5.098 billion
from the previous fiscal year-end, to ¥72.559 billion. This is pri-
marily attributable to the fact that trade receivables increased by
¥7.919 billion (as a result of the settlement date falling on a bank
holiday), and inventories increased by ¥1.547 billion. These fac-
tors offset a decline of ¥4.118 billion in cash and cash equiva-
lents resulting from capital investment, mainly for the purpose of
boosting production capacity for Strategic Products.

Net property, plant and equipment increased by ¥2.249 bil-
lion from the previous fiscal year-end, to ¥50.117 billion as a
result of capital investment in raising our production capacity of
Strategic Products, as well as equipment investments at SDN
and SCTI.

Intangible assets declined by ¥0.459 billion from the previ-
ous fiscal year-end, to ¥1.561 billion. Investments and other
assets registered an increase of ¥2.015 billion to ¥28.929 billion
as a result of the acquisition of investments in securities.

Current liabilities increased by ¥4.149 billion to ¥38.131 bil-
lion. Although notes payable — plant and equipment declined by
¥3.050 billion, trade payables increased by ¥6.452 billion, princi-
pally owing to the fact that the settlement date for the reporting
period fell on a bank holiday.

Long-term liabilities stood at ¥23.834 billion, an increase of
¥83.185 from the previous fiscal year-end, as a result of a ¥3.741
billion increase in long-term loans resulting from the procurement
of funds to finance capital investments in overseas subsidiaries.

Working capital, obtained by subtracting current liabilities
from current assets, came to ¥34.428 billion at term-end, and
the current ratio was 190.3%.

Retained earnings increased by ¥1.325 billion to ¥61.952
billion, and net assets at term-end stood at ¥91.201 billion.
The equity ratio (net assets after deduction of minority interests
to total assets) stood at 57.8%, compared with the correspond-
ing ratio (shareholders’ equity to total assets) under the account-
ing standards applied in the previous fiscal year of 60.5%. Net
assets per share (after deduction of minority interests) stood at
¥801.52, compared with ¥790.38 for the corresponding share-
holders’ equity per share for the previous fiscal year.



Cash Flows

Net cash provided by operating activities came to ¥9.290 billion,
an increase of ¥0.222 billion compared with the previous term.
The main factors were income before income taxes of ¥6.472
billion, depreciation and amortization amounting to ¥8.167 bil-
lion, and an increase in trade payables of ¥6.351 billion. These
cash inflows outweighed outflows consisting of ¥7.832 billion in
trade receivables and ¥3.377 billion in income tax payments.

Net cash used in investing activities totaled ¥10.643 billion,
a decline of ¥6.201 billion compared with the previous term. This
figure included ¥12.999 billion in payments for the purchase of
property, plant and equipment, and ¥2.951 billion in payments
for the acquisition of investments in securities. These outflows
surpassed inflows including ¥5.0 billion in the repayment of
funds deposited with banks in term deposits.

The graph below shows the comparison of net cash pro-
vided by operating activities with net cash used in investing
activities over the past five years. As a result of large-scale
investments made by the Company over the past few years in
furthering its globalization strategy and in developing its Strategic
Products, net cash used in investing activities has consistently
surpassed net cash provided by operating activities.

(Millions of yen) M Net cash provided by operating activities
20,000 [ Net cash used in investing activities

‘02 ‘03 ‘04 ‘05

06 (FY)

Net cash provided by financing activities totaled ¥1.758 bil-
lion, down ¥6.390 billion from the previous business term, when
the Company issued corporate bonds in the amount of ¥10.0
billion. The net cash inflow for the reporting period was due to
the fact that the ¥4.067 billion in long-term funds raised
exceeded the cash outflow of ¥1.656 billion in payments of divi-
dends to shareholders in the parent company.

As a result of the above, cash and cash equivalents at the
reporting term-end stood at ¥15.287 million, an increase of
¥0.882 billion over the previous term-end.

Business Risks

The following factors may have a significant impact on the busi-
ness performance, stock values, financial position, etc. of the
Sanyo Chemical Group.

(1) Economic Conditions

Demand for the Sanyo Chemical products is affected by the
conditions of the economies of the countries and regions where
the Group’s products are sold.

Consequently, if demand diminishes due to a recession in
any of our main markets, including Japan, North America,
Europe and Asia, it may have a negative impact on the Group’s
performance and financial position.

(2) Foreign Exchange Rates

As the Group’s businesses develop overseas, there is an
increased possibility of foreign exchange rates adversely affect-
ing our performance and financial position.

(3) Change in Raw Material Costs

While the majority of the raw materials used by the Group are
derived from petroleum, oil prices vary due to a variety of rea-
sons, including the situation in the Middle East, the balance of
supply and demand, and foreign exchange rates. A rise in raw
material costs in conjunction with increased oil prices would
be likely to have an adverse impact on the Group’s business
performance.

(4) Earthquakes and other Natural Disasters

The Tokai region, which includes Aichi Prefecture where our
main factory, the Nagoya Factory, is located, has a relatively high
likelihood of being hit by a major earthquake in the foreseeable
future.

The Group has been working on anti-earthquake measures,
such as improving the anti-seismic structure of our facilities as
well as decentralizing our production sites.

However, in the case of a major earthquake, shutdown or
damage to production facilities may have an adverse impact on
the Group’s performance.

(5) Country Risks

The Group has been expanding its overseas businesses by con-
structing production sites in China, following those in the USA
and Thailand.

Such advancement in globalization may have an adverse
impact on the Group’s performance and financial position
through (a) unexpected change in laws or regulations, (b) social
upheaval for political reasons in regions in which we operate.
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Consolidated Balance Sheets

Sanyo Chemical Industries, Ltd. and Consolidated Subsidiaries
March 31, 2007 (FY2006) and 2006 (FY2005)

Millions of Yen

Thousands of U.S.
Dollars (Note 4)

ASSETS FY2006 FY2005 FY2006
Current assets
Cash and deposits (NOte B) ........ooovviviiiiiiiiiiiiiecieeee ¥ 15,287 ¥ 19,405 $ 129,453
Notes and accounts receivable-trade.................ccccce, 38,173 30,255 323,254
INnventoriesS (NOtE 7). ... 17,108 15,561 144,875
Deferred tax assets (Note 15) ........ccooviiiiiiiiiie, 1,282 1,007 10,853
Other CUITeNt @SSetS.......coiiiiiiiiiiiie e 738 1,259 6,246
Allowance for doubtful accounts...........c.ccocciiiiiiiiin, (29) (26) (246)
Total current assets. . ..o 72,559 67,461 614,435
Property, plant and equipment
Buildings and StruCtures ...........coooviiiii 29,926 29,029 253,414
Machinery and equipmMEeNnt ... 87,774 82,330 743,283
LaNA e 7,751 7,201 65,635
Construction iN ProgreSS.....ooovvviviiiiiiiieiceec e 3,677 1,983 31,140
OFNET oo 9,934 9,602 84,120
139,062 130,145 1,177,592
Accumulated depreciation..........cccccciiii (88,945) (82,277) (753,196)
Net property, plant and equipment............cccccceeeeieieeennn. 50,117 47,868 424,396
Intangible aSSetsS .........ocovvviiiiiii 1,561 2,020 13,222
Investments and other assets
Investments in securities (Note 6)............ccoevviiiieiiiiieeenn, 27,276 25,354 230,974
Long-term loans receivable ..o 59 74 495
Deferred tax assets (Note 15) ......ccoooviiiiiiiiiiiiie, 328 365 2,779
OhET o 1,339 1,194 11,345
Allowance for doubtful accounts..............ccccccoeevivi. (73) (73) (619)
Total investments and other assets ..............occoccee, 28,929 26,914 244,974
TOtal @SSEIS .viiiiiiiieee ¥153,166 ¥144,263 $1,297,027
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Thousands of U.S.

Millions of Yen Dollars (Note 4)
LIABILITIES AND NET ASSETS FY2006 FY2005 FY2006
Current liabilities
Notes and accounts payable-trade ................cccoeveviiiiin. ¥ 26,542 ¥ 20,090 $ 224,763
Short-term debt (Note 10) ..., 828 737 7,012
Current portion of long-term debt (Note 10) ..............coee. 359 310 3,038
ACCIUEA EXPENSES ...vvviiiiiiiieeee e 3,020 2,376 25,573
Accrued income taxes (Note 15) ... 1,127 1,820 9,544
Allowance for employees’ bonuUSES ...........ccocvviveeiiiiieieenn, 1,678 1,655 14,205
Allowance for directors’ bonuSes............ccccceeveiiiiiiinniiinn. 72 — 607
Notes payable-plant and equipment ..........ccccoeeeeiiiiiiieennnn. 1,994 3,039 16,887
Other current liabilities .........cccccoiiiii 2,511 3,955 21,266
Total current liabilities ... 38,131 33,982 322,895
Long-term liabilities
Bond (NOte 10) .. .cciiiiiiiiiii e, 10,000 10,000 84,681
Long-term debt (Note 10) ..o, 5,139 1,398 43,516
Deferred tax liabilities (Note 15)........coovviiiiiiiiiiiii, 1,033 1,159 8,748
Accrued severance indemnities (Note 16) ...........cc...coenn, 5,665 6,019 47,968
Directors’ and corporate auditors’ retirement allowances ... 1,154 1,214 9,772
Other labilities. ... 843 859 7,149
Total long-term liabilities .........cocoov 23,834 20,649 201,834
Total abilities. ... 61,965 54,631 524,729
Contingent liabilities (Note 11)
Net assets (Notes 12, 17, 18)
Shareholders’ equity
Common stock
Authorized: 257,956,000 shares
Issued: 117,673,760 SharesS.........cccoooovvieeiiiiiiiieeee 13,051 13,051 110,519
Additional paid-in capital .............cccccc 12,200 12,199 103,311
Retained €armingsS ... 61,952 60,626 524,612
Treasury StoCk, at COSt.......viiiiiiiiii (5,658) (5,642) (47,909)
Gains or losses from revaluation and translation adjustments
Unrealized gains ONn SECUrtieS........ccooviiiiiiiiiiii, 6,617 7,169 56,028
Foreign currency translation adjustments.................c........ 305 (81) 2,584
MINOKity INTEIreStS ... 2,734 2,310 23,153
Total Net @SSetS ..uvvviiiiiii 91,201 89,632 772,298
Total liabilities and net assets ..o, ¥153,166 ¥144,263 $1,297,027

The accompanying notes are an integral part of these consolidated statements.
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Consolidated Statements of Income

Sanyo Chemical Industries, Ltd. and Consolidated Subsidiaries
For the years ended March 31, 2007 (FY2006) and 2006 (FY2005)

Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Net sales (NOte 19) ..o, ¥122,397 ¥108,414 $1,036,473
Operating costs and expenses
COSt Of SAIES....oiiiiiiiiic 97,640 83,885 826,823
Selling, general and administrative expenses (Note 13) .... 18,204 17,331 154,156
Total operating costs and expenses............coooevvvvevee.n, 115,844 101,216 980,979
Operating INCOME ...........ooooiiiiiiii e 6,553 7,198 55,494
Other income (expenses)
Interest and dividend iINCOME ..........coovvviiiiiiiiiie 462 256 3,914
Equity in earnings of unconsolidated subsidiaries
and affiliates .......oooiii 687 169 5,820
INTErESt EXPENSES .. uvviiiiiiiiiii i (188) (87) (1,588)
Loss on valuation of inventories ..o, (505) (73) (4,277)
Loss on disposal of fixed assets.............cccceeeevvvviiiiin (225) (135) (1,905)
Impairment loss of fixed assets (Note 14)..........cccccceeeel (670) (1,219) (5,669)
Other, NBL e 358 462 3,016
Total other income (expenses), net ..........ccceoeevvviin, (81) (627) (689)
Income before income taxes and minority interests................. 6,472 6,571 54,805
Income taxes (Note 15)
CUITENT Lo 2,730 2,990 23,119
DEfEITed ..o (43) (164) (364)
TOtAl e 2,687 2,826 22,755
MINOKity INtErestS ... 733 589 6,206
NELINCOMIE ...t ¥ 3,052 ¥ 3,156 $ 25,844
Yen U.S.Dollars (Note 4)
Amount per share
NET INCOME ... ¥ 27.65 ¥ 2795 $ 0.23
Net income-diluted...........ooccoiiiiiiiiiii 25.59 27.76 0.22
Cash diVIAENAS ......ooiiiiiic e 15.00 15.00 0.13
Weighted average number of shares (Thousands) ................ 110,384 110,359 110,384

The accompanying notes are an integral part of these consolidated statements.
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Consolidated Statements of Changes in Net Assets

Sanyo Chemical Industries, Ltd. and Consolidated Subsidiaries
For the years ended March 31, 2007 (FY2006) and 2006 (FY2005)

Millions of Yen

Shareholders’ equity

Valuation and translation adjustment

Foreign
Additional Total Unrealized currency  Total valuation
Common paid-in Retained Treasury ~ Shareholders’  gainson translation  and franslation ~ Minority Total net
stock capital earnings stock equity securities  adjustments  adjustment  Interests assets
Balance at March 31, 2005...............cccoceeieiionn. ¥13,0561 ¥12,191 ¥59,192 ¥(5,652) ¥78,782  ¥3,564 ¥(948) ¥2,616  ¥1,829 ¥83,227
Changes in this fiscal year
Cash dividends paid ...........cc.ocooiiiiiiiiin — — (1,656) — (1,656) — — — — (1,656)
Bonuses to directors and corporate auditors.... — — (66) — (66) — — — — (66)
NetiNnCOME ..o — — 3,156 — 3,156 — — — — 3,156
Gain on sales of treasury Stock ....................... — 8 — — 8 — — — — 8
Purchase of treasury stock..............ccoceeviieninnn — — — (42) (42) — — — — (42)
Decrease of treasury stocK.............cccoeeiiinn. — — — 52 52 — — — — 52
Net changes of other than
shareholders’ equity in this fiscal year ........... — — — — — 3,605 867 4,472 481 4,953
Total changes in this fiscal year.............ccccccooiiin — 8 1,434 10 1,452 3,605 867 4,472 481 6,405
Balance at March 31, 2006..............cc.ccoceevieeiinnn. 13,051 12,199 60,626 (5,642) 80,234 7,169 (81) 7,088 2,310 89,632
Changes in this fiscal year
Cash dividends paid ..........cccoocoiiiiiiiin — — (1,655) — (1,655) — — — — (1,655)
Bonuses to directors and corporate auditors.... — — (71) — (71) — — — — (71)
Netincome ........ccccoceviiiiiiiis — — 3,052 — 3,052 — — — — 3,052
Gain from disposal of treasury stock................ — 1 — — 1 — — — — 1
Purchase of treasury stock..............cccceeiie. — — — (28) (28) — — — — (28)
Decrease of treasury stocK..........c.ccccoceiiiinns — — — 12 12 — — — — 12
Net changes of other than
shareholders’ equity in this fiscal year .. — — — — — (552) 386 (166) 424 258
Total changes in this fiscal year .............cccooeonnn — 1 1,326 (16) 1,311 (552) 386 (166) 424 1,569
Balance at March 31, 2007.........cccccoceeevininicinennnns ¥13,051 ¥12,200 ¥61,952 ¥(5,658) ¥81,545  ¥6,617 ¥305 ¥6,922  ¥2,734 ¥91,201
Thousands of U.S. Dollars (Note 4)
Shareholders’ equity Valuation and translation adjustment
Foreign
Additional Total Unrealized currency  Total valuation
Common paid-in Retained Treasury ~ Shareholders’  gainson translation ~ and translation  Minority Total net
stock capital earnings stock equity securiies  adjustments  adjustment  Interests assets
Balance at March 31, 2006..............cccooereiinene. $110,519 $103,299 $513,391 $(47,777) $679,432 $60,712  $ (688) $60,024 $19,561 $759,017
Changes in this fiscal year
Cash dividends paid ..........ccccocviiiiiiini — —  (14,022) —  (14,022) — — — —  (14,022)
Bonuses to directors and corporate auditors... — — (601) — (601) — — — — (601)
NEet iNCOME ... — — 25,844 — 25,844 — — — — 25,844
Gain from disposal of treasury stock................ — 12 — — 12 — — — — 12
Purchase of treasury stock .. — — — (238) (238) — — — — (238)
Decrease of treasury StocK..............cccoceeiin. — — — 106 106 — — — — 106
Net changes of other than
shareholders’ equity in this fiscal year ........... — — — — — (4,684) 3,272 (1,412) 3,592 2,180
Total changes in this fiscal year ....................... — 12 11,221 (132) 11,101 (4,684) 3,272 (1,412) 3,592 13,281
Balance at March 31, 2007 $110,519 $103,311 $524,612 $(47,909) $690,533 $56,028  $2,584 $58,612 $23,153 $772,298

The accompanying notes are an integral part of these consolidated statements.
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Consolidated Statements of Cash Flows

Sanyo Chemical Industries, Ltd. and Consolidated Subsidiaries
For the years ended March 31, 2007 (FY2006) and 2006 (FY2005)

Millions of Yen

Thousands of U.S.

Dollars (Note 4)

FY2006 FY2005 FY2006
Operating activities
Income before income taxes and minority interests ........... ¥ 6,472 ¥ 6,571 $ 54,805
Depreciation and amortization................cccccevveiiiiiiieieeeeeenn. 8,167 6,999 69,157
Loss on disposal of fixed assets.......c.ccoociviviiiiiiiiiies, 225 135 1,905
Impairment loss of fixed assSetS........ccooeiviiiiiiiii, 670 1,219 5,669
Amortization of goodWill ..........coooiiiiiiiii 179 179 1,514
Net increase (decrease) in accrued
severance iNAeMNItIeS ..ot (354) (227) (3,001)
Loss on valuation of inventories ... 505 — 4,277
Interest and dividend income ................cccccooeeeeiiiii (462) (256) (3,914)
INtErest EXPENSES .. ...i i 188 87 1,588
Loss on valuation of investments in securities................... — 22 —
Decrease (increase) in notes and accounts receivable ..... (7,832) (3,233) (66,319)
Decrease (increase) in inventories ...........ccoccvveeeiiiiieeen, (1,964) (3,040) (16,633)
Increase (decrease) in notes and accounts payable ......... 6,351 3,207 53,778
Other, NEL ..o (546) (668) (4,608)
SUD-TOTAL . .o 11,599 10,995 98,218
Interest and dividend income received .............................. 926 718 7,841
Interest expenses paid............cooooeii (189) (86) (1,596)
INCOME taXES PAIA.......ciiiiiiiiiiiiiiece e, (3,377) (2,727) (28,593)
Other, NBL e 331 168 2,797
Net cash provided by operating activitieS ...................cccoe... 9,290 9,068 78,667
Investing activities
Payments into time depositS ..o — (5,000) —
Proceeds from time deposits ... 5,000 — 42,341
Payments for purchase of fixed assets.............ccccooeeiinn, (12,999) (8,836) (110,077)
Payments for purchase of investments in securities........... (2,951) (2,378) (24,989)
Other, NEL ..o 307 (631) 2,598
Net cash used in investing activities............ccccoooin, (10,643) (16,845) (90,127)
Financing activities
Proceeds from long-term loans payable............................. 4,067 27 34,438
Proceeds from corporate bond.................ccccooeeiiii — 10,000 —
Payments for purchase of treasury stock...............cc........... (28) (42) (238)
Cash dividends paid.........ccccoooiiiiiiiii (1,656) (1,656) (14,022)
Other, NEL ..o (625) (181) (5,288)
Net cash provided by (used in) financing activities................ 1,758 8,148 14,890
Effects of exchange rate changes on
cash and cash equivalents...................ccccccoiiiiiiiiii, 123 244 1,040
Net increase (decrease) in cash and cash equivalents.......... 528 615 4,470
Cash and cash equivalents at beginning of the year............... 14,405 13,790 121,983
Proceeds from purchase of newly consolidated subsidiaries ... 354 — 3,000
Cash and cash equivalents at end of the year (Note 5) .......... ¥15,287 ¥14,405 $129,453

The accompanying notes are an integral part of these consolidated statements.
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Notes to Consolidated Financial Statements

Sanyo Chemical Industries, Ltd. and Consolidated Subsidiaries

1. Basis of Presenting Consolidated Financial Statements

The accompanying consolidated financial statements have been prepared based on the accounts maintained by Sanyo
Chemical Industries, Ltd. (the “Company”) and its domestic consolidated subsidiaries in accordance with the provisions set
forth in the Corporation Law of Japan and Japanese Securities and Exchange Law, and in conformity with accounting princi-
ples and practices generally accepted in Japan, which are different in certain respects as to application and disclosure
requirements of International Financial Reporting Standards (IFRS).

The accounts of overseas subsidiaries consolidated with the Company are based on the financial statements prepared in
conformity with generally accepted accounting principles (“GAAP”) and practices prevailing in the countries where the sub-
sidiaries have been incorporated. Financial statements have not been materially affected by the differences between the
GAAP prevailing in these countries and Japanese GAAP.

Therefore, no adjustments have been reflected in the accompanying consolidated financial statements to present the
accounts of the subsidiaries in compliance with Japanese accounting principles and practices.

Certain account balances, as disclosed in the basic consolidated financial statements in Japan, have been summarized or
reclassified to the extent deemed necessary to enable presentation in a form which is more familiar to readers outside Japan.
The consolidated financial statements are not intended to present the consolidated financial position, results of operation
and cash flows in accordance with accounting principles and practices generally accepted in countries and jurisdictions other

than Japan.

2. Summary of Significant Accounting Policies
(1) Principles of Consolidation

The Company had fifteen subsidiaries as of March 31, 2007. The accompanying consolidated financial statements include
the accounts of the Company and ten of its subsidiaries (abbreviated below as the “Companies”), which are listed below:

Country of Equity ownership percentage at Fiscal

Name incorporation March 31, 2007 year-end

San-Dia Polymers, Ltd. ... Japan 60.0% March 31
San NopcCo Ltd. ...ooooviiiiiiiiiiccc Japan 100.0 March 31
San Chemical Co., Ltd. .......coooo Japan 50.0 March 31
San-Apro Ltd. ..o Japan 50.0 March 31
Sanyo Kasei (Thailand) Ltd. ..o Thailand 89.0 December 31
SANAM Corporation u.S. 100.0 December 31
Sanyo Chemical & Resins Inc. .. u.S. 100.0 December 31
Sanyo Chemical Texas, INC. .........cccooevviiiiinnn, u.s. 100.0 December 31
Sanyo Kasei (Nantong) Co., Ltd. .........ccceeennn China 100.0 December 31
San-Dia Polymers (Nantong) Co., Ltd. ............. China 60.0 December 31

The remaining five subsidiaries at March 31, 2007 were excluded from the scope of consolidation because their combined
assets, net sales, net income (equity portion) and retained earnings (equity portion) in the aggregate do not have a material
impact on the consolidated figures.

Sanyo Chemical & Resins Inc. (SCR) has been included in the scope of consolidation as SANAM Corp., a wholly-owned
subsidiary of Sanyo Chemical, conducted a takeover of shares (50%) of SCR and the equity stake of Sanyo Chemical is sub-
sequently 100%. Although the equity share of Sanyo Chemical in both San Chemical Co., Ltd. and San-Apro Ltd. was 50%
as of March 31, 2007, the Company consolidated said subsidiaries since it essentially has control over their operations.

San-Dia Polymers (Nantong) Co., Ltd. is a wholly-owned subsidiary of San-Dia Polymers, Ltd., which is a subsidiary of
the Company.

Sanyo Chemical Texas, Inc. is included in the scope of consolidation as the importance of the company has increased.

For the purpose of preparing the accompanying consolidated financial statements, all significant intercompany transac-
tions, account balances and unrealized profits among the Companies have been eliminated. The amounts of certain sub-
sidiaries have been included on the basis of fiscal periods ended within three months prior to March 31.

The Company had five non-consolidated subsidiaries as of March 31, 2007 and five affiliates as of March 31, 2007. The
equity method is applied to the investments in three non-consolidated subsidiaries, including Sanyo Transport Co., Ltd.,
and in three affiliates, including San-Petrochemicals Co., Ltd.

The equity method is not applied to the investments in the remaining two non-consolidated subsidiaries and two affiliates
since their total net income and retained earnings are not material to the consolidated results of total net income and total
retained earnings.

Assets and liabilities of consolidated subsidiaries at the time of investment are all valued at fair value. The consolidated
goodwill is amortized evenly over 10 year period.
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(2) Translation of Foreign Currency Financial Statements

The accounts of the overseas consolidated subsidiaries
are translated into Japanese yen by the method pre-
scribed under the Accounting Standards for Foreign
Currency Translations which was issued by the Business
Accounting Deliberation Council of Japan. Under this
method, all assets and liabilities are translated at current
rates in effect at each balance sheet date while net
assets is translated at historic rates, and revenue and
expense items are translated at the average rate of
exchange over the year.

Translation adjustments of foreign currency financial
statements are reported in minority interests and “Foreign
currency translation adjustment” which are listed in net
assets.

(3) Valuation of Securities

The Company and its consolidated subsidiaries adopted
the Accounting Standards for Financial Instruments,
which was issued by the Business Accounting
Deliberation Council. In accordance with the standards,
securities are classified into trading securities, held-to-
maturity debt securities, equity investments in associates
and other securities. Those classified as other would be
reported at market value with unrealized gains, net of
related taxes reported in equity. Under the Corporation
Law, unrealized holding gains on securities, net of related
taxes is not available for distribution as dividends and
bonuses to directors and corporate auditors.

Realized gains and losses and declines in value
judged to be other than temporary on other securities are
charged to income.

(4) Inventories

Inventories are valued and stated principally at cost
determined by the average method.

(5) Property, Plant and Equipment

Depreciation for the Company and its domestic consoli-
dated subsidiaries is computed by the declining-balance
method.

Depreciation of buildings excluding facilities incidental
to buildings which were acquired on or after April 1, 1998
for the Company and its domestic consolidated sub-
sidiaries is computed by the straight-line method.

Depreciation for overseas consolidated subsidiaries is
principally computed by the straight-line method.

The principal estimated useful lives used for comput-
ing depreciation are as follows:

Buildings and structures 3 — 50 years

Machinery and equipment 4 — 8 years

(6) Capitalized Computer Software Costs

Amortization of computer software, which is included in
“intangible assets” in the accompanying balance sheets
and comprise costs of software used in the Companies’
business, is principally computed by the straight-line
method over five years, for the estimated useful life of
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computer software.

(7) Impairment for Fixed Assets

The Companies have adopted “Accounting for
Impairment of Fixed Assets” issued by the Business
Accounting Council on August 9, 2002 and Accounting
Standard Board of Japan (ASBJ) Guidance No.6
“Guidance for Accounting Standard for Impairment of
Fixed Assets” issued by the ASBJ on October 31, 2003
from the year ended March 31, 2006.

(8) Foreign Currency Translation

Foreign currency assets and liabilities are translated into
Japanese yen at the relevant exchange rates prevailing
at the respective balance sheet dates. The resulting
transaction gains or losses are included in “Other income
(expenses)” for the year.

(9) Leases

Where the financing leases do not transfer ownership of
the leased property to the lessee during the terms of the
leases, the leased property is not capitalized and the
related lease expenses are charged to income in the
periods incurred, as per the statements issued by the
Business Accounting Deliberation Council.

(10) Income Taxes

The Companies computed and recorded income taxes
currently payable based upon taxable income deter-
mined in accordance with applicable tax laws.

The Company and its domestic subsidiaries adopted
the Financial Accounting Standard on Accounting for
Effects of Income Taxes which was issued by the
Business Accounting Deliberation Council. This standard
requires that income taxes are accounted for under the
assets and liabilities method.

(11) Allowance for Employees’ Bonuses

The allowance for employees’ bonuses is computed
based on the estimated amount of bonus payments.

(12) Allowance for Directors’ Bonuses
The allowance for directors’ bonuses is computed based
on the estimated amount of bonus payments.

(13) Accrued Severance Indemnities

Effective April 1, 2000, the Company and its domestic
consolidated subsidiaries adopted the Accounting
Standards for Retirement Benefit, which was issued by
the Business Accounting Deliberation Council. In accor-
dance with the standards, accrued severance indemni-
ties are provided based on the amount of projected
benefit obligation reduced by pension plan assets at fair
value at the end of the fiscal year.

The Company and its domestic consolidated sub-
sidiaries have adopted a qualified pension plan system
as their defined pension benefit plan.



(14) Directors’ and Corporate Auditors’ Retirement
Allowances

The Company, with respect to directors and corporate
auditors, provides for lump-sum severance benefits. Any
amounts payable to officers upon retirement are subject to
approval at the general shareholders’ meeting.

(15) Research and Development Expenses

Research and development expenses are charged to
income as incurred.

(16) Appropriation of Retained Earnings

Effective from the reporting term, distribution of unappro-
priated retained earnings is subject to a resolution of the
Company’s Board of Directors pursuant to the regulations
of the Corporation Law of Japan and the Company’s
Articles of Incorporation, which waives the requirement for
approval by general meeting of shareholders. The appro-
priation of retained earnings reflected in the accompany-
ing consolidated financial statements for each fiscal year
represents the appropriations which were approved at the
general shareholders’ meeting and disposed of during
that year but which related to the immediately preceding
fiscal year.

Until the preceding year, payment of bonuses to direc-
tors and corporate auditors had been made out of retained
earnings and constituted a part of appropriations referred
to above. Since FY20086, it is charged to income for the
year.

(17) Net Income and Dividend per Share

Basic net income per share is calculated based on the
Accounting Standard for Earnings per Share.

Cash dividends per share represent interim dividends
paid and annual dividends declared as applicable to the
respective fiscal years.

(18) Cash and Cash Equivalents

Cash and cash equivalents in the consolidated statements
of cash flows refer to cash on hand and bank deposits that
can be withdrawn or converted to cash on demand with
insignificant risk of changes in value and original maturities
of three months or less at the date of acquisition.

(19) Reclassification

Certain amounts of the prior fiscal period have been
reclassified to conform to the current fiscal year’s presen-
tation.

3. Changes to the Summary of Significant
Accounting Policies

Accounting standard for presentation of net assets in bal-
ance sheet

The Companies have adopted “Accounting Standard for
Presentation of Net Assets in the Balance Sheet”
(“Business Accounting Standard No. 5, December 9,
2005”) and “Guidance for Accounting Standard for
Presentation of Net Assets in the Balance Sheet”
(“Guidance for Business Accounting Standard No. 8,
December 9, 2005"). If “Shareholders’ Equity” were cal-
culated using the conventional method, “Shareholders’
Equity” of the consolidated balance sheet for the year
ended March 31, 2007 would be ¥88,467 million
(U.S.$749,145 thousand).

Accounting standard for directors’ bonuses

The Companies have adopted “Accounting Standard for
Directors’ bonuses” (“Business Accounting Standard
No. 4, November 29, 2005”). As a result of this change,
operating income and income before income taxes and
minority interests decreased by ¥72 million (U.S.$607
thousand).

4. United States Dollar Amounts

The Company prepares its consolidated financial state-
ments in Japanese yen. The U.S. dollar amounts included
in the accompanying consolidated financial statements
and notes thereto represent the arithmetical results of
translating yen into dollars at the rate of ¥118.09 to
U.S.$1, being the effective rate of exchange at March 31,
2007. The inclusion of such dollar amounts is solely for
convenience and is not intended to imply that yen
amounts have been or could be readily converted, real-
ized or settled in dollars at the rate of ¥118.09 to U.S.$1
or at any rate.

5. Cash and Cash Equivalents

Reconciliation of cash and cash equivalents on the con-
solidated statements of cash flows to the amounts dis-
closed on the balance sheets at March 31, 2007
(FY2006) and 2006 (FY2005) were as follows:

Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Cash and deposits................... ¥15,287 ¥19,405 $129,453
Time deposits with deposit
term of over 3 months............. — (5,000) —
Cash and cash equivalents ..... ¥15,287 ¥14,405 $129,453
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6. Investments in Securities

As of March 31, 2007 (FY2006) there were no trading
securities and as of March 31, 2006 (FY2005) there were
no trading securities nor held-to-maturity debt securities.
Held-to-maturity securities for which market prices at
March 31, 2007 (FY2006) were available were summa-
rized as follows:
Millions of Yen

FY2006
Book value Market Gross
per balance value unrealized
sheet gains

Bonds whose market
value exceeds their
balance sheet amount
Government bond,
municipal bond, etc. ............ ¥100 ¥100 ¥0
Bonds whose market
value does not exceed
their balance sheet amount
Government bond,
municipal bond, etc. ............ — — —

Total ..o ¥100 ¥100 ¥0

Thousands of U.S. Dollars (Note 4)

FY2006
Book value Market Gross
per balance value unrealized
sheet gains

Bonds whose market
value exceeds their
balance sheet amount
Government bond,
municipal bond, etc. ............ $847 $848 $1
Bonds whose market
value does not exceed
their balance sheet amount
Government bond,
municipal bond, etc. ........... — — —

Total oo $847 $848 $1

Marketable securities classified as other securities were
summarized as follows:
Millions of Yen

FY2006
carrying Book value Gross
amounts per balance unrealized
sheet gains

Securities whose balance
sheet amount exceeds
their acquisition cost

Equity securities..........c..cc..o... ¥9,360 ¥20,452 ¥11,092
Securities whose balance

sheet amount does not

exceed their acquisition cost

Equity securities..................... 40 35 (5)
Total oo ¥9,400 ¥20,487 ¥11,087

Thousands of U.S. Dollars (Note 4)

FY2006
carrying Book value Gross
amounts per balance unrealized
sheet gains

Securities whose balance
sheet amount exceeds
their acquisition cost

Equity securities.................... $79,257 $173,185 $93,928
Securities whose balance

sheet amount does not

exceed their acquisition cost

Equity securities..................... 340 297 (43)
Total oo $79,598 $173,482 $93,884
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Millions of Yen

FY2005
carrying Book value Gross
amounts per balance unrealized
sheet gains

Securities whose balance
sheet amount exceeds
their acquisition cost

Equity securities..................... ¥8,048 ¥20,062 ¥12,014
Securities whose balance

sheet amount does not

exceed their acquisition cost

Equity securities...............c..... — — —
Total oo ¥8,048 ¥20,062 ¥12,014

Held-to-maturity securities and other securities without
market value were as follows:
Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Held-to-maturity securities........ — — —
Other securities
Unlisted securities ............... ¥6,689 ¥5,292 $56,645

7. Inventories

Inventories as of March 31, 2007 (FY2006) and 2006
(FY2005) consisted of the following:
Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Finished goods ...........cccooeen. ¥ 9,940 ¥ 8,397 $ 84,177
Semi-finished goods ................ 3,625 3,717 30,695
Raw materials ...............ccccce. 2,851 2,696 24,144
CaSES .ooiiiiiieiii 92 87 780
Work in process .........c.ccoeeennenn 393 428 3,327
SUPPIES .o 207 236 1,752
¥17,108 ¥15,561 $144,875

8. Derivative Financial Instruments

There are no items to report.

9. Lease Commitments

The Company and its domestic consolidated subsidiaries
lease certain machinery and equipment and other assets.
Total lease payments under financing lease arrangements
that do not transfer ownership of the leased property to
the Company and its domestic subsidiaries were ¥6 million
(U.S.$49 thousand) and ¥10 million for the years ended
March 31, 2007 (FY2006) and 2006 (FY2005), respec-
tively.

Additional information such as notional acquisition
costs and accumulated depreciation as of March 31,
2007 (FY2006) and 2006 (FY2005), requested by the
Business Accounting Deliberation Council to be dis-
closed as not included in the accompanying consoli-
dated balance sheets was as follows:



Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Machinery and equipment
and other assets ................... ¥33 ¥60 $283
Less: Accumulated depreciation... (27) (45) (228)
Net lease property ................... ¥ 6 ¥15 $ 55

The aggregate future lease payments under finance
leases as of March 31, 2007 (FY2006) and 2006 (FY2005)

were as follows:
Thousands of U.S.

11. Contingent Liabilities

Contingent liabilities at March 31, 2007 (FY2006) and

2006 (FY2005) were as follows:
Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Due within one year ................. ¥3 ¥8 $26
Due afteroneyear.................. 3 7 29
¥6 ¥15 $55

(Note) The amount of notional acquisition costs and future lease payments
under finance leases included the imputed interest expense portion.

Notional depreciation expense for the years ended March
31, 2007 (FY2006) and 2006 (FY2005), were ¥6 million
(U.S.$49 thousand) and ¥10 million, respectively.

Notional depreciation expense is calculated by the
straight-line method assuming that there is no scrap
value over the terms of the lease based on notional
acquisition costs.

10. Short-term and Long-term Debt
Short-term loans at March 31, 2007 (FY2006) and 2006
(FY2005) were ¥828 million (U.S.$7,012 thousand) and
¥737 million, and annual average interest rate applicable
to short-term loans for the year ended March 31,
2007 (FY2006) was 4.090%.

Long-term debt at March 31, 2007 (FY2006) and 2006

(FY2005) consisted of the following:
Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Bond ..o ¥10,000 ¥10,000 $ 84,681
Long-term loans with annual
average interest rates of
3.248% for current portion
and 2.864% for non-current
POtION ..o 5,498 1,707 46,555
Other interest-bearing debt ..... — — —
Total long-term debt ................ 15,498 11,707 131,236
Less current portion................. 359 309 3,038
¥15,139 ¥11,398 $128,198

The aggregate amounts of annual maturity of long-term

debt during the next five years are as follows:
Thousands of U.S.

Fiscal year Millions of Yen Dollars (Note 4)
2007 .. ¥ 359 $ 3,038
2008 .. 989 8,376
2009 .. 1,153 9,763
2070 i 1,069 9,051
2011 and thereafter ................ 1,928 16,327

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Guarantee of obligation
(Employees’ housing loan) .... ¥ 5 ¥ 15 $ 45
Guarantee of obligation
concerning lease contracts ... 1,337 1,634 11,318

12. Shareholders’ Equity

Effective October 1, 2001, the Commercial Code was
revised and common stock par values were eliminated
resulting in all shares being recorded with no par value.
Prior to the amendments, legal reserves could be set
aside until such legal reserve equaled 25% of stated cap-
ital. With the amendments, legal reserves can be set
aside until the aggregated amount of capital surplus and
legal reserve equals 25% of stated capital. The amount of
capital surplus and legal reserve which exceeds 25% of
stated capital can be transferred to retained earnings
subject to approval at the general shareholders’ meeting.

Prior to October 1, 2001, the Commercial Code
imposed certain restrictions on the repurchase and use
of treasury stock. Effective October 1, 2001, the
Commercial Code eliminated these restrictions allowing
companies to repurchase, retain and dispose of treasury
stock by a resolution of the shareholders.

13. Selling, General and Administrative
Expenses

Selling, general and administrative for the years ended

March 31, 2007 (FY2006) and 2006 (FY2005) consisted

of the following:
Thousands of U.S.

Millions of Yen Dollars (Note 4)
FY2006 FY2005 FY2006
Freight and storage charge...... ¥ 5,173 ¥ 4,703 $ 43,803
Employees’ salary
and bonuSesS ...........cceeveeeninn. 3,756 3,639 31,803
Research and
development expenses ......... 4,541 4,317 38,452