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Tokuyama Corporation has always been a pioneer.

Katsujiro Iwai started the company in 1918 because of his firm
belief that Japan should have a domestic soda ash
production capability. Guided by this spirit of innovation,
the company steadily expanded the scope of its operations to
encompass the production of cement, chlor-alkali, plastics and
organic solvents. Tokuyama has also branched out into
sophisticated, high-potential fields such as electronics,
biomedical materials, advanced ceramics and specialty chemicals,
all of which call for the development of business from

a global perspective.

In April 1999, Tokuyama launched a new three-year
management program with the aim of achieving growth in the 21st
century as a company that can make dreams come true through
chemistry. A key focus of the plan is expanding the highly profitable

specialty products sector.

The environment is another focus. Long before environmental
conservation became fashionable, Tokuyama was actively implementing
an environmentally conscious management policy. Today, Tokuyama
continues to take the lead in many areas. Recently, for example,
Tokuyama has been using waste plastic as fuel in cement production.
And the company is also operating a trial plant for the recycling of PVC

using proprietary technology.

In all its endeavors, Tokuyama is intent on making an even bigger

contribution to the well-being of society.



Non-Consolidated

Tokuyama Corporation
Years ended March 31, 1999 and 1998

Thousands of
Millions of yen U.S. dollars

1998
Net sales ¥193,630
Operating income 13,436
Net income 3,299
Total assets 272,447

U.S. dollars

Per share:
Net income ¥12.94
Cash dividends 7.50

Note: U.S. dollar amounts are translated from Japanese yen, for convenience only, at the rate of ¥121=US$1.
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To Our
Shareholders

Fiscal 1998, the year ended March 31, 1999, posed many
challenges for Tokuyama Corporation. A slowdown in the
world economy and prolonged economic downturn in Ja-
pan characterized the difficulties faced.

As aresult, net sales declined by 8.6 percent to
¥177.1 billion (US$1,463 million). Operating income and

net income also fell, down 3.5 percent and 63.2 percent,

respectively, to ¥13.0 billion (US$107 million) and ¥1.2 Kaoru Tsuji, Chairman (right) and
billion (US$10 million). The sharp drop in net income was Yuichi Miura, President
partly attributable to an extraordinary loss of ¥3.9 billion

(US$32 million) related to the liquidation of affiliated companies.

REFLECTING ON THE ACHIEVEMENTS OF “SELF-RENOVATION FOR FURTHER GROWTH"
Fiscal 1998 was the final year of our previous three-year management program called “Self-Renova-
tion for Further Growth,"” which started in April 1996. Under that program, we reviewed our business
portfolio with reference to the profitability and efficiency of each business group and focused our ef-
forts on businesses that would lay the foundation for growth in the 21st century. After that review, we
set sales and ordinary profit goals of ¥200 billion and ¥12 billion, respectively. Another goal was to
generate 45 percent of our net sales from specialty products. When setting these targets, we adopted a
conservative approach that took into consideration the unfavorable conditions in the chemical industry
at that time. Unfortunately, the scale of deterioration in our business environment went far beyond our
expectations due to economic crises in Asia as well as domestic financial instability halfway through
the program. Our sales and earnings fell back to fiscal 1995 levels as a result. During the three-year pe-
riod, we raised annual capital expenditures above past levels for three main reasons. First was to ex-
pand new lines of business in specialty chemicals and electronics. Second was to reinforce our
corporate infrastructure, including a self-sufficient power generating capability, as well as our core
businesses such as chlor-alkali. Third was to develop businesses in Singapore, Taiwan, China and the

Philippines as strongholds from a long-term perspective.



NEW THREE-YEAR MANAGEMENT PLAN

With much still to achieve, we set in motion in April a new three-year management program. Called
“Structural Reform for New Growth in the 21st Century,” this program, which places emphasis on con-
solidated results, encompasses all Tokuyama Group companies. The core themes of the new program
are “Reform of Business Structure,” “Improvement of Financial Position” and “Business Process

Reengineering” for further rationalization of operations and the more effective deployment of assets.

GROUP MANAGEMENT AND ENVIRONMENT-FRIENDLY MANAGEMENT
Our new program requires that we optimize the allocation of management resources to and among
business groups for the best business performance. It also requires that we take responsibility for and
consider the environmental impact of our business operations to achieve sustainable growth and es-
tablish ourselves as a valued member of the regional communities in which we operate.

To accomplish these objectives, we will define the roles and missions assigned to business
groups, establish more practicable systems for human resources development and retool the group in-
formation infrastructure to create an integrated system throughout the group so that group members

can analyze and respond in a timely fashion to social and economic shifts.

In the current fiscal year, Japan's Gross National Product (GNP) is expected to record its third
consecutive year of negative growth. But the outlook is not all bad. We are beginning to see faint signs
of an economic recovery in Japan and elsewhere in Asia. Given these promising indications, I believe
that if we can successfully implement the principles of our new reform program, we can enter a new
phase of growth for the Tokuyama Group in the 21st century.

The 21st century has been predicted to be an era of chemistry. But this will only be the case if
continued efforts are made to innovate. Information and communications and environmental
technologies are just some of the areas taking on greater importance, as is the development of related
technologies, materials and systems. With this notion in mind, we are reforming our business structure,
placing emphasis on expanding our specialty products business with priority on information, environ-
ments, housing and health care. By refocusing our efforts, we aim to become a highly profitable corpo-

ration with a significant presence in the Asia-Pacific region supported by a network of regional bases.

July 1999

Yuichi Miura

President Annual Report 1999 03



Review Operations Review Review Operations Review Review

CHEMICALS

During the year under review, Tokuyama increased capacity at
its electrolytic chlor-alkali plant.

Results in this sector were affected by the sluggish Japanese economy,
which caused a slowdown in production. Chemicals sales decreased 5.6
percent to ¥57.4 billion (US$474 million), representing 32.4 percent of
total net sales.

In the inorganic chemicals business group, which includes caustic
soda, soda ash and chlorine-derivatives, both sales volumes and prices
dropped slightly, reflecting the weakness in the Japanese economy.
Tokuyama, however, was able to restrict the impact on its results by working
to preserve market share and maintain prices. The organic chemicals
business group was not as resilient. Sharp drops in sales volume and prices
due to sluggish automobile and semiconductors markets, major users of

plastics, paints, solvents and cleaning agents, hurt results.
In the previous fiscal year, Tokuyama consummated a
business alliance with Asahi Glass Co., Ltd. to streamline
production and logistics activities for chlor-alkali operations.
As a second step in this improvement process, and in accor-
dance with the new structural reform program, the follow-

Chemicals . .
Share of ing actions have been taken:

Net Sales
(%)

1. On March 31, 1999, wholly owned subsidiary, MTT Ltd.,
which produced and sold epichlorohydrin, was liquidated.

2. On April 1, 1999, Sun Arrow Chemical Co., Ltd., a wholly
owned subsidiary engaging in production and sales of
vinyl chloride monomer (VCM), was absorbed by

Tokuyama.



Operations Review Review Operations Review Operations Review  Operations

CEMENT &
BUILDING MATERIALS

Tokuyama's low-viscosity, low-heat cement was used in the

Kurushima Strait Bridge.
(Photograph courtesy of the Honshu-Shikoku Bridge Authority)

Sluggish private-sector capital expenditures in industry and for housing
dragged down sales in this sector; net sales dropped 14.0 percent to ¥44.8
billion (US$370 million), accounting for 25.3 percent of total net sales.

The unfavorable economic conditions in Japan caused a significant
gap between supply and demand in the domestic cement market, pressur-
ing sales prices. Similar difficulties were encountered in East Asia due to
the commencement of operations at new cement plants, construction of
which began before the outbreak of economic crises in that region. This
presented a barrier for Japanese cement producers who had traditionally

exported there.
In building materials, represented mainly by the heat-

insulation plastic window sashes, sagging private-sector
spending for housing impacted sales.

During the year under review, Tokuyama brought to
market “"IBUKI," a wallboard for use in house interiors.
Made of chemical-free natural materials, IBUKI has won
solid market acceptance. Marketing prior to the launch of 1t & Building
this product that started in October 1998 helped to spur aterials
demand. ‘
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PLASTICS

Biaxially oriented polypropylene (OPP) film

The plastics sector consists of two business lines: polypropylene resin and
plastic film. Plastics sales declined 7.8 percent to ¥29.0 billion (US$240
million), representing 16.4 percent of total net sales.

Dull demand for common grade plastic resins held down both sales
volume and prices in Japan and ASEAN markets alike during the year
under review. In this climate, efforts were made to increase exports to
China, where demand for plastic resins is on the rise.

In plastic film, represented by biaxially oriented
polypropylene (OPP) film, sales volume increased thanks to
an aggressive sales campaign in spite of waning plastic
resin demand in line with lower household spending. On
the other hand, sales prices were eroded throughout the
year by fierce marketplace competition.

In October 1998, Tianjin Sunshine Plastics Co., Ltd., a
subsidiary in Tianjin, China, commenced commercial
production of OPP film. China is the world's largest emerging
Plastics market for OPP film and was selected as the site for this

et Sales sector’s first overseas production facility for that reason.

23.3 249 287 314
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SPECIALTY PRODUCTS

3 -
CLINILAN NT, a new laboratory information system that \
facilitates total laboratory management i -,

The specialty products sector reported sales of ¥45.8 billion (US$379
million), down 6.9 percent from the previous fiscal year, and accounted for
25.9 percent of total net sales.

This sector handles a broad range of products from polycrystalline
silicon, aluminum nitride and its sintered plates (SHAPAL™) to dental
materials, medical diagnostic systems and plastic lens materials. All products
have been commercialized in the last 15 years and are based on or origi-
nated from in-house research and development activities.

The decline in sales in the year under review is
mainly attributable to a sluggish market for semiconductor
materials, particularly polycrystalline silicon. Although the
semiconductor materials sector stands on the threshold of a
recovery, more time will be required for customers to
reduce their inventories.

Aluminum nitride and its sintered plate posted strong

sales. Excellent physical properties make this product a
perfect substitute for conventional materials in such fields as
semiconductor manufacturing equipment and fiber-optic
communications.

The medical and health care business suffered the
effects of cutbacks in the national medical insurance system,
which are designed to restore financial stability. However,
sales of laboratory information systems for clinical laborato-
ries were largely the same as a year earlier.

In other businesses, microporous polypropylene sheet
and pharmaceutical and agricultural chemical intermediates 3.
exceeded expectations as a result of an action plan for sales
implemented under the adverse circumstances previously

mentioned.



Responsible
Care

Environmental Management Promotion Committee Established
Tokuyama places top priority on environmental issues. Reflecting
this, Tokuyama established the Environmental Management
Promotion Committee in April 1998. Positioned directly under the
RC Steering Committee—the company's highest decision-making
body for Responsible Care activities—the newly formed committee
deals with environmental issues as an integral element of corporate

strategies. Through leadership from top management, this committee
provides resolute solutions to those issues.

Tokuyama's new power generation plant at
the Higashi Factory of its main production

Introduction of Global Standards complex in the city of Tokuyama.

As borders become less significant in business, the company'’s

operations as well as its products will be judged and valued by global standards. Tokuyama believes it
is imperative for the company to meet global standards concerning the environment and product quality.

Investment in Environmental Protection

New global problems such as depletion of the ozone layer and global warming have come under public
scrutiny. Tokuyama has invested in environmental protection for many years. In fiscal 1998, Tokuyama
invested approximately ¥4.4 billion (US$36 million) in sophisticated pollution control facilities, bring-
ing Tokuyama's aggregate expenditures for environmental facilities from fiscal 1990 to ¥15.1 billion
(US$125 million) as of the end of fiscal 1998.

Acquisition of ISO 14001 Certification for Environmental
Management System

To continually reduce the environmental impact of the company's
business operations, Tokuyama established an environmental man-
agement system and implemented it at the Tokuyama and Kashima
factories. As a result of the company's intensive efforts, these factories
obtained ISO 14001 certification in December 1998 and January 1999,
respectively. Tokuyama will continue to review and improve this system.

Acquisition of ISO 9000 Certification for Quality and Safety
Assurance

Product quality is another focus. Tokuyama's efforts in this regard have
already resulted in ISO 9000 series certification for cement products,
isopropyl alcohol, high-purity solvents for the electronics industry,

dental materials, aluminum nitride and precipitated silica. Progress is I | | |
90 91 92 93 94 95 96 97 98

being made to obtain the same certification for other products, too.



Research and
Development

In fiscal 1998, Tokuyama concentrated its 400 researchers and annual
budget of ¥7.8 billion (US$64 million) on three main R&D themes: “Cre-
ation of New Products,” “Enhanced Utilization of Existing Technolo-
gies" and “Strengthening Infrastructures to Cope With New-Generation
Technologies.” These R&D activities were consistent with Tokuyama's
corporate strategy, which targets reinforcement of existing core busi-
nesses as well as expansion of the scale and improved profitability of
new specialty products businesses.

In accordance with the new three-year management program
inaugurated in April 1999, the R&D group is to be reorganized to support
and promote development of new specialty products.

In May 1999, construction of the second research wing at the Tsukuba Inside a Tokuyama laboratory
Research Laboratory was completed. The new wing accommodates groups

researching advanced, next-generation material assessment technology, a

field that encompasses ultra-micro analysis and structural analysis of electronic

materials and where the level of purity demanded is increasing dramatically.

On the occasion of the completion of the new wing, the company undertook to reform the R&D
organization to ensure optimal allocation of research assignments and management resources between
the Tokuyama Research Laboratory and the Tsukuba Research Laboratory. The ultimate aim: to accelerate
R&D activities with higher productivity and efficiency.

The major R&D activities carried out during the year under review were as follows.

In the electronics-related field, strenuous efforts were made to develop improved production
processes for polycrystalline silicon. The aim was to upgrade the characteristics of encapsulation
compound filler to meet the strict quality demands of the semiconductor industry. With regard to
aluminum nitride, the company placed emphasis on improving physical strength and thermal conductivity
to increase the appeal of this product.

In specialty chemicals, research focused on improving the characteristics and functions of photo-
chromic lens materials with a medium refractive index to meet market requirements. In addition, R&D
carried out here made significant contributions to business in
fields such as medical science, resins, processing and

construction materials.

Construction of the second research wing at the
Tsukuba Research Laboratory was completed in
May 1999.




Topics

Tokuyama Absorbs Sun Arrow Chemical

As previously mentioned on page 4, wholly owned subsidiary Sun
Arrow Chemical was absorbed by Tokuyama on April 1, 1999 with
the aim of further rationalizing vinyl chloride operations.
Formerly, Tokuyama's polyvinyl chloride (PVC) business was
conducted by three companies: Tokuyama, which produced chlor-
alkali and ethylene dichloride (EDC), Sun Arrow Chemical, which
produced vinyl chloride monomer (VCM) and affiliate Shin Dai-
ichi Vinyl Corporation, which produced PVC. As a result of this
consolidation, Tokuyama has integrated operations from chlor-

alkali to VCM in one organization.

New Soft Relining Material for Dentures

In September 1998, Tokuyama launched a new type of soft relining
material for acrylic dentures. Called “SOFRELINER," the material
is an improvement on “"TOKUYAMA SOFT RELINING," its
forerunner, which debuted three years ago. “SOFRELINER" achieves
a level of softness close to that of submucosal tissue. Dentists and
patients have been quick to laud the product's excellent durability
and lasting comfort when chewing. Keying off this success,
Tokuyama has launched “SOFRELINER" in U.S. and European

markets, where the company is hoping for a similar response.

High-Grade Interior Wallboard “IBUKI" on the Market
Tokuyama launched a new interior wallboard under the brand
name of “IBUKI," which means ‘breath’' in English. This wallboard,
made by plastering mortar on gypsum board, can be installed as is
at home building sites. That means no need for specialist plastering
skills and no need to wait for plaster to dry. As such, it is ideal for
modern construction work. Furthermore, the wallboard is also
distinguished by the nature of the mortar used—the wallboard
absorbs or releases moisture in accordance with the ambient
humidity. What's more, “IBUKI" is made of 100% natural substances.
This is a desirable quality for homeowners and residents in light
of the assertion that some home building materials are to blame
for the release of hazardous chemical substances.

This vinyl chloride monomer plant has an
annual production capacity of 300,000 tons.

“SOFRELINER,” a new type of soft relining
material for acrylic dentures, achieves
softness close to that of submucosal tissue.

=2
Tokuyama’s new “IBUKI” interior wallboard
is a distinctive product that is well suited
for today'’s industrialized homebuilding
systems.



