


3. Business results
1. Overview

During the period under review, the U.S. economy started to show signs of a recovery, but this was stifled
by the aftereffects of the terrorist attacks in September, and by the stagnant state of the IT market, which prompted
manufacturers to adjust inventories. This all had a ripple effect on the economies of Europe and Asia, subduing the
global economy. In Japan there were no signs of a recovery, as acute deflationary pressures continued to erode
corporate earnings, investment in plant and equipment declined, jobs became harder to find and consumer spending
again languished.

Against this backdrop, Maxell continued to focus on developing new areas of demand and providing

industry with trailblazing products. Through these efforts, Maxell was able to post consolidated net sales of

¥ 220,067 million, an increase of 5.0% compared to the preceding year. Although profits were affected by falling
prices, on a year-on-year basis, consolidated operating income rose 46.0%, to ¥ 14,557 million, and consolidated

ordinary income rose 57.9%, to ¥ 13,089 million. These increases can be attributed to a number of factors that

include higher sales of high-added-value products, efforts to improve the profitability of unprofitable product lines,

cost-cutting measures and exchange gains arising from the cpreciation of the yen. However, consolidated net

income amounted to ¥ 1,513 million, 54.8% less than the preceding year. The main factors in this were

extraordinary losses that Maxell took for restructuring efforts to streamline operations and maximize management
efficiency in order to provide a stronger foundation for future profits, which included costs incurred in selling off
assets with particularly low levels of productivity and efficiency, closure of overseas manufacturing facilities, and

impairment losses on holdings of stock in affiliated companies. As a result, return on equity(ROE) was 0.8%, and

consolidated net income per share amounted to ¥ 15.21.

The performance of each segment is described below.

Information Storage Media

In magnetic storage media, computer tapes for backup did well, with new products in the 100-gigabyte
class, such as Super DLTtape ™I and LTO Ultrium1 driving market growth, reflecting the increasing capacities of
hard disks that need to be backed up. Demand for broadcasting video tapes was good, led by demand for tapes for
digital VTR applications. The shrinking of the market continued to whittle away at sales of floppy disks. In optical
media, there was steady demand for MO disks, but sales were impacted by falling prices. In the DVD sector, strong
growth was posted by rewritable DVD-RAM disks and write-once DVD-R disks for DVD recorders and personal
computer applications. Demand remained high for write-once CD-R disks, which has become the standard storage

format on personal computers. There was also strong demand for CD-R disks for recording music. Although sales
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of contactless radio frequency identification(RFID) system cards grew, led by demand from arcade game
manufacturers, demand for electronic cards and other electronic products languished, resulting in a year-on-year

decline in sales of electronic devices.
Information Storage Media segment sales amounted to ¥ 114,034 million, an increase of 12.6% compared

to the preceding year. Higher sales of high-added-value products and efforts to improve profitability helped boost

operating income to ¥ 16,506 million, ¥ 5,055 million more than the preceding year.

Audio-Video Tape
Although demand for MiniDiscs was marginally higher, falling prices sent sales lower. In a contracting
market, sales of audio tapes declined as users continued to shift to disk media for storing digital music. Video tapes

did well, led by strong overseas sales of VHS tapes and small-format cassettes for video cameras.

Sales by the Audio-Video Tape segment during the period under review amounted to ¥ 47,410 million,

0.7% more than the preceding year. Thanks to the vigorous implementation of a Value Engineering for

Customers program, the segment was able to move back into the black by posting an operating income of ¥ 843

million, an increase of ¥ 2,128 million compared to the preceding year.

Battery and Electric Appliance

The IT market slump had the heaviest impact on this segment. In primary batteries, overseas sales of
alkaline dry batteries and manganese dry batteries were brisk, but sales went down in Japan, hurt by the market
slump. Lower demand depressed sales of button batteries for watches, and weak demand for IT equipment pushed
down sales of lithium batteries used for memory backup applications. Although overseas sales of lithium ion
rechargeable batteries rose on a unit basis, sales fell year on year, due to falling prices. Sales of electric appliances

increased.

Segment sales amounted to ¥ 58,623 million, 4.2% less than the preceding year. As a result of lower

prices of battery-related products, operating loss increased ¥ 2,596 million, to ¥ 2,792 million.









