Toward Exciting Innovation
and Qutstanding Earnings
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In June 2006, Kuraray Co., Ltd. celebrated its 80th year in business, and the Company took the opportunity

to renew its corporate trademark by introducing a new logo to represent the Kuraray Group. The new

logo is designed to contribute to a generation of renewed brand value through a coherent visual image

for the Group’s operations around the world.

Light blue, lower-case lettering represents the Group’s growth potential and mobility. The last three letters

of the logo, “ray,” are italicized for emphasis and correspond to Kuraray’s founding business of chemical

fiber rayon as well as new business growth in the field of optical materials (which makes use of rays of light),

depicting the Group's history and its future business expansion.
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Forward-Looking Statements

This annual report contains various forward-looking statements, which are based on the
current expectations and assumptions of future events. All figures and statements with
respect to the future performance, projections, and business plans of Kuraray and its Group
companies constitute forward-looking statements. Although Kuraray believes its expecta-
tions and assumptions are reasonable, actual results and trends of Kuraray's performance
could differ materially from those expressed or implied by such figures or statements due
to risks and uncertainties in future business circumstances. The factors that may cause
such differences include, without limitation: (1) general market and economic conditions
in Asia, including Japan, the United States, Europe, and other regions; (2) fluctuations of
currency exchange rates, especially between the Japanese yen and the U.S. dollar and
other foreign currencies; (3) changes in raw material and fuel costs; (4) industrial competi-
tion and price fluctuations in Japan and international markets; (5) advances or delays in
the construction of new plants and production lines; (6) successful development of new
products and technologies; (7) changes in laws and regulations (including tax and environ-

mental) and legal proceedings; and (8) unforeseeable risks, including natural disasters.

In this annual report, italicized product names are registered trademarks of Kuraray Co., Ltd.
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In 1926, Kuraray was established to commercialize the production of rayon filament yarn,
an undertaking that required the very latest technology. We were pioneers of the chemical synthetic
fiber industry in Japan with our successful commercial production of the poval-based polyvinyl

alcohol (PVA) fiber KURALON in 1950.

In the intervening years, we have brought our technological expertise to bear on the development
of numerous unique products, which have heightened our standing in markets worldwide.

In particular, we claim the largest world-market shares for such products as the man-made leather
CLARINO; poval resin, which has outstanding adhesive properties and water solubility; optical-
use poval film, which is indispensable for liquid crystal displays (LCDs); and EVAL resin, which

is gas impermeable and used for food packaging and fuel tanks.
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Consolidated Financial Highlights

CONSOLIDATED FINANCIAL HIGHLIGHTS

Kuraray Co., Ltd. and Its Consolidated Subsidiaries

Thousands of

Millions of yen U.S. dollars
(Note 1)

Years ended March 31 2006 2005 2004 2003 2002 2006
Net sales ¥375,073 ¥354,874 ¥332,149 ¥322,524 ¥305,862 $3,205,752
Operating income 38,277 33,187 28,046 25,186 18,958 327,154
Net income 21,186 18,465 15,181 8,051 2,866 181,077
Capital expenditure 33,872 45,715 32,164 19,091 50,716 289,504
Depreciation and amortization 25,186 21,324 20,785 19,108 16,056 215,265
Gross cash flow 46,372 39,789 35,966 27,159 18,922 396,342
Total research and development expenses 14,069 13,874 13,684 12,523 12,131 120,248
Total assets 481,357 454,941 413,227 426,877 487,432 4,114,162
Total shareholders' equity 339,127 312,930 300,306 287,263 290,643 2,898,521
Amounts per share: Yen U.S. dollars
Net income:

Primary ¥ 57.51 ¥ 50.13 ¥ 4081 ¥ 21.01 ¥ 749 $0.49

Fully diluted 57.41 50.12 — 20.71 7.45 0.49
Cash dividends applicable to period 15.00 12.00 10.00 9.00 9.00 0.13
Total shareholders' equity 922.65 852.26 817.57 771.38 759.25 7.89
Financial ratios:
Equity ratio (%) 70.5% 68.8% 72.7% 67.3% 59.6%
Return on equity (ROE) (%) 6.5 6.0 52 2.8 1.0
Return on assets (ROA) (%) 8.2 7.6 6.7 5.5 3.8
Payout ratio (%) 26.0 239 244 42.2 120.2
Number of employees 6,842 6,919 6,760 6,983 7,115

Notes: 1. The U.S. dollar amounts represent the translation from Japanese yen at the rate of ¥117=51.
2.Since the year ended March 31, 2003, the “Amounts per share” figures have been calculated in accordance with the Japanese Financial Accounting Standard “Accounting for Earnings per Share.”
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To Our Shareholders

From the President

Yasuaki Wakui
Representative Director and President

In this operating environment, the Kuraray Group expanded core
businesses and fast-growing optical materials businesses. As a
result, we grew revenues and earnings for the fourth consecutive
fiscal year — posting new records for net sales and in all income
categories — with net sales of ¥375.1 billion, operating income

of ¥38.3 billion, and net income of ¥21.2 billion.

Under the G-21 Medium-Term Business Plan initiated from
the fiscal year ended March 2002, we advanced a growth strategy
focused on three core businesses and four strategic areas. At the
same time, we accelerated the development of new businesses while
strengthening competitiveness through stepped-up efforts to im-
prove profit structures and reorganize low-profit businesses. These
efforts enabled us to reach our ROA commitment target of 8.0%

or higher. However, our results were slightly less than our targets

of ¥400.0 billion for net sales and ¥40.0 billion for operating income.

This was mainly attributable to a lack of speed, which remains an
issue, in such areas as the realization of investment benefits, response
to market conditions, new product development, the reflection of
raw material and fuel prices in sales prices, and the enhancement of
operational efficiency at head offices. Furthermore, regarding the
accident at one of our plants in the fiscal year as a serious warning,
we will give high priority to bolstering safety management.

The new Medium-Term Business Plan, GS-21, calls for meas-
ures in four key areas: accelerating the development of new busi-
nesses and new growth fields and the realization of investment
benefits; enhancing the efficiency of global management and
speeding up management processes; reforming the personnel
compensation system, including the recruitment and training of
required personnel; and furthering the environmental sustainabili-

ty of the Group and society. In addition, for the fiscal year ending

In the fiscal year under review, ended March 31, 2006, Japan enjoyed a
generally favorable business climate, thanks to improvements in corporate
performances and an upturn in consumer spending. However, negative
factors included continuing hikes in raw material and fuel prices and rising
interest rates. Furthermore, amid large-scale disasters and geopolitical
instability, uncertainty deepened over the outlook for economies worldwide,

such as those of the United States and China.

March 2009 the new plan sets out as commitment targets net sales
of ¥450.0 billion, operating income of ¥50.0 billion, ROA of 9.0%,
and ROE of 7.0%. Also, the Kuraray Group prepared a 10-Year
Corporate Vision clarifying its long-term goals.

The current fiscal year, ending March 2007, marks the 80th
anniversary of the Company’s founding. Moreover, to coincide
with our transition to a new phase as we head toward the realiza-
tion of a new 10-Year Corporate Vision from the current fiscal
year, we have created a new Kuraray Group logo that suggests
global growth. Adhering to a long-standing corporate culture of
“contributing to the world and individual well-being through
actions that others are unable to produce,” the Kuraray Group
aims to be a high-quality corporate group that contributes to the
global environment and the realization of a sustainable society.

In the fiscal year under review, the Company raised year-end
cash dividends ¥2.00 from the previous fiscal year-end, to ¥8.50 per
share, giving a ¥3.00 increase in full-year cash dividends, to ¥15.00
per share. Targeting a payout ratio of between 25.0% and 30.0%,
the Company aims to raise cash dividends through the continuous
enhancement of business results.

In closing, we would like to ask our shareholders for their

continued support and understanding.

August 2006

Grsuai Wehud
Yasuaki Wakui

Representative Director and President




Toward E\x\g iting
and Qutstandin

Kuraray prepared a 10-Year Corporate Vision outlining the Kuraray Group’s

p

long-term goals and a new GS-21 Medium-Term Business Plan, covering the
period from April 2006 through to March 20009.

GS-21: The "G" represents a 4G concept (Growth, Green, Globalization, and Group) set out in our previous G-21
Medium-Term Business Plan. The “S" stands for “Sustainability.” Kuraray chose this title to emphasize its principal
objective of becoming a corporate group driven by sustainable growth and ongoing protection of the

global environment.
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10-Year Corporate Vision

10-Year Corporate Vision

The high-paced changes that characterize the current era make three years the
limit for practical plans. With this in mind, we prepared the 10-Year Corporate
Vision to clarify the type of company we want to become in the long term in the

context of the large changes in business conditions that we expect.

N OUR VIEW OF BUSINESS CONDITIONS

Over the past decade, the world economy enjoyed steady growth of between 3% and 4%,
supported by a stable U.S. economy and robust BRICs economies. Japan’s economy,

however, remained weak in the aftermath of the economic bubble. Over the next decade,
the economic environment is expected to see long-term structural transformation, which

Growth
will likely include the following trends:

B Rising concern over the global environment and resources and increasingly
unsustainable mass-producing, high-energy-consuming economies

SioRalization B Emerging geographic imbalances in the global economy, lower growth rates,
and increasingly intense global competition

B Heightening in the sophistication of market needs and rapid change caused
by diversifying values

B Growing risk associated with Japan’s fundamental structure, including fiscal
Sustainability

deficit, an aging society, and a declining birthrate.

Against this backdrop, chemicals manufacturers will increasingly have to shift their
management focus from quantity to quality.
In its 10-Year Corporate Vision, Kuraray gave an outline of its future profile and

development over the long term that reflected its tradition, history, and corporate culture.

Toward Exciting Innovation and Outstanding Earnings
Recognized throughout the World, To Make the Kuraray Group a Sustainably
Growing Diversified Specialty Chemicals Company

Contributing to the world and individual well-being through actions that others are unable to produce

4

Targeting net sales of ¥1 trillion in 2015




Corporate Vision

B Having established competitive plat-

forms by capitalizing on original core
technologies, core materials businesses
will pursue continued steady growth
through further technological innova-

tion and global business development.

G-21 established the foundations for
such high-value-added operations as
optical materials. We will focus man-
agement resources on the expansion
of these operations as new highly

profitable growth businesses.

Restructuring businesses and mature
businesses will gain competitive supe-

riority and realize steady earnings.

Kuraray Annual Report

Outlook of Business Growth

A
Profitability
New growth

business, such as
optical materials

Steadily growing
core materials
businesses with
innovating unique
technology

4 N

Value-added businesses,
such as optical materials

Stable cash flow/
Mature businesses

J

Core materials business
with competitive platforms
established by Kuraray's
unique technologies

Restructuring/
Mature businesses

2005

10 years ahead

BASIC POLICIES TO REALIZE VISION

Kuraray is renowned for its innovation capabilities, which enable the Company to create
numerous specialty chemical products and develop high-value-added applications that
meet the needs of markets worldwide.

Leveraging a corporate platform steadily built up over many years, in the coming
decade Kuraray will continue to reinforce core technologies that have produced the
world’s finest products and global competitiveness (Core Competence), create a continu-
ous stream of highly profitable businesses by developing diverse technologies (Frontier),
and strengthen global competitiveness by delivering the highest quality (Refinement).
These reforms will better position Kuraray to achieve its ¥1 trillion net sales target. In the
postindustrial capitalist 21st century, in which corporate value is expected to focus more
on people than it did in traditional capitalism, Kuraray will redouble efforts to promote
a dynamic corporate culture (Vitality) and become a high-quality corporate Group that

contributes to the global environment and a sustainable society (Sustainability).

“ Basic Policies to Realize Visions

Dynamic growth in world-leading products
driven by core technologies

Core
Competence

Create new businesses
through diversified
technological innovation
in promising markets

Establish competitive
advantage through
outstanding quality to
meet market needs

Frontier Refinement

Establish a people-
oriented enterprise and
an open-minded
organizational culture

Contribute to the global
environment and
a sustainable society

Vitality Sustainability




New Medium-Term Business Plan GS-21

New Medium-Term Business Plan

G5-21

The new GS-21 Medium-Term Business Plan sets out strategies over three years.
In the GS-21, we place considerable importance on concrete action plans that
will enable us to reach commitment targets. Moreover, the plan sets out more

ambitious targets, which assume the successful pursuit of new businesses, M&A,

and individual strategic projects.

" Breakdown of Sales Targets ™,

Business Segments

Fibers and textiles

Chemicals and resins

¥75 billion

High-performance
materials, medical
products and others

Market Domains

Mature materials;

PERFORMANCE OUTLOOK

Billions of Yen / ~
FY 2008
FY 2008 Net Sales ¥550.0
Commitment Target
e ™ Operating Income 60.0
FY 2005 Net Sales ¥450.0
Actual ROA 10.0%
Operating Income 50.0
Net Sales ¥375.1 ROE 8.0%
ROA 9.0% \ ‘/
Operating Income 38.3
ROE 7.0% Create new businesses, expand
ROA 8.2% operations through M&A (¥100
ROE 6.5% Pillion in r\etfales and ¥10 billion
L Y, in operating income)

¥75 billion

Geographical Segments

o%| 239%

¥75 billion

stable fields NET SALES AND OPERATING INCOME PLAN BY BUSINESS SEGMENT (COMMITMENT)
Billions of Yen

New growth fields FY 2005 FY 2008 Increase / Decrease
Chemicals and Resins Net Sales ¥190.8 ¥235.0 +44.2

Core materials; i

arowth fisds Operating Income 319 42.0 +10.1
Fibers and Textiles Net Sales 109.1 120.0 +10.9

Operating Income 9.5 12.0 +2.5

High-Performance Materials, Net Sales 75.2 95.0 +19.8
Medical Products and Others Operating Income 8.5 920 +05

Japan Eliminated on Consolidation

Others and Corporate Operating Income -11.5 -13.0 -1.5

Asia Total Net Sales 375.1 450.0 +74.9

North America Operating Income 383 50.0 +11.7

Europe

STRATEGIES BY SEGMENT

Chemicals and Resins

B Raise profit growth through priority investments outlined in G-21
Underpinned by Kuraray’s proprietary technology, poval, EVAL, and isoprene boast
international competitiveness. While maintaining competitive advantages based on its
global strategies, Kuraray will accelerate growth through technological innovation and

new product development. At the same time, the Company will actively expand new

growth fields, such as optical materials.




(D Capital Expenditure

Environment and others

Safety and maintenance
renewal

¥130 billion

¥100 billion for new
facilities, expansion, and
upgrade (¥40 billion for
new growth fields)

Major Capital Expenditure
(Acceptance basis)

Start of Operation

EVAL (4th line in USA+24,000 t)
SEPTON (USA+6,000 t)
Inorganic EL manufacturing
and testing machines
PVA film for LCDs (+30 million m?)

Second half of FY 2006
Second half of FY 2006

Second half of FY 2006
First half of FY 2007

TIRRENINA new man-made leather

(+5 million m?)
GENESTAR (+6,000 t)

First half of FY 2008
Second half of FY 2008

(@ Business Development Strategies

Electronics and information
(optical materials)

Electronics and information
(electrical materials)

¥50 billion ‘

Automobile

Environment

Other fields

Basic research and others

® Financial Strategies

Income

¥ Billions

Expenditure

G-21 FY 2001-FY 2005

Net income 65
Depreciation and 103
amortization

Others 50
Decrease in cash 35

GS-21 FY 2006-FY 2008

Net income 78
Depreciation and 96
amortization

GS-21 Next 3-5 years

Funding

Dividends and buy back 31
Capital expenditure 185

Working capital and others 37

Dividends 20
Capital expenditure 130

Working capitaA and others

n
Increase in casl 13

New business 200
projects and M&A

Kuraray Annual Report

In the methacrylic resin business, Kuraray will establish a stable earnings structure by
launching such new products as high-value-added optical materials as well as reinforcing

manufacturing bases in China.

Fibers and Textiles

W Establish firm profitability in core materials while strengthening and improving
product portfolio
Kuraray’s KURALON, KURALON K-II, and CLARINO are world-leading products. Respon-
ding to market needs, Kuraray will step up efforts to upgrade technologies, increase produc-
tion capacity, and invest in innovative processes to consolidate its platform for growth.

The Kuraray Group will reinforce its earnings structure in the mature domestic mar-

kets for KURAFLEX, MAGIC TAPE, and polyester by developing unique products through

sophisticated processing technologies.

High-Performance Materials, Medical Products and Others

B Actively expand new growth fields through speedy technology innovation for
diversified products
In opto-screens, GENESTAR, and liquid crystalline polymer film businesses, Kuraray will
accelerate technological innovation that reflects customer needs to establish competitive
advantages in new growth fields. Furthermore, Kuraray will expand by leveraging its
strengths as a leading manufacturer of dental materials and activated carbon in the domestic
market and developing unique products and global businesses. At the same time, Kuraray
will implement strict measures to ensure management efficiency in engineering and other

related businesses.

FINANCIAL STRATEGIES

Kuraray will continue to invest actively, implementing capital expenditure of ¥130 billion over
three years. Of the ¥100 billion for investment in facilities enhancement, we have earmarked 40%
for such growth fields as optics, automobiles, and energy. Further, we will concentrate invest-
ment on the strengthening of our facilities control systems and the securing of safe operations.
The top left table shows our main capital expenditure. However, we are considering separate
strategic investment of ¥200 billion for new businesses and M&A in the next three to five years.

Over the three-year period, we will invest ¥50 billion in R&D. Previously, we tended to
overly disperse resources by investing in wide-ranging peripheral operations and diverse areas.
Under GS-21, our strategy is to concentrate resources on the development of highly processed
components in such strong-growth fields as optics, automobiles, and energy.

In G-21, including the acquisition of businesses, we undertook capital investments that
were higher than net cash and cash equivalents provided by operating activities. Under GS-21,
we plan to cover capital needs with net cash and cash equivalents provided by operating activi-
ties. However, we must raise funds externally for new business projects under the GS-21 and
strategic investment capital for M&A. Targeting a payout ratio of between 25% and 30%,
we aim to enhance the dividends-on-equity ratio through continued dividend increases based
on higher ROE.




Interview with the President

Interview with the President

Business Refinement to Become a ¥ 1 Trillion Company in 10 Years

= Q Looking back at the G-21 Medium-Term Business Plan, what were the
concrete achievements and what issues remain?
A:we prepared G-21 based on a reassessment of business conditions in light of the

increasingly adverse effects of deflation. Under the previous Medium-Term Business

Plan, we strengthened competitiveness by adhering to our growth strategy while step-
« - ping up the pace of business development, profit structure improvements, and the

...we strengthened competitiveness reorganization of businesses with low profitability.
by adhering to our growth strategy Under G-21, we improved our business, asset, and regional portfolios. In our

business portfolio, we expanded core material businesses and rebuilt mature business-

while stepping up the pace of - ] )
es to enhance profitability. In assets, we reduced inventory assets, financial assets,
business development, and such non-operational assets as land while increasing operational assets through
profit structure improvements, capital investment and M&A. In our regional portfolio, we grew overseas operations
and the reorganization of businesses through the expansion of core material businesses in Europe and North America and
the establishment of a processing base in China. In Japan, revenues decreased.

with low proﬁtability.” . . )
Meanwhile, as part of structural reform efforts aimed at speeding up management
we introduced an in-house company system and an executive officer system. These
changes have fostered a more rounded approach to business management because
the head of each in-house company considers issues from the three perspectives of
marketing, development, and production. Nevertheless, it became evident that a lack
of perspective or sectionalism was negatively affecting some operational areas, evi-
denced, for example, by a reluctance to release personnel. These issues resulted from
splitting operations into sections that were too small. To rectify this, in April 2006 we
reorganized the Group into three companies responsible for specialty resins and films,
fibers and textiles, and chemicals. This new structure will enable us to manage busi-
ness from a medium- to-long-term perspective, accelerate our responses to demand,
and enhance the effective use of management resources. As for future issues, we need
to step up the speed of our responses in relation to such areas as reducing inventory

months, reflecting increases in raw material and fuel costs in product prices, realizing

the benefits of capital investments, and bringing new products to market.




Interview

= Q
A

“with our sights set on becoming
a world-class company with net
sales of ¥1.0 trillion, in 10 years we
want to make the Kuraray Group a
sustainable and growing diversified
specialty chemicals company aimed
toward exciting innovation and
outstanding earnings and recognized

throughout the world.”
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Could you explain the backdrop to your structural reform efforts to date

in more detail?

The 1990s are referred to as Japan’s lost decade. But I do not necessarily see it that way.
Most Japanese business managers had never experienced the business conditions that
followed the collapse of the bubble economy and the onset of deflation. As in the period
after the first oil shock, companies took belt-tightening measures, including cost reductions
and personnel rationalizations. However, faced with stagnant sales due to deflation, busi-
ness managers realized that simply expanding market share through increases in price
competitiveness or offerings of general-purpose products were no longer effective. Japan’s
business leaders saw that to survive in world markets they had to build up corporate
strength, not downsize. Furthermore, today’s companies cannot keep business strategies
close to their chests and move forward in whichever direction they please. They have third
parties assess management strategies objectively and change their strategies if needed.

To realize such checks, the establishment of relevant company structures is the first priori-
ty. Accordingly, we have bolstered our audit system and created a management advisory
council. We consult with outside experts on important management issues two or three
times a year. Although we came through tough times in the 1990s, the experience shook up

our business management and has set us on the right track for the future.

Why did you prepare both a three-year Medium-Term Business Plan and

a 10-Year Corporate Vision?

Under our past two five-year plans, operations diverged from the proposed plans, forcing
us to review plan targets. Considering the fast-paced changes of the current era, discrep-
ancies between operational developments and plans are almost unavoidable. Therefore,
we decided that a three-year period was more practical. At the same time, we wanted to
clarify the Company’s orientation over the longer term, based on the assumption of
changing business conditions. Taking an overview of business conditions in the coming
decade, the main changes we anticipate are the further manifestation of global environ-
mental issues and the rapid curbing of economies’ volume-based expansion. Because
natural resources are finite, the global environment and sustainable economic growth
will likely become major issues. Other large trends will include intensified global competi-
tion among companies and markets” accelerated regional expansion and change. As a
result, the life spans of businesses and products will shorten, and the development of
new products and applications will determine companies’ survival. Only high-quality
businesses and products that are internationally competitive or that have particular
advantages in their markets will win out. In light of these trends, we believe companies
must shift the focus of management strategies from quantity growth to quality enhance-
ment. With our sights set on becoming a world-class company with net sales of ¥1.0
trillion, in 10 years we want to make the Kuraray Group a sustainable and growing
diversified specialty chemicals company aimed toward exciting innovation and outstand-
ing earnings and recognized throughout the world. In an era that values quality over

quantity, the Kuraray Group will draw on a long-standing corporate culture that values




Interview with the President
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<« wewill give priority to
enhancing the quality of business
development rather than increasing
overall business size. In other words,

our goal is to realize volume growth

by garnering high quality.”

“contributing to the world and individual well-being through actions that others
are unable to produce” to make a concerted advance toward the achievement of

its 10-Year Corporate Vision.

In an age calling for quality rather than quantity, what do you think the key
focuses of corporate management should be?

Among the five basic strategies for the realization of our 10-Year Corporate Vision,

I place particular weight on “refinement.” We do not intend to pursue general-use
products as mainstay business areas. Rather than becoming caught up in the price
competition that such business areas entail, we will succeed by adding value in quality,
functionality, benefits, and beauty. Our pursuit of quality will involve the “streamlin-
ing” and “refinement” of a wide range of operations. By “streamlining,” we mean con-
serving management resources by reducing volumes and enhancing efficiency.
Meanwhile, we use “refinement” to refer to intelligence as well as high quality that is
more sophisticated and precise. As a company, we will pursue growth and expansion.
However, we will give priority to enhancing the quality of business development rather
than increasing overall business size. In other words, our goal is to realize volume

growth by garnering high quality.

Why have you included two levels of targets in GS-21?

While taking on ambitious targets is beneficial, I think failing to attain targets renders
them meaningless. On the other hand, I feel we should avoid overly conservative tar-
gets that we reach ahead of schedule or even surpass. It is important to have a firm
grasp of market information and the degree of maturity of each business and resolutely
strive to achieve targets. Therefore, in GS-21 we established two levels of targets: com-
mitment targets that we must reach no matter what happens and ambitious targets
that we will reach if new businesses and M&A prove successful. Revenues from new
ventures are always difficult to predict. There may be times when we cannot make the
necessary technological breakthroughs. However, if we achieve these stretch targets,

our 10-Year Corporate Vision’s ¥1.0 trillion net sales target will be within reach.

What types of businesses are you targeting for M&A?

Until now, our M&A initiatives have sought to strengthen the profitability of existing
businesses by increasing market share and expand our operational area by developing
downstream businesses. At this juncture, we need to pursue M&A that will supplement
management resources for the creation of new businesses as well as midstream and
downstream M&A that will accelerate our development activities. One of our targets is
the IT-related industry, which is very fast moving. If we cannot keep up with that pace,
we will not deliver results, no matter how much effort or talent we apply. I think it will
become ever more important for us to broaden points of contact with the outside to

find out where we are lagging behind and where we are making good progress.




Interview

€...we must constantly identify
and further strengthen businesses’
earnings structures while reorganizing
and culling businesses that have
become unviable. Selection and
concentration will continue to be

. ] »
important management issues.
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® Q: Would it be correct to say that new business creation is the key to achieving net

A

= Q

= Q

sales of ¥1.0 trillion?

The keys to achieving this target are the creation of new businesses for such products
as inorganic electroluminescence (EL) materials and the expansion of businesses in
new growth fields, including optics, automobiles, and energy related materials. I had
the figure of ¥550.0 billion set out in GS-21 as a stretch net sales target in mind for
some time. However, we have not been able to reach that level due to the downsizing
of polyester fibers and textiles businesses and other factors. Now, circumstances are
different because we have almost completed the reconstruction of our business port-
folio. Among Japanese specialty chemicals manufacturers, ¥500.0 billion or more is
high for net sales. But by 2015, it will no longer seem such a considerable amount.
As a first step toward becoming a ¥1.0 trillion company, we aim to take net sales past
the ¥500.0 billion milestone in three or four years. Although three years is a tight
schedule, I think this target is attainable.

Regarding the expansion of businesses in growth fields, will you change your
current business portfolio?

Historically, our earnings mainstays have been upstream materials businesses.
However, in the coming decade we will increase the proportion of revenues generated
by operations that involve high levels of processing, such as intermediary materials
and components businesses. If we capitalize on our expertise in high precision mold-
ing and processing technologies and other areas to add value and quality, volume
will follow naturally. Volume increases that are detrimental to earnings, in response
to price competition for example, are undesirable. I think the economy as whole has
reached a turning point and is beginning to move from quantity to quality. Although
we now have a strong business portfolio in place, businesses always mature and
decline. Therefore, we must constantly identify and further strengthen businesses’
earnings structures while reorganizing and culling businesses that have become unvi-

able. Selection and concentration will continue to be important management issues.

Rather than a central R&D division, why does Kuraray spread its R&D

activities across various operational divisions?

The objective of our R&D activities is the creation of new businesses. Accordingly, in
April 2006 we established the New Business Development Division, which integrates
new business development functions, including M&A transactions and alliances, into
the existing R&D section. The Group has approximately 800 researchers and engineers.
However, until now we had too many development themes for our personnel to han-
dle. Consequently, even when we commercialized R&D achievements, in many cases
they did not generate substantial earnings. As part of measures to rectify this situation,
we drastically narrowed down our development themes. Under this initiative, we estab-
lished strategic R&D themes to enable us to concentrate the deployment of manage-

ment resources on themes that promise significant earnings. The president of a major
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« Aiming to respect this corporate

culture in the next decade and
beyond, we will create numerous
high-quality businesses and
products that contribute to the

realization of a sustainable society.”

sensor manufacturer commented that his company was able to win in competition
with large companies that had 1,000 researchers because the large company allocated
10 researchers to sensor R&D whereas his company dedicated between 50 and 60
researchers. In other words, clarifying overall direction and consolidating research
themes increase development speed and produce results. Furthermore, failing to keep
abreast of the latest developments can result in situations in which technology that you
thought was outstanding is in fact out of date. If we cannot see the world outside
because we are absorbed in research, our efforts will be fruitless. This does not only
apply to R&D; we have to make greater efforts to foster outside relationships, particu-
larly with customers. The success or failure of our GS-21 Medium-Term Business Plan
depends on our ability to gather outside information accurately and heighten prof-
itability by discovering business chances based on combinations of our resources with
those of other companies. It is important for those involved in R&D to be familiar with
the market. Even if we focus efforts on the development of optical applications as a
chemicals manufacturer, chemists alone cannot develop new products. We have to
forge alliances with universities and companies to help guide our R&D activities while
dispatching our personnel to absorb technology. For example, we are speeding up the
development of inorganic EL through the operational dovetailing that has resulted

from an alliance.

Lastly, what does Kuraray’s corporate culture of “contributing to the world and
individual well-being through actions that others are unable to produce” mean,
and how will you exploit it in the 10-Year Corporate Vision?

The Company began 80 years ago by commercializing rayon. Our 1950 commercializa-
tion of vinylon — the first synthetic fiber manufactured in Japan — was the first step
toward becoming a specialty chemicals manufacturer. Feeling a strong social obligation
to help repair the devastation that war had wreaked on the lives of the Japanese, we
spared no efforts in commercializing vinylon. Furthermore, we overcame significant
hurdles in developing CLARINO and isoprene, which we subsequently commercialized
as substitutes for limited natural resources. Since our development of EVAL, we have
single-handedly led the world in the development of new markets for food packaging.
These commercialization initiatives have formed two values. First, we believe in addi-
tion to being profitable, our businesses must benefit consumers. In other words, com-
panies have not only financial responsibilities but also social responsibilities. Second, to
benefit society we have to create businesses based on revolutionary technologies.
“Contributing to the world and individual well-being” refers to social responsibility,
while “through actions that others are unable to produce” indicates the development of
unique technology and the innovation of adopted technology. These two unchanging
values in relation to management and technology will be the most important factors
supporting the sustainability of Kuraray’s operations. Aiming to respect this corporate

culture in the next decade and beyond, we will create numerous high-quality business-

es and products that contribute to the realization of a sustainable society.




Feature

Kuraray’s Optical Materials —
Paving the Way for Tomorrow’s LCDs

WHY OPTICAL MATERIALS?

Until now, Kuraray’s business expansion has focused on development products based

on vinyl acetate, isoprene, man-made leather, and other materials. We have established

a number of world-leading businesses by opening up new markets through the applica-
tion of our unique technology to realize materials’ distinctive properties. However, no
matter how distinctive, there are limits to the advancements in growth and earnings that
can be achieved through the production and sale of such materials. Therefore, we have

to contribute directly to increasing the sophistication of finished products by processing
materials to add value. In other words, we must shift the focus of our business strategy
from quantity to quality to become a specialty chemicals manufacturer. Kuraray has
technologies for the production and development of materials with outstanding optical
properties, such as poval and methacrylic resin. However, optical materials account for
only 10% of consolidated net sales. Because high-value-added optics-related products are
one of our most promising growth fields, the marketing of such products to drive growth

will be Kuraray’s key business strategies.

Display Application Material Technology World market share
LCD Polarized film Poval film Film molding 80%
Light guide plates ~ Methacrylic pellet Precision molding 65%

KURARAY’S OPTICAL MATERIALS

Poval film was used mainly for apparel packaging. In 1965, however, the excellent optical
properties of the film gained attention when it was used as a polarized film for sunglasses.
Using our molding technology for films, we can produce a range of characteristics, includ-
ing precise molecular orientation, transparency, stretchability, antistatic properties, and
dyeability. Today, poval film is indispensable in the production of liquid crystal displays
(LCDs). Furthermore, we accumulated precision molding technology for methacrylic resin
through our participation in laser disk operations as a downstream business in the 1980s.
We have further honed this technology for the production of light guide plates and opto-
screens. Our molding technology for films and our precision molding technology for

methacrylic resin form the foundations of our development of optical materials.

Kuraray Annual Report 2006




Kuraray’s Optical Materials - Paving the Way for Tomorrow’s LCDs

THE DEVELOPMENT OF BACKLIGHTS THROUGH INNOVATIVE TECHNOLOGY
Backlights and color filters are among the highest-cost LCD components. Despite
demand for slimmer, lighter, lower-cost backlights, the development of these components
lags behind other LCD components. Leveraging technology cultivated in the manufactur-
ing of light guide plates, Kuraray has successfully developed a breakthrough backlight
device, which satisfies that demand. This device combines multiple functions in a single
thin layer through the bonding of a special OP film with diffusion and prism functions

to a light guide plate. Reducing the number of layers enables slimmer backlight devices,
more reliable quality, reduced costs for components and assembly, and enhanced yield.
Furthermore, according to our research, OP film has a microlens architecture that
enhances light utilization by about 20% compared with existing products. Within the
Technology Research Association for Advanced Display Materials, TRADIM, which is led
by Japan’s Ministry of Economy, Trade and Industry, Kuraray is in charge of backlight
development. The application of our breakthrough backlight technology (combined
multiple function light guide plate) has allowed us to reduce the thickness of backlight
devices to 0.36mm, compared with thicknesses of between 1.0mm and 1.5mm for existing
devices. This new technology will enable the creation of much slimmer LCDs as well as

smaller and lighter portable devices.

Slimmer backlight devices

We are enabling slimmer backlight devices through the use of a single layer that performs the functions previously
carried out by a four-layer structure.

COMPOSITION OF EXISTING DEVICES COMPOSITION OF KURARAY'S
Screen BREAKTHROUGH BACKLIGHT DEVICE

Polarized plate

Ligid csal ane [ — —

Polarized plate

Diffusion sheet
Prism sheet
Diffusion sheet

[—

—] OPfilm
Light guide plate

Light guide plate
Reflective sheet /"

Dot pattern

] OP film

~20um

Complete reflection Light guide plate




Feature

< Properties of Ultra-Bright Inorganic EL

Brightness (cd/m2)  Lifetime (hours)

Ultra-bright inorganic EL 350,000 25,000 or more
Inorganic EL 100 30,000
Organic EL (low-molecular type) 1,000 10,000

B Emits light at low voltage (5~6V)
— Can operate using batteries

B Ultra-bright with no heat generation
— Long lifetime

B Coating method enables production of
large-surface-area light sources
— Low-cost production

B Very stable and safe with respect to air
humidity
— Easy to handle and manufacture

Kuraray Annual Report 2006

JOINT DEVELOPMENT OF ULTRA-BRIGHT INORGANIC EL MATERIAL

In addition to realizing thinner backlight devices, devising a thinner light source is crucial
to developing slimmer LCDs. Among current light sources, light-emitting diodes are

at a disadvantage as they are point illuminants and thus not suited to large-screen displays.
In addition, there are limits to the slimness that can be achieved using cold cathode-ray
tubes (CRT). By comparison, EL materials are attracting attention as a next-generation
light source because they can be made ultrathin and are surface rather than point illumi-
nants. Organic and inorganic EL materials are under development. Inorganic EL materials
have long life spans but inadequate brightness. Organic EL materials have high brightness
but short life spans. It is expected that resolving the trade off problem between durability
and brightness would produce a revolutionary light source. Our business partner T.
Chatani & Co., Ltd. overcame this problem and developed an ultra-bright long-lasting
inorganic EL material. Kuraray and T. Chatani & Co. then established the K-C Luminas
Co., Ltd. to conduct research targeting the commercialization of material, focusing on the
creation of a white light source product for LCD backlight devices. Moreover, we intend
to develop a backlight device that combines ultra-bright inorganic EL material with our
breakthrough backlight technology. Also, we are setting our view on the development of

luminescence materials for full-color displays as well as various light sources.

OUR CONTRIBUTIONS TO THE FUTURE OF DISPLAYS

We will allocate management resources to development activities that combine the tech-
nology of T. Chatani & Co. for the development of inorganic materials with our polymer,
synthetic, and precision molding technologies to create the ultimate ultra-thin, long-life,
low-electric-power-consumption display components that can be used with any size of
screen. Kuraray will deepen its R&D collaborations with major companies and institu-

tions to accumulate new technologies and contribute to the future of displays.

CURRENT CAPABILITIES OF VARIOUS TYPES OF DISPLAYS

Cathode- Liquid crystal Plasma Electroluminescence
ray tube (CRT) | display (LCD) display (EL)
CRT LCD PDP Inorganic EL Organic EL Ultra-bright
inorganic EL
(under development)
Image | Brightness O A A X A 6]
ualit

quatty Viewing angle © A O © © ¢
Moving image performance © A O © © €]
Thin-type compatibility X O A © © 6]
Electric power consumption X A A O O €]
Product lifetime ) O A © A O




Kuraray Group’s Segments and Products

BUSINESS SEGMENT NET SALES BY BUSINESS SEGMENT (¥ Millions) MAJOR PRODUCTS

m  KURARAY POVAL, MOWIOL

47.1% m PVAfilm

m  MOWITAL (PVB resin)
m PVBfilm

® EVALresin

m EVALfilm
SEPTON, HYBRAR (thermoplastic elastomer)

Fine chemicals

Methacrylic monomer

Methacrylic resin
Methacrylic sheets

= KURALON (PVA fiber)

Fibers and Textiles = KURALON K.II (new type of PVA fiben)

m  VECTRAN (Polyarylate fiber)

m  Polyester staple

m  Polyester filament
m CLARINO, AMARETTA (man-made leather)

¥106,003 ¥109,829

29.1% m  KURAFLEX (nonwoven fabric)

m m  Melt-blown nonwoven fabric
m  MAGICTAPE (hook and loop fastener)

B GENESTAR (heat-resistant polyamide resin)

VECSTAR (liquid crystalline polymer film)
High-performance membranes

PVA gel

Dental materials

¥70,225 ¥77,781 Medical devices

m  Activated carbon




At a Glance

PRIMARY APPLICATIONS PRODUCTION FACILITIES ANNUAL PRODUCTION CAPACITY
Textiles, paper additives, adhesives, butyral precursor Okayama Plant (Okayama) 96,000 t
Niigata Plant (Niigata) 28,000t
Kuraray Specialities Europe GmbH (Frankfurt, Germany) 70,000 t
Poval Asia Pte Ltd. (Singapore) 20,000 t
Computers, LCD televisions, monitors Kuraray Saijo Co., Ltd. (Ehime) 31,000,000 m?
Kuraray Tamashima Co., Ltd. (Okayama) 30,000,000 m?

(1st half FY 2007: +30,000,000 m?)
(2nd half FY 2007: +30,000,000 m?)

Interlayers for windows and windshields, paints, adhesives Kuraray Specialities Europe GmbH (Frankfurt, Germany) 20,000 t
Laminated safety glass Kuraray Specialities Europe GmbH (Troisdorf, Germany) 22,000t
(June 2007: +8,000 t)

00O Trosifol (Nizhniy Novgorod, Russia) 4,000t

Food packaging materials, plastic fuel tanks Okayama Plant (Okayama) 10,000 t
Eval Company of America (Texas, U.S.A.) 23,000t

(2nd half FY 2006: +24,000 t)

EVAL Europe N.V. (Antwerp, Belgium) 24,000 t
Food packaging materials Okayama Plant (Okayama) 3,000t
PVC and vulcanized rubber substitute, food packaging materials Kashima Plant (Ibaraki) 23,000t
SEPTON Company of America (Texas, U.S.A.) 12,000 t

(March 2007: +6,000 t)

Pharmaceutical and agrochemical intermediates, vitamin precursor

Niigata Plant (Niigata)

(
Niigata Plant (Niigata)
(

Solvents, adhesives, methacrylic resin 67,000 t
Resins for molding, light guides plates, synthetic marble Niigata Plant (Niigata) 40,000 t
Signboards, displays, TV front panels, light guides plates Niigata Plant (Niigata) 43,600 t
Kuraray Methacrylate (Zhangjiagang) Co., Ltd. 3,000t

Agriculture and fishery materials, civil engineeri