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Consolidated net sales in 2003 totaled ¥689,366 million (US$6,435 million), an

increase of ¥15,348 million, or 2.3%, from the previous term. Sales in the

Petrochemicals, Chemicals, and Electronics segments increased, while sales in

the Inorganic Materials and Aluminum segments declined. 

The cost of sales increased ¥12,566 million, or 2.3 %, to ¥563,828 million

(US$5,263 million), due mainly to increases in the cost of petrochemical feed-

stock, centering on naphtha. Owing to rationalization efforts, selling, general

and administrative expenses fell ¥4,461 million, or 4.9%, to ¥86,991 million

(US$812 million), notwithstanding increases in R&D expenses. 

Operating income, which increased in all segments other than Aluminum,

climbed ¥7,243 million, or 23.1%, to ¥38,546 million (US$360 million). 

R&D expenditures increased ¥1,540 million, or 10.0%, to ¥16,983 million

(US$159 million).

A breakdown of net sales and operating income by business segment is as follows:

Petrochemicals 

Sales of olefins were up due to increases in the shipment volumes of ethylene,

propylene, and other olefins, as a maintenance shutdown that took place in

the previous year was not required in 2003. Sales of organic chemicals decreased

as a lower shipment volume of ethyl acetate and the transfer of the acrylonitrile

business to the Chemicals segment more than offset increases in the sales of

acetic acid and vinyl acetate monomer.

The polyethylene business of Japan Polyolefins Co., Ltd., was merged with

that of Japan Polychem Corporation of the Mitsubishi Chemical Corporation

Group in September 2003. The new company, named Japan Polyethylene

Corporation, has become one of our affiliates to which the equity method is

applied and, as a result, sales of plastics declined substantially. Meanwhile,
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the plastics sales of both Showa Highpolymer Co., Ltd., and Heisei Polymer

Co., Ltd., remained at the previous year’s levels. Overall, the Petrochemicals

segment’s sales increased ¥7,372 million, or 3.2%, to ¥235,124 million

(US$2,195 million). Operating income also increased ¥2,016 million, or 20.3%,

to ¥11,971 million (US$112 million). 

Chemicals 

Sales of gases & chemicals were up due to an increase in the toll production

volume of HFC and the transfer of the acrylonitrile business from the Petrochemicals

segment. Sales of specialty chemicals rose, accompanied by an increase in the

shipment volume of Shodex analytical columns, the start of sales of new phar-

maceutical/ agrochemical intermediates, and the full-year contribution of the

polychloroprene synthetic rubber business, consolidated in the latter half of

2002. These factors more than compensated for decreases in sales of vitamin C

derivatives for feeds and sodium polyacrylate thickener. SDS Biotech K.K.’s

agrochemical business saw a slight decline in sales as a result of lower selling

prices due to the appreciation of the yen. As a result, the Chemicals segment’s

sales rose ¥9,701 million, or 14.2%, to ¥78,232 million (US$730 million), and

operating income rose ¥310 million, or 5.5%, to ¥5,989 million (US$56 million).

Electronics 

The shipment volume of HDs increased substantially, due to strong demand

and the start-up of new production facilities in Singapore, as did the shipment

volume of compound semiconductor epitaxial wafers for optical pickup applica-

tions. While specialty gases for semiconductor processing recorded higher ship-

ment volumes, centering on exports, the shipment volumes and selling prices of

rare earth magnetic alloys continued to stagnate. Overall, the Electronics seg-

ment’s sales increased ¥19,488 million, or 25.9%, to ¥94,735 million (US$884

million). Operating income jumped ¥4,511 million, or 72.9%, to ¥10,700 million

(US$100 million).
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Inorganic Materials 

Although sales of ceramics were maintained at the level of the previous year,

sales of carbons & metallic materials fell following our withdrawal from fer-

rochrome production in Japan. In the graphite electrodes business, domestic

sales were maintained at the previous year’s level, but U.S. subsidiary Showa

Denko Carbon, Inc.’s sales declined slightly due to the effect of the stronger

yen. As a result, the Inorganic Materials segment’s sales were down ¥5,909 mil-

lion, or 10.4%, at ¥50,969 million (US$476 million), but operating income was

up ¥1,285 million, or 93.9%, at ¥2,654 million (US$25 million).

Aluminum 

Sales of aluminum ingots and rolled products increased slightly. Sales of Shotic

aluminum forgings for automotive air-conditioner applications rose due to an

increase in shipment volume, and sales of specialty products also rose as the

shipment volume of aluminum cylinders for laser beam printers expanded.

Meanwhile, sales of extrusions fell due to a decrease in the shipment volume to

the construction industry. Sales of heat exchangers also fell as a result of lower

shipment volume in Japan, despite an increase in the shipment volume at our

subsidiary in the Czech Republic. Sales of aluminum cans fell slightly due to

increased taxes on low-malt beer and an unusually cool summer. As a result,

the Aluminum segment’s sales fell ¥15,304 million, or 6.2%, to ¥230,306 million

(US$2,150 million). Operating income also fell ¥1,247 million, or 9.7%, to

¥11,647 million (US$109 million).

Operations in Japan

The Petrochemicals segment’s sales rose due to increases in the shipment vol-

umes of olefins, despite lower sales of plastics following the reorganization of

the polyethylene business and the resultant application of the equity method.

The Chemicals segment’s sales were up due mainly to an increase in the ship-

ment volume of synthetic rubber. The Electronics segment’s sales rose as a

result of increases in the shipment volumes of HDs and specialty gases for

semiconductor processing. The Inorganic Materials segment’s sales fell as a
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result of our withdrawal from ferrochrome production in Japan. The Aluminum

segment’s sales declined due to decreases in the shipment volumes of heat

exchangers, extrusions, and aluminum cans. As a result, consolidated sales

from operations in Japan increased ¥10,887 million, or 1.8 %, to ¥619,320 mil-

lion (US$5,781 million). Consolidated operating income from operations in

Japan increased ¥5,694 million, or 16.6 %, to ¥40,040 million (US$374 million),

due partly to cost reductions.

Operations Overseas

Sales of hard disks increased substantially following the start-up of new sub-

sidiary Showa Denko HD Singapore Pte. Ltd. In the heat exchangers business,

our subsidiary in the Czech Republic recorded increased sales due to a rise in

shipment volume, but sales at our U.S. subsidiary fell due to a lower shipment

volume. The graphite electrode business in the United States recorded a slight

decline in sales as a result of the appreciation of the yen. Showa Denko Europe

GmbH, located in Germany, saw a decline in sales as a result of its withdrawal

from the tantalum powder business. As a result, sales from operations overseas

increased ¥4,462 million, or 6.8%, to ¥70,046 million (US$654 million). Operating

income rose ¥1,418 million, or 78.2%, to ¥3,234 million (US$30 million).

The gap between interest expense and interest and dividend income declined

¥815 million, to ¥9,482 million, as a result of reductions in interest-bearing debt.

The gain on investments in non-consolidated subsidiaries and affiliates, to which

the equity method is applied, increased ¥1,053 million, to ¥1,614 million (US$15

million), due partly to improvement in the polypropylene business. The gain on

sales of marketable and investment securities, net, plummeted to ¥1,915 million

(US$18 million), a decline of ¥13,721 million from the previous term, when we

sold shares in Showa Cabot Supermetals K.K. The loss on sales and disposal

of property, plant and equipment increased ¥718 million, to ¥3,799 million

(US$35 million), due in part to the transfer of the polyethylene business. 

The loss on the write-down of marketable and investment securities fell

¥5,103 million, to ¥270 million (US$3 million), as we recorded a substantial
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amount of write-down at the end of 2002. To improve cost-competitiveness,

Showa Denko K.K. and some of the Group companies reduced headcount and

recorded ¥2,585 million (US$24 million) in special severance pay. A ¥2,968 mil-

lion (US$28 million) reserve was provided to prepare for the restructuring of cer-

tain businesses to be implemented in 2004.

As a result, the Company posted before-tax income of ¥18,769 million

(US$175 million), down ¥223 million from the previous term. After income taxes,

net, of ¥8,655 million (US$81 million) and a loss in minority interests of ¥203 mil-

lion (US$2 million), the Company recorded net income of ¥10,317 million

(US$96 million), a decline of ¥2,707 million, or 20.8%, over the previous year.

Total Assets

Total assets decreased ¥46,665 million, or 4.7%, from the end of the pre-

vious year, to ¥939,879 million (US$8,773 million). Cash and cash equivalents

increased ¥3,225 million, to ¥26,485 million (US$247 million). Notes and

accounts receivable decreased ¥7,286 million, to ¥156,309 million (US$1,459

million), due partly to the transfer of the polyethylene business. Inventories fell

¥19,526 million, to ¥60,921 million (US$569 million), as a result of strenuous

efforts to reduce them and the transfer of the polyethylene business. Tangible

fixed assets fell ¥27,449 million, to ¥538,154 million (US$5,023 million), due

mainly to the polyethylene business transfer, notwithstanding an increase in

capital investments. Total investments and other assets increased ¥5,304 million,

to ¥128,087 million (US$1,196 million). This was because a ¥16,855 million

increase in investment securities, resulting from a rise in the appraised value

at the year-end, more than offset a ¥7,742 million decrease in deferred tax

assets—non-current.

Liabilities

Interest-bearing debt fell ¥53,740 million, or 9.2%, from the end of the previous

year, to ¥527,389 million (US$4,923 million), as a result of an increase in free

cash flows and the application of the equity method to the polyethylene busi-

ness following its reorganization. The reserve for restructuring expenses

decreased ¥4,803 million, to ¥4,214 million (US$39 million), as a result of
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the partial disposition of the reserve following the dissolution of a ferrochrome

production subsidiary in Japan.

Stockholders’ Equity

Retained earnings at the year-end amounted to ¥13,271 million (US$124 mil-

lion), an increase of ¥11,970 million from the previous year-end. This reflects

a net increase of ¥1,652 million in retained earnings, mainly due to changes

in affiliates to which the equity method is applied, added to net income of

¥10,317 million (US$96 million). As a result, total stockholders’ equity

increased ¥15,966 million, or 10.6%, to ¥166,087 million (US$1,550 million). 

Capital Expenditures

Capital expenditures were up ¥12,402 million, to ¥40,848 million (US$381 mil-

lion). Chief items were the construction of ammonia production facilities that use

waste plastic as a raw material (the Chemicals segment), an increase in HD

supply capacity (the Electronics segment), and an expansion of aluminum can

production capacity (the Aluminum segment).

Cash Flows

Net cash provided by operating activities increased ¥26,066 million, to

¥63,561 million (US$593 million), due to an increase in operating income as

well as reductions in the payment of special severance pay and purchasing

expenses. Net cash used in investing activities increased ¥24,253 million, to

¥25,099 million (US$234 million), as expenditures for the acquisition of fixed

assets rose ¥11,548 million while revenue from sales of investment securities

fell ¥19,996 million. The sale of shares in Showa Cabot Supermetals in the pre-

vious year was reflected in the substantial fall in revenue from sales of invest-

ment securities in 2003. Net cash used in financing activities decreased ¥7,204

million, to ¥35,900 million (US$335 million), mainly as a result of a reduction in

interest-bearing debt. As a result, cash and cash equivalents at the end of 2003

increased ¥3,225 million, to ¥26,485 million (US$247 million).
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