
focused manner in accordance with the clear

business portfolio defined in the new business

plan, thereby accelerating the speed of growth.

We are also working to improve our business

structure to strengthen earning power. Specifically,

we made notable progress in 2003 in our hard

disk (HD) and petrochemicals operations by imple-

menting various restructuring measures. Further-

more, we optimized the production setup of

aluminum extrusions and rolled products, sub-

stantially strengthening our cost-competitiveness.

Achievements in 2003

The Japanese chemical industry continued to

face a severe business environment due to the

overall decline in selling prices caused by deflation

and the rise in raw material costs. Nevertheless,

Showa Denko’s consolidated net sales in 2003

increased 2.3%, to ¥689,366 million, and operat-

ing income was up 23.1%, to ¥38,546 million, as

all business segments, except Aluminum, recorded

increases in profits. The main contributing factors

were higher petrochemicals shipment volumes, a

substantial increase in the sales volumes of HDs,

and cost reductions in all segments. Net income

fell 20.8%, to ¥10,317 million (¥9.07 per share),

however, as there was an extraordinary gain on

the sale of securities in the previous term. Dividends

of ¥2.00 per share were paid to shareholders on

record at the end of December 2003. 

Our capital expenditures in 2003 totaled

¥40,848 million, including the installation of facili-

ties for producing ammonia through the gasifica-

tion of waste plastics and the expansion of

compound semiconductor production facilities.

We also worked hard to increase operating

income and cut inventories as a means to reduce

debt and improve our financial strength. As a

result, the outstanding balance of interest-bearing
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In 2003, Showa Denko K.K. launched its

three-year consolidated business plan

called the “Sprout Project.” The plan corre-

sponds to the latter half of the six-year period

(2000-2005) in which we are transforming our-

selves from a diversified chemical company into a

focused, individualized chemical company. The

growth-oriented Sprout Project is based on the

achievements we made under the preceding

“Cheetah Project,” which focused on the renova-

tion of operations through restructuring.

Under the Sprout Project, we are developing

and expanding businesses in selected high-

growth markets by fully utilizing the technical

strengths created by the interconnections of our

core inorganic/aluminum and organic chemical

technologies. In our development efforts, we are

viewing things from a customer standpoint to

provide individualized new products that fully

satisfy our customers. At the same time, we

are allocating resources in an efficient and

Sprout Project: Strategic Business Expansion
Showa Denko’s Basic Strategy

 “Individualized chemical company”  
with  improved earning power

Medium-to-long-term strategy

Continuous cost reductions

Continuation 
and fortification of 
base businesses

Rehabilitation 
or disposal of 

“businesses that need 
restructuring”

Expansion 
of strategic 

growth  
businesses

Strategic Market Unit (SMU) Strategy

Six-Year Consolidated Business Plan

Realizing our vision
Customer/shareholder 
satisfaction

Contributing to society 
on a global scale

Establishing ourselves as an individualized Es
chemical company2000

2001

2002

2004

2005

2003

Growth strategy 
through the Sprout Project

Transformation from a diversified chemical company 
into a focused and individualized chemical company

Strategic reduction in scale
through the Cheetah Project
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debt as of the end of 2003 decreased ¥53.7 bil-

lion, to ¥527.4 billion.

Segment Performances

In terms of net sales for the year, the Petrochemicals

segment contributed 34.1%, Chemicals 11.3%,

Electronics 13.7%, Inorganic Materials 7.4%, and

Aluminum 33.4%. While net sales increased 2.3%

from the preceding year, to ¥689,366 million,

operating income jumped 23.1%, to ¥38,546

million. A breakdown of net sales and operating

income by segment is as follows:

In the Petrochemicals segment, sales rose

3.2%, to ¥235,124 million, and operating income

increased 20.3%, to ¥11,971 million, due mainly

to a rise in olefin shipment volumes. Sales from

organic chemicals operations decreased as a

result of the transfer of the acrylonitrile business

to the Chemicals segment. Sales of plastics also

fell as the polyethylene business of Japan

Polyolefins Co., Ltd., was merged with that of

Mitsubishi Chemical Corporation Group in

September 2003, and the newly established

company became one of our affiliates to which

the equity method was applied.

In the Chemicals segment, sales were up

14.2%, to ¥78,232 million, and operating income

increased 5.5%, to ¥5,989 million. Sales from

gases & chemicals operations rose owing to

increases in shipment volumes of industrial gases

and the transfer of the acrylonitrile business.

Sales from specialty chemicals operations grew

with the increase in the shipment volumes of

Shodex analytical columns, the start of the sales

of new pharmaceutical/agrochemical intermedi-

ates, and the full-year contribution of the polychloro-

prene rubber business, which was consolidated in

the latter half of 2002. These factors more than

offset the decline in the selling prices of vitamin C

derivatives for feed applications. SDS Biotech

K.K.’s agrochemical business saw a slight decline

in sales due to the effect of a stronger yen.

In the Electronics segment, sales rose 25.9%,

to ¥94,735 million. Operating income jumped

72.9%, to ¥10,700 million, mainly due to increas-

es in the shipment volumes of HDs, which result-

ed from expanded sales following the start-up of

new production facilities in Singapore. Sales of

specialty gases for semiconductor processing also

increased due to higher shipment volumes.

However, sales of rare earth magnetic alloys fell

slightly, reflecting lower selling prices and ship-

ment volumes. Sales of compound semiconduc-

tors were maintained at almost the same level as

in the previous year.

In the Inorganic Materials segment, sales fell

10.4%, to ¥50,969 million, mainly as a result of

our withdrawal from ferrochrome production in

Japan. However, operating income surged

93.9%, to ¥2,654 million, due to cost reductions.

Sales from ceramics operations were maintained

at the previous year’s level, as were graphite

Mitsuo Ohashi, President and CEO



Professor Morinobu Endo of
Shinshu University (left) and 
Showa Denko’s president, 
Mitsuo Ohashi

HDs and a hard disk drive (HDD)

4 Annual Report 2003

electrode sales in Japan. U.S. subsidiary Showa

Denko Carbon Inc.’s sales of graphite electrodes fell

slightly due to the effect of the yen’s appreciation.

In the Aluminum segment, sales were down

6.2%, to ¥230,306 million, and operating income

was down 9.7%, to ¥11,647 million. Sales from

ingot marketing and rolled product operations

rose slightly. Sales of Shotic forged aluminum

products increased due to a rise in shipment vol-

umes for car air-conditioner applications. Sales of

aluminum cylinders for use in laser beam printers

also increased. Meanwhile, sales of extrusions fell

due to a decrease in demand from the construc-

tion industry. Sales of heat exchangers were down

as a result of a fall in shipments to car manufactur-

ers in Japan. Sales of aluminum cans, influenced

by increased taxes on low-malt beer and an

unusually cool summer, decreased slightly.

Developing Strategic Growth Businesses
through the SMU Approach

Under the Sprout Project, we are focusing on

developing strategic growth businesses through

the strategic market unit (SMU) approach. After

careful market analysis, we have identified 12

SMUs—market segments in which we can

expect high growth by nurturing the interconnec-

tions of our proprietary inorganic/aluminum and

organic chemical technologies. The following are

some examples of our achievements in the first

year of the Sprout Project:

In the SMU project for communications devices,

we developed a four-element light-emitting diode

(LED) with exceptional brightness. The new

product, which emits bright light in the wavelengths

from red to yellow-green, is expected to find

applications in automotive devices, outdoor dis-

plays, mobile phones, and traffic lights. In regard

to our battery materials SMU project, demand for

our vapor-grown carbon fiber (VGCF) is increas-

ing as it extends the life of the lithium ion batter-

ies used in PCs and mobile phones. We

established MEFS Co., Ltd., a joint venture with

Professor Morinobu Endo of Shinshu University,

to develop new applications for advanced carbon

materials, including VGCF. In the semiconductor

processing materials SMU project, we have

become the first Japanese company to start

commercial production of C4F6, an advanced dry

etching gas that enables semiconductor process-

ing at line widths as narrow as 90nm. Showa

Denko is facilitating the development of strategic

growth businesses by allocating about half of its

R&D budget to SMU-related projects.

Expanding the HD Business

Having acquired the Mitsubishi Chemical

Corporation Group’s HD business in Singapore,

we commenced its operations as Showa Denko

HD Singapore Pte. Ltd. in January 2003. To meet

increasing demand, we expanded the production

capacity at SHDS by one million disks a month

as from October 2003. Furthermore, we formed

an alliance with Trace Storage Technology Corp.

of Taiwan whereby we provide our HD technolo-

gy to Trace and gain the right to purchase HDs

produced by Trace on a preferential basis. As a

result of the expansion in Singapore and the

alliance with Trace, Showa Denko has estab-

lished itself as one of the world’s leading inde-

pendent HD suppliers, with the capacity to

provide up to 8.3 million HDs a month. We aim to

further increase our supply capacity to more than

10 million HDs a month and develop HDs of still-

higher quality.

MMESSAGE FROM THE MANAGEMENT
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Restructuring and Strengthening the
Petrochemicals Business

The polyethylene business of our consolidated

subsidiary Japan Polyolefins was merged with

that of Japan Polychem Corporation, a member

of the Mitsubishi Chemical Corporation Group, in

September 2003. In cooperation with other

shareholders in the new company, Japan

Polyethylene Corporation, we will work hard to

achieve synergies as quickly as possible and

strengthen its presence in the plastics market. 

In the area of organic chemicals operations,

we established Japan Ethyl Acetate Co., Ltd., a

joint venture with Kyowa Hakko Kogyo Co., Ltd.,

to meet the growing demand for ethyl acetate in

Asia. The new company is scheduled to start oper-

ating its 100,000-ton-a-year ethyl acetate plant in

the Oita Petrochemical Complex in April 2004.

Promoting Responsible Care Activities and
Strengthening Corporate Governance

We are committed to the principles of

Responsible Care, which means that we are

working to ensure the safety and health of our

employees and of people everywhere as well as

to protect the environment from harm caused by

chemical substances throughout such substances’

entire life cycles, namely, the development, pro-

duction, distribution, use, final consumption, and

disposal of these substances. 

As part of our efforts to contribute to the

prevention of global warming and protect natu-

ral resources, we reduced our rate of energy

consumption by basic energy unit in 2002 to

82% of the 1990 figure. Furthermore, approxi-

mately 20% of our total electricity requirements

are met by our hydroelectric power plants, a

clean source of energy.

As of the end of 2003, all Showa Denko K.K.

sites and 17 of its subsidiaries and affiliates were

certified under the ISO 14001 international stan-

dard for environmental management systems.

We attach great importance to corporate

governance as a means to ensure sustainable

growth and long-term corporate value and have

established a Corporate Ethics Committee to

strengthen compliance with laws and regula-

tions and to achieve higher levels in this area.

We will do our utmost to strengthen competi-

tiveness and improve earning power by acceler-

ating the expansion of strategic growth businesses

and further curtailing costs in anticipation of con-

tinued deflation in Japan. 

Showa Denko promises to establish itself as a

focused and individualized chemical company by

carrying out the Sprout Project. By doing so, we

will enhance our corporate value, give satisfaction

to our shareholders, meet customers’ expectations,

and contribute to the sound growth of society on

a global scale.

Management is looking forward to your contin-

ued support.

March 30, 2004

Mitsuo Ohashi, President and CEO

High-density polyethylene plant
(Japan Polyethylene Corporation)




