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Consolidated net sales in 2004 totaled ¥740,706 million (US$7,108 mil-

lion), an increase of ¥51,340 million, or 7.4%, from the previous year.

Sales rose in all segments, but the increases were especially strong in

the Petrochemicals and Electronics segments. In the Petrochemicals

segment, sales of plastics decreased due to the transfer of the poly-

ethylene business in 2003 to Japan Polyethylene Corporation, to which

the equity method was applied. However, overall segment sales were

up, mainly due to increases in the selling prices of olefins at home

and abroad, reflecting soaring feedstock prices. The consolidation of

Showa Denko HD Trace Corporation in the second half of 2004 contributed

to the increase in the Electronics segment’s sales. 

The cost of sales increased ¥40,990 million, or 7.3%, to ¥604,818

million (US$5,804 million), due mainly to increases in the cost of petro-

chemical feedstock, centering on naphtha, and increases in the pro-

duction of HD media. Selling, general and administrative expenses fell

¥3,174 million, or 3.6%, to ¥83,817 million (US$804 million), owing to

reductions in distribution and other expenses and the transfer of the

polyethylene business. 

Operating income climbed ¥13,525 million, or 35.1%, to ¥52,071 mil-

lion (US$500 million), mainly due to the rise in the selling prices of

olefins, an increase in the shipment volumes of HD media, and the con-

solidation of Showa Denko HD Trace.

R&D expenditures increased ¥593 million, or 3.5%, to ¥17,576 million

(US$169 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 their selling prices, reflect-

ing soaring feedstock prices and higher prices in the overseas markets.
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Sales of organic chemicals rose, mainly due to an increase in the selling

prices of vinyl acetate and an increase in the shipment volumes of ethyl

acetate. Sales of plastics declined substantially, due to the transfer of

the polyethylene business. Sales of plastics by Showa Highpolymer Co.,

Ltd., were up due to an increase in shipment volumes, reflecting grow-

ing demand for home-building materials. Sales of plastic products by

Heisei Polymer Co., Ltd., also rose due to an increase in shipment vol-

umes. Overall, the Petrochemicals segment’s sales increased 8.2%, to

¥254,351 million (US$2,441 million). Operating income jumped 68.2%,

to ¥20,132 million (US$193 million). 

Chemicals 

Sales of industrial gases fell as a result of the transfer of the oxygen/

nitrogen/hydrogen businesses to TG Showa K.K. Sales of industrial

chemicals also fell, due to our withdrawal from the epichlorohydrin busi-

ness in 2003. Overall sales of gases & chemicals were up due to the

start of full-scale operations at our facility for processing waste plastics.

In the specialty chemicals area, the shipment volumes of Shoprene

polychloroprene synthetic rubber increased and those of Shodex analyt-

ical columns remained steady. However, the shipment volumes of stabi-

lized vitamin C for feed additive and agrochemical intermediates fell,

resulting in a decrease in overall sales of specialty chemicals. Sales of

agrochemicals at SDS Biotech K.K. were maintained at the previous

year’s level. As a result, the Chemicals segment’s sales rose 2.5%, to

¥80,188 million (US$769 million), but operating income dropped 19.1%,

to ¥4,845 million (US$46 million), due mainly to the stagnation of agro-

chemical intermediate and feed-additive stabilized vitamin C operations.

Electronics

The shipment volumes of compound semiconductors were maintained

at the previous year’s level due to inventory adjustments in the second

half of the year centering on GaP LEDs. Sales of HD media increased

substantially following the consolidation of Showa Denko HD Trace and
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expansion of facilities at home and abroad in the second half of the

year. The shipment volumes of specialty gases increased for LCD appli-

cations in addition to steady demand for use in semiconductor process-

ing. Sales of rare earth magnetic alloys increased due to a recovery in

the demand for neodymium-based magnets. Sales of VGCF carbon

nanofibers and electronic ceramics were also up, due to increases in

shipment volumes. Overall, the Electronics segment’s sales increased

18.7%, to ¥112,455 million (US$1,079 million). Operating income

jumped 39.4%, to ¥14,919 million (US$143 million).

Inorganic Materials

Sales of ceramics increased due to steady shipments of alumina. Sales

of graphite electrodes by Showa Denko K.K. and its U.S. subsidiary

Showa Denko Carbon, Inc., increased due to steady shipment volumes

and selling prices, reflecting higher demand for steel worldwide. As a

result, the Inorganic Materials segment’s sales rose 8.5%, to ¥55,295

million (US$531 million), and operating income skyrocketed 129.8%, to

¥6,099 million (US$59 million).

Aluminum

Sales from ingot marketing rose due to higher selling prices, reflecting

rising LME prices. Sales of rolled products were up, mainly due to

increased shipment volumes of high-purity aluminum foils for capacitors.

Sales of Shotic forged aluminum products were also up, as a result of

an increase in the shipment volumes for automotive applications. Sales

of extrusions/specialty products also rose due to increases in shipment

volumes. Meanwhile, sales of heat exchangers were down as a result of

decreases in shipment volumes in Japan and North America. Sales of

aluminum cans were also down, due to a decline in selling prices. As a

result, the Aluminum segment’s sales rose 3.5%, to ¥238,419 million

(US$2,288 million). Operating income rose 5.8%, to ¥12,321 million

(US$118 million).

Operations in Japan

The Petrochemicals segment’s sales rose due to increases in the selling

prices of olefins and organic chemicals and brisk exports of these prod-

ucts, offsetting the effect of the transfer of the polyethylene business.

The Electronics segment’s sales rose as a result of increases in the

shipment volumes of HD media and specialty gases for semiconductor

processing. As a result, consolidated sales from operations in Japan

increased 7.1%, to ¥663,311 million (US$6,365 million). Consolidated

operating income from operations in Japan jumped 51.8%, to ¥60,767

million (US$583 million).

Operations Overseas

Sales of aluminum heat exchangers decreased considerably as a result

of lower sales at our U.S. subsidiary. However, sales of HD media

increased due to the full-year contribution of expanded capacity at our

subsidiary in Singapore and the consolidation of Showa Denko HD Trace.

As a result, sales from operations overseas increased 10.5%, to ¥77,395

million (US$743 million). Operating income jumped 71.0%, to ¥5,531

million (US$53 million).

The gap between interest expense and interest and dividend income

declined ¥833 million, to expenses of ¥8,649 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 decreased ¥557 million, to ¥1,056 million (US$10 million), due

mainly to the fact that SKY Aluminium Co., Ltd., which was engaged in

the aluminum rolling business, was deleted from the list in 2003. The

gain on the sale of marketable and investment securities, net, increased

to ¥2,280 million (US$22 million), as a result of a reduction in assets. A

government subsidy earmarked for waste plastic recycle plants, recorded

in 2003, was not recorded in 2004. Due to the early implementation of
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an accounting standard for the impairment of fixed assets, we record-

ed a loss of ¥11,807 million (US$113 million). The loss on the sale and

disposal of property, plant and equipment, net, increased to ¥4,338 mil-

lion (US$42 million) due to our restructuring progress.

A special severance pay of ¥1,265 million (US$12 million) was

recorded as a result of restructuring, although the amount was more

than halved from 2003. A ¥2,571 million (US$25 million) reserve was

provided to prepare for the restructuring of certain businesses to be

implemented in 2005.

As a result, the Company posted before-tax income of ¥18,838 mill-

ion (US$181 million), up ¥69 million from the previous year. After income

taxes, net, of ¥9,390 million (US$90 million) and minority interests of

¥1,852 million (US$18 million), the Company recorded net income of

¥7,596 million (US$73 million), a decline of 26.4%, over the previous year.

Total Assets

Notwithstanding continued asset reduction efforts, total assets increased

¥4,029 million from the end of the previous year, to ¥943,908 million

(US$9,058 million), due partly to the consolidation of Showa Denko

HD Trace. Cash and cash equivalents increased ¥2,668 million, to

¥29,153 million (US$280 million). Notes and accounts receivable increased

¥17,254 million, to ¥173,563 million (US$1,666 million), due partly to the

consolidation of Showa Denko HD Trace. Inventories rose ¥7,815 mil-

lion, to ¥68,736 million (US$660 million), as the effect of the consolida-

tion of Showa Denko HD Trace and the rise in raw material costs more

than offset inventory reduction efforts. Tangible fixed assets fell ¥19,784

million, to ¥518,371 million (US$4,974 million), due mainly to the imple-

mentation of the accounting standard for the impairment of fixed assets

and sale/disposal of assets. Total investments and other assets decreased

¥5,133 million, to ¥122,954 million (US$1,180 million). This was

because a ¥9,037 million decrease in deferred tax assets—non-current

more than offset a ¥6,719 million increase in investment securities that

resulted from a rise in the appraised value at the year-end.

FINANCIAL POSITION

Liabilities

Interest-bearing debt fell ¥24,956 million from the end of the previous

year, to ¥502,433 million (US$4,821 million), as a result of continued

debt reduction efforts. Total liabilities decreased ¥11,437 million, to

¥721,060 million (US$6,919 million).

Stockholders’ Equity

Total stockholders’ equity increased ¥11,613 million, to ¥177,701 million

(US$1,705 million). This reflected increases in retained earnings and

securities valuation surplus as well as an increase in capital surplus fol-

lowing the share exchange arrangement that made Heisei Polymer, a

wholly owned subsidiary.  

Capital Expenditures

Capital expenditures amounted to ¥29,916 million (US$287 million), cen-

tering on electronics. Chief items were an expansion of the supply

capacities of HD media, blue LEDs, and solid conductive polymer alu-

minum surface-mount capacitors. In addition, we invested in the expan-

sion of other production facilities as well as rationalization, production

maintenance, and environmental protection.

Cash Flows

Net cash provided by operating activities decreased ¥4,033 million, to

¥59,528 million (US$571 million), as increases in working capital due

to the rise in raw material costs more than offset a considerable increase

in operating income. Net cash used in investing activities decreased

¥12,687 million, to ¥12,412 million (US$119 million), primarily due to a

decrease in capital expenditures. As a result, free cash flow increased

¥8,654 million, to ¥47,116 million (US$452 million). Net cash used in

financing activities increased ¥9,223 million, to ¥45,123 million (US$433

million), mainly due to a reduction in interest-bearing debt. As a result,

cash and cash equivalents at the end of 2004 increased ¥2,668 million,

to ¥29,153 million (US$280 million).
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