
chemical technologies and continuously develop-

ing our products from the customer viewpoint. In

2004, the second year of the Sprout Project, we

essentially completed the structural reform of our

hard disk (HD) media and petrochemicals busi-

nesses. As continued rapid growth, centering

on small-diameter media, is expected for the

HD media business and its earning base has

been strengthened, we are now including this

business in the category of strategic growth

businesses. Meanwhile, the olefins and organic

chemicals businesses, due to their improved

cost-competitiveness, have now been categorized

as base businesses.

In the area of strategic growth businesses, we

have made remarkable progress through the strate-

gic market unit (SMU) approach, as exemplified

by the development and commercialization of our

blue light-emitting diodes (LEDs). We have achieved

our operating income and interest-bearing debt

reduction goals for 2005 a year ahead of schedule.

Business Results for 2004

While facing increases in the costs of such major

raw materials as naphtha and aluminum ingot,

the Japanese chemical and nonferrous metals

industries enjoyed a growing demand, due mainly

to higher exports to China and other Asian coun-

tries. In the electronic parts and materials indus-

try, demand grew throughout the first half of the

year, centering on digital appliance applications,

but the market stagnated in the second half, due

to inventory adjustments. Under these circum-

stances, Showa Denko continued its structural

reform and cost-reduction efforts while promoting

expansion of strategic growth businesses.

Showa Denko’s consolidated net sales in 2004

increased 7.4%, to ¥740,706 million, and operat-

ing income jumped 35.1%, to ¥52,071 million, as

all business segments, except Chemicals, record-

ed increases in profits. The main contributing fac-

tors were higher selling prices for petrochemicals,
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At Showa Denko K.K., we are proceeding with

the implementation of our growth strategy in line

with our three-year consolidated business plan,

the “Sprout Project,” which kicked off at the begin-

ning of 2003. The basic concept of the strategy is

to establish Showa Denko as a truly focused and

individualized chemical company—a company

that develops and offers an increasing number

of individualized, competitive, and high-value

product lines in selected high-growth markets. At

the same time, we have further clarified our busi-

ness portfolio, allocating resources to strategic

growth businesses in an efficient and focused

manner to accelerate the speed of growth.

Achievements in the Second Year of 
the Sprout Project

We are pursuing synergies through the inter-

connection of inorganic/aluminum and organic

Business Portfolio

Base businesses Businesses that
need restructuringg

Strategic growth
businesses

Petrochemicals

Chemicals

Electronics

Inorganic
Materials

gg

Aluminum and
Others

Specialty chemicals (raw 
material for cosmetics, 
medical/agrochemical 
intermediates, amino acids, 
etc.)

Specialty gases & chemicals 
for semiconductor processing  
Compound semiconductors 
Rare earth magnetic alloys 
Solid conductive polymer 
aluminum capacitors  
Hard disks

Fine carbons  
Advanced ceramics

High-performance aluminum 
components*
High-purity aluminum foils for 
capacitors
Heat exchangers  
Environment-related business

Basic chemicals (ammonia, 
industrial gases, etc.)
Agrochemicals  
Disinfectants 

Graphite electrodes
Commodity ceramics

Aluminum cans

Olefins
Organic chemicals
Polyolefins
Plastic products

Hard disks

Commodity  
ceramics

* Shotic, highly heat-conductive aluminum alloy (ST60), and aluminum cylinders for laser printers

Olefins
Organic chemicals
Specialty polymers (vinyl 
ester, allyl ester)

g

Ingot/alloys
Commodity
aluminum
materials

y

Six-Year Consolidated Business Plan

Realizing our vision
Customer/shareholder 
satisfaction

Contributing to society 
on a global scale

Establishing ourselves as aE  focused and
individualized 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

Achieved restructuring
Attained financial goals

Steady implementation of growth strategy
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a substantial increase in the sales volumes of HD

media, higher selling prices for inorganic chemicals,

and cost reductions in all segments. Net income

fell 26.4%, to ¥7,596 million, however, partly

due to the recording of an extraordinary loss of

¥11,807 million following the early implementa-

tion of an accounting standard for the impairment

of fixed assets. Dividends of ¥3.00 per share, up

¥1.00 per share from the previous year, were

paid to shareholders on record at the end of

December 2004. 

Our capital expenditures in 2004 totaled

¥29,916 million, including those for the expansion

of production facilities for HD media, blue LEDs,

and solid conductive polymer aluminum surface-

mount capacitors as well as for further expansion,

rationalization, production maintenance, and

environmental protection. 

As a result of an increase in operating income

and continued debt-reduction efforts, the out-

standing balance of interest-bearing debt as

of the end of 2004 decreased ¥24,956 million,

to ¥502,433 million.

Segment Performances

In terms of net sales for the year, the Petrochemicals

segment contributed 34.3%, Chemicals 10.8%,

Electronics 15.2%, Inorganic Materials 7.5%, and

Aluminum 32.2%. A breakdown of net sales and

operating income by segment is as follows:

In the Petrochemicals segment, sales rose

8.2%, to ¥254,351 million, and operating income

jumped 68.2%, to ¥20,132 million. Sales of olefins

increased due to a rise in selling prices, reflecting

soaring feedstock prices and a rise in overseas

market prices. Sales from organic chemicals

operations were up as a result of a rise in the

selling prices of vinyl acetate and an increase in

the shipment volumes of ethyl acetate. Sales of

plastics fell substantially, as the polyethylene busi-

ness was transferred in 2003 to Japan Polyethylene

Corporation, to which the equity method was

applied. Sales of plastics by Showa Highpolymer

Co., Ltd., were up due to an increase in shipment

volumes, reflecting growing demand in Japan for

home-building materials. Sales of plastic prod-

ucts by Heisei Polymer Co., Ltd., also rose due to

increases in shipment volumes.

In the Chemicals segment, sales were up 2.5%,

to ¥80,188 million, but operating income dropped

19.1%, to ¥4,845 million. Sales of industrial gases

fell as a result of the transfer of the oxygen/nitro-

gen/hydrogen businesses to TG Showa K.K.

Sales of industrial chemicals also fell, due to our

withdrawal from the epichlorohydrin business in

2003. Overall sales of gases & chemicals increased

due to the start of full-scale operations at our

facility for processing waste plastics. In the area

of specialty chemicals, the shipment volumes of

Shoprene polychloroprene rubber increased and

those of Shodex analytical 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

Mitsuo Ohashi, Representative Director and Chairman of the Board of Directors (left)
Kyohei Takahashi, President and CEO
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agrochemicals at SDS Biotech K.K. were main-

tained at the previous year’s level.

In the Electronics segment, sales rose 18.7%,

to ¥112,455 million, and operating income

jumped 39.4%, to ¥14,919 million. Although the

shipment volumes of compound semiconductors

were maintained at the previous year’s level,

sales of HD media increased substantially follow-

ing the consolidation of Showa Denko HD Trace

Corporation and expansion of the Group’s HD

production capacity in the second half of the

year. The shipment volumes of specialty gases

increased for liquid crystal display (LCD) applica-

tions in addition to steady demand for use in

semiconductor processing. 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 ship-

ment volumes.

In the Inorganic Materials segment, sales rose

8.5%, to ¥55,295 million, and operating income

skyrocketed 129.8%, to ¥6,099 million. 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. 

In the Aluminum segment, sales increased

3.5%, to ¥238,419 million, and operating income

rose 5.8%, to ¥12,321 million. Sales from ingot

marketing rose due to higher selling prices, reflect-

ing rising London Metal Exchange (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 shipment volumes for automotive

applications. Sales of extrusions/specialty prod-

ucts 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.

Expanding the HD Business

To meet growing demand for HD media, we

acquired two-thirds of the outstanding shares of

Trace Storage Technology Corp., an HD media

manufacturer in Taiwan. Renamed Showa Denko

HD Trace, the newly consolidated company has

been provided with Showa Denko’s latest tech-

nology. Further, we increased our HD media pro-

duction capacity by more than two million HDs a

month through debottlenecking at Showa Denko

HD Trace and facilities in Chiba, Japan, and

Singapore. Since the expansion, Showa Denko

has established its status as the largest inde-

pendent HD media supplier in the world, with a

production capacity of more than 10 million HDs

a month. Demand for HD media is growing for

consumer electronics applications, including DVD

recorders with built-in hard disk drives and mobile

music players, in addition to conventional PC

applications. We will continue to develop and pro-

vide advanced HD media in response to sophisti-

cated market requirements.

Strengthening the Petrochemicals Business

With the strengthening of the cost-competitive-

ness of our ethylene plant in Oita as well as the

smooth start-up of two joint ventures—Japan

Polyethylene Corporation, the largest polyethyl-

ene company in Japan, and Japan Ethyl Acetate

Co., Ltd.—the structural reform of our petrochem-

icals business is nearing completion. Our petro-

chemicals business has achieved the top level of

cost-competitiveness in Japan and become

resistant to market fluctuations. Now categorized

as one of our base businesses, this business is

expected to continue to provide a high level of

cash flows.

MMESSAGE FROM THE MANAGEMENT
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Participating in the Blue LED Business

In SMU projects, as an example of our progress,

we have developed a blue LED, based on gallium

nitride (GaN), that boasts the highest level of

brightness on the market. By combining our pro-

prietary compound semiconductor and HD media

production technologies, we have established a

proprietary wafer structure and a chip production

process. The newly developed 12mW blue LED

has the additional advantages of low forward

voltage and low electricity consumption. GaN

LEDs are now used mainly in the backlighting of

LCDs and as a keypad light source for mobile

phones. Blue LEDs can be combined with fluo-

rescent materials to provide white lighting. Along

with their improvement in power, demand for

blue LEDs will increase rapidly for use in car

headlights and general illumination. 

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 health and safety of our employees and of

people everywhere as well as to protect the environ-

ment from harm caused by chemical substances

throughout such substances’ entire life cycles,

namely, the development, production, distribu-

tion, use, final consumption, and disposal of

these substances. 

As part of our efforts to contribute to the preven-

tion of global warming and protect natural resources,

we reduced our rate of energy consumption by

basic energy unit in 2003 to 80% of the 1990 figure.

Furthermore, approximately 20% of our total electric-

ity requirements are met by our hydroelectric power

plants, a clean source of energy.

As of March 2005, all Showa Denko K.K. sites

and 17 of its subsidiaries and affiliates were certi-

fied under the ISO 14001 international standard

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 regulations

and to achieve higher levels in this area.

Change in Management

At the board of directors’ meeting on January 4,

2005, Mitsuo Ohashi, then President and CEO,

was appointed Representative Director and

Chairman of the Board of Directors. Kyohei

Takahashi, Senior Managing Director, was elected

to succeed Mr. Ohashi as new President and CEO.

The new management will work hard to strength-

en competitiveness and improve earning power

by accelerating the expansion of strategic growth

businesses and further curtailing costs. 

Showa Denko promises to establish itself as a

truly focused and individualized chemical compa-

ny by carrying out the Sprout Project. By doing

so, we will enhance our corporate value, give sat-

isfaction to our shareholders, meet customers’

expectations, and contribute to the sound growth

of society on a global scale.

We look forward to your continued support.

March 30, 2005

Mitsuo Ohashi, Representative Director and

Chairman of the Board of Directors

Kyohei Takahashi, President and CEO

GaN-based blue LEDs 




