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Consolidated net sales in 2005 totaled ¥811,899 million (US$6,876 mil-

lion), an increase of ¥71,192 million, or 9.6%, from the previous year,

marking a new high. Sales rose in all segments, except the Chemicals

segment. 

The cost of sales increased ¥67,604 million, or 11.2%, to ¥672,423

million (US$5,695 million), due mainly to increases in the cost of petro-

chemical feedstock, centering on naphtha, and aluminum ingots. Selling,

general and administrative expenses dropped ¥1,532 million, or 1.8%,

to ¥82,285 million (US$697 million), owing to rationalization efforts. 

Operating income rose ¥5,120 million, or 9.8%, to ¥57,191 million

(US$484 million), also hitting a new high. The Electronics, Inorganics,

and Petrochemicals segments recorded higher operating income,

while the Chemicals and Aluminum segments saw decreases in

operating income.

R&D expenditures decreased ¥192 million, or 1.1%, to ¥17,384 mil-

lion (US$147 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, reflecting

soaring feedstock prices. Sales of organic chemicals rose, mainly due to

an increase in the selling prices of acetic acid, vinyl acetate, and ethyl

acetate, reflecting continued steady demand and soaring raw material

costs. Sales of plastics by Showa Highpolymer Co., Ltd., were up due

to an increase in selling prices, reflecting rising raw material costs. Sales

of plastic products by Heisei Polymer Co., Ltd., were maintained at the

previous year’s level due partly to stagnant shipment volumes of plastic
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products for industrial use. Overall, the Petrochemicals segment’s sales

increased 18.4%, to ¥301,189 million (US$2,551 million). Operating

income rose 8.5%, to ¥21,837 million (US$185 million). 

Chemicals 

Sales of industrial gases fell as a result of the transfer of the commodity

gas business to TG Showa K.K. in 2004. Sales of industrial chemicals

rose, due to steady shipment volumes and selling prices of acrylonitrile

and ammonia. In the specialty chemicals area, the shipment volumes of

Shoprene polychloroprene synthetic rubber increased. However, the

shipment volumes of stabilized vitamin C for feed additive and chelating

agents fell. Sales of agrochemicals fell sharply following the sale of SDS

Biotech K.K. As a result, the Chemicals segment’s sales fell 7.7%, to

¥74,001 million (US$627 million), and operating income dropped 2.2%,

to ¥4,740 million (US$40 million).

Electronics

The shipment volumes of GaP compound semiconductors declined

substantially due to inventory adjustments by the LED industry.

However, the shipment volumes of HD media increased markedly fol-

lowing the full-year consolidation of Showa Denko HD Trace. Overall

sales of electronic materials increased, as sales of semiconductor-

processing specialty gases, rare earth magnetic alloys, and electronic

ceramics rose, despite a slight decline in the sales of fine carbons.

Overall, the Electronics segment’s sales increased 19.1%, to ¥133,902

million (US$1,134 million). Operating income jumped 32.2%, to ¥19,727

million (US$167 million).

Inorganics

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

higher demand for steel worldwide. As a result, the Inorganics segment’s

sales rose 11.9%, to ¥61,882 million (US$524 million), and operating

income jumped 36.3%, to ¥8,310 million (US$70 million).

Aluminum

Sales from ingot marketing rose slightly due to higher international

market prices. Sales of Shotic forged aluminum products were up, as

a result of an increase in the shipment volumes for automotive appli-

cations. Sales of rolled products were down due to lower shipment

volumes of commodity sheets, notwithstanding an increase in the

shipment volumes of high-purity foils for capacitors. Sales from extru-

sions/specialty products operations were down due to a decrease in

the shipment volumes of extrusions, notwithstanding an increase in the

shipment volumes of aluminum cylinders for laser printers. The shipment

volumes of heat exchangers rose in the United States but fell in Japan

and Europe, resulting in a slight decline in overall sales of heat exchang-

ers. Sales of aluminum cans were maintained at the previous year’s

level as increases in shipment volumes were offset by decreases in sell-

ing prices. As a result, the Aluminum segment’s sales rose 1.1%, to

¥240,924 million (US$2,041 million). However, operating income fell

32.6%, to ¥8,310 million (US$70 million), mainly due to the fall in the

selling prices of aluminum cans, lower shipment volumes of heat

exchangers, and soaring aluminum ingot prices.

Operations in Japan

Sales of olefins were up, as their selling prices rose, reflecting soaring

feedstock costs. Sales of organic chemicals also rose, as the selling

prices of acetic acid, vinyl acetate, and ethyl acetate went up, reflecting

higher raw material costs. Sales of HD media increased, due to the 

full-year contribution of capacity expansions carried out in the second
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half of 2004. Sales of aluminum products fell, due mainly to lower selling

prices of aluminum cans and lower shipment volumes of heat exchang-

ers. As a result, consolidated sales from operations in Japan increased

7.5%, to ¥712,807 million (US$6,037 million). However, consolidated

operating income from operations in Japan decreased 18.6%, to

¥49,470 million (US$419 million).

Operations Overseas

Sales of HD media by overseas subsidiaries climbed due to a substan-

tial increase in shipment volumes due partially to the full-year consolida-

tion of Showa Denko HD Trace in Taiwan. Sales of inorganics increased

due to continued steady shipments of graphite electrodes. Sales of alu-

minum products by overseas subsidiaries increased. As a result, sales

from operations overseas increased 28.0%, to ¥99,092 million (US$839

million). Operating income jumped 109.4%, to ¥11,582 million (US$98

million).

The gap between interest expense and interest and dividend income

declined ¥1,852 million, to expenses of ¥6,797 million (US$58 million),

as a result of reductions in interest-bearing debt. The gain on invest-

ments in non-consolidated subsidiaries and affiliates to which the equity

method is applied increased ¥684 million, to ¥1,741 million (US$15 mil-

lion), due mainly to improved profitability of polyethylene operations. The

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

to ¥4,304 million (US$36 million), due mainly to the sale of SDS Biotech

shares. A gain of ¥1,600 million (US$14 million) was recorded on the

sale and disposal of fixed assets, centering on land. Meanwhile, we

recorded a loss of ¥32,603 million (US$276 million) due to the collective

amortization of unrecognized transition amounts resulting from the

adoption of a new accounting standard for employees’ retirement benefits.
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While we recorded a substantial loss in 2004 due to the early implemen-

tation of an accounting standard for the impairment of fixed assets, the

relevant figure for 2005 dropped to ¥1,163 million (US$10 million). 

As a result, the Company posted pretax income of ¥17,766 million

(US$150 million), down ¥1,072 million from the previous year. After income

taxes, current, of ¥3,953 million (US$33 million), income taxes, deferred, of

minus ¥3,976 million (US$34 million), and minority interests of ¥2,142 mil-

lion (US$18 million), the Company recorded net income of ¥15,647 million

(US$133 million), an increase of 106.0%, over the previous year.

Total Assets

Total assets increased ¥42,325 million from the end of the previous

year, to ¥986,233 million (US$8,353 million). Cash and cash equivalents

increased ¥8,081 million, to ¥37,233 million (US$315 million). Notes and

accounts receivable increased ¥6,506 million, to ¥180,070 million

(US$1,525 million), due mainly to an increase in net sales. Inventories

rose ¥8,599 million, to ¥77,336 million (US$655 million), as the effect

of the rise in raw material costs more than offset inventory reduction

efforts. Tangible fixed assets fell ¥7,467 million, to ¥510,904 million

(US$4,327 million), due mainly to the sale of land, notwithstanding an

increase in capital investments. Total investments and other assets

increased ¥20,964 million, to ¥143,918 million (US$1,219 million). This

was due mainly to an increase of ¥17,713 million in investment securi-

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

Liabilities

Interest-bearing debt fell ¥53,602 million, from the end of the previous

year, to ¥448,831 million (US$3,801 million), as a result of continued

debt reduction efforts and an increase in free cash flow. Meanwhile,

FINANCIAL POSITION

accrued pension and severance costs increased ¥33,738 million as a

result of the collective amortization of unrecognized transition amounts

resulting from the adoption of a new accounting method for employees’

retirement benefits. Total liabilities increased ¥9,384 million, to ¥730,444

million (US$6,187 million).

Stockholders’ Equity

Total stockholders’ equity increased ¥29,038 million, to ¥206,738 mil-

lion (US$1,751 million), mainly reflecting increases in retained earnings

and the securities valuation surplus. 

Capital Expenditures

Capital expenditures increased ¥11,302 million, to ¥41,218 million

(US$349 million). Chief items were an expansion of the supply capaci-

ties of HD media, blue LEDs, and large-diameter graphite electrodes

as well as the construction of a new production facility for very-small-

diameter HD media. 

Cash Flows

Net cash provided by operating activities increased ¥18,438 million,

to ¥77,966 million (US$660 million), due to a substantial increase in

operating income and an increase in trade payables. Net cash used in

investing activities increased ¥5,575 million, to ¥17,987 million (US$152

million), primarily due to an increase in capital expenditures. Net cash

used in financing activities increased ¥8,323 million, to ¥53,446 million

(US$453 million), mainly due to a reduction in interest-bearing debt.

As a result, cash and cash equivalents at the end of 2005 increased

¥8,080 million, to ¥37,233 million (US$315 million).
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