
of useful and safe products, thereby earning the

full trust and confidence of all stakeholders,

including our shareholders and customers. The

Passion Project serves as an action plan to enable

us to establish, by the end of 2008, the ground-

work for long-term sustainable growth. We will

preferentially allocate our resources to “growth

driver” businesses, centering on the hard disk

media business, while accelerating the develop-

ment of new “growth driver” businesses and

improving the earning power of “cash cow” base

businesses. At the same time, we will work hard

to improve our financial strength.

Business Results for 2005

In the chemical and nonferrous metals industries

in Japan, costs of naphtha, aluminum ingots, and

other raw materials soared throughout 2005.

However, shipments of chemical products to

China and other Asian countries were maintained

at high levels. The electronic parts/materials

industry showed signs of recovery, although the

recovery was not strong enough.

Under the circumstances, the Showa Denko

Group proceeded with the development of the

“strategic growth businesses” as defined in the

Sprout Project, while continuing to restructure

operations and reduce costs.

As a result, consolidated net sales in 2005

increased 9.6%, to ¥811,899 million, and operat-

ing income rose 9.8%, to ¥57,191 million.

Ordinary income jumped 20.7%, to ¥46,960 mil-

lion, due partly to improvement in the balance

between interest expense and interest and divi-

dend income. Net income was up 106.0%, to

¥15,647 million. An extraordinary profit of ¥10,375

million was recorded due to a gain on the sale of

fixed assets and investment securities. Meanwhile,

an extraordinary loss of ¥39,570 million was regis-

tered due partly to the collective amortization of

unrecognized transition amounts resulting from

the adoption of the new accounting method for

employees’ retirement benefits.
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In 2005, the final year of the Sprout Project, we

successfully accomplished the financial goals and

achieved major tasks as defined in the project.

We implemented our growth strategy in the

2003–2005 period, aiming to establish ourselves

as the “unique chemical company with individual-

ized products” through a market-oriented

approach and interconnections of proprietary

inorganic/aluminum and organic chemical tech-

nologies.

Based on that achievement, we established a

new medium-term consolidated business plan,

the “Passion Project,” that runs from 2006 through

2008. Under the plan, we will enhance the value

of the Showa Denko Group through the provision

Business Portfolio

Petrochemicals

Chemicals

Electronics

Inorganics

Aluminum and
Others

Defined the mission of each business unit
In 2008, growth businesses and base businesses will account for 40% and 60%, respectively,  
of total operating income. 

Growth businesses
New “growth  

drivers”
“Growth drivers”

Life sciences
Fine chemicals

Ultrabright LEDs 
Capacitors

Fine carbons

Hard disks
Specialty gases for  
semiconductor  
processing

High purity foils for capacitors
Aluminum cans, Heat exchangers, 
Alloys, Commodity and functional 
aluminum parts

Base businesses

“Cash cows”

Olefins
Organic chemicals
Specialty polymers

Ammonia
Industrial chemicals
(Industrial gases, Inorganic industrial  
chemicals, etc.)

Existing compound semiconductors,
Rare earth magnetic alloys

Graphite electrodes
Commodity ceramics
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What We Want to Achieve by 2010

Contribute to the good of society

Unique company with 
individualized products

Technology-oriented 
company

Financial strength

CSR

Newly establish individualized 
businesses with competitive advantages

Deepen and integrate core technologies 
covering wide range of materials and 
develop new technologies, including 
those for devices and modules

Establish financial strength by lowering 
interest-bearing debt and increasing 
stockholders’ equity

Obtain trust and high evaluation from 
society and markets

By enhancing the Company's value, we will contribute to the interests of all stakeholders.
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Dividends of ¥3.00 per share, the same

amount as in the preceding year, were paid to

shareholders on record at the end of December

2005.

Our capital expenditures in 2005 totaled

¥41,218 million, including those for the expansion

of production facilities for HD media, blue LEDs,

and large-diameter graphite electrodes; for the

construction of production facilities for very-small-

diameter HD media; as well as for further expan-

sion, rationalization, production maintenance,

and environmental protection.

As a result of an increase in operating income

and continued debt-reduction efforts centering

on the sale of affiliates and fixed assets, the out-

standing balance of interest-bearing debt as

of the end of 2005 decreased ¥53,602 million,

to ¥448,831 million.

Segment Performances

In terms of net sales for the year, the Petrochemicals

segment contributed 37.1%, Chemicals 9.1%,

Electronics 16.5%, Inorganics 7.6%, and

Aluminum 29.7%. A breakdown of net sales and

operating income by segment is as follows:

In the Petrochemicals segment, sales rose

18.4%, to ¥301,189 million, and operating income

increased 8.5%, to ¥21,837 million. Sales of

olefins were up due to higher selling prices,

reflecting soaring raw material costs. Sales of

organic chemicals were also up due to the rise

in selling prices of acetic acid, vinyl acetate, and

ethyl acetate, reflecting steady demand and high

feedstock costs. Sales of plastics by Showa

Highpolymer Co., Ltd., increased due to an

increase in selling prices, reflecting the rise in

feedstock costs. Meanwhile, sales of plastic prod-

ucts by Heisei Polymer Co., Ltd., were maintained

at the same level as in the preceding year due

partly to stagnant shipment volumes of plastic

products for industrial use.

In the Chemicals segment, sales fell 7.7%, to

¥74,001 million, and operating income decreased

2.2%, to ¥4,740 million. Sales of industrial gases

fell as a result of the transfer in 2004 of the com-

modity gas business to TG Showa K.K. Sales of

industrial chemicals, including acrylonitrile and

ammonia, were up due to steady shipment vol-

umes and selling prices. In the area of specialty

chemicals, sales of Shoprene polychloroprene

synthetic rubber increased due to steady shipment

volumes and selling prices. Shipment volumes of

feed-additive vitamin C and chelating agents fell.

Sales of agrochemicals fell sharply following the

sale of SDS Biotech K.K. in March 2005. 

In the Electronics segment, sales increased

19.1%, to ¥133,902 million, and operating income

rose 32.2%, to ¥19,727 million. Shipment vol-

umes of HD media increased substantially follow-

ing the full-year consolidation of Showa Denko HD

Trace Corporation in Taiwan. Meanwhile, ship-

ment volumes of gallium phosphide (GaP) for

LEDs declined substantially due to inventory

Mitsuo Ohashi, Representative Director and Chairman of the Board of Directors (left)
Kyohei Takahashi, President and CEO



New HD media plant in Singapore
(conceptual drawing)
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adjustments by the electronic parts industry. In

all, combined sales of HD media and compound

semiconductors were up. Sales of electronic

materials were also up as increases in sales of

semiconductor-processing specialty gases, rare

earth magnetic alloys, and electronic ceramics

due to the rise in shipment volumes more than

offset a slight decline in sales of fine carbons. 

In the Inorganics segment, sales increased

11.9%, to ¥61,882 million, and operating income

jumped 36.3%, to ¥8,310 million. Sales of ceram-

ics were up due to brisk demand for alumina. The

graphite electrode business of both Showa Denko

K.K. and its U.S. subsidiary Showa Denko Carbon,

Inc., recorded increased sales, reflecting growing

demand for steel worldwide. 

In the Aluminum segment, sales increased

1.1%, to ¥240,924 million. However, operating

income decreased 32.6%, to ¥8,310 million, due

to the fall in selling prices of aluminum cans as

well as lower shipments of heat exchangers and

higher raw material costs. Sales from ingot mar-

keting rose slightly, reflecting the trends in the

international market. Sales of Shotic forged prod-

ucts increased due to growing demand for auto-

motive parts applications. Sales of rolled products

fell as increases in the shipment volumes of high-

purity foils for capacitors were more than offset

by decreases in the shipment volumes of com-

modity sheets. In the extrusions/specialty

products business, shipment volumes of extru-

sions decreased while those of aluminum cylin-

ders for laser printers increased, resulting in lower

overall sales. Sales of heat exchangers decreased

slightly as shipment volumes fell in Japan and

Europe, notwithstanding increased shipment vol-

umes in the United States. Sales of aluminum

cans were maintained at the previous year’s level

as increases in shipment volumes were offset by

decreases in selling prices.

Expanding HD Media 
Production Capacity

We will continue expanding our HD media opera-

tions as a typical “growth driver” business under

the Passion Project. We have already increased

our HD media production capacity by 3.05 million

disks a month, to 13.75 million disks a month, to

meet growing demand mainly for small-diameter

media for use in mobile music players. The expan-

sion was completed in March 2006 through the

construction of new lines and the debottlenecking

of existing lines with capital investment of approxi-

mately ¥12 billion. Furthermore, we decided to

build a new HD media plant in Singapore for start-

up in the fourth quarter of 2006. As a result of the

construction of the new plant and other expan-

sionary measures, our HD media production

capacity will further increase to 24 million disks

per month by the end of 2008.

Launching New HD Media Products

In June 2005, we started the world’s first com-

mercial production of HD media based on the

perpendicular magnetic recording technology,

enabling a dramatic increase in media recording

density. They are 1.89-inch-diameter media for

use in mobile music players, having the capacity

of 40 gigabytes per disk—double the capacity of

conventional longitudinal-recording-technology-

based products of the same size.

We also started commercial production of the

world’s smallest 0.85-inch-diameter HD media.

MMESSAGE FROM THE MANAGEMENT

HDs with diameters of 0.85, 1.8, 2.5, and 3.5 inches
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Demand for very-small-diameter HD media,

including the 0.85-inch type, is expected to grow

rapidly in the near future. This is because such HD

media will be installed in cellular phones, enabling

the handling of music and TV programs. 

We decided to build a new R&D facility in

Ichihara City, Chiba Prefecture, to promote the

development of the next-generation HD media

with still-higher recording capacity. The facility,

costing around ¥3 billion, is scheduled for com-

pletion by the end of April 2006.

Strengthening the 
Petrochemicals Business

We aim to ensure the sustainable profitability

of our petrochemicals operations as a typical

“cash cow” business under the Passion Project.

We will modify our ethylene plant at the Oita

Petrochemical Complex to increase the use of

non-naphtha feedstock. The modification work is

to be conducted during the maintenance shut-

down starting in the middle of March 2006. At the

same time, we will modify certain production lines

of the ethylene plant to increase efficiency, there-

by increasing the production capacity by 24,000

tons per year, to 677,000 tons per year. The total

cost will be approximately ¥2 billion. We will also

expand our annual production capacity of acetic

acid from 100,000 tons to 130,000 tons, and that

of vinyl acetate from 120,000 tons to 175,000

tons, in the first half of 2006.

Managing All Operations 
Based on the CSR Principles

We attach great importance to corporate gover-

nance and compliance as a means to ensure sus-

tainable growth and long-term corporate value,

taking various measures to enhance our levels of

compliance and corporate ethics. In July 2005,

we established a CSR Committee to promote our

corporate social responsibility (CSR) initiatives. We

will manage all operations based on the principles

of CSR in an effort to earn the full trust and confi-

dence of the market and society.

We will contribute to the sound growth of inter-

national society as a responsible corporate citizen

by developing and providing useful and safe tech-

nologies, products, and services. At the same

time, we will make utmost efforts to ensure safety,

conserve resources/energy, and reduce industrial

wastes and chemical substance emissions, there-

by contributing toward environmental protection.

The business environment in 2006 will remain

severe due to the appreciation of the yen against

the U.S. dollar and the expected continuation of

high prices of oil, aluminum, and other raw materi-

als. Under these circumstances, we will promote

the growth strategy as defined in the new Passion

Project, developing individualized and competitive

products by deepening our wide-ranging material

technologies and nurturing their interconnections.

We will also increase the competitiveness of base

businesses and lay the groundwork for long-term

sustainable growth, thereby striving to fulfill our CSR. 

We look forward to continued support from our

fellow stockholders.

March 30, 2006

Mitsuo Ohashi, Representative Director 

and Chairman of the Board of Directors

Kyohei Takahashi, President and CEO

Ethylene plant at 
Oita Petrochemical Complex




