
business, while accelerating the development 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 2006

During the year under review, despite the soaring

crude oil prices and other instability factors, the

Japanese economy continued to grow, owing to

the rise in capital spending against the backdrop

of strong corporate earnings, increases in exports

to Asia and the United States, as well as the

gradual recovery of personal spending.

In the chemical and nonferrous metals indus-

tries in Japan, costs of naphtha, aluminum

ingots, and other raw materials soared. However,

shipments of chemical products to China and

other Asian countries were maintained at high

levels. The electronic parts/materials industry

showed steady growth despite partial inventory

adjustments.

Under these circumstances, the Showa Denko

Group launched the Passion Project, taking vari-

ous measures to accelerate the growth of strate-

gic growth businesses, while continuing to

restructure operations and reduce costs in its

base businesses. 

As a result, the Group’s consolidated net sales

in 2006 increased 12.6%, to ¥914,533 million,

and operating income rose 20.2%, to ¥68,727

million. Ordinary income was up 22.5%, to

¥57,514 million, due partly to improvement in the

balance between interest expense and interest

and dividend income. Net income jumped 84.3%,

to ¥28,836 million, after an extraordinary profit of

¥11,668 million (due mainly to a gain on the sale

of investment securities) and an extraordinary

loss of ¥19,602 million (due to a loss on the

retirement of fixed assets, resulting from restruc-

turing efforts, and impaired assets accounting).
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In 2006, the first year of the new medium-

term consolidated business plan, the Pas-

sion Project, we set new records in net

sales, operating income, and net income,

exceeding all financial goals for the year,

except for our profit ratio. 

The project is a three-year action plan running

from 2006 through 2008 intended as a means

to realize the “image” of Showa Denko in 2010.

Under the new business plan, we will lay the

groundwork for sustainable growth over the

long term, aiming to earn the full trust and confi-

dence of the market and society. We will prefer-

entially allocate our resources to “growth driver”

businesses, centering on the hard disk media

Business Portfolio

Petrochemicals

Chemicals

Electronics

Inorganics

Aluminum and
Others

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

Life sciences
Fine chemicals

Ultrabright LEDs 
Capacitors

Fine carbons

Hard disks
Specialty gases for  
semiconductor  
processing

New “growth  
drivers”

“Growth drivers”

Growth businesses

Results Accomplished in 2006

Growth Strategy

Focusing resources on growth driver businesses

[ Accelerating growth ]
HD & semiconductor-processing materials

Creating new growth drivers

[ To maintain growth ]
LEDs, VGCF™, etc.

Base Business Strategy

ratingGener  cash

Strengthened cash cow businesses

[ Increasing FCF ]
Graphite electrodes, petrochemicals

Relentless pursuit of structural reform

[ Focusing resources on selected areas ]
Aluminum; alloys, commodity foils
Petrochemicals; plastic fabrication subsidiaries
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Dividends of ¥4.00 per share, up ¥1.00 per

share from the preceding year, were paid to share-

holders on record at the end of December 2006.

Our capital expenditures in 2006 totaled

¥90,841 million, including those for the construc-

tion of a new HD media R&D facility and the

expansion of production facilities for HD media;

for the expansion of production facilities for ethyl-

ene and the modification thereof for feedstock

diversification; for the expansion of production

facilities for VGCF™ carbon nanofibers; for the

construction of new production facilities for alu-

minum cylinders for laser printers; 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 centering

on the sale of affiliates and investment securities,

the outstanding balance of interest-bearing debt

as of the end of 2006 decreased ¥15,659 million,

to ¥433,172 million.

Segment Performances

In terms of net sales for the year, the Petrochemicals

segment contributed 36.7%, Chemicals 8.7%,

Electronics 18.1%, Inorganics 8.1%, and

Aluminum 28.4%. A breakdown of net sales and

operating income by segment is as follows:

In the Petrochemicals segment, sales rose

11.4%, to ¥335,383 million, but operating

income fell 25.0%, to ¥16,376 million, due mainly

to the decline in production resulting from the

maintenance shutdown of the ethylene plant con-

ducted once in every four years. Despite lower

shipment volumes as a result of the maintenance

shutdown, sales of olefins were up due to higher

selling prices, reflecting soaring raw material

costs. In the organic chemicals operations, ship-

ment volumes of ethyl acetate fell as a result of

the maintenance shutdown of the Company’s

ethylene plant. However, overall sales of organic

chemicals increased due to higher selling prices,

reflecting the rise in feedstock costs, and due to

increased shipment volumes of acetic acid. Sales

of plastics by Showa Highpolymer Co., Ltd.,

increased due to an increase in selling prices,

reflecting the rise in feedstock costs. 

In the Chemicals segment, sales rose 7.0%, to

¥79,201 million, and operating income increased

7.8%, to ¥5,108 million. Sales of commodity

industrial gases, including oxygen and nitrogen,

slipped. Sales of acrylonitrile, caustic soda, and

hydrochloric acid were up due to the rise in sell-

ing prices. In the area of specialty chemicals,

shipment volumes of Shoprene™ chloro-

prene rubber, amino acids, and Shodex™

chromatography columns increased. 

In the Electronics segment, sales increased

23.6%, to ¥165,541 million, and operating

income jumped 45.2%, to ¥28,634 million. Sales

of HD media increased due partly to the start-up

of new production capacity and steady demand.

Sales of compound semiconductors were also

up, reflecting the rise in shipment volumes. Sales

of rare earth magnetic alloys increased due to the

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



New HD media plant in Singapore;
President Takahashi at the
inauguration ceremony
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rise in selling prices. Sales of semiconductor-

processing specialty gases, electronic ceramics,

and fine carbons increased due to the rise in

shipment volumes.

In the Inorganics segment, sales increased

20.1%, to ¥74,301 million, and operating income

jumped 93.4%, to ¥16,069 million. Sales of

ceramics were up due mainly to the rise in selling

prices of alumina, reflecting higher raw material

costs. Sales of graphite electrodes increased due

to continued steady shipments, reflecting grow-

ing demand for steel worldwide. Our U.S. sub-

sidiary Showa Denko Carbon, Inc., substantially

contributed to the increase in the segment’s

operating income. 

In the Aluminum segment, sales increased

8.0%, to ¥260,107 million. However, operating

income decreased 22.1%, to ¥6,472 million, due

mainly to the impact of higher aluminum ingot

prices on the aluminum can business. Sales from

ingot marketing rose, reflecting higher prices on

the international market. Sales of rolled products

were up due to the rise in selling prices, reflecting

higher raw material costs. Sales of extrusions/

specialty products increased due to increases

in shipment volumes and selling prices. In the heat

exchanger business, sales rose slightly in each

of the three major markets of Japan, the United

States, and Europe. Sales of Shotic™ forged

products increased due to growing demand for

automotive parts applications. However, sales

of aluminum cans fell due to a decrease in

shipment volumes.

Expanding HD Media Production Capacity

We are continuing to expand our HD media

operations as a typical growth driver business

under the Passion Project. In 2006, we invested

¥62,933 million, or about two-thirds of our total

investment, in the Electronics segment, centering

on the HD media business. In April, we increased

our HD media production capacity to 13.75 mil-

lion disks a month, up 28.5% from the end of

2005, to meet growing demand for small-diame-

ter media mainly for use in mobile music players.

At the end of December, the capacity was further

increased to 15.75 million disks a month through

expansions, centering on our sites in Taiwan and

Japan. In December, the Showa Denko Group’s

fourth HD media plant was completed in

Singapore. The new plant is the second HD

media plant in Singapore, in addition to the exist-

ing plants in Chiba Prefecture (Japan) and

Taiwan. We will install additional production lines

at the new plant in Singapore to meet growing

demand, increasing our total capacity to 24 mil-

lion disks a month by the end of 2008. 

Launching New HD Media Products

To meet brisk demand for high-capacity HD

media for consumer electronics and notebook

PCs, we have been producing HD media based

on the innovative perpendicular magnetic record-

ing (PMR) technology since the second half of

2005. In July 2006, we also started commercial

production of 2.5-inch HD media with data stor-

age capacity of 100 gigabytes per disk. In

August, we completed a new R&D facility in

Ichihara City, Chiba Prefecture to improve the

PMR technology and to promote the develop-

ment of the next-generation HD media. In view

of the strong demand, part of the facility is

being used for commercial production. 

MMESSAGE FROM THE MANAGEMENT

Shift of Recording Methods to New Technologies
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Starting Commercial Production 
of Ultrabright LED Chips

We have decided to start full-scale commercial

production of ultrabright LED chips based on our

proprietary technologies, aiming to expand the

operation as one of the new growth driver busi-

nesses under the Passion Project. Specifically,

we will increase our capacity for producing alu-

minum-gallium-indium-phosphide (AlGaInP) ultra-

bright LED chips from 30 million units at present

to 100 million units a month. Our AlGaInP ultra-

bright LED chips produce diverse colors, such

as red, yellow, and orange. We can also provide

these LED chips in a large size or special sizes as

required by respective customers. Our produc-

tion capacity for gallium-nitride (GaN) ultrabright

blue LED chips will also be increased from 30 mil-

lion units at present to 100 million units a month.

We will continue aggressively investing in the

development of ultrabright LED chips to meet

growing demand for use in LCD backlighting, a

market expected to start up in or around 2008.

Furthermore, we will accelerate the development

of new LED products for general lighting, a new

promising application to be commercialized in

the future. 

Managing All Operations 
Based on the CSR Principles

We attach great importance to the establishment

of the internal control system as a means to

ensure sustainable growth and long-term corpo-

rate value, taking various measures to enhance

our levels of corporate governance, compliance,

and risk management. 

We will contribute to the sound growth of inter-

national society as a responsible corporate citizen

by developing and providing useful and safe

technologies, products, and services. At the

same time, we will make utmost efforts to ensure

safety, conserve resources and energy, and

reduce industrial wastes and chemical substance

emissions, thereby contributing toward environ-

mental protection.

The business environment in 2007 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 mate-

rials. Under these circumstances, we will pro-

mote the growth strategy as defined in the

Passion Project, developing individualized and

competitive products by deepening our wide-

ranging material technologies and nurturing their

interconnections. We will also increase the com-

petitiveness of base businesses and lay the

groundwork for long-term sustainable growth,

thereby striving to fulfill our corporate social

responsibility (CSR). 

We look forward to continued support from

our fellow stockholders.

March 29, 2007

Mitsuo Ohashi, Chairman of the Board 

Kyohei Takahashi, President and CEO

Ultrabright LEDs




