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costs also increased. Meanwhile, the electronic

parts/materials industry showed steady growth

despite partial inventory adjustments.

Under these circumstances, the Showa Denko

Group proceeded with the Passion Project with a

view to laying the groundwork for long-term sus-

tainable growth. The Group took various steps to

expand growth businesses, while continuing

structural reform and cost-reduction efforts. 

As a result, the Group’s consolidated net sales

in 2007 increased 11.9%, to ¥1,023,238 million,

marking a new high. Operating income rose

11.6%, to ¥76,671 million. Net income rose

14.7%, to ¥33,066 million, despite an increase in

non-operating expenses following the start-up of

the new HD media plant in Singapore, as extra-

ordinary losses decreased following the progress

in structural reform of the Aluminum segment.

Both operating income and net income set a

new record.

Dividends of ¥5.00 per share, up ¥1.00 per

share from the preceding year, were paid to

shareholders on record at the end of December

2007.

MMESSAGE FROM THE MANAGEMENT

In 2007, the second year of the medium-

term consolidated business plan, the

Passion 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 business plan, we will lay the ground-

work for sustainable growth over the long

term, aiming to earn the full trust and confi-

dence of the market and society. We will

preferentially allocate our resources to

“growth driver” businesses, centering on the

hard disk (HD) media business, while accel-

erating the development of new growth driv-

er businesses, including ultrabright LED

chips, and improving the earning power of

“cash cow” base businesses, such as petro-

chemicals and graphite electrodes. At the

same time, we will work hard to improve our

financial strength. 

Business Results for 2007

During the year under review, despite such insta-

bility factors as the soaring crude oil prices, the

decline in construction work in the second half of

the year, and financial problems following the

U.S. subprime mortgage crisis, the Japanese

economy continued its gradual recovery owing to

steady capital spending against the background

of strong corporate earnings and increases in

exports to Asian countries.

In the chemical and nonferrous metals indus-

tries in Japan, the situation remained severe as

prices of naphtha, aluminum ingots, and other

raw materials soared while fuel and distribution
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Our capital expenditures in 2007 totaled

¥69,346 million, including those for the start-up

of the new HD media plant in Singapore and

the expansion of HD media production capac-

ity at other sites; for the expansion of indium

gallium-nitride (InGaN)-based blue LED chip and

aluminum-gallium-indium-phosphide (AlGaInP)

ultrabright LED chip production facilities; for

the expansion of production facilities for large-

diameter (30- and 32-inch) graphite electrodes;

and for further expansion, rationalization, produc-

tion 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 2007 decreased ¥37,526 million,

to ¥395,645 million.

Segment Performances

In terms of net sales for the year, the Petrochem-

icals segment contributed 38.6%, Chemicals

8.3%, Electronics 19.6%, Inorganics 8.3%, and

Aluminum 25.2%. A breakdown of net sales and

operating income by segment is as follows:

In the Petrochemicals segment, sales rose

17.8%, to ¥395,105 million, and operating

income increased 19.5%, to ¥19,574 million.

Sales of olefins rose as shipment volumes

increased over the preceding year, in which we

had a maintenance shutdown of our ethylene

plant that is conducted once in every four years.

The increase in olefin sales was also due to high-

er selling prices, reflecting the rise in raw material

costs. Sales of organic chemicals were up due to

higher selling prices, reflecting the rise in feed-

stock costs, and increased shipment volumes of

vinyl acetate. 
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In the Chemicals segment, sales rose 7.0%, to

¥84,709 million, and operating income jumped

45.5%, to ¥7,431 million. Sales of acrylonitrile

were up due to the rise in selling prices, while

sales of caustic soda increased due to the rise

in shipment volumes. Sales of commodity

industrial gases, including oxygen, nitrogen, and

hydrogen, decreased. Meanwhile, sales of chloro-

prene rubber increased due to the rise in selling

prices, and sales of amino acids, Elaslen™ chlo-

rinated polyethylene, and Shodex™ chroma-

tography columns increased due to the rise

in shipment volumes. 

In the Electronics segment, sales increased

21.4%, to ¥201,013 million. Sales of HD media

increased due to the rise in shipment volumes,

reflecting the start-up of the new plant in

Singapore. Sales of compound semiconductors

were also up, reflecting the rise in shipment vol-

umes of AlGaInP ultrabright LED chips. Sales of

semiconductor-processing specialty gases

decreased as shipment volumes of LCD-panel

cleaning agents fell. Sales of rare earth magnetic

alloys substantially increased due to the rise in

shipment volumes and selling prices, reflecting

soaring raw material costs. Meanwhile, the seg-

ment’s operating income decreased 9.8%, to

¥25,833 million. This was due to an increase in

the production costs of HD media following the

shift to perpendicular magnetic recording (PMR)

technology and an increase in depreciation

expenses as a result of capacity expansions.

These factors caused operating income to

decrease, mainly in the first half of the year.

In the Inorganics segment, sales increased

13.9%, to ¥84,599 million, and operating income

jumped 30.0%, to ¥20,894 million. Sales of

ceramics were maintained at the previous year’s

level. Sales of graphite electrodes increased due

to continued steady shipment volumes, reflecting

growing demand worldwide. The increase in

operating income was due to the strong exports

of graphite electrodes from Japan and good

results of Showa Denko Carbon, Inc., of the

United States. 

In the Aluminum segment, sales decreased

slightly, down 0.9%, to ¥257,811 million.

However, operating income increased 24.2%, to

¥8,042 million, despite the impact of higher alu-

minum ingot prices, as we raised selling prices

in response to the rise in costs. Sales from ingot

marketing decreased owing to the fall in ship-

ment volumes. Sales of rolled products were up

due to the rise in selling prices, reflecting higher

raw material costs, and increased shipment vol-

umes of high-purity foils for capacitors. Sales

of commodity extrusions fell in the aftermath of

the revision of Japan’s Building Standard Law.

However, overall sales of extrusions/specialty

products increased due to the rise in shipment

volumes of aluminum cylinders for laser printers.

In the heat exchanger business, sales rose in

Japan and Europe, although sales slipped in the

United States following changes in product mix.

Sales of Shotic™ forged products increased due

to the rise in selling prices. Sales of aluminum
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cans also increased, reflecting higher shipment

volumes and selling prices. The aluminum alloys

business was transferred in 2006. 

Completing Shift to PMR-Technology-

Based HD Media Production

To meet growing demand for large-capacity HD

media, we started up a new plant in Singapore in

early 2007 based on the new PMR technology.

We also accelerated the shift to PMR technology

at existing production sites. As a result, PMR-

technology-based HD media accounted for

around 75% of our HD media shipments in the

October-December 2007 period. The shift to

PMR technology was virtually completed by the

end of December 2007. Our total HD media pro-

duction capacity reached 22 million units per

month at the end of December 2007, represent-

ing an increase of about 40% from the previous

year’s level, centering on the expansion in

Singapore.

In 2007, we launched 334-gigabyte, 3.5-inch

media; 160-gigabyte, 2.5-inch media; and 80-

gigabyte, 1.89-inch media, all based on PMR

technology. To the best of our knowledge, these

products represented the world’s largest storage

capacities for their respective sizes. Demand for

large-capacity HD media is growing because of

the rise in shipment volumes of notebook PCs

that enable storage and editing of moving pic-

tures, HDD recorders that enable high-definition

recording of digital high-definition TV programs,

and HDD-containing camcorders. We will contin-

ue to strengthen our production setup to ensure

the speedy and stable supply of large-capacity

HD media. 

Commercial Production of Ultrabright

LED Chips

We are expanding our capacity to produce ultra-

bright LED chips, aiming to expand the operation

as one of the new growth driver businesses

under the Passion Project. We developed a new

process for making high-quality, nitride-based

compound semiconductors. The process, called

the Hybrid PPD™, enables the use of four-inch

epitaxial wafers with high quality. Using the tech-

nology, we developed high-brightness blue LED

chips. While blue LED chips are currently used

mainly in mobile phones and displays, a sharp

increase in demand is expected owing to the

development of new applications, including LCD

backlighting. In view of substantial increases in

orders, we decided to expand our InGaN-based

LED chip production capacity at our Chiba site

from 100 million units a month to 200 million

units a month by June 2008.

We also decided to increase our production

capacity of AlGaInP ultrabright red/orange/yellow

LED chips at our Chichibu site from 100 million

units a month to 200 million units a month by the

end of 2008 to meet rapidly growing demand for

use in outdoor displays and automobile parts. 

We will continue to invest in R&D for ultrabright

LED chips, aiming to meet growing new demand,

including LCD backlighting.

Second Rare Earth Magnetic Alloy Plant

in China

In September, we started up our second rare

earth magnetic alloy plant in China at Ganzhou,

Jiangxi Province, following the one in Baotou,

Inner Mongolia. The new plant in Ganzhou has

the capacity to produce 2,000 tons a year of

alloys for high-performance neodymium-based
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magnets. With the start-up of the new plant, our

total rare earth magnetic alloy production capaci-

ty has reached 8,000 tons a year. High-perform-

ance neodymium-based magnets are being used

in voice coil motors of HD drives, MRIs, and

mobile phones. In addition, there is a growing

demand for use in motors for hybrid cars and

electric power steering devices.

Modification of Ethylene Production

Facility

We decided to modify our ethylene plant at our

Oita Petrochemical Complex on a large scale to

improve the plant’s energy efficiency and cost-

competitiveness. The modification work will be

completed in 2010, when the next maintenance

shutdown of the ethylene plant is scheduled. We

will install two modern high-efficiency cracking

furnaces to replace seven existing furnaces, while

improving the waste heat recovery system and

the preliminary distillation system.

In 2008, the business environment is forecast

to remain severe, reflecting the impact of the

subprime mortgage crisis on the financial market,

currency fluctuations, the slowdown of the U.S.

economy, and the expected continuation of the

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

rials. Under these circumstances, we will carry

out the Passion Project, which is to be complet-

ed in 2008, with a view to laying the groundwork

for long-term sustainable growth. We will also

continue taking comprehensive measures to

reduce costs, increase competitiveness, and

enhance profitability.

We will manage all our operations based on

the principle of corporate social responsibility

(CSR), aiming to earn the full trust and confidence

of the market and society. We attach great

importance to the establishment of the internal

control system as a means to ensure sustainable

growth and long-term corporate value, taking

various measures to enhance our levels of corpo-

rate governance, compliance, and risk manage-

ment. 

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.

We look forward to continued support from our

fellow stockholders.

March 28, 2008

Mitsuo Ohashi, Chairman of the Board

Kyohei Takahashi, President and CEO

Ethylene plant in Oita




