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MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS

Consolidated net sales in 2008 totaled ¥1,003,876 million (US$11,028 

million), a decrease of ¥19,362 million, or 1.9%, from the previous year. 

Sales increased in the Petrochemicals, Chemicals, and Inorganics seg-

ments, but decreased in the Electronics and Aluminum segments.

 The cost of sales increased ¥27,711 million, or 3.2%, to ¥888,462 

million (US$9,760 million), due mainly to higher raw material costs in 

the Petrochemicals and Inorganics segments. Selling, general and 

administrative expenses increased ¥2,806 million, or 3.3%, to ¥88,622 

million (US$974 million), owing to the rise in R&D expenses.

 Operating income decreased ¥49,879 million, or 65.1%, to ¥26,792 

million (US$294 million). The decrease was due mainly to the fall in 

shipments of petrochemicals and the influence of the sharp fluctuations 

in naphtha costs; the effect of a higher yen and increased depreciation 

expenses in the Electronics segment; and low demand for aluminum 

from the construction and automobile industries.

 R&D expenditures increased ¥2,676 million, or 15.4%, to ¥20,072 

million (US$220 million).

INFORMATION BY BUSINESS SEGMENT

A breakdown of net sales and operating income by business segment 

is as follows:

Petrochemicals

Sales of olefins rose owing to higher selling prices until the middle of 

the year, reflecting soaring raw material costs, notwithstanding lower 

shipment volumes in the second half owing to stagnant demand. Sales 

of organic chemicals were down due partly to substantially decreased 

shipment volumes of acetic acid, notwithstanding higher prices of 

organic chemicals, reflecting the rise in feedstock costs.

 Overall, the Petrochemicals segment’s sales rose 1.3%, to ¥400,173 

million (US$4,396 million). However, the segment recorded an operat-

ing loss of ¥1,281 million (US$14 million), compared with operating 

income of ¥19,574 million for the previous year. The fall in the seg-

ment’s operating income was due to lower demand in the second half; 

the fall in selling prices, reflecting the sharp drop in naphtha prices; and 

the influence of high-priced stock of naphtha.

Chemicals 

Sales of acrylonitrile were up owing to higher shipment volumes, and 

sales of caustic soda, ammonia, and amino acids increased due to the 

rise in selling prices. Sales of chloroprene rubber slipped as a result of 

the fall in demand for automobile applications in the second half. We 

consolidated Showa Tansan Co., Ltd. in June 2008 by acquiring its 

common stock by a tender offer.

 As a result, the Chemicals segment’s sales rose 10.2%, to ¥93,319 

million (US$1,025 million). However, operating income fell 28.3%, to 

¥5,329 million (US$59 million), due mainly to sharp declines in the acry-

lonitrile market prices in the second half of the year.

Electronics

Sales of HD media decreased owing to lower shipment volumes in 

the second half of the year, centering on aluminum-based HD media, 

notwithstanding the rise in sales in the first half. Sales of compound 

semiconductors were up, reflecting the rise in shipment volumes of 

ultrabright LED chips. Sales of semiconductor-processing specialty 

gases decreased, reflecting the fall in demand for semiconductors. 

Meanwhile, sales of rare earth magnetic alloys rose due to the rise in 

shipment volumes and selling prices.

 As a result, the Electronics segment’s sales decreased 6.1%, to 

¥188,778 million (US$2,074 million). Operating income decreased 

64.2%, to ¥9,259 million (US$102 million), owing to the fall in shipment 

volumes of aluminum-based HD media in the second half of the year, 

the rise in depreciation expenses, and the influence of the appreciation 

of the yen. 

Inorganics

Sales of graphite electrodes increased due to the rise in selling prices, 

reflecting higher raw material costs, notwithstanding lower demand in the 

second half. Sales of ceramics increased slightly.

 As a result, the Inorganics segment’s sales increased 5.0%, to ¥88,797 

million (US$975 million). However, operating income fell 7.9%, to ¥19,244 

million (US$211 million). The decrease in operating income was due to 

the adverse effect of the appreciation of the yen on the profit from the 

graphite electrode business in the U.S. as well as the influence of higher 

raw material costs on the ceramics business.

NET SALES BY SEGMENT

(Billions of yen)
1,200

0

200

400

600

800

1,000

Chemicals ElectronicsPetrochemicals Inorganics Aluminum

20082007200620052004

OPERATING INCOME

(Billions of yen)
80

0

20

40

60

20082007200620052004

Showa Denko AR08_0420_再.indd   25 09.4.22   10:45:35 AM



M

26 Annual Report 2008

Aluminum

Sales from ingot marketing decreased owing to the fall in shipment vol-

umes. Sales of rolled products were down as a result of our withdrawal 

from the commodity foils business in the previous year and lower ship-

ment volumes of high-purity foils for capacitors in the second half of 

2008. Sales of extrusions/specialty products fell mainly due to decreas-

es in shipment volumes of extrusions for building materials. In the heat 

exchanger business, sales rose in Asia and Europe, although sales in 

Japan and the United States fell. Sales of Shotic™ forged products 

decreased because of the sharp drop in shipments to the automobile 

industry in the second half of the year. Sales of aluminum cans also 

decreased, reflecting lower shipment volumes.

 As a result, the Aluminum segment’s sales fell 9.7%, to ¥232,809 

million (US$2,558 million). The segment recorded an operating loss of 

¥212 million (US$2 million), compared with operating income of ¥8,042 

million for the previous year. The fall in the segment’s operating income 

was due to lower demand from the construction and automobile indus-

tries as well as the influence of higher fuel costs on our power genera-

tion business as an independent power provider.

INFORMATION BY GEOGRAPHIC AREA

Operations in Japan

Sales of olefins were up, owing to higher selling prices until the middle 

of the year, reflecting soaring raw material costs, notwithstanding lower 

shipment volumes in the second half as a result of stagnant demand. 

Sales of organic chemicals were down due partly to substantially 

decreased shipment volumes of acetic acid, notwithstanding higher 

prices of organic chemicals, reflecting the rise in feedstock costs. In 

the Chemicals segment, sales rose due partly to the consolidation of 

Showa Tansan. Sales of aluminum fell due to the influence of lower 

demand from the construction and automobile industries. As a result, 

consolidated sales from operations in Japan decreased 1.2%, to 

¥846,730 million (US$9,302 million), and consolidated operating 

income from operations in Japan decreased 59.5%, to ¥24,937 million 

(US$274 million). The decrease in operating income was due mainly to 

the fall in demand for petrochemicals in the second half, the fall in sell-

ing prices of petrochemicals following the sharp drop in naphtha costs, 

and the influence of high-priced stock of naphtha; low demand for alu-

minum from the construction and automobile industries; as well as the 

influence of higher fuel costs on our power generation business as an 

independent power provider.

Operations in Asia

Sales of HD media decreased owing to lower shipment volumes in the 

second half of the year, centering on aluminum-based HD media, not-

withstanding the rise in sales in the first half. As a result, sales from 

operations in Asia decreased 5.8%, to ¥98,734 million (US$1,085 mil-

lion). We posted an operating loss of ¥511 million (US$6 million) from 

operations in Asia compared with operating income of ¥11,403 million 

in the previous year. This was due to the fall in shipment volumes of 

aluminum-based HD media in the second half of the year, the rise in 

depreciation expenses, and the influence of the appreciation of the yen.

Operations in the Rest of the World

Sales of graphite electrodes by a U.S. subsidiary decreased due to the 

influence of the higher yen. Sales of heat exchangers decreased in the 

U.S., although those in Europe increased. As a result, sales from oper-

ations in the rest of the world decreased 4.9%, to ¥58,412 million 

(US$642 million), and operating income fell 12.0%, to ¥6,941 million 

(US$76 million). The decrease in operating income was due to the 

adverse effect of the appreciation of the yen on the profit from the 

graphite electrode business in the U.S. as well as the fall in profit of 

the heat exchanger business in Europe.

OTHER INCOME EXPENSES AND NET INCOME

The gap between interest expense and interest and dividend income 

decreased ¥585 million, to expenses of ¥6,263 million (US$69 million), 

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

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

method is applied decreased ¥1,634 million, to ¥742 million (US$8 mil-

lion), due to lower profit at affiliates in resin-related operations. Owing to 
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the appreciation of the yen, exchange loss increased ¥3,517 million, to 

¥5,126 million (US$56 million). The gain on the sale of marketable and 

investment securities, net, increased ¥7,756 million, to ¥10,078 million 

(US$111 million), as a result of asset reduction efforts.

 We recorded a loss of ¥4,321 million (US$47 million) for the impair-

ment of fixed assets, up ¥2,604 million, and a loss of ¥3,895 million 

(US$43 million) on the sale and disposal of fixed assets, almost at the 

same level as in the previous year. We also recorded a loss of ¥2,324 

million (US$26 million) on the write-down of investment securities, up 

¥2,243 million. Overall, the total of other income (expenses) ended in 

a loss of ¥20,500 million (US$225 million), up ¥165 million from the 

 previous year.

 As a result, the Company posted pretax income of ¥6,292 million 

(US$69 million), down ¥50,044 million from the previous year. After 

income taxes, net, of ¥2,892 million (US$32 million) and minority inter-

ests of ¥949 million (US$10 million), the Company recorded net income 

of ¥2,451 million (US$27 million), a decrease of ¥30,615 million, or 

92.6%, over the previous year.

FINANCIAL POSITION

Total Assets

Total assets decreased ¥67,619 million, or 6.6%, from the end of the 

previous year, to ¥962,010 million (US$10,568 million). Cash on hand 

and in banks increased ¥9,060 million, to ¥40,954 million (US$450 mil-

lion), as we increased its amount in view of the current financial situa-

tion. Notes and accounts receivable decreased ¥59,729 million, to 

¥132,640 million (US$1,457 million), due to a decrease in net sales 

in the second half of the year. Inventories rose ¥8,414 million, to 

¥117,749 million (US$1,294 million), as the effect of the rise in raw 

material costs more than offset inventory reduction efforts. Tangible 

fixed assets fell ¥27,650 million, to ¥531,633 million (US$5,840 million), 

due partly to a decrease in capital investments in the Electronics seg-

ment. Total investments and other assets decreased ¥11,645 million, 

to ¥105,209 million (US$1,156 million), due to the fall in appraised 

value of investment securities, reflecting the stagnant stock market, 

as well as the sale of investment securities. 

Liabilities

Interest-bearing debt fell ¥2,731 million, or 0.7%, from the end of the 

previous year, to ¥392,915 million (US$4,316 million), as a result of 

continued debt reduction efforts. Total liabilities decreased ¥34,419 mil-

lion, to ¥696,551 million (US$7,652 million).

Total Net Assets

Total net assets decreased ¥33,200 million, or 11.1%, to ¥265,459 mil-

lion (US$2,916 million). The decrease was due mainly to the payment 

of dividends for the previous year; the fall in the securities valuation sur-

plus, reflecting the stagnant stock market; and the fall in foreign curren-

cy translation adjustments, owing to the influence of the appreciation of 

the yen.

Capital Expenditures

Capital expenditures decreased ¥14,547 million, to ¥54,799 million 

(US$602 million), as a series of investments in HD media production 

facilities was completed. Chief items were expansions of blue LED chip 

and HD media production capacities.

Cash Flows

Net cash provided by operating activities decreased ¥6,223 million, to 

¥61,099 million (US$671 million), due partly to lower income before 

income taxes. Net cash used in investing activities decreased ¥25,618 

million, to ¥44,035 million (US$484 million), due partly to a decrease 

in payments for capital investments. Net cash used in financing activi-

ties decreased ¥16,734 million, to ¥3,818 million (US$42 million), not-

withstanding continued reductions in interest-bearing debt. This was 

because we increased the balance of liquidity at hand, anticipating the 

severe fund-raising environment in general due to the quickly worsen-

ing financial market. As a result, cash on hand and in banks at the end 

of 2008 increased ¥9,062 million, to ¥40,949 million (US$450 million).
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