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Management’s Discussion and Analysis

Results of Operations
Consolidated net sales in 2013 totaled ¥848,071 million (US$8,047 

million), an increase of ¥108,260 million, or 14.6%, from the previous 

year due mainly to higher sales in the Petrochemicals segment, which 

recovered from a trouble with equipment in the first half of the 

previous year.

The cost of sales increased ¥110,389 million, or 17.6%, to ¥739,017 

million (US$7,012 million), reflecting the increase in net sales.

Selling, general and administrative expenses slightly increased ¥25 

million, or 0.03%, to ¥83,101 million (US$789 million).

We recorded operating income of ¥25,953 million (US$246 million), 

down ¥2,154 million, or 7.7%, due to the decrease in operating income 

in Inorganics, Electronics and Others segments, despite of the increase in 

operating income in Petrochemicals, Aluminum and Chemicals segments.

R&D expenditures decreased ¥199 million, to ¥20,435 million 

(US$194 million).

Information by Business Segment
A breakdown of net sales and operating income by business segment 

is as follows.

Petrochemicals
Production of ethylene and propylene increased from the previous 

year due to the recovery from the trouble with the ethylene plant 

that occurred in the first half of 2012. Sales of olefins increased due to 

higher shipment volumes reflecting the recovery from the trouble as 

above and the rises in sales prices reflecting a price hike of naphtha 

as raw material. Sales of organic chemicals increased due to higher 

shipment volumes of vinyl acetate and allyl alcohol.

As a result, the Petrochemicals segment’s sales increased ¥95,792 

million, or 50.2%, to ¥286,732 million (US$2,721 million). The segment 

recorded an operating income of ¥4,398 million (US$42 million), up 

¥5,374 million from the previous year.

Chemicals
Sales of basic chemicals increased due to a shift toward mild 

upward trend in acrylonitrile market, and higher export volumes of 

chloroprene rubber. Sales of industrial gases decreased due to lower 

shipment volumes of gases including hydrogen. Sales of electronic 

chemicals increased due to higher export volumes. Sales of functional 

chemicals slightly increased.

As a result, the Chemicals segment’s sales increased ¥3,280 million, 

or 2.6%, to ¥130,656 million (US$1,240 million). The segment recorded 

an operating income of ¥2,559 million (US$24 million), up ¥3,434 

million from the previous year, reflecting the improvement in the basic 

chemicals business.

Electronics
Sales of HD media decreased due to lower shipment volumes, 

reflecting a production adjustment by hard disk drive industry as 

a response to stagnant demand for PCs. Concerning the electronic 

materials business, sales of rare earth magnetic alloys decreased due to 

the influence of the magnet industry’s severe inventory adjustments, 

which hit bottom in the first quarter of the year. Sales of compound 

semiconductors also decreased, reflecting the non-consolidation of the 

gallium-nitride LED business as a result of its structural reform carried 

out in the previous year.

As a result, the Electronics segment’s sales slipped ¥26,758 million, 

or 16.4%, to ¥136,548 million (US$1,296 million), and its operating 

income decreased ¥10,371 million, or 32.1%, to ¥21,940 million 

(US$208 million).

Inorganics
Sales of graphite electrodes decreased due to lower shipment 

volumes, reflecting the influence of stagnant steel demand in Europe 

and overproduction by the Chinese steel industry. Sales of ceramics 

increased due mainly to higher shipment volumes for electronic 

materials applications.

As a result, the Inorganics segment’s sales increased ¥346 million, 

or 0.5%, to ¥65,919 million (US$625 million). However, the segment 

recorded operating loss of ¥838 million (US$8 million), down ¥3,792 

million from the previous year due mainly to the fall in shipment 

volumes of graphite electrodes.

Petrochemicals
Chemicals
Electronics

Note: Regarding changes in the segmentation, 
see note 2 on page 30

Inorganics
Aluminum
Others
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Aluminum
Sales of rolled products increased due to higher shipment volumes 

of high-purity foil for aluminum electrolytic capacitors as the 

capacitor industry’s inventory adjustments ended in the first quarter, 

and demand recovered thereafter. Sales of aluminum specialty 

components increased due to higher shipment volumes of Shotic TM 

forged products, reflecting brisk car production at overseas sites. Sales 

of aluminum cans were maintained at the level of the previous year.

Notwithstanding these factors to push up sales, the Aluminum 

segment’s sales fell ¥1,823 million, or 2.0%, to ¥90,383 million (US$858 

million), reflecting the transfer of Showa Denko Aluminum Trading 

K.K. to the Others segment. Operating income increased ¥4,264 million, 

or 269.6%, to ¥5,845 million (US$55 million), due partly to the higher 

shipment volumes of rolled products.

Others
Sales of lithium ion battery (LIB) materials increased due to higher 

shipment volumes for smartphone and tablet PC applications. Shoko 

Co., Ltd.’s sales increased, reflecting higher sales in overseas businesses. 

Consolidation of Shoko (Shanghai) Co., Ltd. by SDK also contributed to 

higher sales in this segment.

As a result, the Others segment’s sales increased ¥41,236 million, or 

30.5%, to ¥176,516 million (US$1,675 million). However, the segment 

recorded an operating loss of ¥626 million (US$6 million), down ¥715 

million from the previous year, due partly to the rise in fixed costs 

pertaining to the LIB materials business.

Information by Geographic Area
Sales in Japan
Sales of the Petrochemicals segment increased owing to the increase 

in shipment volumes due to the recovery from the trouble with the 

ethylene plant that occurred during the first half of 2012. Sales of 

the Chemicals segment increased due to a shift toward mild upward 

trend in acrylonitrile market. Sales of the Electronics segment 

decreased due to the lower shipment volumes and drops in prices of 

rare earth magnetic alloys, reflecting the magnet industry’s inventory 

adjustments. Sales of the Aluminum segment decreased due to 

the transfer of Showa Denko Aluminum Trading K.K. to the Others 

segment, notwithstanding higher shipment volumes of high-purity 

foil for aluminum electrolytic capacitors. Sales of the Others segment 

increased owing to the rise in Shoko Co., Ltd.’s sales due partly to 

higher sales in its Chemicals business.

As a result, consolidated sales from operations in Japan increased 

¥44,177 million, or 9.2%, to ¥526,303 million (US$4,994 million).

Sales in China
Sales of the Petrochemicals segment increased due to higher shipment 

volumes of products including ethylene, reflecting a recovery of 

demand. Consolidation of Shoko (Shanghai) Co., Ltd. by SDK also 

contributed to higher sales in China.

As a result, consolidated sales from operations in China increased 

¥48,403 million, or 84.5%, to ¥105,658 million (US$1,003 million).

Sales in Asia (Excluding Japan and China)
Sales of the Petrochemicals segment increased due to higher shipment 

volumes of products including ethylene, reflecting a recovery of 

demand. Sales of the Electronics segment decreased due to lower 

shipment volumes of HD media, reflecting production and inventory 

adjustments by hard disk drive industry as responses to stagnant 

demand for PCs.

As a result, consolidated sales from operations in Asia (excluding 

Japan and China) increased ¥12,901 million, or 7.9%, to ¥175,503 

million (US$1,665 million).

Sales in the Rest of the World
Sales of the Inorganics segment decreased due to lower shipment volumes 

of graphite electrodes to the United States and Europe, reflecting stagnant 

demand for steel. Sales of the Chemicals segment increased due to higher 

shipment volumes in basic chemicals business. Sales of the Aluminum 

segment also increased owing to higher shipment volumes of Shotic TM 

forged products to the automotive industry in Europe.

As a result, consolidated sales from operations in the rest of the world 

increased ¥2,780 million, or 7.3%, to ¥40,607 million (US$385 million).

Other Income (Expenses) and Net Income
The gap between interest expenses and interest and dividends 

income decreased ¥673 million, to expenses of ¥2,826 million (US$26 

million), as a result of a decrease in interest expenses and an increase 

in dividends income, despite an increase in interest-bearing debt due 

partly to the additional consolidation of subsidiaries. We recorded 

a loss in the equity in earnings of unconsolidated subsidiaries and 

affiliates to which the equity method is applied in the amount of ¥264 

Net Income
(Billions of yen)

20

15

10

5

0

-40

Total Assets
(Billions of yen)

1,000

900

800

700

600

0
20102009 2011 2012 2013 20102009 2011 2012 2013



33S H O W A  D E N K O  K . K .    A N N U A L  R E P O R T  2 0 1 3

C
o

rp
o

rate Strateg
ies

Research
 an

d
 D

evelo
p

m
en

t
Su

stain
ab

le G
ro

w
th

“PEG
A

SU
S Ph

ase II”
Review

 o
f O

p
eratio

n
s

Fin
an

cial D
ata

C
o

rp
o

rate D
ata

million (US$3 million), a deterioration of ¥553 million, due partly 

to a decline in profitability of affiliates in synthetic-resin-related 

operations, reflecting their sluggish shipment volumes and rises in raw 

material prices. Foreign exchange gains improved ¥1,970 million, to 

¥2,165 million (US$21 million).

We recorded a loss of ¥1,378 million (US$13 million), net, on 

sales and retirement of noncurrent assets, an improvement of ¥456 

million. We also recorded a loss of ¥1,357 million (US$13 million) for 

the impairment loss, an improvement of ¥2,124 million, though we 

are in the process of withdrawal from chemical alumina production 

in Yokohama Plant and transfer of its customer base to a new joint 

corporation in Indonesia. Loss on valuation of investment securities 

decreased ¥2,508, to ¥465 million (US$4 million). Gain on sales of 

investment securities, net, increased ¥4,906 million, to ¥5,051 million 

(US$48 million) due partly to transfers of shares of affiliated companies 

and sales of listed common stocks.

In the first half of the year, we earned a compensation income from 

cancellation of contracts in the amount of ¥756 million (US$7 million).

Overall, the total of other income (expenses) amounted to a loss 

of ¥1,920 million (US$18 million), an improvement of ¥14,900 million 

from the previous year.

As a result, the Company posted income before taxes and minority 

interests of ¥24,033 million (US$228 million), up ¥12,745 million from 

the previous year. After corporate income taxes, current, of ¥3,519 

million (US$33 million), down ¥1,406 million from the previous year, 

corporate income taxes, incurred (as a result of partial disposition of 

deferred tax assets), of ¥10,241 million (US$97 million), up ¥14,915 

from the previous year, and minority interests in income of ¥1,209 

million (US$11 million), the Company recorded net income of ¥9,065 

million (US$86 million), down ¥303 million from the previous year.

Financial Position
Total Assets
Total assets increased ¥52,609 million from the end of the previous 

year, to ¥985,771 million (US$9,354 million), due partly to the additional 

consolidation of subsidiaries including Showa Denko Sichuan Carbon, Inc. 

and appreciation of overseas subsidiaries’ assets in terms of Japanese yen 

derived from depreciation of the yen. Cash and deposits increased ¥16,643 

million, to ¥68,250 million (US$648 million). Inventories decreased 

¥1,605 million, to ¥120,156 million (US$1,140 million), reflecting their 

decrease in the Electronics segment and the Inorganics segment, despite 

their increase in the Petrochemicals segment. Net property, plant and 

equipment increased ¥20,834 million, to ¥494,087 million (US$4,688 

million), due partly to the capacity expansion investment in Showa Denko 

Carbon, Inc. Total investments and other assets decreased ¥596 million, 

to ¥117,085 million (US$1,111 million), due to the partial disposition of 

deferred tax assets, notwithstanding the rise in valuation on available-for-

sale securities.

Liabilities
Interest-bearing debt increased ¥11,425 million from the end of the 

previous year, to ¥353,686 million (US$3,356 million), due partly to 

the additional consolidation of subsidiaries. Total liabilities increased 

¥21,765 million, to ¥639,961 million (US$6,072 million), due partly to 

the increase in accounts payable.

Net Assets
Net assets increased ¥30,844 million from the end of the previous year, 

to ¥345,811 million (US$3,281 million), due partly to the posting of net 

income and the increase in the foreign currency translation adjustment.

Capital Expenditures
Capital expenditures increased ¥1,867 million, to ¥44,370 million 

(US$421 million), due mainly to the progress in the production capacity 

expansion program in our U.S. subsidiary in the graphite electrode 

business, despite a significant reduction of capital investment in the 

Electronics segment due to the completion of major investment in HD 

media production lines by the end of 2012.

Cash Flows
Net cash provided by operating activities increased ¥10,255 million 

from the previous year, to ¥63,565 million (US$603 million) due 

partly to an increase in income before income taxes and minority 

interests. Net cash used in investing activities increased ¥6,529 million, 

to ¥46,738 million (US$443 million), due partly to the increase in 

purchase of plant, property and equipment. Cash flows from financing 

activities ended up in net payment of ¥6,805 million (US$65 million), 

a decrease of ¥13,345 million in payment, as a result of the increase in 

interest-bearing debt, which decreased in the previous year.

As a result, taking the effects of exchange rate fluctuations into 

account, cash and cash equivalents at the end of 2013 increased 

¥16,921 million, to ¥68,175 million (US$647 million).
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