
Consolidated Financial Statements
  For the first three quarters ended September 30, 2006

Consolidated Financial Results

(\ in millions, US$ in thousands, except for net income per share)

Results for the first three quarters ( Jan. 1 - Sep. 30 )

2006 2005 Increase 2006

\ \ % $

  Net sales 666,396 593,699 12.2 5,652,217

  Operating income 51,709 41,557 24.4 438,580

  Ordinary income 44,148 35,386 24.8 374,450

  Net income 25,002 27,946 (10.5) 212,058

  Net income per share: Basic 21.81 24.46 - 0.185

  Net income per share: Diluted 20.47 22.73 - 0.174

(\ in millions, US$ in thousands, except for stockholders' equity per share)

Sep. 30, 2006 Sep. 30, 2005 Sep. 30, 2006

\ \ $

 Total assets 1,027,664 943,739 8,716,400

 Stockholders' equity 256,887 210,526 2,178,855

 Stockholders' equity per share 194.74 184.27 1.65

% % %

 Stockholders' equity ratio 22.2 22.3 22.2

  Notes
　1) Simple calculation methods are adopted with regard to several items, including income taxes.
  2) Change in accounting policies : not applicable
　3) 1 company has been consolidated while 1 company has been removed from consolidation.
　4) The equity method has been applied to 1 additional company.
　5) The figures in the Consolidated Financial Statements are unaudited.
　6) The U.S. dollar is valued at \117.90 throughout this statement for convenience only.

　
We expect the consolidated performance for fiscal 2006 will be basically in line with the forecast we announced on
August 8, 2006. Thus, we see no need to change our full-year forecast.

※The above forecast is based on the information available at this point of time. Actual results may differ materially
due to a variety of reasons, including such economic factors as fluctuations in foreign currency exchange rates as
well as market supply and demand conditions.

SHOWA DENKO K.K.
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Business Results and Financial Conditions 
 
1) Review of Operations 
 
Showa Denko K.K. and its Group companies started implementing the new 
medium-term consolidated business plan, the Passion Project, in January 2006 with 
the aim of establishing the groundwork for long-term sustainable growth.  Under the 
plan, we continued promoting structural reforms and cost reduction efforts. 
 
In the first nine months of 2006 (January 1 - September 30), the Company recorded 
a 24.4% increase in operating income over the same period of 2005, to ¥51,709 
million, on net sales up 12.2%, to ¥666,396 million.  Ordinary income increased 
24.8%, to ¥44,148 million.   Meanwhile, net income of the period fell 10.5%, to 
¥25,002 million.  A breakdown of net sales and operating income by segment in the 
January-September 2006 period is as follows: 
 
In the Petrochemicals segment, sales rose 10.0%, to ¥241,266 million.  However, 
operating income fell 27.4%, to ¥12,621 million, due to a decrease in the shipment 
volumes of olefins as a result of the maintenance shutdown of the ethylene plant in 
the first half of the year.  Nevertheless, sales of olefins and organic chemicals in 
the July-September period were up due to continued high plant utilization and 
increases in selling prices, reflecting a rise in the raw material costs.  Sales of 
plastics by Showa Highpolymer Co., Ltd., increased slightly due to a rise in the 
selling prices. 
 
In the Chemicals segment, sales rose 7.6%, to ¥57,514 million.  However, 
operating income dropped 9.4%, to ¥2,923 million, due partly to the rise in raw 
material costs for acrylonitrile production.  Sales of liquefied ammonia and 
acrylonitrile in the July-September period were up due to the rise in selling prices.  
Sales of specialty chemicals increased due to higher shipment volumes of Shoprene 
polychloroprene synthetic rubber and Shodex liquid chromatography columns, 
despite a slight decline in the shipment volumes of amino acids. 
  
In the Electronics segment, sales increased 24.1%, to ¥120,394 million, and 
operating income jumped 70.1%, to ¥22,350 million.  Sales of hard disk (HD) media 
in the July-September period increased, reflecting increased production capacity.  
Sales of compound semiconductors also increased due to higher shipment volumes.  
In the electronic materials business, sales of rare earth magnetic alloys, advanced 
ceramics and fine carbons were up due to higher shipment volumes. 
 
In the Inorganics segment, sales increased 18.7%, to ¥53,599 million and operating 
income climbed 81.5%, to ¥11,251 million.  In the carbons business, sales of 
graphite electrodes increased due to continued steady shipment volumes.  In the 
ceramics business, sales also increased, centering on alumina, due to steady 
shipment volumes and selling prices. 
  
In the Aluminum segment, sales rose 8.3%, to ¥193,624 million, but operating 
income fell 24.1%, to ¥4,933 million, reflecting the effect of soaring aluminum ingot 
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prices on aluminum cans and some other product lines.  Sales of aluminum ingots 
in the July-September period were up, reflecting soaring prices on the international 
market.  Sales of rolled products, extrusions/specialty products and Shotic forgings 
rose due to increases in shipment volumes and selling prices, reflecting higher 
aluminum ingot prices.  Sales of heat exchangers also rose due to increased 
shipment volumes of automotive heat exchangers.  Meanwhile, sales of aluminum 
cans fell slightly due to the fall in shipment volumes. 
 
2) Financial conditions at September 30, 2006 (as compared with the conditions at 
June 30, 2006) 
 
Total assets at the end of the third quarter amounted to ¥1,027,664 million, an 
increase of ¥46,808 million from the level at June 30, 2006.  The increase in total 
assets was due to an increase in inventories, reflecting the rise in raw material costs, 
as well as an increase in fixed assets through capital investment.  Interest-bearing 
debt increased ¥2,491 million, to ¥430,222 million.  Total equity at the end of the 
quarter increased ¥6,139 million, to ¥256,887 million, due mainly to an increase in 
net income for the quarter. 
 
3) Major steps taken after the announcement of the half-year results 
[Petrochemicals] 
・Turning Showa Highpolymer into a fully owned subsidiary through a share 

exchange agreement 
Showa Highpolymer, a key player in SDK’s specialty polymers operations, 
became SDK’s fully owned subsidiary on September 1 through a share exchange 
agreement.  Showa Highpolymer is a leading supplier of vinyl ester, 
biodegradable plastic and emulsion products in Japan.   
 

[Electronics] 
・Completion of a new hard disk media R&D facility 

Our new HD media R&D facility, whose construction began in October 2005, was 
completed in August.  With the start-up of the new facility, we will improve our 
proprietary perpendicular magnetic recording technology and accelerate the 
development of the next-generation HD media with greater storage capacity.  To 
meet strong request from customers, we will use part of the new facility for 
commercial production. 
 

・Merger of HD media subsidiary in Japan 
SDK merged Showa Denko HD K.K., a fully owned subsidiary for the production 
of HD media, on November 1.  SDK will enhance the efficiency of its HD media 
business through integration of the development, marketing and production 
functions. 

 
・Expansion of high-purity chlorine production capacity 

We started expanding our production capacity of high-purity chlorine at Kawasaki 
to meet growing demand for use in the manufacture of semiconductors and liquid 
crystal displays (LCDs).  The purification capacity will increase from 300 tons a 
year to 1,000 tons a year, and the filling capacity from 300 tons a year to 600 
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tons a year, both by the end of first half, 2007.  
 
・Establishment of a specialty-gas marketing company in South Korea 

In November, we started full-scale marketing of our specialty gases for the South 
Korean semiconductor/LCD market through a newly established subsidiary, 
Korea Showa Chemicals Co.  Under the new setup, the Showa Denko Group 
will provide its specialty gases through five marketing units located in Japan, 
Taiwan, China, Singapore and South Korea. 

 
・Construction of second rare-earth magnetic alloy plant 

We established a new joint venture company, Ganzhou Zhaori Rare Earth New 
Materials Co., Ltd., at Ganzhou, Jiangxi Province, China, in cooperation with 
Tokai Trade Co., Ltd. of Japan and two Chinese rare-earth mineral producers.  
We intend to ensure stable procurement of raw materials for high-performance 
magnets for the fast growing automotive market.  We are already operating a 
rare-earth magnetic alloy plant in Baotou, Inner Mongolia.  Upon completion of 
the second plant, we will have a total production capacity of 3,000 tons a year. 

 
・Expansion of VGCF carbon nanofiber production capacity 

We decided to increase our production capacity of VGCF carbon nanofibers from 
40 tons a year to 100 tons a year.  Construction of a new facility will begin later 
this year, with start-up scheduled for early 2007.  VGCF carbon nanofibers are 
used mainly as additives in lithium-ion batteries. 

 
[Aluminum] 
・Withdrawal from commodity aluminum foils business 

We decided to withdraw from the production and sale of commodity aluminum 
foils used mainly for food packaging.  We will stop receiving new orders in 
December this year and terminate sales at the end of April next year. 
 

・Launch of “Showa Ecopipe” based on recycled PET bottles 
In July, Showa Denko Kenzai K.K., a consolidated subsidiary of SDK, started 
full-scale marketing of new drainage/ventilation pipes for homes.  The product, 
sold under the trade name of “Showa Ecopipe”, is based on recycled PET bottles.  
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Consolidated Balance Sheets
(\ in millions, US$ in thousands)

Sep. 30 Jun. 30 Dec. 31 Sep. 30
2006 (A) 2006 (B) (A)-(B) 2005 (C) (A)-(C) 2006

Assets \ $

Current assets

Cash and deposit 34,260        28,538         5,723     37,273         (3,013)    290,587    

Notes and accounts receivable 184,828      162,719       22,109   161,054       23,775   1,567,672  

Inventories 91,010        84,407         6,603     77,336         13,675   771,928    

Other current assets 32,433        30,047         2,386     42,380         (9,947)    275,090    

 Total current assets 342,532      305,711       36,821   318,043       24,489   2,905,276  

Fixed assets

Tangible fixed assets 540,877      525,339       15,537   510,904       29,973   4,587,591  

Intangible fixed assets 18,670        23,216         (4,546)    24,278         (5,608)    158,352    

Investments and other assets 125,585      126,589       (1,005)    133,008       (7,424)    1,065,181  

 Total fixed assets 685,132      675,145       9,987     668,190       16,942   5,811,124  

Total assets 1,027,664    980,856       46,808   986,233       41,431   8,716,400  

Liabilities

Current liabilities

Notes and accounts payable 164,974      138,216       26,759   140,181       24,794   1,399,274  

Short-term loans payable 109,352      99,690         9,662     97,773         11,580   927,498    

Commercial paper 8,000         -                8,000     -                8,000     67,854      

Current portion of long-term loans payable 72,085        74,218         (2,133)    92,460         (20,375)  611,407    

Current portion of corporate bonds 8,500         23,500         (15,000)  15,930         (7,430)    72,095      

Other current liabilities 60,669        52,726         7,943     45,042         15,627   514,576    

 Total current liabilities 423,580      388,350       35,230   391,384       32,195   3,592,705  

Long-term liabilities

Corporate bonds 41,874        38,875         2,999     47,500         (5,626)    355,165    

Long-term loans payable 190,411      191,448       (1,037)    195,168       (4,757)    1,615,023  

Accrued pension and severance costs 36,856        38,713         (1,857)    42,617         (5,762)    312,601    

Other long-term liabilities 78,056        72,722         5,334     53,774         24,282   662,051    

 Total long-term liabilities 347,197      341,758       5,438     339,059       8,137     2,944,841  

Total liabilities 770,777      730,108       40,669   730,444       40,333   6,537,545  

Minority interests -               -                -          49,050         (49,050)  -             

Equity

Stockholders' equity

Common stock 110,515      110,514       1          110,451       63         937,359    

Capital surplus 26,556        11,157         15,399   11,090         15,466   225,241    

Retained earnings 43,425        33,485         9,940     21,868         21,557   368,323    

Treasury stock (160)          (114)            (46)        (96)              (64)        (1,359)       

Total Stockholders' equity 180,336      155,042       25,294   143,314       37,022   1,529,564  

Valuations and adjustments

Securities valuation surplus 19,538        19,148         390       19,485         53         165,721    

Deferred hedge gains (losses) 2,159         3,225           (1,066)    -                2,159     18,312      

Revaluation reserve (Land revaluation) 24,181        24,181         -          42,339         (18,158)  205,100    

Foreign currency translation adjustments 2,274         1,123           1,151     1,600           674       19,290      

Total Valuations and adjustment 48,153        47,678         475       63,425         (15,271)  408,423    

Minority interests 28,398        48,028         (19,630)  -                28,398   240,868    

Total equity 256,887      250,748       6,139     206,738       50,149   2,178,855  

1,027,664    980,856       46,808   986,233       41,431   8,716,400  Total liabilities and equity
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Consolidated Statements of Income

(\ in millions, US$ in thousands)

Results for the first three quarters ( Jan.1-Sep.30 )

2006(A) 2005(B) (A)-(B) 2006

\ $

Net sales 666,396 593,699 72,697 5,652,217

Cost of sales 552,591 490,098 62,493 4,686,948

Selling, general and administrative expenses 62,097 62,044 52 526,689

Operating income 51,709 41,557 10,152 438,580

Non-operating income 4,241 5,276 (1,036) 35,969

Non-operating expense 11,802 11,447 355 100,099

Ordinary income 44,148 35,386 8,761 374,450

Extraordinary profit 4,746 5,918 (1,172) 40,253

Extraordinary loss 7,089 3,343 3,747 60,128

Income before income taxes 41,804 37,961 3,843 354,575

Income taxes 14,735 8,395 6,340 124,978

Minority interests 2,068 1,620 448 17,539

Net income 25,002 27,946 (2,944) 212,058

(\ in millions, US$ in thousands)

Results for the third quarter ( Jul. 1 - Sep. 30 )

2006(A) 2005(B) (A)-(B) 2006

\ $

Net sales 239,404 202,749 36,654 2,030,564

Cost of sales 200,246 167,934 32,311 1,698,435

Selling, general and administrative expenses 21,233 20,373 860 180,093

Operating income 17,925 14,442 3,483 152,035

Non-operating income 1,347 1,224 122 11,423

Non-operating expense 3,642 3,726 (84) 30,894

Ordinary income 15,629 11,940 3,689 132,565

Extraordinary profit 997 869 128 8,454

Extraordinary loss 656 798 (142) 5,563

Income before income taxes 15,970 12,011 3,959 135,456

Income taxes 5,380 4,374 1,006 45,631

Minority interests 650 557 93 5,515

Net income 9,940 7,080 2,861 84,311
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   Net Sales and Operating Income by Segment

(\ in millions, US$ in thousands)

2006(A) 2005(B) (A)-(B) 2006

\ $ 

Net sales 241,266  219,367  21,899  2,046,362  

Operating income 12,621  17,386  (4,765) 107,051  

Net sales 57,514  53,436  4,078  487,816  

Operating income 2,923  3,226  (303) 24,793  

Net sales 120,394  96,998  23,396  1,021,153  

Operating income 22,350  13,141  9,209  189,567  

Net sales 53,599  45,137  8,463  454,615  

Operating income 11,251  6,199  5,052  95,424  

Net sales 193,624  178,762  14,861  1,642,270  

Operating income 4,933  6,495  (1,563) 41,836  

Net sales － － － －

Operating income (2,369) (4,891) 2,522  (20,091) 

Net sales 666,396  593,699  72,697  5,652,217  

Operating income 51,709  41,557  10,152  438,580  

2006(A) 2005(B) (A)-(B) 2006

\ $ 

Net sales 96,021  76,756  19,264  814,425  

Operating income 5,884  5,978  (95) 49,903  

Net sales 19,473  17,185  2,287  165,163  

Operating income 966  649  317  8,193  

Net sales 41,792  34,331  7,462  354,473  

Operating income 6,502  5,374  1,128  55,145  

Net sales 18,387  15,294  3,093  155,955  

Operating income 4,098  2,047  2,051  34,760  

Net sales 63,731  59,183  4,548  540,548  

Operating income 1,140  1,941  (801) 9,669  

Net sales － － －  －

Operating income (664) (1,547) 883  (5,635) 

Net sales 239,404  202,749  36,654  2,030,564  

Operating income 17,925  14,442  3,483  152,035  

   Results for the first three quarters ( Jan. 1 - Sep. 30 )

 Results for the third quarter ( Jul. 1 - Sep. 30 )

 Inorganics

 Aluminum

Segment

 HQ costs and other

 Total

 Petrochemicals

 Chemicals

 Electronics

 Inorganics

 Aluminum

 HQ costs and other

 Total

Segment

 Petrochemicals

 Chemicals

 Electronics
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