
Message from the Management

Our business environment in 2011 remained 

very severe due to the Great East Japan 

Earthquake in March and subsequent 

restrictions on power supply; the disruption 

of supply chains following natural disasters, 

including the floods in Thailand in October; 

the sharp appreciation of the yen; and the 

sovereign debt crisis in Europe. 

 The petrochemicals industry was steady 

in the first half of the year. However, against 

the background of the economic slowdown 

in Europe and the tight-money policy in 

China, the petrochemicals market in China 

and other Asian countries weakened in the 

second half of the year due to inventory 

adjustments. The electronic parts/materials 

industry experienced substantial production 

adjustments in LCD panels. Also, the 

 nonferrous metal industry was affected by 

substantial reductions in automobile produc-

tion following the Great East Japan Earth-

quake and the floods in Thailand. 

 In line with its new five-year consolidated 

business plan PEGASUS launched in January 

2011, the Showa Denko Group promoted 

capacity expansion for hard disk (HD) media 

and graphite electrodes to ensure the 

Group’s steady growth. We completed the 

HD media capacity expansion by June 2011. 

The decision to expand our graphite elec-

trode capacity in the United States was 

made in February 2011. Furthermore, we 

took various measures to strengthen base 

businesses, including the transfer of our 

automotive heat exchanger business in the 

Aluminum segment.

 In 2011, the Group recorded consolidated 

net sales of ¥854,158 million, up 7.1% from 

the previous year. Operating income 

increased 22.3%, to ¥47,357 million, due 

mainly to the contribution of the Electronics 

segment. The Group recorded net income of 

¥16,980 million, up 33.6%, despite the 

recording of extraordinary losses following 

the Great East Japan Earthquake. 

 Dividends of ¥3.00 per share were paid 

to shareholders on record at the end of 

December 2011. We made capital invest-

ments, including the expansion of HD media 

production capacity centering on our site in 

Singapore. However, the total amount of 

capital expenditures decreased from 2010, 

when we renovated facilities at the Oita 

Complex on the occasion of the shutdown 
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maintenance conducted once in every four 

years. In addition, we carefully selected proj-

ects amid the slowdown in the world econo-

my. As a result, our capital expenditures in 

2011 amounted to ¥38,794 million, down 

¥19,241 million.

 The outstanding balance of interest- 

bearing debt as of the end of 2011 fell 

¥3,727 million from the end of the previous 

year, to ¥347,308 million, as a result of con-

tinued reduction efforts.

Segment Performances
A breakdown of net sales and operating 

income by segment is as follows:

 In the Petrochemicals segment, sales 

increased 25.5%, to ¥250,396 million. 

Shipment volumes of olefins increased from 

the previous year, when we conducted the 

shutdown maintenance of our ethylene plant. 

Sales of olefins increased owing to higher 

shipment volumes and higher selling prices, 

reflecting the rise in naphtha prices. Sales of 

ethyl acetate decreased due to lower ship-

ment volumes. However, overall sales of 

organic chemicals increased owing to higher 

shipment volumes of allyl alcohol and other 

products. Operating income increased 

52.9%, to ¥3,484 million.

 In the Chemicals segment, sales slipped 

2.5%, to ¥130,203 million. Sales of func-

tional polymers were maintained at the pre-

vious year’s level, while sales of chloroprene 

rubber were up due to the rise in selling 

prices. Sales of semiconductor-processing 

specialty gases decreased due to production 

adjustments in the LCD/semiconductor 

industries and the fall in selling prices. Sales 

of acrylonitr i le and industrial gases 

decreased due to the fall in shipment vol-

umes. Operating income dropped 63.8%, 

to ¥2,035 million.

 In the Electronics segment, sales 

increased 11.5%, to ¥165,011 million. Sales 

of HD media decreased due to the influence 

of the appreciation of the yen, notwithstand-

ing the rise in shipment volumes after 

capacity expansion. Sales of compound 

semiconductors decreased due to the fall in 

selling prices. Meanwhile, sales of rare earth 

magnetic alloys increased due to higher sell-

ing prices, reflecting the soaring raw mate-

rials prices. Operating income jumped 

102.8%, to ¥30,242 million.

 In the Inorganics segment, sales slipped 

0.5%, to ¥77,564 million. Sales of graphite 

electrodes decreased due partly to the influ-

ence of the appreciation of the yen, despite 

the rise in shipment volumes. Sales of 

ceramics increased, centering on electronic 

material applications. Operating income 

decreased 4.4%, to ¥9,640 million.

 In the Aluminum segment, sales fell 

4.5%, to ¥124,280 million. Sales of rolled 

products were down due to the fall in ship-

ment volumes of high-purity foils for capaci-

tors. Sales of extrusions/specialty products 

decreased due to the fall in shipment vol-

umes of aluminum cylinders for laser beam 

printers. Sales of automotive heat exchang-

ers decreased due to production cuts in the 

automobile industry, reflecting the Great East 

Japan Earthquake and the floods in Thailand. 

Meanwhile, sales of Shotic™ forged prod-

ucts increased due to higher shipment vol-

umes. Sales of aluminum cans were 

maintained at the previous year’s level. 

Operat ing income dropped 27.3%, 

to ¥6,212 million.

 In the Others segment, sales slipped 

2.3%, to ¥150,583 million. Sales of lithium 

ion battery related materials increased due 

to higher volumes of shipments for smart-

phone and automotive applications. Shoko 

Co., Ltd.’s sales were maintained at the pre-

vious year’s level. Meanwhile, sales from the 

engineering business decreased, reflecting 

the reduction in the scale of the business. 

Operat ing income decreased 8.9%, 

to ¥1,860 million.

Ongoing Business Plan 
“PEGASUS” (2011-2015) 
Under the consolidated business plan 

PEGASUS for the 2011-2015 period, we are 

focusing on the two business domains of 

“Energy/Environment” and “Electronics.” 

This is because we want to better meet the 

social need for higher living standards and 

lower environmental impact. We will provide 

components, materials, and solutions in 

these business domains based on our pro-

prietary advanced technologies, thereby 

contributing toward creating a society where 

affluence and sustainability are harmonized. 

 We are promoting our growth strategy by 

concentrating our managerial resources on 

the two main businesses of HD media and 

graphite electrodes. Furthermore, in the rare 

earth magnetic alloy business, we will imple-

ment an aggressive growth strategy, includ-

ing capacity expansion, to establish it as a 

new growth driver. These businesses will 

serve as major contributors to our profit and 

cash flows. 

 Our consolidated operating income for 

2011—the first year under PEGASUS—

reached ¥47.4 billion, surpassing the initial 

target of ¥45 billion, despite the severe busi-

ness environment. We will continue speedily 

implementing various measures under 

PEGASUS to strengthen each business.
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Measures Implemented  
or Decided in 2011
1. Strengthening the HD media, 
graphite electrode, and rare earth 
magnetic alloy businesses
a) Expansion of HD media production 
capacity 
Demand for hard disk drives (HDDs) will 

grow in coming years as the mainstream of 

large-capacity storage medium owing to 

increased use in PCs, external memory, and 

digital electric appliances as well as in serv-

ers, reflecting the dramatic increase in glob-

al information traffic due to cloud computing. 

Under these circumstances, we have 

increased our total HD media production 

capacity by five million disks a month, to 27 

million disks a month, as from the end of 

June 2011, through capacity expansions at 

Showa Denko HD Singapore Pte. Ltd. and 

other production sites. In July 2011, we 

started commercial shipments of 2.5-inch 

HD media with storage capacity of 500 giga-

bytes per disk, ahead of competitors. To the 

best of our knowledge, the product had the 

world’s highest storage capacity for this size 

available on the market as of August 3, 

2011. We will continue to meet customer 

requirements by providing high-capacity, 

high-quality “Best-in-Class” HD media.

b) Decision to expand graphite 
 electrode production capacity
Demand for electric steel is expected to 

grow in the United States, reflecting its 

steady economic growth, and especially in 

emerging markets, centering on the BRICS 

nations. Based on this forecast, we decided 

to expand our graphite electrode production 

capacity. Specifically, we will increase the 

capacity at Showa Denko Carbon, Inc. 

(SDKC), a consolidated subsidiary in the 

United States, from 45,000 t/y to 75,000 t/y, 

in the second half of 2013. Together with 

the 60,000 t/y plant in Omachi, Japan, the 

Showa Denko Group’s total graphite elec-

trode production capacity will reach 135,000 

t/y. As a result, we will establish ourselves 

as the third-largest graphite electrode pro-

ducer in the world. We will study the possi-

bility of building a third production site, 

somewhere in the emerging markets center-

ing on Asia, as a means to optimize our 

global supply chains.

c) Expansion of rare earth magnetic 
alloy production capacity
In July 2011, we increased rare earth mag-

netic alloy production capacity at our subsid-

iary Ganzhou Zhaori Rare Earth New 

Materials Co., Ltd., in Ganzhou, Jiangxi 

Province, China, by 1,000 t/y, to 3,000 t/y. 

Together with another subsidiary in Baotou, 

Inner Mongolia, our rare earth magnetic alloy 

production capacity in China now amounts 

to 4,000 t/y. The two subsidiaries in China 

are producing neodymium-based alloys for 

high-performance magnets. These magnets 

are used in motors for hybrid cars and elec-

tric vehicles, whose demand is expected to 

grow rapidly, and in inverters for air condi-

tioners. We started full-scale production in 

2011 at our newly built rare-earth-metal 

recycling plant in Vietnam. We will procure 

raw materials in a stable manner and meet 

growing demand for our rare earth magnetic 

alloys.

2. Strengthening the LIB materials 
business
We are in the process of expanding our pro-

duction capacity for materials used in lithium 

ion batteries (LIBs), namely, graphite anode 

material (SCMG™); additive in anodes and 

cathodes (VGCF ™); and aluminum laminat-

ed films for LIB packaging (at our subsidiary 

Showa Denko Packaging Co., Ltd.). This is in 

response to the growing demand for large 

LIBs for use in electric vehicles and storage 

batteries as well as for small LIBs for use in 

smartphones and tablet-type devices. By 

December 2011, the production capacity 

was increased from 100 t/y to 200 t/y for 

VGCF ™ and by 50% for aluminum laminat-

ed films. As for SCMG ™, the production 

capacity will be increased from 2,000 t/y to 

3,000 t/y by the middle of 2012. We have 

HD media Graphite electrodes Rare earth magnetic alloys
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also started commercial production of 

SDX ™ carbon-coated aluminum foils for 

cathode collectors. We are planning to 

increase total sales of the four items 

(SCMG ™, VGCF ™, aluminum laminated 

films for packaging, and SDX ™) to ¥30 bil-

lion in 2015.

3. Start-up of a pilot plant  
for heat-resistant transparent  
film SHORAYAL™
In July 2011, we started up a pilot plant for 

our new heat-resistant transparent film 

SHORAYAL™ for use as a glass-substitute 

material for touch screens in smartphones 

and o ther  dev ices . We deve loped 

SHORAYAL™ based on our proprietary resin 

technology for glass lens applications. The 

film has high transparency necessary for 

optical films, high heat resistance required 

at the time of production of displays, includ-

ing touch screens, and high durability during 

use. We will accelerate development with a 

view to launching the product by the end of 

this year.

4. Completion of structural reform  
in the Aluminum segment; evolution 
into “cluster of core businesses” 
In January 2012, we transferred our busi-

ness in automotive air-conditioner heat 

exchangers (condensers, evaporators, etc.) 

to Keihin Corporation, virtually completing 

our structural reform in the Aluminum 

 segment. The segment now consists of busi-

nesses with strong competitiveness and 

leading positions in the market, namely, 

high-purity aluminum foils for capacitors, 

aluminum cylinders for laser beam printers, 

Shotic™ forged products, and aluminum 

beverage cans. In August 2011, we decided 

to increase our high-purity aluminum foil 

production capacity at the Sakai Plant from 

2,000 tons a month at present to 3,000 tons 

a month by the end of 2013, and to establish 

a final processing site in Nantong, Jiangsu 

Province, China. A groundbreaking ceremony 

was held at the site in Nantong in March 

2012. We will continue strengthening our 

aluminum business, allocating resources to 

high-value-added product lines. 

5. Enhancing competitiveness  
of the petrochemicals business 
As our petrochemicals complex in Oita is 

located near the big consumer markets in 

China, Korea, and Taiwan, we have taken 

various steps to establish it as one of the 

most cost-competitive petrochemicals com-

plexes in East Asia. In August 2011, we 

established NS Styrene Monomer Co., Ltd., 

a joint venture with Nippon Steel Chemical 

Co., Ltd. (NSC), based on NSC Oita Works 

operations in the field of aromatic chemicals, 

such as styrene monomer, benzene, toluene, 

and xylene. The two parent companies aim 

to strengthen the business by achieving a 

vertical integration covering all stages from 

raw materials to products, and improving 

facilities.

The Group will continue contributing to the 

sound growth of society by developing and 

providing useful and safe technologies, 

products, and services. We will ensure safe-

ty, conserve resources and energy, and 

reduce the volume of industrial waste to be 

discharged and chemical substances to be 

emitted, thereby contributing to the protec-

tion of the global environment. To ensure 

sustainable growth and higher corporate 

value over the long term, we will take vari-

ous measures, including the promotion of a 

business continuity plan (BCP). After the 

Great East Japan Earthquake in March 

2011, we have reviewed countermeasures 

against various risks, including earthquakes, 

to improve our BCP.

 The business environment will continue to 

be challenging throughout 2012. The Group 

will work hard to ensure its “Evolution into a 

Company That Creates Added Value.” To 

achieve that goal, we will accelerate global-

ization, increase free cash flow, optimize our 

business models, drastically review the sup-

ply chains, and ensure speedy commercial-

ization of R&D results.

We look forward to the continued support 

from our fellow shareholders and all other 

stakeholders.

March 27, 2012

Kyohei Takahashi, Chairman of the Board

Hideo Ichikawa, President and CEO

LIB materials Oita Complex
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