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Our business environment in 2012 

remained severe, with the Japanese econo-

my facing a difficult situation due to the 

slowdown in overseas economies amid the 

sovereign debt crisis in Europe, lower eco-

nomic growth in China, strong appreciation 

of the yen, and the resultant decline in 

exports. These factors combined to cause 

negative growth of the Japanese economy 

in the third quarter of 2012. In the petro-

chemicals industry, severe production 

adjustments continued, reflecting stagnant 

demand in Japan and China. The electronic 

parts/materials industry also experienced 

substantial production adjustments in LCD 

panels, notwithstanding increases in smart-

phone production.

 Under these circumstances, the Showa 

Denko Group is aiming to strengthen its 

presence on the global market by imple-

menting its medium-term consolidated busi-

ness plan PEGASUS launched in 2011. The 

Group is promoting its growth strategies 

with the hard disk (HD) media and graphite 

electrode businesses as its “Wings,” while 

aiming to build up strong and diversified 

businesses on a global scale and establish 

leading positions on the market.

 In 2012, the Group recorded consolidated 

net sales of ¥739,811 million, down 13.4% 

from the previous year. The decline in net 

sa les ref lected lower sa les in the 

Petrochemicals segment, which experienced 

trouble with equipment, and in the 

Aluminum segment, which transferred the 

automotive air-conditioner heat exchanger 

business. Operating income decreased 

40.6%, to ¥28,108 million, due to lower 

profit in all segments except Electronics, in 

which profit increased due to higher ship-

ment volumes of HD media. Net income 

decreased 44.8%, to ¥9,368 million.

 Dividends of ¥3.00 per share were paid to 

shareholders on record at the end of Decem-

ber 2012. We made capital investments to 

ensure future growth, expanding the capacity 

for producing HD media, centering on our site 

in Singapore, and silicon carbide (SiC) epitax-

ial wafers for power devices. As a result, our 

capital expenditures in 2012 amounted to 

¥42,503 million, up ¥3,709 million.
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 The outstanding balance of interest-bear-

ing debt as of the end of 2012 fell ¥5,046 

million from the end of the previous year, to 

¥342,262 million, as a result of continued 

reduction efforts.

Segment Performances
A breakdown of net sales and operating 

income by segment is as follows:

 In the Petrochemicals segment, sales 

decreased 23.7%, to ¥190,939 million. 

Sales of olefins decreased owing to signifi-

cantly lower shipment volumes, reflecting 

trouble with the ethylene plant that occurred 

in the first half of 2012 and lasted for about 

90 days, and production cuts due to the 

slackening supply-demand situation in the 

Asian market. Sales of organic chemicals 

also decreased due to lower shipment vol-

umes of vinyl acetate and ethyl acetate. The 

segment recorded an operating loss of 

¥977 million (down ¥4,461 million).

 In the Chemicals segment, sales slipped 

2.2%, to ¥127,376 million. Sales of func-

tional polymers, industrial gases, and elec-

tronic chemicals were maintained at the 

previous year’s level. Sales of basic chemi-

cals decreased despite higher liquefied 

ammonia sales, as acrylonitrile sales 

declined due to production cuts, reflecting 

lower demand, and a stagnant market. The 

segment recorded an operating loss of ¥875 

million (down ¥2,911 million), reflecting the 

slackening supply-demand situation of basic 

chemicals and the increase in electricity 

rates.

 In the Electronics segment, sales 

decreased 1.0%, to ¥163,306 million. Sales 

of HD media increased due to the contribu-

tion of the capacity expansion and the 

increase in shipment volumes of high- 

capacity media. Sales of compound semi-

conductors increased slightly due to 

higher shipment volumes for LCD backlight 

applications, notwithstanding the influence 

of production adjustments in the electric 

appliance industry. Meanwhile, sales of rare 

earth magnetic alloys decreased significant-

ly due to the influence of low magnet 

demand and inventory adjustments in the 

rare earth magnet industry. Operating 

income rose 6.8%, to ¥32,311 million, 

reflecting steady conditions of the HD media 

business.

 In the Inorganics segment, sales 

decreased 15.5%, to ¥65,573 million. 

Although our U.S. subsidiary’s graphite elec-

trode sales increased due to higher selling 

prices, sales of graphite electrodes on a 

non-consolidated basis decreased due part-

ly to lower volumes of shipments to the 

Asian market. As a result, overall sales of 

graphite electrodes decreased. Sales of 

ceramics decreased as shipment volumes 

for electronic materials applications fell 

sharply due to the slackening supply- 

demand situation. Operating income 

decreased 69.4%, to ¥2,954 million.

 In the Aluminum segment, sales fell 

25.8%, to ¥92,206 million. Sales of rolled 

products declined sharply due to the fall in 

shipment volumes of high-purity foils for 

capacitors, reflecting severe production/

inventory adjustments in the capacitor 

industry. Sales of extrusions/specialty prod-

ucts decreased due to the fall in shipment 

volumes of aluminum cylinders for laser 

beam printers. Sales of Shotic™ forged 

products and aluminum cans were main-

tained at the previous year’s level. Sales of 

heat exchangers decreased significantly due 

to the transfer of the automotive air- 

conditioner heat exchanger business to 

Keihin Corporation in January 2012. Operat-

ing income fell 74.5%, to ¥1,581 million.

 In the Others segment, sales fell 10.2%, 

to ¥135,280 million. Sales of lithium-ion 

battery (LIB) materials decreased slightly 

due to low demand for automotive applica-

tions, notwithstanding higher shipment vol-

umes for smartphone applications. Shoko 

Co., Ltd.’s sales decreased due partly to 

lower shipment volumes of metals. 

Operating income fell 95.2%, to ¥89 million, 

due partly to the increase in fixed costs per-

taining to the LIB materials business.

Business Strategy for the Second- 
half Period under PEGASUS
This year, we will work out our business 

strategy for the second-half period under 

PEGASUS. As for the HD media and graphite 

electrode businesses, which are our base 

(growth) businesses, we will maintain their 

growth strategies. We will continue position-

ing them as “growth drivers,” preferentially 

allocating managerial resources and taking 

various steps for expansion, including the 

increase in production capacities. At the 

same time, we will make sure that these 

businesses will play a key role in increasing 

profit and cash flows for the Group.

 We have also decided that 2013 should 

be a year for redesigning the Group’s busi-

nesses. Our efforts will be focused on 

strengthening the global supply chains and 

improving the profitability of domestic oper-

ations.

a) Strengthening the global supply   

chains

The Showa Denko Group is currently estab-

lishing new operation sites in foreign coun-

tries in several business areas. We will aim 

to catch new business opportunities and 

strengthen our presence, especially in the 

ASEAN market. Furthermore, we will estab-

lish a distribution network covering our 

domestic and overseas sites, as well as our 

suppliers and customers. We will also make 

proposals on products and solutions. Thus, 

we will establish global supply chains, 
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 integrating development, production, and 

marketing.

b) Improving the profitability   

of domestic operations

We need to speedily improve the profitability 

of production sites in Japan and of busi-

nesses that depend largely on domestic 

demand. To accomplish this end, we are 

promoting the redesigning of our business 

models, setting target costs, and developing 

new markets. From a medium- to long-term 

point of view, we will consider consolidation 

and relocation of domestic sites.

 The world economy is increasingly uncer-

tain. Our business structure is undergoing 

substantial changes with the shift of mar-

kets and customers for the Group’s products 

from Japan to foreign countries. Under these 

circumstances, the Group will redesign its 

business models in response to the changes 

in competitive conditions for respective 

operations, aiming to speedily return to a 

growth track. In the latter half of 2013, we 

will announce our new business plans for 

the second-half period under PEGASUS.

Measures Implemented   
or Decided in 2012
1. Investing in a graphite electrode   

company in China

We signed an agreement with Sinosteel 

Corporation, of China, to acquire 67% of 

shares in Sinosteel’s wholly owned subsid-

iary Sinosteel Sichuan Carbon Co., Ltd. 

(Sichuan Carbon). This is in accordance with 

our plan to expand operations in China and 

other Asian countries to supply graphite 

electrodes used in electric steel production. 

We made Sichuan Carbon a consolidated 

subsidiary of ours in March 2013. With the 

addition of Sichuan Carbon’s 22,000t/y 

plant to its existing facilities in Japan and 

the United States, the Group’s total graphite 

electrode production capacity has reached 

127,000t/y. After capacity expansion in the 

United States, the Group’s total capacity will 

further increase to 157,000t/y in 2014. 

Thus, we will establish ourselves as a lead-

ing supplier of graphite electrodes in the 

world.

2. Increasing SiC epitaxial wafer   

production capacity by 2.5 times

In August 2012, we increased our SiC epi-

taxial wafer production capacity by 2.5 

times, to 1,500 units a month. The wafers 

are used in SiC power devices for a wide 

range of applications, including automobiles, 

railcars, and home electric appliances. In 

particular, SiC power devices are expected 

to be used increasingly in inverters to con-

trol the rotation of motors. Such inverters 

are already commercialized in some home 

electric appliances, and used in subway rail-

cars. Following the capacity expansion, we 

will continue developing SiC epitaxial wafers 

with larger diameters, fewer defects, and 

higher uniformity. Specifically, we will accel-

erate the development of six-inch SiC epi-

taxial wafers for heavy-current, high-voltage 

applications.

3. Constructing an aluminum casting   

plant in Malaysia

We established an aluminum casting sub-

sidiary Shotic Malaysia Sdn. Bhd. in the 

state of Johor, Malaysia. The new subsidiary 

will start commercial production by the end 

of 2014. In addition to an integrated alumi-

num casting/forging facility at Kitakata, 

Japan, we are operating one plant each in 

Portugal and Singapore for producing forged 

aluminum parts. We have been selling the 

products (Shotic™) on the world market, 

mainly for use in automotive parts. With the 

scheduled construction of the new casting 

plant in Malaysia, we will aim to better meet 

growing demand in the Asian market. By 

securing casting capability at these two 

locations, we intend to ensure the security 

of supply. We will expand the Shotic busi-

ness as a key component of our Aluminum 

segment.

4. Constructing a high-purity aluminum 

foil plant in China

Our new subsidiary Showa Denko Aluminum 

(Nantong) Co., Ltd., is building a plant at a 

Graphite electrodes SiC epitaxial wafers Shotic™
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site in Nantong, Jiangsu Province, China. 

The new subsidiary forms part of our plan to 

expand the capacitor-grade, high-purity alu-

minum foil business. The new plant in China, 

scheduled for start-up in the second half of 

2013, will finish rolled foil supplied from our 

Sakai Plant, and supply final products to our 

customers in China. Aluminum electrolytic 

capacitors are used widely in electric appli-

ances and transport machinery. Demand for 

aluminum electrolytic capacitors in China is 

expected to grow, reflecting continued eco-

nomic growth in that country. With the 

establishment of the new plant in China, we 

will aim to better meet the growing demand 

for capacitor-grade, high-purity aluminum 

foil.

5. Establishing joint venture   

for GaN LED chip business

In December 2012, we transferred our busi-

ness in gallium-nitride (GaN)-based blue 

LED chips to TS Opto Co., Ltd., a joint ven-

ture between Showa Denko K.K. and Toyoda 

Gosei Co., Ltd. Through the joint venture, we 

are aiming to achieve synergistic effects in 

R&D, improving brightness and production 

efficiency. In the LED business other than the 

GaN LED chips, such as aluminum-gallium- 

indium-phosphide (AlGaInP), gallium-arsenide 

(GaAs), and gallium-phosphide (GaP), we will 

continue our independent operations.

6. Increasing LIB packaging material  

production capacity

In August 2012, our subsidiary Showa 

Denko Packaging Co., Ltd., decided to 

increase its production capacity for alumi-

num laminated films used for packaging 

LIBs. Specifically, Showa Denko Packaging 

decided to double its annual production 

capacity versus the 2010 level by the sec-

ond half of 2013. Compared with metallic 

LIBs, pouch-type LIBs based on aluminum 

laminated films provide higher flexibility in 

molding, lighter weight, and better heat dis-

sipation. Thus, pouch-type LIBs are widely 

used as small LIBs for portable devices. 

Reflecting the rapid growth of the market for 

smartphones and tablet PCs, demand for 

aluminum laminated film is expected to 

grow, as it contributes toward the miniatur-

ization of LIBs.

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.

 The business environment will continue to 

be challenging throughout 2013. The Group 

will work hard to redesign its business 

structure to cope with the severe environ-

ment, aiming to speedily return to a growth 

track. We will quickly respond to the chang-

es in the business environment and contin-

ue to carry out reforms.

We look forward to the continued support 

from our fellow shareholders and all other 

stakeholders.

March 27, 2013

Kyohei Takahashi, Chairman of the Board

Hideo Ichikawa, President and CEO

High-purity aluminum foils for capacitors LIB packaging materials
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