
Message from the Management
�

In view of the drastic changes in the busi-
ness environment in and after the second 
half of 2008, the Showa Denko Group 
worked out and implemented the 
“Passion Extension” for 2009 and 2010 to 
carry out structural reform, optimize pro-
duction systems, and lay the groundwork 
for future growth. Under the Passion 
Extension, we renewed financial strength, 

withdrew from unprofitable operations, 
substantially reduced costs, and strength-
ened profitability in base businesses.
 In 2010, we expanded our hard disk 
(HD) media production capacity, reno-
vated naphtha cracking furnaces 
(Petrochemicals segment), and decided 
to transfer our automotive heat exchang-
er business (Aluminum segment).

Launch of New Business Plan 
“PEGASUS”
In December 2010, we announced our new 

medium-term consolidated business plan 

“PEGASUS” for the 2011–2015 period. Under 

the plan, launched at the beginning of 2011, 

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 proprietary 

advanced technologies, thereby contributing 

toward creating a society where affluence 

and sustainability are harmonized.

 In the business portfolio we aim to realize, 

we classify businesses into three categories: 

growing base businesses, stable base busi-

nesses, and growth/new growth businesses. 

We will promote our growth strategy by con-

centrating our managerial resources on glob-

ally competitive operations. “HD media” and 

“graphite electrodes” are positioned as our 

main businesses. We will implement an 

aggressive growth strategy for these two 

businesses, including expansion of production 

capacity. The two businesses will serve as 

major contributors to our profit and cash 

flows.

 Compared with 2007, when we recorded 

all-time high consolidated operating income 

of ¥76.7 billion, we have to admit that we are 

still in the process of recovering from the bot-

tom since the Lehman Brothers Holdings 

shock of 2008. Our consolidated operating 

income for 2010 was ¥38.7 billion, far below 

the 2007 results. Nevertheless, we will 

speedily implement PEGASUS and return to 

the growth track, aiming to renew the operat-

ing income record in 2013. For main strate-

gies under PEGASUS, please refer to pages 

3–5.

Kyohei Takahashi, Chairman of the Board      Hideo Ichikawa, President and CEO
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Business Results for 2010
The Japanese economy saw some signs of 

recovery in the first half of 2010 with gradual 

increases in exports, domestic demand, and 

production against the background of 

improved economic conditions in foreign 

countries, centering on China, as well as the 

Japanese government’s economic stimulus 

measures (“eco-incentives”) for automobiles 

and electric appliances. In the latter half, the 

economy came to a standstill due to a gradu-

al decline in exports against the background 

of steep appreciation of the yen. However, 

there was a move toward recovery due to 

improvement in corporate performance, capi-

tal investment, and the employment situation. 

Meanwhile, there remain such risks as the 

concern about an economic slowdown, mainly 

in Europe, and drastic changes in the foreign 

exchange and stock markets.

 The situation of the chemical and nonfer-

rous metal industries was generally good, re -

flecting steady demand, despite fluctuations in 

the prices of naphtha and other raw materials.

 The situation of the electronic parts/mate-

rials industry was also good, notwithstanding 

slight production adjustments in PCs and LCD 

panels in the latter half of the year.

 In 2010, the Group recorded consolidated 

net sales of ¥797,189 million, up 17.5% 

from the previous year, and operating income 

of ¥38,723 million, up ¥43,705 million. While 

“PEGASUS” logo HD media Graphite electrodes

operating income in the Petrochemicals seg-

ment decreased as a result of shutdown 

maintenance that takes place once in every 

four years, operating income increased in all 

other segments due partly to the rise in ship-

ment volumes. The Group recorded net 

income of ¥12,706 million, up ¥50,688 mil-

lion, due mainly to improvement in operating 

income and a decrease in impairment loss. 

The impairment loss decreased ¥8,623 mil-

lion, to ¥4,610 million, because there was no 

major restructuring work in 2010 compared 

with the previous year, when we made vigor-

ous restructuring efforts, centering on the 

Aluminum segment. 

 Dividends of ¥3.00 per share were paid to 

shareholders on record at the end of 

December 2010.

 In 2010, we renovated naphtha cracking 

furnaces at our ethylene plant in the Oita 

Complex, expanded our HD media production 

capacity, and completed a rare earth metal 

recycling plant in Vietnam. We also invested 

in expansion, rationalization, maintenance, 

and environmental protection at other pro-

duction facilities. As a result, our capital 

expenditures for the year amounted to 

¥58,035 million, up ¥19,369 million.

 The outstanding balance of interest-bear-

ing debt as of the end of 2010 decreased 

¥22,877 million, to ¥351,034 million, as a 

result of continued debt-reduction efforts.

Segment Performances
In terms of net sales for the year, the 

Petrochemicals segment contributed 34.3%, 

Chemicals 11.3%, Electronics 22.1%, 

Inorganics 9.5%, and Aluminum and Others 

22.8%. Operating income increased in all 

segments other than Petrochemicals, which 

conducted the shutdown maintenance. A 

breakdown of net sales and operating income 

by segment is as follows:

 In the Petrochemicals segment, sales 

increased 16.0%, to ¥273,739 million. Sales 

of olefins rose owing to higher selling prices, 

despite the fall in shipment volumes resulting 

from the shutdown maintenance. Ethyl ace-

tate shipments decreased, due partly to the 

concentration of production at the Oita 

Complex in June. However, overall sales of 

organic chemicals were maintained at the 

previous year’s level, owing to the rise in sell-

ing prices. Operating income decreased 

39.0%, to ¥4,877 million, reflecting the 

decline in shipment volumes due to the shut-

down maintenance.

 In the Chemicals segment, sales slipped 

2.1%, to ¥89,923 million. Sales of ammonia 

and chloroprene rubber were up due to the 

increase in shipment volumes. Sales of acry-

lonitrile increased due to the rise in shipment 

volumes and selling prices. Meanwhile, sales 

of liquefied carbon dioxide and dry ice fell, 
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due to the disappearance of the influence of 

changes in the first half of 2009 in the 

accounting period of Showa Tansan Co., Ltd., 

and its affiliate. Operating income jumped 

718.2%, to ¥3,649 million, due partly to the 

rise in shipment volumes of acrylonitrile.

 In the Electronics segment, sales increased 

38.0%, to ¥176,397 million. Sales of HD 

media increased due to a substantial rise in 

shipment volumes, reflecting brisk demand 

for use in notebook PCs. Sales of compound 

semiconductors and semiconductor-process-

ing specialty gases increased due to higher 

shipment volumes. Sales of rare earth mag-

netic alloys increased due to higher shipment 

volumes and higher selling prices, reflecting 

the soaring raw material prices. The segment 

recorded operating income of ¥14,621 mil-

lion, up ¥24,396 million, due to the rise in 

shipment volumes of HD media and other 

products.

 In the Inorganics segment, sales increased 

40.3%, to ¥75,339 million. Sales of graphite 

electrodes increased due to higher shipment 

volumes in Japan and the United States, 

reflecting the recovery in demand from the 

electric arc furnace steelmaking industry. 

Sales of ceramics increased due to the rise in 

shipment volumes, centering on the electron-

ic/automotive parts industries. Operating 

New cracking furnaces Showa Denko HD Singapore Pte. Ltd. Showa Denko Rare-Earth Vietnam Co., Ltd.

income jumped 157.3%, to ¥9,270 million, 

due to the rise in shipment volumes of graph-

ite electrodes and ceramics.

 In the Aluminum segment, sales rose 

7.7%, to ¥181,791 million. Sales of rolled 

products were up due to the rise in shipment 

volumes of high-purity foils for capacitors, 

reflecting the increase in production by the 

electronic parts industry. Sales of aluminum 

cylinders for laser beam printers increased 

due to higher shipment volumes. However, 

sales of extrusions were down due to with-

drawal from the business in commodity extru-

sions for building materials in the second half 

of 2009. Thus, overall sales of extrusions/

specialty products decreased slightly. In the 

automotive heat exchanger business, sales in 

Europe fell, but sales rose in Japan, the 

United States, China, and Thailand. Thus, 

overall sales of automotive heat exchangers 

were up. Sales of Shotic™ forged products 

increased due to the rise in shipments to the 

automobile industry. Sales of aluminum cans 

increased due to higher shipment volumes, 

reflecting the extraordinarily hot summer in 

Japan. The segment recorded operating 

income of ¥9,299 million, up ¥13,516 mil-

lion, due to the rise in shipment volumes and 

the effect of structural reform carried out in 

2009.

Measures Implemented 
or Decided in 2010
1. Enhancing competitiveness 
of the petrochemicals business
Introduction of modern cracking 
furnaces at the Oita Complex
We renovated our ethylene production facility 

at the Oita Complex, mainly through the 

replacement of seven cracking furnaces with 

two modern high-efficiency furnaces (each 

having the capacity to produce 100,000 tons 

of ethylene a year). The renovation was con-

ducted during the period of the shutdown 

maintenance, and the new facilities started 

up in May 2010. As a result of the renovation, 

we have achieved the highest-level energy 

efficiency among petrochemical complexes in 

Japan, while reducing CO2 emissions by 

approximately 60,000 tons a year.

2. Strengthening the electronics 
business
a) Expansion of HD media production 
capacity
We decided to expand our HD media produc-

tion capacity by five million disks per month, 

mainly through the installation of additional 

production lines at our subsidiary Showa 

Denko HD Singapore Pte. Ltd. The decision 
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was made in view of the expected growth of 

demand for hard disk drives (HDDs) owing to 

increased use in PCs, servers, and digital 

electric appliances. The capacity expansion 

will involve capital expenditure of ¥15.5 bil-

lion in total. The Showa Denko Group’s total 

HD media production capacity will be 

increased by stages, from 22 million disks a 

month at the end of June 2010 to 27 million 

disks a month by the end of June 2011. We 

will continue examining measures to increase 

our HD media production capacity in response 

to the growing demand for HDDs.

b) Completion of rare earth metal plant 
in Vietnam
Our subsidiary Showa Denko Rare-Earth 

Vietnam Co., Ltd., completed a new rare 

earth metal plant in Vietnam and started pro-

duction in May 2010. The plant produces 800 

tons a year in total of didymium and dysprosi-

um metals, which are used as raw material 

for neodymium-based, high-performance 

magnetic alloys. In addition to current appli-

cations in hybrid cars and electronic devices 

such as HDDs, neodymium-based high- 

performance magnets are expected to be 

increasingly used in electric vehicles and 

energy-saving electric appliances. In its rare 

earth metal production, Showa Denko Rare-

Earth Vietnam processes raw materials and 

recycles magnets purchased from various 

sources inside and outside Vietnam. The met-

als thus produced are used at our rare earth 

magnetic alloy plants.

c) Completion of blue LED chip 
production capacity expansion
We increased our blue LED chip production 

capacity from 200 million units per month to 

340 million units per month, and started 

commercial operation of the expanded facility 

in July 2010. Demand for blue LEDs is 

expected to grow due to increased use in 

such applications as backlight for LCD TVs 

and general lighting. We will promote techni-

cal development to further increase output of 

LED chips and improve production efficiency, 

thereby providing high-quality, high-perfor-

mance, and energy-saving products that fulfill 

customers’ requirements.

3. Increasing profitability 
in the Inorganics segment
Decision to build a chemical alumina 
plant in Indonesia
We decided to have PT Indonesia Chemical 

Alumina (ICA) build a chemical alumina plant 

in West Kalimantan, Indonesia. We own 20% 

of ICA, which is a joint venture with PT. Antam 

Tbk (Antam), of Indonesia. Chemical alumina 

is used for the production of various products, 

including electronics. The project cost, which 

is expected to total approximately US$450 

million, will be financed through investments 

by Showa Denko and Antam as well as ICA’s 

bank loans. The plant, with the capacity to 

produce 300,000t/y of chemical alumina, is 

scheduled for start-up in 2014. Showa Denko 

will take 200,000t/y of chemical alumina from 

the new plant and use it to replace the cur-

rent products from its Yokohama Plant. While 

transferring domestic production to the joint 

venture, we will expand our chemical alumina 

operations in the growing Asian market.

4. Structural reform 
in the Aluminum segment
Transfer of business in heat exchangers 
for car air conditioners
We reached basic agreement with Keihin 

Corporation (Keihin) to transfer our automo-

tive air-conditioner heat exchanger business 

to Keihin, which is the main customer for the 

business. We have been producing alumi-

num-based heat exchangers, including con-

densers and evaporators, in Japan, the United 

States, Europe, China, and Thailand. We have 

judged that it will be difficult to enhance 

 competitiveness of a stand-alone heat 

exchanger business, and that it is essential to 

integrate the business into automotive air-con-

ditioning system operations to ensure further 

growth on a global scale. After the transfer, we 

will further strengthen our Aluminum segment 

by allocating resources to the development of 

high-value-added aluminum products.

The Group attaches great importance to cor-

porate governance, compliance, and risk 

management, taking various measures in 

these areas to ensure sustainable growth and 

higher corporate value over the long term. The 

Group is contributing to the sound growth of 

society by developing and providing useful 

and safe technologies, products, and services. 

We will ensure safety, conserve resources and 

energy, and reduce the volume of industrial 

waste to be discharged and chemical sub-

stances to be emitted, thereby contributing to 

the protection of the global environment.

Effective January 4, 2011, Kyohei Takahashi 

assumed the post of Representative Director 

and Chairman of the Board, and Hideo 

Ichikawa (Managing Corporate Officer; 

Executive Officer, HD Sector) took office as 

President and CEO. The new management 

will continue making strenuous efforts to 

increase profitability of businesses through 

structural reform and enhance competitive-

ness of major operations.

We look forward to the continued support 

from our fellow shareholders and all other 

stakeholders.

March 30, 2011

Kyohei Takahashi, Chairman of the Board

Hideo Ichikawa, President and CEO
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