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PART I

ITEM 1. BUSINESS
General

We are a leading global manufacturer of a wide variety of capacitors. Our product offerings include tantalum, multilayer ceramic, solid and
electrolytic aluminum and film and paper capacitors. Capacitors are fundamental components of most electronic circuits and are found in
communication systems, data processing equipment, personal computers, cellular phones, automotive electronic systems, defense and aerospace
systems, consumer electronics, power management systems and many other electronic devices and systems. Capacitors are typically used to
filter out interference, smooth the output of power supplies, block the flow of direct current while allowing alternating current to pass and for
many other purposes. We manufacture a broad line of capacitors in many different sizes and configurations using a variety of raw materials. Our
product line consists of over 250,000 distinct part configurations distinguished by various attributes, such as dielectric (or insulating) material,
configuration, encapsulation, capacitance level and tolerance, performance characteristics and packaging. Most of our customers have multiple
capacitance requirements, often within each of their products. Our broad product offering allows us to meet the majority of those needs
independent of application and end use. In fiscal year 2011, 2010, and 2009 we shipped 35 billion capacitors, 31 billion capacitors, and
32 billion capacitors, respectively. We believe the medium-to-long term demand for the various types of capacitors we offer will continue to
grow on a regional and global basis due to a variety of factors, including increasing demand for and complexity of electronic products, growing
demand for technology in emerging markets and the ongoing development of new solutions for energy generation and conservation. As used in
this report, the terms "we", "us", "our", "KEMET" and the "Company" refer to KEMET Corporation and its predecessors, subsidiaries and
affiliates, unless the context indicates otherwise.

We operate 22 production facilities in Europe, Mexico, China, the United States and Indonesia and employ nearly 11,000 employees
worldwide. Our customer base includes most of the world's major electronics original equipment manufacturers ("OEMs") (including
Alcatel-Lucent USA Inc., Apple Inc., Bosch Group, Cisco Systems, Inc., Continental AG, Dell Inc., Hewlett-Packard Company, International
Business Machines Corporation, Intel Corporation, Motorola, Inc., Nokia Corporation, and TRW Automotive Holdings Corporation), electronics
manufacturing services providers ("EMSs") (including Celestica Inc., Elcoteq SE, Flextronics International Ltd., Jabil Circuit, Inc. and
Sanmina-SCI Corporation) and electronics distributors (including TTI, Inc., Arrow Electronics, Inc. and Avnet, Inc.). For fiscal years 2011 and
2010, our consolidated net sales were $1,018.5 million and $736.3 million, respectively.

Background of Company

KEMET's operations began in 1919 as a business of Union Carbide Corporation ("Union Carbide") to manufacture component parts for
vacuum tubes. In the 1950s, Bell Laboratories invented solid-state transistors along with tantalum capacitors and other passive components
necessary for their operation. As vacuum tubes were gradually replaced by transistors, we changed our manufacturing focus from vacuum tube
parts to tantalum capacitors. We entered the market for tantalum capacitors in 1958 as one of approximately 25 United States manufacturers. By
1966, we were the United States' market leader in tantalum capacitors. In 1969, we began production of ceramic capacitors as one of
approximately 35 United States manufacturers, and opened our first manufacturing facility in Mexico. In 2003, we expanded operations into
Asia, opening our first facility in Suzhou, China. In fiscal year 2007, we acquired the tantalum business unit of EPCOS AG ("EPCOS"). In fiscal
year 2008, we acquired Evox Rifa Group Oyj ("Evox Rifa") and Arcotronics Italia S.p.A. ("Arcotronics") and, as a result, entered into markets
for film, electrolytic and paper capacitors. We are organized into three
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segments: the Tantalum Business Group ("Tantalum"), the Ceramic Business Group ("Ceramic") and the Film and Electrolytic Business Group
("Film and Electrolytic").

KEMET Corporation is a Delaware corporation that was formed in 1990 by certain members of the Company's management at the time,
Citicorp Venture Capital, Ltd. and other investors that acquired the outstanding common stock of KEMET Electronics Corporation from Union
Carbide. In 1992, we publicly issued shares of our common stock. Today, our common stock trades on the NYSE under the symbol "KEM".

Recent Developments

Net sales for the quarter ended March 31, 2011 were $261.5 million, which is a 22.8% increase over the same quarter last fiscal year. Net
income was $21.1 million, or $0.57 per basic share and $0.40 per diluted share for the fourth quarter of fiscal year 2011 compared to net income
of $0.3 million or $0.01 per basic and diluted share for the same quarter last year.

On November 3, 2010, our shareholders approved a reverse stock split of our common stock (the "Reverse Stock Split") at a ratio of
1-for-3. The Reverse Stock Split became effective November 5, 2010 pursuant to a Certificate of Amendment to our Restated Certificate of
Incorporation filed with the Secretary of State of Delaware. We had 27.1 million shares of common stock issued and outstanding immediately
following the completion of the Reverse Stock Split. We are authorized in the Restated Certificate of Incorporation to issue up to a total of
300.0 million shares of common stock at a $0.01 par value per share which was unchanged by the amendment. The Reverse Stock Split did not
affect the registration of the common stock under the Securities Exchange Act of 1934, as amended ("Exchange Act"), or the listing of the
common stock, under the symbol "KEM", although the post-split shares have a new CUSIP number. In the Consolidated Balance Sheets, the line
item "Stockholders' equity" has been retroactively adjusted to reflect the Reverse Stock Split for all periods presented by reducing the line item
"Common stock" and increasing the line item "Additional paid-in capital”, with no change to Stockholders' equity in the aggregate. In the
Statement of Shareholders' Equity, the columns "Common Stock" and "Additional Paid-In Capital" have been retroactively adjusted to reflect
the Reverse Stock Split for all periods presented by reducing the column "Common stock" and increasing the column "Additional paid-in
capital", with no change to Stockholders' equity in the aggregate. All share and per share computations have been retroactively adjusted for all
periods presented to reflect the decrease in shares as a result of this transaction except as otherwise noted. Our board of directors intends to seek
stockholder approval to reduce the number of authorized shares of common stock from 300,000,000 to 175,000,000 at our next annual meeting
of stockholders.

In connection with a credit facility (as subsequently amended and restated, the "Platinum Credit Facility") we entered into in May 2009
with K Financing, LLC ("K Financing"), we issued a warrant (which we sometimes refer to herein as the "Platinum Warrant") to K Financing,
which was subsequently transferred to its affiliate K Equity, LLC ("K Equity"). K Financing and K Equity are each affiliates of Platinum Equity
Capital Partners II, L.P. The Platinum Warrant entitled K Equity to purchase up to 26,848,484 shares of our common stock, subject to certain
adjustments, which represented 49.9% of our common equity at the time of issuance on a post-exercise basis. On December 20, 2010, in
connection with a secondary offering in which K Equity was the selling security holder, K Equity sold a portion of the Platinum Warrant
representing the right to purchase 10.9 million shares of our common stock to the underwriters of the secondary offering, who exercised their
full portion of the warrant in a cashless exercise, based on an exercise price of $1.05 per share and a closing price per share of $12.80, and
received a net settlement of 10.0 million shares of our common stock. These shares were sold as part of a secondary offering and KEMET did
not receive any of the proceeds from the transaction. K Equity retained the unsold portion of the warrant, representing the right to purchase
16.0 million shares of our common stock. In March 2011, the Company registered seven million shares subject to issuance upon the partial
exercise of the remaining Platinum Warrant.
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Issuance of 10.5% Senior Notes

On May 5, 2010, we completed a private placement of $230.0 million in aggregate principal amount of our 10.5% Senior Notes due 2018
(the "10.5% Senior Notes"). The private placement of the 10.5% Senior Notes resulted in proceeds to us of $222.2 million. We used a portion of
the proceeds of the private placement to repay all of the outstanding indebtedness under our credit facility with K Financing, our EUR 60 million
credit facility and EUR 35 million credit facility with UniCredit and our term loan with a subsidiary of Vishay Intertechnology, Inc. ("Vishay").
We used a portion of the remaining proceeds to fund a previously announced tender offer to purchase $40.5 million in aggregate principal
amount of our 2.25% Convertible Senior Notes (the "Convertible Notes") and to pay costs incurred in connection with the private placement, the
tender offer and the foregoing repayments. We incurred $6.6 million in costs related to the execution of the offering.

On October 26, 2010, we filed a Form S-4 to offer, in exchange for our outstanding 10.5% Senior Notes due 2018 ("Old Notes"), up to
$230.0 million in aggregate principal amount of 10.5% Senior Notes due 2018 and the guarantees thereof which have been registered under the
Securities Act of 1933, as amended. The Form S-4 was declared effective on December 14, 2010 and on January 13, 2011 we completed the
exchange for all of the Old Notes.

Revolving Line of Credit

On September 30, 2010, KEMET Electronics Corporation ("KEC") and KEMET Electronics Marketing (S) Pte Ltd. ("KEMET Singapore")
(each a "Borrower" and, collectively, the "Borrowers") entered into a Loan and Security Agreement (the "Loan and Security Agreement"), with
Bank of America, N.A, as the administrative agent and the initial lender. The Loan and Security Agreement provides a $50 million revolving
line of credit, which is bifurcated into a U.S. facility (for which KEC is the Borrower) and a Singapore facility (for which KEMET Singapore is
the Borrower). The size of the U.S. facility and the Singapore facility can fluctuate as long as the Singapore facility does not exceed $30 million
and the total facility does not exceed $50 million. A portion of the U.S. facility and the Singapore facility can be used to issue letters of credit.
The Loan and Security Agreement expires on September 30, 2014.

Listing

As announced on June 21, 2010, our common stock was approved for listing on the NYSE Amex. Trading commenced on the NYSE Amex
on June 22, 2010 under the ticker symbol "KEM" (NYSE Amex: KEM).

On November 11, 2010, we provided written notice to the NYSE Amex that we intended to transfer our listing to the New York Stock
Exchange ("NYSE"). We voluntarily ceased trading on the NYSE Amex, with the last day of trading on the NYSE Amex on November 12,
2010. Our common stock commenced trading on November 15, 2010 on the NYSE under the ticker symbol "KEM" (NYSE: KEM).

Outlook

Looking out to the first quarter of fiscal year 2012, we anticipate an increase in net sales in a range of 5% to 7% when compared to the
fourth quarter of fiscal year 2011. This increase is primarily due to Film and Electrolytic's machinery division while we anticipate a slight
increase in our component sales. Consolidated gross margin is expected to be comparable to the fourth quarter of fiscal year 2011.
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Restructuring

In fiscal year 2010, the Company initiated the first phase of a plan to restructure Film and Electrolytic and to reduce overhead within the
Company as a whole. The restructuring plan includes implementing programs to make the Company more competitive by removing excess
capacity, moving production to lower cost locations and eliminating unnecessary costs throughout the Company. Restructuring charges in the
fiscal year ended March 31, 2011 relate to this new plan and are primarily comprised of manufacturing relocation costs of $6.0 million for
relocation of equipment from various plants to Mexico and China as well as relocation of the European distribution center. In addition, the
Company incurred $1.2 million in personnel reduction costs related to the following: headcount reductions in Italy, $0.8 million; the closure of
our Nantong, China plant expected to be completed in the second quarter of fiscal year 2012, $0.6 million; and $1.5 million related to the
Company's initiative to reduce overhead within the Company as a whole and headcount reductions in Mexico. These personnel reduction
charges were offset by a $1.7 million reversal of prior expenses primarily associated with the Cassia Integrazione Guadagni Straordinaria
("CIGS") plan as it was determined that only 107 employees are expected to participate in the program through October 2012. The agreements
with the labor unions allowed the Company to place up to 260 workers, on a rotation basis, on the CIGS plan to save labor costs. CIGS is a
temporary plan to save labor costs whereby a company may temporarily "lay off" employees while the government continues to pay their wages
for a maximum of 36 months for the program. The employees who are in CIGS are not working, but are still employed by the Company. Only
employees that are not classified as management or executive level personnel can participate in the CIGS program. Upon termination of the
plan, the affected employees return to work.

Our Industry

Capacitors are electronic components consisting of conducting materials separated by a dielectric, or insulating material, which allows a
capacitor to act as a filtering or an energy storage/delivery device. We manufacture a full line of capacitors, including tantalum, multilayer
ceramic, film, paper, and aluminum (both wet electrolytic and solid polymer). We manufacture these types of capacitors in many different sizes
and configurations. These configurations include surface-mount capacitors, which are attached directly to the circuit board without lead wires,
leaded capacitors, which are attached to the circuit board using lead wires, and chassis-mount and other pin-through-hole board-mount
capacitors, which utilize attachment methods such as screw terminal and snap-in.

The choice of capacitor dielectric is driven by the engineering specifications and the application of the component product into which the
capacitor is incorporated. Product design engineers in the electronics industry typically select capacitors on the basis of capacitance levels,
voltage requirements, size and cost. Tantalum and ceramic capacitors are commonly used in conjunction with integrated circuits, and the same
circuit may, and frequently does, contain both ceramic and tantalum capacitors. Generally, ceramic capacitors are more cost-effective at lower
capacitance values, tantalum capacitors are more cost-effective at higher capacitance values, and solid aluminum capacitors can be more
effective in applications requiring intermediate capacitance and very low equivalent series resistance. Although film, paper and electrolytic
capacitors can also be used to support integrated circuits, a significant area of usage is the field of power electronics to provide energy for
applications such as motor start, power factor correction, pulse power, electromagnetic interference filtering and safety.

Capacitors account for the largest market within the passive component product grouping. According to a December 2010 report by
Paumanok Publications, Inc. ("Paumanok"), a marketing research firm concentrating on the passive components industry, the global capacitor
market in fiscal year 2010 was $15.1 billion in revenues and 1.3 trillion units. Although this represents a significant downturn in revenue and
unit sales volume as compared to the high water mark set in fiscal year 2008 of $18 billion and 1.4 trillion units, according to the Paumanok
report, the global capacitor market was
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expected to improve substantially to achieve revenue of $18.5 billion and 1.5 trillion pieces in fiscal year ended March 31, 2011. This represents
a revenue increase of 23% over fiscal year 2010.

Because capacitors are a fundamental component of electronic circuits, demand for capacitors tends to reflect the general demand for
electronic products, as well as integrated circuits, which, though cyclical, continues to grow. We believe that growth in the electronics market
and the resulting growth in demand for capacitors will be driven primarily by a number of recent trends which include:

the development of new products and applications, such as global positioning devices, alternative and renewable energy
systems, hybrid transportation systems, electronic controls for engines and industrial machinery, smart phones and mobile

personal computers;

the increase in the electronic content of existing products, such as home appliances, medical equipment and automobiles;

consumer desire for mobility and connectivity; and

the enhanced functionality, complexity and convergence of electronic devices that use state-of-the-art microprocessors.
Markets and Customers

Our products are sold to a variety of OEMs in a broad range of industries including the computer, communications, automotive, military,
consumer, industrial and aerospace industries. We also sell products to EMS providers, which also serve OEMs in these industries. Electronics
distributors are an important channel of distribution in the electronics industry and represent the largest channel through which we sell our
capacitors. TTI, Inc., an electronics distributor, accounted for over 10% of our net sales in fiscal years 2011, 2010 and 2009. If our relationship
with TTI, Inc. were to terminate, we would need to determine alternative means of delivering our products to the end-customers served by
TTIL, Inc. Our top 50 customers accounted for 76.8% of our net sales during fiscal year 2011.

The following table presents an overview of the diverse industries that incorporate our capacitors into their products and the general nature
of those products.

Industry Products

Automotive Audio systems, tire pressure monitoring systems, power train electronics, instrumentation, airbag systems,
anti-lock braking and stability systems, electric drive vehicles, electronic engine controls, air conditioning
controls, and security systems

Business Equipment Copiers, point-of-sale terminals, and fax machines
Communications Cellular phones, telephones, switching equipment, relays, base stations, and wireless infrastructure
Computer-related Personal computers, workstations, mainframes, computer peripheral equipment, power supplies, disk drives,

printers, and local area networks

Industrial Electronic controls, measurement equipment, instrumentation, solar and wind energy generation, and
medical electronics

Consumer DVD players, MP3 players, game consoles, LCD televisions, global positioning systems and digital still
cameras

Military/Aerospace Avionics, radar, guidance systems, and satellite communications

Alternative Energy Wind generation systems, solar generation systems, geothermal generation systems, tidal generation systems

8
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We produce a small percentage of capacitors under military specification standards sold for both military and commercial uses. We do not
sell any capacitors directly to the United States government. Certain of our customers purchase capacitors for products in the military and
aerospace industries.

It is impracticable to report revenues from external customers for each of the above noted products primarily due to approximately 50% of
our external sales are to electronics distributors.

KEMET in the United States

Our corporate headquarters is located in Simpsonville, South Carolina, which is part of the greater Greenville metropolitan area. Individual
functions continue to evolve to support global activities in Asia, Europe, and the Americas, either from Greenville, South Carolina or through
locations in appropriate parts of the world.

Commodity manufacturing in the United States has been substantially relocated to our lower-cost manufacturing facilities in Mexico and
China. Production that remains in the United States will focus primarily on early-stage manufacturing of new products and other specialty
products for which customers are predominantly located in North America. In June 2011, we expect to begin the production of power film
capacitors in the United States to support alternative energy products and emerging green technologies, such as hybrid electric drive vehicles. In
fiscal year 2013, we expect to begin production of electrolytic capacitors to further support alternative energy products and emerging green
technologies.

To accelerate the pace of innovations, the KEMET Innovation Center was created in July 2003. The primary objectives of the KEMET
Innovation Center are to ensure the flow of new products and robust manufacturing processes that are expected to keep us at the forefront of our
customers' product designs, while enabling these products to be transferred rapidly to the most appropriate KEMET manufacturing location in
the world for low-cost, high-volume production. The main campus of the KEMET Innovation Center is located in Simpsonville, South Carolina
which is part of the greater Greenville metropolitan area.

KEMET in Mexico

We believe our Mexican operations are among the most cost efficient in the world, and they will continue to be our primary production
facilities supporting North American and European customers for Tantalum and Ceramic. One of the strengths of KEMET Mexico is that it is a
Mexican operation, including Mexican management and workers. These facilities are responsible for maintaining KEMET's traditional
excellence in quality, service, and delivery, while driving costs down. The facilities in Victoria and Matamoros will remain focused primarily on
tantalum capacitors, while the facilities in Monterrey will continue to focus on ceramic capacitors. Following the Film and Electrolytic
restructuring, in June 2010 we began production of standard and commodity Film and Electrolytic products in one of our existing facilities in
Monterrey, Mexico.

10
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KEMET in Asia Pacific

Over the past several years, low production costs and proximity to large, growing markets have caused many of our key customers to
relocate production facilities to Asia, particularly China. We have a well-established sales and logistics network in Asia to support our
customers' Asian operations. In calendar year 2003, we commenced shipments from our production facility in Suzhou, China, near Shanghai
("Suzhou Plant A"). In connection with the Evox Rifa acquisition, which was completed in April 2007, we added another Chinese operation in
Nantong, China, as well as a manufacturing operation in Batam, Indonesia. With the Arcotronics acquisition, which was completed in October
2007, we have further expanded our presence in China with a manufacturing operation in Anting, China. These operations will continue to
support the former Evox Rifa and Arcotronics customer bases in Asia with top quality film and electrolytic capacitors. In the fourth quarter of
fiscal year 2010, we began to manufacture aluminum polymer products in a facility in Suzhou, China ("Suzhou Plant B"). During the second
quarter of fiscal year 2012, we expect to begin production of standard and commodity Film and Electrolytic products in a new facility in Suzhou,
China ("Suzhou Plant C"). Manufacturing operations in China are expected to continue to grow and we anticipate that our production capacity in
China may be equivalent to Mexico in the future. The vision for KEMET China is to be a Chinese operation, with Chinese management and
workers, to help achieve our objective of being a global company. These facilities will be responsible for maintaining our traditional excellence
in quality, service, and delivery, while accelerating cost-reduction efforts and supporting efforts to grow our customer base in Asia.

KEMET in Europe

As previously mentioned we acquired the tantalum business unit of EPCOS in April 2006, acquired Evox Rifa in April 2007, and acquired
Arcotronics in October 2007. These acquisitions have provided us with manufacturing operations in Europe. We currently have one or more
manufacturing locations in Bulgaria, Finland, Germany, Italy, Portugal, Sweden, and the United Kingdom. In addition, we operate a research
and development center in Farjestaden, Sweden. We will maintain and enhance our strong European sales and customer service infrastructure,
allowing us to continue to meet the local preferences of European customers who remain an important focus for KEMET going forward.

In September 2009, we announced plans to reduce operating costs by consolidating the manufacturing of certain products and by
implementing other lean initiatives. Manufacturing consolidation plans include the movement of certain standard, high-volume products to lower
cost manufacturing locations. We anticipate the plans will be completed in the second half of fiscal year 2014; however, the length of time
required to complete the restructuring activities is dependent upon a number of factors, including the ability to continue to manufacture products
required to meet customer demand while at the same time relocating certain production lines, and the progress of discussions with union and
government representatives in certain European locations concerning the optimization of product mix and related headcount requirements in
such manufacturing locations. In April 2010, we reported that we reached an agreement with three labor unions in Italy and with the regional
government in Emilia Romagna, Italy to proceed with our planned restructuring process. In addition, in July 2010, we relocated our Amsterdam
Hub facility from The Netherlands to the Czech Republic as part of our cost reduction measures. This relocation has allowed shipping lane
optimization and customer consolidation (bi-weekly or weekly) for all import and export shipments. Our European manufacturing plants will
continue to ship direct to 'local' customers (which are customers located in the same country as the plant). During the remainder of this
restructuring effort, we expect to spend between $28 million to $33 million, primarily in our Film and Electrolytic Business Group. We expect
our restructuring plan to result in a reduction in our European operating cost structure of approximately $3 million in fiscal year 2012 compared
to fiscal year 2011. We anticipate that benefits from the restructuring efforts will continue to grow during fiscal years 2013 and 2014. During
fiscal year

11
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2014, we expect to realize the full potential of the restructuring plan, achieving total annualized operational cost reductions of approximately
$24 million versus fiscal year 2011.

Global Sales and Logistics

In recent years, it has become more complicated to do business in the electronics industry. Market-leading electronics manufacturers have
spread their facilities globally. The growth of the electronics manufacturing services industry has resulted in a more challenging supply chain.
New Asian electronics manufacturers are emerging rapidly. In order to drive down costs, the most successful business models in the electronics
industry are based on tightly integrated supply chain logistics. Our direct worldwide sales force and a well-developed global logistics
infrastructure distinguish us in the marketplace and will remain a hallmark of KEMET in meeting the needs of our global customers. The North
America and South America ("Americas") sales staff is organized into four areas supported by regional offices. The sales staff for Europe,
Middle East and Africa ("EMEA") is organized into five areas, also supported by regional offices. The Asia and Pacific Rim ("APAC") sales
staff is organized into four areas (China, Singapore, Taiwan and India), and is also supported by regional offices. We also have independent
sales representatives located in seven countries worldwide including: Brazil, Puerto Rico, South Korea, and the United States.

In our major markets, we market and sell our products primarily through a direct sales force. In addition, we use independent commissioned
representatives. We believe our direct sales force creates a distinct competence in the marketplace and has enabled us to establish and maintain
strong relationships with our customers. With a global sales organization that is customer-focused, our direct sales personnel from around the
world serve on KEMET Global Account Teams. These teams are committed to serving any customer location in the world with a dedicated
KEMET representative. This approach requires a blend of accountability and responsibility for specific customer locations, guided by an overall
account strategy for each customer.

Electronics distributors are an important distribution channel in the electronics industry and accounted for 50%, 48%, and 47% of our net
sales in fiscal years 2011, 2010 and 2009, respectively. In fiscal years 2011, 2010 and 2009, TTI, Inc. accounted for more than 10% of net sales.

A portion of our net sales is made to distributors under agreements allowing certain rights of return and price protection on unsold
merchandise held by distributors. Our distributor policy includes inventory price protection and "ship-from-stock and debit" ("SFSD") programs
common in the industry.

The SFSD program provides a mechanism for the distributor to meet a competitive price after obtaining authorization from the local
Company sales office. This program allows the distributor to ship its higher-priced inventory and debit us for the difference between our list
price and the lower authorized price for that specific transaction. We establish reserves for the SFSD program based primarily on historical
SESD activity and the actual inventory levels of certain distributor customers.

Sales by Geography

In fiscal year 2011 and 2010, net sales by region were as follows (dollars in millions):

Fiscal Year 2011 Fiscal Year 2010
Net Sales % of Total Net Sales % of Total
Americas $ 254.1 25%  Americas $ 180.1 24%
APAC 381.7 37% APAC 285.0 39%
EMEA 382.7 38% EMEA 271.2 37%
$ 1,018.5 $ 736.3
10
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We believe our regional balance of revenues is a benefit to our business. The geographic diversity of our net sales diminishes the impact of
regional sales decreases caused by various holiday seasons. While sales in the U.S. are the lowest of the three regions, the U.S. remains the
leading region in the world for product design-in activity where engagement with OEM design engineers determines product placement
independent of the region of the world where the final product is manufactured.

Inventory and Backlog

Although we manufacture and inventory standardized products, a portion of our products are produced to meet specific customer
requirements. Cancellations by customers of orders already in production could have an impact on inventories. However, historically,
cancellations have not been significant.

Our customers often encounter uncertain or changing demand for their products. They historically order products from us based on their
forecast. If demand does not meet their forecasts, they may cancel or reschedule the shipments included in our backlog, in many instances
without penalty. Additionally, many of our customers have started to require shorter lead times and "just in time" delivery. As a result of these
factors, the twelve month order backlog is no longer a meaningful trend indicator for us.

Competition

The market for capacitors is highly competitive. The capacitor industry is characterized by, among other factors, a long-term trend toward
lower prices, low transportation costs, and few import barriers. Competitive factors that influence the market for our products include product
quality, customer service, technical innovation, pricing, and timely delivery. We believe that we compete favorably on the basis of each of these
factors.

Our major global competitors include AVX Corporation, EPCOS, Matsushita Electric Industrial Company, Ltd. (Panasonic), Murata
Manufacturing Co., Ltd., NEC TOKIN Corporation, Sanyo Electric Co., Ltd., Taiyo Yuden Co., Ltd., TDK Corporation, WIMA GmbH & Co.,
KG and Vishay. These competitors, among others, cover the breadth of our capacitor offerings.

Raw Materials

The principal raw materials used in the manufacture of our products are tantalum powder, palladium, aluminum and silver. These materials
are considered commodities and are subject to price volatility.

Due to market constraints, we no longer purchase tantalum powder under long-term contracts. Instead, we forecast our tantalum needs for
the short-term (twelve weeks) and make purchases based upon those forecasts; we currently have purchase agreements outstanding for three to
six months. While the financial impact of these decisions are short-term in nature given that we are not currently party to any long-term supply
agreements, they could impact our financial performance from period to period given that we do not hedge any of our raw material exposure and
we may be unable to pass on to a significant number of our customers any fluctuations in our raw material costs. Additionally, any delays in
obtaining raw materials for our products could hinder our ability to manufacture our products, negatively impacting our competitive position and
our relationships with our customers.

Presently, a finite number of suppliers process tantalum ore into capacitor-grade tantalum powder. If there are significant fluctuations in
demand, based on leadtime of ore to tantalum smelter, an increase in the price of tantalum may result. If we are unable to pass the price increase
on to our customers, it could have an adverse affect on our profitability.

11

13



Edgar Filing: KEMET CORP - Form 10-K

Table of Contents

Palladium is a precious metal used in the manufacture of multilayer ceramic capacitors ("MLCC") and is mined primarily in Russia and
South Africa. We continue to pursue ways to reduce palladium usage in ceramic capacitors in order to minimize the price risk. The amount of
palladium that we require has generally been available in sufficient quantities; however, the price of palladium is driven by the market which has
shown significant price fluctuations. For instance, in fiscal year 2011 the price of palladium fluctuated between $415 and $855 per troy ounce.
Price increases and the possibility of our inability to pass such increases on to our customers could have an adverse effect on profitability.

Silver and aluminum have generally been available in sufficient quantities, and we believe there are a sufficient number of suppliers from
which we can purchase our requirements. An increase in the price of silver and aluminum that we are unable to pass on to our customers,
however, could have an adverse affect on our profitability.

Patents and Trademarks

At March 31, 2011, we held the following patents and trademarks:

Patents Trademarks
United States 87 8
Foreign 43 119
We believe that the success of our business is not materially dependent on the existence or duration of any patent, license, or trademark
other than the trademarks "KEMET" and "KEMET Charged". Our engineering and research and development staffs have developed and
continue to develop proprietary manufacturing processes and equipment designed to enhance our manufacturing facilities and reduce costs.

Research and Development

Research and development expenses were $25.9 million, $22.1 million and $29.0 million for fiscal years 2011, 2010 and 2009,
respectively. These amounts include expenditures for product development and the design and development of machinery and equipment for
new processes and cost reduction efforts. Most of our products and manufacturing processes have been designed and developed by our
engineers. We continue to invest in new technology to improve product performance and production efficiencies.

Segment Reporting

We are organized into three business groups: Tantalum, Ceramic, and Film and Electrolytic. Each business group is responsible for the
operations of certain manufacturing sites as well as all related research and development efforts. The sales and marketing functions are shared by
each of the business groups, the cost of which are allocated to the business groups based on their respective budgeted net sales. See Note 7,
"Segment and Geographic Information" to our consolidated financial statements.

Tantalum Business Group

Our Tantalum Business Group is a leading manufacturer of solid tantalum and aluminum capacitors. Over the past fifty years, we have
made significant investments in our tantalum capacitor business and, based on net sales, we believe that we are the largest tantalum capacitor
manufacturer in the world. We believe we have one of the broadest lines of tantalum product offerings and are one of the leaders in the growing
market for high-frequency surface mount tantalum and aluminum polymer capacitors. For fiscal years 2011 and 2010, our Tantalum Business
Group had consolidated net sales of $486.6 million and $343.8 million, respectively.
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Our Tantalum Business Group's broad product portfolio, industry leading process and materials technology, global manufacturing base and
on-time delivery capabilities allow us to serve a wide range of customers in a diverse group of end markets, including computing,
telecommunications, consumer, medical, military, automotive and general industries. This business group operates five manufacturing sites in
Portugal, Mexico and China and maintains a product innovation center in the United States. Our Tantalum Business Group employs over 4,700
employees worldwide.

Ceramic Business Group

Our Ceramic Business Group offers an extensive line of multilayer ceramic capacitors in a variety of sizes and configurations. We are one
of the two leading ceramic capacitor manufacturers in the United States and among the ten largest manufacturers worldwide. For fiscal years
2011 and 2010, our Ceramic Business Group had consolidated net sales of $210.5 million and $171.2 million, respectively.

Our Ceramic Business Group high temperature and capacitance-stable product lines provide us with what we believe to be a significant
advantage over many of our competitors, especially in high reliability markets, such as medical, industrial, defense and aerospace. Our other
significant end markets include computing, telecommunications, automotive and general industries. This business group operates two
manufacturing sites in Mexico and a finishing plant in China and maintains a product innovation center in the United States. Our Ceramic
Business Group employs over 2,500 employees worldwide.

Film and Electrolytic Business Group

Our Film and Electrolytic Business Group produces film, paper and wet aluminum electrolytic capacitors. We entered this market through
the acquisitions of Evox Rifa and Arcotronics in fiscal year 2008. Film capacitors are preferred where high reliability is a determining factor,
while wet aluminum electrolytic capacitors are preferred when high capacitance at a reasonable cost is required. We are one of the world's
largest suppliers of film and one of the leaders in wet aluminum electrolytic capacitors for high-value custom applications. For fiscal years 2011
and 2010, our Film and Electrolytic Business Group had consolidated net sales of $321.4 million and $221.4 million, respectively.

Our Film and Electrolytic Business Group primarily serves the industrial, automotive, consumer and telecom markets. We believe that our
Film and Electrolytic Business Group's product portfolio, technology and experience position us to significantly benefit from the continued
growth in alternative energy solutions. We operate fifteen film and electrolytic manufacturing sites throughout Europe, Asia and Mexico and
operate a product innovation center in Sweden. In 