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NNOTES TO FINANCIAL STATEMENTS

Showa Denko K.K. and Consolidated Subsidiaries

1. BASIS OF REPORTING FINANCIAL STATEMENTS
The accompanying consolidated financial statements have been pre-
pared in accordance with accounting principles and practices general-
ly accepted in Japan and from the consolidated financial statements
filed with the Director of Kanto Local Finance Bureau as required by
the Securities and Exchange Law of Japan.

Certain items have been reclassified for the convenience of readers
who are not familiar with Japanese financial reporting practices.

Effective from the year ended March 31, 2000, the new Japanese
accounting standards for the preparation of consolidated financial
statements were adopted and the consolidated statement of cash
flows became a part of the required financial statements under the
Securities and Exchange Law of Japan.

The accompanying consolidated statement of cash flows for the
year ended December 31, 2000 was prepared in accordance with
the standards for the preparation of statements of cash flows that
were newly issued by the Business Accounting Deliberation Council
of Japan and its form was recommended by the Japanese Institute
of Certified Public Accountants.

The consolidated statement of cash flows for the year ended
December 31,1999 is not included because it is not practicable to
amend it in accordance with the new standards.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Consolidation
The consolidated financial statements include the accounts of the Com-
pany and its 58 significant subsidiaries (collectively, “the Companies”)
for the year ended December 31, 2000 and 50 significant subsidiaries
for the year ended December 31, 1999.

For purposes of the consolidated financial statements, all significant
intercompany transactions, account balances and unrealized profits
among the Companies are entirely eliminated and the portions attrib-
utable to minority interests are credited or charged to income.

Accounts of subsidiaries whose business year-ends differ by more
than three months from December 31 have been included using
appropriate interim financial information.

The excess of cost over equity in net assets is amortized on a
straight-line basis within a period of twenty years.

(b) Investments in Non-Consolidated Subsidiaries and Affiliates
The Company applies the equity method of accounting for investments
in five non-consolidated subsidiaries and 26 affiliates for the year
ended December 31, 2000 and investments in three non-consolidated
subsidiaries and 31 affiliates for the year ended December 31, 1999.

All underlying intercompany profits obtained from transactions
among the Companies and non-consolidated subsidiaries and affili-
ates to which the equity method is applied are eliminated in the con-
solidated financial statements.

The unamortized balance of the difference between the cost of
investments and the underlying net equity of investments acquired
amounted to ¥16 million (US$139 thousand) (credit) at December 31,
2000, and amortization charged to income for the year ended
December 31, 2000, totaled ¥113 million (US$983 thousand).

(c) Translation of Foreign-Currency Accounts
Foreign-currency-denominated receivables and payables and similarly
denominated investments in securities have been translated into
Japanese yen at historical exchange rates or at the applicable
exchange rates under forward exchange contracts.

Unrealized gains and losses arising from forward exchange con-
tracts are principally reflected in current operations for the period.
However, unrealized gains and losses arising from long-term forward
exchange contracts related to foreign-currency denominated indebt-
edness are allocated by month to the respective periods from the
booking dates to the settlement dates.

The monetary amounts stated in the financial statements of a certain
consolidated subsidiary of foreign nationality are translated into Japanese
yen at the year-end rate for assets and liabilities, at historical rates for
other balance sheet accounts exclusive of net income and at the aver-
age annual rate for revenue and expense accounts and net income.
The resulting translation adjustments are reflected in the consolidated
financial statements as “Foreign currency translation adjustments.”

Certain consolidated subsidiaries have applied the revised stan-
dards for accounting for foreign-currency-denominated transactions
issued by the Business Accounting Deliberation Council.

(d) Income Taxes
In the past, intertemporal allocation of corporate tax was made
pertaining to income before income tax, after elimination of unrealized
profits/losses and adjustment of allowance for doubtful accounts.
From this consolidated business year, allocation is being made, in prin-
ciple, regarding taxes pertaining to all temporary differences (difference
between the assets/liabilities on the consolidated financial statements
and the assets/liabilities in the calculation of taxable income).

(e) Allowance for Doubtful Receivables
To provide mainly for losses from irrecoverable money claims, the
allowance is provided according to the limits stipulated in the
Corporation Tax Law (provision rate based on track records) as well
as to the probability of recovery of specific claims. Certain sub-
sidiaries provide for the allowance according to the amounts equiva-
lent to the limits stipulated in the Corporation Tax Law (the greater of
the legal provision rate or the actual provision rate) as well as to the
probability of recovery of specific claims. To provide for losses from
bad debts, certain subsidiaries provide for the allowance according
to the actual rate of non-recovery for ordinary claims and in view of
the probability of recovery for specific doubtful receivables.

(f) Marketable and Other Securities
Marketable securities and investment securities are stated principally
at cost as determined by the moving-average method.

At certain consolidated subsidiaries, securities to be owned until due
date are stated at cost as determined by the amortization cost method.
Other securities having current prices are stated at cost as determined
mainly by the moving-average method and those without current
prices, by either the moving-average method or at acquisition cost.

(g) Inventories
Inventories are stated mainly at cost as determined by the gross-
average method. Part of the assets owned by certain subsidiaries is
stated at cost as determined by the specific-cost method or by the
final purchasing price method.

(h) Property, Plant and Equipment
Property, plant and equipment is stated at cost. Depreciation of prop-
erty, plant and equipment is computed principally by the straight-line
method with the exception that the declining-balance method is applied
to certain factories of the Company and certain consolidated subsidiaries. 

(i) Leases
Finance leases other than those that are deemed to transfer the own-
ership of the leased assets to the lessees are principally accounted for
by the method that is applicable to ordinary operating leases.
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3. ACCOUNTING CHANGES
(a) Allowance for Doubtful Receivables
In the past, certain consolidated subsidiaries provided for an allowance based on the legal provision rate stipulated in the Corporation Tax Law. To
make more appropriate provisions, they started using the greater of the legal provision rate or the rate based on track records as well as taking into
account the probability of recovery of specific claims. This change had no effect on consolidated financial statements of this year.

(b) Employees’ Severance Indemnities
In the past, certain consolidated subsidiaries provided for employees’ severance indemnities at 40% of amount that would be required to be paid
if all eligible employees voluntarily severed their employment at the balance sheet date less the portion covered by the qualified retirement pension
premiums contract. From this consolidated business year, they changed to a system of providing for the allowance at 100% of the amount that
would be required to be paid if all eligible employees severed their employment at the balance sheet date. As a result of this change, loss before
income taxes for this year increased by ¥608 million (US$5,287 thousand).

4. TRANSLATION INTO U.S. DOLLARS
The Companies’ accounting records are maintained in yen. The U.S. dollar amounts appearing in the accompanying financial statements and
notes thereto represent the arithmetical results of translating yen to U.S. dollars at the rate of ¥115 to US$1, the approximate rate of exchange
at December 31, 2000. The inclusion of such U.S. dollar amounts is solely for the convenience of readers; it does not carry with it any implication
that yen amounts have been or could be converted into U.S. dollars at that rate.

5. MARKETABLE SECURITIES
At December 31, 2000, marketable securities consisted of the following:
December 31 Thousands of

Millions of yen U.S. dollars

Marketable equity securities........................................................................................................................................... ¥13,734 $119,426
Bonds and other............................................................................................................................................................ 98 852

...................................................................................................................................................................................... 13,832 120,278

Market value of marketable securities ............................................................................................................................ ¥18,468 $160,591

6. SHORT-TERM DEBT AND LONG-TERM DEBT
At December 31, 2000 and 1999, short-term debt of the Companies consisted of the following:
December 31 Thousands of

Millions of yen U.S. dollars

2000 1999 2000

Bank loans, interest 0.613%–15.25%........................................................................................................ ¥228,223 ¥264,806 $1,984,550
Commercial paper..................................................................................................................................... 2,500 9,000 21,739

Total.......................................................................................................................................................... ¥230,723 ¥273,806 $2,006,289

( j) Employees’ Severance Indemnities and Pension Plans
The Company and certain consolidated subsidiaries have non-
contributory benefit pension plans for all employees. Certain consoli-
dated subsidiaries have introduced a qualified retirement pension plan
for part of the severance pay. Meanwhile, certain consolidated com-
panies provide for employees’ severance indemnities at 40% of the
amount that would be required to be paid if all eligible employees vol-
untarily severed their employment at the balance sheet date. Certain
consolidated subsidiaries provide for employees’ severance indemni-
ties at 100% of the amount that would be required to be paid if all eli-
gible employees voluntarily severed their employment at the balance
sheet date less the portion covered by the qualified retirement pension
contract. Further, certain consolidated companies provide for retire-

ment benefits for directors and statutory auditors in an amount deter-
mined by those companies’ internal guidelines.

To provide for the payment of employees’ severance benefits, cer-
tain consolidated subsidiaries have appropriated expenses in 15-year
installments pertaining to the difference of ¥26,535 million (US$230,739
thousand) at the time of the change in accounting standards. The
figure is based on the amount of severance benefit obligations at the
balance sheet date and the estimated amount of the pension fund.

(k) Cash and Cash Equivalents
Cash and cash equivalents in the consolidated statement of cash
flows are composed of cash on hand, bank deposits available for
withdrawal on demand and short-term investments with original
maturities of three months or less and minor risk for value fluctuation.
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At December 31, 2000 and 1999, long-term debt of the Companies consisted of the following:
December 31 Thousands of

Millions of yen U.S. dollars

2000 1999 2000

2.19% bonds due 2001 ............................................................................................................................ ¥003,000 ¥003,000 $0,026,087
2.27% bonds due 2002 ............................................................................................................................ 5,000 5,000 43,478
2.3% bonds due 2005 .............................................................................................................................. 3,500 3,500 30,435
1.9% bonds due 2007 .............................................................................................................................. 8,500 8,500 73,913
1.7% convertible bonds due 2002, convertible currently at ¥1,058............................................................ 10,000 10,000 86,957
1.7% convertible bonds due 2005, convertible currently at ¥1,058............................................................ 28,955 29,126 251,783
0.7486%–8.0% loans, principally from banks and insurance companies, due 2000 to 2020 ..................... 354,877 339,978 3,085,884

................................................................................................................................................................ 413,832 399,104 3,598,536
Less: Current portion................................................................................................................................. (63,756) (21,753) (554,397)

................................................................................................................................................................. ¥350,076 ¥377,351 $3,044,139

At December 31, 2000, the following assets were pledged as collateral for short-term debt and long-term debt:
December 31 Thousands of

Millions of yen U.S. dollars

Marketable securities and investment securities ........................................................................................................... ¥000,634 $0,005,513
Property, plant and equipment, less accumulated depreciation .................................................................................... 302,643 2,631,678
Other............................................................................................................................................................................ 60 522

.................................................................................................................................................................................... ¥303,337 $2,637,713

The aggregate annual maturities of the non-current portion of long-term debt are as follows:
Years ending December 31 Thousands of

Millions of yen U.S. dollars

2002 ............................................................................................................................................................................ ¥097,946 $0,851,704
2003 ............................................................................................................................................................................ 140,827 1,224,583
2004 and thereafter...................................................................................................................................................... 111,303 967,852

.................................................................................................................................................................................... ¥350,076 $3,044,139

7. CONTINGENT LIABILITIES
At December 31, 2000, the Companies were contingently liable for outstanding trade notes discounted by banks in the ordinary course of business
in an aggregate amount of ¥2,348 million (US$20,417 thousand) and for the endorsement of trade notes receivable in the ordinary course of busi-
ness in an aggregate amount of ¥68 million (US$591 thousand). They were also guarantors for the borrowing below, principally incurred by non-
consolidated subsidiaries, affiliates and others.

Thousands of
Millions of yen U.S. dollars

Guarantee ..................................................................................................................................................................... ¥25,942 $225,583
Stand-by guarantee....................................................................................................................................................... 295 2,565
Other construed guarantee............................................................................................................................................ 200 1,739

The figure ¥25,942 million includes ¥15,615 million (US$135,783 thousand) of guarantees provided by consolidated subsidiaries.

8. EFFECT OF YEAR-END DATES ON FINANCIAL STATEMENTS
The two year-end dates of 2000, namely, December 30 and 31, 2000, were bank holidays. Although notes receivable and payable on these dates
were accordingly settled on January 4, 2001, the Companies accounted for those notes in their financial statements as if they had been settled
on these dates.
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Notes outstanding at December 31, 2000 and 1999, dealt with in the above-mentioned manner were as follows:

Thousands of
Millions of yen U.S. dollars

2000 1999 2000

Notes receivable ................................................................................................................................................. ¥10,519 ¥5,327 $91,470
Notes payable..................................................................................................................................................... 6,674 882 58,035
Trade notes discounted by banks ....................................................................................................................... 609 420 5,296
The endorsement of trade notes receivable......................................................................................................... 24 62 209

9. INFORMATION FOR CERTAIN LEASES
At December 31, 2000, assets leased under non-capitalized financial leases were as follows:

Thousands of
Millions of yen U.S. dollars

Machinery and equipment.............................................................................................................................................. ¥14,877 $129,365
Other ............................................................................................................................................................................. 2,359 20,513
Less: Accumulated depreciation and amortization.......................................................................................................... 8,912 77,496

Total............................................................................................................................................................................... ¥08,324 $072,383

Lease payments under finance leases, which are accounted for in the same manner as operating leases for the year ended December 31, 2000,
were ¥3,103 million (US$26,983 thousand). Future lease payments under such finance leases as of December 31, 2000, inclusive of interest, were
¥8,324 million (US$72,383 thousand), including ¥2,284 million (US$19,861 thousand) due within one year.

10. DERIVATIVE FINANCIAL INSTRUMENTS
The Company and certain consolidated subsidiaries conclude foreign currency forward exchange contracts, interest rate swaps and futures con-
tracts for commodities. 

The forward exchange contracts, executed with creditworthy financial institutions, are used to hedge the risk of changes in foreign currency
exchange rates associated with assets and liabilities denominated in foreign currencies. 

The interest rate swaps, executed with creditworthy financial institutions, are used to hedge the risk of changes in interest rates and to curtail
financial expenses. 

The futures contracts, executed with creditworthy trading companies, are used to hedge the risk of changes in commodity prices. 
At December 31, 2000, the derivative financial instruments of the Companies were as follows:

Thousands of
Millions of yen U.S. dollars

Contract Valuation Valuation
Amount Fair Value Gain (Loss) Gain (Loss)

December 31
Related to currencies

Forward exchange contracts:
To sell foreign currencies
U.S. dollars .......................................................................................................................... ¥005,485 ¥05,632 ¥  (146) $0(1,270)
German marks ..................................................................................................................... 3 4 0 0

To buy foreign currencies
U.S. dollars .......................................................................................................................... 11,741 12,834 1,093 9,504
Euro..................................................................................................................................... 119 136 17 148
Japanese yen ...................................................................................................................... 183 156 (26) (226)

Related to interest rates
Interest rate swaps:

Paying fixed rates and receiving floating rates ...................................................................... 147,431 (3,722) (3,722) (32,365)
Paying floating rates and receiving fixed rates ...................................................................... 4,000 43 43 374

Related to commodities
Futures contracts:

To sell aluminum.................................................................................................................. 9,581 9,762 (180) (1,565)
To buy aluminum ................................................................................................................. 13,134 13,271 136 1,183
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11. INCOME TAXES
At December 31, 2000, significant components of deferred tax assets and liabilities were as follows:
December 31 Thousands of

Millions of yen U.S. dollars

Deferred tax assets:
Tax loss carryforwards ............................................................................................................................................... ¥12,155 $105,696
Write-down of marketable and investment securities.................................................................................................. 3,168 27,548
Unrealized earnings from the sale of fixed assets........................................................................................................ 1,722 14,974
Non-deductible expenses:

Allowance for doubtful accounts ............................................................................................................................ 1,154 10,035
Bonus payment reserve ......................................................................................................................................... 1,043 9,070
Employees’ severance indemnities......................................................................................................................... 958 8,330
Depreciation........................................................................................................................................................... 465 4,043

Foreign tax credit ....................................................................................................................................................... 392 3,409
Write-down of inventories........................................................................................................................................... 271 2,357
Other ......................................................................................................................................................................... 2,185 19,000

Subtotal of deferred tax assets....................................................................................................................................... 23,516 204,487
Valuation allowance.................................................................................................................................................... (4,104) (35,687)

Total deferred tax assets ................................................................................................................................................ ¥19,412 $168,800

Deferred tax liabilities:
Tax deductible reserve ............................................................................................................................................... ¥00,(569) $00(4,948)
Special depreciation reserve....................................................................................................................................... (1,579) (13,730)
Amount of revaluation from the book value................................................................................................................. (10,493) (91,243)
Other ......................................................................................................................................................................... (938) (8,157)

Total deferred tax liabilities ......................................................................................................................................... ¥(13,581) $(118,096)

Net deferred tax assets .................................................................................................................................................. ¥0(5,831 $0(50,704

12. SEGMENT INFORMATION
The operations of the Companies for the years ended December 31, 2000 and 1999 are summarized by industry segment as follows:
Year ended December 31, 2000 Millions of yen

Inorganic
Petrochemicals Chemicals Electronics Materials Aluminum Elimination Consolidated

Sales
Outside customers ................................................ ¥232,294 ¥078,782 ¥094,393 ¥057,778 ¥283,752 ¥        — ¥0,747,000
Inter-segment ........................................................ 1,881 889 265 455 29,084 (32,574) —

Total .................................................................. 234,176 79,671 94,658 58,233 312,836 (32,574) 747,000
Operating costs ..................................................... 223,125 74,082 93,316 52,211 300,452 (25,781) 717,406

Operating income .................................................. ¥011,051 ¥005,589 ¥001,342 ¥006,023 ¥012,384 ¥  (6,793) ¥0,029,594

Assets ....................................................................... ¥256,714 ¥158,511 ¥113,500 ¥129,214 ¥425,919 ¥04,765 ¥1,088,623
Depreciation and amortization ................................... 7,840 5,473 5,935 3,339 18,448 (283) 40,752
Capital expenditures .................................................. 16,223 3,224 8,022 1,900 10,654 — 40,023
Note: From 2000, operating expenses that cannot be allocated to specific segments, mainly R&D expenses that do not belong to specific segments, have been included in common/head
office expenses. Figures for 1999 have been amended accordingly.



Year ended December 31, 1999 Millions of yen

Inorganic
Petrochemicals Chemicals Electronics Materials Aluminum Elimination Consolidated

Sales
Outside customers ................................................... ¥192,996 ¥063,902 ¥081,976 ¥061,192 ¥262,682 ¥        — ¥662,747
Inter-segment........................................................... 1,485 1,197 — 124 19,363 (22,169) —

Total..................................................................... 194,481 65,098 81,976 61,316 282,045 (22,169) 662,747
Operating costs........................................................ 184,356 59,377 80,446 55,795 274,029 (16,328) 637,675

Operating income..................................................... ¥010,125 ¥005,722 ¥001,530 ¥005,521 ¥008,016 ¥  (5,841) ¥025,073

Assets .......................................................................... ¥219,232 ¥121,480 ¥101,944 ¥106,552 ¥407,139 ¥05,347 ¥961,692
Depreciation and amortization ...................................... 8,846 5,310 8,252 3,504 16,561 119 42,592
Capital expenditures..................................................... 12,228 3,165 7,777 3,009 11,001 — 37,180

Year ended December 31, 2000 Thousands of U.S. dollars

Inorganic
Petrochemicals Chemicals Electronics Materials Aluminum Elimination Consolidated

Sales
Outside customers ....................................... $2,019,951 $0,685,064 $820,810 $,0502,420 $2,467,405 $          — $6,495,651
Inter-segment ............................................... 16,361 7,727 2,304 3,957 252,904 (283,253) —

Total ......................................................... 2,036,312 692,791 823,114 506,376 2,720,310 (283,253) 6,495,651
Operating costs ............................................ 1,940,217 644,194 811,446 454,006 2,612,626 (224,179) 6,238,309

Operating income ......................................... $0,096,095 $0,048,598 $011,668 $0,052,370 $0,107,684 $  (59,073) $0,257,342

Assets .............................................................. $2,232,292 $1,378,358 $986,958 $1,123,597 $3,703,641 $   41,437 $9,466,284
Depreciation and amortization........................... 68,172 47,591 51,609 29,037 160,421 (2,461) 354,369
Capital expenditures ......................................... 141,070 28,035 69,757 16,522 92,643 — 348,026

The operations of the Companies for the years ended December 31, 2000 and 1999 are summarized by geographic area as follows:

Year ended December 31, 2000 Millions of yen

Domestic companies Overseas companies Elimination Consolidated

Sales
Outside customers ............................................................................................... ¥0,674,095 ¥72,905 ¥        — ¥0,747,000
Inter-segment....................................................................................................... 27,628 4,195 (31,823) —

Total................................................................................................................. 701,723 77,100 (31,823) 747,000
Operating costs.................................................................................................... 669,272 73,152 (25,018) 717,406

Operating income................................................................................................. ¥0,032,451 ¥03,947 ¥ (6,804) ¥0,029,594

Assets ...................................................................................................................... ¥1,026,702 ¥49,889 ¥12,032 ¥1,088,623

Year ended December 31, 1999 Millions of yen

Domestic companies Overseas companies Elimination Consolidated

Sales
Outside customers ............................................................................................... ¥579,397 ¥83,350 ¥        — ¥662,747
Inter-segment....................................................................................................... 38,323 3,071 (41,394) —

Total................................................................................................................. 617,720 86,421 (41,394) 662,747
Operating costs.................................................................................................... 592,359 80,597 (35,282) 637,675

Operating income................................................................................................. ¥025,361 ¥05,823 ¥  (6,112) ¥025,073

Assets ...................................................................................................................... ¥904,523 ¥41,964 ¥15,205 ¥961,692
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Year ended December 31, 2000 Thousands of U.S. dollars

Domestic companies Overseas companies Elimination Consolidated

Sales
Outside customers ............................................................................................ $5,861,695 $633,956 $         — $6,495,651
Inter-segment.................................................................................................... 240,243 36,475 (276,719) —

Total.............................................................................................................. 6,010,938 670,431 (276,719) 6,495,651
Operating costs................................................................................................. 5,819,755 636,105 (217,551) 6,238,309

Operating income.............................................................................................. $0,282,183 $034,326 $ (59,167) $0,257,342

Assets................................................................................................................... $8,927,844 $433,818 $104,622 $9,466,284

Overseas sales, which represent sales to customers outside of Japan, of the Companies for the year ended December 31, 2000 are summarized
by geographic area as follows:

Year ended December 31, 2000 Millions of yen

Asia Others Overseas sales

Overseas sales............................................................................................................................................ ¥68,990 ¥67,410 ¥136,400
Consolidated net sales................................................................................................................................ 747,000
Ratio of overseas sales to consolidated net sales........................................................................................ 9.2% 9.0% 18.3%

Year ended December 31, 2000 Thousands of U.S. dollars

Asia Others Overseas sales

Overseas sales ......................................................................................................................................... $599,913 $586,174 $1,186,087

Overseas sales for the year ended December 31, 1999 totaled ¥151,994 million (US$1,321,687 thousand) and accounted for 22.9% of consoli-
dated net sales.

13. REVALUATION SURPLUS
The Company and certain consolidated subsidiaries revalued the land they own for business in accordance with the Law Concerning Revaluation of
Land. The difference between the revalued amount and the book value, after the deduction of applicable tax, is stated as revaluation surplus. The reval-
uation was conducted using methods stipulated in the ordinance for enforcement of the law, specifically, the method in Item 4, Article 2 (reasonable
adjustment of the appraised value relating to land price tax), and the method in Item 5, Article 2 (estimation by experts). Revaluation was performed on
December 31, 2000. The book value of the pertinent land increased from ¥80,220 million ($697,565 thousand) to ¥184,906 million ($1,607,878 thousand).

14. SUBSEQUENT EVENTS
Merger with Showa Aluminum Corporation
It was approved at the Company’s stockholders’ meeting on January 12, 2001 to merge with Showa Aluminum Corporation on March 30, 2001,
for the purpose of consolidating aluminum operations and expanding those operations as the Group’s largest core business.

Merger with Nihon Polystyrene Co., Ltd.
It was decided at the Company’s board of directors meeting on February 9, 2001 to merge with Nihon Polystyrene Co., Ltd. effective March 29,
2001, for the purpose of consolidating the control of, and more effectively using, assets.

Merger with Showa Building K.K.
It was decided at the Company’s board of directors meeting on March 13, 2001 to merge with Showa Building K.K. effective June 13, 2001, for the
purpose of eliminating the latent loss pertaining to land.
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