
Notes to Financial Statements

Showa Denko K.K. and Consolidated Subsidiaries

1. BASIS OF REPORTING FINANCIAL STATEMENTS
The accompanying consolidated financial statements have been 
 prepared in accordance with accounting principles and practices gener-
ally accepted in Japan, which are different in certain respects as to 
application and disclosure requirements from International Financial 
Reporting Standards, and restructured and translated into English from 
the consolidated financial statements which had been filed with the 
Kanto Local Finance Bureau as required by the Financial Instruments 
and Exchange Law of Japan.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Consolidation
The consolidated financial statements for the years ended December 31, 
2010 and 2009 include the accounts of the Company and its 40 and 41, 
respectively, significant subsidiaries (collectively “the Companies”).
 For the purposes of the consolidated financial statements, all signifi-
cant intercompany transactions, account balances and unrealized profits 
among the Companies are entirely eliminated and the portions thereof 
attributable to minority interests are credited or charged to minority 
 interests.
 Accounts of subsidiaries whose business year-ends differ by more 
than three months from December 31 have been included using appro-
priate interim financial information.
 In the initial consolidation, assets and liabilities of subsidiaries including 
those attributable to minority stockholders are recorded based on fair 
value in the accompanying consolidated financial statements.
 Goodwill, which is the difference between the acquisition cost and the 
underlying net assets at fair value at the date of acquisition, is amortized 
over a period not exceeding 20 years on a straight-line basis.

(b)  Investments in Non-Consolidated Subsidiaries and Affiliates 
The Company applied the equity method of accounting for investments 
in 2 non-consolidated subsidiaries in 2010 and 3 non-consolidated 
 subsidiaries in 2009, and 15 affiliates in both 2010 and 2009.
 All underlying intercompany profits obtained from transactions among 
the Companies and non-consolidated subsidiaries and affiliates to which 
the equity method is applied are eliminated in the  consolidated financial 
statements.

(c) Translation of Foreign Currency Accounts
All receivables and payables denominated in foreign currencies at the 
balance sheet date are translated into Japanese yen at the current 
exchange rates.
 The resulting exchange gains or losses are credited or charged to 
income.
 The financial statements of certain consolidated subsidiaries of 
 foreign nationality are translated into Japanese yen at the year-end rate 
for assets and liabilities, at historical rates for the other balance sheet 
accounts exclusive of the current year’s net income, and at the average 
annual rate for revenue and expense accounts and net income.

 Translation adjustments resulting from the process of  translating the 
financial statements of foreign subsidiaries into Japanese yen are accu-
mulated and reported as a component of net assets on the consolidated 
balance sheet.

(d) 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 of value fluctuation.

(e) Securities
Debt securities that are intended to be held to maturity (“held-to-maturity 
debt securities”) are stated at amortized cost on the  balance sheet. 
Available-for-sale securities with available fair market values are stated 
at fair market values. Unrealized gains and unrealized losses on these 
available-for-sale securities are reported, net of applicable income taxes, 
as a  separate component of the net assets. 
 Realized gains or losses on sale of the available-for-sale securities are 
computed using primarily the moving-average cost. 
 Available-for-sale securities with no available fair market  values are 
stated primarily at moving-average cost. 

(f) Allowance for Doubtful Accounts
To provide for losses from bad debts, the allowance is provided accord-
ing to the actual rate of default for ordinary receivables and in view of 
the probability of recovery for specific doubtful receivables.

(g) Inventories
Inventories are stated at the lower of cost or market, using principally 
the gross-average cost method. The carrying value on the consolidated 
balance sheets is stated by the devaluation method based on declines 
in profitability.

(h) Property, Plant and Equipment
Property, plant and equipment is stated at cost, in principle. With the 
adoption of the fixed asset impairment accounting standard from 2004, 
however, aggregated amounts of impairment losses are deducted direct-
ly from respective items. Depreciation of property, plant and equipment 
is computed principally by the straight-line method, but the declining- 
balance method is applied to certain factories of the Company and some 
of the consolidated  subsidiaries.

(i) Intangible Assets
The Company and some of the consolidated subsidiaries  principally apply 
the straight-line method over five years to amortize intangible assets.
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(j) Leased Assets
Leased assets in finance lease transactions that do not transfer owner-
ship to the lessee are depreciated using the straight-line method on the 
assumption that the useful life is equal to the lease term and the residual 
value is equal to zero. For leases with a residual value guarantee, the 
contracted residual value is considered to be the residual value for finan-
cial accounting purposes.
 Please note that finance lease transactions, other than those involving 
the transfer of ownership and which commenced on or before December 
31, 2008, are accounted for by the same methods as for operating lease 
transactions.

(k) Provision for Business Structure Improvement
The Company and some of the consolidated subsidiaries record the pro-
vision for business structure improvement on an accrual basis to provide 
for expenses and losses resulting from their restructuring programs.

(l) Provision for Bonuses
A provision for bonuses is provided at an amount estimated based on 
the bonus to be paid subsequent to the balance sheet date.

(m) Provision for Retirement Benefits
A provision for retirement benefits is provided based on the projected 
 benefit obligation and fair value of plan assets at the end of the year. 
 Prior service costs are amortized on a straight-line basis over certain 
periods (mainly 12 years) within the average remaining service periods.
 The unrecognized actuarial gain or loss is amortized starting the year 
after such actuarial loss is determined on a straight-line basis over 
 certain periods (mainly 12 years) within the average remaining service 
periods. 

(n) Provision for Directors’ Retirement Benefits
Some of the consolidated subsidiaries provide a provision for directors’ 
retirement benefits and statutory corporate auditors in an amount deter-
mined by those companies’ internal  guidelines.

(o) Provision for Repairs
The Company provides a provision for repairs in an amount estimated to 
be necessary for the scheduled maintenance for certain production 
equipment.

(p) Provision for Niigata Minamata Disease
To provide for lump-sum payments pursuant to the Special Measures 
Law Regarding Relief to Persons Suffering from Minamata Disease and 
Regarding Solutions to the Minamata Disease Problem, the Company 
made a provision in the expected amount of such payments.

(q) Income Taxes
Income taxes consist of corporation, enterprise and inhabitants taxes. The 
provision for income taxes is computed based on the pretax income of 
each of the Company and its consolidated subsidiaries with certain adjust-
ments required for consolidation and tax purposes. The asset and liability 
approach is used to recognize deferred tax assets and liabilities for the 
expected future tax consequences of temporary differences between the 
carrying amounts and the tax bases of assets and liabilities. (Valuation 
allowances are recorded to reduce deferred tax assets based on the 
assessment of the  realizability of the tax  benefits.)

(r)  Derivative Financial Instruments and Hedge Accounting
The Company and certain subsidiaries state all derivative financial 
instruments at fair value and recognize changes in fair value as gains or 
losses unless the derivative financial instruments are used for hedging 
purposes.
 If the derivative financial instruments meet certain hedging criteria, 
the Company and certain subsidiaries defer recognition of gains or loss-
es resulting from changes in fair value of derivative financial instruments 
until the related gains or losses on hedged items are recognized.
 However, when forward exchange contracts meet certain hedging 
 criteria, the hedged items are stated by the forward exchange contracts 
rate. If interest rate swap contracts meet certain hedging criteria, the net 
amount to be paid or received under the interest rate swap contracts is 
added to or deducted from interest on the assets or liabilities for which 
the interest rate swap contracts were executed.
 Hedge accounting is not applied at one of the foreign subsidiaries.

(s) Reclassifications 
Certain reclassifications have been made in the 2009 financial state-
ments to conform to the presentation of 2010. 

3. CHANGES IN ACCOUNTING POLICIES
(a)  Application of Accounting Standard 

for Construction Contracts
Effective from the year ended December 31, 2010, the Company 
has applied “Accounting Standard for Construction Contracts” 
(Accounting Standards Board of Japan (ASBJ) Statement No. 15, issued 
on December 27, 2007) and “Guidance on Accounting Standard for 
Construction Contracts” (ASBJ Guidance No. 18, issued on December 
27, 2007). Under this standard and guidance, the Company has applied 
the percentage-of-completion method (cost-comparison method to esti-
mate the percentage of completion) to the construction contracts which 
commenced during the year ended December 31, 2010, if the outcome 
of the construction through December 31, 2010 can be estimated 
 reliably; otherwise, the Company has applied the completed-contract 
method.
 The impact on the Company’s financial statements of applying the 
new accounting standard was not material.

36 A Unique Chemical Company



(b)  Application of Partial Amendments 
to Accounting Standard for Retirement Benefits (Part 3)

Effective from the year ended December 31, 2010, the Company has 
applied “Partial Amendments to Accounting Standard for Retirement 
Benefits (Part 3)” (ASBJ Statement No. 19, issued on July 31, 2008). 
There was no impact from this change on the Company’s financial 
 statements.

(c)  Application of Accounting Standard 
for Business Combinations and Others

Effective from the year ended December 31, 2010, the Company 
has applied “Accounting Standard for Business Combinations” (ASBJ 
Statement No. 21, issued on December 26, 2008), “Accounting 
Standard for Consolidated Financial Statements” (ASBJ Statement No. 
22, issued on December 26, 2008), “Partial Amendments to Accounting 
Standard for Research and Development Costs” (ASBJ Statement No. 
23, issued on December 26, 2008), “Revised Accounting Standard for 
Business Divestitures” (ASBJ Statement No. 7, issued on December 26, 
2008), “Revised Accounting Standard for Equity Method of Accounting 
for Investments” (ASBJ Statement No. 16, issued on December 26, 
2008), and “Revised Guidance on Accounting Standard for Business 
Combinations and Accounting Standard for Business Divestitures” (ASBJ 
Guidance No. 10, issued on December 26, 2008) to its business combi-
nations and other related activities conducted on or after April 1, 2010.

(d)  Application of Standards and Methods 
for Valuation of Inventories

Effective from the year ended December 31, 2009, the Companies 
except for foreign subsidiaries have adopted the “Accounting Standard 
for Measurement of Inventories” (ASBJ Statement No. 9, issued on July 5, 
2006). In previous years, finished goods are stated at the lower of cost or 
market using principally the gross average method and other inventories 
are stated primarily at cost as determined by the gross average method. 
The New Accounting Standard requires that inventories held for sale in 
the ordinary course of business be measured at the lower of cost or net 
realizable value, which is defined as the selling price less additional esti-
mated manufacturing costs and estimated direct selling expenses. The 
Companies have applied the new accounting standard to the beginning 
inventory and recorded other expense of ¥5,544 million as an inventory 
devaluation loss to adjust the valuation differences included in the begin-
ning balance. Conse quently, compared to the amounts that would have 
been reported under the previous accounting method, the operating loss 
decreased by ¥3,734 million and the loss before income taxes and 
minority interests increased by ¥1,810 million for the year ended 
December 31, 2009.

(e)  Unification of Accounting Policies Applied to Foreign 
Subsidiaries for Consolidated Financial Statements

Effective for the year ended December 31, 2009, the Company has 
applied “Practical Solution on Unification of Accounting Policies Applied 
to Foreign Subsidiaries for Consolidated Financial Statements” 
(Accounting Standards Board of Japan, Practical Issues Task Force No. 
18, issued on May 17, 2006) and made necessary amendments to the 
consolidated financial statements.
 The impact on financial statements of this accounting change was not 
material.

(f) Application of Accounting Standards for Leases
The Companies except for foreign subsidiaries had previously treated 
finance lease transactions other than those involving transfer of 
 ownership as operating lease transactions. Effective from the year ended 
December 31, 2009, the Companies except for foreign subsidiaries have 
adopted the “Accounting Standards for Lease Transactions” (ASBJ 
Statement No. 13, as revised on March 30, 2007) and “Guidance on 
Accounting Standards for Lease Transactions” (ASBJ Guidance No. 16, 
as revised on March 30, 2007) and treated finance lease transactions 
other than those involving transfer of ownership as the acquisition of 
assets and the incurrence of obligations in the similar manner used for 
 transactions.
 Leased assets in finance lease transactions that do not transfer own-
ership to the lessee are depreciated using the straight-line method on 
the assumption that the useful life is equal to the lease term and the 
residual value is equal to zero. For leases with a residual value guaran-
tee, the contracted residual value is considered to be the residual value 
for  financial accounting purposes.
 Please note that finance lease transactions, other than those involving 
the transfer of ownership and which commenced prior to December 31, 
2008, are accounted for by the same methods as for operating lease 
transactions.
 The impact on financial statements of this accounting change was not 
material.

4.  JAPANESE YEN AND TRANSLATION INTO U.S. DOLLARS
The Companies’ accounting records are maintained in yen. Yen amounts 
included in the financial statements are rounded to the nearest one mil-
lion unit. Therefore, the total and sub total amounts presented in the 
financial statements may not equal the exact sum of the individual bal-
ances. The U.S. dollar amounts appearing in the accompanying financial 
statements and notes thereto represent the arithmetical results of trans-
lating yen into U.S. dollars at the rate of ¥81.49 to US$1.00, the approx-
imate rate of exchange at December 31, 2010. 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 convert-
ed into U.S.  dollars at that rate.
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6. FINANCIAL INSTRUMENTS
Effective from the year ended December 31, 2010, the Companies 
have applied “Accounting Standard for Financial Instruments” (ASBJ 
Statement No. 10, issued on March 10, 2008) and “Guidance on 
Disclosures about Fair Value of Financial Instruments” (ASBJ Guidance 
No. 19, issued on March 10, 2008). 

(a) Overview 
(1) Management policy relating to financial instruments 
The Companies finance necessary long-term funds by bank loans and 
bond issues following the capital investment plans and finance short-
term operating funds by bank loans and commercial paper. Temporary 
excess funds are invested exclusively in financial instruments which have 
fixed returns and low risk of falling below par values. The Companies use 
derivative transactions to hedge the following risks and do not enter into 
derivative transactions for speculative purposes. 

(2) Types of financial instruments and related risks 
Operating receivables, such as notes and accounts receivable, are 
exposed to credit risk. Foreign-currency-denominated accounts receiv-
able incurred through exports are exposed to foreign currency fluctuation 
risk. However, the Companies hedge the risk by utilizing forward 
exchange contracts and currency swaps based on internal rules that set 
out foreign currency risk management principles. 
 Marketable securities and investment securities mainly consist of the 
stocks of partner companies to maintain and strengthen their business 
relationships and are exposed to market fluctuation risk. 
 Operating payables, such as notes and accounts payable, are due 
within one year. Foreign-currency-denominated accounts payable 
incurred through imports of raw materials are exposed to foreign curren-
cy fluctuation risk. The Companies hedge the risk by utilizing forward 
exchange contracts following internal rules that set out the foreign cur-
rency risk management principles. Short-term debt and commercial 
paper are mainly used to finance short-term operating funds, and long-
term debts and bonds are mainly used to finance equipment funds. 
Since some of long-term debt is made up of variable interest rate loans, 
it is exposed to interest rate fluctuation risk. However, interest rate swaps 
are used for most loans to hedge the risk. 

 The Companies utilize derivative transactions, such as forward 
exchange contracts and currency swaps, to hedge the foreign currency 
fluctuation risk of operating receivables and payables denominated in 
foreign currencies and financing transactions dominated in foreign 
 currencies. Interest rate swaps are utilized to hedge the interest rate 
fluctuation risk, and aluminum forward transactions are utilized to 
hedge the market fluctuation risk. 

(3) Risk management relating to financial instruments 
(i) Credit risk management (risk of default by the counterparties) 
The Company follows internal rules that set out accounts receivable 
management principles. The compliance department works with the 
sales division in each sector and monitors the customers’ credit condi-
tions periodically and reviews the sales policy checking the sales volume 
and balances. The Company takes measures to obtain information on 
and minimize the credit risk that may arise due to the deterioration in the 
financial condition of their customers. Consolidated subsidiaries monitor 
their customers’ financial and credit conditions based on their internal 
rules. 
 There is no material credit risk of held-to-maturity debt securities 
as they are limited to only highly rated securities. 
 The Companies utilize derivative transactions only with creditworthy 
financial institutions and trading companies to minimize credit risk. 
 The maximum credit risk as of December 31, 2010 is disclosed as 
the balance sheet amount of financial instruments exposed to credit risk. 

(ii)  Market risk management (risk of fluctuations 
in foreign currency and interest rates) 

For operating receivables and payables and loans denominated in 
 foreign currencies, the Company and certain consolidated subsidiaries 
utilize forward exchange contracts and currency swaps to hedge some 
of the foreign currency fluctuation risk, which is categorized by currency 
and maturity date. The Company and certain consolidated subsidiaries 
utilize currency swaps to hedge interest rate fluctuation risk of loans. 
 For marketable securities and investment securities, the Companies 
regularly review the fair value and issuers’ financial condition and review 
the Companies’ portfolio on an ongoing basis, except for held-to- 
maturity debt securities according to market conditions and the 
 business relationships with counterparties. 

5. CASH FLOW STATEMENTS
(a) Cash and deposits as of December 31, 2010 and 2009 on the consolidated balance sheets and cash equivalents at December 31, 2010 and 2009 
on the con solidated statements of cash flows were reconciled as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Cash and deposits ............................................................................................................................................ ¥43,627 ¥62,514 $535,369
Original maturities more than three months ........................................................................................................ (169) (7) (2,068)

Cash and cash equivalents ................................................................................................................................ ¥43,459 ¥62,507 $533,300

(b) Significant non-cash transactions were as follows:
Finance lease assets acquired during the consolidated fiscal year ended December 31, 2010 and 2009 were ¥9,460 million (US$116,093 thousand) 
and ¥24,796 million, respectively.
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(b) Fair Value of Financial Instruments 
At December 31, book value, fair value and difference were as follows. 
 The financial instruments whose fair value is extremely difficult to determine are not included below. 

Year ended December 31, 2010 Millions of yen

Book value Fair value Difference

(1) Cash and deposits ................................................................................................................................... ¥ 43,627 ¥ 43,627 ¥  —
(2) Notes and accounts receivable ................................................................................................................. 135,611 135,611 —
(3) Marketable securities and investment securities ........................................................................................ 33,250 33,250 (0)

 Total assets ............................................................................................................................................. ¥212,489 ¥212,489 ¥   (0)

(1) Notes and accounts payable .................................................................................................................... ¥114,234 ¥114,234 ¥  —
(2) Short-term debt ...................................................................................................................................... 73,721 73,721 —
(3) Current portion of long-term debt ............................................................................................................. 59,852 60,115 263
(4) Commercial paper ................................................................................................................................... 6,000 6,000 —
(5) Current portion of bonds .......................................................................................................................... 3,000 3,000 —
(6) Accounts payable–other .......................................................................................................................... 46,811 46,811 —
(7) Bonds..................................................................................................................................................... 30,000 30,400 400
(8) Long-term debt ....................................................................................................................................... 178,461 179,993 1,533

 Total liabilities .......................................................................................................................................... ¥512,079 ¥514,274 ¥2,195

 Derivative transactions* ............................................................................................................................ ¥    389 ¥    389 ¥  —

  The Company has internal management rules that set out the 
approval authorities and procedures of the derivative transactions. 
 The derivative transactions are carried out based on the appropriate 
approver set out in the internal rules. For currency-related derivative 
transactions, each division and the treasury department perform and 
manage transactions and report to the director in charge periodically. 
For interest-related derivative transactions, the treasury department 
 performs and manages the transactions and reports to the director in 
charge periodically. For commodity-related derivative transactions, each 
division performs and manages the transactions and reports to the direc-
tor in charge periodically. Consolidated subsidiaries perform and manage 
derivative transactions based on their internal management standards. 

(iii)  Liquidity risk management (risk of default on payment 
due dates) 

The Company manages liquidity risk by requiring the treasury depart-
ment to prepare and update cash plans, based on the schedule for cash 
inflows and disbursements in each division. In addition, the Company 
signs commitment line contracts and makes other arrangements with 
financial institutions to secure the necessary liquidity. Consolidated 
 subsidiaries manage their liquidity risk through similar procedures.

(4) Supplemental explanation on fair value of financial instruments 
As well as the values being based on market prices, fair value of finan-
cial instruments includes values, which are reasonably calculated in case 
market prices do not exist. As the calculation of those values uses cer-
tain assumptions, those values may vary in the case of different assump-
tions being applied. Also, for the contract amount and others regarding 
derivative transactions described in Note 8. DERIVATIVE FINANCIAL 
INSTRUMENTS, the contract amount itself does not indicate market risk 
related to derivative transactions. 
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Year ended December 31, 2010 Thousands of U.S. dollars

Book value Fair value Difference

(1) Cash and deposits ................................................................................................................................... $  535,369 $  535,369 $    —
(2) Notes and accounts receivable ................................................................................................................. 1,664,149 1,664,149 —
(3) Marketable securities and investment securities ........................................................................................ 408,026 408,025 (0)

 Total assets ............................................................................................................................................. $2,607,543 $2,607,543 $    (0)

(1) Notes and accounts payable .................................................................................................................... $1,401,815 $1,401,815 $    —
(2) Short-term debt ...................................................................................................................................... 904,668 904,668 —
(3) Current portion of long-term debt ............................................................................................................. 734,475 737,700 3,225
(4) Commercial paper ................................................................................................................................... 73,629 73,629 —
(5) Current portion of bonds .......................................................................................................................... 36,814 36,814 —
(6) Accounts payable–other .......................................................................................................................... 574,432 574,432 —
(7) Bonds..................................................................................................................................................... 368,143 373,052 4,909
(8) Long-term debt ....................................................................................................................................... 2,189,972 2,208,779 18,807

 Total liabilities .......................................................................................................................................... $6,283,948 $6,310,889 $26,941

 Derivative transactions* ............................................................................................................................ $    4,777 $    4,777 $    —

* Derivative assets and liabilities are on a net basis.

Notes: 1.  Valuation method for financial instruments and information on marketable securities and derivative transactions  

• Assets 

(1) Cash and deposits and (2) Notes and accounts receivable 

The book value is deemed to approximate the fair value since these are scheduled to be settled in a short period of time. 

(3) Marketable securities and investment securities 

Fair value of these securities is based on the price on stock exchanges. Refer to Note 7. SECURITIES regarding the securities categorized by holding purposes. 

• Liabilities 

(1) Notes and accounts payable, (2) Short-term debt, (4) Commercial paper, and (6) Accounts payable–other 

The book value is deemed to approximate the fair value since these are scheduled to be settled in a short period of time. 

(3) Current portion of long-term debt and (8) Long-term debt 

The fair value is measured as the net present value of estimated cash flows by discounting the principal and interest value using the interest rate applied to the new loans. Part of the long-term loans 

are variable rate loans, and they are subject to special treatment of interest rate swaps (refer to Note 8. DERIVATIVE FINANCIAL INSTRUMENTS); the fair value is measured as the net present value of 

estimated cash flows by discounting the total amount of principal and interest processed as interest rate swaps using the interest rate applied to the new loans.  

 (5) Current portion of bonds and (7) Bonds 

As for bonds with short maturities, the book value is deemed to approximate the fair value since these are scheduled to be settled in a short period of time. For others, fair value is based on the mar-

ket prices.  

• Derivative transactions 

Refer to Note 8. DERIVATIVE FINANCIAL INSTRUMENTS.

 2.  Financial instruments for which fair value is extremely difficult to determine

Year ended December 31, 2010

Millions of yen
Thousands of 
U.S. dollars

Non-listed equity securities .......................................................................................................................................... ¥25,565 $313,715

      These securities are not included in the above (3) Marketable securities and investment securities, as there was no quoted market value, estimating the future cash flows is deemed to be practi-

cally impossible and it is extremely difficult to determine the fair value. 
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 3.  The redemption schedule for financial assets and securities with maturities 

Year ended December 31, 2010 Millions of yen

Due in 1 year 
or less

Due after 1 year 
through 5 years

Due after 5 years 
through 10 years

Due after
10 years

Cash and deposits ..................................................................................................... ¥ 43,627 ¥— ¥— ¥—
Notes and accounts receivables .................................................................................. 135,603 9 — —
Marketable securities and investment securities:

 Held-to-maturity debt securities

  Government and local bonds and others.............................................................. 2 5 — —
 Available-for-sale securities with maturities

  Corporate bond ................................................................................................. — 73 — —

   Total ............................................................................................................. ¥179,232 ¥87 ¥— ¥—

Year ended December 31, 2010 Thousands of U.S. dollars

Due in 1 year 
or less

Due after 1 year 
through 5 years

Due after 5 years 
through 10 years

Due after
10 years

Cash and deposits ..................................................................................................... $  535,369 $  — $— $—
Notes and accounts receivables .................................................................................. 1,664,042 106 — —
Marketable securities and investment securities:

 Held-to-maturity debt securities

  Government and local bonds and others.............................................................. 25 61 — —
 Available-for-sale securities with maturities

  Corporate bond ................................................................................................. — 896 — —

   Total ............................................................................................................. $2,199,436 $1,063 $— $—

 4.  The scheduled maturities of bonds and long-term debt after December 31, 2010 

Refer to Note 10. SHORT-TERM DEBT AND LONG-TERM DEBT.

7. SECURITIES
The tables that follow summarize acquisition cost, book value and fair value of marketable securities as of December 31, 2010 and 2009.

(a) Held-to-maturity debt securities

Year ended December 31, 2010 Millions of yen

Book value Fair value Difference

Held-to-maturity debt securities whose fair value exceeds their book value

 Local government bonds ........................................................................................................................................ ¥— ¥— ¥—
Held-to-maturity debt securities whose fair value does not exceed their book value

 Local government bonds ........................................................................................................................................ 7 7 (0)

  Total.................................................................................................................................................................. ¥ 7 ¥ 7 ¥ (0)

Year ended December 31, 2010 Thousands of U.S. dollars

Book value Fair value Difference

Held-to-maturity debt securities whose fair value exceeds their book value

 Local government bonds ........................................................................................................................................ $— $— $—
Held-to-maturity debt securities whose fair value does not exceed their book value

 Local government bonds ........................................................................................................................................ 85 84 (0)

  Total.................................................................................................................................................................. $85 $84 $ (0)
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(b) Available-for-sale securities

Year ended December 31, 2010 Millions of yen

Book value Acquisition cost Difference

Available-for-sale securities whose book value exceeds their acquisition cost

 Equity securities ........................................................................................................................................ ¥18,608 ¥14,593 ¥ 4,015
 Corporate bond .......................................................................................................................................... 91 73 18
Available-for-sale securities whose book value is less than their acquisition cost

 Equity securities ........................................................................................................................................ 14,544 19,807 (5,263)

  Total...................................................................................................................................................... ¥33,243 ¥34,473 ¥(1,230)

Note:  Non-listed equity securities with book value of ¥4,423 million ($54,277 thousand) are not included in the above table, as there was no quoted market value and it is extremely difficult to determine the 

fair value.

Year ended December 31, 2009 Millions of yen

Book value Acquisition cost Difference

Available-for-sale securities whose book value exceeds their acquisition cost

 Equity securities ........................................................................................................................................ ¥33,137 ¥25,765 ¥7,372

 Corporate bond .......................................................................................................................................... 104 75 29

Available-for-sale securities whose book value is less than their acquisition cost

 Equity securities ........................................................................................................................................ 6,578 7,394 (816)

  Total...................................................................................................................................................... ¥39,819 ¥33,234 ¥6,585

Year ended December 31, 2010 Thousands of U.S. dollars

Book value Acquisition cost Difference

Available-for-sale securities whose book value exceeds their acquisition cost

 Equity securities ........................................................................................................................................ $228,347 $179,077 $ 49,270
 Corporate bond .......................................................................................................................................... 1,117 896 221
Available-for-sale securities whose book value is less than their acquisition cost

 Equity securities ........................................................................................................................................ 178,476 243,060 (64,585)

  Total...................................................................................................................................................... $407,940 $423,034 $(15,094)

(c) The following tables summarized available-for-sale securities sold in the years ended December 31, 2010 and 2009:

Year ended December 31, 2010 Millions of yen

Sale Gross gain Gross loss

Equity securities ....................................................................................................................................................... ¥242 ¥66 ¥30

Year ended December 31, 2009 Millions of yen

Sale Gross gain Gross loss

Equity securities ....................................................................................................................................................... ¥18,855 ¥4,551 ¥—

Year ended December 31, 2010 Thousands of U.S. dollars

Sale Gross gain Gross loss

Equity securities ....................................................................................................................................................... $2,970 $810 $362
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(d) The following table summarized book values of securities with no quoted market values as of December 31, 2010 and 2009:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Held-to-maturity debt securities

 Local government bonds ......................................................................................................................................... ¥— ¥    9 $—
Available-for-sale securities

 Non-listed equity securities...................................................................................................................................... — 4,463 —

  Total................................................................................................................................................................... ¥— ¥4,472 $—

Note:  Effective from the year ended December 31, 2010, local government bonds are listed in (a) Held-to-maturity debt securities and non-listed equity securities are listed in (b) Available-for-sale securities. 

(e) The following table summarized marketable securities with maturities and held-to-maturity debt securities at December 31, 2009 (all securities have 
a matu rity of 10 years or less):

Year ended December 31, 2009 Millions of yen

Within 1 year
Over 1 year but 
within 5 years

Over 5 years but 
within 10 years

Local government bonds ............................................................................................................................ ¥ 2 ¥  7 ¥ 0

Corporate bond .......................................................................................................................................... — 104 —

 Total ...................................................................................................................................................... ¥ 2 ¥111 ¥ 0

Note:  Refer to Note 6. FINANCIAL INSTRUMENTS for the related information for the year ended December 31, 2010. 

(f) Value of securities written off due to impairment
During the fiscal year under review, the Company recorded ¥26 million (US$319 thousand) in impairment losses on available-for-sale securities with fair 
values on a consolidated basis.
 Securities are deemed to be “substantially declined” when their fair values have declined 30% or more. When their fair values have declined 50% or 
more, the impairment losses are recorded on those securities. When their fair values have declined between 30% and 50%, the impairment losses are 
recorded on those securities unless such values are considered to be recoverable on an individual basis.

8. DERIVATIVE FINANCIAL INSTRUMENTS
As of December 31, 2010
(a) Derivative transactions to which hedge accounting is not applied 

As of December 31, 2010 Millions of yen Thousands of U.S. dollars

Contract 
amount

Contract 
amount 

over 1 year
Fair

value
Valuation 
gain (loss)

Contract 
amount

Contract 
amount 

over 1 year
Fair

value
Valuation 
gain (loss)

(1) Currency related:
Forward exchange contracts:

 Selling

  U.S. dollar ............................................................................ ¥6,200 ¥  — ¥144 ¥144 $76,084 $    — $1,766 $1,766

Currency swaps:

 Receipt Singapore dollar

  Payment U.S. dollar .............................................................. 1,722 — 267 267 21,129 — 3,275 3,275

(2) Interest rate related:
Interest rate swaps:

 Receipt—variable rate/Payment—fixed rate .............................. 5,350 3,643 (77) (77) 65,650 44,708 (940) (940)

Note:  Fair value calculation method: Fair values of forward exchange contracts are stated by the forward exchange rates. Fair values of currency and interest rate swaps are measured at the quoted price 

obtained from the financial institutions.

Showa Denko K.K. 43



Notes to Financial Statements

(b) Derivative transactions to which hedge accounting is applied 

As of December 31, 2010 Millions of yen Thousands of U.S. dollars

Contract 
amount

Contract 
amount 

over 1 year
Fair

value
Contract 
amount

Contract 
amount 

over 1 year
Fair

value

(1) Currency related:
Principle method 
Forward exchange contracts:

 Buying

  U.S. dollar ............................................................................................... ¥  9,268 ¥ 1,939 ¥(705) $  113,735 $   23,796 $(8,652)
  Euro ........................................................................................................ 12 — (0) 147 — (1)
 Selling

  U.S. dollar ............................................................................................... 6,557 — 160 80,469 — 1,966
  Euro ........................................................................................................ 979 — 41 12,015 — 502

Allocation method
Forward exchange contracts:

 Buying

  U.S. dollar ............................................................................................... ¥ 11,056 ¥    — ¥  — $  135,669 $       — $    —
  Euro ........................................................................................................ 4 — — 54 — —
 Selling

  U.S. dollar ............................................................................................... 15,727 — — 192,990 — —
  Euro ........................................................................................................ 1,199 — — 14,715 — —
  Singapore dollar ...................................................................................... 1 — — 8 — —
  Thai baht ................................................................................................. 1 — — 6 — —

(2) Interest rate related:
Special method
Interest rate swaps:

 Receipt—variable rate/Payment—fixed rate ................................................. ¥127,170 ¥92,828 ¥  — $1,560,560 $1,139,128 $    —

(3) Commodity related:
Principle method 
Aluminum forward contracts:

 Buying ........................................................................................................ ¥ 20,652 ¥12,407 ¥ 599 $  253,428 $  152,257 $ 7,350 
 Selling ......................................................................................................... 1,323 — (41) 16,230 — (502)

Notes: 1.  Main items hedged by forward exchange contracts are accounts payable for buying, accounts receivable for selling and long-term debt by interest rate swaps. Main items hedged by aluminum 

 forward transactions are aluminum metal transactions. 

 2.  Fair value calculation method: Fair values of forward exchange contracts are stated by the forward exchange rates. Fair values of currency swaps are measured at the quoted price obtained from the 

financial institutions. Fair value of aluminum forward transactions are stated by forward quotations of the London Metal Exchange. 

  3. Fair values of forward exchange contracts that meet allocation method criteria are reflected in the fair values of accounts receivable and accounts payable of their hedged items. 

4. Fair values of interest rate swaps that meet special treatment criteria are reflected in the fair values of long-term debt of their hedged item.

As of December 31, 2009
The Company and certain subsidiaries enter into forward exchange contracts, currency swaps, interest rate swaps and commodity forwards for alumi-
num metal. The Company and its subsidiaries have a basic policy of using derivative financial instruments for risk hedging within the limit of hedged 
receivables and payables and do not hold or issue derivative financial instruments for speculation purposes. Forward exchange contracts and currency 
swaps are used to hedge risk arising from future fluctuations of foreign currency exchange with respect to receivables and payables denominated in 
 foreign currencies.
 Interest rate swaps are used to hedge risk arising from future fluctuations of interest rates and stabilize interest expenses. Commodity forwards for 
aluminum metal are used to hedge risk arising from future fluctuations of commodity market price with respect to commodity transactions.
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 At December 31, 2009, contract amounts, fair value and valuation gain on the derivative transactions, except those accounted for using hedge 
accounting, were as follows:

As of December 31, 2009 Millions of yen

Contract 
amount

Fair 
value

Valuation 
gain (loss)

(1) Currency related:
Forward exchange contracts:

 Buying

  U.S. dollar ........................................................................................................................................................... ¥   61 ¥   57 ¥  (4)

 Selling

  U.S. dollar ........................................................................................................................................................... 2,738 2,709 (29)

Currency swaps:

 Receipt Singapore dollar

  Payment U.S. dollar ............................................................................................................................................. ¥3,892 ¥  177 ¥177 

 Receipt yen

  Payment U.S. dollar ............................................................................................................................................. — — —

(2) Interest rate related:
Interest rate swaps:

 Receipt—variable rate/Payment—fixed rate ............................................................................................................. ¥2,210 ¥  (19) ¥ (19)

(3) Commodity related:
Aluminum forward contracts:

 Buying .................................................................................................................................................................... ¥   63 ¥   57 ¥  (6)

9. EFFECT OF YEAR-END DATE ON FINANCIAL STATEMENTS
The year-end date of 2010, namely, December 31, 2010, was a bank holiday. Although notes receivable and payable maturing on this date were accord-
ingly settled on January 4, 2011, the Companies accounted for those notes in their financial statements as if they had been settled on the maturity date.
 Notes outstanding at December 31, 2010 and 2009 dealt with in the above-mentioned manner were as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Notes receivable ......................................................................................................................................................... ¥498 ¥377 $ 6,108
Notes payable ............................................................................................................................................................. 872 594 10,701

10. SHORT-TERM DEBT AND LONG-TERM DEBT
At December 31, 2010 and 2009, the short-term debt of the Companies consisted of the following:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Bank loans at the average interest rate of 0.79% ................................................................................................ ¥73,721 ¥74,601 $904,668
Commercial paper............................................................................................................................................. 6,000 15,000 73,629

 Total ............................................................................................................................................................. ¥79,721 ¥89,601 $978,296
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 At December 31, 2010 and 2009, the long-term debt of the Companies consisted of the following:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

1.36% bonds due 2010 .............................................................................................................................. ¥    — ¥  3,000 $      —
1.32% bonds due 2010 .............................................................................................................................. — 10,000 —
1.81% bonds due 2012 .............................................................................................................................. 10,000 10,000 122,714
1.49% bonds due 2012 .............................................................................................................................. 10,000 10,000 122,714
0.88% bonds due 2015 .............................................................................................................................. 10,000 — 122,714
2.05% bonds due 2011 .............................................................................................................................. 3,000 3,000 36,814
¥24,000,000,000 subordinated convertible bonds due 2014 ........................................................................ 24,000 24,000 294,515
Loans principally from banks and insurance companies due 2011 to 2017 
  at the average interest rate of 1.10% ......................................................................................................... 238,313 248,310 2,924,446

295,313 308,310 3,623,918
Elimination of intercompany transaction........................................................................................................ (24,000) (24,000) (294,515)
Less: Current portion ................................................................................................................................... (62,852) (72,862) (771,289)

 Total ....................................................................................................................................................... ¥208,461 ¥211,448 $2,558,115

Note: Information on bonds with stock acquisition rights is as follows:

Bonds ¥24,000,000,000 subordinated convertible bonds due 2014

Kind of stock The Company’s common stock

Issue price of rights (¥) No cost

Issue price (¥) ¥291 per share

Total amount of issue (¥) ¥24,000,000,000

Total amount of stock acquisition rights exercised (¥) —

Percentage of stock acquisition rights granted (%) 100

Exercisable period October 15, 2009 to October 21, 2014

Note:  When stock acquisition rights are exercised, the corresponding bonds with such acquisition rights are all invested. The prices of such bonds are deemed to be their face value. The initial conversion price 

was ¥291.

 The aggregate annual maturities of the noncurrent portion of long-term debt were as follows:

Years ending December 31

Millions of yen
Thousands of 
U.S. dollars

2012.................................................................................................................................................................................. ¥ 78,720 $  966,009
2013.................................................................................................................................................................................. 45,555 559,022
2014.................................................................................................................................................................................. 34,876 427,979
2015.................................................................................................................................................................................. 46,146 566,278
2016 and thereafter ............................................................................................................................................................ 3,164 38,827

 Total ............................................................................................................................................................................... ¥208,461 $2,558,115 
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 At December 31, 2010 and 2009, the following assets were pledged as collateral for long-term debt:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Assets pledged as collateral

 Investment securities .............................................................................................................................. ¥    818 ¥    786 $   10,042
 Property, plant and equipment, less accumulated depreciation ................................................................... 171,863 176,658 2,109,003

  Total................................................................................................................................................... ¥172,681 ¥177,443 $2,119,044

Secured short-term debt and long-term debt

 Long-term debt (includes due within 1 year) ............................................................................................. ¥  1,447 ¥  2,690 $   17,757
 Other debt .............................................................................................................................................. 968 1,100 11,879

  Total................................................................................................................................................... ¥  2,415 ¥  3,790 $   29,636

11. PROVISION FOR RETIREMENT BENEFITS
(a) The plans’ funded status and amount recognized on the accompanying consolidated balance sheets as of December 31, 2010 and 2009 were as 
 follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Benefit obligation at the end of year ......................................................................................................... ¥(100,734) ¥(109,080) $(1,236,154)
Fair value of plan assets at the end of year ............................................................................................... 56,812 62,360 697,167

Funded status ......................................................................................................................................... (43,922) (46,720) (538,988)
Unrecognized actuarial loss ..................................................................................................................... 21,665 24,500 265,858
Unrecognized prior service cost ............................................................................................................... (3,829) (4,676) (46,985)

 Net amount recognized ....................................................................................................................... (26,086) (26,896) (320,114)
Prepaid pension expense ......................................................................................................................... 209 191 2,560

 Provision for retirement benefits .......................................................................................................... ¥ (26,295) ¥ (27,088) $  (322,674)

(b) The components of net retirement benefit costs for the years ended December 31, 2010 and 2009 were as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Service cost .......................................................................................................................................................... ¥2,507 ¥2,741 $30,763
Interest cost ......................................................................................................................................................... 2,129 2,273 26,131
Expected return on plan assets .............................................................................................................................. (1,151) (1,416) (14,129)
Recognized actuarial loss ...................................................................................................................................... 3,916 3,961 48,050
Prior service cost .................................................................................................................................................. (774) (779) (9,504)

 Net periodic cost ............................................................................................................................................... 6,626 6,780 81,311

Cost for defined contribution plan ........................................................................................................................... 209 220 2,568

  Total............................................................................................................................................................. ¥6,835 ¥7,000 $83,879

(c) The assumptions and basis as of December 31, 2010 and 2009 were as follows:

2010 2009

Discount rate ....................................................................................................................................................... Mainly 2.0% Mainly 2.0%

Expected rate of return on plan assets ................................................................................................................... Mainly 2.0% Mainly 2.5%

Amortization period for actuarial loss ..................................................................................................................... Mainly 12 years Mainly 12 years

Amortization period for prior service cost ............................................................................................................... Mainly 12 years Mainly 12 years
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12. INCOME TAXES
(a) At December 31, 2010 and 2009, significant components of deferred tax assets and liabilities were as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Deferred tax assets

 Tax loss carryforwards ................................................................................................................................... ¥24,916 ¥23,275 $305,757
 Provision for retirement benefits .................................................................................................................... 10,617 11,061 130,287
 Write-down of marketable and investment securities ....................................................................................... 7,665 7,538 94,056
 Impairment loss ............................................................................................................................................ 5,961 6,276 73,148
 Depreciation and amortization ....................................................................................................................... 2,001 2,165 24,559
 Unrealized earnings from the sale of fixed assets ............................................................................................ 1,158 1,243 14,214
 Allowance for doubtful accounts .................................................................................................................... 836 597 10,264
 Provision for bonuses .................................................................................................................................... 719 636 8,824
 Loss on valuation of inventories ..................................................................................................................... 657 855 8,061
 Loss on valuation of golf course memberships ................................................................................................ 632 687 7,758
 Enterprise tax and business office tax payable ................................................................................................ 372 205 4,569
 Provision for repairs ...................................................................................................................................... 322 1,376 3,954
 One-time write-off assets .............................................................................................................................. 199 226 2,436
 Directors’ retirement benefits payable ............................................................................................................ — 173 —
 Deferred gains or losses on hedges ............................................................................................................... — 152 —
 Other ........................................................................................................................................................... 2,881 2,461 35,353

 Subtotal of deferred tax assets ...................................................................................................................... 58,937 58,924 723,238
 Valuation allowance ...................................................................................................................................... (21,051) (21,848) (258,322)

 Total deferred tax assets ................................................................................................................................ 37,886 37,077 464,916

Deferred tax liabilities

 Amount of revaluation from the book value ..................................................................................................... (4,971) (4,971) (61,006)
 Foreign subsidiaries’ undistributed retained earnings ...................................................................................... (1,402) — (17,205)
 Special depreciation reserve .......................................................................................................................... (1,273) (1,609) (15,624)
 Valuation difference on available-for-sale securities ........................................................................................ (1,233) (2,639) (15,125)
 Reserve for advanced depreciation of fixed assets .......................................................................................... (623) (825) (7,640)
 Other ........................................................................................................................................................... (597) (1,550) (7,326)

 Total deferred tax liabilities ............................................................................................................................ (10,099) (11,594) (123,926)

Net deferred tax assets ..................................................................................................................................... ¥27,787 ¥25,482 $340,990

(b) The net deferred tax assets at December 31, 2010 and 2009 were included in the consolidated balance sheets as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Deferred tax assets—current ............................................................................................................................ ¥ 3,309 ¥ 4,631 $ 40,606
Deferred tax assets—noncurrent ....................................................................................................................... 27,462 27,671 337,004
Other current liabilities ...................................................................................................................................... (11) — (130)
Deferred tax liabilities—noncurrent .................................................................................................................... (2,974) (6,819) (36,489)
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(c) Significant items in the reconciliation of the normal income tax rate to the effective rate at December 31, 2010 and 2009 were as follows:

2010

Normal income tax rate in Japan ............................................................................................................................................................................... 40.7%
Amortization of goodwill ........................................................................................................................................................................................... 2.5
Differences of statutory tax rate in subsidiaries .......................................................................................................................................................... (15.9)
Elimination of dividend income through subsidiaries and other .................................................................................................................................... (4.0)
Equity in earnings of non-consolidated subsidiaries .................................................................................................................................................... (2.5)
Other ...................................................................................................................................................................................................................... 3.4

 Effective tax rate .................................................................................................................................................................................................. 24.2%

Note: The information for 2009 is omitted as a loss before income taxes and minority interests was posted during the period.

13. IMPAIRMENT LOSS 
At December 31, 2010, major losses on impairment of fixed assets were as follows:

Location Major use Asset category Millions of yen
Thousands of 
U.S. dollars

Oita City, Oita Prefecture Idle assets, etc. Investments and other assets, etc. ¥2,278 $27,958
Hikone City, Shiga Prefecture Welfare facilities, etc. Land and buildings, etc. 422 5,173
Yokohama City, Kanagawa Prefecture Production facilities Machinery and equipment, etc. 406 4,982
Ichihara City, Chiba Prefecture Welfare facilities, etc. Land and buildings, etc. 397 4,866
Aizuwakamatsu City, Fukushima Prefecture Idle assets, etc. Machinery and equipment, etc. 254 3,114
Other ......................................................................................................................................................................................... 854 10,483

 Total ....................................................................................................................................................................................... ¥4,610 $56,577

14. INFORMATION FOR CERTAIN LEASES
(a) Finance Leases as a Lessee
Finance lease transactions other than those involving transfer of ownership to the lessee

(1) Type of leased assets
a) Tangible fixed assets: Principally equipment for manufacturing hard discs and steam-powered electric generation equipment (machinery and 
 equipment)
b) Intangible fixed assets: Software

(2)  Method of depreciation: The depreciation method of leased assets is described in the sub-section “2. (h) Property, Plant and Equipment” 
within the section “Summary of Significant Accounting Policies.”

Please note that finance lease transactions other than those involving transfer of ownership to the lessee, which started on or before December 31, 
2008, are accounted for in the same manner as operating lease transactions. The content of such transactions is as follows:

 At December 31, 2010 and 2009, assets leased under non-capitalized financial leases were as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Machinery and equipment ................................................................................................................................. ¥11,168 ¥14,701 $137,045
Other ............................................................................................................................................................... 74 319 908
Less: Accumulated depreciation and amortization ............................................................................................... (7,448) (8,921) (91,392)
Less: Accumulated impairment loss ................................................................................................................... (104) (111) (1,277)

 Total ............................................................................................................................................................. ¥ 3,690 ¥ 5,988 $ 45,285
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  At December 31, 2010 and 2009, future minimum lease payments for the remaining lease periods were as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Due within one year .............................................................................................................................................. ¥1,449 ¥2,279 $17,776
Due over one year ................................................................................................................................................. 2,276 3,802 27,927

 Total ................................................................................................................................................................. ¥3,724 ¥6,080 $45,704

 At December 31, 2010 and 2009, paid lease fees and equivalent depreciation expense amounts were as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Paid lease fees ..................................................................................................................................................... ¥2,207 ¥3,045 $27,079
Amortization expense fees ..................................................................................................................................... 61 16 750
Equivalent depreciation expense fees 2,207 3,045 27,079

Impairment loss on leased assets .......................................................................................................................... ¥  — ¥  111 $    —

Note:  Equivalent depreciation expense amounts are calculated using the straight-line method, with the lease period as the useful life and zero (0) as the residual value.

(b) Operating Leases as a Lessee
At December 31, 2010 and 2009, assets leased under non-capitalized operating leases were as follows:
 Future minimum lease payments for the remaining lease periods:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Due within one year .............................................................................................................................................. ¥  392 ¥  915 $ 4,809
Due over one year ................................................................................................................................................. 1,753 1,868 21,506

 Total ................................................................................................................................................................. ¥2,144 ¥2,784 $26,315

(c) Operating Leases as a Lessor
At December 31, 2010 and 2009, noncancelable operating lease receivables for the remaining lease periods were as follows:
 Future minimum lease receivables for the remaining lease periods:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Due within one year .............................................................................................................................................. ¥  277 ¥  175 $ 3,402
Due over one year ................................................................................................................................................. 2,486 2,107 30,512

 Total ................................................................................................................................................................. ¥2,764 ¥2,283 $33,914

15. CONTINGENT LIABILITIES
At December 31, 2010 and 2009, the Companies were guarantors for the borrowings below. The guarantees were principally for non-consolidated 
 subsidiaries, affiliates and others.

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Guarantees ........................................................................................................................................................... ¥2,792 ¥5,921 $34,266

 As the amounts include joint and several guarantors’ portions as well as the Companies’, the actual amounts that the Companies were contingently 
liable to pay were smaller than the above.
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16. NET ASSETS
The Corporation Law of Japan (the “Law”) provides that the entire amount paid for new shares may be credited to the stated capital, with the provision 
that, by resolution of the Board of Directors, up to one-half of such amount paid for new shares may be credited to additional paid-in capital, which is 
included in capital surplus.
 The Law provides that an amount equal to 10% of cash appropriations of retained earnings shall be set aside as additional paid-in capital or a legal 
earnings reserve until the total of such reserve and additional paid-in capital equals 25% of the stated capital. Additional paid-in capital and the legal 
earnings reserve may be used to eliminate or reduce a deficit, if any, or be capitalized by resolution at the Ordinary General Meeting of Shareholders. All 
additional paid-in capital and the legal earnings reserve may be transferred to other capital surplus and retained earnings, respectively, which are poten-
tially available for dividends. Additional paid-in capital and the legal earnings reserve are included in capital surplus and retained earnings, respectively.
 The Law does not have a definition about the classification of paid-in capital between common stock and preferred stock. Accordingly, the Company 
states its capital in the total amount paid by issuing common stock and preferred stock.
 The maximum amount that the Company can distribute as dividends is calculated based on the non-consolidated financial  statements of the Company 
in accordance with Japanese laws and regulations.

17. REVALUATION RESERVE FOR LAND
The Company and some of its consolidated subsidiaries revalued the land they own for business in accordance with the Law  con cerning Revaluation 
of Land. The difference between the revalued amount and the book value, after the deduction of applicable tax, is stated as a land revaluation reserve. 
The revaluation was conducted using methods stipulated in the ordinance for enforcement of the law, specifically, the method in Item 4 of Article 2 
(Reasonable Adjustment of the Appraised Value Relating to Land Price Tax), and the method in Item 5 of Article 2 (Estimation by Experts). The excess of 
the carrying amount of the revalued land over the market value at December 31, 2010 was ¥65,249 million (US$800,697 thousand).

18. SELLING, GENERAL AND ADMINISTRATIVE EXPENSES
Selling, general and administrative expenses for the years ended December 31, 2010 and 2009 were summarized as follows:

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Freight ........................................................................................................................................................... ¥19,183 ¥17,270 $  235,398
Employees’ compensation ............................................................................................................................... 19,567 20,001 240,113
Other ............................................................................................................................................................. 49,456 48,149 606,902

 Total ........................................................................................................................................................... ¥88,206 ¥85,420 $1,082,413

 Research and development expenses included in this summary for the years ended December 31, 2010 and 2009 were ¥20,608 million 
(US$252,885 thousand) and ¥20,722 million, respectively.

19. RESEARCH AND DEVELOPMENT
Research and development costs included in manufacturing costs, general and administrative expenses for the years ended December 31, 2010 and 
2009 were ¥20,670 million (US$253,650 thousand) and ¥20,743 million, respectively.

20. SEGMENT INFORMATION
(a) The operations of the Companies for the years ended December 31, 2010 and 2009 were summarized by business segment as follows:

Year ended December 31, 2010 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Elimination Consolidated

Sales
 Outside customers ..................................................................... ¥273,739 ¥ 89,923 ¥176,397 ¥ 75,339 ¥181,791 ¥    — ¥797,189
 Inter-segment ............................................................................ 1,512 212 545 26 108 (2,404) —

  Total...................................................................................... 275,251 90,135 176,942 75,365 181,899 (2,404) 797,189
 Operating costs ......................................................................... 270,374 86,486 162,321 66,095 172,600 589 758,466

 Operating income ...................................................................... ¥  4,877 ¥  3,649 ¥ 14,621 ¥  9,270 ¥  9,299 ¥ (2,993) ¥ 38,723

Assets ........................................................................................... ¥211,184 ¥150,132 ¥190,278 ¥119,176 ¥177,982 ¥75,731 ¥924,484
Depreciation and amortization ......................................................... 8,083 7,462 23,218 3,228 9,119 (229) 50,881
Impairment loss ............................................................................. 2,235 357 224 478 916 401 4,610
Capital expenditures ....................................................................... 21,640 6,175 22,520 2,545 5,839 (684) 58,035
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Year ended December 31, 2009 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Elimination Consolidated

Sales
 Outside customers ..................................................................... ¥235,999 ¥ 91,887 ¥127,807 ¥ 53,711 ¥168,799 ¥   — ¥678,204

 Inter-segment ............................................................................ 3,223 313 325 961 4,449 (9,270) —

  Total...................................................................................... 239,222 92,200 128,132 54,671 173,248 (9,270) 678,204

 Operating costs ......................................................................... 231,230 91,754 137,907 51,069 177,465 (6,238) 683,187

 Operating income (loss) .............................................................. ¥  7,992 ¥    446 ¥  (9,775) ¥  3,603 ¥  (4,217) ¥ (3,032) ¥  (4,983)

Assets ........................................................................................... ¥202,867 ¥153,628 ¥190,311 ¥130,717 ¥214,059 ¥66,721 ¥958,303

Depreciation and amortization ......................................................... 7,001 8,179 25,718 3,650 10,073 (263) 54,358

Impairment loss ............................................................................. 1,263 738 111 3,972 7,026 124 13,234

Capital expenditures ....................................................................... 4,498 6,710 14,605 3,368 9,736 (252) 38,666

 Effective from the year ended December 31, 2009, the Companies have adopted the “Accounting Standard for Measurement of Inventories.”
 As a result, compared with the corresponding amounts under the previous methods, operating income in Petrochemicals and Chemicals increased 
by ¥3,713 million and ¥382 million, respectively, and operating income in Inorganics decreased by ¥780 million. The operating loss in Electronics and 
Aluminum decreased by ¥381 million and ¥38 million, respectively.
 Due to the amendment of the Corporation Tax Law of Japan, the Company and its consolidated domestic subsidiaries changed the useful life of some 
machinery and equipment effective from the consolidated fiscal year ended December 31, 2009.
 As a result, compared with the corresponding amounts under the previous methods, operating income in Petrochemicals, Chemicals and Inorganics 
decreased by ¥219 million, ¥119 million and ¥305 million, respectively. The operating loss in Electronics and Aluminum increased by ¥105 million and 
¥938 million, respectively.

Year ended December 31, 2010 Thousands of U.S. dollars

Petrochemicals Chemicals Electronics Inorganics Aluminum Elimination Consolidated

Sales
 Outside customers .................................................. $3,359,177 $1,103,481 $2,164,642 $  924,514 $2,230,841 $    — $ 9,782,656
 Inter-segment ......................................................... 18,553 2,606 6,691 325 1,325 (29,500) —

  Total................................................................... 3,377,731 1,106,087 2,171,333 924,839 2,232,166 (29,500) 9,782,656
 Operating costs ...................................................... 3,317,878 1,061,307 1,991,916 811,087 2,118,057 7,230 9,307,475

 Operating income ................................................... $   59,852 $   44,780 $  179,417 $  113,752 $  114,109 $ (36,730) $   475,182

Assets ........................................................................ $2,591,534 $1,842,342 $2,334,992 $1,462,461 $2,184,093 $929,327 $11,344,749
Depreciation and amortization ...................................... 99,189 91,570 284,917 39,611 111,906 (2,808) 624,384
Impairment loss .......................................................... 27,421 4,382 2,748 5,864 11,245 4,915 56,577
Capital expenditures .................................................... 265,553 75,776 276,356 31,225 71,655 (8,394) 712,171

(b) The operations of the Companies for the years ended December 31, 2010 and 2009 were summarized by geographic area as follows:

Year ended December 31, 2010 Millions of yen

Japan Asia Others Elimination Consolidated

Sales
 Outside customers ................................................................................................................ ¥659,232 ¥ 95,551 ¥42,406 ¥    — ¥797,189
 Inter-segment ....................................................................................................................... 24,679 5,884 1,228 (31,791) —

  Total................................................................................................................................. 683,911 101,435 43,634 (31,791) 797,189
 Operating costs .................................................................................................................... 658,179 91,235 38,620 (29,569) 758,466

 Operating income ................................................................................................................. ¥ 25,732 ¥ 10,199 ¥ 5,013 ¥ (2,222) ¥ 38,723

Assets ...................................................................................................................................... ¥813,926 ¥ 90,952 ¥54,129 ¥(34,524) ¥924,484
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Year ended December 31, 2009 Millions of yen

Japan Asia Others Elimination Consolidated

Sales
 Outside customers .................................................................................................................. ¥571,503 ¥75,071 ¥31,630 ¥    — ¥678,204

 Inter-segment ......................................................................................................................... 18,733 2,029 1,192 (21,954) —

  Total................................................................................................................................... 590,236 77,099 32,822 (21,954) 678,204

 Operating costs ...................................................................................................................... 595,334 77,448 30,461 (20,055) 683,187

 Operating income (loss) ........................................................................................................... ¥  (5,097) ¥  (348) ¥ 2,361 ¥ (1,898) ¥  (4,983)

Assets ........................................................................................................................................ ¥827,780 ¥89,583 ¥62,382 ¥(21,441) ¥958,303

 Effective from the year ended December 31, 2009, the Companies have adopted the “Accounting Standard for Measurement of Inventories.”
 As a result, compared with the corresponding amounts under the previous methods, the operating loss in Japan decreased by ¥3,734 million.
 Due to the amendment of the Corporation Tax Law of Japan, the Company and its consolidated domestic subsidiaries changed the useful life of some 
machinery and equipment effective from the consolidated fiscal year ended December 31, 2009.
 As a result, compared with the corresponding amounts under the previous methods, the operating loss in Japan increased by ¥1,685 million.

Year ended December 31, 2010 Thousands of U.S. dollars

Japan Asia Others Elimination Consolidated

Sales
 Outside customers ................................................................................................. $8,089,728 $1,172,549 $520,380 $     — $ 9,782,656
 Inter-segment ........................................................................................................ 302,847 72,204 15,067 (390,118) —

  Total.................................................................................................................. 8,392,575 1,244,753 535,447 (390,118) 9,782,656
 Operating costs ..................................................................................................... 8,076,809 1,119,591 473,929 (362,854) 9,307,475

 Operating income .................................................................................................. $  315,766 $  125,162 $ 61,518 $ (27,264) $   475,182

Assets ....................................................................................................................... $9,988,053 $1,116,118 $664,238 $(423,660) $11,344,749

 Overseas sales, which represent sales to customers outside of Japan, of the Companies for the years ended December 31, 2010 and 2009 were 
summarized by geographic area as follows:

Year ended December 31, 2010 Millions of yen

Asia Others
Overseas 

sales

Overseas sales .......................................................................................................................................... ¥238,773 ¥49,942 ¥288,715
Consolidated net sales ............................................................................................................................... — — 797,189
Ratio of overseas sales to consolidated net sales ......................................................................................... 30.0% 6.3% 36.2%

Year ended December 31, 2009 Millions of yen

Asia Others
Overseas 

sales

Overseas sales .......................................................................................................................................... ¥192,006 ¥38,295 ¥230,301

Consolidated net sales ............................................................................................................................... — — 678,204

Ratio of overseas sales to consolidated net sales ......................................................................................... 28.3% 5.6% 34.0%

Year ended December 31, 2010 Thousands of U.S. dollars

Asia Others
Overseas 

sales

Overseas sales .......................................................................................................................................... $2,930,095 $612,854 $3,542,950
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Notes to Financial Statements

21. BUSINESS COMBINATIONS (ITEMS RELATING TO BUSINESS COMBINATIONS)
For the year ended December 31, 2010
Transactions under common control

1.  Name of the Combined Party, Description of Business, Legal Form of the Business Combination, Name of Company after Business 
Combination and Summary of Transaction, Including the Purpose of the Transaction

(1) Name of the combined party and description of its business
a) Showa Highpolymer Co., Ltd.
b) Business description: Manufacture and sale of synthetic resin, such as unsaturated polyester resin, emulsion polymerizing system resin, industrial 
phenolic resin, etc. and their by-products. 

(2) Date of business combination 
July 1, 2010

(3) Legal form of the business combination
Absorption-type merger proceeded with Showa Denko K.K. as a surviving company and Showa Highpolymer Co., Ltd. as a merging company. 

(4) Name of company after business combination
Showa Denko K.K.

(5) Outline of other transactions
The Company had seeked synergetic effects of its business and the functional polymer business of Showa Highpolymer Co., Ltd., such as emulsions, 
unsaturated polyester resin, vinylester resin, phenolic resin and unsaturated polyester system compound material BMC (bulk molding compound) by 
acquiring 100% ownership of Showa Highpolymer Co., Ltd., effective September 1, 2006, and had produced a steady flow of successful results. 
 The Companies judged that the further growth and development of the thermoset material business, in particular, is achievable by merging the 
 businesses in reactive functional material and functional monomer in the next medium-term management plan with the functional polymer business 
described above. Showa Highpolymer Co., Ltd. was merged with the Company because the judgment has been reached that it is the best decision to 
merge every management resource, such as human resources, technology, organization and investment, in order to further accelerate the growth of 
this business. 
 There is no new stock issued nor any money delivered as the result of this merger since the Company owns all of the outstanding stocks of Showa 
Highpolymer Co., Ltd. 

2. Summary of Accounting Treatment
The business combination has been accounted for as a “transaction under common control” in accordance with “Accounting Standard for Business 
Combinations” (ASBJ Statement No. 21, issued on December 26, 2008) and “Revised Guidance on Accounting Standard for Business Combinations and 
Accounting Standard for Business Divestitures” (ASBJ Guidance No. 10, issued on December 26, 2008) and all transactions have been eliminated as 
internal transactions. Accordingly, there was no impact from this accounting treatment on the consolidated financial statements. 

For the year ended December 31, 2009
The share exchange agreement to make Showa Tansan Co., Ltd. a wholly owned subsidiary of the Company:
 On December 24, 2009, the Company made its consolidated subsidiary Showa Tansan Co., Ltd. a wholly owned subsidiary through an exchange 
of shares.

1.  Name of the Combined Party, Description of Business, Legal Form of the Business Combination, Name of Company after Business 
Combination and Summary of Transaction, Including the Purpose of the Transaction

(1) Name of the combined party and description of its business
a) Showa Tansan Co., Ltd.
b) Manufacture and sales of liquefied carbon dioxide and dry ice, etc.

(2) Legal form of the business combination
Commonly controlled business combination (the share exchange to make Showa Tansan Co., Ltd. a wholly owned subsidiary of the Company)

(3) Name of company after business combination
There is no change to the company name.
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(4) Summary of transaction, including the purpose of the transaction
a) The purpose of the share exchange
The purpose of the share exchange is to enhance the Companies’ value and to accomplish their medium-to-long-term growth strategy.
 By integrating the management and business operations of the Company and Showa Tansan Co., Ltd., the Company has  established a framework 
to take advantage of both Companies’ resources more swiftly and efficiently.
b) Dates of the share exchange
September 29, 2009: Concluded the share exchange agreement
December 3, 2009: Approved by the shareholders’ meeting of a share exchange agreement
December 24, 2009: Effective date of the share exchange

2. Summary of Accounting Procedure
The business combination has been accounted for as a “transaction with minority shareholders” in accordance with the accounting standards, 
“Accounting Standards for Business Combinations” issued by the Business Accounting Council on October 31, 2003, Guidance on Accounting Standard 
for Business Combinations and Accounting Standard for Business Divestitures (ASBJ Guidance No. 10, as revised on November 15, 2007).

3. Acquisition Cost of the Wholly Owned Subsidiary
(1) Acquisition cost details
Common stock of the Company: ¥5,620 million
Expenses related to the acquisition (advisory expenses, etc.): ¥63 million
Total acquisition cost: ¥5,683 million

(2) Share exchange ratio by type of shares, methods of its calculation and number of issued shares and their amount
a) Allotment ratio of shares by type of shares
 The Company issued 2.3 shares of its common stock for each share of Showa Tansan Co., Ltd.’s common stock. However, the Company did not issue 
any shares for the 12,174,478 shares of Showa Tansan Co., Ltd.’s common stock that the Company held.
b) Methods of calculation for the share exchange ratio
 The share exchange ratio was determined through discussion between both parties considering the share exchange ratio determined by the third-party 
advisors.
c) Number of issued shares and their amount
Number of issued shares: 27,685,125 shares
Amount: ¥5,620 million

4. Details of Goodwill, Reason, Amortization Method and Amortization Period
(1) Goodwill amount
¥326 million

(2) Reason for the goodwill
The goodwill is the difference between the acquisition cost and the equity increased by this share exchange.

(3) Amortization method and period
Amortized using the straight-line method over five years

22. PRESENTATION OF GOODWILL AND NEGATIVE GOODWILL
Goodwill and negative goodwill are netted against each other. The pre-netted amounts as of December 31, 2010 and 2009 are shown below.

Millions of yen
Thousands of 
U.S. dollars

2010 2009 2010

Goodwill ............................................................................................................................................................. ¥9,422 ¥11,238 $115,620
Negative goodwill ................................................................................................................................................ (6,791) (7,406) (83,334)

 Net ................................................................................................................................................................ ¥2,631 ¥ 3,832 $ 32,285
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