
Notes to Financial Statements

Showa Denko K.K. and Consolidated Subsidiaries

1. BASIS OF REPORTING AND 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 have 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, 
2012 and 2011 include the accounts of the Company and its 38 and 42, 
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 Unconsolidated Subsidiaries and Affiliates 
The Company applied the equity method of accounting for investments 
in 2 unconsolidated subsidiaries in both 2012 and 2011, and 17 affili-
ates in 2012 and 16 affiliates in 2011.
 All underlying intercompany profits obtained from transactions among 
the Companies and unconsolidated 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-maturi-
ty 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. Depreciation 
of property, plant and equipment is computed principally by the straight-
line method, but the declining- balance method is applied to certain fac-
tories 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.

(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.
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 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 Repairs
The Company and some of the consolidated subsidiaries provide 
a  provision for repairs in an amount estimated to be necessary for 
the scheduled maintenance for certain production equipment.

(o) 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 
makes a provision in the expected amount of such payments.

(p) Provision for Loss on the Great East Japan Earthquake
The Company provides a provision for loss on the Great East Japan 
Earthquake to cover the damages of the subsidiary devastated by the 
earthquake.

(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.)

Application of the consolidated taxation system
The Company and certain domestic consolidated subsidiaries have ap-
plied for approval to adopt the consolidated taxation system from the year 
ending December 31, 2013. As of the current fiscal year, the Company 
and certain domestic consolidated subsidiaries have implemented 
accounting treatment and presentation based on the “Practical Solution 

on Tentative Treatment of Tax Effect Accounting under the Consolidated 
Taxation System (Part 1)” (ASBJ Practical Issues Task Force No. 5, issued 
on March 18, 2011) and the “Practical Solution on Tentative Treatment of 
Tax Effect Accounting under the Consolidated Taxation System (Part 2)” 
(ASBJ Practical Issues Task Force No. 7 issued on June 30, 2010) under 
the assumption that it will apply a consolidated taxation system.

(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 some of the foreign subsidiaries.

(s)  Reclassifications 
Certain reclassifications have been made in the 2011 financial state-
ments to conform to the presentation of 2012. 

3. CHANGES IN ACCOUNTING POLICIES
Changes in the Method of Depreciation
The Company and certain domestic consolidated subsidiaries, accompany-
ing the revisions in the Corporation Tax Act of Japan, have changed their 
accounting methods for depreciation based on the revised Corporation 
Tax Act for tangible fixed assets acquired on or after April 1, 2012. 
Please note that the change in net income following these accounting 
changes was not material.

4. THE “ACCOUNTING STANDARD FOR RETIREMENT BENEFITS” 
(ACCOUNTING STANDARDS BOARD OF JAPAN STATEMENT NO. 26, 
ISSUED ON MAY 17, 2012) AND THE “GUIDANCE ON ACCOUNTING 
STANDARD FOR RETIREMENT BENEFITS” (ACCOUNTING STANDARDS 
BOARD OF JAPAN GUIDANCE NO. 25, ISSUED ON MAY 17, 2012)
(a) Overview
Revisions apply mainly to the accounting treatments for unrecognized 
actuarial gains and losses as well as unrecognized prior service costs, 
the calculation methods for retirement benefit obligations as well as ser-
vice costs, and broadening disclosure taking into consideration improve-
ments to financial reporting and international trends.

(b) Scheduled Effective Date
The revised Accounting Standard and Guidance are scheduled to take 
effect from the end of each consolidated accounting period that com-
mences after January 1, 2014. However, revisions to the calculation 
methods for retirement benefit obligations and service costs are sched-
uled to take effect from the beginning of each consolidated accounting 
period that commences after January 1, 2015.
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(c) The Impact of the Adoption of the Revised Accounting 
Standard and Guidance
The impact of the adoption of the revised accounting standard and guid-
ance on consolidated financial statements are currently under evaluation.

5. SUPPLEMENTARY INFORMATION
Accounting changes and prior year error corrections that occurred after 
the beginning of the year ended December 31, 2012, have been treated 
in accord with the “Accounting Standard for Accounting Changes and 
Error Corrections” (ASBJ Statement No. 24, issued on December 4, 
2009) and the “Guidance on the Accounting Standard for Accounting 
Changes and Error Corrections” (ASBJ Guidance No. 24, issued 
December 4, 2009).

6.  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 ¥86.58 to US$1.00, the approx-
imate rate of exchange at December 31, 2012. The inclusion of such 
U.S. dollar amounts is solely for the convenience of readers; it does not 
carry with it any implication that yen amounts have been or could be 
converted into U.S.  dollars at that rate.

7. CASH FLOW STATEMENTS
(a) Cash and deposits as of December 31, 2012 and 2011 on the consolidated balance sheets and cash equivalents at December 31, 2012 and 2011 
on the con solidated statements of cash flows were reconciled as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Cash and deposits ............................................................................................................................................ ¥51,606 ¥55,187 $596,054
Original maturities more than three months ........................................................................................................ (352) (161) (4,068)

Cash and cash equivalents ................................................................................................................................ ¥51,254 ¥55,026 $591,986

(b) Breakdown of the assets and liabilities that decreased during the 
 fiscal year because of the business divestiture
The breakdown of assets and liabilities that decreased because the 
Company transferred the business of manufacturing its heat exchange 
components for use in automotive air conditioners business to Keihin 
Corporation is as follows:
 Current assets: ¥10,012 million ($115,639 thousand)
 Fixed assets: ¥ 3,385 million ($ 39,097 thousand)
 Total assets: ¥13,396 million ($154,724 thousand)

 Current liabilities: ¥ 3,991 million ($ 46,096 thousand)
 Noncurrent liabilities: ¥    17 million ($    196 thousand)
 Total liabilities: ¥ 4,008 million ($ 46,292 thousand)

8. FINANCIAL INSTRUMENTS
(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, currency options, 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–trade and 
other, are due within one year. Foreign-currency-denominated accounts 
payable incurred through imports of raw materials are exposed to foreign 
currency fluctuation risk. The Companies hedge the risk by utilizing for-
ward exchange contracts following internal rules that set out the foreign 
currency 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, currency options, and currency swaps, to hedge the 
foreign currency fluctuation risk of operating receivables and payables 
denominated in foreign currencies and financing transactions denomi-
nated 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. 
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(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, 2012 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, currency options, 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 the interest 
rate fluctuation risk of loans. 
 For marketable securities and investment securities, the Companies 
regularly review the fair value and issuers’ financial conditions 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. 

 The Company has internal management rules that set out the approv-
al 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 
director 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 10. DERIVATIVE FINANCIAL 
INSTRUMENTS, the contract amount itself does not indicate market risk 
related to derivative transactions. 

(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, 2012 Millions of yen

Book value Fair value Difference

(1) Cash and deposits ................................................................................................................................... ¥ 51,606 ¥ 51,606 ¥  —
(2) Notes and accounts receivable–trade ....................................................................................................... 138,189 138,189 —
(3) Marketable securities and investment securities ........................................................................................ 34,372 34,372 (0)

 Total assets ............................................................................................................................................. ¥224,168 ¥224,168 ¥   (0)

(1) Notes and accounts payable–trade........................................................................................................... ¥107,241 ¥107,241 ¥  —
(2) Short-term debt ...................................................................................................................................... 63,741 63,741 —
(3) Current portion of long-term debt ............................................................................................................. 46,623 46,805 182 
(4) Commercial paper ................................................................................................................................... 25,000 25,000 —
(5) Accounts payable–other .......................................................................................................................... 56,492 56,492 —
(6) Bonds..................................................................................................................................................... 30,000 30,239 239 
(7) Long-term debt ....................................................................................................................................... 176,898 178,667 1,769 

 Total liabilities .......................................................................................................................................... ¥505,995 ¥508,185 ¥2,190 

 Derivative transactions* ............................................................................................................................ ¥  (1,000) ¥  (1,000) ¥  —
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Year ended December 31, 2011 Millions of yen

Book value Fair value Difference

(1) Cash and deposits ................................................................................................................................... ¥ 55,187 ¥ 55,187 ¥  —

(2) Notes and accounts receivable–trade ....................................................................................................... 139,364 139,364 —

(3) Marketable securities and investment securities ........................................................................................ 30,102 30,102 (0)

 Total assets ............................................................................................................................................. ¥224,653 ¥224,653 ¥   (0)

(1) Notes and accounts payable–trade........................................................................................................... ¥117,152 ¥117,152 ¥  —

(2) Short-term debt ...................................................................................................................................... 68,122 68,122 —

(3) Current portion of long-term debt ............................................................................................................. 59,414 59,670 257

(4) Current portion of bonds .......................................................................................................................... 20,000 20,158 158

(5) Accounts payable–other .......................................................................................................................... 58,704 58,704 —

(6) Bonds..................................................................................................................................................... 20,000 20,017 17

(7) Long-term debt ....................................................................................................................................... 179,772 181,255 1,483

 Total liabilities .......................................................................................................................................... ¥523,164 ¥525,079 ¥1,915

 Derivative transactions* ............................................................................................................................ ¥  (1,832) ¥  (1,832) ¥  —

Year ended December 31, 2012 Thousands of U.S. dollars

Book value Fair value Difference

(1) Cash and deposits ................................................................................................................................... $  596,054 $  596,054 $    —
(2) Notes and accounts receivable–trade ....................................................................................................... 1,596,089 1,596,089 —
(3) Marketable securities and investment securities ........................................................................................ 396,998 396,998 (0)

 Total assets ............................................................................................................................................. $2,589,141 $2,589,141 $    (0)

(1) Notes and accounts payable–trade........................................................................................................... $1,238,640 $1,238,640 $    —
(2) Short-term debt ...................................................................................................................................... 736,207 736,207 —
(3) Current portion of long-term debt ............................................................................................................. 538,495 540,600 2,105
(4) Commercial paper ................................................................................................................................... 288,750 288,750 —
(5) Accounts payable–other .......................................................................................................................... 652,479 652,479 —
(6) Bonds..................................................................................................................................................... 346,500 349,261 2,760
(7) Long-term debt ....................................................................................................................................... 2,043,173 2,063,605 20,432

 Total liabilities .......................................................................................................................................... $5,844,244 $5,869,543 $25,298

 Derivative transactions* ............................................................................................................................ $  (11,552) $  (11,552) $    —

* 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 

Cash and deposits and Notes and accounts receivable–trade 

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

Marketable securities and investment securities 

Fair value of these securities is based on the price on stock exchanges. Refer to Note 9. SECURITIES regarding the securities categorized by holding purposes. 

• Liabilities 

Notes and accounts payable–trade, Short-term debt, Commercial paper, and 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. 

Current portion of long-term debt and 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 10. 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.  

 Current portion of bonds and 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 10. DERIVATIVE FINANCIAL INSTRUMENTS.
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 2.  Financial instruments for which fair value is extremely difficult to determine

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Non-listed equity securities ..................................................................................................................... ¥33,408 ¥29,470 $385,863

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

impossible and it is extremely difficult to determine the fair value. 

 3.  The redemption schedule for financial assets and securities with maturities 

Year ended December 31, 2012 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 ..................................................................................................... ¥ 51,606 ¥— ¥— ¥—
Notes and accounts receivable–trade .......................................................................... 138,189 — — —
Marketable securities and investment securities:

 Held-to-maturity debt securities

  Government and local bonds and others.............................................................. 2 0 — —

   Total ............................................................................................................. ¥189,798 ¥ 0 ¥— ¥—

Year ended December 31, 2011 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 ..................................................................................................... ¥ 55,187 ¥— ¥— ¥—

Notes and accounts receivable–trade .......................................................................... 139,364 — — —

Marketable securities and investment securities:

 Held-to-maturity debt securities

  Government and local bonds and others.............................................................. 2 2 — —

   Total ............................................................................................................. ¥194,553 ¥ 2 ¥— ¥—

Year ended December 31, 2012 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 ..................................................................................................... $  596,054 $— $— $—
Notes and accounts receivable–trade .......................................................................... 1,596,089 — — —
Marketable securities and investment securities:

 Held-to-maturity debt securities

  Government and local bonds and others.............................................................. 23 0 — —

   Total ............................................................................................................. $2,192,166 $ 0 $— $—

 4.  The scheduled maturities of bonds and long-term debt after December 31, 2012 and 2011 

Refer to Note 12. SHORT-TERM DEBT AND LONG-TERM DEBT.

9. SECURITIES
(a) Held-to-maturity debt securities

Year ended December 31, 2012 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 ........................................................................................................................................ 2 2 (0)

  Total.................................................................................................................................................................. ¥ 2 ¥ 2 ¥ (0)
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Year ended December 31, 2011 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 ........................................................................................................................................ 5 5 (0)

  Total.................................................................................................................................................................. ¥ 5 ¥ 5 ¥ (0)

Year ended December 31, 2012 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 ........................................................................................................................................ 26 26 (0)

  Total.................................................................................................................................................................. $26 $26 $ (0)

(b) Available-for-sale securities

Year ended December 31, 2012 Millions of yen

Book value Acquisition cost Difference

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

 Equity securities ......................................................................................................................................... ¥21,984 ¥17,670 ¥4,314
Available-for-sale securities whose book value is less than their acquisition cost

 Equity securities ......................................................................................................................................... 12,386 13,365 (979)

  Total....................................................................................................................................................... ¥34,370 ¥31,035 ¥3,335

Year ended December 31, 2011 Millions of yen

Book value Acquisition cost Difference

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

 Equity securities ......................................................................................................................................... ¥11,065 ¥ 8,346 ¥ 2,719

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

 Equity securities ......................................................................................................................................... 19,032 25,736 (6,704)

  Total....................................................................................................................................................... ¥30,097 ¥34,082 ¥(3,985)

Year ended December 31, 2012 Thousands of U.S. dollars

Book value Acquisition cost Difference

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

 Equity securities ......................................................................................................................................... $253,915 $204,089 $49,827
Available-for-sale securities whose book value is less than their acquisition cost

 Equity securities ......................................................................................................................................... 143,058 154,366 (11,307)

  Total....................................................................................................................................................... $396,974 $358,455 $38,519
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(c) The following tables summarize available-for-sale securities sold in the years ended December 31, 2012 and 2011:

Year ended December 31, 2012 Millions of yen

Sales Gross gain Gross loss

Equity securities ......................................................................................................................................................... ¥255 ¥145 ¥—

 Total ...................................................................................................................................................................... ¥255 ¥145 ¥—

Year ended December 31, 2011 Millions of yen

Sales Gross gain Gross loss

Equity securities ......................................................................................................................................................... ¥338 ¥225 ¥(37)

Corporate bonds ........................................................................................................................................................ 71 — (13)

 Total ...................................................................................................................................................................... ¥409 ¥225 ¥(49)

Year ended December 31, 2012 Thousands of U.S. dollars

Sales Gross gain Gross loss

Equity securities ......................................................................................................................................................... $2,948 $1,680 $—

 Total ...................................................................................................................................................................... $2,948 $1,680 $—

(d) Value of securities written off due to impairment
For the years ended December 31, 2012 and 2011, the Companies recorded an impairment loss of ¥2,973 million (US$34,333 thousand) on available-
for-sale securities and ¥289 million on available-for-sale securities with fair market values, respectively.
 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.

10. DERIVATIVE FINANCIAL INSTRUMENTS
(a) Derivative Transactions to which Hedge Accounting Is not Applied 

Millions of yen Thousands of U.S. dollars

2012 2011 2012

Contract 
amount

Contract 
amount 

over 1 year
Fair

value
Valuation 
gain (loss)

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 ......................................... ¥1,907 ¥  — ¥(149) ¥(149) ¥1,256 ¥  — ¥  1 ¥  1 $22,022 $    — $(1,719) $(1,719)
 Buying

  U.S. dollar ......................................... 53 — 4 4 259 — 2 2 613 — 43 43

Currency swaps:

 Receipt Singapore dollar

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

(2) Interest rate related:
Interest rate swaps:

 Receipt—variable rate/
   Payment—fixed rate ............................ 8,429 6,404 (333) (333) 9,387 7,569 (326) (326) 97,361 73,970 (3,841) (3,841)

(3) Commodity related:
Aluminum forward transactions:

 Buying .................................................. 119 — (7) (7) 300 — (15) (15) 1,373 — (81) (81)

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. Fair values of aluminum forward transactions are stated by forward quotations of the London Metal Exchange.
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(b) Derivative Transactions to which Hedge Accounting Is Applied 

Millions of yen Thousands of U.S. dollars

2012 2011 2012

Contract 
amount

Contract 
amount 

over 1 year
Fair

value
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 ............................................................ ¥  7,615 ¥   292 ¥  274 ¥  7,230 ¥   508 ¥  (304) $   87,948 $    3,367 $ 3,169
  Euro ..................................................................... 21 — 1 12 — (0) 242 — 8
 Selling

  U.S. dollar ............................................................ 23,432 — (1,292) 13,039 — 59 270,637 — (14,921)
  Euro ..................................................................... 1,685 — (135) 567 — 20 19,466 — (1,562)

Allocation method
Forward exchange contracts:

 Buying

  U.S. dollar ............................................................ ¥  5,075 ¥    — ¥  — ¥  4,624 ¥    — ¥   — $   58,618 $      — $    —
  Euro ..................................................................... — — — 4 — — — — —
 Selling

  U.S. dollar ............................................................ 11,173 430 — 9,315 — — 129,043 4,971 —
  Euro ..................................................................... 2,008 — — 1,877 — — 23,188 — —
  Thai baht .............................................................. — — — 0 — — — — —

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

 Receipt—variable rate/Payment—fixed rate .............. ¥117,909 ¥98,154 ¥  — ¥122,078 ¥93,509 ¥   — $1,361,847 $1,133,677 $    —

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

 Buying ..................................................................... ¥ 17,872 ¥11,918 ¥  636 ¥ 19,897 ¥12,657 ¥(1,213) $  206,420 $  137,659 $ 7,341
 Selling ...................................................................... 1,541 — 1 1,744 — (57) 17,795 — 15

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 values 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.

11. EFFECT OF YEAR-END DATE ON FINANCIAL STATEMENTS
The year-end date of 2012, namely, December 31, 2012, was a bank holiday. Although notes receivable and payable maturing on this date were accord-
ingly settled on January 4, 2013, 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, 2012 and 2011 dealt with in the above-mentioned manner were as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Notes receivable ...................................................................................................................................................... ¥1,754 ¥451 $20,264
Notes payable .......................................................................................................................................................... 546 743 6,311
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12. SHORT-TERM DEBT AND LONG-TERM DEBT
At December 31, 2012 and 2011, the short-term debt of the Companies consisted of the following:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Bank loans at the average interest rate of 0.63% .............................................................................................. ¥63,741 ¥68,122 $  736,207
Commercial paper........................................................................................................................................... 25,000 — 288,750

 Total ........................................................................................................................................................... ¥88,741 ¥68,122 $1,024,957

 At December 31, 2012 and 2011, the long-term debt of the Companies consisted of the following:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

1.81% bonds due 2012 .............................................................................................................................. ¥    — ¥ 10,000 $      —
1.49% bonds due 2012 .............................................................................................................................. — 10,000 —
0.88% bonds due 2015 .............................................................................................................................. 10,000 10,000 115,500
0.67% bonds due 2016 .............................................................................................................................. 10,000 10,000 115,500
0.63% bonds due 2017 .............................................................................................................................. 10,000 — 115,500
¥24,000,000,000 subordinated convertible bonds due 2014 ........................................................................ 24,000 24,000 277,200
Loans principally from banks and insurance companies due 2012 to 2018 
  at the average interest rate of 0.92% ......................................................................................................... 223,521 239,186 2,581,667

277,521 303,186 3,205,368
Elimination of intercompany transactions ...................................................................................................... (24,000) (24,000) (277,200)
Less: Current portion ................................................................................................................................... (46,623) (79,414) (538,495)

 Total ....................................................................................................................................................... ¥206,898 ¥199,772 $2,389,673

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

2014.................................................................................................................................................................................. ¥ 41,279 $  476,772
2015.................................................................................................................................................................................. 78,613 907,978
2016.................................................................................................................................................................................. 51,965 600,195
2017.................................................................................................................................................................................. 30,441 351,599
2018 and thereafter ............................................................................................................................................................ 4,600 53,130

 Total ............................................................................................................................................................................... ¥206,898 $2,389,673
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 At December 31, 2012 and 2011, the following assets were pledged as collateral for long-term debt:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Assets pledged as collateral

 Investment securities .............................................................................................................................. ¥  2,914 ¥  2,925 $   33,657
 Property, plant and equipment, less accumulated depreciation ................................................................... 156,948 167,870 1,812,756

  Total................................................................................................................................................... ¥159,862 ¥170,796 $1,846,413

Secured short-term debt and long-term debt

 Long-term debt (includes due within 1 year) ............................................................................................. ¥    154 ¥    738 $    1,779
 Other debt .............................................................................................................................................. 487 676 5,625

  Total................................................................................................................................................... ¥    641 ¥  1,414 $    7,404

13. PROVISION FOR RETIREMENT BENEFITS
(a) The plans’ funded status and amount recognized on the accompanying consolidated balance sheets as of December 31, 2012 and 2011 were as 
 follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Benefit obligation at the end of year ............................................................................................................. ¥(87,369) ¥(92,003) $(1,009,116)
Fair value of plan assets at the end of year ................................................................................................... 54,896 52,426 634,051

Funded status ............................................................................................................................................. (32,473) (39,577) (375,066)
Unrecognized actuarial loss ......................................................................................................................... 11,514 18,091 132,990
Unrecognized prior service cost ................................................................................................................... (2,272) (3,024) (26,245)

 Net amount recognized ........................................................................................................................... (23,231) (24,510) (268,321)
Prepaid pension expense ............................................................................................................................. 202 210 2,327

 Provision for retirement benefits .............................................................................................................. ¥(23,433) ¥(24,720) $  (270,651)

(b) The components of net retirement benefit costs for the years ended December 31, 2012 and 2011 were as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Service cost .......................................................................................................................................................... ¥2,263 ¥2,350 $26,138
Interest cost ......................................................................................................................................................... 1,830 2,019 21,135
Expected return on plan assets .............................................................................................................................. (1,012) (1,106) (11,684)
Recognized actuarial loss ...................................................................................................................................... 3,807 4,041 43,972
Prior service cost .................................................................................................................................................. (752) (778) (8,684)

 Net periodic cost ............................................................................................................................................... 6,137 6,527 70,882

Cost for defined contribution plan ........................................................................................................................... 414 191 4,781

  Total............................................................................................................................................................. ¥6,550 ¥6,718 $75,657

(c) The assumptions and basis as of December 31, 2012 and 2011 were as follows:

2012 2011

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

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

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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14. INCOME TAXES
(a) At December 31, 2012 and 2011, significant components of deferred tax assets and liabilities were as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Deferred tax assets

 Tax loss carryforwards ................................................................................................................................... ¥26,466 ¥21,883 $305,685
 Provision for retirement benefits .................................................................................................................... 8,400 8,869 97,025
 Write-down of marketable and investment securities ....................................................................................... 8,048 6,782 92,951
 Impairment loss ............................................................................................................................................ 4,994 6,255 57,684
 Loss on valuation of inventories ..................................................................................................................... 1,183 1,051 13,661
 Depreciation and amortization ....................................................................................................................... 1,095 1,769 12,647
 Unrealized earnings from the sale of fixed assets ............................................................................................ 997 1,076 11,518
 Allowance for doubtful accounts .................................................................................................................... 920 700 10,620
 Provision for repairs ...................................................................................................................................... 856 616 9,889
 Write-down of golf club membership .............................................................................................................. 715 578 8,261
 Provision for bonuses .................................................................................................................................... 644 754 7,443
 Undetermined accrued liabilities .................................................................................................................... 313 2,319 3,611
 Deferred gains or losses on hedges ............................................................................................................... 212 606 2,452
 Other ........................................................................................................................................................... 2,739 2,136 31,632

 Subtotal of deferred tax assets ...................................................................................................................... 57,583 55,394 665,079
 Valuation allowance ...................................................................................................................................... (17,759) (18,180) (205,119)

 Total deferred tax assets ................................................................................................................................ 39,823 37,214 459,960

Deferred tax liabilities

 Amount of revaluation from the book value ..................................................................................................... (4,343) (4,343) (50,161)
 Foreign subsidiaries’ undistributed retained earnings ...................................................................................... (1,563) (2,102) (18,053)
 Valuation difference on available-for-sale securities ........................................................................................ (1,179) — (13,617)
 Special depreciation reserve .......................................................................................................................... (821) (1,150) (9,477)
 Reserve for advanced depreciation of fixed assets .......................................................................................... (483) (423) (5,581)
 Other ........................................................................................................................................................... (413) (959) (4,767)

 Total deferred tax liabilities ............................................................................................................................ (8,801) (8,977) (101,655)

Allowance for doubtful accounts ........................................................................................................................ ¥31,022 ¥28,237 $358,304

(b) The net deferred tax assets at December 31, 2012 and 2011 were included in the consolidated balance sheets as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Deferred tax assets—current ............................................................................................................................ ¥ 5,733 ¥ 3,177 $ 66,215
Deferred tax assets—noncurrent ....................................................................................................................... 27,494 27,533 317,556
Other current liabilities ...................................................................................................................................... (94) (14) (1,091)
Deferred tax liabilities—noncurrent .................................................................................................................... (2,110) (2,460) (24,375)
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(c) Significant items in the reconciliation of the normal income tax rate to the effective rate at December 31, 2012 and 2011 were as follows:

2012 2011

Normal income tax rate in Japan ......................................................................................................................................................... 40.7% 40.7%

Differences of statutory tax rate in subsidiaries .................................................................................................................................... (42.4) (19.9)

Deferred taxes on undistributed earnings of foreign subsidiaries ........................................................................................................... (5.5) 2.7

Unrealized earnings from the sale of fixed assets ................................................................................................................................. (4.6) (1.8)

Effect on the reexamination of recoverability ........................................................................................................................................ 5.9 (6.3)

Effects of changes in the effective statutory tax rate ............................................................................................................................. 3.9 8.2

Amortization of goodwill ..................................................................................................................................................................... 3.7 1.9

Other ................................................................................................................................................................................................ 0.5 (0.8)

 Effective tax rate ............................................................................................................................................................................ 2.2% 24.6%

15. IMPAIRMENT LOSS 
At December 31, 2012, major losses on impairment of fixed assets were as follows:

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

Aizuwakamatsu City, Fukushima Prefecture Idle assets Machinery and equipment, etc. ¥  178 $ 2,055
Ichihara City, Chiba Prefecture Idle assets Machinery and equipment 393 4,540
Yokohama City, Kanagawa Prefecture Production facilities Machinery and equipment, etc. 709 8,187
Oita City, Oita Prefecture Production facilities Machinery and equipment, etc. 1,696 19,591
Guangdong, China Rent facilities Machinery and equipment 284 3,285
Other ......................................................................................................................................................................................... 221 2,551

 Total ....................................................................................................................................................................................... ¥3,481 $40,208
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16. OTHER COMPREHENSIVE INCOME 
Reclassification adjustments and tax effects for components of other comprehensive income for the year ended December 31, 2012 are as follows:

Year ended December 31, 2012

Millions of yen
Thousands of 
U.S. dollars

Valuation difference on available-for-sale securities

 Increase during the year ..................................................................................................................................................... ¥ 4,459 $ 51,496
 Reclassification adjustments ............................................................................................................................................... 2,825 32,626

 Amount before income tax effect ........................................................................................................................................ 7,283 84,122
 Income tax effect ............................................................................................................................................................... (1,356) (15,659)

  Total.............................................................................................................................................................................. 5,928 68,464

Deferred gains or losses on hedges

 Decrease during the year ................................................................................................................................................... (723) (8,355)
 Reclassification adjustments ............................................................................................................................................... 341 3,943
 Adjustments of acquisition cost of assets ............................................................................................................................ 1,361 15,718

 Amount before income tax effect ........................................................................................................................................ 979 11,307
 Income tax effect ............................................................................................................................................................... (383) (4,418)

  Total.............................................................................................................................................................................. 596 6,888

Foreign currency translation adjustments

 Increase during the year ..................................................................................................................................................... 10,101 116,666
 Reclassification adjustments ............................................................................................................................................... 472 5,454

 Amount before income tax effect ........................................................................................................................................ 10,573 122,120
 Income tax effect ............................................................................................................................................................... — —

  Total.............................................................................................................................................................................. 10,573 122,120

Share of other comprehensive income of unconsolidated subsidiaries and affiliates accounted for using equity method

 Increase during the year ..................................................................................................................................................... 74 852
 Reclassification adjustments ............................................................................................................................................... 1 9

  Total.............................................................................................................................................................................. 75 861

   Total other comprehensive income .............................................................................................................................. ¥17,172 $198,332

17. 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
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(2)  Method of depreciation: The depreciation method of leased assets is described in the sub-section “2. (j) Leased Assets” within the sec-
tion “Summary of Significant Accounting Policies.”

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 in the same manner as operating lease transactions. The content of such transactions is as follows:
 At December 31, 2012 and 2011, assets leased under non-capitalized financial leases were as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Machinery and equipment ..................................................................................................................................... ¥6,228 ¥8,883 $71,933
Other ................................................................................................................................................................... 27 65 312
Less: Accumulated depreciation and amortization ................................................................................................... (4,910) (6,602) (56,705)
Less: Accumulated impairment loss ....................................................................................................................... — — —

 Total ................................................................................................................................................................. ¥1,345 ¥2,346 $15,540

  At December 31, 2012 and 2011, future minimum lease payments for the remaining lease periods were as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Due within one year .............................................................................................................................................. ¥  596 ¥  946 $  6,886
Due over one year ................................................................................................................................................. 749 1,400 8,654

 Total ................................................................................................................................................................. ¥1,345 ¥2,346 $15,540

 At December 31, 2012 and 2011, paid lease fees and equivalent depreciation expense amounts were as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Paid lease fees ........................................................................................................................................................ ¥938 ¥1,458 $10,830
Amortization expense fees ........................................................................................................................................ — 34 —
Equivalent depreciation expense fees ........................................................................................................................ 938 1,458 10,830

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, 2012 and 2011, 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

2012 2011 2012

Due within one year .............................................................................................................................................. ¥  359 ¥  364 $ 4,150
Due over one year ................................................................................................................................................. 1,726 1,663 19,933

 Total ................................................................................................................................................................. ¥2,085 ¥2,027 $24,083

(c) Operating Leases as a Lessor
At December 31, 2012 and 2011, noncancellable 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

2012 2011 2012

Due within one year .............................................................................................................................................. ¥  104 ¥  152 $ 1,205
Due over one year ................................................................................................................................................. 1,053 1,760 12,157

 Total ................................................................................................................................................................. ¥1,157 ¥1,912 $13,362
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18. CONTINGENT LIABILITIES
At December 31, 2012 and 2011, the Companies were guarantors for the borrowings below. The guarantees were principally for unconsolidated subsid-
iaries, affiliates and others.

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Guarantees ........................................................................................................................................................... ¥6,652 ¥2,346 $76,835

 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.

19. 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 unconsolidated financial  statements of the Company 
in accordance with Japanese laws and regulations.

20. 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, 2012 was ¥70,678 million (US$816,332 thousand).

21. SELLING, GENERAL AND ADMINISTRATIVE EXPENSES
Selling, general and administrative expenses for the years ended December 31, 2012 and 2011 were summarized as follows:

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Freight ............................................................................................................................................................. ¥18,033 ¥19,035 $208,278
Employees’ compensation ................................................................................................................................. 19,988 20,550 230,859
Other ............................................................................................................................................................... 45,055 47,894 520,386

 Total ............................................................................................................................................................. ¥83,076 ¥87,479 $959,523

 Research and development expenses included in this summary for the years ended December 31, 2012 and 2011 were ¥20,451 million 
(US$236,208 thousand) and ¥21,495 million, respectively.

22. RESEARCH AND DEVELOPMENT
Research and development costs included in manufacturing costs, general and administrative expenses for the years ended December 31, 2012 and 
2011 were ¥20,633 million (US$238,314 thousand) and ¥21,597 million, respectively.
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23. SEGMENT INFORMATION
(a) Information about sales, operating income, assets, and other items by reportable segment

Year ended December 31, 2012 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Total Adjustments Consolidated

Sales
Outside customers .................................. ¥185,434 ¥118,504 ¥161,125 ¥ 57,191 ¥ 87,960 ¥129,597 ¥739,811 ¥    — ¥739,811
Inter-segment ......................................... 5,506 8,872 2,181 8,382 4,246 5,684 34,870 (34,870) —

 Total ................................................... 190,939 127,376 163,306 65,573 92,206 135,280 774,681 (34,870) 739,811

Operating income (loss) ........................... ¥   (977) ¥   (875) ¥ 32,311 ¥  2,954 ¥  1,581 ¥     89 ¥ 35,082 ¥ (6,975) ¥ 28,108

Assets .................................................... ¥142,973 ¥181,582 ¥164,469 ¥125,900 ¥151,024 ¥122,852 ¥888,799 ¥44,362 ¥933,162
Depreciation and amortization .................. 7,207 9,162 16,287 3,381 6,072 2,380 44,488 1,744 46,232
Amortization of goodwill .......................... 6 (211) 90 1,368 (38) (20) 1,195 — 1,195
Investments in unconsolidated 
   subsidiaries and affiliates accounted 
for using equity method ......................... 14,009 1,586 296 1,486 32 272 17,680 — 17,680

Increase in property, plant and 
  equipment and intangible assets ............ 3,699 8,477 11,679 8,441 4,302 3,412 40,010 2,492 42,503

Notes: 1.  Adjustments are as follows:

(1) Elimination of intersegment transactions of ¥204 million (US$2,357 thousand) and total corporate expenses of ¥7,179 million (US$82,914 thousand) which were not allocated to any reportable 

segment were included in “Adjustments” for “Operating income” of ¥(6,975) million (US$(80,556) thousand). Total corporate expenses principally consist of total corporate common research expens-

es which are not attributable to any reportable segment.

(2) Elimination of intersegment receivables and payables and assets of ¥(23,546) million (US$(271,960) thousand) and total corporate assets of ¥67,909 million (US$784,346 thousand) which were 

not allocated to any reportable segment were included in “Adjustments” for “Assets” of ¥44,362 million (US$512,386 thousand). Total corporate assets principally consist of surplus funds of the 

Companies under management (in the form of cash and deposits), deferred tax assets and assets related to total corporate common research and development expenses.

 2.  Amortization of negative goodwill was included in “Amortization of goodwill.”

Year ended December 31, 2011 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Total Adjustments Consolidated

Sales
Outside customers .................................. ¥243,569 ¥120,308 ¥163,119 ¥ 68,129 ¥118,369 ¥140,664 ¥854,158 ¥   — ¥854,158

Inter-segment ......................................... 6,827 9,895 1,892 9,435 5,911 9,919 43,879 (43,879) —

 Total ................................................... 250,396 130,203 165,011 77,564 124,280 150,583 898,037 (43,879) 854,158

Operating income ................................... ¥  3,484 ¥  2,035 ¥ 30,242 ¥  9,640 ¥  6,212 ¥  1,860 ¥ 53,473 ¥ (6,116) ¥ 47,357

Assets .................................................... ¥145,753 ¥183,728 ¥170,046 ¥120,731 ¥162,701 ¥121,244 ¥904,202 ¥37,100 ¥941,303

Depreciation and amortization .................. 7,082 9,417 19,164 3,505 6,874 2,107 48,148 1,265 49,413

Amortization of goodwill .......................... 6 (210) 86 1,368 (29) (20) 1,200 — 1,200

Investments in unconsolidated 
   subsidiaries and affiliates accounted 
for using equity method ......................... 14,364 628 — 2,140 187 269 17,588 — 17,588

Increase in property, plant and 
  equipment and intangible assets ............ 2,645 6,811 13,506 5,308 5,380 3,476 37,126 1,668 38,794

Notes: 1.  Adjustments are as follows:

(1) Elimination of intersegment transactions of ¥178 million and total corporate expenses of ¥6,294 million which were not allocated to any reportable segment were included in “Adjustments” for 

“Operating income” of ¥(6,116) million. Total corporate expenses principally consist of total corporate common research expenses which are not attributable to any reportable segment.

(2) Elimination of intersegment receivables and payables and assets of ¥(32,465) million and total corporate assets of ¥69,565 million which were not allocated to any reportable segment were 

included in “Adjustments” for “Assets” of ¥37,100 million. Total corporate assets principally consist of surplus funds of the Companies under management (in the form of cash and deposits), deferred 

tax assets and assets related to total corporate common research and development expenses.

 2.  Amortization of negative goodwill was included in “Amortization of goodwill.”
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Year ended December 31, 2012 Thousands of U.S. dollars

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Total Adjustments Consolidated

Sales
Outside customers ...... $2,141,763 $1,368,721 $1,860,999 $  660,558 $1,015,943 $1,496,843 $ 8,544,825 $    — $ 8,544,825
Inter-segment ............. 63,590 102,472 25,192 96,812 49,041 65,647 402,753 (402,753) —

 Total ....................... 2,205,353 1,471,192 1,886,190 757,370 1,064,984 1,562,489 8,947,579 (402,753) 8,544,825

Operating income 
  (loss) ........................ $   (11,279) $   (10,111) $  373,190 $   34,114 $   18,264 $    1,024 $   405,202 $ (80,556) $   324,646

Assets ........................ $1,651,342 $2,097,272 $1,899,616 $1,454,152 $1,744,324 $1,418,938 $10,265,643 $512,386 $10,778,029
Depreciation 
  and amortization ....... 83,236 105,820 188,111 39,048 70,131 27,488 513,832 20,143 533,975
Amortization of 
  goodwill.................... 66 (2,432) 1,034 15,804 (439) (230) 13,803 — 13,803
Investments in 
   unconsolidated sub-
sidiaries and affiliates 
accounted for using 
equity method ........... 161,807 18,322 3,417 17,163 365 3,136 204,210 — 204,210

Increase in property, 
  plant and equipment 
  and intangible assets ... 42,719 97,909 134,895 97,496 49,691 39,410 462,119 28,788 490,907

(b) Information about geographical areas

Year ended December 31, 2012 Millions of yen

Japan Asia Others Total

Sales ................................................................................................................................................ ¥482,126 ¥219,857 ¥37,827 ¥739,811

Year ended December 31, 2011 Millions of yen

Japan Asia Others Total

Sales ................................................................................................................................................ ¥560,483 ¥243,387 ¥50,287 ¥854,158

Year ended December 31, 2012 Thousands of U.S. dollars

Japan Asia Others Total

Sales ................................................................................................................................................ $5,568,564 $2,539,354 $436,907 $8,544,825

Year ended December 31, 2012 Millions of yen

Japan Others Total

Property, plant and equipment .................................................................................................................... ¥419,879 ¥53,374 ¥473,253

Year ended December 31, 2011 Millions of yen

Japan Others Total

Property, plant and equipment .................................................................................................................... ¥431,546 ¥50,817 ¥482,363

Year ended December 31, 2012 Thousands of U.S. dollars

Japan Others Total

Property, plant and equipment .................................................................................................................... $4,849,609 $616,466 $5,466,075

(c) Information about impairment loss on property, plant and equipment by reportable segment

Year ended December 31, 2012 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Impairment loss on assets ............................................................... ¥15 ¥256 ¥677 ¥2,417 ¥115 ¥2 ¥— ¥3,481
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Year ended December 31, 2011 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Impairment loss on assets ............................................................... ¥232 ¥176 ¥3,160 ¥798 ¥73 ¥188 ¥— ¥4,627

Year ended December 31, 2012 Thousands of U.S. dollars

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Impairment loss on assets ............................................................... $169 $2,954 $7,825 $27,912 $1,324 $22 $— $40,206

(d) Information about amortization of goodwill and unamortized balance by reportable segment

Year ended December 31, 2012 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Amortization .................................................................................. ¥ 6 ¥283 ¥122 ¥1,368 ¥ 22 ¥ 8 ¥— ¥1,810
Unamortized balance ...................................................................... 40 582 619 4,154 222 64 — 5,681

Year ended December 31, 2011 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Amortization .................................................................................. ¥ 6 ¥284 ¥118 ¥1,368 ¥ 31 ¥ 8 ¥— ¥1,815

Unamortized balance ...................................................................... 46 866 737 5,522 376 70 — 7,617

Year ended December 31, 2012 Thousands of U.S. dollars

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Amortization .................................................................................. $ 66 $3,274 $1,410 $15,804 $  256 $ 97 $— $20,905
Unamortized balance ...................................................................... 463 6,726 7,149 47,979 2,558 737 — 65,612

 Amortization of negative goodwill arose from business combinations prior to April 1, 2010 and its unamortized balance are as follows:

Year ended December 31, 2012 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Amortization .............................................................................. ¥— ¥  494 ¥ 33 ¥— ¥ 60 ¥ 28 ¥— ¥  615
Unamortized balance .................................................................. — 3,802 488 — 899 372 — 5,561

Year ended December 31, 2011 Millions of yen

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Amortization .............................................................................. ¥— ¥  494 ¥ 33 ¥— ¥ 60 ¥ 28 ¥— ¥  615

Unamortized balance .................................................................. — 4,296 520 — 959 401 — 6,176

Year ended December 31, 2012 Thousands of U.S. dollars

Petrochemicals Chemicals Electronics Inorganics Aluminum Others Elimination Total

Amortization .............................................................................. $— $ 5,706 $  376 $— $   695 $  327 $— $ 7,103
Unamortized balance .................................................................. — 43,912 5,634 — 10,383 4,301 — 64,230

24. BUSINESS COMBINATIONS (Items relating to business combinations)
For the year ended December 31, 2012
Business Divestitures

1. Outline of the Business Divestiture
(1) Name of the company receiving the divested business
Keihin Corporation

(2) Activities of the business divestiture
The Showa Denko Group’s production of heat exchange equipment for use in automobile air conditioners
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(3) Reason for the business divestiture
The Company manufactures aluminum condensers, evaporators, and other heat exchange components and supplies these to automobile manufacturers 
and producers of automobile air-conditioner systems. Going forward, the growth of the world automobile industry is expected to be driven by the emerg-
ing countries, but, on the other hand, the operating environment for this business will be influenced by the need to develop eco-friendly products and 
growing competition along with the trend toward low-priced products in the emerging countries. In view of these circumstances, to provide for the growth 
of this business, the options for strengthening the competitiveness of this business will be limited if it continues to focus on heat exchange components, 
and it will be essential to take initiatives together with manufacturers of automobile air-conditioning systems. For this reason, the Company transferred 
this business to Keihin Corporation, which is a manufacturer of automobile air-conditioning systems and a major customer for this business.

(4) Date of the business divestiture
January 1, 2012

(5) Outline of the divestiture, including the legal form of the separation
With Showa Denko K.K. as the company conducting the divestiture, this business was divested and absorbed (physical divestiture) by wholly owned 
 subsidiary Thermal Technology Co., Ltd. In addition, the Company transferred 60% of Thermal Technology Co., Ltd. shares to Keihin Corporation. Plans 
call for transferring the remaining 40% of that company’s shares to Keihin Corporation with a target date of two years from the date of the business 
divestiture.

2. Outline of Accounting Treatment
The accounting treatment of this divestiture was based on the “Accounting Standard for Business Divestitures” (ASBJ Statement No. 7, revised on 
December 26, 2008) and the “Guidance for Accounting Standards for Business Combinations and Business Divestitures” (ASBJ Guidance No. 10, revised 
on December 26, 2008).

(1) Profit of the divestiture
¥(89) million (US$(7,706) thousand)

(2) Outline of transfer of assets and liabilities
Current assets: ¥10,012 million (US$  866,839 thousand)
Fixed assets: ¥ 3,385 million (US$  293,073 thousand)
Total assets: ¥13,396 million (US$1,159,826 thousand)

Current liabilities: ¥ 3,991 million (US$  345,541 thousand)
Fixed liabilities: ¥    17 million (US$    1,472 thousand)
Total liabilities: ¥ 4,008 million (US$  347,013 thousand)

(3) Reportable segment that the business that was divested belonged to
Aluminum

(4) Approximate estimate of the profit and loss accompanying the transfer of this business that was included in the calculations made in the 
preparation of the consolidated financial statements for the year ended December:
Not applicable

25. PRESENTATION OF GOODWILL AND NEGATIVE GOODWILL
Goodwill and negative goodwill are netted against each other. The pre-netted amounts as of December 31, 2012 and 2011 are shown below.

Millions of yen
Thousands of 
U.S. dollars

2012 2011 2012

Goodwill ............................................................................................................................................................... ¥5,681 ¥7,617 $65,612
Negative goodwill .................................................................................................................................................. 5,561 6,176 64,230

 Net .................................................................................................................................................................. ¥  120 ¥1,441 $ 1,382
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