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Sinceitsfoundation in 1941, Nippon Shokubai has been engaged in R&D
activities in search of original technical solutionsin four major fields: catalyst
technology, polymer synthesis, environment preservation systems, and organic
synthesis. Our major products are basic chemicals, including acrylic acid,
methacrylic acid and ethylene oxide; fine and speciaty chemicals, including
superabsorbent polymers and higher alcohals; synthetic resin, including unsat-
urated polyester resins; and catalysts/environment preservation systems, in-
cluding catalysts for cleaning automobile exhaust gases, process catalysts and
dioxins decomposition/elimination equipment. Created through our propri-
etary technology and know-how, these products have made various contribu-
tionsto our society and people sdaily lives.

In addition, our various chemical product manufacturing technologies have
been highly appreciated overseas, as well as our diverse line of products.

A wide variety of chemicals manufacturing technologies, including those
related to acrylic acid/esters and many other process technol ogies, have been
exported to Europe, Asia, the USA, and elsewhere.

In recent years, we have been making efforts to develop our business at
global basis by establishing production bases for acrylic acid and acrylic esters
in Southeast Asia and North America and for superabsorbent polymersin
North Americaand Europe.

Under our corporate philosophy of “TechnoAmenity,” which seeks to har-
monize “ Technology” and “Natural Environment,” and focusing on our ulti-
mate objective, “making human life richer and more comfortable through
technological innovations,” we are working to meet emerging global changes
and to enhance our potential for commercial competition.

Contents
Financial HighlightS .........coeiuieieicece e 1
TO OUr SNATENOIAEL'S ...ttt ettt e e et e e e e e e e e sreessaneeeesns 2
Review of Operations
CheMICAl BUSINESS .......eeeeieeeiee et eeteee et e e et e s seaeeesseraeessenaeessssnneeean 6
OthEr BUSINESSES ....eeeiiieieeieiiee s steee e ssateeseeeeessesaesessnbeeassssaeesesnseesessseessans 7
e 010 01 o] [ O R 8
1] o 0= ST 9
Management INQICES ........cocuevuiriiiiieere e eeens 10
Financial Section
Report of Independent AUdITOrS. ........covvriieiiene i 13
Consolidated BalanCe ShEELS ........ocovcveeviiieeeee et eee e 14
Consolidated Statements Of INCOME..........oveveeveeeieceieeeeeeeeeeeeeeeeseeeeens 16
Consolidated Statements of Shareholders’ EQUity .........cccccoceeveiennnns 17
Consolidated Statements of Cash FIOWS.........evevvceeeviecieiee e eeeeeeeenn 18
Notes to Consolidated Financial Statements .........coeeveveevveceeeeieeceeeenn. 20

(ol 0]0] = (= D = - SRR 31



Financial Highlights

Nippon Shokubai Co., Ltd. and Consolidated Subsidiaries
Years ended March 31

Millions of yen Thousands of
U.S dollars
2003 2002 2001 2003
For the Year
Net SAlES.....cocoevvevivieieeeee e ¥163,514  ¥159,722 ¥160,585 $1,360,349
Operating INCOME......cccvvevvvievrienens 12,757 8,963 5,379 106,131
Income before Income Taxes......... 10,157 4,987 3,178 84,501
Net INCOME ..uvveeeeieeeeeeee e, 5,516 1,590 1,242 45,890
At Year-End
Total ASSELS ...ccceeeveievee e ¥216,756  ¥230,253 ¥230,468 $1,803,295
Total Shareholders’ Equity ........... 121,297 120,238 117,340 1,009,127
Yen U.S dollars
Per Share Amounts
NEt INCOME ..., ¥27.97 ¥8.16 ¥6.37 $0.23
Cash Dividends .........cceeevveveeeinnns 7.00 7.00 7.00 0.06
Foreign Exchange Rate: US$1.00 = ¥120.2
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To Our Shareholders

Hiroshi Y anagida, President

Performance

In fiscal 2002, ended March 31, 2003, Japan’s
economy remained weak despite signs of recovery
in some areas supported by a strong surge in exports

at the beginning of the fiscal year. The business
climate continued to be harsh, with low levels of

capital investment in the private and public sectors,

worsening employment conditions, prolonged
deflation, and a sharp drop in the stock market at the
end of the fiscal year.
While the chemical industry overall enjoyed
growing demand in Asia, under the influence of the
war in Iraqg, soaring prices of raw materials, such as
naphtha, made the situation more uncertain.

In such surroundings, however, consolidated net
salesincreased by ¥3,792 million, or 2.4%, to
¥163,514 million, to which higher sales of Fine,
Specialty and Basic Chemicals contributed.

Operating income expanded to ¥12,757 million,
rising ¥3,793 million, or 42.3%. With afew
exceptions, sales prices were dull during the fiscal
year and domestic raw materials cost were high due
to the rise in the price of naphtha. Nevertheless,
profits grew because the Company reduced the

procurement cost of raw materialsin the overseas
market, achieved economies of scale through alarge
increase in the sales volumes of Fine, Specialty and
Basic Chemicals, and reduced manufacturing cost.
Ordinary income rose to ¥10,971 million, rising
¥5,413 million, or 97.4%. Lesser equity losses of
unconsolidated subsidiaries and affiliates and an
improvement in net financial income and expenses

Performance
Highlights

Sales by Business
Group and Region
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(Unit: millions of yen)

Fiscal Year Change
2002 2001 Amount %

Net sales 163,514 159,722 3,792 2.4%
Operating income 12,757 8,963 3,793 42.3%
Ordinary income 10,971 5,558 5,413 97.4%
Net income 5,516 1,590 3,926 246.9%
Net income per share ¥27.97 ¥7.72 ¥20.25 262.3%
ROA 4.9% 2.4% — | 2.5points
ROE 4.6% 1.3% — | 3.3 points
Exchange rate $=¥121.96 $=¥125.04 (¥3.08)

EUR=¥120.98 | EUR=¥110.50 ¥10.48
Naphtha price ¥24,000/kI ¥22,100/kl ¥1,900/KI

(Unit: millions of yen)
Fiscal Y ear 2002 Fiscal Year 2001 Change

Product Group Chemicals| Others | Chemicals| Others |Chemicals Others
Sales 161,124 2,390 | 157,894 1,827 3,229 562
Operating income 12,201 543 8,369 578 3,831 (34)
Regional Japan | Overseas| Japan Overseas | Japan | Overseas
Sales 134,113 | 29,401 | 132,285 | 27,436 1,827 1,964
Operating income 11,435 963 8,507 (101) 2,927 1,064




contributed to that increase.

Consolidated net income jumped by ¥3,926
million, or 246.9%, to ¥5,516 million. There were
several major extraordinary items booked in fiscal
2002, such as Gain on return of substitution
portion of Welfare Pension Fund Plan, Loss on
devaluation of investments in securities and
Amortization of excess of cost over net assets
acquired.

Net income per share amounted to ¥27.97.
Return on assets (ROA) was 4.9%, up 2.5
percentage points from the previous fiscal year
while return on equity (ROE) climbed, by 3.3
percentage points, to 4.6%.

Outlook

Japan continues to struggle under afaltering
stock market, the lack of progressin clearing up
the bad debt problem in the financial sector, and
rising unemployment. These and other factors are
placing downward pressure on domestic demand,
creating an ambiguous business climate.

Under these circumstances, we anticipate that
the consolidated net sales of the Group will be
¥165 billion (¥80.5 billion in the first half) based
on the increase in sales volume due to the efforts
to expand sales of core products.

Looking at profitability, despite the concern
that raw material prices will remain high, we
forecast that ordinary income will rise ¥2,028
million compared with the previous fiscal year, to
¥13.0 billion (¥5.5 billion in the first half). This
prediction is based on improvements in equity
losses of unconsolidated subsidiaries and affiliates
and in financial income and expenses as well as
the efforts to maintain our product prices and cut
costs. However, there will be no major
extraordinary items. Therefore, the consolidated
net income is expected to increase by ¥1,683
million, to ¥7.2 billion (¥2.7 billion in the first
half).

In making these performance forecasts, we
have assumed exchange rates of ¥120 to the U.S.
dollar and ¥125 to the Euro. In addition, the price
of naphtha, which establishes the standard for raw
material prices, is set at ¥24,000 per kiloliter.

Business Plan

(1)Fundamental Business Policies

Our corporate philosophy of “ TechnoAmenity,”
seeks to make human life richer and more
comfortable through technological innovation, with
our catalyst technology as a core, we are working to
meet emerging global changes and to enhance our
potential for commercial competition, based on the
following fundamental business policies.
* Respect for humanity.
* Searching for pioneering technologies.
* Business activities with a global view.

(2)Dividend Policy

Nippon Shokubai considers shareholder
dividends as one of itstop corporate priorities, and
our policy isto ensure a payout of continuous, stable
dividends to our shareholders. At the same time, the
Company must maintain its competitive edge and
continue such practices as promote sustainable
growth, and this requires judicious investment in
facilities and research and development. It is thus
vital that we retain some of the profits within the
Company. Consequently, dividends are paid in
consideration of maintaining a balance between
these two factors.

(3)Major Business Issues and Medium- and
Long-term Business Strategies

We believe that our highest priority is not the
pursuit of continuous growth in quantity but in
quality. Recognizing our strengths and weakness,
we have to sift and concentrate our business
resources. Based on this priority, we prepared
medium-term and long-term business plans that
were implemented in April 2001. The current fiscal
year isthe last year of the medium-term business
plan.

Summary of the L ong-term Business Plan,
“TechnoAmenity NV”

1. Our future vision of the Company is “Nippon
Shokubai: A Global Company Creating New
Values through Unique Technologies.”

2. Guided by the slogan of our long-term
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business plan, “A Shift from Quantitative
Growth to Qualitative Growth—Our
Development in the 21st Century,” we are
aiming to establish a powerful business
structure by sifting and concentrating our
business resources on new product fields, to
establish a business portfolio, to clarify profit
responsibilities in our existing fields, and to
revitalize employees and our organization.

3. Performance Targets
Targeting more efficient use of assets and
more profitable products, we have introduced
return on assets (ROA) on a consolidated basis
as our indicator of overall corporate
performance. As performance indicators for
business operations, we have introduced cash
flow provided by operating activities and sales
contribution income (our own, origina
indicator).

Summary of the Medium-term Business Plan

Thefirst half, or three years, of the long-term
business plan, has been termed the “foundation
setting” stage, and we have implemented concrete
measures in each business field to achieve its goals.

Pursuing our goal of an ROA of 5% or greater on
aconsolidated basis by the end of the medium-term
business plan, we are improving asset efficiency and
strengthening our corporate structure.

As part of those efforts, we have strengthened
our core businesses, particularly our acrylic and
superabsorbent polymer businesses. In our acrylic
operations, anew acrylic acid plant at American
Acryl, aU.S. joint venture with ATOFINA, of
France, began operating commercially in August
2002. Our share of its annual production of acrylic
acid is 60 thousand tons. Combined with our
domestic production capacity of 300 thousand tons
and the 60-thousand-ton annual production capacity
of Nippon Shokubai Indonesia, we now have atotal
acrylic acid production capacity of 420 thousand
tons per annum, making Nippon Shokubai the 3
largest producer of acrylic acid in the world.

In our superabsorbent polymer operations, we
are already the No. 1 manufacturer in the world with
atotal of 230 thousand tons annually comprised of
140 thousand tons domestically, 60 thousand tonsin
the United States, and 30 thousand tons in Belgium.
To further solidify our leading position in the
market, we are proceeding with the construction of a
new plant at our Himeji Plant that is based on a new,
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high-efficiency process. The new plant, with annual
capacity of 30 thousand tons, is scheduled to come
on stream early next year. In addition, we are in the
planning stages of setting up aplant in Chinato help
us meet the anticipated growth in demand. We are
currently targeting completion of the plant in China
around 2004.

We have taken steps to restructure our domestic
unsaturated polyester resin business. Effective April
1, 2003, we formed Japan Composite Co., Ltd., a
joint venture with Mitsui Takeda Chemicals, Inc., to
combine our unsaturated polyester resin operations.

We are in the final stage of preparation leading
up to the scheduled introduction next April of a
company-wide integrated information system. The
system will combine our core information systems
for sales, procurement, production, accounting, and
other business processes. The system is expected to
contribute to achieving management goals by
clarifying responsibility for profit and by speeding
up business decisions.

Through such strategies, we aim to achieve
quality growth by sifting our corporate resources
and concentrating them.

(4)Basic Stance on Corporate Governance and
Measures

*Basic Stance on Cor porate Governance

We are working to build a corporate structure
that can respond to the global changesin our
business environment and that will boost our
competitiveness. We view corporate governance as
aplatform for achieving these goals. Through it, we
aim to revitalize our board of directors, strengthen
our auditing system, make our business structure
more efficient, and establish and reinforce our
compliance system.

*Cor porate Gover nance M easures and Status

Our corporate governance system is comprised
of the following management bodies aimed at
speeding up management decisions, their execution,
and monitoring performance. Our Company uses a
corporate auditor system as a corporate compliance
organ.

Board of Directors

At March 31, 2003, the board of directors
had 16 members. Their roleisto deliberate and
decide on items related to business operations



and to monitor the performance of directors who
are corporate officers. In principle, the board
meets once amonth and is chaired by the
president. The Company’s four corporate
auditors, including two outside auditors, also
attend board meetings and provide their opinions
when required.

Corporate Management Committee

The corporate management committeeis an
advisory body to the president. It deliberates
about items related to fundamental business
policies and strategies and to high-priority
business execution issues of the business
divisions. After screening, the most important
issues are passed on to the board of directors for
decision-making. The corporate management
committee comprises the president, senior
managing director, managing directors, and other
directors appointed by the president. Aiming to
speed up the decision-making process and to
improve operating efficiency, the committee
focuses on dealing with major operating issues.

The Board of Corporate Auditors

There are four auditors on the board of
corporate auditors, two of which are outside
auditors. In principle, the board meets once a
month to report on, discuss, and make decisions
on important issues. In addition to the board of
directors meetings, corporate auditors sit in on
the meetings of the corporate management
committee and other important meetingsin an
effort to achieve a comprehensive grasp of the
Company’s processes for making vital decisions
and business execution. In addition, the
corporate auditors receive reports from the
independent auditors, directors and other
employees of the Company on which, after
deliberation, they issue audit opinions.

Third-Party Involvement by L egal Advisor
and Independent Auditor

The Company has alegal advisor to provide
council on matters that require alegal opinion.
Certified public accountants, in addition to their
role as independent auditors, also provide
opinions on accounting matters when required.
Neither the legal advisor nor the independent
auditor has any involvement in actual business
decisions.

*Possible Conflicts of Interest Among Outside
Directorsand Auditors
The current two outside auditors on the board of
corporate auditors have no personal or investment
relationships that could create a conflict of interest
in the performance of their duties.

*Measures Introduced Over the Past Year to
Strengthen Corpor ate Gover nance

The Company defines corporate compliance as
“compliance with laws and corporate ethics’. To
ensure thorough compliance, the Company issued
its Basic Policy on Compliance in March 2003 to be
used as in-house rules. Furthermore, the Company
introduced an Internal Communication System that
provides employees with access to the president and
to the legal advisor for reporting and advisory
purposes. The system is intended to prevent
problems from occurring by addressing them at an
early stage.

We continue to strengthen our business and its
systems to respond quickly to the dynamic changes
occurring in markets and to position us for future
growth. In facing these challenges, we look forward
to the continued support of our shareholders.

June 2003

Hiroshi Y anagida
President
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Review of Operations

Basic Chemicals Group :

Several factors contributed to
growth in sales of acrylic acid and
acrylic esters during the fiscal year. -

Pricesin the global market beganto .

recover in the second half of the
fiscal year, demand was firm, and

salesvolumerose as aresult of the -

transfer of Sumitomo Chemical
Co., Ltd., acrylic acid operationsto -
Nippon Shokubai. Conversely sales '
of methacrylic esters dropped :
because of the transfer of our
methyl methacrylate (MMA)
monomer operations to Sumitomo
Chemical in exchange for its acrylic -
acid operations.

A recovery in global market
prices and higher sales volumes
because of robust demand overseas, -
boosted sales of ethylene glycols
during the fiscal year under review. -
Sales of ethylene oxide and its
derivatives rose on the strength of
firm domestic demand.

Phthalic anhydride sales
declined because of continued weak
domestic demand for itsuse in
plasticizers. Despite weak domestic .
demand, sales of maleic anhydride
were approximately the same asin
the previous fiscal year dueto solid -
exports.

Consequently, sales of the Basic -
Chemicals Group totaled ¥50,939
million, expanding 4.8% from the
previous fiscal year.

Chemicals Business (Change of net sales) (100 millions of yen)

0 590 1,090
'03
02
‘01
'00
99
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Fine & Specialty
Chemicals Group

Expanding world demand for

- superabsorbent polymers pushed up :
. salesvolume again in fiscal 2002.

In addition, the depreciation of the

- Japanese yen against the Euro ,
- resulted in higher yen-denominated -
. sales. ‘

Sales of resin performance

- improvers rose thanks to expanded .
sales volume due to strong overseas -
. demand. ﬁ
Sales of higher-alcohol products -
. (SOFTANOL) climbed upward on .
- the basis of arecovery in demand

overseas.
Despite falling consumption of
concrete and intensified

* competition, sales of products used
. asconcrete admixtures rose,

assisted by the introduction of a

. new type of product.

Sales volume of raw materials

. for paints and resins increased,
" supported by vigorous overseas
. demand.

Strong domestic demand for

: organic and inorganic particul ates

resulted in overall sales growth in

_ that category.

Sales of iodic and cyanic

. compounds and agricultural
* chemical-related products were
. favorable during the fiscal year

under review.

Sales of other fine chemicals
rose because of the launch of such
new products as vinyl pyrrolidone

~and polymers for lithium metal

batteries.
Consequently, sales of the Fine

. & Specialty Chemicals Group
~ advanced 8.0%, to ¥73,534 million.

>4

=

Polymers & Resins
Group

Overall, sales of unsaturated

. polyester resin (EPOLAC) were
- approximately the same as in the
. previous fiscal year, edging up

© dlightly.

Sales of adhesive resins, paint

Breakdown and component ratio in 2003

(200 millions of yen)

1,500
1,611

1579
1,582

1,599

1577

Environment
Business

Catalysts Group

172 10.7%

Polymers & Resins Group

195 12.1%
Basic
Chemicas
Group

509
31.6%

Fine and Special
ChanicalsspGroutg

735 45.6%



resins, heat-resistant electrical
insulation coatings, and process
adhesive products were also about
the same asiin fiscal 2002.

Sales of plastic molded products

remained weak, reflecting stagnant
demand.

Consequently, sales of the
Polymers & Resins Group declined
4.3%, to ¥19,459 million compared
with the previous fiscal year.

Environment Business
& Catalysts Group

Sales of industrial catalysts
through technology licensing
decreased because of weak
replacement demand domestically
and oversess.

A slump in demand from
electric power plantsresulted in a
decline in sales of De-NOx
catalysts. Although demand was
firm for automotive catalysts, sales

fell because of deterioration in sales :

prices.
Sales of dioxin decomposition

equipment and catalysts sunk dueto .

low demand. However, sales of
waste water treatment plant
equipment and catalysts rose,
supported by robust demand.

Consequently, sales of the
Environment Business & Catalysts
Group totaled ¥17,190 million,
declining 17.6% from the previous
fiscal year.

Overall, total sales of the

. chemicals business edged forward
© ¥3,229 million, or 2.0%, to

. ¥161,124 million compared with

- the previous fiscal year.

Operating income climbed

© ¥3,831 million, or 45.8%, to

. ¥12,201 million despite downward
" pressure on profits from lower

. product prices and other factors.

- Sourcing of low-cost raw materials
. overseas, cost benefits from

- expanded sales volume, and efforts
. to reduce manufacturing costs were
" primarily responsible for improved
. operating income performance.

Other Businesses

Revenues from the

. transportation business advanced
- during the fiscal year based on
. higher freight volume.

Overdl, sales of Other

. Businesses jumped ¥562 million, or
-+ 30.8%, to ¥2,390 million from the

- previous fiscal year. Despite growth
- in revenues, operating income

- decreased ¥34 million, or 6.0%, to

- ¥543 million because of rising fuel

. costs, among other factors.

Regional I nformation

- Japan

Supported by favorable sales

- volume in the Basic Chemicals

- Group, sales in Japan increased

- 1.4%, to ¥134,113 million.

. Reflecting greater efficiency,

- operating income rose 34.4%, to
" ¥11,435 million.

- Overseas

Despite intensified competition,

. Nippon Shokubai expanded its

- share of salesfor its main products
. overseas, especially in Europe.

- Overseas sales, therefore, rose

. 7.2%, to ¥29,401 million. Thanksto
- low-cost sourcing of raw materials
. and cost benefits from higher sales
* and production volume, operating

. income moved back into the black,
* to ¥963 million, compared with an
. operating loss of ¥101 millionin

" the previous fiscal year.

Other Businesses (Change of net sales) (100 millions of yen)

03
02
01

99

15 20 25 30
24
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"Responsible Care"

Nippon Shokubai’s Fundamental Policy

Responsible Care Activities

Regar ding Environmental Preservation and Safety

As amember of the business community and society
at large, we are committed to be a good corporate citizen
not only of local communities also of the world. In our
activities, we place great emphasis on the environmental
preservation, health and safety throughout the entire life
cycle of chemical substances, from development to
disposal. Based on the principle of sustainable develop-
ment, our fundamental policy isto harmonize our activi-
ties with environmental preservation on aglobal basis.

Fivethemes of activities
Product

\ stewardship e Environmental preservation

o Process safety and disaster prevention

e Occupational safety and health

e Product stewardship

e Communications (Publication of per-
formance, dialogue with the public)

b 4

International Aspect of Responsible Care (RC)

Nippon Shokubai is a participant in the Responsible
Care activities of the International Chemical Council
Association (ICCA). Through these RC activities, the
Company is contributing to the environmental preserva-
tion.

RC Participation History

1993 Established fundamental policy and committed to
the pursuit of RC.

1995 The Japan Responsible Care Council (JRCC) was
established, with 74 companies participating.
* Asof 2003, 114 companies are participating in the JRCC.

Direction of RC Program

Activities undertaken by the chemical industry by
which manufacturers and handlers of chemical sub-
stances, under the principle of self-determination and
individual responsihility, conduct self-management of
environmental and safety issues surrounding aspects of
chemical substances, from development to disposal.

Major RC Activities

(1) Reduction of emissions based on Pollutant Release and
Transfer Register (PRTR)

(2) Promotion of energy conservation

(3) Reduction of industrial waste

(4) Preparation of Material Safety Data Sheet (MSDS) and
distribution to customers

(5) Preparation of Yellow Card

(6) Environmental management system (1SO14001 certifi-
cation)

(7) Participation in Communication Dialogue Mesetings
sponsored by the JRCC

(8) Participation in the ICCA’ sinitiative on high produc-
tion volume (HPV)

(9) Participation in the ICCA’s long-range research
initiative (LRI)

(1)PRTR (Pollutant Release and
Transfer Register)
A regulatory system which
reguires reporting of emission
volumes of chemical substances
into the air, water and soil and
transferred volumes of wastes.
Data compiled to the
government bodies are
disclosed to the public.

(M SDS (M aterial Safety Data

(5)Yellow Card
A card stating the procedures to
be taken and contact
information for transporters, fire
squads, and police in the event
of an accident during the road
transport of chemical
substances.

(7)IRCC (Japan Responsible
Care Council)
An organization established

Sheet) within JCIA in 1995 for the
A document that describes the promotion of RC in Japan.
health, safety and

environmental hazards of a
material and provides
information on how the material
can be safely handled, used and
disposed.
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(9)ICCA (International
Chemical Council
Association)

An organization of the world’s
chemical industry groups,
which, as of its establishment in
1990, has included the Japan
Chemical Industry Association.

(8)HPV(High Production
Volume)Preexisting Chemical
Substances
An OECD program for
collecting and evaluating safety
data on chemical substances
with production volumes
exceeding 1,000 tons per
country.

(9)LRI (Long-range Research
Initiative)
A voluntary long-term plan to
study the effects of chemical
substances on health, safety, and
the environment, one of ICCA’s
most crucial agendas.



Topics

Company Formed to
Establish

Super absor bent
Polymer Businessin
China

On April 24, 2003, Nippon
Shokubai formed a new company,
Nisshoku Chemical Industry
(Zhangjiagang) Co., Ltd., in
Zhangjiagang, Jiangsu, China, for
the purpose of establishing a

China

positioned superabsorbent polymer
as one of its core businesses, and
plans to expand operations globally

the global market. Currently, the
Group has production basesin the
three major markets of Japan, the
United States, and Europe, with a
total global annual production
capacity of 230 thousand tons. In
anticipation of a surge in demand

~ from China, the Group has decided
- to set up afourth production base

" there. The new company was

- formed to select the location for the -
" base and investigate the process of
. starting up business in China.

The company is moving

. forward with the various

" procedures involved in obtaining
. approval for the construction of a
" plant and expects to start building
. inthe second half of the current

. . fiscal year. Completion is
superabsorbent polymer businessin - oy, 4o for sometime in the

The Nippon Shokubai Group has . following fiscal year.

When the new plant comes on

- stream, the Nippon Shokubai Group

. will have established afour-

to capture a more than 25% share of : ﬁronged gl_ol?al _proq uction _network,
. further solidifying its position as

" the world’ s top superabsorbent

. polymer manufacturer.

Zhou Wei Qiang, Deputy Mayor of
Zhangjiagang, and Hiroshi Y anagida,
President of Nippon Shokubai, sign
letter of intent regarding the new
company.

- Unsaturated Polyester
- Resin Joint Venture
- Established

Nippon Shokubai, Mitsui

- Takeda Chemicals, Inc., and Mitsui

"~ Chemicals, Inc., have established a

- joint venture company to combine

* their unsaturated polyester resin

- operations. Operations of Japan

© Composite Co., Ltd., got under way
- on April 1, 2003.

Unsaturated polyester resin is

- primarily used as raw material for
" fiberglass-reinforced plastic. In

- recent years, however, the market
" has weakened under the impact of
- severa factors. In addition to

* falling demand in the wake of

- declinein housing starts, low levels
" of public works expenditures and
- slumpsin other major application
* areas have contributed to the drop
- in the market. Moreover thereis

" excess domestic production

. capacity and the volume of

" inexpensive importsis steadily

. growing in the market.

In response to these changesin

. operating conditions, the joint

" venture partners decided to

. establish Japan Composite to

- achieve more efficient operations

- and build a stronger business base.
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Management Indices

(1) Consolidated M anagement Indices

Period 87th 88th 89th 90th 91st
Fiscal Year End March March March March March
1999 2000 2001 2002 2003

(Millions of yen)

Net Sales 160,190 162,461 160,585 159,722 163,514
Ordinary Income 8,231 5,088 4,303 5,558 10,971
Net Income 4,450 2,659 1,242 1,590 5,516
Total Shareholders’ Equity 114,658 118,820 117,340 120,238 121,297
Total Assets 231,081 216,896 230,468 230,253 216,756

(ven)
Net Assets per Share 582.39 609.72 602.11 617.05 631.12
Net Income per Share 2261 13.54 6.37 8.16 27.97
Fully Diluted Net Income per Share — — — — —
Capital Ratio (%) 49.6 54.8 50.9 52.2 56.0
Return on Equity (%) 3.9 2.3 11 13 4.6
Price Earning Ratio (times) 29.7 33.2 70.6 62.0 20.4

(Millions of yen)

Cash Flow from Operating Activities — 18,285 9,757 17,268 23,117
Cash Flow from Investing Activities — (5,709) (12,961) (8,178) (8,751)
Cash Flow from Financing Activities — (13,463) (6,584) (1,579) (15,956)
Cash and Cash Equivalents at Y ear-end 23,767 22,827 14,806 23,151 21,217
Number of Employees — 3,050 3,189 3,077 2,967

Note 1: Net Sales do not include consumption taxes.

Note 2: Starting with the fiscal year ended March 2003, under review, net assets and net income per share have been prepared in accordance with
Financia Accounting Standard No.2, “Accounting Standards for Earnings per Share,” and Financial Accounting Standard |mplementation
Guidance No.4, “Implementation Guidance for Accounting Standard for Earnings per Share,” which were issued by the Accounting Standards
Board of Japan.

Note 3: Fully diluted Net Income per Share is not recorded because no dilutive shares exist.
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(2) Non-consolidated M anagement Indices

Period 87th 88th 89th 90th 91st
Fiscal Year End March March March March March
1999 2000 2001 2002 2003
(Millions of yen)
Net Sales 128,998 128,086 129,712 123,706 126,612
Ordinary Income 6,870 4,616 5,205 8,054 10,879
Net Income 4,115 3,097 2,539 1,744 3,094
Capital 16,529 16,529 16,529 16,529 16,529
Issued and Outstanding Shares
(Thousands shares) 196,881 194,881 194,881 194,881 194,881
(Millions of yen)
Total Shareholders’ Equity 109,533 113,470 114,568 115,578 115,593
Total Assets 203,537 189,999 189,236 188,821 176,155
(yen)
Net Assets per Share 556.34 582.25 587.89 593.14 601.48
Dividend per Share 7.00 7.00 7.00 7.00 7.00
(Interim Dividend per Share) (3.50) (3.50) (3.50) (3.50) (3.50)
Net Income per Share 20.90 15.77 13.03 8.95 15.55
Fully Diluted Net Income per Share — — — — —
Capital Ratio (%) 53.8 59.7 60.5 61.2 65.6
Return on Equity (%) 3.8 2.8 2.2 15 2.7
Price Earning Ratio (times) 32.1 285 34.5 56.5 36.7
Dividend Payout Ratio (%) 335 44.3 53.7 78.2 45.0
Number of Employees 2,258 2,127 2,004 1,937 1,881

Note 1: Net Sales do not include consumption taxes.

Note 2: Issued and Outstanding Shares were reduced by 2,000 thousands shares in the fiscal year ended March 2000 due to retirement of treasury

stock out of profit.

Note 3: Starting with the fiscal year ended March 2002, treasury stock has been eliminated from capital and also eliminated from issued and outstand-
ing shares in the calculation of net assets and net income per share.

Note 4: Starting with the fiscal year ended March 2003, under review, net assets and net income per share have been prepared in accordance with
Financial Accounting Standard No.2, “Accounting Standards for Earnings per Share,” and Financial Accounting Standard | mplementation
Guidance No.4, “Implementation Guidance for Accounting Standard for Earnings per Share,” which were issued by the Accounting Standards

Board of Japan.

Note 5: Fully diluted Net Income per Share is not recorded because no dilutive shares exist.
Note 6: Starting with the fiscal year ended March 2000, the Number of Employees has been revised to include the number of people actually engaged

inwork.
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Report of Independent Auditors

The Board of Directors
Nippon Shokubai Co., Ltd.

We have audited the accompanying consolidated balance sheets of Nippon Shokubai Co., Ltd.
and consolidated subsidiaries as of March 31, 2003 and 2002, and the related consolidated
statements of income, shareholders’ equity, and cash flows for the years then ended, all expressed in
yen. These financial statements are the responsibility of the Company’ s management. Our
responsibility is to express an opinion independently on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards, procedures and practices
generally accepted and applied in Japan. Those standards, procedures and practices require that we
plan and perform the audit to obtain reasonabl e assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in al material respects,
the consolidated financial position of Nippon Shokubai Co., Ltd. and consolidated subsidiaries at
March 31, 2003 and 2002, and the consolidated results of their operations and their cash flows for
the years then ended in conformity with accounting principles and practices generally accepted in

Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to
the year ended March 31, 2003 are presented solely for convenience. Our audit also included the
tranglation of yen amounts into U.S. dollar amounts and, in our opinion, such translation has been
made on the basis described in Note 2 to the consolidated financial statements.

Shin Nihon & Co. - .
Jurlwgzi,ggos ° gﬂf"/ A/blﬁ'/ & Ca

See Note 1(a) to the consolidated financial statements which explains the basis of presentation of the consolidated
financial statements of Nippon Shokubai Co., Ltd. and consolidated subsidiaries under Japanese accounting principles
and practices.
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Consolidated Balance Sheets

Nippon Shokubai Co., Ltd. and Consolidated Subsidiaries

March 31,
2003 2002 2003
o (Thousands of
(Millions of yen) U.S. dallars)
( Note 2)
AsSsets
Current assets:
Cash and cash eqUIVAIENES .........cceeveeeeiieiieiee et ¥ 21,217 ¥ 23,151 $ 176,514
Time dePoSItS (NOLE 6) ......ceverierierierierie e 38 118 316
Notes and accounts receivable:
Unconsolidated subsidiaries and affiliates .........cccoeevevenneen. 4,055 4,733 33,736
L= o L 37,805 41,973 314,517
Allowance for doubtful receivables...........cccoovveriininienennnn. (103) (164) (857)
INVENtorieS (NOLE D) ..ovveiecie e e 23,768 25,074 197,737
Deferred income taxes (NOtE 8) ......cccuveveeevieiiieciie e 2,461 2,359 20,474
Other CUITENt aSSELS ... ..eeiiicviieiceiie et 4,620 4,190 38,437
Total CUMTENE BSSELS.....c.ei ettt 93,861 101,434 780,874
Property, plant and equipment (Note 6):
=11 o PR 28,242 28,639 234,958
Buildings and StrUCLUIES..........cccveveieieeecese e 58,417 58,669 485,998
Machinery and equipmMEeNnt ..........ccccvveveeeesie s 211,153 215,870 1,756,681
COoNSLruCtioN 1N PrOGIESS .....ecueeveirerieseeeiestestesreeeeseeseesseeeeseenes 824 136 6,855
Accumulated depreciation............cccvvvveeeeereseseesese e (214,705) (211,387) (1,786,231)
Property, plant and equipment, Net ..........cccceeveeeiiecie e 83,931 91,927 698,261
Investments and other assets:
Investmentsin securities (Notes4 and 6) ..........cccccceeeeeveenenen. 10,896 13,040 90,649
Investments in and advances to
unconsolidated subsidiaries and affiliates .............cccceuveeeee. 10,948 9,337 91,082
Deferred income taxes (NOte 8) ........ccovvereeereniisieinese e 3,800 3,192 31,614
Prepaid PENSION COSE.......coiiieieerierieeeeee e 2,073 — 17,246
Other assets (NOE 6) .....ccuveverieeieceeeeriere e 11,247 11,323 93,569
Total investments and other assets..........ccocevveeveeiee e e, 38,964 36,892 324,160
TOtAl ASSELS ..ot e ¥ 216,756 ¥ 230,253 $1,803,295
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March 31,

2003 2002 2003
(Thousands of
(Millions of yen) U.S. dallars)
(Note 2)
Liabilitiesand shareholders equity
Current liabilities:
Short-term bank 10anS (NOtE 6) ........ceveveerieirieeceeecee i ¥ 11,786 ¥ 12,354 $ 98,053
Current portion of long-term debt (Note 6) ..........cocevvvrernene 8,493 14,101 70,657
Notes and accounts payable:
Unconsolidated subsidiaries and affiliat€s .........cccceeevvveeennne 2,745 2,664 22,837
LI o TP TSRO 25,651 24,476 213,403
(00015 1 {UTox 10 o S 299 473 2,488
Accrued income taxes (NOLE 8) .......cccevvvevcieccieciie e 2,871 2,636 23,885
Other current l1abilitieS .....ceeviieeiii e 7,920 8,289 65,890
Total current [iabilitieS ......cccovvveererireeccee e 59,765 64,993 497,213
Long-term liabilities:
Long-term debt (NOLE 6) .......coeeieriererierie e 24,377 32,623 202,804
Accrued retirement benefits for employees (Note 7) .............. 7,111 8,181 59,160
Accrued retirement benefits for directors and
COrPOrate UAITOrS ......c.coeiiiiierieiierie e 427 739 3,552
Deferred income taxes (NOtE 8) ......ocvvvereervnieneeiie e 466 678 3,877
(©,137= SRRSO 1,485 130 12,354
Total long-term liabilities........ccccovviiiiiiiice e 33,866 42,351 281,747
MINOFItY INEErESES ..veveeciee et 1,828 2,671 15,208
Contingent liabilities (Note 12)
Shareholders’ equity:
Common stock:
Authorized —424,000,000 shares
Issued —194,881,287 sharesin 2003
AN 2002........coeeeeeeieeece e 16,529 16,529 137,512
Additional paid-in capital (NOt€ 9) .......ccovverviviieriiriisecieine 13,562 13,562 112,829
Retained earnings (NOt€ 9) ......ccceveevieiiiiieveeseeceece e 91,652 87,686 762,496
Net unrealized holding gain 0N SECUNTIES......cccvvvvveeiierierieenen. 539 744 4,484
Trandation adjuStMENtS ........cccccveieeiiiiiie e 468 1,727 3,894
Lesstreasury Stock, a COSE.......coovrireniriiiinenienie e (1,453) (10) (12,088)
Total shareholders’ equity .............cccoeeeveeeeereceeeeeeeeeee e 121,297 120,238 1,009,127
Total liabilities and shareholders’ equity ........ccccccccccccoccccceneen ¥ 216,756 ¥ 230,253 $1,803,295

See accompanying notes to consolidated financial statements.
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Consolidated Statements of | ncome

Nippon Shokubai Co., Ltd. and Consolidated Subsidiaries

Y ear ended March 31,

2003 2002 2003
(Thousands of
(Millions of yen) U.S dollars)
( Note 2)
Net SAES (NOLE 15) .....coueieeieerieeierie e ¥ 163,514 ¥ 159,722 $ 1,360,349
Cost Of SAleS (NOLE 10) .....cuerveeeieierierieeeerie e s 121,666 121,819 1,012,196
(€01 o] (o) | O 41,848 37,903 348,153
Selling, general and administrative expenses (Note 10)............ 29,091 28,940 242,022
Operating income (NOtE 15) .......cccvvveeeeiiereseeeese e eeeeeneens 12,757 8,963 106,131
Other income (expenses):
Interest and dividend iNCOME .........coccvveriiiiiiiniere e 590 403 4,908
INLEIESE EXPENSE ... ettt (1,020) (1,622) (8,486)
ROYaItY INCOME ..o 622 621 5,175
Loss on devaluation of investments in Securities .................... (2,496) (3,033) (20,765)
Equity in losses of unconsolidated
subsidiaries and affiliafe€S.........covvevvviernneiinii s (828) (1,492) (6,889)
Gain on sales of property, plant and equipment ...................... 241 — 2,005
Gain on return of substitution portion of Welfare
Pension Fund Plan (NOLE 7) ......ccoceriiieiereneneeeeee e 2,834 — 23,577
Amortization of excess of cost over net assets acquired .......... (930) — (7,737)
Gain on divestitures (NOte 3) ......cccceveeveeverereere e — 2,543 —
OFhEr, NEL ... e s (1,613) (1,396) (13,418)
Income before income taxes and minority interests............. 10,157 4,987 84,501
Income taxes (Note 8):
CUITENML ..ttt 5,365 4,040 44,634
DEFEITEA ... (726) (703) (6,040)
4,639 3,337 38,594
Income before minority iNtErestsS........cocvveeeeveciecvecceesien 5,518 1,650 45,907
Minority interestsin earnings of consolidated subsidiaries.......... (2 (60) (a7
Net income (NOtE 13) .......ccvevevevererererereieieeseeeee e eaeaeaee ¥ 5516 ¥ 1590 $ 45890

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Shareholders Equity

Nippon Shokubai Co., Ltd. and Consolidated Subsidiaries

Y ear ended March 31,

2003 2002 2003
(Thousands of
(Millions of yen) U.S dollars)
( Note 2)
Common stock:
Balance at beginning and end of year .........ccccooceeeveiecceennenen, ¥ 16,529 ¥ 16,529 $ 137,512
Additional paid-in capital:
Balance at beginning and end of year ..........ccccceveevveeiiceninnen, ¥ 13,562 ¥ 13,562 $112,829
Retained earnings:
Balance at beginning of Year..........ccccovveevcenevcievcecccee, ¥ 87,686 ¥ 88,168 $ 729,501
I LS 100 (< 5,516 1,590 45,890
Cash diVIAENdS ........cooueivireiresec s (1,364) (1,364) (11,348)
Bonuses to directors and corporate auditors...........ccoeceveeieenee. (87) (86) (724)
Decrease in retained earnings resulting from
exclusion of in aconsolidated subsidiary ...........ccoccevvienuenns (99) (622) (823)
Balance at end of YEar .......cccecvevieeeeeieeeeeeeceeeeee e ¥ 91,652 ¥ 87,686 $ 762,496
Net unrealized holding gain on securities:
Balance at beginning of Year..........cccoevveeveinvcevce e, ¥ 744 ¥ — $ 6,189
Net change during the year ..., (205) 744 (1,705)
Balance at €nd Of YEA ...........ccvvevrveereeeeeeeeeeeesseese s ¥ 539 ¥ 744 $ 4484
Trandation adjustments:
Balance at beginning of Year..........cccccecvevvvieveecene e ¥ 1,727 ¥ (919) $ 14,368
Net change during the year ...........cccoevevvvccccec e, (1,259) 2,646 (10,474)
Balance at end of YEar .........ccccveveveieieieeeiceeeeee e ¥ 468 ¥ 1,727 $ 3894
Lesstreasury stock, at cost:
Balance at beginning of Year..........cccocvveeveeivcievcec e, ¥ (10 ¥ — $ (83)
Net change during the year ..., (1,443) (10) (12,005)
Balance at nd O YEAI ........c..evvecveeeeeeeeeeeeeeeee s ¥ (1,453) ¥ (10 $ (12,088)

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Nippon Shokubai Co., Ltd. and Consolidated Subsidiaries

Y ear ended March 31,

2003 2002 2003
(Thousands of
(Millions of yen) U.S dollars)
(Note 2)

Operating activities:
Income before income taxes and minority interests ..................... ¥ 10,157 ¥ 4,987 $ 84,501

Adjustments to reconcile income before income taxes and
minority interests to net cash provided by operating activities:

Depreciation and amortization ............ccccceeeerereriereneneicneneees 9,310 10,063 77,454
Increase (decrease) in accrued retirement benefits................... 1,795 (834) 14,933
Interest and dividend iNCOME.........ccccvveeieerereceeeee e (590) (403) (4,908)
INTErESt EXPENSE ....c.uieceie ettt nre e ens 1,020 1,622 8,486
Equity in losses of unconsolidated subsidiaries
AN BffilIAEES ... 828 1,492 6,889
Gain ON AIVESHITUIES .....ocveeeceeceesie e — (2,543) —
Gain on return of substitution portion of Welfare
Pension FUNd Plan ... (2,834) — (23,577)
Loss on devaluation of investments in SECUrities .........cccceeeuee. 2,496 3,033 20,765
Loss on disposal of property, plant and equipment .................. 317 477 2,637
OthEr, NEL ... e e (155) 1,111 (1,290)
Changes in operating assets and liabilities:
Notes and accounts receivable ..........ccoeveeveeeecveeecee e 2,620 3,387 21,797
101772010 1= 605 5,916 5,033
Notes and accounts payable .........ccccoeverriereneneneneneeee 3,729 (7,052) 31,023
Other current liabilities.......cccccvveeeeeieiececeeec e, (159) 152 (1,323)
1S o]0 = PSS 29,139 21,408 242,420
Interest and dividends reCaIVEd ..........coocvvveeiecvieiiciiie e 617 449 5,133
E 1= (=S o SRS (1,129) (1,886) (9,393)
Oher, NBL ... e (297) — (2,471)
INCOME TAXES PAIA ....covieesieieeeiee e (5,213) (2,703) (43,369)
Net cash provided by operating actiVities..........ccccevvvviienenenen. 23,117 17,268 192,320

Investing activities:
Proceeds from sales of short-term investments and

INVEStMENES iN SECUMTIES ......ocveeeeeese e 191 3,617 1,589
Purchases of marketable securities and investments in securities........... (3,814) (2,476) (31,730)
Purchases of property, plant and equipment ..............cocoeeieeennene. (2,858) (4,2112) (23,777)
Proceeds from sales of property, plant and equipment ................. 375 31 3,120
Increase in loans receivable ...........cccovveieeceecese e (2,361) (5,140) (19,642)
Collection of loansreceivable..........ccccecveveviveeieie e 544 668 4,526
(@107 G = (828) (667) (6,889)
Net cash used in investing activities ..........cccccceveevevecciece s, (8,751) (8,178) (72,803)
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Y ear ended March 31,

2003 2002 2003
o (Thousands of
(Millions of yen) U.S dollars)
(Note 2)
Financing activities:
(Decrease) increase in short-term bank loans, net ........................ (568) 2,799 (4,725)
Proceeds from long-term debt ..........ccooeveiiiiiiiiiiece 2,050 13,672 17,055
Repayment of long-term debt .........cccovvvveeieiiiecee e, (9,620) (16,797) (80,033)
Repayment of boNnds..........ccooeeeiine i (5,000) — (41,597)
Cash dividendS Paid .........ccoeverirererieeeee e (1,363) (1,364) (12,339)
Purchases of treasury StOCK ..........cecevvieieeiesece e (1,442) (18) (11,997)
OFher, NEL e e (13) 129 (108)
Net cash used in financing actiVities........c.cccoeeveevececcese e, (15,956) (1,579) (132,744)
Effect of exchange rate changes on cash and cash equivaents........... (274) 882 2,280
(Decrease) increase in cash and cash equivalents...........cccocceueenee. (1,864) 8,393 (15,507)
Cash and cash equivalents at beginning of year ...........ccccooeeneee. 23,151 14,806 192,604
Decrease in cash and cash equivalents resulting
from changes in number of consolidated subsidiaries.............. (70) (48) (583)
Cash and cash equivalents at end of Year...........ccoveerveerrererriennns ¥21,217 ¥23,151 $176,514

See accompanying notes to consolidated financial statements.
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Notesto Consolidated Financial Statements

Nippon Shokubai Co., Ltd. and Consolidated Subsidiaries
March 31, 2003

1. Summary of Significant Accounting Policies
(@) Basisof Presentation

Nippon Shokubai Co., Ltd. (the “Company”) and its
domestic consolidated subsidiaries maintain their
accounts and records in accordance with accounting
principles and practices generally accepted and applied
in Japan. Itsforeign subsidiaries maintain their accounts
in conformity with the requirements of their countries of
domicile. The accompanying consolidated financial
statements have been compiled from the consolidated
financial statements prepared by the Company asrequired
by the Securities and Exchange Law of Japan, which may
differ in certain material respects from accounting
principles and practices generally accepted in countries
and jurisdictions other than Japan.

Certain reclassifications of previously reported
amounts have been made to conform the consolidated
financial statements for the year ended March 31, 2002
to the 2003 presentation. Such reclassifications had no

effect on consolidated net income or shareholders’ equity.

(b) Basisof Consolidation

The accompanying consolidated financial statements
include the accounts of the Company and its significant
subsidiaries. All significant intercompany items have
been eliminated in consolidation.

Theforeign consolidated subsidiaries are consolidated
on the basis of fiscal periods ending December 31, which
differs from the balance sheet date of the Company. As
aresult, adjustments have been made for any significant
intercompany transactions which took place during the
period between the year ends of these foreign
consolidated subsidiaries and the year end of the
Company.

Investments in an unconsolidated subsidiary and
significant affiliates are stated at cost plus equity in their
undistributed earnings or losses. Consolidated net income
includes the Company’ s equity in the current net income
or loss of such companies after the elimination of
unrealized intercompany profits.

Investments in unconsolidated subsidiaries and
affiliates not accounted for by the equity method are
carried at cost.

The excess of cost over underlying net assets at the
date of acquisition isamortized over aperiod of fiveyears
on a straight-line basis, except that immaterial amounts

are charged to income as incurred.
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(c)  Foreign Currency Translation

The financial statements of the foreign consolidated
subsidiariesaretrand ated into yen at the rates of exchange
in effect at the balance sheet date except that the
components of shareholders’ equity aretrandated at their
historical exchange rates. Translation differences
resulting from translating the financial statements of the
foreign consolidated subsidiaries are not included in the
determination of net income but are reported astrandation
adjustments in a separate component of shareholders’
equity and minority interests in the consolidated balance
sheets at March 31, 2003 and 2002.

Revenue and expense items arising from transactions
denominated in foreign currencies are generally translated
into yen at the ratesin effect at the respective transaction

dates.

(d) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand
and in banks and other highly liquid investments with
maturities of three months or less when purchased.

(e) Inventories

Inventories of the Company and its consolidated
subsidiaries are stated principally at the lower of cost or
market, cost being determined by the moving average

method.

()] Property, Plant and Equipment

Property, plant and equipment is stated on the basis
of cost. Depreciation is computed principally by the
declining-balance method over the estimated useful lives
of the respective assets, except that the foreign
consolidated subsidiaries compute depreciation by the
straight-line method over the estimated useful lives of

the respective assets.

(9) L eases

Non-cancelable leases of the Company and its
domestic consolidated subsidiaries are accounted for as
operating leases (whether such leases are classified as
operating or finance |leases), except that |eases which
stipulate the transfer of ownership of the leased assets
to the lessee are accounted for as finance leases.
However, leases of the foreign consolidated
subsidiaries are generally classified and accounted for
as either finance or operating |eases.



(h)

(i)

@)

(k)

Investmentsin Securities

Securities are classified into three categories: trading
securities, held-to-maturity debt securities and other
securities.

Trading securities, consisting of debt and marketable
equity securities, are carried at fair value. Gain and loss,
both realized and unrealized, are charged to income.
Held-to-maturity debt securities are carried at amortized
cost. Marketable securities classified as other securities
are carried at fair value, with any changes in unrealized
holding gain or loss, net of the applicable income taxes,
reported as a separate component of shareholders' equity.
Non-marketable securities classified as other securities
are carried at cost. Cost of securities sold is determined

by the moving average method.

Resear ch and Development Costs and Computer
Software

Research and devel opment costs are charged to
income when incurred.

Expenditures relating to the development of computer
software intended for internal use are charged to income
as incurred, except if these are deemed to contribute to
the generation of future income or cost savings. Such
expenditures are capitalized as assets and amortized by
the straight-line method over their useful lives, generally

aperiod of 5 years.

Income Taxes

Income taxes are calculated based on taxable
income and charged to income on an accrual basis.
Deferred income tax assets and liabilities are computed
based on the temporary differences between the
financial reporting and tax bases of the assets and
liabilities which will result in taxable or deductible
amountsin the future. The calculation of deferred
income tax assets and liabilities is based on the enacted
tax laws.

Retirement Benefits

The Company’s employees are covered by an
employees’ retirement benefit plan and an employees
pension plan. The employees’ retirement benefit plan
providesfor lump-sum payments determined by reference
to their basic salary, years of service and certain other
factors. The domestic consolidated subsidiaries have
either unfunded employees' retirement benefit plans and/
or pension plans which are noncontributory and funded
and which cover substantially all their employees. These

plans provide for lump-sum payments and/or annuity
payments payable upon termination of employment

Accrued retirement benefits for employees at March
31, 2003 and 2002 have been provided mainly at amounts
calculated based on the retirement benefit obligation and
the fair value of the pension plan assets as adjusted for
unrecognized actuarial gain or 10ss and unrecognized
prior service cost.

Prior service cost is amortized principally by the
straight-line method over 5 years, which is within the
estimated average remaining years of service of the
eligible employees.

Actuarial gain or loss is amortized in the year
following the year in which the gain or lossis recognized
principally by the straight-line method over 10 years,
which is within the estimated average remaining years
of service of the eligible employees.

In addition, directors and corporate auditors of the
Company and certain consolidated subsidiaries are
customarily entitled to lump-sum payments under their
respective unfunded retirement benefit plans. The
provision for retirement benefits for these officers has

been made at an estimated amount.

Accounting Standard for Treasury Stock and
Reduction of Legal Reserves

Effective April 1, 2002, the Company adopted
“Accounting Standard for Treasury Stock and
Reduction of Legal Reserves’ (Accounting Standard
No. 1). The effect of the adoption of this new standard
was to increase income before income taxes and
minority interests for the year ended March 31, 2003
by ¥152 million ($1,265 thousand) from the amount
which would have been recorded under the method
applied in the previous year.

(m) Appropriation of Retained Earnings

Under the Commercial Code of Japan, the
appropriation of retained earnings with respect to a
given financial period is made by resolution of the
shareholders at a general meeting held subsequent to
the close of the financial period. The accounts for that
period do not, therefore, reflect such appropriations
(see Note 16).
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2.

U.S. Dollar Amounts

The translation of yen amountsinto U.S. dollar
amounts is included solely for convenience, as a
matter of arithmetic computation only, at the rate of
¥120.2 = U.S.$1.00, the approximate rate of exchange
in effect on March 31, 2003. This translation should
not be construed as a representation that yen have
been, could have been, or could in the future be,
converted into U.S. dollars at the above or any other
rate.

e

Divestituresand Acquisition

In November 2001, the Company sold its Methy!|
Methacrylete Monomer Business (“MMA Monomer
Business’) to Sumitomo Chemical Co., Ltd.

(“ Sumitomo Chemical”) under the terms of abasic
agreement to integrate each company’s acrylic acid
and MMA Monomer Business into the Company and
Sumitomo Chemical, respectively. Asaresult of this
transaction, the Company recorded gain of ¥2,543
million. The components of the sale of the MMA

Monomer Business consisted of the sale of a certain
portion of the Company’ sinterest in Nihon Methacryl
Monomer Co., Ltd. and the sale of all shares of the
Company’sinterest in Singapore MMA Monomer Pte
Ltd. (*Singapore MMA”) as well asthe MMA
Monomer Businesses.

4. |nvestmentsin Securities
Marketable securities classified as other securities at March 31, 2003 and 2002 are summearized as follows;

2003
(Millions of yen) (Thousands of U.S. dollars)
Book value Book value
(Fair market  Unrealized (Fair market  Unrealized
Cost value) gain (loss) Cost value) gain (loss)
Securities whose fair
market value exceeds their cost:

Equity securities.............. ¥ 4,280 ¥ 6,308 ¥ 2,028 $ 35,607 $ 52,479 $ 16,872
Subtotal ... 4,280 6,308 2,028 35,607 52,479 16,872
Securities whose cost

exceeds their fair market value:

Equity securities.............. 4,082 2,992 (1,090) 33,960 24,892 (9,068)
Subtotal .. 4,082 2,992 (2,090) 33,960 24,892 (9,068)
LI = ¥ 8,362 ¥ 9,300 ¥ 938 $ 69,567 $ 77,371 $ 7,804

2002
(Millions of yen) (Thousands of U.S. dollars)
Book value Book value
(Fair market  Unrealized (Fair market  Unrealized
Cost value) gain (loss) Cost value) gain (loss)
Securities whose fair
market value exceeds their cost:

Equity securities.............. ¥ 3,135 ¥ 6,060 ¥ 2,925 $ 26,082 $ 50,416 $ 24,334
Subtotal e 3,135 6,060 2,925 26,082 50,416 24,334
Securities whose cost

exceeds their fair market value:

Equity securities.............. 8,004 6,384 (1,620) 66,589 53,111 (13,478)
Subtotal e 8,004 6,384 (1,620) 66,589 53,111 (13,478)
Total ...oeeeeeeeeee e ¥ 11,139 ¥ 12,444 ¥ 1,305 $92,671 $ 103,527 $ 10,856
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The proceeds and gross realized gains and losses on
sales of securities classified as other securities at
March 31, 2003 are as follows:

2003

(Thousands of U.S. dollars)
Gross Gross

(Millions of yen)
Gross  Gross

realized  realized realized redlized
Proceeds  gains  losses Proceeds gains  losses
¥ 209 ¥3 ¥ 88 $1,739 $25  $732

A breakdown of other securities whose market value
was not determinable at March 31, 2003 and 2002 isas
follows:

2003 2002 2003
(Millionsofyen)  ([PQeonce st
Preferred subscription
certificates ¥ 500 ¥ — $4,160
Other securities 1,094 596 9,101

5. Inventories
Inventories at March 31, 2003 and 2002 were as
follows:

2003 2002 2003
(Millions of yen) (H‘g“ggﬂgfg

Merchandise and
finished goods........ ¥10,525 ¥11,186 $ 87,562
Raw materials............. 6,801 6,496 56,581
Work in process.......... 4,795 5,715 39,892
SUpplies ... 1,647 1,677 13,702
¥23768 ¥25074 $197,737

6. Short-Term Bank Loansand Long-Term Debt
Short-term bank |oans consisted mainly of
unsecured loans. The average interest rates on the
short-term bank loans outstanding at March 31, 2003
and 2002 were 0.72%and 0.60%, respectively.
Long-term debt at March 31, 2003 and 2002
consisted of the following:

2003 2002 2003
(Millions of yen) (thud’ﬁﬂgfg

1.425% unsecured bonds

due November 2002 ................ ¥ — ¥5000 $ —
1.85% unsecured bonds due

November 2004 ..........ccoeuene. 5,000 5,000 41,597
Unsecured loans from banks

and insurance companies,

payablein yen, at rates

from 1.02% to

2.60%, due through 2006 ........ 6,423 10,838 53,436
Unsecured |oans from banks,

payablein U.S. dollars,

at rates from 2.10% to

3.75%, due through 2009 ........ 16,957 17,930 141,074
Unsecured |oans from banks,

payablein Euro, at rates

from 3.30% to 4.83%,

due through 2007 ............ccouennee 1,653 4,336 13,752
Sepured loans from banks and

insurance companies,

payablein yen, at rates

from 1.10% t05.60%,

due through 2008............cc....e. 2,837 3,620 23,602

Subtotal .......ccoeeeeieiiee 32,870 46,724 273,461
Less current portion ............c..... (8493) (14,101) (70,657)
TOtaA e ¥24. 377 ¥32,623 $202,804

The aggregate annual maturities of long-term debt
subsequent to March 31, 2003 are summarized bel ow:

. L (Thousands of

Year ending March 31,  (Millions of yen) U.S dollars)
2004 ..o, ¥ 8,493 $ 70,657
2005 .....ccoieiieieiernenns 10,820 90,017
2200 4,128 34,343
L0 0 AR 3,676 30,582
2008 and thereafter ... SNI5E 47,862
¥ 32,870 $ 273,461
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Assets pledged as collateral for long-term debt,
including the current portion thereof, and accounts and
notes payable at March 31, 2003 and 2002 were as

The assumptions used in accounting for the defined
benefit plans for the years ended March 31, 2003 and
2002 were asfollows:

follows:
2003 2002 2003
. (Thousands of
(Millions of yen) US. dollars)

Time deposits ........ccccoene. ¥ 38 ¥ 8 $ 316
[ o 745 1,015 6,198
Buildings and structures..... 714 877 5,940
Machinery and equipment .. — 865 —
Investmentsin securities.... 2,357 2,316 19,609
Other assets .....cccovvvvreeienens — 2 —
¥3854 ¥5160 $32,063

7. Retirement Benefits

The following table sets forth the funded and
accrued status of the plans and the amounts recognized
in the consolidated balance sheets at March 31, 2003
and 2002 for the Company’ s and the consolidated

subsidiaries’ defined benefit plans:

2003 2002 2003
(Millions of yen) (ahgugﬁﬂgfs‘;f

Retirement benefit

obligation at end of year ......... ¥(29,827) ¥(41,224) §(248,145)
Fair value of plan assets

aend of year .....cooevvcvvevreirnnniens 15,590 25,203 129,700
Unfunded retirement

benefit obligation ............c........ (14,237)  (16,021) (118,445)
Unrecognized actuaria loss........ 9,925 9,885 82,571
Unrecognized past service cost .... (726) (2,038) (6,040)
Net retirement benefit obligation ~ (5,038) (8,174)  (41914)
Prepaid pension Cost ...........eeeenn. 2,073 7 17,246
Accrued retirement benefits ....... ¥ (7,111) ¥ (8,181) $(59,160)

The components of retirement benefit expenses
for the years ended March 31, 2003 and 2002 are

outlined as follows:

2003 2002 2003
(Millions of yen) (ahgujgﬂgﬁg

SErViCe COSt ..vuvvrerrrierrerrene ¥1,947 ¥1635 $16,198
Interest Cost ......ccoeeeevvevveeenns 994 1,192 8,269
Expected return on plan assets ... (912 (939) (7,587)
Amortization:

Past service cost.................. (500) (372) (4,160)

Actuarial [0SS.........cceureneee. 997 276 8,295
Retirement benefit expenses... ¥2526 ¥1,792 $21,015
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2003 2002
Discount rate ...........cceeee. Principally 2.6%  Principally 2.6%
Expected rate of return on
plan assets ........ccocveeee Principally 4.5%  Principally 4.5%

On February 17, 2003, the Company received
approval from the Minister of Health, Labor and
Welfare with respect to its application for exemption
from the obligation for benefits related to future
employee services under the substitutional portion of
Welfare Pension Fund Plan (WPFP). In accordance
with the transitional provision stipulated in *Practical
Guidelines for Accounting for Retirement Benefits,”
the Company accounted for the separation of the
substitutional portion of the benefit obligation from
the corporate portion of the benefit obligation under its
WPFP as of the date of approval of its exemption
assuming that the transfer to the Japanese government
of the substitutional portion of the benefit obligation
and related pension plan assets had been completed as
of that date. Asaresult, they recognized a gain of
¥2,834 million ($23,577 thousand) for the year ended
March 31, 2003. The pension assets which are to be
transferred were calculated at ¥6,596 million ($54,875
thousand) at March 31, 2003.

. Income Taxes

Income taxes applicable to the Company and its
domestic consolidated subsidiaries consist of
corporation, inhabitants’ and enterprise taxes. The
statutory tax rate in Japan for the years ended March
31, 2003 and 2002 was, in the aggregate,
approximately 42.0%. The effective tax rates reflected
in the consolidated statements of income for the years
ended March 31, 2003 and 2002 differed from the
above statutory tax rate for the following reasons:



2003 2002
Statutory taX rate ........coceveerevererecuennns 42.0% 42.0%
Effect of:
Loss on amortization of excess of
cost over net assets acquired .......... 45 —
Equity in losses of an unconsoli-
dated subsidiary and affiliates...... — 12.6
Permanently nondeductible
EXPENSES ....veeerereeieieieeseseeaeeeees 1.2 25
Permanently nontaxable
dividendsreceived ..........ccovuninnee (1.7 (4.3
Valuation allowance...........cccoveuenee. — 310
Decrease in vauation alowance...... (3.3 —
Gain on sale of investment in a
subsidiary accounted for by the
equity method ........cccoevvevneevireinne — (19.9)
Enacted changein tax rate................ 0.7 —
Other, Net .....o.coveeereereereees 2.3 3.0
Effectivetax rates ........covevvrevererreenns 45.7% 66.9%

On March 31, 2003, Cabinet Order No. 9 entitled
“Reform of a Portion of Local Tax Law” was issued
and this reform will apply to fiscal years beginning
after April 1, 2004. Asaresult of thisreform, the
statutory tax rate to be used for the cal culation of
deferred income taxes concerning temporary differ-
ences which are expected to be realized or settled after
April 1, 2004 will be changed. The effect of this
change in rate decreased deferred tax assets by ¥66
million ($549 thousand), net of deferred tax liabilities,
and increased income taxes — deferred and unrealized
holding gain on securities by ¥70 million ($582
thousand) and ¥3 million ($25 thousand), respectively,
as compared with the corresponding amounts cal cu-
lated at the statutory tax rate used in effect at March
31, 2003 and for the year ended March 31, 2003.

Deferred income taxes reflect the net tax effect of
the temporary differences between the carrying amounts
of the assets and liabilities calculated for financial
reporting purposes and the corresponding tax bases
reported for income tax purposes. The significant
components of the deferred tax assets and liabilities of
the Company and its consolidated subsidiaries at March
31, 2003 and 2002 are summarized as follows:

2003 2002 2003

(Millionsof yen) &
Deferred tax assets:
Accrued retirement benefits....... ¥1,098 ¥2,160 $ 9,135
Intercompany profit on
inventories and property,
plant and equipment............. 1,018 792 8,469
Tax loss carryforwards............. 894 — 7,438
Reserve for repairs...........c..... 804 1,160 6,689
Depreciation and
amortization ...........ccceveveeeenes 495 502 4,118
Accrued employees' bonuses.. 658 508 5474
Impairment of investments
in securities and other .......... 2,449 1,491 20,374
Accrued enterprise tax............. 302 243 2,512
(0]111 SR 1,084 919 9,019
SUBLOtAl ..o 8,802 1,775 73,228
Less: Valuation alowance ...... (710) (1,055  (5,907)
Total deferred tax assets ............ 8,092 6,720 67,321
Deferred tax liahilities:
Equity in earnings of aforeign
AfIlAtes ..o (729) — (6,065)
Net unrealized holding gain
ON SECUMLIES ....cvvvereciries (390) (546)  (3,245)
Depreciation and
amortization ..........coeeeeeenee. (569) (546)  (4,734)
Deferred capital gain
ON PrOPENtY ..ocvvvvvreieerrierinas (355) (362)  (2,953)
Reserve for depreciation for
tax PUrPOSES .....covvrevererenss (182) (228)  (1,514)
(0]111 SR (75) (170) (624)
Total deferred tax lighilities....... (2,300) (1,852) (19,135)
Net deferred tax assets............... ¥5792  ¥4,868  $48,186

9. Additional Paid-in Capital and Retained

Earnings

On October 1, 2001, an amendment (the
“Amendment”) to the Commercial Code of Japan (the
“Code”) went into effect. The Amendment eliminates
the stated par value of the Company’s outstanding
shares, which resulted in all outstanding shares having
no par value as of October 1, 2001. The Amendment
also provides that all share issuances after September
30, 2001 will be of shares without par value. Prior to
the date on which the Amendment went into effect, the
Company’ s shares had a par value of ¥50.

The Code provides that an amount equal to at least
10% of the amounts to be disbursed as distributions of
earnings be appropriated to the legal reserve until the
sum of the legal reserve and additional paid-in capital
equals 25% of the common stock account. The Code
also stipulates that, to the extent that the sum of the
additional paid-in capital account and the legal reserve
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exceeds 25% of the common stock account, the amount
of any such excessis available for appropriation by

resolution of the shareholders.

10. Research and Development Costs

Research and devel opment costs included in cost of
sales and selling, general and administrative expenses
for the years ended March 31, 2003 and 2002 totaled
¥9,233 million ($76,814 thousand) and ¥9,173 million,
respectively.

11. Leases

The following pro forma amounts represent the
acquisition costs (including the interest portion),
accumulated depreciation and net book value of the
leased assets as of March 31, 2003 and 2002, which
would have been reflected in the balance sheets if
finance lease accounting had been applied to the
finance leases currently accounted for as operating
|eases:

Yearsending March 31,  (Millionsof yen) (Thousands of

U.S dollars)
2004 ..o, ¥116 $ 965
2005 and theredfter .................... 179 1,489
¥295 $2,454

12. Contingent Liabilities

At March 31, 2003, the Company and one consoli-
dated subsidiary were contingently liable as guarantors
of indebtedness of affiliates, the Company’ s employees
and other in the aggregate amount of ¥2,381 million
($19,808 thousand).

In addition, at March 31, 2003, the Company and its
consolidated subsidiaries had contingent liabilitiesarising
from notes discounted by banks and notes endorsed in

the aggregate amount of ¥873 million ($7,263 thousand).

13. Amounts Per Share

2003 2002 2003
(Millions of yen) (ﬂ_‘guggﬂgfg
Machinery, equipment and software:
Acquisition costs.............. ¥607 ¥871 $5,050
Accumulated depreciation ...  (312) (521) (2,596)
Net book value.................. ¥295 ¥350 $2,454

L ease payments relating to finance leases ac-
counted for as operating leases amounted to ¥179
million ($1,489 thousand) and ¥188 million for the
years ended March 31, 2003 and 2002, respectively.
Depreciation of the |eased assets calculated by the
straight-line method over the respective lease terms
amounted to ¥179 million ($1,489 thousand) and ¥188
million for the years ended March 31, 2003 and 2002,
respectively.

Future minimum lease payments (including the
interest portion thereon) subsequent to March 31, 2003
for finance leases accounted for as operating leases are
summarized as follows:
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2003 2002 2003

(yen) (U.S dollars)
Net income................... ¥ 2797 ¥ 816 $0.23
Cash dividends............. 7.00 7.00 0.06
Net assets.......cccceeneee. 631.12 617.05 5,25

The computation of net income per share is based
on the weighted average number of shares of common
stock outstanding during each year.

Cash dividends per share represent the cash
dividends declared as applicable to the respective years
together with the interim cash dividends paid.

Net assets per share are based on the number of
shares outstanding at the respective balance sheet
dates.

Effective April 1, 2002, the Company adopted
Financial Accounting Standard No. 2, “Accounting
Standards for Earnings per Share”, and Financial
Accounting Standard |mplementation Guidance No. 4,
“Implementation Guidance for Accounting Standard
for Earnings per Share,” which were issued by the
Accounting Standards Board of Japan.

The basic financial data for the computation of
basic net income per share based on the above a
standard for the year ended March 31, 2003 is as
follows:



(Millionsof yen) ~ (Thousands of

U.S dollars)

NEELINCOME ....vvvvvvverrevvresssssssssssssennns ¥ 5516 $ 45,890
Deduction from net income:

Bonuses to directors and

COrporate aUAItors ..........eervernnnee. (87) (724)

Adjusted net income attributed to

COMMON SEOCK vvvvvvvevrrrrveveesssaaeenns ¥ 5,428 $ 45,166
Weighted average number of shares

of common stock outstanding for

the current Year ..........cooeeeeneeeens 194,091 thousand shares

If the Company had adopted the new standard for
the year ended March 31, 2002, the per share amount
of net assets at March 31, 2002 and the basic net
income for the year ended March 31, 2002 would have
been ¥616.61 and ¥7.72, respectively.

14. Derivatives

Derivative financial instruments are utilized by the
Company and its consolidated subsidiaries principally
to reduce the risk of fluctuation in interest rates and
foreign exchange rates. The Company has established
acontrol environment which includes policies and
procedures for risk assessment and for the approval,
reporting and monitoring of transactions involving
derivatives. The Company and its consolidated
subsidiaries do not hold or issue derivatives for
speculative trading purposes.

The Company and its consolidated subsidiaries are
exposed to certain market risks arising from forward

foreign exchange contracts and interest-rate swaps.
The Company and its consolidated subsidiaries are also
exposed to the risk of credit loss in the event of
nonperformance by the counterparties to these forward
foreign exchange contracts and interest-rate swap
contracts; however, the Company and its consolidated
subsidiaries do not anticipate nonperformance by any
of the counterparties, all of whom are financial
institutions with high credit ratings.

At March 31, 2003, one consolidated subsidiary
had open interest-rate swap positions. The total value
of these positions, however, was immaterial.

15. Segment Information

The Company and its consolidated subsidiaries are
primarily engaged in the manufacture and sales of
products in Japan and overseas in the following
business segment: business in the chemicals segments
conducted principally by the Company.

Business Segments
The business segment information for the Company
and its consolidated subsidiaries for the years ended
March 31, 2003 and 2002 is outlined as follows:

Year ended March 31, 2003

Chemicals  Other Total Elimi- Consoli-
nations or dated
cor por ate

(Millions of yen)
|. Salesand operating income
Salesto third Parties .........cocecevevriereiseneesereeeee ¥161,124  ¥2,390 ¥163,514 ¥ —  ¥163,514
Intergroup sales and transfers..........cccoovvveeerineeene, — 8,407 8,407 (8,407) —
TOtaAl SACS ...t 161,124 10,797 171,921 (8,407) 163,514
Operating EXPENSES........cereerrerieiesie e 148,922 10,254 159,176 (8,419) 150,757
Operating iNCOME ......ccooueereirienieereee e ¥ 12202 ¥ 543 ¥ 12745 ¥ 12 ¥ 12,757
Il. Assets, depreciation and capital expenditures
TOtAl BSSELS .. ¥191,951 ¥4,782 ¥196,733 ¥20,023  ¥216,756
Depreciation and amortization ............ccoceeeeeverienene 9,664 185 9,849 47 9,896
Capital expenditures ............cooeveieernenenenesee e 4,544 104 4,643 — 4,643
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Y ear ended March 31, 2002

Chemicals Other Total Elimi- Consoli-
nations or dated
corporate

L (Millions of yen)
|. Salesand operating income
Salesto third parties .......cccocevevevcevcecevceeeee s ¥157,894 ¥1,828 ¥159,722 ¥ —  ¥159,722
Intergroup sales and transfers........cccocevveevenienne — 8,298 8,298 (8,298) —
Total SAES ..o 157,894 10,126 168,020 (8,298) 159,722
Operating EXPENSES ......cveverereeeereesieseeeesseeseeseens 149,525 9,548 159,073 (8,314) 150,759
Operating iNCOME .........cccvueueererieiesieeese e ¥ 8,369 ¥ 578 ¥ 8,947 ¥ 16 ¥ 8963
Il. Assets, depreciation and capital expenditures
TOtal 8SSELS.....cveeeeeeereeee e ¥194,773 ¥5,388 ¥200,161 ¥30,092  ¥230,253
Depreciation and amortization ............ccccceveeeennee. 10,340 179 10,519 49 10,568
Capital expenditures ...........ccccvevererenenieenieneenn, 5,189 59 5,248 — 5,248
Year ended March 31, 2003

Chemicals  Other Total Elimi- Consoli-
nations or dated
corpor ate

(Thousands of U.S. dollars)
|. Salesand operating income
Salestothird Parties .......ccoeveveeievesiese e $1,340,466 $19,883 $1,360,349 $ — $1,360,349
Intergroup sales and transfers..........cccocevvereriieecnen — 69,942 69,942 (69,942) —
TOtal SAES ..o 1,340,466 89,825 1,430,291 (69,942) 1,360,349
OpPErating EXPENSES.........cevveeveerereresnssesssssessssssseens 1,238,952 85,308 1,324,260 (70,042) 1,254,218
Operating iNCOME ......coveieieiereie e se e $ 101,514 $ 4517 $ 106,031 $ 100 $ 106,131
Il. Assets, depreciation and capital expenditures
TOtal @SSELS ...t $1,596,930 $39,784 $1,636,714  $166,581 $1,803,295
DEPreCialion........cccvureeueiririeieirerieie s 80,399 1,539 81,938 391 82,329
Capital expenditures..........ccoeeerreenrieeneseeseseeas 37,804 865 38,669 — 38,669
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Geographical Areas

The geographical segment information for the Company and its consolidated subsidiaries for the years ended March 31,
2003 and 2002 is outlined as follows:

Y ear ended March 31, 2003

Japan Overseas Total Elimi- Consoli-
nations or dated
corporate

(Millions of yen)
. Sales and operating income
Salestothird Parties .......ceceeeeeeieeiereesere e ¥134,113 ¥29,401 ¥ 163,514 ¥ —  ¥163,514
Intergroup sales and transfers.........cooveevererenieene, 11,198 3,809 15,007 (15,007) —
TOtAl SAES ...t s 145,311 33,210 178,521 (15,007) 163,514
Operating EXPENSES.......vcvveeieeereeeeeeeeeeseeseeseeseenes 133,876 32,247 166,123 (15,366) 150,757
Operating iNCOME ......ccoveieiererene e ¥11,435 ¥ 963 ¥ 12,398 ¥ 359 ¥ 12,757
cTOtal @SSELS...viieeiieiisieerere e ¥ 155,156 ¥45723 ¥200,879 ¥15877 ¥216,756

Y ear ended March 31, 2002

Japan Over seas Total Elimi- Consoli-
nations or dated
corporate

(Millions of yen)
. Sales and operating income
Salesto third parties .........c.oceceveeerrcieneseeseseees ¥132,285  ¥27,437  ¥159,722 ¥  —  ¥159,722
Intergroup sales and transfers..........ocoeveeienevenieenens 9,827 3,699 13,526 (13,526) —
TOtal SAIES ... 142,112 31,136 173,248 (13,526) 159,722
Operating EXPENSES........ccverererereeeeiesresreseeeeseenees 133,605 31,237 164,842 (14,083) 150,759
Operating iNCOME ........ooeereirinieerieee e ¥ 8507 ¥ (101) ¥ 8,406 ¥ 557 ¥ 8963
cTOtAl @SSELS .. ¥153,872 ¥49,340  ¥203,212 ¥27,041  ¥230,253

Year ended March 31, 2003

Japan Overseas Total Elimi- Consoli-
nations or dated
corporate

L (Thousands of U.S. dollars)
. Sales and operating income

Salesto third parties .........cooecevreerreieneseeseseees $1,115,749 $244,600 $1,360,349 $ — $1,360,349
Intergroup sales and transfers.........ccooeevveneneneeenne 93,161 31,689 124,850 (124,850) —
TOtaAl SAES ..ot 1,208,910 276,289 1,485,199 (124,850) 1,360,349
Operating EXPENSES.......c.cuererueuirerierereresieneseseeseesesnenes 1,113,777 268,277 1,382,054 (127,836) 1,254,218
Operating iNCOME ........ccoviereeuiriririeeresieie s $ 95133 $ 8012 $ 103,145 $ 2986 $ 106,131
cTOtAl @SSELS .. $1,290,816 $380,391 $1,671,207 $132,088 $1,803,295
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Overseas Sales

Overseas sales, which include export sales of the Company and the domestic consolidated subsidiaries and sales (other
than exports to Japan) of the foreign consolidated subsidiaries, for the years ended March 31, 2003 and 2002 are summa-
rized asfollows:

Year ended March 31, 2003

Asia Europe America Other Total
(Millions of yen)
OVErSEaS SAIES ....ooveeeecieeie ettt ¥25212  ¥23,567 ¥15,053 ¥3,374 ¥67,206
Overseas sales as a percentage of consolidated
NELSAIES ...oviceeceecie e 15.4% 14.4% 9.2% 2.1% 41.1%
Y ear ended March 31, 2002
Asia Europe America Other Total
(Millions of yen)
OVErSEAS SAIES ....ooveieeecieeite ettt sne e ¥20,774  ¥18,669 ¥17,214 ¥4,046 ¥60,703
Overseas sales as a percentage of consolidated
NEL SAIES .vovieievieieie e 13.0% 11.7% 10.8% 2.5% 38.0%
Year ended March 31, 2003
Asia Europe America Other Total
(Thousands of U.S. dollars)
OVErSEAS SAIES ....eocveieeeiteeite ettt st sne e $209,750 $196,065 $125,233  $28,070 $559,118
16. Subseq uent Event (Millions  (Thousands of
Thefollowing appropriations of retained earnings of of yen) U5 dollars)
) ; Cash dividends (¥3.50 = $ 0.03
the Company, which hav enot been reflected inthe per share) ( ............................... ¥672 $5,591
accompanying consolidated financial statements for the Bonuses to directors and corporate
year ended March 31, 2003, were approved at a share- F=100 110 = 77 640
holders' meeting held on June 24, 2003: ¥749 $6,231
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Board of Directors 4‘ President

Division
— Internal Audit Office
—— ERP Development

—— Information System Office

| Corporate Planning

——| Administration

Corporate
Management Committee

| Finance & Accounting

———| Production

Board of Corporate Auditors

—— Research & Development

| Ethylene Oxide Business

| Acrylic Business

| Fine & Specialty Chemicals Business

I
I
I
I
—— New Business Planning |
I
I
I
I
I

| Environment Business & Catalysts

—— Resins Business Office

Corporate Auditor

Auditor’s Office

- Logistics Center

| Kawasaki Plant |
| Himgji Plant |
- suitaPlant
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Consolidated Subsidiaries and Affiliates

Paid-in Equity o ) _
Name Capital  Ownership Principal Business President
(millions) (%)

Nippoh Chemicals Co., Ld.* YBLT 61O e o s Ttsuhito Matsuda

Nippon Polyester Co., L td.* va0 o3  Mawfacreand sale of INENC v oo zumi Ozawa

Nisshoku Butsuryu Co., Ltd.* ¥100 100 Transport Wataru Makii
Manufacture and sale of stabilizer

Tokyo Fine Chemical Co., Ltd.* ¥80 66.9 of vinyl chloride resin and Kazumi Fukuyasu
anti-freeze

Chugoku Kako Co., Ltd.* ¥75 747  Manfacture and sde of adhesivetape ¢, ogana

Shinritsu Co., Ltd.* ¥40 73.1 Sale of chemical products Masayoshi Sugimoto
Manufacture and sale of super-

NA Industries, Inc.* UssLs2srr 1000  bsorbentpolymers | Katsumi Uchida
development

Nippon Shokubai (Asia) Pte. Ltd.* S$0.3 100.0  Saleof chemical products Takeshi Sano

Nippon Shokubai Europe N.V.* EUR27 1000 gg’;&;@ﬁn&‘{‘gﬁgi Keishi Tsuboi

PT. Nippon Shokubai Indonesia? ~~ USS120 937 bt o i caoe o Takashi Onishi
Manufacture and sale of

Nihon Jyoryu Kogyo Co., Ltd. ¥00 46,5  anthraguinone, carbozole, and Takakiyo Goto
their derivatives

ICT Co., Ltd. ¥320 50.0  Saleof automobile exhaust catalyst Y ojiro Takahashi

Nihon Polymer Ind. Co., Ltd. ¥100 50.0 (l\ellmaglusfigcr:lt:re and sale of acrylic Tadahiro Y oneda

Nisshoku Schenectady Kagaku, Inc. ¥40 45.0 \'\,Aa?ﬂf ;matrhxéee;agjneslale of insulating Norio Matsui

International Catalyst Technology, Inc. Uss$7.4 50.0 Manufacture and sale of auto- W. Staron

mobile exhaust catalyst

* Included in consolidation

(as of June 30, 2003)

American Acryl NA LLC, and American Acryl L.P., are consolidated into NA Industries, Inc. by the equity method.
** The unit of thisitem only is thousands of dollars.
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Directory

HEAD OFFICES LABORATORIES
Osaka Office Srategic Technology Research Center
Kogin Bldg. 5-8 Nishi Otabi-cho, Suita
4-1-1 Koraibashi, Chuo-ku Osaka 564-8512, Japan
Osaka 541-0043, Japan
Telephone: 81-6-6223-9111 Performance Chemicals & Materials Research
Facsimile: 81-6-6201-3716 Center
5-8 Nishi Otabi-cho, Suita
Tokyo Office Osaka 564-8512, Japan
Hibiya Dai Bldg.
1-2-2 Uchisaiwai-cho, Chiyoda-ku Polymers Research Center
Tokyo 100-0011, Japan 5-8 Nishi Otabi-cho, Suita
Telephone: 81-3-3506-7475 Osaka 564-8512, Japan
Facsimile: 81-3-3506-7598
Catalysts Research Center
PLANTS 992-1 Aza Nishioki Okihama, Aboshi-ku
Kawasaki Chidori Plant Himeji, Hyogo 671-1292, Japan
14-1 Chidori-cho, Kawasaki-ku
Kawasaki, Kanagawa 210-0865, Japan Process Technology Center
992-1 Aza Nishioki Okihama, Aboshi-ku
Kawasaki Ukishima Plant Himeji, Hyogo 671-1292, Japan
10-12 Ukishima-cho, Kawasaki-ku
Kawasaki, Kanagawa 210-0862, Japan Environmental Engineering and Research Center
992-1 Aza Nishioki Okihama, Aboshi-ku
Himeji Plant Himeji, Hyogo 671-1292, Japan
992-1 Aza Nishioki Okihama, Aboshi-ku
Himeji, Hyogo 671-1282, Japan Superabsorbent Polymers Research Center
992-1 Aza Nishioki Okihama, Aboshi-ku
Ehime Plant Himeji, Hyogo 671-1292, Japan
5-1 Soubiraki-cho, Niihama, Ehime
792-8521, Japan OVERSEAS COMPANIES
NA Industries, Inc.
Suita Plant 2651 Riverport Road
5-8 Nishi Otabi-cho, Suita Chattanooga, TN 37406, U.S.A.
Osaka 564-0034, Japan (P.O. Box 5407)

Telephone: 1-423-624-6496
Facsimile: 1-423-629-0531

NIPPON SHOKUBAI (ASIA) PTE LTD
138 Cecil Street, #05-04

Cecil Court, Singapore 069538
Telephone: 65-6-225-6313

Facsimile: 65-6-225-0969

NIPPON SHOKUBAI EUROPE N.V.
Haven 1053, Nieuwe Weg 1, B-2070
Zwijndrecht, Belgium

Telephone: 32-3-250-3705
Facsimile: 32-3-250-3712

PT. NIPPON SHOKUBAI INDONES A
Kawasan Industri Panca Pun

J.Raya Anyer Km.122

Ciwandan Cilegon 42447 Bantan, Indonesia
Telephone: 62-254-600660

Facsimile: 62-254-600657



NIPPON SHOKUBAI CO., LTD.

Osaka Office

Kogin Bldg.

4-1-1 Koraibashi, Chuo-ku
Osaka 541-0043, Japan
Telephone: +81-6-6223-9111
Facsimile: +81-6-6201-3716

Tokyo Office

Hibiya Dai Bldg.

1-2-2 Uchisaiwai-cho, Chiyoda-ku
Tokyo 100-0011, Japan
Telephone: +81-3-3506-7475
Facsimile: +81-3-3506-7598

URL: http://www.shokubai.co.jp

NIPPON
SHOKUBAI




