


Showa GCorporation manufactures and markets high-precision components for transport vehicles, including shock absorbers, power steering
and drive-train system components for automobiles and boats. The Company is the world’s leading maker of shock absorbers for
automobiles and motorcycles and of hydraulic components for boats.

Established in 1938, the Company began production of automotive parts in 1946, and in 1970 it became an affiliate of Honda Motor Co.,
Ltd., a leading manufacturer of automobiles and motorcycles. The Company was renamed Showa Corporation in 1993, when it merged with
Seiki Giken Kogyo Co., Ltd., a power steering manufacturer. Showa was listed on the Second Section of the Tokyo Stock Exchange (TSE) in
1964 and on the TSE First Section in 1985.

Headquartered in Saitama Prefecture, Showa has established a domestic manufacturing base comprising five plants, three research and
development laboratories and one consolidated subsidiary. The Company’s global business network comprises 30 operational bases in Japan
and 16 other nations, including six consolidated subsidiaries overseas.

Showa Corporation’s business activities revolve around customer satisfaction, as shown by its credo “Responding to customer needs by
providing the highest-quality products and best production.” At the same time, the Company strives to maintain its forward-looking stance
and encourage continuing innovation in technology and corporate management.

Showa Corporation is equally concerned about environmental preservation for the benefit of future generations. To this end, it actively
supports a range of environmental initiatives, especially in its product offerings and corporate activities.

Showa Corporation and its Group members in 16 nations around the globe embrace wholeheartedly the Company's business philosophy
described above, and the entire Showa Group is working all-out to expand its business, with the goal of bringing more benefits to its
customers and shareholders, as well as to the communities and society in which it operates.
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Financial and Operating Highlights

Years ended 31st March, 2000 and 2001

Financial Highlights

Thousands of

Millions of yen U.S. dollars
(except where noted) (except where noted)
2000 2001 2001
NEE SAIES ...t e ¥133,719 ¥154,726 $1,248,797
(@1 -1 1T oo [ [ole] 141 SRR 6,210 7,867 63,494
Income before income taxes and MINOrity INtErestS .........cccoccvevviriieniiiiiiice e 4,529 5,810 46,892
Net income 2,353 3,329 26,868
Cash dividends paid during the Period ..........ccceeiiiiiiiiiiiieeeee e 546 546 4,406
TOUAI BSSEIS ...eieieiiiie ettt ettt et e e st e e s h et e et e e e e b b e e e anr e e e aaneeearree et 96,060 97,164 784,213
Shar€hOIdEIS" EQUILY ....coiiiiiiiiiiie ittt e e s e e st e e saba e e e iaeas 40,462 42,718 344,778
(D=7 o] (=Tt = Vi (o] o RO PRI 6,920 6,706 54,124
Capital EXPENTITUIES ......ccuiiiiieiiiiiei ettt 5,314 5,697 45,980
NEt INCOME (DASIC) ... eeeeiiiii ettt et e be e e s b e e s nneeean ¥ 34.43 ¥ 48.72 $ 0.39
Net iNCOME (AIMULE)......cceiiiiiie e 29.99 43.07 0.34
CaSH QIVIHENAS ...ttt 8.00 9.00 0.07
Shareholders’ EQUILY .......cc.uiiiieiii it 592.08 625.09 5.04

Operating Highlights

Thousands of
U.S. dollars

Millions of yen (except where noted)
BY BUSINESS SEGMENT 2000 2001 2001
MOLOr VERICIE PAITS ....oiiiiiieeie ettt e st e et e et eeaneeee s ¥126,394 ¥149,216 $1,204,326
L= g Ta TN o] o T L8 od £ SRRSO 5,796 4,715 38,054
Other products... 1,528 793 6,400
LI = L PP PP PP OPPPPPOPPPPTOt ¥133,719 ¥154,726 $1,248,797

Thousands of
U.S. dollars

Millions of yen (except where noted)
BY GEOGRAPHICAL REGION 2000 2001 2001
ST o= 1 IO PP PP PP PPTPPPPPP ¥ 83,438 ¥ 89,915 $ 725,706
35,869 48,344 390,185
14,412 16,466 132,897
¥133,719 ¥154,726 $1,248,797

Throughout this report, U.S. dollars amounts represent translation of Japanese yen, for convenience only, at the rate of ¥123.90=U.S.$1.
The breakdown by geographic region is based on the degree of proximity to the geographic region.
* Major countries or regions that fall under a category other than “Japan” are the following:

North America: United States, Canada

Other regions: Europe, South America, Southeast Asia



During fiscal 2001, ended 31st March, 2001, the Japanese econ-
omy showed signs of a gradual turnaround, driven primarily by
the corporate sector, which enjoyed an improvement in corpo-
rate earnings and capital investment. Nevertheless, the continu-
ing harsh job market, coupled with stagnant individual consump-
tion, caused the nation’s economy to remain depressed. While
the U.S. economy began to lose steam in the latter half of the
term, the economies of the major European countries remained
generally strong, while Asian economies continued on their path
to recovery.

In this operating environment, the Showa Group redoubled
its efforts to boost sales. Our activities included the launch of
new products for use in new automobile models as well as an
organizational reform, which entailed integrating organizational
functions by transforming our system from a business-based
structure to a function-based headquarters structure. In this
way, we can maximize our comprehensive capabilities while

further raising operational efficiency.

The Group also implemented a variety of programs to
streamline its cost structure and bolster product competitive-
ness, and began production of new models simultaneously at
several manufacturing bases throughout the world. In addition
to restructuring our production and supply system both
in Japan and overseas by increasing local procurement and
mutual supply of parts and components, we implemented

measures to improve our corporate structure.

As a result of our efforts, consolidated net sales jumped 15.7%
compared with the previous fiscal year, to ¥154,726 million
(US$1,249 million), while net income surged 41.5%, to ¥3,329
million (US$27 million). Both results were the highest totals
ever recorded by the Group. The term-end dividend was
increased by ¥1.00, to ¥5.00 per share, bringing the cash divi-
dend per share applicable to the year, including the interim
dividend, to ¥9.00 (US$0.07).



Turning to the future outlook, we anticipate a harsh operating
environment that does not allow room for optimism. The
environment reflects the darkening mood following the setback
suffered by the U.S. economy and the poor prospects for
Japan’s economic recovery in the near term.

Against this background, last year the Showa Group for-
mulated four basic strategies to attain the goals of its medium-
term corporate plan covering the period through March 2005
(for details, please see the text at the beginning of this
message). Since then, we have been vigorously implementing a
range of programs on a group-wide basis.

During the fiscal year under review, we initiated a system
in which our purchasing, manufacturing and marketing depart-
ments work together with our R&D department from the plan-
ning stage—the starting point of product manufacturing. The
system represents a drive to implement our basic strategies
without fail, so that we can provide customers with high-quality

products that are not only safe but also environmentally friendly.

To boost Showa’s presence in the harsh business climate,
we will aggressively undertake measures to enhance the corpo-
rate structure—by such measures to raise efficiency as
strengthening our R&D capabilities and improving productivity.
We are committed to becoming a maker of comprehensive sys-
tems that serves customers throughout the world by making full
use of our wide-ranging capabilities on a global basis. To this
end, we will continue to reinforce our management foundation
and improve business performance.

In these endeavors, please continue to give use your support.

Masahide Matsushima
President



Dampers for Championship Auto Racing Teams (CART)
Showa’s dampers have been adopted by Team Green for the CART 2001 season. CART
is the most prestigious auto race in the United States.

The championship takes places under extremely harsh racing conditions, on a
course consisting of public roads with a variety of surface conditions as well as a
high-speed racing track, on which racing cars can reach speeds exceeding 380
kilometers per hour.

Our high-performance dampers are lightweight, responsive and feature outstand-
ing settings owing to their use of aluminum technology, and can handle any type of
road-surface condition. They are but one example of the way in which Showa strives
to boost its technological prowess through auto racing.

Variable Gear Ratio Electric Power Steering Gear

Showa was the world’s first company to supply rack-assist electric power steering
gear for mass-produced cars. We have also brought to the market the world’s first
rack-assist electric power steering gear with a variable gear ratio mechanism, which
facilitates ideal handling by changing the gear ratio in accordance with the vehicle
speed and steering angle.

The mechanism offers a number of advantages:

* Improved steering maneuverability when the car is parked or started.

e Enhanced steering feel on winding roads.

* Better avoidance capability, attained through high response when the steering wheel
is turned to a significant degree.

e Greater steering stability during high-speed driving.




Self-Leveling Dampers
Self-leveling dampers are designed to keep a vehicle at the height best suited to its
load, through use of a mechanism in which upward and downward movement of a rod
acts as a pump.

The dampers offer the advantage of functioning without requiring external power
or control. They are a highly effective way to secure driving stability in mini-vans,
whose carrying load and number of passengers vary widely.

2 A N T : T \
Before loading Fully loaded After adjustment of the vehicle
height

Rear Cushion with Electro-Hydraulic Spring Adjuster
Designed specifically for use in motorcycles, this rear cushion is the world’s first to
contain an electro-hydraulic spring adjuster. Its simple structure allows the driver to
easily adjust the vehicle height at will through easy operation of a button.

Double-Action Power Trim and Tilt Unit for Outhoards

The unit is designed to perform tilt and trim functions for controlling the attitude of out-
board engines with a single cylinder. Its

simplified configuration contributes to

the unit’s light weight and compact size. ¥ 7 .
- i1 &
A1 A A

"

Hydraulic Damper for the Knee Joint

The damper is incorporated into the knee joint of an artificial leg to control flexing of
the knee while walking. It produces the damping force appropriate to the degree of
knee flexion, thereby smoothly regulating swaying during walking and giving the
natural feeling of walking.

¥
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Increased Production of Suspension Modules in Canada

Showa Canada Inc. launched the production of rear suspension modules in
September 2000 following the production of front knuckle modules. A rear sus-
pension module is a combination of shock absorbers, knuckles, break discs and
break calipers. Production of some 200,000 modules a year is scheduled to
begin in the second half of 2001.

Producing Propeller Shafts in Canada and Launching Supply of Them to the
United Kingdom
Showa Canada Inc. began producing propeller shafts in October 2001. These
parts will be supplied to sports utility vehicles (SUVs) to be assembled in
Canada. The parts will also be transported from Canada to the United Kingdom
for car assembly.

Promoting Mutual Supply of Parts in Asia
We have implemented the mutual supply of parts within the ASEAN region to
reduce costs. All Showa Group companies are promoting such supply as our
global parts procurement structure.
In November 1999, our consolidated subsidiary in Indonesia, P.T. Showa
Indonesia Manufacturing, began exporting component parts for motorcycles and
automobiles to our consolidated subsidiary in
Thailand, Summit Showa Manufacturing Co., Ltd.
In April 2000, the latter company began supplying

. the former with component parts for front forks
for motorcycles as well as for shock absorbers for

- \. ° . automobiles.
*° \e°. Following implementation, sales increased
’:.: ¥ tremendously, from some US$70 thousand in
e G 1999 to approximately US$2,470 thousand in

2000. In addition, we aim to expand sales to
US$3,370 thousand in 2001.
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Capital investment by the Showa Group totaled ¥5,697 million (US$46 million),
and consisted primarily of production facilities for automotive components.

In the automotive components business, capital expenditures were mainly
devoted to production facilities required for in-house production and new power
steering models for automobiles; manufacturing facilities for automotive shock
absorbers to boost production capacity as well as streamline the production
process. American Showa Inc. undertook capital investment in facilities for
production of new models of automotive shock absorbers and automotive power
steering as well as in production capacity expansion. Showa do Brasil Ltda., our
major South American consolidated subsidiary, invested in facilities to raise
production capacity of shock absorbers for motorcycles. At Showa Canada Inc.,
our Canadian consolidated subsidiary, investment in production facilities was
carried out with the aim of expanding production capacity of automotive
components. The combined total of capital investment for motor vehicle parts
reached ¥5,571 million (US$45 million).

Funds required for capital investment were provided from the Group’s own
funds as well as from borrowings.

There was neither elimination nor sales of manufacturing facilities deemed to

be mentioned.

Millions of yen

2000 2001
¥5,092 ¥5571
143 98
55 18
¥5,290 ¥5,687
Eliminations or corporate.... 23 9
Consolidated...........ccovveeiieeiiiieeniiieeieeee ¥5,314 ¥5,697

SEGMENT INFORMATION

Motor Vehicle Parts

In the motor vehicle parts segment, sales of domestic automotive components
posted a sharp increase, thanks to brisk sales of new automobile models and
recreational vehicles (RVs) as well as exports of electric power steering and

propeller shafts to the United Kingdom. The motorcycle parts business suffered a
substantial drop in sales of drive-train components intended for buggy cars. This
decline, however, was counterbalanced by higher sales of shock absorbers—our
mainstay product—uwith the net result of overall growth. In the automotive
components business in North America, American Showa Inc. boosted sales of
shock absorbers and power steering, reflecting brisk sales enjoyed by the
company’s major customers. Sales by our Canadian subsidiary also rose
dramatically, supported by a sharp jump in sales of suspension modules and the
addition of propeller shafts.

In the motorcycle components business, our U.S. subsidiary recorded
substantial growth in sales of shock absorbers, as its primary customers
continued to enjoy healthy sales of large models. In other areas, sharp expansion
in the market enabled our subsidiaries in Indonesia and Thailand to post increased
sales of shock absorbers for automobiles and motorcycles.

Our Brazilian subsidiary posted its highest-ever sales of motorcycle shock
absorbers, supported by vigorous demand for motorcycles.

Affected by the adverse impact of currency fluctuations, Showa Europe S.A.
suffered a decline in sales, despite a healthy increase in unit sales supported by
higher sales among its customers.

Net sales in the motor vehicle parts segment increased 18.1%, to ¥149,216
million (US$1,204 million), and operating income surged 26.3%, to ¥7,313
million (US$59 million).

Marine Products
In the marine products segment, we introduced to the market low-cost, lightweight
and compact outboard hydraulic components. Sales fell sharply nevertheless,
mainly because of the aforementioned bankruptcy of a major customer in the
United States.

While net sales in this segment declined 18.6%, to ¥4,715 million (US$38
million), operating income was up a substantial 135.5%, to ¥344 million (US$3
million), as a result of a change in the model lineup.

Other Products
The other products segment suffered a substantial drop, negatively affected by
poor domestic sales of office equipment as well as a decline in exports of
equipment intended for overseas markets.

Net sales in the segment decreased 48.1%, to ¥793 million (US$6 million),
while operating income fell 23.8%, to ¥209 million (US$2 million).



Millions of yen

2000 2001
Operating Operating
Net sales income Net sales income
Motor vehicle parts ...... ¥126,394 ¥5,789 ¥149,216 ¥7,313
Marine products... . 5,796 146 4,715 344
Other products............. 1,528 274 793 209
Total ..ovveeeeeeiiiiieeeee, ¥133,719 ¥6,210 ¥154,726 ¥7,867

Millions of yen

2000 2001
Automotive COmMpPONENtS .........ccceevveerieennne. ¥60,691 ¥67,488
Motorcycle components . 32,035 34,339
Marine hydraulic components 3,978 3,312
Other components .........cccevvveeeiiieeenieeens 1,976 1,845
TOtAl oo ¥98,682 ¥106,985
Japan

Sales of automotive components rose, reflecting buoyant sales of new model cars
and RVs. Motorcycle components also recorded sales gains, as a result of
expanded sales of shock absorbers—our mainstay product. In the marine products
segment, despite the launch of low-cost, compact and lightweight outboard
hydraulic components, sales plummeted, primarily reflecting the bankruptcy of a
major U.S. customer. In the other products segment, slumping domestic sales of
office equipment and a decline in exports of equipment for overseas markets
resulted in a substantial drop in sales.

Net sales in Japan for the term increased 7.8%, to ¥106,366 million (US$858
million), and operating income rose 15.4%, to ¥5,310 million (US$43 million).

North America
American Showa Inc. enjoyed an expansion in sales of automotive components,
supported by healthy sales recorded by its primary customers. Our Canadian

subsidiary also saw sales of automotive components rise as a result of a
substantial increase in sales of suspension modules. In the motorcycle component
business, American Showa Inc. recorded sharp gains, as its major customers
continued to post strong sales. In the marine products segment, however, sales
plummeted, due mainly to the aforementioned bankruptcy of a primary U.S.
customer.

Net sales in North America advanced 34.7%, to ¥48,536 million (US$392
million), while operating income surged 89.4%, to ¥1,650 million (US$13
million).

Other Regions
A sharp expansion in the market benefited our subsidiaries in Indonesia and
Thailand, which boosted their sales of shock absorbers for automobiles and
motorcycles. Our Brazilian subsidiary posted record-high sales of motorcycle
shock absorbers, supported by sharp growth in demand for motorcycles. Our
Spanish subsidiary suffered lower sales, negatively affected by currency
fluctuations, although it enjoyed brisk unit sales reflecting buoyant sales among
its major customers.

Net sales in other regions for the term rose 13.6%, to ¥16,910 million

(US$136 million), while operating income expanded 24.6%, to ¥1,436 million
(US$12 million).

Millions of yen
2000 2001

Operating Operating

Net sales income Net sales income
¥98,692 ¥4,602 ¥106,366 ¥5,310
36,021 871 48,536 1,650
Other regions............... 14,886 1,153 16,910 1,436
Total .o ¥149,600 ¥6,627 ¥171,812 ¥8,397

Elimination or

corporate.........cccceeenn. 15,881 417 17,086 530
Consolidated................ ¥133,719 ¥6,210 ¥154,726 ¥7,867
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Consol

idated Balance Sheets

31st March, 2000 and 2001

ASSETS

Cashonh
Notes and

and and in banks (NOtE 8).........ccciiiiiiiiiiiii e
accounts receivable:

INVENLOTIES (NOLE 4) ...ttt ettt e et e e s be e e st e e s saee e e e atseeesnbeeeeanee

Deferred tax asSSets (NOE 7) ...ciuiiiiiiiieiie et

Prepaid expenses and Other CUITENT @SSELS ......ccuiieiiiieiiiiie ettt e

Total current

Investmen
Other inve

assets

ts in unconsolidated subsidiaries and affiliates

stments in securities (NOE 5) ......ooviiiiiiiiiic e

Deferred tax @SSetS (NOE 7) ....oiiiiiiiiiieiieeiee ettt

Long-term
Excess of
Other inve

T =] 0Tz U0 J=Y o 1T FY - S SURRt
COSt OVEr Net ASSELS ACUITE ....cc.ueeiiiiiiieiiii it
SHMIEIES ..ttt ettt ettt e et e et e e te e et e e e te e saeeenteeetbeebeeebeeeteesaeeannaenns

Total investments and loNg-term adVanCES...........ccoiuiieiiiiiiiiiiee e

BUIlINGS AN SIIUCTUIES ......ooiiiiiiieiee ettt

Machinery, vehicles and equipment

CONSLIUCLION N PIrOGIESS. .. uttiieiiiiie ettt e ettt e e sttt e e stee e e e be e e e ssbe e e s sbeeeeasbeeeaasbeeesnnbeeesnbeeeeneeas

Accumulated dePreCiation ...........coviiiiiiiiiie et

Property, plant and eqUIPMENT, NET........cccuvieiiiiie e e e aeeeraeeennes

Other assets

Translation adJUSIMENTS ..........coiiiiiiiii e e

Total assets

Millions of yen

Thousands of
U.S. dollars (Note 3)

2000 2001 2001
¥ 10,971 ¥ 7,713 $ 62,251
14,325 18,214 147,005
9,346 11,178 90,217
(94) (304) (2,453)
10,908 11,684 94,301
885 1,682 13,575

721 904 7,296
47,064 51,074 412,219
3,852 8,573 69,192
1,169 1,462 11,799
926 120 968

40 51 411

132 72 581

785 1,050 8,474
6,907 11,331 91,452
4,121 4,047 32,663
20,601 21,124 170,492
76,893 82,801 668,288
1,801 802 6,472
103,507 108,776 877,933
(67,997) (74,060) (597,740)
35,510 34,715 280,185
42 42 338

6,535 — —

¥ 96,060 ¥ 97,164 $784,213




LIABILITIES AND SHAREHOLDERS’ EQUITY

Short-term borrowings (NOLE 6) ..........eeiuiiiiiiiiiiiiieii et

Current portion

of long-term debt (NOE 6) ........ceiviiiiiiiieiceeec e

Notes and accounts payable:

Accrued iNCOME taXES (NOTE 7) ...ciuiiiiiiiiiiiie ittt

Accrued expenses and other current liabilities ....

Total cUrrent HADIIITIES........c.veiiciee e e

Common stock
Authorised:

, ¥50 par value:

180,000,000 shares in 2000 and 2001

Issued:

68,340,302 shares in 2000 and 2001 ..........ooeeiiieiiiiiieeee i e e e ebanee e

Capital surplus

RETAINEA BAIMINGS ... .eeiiieiit ettt et saeeeaes

Net unrealised

holding gain 0N SECUIMTIES ........eiiiiiieiiiie e

Translation AdjUSTMENTS ......coouuiiiiiiie ettt e e et e e e sbae e e eeeeeanes

Total Shareholders’ EQUILY ........ccuiiiiiiiiiiieeie e e

Total liabilities and shareholders’ QUILY............ceieiiiiiiiiiiie e

See accompanying notes to consolidated financial statements.

Millions of yen

Thousands of
U.S. dollars (Note 3)

2000 2001 2001
¥ 3,595 ¥ 3,608 $ 29,120
5,710 1,024 8,264
20,954 25,044 202,130
1,168 608 4,907
587 749 6,045
814 553 4,463
1,178 1,817 14,665
3,637 4,244 34,253
37,648 37,649 303,866
9,642 9,016 72,768
288 1,046 8,442

— 733 5,916
4,087 3,293 26,577
14,019 14,090 113,720
3,930 2,705 21,832
10,341 10,341 83,462
11,216 11,216 90,524
18,905 21,478 173,349
— 3,167 25,560

— (3,484) (28,119)
40,462 42,718 344,778
¥96,060 ¥97,164 $784,213




Information regarding marketable securities classified as other securities as of 31st March, 2001 is as follows:

Securities whose carrying value exceeds their acquisition cost:

1] (o To3 PP UPRPRN

STU] o] (o] = | PSR PPUPRRN

Securities whose acquisition cost exceeds their carrying value:

SEOCKS .ottt e e e e e e e e e e e s et rraaaeaaaaas

Debt securities ....

Short-term borrowings are unsecured and consist principally of bank overdrafts.
Long-term debt consisted of the following:

Thousands of

Millions of yen U.S. dollars

31st March, 2000 2001 2001

Bonds without collateral:
1.7 per cent. convertible
bonds due 2000 ..................... ¥ 3,366 ¥ — $ —
0.5 per cent. convertible

bonds due 2004 .................... 4,700 4,700 37,933
Secured loans from banks and

local government ...........c.coceee.. 403 323 2,606

Unsecured loans from banks...... 6,883 5,016 40,484

15,353 10,040 81,033

Current portion..........ccoceeeeeneenns (5,710) (1,024) (8,264)

¥ 9,642 ¥ 9,016 $72,768

The 0.5 per cent. convertible bonds, unless previously redeemed, are convertible at any
time up to and including 24th March, 2004, into shares of common stock of the Company at
the option of the holders at conversion price of ¥612, per share, at 31st March, 2001.

At 31st March, 2001, if all the outstanding convertible bonds had been converted at
the then current conversion price, 7,679 thousand shares would have been issued. Under
the provisions of the issue, the conversion price is subject to adjustment in certain cases
which include stock splits.

The annual maturities of long-term debt subsequent to 31st March, 2001 are

summarised as follows:
Thousands of

Year ending 31st March, Millions of yen U.S. dollars
2002 i ————————— ¥ 1,024 $ 8,264
1,033 8,337

7,389 59,636

436 3,518

156 1,259

¥10,040 $81,033

The Company’s assets pledged as collateral for long-term debt at 31st March, 2000

and 2001 were as follows:
Thousands of

Millions of yen U.S. dollars
31st March, 2000 2001 2001
Property, plant and equipment, net
of accumulated depreciation ....... ¥542 ¥542 $4,374

Millions of yen Thousands of U.S. dollars

Acquisition Carrying Unrealised Acquisition Carrying Unrealised

cost value gain (loss) cost value gain (loss)
¥1,158 ¥6,779 ¥5,621 $ 9,346  $54,713 $45,367
1,158 6,779 5,621 9,346 54,713 45,367
323 267 (56) 2,606 2,154 (451)
323 267 (56) 2,606 2,154 (451)
¥1,481 ¥7,046 ¥5564  $11,953 $56,868 $44,907

Income taxes applicable to the Company and its domestic consolidated subsidiary
comprised corporation tax, enterprise tax and inhabitants’ taxes which, in the aggregate,
resulted in a statutory tax rate of approximately 42 per cent. for both 2000 and 2001.
Income taxes of the foreign consolidated subsidiaries are based generally on the tax rates
applicable in their countries of incorporation.

The effective tax rate reflected in the consolidated statement of income for the year
ended 31st March, 2001 differs from the statutory tax rate for the following reasons:

2001

Statutory tax rate ..........cccoooiiiiiiiie e 41.6%
Effect of:

Expenses not deductible for income tax purposes.......... 2.8

Different tax rates applied to foreign subsidiaries............ (7.9)

Foreign tax CreditS ........oocvvveeiiee v (3.5)

Other, NEL...coiiiee e (0.5)
Effective taX rate.......coccveeiiiiie e 32.5%

The significant components of deferred tax assets and liabilities as of 31st March,
2001 and 2000 were as follows:

Thousands of

Millions of yen U.S. dollars
2000 2001 2001
Deferred tax assets:
Accrued bonuses..................... ¥ 376 ¥ 524 $ 4,229
Deferred tax assets recognised
by foreign subsidiaries ........... — 983 7,933
Accrued retirement benefits..... 153 382 3,083
Net operating loss carryforwards.... 952 798 6,440
Other ..o 1,948 1,997 16,117
Total gross deferred tax assets... 3,431 4,685 37,812
Valuation allowance.................... (2,000) (798) (6,440)
Total deferred tax assets 2,431 3,887 31,372
Deferred tax liabilities:
Deferred tax liabilities recognised
by foreign subsidiaries.............. 578 530 4,277
Net unrealised holding gain
0N SECUitieS.....ccveeeeeeeiirnee. — 2,256 18,208
Other....cccooiiiieiiie e 41 30 242
Total deferred tax liabilities.......... 620 2,817 22,736
Net deferred tax assets............... ¥1,811 ¥1,069 $ 8,627
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(a) Cash Equivalents in the Consolidated Statements of Cash Flows

The Company and consolidated subsidiaries consider all highly liquid investments with
a maturity of three months or less when purchased to be cash equivalents.

(b) Cash and Cash Equivalents

Cash on hand and in banks reported in the consolidated balance sheets and cash and cash
equivalents reported in the consolidated statements of cash flows are reconciled as follow:

Thousands of

Millions of yen U.S. dollars

31st March, 2000 2001 2001
Cash on hand and in banks

reported in the consolidated

balance sheets..........cc..ccevueenn. ¥10,971 ¥7,713 $62,251
Time deposits with a maturity of

more than three months............ (60) (54) (435)
Cash and cash equivalents

reported in the consolidated

statements of cash flows .......... ¥10,911 ¥7,658 $61,807

The following pro forma amounts represent the acquisition costs, accumulated deprecia-
tion and net book value of leased assets, which would have been reflected in the consoli-
dated balance sheets if finance lease accounting had been applied to the finance leases
currently accounted for as operating leases:

Thousands of

Millions of yen U.S. dollars
31st March, 2000 2001 2001
Acquisition costs:
Equipment.........cccocvvveivneennnne ¥2,974 ¥3,121 $25,189
Other assets.........c.cccevvvrneene. 239 308 2,485
¥3,213 ¥3,429 $27,675
Accumulated depreciation:
Equipment.........cccccvvveiininnnne ¥2,059 ¥2,412 $19,467
Other assets 168 206 1,662
¥2,227 ¥2,618 $21,129
Net book value:
Equipment.........ccccceeveveiniennnne ¥ 915 ¥ 709 $ 5,722
Other assets........ccccceeveerneennn 70 101 815
¥ 985 ¥ 811 $ 6,545

Lease payments relating to finance leases accounted for as operating leases
amounted to ¥435 million and ¥435 million ($3,510 thousand) for the years ended 31st
March, 2000 and 2001, respectively, which were equal to the depreciation expense of the
leased assets computed by the straight-line method over the respective lease terms.

Future minimum lease payments subsequent to 31st March, 2001 for finance leases
accounted for as operating leases are summarised as follows:

Thousands of

Year ending 31st March, Millions of yen U.S. dollars
2001 oo ¥339 $2,736
2002 and thereafter...........cccooveviiiiiciiciicen, 472 3,809

¥811 $6,545

The Company has defined benefit pension plans, i.e., a welfare pension fund plan, a
tax-qualified pension plan and a lump-sum payment plan, covering substantially all
employees who are entitled to lump-sum or annuity payments, the amounts of which are
determined by reference to their basic rates of pay, length of service, and the conditions
under which termination occurs. Its domestic consolidated subsidiary has a tax-qualified
pension plan as a defined benefit pension plan. Certain foreign consolidated subsidiaries
have defined contribution plans in addition to defined benefit plans.

The following table sets forth the funded and accrued status of the plans, and the
amounts recognised in the consolidated balance sheet as of 31st March, 2001 for the
Company'’s and its consolidated subsidiaries’ defined benefit plans:

Thousands of

Millions of yen U.S. dollars

31st March, 2001 2001
Projected benefit obligation..............ccccceeenee. ¥(23,787) $(191,985)
Plan assets at fair value..............cccooveeireenenne 14,248 114,995
Unfunded retirement benefit obligation ........... (9,539) (76,989)
Unrecognised net retirement obligation at

TrANSItION....eiei i 7,721 62,316
Unrecognised actuarial l0SS............ccccocveeenne. 1,822 14,705
Unrecognised prior service cost. (877) (7,078)
Prepaid pension expenses...........ccoceevuveeennnee. 173 1,396

Accrued retirement benefits ..........ccoceevreeenne ¥ (1,046) $ (8,442)

The government-sponsored portion of the benefits under the welfare pension fund
plans has been included in the amounts shown in the above table.

In the year ended 31st March, 2001, the Company amended its welfare pension fund
plan with respect to the age of eligibility for annuity payments for the government-sponsored
portion of the benefits in accordance with the amendments to the Welfare Pension Insurance
Law of Japan made in March 2000. As a result, prior service cost was incurred.

The components of retirement benefit expenses for the year ended 31st March, 2001
are outlined as follows:

Thousands of

Millions of yen U.S. dollars
31st March, 2001 2001
SEIVICE COSturviiiiiiaiiiieriesieie e ¥1,605 $12,953
INterest COSt......oovvviiiiiiiiiiiiiiceeeeeeeeeeeeeee, 680 5,488
Expected return on plan assets............cccceeueee (564) (4,552)
Amortisation of net retirement obligation
At tranSItioN........coviiie e 551 4,447
Amortisation of prior service cost.. 9) (72)
TOtAl e ¥2,262 $18,256
The assumptions used in accounting for the above plans are as follows:
DISCOUNE FALE ....coouiieiiiiiie e 3.0%
Rate of expected return on plan assets .......... 4.0%
Yen U.S. dollars
Year ended 31st March, 2000 2001 2001
Net income:
BasiC .....ccoveiiiiiiecie e ¥ 34.43 ¥ 48.72 $0.39
Diluted.......coooviiieiiiieeee, 29.99 43.07 0.34
Cash dividends 8.00 9.00 0.07
Net assetsS.......occcvvveeeeeniiciiieeneenn. 592.08 625.09 5.04




The computation of basic net income per share is based on the weighted average
number of shares of common stock outstanding during each year. Diluted net income per
share is computed based on the weighted average number of shares of common stock out-
standing during each year after giving effect to the dilutive potential of the shares of the
common stock to be issued upon the conversion of convertible bonds.

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.

The Company is a 35.77 per cent.-owned affiliate of Honda Motor Co., Ltd. (Honda).
Consolidated net sales included those to Honda in the amounts of ¥54,525 million
and ¥57,792 million ($466,440 thousand) for the years ended 31st March, 2000 and
2001, respectively.

The terms of transactions referred to above were negotiated and have been
determined on an arm’s-length basis.

The Company and consolidated subsidiaries are primarily engaged in the manufacture and sale of products in Japan and overseas, in two major segments: the motor vehicle parts segment

and the marine products segment.

The business and geographical segment information for the Company and consolidated subsidiaries for the years ended 31st March, 2000 and 2001 is outlined as follows:

Millions of yen
BUSINESS SEGMENTS Year ended 31st March, 2000
Motor Marine Eliminations
vehicle parts products Other Total or corporate Consolidated
Sales to third parties ¥126,394 ¥5,796 ¥1,528 ¥133,719 ¥ — ¥133,719
Intergroup sales and transfers ..........cccovvieeneiiecnic e — — — — — —
TOtal SAIES......eeiieiei e ¥126,394 ¥5,796 ¥1,528 ¥133,719 ¥ — ¥133,719
Operating EXPENSES .....uueevivrreeiiireeseeeeiieeesrreeesaneeesaeeeensees 120,605 5,650 1,253 127,509 — 127,509
Operating INCOME ......ccuviiiiirie et ¥ 5,789 ¥ 146 ¥ 274 ¥ 6,210 ¥ — ¥ 6,210
TOtaAl ASSELS....uuviiiieeeiiiiiie e et s e e ¥ 77,359 ¥3,134 ¥1,132 ¥ 81,626 ¥14,433 ¥ 96,060
Depreciation . 6,474 369 62 6,906 13 6,920
Capital eXpenditures ..........ccoovueiiirieeeniee e 5,092 143 55 5,290 23 5,314
Millions of yen
Year ended 31st March, 2001
Motor Marine Eliminations
vehicle parts products Other Total or corporate Consolidated
Sales to third Parties ........occveiveiiiiiee e ¥149,216 ¥4,715 ¥793 ¥154,726 ¥ — ¥154,726
Intergroup sales and transfers .........cccoceevvieeiiiieeniiee e — — — — — —
Total sales.......cccevevieiiieeenenen. ¥149,216 ¥4,715 ¥793 ¥154,726 ¥ — ¥154,726
Operating expenses. 141,903 4,371 584 146,859 — 146,859
Operating INCOME ......cuueiiiiiie ettt ¥ 7,313 ¥ 344 ¥209 ¥ 7,867 ¥ — ¥ 7,867
TOtAl ASSELS....uuiiiiiieeicieei et ¥ 79,341 ¥2 075 ¥540 ¥ 81,957 ¥15,206 ¥ 97,164
Depreciation.......... . 6,319 319 53 6,691 14 6,706
Capital eXpenditures .........cccveevveieiriiee e 5,571 98 18 5,687 9 5,697
Thousands of U.S. dollars
Year ended 31st March, 2001
Motor Marine Eliminations
vehicle parts products Other Total or corporate Consolidated
Sales to third Parties .........ccoeeveiiiiie e $1,204,326 $38,054 $6,400  $1,248,797 $ —  $1,248,797
Intergroup sales and transfers .... — — — — — —
Total sales.......cccccveeeveiivvnenn.n. $1,204,326 $38,054 $6,400  $1,248,797 $ —  $1,248,797
Operating expenses. 1,145,302 35,278 4,713 1,185,302 — 1,185,302
OPErating iNCOME .......cueiueeierueeiesreeieseeieseseeseesree e sreeseesees $ 59,023 $ 2,776 $1,686 $ 63,494 $ — $ 63,494
TOtaAl ASSELS....uuviiiieeei it $ 640,363 $16,747 $4,358 $ 661,476 $122,728 $ 784,213
DEPIECIAtION ...ttt 51,000 2,574 427 54,003 112 54,124
Capital expenditures ..........ccocveiiiiiieiieniieiee e 44,963 790 145 45,899 72 45,980
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Millions of yen

GEOGRAPHICAL AREAS Year ended 31st March, 2000
Eliminations
Japan North America Others Total or corporate Consolidated
Sales to third Parties .......coccveeveie e ¥83,438 ¥35,869 ¥14,412 ¥133,719 — ¥133,719
Intergroup sales and transfers .........ccccceviei e 15,254 152 474 15,881 ¥(15,881) —
TOtAl SAIES...ciiiiiiee et 98,692 36,021 14,886 149,600 (15,881) 133,719
OpErating EXPENSES .....cciuuriiiieeeairieerireeesiieeeestreeestreesseeeaanes 94,089 35,150 13,733 142,973 (15,463) 127,509
OpPerating INCOME.......cciiiieieeiiie et ree e e e e e e ¥ 4,602 ¥ 871 ¥ 1,153 ¥ 6,627 ¥ (417) ¥ 6,210
TOtAl ASSELS...uuiiieiiiie ettt ¥51,103 ¥20,019 ¥14,777 ¥ 85,900 ¥ 10,160 ¥ 96,060
Millions of yen
Year ended 31st March, 2001
Eliminations
Japan North America Others Total or corporate Consolidated
Sales to third Parties .........ccoceeiiriienie e ¥ 89,915 ¥48,344 ¥16,466 ¥154,726 — ¥154,726
Intergroup sales and transfers ..........ccccoceviieiicniiincicee 16,451 191 444 17,086 ¥(17,086) —
TOtAl SAIES...ciciiiee e i 106,366 48,536 16,910 171,812 (17,086) 154,726
Operating expenses. . 101,055 46,885 15,475 163,414 (16,555) 146,859
Operating INCOME ......ccuveeiiie e e st e e e raee e seeeas ¥ 5,310 ¥ 1,650 ¥ 1,436 ¥ 8,397 ¥ (530) ¥ 7,867
TOtAl ASSEIS..iiivvieeitiie et ertee e e e se e e e et e e e e see e e e ¥ 52,025 ¥22,849 ¥11,858 ¥ 86,733 ¥ 10,430 ¥ 97,164
Thousands of U.S. dollars
Year ended 31st March, 2001
Eliminations
Japan North America Others Total or corporate Consolidated
Sales to third Parties ... $725,706 $390,185 $132,897  $1,248,797 —  $1,248,797
Intergroup sales and transfers ...........cccoeeieenieiiene e 132,776 1,541 3,583 137,901 $(137,901) —
Total SAIES......eeiieeee e 858,482 391,735 136,481 1,386,698 (137,901) 1,248,797
Operating EXPENSES .......eeuiiriiaiieaieesiee et seee s 815,617 378,410 124,899 1,318,918 (133,615) 1,185,302
Operating INCOME ......ccuueiiiiiie ettt $ 42,857 $ 13,317 $ 11,580 $ 67,772 $ (4277) $ 63,494
TOtAl ASSELS....uuviiiieeei ittt e e e e $419,895 $184,414 $ 95,706 $ 700,024 $ 84,180 $ 784,213

Overseas sales, which include export sales of the Company and sales (other than exports to Japan) of its foreign consolidated subsidiaries, for the years ended 31st March, 2000 and
2001 are summarised as follows:

Millions of yen Millions of yen
Year ended 31st March, 2000 Year ended 31st March, 2001
North America Others Total North America Others Total
Overseas sales ................. ¥36,729 ¥19,018 ¥ 55,747 Overseas sales ................. ¥49,112 ¥23,420 ¥ 72,532
Consolidated net sales...... — — ¥133,719 Consolidated net sales...... — — ¥154,726
Overseas sales as
a percentage of Thousands of U.S. dollars
consolidated net sales..... 27.5% 14.2% 41.7% Year ended 31st March. 2001
North America Others Total
Overseas sales ................. $396,384 $189,023 $ 585,407
Consolidated net sales...... — —  $1,248,797

Overseas sales as
a percentage of
consolidated net sales..... 31.8% 15.1% 46.9%



Report of Independent Certified Public Accountants
on the Consolidated Financial Statements

fﬁ"ﬂfﬂf’}“ Ota Showa & Co. Certified Public Accountants Shane 11 A501-110

Hibiva Kakusa Blelg i 1 ESIRE=T1Y%S

-2 Lichisavea-chio

Chivodaskn, Tokwo 0100
CPO Dos 119, Tolkvo 10E)-BEL

The Board of Directors and Shareholders
SHOWA CORPORATION

We have examined the consolidated balance sheets of SHOWA CORPORATION and consolidated subsidiaries as of 31st March, 2000
and 2001, and the related consolidated statements of income, shareholders’ equity, and cash flows for the years then ended, all
expressed in yen. Our examinations were made in accordance with auditing standards, procedures and practices generally accepted
and applied in Japan and, accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the accompanying consolidated financial statements, expressed in yen, present fairly the consolidated financial
position of SHOWA CORPORATION and consolidated subsidiaries at 31st March, 2000 and 2001, 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 applied on a consistent basis.

As described in Note 2 to the consolidated financial statements, SHOWA CORPORATION and consolidated subsidiaries have adopted
new accounting standards for consolidation, research and development costs and tax-effect accounting effective the year ended 31st
March, 2000 and for employees’ retirement benefits, financial instruments and foreign currency translation effective the year ended
31st March, 2001 in the preparation of their consolidated financial statements.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended 31st March, 2001 are

presented solely for convenience. Our examination also included the translation of yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made on the basis described in Note 3 to the consolidated financial statements.

Coitay Gt sfns beco

28th June, 2001

See Note 1 to the consolidated financial statements which explains the basis of preparation of the consolidated
financial statements of SHOWA CORPORATION and consolidated subsidiaries under Japanese accounting principles
and practices.
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Non-Consolidated Balance Sheets

31st March, 2000 and 2001

ASSETS

Cash onhand and iIN DANKS.............ooiiiiiiii e
Notes and accounts receivable:

INVENLOTIES (NOLE 4) ...ttt ettt e et e e s be e e st e e s saee e e e atseeesnbeeeeanee
Deferred tax assets (NOE 8) ....ccc.ciiiiiiiiiieiiieri ettt
Short-term loans receivable from subsidiaries
Prepaid expenses and other current assets....
TOLAl CUITENT ASSEES ...ttt ittt ettt b e sb et e sttt et e e nbeesaeeennes

Investments in subsidiaries and affiliates ...
Other iNVeStMENES IN SECUNMLIES .......c.viiiiiiiiiiii e
LoNg-term 10ans reCeIVADIE ..........cccuiieiiii et
Long-term loans receivable from subsidiaries ...
LONG-term Prepaid EXPENSES ... ...eiiiriieiieie et e ettt e ettt et e e s br e e sabe e e s sse e e e e beeeaenbeeeannneeeas
Deferred tax assets (NOE 8) .......oii ittt ane e
Other INVESIMENTS ....eiiiiiii ittt e et e et e e e nbe e e snnbe e e snbeeeeneeas
Total investments and 10Ng-term adVanCES. ........cccueiiiiiiiiiienieeeec e

(Notes 5 and 6)

Buildings and structures
Machinery and eqUIPMENT ........cccuiiiiiiiiiii e
RV 7= 2131 SRS PROTRR:
CONSLIUCLION IN PrOQIESS...eiiuuiieeiieieesieeestieeestreeesteeeessteeeesteeesssseeesssaseansseessnsseeessseeesnssees

Accumulated dePreCIatiON ...........ocuiiiiiiieiiie et e et e e eereeaae
Property, plant and equIPMENt, NEL .........c..iiiiiiiiiiii e

(01 [T 1= (PR URRO SO UPRUPTRRROIN
LI €= LS T Y £ SR

Millions of yen

Thousands of
U.S. dollars (Note 3)

2000 2001 2001
¥ 7,584 ¥ 3,768 $ 30,411
8,357 8,871 71,598
13,177 15,630 126,150
(102) (291) (2,348)
4,063 4,087 32,986
765 1,195 9,644
1,946 179 1,444
318 447 3,607
36,111 33,888 273,510
16,630 21,083 170,161
1,169 1,462 11,799
131 137 1,105
423 1,220 9,846

28 38 306

697 — —
517 807 6,513
19,597 24,750 199,757
3,416 3,416 27,570
15,576 15,604 125,940
55,322 57,071 460,621
343 369 2,978
1,611 454 3,664
76,270 76,916 620,790
(52,910) (55,179) (445,351)
23,359 21,737 175,439
19 19 153
¥79,088 ¥80,396 $648,878




LIABILITIES AND SHAREHOLDERS’ EQUITY

Current portion of long-term debt (NOte 6) .........cccccviriiiiiiiiiiii e
Notes and accounts payable:

Accrued income taxes (Note 8) .........cocveeerunen.
Accrued expenses and other current liabilities
Total CUIreNt IADIITIES......cc.eiiriiiii e

LoNG-term debt (NOLE B) .......eeiiiiieiieieeeiee ettt et
Accrued retirement benefits

(Note 7)
Common stock, ¥50 par value:
Authorised:
180,000,000 shares in 2000 and 2001
Issued:

68,340,302 shares in 2000 and 2001 ..........ccoiueeeimrieriieieeiieeesiree e e e eeeee e
(0= To] 1 c= LIRS0 o] L1 S PSP UP PR OUPROP
LEOAI FESEIVE ...ttt
REtAINEA EAIMINGS ... .eiiiiiiit ettt
Net unrealised holding gain 0N SECUNTIES .........cccuieeiiie e

Total Shareholders’ EQUILY ........oiuuiiiiiiii ettt

Contingent liabilities (Note 10)

Total liabilities and shareholders’ EQUILY..........cciiuieeiiire e

See accompanying notes to non-consolidated financial statements.

Millions of yen

Thousands of
U.S. dollars (Note 3)

2000 2001 2001
¥ 5,617 ¥ 851 $ 6,868
18,386 18,497 149,289
1,168 608 4,907
1,076 7 6,271
1,055 1,683 13,583
2,863 2,955 23,849
30,168 25,373 204,786
9,290 8,488 68,506
288 1,041 8,403
— 957 7,723
426 411 3,321
10,005 10,898 87,958
10,341 10,341 83,462
11,113 11,113 89,693
741 799 6,448
16,718 18,702 150,944
— 3,167 25,560
38,914 44,124 356,125
¥79,088 ¥80,396 $648,878
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Non-Consolidated Statements of Income

Years ended 31st March, 2000 and 2001

NEL SAIES (NOLE ) ....ieieiiiiie ettt e bt e e e te e e e sabr e e e s ab e e e e sbe e e e anbeeesnneee s
COoSt Of SAIES (NOTE 9) ...t
GFOSS PIOTIL ..ttt bbbttt st s b b e e

Selling, general and adminiStrative EXPENSES ........cccviiriiiiiierieiiie et
OPEIAtING INCOMIE ...ttt ettt ettt ettt e et e e e e e be e e e e sbe e e s nbe e e e aee e e asbeeesnbeeeannneeennneas

Other income (expenses):
Interest and diVIdENA INCOME ........ociiiiiiee et e e s aaae e e e

Interest expense
Exchange (loss) gain
Loss on sale and disposal of property, plant and equipment............cccoocvveriiieeniieee e,
Write-off of unamortised software COStS.........oooviieeiiiiieiiiiieiieees

Write-off of investments in subsidiaries and affiliates
(@1 [T P 0 1= OO PSS PSPPPPRRRRRRIR

INCOME DEfOrE INCOME TAXES. .. .icciiii i ettt e e e et e et e e e e e e et e e snnraee s
Income taxes (Note 8):
[O11] 4 =] o | S PSPPI

(D] (=T =10 [P OO PPUPRR SRR

NEL INCOME (NOLE 12)....cuiiiiieiiieitie ettt ettt ettt b et b et e e beesine s

See accompanying notes to non-consolidated financial statements.

Millions of yen

Thousands of
U.S. dollars (Note 3)

2000 2001 2001
¥08,682 ¥106,985 $863,478
83,219 89,609 723,236
15,462 17,376 140,242
10,922 12,134 97,933
4,539 5,241 42,300
309 257 2,074
(235) (176) (1,420)
(182) 37 298
(311) (261) (2,106)
(279) — —

— (614) (4,955)
(183) (112) (903)
(884) (870) (7,021)
3,655 4,371 35,278
1,876 2,772 22,372
(382) (1,032) (8,329)
1,494 1,740 14,043

¥ 2,161 ¥ 2630 $ 21,226




Non-Consolidated Statements of Shareholders’ Equity

Years ended 31st March, 2000 and 2001

BeGINNING OF YEAI ...ttt ettt ettt saee s
Add:

Conversion of convertible DONAS. ...........ooiiii e
(=0 To [ o] /=TT S PSR SPUO PPN

BeGINNING OF YEAI ...ttt ettt et be e i s
Add:

Conversion of convertible DONAS. ...........ooiiii e
(=0 To [ o] /=TT PRSP OO PR OPPRRPPP

BeGINNING OF YEAI ...ttt ettt saee s
Add:

Transfer from retained EarNINGS.........oouii it e e eaee
ENA OF YA ..t

BeGINNING Of YEAI .......eiiiiie e e s nre e s
Add:
NEEINCOME ...t sen e
Adjustment for the cumulative effect on prior years of applying the new method of
accounting for income tax alloCatioN ............coviiiiiiiiiii e
Deduct:
Cash diVIAENAS PAI.........eeiiiiieiiiee ettt e e e e e e sbn e e e ereeeeane
Bonuses to directors and statutory auditors. ............oooveiiiiiieiiiieeeee e
Transfer to legal reserve

ENA OF YA ..o

BeGINNING Of YBAI .......eiiiiiieeee e e e e nree s
Changes in net unrealised gains, net of income tax effects of ¥2,256 million

($18,208 thOUSANM).......evineiiieiieiieie sttt bbbttt sbe b b ne e e
ENA OF YA ..o

See accompanying notes to non-consolidated financial statements.

Millions of yen

Thousands of
U.S. dollars (Note 3)

2000 2001 2001
¥10,336 ¥10,341 $ 83,462
5 — —
¥10,341 ¥10,341 $ 83,462
¥11,108 ¥11,113 $ 89,693
4 — —
¥11,113 ¥11,113 $ 89,693
¥ 682 ¥ 741 $ 5,980
58 58 468
¥ 741 ¥ 799 $ 6,448
¥14,118 ¥16,718 $134,931
2,161 2,630 21,226
1,079 — _
546 546 4,406
36 41 330
58 58 468
¥16,718 ¥18,702 $150,944
¥ — ¥ — $ —
— 3,167 25,560
¥ — ¥ 3,167 $ 25,560

27



28

Notes to Non-Consolidated Financial Statements

SHOWA CORPORATION (the “Company”) maintains its accounting records in accordance
with accounting principles and practices generally accepted and applied in Japan. The
accompanying non-consolidated financial statements have been compiled from the non-
consolidated financial statements prepared by the Company as required under the
Securities and Exchange Law of Japan and, therefore, have been prepared in conformity
with accounting principles and practices generally accepted and applied in Japan, which
may differ in certain material respects from accounting principles and practices generally
accepted in countries and jurisdictions other than Japan.

In addition, the notes to the non-consolidated financial statements include informa-
tion which is not required under accounting principles generally accepted in Japan but is
presented herein as additional information.

As permitted by the Securities and Exchange Law of Japan, amounts of less than one
million yen have been omitted. Consequently, the totals shown in the accompanying non-
consolidated financial statements (both in yen and U.S. dollars) do not necessarily agree
with the sums of the individual amounts.

Certain accounts in the prior year's non-consolidated financial statements have been
reclassified to conform to the current year's presentation.

(a) Inventories

Finished goods, work in process and raw materials are stated at cost determined by the
average method. Supplies are stated at cost determined by the last purchase price method.
(b) Investments in Securities, Subsidiaries and Affiliates

Until the year ended 31st March, 2000, listed securities had been stated at the lower of
cost or market, cost being determined by the moving average method. Securities other
than listed securities had been stated at cost determined by the moving average method.

A new accounting standard for financial instruments, which became effective 1st
April, 2000, requires that securities other than those of subsidiaries and affiliates be
classified into three categories: trading, held-to-maturity or other securities. Under this
standard, trading securities are carried at fair value and held-to-maturity securities are
carried at amortised cost. Marketable securities classified as other securities are carried at
fair value with changes in unrealised holding gain or loss, net of the applicable income
taxes, directly included in shareholders’ equity. Non-marketable securities classified as
other securities are carried at cost. Cost of securities sold is determined by the moving
average method.

Investments in subsidiaries and affiliates are stated at cost determined by the
moving average method. Where there has been a permanent decline in the value of such
investments, the Company has written down the investments.

The effect of the adoption of the new standard for financial instruments was to
increase income before income taxes by ¥148 million ($1,194 thousand) for the year
ended 31st March, 2001.

(c) Property, Plant and Equipment and Depreciation

Property, plant and equipment is stated at cost. Depreciation is computed by the
declining-balance method.

(d) Research and Development Costs

Research and development costs are charged to income as incurred.

Effective 1st April, 1999, research and development costs are charged to both manu-
facturing cost and selling, general and administrative expenses (instead of being charged
to manufacturing cost) in the accompanying non-consolidated statement of income based

on the definition and accounting of research and development costs explicitly prescribed
by Accounting Committee Reports No. 12 “Practical Guidance for Accounting of Research
and Development Costs and Software” which was newly issued by the Japanese Institute
of Certified Public Accountants on 31st March, 1999.

Included in manufacturing costs and general and administrative expenses was ¥6,171
million and ¥6,033 million of research and development costs for the year ended 31st
March, 2000 and 2001, respectively.

(e) Leases

Non-cancelable leases are accounted for as operating leases (whether such leases are
classified as operating or finance leases) except for lease agreements stipulating the
transfer of ownership of the leased assets to the lessee which are accounted for as
finance leases.

() Retirement Benefits

Until the year ended 31st March, 2000, the Company’s accrued retirement benefits were
stated at 40 per cent. of the amount which would be required to be paid if all employees
covered by the retirement benefit plan voluntarily terminated their employment at the
balance sheet date, plus the unamortised balance of certain previously accumulated
amounts, as discussed below.

Effective 1st April, 1995, a portion of the retirement benefits which had previously
been covered by the unfunded retirement plan was transferred to the pension plan.
Consequently, the corresponding liability which had accumulated in accrued retirement
benefits was being reversed to income over seven-year period.

In accordance with a new accounting standard for employees’ retirement benefits
which became effective 1st April, 2000, accrued retirement benefits for employees at 31st
March, 2001 have been provided at an amount calculated based on the retirement benefit
obligation and the fair value of the pension plan assets as of 31st March, 2001, as
adjusted for the unrecognised net retirement benefit obligation at transition, unrecognised
actuarial gain or loss and unrecognised prior service cost. The retirement benefit obliga-
tion has been attributed to each period by the straight-line method over the estimated
years of service of the eligible employees.

Net retirement benefit obligation at transition is being amortised over 15 years. Prior
service cost is being amortised as incurred by the straight-line method over 15 years
which are shorter than the average remaining years of service of the employees. Actuarial
gain or loss is being amortised in the year following the year in which the gain or loss is
recognised by the declining-balance method over 15 years which are shorter than the
average remaining years of service of the employees.

The effect of the adoption of the new standard for retirement benefits was to increase
retirement benefit expenses by ¥560 million ($4,519 thousand) and to decrease income
before income taxes by ¥545 million ($4,398 thousand) for the year ended 31st March,
2001 compared with amounts which would have been recorded if the prior years’
accounting policy had been applied.

In addition, directors and statutory auditors of the Company are customarily entitled
to lump-sum payments under the unfunded retirement allowances plan. The provision for
retirement allowances for these officers has been made at an estimated amount.

(g) Derivative Financial Instruments

The Company has used forward foreign exchange contracts and interest rate and currency
swap agreements in order solely to hedge against risks of adverse fluctuations in foreign
currency exchange rates and interest rates. The Company does not enter into such
financial instruments for trading or speculative purposes.



In accordance with a new accounting standard for financial instruments which
became effective 1st April, 2000, derivatives are carried at fair value, with any changes in
unrealised gain or loss charged or credited to operations, except for those which meet the
criteria for deferral hedge accounting under which unrealised gain or loss is deferred as an
asset or a liability.

(h) Foreign Currency Translation

Up to the year ended 31st March, 2000, current monetary assets and liabilities denomi-
nated in foreign currencies were translated into yen at the exchange rates in effect at
the balance sheet date. Long-term monetary assets and liabilities denominated in foreign
currencies were translated at historical rates.

In accordance with a revised accounting standard for foreign currency translation
which became effective 1st April, 2000, current and non-current monetary accounts
denominated in foreign currencies are translated into yen at the exchange rates in effect at
the balance sheet date for the year ended 31st March, 2001.

All revenues and expenses denominated in foreign currencies are translated at the
rates of exchange prevailing when such transactions were made. The resulting exchange
losses and gains are charged or credited to income.

The effect of the adoption of the revised standard on the non-consolidated financial
statements for the year ended 31st March, 2001 was immaterial.

(i) Income Taxes

Deferred tax assets and liabilities are determined based on the differences between
financial reporting and the tax bases of the assets and liabilities, and are measured using
the enacted tax rates and laws which will be in effect when the differences are expected
to reverse.

Effective 1st April, 1999, tax-effect accounting was implemented in accordance with a
new accounting standard for income taxes. The effect of the implementation was to
increase deferred tax assets as of 31st March, 2000 by ¥1,462 million, which consist of
¥765 million included in current assets and ¥697 million included in investments and
long-term advances, and retained earnings by ¥1,493 million and to increase net income
for the year ended 31st March, 2000 by ¥382 million compared with amounts which would
have been recorded if the prior years' accounting policy had been applied.

(j) Appropriation of Retained Earnings

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

(k) Internal Use Software

Effective 1st April, 1999, Accounting Committee Reports No. 12 “Practical Guidance for
Accounting of Research and Development Costs and Software,” issued by the Japanese
Institute of Certified Public Accountants, was adopted for internal use software accounting.
Unamortised costs of software obtained for internal use of ¥279 million as of 31st March,
1999 which were presented as prepaid expenses and other current assets and long-term
prepaid expenses in 1999 year were fully charged to income and presented as “Write-off of
unamortised software costs” in 2000.

The translation of yen amounts into U.S. dollar amounts is included solely for the conve-
nience of readers outside Japan and has been made, as a matter of arithmetic computation
only, at the rate of ¥123.90 = U.S.$1.00, the exchange rate prevailing at 31st March, 2001.
The translation should not be construed as a representation that yen amounts have been,

could have been, or could in the future be, converted into U.S. dollars at the above or any
other rate.

Inventories consisted of the following:
Thousands of

Millions of yen U.S. dollars

31st March, 2000 2001 2001
Finished goods ..........cccccevveneenns ¥1,443 ¥1,492 $12,041
WoOrk in process........ccoecuveeviueeenne 1,341 1,281 10,338
Raw materials and supplies........ 1,277 1,312 10,589
¥4,063 ¥4,087 $32,986

Depreciation expense for the years ended 31st March, 2000 and 2001 amounted to ¥3,911
million and ¥3,897 million ($31,452 thousand), respectively.

Long-term debt consisted of the following:

Thousands of
U.S. dollars

2001

Millions of yen

2000 2001

31st March,

Bonds without collateral:
1.7 per cent. convertible
bonds due 2000 .................... ¥ 3,366 ¥ — $ —
0.5 per cent. convertible

bonds due 2004 .................... 4,700 4,700 37,933
Secured loans from banks and

local government ............ccoceee. 403 323 2,606

Unsecured loans from banks...... 6,439 4,317 34,842

14,908 9,340 75,383

Current portion..........ccceceeeveeenenen. (5,617) (851) (6,868)

¥ 9,290 ¥8,488 $68,506

The 0.5 per cent. convertible bonds, unless previously redeemed, are convertible
at any time up to and including 24th March, 2004, into shares of common stock of
the Company at the option of the holders at conversion price ¥612, per share, at 31st
March, 2001.

At 31st March, 2001, if all the outstanding convertible bonds had been converted at
the then current conversion price, 7,679 thousand shares would have been issued. Under
the provisions of the issue, the conversion price is subject to adjustment in certain cases
which include stock splits.

The annual maturities of long-term debt subsequent to 31st March, 2001 are
summarised as follows:

Thousands of

Year ending 31st March, Millions of yen U.S. dollars
2002 i ¥ 851 $ 6,868
851 6,868

7,207 58,167

2005 .. 320 2,582
2006 ..ovviiviiiiiiiii i ———————————— 108 871
¥9,340  $75,383

29
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The Company'’s assets pledged as collateral for long-term debt at 31st March, 2000
and 2001 were as follows:

Thousands of

Millions of yen U.S. dollars
31st March, 2000 2001 2001
Property, plant and equipment, net
of accumulated depreciation ....... ¥542 ¥542 $4,374

In accordance with the Code, the Company has provided a legal reserve as an appro-
priation of retained earnings. The Code provides that neither capital surplus nor the legal
reserve is available for dividends, but both may be used to reduce or eliminate a deficit by
resolution of the shareholders or may be transferred to common stock by resolution of the
Board of Directors.

The Company issued 16,339 shares of common stock upon conversion of convertible
bonds during the year ended 31st March, 2000.

The Company is subject to corporation tax, inhabitants’ tax and enterprise tax which, in
the aggregate, resulted in a statutory tax rate of approximately 42 per cent. for both 2000
and 2001.

The significant components of deferred tax assets and liabilities as of 31st March,
2000 and 2001 were as follows:

Thousands of

Millions of yen U.S. dollars
2000 2001 2001

Deferred tax assets:

Accrued bonuses.................... ¥ 374 ¥ 520 $ 4,196

Accrued retirement benefits.... 153 379 3,058

Other ..o 953 1,607 12,970
Total deferred tax assets 1,481 2,506 20,225
Deferred tax liabilities:

Net unrealised holding gain

ON SECUNMLIES...cvevvvereriieeeee. — (2,256) (18,208)

Other...ccocooveeiiciee e, (19) (12) (96)
Total deferred tax liabilities.......... (19) (2,269) (18,313)
Net deferred tax assets............... ¥1,462 ¥ 238 $ 1,920

Sales to and purchases from subsidiaries and affiliates were as follows:

Thousands of

Millions of yen U.S. dollars
Year ended 31st March, 2000 2001 2001
SaAlES. .ot ¥71,480 ¥79,011 $637,699
Purchases.........ccoceevvvveeiiinnenns 5,381 6,552 52,881

At 31st March, 2001, the Company was contingently liable for guarantees given in respect
of bank loans of employees and subsidiaries of the Company amounting to ¥1,782 million
($14,382 thousand).

The following pro forma amounts represent the acquisition costs, accumulated deprecia-
tion and net book value of leased assets, which would have been reflected in the accompa-
nying non-consolidated balance sheets if finance lease accounting had been applied to the
finance leases currently accounted for as operating leases:

Thousands of

Millions of yen U.S. dollars
31st March, 2000 2001 2001
Acquisition costs:
Equipment.........cccceeiiiiiennen. ¥2,974 ¥3,121 $25,189
Other assets........ccccevvrevieenne. 201 254 2,050
¥3,176 ¥3,375 $27,239
Accumulated depreciation:
Equipment.........ccccveveriveieninnne ¥2,059 ¥2,412 $19,467
Other assets.......c.ccccceeevieeennns 140 161 1,299
¥2,199 ¥2,573 $20,766
Net book value:
Equipment..........ccccoeveeiinennnnn ¥ 915 ¥ 709 $ 5,722
Other assets 60 93 750
¥ 976 ¥ 802 $ 6,472

Lease payments relating to finance leases accounted for as operating leases
amounted to ¥429 million and ¥426 million ($3,438 thousand) for the years ended 31st
March, 2000 and 2001, respectively, which were equal to the depreciation expense of the
leased assets computed by the straight-line method over the respective lease terms.

Future minimum lease payments subsequent to 31st March, 2001 for finance leases
accounted for as operating leases are summarised as follows:

Thousands of

Year ending 31st March, Millions of yen U.S. dollars
2002 ... ¥335 $2,703
2003 and thereafter............ccceevvvvveeeeeeiiineen. 466 3,761
¥802 $6,472
Yen U.S. dollars

Year ended 31st March, 2000 2001 2001

Net income:

BaSiC ..uvvveviiee e ¥ 31.63 ¥ 38.49 $0.31
Diluted......coeeeviieeeieieieee, 27.59 34.11 0.27
Cash dividends 8.00 9.00 0.07
Net assets.......cccceeeveiii, 569.42 645.65 5.21

The computation of basic net income per share is based on the weighted average
number of shares of common stock outstanding during each year. Diluted net income per
share is computed based on the weighted average number of shares of common stock
outstanding during each year after giving effect to the dilutive potential of the shares of the
common stock to be issued upon the conversion of convertible bonds.

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.



Report of Independent Certified Public Accountants
on the Non-Consolidated Financial Statements
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The Board of Directors and Shareholders
SHOWA CORPORATION

We have examined the non-consolidated balance sheets of SHOWA CORPORATION as of 31st March, 2000 and 2001, and the related
non-consolidated statements of income and shareholders’ equity for the years then ended, all expressed in yen. Our examinations were
made in accordance with auditing standards, procedures and practices generally accepted and applied in Japan and, accordingly,
included such tests of the accounting records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the accompanying non-consolidated financial statements, expressed in yen, present fairly the financial position of
SHOWA CORPORATION at 31st March, 2000 and 2001, and the results of its operations for the years then ended in conformity with
accounting principles and practices generally accepted in Japan applied on a consistent basis.

As described in Note 2 to the non-consolidated financial statements, SHOWA CORPORATION has adopted new accounting standards
for research and development costs and tax-effect accounting effective the year ended 31st March, 2000 and for employees’ retirement
benefits, financial instruments and foreign currency translation effective the year ended 31st March, 2001 in the preparation of its
non-consolidated financial statements.

The U.S. dollar amounts in the accompanying non-consolidated financial statements with respect to the year ended 31st March, 2001

are presented solely for convenience. Our examination also included the translation of yen amounts into U.S. dollar amounts and, in
our opinion, such translation has been made on the basis described in Note 3 to the non-consolidated financial statements.

28th June, 2001

See Note 1 to the non-consolidated financial statements which explains the basis of preparation of the non-consolidated
financial statements of SHOWA CORPORATION under Japanese accounting principles and practices.
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As of 28th June, 2001

OVERSEAS

North America

American Showa Inc.*

(Head office & Sunbury Plant)

(Blanchester Plant)

(Los Angeles Office)

American Marine
Components Inc.

Showa Canada Inc.*

South America

Showa do Brasil Ltda.*

Showa Industria Comercio
Ltda.

Europe
Showa Europe S.A.*

Asia

P.T. Showa Indonesia
Manufacturing*

Summit Showa
Manufacturing Co., Ltd.*

Asia

Munjal Showa Ltd.

Armstrong Auto Parts Sdn.
Bhd.

Guangzhou Showa Shock
Absorber Co., Ltd.

Sichuan Ningjiang Showa
Shock Absorber Co., Ltd.

Kai Fa Industry Co., Ltd.

Asian Autoparts Co., Ltd.

Machino-Auto Parts
Co.,Ltd.

Europe
Nissin Showa UK Ltd.

Europe
)
°
)
°
e®

Berva Co., Ltd.

Asia
Honda Atlas Cars Pakistan
Ltd.

Daelim Motor Co., Ltd.

Atlas Honda Ltd.
Note: Asterisk indicates
consolidated subsidiary.

®
.0
ol®
o, %%
® [ J
®
Head Office ®

® Overseas Bases

JAPAN

1-14-1, Fujiwara-cho,
Gyoda City,

Saitama 361-8506
Tel: 048-554-1151
Fax: 048-556-8393

Saitama

1-14-1, Fujiwara-cho,
Gyoda City,

Saitama 361-8507
Tel: 048-554-1151
Fax: 048-556-1530

Hadano

97-1, Bodai, Hadano City,
Kanagawa 259-1302

Tel: 0463-75-1414

Fax: 0463-74-1972

Gotemba

1-140, Komakado,
Gotemba City,
Shizuoka 412-8511
Tel: 0550-87-2500
Fax: 0550-86-0100

Asaba

2601, Aza-Komagawa,
Matsubara, Asaba-cho,
lwata-gun,

Shizuoka 437-1194
Tel: 0538-23-2185
Fax: 0538-23-6272

Nagoya

2-1, Ono-cho, Kasugai City,
Aichi 486-0926

Tel: 0568-31-7101

Fax: 0568-33-5829

Tochigi

112-1, Hagadai,
Haga-cho, Haga-gun,
Tochigi 321-3325
Tel: 028-677-4306
Fax: 028-687-1376

Saitama
Gyoda City,
Saitama 361-8507

Asaba
Asaba-cho, lwata-gun,
Shizuoka 437-1194

Osaka

Kanda Bldg. #2, 3F,
2-7-6, Jonan, lkeda City,
Osaka 563-0025

Tel: 0727-54-6591

Fax: 0727-54-6594

Showa Kyushu Corporation™
1, Oaza-Shimogo, Toyono-
cho, Shimomashiki-gun,
Kumamoto 861-4304

Tel: 0964-45-2100

Fax: 0964-34-5011

Honda Verno Kumagaya Co.,
Ltd.

479-1, Hirose, Kumagaya
City, Saitama 360-0833
Tel: 048-525-1411

Fax: 048-525-7050

Ohyama Seiko Co., Ltd.
124-1, Aza-Deguchi,
Togawa, Hadano City,
Kanagawa 259-1306
Tel: 0463-75-0041
Fax: 0463-75-1731

Nestec Inc.

18-7, Hirade-Kogyodanchi,
Utsunomiya City,

Tochigi 321-0905

Tel: 028-662-5941

Fax: 028-689-1012

Note: Asterisk indicates
consolidated subsidiary.

@
e) [ ] ...

Head Office
@ Plants

R&D Centers
O Sales Office

Subsidiaries

Affiliate



Board of Directors and Corporate Auditors As of 28th June, 2001

Masahide Matsushima Takeomi Miyoshi Kiyoshi Nagashima Kunitoshi Kyotani
Takehiko Makino Shunji Okajima Noboru Yaguchi
Hidekuni Ito Yoshimitsu Zaima

Michiaki Kusuyama

Hidefumi Kasagi Tadao Ono
Yasutomo Tajima Kosaku Yamada Tadashi Matsuda
Hiroshi ljima Yoshitaka Terazawa

Kenshi Hirai

Mitsuhiro Nishida

Corporate Data As of 31st March, 2001

Authorized: 180,000,000 shares Tokyo Stock Exchange, First

Shares Percent of
Issued: 68,340,302 shares Section (Thousands) total
l Honda Motor Co., Ltd. ....cccceevevvrnnriicins 24,447 35.77%
M Japan Trustee Services Bank Ltd.
TruSt ACCOUNT ....eevveeeiiiiiiiiiee e 6,726 9.84%
3,935 The Toyo Trust & Banking Co., l Mizuho Trust & Banking Co., Ltd.
Ltd. TIUSE ACCOUNE A ..o, 4,507 6.59%
1-4-3, Marunouchi, Chiyoda-ku, B The Bank of Tokyo—Mitsubishi, Ltd............ 1,895 2.77%
TOkyO 100-8214, Japan l The Tokai Bank, Ltd...........ccoeveveeevriirenns. 1,736 2.54%
M The Mitsubishi Trust & Banking Corp.
TruSt ACCOUNE ....evveeeiiiiiiiieie e 1,681 2.46%
l The Sanwa Bank, Ltd. .......c..cccceevvevervenene, 1,375 2.01%
H The Sumitomo Trust & Banking Co., Ltd.
Trust AcCount B .......ccovovveiiiiiiniecn, 1,357 1.99%
H The Toyo Trust & Banking Co., Ltd.. ......... 1,301 1.90%
M The Mitsubishi Trust & Banking Corp. ....... 1,301 1.90%

46,326 67.77%
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