CREATING NEW VALUE

Nitto Denko Corporation is a company with an unchanging vision: creating new value precisely
matched to the evolving needs of customers and the community.

The Company was founded in 1918 as Japan'’s first manufacturer of electrical insulation materials.
Capitalizing particularly on our Group strengths in polymer synthesis, application and processing tech-
nologies, Nitto Denko has constantly stayed at the leading edge in the development and implementa-
tion of an expanding range of advanced technologies that enable us to offer customers in countless
fields the products they need when they need them.

A basic Nitto Denko strategy, called Global Niche Top, is to establish overwhelming world domi-
nance in carefully selected global niche businesses sought out in high-growth market sectors. Once the
Company focuses on a niche business, it inmediately aims for top market share by offering unique,
sophisticated products that cannot be matched by the competition.

The statement, “Breaking the Rules to Create Robust Growth Engines,” that appears on the cover of
this report is a declaration of Nitto Denko’s commitment to continuing growth and development. It
means that Nitto Denko recognizes that it must reform to stay strong and vigorous in the 21st century
and will not be held back by old rules that have been rendered meaningless by today’s realities.

Consisting of 107 companies in 17 countries, the Nitto Denko Group is a continually evolving busi-
ness organization that strives to enrich the quality of life worldwide through better products, while also

helping to protect the environment and contributing to society.
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FINANCIAL HIGHLIGHTS

Nitto Denko Corporation and Consolidated Subsidiaries
For the Years Ended March 31, 2002 and 2001

Millions of yen

Thousands of
U.S. dollars

2002 2001 2002
NIEL SAIES  ++++eessrrreersrreesnseenitteeeitttestte e st ee st e e e atb e e e sabbeesstbeeetbeaesabeeessabeaeabees ¥338,930 ¥365,698 $2,544,520
NEL IICOME #+++srrreersrreessnrreaitreeaitttesttte st eesstr e e et b e e e sbbeesbbeeetbeeessbaeessabeaessees 1,115 15,851 8,371
SHArehOIdErs’ @QUity ++«+++s+sessestesmsessmssests sttt 228,410 226,894 1,714,790

Per share of common stock:

NEL INCOIME #++reerrrereesreerreireeiteate et eire et e ereeereets e ere e s beete e eteebeerreebeebeetseereeebeearees
Shareholdersl eqUIty .......................................................................................
Cash dividends ................................................................................................

Yen

U.S. dollars

¥ 642 ¥ 93.51
1,314.50 1,305.80
22.00 21.00

$ 0.05
9.87
0.17

Note: The United States dollar amounts in this report are given for convenience only and represent translations of Japanese yen at the rate of

¥133.20 = US$1. See Note 1 to Financial Statements.

NET SALES NET INCOME
¥ Millions ¥ Millions
300,000 15,000

200,000 10,000

100,000

98 99 00 01 02

SHAREHOLDERS' EQUITY

¥ Millions

200,000

150,000

100,000

98 99

01 02



The Nitto Denko Group supports a broad spectrum of industrial activities by providing an extensive lineup of high-performance

products to markets around the globe. Developed by combining the Group’s core polymer processing and synthesizing exper-

tise with a variety of other advanced technologies, these products offer numerous sophisticated functions, including

sealing, bonding, separation, permeation and diffusion. The Group’s 107 companies strive to capture top share in global-scale

niche markets. Consolidated net sales for fiscal 2002 amounted to ¥338,930 million.

m INDUSTRIAL PRODUCTS

We offer a diversity of high-performance materials for innumerable
highly specific applications in fields ranging from electronics to
such consumer product sectors as home electric appliances and
automobiles. Many of these products, including such basic items as
adhesive tapes and sealing materials, as well as specialty products
like surface protections films for automobile bodies, are No. 1 in
market share in their market niches.

The Industrial Products sector posted sales of ¥183,699 million

and operating income of ¥4,640 million in fiscal 2002.

MAIN PRODUCTS

Double-coated adhesive tapes for various kinds of industry, surface
protection films, heat peelable sheets (REVALPHA), tape for
transporting electronic components, foam sealing material (EPT

Sealer).

m ELECTRONIC PRODUCTS

Nitto Denko exploits our considerable store of core technologies to
develop future-oriented electronic products matched to the chang-
ing needs of the global information industry. The products of this
sector help to underpin technological advances throughout the
electronics industry. LCD-use optical films (polarizing films and
retardation films) and transparent encapsulating resins for optical

devices are especially strong contributors to the industry that have

become the world’s best-selling products in their respective markets.

The Electronic Products sector posted sales of ¥119,627 million

and operating income of ¥10,633 million in fiscal 2002.

MAIN PRODUCTS

Polarizing films (NPF), retardation films (NRF), polarization convert-
ing system (NIPOCS), semiconductor encapsulating resins, flexible
printed circuits (FPCs), thin metal core boards for magnetro resistive

heads.

m FUNCTIONAL PRODUCTS

Nitto Denko's strong reputation as a contributor to the ecology
sector derives mainly from our environmental protection, health
care and other functional products. These include medical-use
tapes, transdermal therapeutic patches, high-polymer separation
membranes for separating, refining and condensing water and
chemicals, and engineering plastics produced utilizing industry-
leading fluoroplastic processing technologies. The list of top-

market-share products in this sector includes reverse osmosis

membranes used to generate ultrapure water for semiconductor
production processes.
The Functional Products sector posted sales of ¥35,604 million

and operating income of ¥4,039 million in fiscal 2002.

MAIN PRODUCTS
High-polymer separation membrane modules, transdermal thera-

peutic patches, fluoroplastic tapes, semi-conductive polyimide belts.
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*The Corporation split industrial products into Industrial Products and Functional Products

beginning fiscal 1999.
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TO OUR SHAREHOLDERS

Toward a Lean and Muscular

Corporate Structure

— Productivity Reforms for
Optimum Response to

Market Needs —

Investment in Growth Segments Helps to Offset Poor
Business Performance

In fiscal 2002, ended March 31, 2002, business results were strongly
impacted by the downswing in the electronic industry following the
collapse of the IT bubble, the slowing of the U.S. economy in the
first half of the year, and the additional effect of the September 11
terrorist attacks in 2001. Sales were down 7.3% from the previous
fiscal year, to ¥338,930 million, and operating income fell 44.5%,
to ¥19,314 million.

The strong performance of Nitto Denko Corporation and its con-
solidated subsidiaries in the preceding fiscal year was largely due to
structural reforms. However, with the dramatic changes in the mar-
ket environment in fiscal 2002, we confronted the reality that such
reforms were not sufficient. Further, in hindsight, the severity of the
negative impact could have been avoided by launching the struc-
tural reforms from an earlier state.

With these changes in the business environment as a turning
point, we decided that radical reforms enabling business segments
to maintain profitability despite slight fluctuations in production was
a critical issue that had to be addressed with the utmost urgency.

The downturn in performance was undeniably what led us to
embark upon these initiatives. From a long-term perspective, we
feel fortunate to have encountered a situation that forced us to

tackle the situation early on.

On the positive side, resurging LCD-related products generated
steady profits, membrane products performed well on the strength
of expanding global demand, and medical-related products also
turned in solid results.

The upturn in the LCD segment was largely due to the opportune
timing of forward-looking investment in new plant and equipment,
namely the completion of the third facility at the Onomichi Plant in
time to capitalize on an upswing in demand. Focused and precise
investment helped to ensure that we did not miss any business
opportunities. Other major advances include the completion of the
Toyohashi No. 13 Plant, SCM Center, the new Wisconsin Plant in
the United States, and the new Suzhou Plant in China. In this way,
our proactive push toward overall optimization produced

tangible results.

Freezing of the “G-2002” Mid-term Plan and Formulation
of the “Muscle Plan”

In the first half of fiscal 2002, the deteriorating business environ-
ment made it impossible to meet even monthly numerical targets.
As the pace of market change accelerated to the point of making
long-term projections impossible, we had no choice but to freeze
our “G-2002" mid-term management plan. Faced with the need to
carry out radical reforms quickly, we immediately started formulat-
ing the “Muscle Plan.”

The Muscle Plan is not an objective but a methodology for
achieving productivity reforms in every aspect of our business. In
short, it is aimed at thoroughly eliminating waste throughout the
Nitto Denko Group. The result will be a leaner, more agile compa-
ny. The Muscle Plan is a response to the reality that the traditional
style of reform through streamlining and consolidation alone can
no longer be expected to ensure future growth, even in sectors
with the potential for growth. We must also to shift to a simmer
and more muscular corporate structure.

Cutting fixed costs is the most difficult part of improving produc-
tivity through management and structural reforms. To achieve the

target ratio of operating income to sales, a reduction in fixed costs



by approximately ¥10 billion per year was determined to be essen-
tial. We therefore took steps to reduce the workforce by introduc-
ing early retirement. This initiative includes paying a fixed amount

on top of benefits under an already existing retirement scheme and

the opening of this option to an unrestricted number of employees.

During the year, more than 10% of permanent employees in Japan
opted for voluntary retirement. Personnel cutbacks are an
agonizing choice, but one that cannot be avoided.

In April 2002, we spun off the Kyushu Plant. When operations
were resumed, employees were re-employed using a wholly merit-
based wage system revised to reflect local wage standards. This
manufacturing sector restructuring plan became the first model for
structural reforms required in all operating sectors.

Personnel cutbacks and spin-offs are key elements of problem-
solving models that will be vigorously implemented to restructure
group companies and business operations. Streamlining and
consolidation of group companies will move forward in parallel.

These measures are producing a steady improvement in the cost
efficiency of manufacturing operations, especially within high-cost
business sectors. The initiatives under the Muscle Plan will be
aggressively pursued up to March 2003, but those involving
productivity reforms will be continued beyond March into the

next fiscal period.

Productivity Reforms — Springboad Toward
a Vigorous Growth Strategy

The Muscle Plan defines a specific growth strate-

gy for each operating segment. In industrial prod-
ucts, the plan stresses “business revitalization,”
while in electronic products the focus is on thor-
ough pursuit of “low-cost production.”
“Sustainable growth” is the goal in optical prod-
ucts, and in functional products, the objective is
“global expansion.” Each business segment has
been tasked with clarifying a consistent vision for the

future. This includes answering such key questions as,

Left: Hideki Yamamoto, Chairman

Right: Masamichi Takemoto, President

“What sort of company or business division do we want to
become?”

Fiscal 2003 will see the definition of the issues each sector must
tackle and the formulation of concrete plans for realizing objectives.
The sharing of methods with other business segments will be
required to ensure the best growth plans are applied company-
wide for overall optimization. A primary goal of this process is to
achieve a ratio of operating income to sales of 10% in fiscal 2004.

One model developed during the year already disseminated
company-wide is that mentioned earlier of cutting fixed costs by
implementing an early retirement scheme. Another is the spin-off of
manufacturing operations developed as a model for productivity
reforms in Japan. Methods being considered for achieving low-cost
production in the electronic products segment include carrying out
R&D for semiconductor products in Malaysia. Overseas R&D in the
tape materials segment is another option. Further, it has already
been decided that a portion of production of flexible printed
circuits (FPCs), currently handled by the Kameyama Plant in Mie

Prefecture, will be shifted to the new Suzhou Plant in China.




Enhancing Our Corporate DNA

Nitto Denko’s motto for 2002 is, “Striving for New Growth with the
Muscle Plan - Productivity Reforms, Breaking the Rules, and
Expanding Our Creativity.” This, taken together with such tradition-
al Nitto Denko axioms as “Change represents opportunity,”
demonstrates a pattern of intrinsic positive thinking so basic to our
corporate philosophy that we consider it part of the Nitto Denko
DNA. The spirit of the Muscle Plan will also be ingrained into corpo-

rate thinking to the point that it also becomes a subconscious com-

ponent of our genetic makeup.

Direct interviews are cur-
rently underway between
the president and the 300
members comprising man-
agerial staff throughout
Japan. The aim of this ini-

tiative is to absorb opinions

from the frontline of opera-
tions, while ensuring that the true intent of the Muscle Plan is com-

municated firsthand to every corner of the organization.

“3Es” + “O” Represent Strategic Growth Segments

Nitto Denko’s potential for future growth is centered largely on

the “3Es,” or the electronics, ecology and energy segments, plus
optical-related products in the rapidly expanding optoelectronics
sector. Geographically, we plan to concentrate on the Chinese
market. We are actively upgrading and expanding our manufacturing
bases, and also strengthening marketing capability and
streamlining distribution.

Membrane and water-related products, which are part of our
global environment response technologies, are also expected to see
major growth during the early years of this century. In medical-
related products, we plan to move beyond our current line of trans-
dermal drug delivery products into test agent peripherals and other
new sectors. All of these represent future business strategies from
a long-term perspective, and rather than Nitto Denko solely cover-

ing all of these areas, we intend to target global expansion with a

view to alliances with other companies, partner businesses, M&A
and other business tie-ups.

In electronics products, rising demand is expected for not only
LCD panel products but also high-performance films, including
plasma display panel (PDP) and electroluminescence (EL) products.

In the tape materials sector, “desolvation” has become the
keyword. In addition to forging ahead with the development of
adhesives that do not use solvents, we plan to develop new
applications for adhesive products outside conventional fields.
Encouraged by the steady rise in tape demand for use in semicon-
ductor manufacturing processes, we plan to develop new “fine and
clean” products for other sectors as well. This could even entail flex-
ible small-lot production. Taken as a whole, we believe that shifting
to highly profitable product segments is the key to revitalization.

Product development that transcends the barriers between busi-
ness segments is also essential. Nitto Denko is the only company to
manufacture products ranging from FPCs to semiconductor encap-
sulating packaging materials, and wafer protection and fixing tapes
for semiconductor manufacturing. If we can develop products that
fuse Nitto Denko’s advanced technologies in these fields with film
materials, we will be in a position to open up vast new markets. The
issue to be addressed for the time being is launching newly devel-
oped product groups quickly while performance for LCD panels

remains strong.

Strengthening Adaptability to a “Market-driven Era”
To ensure that business opportunities are not missed in today’s
business environment, companies must become closer to cus-
tomers. To achieve growth in which our products match our
customers’ needs and priorities, as of April 1, 2002, we broke away
from an operational framework integrating all aspects of product
development and marketing from design through production, sales
and distribution, and drastically reorganized sales operations to
sharpen their response to market realities.

In fiscal 2003, Nitto Denko will apply a market-driven approach
to every aspect of operations from product development to market-

ing and customer service. The product-oriented development



system of the past will be replaced by one that responds to
customer requirements via the shortest route, at the lowest cost,
unfettered by barriers between business sectors.

We have also remapped the course to be followed in building
Nitto Denko into a still more tightly integrated “technology-oriented
company.” A company cannot be described as being “technology-
oriented” in terms of its development capability alone. Human
resources appropriate for a technology-oriented company must be
in place in all business sectors, especially those in charge of manu-
facturing, quality control and assessment, and intellectual property
management. We will therefore be moving forcefully ahead with
the rotation of human resources to optimize the allocation of cor-
porate resources across a borderless company.

The effective implementation of the Muscle Plan is measured in
terms of global optimization of the entire Nitto Denko Group. The
standard for judging measures taken within the individual business
sector is based on appropriate criteria ascertained from a Group
perspective. Options include spin-off of businesses, sharing of pro-
duction facilities and shifting of production to overseas locations
such as China and Malaysia. The scenario also encompasses
alliances with appropriate partner companies, expansion of OEM,
cooperation in R&D, M&A and other moves aimed at breaking
away from doing everything in-house. The rule for achieving overall

optimization has therefore been defined as “Breaking the Rules.”

“Global Niche Top” Business Strategy Remains
Unchanged
The Nitto Denko Group has adopted “Creating New Value” as the
unwavering vision of the whole Group. In addition to promoting
sound growth by continuing to provide new value to customers,
we are striving to become a company that is truly valuable to all
stakeholders, including end users, shareholders, employees, and
society as a whole.

Nitto Denko will continue to grow in the future by providing
value-added products through our “Global Niche Top” business
strategy for capturing the global top share in various niche fields.

We have defined fiscal 2003 as a period of preparation for our next

leap forward. By implementing the Muscle Plan in line with the
fundamental ideal that “Change represents opportunity,” we will
create a revitalized Nitto Denko with new muscle attributes that
can be brought to bear globally.

The marine creatures that moved onto land millions of years ago
passed through a difficult period of adaptation before diversifying
into the many species of land animals we know today. Seeing

ourselves in a similar situa-

tion, we at Nitto Denko
Group are prepared to Fa
choose the necessary path, *

no matter how arduous, on

the way to evolving both as
a company and in the way
we do business.

As we ready ourselves for the next leap forward, toward becom-
ing a company able to achieve new and sustainable growth, we feel
a strong sense of confidence in taking up the challenges we have

set before us.

Hideki Yamamoto

Chairman

Sm2

Masamichi Takemoto

President
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— Muscle Plan
Breaking the Rules

Infrastructure

Global Optimization
of Group

Nitto Denko Moves into Action

Nitto Denko’s “Global Niche Top” management strategy of
dominating high-growth niche markets with industry-
leading products has regularly paid off in continuing steady
growth. Our unremitting commitment to keeping ahead of
the competition by reforming our business operations,
distribution system and marketing infrastructure whenever
necessary has also done much to maintain and improve
business results. Still, these traditional reforms did not
prepare us for the severe economic circumstances encoun-
tered during fiscal 2002, and Nitto Denko experienced the
worst setback in the Group’s history. Faced with this reality,
management saw an urgent need for a root-deep transfor-
mation. The “G-2002" mid-term management plan was
therefore suspended and a new plan formulated. This new
plan centers on two basic concepts. The first is productivity
reforms for rebuilding Nitto Denko into a lean, muscular
company with high productivity. The second is a growth
strategy defining concrete measures for simultaneously
putting the Group back on the road to growth.

There will be no change in the long-standing corporate
strategy of pursing Global Niche Top status toward enhanc-
ing our pursuit of excellence and growth. But, Nitto Denko
intends to move into still more decisive action to power
vigorous growth. Five phrases have been created to add
zest and focus to this initiative: “Breaking the Rules,”
“Open, Fair, Best,” “Global Optimization of Group,”
“Technology-oriented Company,” and “Market-driven
Company.” Nitto Denko is now poised to move swiftly

forward with actions reflecting the spirit of these concepts.
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Muscle Plan

“Breaking the Rules” — It's a New Game, the Old Rules
No Longer Apply

The “G-2002" mid-term management plan has been suspended,
and the Muscle Plan implemented in its place. The Muscle Plan
focuses on productivity reforms and a growth strategy. It aims at
trimming all excess weight off the Nitto Denko Group, fundamental-
ly changing the cost structure, building corporate muscle needed for
future growth and development and achieving the target ratio of

operating income to sales of 10% in fiscal 2004.

O Outline of Muscle Plan

The reform concept is epitomized by the motto “Breaking the
Rules.” What this means is that Nitto Denko is breaking away from
current value standards, casting off conventional practices and
shedding outdated decision-making criteria and operating systems
in an all-out effort to change our business structure, work processes

and way in which every employee thinks and acts.

Creation of a well-muscled body (group attributes) for achieving an operating profit margin of 10% in fiscal 2004.

Productivity Reforms

Cut fixed costs by ¥10 billion/year

e Manufacturing Productivity Reform

e Distribution Productivity Reform

¢ Headquarters/Administrative Function
Productivity Reform

e Organization/Personnel System
Infrastructure Reform

Infrastructure

Global Optimization of Group — Cultivating

a Cosmopolitan Perspective

The first stage of the Muscle Plan will be like pushing the reset
button on every work process, system and practice throughout
every facet of Nitto Denko Group operations from R&D through
production and marketing. In the reassessment and improvement
phase that follows, the overriding standard for every decision will
be “Does it help to achieve Global Optimization of the Group?”
No proposition will be accepted unless it is the best for the whole
Group at the global level. The where, what and when of every

proposal will also be meticulously judged in the same light.

Growth Strategy

e Revitalization of Tape Materials Products

e Pursuit of Low-Cost Production of
Electronic Products

e Sustainable Growth of Optical Products

e Global Expansion of Functional Products

The following is a review of global optimization of group actions

currently in progress.

Reorganization of R&D and Production Bases in the Electronics
Sector

O New FPC plant in China

A new flexible printed circuit (FPC) production base under con-
struction at Nitto Denko (Suzhou) Co., Ltd., established in Suzhou
in China'’s Jiangsu Province in July 2001, is expected to come on
line with completion of the First Phase Plant in early 2003. As an

integrated facility equipped to handle all production processes from



the film stage onward, the plant will manufacture FPCs mainly for
use in IT electronic equipment.

Currently, FPCs are manufactured at the Kameyama Plant in
Japan, and only downstream operations are handled by facilities in
China and Vietnam. As Nitto Denko’s first offshore integrated FPC
facility, the Suzhou Plant will step into place as the Nitto Denko'’s
main Asian production base and contribute strongly to increasing
market share in the region. Ensuing Second Phase expansion will
make the Suzhou facility into a major production base matching
the scale of the Kameyama Plant.

Suzhou was selected as the plant site based on the fact that
many electronic equipment manufacturers have production bases
in China. The Suzhou Plant is positioned to offer the SCM system of

these manufacturers virtually waitless delivery.

O Semiconductor packaging material R&D base set up in Malaysia
In April 2002, semiconductor encapsulating material production
operations were transferred from the Kameyama Plant to Nitto
Electronics Kyushu Corporation and Nitto Denko Electronics
(Malaysia) Sdn. Bhd. In parallel, all R&D for general-purpose encap-
sulating materials was moved to Malaysia. R&D in Japan is now
focused solely on materials for next-generation packaging
applications.

The new R&D Center set up at Nitto Denko Electronics
(Malaysia) Sdn. Bhd. in March 2002 has gone into operation and is
moving forward with R&D of advanced encapsulating materials for
multilayer high-density packages and other applications. Its techni-
cal service and evaluation capabilities with regard to encapsulating
resins are on par with those in Japan. The R&D Center will play a
central role particularly in R&D of semiconductor encapsulating

materials for the Nitto Denko Group.

Nitto Denko (Suzhou) Co., Ltd.

Wisconsin Plant of
Permacel

Nitto Denko Electronics
(Malaysia) Sdn. Bhd.

Reorganization of Tape Sector Production and Marketing

O Permacel ramps up new plant in the United States

Permacel, the Nitto Denko Group’s New Jersey-based subsidiary,
commenced operations at its new Wisconsin Plant in April 2002.
Permacel’s product lineup includes industrial adhesive tapes for
bonding and surface protection of electronic components and
automotive materials. A total of ¥6,500 million was invested to
build the plant, which has a total floor area of 15,000 square
meters. The workforce numbers around 100 and annual production
capacity is on the order of ¥5,500 million. This added capability
boosts the total production capacity of the Nitto Denko Group in
the United States by 30%, from about ¥16,000 million to about
¥21,000 million.

O Tape operations consolidated at Toyohashi Plant
The Toyohashi Plant, the Group’s main domestic producer of indus-
trial tapes, is to concentrate on development and production of
new high-value-added products targeting the whole spectrum of
electronics industries. The Toyohashi No. 13 Plant, completed in
October 2001, is equipped with a Class 1,000 clean room used to
manufacture protective films for LCDs, transparent double-coated
tape, sound absorption materials for hard disks (HDDs) and
vibration-damping adhesive labels.

The Toyohashi Plant will also be moving into production of new
products with high potential to contribute to business performance,

including cleaning materials for manufacturing plasma displays.

11
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R&D

Toward a More Technology-oriented Company

— Exploiting the “Change Represents Opportunity” Tradition
to Create New Technologies

Nitto Denko believes that we exist to serve society with the prod-
ucts we make and, to do this well, we endeavor constantly to create
and apply new technologies. This is an immutable commitment
unchanged by the turbulence of the times. It is simply part of our
corporate DNA. Today, Nitto Denko is working to become a more
agile, flexible organization that gives wide berth to people on the
frontline. As part of this, we are concentrating corporate resources
on “Group-wide R&D Projects” seen as initiatives compatible with
both management strategy and business strategy. “Group-wide

R&D Projects” is defined as an initiative of high strategic significance

O Nitto Denko’s Technology Platform
Basic Technology

Nitto Denko uses our core expertise

as a starting point for a process of 0
Material

. . Designi
refinement, supplementation and Technologles

combination that expands the

.
Conversion and
Processing
Technologies

breadth and depth of our technology
platform through the development

.
Analysis and
Evaluation
Technologies

of technologies of expanded
functionality and sophistication.

.
Commercialization
Technologies

Market Tie-in

Toward a More Market-driven Company

— When All Decisions Are Market Driven, Swift Response
Is Indispensable

As of April 2002, Nitto Denko abandoned its business sector-based
sales system of 14 years to put in place a new marketing system
that bases business decisions solely on market realities. This transi-

tion was an urgent response to the realization that we could not

and urgency to be pursued under the direct control of the chief
technical officer (CTO), whose duties are currently assumed by the
president. Once monthly, the CTO calls an Integrated Technology
Strategy Meeting, which is aimed primarily at promoting technology
sharing throughout the Group, monitoring progress in the develop-
ment of important technologies and products, and working out
ways to allocate R&D resources for maximum efficiency and effect.
Nitto Denko takes the position that technologies are needed not
only for product development but also for solving every problem
related to production. The Company is therefore also aggressively
engaged in the development of technologies in such areas as
energy-saving processes, cost reduction, quality enhancement,

waste reduction and environmental protection.

Element Technology Basic Functions & Products

Molding

.
Technologies Shut-off
.
Synthesizing
Technologies *
Connection
.
Coating
Technologies .
o Selection &
System Permeation
Technologies
* .
Life Sqenc.e Diffusion
Technologies
.
Precision Film .
Forming Exchange

Technologies

survive in an era of turbulent market change without strengthening
the market interface and overhauling sectors whose products no
longer matched the needs and priorities of the market. Under the
old system, marketing operations were handled separately by the
individual sectors by the sales division in charge of each region. This
made it impossible to 1) exploit the overall power of the whole

Group, 2) move ahead with marketing on a global scale,



3) ascertain emerging customer needs through sharing of informa-
tion between different sales divisions, and 4) deploy personnel
flexibly. As the development of new products cutting across two or
more business sectors was therefore difficult, the segments
frequently got locked into a pattern of a single product for a single
market. The newly introduced sales market sector-based system
consists of eight marketing divisions each in charge of a different

market segment, including automobiles, electric devices and health

Corporate Governance

Open, Fair, Best — Staying Attentive to the Interests of
Every Stakeholder

In 1993, Nitto Denko adopted “Creating New Value” as a corpo-
rate vision and also defined the Employee Guidelines for day-to-day
corporate activities toward realizing this vision. Nitto Denko is espe-
cially concerned about protecting the environment. In addition to
drawing up its own voluntary plan for environmental protection
and formulating a “Basic Environment Policy,” we also publish

an “Environment Report.” Since fiscal 2002, we have conducted
environmental accounting encompassing both Nitto Denko
Corporation and some consolidated subsidiaries.

One of the guidelines stipulates that Nitto Denko as a company
and its employees must conduct themselves in accordance with the
law and good ethics. This principle is reflected, for example, in the
“Open, Fair, Best” policy aimed at structuring a better and more
comprehensive disclosure system that is transparent to the eyes of
shareholders and investors.

Nitto Denko is organized by business operation, with the general
manager of each business sector having the authority to make deci-
sions regarding ordinary daily operations. Strategy decisions and
matters regarding the setting of operating segment and
company-wide goals are discussed and decided by different
deliberating bodies as explained in the following. Issues of utmost

importance are taken up by the Board of Directors.

care. With this system, customers in every market can be offered
total solutions developed by the entire Nitto Denko Group,
enabling us to maintain our businesses in closer contact with cus-
tomer wants and needs. The goal is to build a marketing system
that can come up with the solution the customer needs via the
shortest route and enables development and production of new

products unfettered by barriers between business sectors.

0 Board of Directors

The Board of Directors, which is composed of 14 directors and four
participating auditors elected at the Ordinary General Meeting of
Shareholders held on June 22, 2001, is the highest decision-making
body in the administration of all aspects of the company’s business.
The Board of Directors has the authority to make all management
decisions other than those falling under the power of the General
Meeting of Shareholders. The Group Management Committee,
whose members include four area leaders in the world, deliberates
and decides important matters regarding the Nitto Denko Group
within the scope of the authority delegated by the Board of

Directors.

O Board of Auditors

The Board of Auditors, which is composed of four auditors elected
at the Ordinary General Meeting of Shareholders held on June 22,
2001, audits the business operations and accounts of the company.
The Board of Auditors conducts business operation audits to deter-
mine whether or not the actions of the Board of Directors in con-
ducting the business of the company are in compliance with the
laws and regulations and the Articles of Incorporation. In conduct-
ing account audits, the Board of Auditors receives a report from an
external auditor (auditing corporation) on auditing methods and
results and judges their appropriateness. Based on these, the Board
of Auditors prepares an audit report and submits it to the Board

of Directors.
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ENVIRONMENTAL ACTIVITIES

“Promoting business activities in harmony with the natural environ-
ment” is one of the core tenets of our management philosophy. We
aim to reduce the impact of our activities on the natural environ-
ment, and accordingly, have established mid- to long-term objec-
tives in this regard. Our two most important goals are to develop
products that do not damage the environment and to develop
manufacturing technologies that do not generate industrial waste.

At the same time, we introduced an internally developed envi-
ronmental accounting system in fiscal 2001, and actively promoted
the implementation of this system to some Group companies in
fiscal 2002.

As one of the main features of Nitto Denko’s environmental
accounting system, we include the costs of raw materials used in
processing industrial waste, and the costs associated with the pur-
chase of energy, solvents and industrial-use water, in addition to
the environmental conservation costs identified in the Ministry of
the Environment’s “Guidelines for Introducing an Environmental

Accounting System.”

Through this environmental accounting system, we intend to
shift environmental policy from a conventional approach centered
on waste management to the development and establishment of
new manufacturing technologies that produce zero waste, together
with pursuing a balance between environmental management and

business performance.

Non-consolidated Environmental Costs (Millions of Yen)
Fiscal 2002 Fiscal 2001
Net sales 195,456 222,406
Environmental conservation costs
General expenses 976 960
Waste disposal 925 949
Outsourcing 227 230
Salary and compensation 515 522
Depreciation and amortization 1,159 1,119
Technology development 1,141 1,115
Total 4,943 4,895
Environmental impact costs
Waste costs 30,918 34,967
Energy 3,970 3,915
Solvent supply 1,561 1,693
Industrial water supply 260 227
Total 36,709 40,802
Environmental impact costs ratio to net sales 18.8% 18.3%
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TOPICS OF THE YEAR

Polyimide Belt Wins Nikkei Industrial Daily Awards for
Superiority

Nitto Denko’s polyimide belt received the prestigious Nikkei
Industrial Daily Awards for Superiority for its outstanding heat resis-
tance, mechanical strength, insulation performance and seamless
design. This award is presented annually to new products and
services of exceptional excellence by Nikkei Shinbun, Japan’s
leading and business and financial newspaper.

The polyimide belt represents the first application of high-
durability polyimide to the color transfer belt at the heart of a color
copying machine. Thanks to its uniform semi-conductive property,
seamless structure and
large size, the belt
achieves improved color
printing resolution and
a 10-fold increase in
copier printing speed

over earlier types.

Polyimide belt

Series of Major New Products Marketed

O Ultra-thin multilayer fexible printed circuit (FPC)

Responding to electronic equipment industry demands for smaller,
lighter and thinner flexible printed circuits (FPCs), the Company
developed an ultra-thin electronic component mounting board
that allows lamination of up to 10 circuit wiring layers with a 50%
reduction in both thickness and weight. Owing to its totally filmed
surface, the FPC can accommodate complex circuitry at high
density for optimum compactness. Applications are expected in
electronic equipment requiring light weight and small size, and in

semiconductor imposers.

O Porous polyimide circuit board material for high-frequency
applications

With the advent of the broadband era has come the need for rapid,
high-volume data transfers, and the frequencies used in a wide
range of electronic equipment are rising in proportion. The newly
marketed porous polyimide substrate material is a polyimide resin
evenly formed with a huge number of pores to make it ideal for
circuit boards that handle high-
frequency signals. The material more
than matches the signal transfer per-
formance of the current mainstream
PTFE (polytetrafluoroethylene), while
also offering excellent heat resistance,

strength and formability.

Porous polyimide circuit board
material (magnification)

O Wafer-shaped cleaner

Nitto Denko developed and marketed the world’s first wafer-
shaped cleaner for removing dirt from the suction table of a wafer
prober. The cleaner consists of a silicon wafer (dummy) with

a synthetic resin sheet attached to its mirror surface. Dirt arising
during upstream processes can be picked up and removed simply
by pneumatically conveying the cleaner through the wafer prober.
In addition to reducing wafer damage, the cleaner decreases wafer
prober downtime because cleaning is possible without shutting

down the equipment.
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INDUSTRIAL PRODUCTS

On a consolidated basis, net sales of industrial products in
fiscal 2002 were ¥183,699 million, down 6.5% from fiscal
2001, while operating income was ¥4,640 million, down
64.9% from the previous fiscal period, owing to cutbacks in
IT-related investment, production adjustments of mobile
phones and personal computers and a decline in new

housing starts.

Bonding and Joining Products
Sales of bonding and joining products dropped sharply due to
a decrease in production of home electronics, communications and
OA equipment and other products in the electronics sector, which
accounts for 60% of this segment, accompanied by inventory
disposal by electronic component manufacturers. Another factor in
a decline in business performance was the disposal of inventory
held by the Nitto Denko Group as a result of the establishment of
an SCM system in fiscal 2002.

With the start of operations at the No. 13 facility at the
Toyohashi Plant, which is equipped with a fully integrated
clean system, we launched production of differentiated, high-value-

added products in growth fields in the electronics business.

Sealing Products
Owing to the drop in new housing starts, increases in overseas
production of home electronics and inventory adjustments of
electronic equipment, sales of sealing products were slack, with the
exception of expanding our market share of reinforcement and
vibration-damping materials for automobiles. We will continue to
examine market needs and our production system in response to
increased demand.

Full-scale production of our
sound and dust-proof foam sealant
for electronics equipment, such as
LCD:s or hard disks (HDDs), which
was launched in fiscal 2002, will

commence in fiscal 2003.

EPT Sealer

Anticorrosion and Waterproofing Products

The housing materials industry was generally sluggish, partly due
to the decrease in housing construction starts. Despite an increase
in demand for waterproofing and airtight-type products from the
housing construction industry as a result of the requirements of the
Housing Quality Assurance Act, including positive sales of housing-
related products, such as ZENTEN SHEET waterproof-weathering

materials, overall sales remained flat.

Surface Protection Products
Due to flat sales for the
automobile industry,
accompanied by a slow-
down in sales for the elec-

tronics and housing

construction materials
industries, total sales of sur- EMASK
face protection products decreased as a result. Conversely, within
this segment, sales of protective packaging material for polarizing
films for LCDs remained strong.

Production of automobile surface protection products and pro-
tective films for painted surfaces of automobiles, will commence in

the United States and Europe in fiscal 2003, setting the stage for

sales expansion in these areas.

Packaging System

Amid extremely lethargic economic conditions, the packaging
industry was adversely impacted due to a large amount of non-
performing loans. As a result, sales and income in this area fell in
fiscal 2002. Further, due to intensified price competition for indus-
trial packaging tapes, which is expected to continue, we shifted our
focus toward securing profits from sales of high-value-added

products, including new environment-friendly products.

Construction Materials

Sales of construction materials decreased slightly due to a down-
turn in the construction materials and coating materials industries,
which were adversely affected by a drop in new housing starts. On
the other hand, sales of new products created through close cus-

tomer marketing activities were favorable.



The home renovation market is projected to grow in fiscal 2003,
and on this basis, we will focus on related products. Moreover, we
are planning to start supplying dehalogenation adhesive tapes, our
new environment-friendly product, to the automobile and housing

construction materials industries.

Life Care Products
The maturation of the markets for diapers, sanitary products and
body-warmers has intensified price
competition. Although sales of

materials for disposable body-

warmers were down, owing to an

BREATHRON

unusually mild winter, the porous
film BREATHRON is expected to
maintain a large share of the market thanks to its high quality.
Further, we have improved diaper tapes to meet the demand for
diapers that are kind to skin. In line with our expectations for the
life care market to grow in Asia, in April 2001, Nitto Life-tech Co.,
Ltd. assumed overall control of development, manufacturing and
sales functions for this business in response to rapid and chaotic

changes in the market.

Consumer Products

Earnings in this segment dropped due to sluggish personal
consumption and intense price competition. Among 92 new items
released in fiscal 2002, small floor cleaners were well received,
becoming a hit product. In order to
boost production of carpet clean-

ers, our mainstay product, we

iy, ‘_; increased production facilities at
e
TS s

Adhesive cleaner series

-t
—~ Nitoms Inc.’s Toyohashi Plant.

Industrial-use Bar-code Labels

Despite signs of recovery at the end of the term, we posted losses

in sales and income in this business area due to the stagnating

market for communications devices, the primary market in this field.
Over the medium and long term, however, we expect these

markets to grow. In fiscal 2003, we aim to increase sales to

manufacturers of HDDs and related components, as well as the
aluminum industry, and to pursue new markets. In parallel, we will

focus on the expansion of profits through enhanced productivity.

Electronic Component-related Products
A slowdown in communications
devices and the PC-related indus-
tries dampened sales of thermal

release sheets used in the manufac-

turing process and tapes used for -

transporting components, which Electronic component carrier tapes

resulted in lagging sales of electronic components as a whole.
Orders from component manufacturers have been on the rise since
March 2002, although future performance remains uncertain.

We are currently restructuring our business system within the
Group and are in the process of transferring production to Nitto
Shinko Co., Ltd. and Nitto Denko Materials (Malaysia) Sdn. Bhd. In
fiscal 2003, we are planning to launch promising new products for
wafer prober cleaning systems and semiconductor packaging

processes.

Electrical Insulation Products
In spite of an increase in sales of power generation equipment
boosted by especially strong demand from the electric utility indus-
try in the United States, business in this field was slack, owing to
cutbacks in investment in new
equipment by Japanese electric
companies, a decline in the IT
industry and reduction of earnings

produced by the elimination of

underperforming products.

High-voltage electrical insulation
tapes

Domestic business conditions are
projected to remain sluggish in fiscal 2003. We will concentrate our
energies in receiving orders from the Taiwanese market where

a five-year plan for power generation is in progress.

17



18

ELECTRONIC PRODUCTS

Net sales of electronic products in fiscal 2002 amounted to
¥119,627 million, down 9.5% from fiscal 2001. Operating
income was ¥10,663 million, down 35.1%. Sales of LCD-
related products increased substantially, supported by
expanded sales of high-tech optical films for LCD monitors.
Conversely, sales of semiconductor-related products and
flexible printed circuits (FPCs) were adversely affected by the
IT-industry downturn. As a result, overall business slowed in

this segment.

LCD-related Products

With the progress in the shift from CRT to LCDs in response to
decreases in the price of LCD monitors, and increases in sales of
LCD TVs, sales of wide angle polarizing films (NWF) and polarizing
films with retardation films for TVs increased sharply. Sales of
NIPOCS were also up as a result of an increase in demand for high-

luminance LCDs. However, sales of

gy mobile phone panels were on a

AN L

downward trend due to inventory
adjustments, and sales of retarda-

tion films and transmissive polariz-

nipocs g films for mobile phones
decreased slightly. On the other hand, prior investment in plant
and equipment (No. 3 Facility at Onomichi Plant and processing
bases in Southeast Asia) which coincided with an increase in

demand, contributed to strong sales of LCD-related products.

Semiconductor-related Products
Sales of semiconductor encapsulating resins and wafer-protection
tapes for the semiconductor manufacturing process, which were
seriously affected by the falloff in demand for PCs and peripherals
and communications devices, dropped sharply. However, sales of
semiconductor encapsulating resins
began to recover in the latter
stages of the second half of fiscal

2002, mainly in the Taiwanese

NITRON-T Series

market. Encapsulating resins for optical devices for DVDs, in partic-
ular, also showed signs of recovery. There is a strong indication that
the downturn in this field has bottomed out.

Further, we discontinued production of semiconductor encapsu-
lating resins at the Kameyama Plant, the former production base for
semiconductor-related products in March 2002, and started pro-
duction at two production bases, Nitto Electronics Kyushu Co., Ltd.,
a spin-off company, and Nitto Denko Electronics (Malaysia) Sdn.

Bhd. from April 2002.

Flexible Printed Circuit Products

Sales of FPCs were slow due to inventory adjustments of IT-related
products. Currently, a new plant is under construction in Suzhou,
China. This integrated production
facility, which will comprise start-
to-finish manufacture of FPCs, :I’

will be our first such plant of its

kind overseas. The facility to be

constructed in the first phase of EPC
the project is scheduled to start operation at the beginning of 2003
in manufacturing FPCs for electronics, including IT-related prod-
ucts. We will begin application of high-density FPCs in fiscal 2003,
with integrated production scheduled to start in the first half of fis-
cal 2003. Further, we will continue to examine applications to sup-

port our customers’ needs via new product development.

Thin Metal Core Boards and Related Products

Although sales of HDDs were sluggish due to a reduction in market
demand for PCs, sales of thin metal core boards with precision cir-
cuits increased over the previous fiscal period, bringing an increase
in market share in shifting to new specifications. The market for
HDDs is expected to pick up in fiscal 2003 after bottoming out. In

addition, thin metal core boards with precision circuits will be

e

Thin metal core board for HDDs

switched to the new specifica-
tions, resulting in an expected

increase in sales in this field.



FUNCTIONAL PRODUCTS

Net sales of functional products in fiscal 2002 amounted to
¥35,604 million, down 3.8% from fiscal 2001. Operating
income was ¥4,039 million, down 22.4%. Sales of medical-
related products, including transdermal therapeutic
patches and membrane products for desalination plants

remained steady.

Medical-related Products

We maintained the largest share for transdermal therapeutic patch-
es in the Japanese market, with increases in sales of patches for
asthma and steady sales of patches for angina pectoris treatment.
Among our surgical products, sales of adhesive bandage sheets and
surgical tapes remained strong. Total sales in this field increased
slightly as a result. Amid price competition in the surgical product
market, we have implemented reorganization of this business and
established Sanshin Kako Co., Ltd., targeting an improved profit
structure for the Group. Production will be subsequently transferred
to the new company. In addition, plans for introducing our trans-

dermal therapeutic patches overseas are underway.

Transdermal therapeutic patches

Engineering Plastic Products

Sales of processing materials for electronic components and
semiconductors decreased in fiscal 2002 due to a downturn in the
electronics industry. Conversely, corresponding to a focus on envi-
ronmental concerns, demand in bag filters used for anti-dioxin
measures and filtration products in the office automation (OA),
automotive, home electronics and organic electroluminescence (EL)
equipment fields expanded. Sales of polyimide belts for OA equip-

ment also remained steady.

In addition to domestic and overseas sales expansion of
NITOFLON fluoroplastic adhesive tapes, we expect to increase sales
of filtration products
and polyimide belts in
fiscal 2003.

Semi-conductive polyimide belts

Membrane Products
Although sales of products for semiconductor industry applications
decreased due to continued cutbacks in capital investment, over-
seas demand for membranes used in seawater desalination
remained strong, leading to a slight increase in sales in this field.

In the semiconductor industry, in line with an increase in
the number of new plants in Asia, we are planning to focus on
expansion of the business in this region.

At the same time, growth in overseas water treatment markets is
expected to continue. In response, we intend to launch new prod-
ucts, including advanced purification equipment. To this end, we
are strengthening ties with Hydranautics, our U.S. subsidiary.
Further, we will start an assembly-line process at Nitto Denko
(Shanghai Songjang) Co., Ltd., thus establishing a three-site
production system,
comprising these two
companies and the

Shiga Plant.

High-polymer separation membrane modules
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