This English language translation is prepared for reference only. In the event of any discrepancy between
the text of this translation and the text of the original Japanese-language, the Japanese language text will
prevail.

(Translation)

(Securities Code 4063)
June 7, 2011
To: All Shareholders of Shin-Etsu Chemical Co., Ltd. (the “Company”)

Notice of Convocation of the 134th
Ordinary General Meeting of Shareholders

Dear Shareholder:

We would like to offer our heartfelt condolences to all those who have been affected by the Great East
Japan Earthquake that occurred in March this year.

You are hereby notified that the 134th Ordinary General Meeting of Shareholders will be held as
described below. Your attendance would be much appreciated.

If you are unable to attend the Meeting in person, you are entitled to exercise your voting rights in
writing in which case we would appreciate it if you would take the time to review the Reference
Documents for the General Meeting of Shareholders attached hereto and indicate your approval or
disapproval of each Agenda item on the enclosed Voting Card. Please return your completed Voting
Card so that it reaches us by no later than 5:00 p.m. on Tuesday, June 28, 2011.

Description of Meeting

Date and Time : June 29, 2011 (Wednesday) at 10:00 a.m.
. Place : Company’s head office at 6-1, Ohtemachi 2-chome, Chiyoda-ku, Tokyo
27th floor of Asahi-Seimei Otemachi Building, Otemachi Sun-Sky Room

N —

3. Agenda for the Meeting:

Matters to be reported  : 1. Report on the Business Report, the Consolidated Financial Statements,
and the Audit Reports of the Accounting Auditor and the Board of
Statutory Auditors on the Consolidated Financial Statements for the
134th fiscal year (April 1, 2010 through March 31, 2011)

2. Report on the Financial Statements for the 134th fiscal year (April 1,

2010 through March 31, 2011)

Matters to be resolved:

1st Agendum : Distribution of Retained Earnings to Shareholders

2nd Agendum : Election of Thirteen (13) Directors

3rd Agendum : Election of Three (3) Statutory Auditors

4th Agendum : Issuance of Stock Acquisition Rights as Stock Options to Employees

5th Agendum : Continuance of the Handling Policy (Anti-takeover Defensive Plan)
toward Large-scale Purchase of the Company’s Shares and Other
Securities

Very truly yours,

Shunzo Mori

Representative Director / President
Shin-Etsu Chemical Co., Ltd.

6-1, Ohtemachi 2-chome
Chiyoda-ku, Tokyo

© Those shareholders who attend the Meeting are kindly requested to present the enclosed Voting
Card to a receptionist upon your arrival at the Meeting venue.

® Any modification that may be required in the Reference Documents for the General Meeting of
Shareholders, or in the Business Report, the Financial Statements or the Consolidated Financial
Statements, will be published via the Internet on the website of the Company
(http://www.shinetsu.co.jp).




ANNEX

BUSINESS REPORT
(April 1, 2010 through March 31, 2011)

I. Matters Concerning the Current State of the Company’s Group

1. Business Operations

With regard to the world economy, during the consolidated fiscal year 2011 (April 1,
2010 to March 31, 2011) in the Asian region, centering on China, economic recovery
continued. On the other hand, in Europe and the United States, although there were
signs of gradual recovery, on the whole the serious economic situation continued as seen
in the fact that unemployment rates remained at a high level. Furthermore, in the
Japanese economy as well, although there was a trend toward a recovery in personal
consumption and facility investment, the recovery continued to lack strength. In
addition, we are in a situation where the effects of the Great East Japan Earthquake that
occurred on March 11 have become a matter of great concern.

Under these circumstances, the Shin-Etsu Group worked to strengthen its relationships
with its customers worldwide and focused on expanding its sales. At the same time, we
strove to carry out further business rationalization and streamlining measures and we
made strong efforts to focus on the development and commercialization of new products.
In addition, as a consequence of the Great East Japan Earthquake, we had to stop
operations at Shin-Etsu Chemical’s Kashima Plant and Shin-Etsu Handotai’s Shirakawa
Plant, and accordingly, we initiated company-wide efforts to carry out the restoration
work at the earliest time possible.

As a result, the net sales for the Company’s group for this consolidated fiscal year
increased by 15.4% (141,420 million yen) compared with the previous fiscal year to
1,058,257 million yen. Compared to the performance of the previous fiscal year,
operating income increased by 27.3% (32,006 million yen) to 149,221 million yen,
ordinary income increased by 26.2% (33,319 million yen) to 160,338 million yen and,
despite extraordinary losses stemming from the Great East Japan Earthquake, net income
increased by 19.4% (16,267 million yen) to 100,119 million yen.

The business operations of each division were as follows.

Effective from this consolidated fiscal year, we have adopted the Accounting Standard
for Disclosures about Segments of an Enterprise and Related Information. This has
caused the business divisions we used in previous years (Organic and Inorganic
Chemicals, Electronics Materials, and Functional Materials & Others) to be reclassified
appropriately. Accordingly, the net sales and operating income comparisons that are
provided below are based on amounts adjusted for the reclassification of divisions.



PVC/Chlor-Alkali

With regard to PVC, while sluggish demand continued due to the long-term slump in the
U.S. housing market, SHINTECH INC. in the U.S. maintained a high level of shipments
with sales to its worldwide customers, and the company expanded its business. In
addition, Shin-Etsu PVC in The Netherlands maintained strong shipments. On the other
hand, in Japan, in addition to a rise in raw materials prices and sluggish demand, there
were also the effects of the stoppage of operations at the Kashima Plant as a consequence
of the Great East Japan Earthquake, and a tough situation continued.

As a result of the foregoing, this division’s total sales increased by 19.3% (45,794 million
yen) from the previous fiscal year to 283,525 million yen, and operating income
increased by 0.5% (97 million yen) to 19,674 million yen.

Silicones

With regard to the silicones, sales in Japan continued to do well in a wide range of
product areas in addition to those applications in the electronics, automobile and
cosmetic fields. Moreover, in our international silicones business, demand recovery
continued, mainly in the Asian region, and on the whole the silicones business continued
to be strong.

As a result of the foregoing, this division’s total sales increased by 16.9% (20,715
million yen) from the previous fiscal year to 143,064 million yen, and operating income
increased by 36.7% (9,141 million yen) to 34,057 million yen.

Specialty Chemicals

With regard to sales of cellulose derivatives, although in Japan the business continued to
be strong, mainly in pharmaceutical products and automotive-related products, the
business of SE Tylose GmbH & Co. KG in Germany was affected by the low level of
prices for building and construction application products, and its business continued to be
weak.

As a result of the foregoing, this division’s total sales increased by 3.8% (3,030 million
yen) from the previous fiscal year to 83,512 million yen, and operating income decreased
by 7.1% (988 million yen) to 12,914 million yen.



Semiconductor Silicon

With regard to semiconductor silicon, during the first half of fiscal year 2011 the
business remained firm due to a recovery in demand for semiconductor devices in wide
product application areas such as for PCs and mobile phones. However, in the second
half of the fiscal year, business was affected by inventory adjustments in devices and the
stoppage of the operations of the Shirakawa Plant due to the Great East Japan
Earthquake.

As a result of the foregoing, this division’s total sales increased by 11.7% (29,762
million yen) from the previous fiscal year to 283,789 million yen, and operating income
increased by 71.7% (16,233 million yen) to 38,864 million yen.

Electronics & Functional Materials

With regard to rare-earth magnets, the business continued to do well for applications in
hybrid cars and for energy-efficient types of air conditioners. The photoresists products
business remained strong, aided by progress in the miniaturization of semiconductor
devices, and the business of coating material for LEDs also expanded greatly. With
regard to synthetic quartz, large-size photomask substrates used for LCDs and optical
fiber preform remained strong in general; however, the optical fiber preform business
was affected by the stoppage of operations of the Kashima Plant due to the Great East
Japan Earthquake.

As a result of the foregoing, this division’s total sales increased by 24.3% (27,606
million yen) from the previous fiscal year to 141,383 million yen, and operating income
increased by 17.5% (5,372 million yen) to 36,118 million yen.

Diversified Business

Although the business of keypads for mobile phones remained weak due to such factors
as intensifying price competition, Shin-Etsu Polymer Co., Ltd.’s sales of semiconductor
wafer-related containers turned out to be on a recovery track.

As a result of the foregoing, this division’s total sales increased by 13.4% (14,512
million yen) from the previous fiscal year to 122,981 million yen and operating income
increased by 8.2% (558 million yen) to 7,340 million yen.



Status of Capital Investments and Procurement of Funds of the Company’s Group

The Company’s group invested 113, 890 million yen during this consolidated fiscal year
mainly in the following:

Major facilities completed during this consolidated fiscal year:

Enhancement of integrated equipment to manufacture polyvinyl chloride (Phase 2)
(SHINTECH INC.)

Facilities under construction as of the end of this consolidated fiscal year:

Enhancement of equipment to manufacture raw materials for polyvinyl chloride
(SHINTECH INC.)

Enhancement of equipment to manufacture cellulose (SE Tylose GmbH & Co. KG)
Enhancement of the silicon metal manufacturing facilities (Simcoa Operations Pty Ltd.)

The Company’s group expended mostly its own funds for investment capital during this
consolidated fiscal year.

Problems Confronting the Company’s Group

With regard to business prospects going forward, although there is an expectation that the
trend towards a gradual recovery in the world economy will continue, however, the
business situation continues to not allow for optimism. In Japan as well, the severe
situation is forecasted to continue because of such factors as strong concerns about the
effects of the Great East Japan Earthquake.

Under these circumstances, to navigate through the severe business environment we are
facing, the Shin-Etsu Group will expand its aggressive sales activities to its wide range of
customers around the world, and at the same time, we will cultivate new demand through
the development of products that have special characteristics. Furthermore, we will
overcome the effects of the unprecedented catastrophic earthquake through such means
as doing our utmost to achieve an early complete restoration and restart of operations at
our plants affected by the Great East Japan Earthquake. Moreover, we will aim to build
an even stronger business foundation by carrying out such policies as further focusing on
strengthening our high technologies, enhancing product quality and striving to stably
secure raw materials.

In the PVC business, SHINTEC INC. in the U.S. has constructed an integrated
manufacturing plant that undertakes the entire process from electrolysis through to
production of PVC. Following the completion of the first-phase construction of this
plant and the start-up of its operations, the second-phase construction of the plant was
completed and it has also started operations. In addition, in order to double the
production capacity of vinyl chloride monomer (VCM), the construction of a raw
materials plant is under way. Also, in the future, with Shin-Etsu’s Japan-U.S.-Europe
tri-polar production system, which includes Shin-Etsu PVC in The Netherlands and
CIRES in Portugal, we will continue to further strengthen the position of Shin-Etsu as the
world’s largest PVC maker.



In the semiconductor silicon business, as the world’s largest silicon wafer manufacturer,
Shin-Etsu will strive to stably supply high-quality products utilizing multiple
manufacturing bases both in Japan and overseas. In addition, we will focus on
strengthening our competitive power by carrying out the development of wafers for
cutting-edge devices and also by making improvements in productivity.

In the silicones business, we will promote development of new products and new
applications by utilizing product characteristics that have a wide range of application
fields. At the same time, while striving to further strengthen business in existing bases
not only in Japan but also in Thailand and the U.S., we will strive to expand our global
business by such means as focusing on the construction of a new silicones plant in China.

In the rare-earth magnets business, we will work on cultivating new markets for such
applications as for hybrid cars, product areas where demand growth is expected, and in
other energy saving-related product applications. In addition, in the synthetic quartz
business, we will focus on our strategy to make our new optical fiber preform plant in
China, which is currently under construction, competitive early.

Furthermore, for future business expansion, we will focus on R&D of new products and

their commercialization, and we will also cultivate new businesses, including through
M&A.

In addition, we will carry out such corporate social responsibilities as the ensuring of
safety, conservation of the environment and full compliance with all laws and
regulations, and we will continue to strive to maximize Shin-Etsu’s corporate value.

Trend of Business Results and Financial Conditions

Year 131st Fiscal 132nd Fiscal 133rd Fiscal 134th Fiscal
Item Year Year Year Year
Net Sales
(Million Yen) 1,376,364 1,200,813 916,837 1,058,257
Net Income
(Million Yen) 183,580 154,731 83,852 100,119
Net Income per Share 426.63 362.39 197.53 235.80
(Yen)
Net Assets
(Million Yen) 1,483,669 1,407,353 1,474,212 1,469,429
Total Assets
(Million Yen) 1,918,544 1,684,944 1,769,139 1,784,166

Note: In the 132nd and 133rd fiscal year, the effects of a worldwide decline in demand,
which particularly impacted the Company’s semiconductor silicon and other
electronics materials operations, were reflected in decreases in its sales revenues
and earnings.




(1)

Status of Major Subsidiary Companies, etc. (as of March 31, 2011)

Status of Major Subsidiary Companies
Name of Company Arél;);?:ll()f Holding Ratio (%)| Major Lines of Business
SHINTECH INC. (U.S.A.) US$18.75 100.0 Manufacture and sales of
polyvinyl chloride
Shin-Etsu Handotai Co., Ltd, ¥10,000M 1000 |Manufacture and sales of
semiconductor silicon
Shin-Etsu Handotai America, Inc. US$150M 100.0 Manufacture and sales of
(U.S.A) (100.0) semiconductor silicon
. 52.2 Manufacture and sales of
Shin-Etsu Polymer Co., Ltd. ¥11,635M ©0.1) plastic products, etc.
S.E.H. Malaysia Sdn. Bhd. 98.3 Processing and sales of
(Malaysia) RMI81.50M (98.3) semiconductor silicon
. 100.0 Manufacture and sales of
Shin-Etsu PVC B.V. (Netherlands)| EUR18,200 (100.0) polyvinyl chloride
Shin-Etsu Engineering Co., Ltd. ¥200M 100.0 Design, engimeering and
construction of plants, etc.
SE Tylose GmbH & Co. KG 100.0 Manufacture and sales of
(Germany) EURS500,000 (100.0) cellulose derivative products
SHIN-ETSU HANDOTALI £ Ste. 73M 100.0 Processing and sales of
EUROPE LIMITED (U.K.) & (100.0) semiconductor silicon
Nagano Electronics Industrial YSOM 90.0 P.r(.)cessmg of semiconductor
Co., Ltd. silicon
Shin-Etsu Handotai Taiwan 70.0 Processing and sales of
Co., Ltd. (Taiwan) NT$1,500M (70.0) semiconductor silicon
Naoetsu Electronics Co., Ltd. ¥200M 100.0 P.rgcessmg of semiconductor
(10.0) silicon
996 Sales of chemical products,
Shin-Etsu Astech Co., Ltd. ¥495M a ’8) etc., and construction under

contract

Note: For the column regarding holding ratio, the upper number indicates the entire ratio
of holdings held by both the Company and the Subsidiary Companies, while the
lower number indicates the ratio held by the Subsidiary Companies.



2)

€)

(4)

Status of Major Affiliated Companies

Name of Company Arg;);irtl:ﬂ()f Holding Ratio (%)| Major Lines of Business

. . Processing of semiconductor
Mimasu Semiconductor Industry ¥18,824M 39.7 silicon and sales of precision
Co., Ltd. (1.0) .

equipment

SHIN-ETSU QUARTZ PRODUCTS ¥1.000M 500 Manufacture and sales of
COMPANY LTD. ’ ’ quartz glass products
KASHIMA VINYL CHLORIDE Y1 500M 500 Manufacture of vinyl
MONOMER COMPANY LIMITED ’ ) chloride monomer

Note: For the column regarding holding ratio, the upper number indicates the entire ratio
of holdings held by both the Company and the Subsidiary Companies, while the
lower number indicates the ratio held by the Subsidiary Companies.

Results of Consolidation

For this consolidated fiscal year, there are 72 consolidated subsidiaries etc. and 7
companies to which the equity method is applied, including the Major Subsidiary
Companies and the Affiliated Companies mentioned above.

For this consolidated fiscal year, net sales amounted to 1,058,257 million yen (up by
15.4% from the previous fiscal year), and the net income amounted to 100,119 million
yen (up by 19.4% from the previous fiscal year).

The Company’s Major Licensors and Licensees

The Company’s group has Technology Licensing Agreements with Dow Corning
Corporation (U.S.A.) regarding the manufacture of silicone, and with Hitachi Metals,
Ltd. regarding the manufacture of rare-earth magnets.

Major Lines of Business of the Company’s Group (as of March 31, 2011)

The Company’s group’s major lines of business are the manufacture and sales of the
following products:

PVC/Chlor-Alkali Polyvinyl Chloride, Caustic Soda, Methanol, Chloromethanes

Silicones Silicone

Specialty Chemicals Cellulose Derivatives, Silicon Metal, Poval, Synthetic
Pheromones

Semiconductor Silicon Semiconductor Silicon

Electronics & Functional ~ Rare-earth Magnets, Semiconductor Encapsulating

Materials Materials, Coating Materials for LEDs, Photoresists,
Photomask Blanks, Synthetic Quartz Products, Liquid
Fluoroelastomers, Pellicles

Diversified Business Processed Plastics, Export of Technologies and Plants,
Export and Import of Products, Engineering



7.  Major Bases of the Company’s Group (as of March 31, 2011)

(1) Company
Principal Office:  6-1, Otemachi 2-chome, Chiyoda-ku, Tokyo, Japan
Branch Offices: = Osaka Branch, Nagoya Branch, and Fukuoka Branch

Plants: Naoetsu Plant (Niigata Prefecture), Takefu Plant (Fukui Prefecture),
Gunma Complex [Isobe Plant and Matsuida Plant], Kashima Plant
(Ibaraki Prefecture)

Research & Silicone-Electronics Materials Research Center (Gunma Prefecture),

Development Advanced Functional Materials Research Center (Gunma

Centers: Prefecture), PVC and Polymer Materials Research Center (Ibaraki

Prefecture), Specialty Chemicals Research Center (Niigata
Prefecture), New Functional Materials Research Center (Niigata
Prefecture) and Magnetic Materials Research Center (Fukui
Prefecture)
(2) Subsidiaries

Domestic: Shin-Etsu Handotai Co., Ltd. (Tokyo); Shin-Etsu Polymer Co., Ltd.
(Tokyo); Shin-Etsu Engineering Co., Ltd. (Tokyo); Shin-Etsu
Astech Co., Ltd. (Tokyo); Nagano Electronics Industrial Co., Ltd.
(Nagano Prefecture); and Naoetsu Electronics Co., Ltd. (Niigata
Prefecture)

Overseas: SHINTECH INC. (U.S.A.); Shin-Etsu Handotai America, Inc.
(U.S.A.); S.E.H. Malaysia Sdn. Bhd. (Malaysia); Shin-Etsu PVC
B.V. (Netherlands); SE Tylose GmbH & Co. KG (Germany);
SHIN-ETSU HANDOTAI EUROPE LIMITED (U.K.); and

Shin-Etsu Handotai Taiwan Co., Ltd. (Taiwan)

8. Status of Employees of the Company’s Group and the Company (as of March 31,
2011)

(1) Status of Employees of the Company’s Group

Business Dept. Number of Employees Incr?ﬁ; (;rf glzc;izzoigr;iiizd;;:rh the
PVC/Chlor-Alkali 1,158 +63
Silicones 1,784 +32
Specialty Chemicals 1,070 +10
Semiconductor Silicon 4,662 +15
E/}?elfetg)ﬁlscs & Functional 2,669 _120
Diversified Business 4,959 -653

Total 16,302 —653

Note: The number of employees is the number of persons actually at work.

(2) Status of Employees of the Company

Number of Increase or Decrease Compared with Average Age Average Years of
Employees the End of the Previous Fiscal Year ge A Service
2,656 +9 42.3 20.5

Note: The number of employees is the number of persons actually at work.

9.



Major Lenders to the Company’s Group (as of March 31, 2011)

Name of Lender Outstanding Borrowings (Million Yen)
Nippon Life Insurance Company 3,600
Meiji Yasuda Life Insurance Company 2,300
The Hachijuni Bank, Ltd. 2,060

Matters Concerning Stock in Company (as of March 31, 2011)

Number of Shares and Shareholders

Total number of shares authorized to be issued: 1,720,000,000
Total number of issued shares: 432,106,693
Number of shareholders: 74,366

Note: The total number of issued shares includes 7,510,657 treasury shares.
Major Shareholders

Name of Shareholder Nug})lzisinsdhs;:e}sl)eld Holding Ratio (%)
The Master Trust Bank of Japan, Ltd.
(Trust Account) 31,279 74
Japan Trustee Services Bank, Ltd. (Trust 29,560 70
Account)
Nippon Life Insurance Company 24,370 5.7
The Hachijuni Bank, Ltd. 11,790 2.8
Japan Trustee Services Bank, Ltd. (Trust 11,735 73
Account 4)
Meiji Yasuda Life Insurance Company 10,962 2.6
SSBT OD05 OMNIBUS ACCOUNT - 2 105 1.9
TREATY CLIENTS ’ )
NIPPONKOA Insurance Co., Ltd. 7,077 1.7
STATE STREET BANK CLIENT OMNIBUS

6,183 1.5

OM04
MELLON BANK, N.A. AS AGENT FOR
ITS CLIENT MELLON OMNIBUS US 5,297 1.2
PENSION

Note: The Company, which owns 7,510,657 treasury shares, is excluded from
consideration as a major shareholder as defined above. The holding ratios are
computed net of this treasury stock.
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I11. Matters Concerning Stock Acquisition Rights Issued by the Company
State of Stock Acquisition Rights (Stock Options) (as of March 31, 2011)

I.
(1) General Description of Stock Acquisition Rights

The stock acquisition rights (stock options) the Company has issued are summarized

below:
Amount
Chronological Number of | Type & Number of Issue Price Payable per . . .
Number of Issue St(_)c}( . Sh.alte.s Stogk per Share Share upon Exermsable Period Eligible
(Date Issued) Acquisition Acquisition Rights (Yen) Exercise of of Rights Grantees
Rights are Entitled to Rights (Yen)
5th Issue of Stock 546,900 shares of Distributed July 13,2006 Directors and
Acquisition Rights 5,469 Common Stock in ratis 6,560 through employees of
(07/13/2006) the Company g March 31, 2011 Company
6th Issue of Stock 868,000 shares of Distributed July 2, 2007
Acquisition Rights 8,680 Common Stock in catis 8,949 through Same as above
(07/2/2007) the Company & March 31, 2012
7th Issue of Stock Directors
Acquisition Rights 575,000 shares of July 15, 2009 (excluding
(for Distribution to 5,750 Common Stock in 943 6,755 through External
Directors) the Company March 31,2013 Directors) of
(07/14/2008) Company
7th Issue of Stock
Acquisition Rights 251,000 shares of o July 15, 2009
for Distribution to 2,510 Common Stock in DISt.r ibuted 6,755 through Employees of
rati £ Compan
Employees) the Company gratis March 31,2013 ompany
(07/14/2008)
8th Issue of Stock Directors
Acquisition Rights 685,000 shares of August 7,2010 (excluding
(for Distribution to 6,850 Common Stock in 1,235 4,804 through External
Directors) the Company March 31, 2014 Directors) of
(08/06/2009) Company
8th Issue of Stock
Acquisition Rights 252,000 shares of o August 7,2010
(for Distribution to 2,520 Common Stock in Drlsttirlbuted 4,804 through Emrlrjllozlees of
Employees) the Company gratis March 31, 2014 ompany
(08/06/2009)
9th Issue of Stock 272,000 shares of Distributed October 30, 2011
Acquisition Rights 2,720 Common Stock in ratis 4,352 through Same as above
(10/29/2010) the Company & March 31, 2015
Note 1: The terms and conditions on which to exercise stock acquisition rights in the S5th and
6th issues are outlined below:

a. Those persons to whom the stock options are issued may exercise such stock options
even within two (2) years after they cease to be a Director or an employee of the
Company (but only before the exercisable period of rights expires).

b. Within two (2) years after the death of any person to whom the stock options are
issued, heirs of such deceased person may exercise such stock options (but only before
the exercisable period of rights expires).

c. Other conditions are as prescribed in the Stock Option Allotment Agreement.

Note 2: The terms and conditions on which to exercise stock acquisition rights in each of the

7th through 9th issues are outlined below:

a. Those persons to whom the stock options are issued may exercise such stock options
even after they cease to be a Director or an employee of the Company, within two (2)
years from the later of such cessation of being a Director or an employee of the
Company or the commencement of the exercisable period of rights (but only before
the exercisable period of rights expires).
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b. In the event of the death of any person to whom the stock options are issued, heirs of
such deceased person may exercise such stock options within two (2) years from the
later of such death or the commencement of the exercisable period of rights (but only
before the exercisable period of rights expires). Notwithstanding the foregoing, in
the event of the death of any recipient of stock options that occurs after such recipient
ceases to be a Director or an employee of the Company, heirs of such deceased person
may exercise such stock options only within the period during which such deceased
recipient would have been entitled to exercise such stock options in accordance with
paragraph a. above.

c. Other conditions are as prescribed in the Stock Option Allotment Agreement.
Note 3: The 9th issue of stock acquisition rights was not intended for distribution to the
Directors of the Company.

State of Stock Acquisition Rights (Stock Options) Held by Directors and Statutory
Auditors of the Company

The portion of the stock acquisition rights (stock options) described in (1) General
Description of Stock Acquisition Rights above that belong to the Directors and Statutory
Auditors of the Company are broken down as below:

. . . Number of Stock Number of
Designation Chronological Number of Issue Acquisition Rights Optionees
) 5th Issue of Stock Acquisition Rights 4,180 15
Directors - -

Excludi 6th Issue of Stock Acquisition Rights 5,620 17
(Exclu el 7th Issue of Stock Acquisition Rights 5,700 17
External Directors)

8th Issue of Stock Acquisition Rights 6,700 17
5th Issue of Stock Acquisition Rights 650 2
h 1 f k Acquisition Righ 4
External Directors 6th Issue of Stoc cqu%s?t?on %g ts 950
7th Issue of Stock Acquisition Rights - -
8th Issue of Stock Acquisition Rights - -

2.

State of Stock Acquisition Rights (Stock Options) Distributed to Employees
during the Fiscal Year under Review
Pursuant to a resolution adopted by the Board of Directors on October 28, 2010, the 9th
Issue of Stock Acquisition Rights (for Distribution to Employees), intended as incentive
stock options, was issued as of October 29, 2010 for distribution to 68 employees, as
outlined below:
(1) Number of Stock Acquisition Rights Distributed
2,720
(2) Type and Quantity of Shares Subject to Stock Options
272,000 shares of common stock in the Company
(100 common shares of the Company per stock option)
(3) Issue Price
Issued without compensation.
(4) Payment Per Share upon Exercise of Stock Options
¥4,352
(5) Period within Which to Exercise Stock Options
From October 30, 2011, until March 31, 2015
(6) Conditions to Exercise Stock Options
The same terms and conditions apply as described in Note 2 of 1.-(1) General
Description of Stock Acquisition Rights above.
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IV. Matters Concerning Directors and Statutory Auditors of Company

1. Name and Other Information Concerning Directors and Statutory Auditors

(as of March 31, 2011)
Title Name Responsibilities, Important Concurrent Positions, etc.
R tative Director -
epreseniative Lirectot Chihiro Kanagawa Director & Chairman, SHINTECH INC.

Chairman

Representative Director -
President

Shunzo Mori

Representative Director -
Executive Vice President

Fumio Akiya

In charge of Semiconductor Materials, Advanced Materials and
Technologies

Representative Director & President, Shin-Etsu Handotai Co.,
Ltd.

Representative Director -
Executive Vice President

Yasuhiko Saitoh

In charge of the Office of the President, Public Relations,
Finance & Accounting and Legal Affairs

General Manager, International Div.
Director & President, SHINTECH INC.

Representative Director & Vice-President, Shin-Etsu Handotai
Co., Ltd.

Director & President, Shin-Etsu Handotai America, Inc.

Representative Director - Senior

Managing Director Yoshiaki Ono General Manager, Silicone Div.
In charge of Purchasing
Managing Director Koji Takasugi
General Manager, Special Functional Products Dept.
In charge of New Functional Materials
Managing Director Toshinobu Ishihara General Manager, Research & Development Dept.
General Manager, New Functional Materials Research Center
General Manager, Planning & Administration Dept.,
Managing Director Masahiko Todoroki Semiconductor Materials Div.
Managing Director, Shin-Etsu Handotai Co., Ltd.
In charge of the Office of the President and Finance &
Managing Director Toshiya Akimoto Accounting
General Manager, Office of the Secretariat
Director’ Frank Peter Popoff
Director' Shunji Kono Honorary Adviser, Tokio Marine & Nichido Fire Insurance Co.,
Ltd.
Director' Masashi Kaneko Director & Chairman of the Board, Ikyu Corporation
Director’ Tsuyoshi Miyazaki Adviser, Mitsubishi Logistics Corporation
Director! Toshihiko Fukui President, the Canon Institute for Global Studies
Director' Hiroshi Komiyama Chairman, Mitsubishi Research Institute, Inc.
Director Masaki Miyajima General Manager, PVC Div.
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Title Name Responsibilities, Important Concurrent Positions, etc.

General Manager, Organic Chemicals Div.

Director Fumio Arai Director & President, Shin-Etsu PVC B.V.
Director & President, SE Tylose GmbH & Co. KG
Director Toshiyuki Kasahara General Manager, Finance & Accounting Dept.
Director Hidenori Onezawa General Manager, Business Development Dept.
. General Manager, Office of the President and Public Relations
Director Ken Nakamura
Dept.
Director Yukihiro Matsui General Manager, Electronics Materials Div.
In charge of Patents
Director Hiroaki Okamoto
General Manager, Development & Investigation Dept.
Full-Time Statutory Auditor Osamu Okada
Statutory Auditor Masahiko Watase
Lawyer
Statutory Auditor® Taku Fukui Managing Partner, Kashiwagi Sogo Law Offices
Professor, Keio Law School
C.P.A./Certified Public Tax Accountant
. o R tative Partner, Grant Thornton Taiyo ASG
Statutory Auditor® Yoshihito Kosaka cpresemiative Tariner, Lrant thorion 1aiyo
Representative Partner, HIYU Certified Tax Accountants’
Corporation
Statutory Auditor® Kiyoshi Nagano
Notes: 1. !indicates an External Director as defined in Item 15, Article 2 of the Corporations Law.

2.
3.

% indicates an External Statutory Auditor as defined in Item 16, Article 2 of the Corporations Law.

Mr. Toshihiko Fukui, External Director, serves concurrently as the President of the Canon Institute for
Global Studies, a general incorporated foundation; however, the Company has no special relationship with
that general incorporated foundation. Mr. Hiroshi Komiyama, External Director, serves concurrently as
Chairman of Mitsubishi Research Institute, Inc.; however, the Company has no special relationship with that
company. The Kashiwagi Sogo Law Offices, where Mr. Taku Fukui, Statutory Auditor, concurrently
serves as Managing Partner receives attorneys’ fees from the Company for individual cases. Mr. Yoshihito
Kosaka, Statutory Auditor, serves concurrently as Representative Partners of the Grant Thornton Taiyo ASG
and HIYU Certified Tax Accountants’ Corporation; however, the Company has no special relationship with
them.

Concurrent service as External Director or External Statutory Auditor for other companies by External
Directors and External Statutory Auditors and the relationship between the Company and such other
companies are described in “3. Matters Concerning External Directors and Auditors” herein below.

Mr. Yoshihito Kosaka, Statutory Auditor, is licensed as a Certified Public Accountant and as a Certified Tax
Accountant, and brings with him a considerable degree of knowledge and experience in the fields of finance

and accounting.

Five External Directors of the Company -- Mr. Toshihiko Fukui, Mr. Hiroshi Komiyama, Mr. Shunji Kono,
Mr. Masashi Kaneko and Mr. Tsuyoshi Miyazaki -- have been reported to the Tokyo Stock Exchange, Inc.
etc. as Independent Directors.
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2.

Amounts of Remuneration and Others Payable to Directors and Statutory Auditors

Designation Number of Amount Payable Remarks
Recipients
Persons Million Yen
Directors 24 1,267 | portion payable to nine External Directors and External
Statutory s 2 Statutory Auditors:
Auditors 185 million yen
Total 29 1,345

(1)

Notes: 1. The above figures include those relevant to one Director who retired from the office effective
at the conclusion of the 133rd Ordinary General Meeting of Shareholders held on June 29,
2010.

2. The amount payable to the Directors and Statutory Auditors includes the bonus reserve amount
attributable to the fiscal year under review.

3. The amount of remuneration and others payable to the Directors is net of the amount of salaries
(including bonuses) payable to the employee Directors in return for serving as employees.

4. In addition to the above, the amounts of remuneration and others paid or payable to External
Directors and External Statutory Auditors from subsidiaries of the Company for serving as
Director or Statutory Auditor of such subsidiaries in the fiscal year under review aggregated 19
million yen. There is no information reportable under the disclosure item regarding
remuneration and others paid or payable to External Directors and External Statutory Auditors
from a parent company or its subsidiaries for serving as Director or Statutory Auditor in the
fiscal year under review.

Matters Concerning External Directors and External Statutory Auditors

Concurrent Service as External Director or External Statutory Auditor for Other
Companies by External Directors and External Statutory Auditors and the Relationship
between the Company and Such Other Companies

Mr. Shunji Kono, External Director, serves concurrently as External Director for Nikon
Corporation until June 29, 2010. However, there is no special relationship between the
Company and the companies that must be disclosed under this item. Also, he serves
concurrently as External Statutory Auditor for Tokyu Corporation and as External
Statutory Auditor for Mitsubishi Research Institute, Inc. However, there is no special
relationship between the Company and either of these companies that must be disclosed
under this item.

Mr. Toshihiko Fukui, External Director, serves concurrently as External Director for
Kikkoman Corporation. ~However, there is no special relationship between the
Company and the company that must be disclosed under this item.

Mr. Hiroshi Komiyama, External Director, serves concurrently as External Director for
JX Holdings, Inc. and as External Statutory Auditor for the Tokyo Electric Power
Company, Inc. However, there is no special relationship between the Company and
either of these companies that must be disclosed under this item.

Mr. Kiyoshi Nagano, External Statutory Auditor, serves concurrently as External
Director for SBI Holdings, Inc. However, there is no special relationship between the
Company and the company that must be disclosed under this item.

Note:  Current service of External Directors and External Statutory Auditors as Executive Officers, Executive
Directors or Other Officeholders for other corporate or other legal entities, etc. and the relationship between
the Company and the relevant entities, etc. are shown in “1. Name and Other Information Concerning
Directors and Statutory Auditors” above.
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(2) Relationship with the Company or the Company’s Particular Associated Business
Interests, Such as Major Trading Partner
No External Directors or External Statutory Auditors hold such a relationship that must
be disclosed under this item.

(3) Main Activities via Board of Directors Meetings and Other Arrangements during the
Fiscal Year under Review
In addition to the statutory Board of Directors, the Company has a second principal
organ, called the Managing Directors’ Committee, for considering and deciding the
execution of business processes, and each organ holds a meeting once a month as a
general rule. The activities of the Company’s External Directors and External Statutory
Auditors via participation in these meetings and other arrangements are reviewed below:

a. Activities of External Directors

Name Main Activities

As the Director lives in the U.S. and, due to the time difference, it is difficult
for him to participate in meetings of the Board of Directors even by
videoconference or teleconferencing systems, he attended two meetings of the
Board of Directors held during the fiscal year under review. However, in
case there are External Directors or External Statutory Auditors who cannot
attend meetings, we encourage them to participate in the review and decision-
Frank Peter Popoff | making for business execution by hearing their opinions regarding agenda
items in advance, sending them copies of the minutes, and explaining to them
the contents of deliberations in detail by telephone. He gave us advice from
a broad viewpoint using his management experience at The Dow Chemical
Company based in the U.S. and supervised our management from an
independent standpoint. He also serves as the commissioner of the Officers’
Remuneration Committee.

The Director attended all meetings of the Board of Directors, as well as
Managing Directors’ Committee meetings, held during the fiscal year under
review, and shared his comments from a broad, high-level perspective
capitalizing on his management experience at the former Tokio Marine & Fire
Insurance Co., Ltd (currently Tokio Marine & Nichido Fire Insurance Co.,
Ltd.). He also provided supervision from an independent standpoint.

Shunji Kono

The Director attended all meetings of the Board of Directors, as well as
Managing Directors’ Committee meetings, held during the fiscal year under
Masashi Kaneko review, and shared his comments from a broad, high-level perspective
capitalizing on his management experience at the former Nikko Cordial
Corporation. He also provided supervision from an independent standpoint.

The Director attended all meetings of the Board of Directors, as well as
Managing Directors’ Committee meetings, held during the fiscal year under
Tsuyoshi Miyazaki | review, and shared his comments from a broad, high-level perspective
capitalizing on his management experience at Mitsubishi Logistics
Corporation. He also provided supervision from an independent standpoint.

The Director attended Board of Directors meetings (attendance rate 92%), as
well as Managing Directors’ Committee meetings, and shared his comments
o ) from a broad, high-level perspective capitalizing on his outstanding
Toshihiko Fukui knowledge and wealth of experience related to global finance and economy as
an ex-Governor of the Bank of Japan. He also provided supervision from an
independent standpoint.
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Name

Main Activities

Hiroshi Komiyama

The Director attended Board of Directors meetings (attendance rate 70%), as
well as Managing Directors’ Committee meetings. The Director, who has
served as President of the University of Tokyo, as well as in a variety of
distinguished positions, shared his comments from a broad, high-level
perspective capitalizing on his outstanding knowledge and wealth of
experience in a wide range of disciplines, including chemical engineering, the
global environment, and natural resources and energy. He also provided
supervision from an independent standpoint.

b.  Activities

of External Statutory Auditors

Name

Main Activities

Taku Fukui

The Auditor attended all meetings of the Board of Directors and of the Board
of Statutory Auditors, as well as Managing Directors’ Committee meetings,
held during the fiscal year under review. At the Board of Statutory Auditors
meetings he shared his comments from a legal specialist’s point of view and
contributed to the establishment of a compliance structure.

Yoshihito Kosaka

The Auditor attended all meetings of the Board of Directors and of the Board
of Statutory Auditors, as well as Managing Directors’ Committee meetings,
held during the fiscal year under review. At the Board of Statutory Auditors
meetings he shared his comments from a finance and accounting specialist’s
point of view and contributed to the establishment of a compliance structure.

Kiyoshi Nagano

The Auditor attended meetings of the Board of Directors (attendance rate
92%) and of the Board of Statutory Auditors (attendance rate 100%), as well
as Managing Directors’ Committee meetings. At the Board of Statutory
Auditors meetings he shared his comments from an extensive viewpoint based
on his management experience at the former Jasdaq Securities Exchange, Inc.
(currently Osaka Securities Exchange Co., Ltd.) and contributed to the
establishment of a compliance structure.

(4) General Description of Limitation of Liability Agreement

No agreement exists that must be disclosed under this item.

Status of Accounting Auditor

1. Name of Accounting Auditor (as of March 31, 2011)

Ernst & Young

ShinNihon LLC

2. General Description of Limitation of Liability Agreement

No agreement exists that must be disclosed under this item.

3.  Amount of Remuneration and Others Payable to Accounting Auditor Attributable
to Fiscal Year under Review

a. Amount of remuneration and others payable by the Company for the audit service as
specified in Paragraph 1, Article 2 of the Certified Public Accountants Law

81 million yen
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b. Total amount of monetary and other financial benefits payable by the Company and
its Subsidiaries

125 million yen

Note: The Audit Agreement between the Company and the Accounting Auditor does not distinguish between the
amounts of remuneration and others for the Accounting Auditor’s audit service specified under the
Corporations Law and for the audit service specified under the Financial Instruments and Exchange Law. In
fact, these amounts are practically indivisible, so the amount shown above is given as a lump sum.

Details of Non-audit Services

The Company pays the Accounting Auditor a retainer in consideration of its advice etc.
on internal controls over financial reporting, which falls outside the scope of audit
services specified in Paragraph 1, Article 2 of the Certified Public Accountants Law.

Retention of Audit Corporations Other Than Company’s Accounting Auditor to
Audit Financial Documents of Subsidiaries of the Company

Of the Company’s Significant Subsidiaries, those employing an audit corporation (that
may be an equivalent auditor qualified outside Japan) other than the Company’s
Accounting Auditor, to receive audit services (to the extent specified in the Corporations
Law and in the Financial Instruments and Exchange Law [or in equivalent legislation
applicable outside Japan]) are as follows: Shin-Etsu Handotai Co., Ltd.; Shin-Etsu
Polymer Co., Ltd.; S.E.H. Malaysia Sdn. Bhd.; Shin-Etsu PVC B.V.; Shin-Etsu
Engineering Co., Ltd.; SE Tylose GmbH & Co. KG; SHIN-ETSU HANDOTAI
EUROPE LIMITED; and Shin-Etsu Astech Co., Ltd.

Policy for Determining the Dismissal or Non-reappointment of Accounting
Auditor

The Company’s policy states that, if the Accounting Auditor is found to meet the
definition of one of the Items of Paragraph 1, Article 340 of the Corporations Law,
subject to the consent of all Statutory Auditors, the Board of Statutory Auditors shall
dismiss the Accounting Auditor. Outside the extent delineated above, upon the consent
or request of the Board of Statutory Auditors, a proposal to dismiss or not to reappoint
the Accounting Auditor may be submitted to the General Meeting of Shareholders, if the
Company has a reason or need of its own to do so or if the Accounting Auditor is found
to be no longer capable of performing its duties appropriately.
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V1. Structure to Ensure the Conformity of Execution of Duties by Directors

with Laws and Regulations and with the Articles of Incorporation and
Other Arrangements to Ensure the Integrity of Business Processes

The Board of Directors of the Company has resolved to establish the above-captioned
structure and arrangements as described below.

1.

System to Ensure That the Directors and Employees Perform Their Work Duties in Accordance with
Applicable Laws and the Company’s Articles of Incorporation

The Company’s group has a corporate philosophy of taking appropriate corporate actions, based on a
desire to act in a lawful manner.

The Company will maintain regulations concerning a compliance system, and the Company’s
Directors and employees will perform their work duties in accordance with these regulations. The
Business Audit Department and other departments that are related to the contents of the audits will
perform internal audits concerning the status of the operation of the compliance system.

In order to uncover illegal activities at an early stage and correct such situations, a compliance
consultation office will be established, and a compliance consulting/reporting system will be
administered in accordance with the relevant internal regulations. Also, the Company will provide
compliance training in an appropriate manner.

The Company will appoint independent External Directors and External Statutory Auditors, who will
endeavor to preserve the compliance system from an independent point of view, by attending
meetings of the Board of Directors and Managing Directors’ meetings and/or by other actions.

System to Preserve and Administer Information Concerning the Directors’ Performance of Their Work
Duties

Based on the regulations of information management and other internal regulations, the Company will
prepare and preserve written and other records concerning the Directors’ performance of their work
duties. The Company will promptly provide these records in response to a request from the
Directors or Statutory Auditors.

Regulations Concerning Management of Risk of Damage to the Company, and Other Systems

Along with maintaining regulations concerning the Company’s risk management system, the
Company will establish a Risk Management Committee and facilitate the committee’s work across the
entire Company, in order to discover and prevent risks that may occur in conjunction with the
execution of the Company’s business.

The Company will appoint External Directors and External Statutory Auditors, who will endeavor to
ensure the exchange of relevant information and appropriate risk management, by attending meetings
of the Board of Directors and Managing Directors’ meetings and/or by other actions.

System to Ensure That the Directors Perform Their Work Duties in an Effective Manner

The Company will establish a system to ensure that Directors and employees perform their work
duties in an effective manner, in accordance with decision-making rules and division of work duties
based on the regulations of the Board of Directors, division of duties, and other internal regulations.

Also, in order to increase the effectiveness of the Directors’ performance of their work duties, the
Company will appoint External Directors, and these External Directors will not only observe and
manage the Company’s affairs from an independent viewpoint but also provide suggestions
concerning all aspects of the Company’s corporate management.
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System to Ensure the Properness of the Activities of the Corporate Group Consisting of the Company
and Its Subsidiaries

The Company’s group has a corporate philosophy of taking appropriate corporate actions, based on a
desire to act in a lawful manner.

In connection with the activities of the Company’s subsidiaries, the Business Audit Department and
other departments that are related to the contents of the audits will, as necessary, work together with
the Internal Audit Departments of the subsidiaries to perform internal audits of the relevant
subsidiaries.

Also, the Company will establish a Statutory Auditor Liaison Committee and Group Statutory Auditor
Liaison Committee comprised of full-time Statutory Auditors and others from the Company and its
main subsidiaries, and the Company’s full-time Statutory Auditors will gather relevant information by
attending meetings of affiliated companies and Presidents’ meetings of affiliated companies and/or by
other actions, together with other Statutory Auditors (including External Statutory Auditors).

Matters Concerning Employees Who Are Requested by Statutory Auditors to Assist with the Work
Duties of the Statutory Auditors

The Company will appoint audit staff from among its employees, in accordance with the methods set
forth in the Company’s internal regulations, to assist the Statutory Auditors with their work duties.

Matters Concerning the Independence from the Directors of the Employees Referenced in the
Previous Item

The Company will appoint, terminate, and take other actions concerning the audit staff, in accordance
with the methods set forth in the Company’s internal regulations, with the consent of the Statutory
Auditors.

System for Reporting to the Statutory Auditors by the Directors and Employees and Other Systems
Concerning Reporting to the Statutory Auditors

The Directors and employees shall promptly report the following matters to the Statutory Auditors, in
accordance with the methods set forth in the Company’s internal regulations:
(1) matters that will cause substantial damage to the Company or which have the potential of doing so;
(2) important matters concerning management or financial information;
(3) the status of the performance of internal audits;
(4) material breaches of law or the Company’s Articles of Incorporation;

(5) the status of the administration of the compliance consulting/reporting system and the contents of
reports made in connection with the system.

System for the Purpose of Otherwise Ensuring That the Audits Performed by the Statutory Auditors
Will Be Performed Effectively

The Statutory Auditors will hold periodic meetings with the Company’s Accounting Auditors to
exchange opinions, hold regular reporting meetings with the Company’s Business Audit Department,
and take other measures to coordinate its work.
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VII.

Basic Policy Regarding Control of the Company

Basic Policy as to Who and How the Person(s) Controlling Decisions on Financial and Business
Policies of the Company Should be (Hereinafter Called “Basic Policy™)

The Company’s group operates a PVC/Chlor-Alkali business, a silicones business, a specialty
chemicals business, a semiconductor silicon business, an electronics & functional materials business
and a diversified business, and the Company and its affiliates share the roles of production, sales, and
other roles, and work together in development of the business activities. Extensive knowledge of
and rich experience in these businesses, as well as sufficient understanding of the relationships built
with stakeholders such as customers, employees, and business partners of nations around the world,
are indispensable to the management of the Group. The Company believes that the person (or
persons) controlling decisions regarding the financial and business policies of the Company must be a
person (or persons) who contributes to the maximization of the corporate value of the Company. If
the Company’s shares become the object of a Large-scale Purchase (as defined below), however, the
Company understands that the final judgment as to whether or not to sell the Company’s shares in
response thereto should be left to the Company’s shareholders. Still, the Company believes that for
this purpose, it is important that sufficient information regarding such Large-scale Purchases must be
provided to the Company’s shareholders both by the purchasing party and by the Company.

Meanwhile, because some Large-scale Purchases may be judged to significantly damage the
Company’s corporate value and/or the common interests of the Company’s shareholders, the
Company considers it necessary for the Board of Directors, based on the duty of care of a good
manager, to take measures against such Large-scale Purchases as the Board of Directors deems
appropriate.

Efforts Aimed at Enhancing Corporate Value of the Company’s Group
(“Effective Utilization of Company Assets, Optimization of Corporate Group, and Other
Particular Efforts Conducive to the Achievement of the Basic Policy”)

Basic Management Policies

The Company’s group makes safety its utmost priority in each and every instance, conducts fair
corporate activities, enhances its corporate value by contributing to people’s daily lives, industry and
society through materials and technologies, and thus aims to meet the expectations of all shareholders.
For such purposes, the Company’s group, while establishing the world’s best technologies and product
quality and continuously striving to improve productivity, is building stable business relationships
with our customers around the world, and striving for management which is able to respond
appropriately to changes in economic conditions and the market.

Policy Implementation

In the PVC business, SHINTECH INC. in the U.S. has constructed an integrated manufacturing plant
that undertakes the entire process from electrolysis through to production of PVC. Following the
completion of the first-phase construction of this plant and the start-up of its operations, the second-
phase construction of the plant was completed and it has also started operations. In addition, in order
to double the production capacity of vinyl chloride monomer (VCM), the construction of a raw
materials plant is under way. Also, in the future, with Shin-Etsu’s Japan-U.S.-Europe tri-polar
production system, which includes Shin-Etsu PVC in The Netherlands and CIRES in Portugal, we
will continue to further strengthen the position of Shin-Etsu as the world’s largest PVC maker.
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In the semiconductor silicon business, as the world’s largest silicon wafer manufacturer, Shin-Etsu
will strive to stably supply high-quality products utilizing multiple manufacturing bases both in Japan
and overseas. In addition, we will focus on strengthening our competitive power by carrying out the
development of wafers for cutting-edge devices and also by making improvements in productivity.

In the silicones business, we will promote development of new products and new applications by
utilizing product characteristics that have a wide range of application fields. At the same time, while
striving to further strengthen business in existing bases not only in Japan but also in Thailand and the
U.S., we will strive to expand our global business by such means as focusing on the construction of a
new silicones plant in China.

In the rare-earth magnets business, we will work on cultivating new markets for such applications as
for hybrid cars, product areas where demand growth is expected, and in other energy saving-related
product applications. In addition, in the synthetic quartz business, we will focus on our strategy to
make our new optical fiber preform plant in China, which is currently under construction, competitive
early.

Furthermore, for future business expansion, we will focus on R&D of new products and their
commercialization, and we will also cultivate new businesses, including through M&A.

In addition, we will carry out such corporate social responsibilities as the ensuring of safety,
conservation of the environment and full compliance with all laws and regulations, and we will
continue to strive to maximize Shin-Etsu’s corporate value.

The Board of Directors considers that all the specific efforts described above are consistent with the
Basic Policy, because as a result of enhancing the corporate value of the Company’s group, these
efforts can make the Company’s shares less exposed to the risk of becoming the target of a Large-
scale Purchase that significantly undermines the Company’s corporate value and/or the common
interests of the Company’s shareholders. Further, because these efforts are designed to enhance the
corporate value of the Company’s group, the Board of Directors considers it obvious that they are
never detrimental to the common interests of the Company’s shareholders and are not intended to
maintain the status of the Officers of the Company.

Handling Policy toward Large-scale Purchases
(“Measures in Light of the Basic Policy to Prevent Inadequate Persons from Controlling
Decisions on Financial and Business Policies of the Company™)

While the Company actively promotes investor relations to sharecholders and investors, in order for the
shareholders to make accurate judgments, at the start of a Large-scale Purchase (which refers to the
purchase of the Company’s shares and other securities by a specific group of sharecholders, and which
is aimed at making the ratio of voting rights of the specific group of shareholders twenty percent
(20%) or more, or the purchase of the Company’s shares and other securities by a specific group of
shareholders in which, as a consequence, the ratio of voting rights of the specific group of
shareholders becomes twenty percent (20%) or more; the person making such a purchase is
hereinafter called a “Large-scale Purchaser”), as to whether or not the purchasing value presented by
the Large-scale Purchaser is appropriate, it is essential that appropriate and sufficient information is
provided by both the Large-scale Purchaser and the Company. In view of this, the Company
instituted its current handling policy toward Large-scale Purchases (hereinafter called the “Handling
Policy”) upon the approval of the 131st Ordinary General Shareholders’ Meeting held on June 27,
2008. In subsequent years, the Handling Policy has been carried over with the approval of the 132nd
Ordinary General Shareholders’ Meeting held on June 26, 2009, and of the 133rd Ordinary General
Shareholders’ Meeting held on June 29, 2010.

Details of Large-scale Purchase Rule

The essential features of “Rules for Provision of Information in Advance” (hereinafter called “Large-
scale Purchase Rules”) as established by the Company are: (i) a Large-scale Purchaser shall provide
necessary and sufficient information in advance to the Board of Directors; and (ii) a Large-scale
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Purchase can be commenced only after a certain period for evaluation and review by the Board of
Directors has elapsed.

(a) Provision of Necessary Information

First, the Company will have a Large-scale Purchaser submit to the Company’s Representative
Director, prior to the commencement of a Large-scale Purchase, a written document clearly
specifying the name, address, governing law of incorporation of the Large-scale Purchaser, name of
the representative, domestic contact information, and details of the Large-scale Purchase to start, as
well as the intention to follow the Large-scale Purchase Rules. Within ten (10) business days after
receipt of such written document, the Company will issue to the Large-scale Purchaser a list of
Necessary Information to be initially provided. If, upon reviewing in detail the information initially
provided, such information is recognized as insufficient, the Board of Directors will request
additional provision of information from the Large-scale Purchaser until the provision of Necessary
Information is complete.

(b) Setting of the Period of Assessment and Review

Second, the Board of Directors considers that, upon completion of the provision of the Necessary
Information by the Large-scale Purchaser, sixty (60) days (in the case of the purchase of all of our
shares by tender offer with cash-only (yen) consideration) or ninety (90) days (in the case of any other
Large-scale Purchase), according to the degree of difficulty of assessment and review of the Large-
scale Purchase, should be ensured as the period for assessment, review, negotiation, forming of
opinions, and planning of alternative plans by the Board of Directors (hereinafter called the “Period of
Assessment and Review by the Board of Directors”). Accordingly, a Large-scale Purchase shall
commence only after the Period of Assessment and Review by the Board of Directors has elapsed.

During the Period of Assessment and Review by the Board of Directors, the Board of Directors will
sufficiently assess and review the Necessary Information while listening to opinions of independent
outside professionals (professionals such as securities companies, investment banks, financial
advisors, lawyers, certified public accountants and consultants), and will form and announce its
opinions. Also, as is necessary, the Board of Directors may negotiate with the Large-scale Purchaser
over the terms of the Large-scale Purchase and/or propose alternative plans to the Company’s
shareholders.

(c) Establishment and Structure of the Independent Committee

The Independent Committee is established as an organ for eliminating arbitrary judgments and
guaranteeing fairness in judgments by the Board of Directors regarding the operation of the Handling
Policy. Whereas the Handling Policy stipulates objective requirements for taking countermeasures in
Section @(a) and Section @(b) below, with respect to a significant judgment regarding the execution
of the Handling Policy such as in the case of taking countermeasures described in Section @(a) below
as well as in the case of taking exceptional responses described in Section @(b) below, in principle the
Board of Directors shall consult with the Independent Committee, and the Board of Directors shall, to
the maximum extent possible, respect the advice of the Independent Committee.

There shall be three (3) or more members of the Independent Committee, and to enable fair and
neutral judgments, selection of the committee’s members will be made from the Company’s External
Directors and External Statutory Auditors who are independent of the Managing Directors, and outside
professionals such as lawyers, certified public accountants, certified tax accountants, academic
experts, and business experts having broad administrative experience. At the Board of Directors
meeting immediately following the conclusion of the 133rd Ordinary General Meeting of
Shareholders, Messrs. Toshihiko Fukui, Hiroshi Komiyama, Shunji Kono, Masashi Kaneko, and
Tsuyoshi Miyazaki, five External Directors of the Company, were nominated and appointed to serve
on the Independent Committee.
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Handling in the Case of Implementation of a Large-scale Purchase
(a) In the Case a Large-scale Purchaser Does Not Comply with the Large-scale Purchase Rules

In the case a Large-scale Purchaser does not comply with the Large-scale Purchase Rules, the Board
of Directors may, in order to protect the Company’s corporate value and/or the common interests of
the Company’s shareholders, take countermeasures that are permitted under the Corporations Law and
other laws, and the Articles of Incorporation, such as the issuance of stock acquisition rights, so as to
resist the Large-scale Purchase.

(b) In the Case a Large-scale Purchaser Complies with the Large-scale Purchase Rules

If a Large-scale Purchaser complies with the Large-scale Purchase Rules, as a general rule,
countermeasures against the Large-scale Purchase will not be taken. Whether or not to accept the
purchasing proposal made by the Large-scale Purchaser shall be judged by the Company’s
shareholders in view of such purchasing proposal, the opinions presented by the Company regarding
such purchasing proposal, and alternative plans, etc. Even if a Large-scale Purchaser complies with
the Large-scale Purchase Rules, however, in the event that such Large-scale Purchase is judged to be
significantly damaging the Company’s corporate value and/or the common interests of the Company’s
shareholders, the Board of Directors may, based on the duty of care of a good manager, take measures
deemed appropriate for protecting the Company’s corporate value and/or the common interests of the
Company’s shareholders. Such action by the Board of Directors against a Large-scale Purchase is to
be made for exceptional cases.

Effective Period of the Handling Policy, Etc.

The effective period of the Handling Policy will be up to the conclusion of the Company’s 134th
Ordinary General Shareholders’ Meeting to be held in June 2011, and in the case the Handling Policy
continues after such point of time, it will be conditional upon authorization with the approval of a
majority of the voting rights of the sharecholders present at the Company’s Shareholders’ Meeting.
Also, even before the expiration of the effective period of the Handling Policy, in the event of a
resolution by the Board of Directors to end the Handling Policy from the viewpoint such as an
improvement of the common interests of the shareholders, the Handling Policy will end at that point
of time.

The Handling Policy is in Compliance with the Basic Policy and is not Damaging the Common
Interests of the Company’s Shareholders; the Purpose of the Handling Policy is not
Maintenance of the Status of the Officers of the Company

The Handling Policy is in Compliance with the Basic Policy

The Handling Policy stipulates that, by setting the Large-scale Purchase Rules, a Large-scale
Purchaser shall provide the Board of Directors with necessary and sufficient information regarding a
Large-scale Purchase in advance, and that a Large-scale Purchase can be commenced only after the
Period of Assessment and Review by the Board of Directors has elapsed. The Handling Policy also
stipulates that the Board of Directors may take any countermeasures deemed appropriate against a
Large-scale Purchaser who does not comply with the above-mentioned provisions.
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Meanwhile, the Handling Policy provides that, even if a Large-scale Purchaser complies with the
Large-scale Purchase Rules, in the event that a Large-scale Purchase is judged to be significantly
damaging the Company’s corporate value and/or the common interests of the Company’s
shareholders, the Board of Directors may, based on the duty of care of a good manager, take any
countermeasures deemed appropriate.

As described above, the Handling Policy is to realize the Basic Policy and is in compliance with the
contents of the Basic Policy.

@ The Handling Policy is not Damaging the Common Interests of the Company’s Shareholders

The Handling Policy provides that, based on the understanding that the final judgment as to whether
or not to sell the Company’s shares in response to a Large-scale Purchase should be left to the
Company’s shareholders and aiming for ensuring the opportunity to receive information that is
necessary and sufficient for the Company’s shareholders to make an appropriate decision in respect of
acceptance or non-acceptance of a Large-scale Purchase, the Board of Directors may take any
countermeasures deemed appropriate in the event that a Large-scale Purchase is judged to be
significantly damaging the common interests of the Company’s shareholders. Therefore, the purpose
of the Handling Policy is securing and improving the common interests of the shareholders of the
Company, and the Handling Policy is not damaging such common interests in any way.

® The Purpose of the Handling Policy is not Maintenance of the Status of the Officers of the
Company

As described above, the purpose of the Handling Policy is securing and improving the common
interests of the Company’s shareholders, and the introduction and continuation of the Handling Policy
may not be conducted solely upon the judgment of the Board of Directors, but shall require the
approval of the Company’s shareholders.

Under the Handling Policy, the requirements for the taking of countermeasures by the Board of
Directors are provided in an objective manner, and such requirements shall be announced in advance.
Furthermore, the Handling Policy provides that, upon the assessment, review, negotiation and
formation of opinions, etc. by the Board of Directors regarding Large-scale Purchases, the Board of
Directors shall listen to the opinions of independent outside professionals (professionals such as
securities companies, investment banks, financial advisors, lawyers, certified public accountants, and
consultants) and that, upon the exercise of the countermeasures, the Board of Directors shall, to
enable a fair and neutral judgment, consult with the Special Committee which consists of members
who are independent of the Managing Directors of the Company, and the Board of Directors shall
respect, to the maximum extent possible, the judgment of the Special Committee.

As described in the above paragraph, since the Handling Policy includes arrangements for eliminating
any arbitrary judgment by the Officers of the Company, countermeasures will not be exercised for the
purpose of maintaining the status of the Officers of the Company.

e e e e e e ) o o o e e e e o e o e e e e e e e o e e e e o o e o e e e e o o o o e e e e e e e e e e e e e e e e e o e e o o o o e e

The monetary amounts and numbers of shares set out in the above report are expressed as full
units with any fractions of the indicated units rounded down to the nearest full unit.
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CONSOLIDATED BALANCE SHEET

As of March 31, 2011 (Amounts are stated in millions of yen by discarding fractional

amounts less than 1 million)
ASSETS

Current Assets:

(Millions of yen)
Cash and time deposits 244,002
Notes and accounts receivable-trade--- 270,499
Securities - 116,714
Merchandise and finished products - 97,816
Work in process 9,784
Raw materials and supplies 80,683
Deferred taxes, current - 21,114
Other 49,847
Less: Allowance for doubtful accounts (2,534)
Total current assets 887.927
Fixed Assets:
Property, plant and equipment:
Buildings and structures - 155,719
Machinery and equipment -- 252,229
Land 64,577
Construction in progress 141,770
Other --- 6,037
620,334
Intangible fixed assets:
Goodwill 10,521
Other --- 3.499
14,020
Investments and other assets:
Investments in securities 155,899
Long-term loans 3,627
Deferred taxes, non-current ---- 22,185
Other 80,209
Less: Allowance for doubtful accounts (38)
261,883
Total fixed assets 896,238
TOTAL ASSETS 1,784,166
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LIABILITIES

Current Liabilities:

(Millions of yen)
Notes and accounts payable-trade 110,753
Short-term borrowings 8,712
Accounts payable-other 36,508
Accrued expenses 37,486
Accrued income taxes 21,072
Accrued bonuses for employees 2,037
Accrued bonuses for directors 395
Provision for loss on disaster 24,401
Other --- 8,066
Total current liabilities 249.434
Long-term Liabilities:
Long-term debt 5,548
Deferred taxes, non-current 39,498
Accrued retirement benefits 14,119
Accrued retirement bonuses for directors ---- 379
Other --- 5.757
Total long-term liabilities 65,302
TOTAL LIABILITIES 314,737
NET ASSETS
Stockholders’ Equity:
Common stock 119,419
Additional paid-in capital 128,177
Retained earnings 1,376,043
Less: Treasury stock, at cost (40917)
Total stockholders’ equity 1,582,724
Accumulated other comprehensive income:
Unrealized gains (losses) on available-for-sale securities 3,275
Deferred gains (losses) on hedges 895
Foreign currency translation adjustments (160,087)
Total accumulated other comprehensive income (155.916)
Share subscription rights 3,822
Minority interests in consolidated subsidiaries 38,798
TOTAL NET ASSETS 1,469,429
TOTAL LIABILITIES AND NET ASSETS 1,784,166
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CONSOLIDATED STATEMENT OF INCOME

For the year ended March 31, 2011 (Amounts are stated in millions of yen by discarding
fractional amounts less than 1 million)

(Millions of yen)
Net sales 1,058,257
Cost of sales 803,574
Gross profit 254,682
Selling, general and administrative expenses 105.460
Operating income ---- 149,221
Non-operating income:
Interest income 2,800
Dividend income 1,350
Equity in earnings of affiliates 12,627
Other income 7,152
23,930
Non-operating expenses:
Interest expenses 529
Other expenses 12,284
12,813
Ordinary income 160,338
Extraordinary loss:
Loss on disaster 21,032
21,032
Income before income taxes 139,305
Income taxes - current 35,998
Income taxes for prior periods (10,654)
Income taxes - deferred 12,643
37.987
Income before minority interests------------------ 101,318
Minority interests in earnings of consolidated subsidiaries 1,199
Net income 100,119
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CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS

For the year ended March 31, 2011 (Amounts are stated in millions of yen by discarding
fractional amounts less than 1 million)

Stockholders’ Equity (Millions of yen)
Common ook Adfnal, * Retaned Treaury sock. g
Balance as of March 31, 2010 119,419 128,177 1,318,413 (40,892) 1,525,118
Changes during the current year
Cash dividends - - (42,460) - (42,460)
Net Income - - 100,119 - 100,119
Change in scope of consolidation - - (28) - (28)
Purchase of treasury stock - - - 25) (2%5)
Disposal of treasury stock - - 0) 0 0
Net changes of items other than
stockholders’ equity
Total changes during the current year - - 57,630 (24) 57,605
Balance as of March 31, 2011 119,419 128,177 1,376,043 (40,917) 1,582,724

Accumulated other comprehensive income

Share Minority

i . i interests 1
T S e — wieion
available-for- gans currency [Total] rights subsidiaries

(losses) on  translation

Total

consolidated  Net Assets

se csuarlieti es hedges  adjustments
Balance as of March 31, 2010 6,717 517 (101,207) (93,972) 3,648 39,417 1,474,212
Changes during the current year
Cash dividends - - - - - - (42,460)
Net Income - - - - - - 100,119
Change in scope of consolidation - - - - - - (28)
Purchase of treasury stock - - - - - - (25)
Disposal of treasury stock - - - - - - 0
Net changes of items other than
stockholders equity (3,442) 377 (58,879) (61,943) 174 (619) (62,388)
Total changes during the current year (3,442) 377 (58,879) (61,943) 174 (619) (4,783)
Balance as of March 31, 2011 3,275 895 (160,087)  (155.916) 3,822 38,798 1,469,429
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Notes to the Consolidated Financial Statements

Basis of presenting consolidated financial statements

1. Scope of consolidation
(1) State of consolidated subsidiaries

Number of consolidated subsidiaries------------ 72

Name of principal consolidated subsidiaries
SHINTECH INC. Shin-Etsu Handotai Co., Ltd.
Shin-Etsu Handotai America, Inc. Shin-Etsu Polymer Co., Ltd.
S.E.H. Malaysia Sdn. Bhd. Shin-Etsu PVC B.V.
Shin-Etsu Engineering Co., Ltd. SE Tylose GmbH & Co. KG
SHIN-ETSU HANDOTAI EUROPE LIMITED  Nagano Electronics Industrial Co., Ltd.
Shin-Etsu Handotai Taiwan Co., Ltd. Naoetsu Electronics Co., Ltd.

Shin-Etsu Astech Co., Ltd.

(2) State of unconsolidated subsidiaries

Name of principal unconsolidated subsidiaries
Shin-Etsu Electronics (Malaysia) Sdn. Bhd.

Reasons for excluding unconsolidated subsidiaries from the scope of consolidation
There are 30 wunconsolidated subsidiaries excluded from the scope of
consolidation as their total assets, net sales, net income and retained earnings in
the aggregate have minimal effect on the consolidated financial statements.

2. Application of equity method
(1) State of unconsolidated subsidiaries and affiliates to which equity method is applied

Number of affiliates to which the equity method is applied------- 7

Name of the principal subsidiaries and affiliates to which equity method is applied
Mimasu Semiconductor Industry Co., Ltd.
Shin-Etsu Quartz Products Co., Ltd.
Kashima Vinyl Chloride Monomer Co., Ltd.
Hemlock Semiconductor Corp.

(2) State of unconsolidated subsidiaries and affiliates to which equity method is not applied

Name of principal unconsolidated subsidiaries and affiliates
Shin-Etsu Electronics (Malaysia) Sdn. Bhd.

Reasons for excluding unconsolidated subsidiaries and affiliates from the scope of

equity method
There are 30 unconsolidated subsidiaries and 10 affiliates excluded from the scope
of the equity method as their net income and retained earnings in the aggregate
have minimal effect on the consolidated financial statements.

(3) Specific note to the application of equity method
5 of the affiliates accounted for under the equity method have a different closing date
from that of the consolidated financial statements with 4 of those affiliates
consolidated based on their latest financial statements, and for the remaining affiliate,
provisional financial statements as of the end of February are employed.
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3.

Changes in scope of consolidation
Shin-Etsu Polymer India Pvt. Ltd., which had been an unconsolidated subsidiary
during the fiscal year ended March 31, 2010, was newly included in the scope of
consolidation due to increased importance. Shin-Etsu Pharma & Food Materials
Distribution GmbH, which was established during the fiscal year ended March 31,
2011, was also newly included in the scope of consolidation.

4. Fiscal year of consolidated subsidiaries

5.

The fiscal year of SHINTECH INC., Shin-Etsu Handotai America, Inc. and 44 other
subsidiaries ends on December 31, and the fiscal year of Nagano Electronics
Industrial Co., Ltd., Naoetsu Electronics Co., Ltd. and 5 other subsidiaries ends at the
end of February. For consolidation of subsidiaries whose fiscal year-ends are not in
agreement with that of the Company, necessary adjustments are made on significant
inter-company transactions which occurred during the periods between the fiscal year-
end of respective consolidated subsidiaries and that of the Company.

Significant accounting policies
(1) Valuation policy and method for significant assets

1) Valuation policy and method for securities:
Bonds held to maturity =~ = --------m-m--- Amortized cost method (straight-line method)

Available-for-sale securities

Marketable securities =~ =------------- Mark-to-market method based on the fair
market value as of the balance sheet date
(Any adjustments resulting from the valuation
of securities shall be directly entered into
capital accounts, while costs of sales of
marketable securities shall be calculated
based mainly on a moving-average cost
method.)

Non-marketable securities — -------------- Mainly moving-average cost method

i1) Valuation policy and method for derivatives:
Valued at fair value based on market quotation

ii1) Valuation policy and method for inventories:
The cost of inventories is determined primarily by the weighted-average cost method.
(The amount of the inventories presented on the balance sheet is calculated by writing
them down based on any decrease in their profitability.)

(2) Depreciation and amortization of fixed assets:

1) Property, plant and equipment (excluding leased assets):

Mainly declining-balance method (Straight-line method is applied for buildings
(excluding attached facilities) acquired by the Company and certain domestic
subsidiaries on and after April 1, 1998.)
Useful lives mainly adopted are as follows:

Buildings and structures ------- 15— 47 years

Machinery and vehicles --------- 2 — 20 years
Additional depreciation is provided based on excess operating hours for machinery
and equipment that operate significantly in excess of their normal utilization time.

i1) Intangible fixed assets (excluding leased assets):
Straight-line method
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ii1) Leased assets:

Leased assets under finance lease -------------- The same method is applied as that
transactions that transfer ownership for owned fixed assets.

Leased assets under finance lease -------------- The straight-line method taking the
transactions that do not transfer lease period as the useful life with
ownership zero residual value is applied.

(Finance lease transactions started
before the first fiscal year when
“Accounting Standard for Lease
Transactions” (ASBJ  Statement
No.13) was applied are accounted for

as operating leases.)
(3) Calculation policy for allowances:

1) Allowance for doubtful accounts:
The Company and its consolidated subsidiaries provide an allowance for doubtful
accounts using the historic percentage of bad debt loss against the balance of general
receivables plus an amount deemed necessary to cover individual accounts estimated
to be uncollectible.

i1) Accrued bonuses for employees:
Certain consolidated subsidiaries accrued the current fiscal year portion of the
estimated amount of employees’ bonuses to be paid in the subsequent period.

ii1) Accrued bonuses for directors:
The Company and its domestic consolidated subsidiaries accrued the current fiscal
year portion of the estimated amount of directors’ bonuses to be paid in the subsequent
period.

iv) Provision for loss on disaster:
The Company and certain domestic consolidated subsidiaries accrued expenses
estimated to be incurred during or after the next fiscal year in order to undertake the
restoration of assets damaged due to the disaster.

v) Accrued retirement benefits:
The Company and certain consolidated subsidiaries accrued pension and severance
costs for employees based on the estimates of the pension obligations and the plan
assets at the end of the current fiscal year.
The actuarial difference is amortized primarily over a five-year period, which is within
the average remaining service period, using the straight-line method from the fiscal
year when the difference was generated. The prior service cost is amortized primarily
over a ten-year period, which is within the average remaining service period, using the
straight-line method from the time when the prior service cost was generated.

vi) Accrued retirement bonuses for directors:
Certain domestic consolidated subsidiaries accrued the required amount for directors’
retirement bonuses, which was calculated based on an internal standard as of the end
of the fiscal year.
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(4) Other bases for presenting consolidated financial statements

1) Hedge accounting:
The Company and certain subsidiaries defer gains or losses on their hedges.
For interest rate swaps, the Company and certain subsidiaries apply an exceptional
treatment when the swap in question meets the conditions for applications of such an
exceptional treatment.

i1) Consumption tax:
Consumption tax withheld by the Company and certain subsidiaries on sales of
products and services is not included in the amount of net sales in the consolidated
statement of income. Consumption tax borne by the Company and certain subsidiaries
on purchases of goods and services and on expenses is also not included in the related
amounts in the consolidated statement of income.

6. Valuation method of assets and liabilities of consolidated subsidiaries
Full fair value accounting method

7. Amortization method of goodwill
Straight-line method within 20 years

8. Changes in basis of presenting consolidated financial statements
(Application of “Accounting Standard for Asset Retirement Obligations™)

Effective from the current fiscal year, “Accounting Standard for Asset Retirement
Obligations” (ASBJ Statement No.18 issued on March 31, 2008) and “Guidance on
Accounting Standard for Asset Retirement Obligations” (ASBJ Guidance No.21
issued on March 31, 2008) have been applied.

The impact of this change on operating income, ordinary income and income before
income taxes is immaterial.

Notes to the consolidated balance sheet

(Millions of yen)
1. Accumulated depreciation of property, plant and equipment -----==-=============--- 1,350,394
2. Contingent liabilities
Contingent liabilities for guarantees (employee’s housing loan etc.)---------------- 31
Notes to the consolidated statement of income
(Millions of yen)

1. “Loss on disaster” as extraordinary loss
This represents losses incurred due to the Great East Japan Earthquake.

2. Income taxes for prior periods
This represents a refund of corporation taxes paid in past fiscal years, after the Japanese
and U.S. tax authorities reached an agreement settling a dispute about transfer pricing
taxation.

Notes to the consolidated statement of changes in net assets

1. Type and numbers of shares outstanding as of March 31, 2011
Common stock - 432,106,693 shares
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2. Cash dividends
(1) Payment of cash dividends
Total

Resolution Type of amount of Cash dividends Date of record  Effective date
shares .. per share
dividends

Ordinary general

meeting of Common 21,230 50.00 ven March 31, June 30,
shareholders held stock million yen Y 2010 2010
on June 29, 2010
Board of directors 21.229
meeting held on Common <5 50.00 yen September 30, November 18,
October 28, 2010 stock million yen 2010 2010

42,460

Total - o
million yen

(2) Dividends with a record date in the fiscal year ended March 31, 2011 but with an effective

date in the following fiscal year

The Company proposes the following agendum at the ordinary general meeting of
shareholders which will be held on June 29, 2011.

Total amount of Source of Cash dividends .
Type of shares dividends dividends per share Date of record Effective date
Common stock 21,229 Retained 50.00yen  March31,2011  June 30, 2011
million yen earnings

3. Share subscription rights as of March 31, 2011

Details of share subscription rights

Type of shares subject to
share subscription rights

Numbers of shares subject to
share subscription rights

Resolved at the ordinary general meeting
of shareholders held on June 29, 2006

Common stock

546,900 shares

Resolved at the ordinary general meeting
of shareholders held on June 28, 2007

Common stock

868,000 shares

Resolved at the board of directors
meeting held on June 27, 2008

Common stock

575,000 shares

Resolved at the ordinary general meeting
of shareholders held on June 27, 2008

Common stock

251,000 shares

Resolved at the ordinary general meeting
of shareholders held on June 26, 2009

Common stock

252,000 shares

Resolved at the board of directors
meeting held on July 22, 2009

Common stock

685,000 shares

(Note) Excluding share subscription rights not yet exercisable as of March 31, 2011.
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Financial instruments

1. Overview of financial instruments

In principle, our fund management methods are limited to deposits with financial
institutions with high credit ratings and risk-free bonds, and our financing is implemented
primarily through borrowings from banks. With regard to credit risk generated by notes
and accounts receivable-trade, each of our business departments not only controls and
manages account due dates and balances, but also confirms credit standing of major
customers periodically, making efforts to identify doubtful accounts as soon as possible.

Regarding securities and investment securities, we update regularly their fair value and
the financial situation of the issuing companies. For stocks, we are also continually
reviewing our stock holding status, considering the relationship with the issuing
companies. All of our derivative transactions are implemented for the purpose of hedging
risks generated in the ordinary course of business, and there are no derivative transactions
entered into for trading or speculative purposes.

2. Fair value of financial instruments
As of March 31, 2011, book value, fair value and the difference between the two are as

follows:
Millions of yen
52?131; Vi?lilre Difference
Assets
(1) Cash and time deposits 244,002 244,002 -
(2) Notes and accounts receivable-trade 270,499 270,499 -
(3) Securities and investments in securities
1) Bonds held to maturity 16,900 17,020 120
i) Investments in capital stocks of affiliates 22,088 12,585 (9,503)
iii) Other securities 157,795 157,795 -
(4) Long-term loans 3,627 3,941 313
Total 714914 705,845 (9,069)
Liabilities
(1) Notes and accounts payable-trade 110,753 110,753 -
(2) Short-term borrowings 8,712 8,712 -
(3) Accounts payable-other 36,508 36,508 -
(4) Accrued expenses 37,486 37,486 -
(5) Accrued income taxes 21,072 21,072 -
(6) Long-term debts 5,548 5,609 61
Total 220,081 220,142 61
Derivative transactions
Hedge accounting not applied 1,722 1,722 -
Hedge accounting applied (146) (146) -
Total 1,575 1,575 -
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(Note 1) Method for calculating fair value of financial instruments, and notes regarding
securities and derivative transactions

Assets

(1) Cash and time deposits and (2) Notes and accounts receivable-trade
All of these are settled within a short time, and their fair value and book value are
nearly equal. Thus, the book value is listed as fair value in the table above.

(3) Securities and investments in securities

These consist mainly of stocks and bonds. Fair value for stocks is based on a price
settled on stock exchanges, while fair value for bonds is based on either a price
settled on the exchanges or one offered from financial institutions that we have
transactions with.

(4) Long-term loans

Fair value for long-term loans is calculated based on a future cash flow discounted at
an appropriate rate such as mid-term and long-term interest rates with credit spreads,
for all loans grouped by a certain period of time and credit rating under the credit
exposure management.

Liabilities

(1) Notes and accounts payable-trade, (2) Short-term borrowings, (3) Accounts payable-

other, (4) Accrued expenses and (5) Accrued income taxes

All of these are settled within a short time, and their fair value and book value are
nearly equal. Thus, the book value is listed as fair value in the table above.

(6) Long-term debts

Fair value for long-term debts is calculated based on a present value of principal with
interest added, discounted at an expected rate for new borrowings with the same
terms.

Derivative transactions

Net receivables (payables) derived from derivative transactions are displayed in the
table above. Total net payables are showed in parenthesis.

(Note 2) Non-listed stocks (book value: ¥75,828 million) are not included in “(3) Securities
and investments in securities,” as their fair value is recognized to be extremely
difficult to calculate, with no market value available and no future cash flows
being estimated.

Per share information
Net assets per share stated in yen 3,360.39
Net income per share stated in yen 235.80
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BALANCE SHEET (Non-Consolidated)

As of March 31, 2011 (Amounts are stated in millions of yen by discarding fractional
amounts less than 1 million)

ASSETS
Current Assets:
(Millions of yen)
Cash and time deposits 49,874
Notes receivable 4916
Accounts receivable-trade 177,789
Securities 107,500
Merchandise and finished products - 24,469
Semi-finished products 12,362
Raw materials and supplies 32,513
Advance payments -—-- 1,229
Deferred taxes, current - 11,371
Short-term loans 44,293
Accounts receivable-other - 20,190
Other 4,004
Less: Allowance for doubtful accounts (400)
Total current assets 490,114
Fixed Assets:
Property, plant and equipment:
Buildings 35,333
Structures 3,851
Machinery and equipment -- 44,878
Vehicles --- 112
Tools, furniture and fixtures 1,779
Land 22,740
Leased assets 122
Construction in progress 7,339
116,158
Intangible fixed assets 1,155
Investments and other assets:
Investments in securities 73,008
Investments in capital stocks of subsidiaries and affiliates 120,036
Investments in partnerships -—-- 11
Investments in partnerships of subsidiaries and affiliates 7,383
Long-term loans 5,385
Long-term prepaid expenses 45
Deferred taxes, non-current 5,016
Other --- 3,109
Less: Allowance for doubtful accounts 10)
213.987
Total fixed assets 331.301
TOTAL ASSETS 821,415
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LIABILITIES
Current Liabilities:

Accounts payable-trade

(Millions of yen)

Short-term borrowings

Lease obligations

Accounts payable-other
Accrued income taxes

Accrued expenses

Advances received

Deposits
Accrued bonuses for directors

Provision for loss on disaster
Other — —

Total current liabilities

Long-term Liabilities:

Long-term debt
Lease obligations

Long-term accounts payable-other

Accrued retirement benefits

Asset retirement obligations
Total long-term liabilities

TOTAL LIABILITIES
NET ASSETS

Stockholders’ Equity:

Common stock

Additional paid-in capital:
Capital reserve —-

Retained earnings:
Legal earned reserve

Other retained earnings:

Reserve for special depreciation

Reserve for particular disaster prevention

Reserve for reduction entry of fixed assets
Reserve for research ---

Reserve for dividend equalization

Reserve for reduction entry of land

General reserve

Retained earnings brought forward

Total retained earnings

Less: Treasury stock, at cost
Total stockholders’ equity

Valuation and translation adjustments:

Unrealized gains (losses) on available-for-sale securities

Share subscription rights —
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS
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96,769
6,392
26
11,903
15,016
11,715
221
679
296
2,806
55
145,881

5,011
104
1,428
2,546
218
9.308

155,190

119,419
120,771

6,778

14

21
1,744
88

15

17
351,137
102,516
455.554
462,332

(40.917)
661,606

1,143

3,474
666,225

821,415



STATEMENT OF INCOME (Non-Consolidated)

For the year ended March 31, 2011 (Amounts are stated in millions of yen by discarding

fractional amounts less than 1 million)

Net sales --

(Millions of yen)

602,775

Cost of sales

488.573

Gross profit

114,202
- 37.401

Selling, general and administrative expenses
Operating income

76,800

Non-operating income

Interest income ----
Dividend income

584
5,614

2,766

Other income

Non-operating expenses

8,964
211

Interest expenses

Other expenses -- ——-

Ordinary income

8,019
8.230
77.535

Extraordinary loss
Loss on valuation of stocks of subsidiaries and affiliates

13,807

Loss on disaster-- —_—

Income before income taxes-

1,413

15.220
62,314

- 27,300

Income taxes - current

Income taxes for prior periods ----

Income taxes - deferred---- —_—

Net income
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STATEMENT OF CHANGES IN NET ASSETS (Non-consolidated)

For the year ended March 31, 2011 (Amounts are stated in millions of yen by discarding
fractional amounts of less than 1 million)

Balance as of March 31, 2010
Changes during the current year
Cash dividends
Net Income
Purchase of treasury stock

Disposal of treasury stock

Net changes of items other than
stockholders’ equity

Total changes during the current year

Balance as of March 31, 2011

Balance as of March 31, 2010
Changes during the current year
Cash dividends
Net Income
Purchase of treasury stock

Disposal of treasury stock

Net changes of items other than
stockholders’ equity

Total changes during the current year

Balance as of March 31, 2011

- 40 -

Stockholders’ Equity (Millions of yen)
Additional
paid-in Retained earnings
capital
Common Treasury
sock Legal sioc” [Tou)
; c
gzg;t‘?é earned  Others* [Total]
reserves
119,419 120,771 6,778 453,495 460,273 (40,892) 659,573
- - - (42,460) (42,460) - (42,460)
- - - 44518 44,518 - 44,518
- - - - - (25) (25)
- - - 0) 0) 0 0
- - - 2,058 2,058 (24) 2,033
119,419 120,771 6,778 455,554 462,332 (40,917) 661,606
Valuation and
translation
adjustments Share subscription Total
Unrealized rights Net Assets
gains (losses) on
available-for-sale
securities
4,470 3,329 667,373
- - (42,460)
- - 44,518
- - (25)
- - 0
(3,327) 144 (3,182)
(3,327) 144 (1,148)
1,143 3,474 666,225



* Breakdown of other retained earnings
(Millions of yen)

Reserve for
particular
disaster
prevention

Reserve for
Reserve for dividend

research

Reserve for
reduction entry of
fixed assets

Reserve for
special

depreciation equalization

Balance as of March 31, 2010 19 16 1,794 88 15

Changes during the current year

Cash dividends - - - - -
Provision of reserve for special
depreciation

Reversal of reserve for special 5
depreciation ©) . B ) B

Provision of reserve for particular
disaster prevention

Reversal of reserve for reduction
entry of fixed assets

Net Income - - - - -

Disposal of treasury stock - - - - -

Total changes during the current year 4) 4 (50) - -

Balance as of March 31, 2011 14 21 1,744 88 15

Reserve for Retained
reduction entry of  General reserve earnings Total
land brought forward

Balance as of March 31, 2010 17 351,137 100,406 453,495

Changes during the current year

Cash dividends - - (42,460) (42,460)
Provision of reserve for special 0
depreciation B B ©) B

Reversal of reserve for special
depreciation

Provision of reserve for particular 4
disaster prevention B - (4) -

Reversal of reserve for reduction

entry of fixed assets - - 50 -

Net Income - - 44,518 44,518

Disposal of treasury stock - - 0) 0)

Total changes during the current year - - 2,109 2,058
Balance as of March 31, 2011 17 351,137 102,516 455,554
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Notes to the Non-Consolidated Financial Statements

Significant accounting policies

1. Valuation policy and method for significant assets

(1) Valuation policy and method for securities:

Bonds held to maturity = ----—----

Investments in capital stocks ---------

of subsidiaries and affiliates

Available-for-sale securities

Marketable securities ~  ---————--

Non-marketable securities  ---------

(2) Valuation method for derivatives:

Valued at fair value based on market quotation

(3) Valuation policy and method for inventories:
The cost of inventories is determined primarily by the weighted-average cost method.
(The amount of the inventories presented on the balance sheet is calculated by writing
them down based on any decrease in their profitability.)

2. Depreciation and amortization of fixed assets:
(1) Property, plant and equipment (excluding leased assets):
Declining-balance method (Straight-line method is applied for polyvinyl chloride
manufacturing facilities and electrolysis equipment in machinery and equipment, and
buildings (excluding attached facilities) acquired on and after April 1, 1998.)

Useful lives mainly adopted are as follows:

Buildings

Machinery and equipment

Amortized cost method (straight-line method)

Moving-average cost method

Mark-to-market method based on the fair
market value as of the balance sheet date (Any
adjustments resulting from the valuation of
securities shall be directly entered into capital
accounts, while costs of sales of marketable
securities shall be calculated based on the
moving-average cost method.)

Moving-average cost method

15 —31 years
2 —9 years

Additional depreciation is provided based on excess operating hours for the machinery
and equipment that operate significantly in excess of their normal utilization time.

(2) Intangible fixed assets (excluding leased assets):

Straight-line method (Software for internal use is amortized by the straight-line
method over the useful period of 5 years.)

(3) Leased assets:
Leased assets under finance lease
transactions that transfer ownership
Leased assets under finance lease
transactions that do not transfer
ownership
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The same method is applied as that
for owned tangible fixed assets.

The straight-line method taking the
lease period as the useful life with
zero residual value is applied.
(Finance lease transactions started
before the first fiscal year when
“Accounting Standard for Lease
Transactions” (ASBJ  Statement
No.13) was applied are accounted for
as operating leases.)



3. Calculation policy for allowances:
Allowance for doubtful accounts:
The Company provides an allowance for doubtful accounts using the historic
percentage of bad debt loss against the balance of general receivables plus an amount
deemed necessary to cover individual accounts estimated to be uncollectible.

Accrued bonuses for directors:
The Company accrued the current fiscal year portion of the estimated amount of
directors’ bonuses to be paid in the subsequent period.

Provision for loss on disaster:
The Company accrued expenses estimated to be incurred during or after the next fiscal
year, in order to undertake the restoration of assets damaged due to the disaster.

Accrued retirement benefits:

The Company accrued pension and severance costs for employees based on the
estimates of the pension obligations and the plan assets at the end of current fiscal
year.

The actuarial difference is amortized over a five-year period, which is within the
average remaining service period, using the straight-line method from the fiscal year
when the difference was generated. The prior service cost is amortized over a ten-year
period, which is within the average remaining service period, using the straight-line
method from the time when the prior service cost was generated.

4. Other bases for presenting non-consolidated financial statements
(1) Hedge accounting:
The Company defers gains or losses on its hedges.
For interest rate swaps, the Company applies an exceptional treatment when the swap
in question meets the conditions for applications of such an exceptional treatment.

(2) Consumption tax:
Consumption tax withheld by the Company on sales of products is not included in the
amount of net sales in the statement of income. Consumption tax borne by the
Company on purchases of goods and services and on expenses is also not included in
the related amounts in the statement of income.

5. Changes in significant accounting policies
(Application of “Accounting Standard for Asset Retirement Obligations™)

Effective from the current fiscal year, “Accounting Standard for Asset Retirement
Obligations” (ASBJ Statement No.18 issued on March 31, 2008) and “Guidance on
Accounting Standard for Asset Retirement Obligations” (ASBJ Guidance No.21 issued
on March 31, 2008) have been applied.

The impact of this change on operating income, ordinary income and income before
income taxes is immaterial.

Notes to the non-consolidated balance sheet (Millions of yen)
1. Accumulated depreciation of property, plant and equipment 426,789

2. Contingent liabilities for guarantee
Shin-Etsu Silicones (Thailand) Limited (Loans with Banks) -------------- 1,393
(U.S. $ 16,760,000)
Employee’s housing loan and others -- 16

Total 1,409

3. Accounts receivable due from and payable due to subsidiaries and affiliates:

Short-term accounts receivable 122,823
Long-term accounts receivable 5,428
Short-term accounts payable 78,709
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Notes to the non-consolidated statement of income

1. Transactions with subsidiaries and affiliates: (Millions of yen)
Sales 222,107
Purchases 381,539
Transactions of non-operating nature 28,704

2. “Loss on disaster” as extraordinary loss
This represents losses incurred due to the Great East Japan Earthquake.

3. Income taxes for prior periods
This represents a refund of corporation taxes paid in past fiscal years, after the Japanese
and U.S. tax authorities reached an agreement settling a dispute about transfer pricing
taxation.

Notes to the non-consolidated statement of changes in net assets

Type and numbers of treasury stocks as of March 31, 2011
Common stock 7,510,657 shares

Deferred tax
Factors of deferred tax assets and liabilities:

(Millions of yen)
Deferred tax assets
Depreciation and amortization 6,453
Loss on valuation of stocks of subsidiaries and affiliates 5,654
Maintenance cost 1,980
Accrued bonus allowance 1,729
Unsettled accounts receivable and payable 1,643
Accrued enterprise taxes 1,191
Others 6,978
Deferred tax assets subtotal 25,631
Valuation allowance (7,255)
Deferred tax assets total 18,376
Deferred tax liabilities
Reserve for reduction entry of fixed assets 1,182
Unrealized gains/losses on available-for-sale securities 775
Reserve for reduction entry of land 12
Reserve for special depreciation 9
Others 9
Deferred tax liabilities total 1,987
Net deferred tax assets 16,388

Leased assets
In addition to the fixed assets on the balance sheet, the Company uses a portion of office
equipment and manufacturing facilities through finance lease transactions that do not transfer
ownership.

Per share information
Net assets per share stated in yen ---- 1,560.90
Net income per share stated in yen - 104.85
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(English Translation)

Report of Independent Auditors
May 13, 2011

The Board of Directors
Shin-Etsu Chemical Co., Ltd.

Ernst & Young ShinNihon LLC
Shigemichi Todoroki, CPA
Designated and Engagement Partner

Hiroshi Saito, CPA
Designated and Engagement Partner

Yuji Mukaide, CPA
Designated and Engagement Partner

Ryogo Ichikawa, CPA
Designated and Engagement Partner

Pursuant to Article 444, Section 4 of the Corporation Law, we have audited the consolidated
balance sheet, the consolidated statement of income, the consolidated statement of changes in
net assets and the notes to the consolidated financial statements of Shin-Etsu Chemical Co.,
Ltd. (the “Company”) applicable to the fiscal year from April 1, 2010 through March 31, 2011.
These consolidated financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated financial statements based on
our audit.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position and results of operations of the Shin-Etsu Group,
which consisted of the Company and consolidated subsidiaries, applicable to the fiscal year
ended March 31, 2011 in conformity with accounting principles generally accepted in Japan.

We have no interest in the Company which should be disclosed in compliance with the
Certified Public Accountants Act.
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(English Translation)

Report of Independent Auditors
May 13, 2011

The Board of Directors
Shin-Etsu Chemical Co., Ltd.

Ernst & Young ShinNihon LLC
Shigemichi Todoroki, CPA
Designated and Engagement Partner

Hiroshi Saito, CPA
Designated and Engagement Partner

Yuji Mukaide, CPA
Designated and Engagement Partner

Ryogo Ichikawa, CPA
Designated and Engagement Partner

Pursuant to Article 436, Section 2, Paragraph 1 of the Corporation Law, we have audited the
balance sheet, the statement of income, the statement of changes in net assets, the notes to the
financial statements and the related supplementary schedules of Shin-Etsu Chemical Co., Ltd.
(the “Company”) applicable to the 134th fiscal year from April 1, 2010 through March 31,
2011.  These financial statements and the related supplementary schedules are the
responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and the related supplementary schedules based on our audit.

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

In our opinion, the financial statements and the related supplementary schedules referred to
above present fairly, in all material respects, the financial position and results of operations of
Shin-Etsu Chemical Co., Ltd. applicable to the 134th fiscal year ended March 31, 2011 in
conformity with accounting principles generally accepted in Japan.

We have no interest in the Company which should be disclosed in compliance with the
Certified Public Accountants Act.

- 46 -



Audit Report of Board of Statutory Auditors

Audit Report

The Board of Statutory Auditors has prepared this Audit Report on the execution of duties by
the Directors during the 134th fiscal year from April 1, 2010 to March 31, 2011, based upon,
and after having considered, the audit reports prepared by the individual Statutory Auditors.
The Report follows:

1. Audit Methodology and Procedures Used by Statutory Auditors and by the Board of
Statutory Auditors

The Board of Statutory Auditors established its audit policy, plan and so forth, and received reports
from the individual Statutory Auditors on their progress in conducting audits, as well as their
findings. The Board also received reports from the Directors and others and from the Accounting
Auditor concerning their progress in executing duties, and requested explanations as needed.

In accordance with the standards established by the Board of Statutory Auditors for auditing
by the Statutory Auditors, pursuant to the audit policy and assigned duties and others, the
individual Statutory Auditors promoted communication with the Directors, the internal audit
function, and other employees and others, in order to enhance information collection and the
overall audit environment. They also attended the Board of Directors’ meetings and other
important meetings, and received reports from the Directors and employees and others on
their progress in executing duties and requested explanations from them as needed. They
perused important documented decisions, approvals and others, and conducted on-site
investigations to determine the operation of business practices and the status of assets at the
Head Office and other principal places of business. Furthermore, they audited the substance
of the Board of Directors’ resolutions to develop a structure to ensure the conformity of the
execution of duties by the Directors with laws and regulations and with the Articles of
Incorporation, and other arrangements specified in Paragraphs 1 and 3, Article 100 of the
Corporations Law Enforcement Regulations as necessary for ensuring the integrity of
business practices undertaken by stock companies, as well as the state of structures (internal
control systems) being developed in accordance with such resolutions. The auditors
fulfilled this duty primarily by receiving periodic reports from the Directors and employees
and others on their progress in establishing and operating such structures and by requesting
explanations from them as needed. They examined the substance of the Basic Policy and
the specific procedures to be taken that are described in the Business Report as required
under Item 3-(a) and Item 3-(b) of Article 118 of the Corporations Law Enforcement
Regulations, respectively, based primarily on a review of the deliberations conducted at
Board of Directors meetings and other meetings. With regard to the subsidiaries, the
Statutory Auditors promoted communication and information sharing with the Directors,
Statutory Auditors, and others of the subsidiaries, and received business reports from
subsidiaries as needed. Based on the methodology above, the Board of Statutory Auditors
examined the Business Report and its Annexed Schedules covering the fiscal year under
review.

Furthermore, the Board of Statutory Auditors monitored the Accounting Auditor to
determine whether it maintained its independence and conducted appropriate audits, and
received reports from the Accounting Auditor on its progress in executing duties and asked
for explanations as needed. The Board was also advised by the Accounting Auditor of its
appropriate development of arrangements enumerated in the Items of Article 131 of the
Corporate Calculation Regulations as constituting a “structure to ensure the proper execution
of duties,” and asked for explanations as needed. Based on the methodology above, the
Board of Statutory Auditors examined the Financial Documents (Balance Sheet, Income
Statement, Statement of Changes in Shareholders’ Equity and Other Net Assets, and Non-
consolidated Notes thereto) along with their Annexed Schedules, as well as the Consolidated
Financial Documents (Consolidated Balance Sheet, Consolidated Income Statement,
Consolidated Statement of Changes in Shareholders’ Equity and Other Net Assets, and
Consolidated Notes thereto), all covering the fiscal year under review.
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2. Results of Audits
(1)Results of Auditing Business Report and Others

1 The Board of Statutory Auditors certifies that the Business Report and its Annexed
Schedules fairly present the state of affairs of the Company in conformity with laws
and regulations and the Articles of Incorporation.

2 The Board finds no irregular acts that occurred or significant facts that violated laws
and regulations or the Articles of Incorporation, in connection with the execution of
duties by the Directors.

3 The Board certifies the adequacy of the Board of Directors’ resolutions relevant to
internal control systems. Also, the Board finds no items that require particular notice
in connection with the execution of duties by the Directors relevant to such internal
control systems.

4 The Board finds no items that require particular notice be given with regard to the
Basic Policy as to Who and How the Person(s) Controlling Decisions on Financial and
Business Policies of the Company Should Be as described in the Business Report.
The Board certifies that the specific procedures under Item 3-(b), Article 118 of the
Corporations Law Enforcement Regulations as described in the Business Report,
conform to the relevant Basic Policy and are in no way detrimental to the common
interests of the shareholders of the Company or intended to maintain the status of the
Directors or Statutory Auditors of the Company.

(2) Results of Auditing Financial Documents and their Annexed Schedules

The Board of Statutory Auditors certifies the appropriateness of audit procedures used by
the Accounting Auditor, Ernst & Young ShinNihon LLC, and of the results of its audit.

(3)Results of Auditing Consolidated Financial Documents

The Board of Statutory Auditors certifies the appropriateness of audit procedures used by
the Accounting Auditor, Ernst & Young ShinNihon LLC, and of the results of its audit.

May 17,2011

The Board of Statutory Auditors, Shin-Etsu Chemical Co., Ltd.
Full-Time Statutory Auditor Osamu Okada (Seal)

Statutory Auditor Masahiko Watase (Seal)
Statutory Auditor
(External Statutory Auditor) Taku Fukui (Seal)
Statutory Auditor
(External Statutory Auditor)  Yoshihito Kosaka (Seal)
Statutory Auditor

(External Statutory Auditor) Kiyoshi Nagano  (Seal)
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Reference Documents for Exercising Voting Rights

Agenda and Reference Materials

Ist Agendum: Distribution of Retained Earnings to Shareholders

Taking a long-term perspective, the Company will focus on expanding company earnings
and strengthening the make-up of the Group’s structure as well as on sharing the results of
such successful management efforts. It is the Company’s basic policy to distribute
dividends so as to appropriately reward all of our shareholders.

The Company proposes a year-end cash dividend distribution for the 134th fiscal year as
summarized below:

1. Type of Assets Proposed for Distribution
Monetary

2. Asset Allotment Details and Total Amount

The Company proposes a monetary allotment of ¥50 per share of Common Stock in
the Company; ¥21,229,801,800 in total.

3. Effective Date of Distribution of Retained Earnings
June 30, 2011
The Company has distributed an interim cash dividend of ¥50 per share for the
current fiscal year; thus, the annual cash dividend for the current fiscal year will be
the same amount as the distribution of the preceding fiscal year of ¥100 per share.

2nd Agendum: Election of Thirteen (13) Directors

Upon the conclusion of this General Meeting of Shareholders, the terms of office of
fourteen (14) Directors, namely, Messrs. Yasuhiko Saitoh, Yoshiaki Ono, Koji Takasugi,
Toshinobu Ishihara, Frank Peter Popoff, Shunji Kono, Tsuyoshi Miyazaki, Toshihiko
Fukui, Masaki Miyajima, Toshiyuki Kasahara, Hidenori Onezawa, Ken Nakamura,
Yukihiro Matsui and Hiroaki Okamoto will expire. Accordingly, the Board of Directors
proposes that thirteen (13) persons be elected as Directors.

The Candidates for election to the position of Director are as follows:
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Candidates for Director

Number of o o
Name HIDETOL ) career Summary, Positions, Responsibilities, and

No. (Date of Birth) SE;);:SP?_; }i d Important Positions in Other Entities

1. Yasuhiko Saitoh 7,000 shares | Apr., 1978 Joined the Company
(December 5, 1955) Dec., 1999 Director of Shin-Etsu PVC B.V. (to

date)

June, 2001 Director of the Company

Nov., 2001 In charge of the Office of the
President and Public Relations
(to date)

June, 2002 Managing Director

June, 2003 In charge of Finance & Accounting
(to date)

Jan., 2004 In charge of Legal Affairs (to date)

June, 2005 Senior Managing Director

July, 2007 Representative Director and Senior
Managing Director

June, 2009 General Manager of International
Div. (to date)

June, 2010 Representative Director and
Executive Vice President (to date)

-Important Positions in Other Entities-

Director and President of SHINTECH INC.

Representative Director and Vice President of

Shin-Etsu Handotai Co., Ltd.

Director and President of Shin-Etsu Handotai

America, Inc.

2. Yoshiaki Ono 6,500 shares |July, 1967 Joined the Company
(January 1, 1944) June, 2000 General Manager of Silicone-

Electronics Materials Research
Center

June, 2003 Director

June, 2005 Managing Director

June, 2009 General Manager of Silicone Div.
(to date)
Representative Director and Senior
Managing Director (to date)

3. Koji Takasugi 3,300 shares | Mar., 1960 Joined the Company
(August 21, 1941) Dec., 2001 General Manager of International

Div.

June, 2005 Director

June, 2007 Managing Director (to date)

June, 2009 In charge of Purchasing (to date)
General Manager of Special
Functional Products Dept. (to date)
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Number of

No Name Company Career Summary, Positions, Responsibilities, and
’ (Date of Birth) Shares Held Important Positions in Other Entities
4. | Toshinobu Ishihara | 6,100 shares | Apr., 1970 Joined the Company
(September 8, 1947) June, 2001 General Manager of New
Functional Materials Research
Center (to date)
Director
June, 2010 Managing Director (to date)
In charge of New Functional
Materials (to date)
General Manager of Research and
Development Dept. (to date)
5. | Frank Peter Popoff | 91,600 shares | Dec., 1987 CEO of The Dow Chemical
(October 27, 1935) Company
Dec., 1992 Director and Chairman of the above
Jan., 2001 Director of SHINTECH INC. (to date)
June, 2001 Director of the Company (to date)
6. Tsuyoshi Miyazaki 0 shares Mar., 1990 Representative Director and
(December 16, 1931) President of Mitsubishi Logistics
Corporation
June, 1998 Representative Director and
Chairman of the above
June, 2003 Adviser of the above (to date)
Aug., 2004 Statutory Auditor of Shin-Etsu
Handotai Co., Ltd.
June, 2007 Director of the Company (to date)
7. Toshihiko Fukui 0 shares Apr., 1958 Joined the Bank of Japan
Dec., 1994 Deputy Governor of the above
(September 7, 1933) Mar., 2003 Governor of the above
June, 2009 Director of the Company (to date)
-Important Positions in Other Entities-
President of the Canon Institute for Global
Studies
External Director of Kikkoman Corporation
8. Masaki Miyajima | 21,300 shares | July, 1971 Joined the Company
(February 8, 1947) May, 1997 General Manager of Opto-
Electronics Materials Dept.,
Advanced Materials Div.
June, 2001 Director (to date)
Nov., 2002 General Manager of PVC Div. (to
date)
9. | Toshiyuki Kasahara | 3,800 shares | Mar., 1970 Joined the Company

(May 7, 1951)

Dec., 2001 General Manager of Finance &
Accounting Dept. (to date)

June, 2005 Director (to date)
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f .. e
Name Number o Career Summary, Positions, Responsibilities, and

No. (Date of Birth) Sge(:rr:spia—lne }; d Important Positions in Other Entities
10. | Hidenori Onezawa | 4,600 shares | Apr., 1977 Joined the Company
(February 27, 1952) June, 2001 Director of Shin-Etsu Handotai Co., Ltd.
Aug., 2004 Managing Director of the above
June, 2005 Director of the Company (to date)
Mar., 2010 General Manager of Business
Development Dept. (to date)
11. Ken Nakamura 3,900 shares | Apr., 1975 Joined the Company
(May 27, 1951) Dec., 2000 General Manager of Public
Relations Dept. (to date)
July, 2005 General Manager of the Office of
the President (to date)
June, 2007 Director (to date)
12. | Yukihiro Matsui 3,200 shares | Apr., 1973 Joined the Company
(October 2, 1948) Apr., 2004 General Manager of Magnet Dept.,
Electronics Materials Div. (to date)
June, 2009 Director (to date)
June, 2010 General Manager of Electronics
Materials Div. (to date)
13. Hiroaki Okamoto 3,400 shares |July, 1971 Joined the Company

(January 3, 1949) Dec., 2007 Acting General Manager of

Research and Development Dept.
June, 2009 Director (to date)

In charge of Patents (to date)
June, 2010 General Manager of Development

and Investigation Dept. (to date)

Notes 1: Mr. Ken Nakamura, a candidate for a Director, is Representative Director and

President of Skyward Information Systems Co., Ltd., and the Company is entrusting
information processing operations, etc. to the said company.

: Other than the above, there is no special interest between any of the above candidates

and the Company.

: Mr. Frank Peter Popoff is a candidate for an External Director as defined in Item 15,

Article 2 of the Corporations Law. He first became an External Director of the
Company in June 2001, and will have held this position for ten (10) years at the
conclusion of this General Meeting of Shareholders. During this period, he has
performed a satisfactory job of providing useful advice from a high-level perspective by
capitalizing on his management experience at The Dow Chemical Company of the
United States and supervision from an independent standpoint. In view of this, his
nomination reflects the confidence that the Company places in him to continue to
provide the same quality of advice and supervision.
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4: Mr. Tsuyoshi Miyazaki is a candidate for an External Director as defined in Item 15,
Article 2 of the Corporations Law, as well as a candidate for an Independent Director as
required by the applicable regulations of the Tokyo Stock Exchange, Inc., etc. He first
became an External Director of the Company in June 2007, and will have held this
position for four (4) years at the conclusion of this General Meeting of Shareholders.
During this period, he has performed a satisfactory job of providing useful advice from
a high-level perspective by capitalizing on his management experience at Mitsubishi
Logistics Corporation and supervision from an independent standpoint. In view of
this, his nomination reflects the confidence that the Company places in him to continue
to provide the same quality of advice and supervision.

5: Mr. Toshihiko Fukui is a candidate for an External Director as defined in Item 15,
Article 2 of the Corporations Law, as well as a candidate for an Independent Director as
required by the applicable regulations of the Tokyo Stock Exchange, Inc., etc. He first
became an External Director of the Company in June 2009, and will have held this
position for two (2) years at the conclusion of this General Meeting of Shareholders.
During this period, he has performed a satisfactory job of providing both supervision
from an independent standpoint and useful advice from a high-level perspective by
capitalizing on his outstanding knowledge and wealth of experience related to global
finance and the global economy as a former Governor of the Bank of Japan. In view
of this, his nomination reflects the confidence that the Company places in him to
continue to provide the same quality of advice and supervision.
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3rd Agendum: Election of Three (3) Statutory Auditors
Upon the close of this General Meeting of Shareholders, the terms of office of three (3)

Nagano, will expire.

be elected as Statutory Auditors.

The candidates for the above are as follows:

Statutory Auditors, namely, Messrs. Osamu Okada, Masahiko Watase and Kiyoshi
Accordingly, the Board of Directors proposes that three (3) persons

In addition, the agendum has obtained the consent of the Board of Statutory Auditors.
Candidates for Statutory Auditor

Number of o
No. Name‘ Company Career Summary, Pos1t10ns, N
(Date of Birth) Shares Held and Important Positions in Other Entities
1. Osamu Okada 3,000 shares | Apr., 1961 Joined the Company
June, 1988 Director of Shin-Etsu Handotai Co.,
(August 21, 1937) Ltd.
June, 1993 Managing Director of the above
June, 1995 Senior Managing Director of the
above
June, 1999 Representative Director and Executive
Vice President of the above
June, 2001 Counselor of the above
June, 2003 Full-time Statutory Auditor of the
Company (to date)
2. Masahiko Watase 3,952 shares | Apr., 1957 Joined the Company
(November 20, 1933) Oct., 1991 General Manager of Legal Dept.
June, 1997 Full-time Statutory Auditor
June, 2004 Statutory Auditor (to date)
3. Kiyoshi Nagano 0 shares Dec., 2004 Representative
(November 29, 1940) Director/Chairman/President of Jasdaq
Securities Exchange, Inc. (currently
Osaka Securities Exchange Co., Ltd.)
June, 2005 Senior Corporate Advisor of the above
June, 2006 Chairman of Management Advisory
Council of the above
June, 2007 Statutory Auditor of the Company (to
date)
-Important Positions in Other Entities-
External Director of SBI Holdings, Inc.

Notes 1: There is no special interest between any of the above candidates and the Company.

2: Mr. Kiyoshi Nagano is a candidate for an External Statutory Auditor as defined in Item
16, Article 2 of the Corporations Law. He first became an External Statutory Auditor of
the Company in June 2007, and will have held this position for four (4) years at the
conclusion of this General Meeting of Shareholders. During this period, he has
performed a satisfactory job of auditing from a broad perspective based on his
management experience at the former Jasdaq Securities Exchange, Inc. In view of this,
his nomination reflects the confidence that the Company places in him to continue to
provide the same appropriate performance as an External Statutory Auditor and to
contribute to the establishment of a compliance structure for the Company.
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4th Agendum: Issuance of Stock Acquisition Rights as Stock Options to Employees

In accordance with the provisions of Articles 236, 238 and 239 of the Corporations Law,
the Company proposes to issue stock acquisition rights as stock options to executive-
level employees, and to entrust the authorization of such issue, and the determination of
the conditions for invitation to the stock acquisition, to the Board of Directors.

1.

(1)

2)

3)
4

Reason for issuing stock acquisition rights with particularly advantageous terms and
conditions:

For the purpose of enhancing the willingness and the morale to perform their duties
and to improve the Company’s business performance, stock acquisition rights may be
issued to executive-level employees without the requirement for cash payment, in
accordance with the outlines described below.

Substance and maximum quantity of the stock acquisition rights, etc. conditions for
invitation of which may be determined based on authorization

Type and quantity of shares subject to the stock acquisition rights:

The type of share subject to the stock acquisition rights shall be the common shares
of the Company, and the quantity of shares subject to the stock acquisition rights
(hereinafter called the “Number of Granted Shares”) shall be one hundred (100)
shares per one (1) stock acquisition right.

After the day when the stock acquisition rights are allocated (hereinafter called the
“Allocation Day”), if the Company makes a share split (including gratis distribution,
and the same is hereinafter applicable to the descriptions of share split) or a share
consolidation of common shares of the Company, the Number of Granted Shares
shall be adjusted according to the formula described below. Such adjustment,
however, shall be made to the Number of Granted Shares for the stock acquisition
rights that are not yet exercised at that point of time, and if, as a result of the
adjustment, there arises any share less than one (1) share, such fraction shall be
omitted.

Number of Granted Shares after adjustment = Number of Granted Shares before
adjustment x Ratio of share split or share consolidation

In addition to the above, if any cause arises to force the Company to adjust the
Number of Granted Shares, the Company shall make the adjustments considered
necessary.

Upper limit of the number of stock acquisition rights

The number of stock acquisition rights shall be limited to 3,300 rights.

(Up to 330,000 common shares of the Company shall be issued at the exercise of
stock acquisition rights. If the Number of Granted Shares is adjusted as prescribed
in (1) above, however, the Company shall adjust the upper limit by multiplying the
adjusted Number of Granted Shares by the upper limit of the number of stock
acquisition rights.)

Payment for the stock acquisition rights

No payment of cash is needed for issuance of the stock acquisition rights.

Calculation of the value of assets to be contributed at exercise of each stock
acquisition right

The value of assets to be contributed at the exercise of each stock acquisition right
shall be (x) the amount of investment per share issued at the exercise of a stock
acquisition right calculated in the following (hereinafter called the “Exercise Price”)
multiplied by (y) the Number of Granted Shares.

The Exercise Price shall be 1.025 times as high as the closing price of the common
shares of the Company at the Tokyo Stock Exchange averaged on a daily basis
(excluding days with no transactions closed) during the month prior to the month
including the day of resolution by the Board of Directors to decide conditions for
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invitation of the stock acquisition rights, or the closing price of the common shares of
the Company at the Tokyo Stock Exchange on the day prior to the day of resolution
by the Board of Directors to decide conditions for invitation of the stock acquisition
rights (if there is no closing price on such date, the closing price of the closest
preceding day), whichever is higher, and fractions less than one (1) yen shall be
rounded up.

After an Allocation Day, when the Company issues new common shares or disposes
of treasury shares at a price lower than the market price (excluding the sale of
treasury stock in accordance with the provisions of Article 194 (Request by the
Holder of Fractional Shares for Sale of the Fractional Shares) of the Corporations
Law, the conversion of any certificate that shall or may be converted to common
shares of the Company, and the exercise of a stock acquisition right (including a right
attached to a corporate bond with a stock acquisition right)), the Company shall
adjust the Exercise Price according to the formula described below, and if, as a result
thereof, there arises any fraction less than one (1) yen, such fraction shall be rounded
up.

Exercise Price after adjustment = Exercise Price before adjustment

Number of shares newly issued x Payment amount per share

Number of issued shares +

y Market price

Number of issued shares + Number of shares newly issued

(In the formula above, “Number of issued shares” is the gross total number of shares
issued by the Company minus the number of treasury shares held by the Company,
and at the disposal of treasury shares, “Number of shares newly issued” shall be
replaced with “Number of treasury shares to be disposed of.”)

If a share split or a share consolidation is effected after an Allocation Day, the
Exercise Price shall be adjusted according to the formula described below, and any
fractions less than one (1) yen resulting from such adjustment shall be rounded up.

1

Ratio of split or consolidation

Exercise Price after adjustment = Exercise Price before adjustment x

In addition to the above, if any cause arises to force the Company to adjust the
Exercise Price, the Company shall make adjustments considered necessary.
(5) Period during which a stock acquisition right may be exercised
From the day following the day that is one year after the Allocation Day, to March
31, 2016.
(6) Matters related to capital stock and capital reserve to be increased by issuance of
shares at exercise of the stock acquisition rights
(i) The amount of capital stock increased by issuance of shares at exercise of the
stock acquisition rights shall be half (1/2) of the limit of an increase in capital
stock and the like to be calculated in accordance with Paragraph 1, Article 17 of
the Corporate Accounting Rules, and a resulting fraction less than one (1) yen
shall be rounded up.
(i1)) The amount of capital reserve increased by issuance of shares at the exercise of
the stock acquisition rights shall be the limit of an increase in capital stock and
the like in (i) minus the amount of capital stock increased prescribed in (i).
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(7) Restriction on acquisition of a stock acquisition right through transfer
Acquisition of a stock acquisition right through transfer requires approval by a
resolution of the Board of Directors of the Company.

(8) Conditions for acquisition of the stock acquisition rights
(1) If an agendum to approve a merger agreement that will make the Company a

disappearing company is approved at a General Meeting of Shareholders of the
Company, or if an agendum to approve a corporate split agreement or a
corporate split plan that will make the Company a split company, or if an
agendum for a share exchange agreement or a share transfer plan that will make
the Company become a wholly-owned subsidiary of another company is
approved at a General Meeting of Shareholders of the Company (in either case,
if no resolution at a General Meeting of Shareholders is needed, resolved by the
Board of Directors of the Company), the Company may acquire back the stock
acquisition rights without compensation on the day specified by the Board of
Directors of the Company.

(i1) If those persons to whom the stock acquisition rights are issued or the heirs of
such persons no longer satisfy the conditions to exercise the stock acquisition
rights prescribed in the “Stock Acquisition Right Agreement” concluded
between the Company and employees concerned based on the resolution at a
General Meeting of Shareholders and at a meeting of the Board of Directors, the
Company may acquire back the stock acquisition rights concerned without
compensation on the day specified by the Board of Directors of the Company.

(9) When the Company effects a merger (only when the Company disappears), an
absorption corporate split, a foundation corporate split, a share exchange or a share
transfer (hereinafter collectively called a “Reorganization Action”), under the
following conditions, stock acquisition rights of a joint stock corporation listed in
any of Sub-Items a - e in Item 8, Paragraph 1, Article 236 of the Corporations Law
(hereinafter called the “Reorganized Corporation”) shall be delivered to holders of
stock acquisition rights (hereinafter called “Remaining Stock Acquisition Rights”)
remaining unexercised as of the point of time when the Reorganization Action comes
into effect. In this case, the Remaining Stock Acquisition Rights shall expire, and
the Reorganized Corporation shall issue new stock acquisition rights. This
issuance, however, shall be limited to the case where the issuance of the stock
acquisition rights of the Reorganized Corporation under the following conditions is
prescribed in the absorption merger agreement, the foundation merger agreement, the
absorption corporate split agreement, the plan of the foundation corporate split, the
share exchange agreement, or the plan of the share transfer:

(i) Number of the stock acquisition rights to be issued by the Reorganized
Corporation
The same number of stock acquisition rights shall be issued as the number of the
Remaining Stock Acquisition Rights.

(i) Type of share of the Reorganized Corporation subject to the stock acquisition
rights
Common shares of the Reorganized Corporation.

(ii1) Number of shares of the Reorganized Corporation subject to the stock
acquisition rights
This number shall be decided in the same manner as (1) above taking into
consideration the conditions for the Reorganization Action.

(iv) Value of assets to be contributed at exercise of each stock acquisition right
The value of assets to be contributed at exercise of each stock acquisition right
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shall be the amount of contribution calculated through adjustments, taking into
consideration the conditions for the Reorganization Action, multiplied by the
number of shares subject to the stock acquisition right as decided in (iii) above.
(v) Period during which a stock acquisition right may be exercised
This period shall commence on the starting day of the period for exercising the
stock acquisition right specified in (5) above, or the day when the
Reorganization Action comes into effect, whichever is later, and end on the day
of expiration of the period during which a stock acquisition right may be
exercised as specified in (5) above.
(vi) Matters related to capital stock and capital reserve to be increased by issuance of
shares at the exercise of the stock acquisition rights
They shall be decided in the same manner as (6) above.

(vii) Restriction on acquisition of a stock acquisition right through transfer
Acquisition of a stock acquisition right through transfer requires approval by the
Reorganized Corporation.

(viii) Conditions for acquisition of the stock acquisition rights
They shall be decided in the same manner as (8) above.

(10) Omission of fractions resulting from the exercise of stock acquisition rights
Fractions less than one (1) share shall be omitted from the shares issued to holders of
stock acquisition rights at the exercise of the rights.

(11) Authorization to decide the conditions for invitation of the stock acquisition rights,
and the like
Conditions for invitation of the stock acquisition rights, and related details, other than
the aforementioned, shall be decided by resolutions at meetings of the Board of
Directors to be held separately.
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5th Agendum: Continuance of the Handling Policy (Anti-takeover Defensive Plan)
toward Large-scale Purchase of the Company’s Shares and Other Securities

Upon the approval of the 131st annual meeting of stockholders held on June 27, 2008,
the Company introduced the current handling policy toward a Large-scale Purchase of
the Company’s shares and other securities (the “Handling Policy”), and subsequently the
Company has continued the Handling Policy based on having the approval of the 132nd
annual meeting of stockholders held on June 26, 2009 and the 133rd annual meeting of
stockholders held on June 29, 2010. In accordance with the expiration of the effective
period of the Handling Policy at the conclusion of this General Meeting of Shareholders,
in order to continuously secure and improve the Company’s corporate value and/or the
common interests of the Company’s shareholders, the Company made decisions on the
continuance of the Handling Policy with the details mentioned below at the Board of
Directors' meeting held on May 19, 2011, subject to the condition of authorization at this
General Meeting of Shareholders.

Accordingly, the Company proposes this Handling Policy for approval by an affirmative
vote with a majority of voting rights of the shareholders present at this General Meeting
of Shareholders. Regarding the Handling Policy, the Company’s five (5) Statutory
Auditors have expressed the intention to agree to the Handling Policy, provided that the
specific operation of the Handling Policy will be performed appropriately. At the
present moment, the Company is not aware of any signs of a specific Large-scale
Purchase of the Company’s shares and other securities.

Note: If laws, provisions, etc. quoted in the Agendum have been revised, the reference to
the laws, provisions, etc. before the revision should be read as the reference to the
corresponding laws, provisions, etc. after the revision.

Basic Policy for Introduction of the Handling Policy (“Basic Policy as to Who and How
the Person(s) Controlling Decisions on Financial and Business Policies of the Company
Shall be”; hereinafter Called the “Basic Policy”)

The Company’s group operates a “PVC/Chlor-Alkali Business” which mainly produces
and sells polyvinyl chloride, “Silicones Business” which mainly produces and sells
silicones, “Specialty Chemicals Business” which mainly produces and sells cellulose
derivatives, etc., “Semiconductor Silicon Business” which mainly produces and sells
semiconductor silicon, “Electronics & Functional Materials Business” which mainly
produces and sells rare earth magnets, photoresist products, synthetic quartz products,
etc., and “Diversified Business” which mainly produces and sells processed plastics, and
the Company and the Company’s affiliates share the roles of production, sales and other
roles, and work together in development of the business activities. Extensive
knowledge of and rich experience in these businesses, as well as sufficient understanding
of the relationships built with stakeholders such as customers, employees, and business
partners of nations around the world, are indispensable to the management of the
Company’s group.
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While the Company believes that a person or persons who contribute(s) to the
maximization of the Company’s corporate value should control decisions on the
Company’s financial and business policies, in the event of an intended Large-scale
Purchase of the Company’s shares, the Company understands that the final judgment as
to whether or not to sell the Company’s shares in response thereto should be left to the
Company’s shareholders.  Still, in order for the shareholders to make accurate
judgments as to whether or not the purchasing value presented in the event of such
Large-scale Purchase is appropriate, the Company considers it essential that sufficient
information regarding such Large-scale Purchase is provided by both the Large-scale
Purchaser and the Company. Also, for those persons intending to continuously hold the
Company’s shares, the effect of a Large-scale Purchase upon the Company’s group as
well as the management style and business plan for the Company’s group as
contemplated by a Large-scale Purchaser are extremely important criteria in making
decisions upon reviewing such continued holding.

Meanwhile, because some Large-scale Purchases may be judged to be significantly
damaging the Company’s corporate value and/or the common interests of the Company’s
shareholders (please refer to Attachment 1 for details), the Company considers it
necessary for the Board of Directors, based on the duty of care of a good manager, to
take measures against such Large-scale Purchases as the Board of Directors deems
appropriate.

Measures to Improve the Corporate Value of the Company’s Group (Special Measures
Which Contribute to the Realization of the Basic Policy, Such as the Effective Utilization
of Assets of the Company, Formation of Appropriate Corporate Group, and Others)

(1) Management Policies

The Company’s group makes safety its utmost priority in each and every instance,
conducts fair corporate activities, enhances its corporate value by contributing to
people’s daily lives, industry and society through materials and technologies, and
thus aims to meet the expectations of all shareholders. For such purposes, the
Company’s group, while establishing the world’s best technologies and product
quality and continuously striving to improve productivity, is building stable business
relationships with our customers around the world, and striving for management
which is able to respond appropriately to changes in economic conditions and the
market.

(2) Specific Measures

In the PVC business, SHINTECH INC. in the U.S. has constructed an integrated
manufacturing plant that undertakes the entire process from electrolysis through to
production of PVC. Following the completion of the first-phase construction of this
plant and the start-up of its operations, the second-phase construction of the plant
was completed and it has also started operations. In addition, in order to double the
production capacity of vinyl chloride monomer (VCM), the construction of a raw
materials plant is under way. Also, in the future, with Shin-Etsu’s Japan-U.S.-
Europe tri-polar production system, which includes Shin-Etsu PVC in The
Netherlands and CIRES in Portugal, we will continue to further strengthen the
position of Shin-Etsu as the world’s largest PVC maker.

In the semiconductor silicon business, as the world’s largest silicon wafer
manufacturer, Shin-Etsu will strive to stably supply high-quality products utilizing
multiple manufacturing bases both in Japan and overseas. In addition, we will
focus on strengthening our competitive power by carrying out the development of
wafers for cutting-edge devices and also by making improvements in productivity.

In the silicones business, we will promote development of new products and new
applications by utilizing product characteristics that have a wide range of application
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fields. At the same time, while striving to further strengthen business in existing
bases not only in Japan but also in Thailand and the U.S., we will strive to expand
our global business by such means as focusing on the construction of a new silicones
plant in China.

In the rare earth magnets business, we will work on cultivating new markets for such
applications as for hybrid cars, product areas where demand growth is expected, and
in other energy saving-related product applications. In addition, in the synthetic
quartz business, we will focus on our strategy to make our new optical fiber preform
plant in China, which is currently under construction, competitive early.

Furthermore, for future business expansion, we will focus on R&D of new products
and their commercialization, and we will also cultivate new businesses, including
through M&A.

In addition, we will carry out such corporate social responsibilities as the ensuring of
safety, conservation of the environment and full compliance with all laws and
regulations, and we will continue to strive to maximize Shin-Etsu’s corporate value.
The Company considers that, because it is believed that the above-mentioned
measures will improve the corporate value of the Company’s group and reduce the
risk that Large-scale Purchasers who significantly damage the common interests of
the shareholders will appear, such measures will contribute to the realization of the
Basic Policy stated in Article 1 above. In addition, the Board of Directors decided
to continue the Handling Policy as further measures to ensure the realization of the
Basic Policy.

3. Details of the Handling Policy

("Measures in Light of the Basic Policy to Prevent Inappropriate Persons from

Controlling Decisions on Financial and Business Policies of the Company")
The Handling Policy provides for the situation of (i) the purchase of the Company’s
shares and other securities (Note 1) by a specific group of shareholders (Note 2),
which is aimed at making the ratio of voting rights (Note 3) of the specific group of
shareholders twenty percent (20%) or more, or (ii) the purchase of the Company’s
shares and other securities by a specific group of shareholders in which, as a
consequence, the ratio of voting rights of the specific group of shareholders becomes
twenty percent (20%) or more (the purchases set out in (i) or (ii) above do not
include any purchase to which the Board of Directors has given consent in advance;
the purchases set out in (i) or (ii) above are not limited to any specific type of
purchase, such as market transactions or tender offers; herein, such a purchase is
called a “Large-scale Purchase,” and the person making such a purchase is called a
“Large-scale Purchaser”). In the event of a Large-scale Purchase, the Handling
Policy requires the Large-scale Purchaser to comply with Large-scale Purchase Rules
that prescribe the prior provision of information and the establishment of a period of
review by the Board of Directors, and, where the Large-scale Purchaser fails to
comply with these Rules or where the Large-scale Purchase is judged as significantly
damaging the Company’s corporate value and/or the common interests of the
Company’s shareholders, countermeasures against the Large-scale Purchaser can be
made after consulting an Independent Committee that includes External Directors for
advice. The details of the Handling Policy are described below.

The Handling Policy fulfills all three (3) principles provided in the® Guidelines
Regarding Takeover Defense for the Purposes of Protection and Enhancement of
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Corporate Value and Shareholders’ Common Interests”, which was released by the
Ministry of Economy, Trade and Industry and the Ministry of Justice on May 27,
2005; namely, the principle of protecting and enhancing corporate value and
shareholders’ common interests, the principle of prior disclosure and shareholders’
will, and the principle of ensuring the necessity and reasonableness of defensive
measures. The Handling Policy also conforms with the contents of the “Takeover
Defense Measures in Light of Recent Environmental Changes” released by the
Corporate Value Study Group, set up by the Ministry of Economy, Trade and
Industry on June 30, 2008.

Note 1: Shares and other securities mean the shares and other securities as defined in Paragraph 1,

Article 27-23 of the Financial Instruments and Exchange Law (the “FIEL”).

Note 2: A specific group of shareholders means:

(1) A holder (including a person deemed as a holder pursuant to Paragraph 3, Article 27-23
of the FIEL; hereinafter the same) of the Company’s shares and other securities (defined
in Paragraph 1, Article 27-23 of the FIEL) and any joint holders (defined in Paragraph 5,
Article 27-23 of the FIEL, including a person deemed as a joint holder pursuant to the
provision of Paragraph 6, Article 27-23 of the FIEL; hereinafter the same); or

(i) A person making a purchase and the like (defined in Paragraph 1, Article 27-2 of the
FIEL, and includes any purchase made in a financial instruments exchange market) of
the Company’s shares and other securities (defined in Paragraph 1, Article 27-2 of the
FIEL) and any specially related parties (defined in Paragraph 7, Article 27-2 of the
FIEL).

Note 3: A ratio of voting rights means:

(1) If the specific group of shareholders falls under (i) of Note 2, the share holding ratio
(defined in Paragraph 4, Article 27-23 of the FIEL; the number of shares and other
securities held by any joint holders (defined in the same paragraph) shall also be added);
or

(i1) If the specific group of shareholders falls under (ii) of Note 2, the sum of the share
holding ratio (defined in Paragraph 8, Article 27-2 of the FIEL) of such Large-scale
Purchaser and any specially related parties.

For calculation of the ratio of each voting right, the financial report, the quarterly report, or

the treasury stock purchase report, whichever is submitted at a later date, may be referred to in

deciding the total voting rights (defined in Paragraph 8, Article 27-2 of the FIEL) or the total
number of outstanding shares (defined in Paragraph 4, Article 27-23 of the FIEL).

(1) Details of Large-scale Purchase Rules
(a) Provision of Necessary Information

The essential features of the “Large-scale Purchase Rules” as established by the
Company are: (i) a Large-scale Purchaser shall provide the Board of Directors in
advance with necessary and sufficient information for judgment by shareholders and
forming of opinions by the Board of Directors (the “Necessary Information™); and
(i1) a Large-scale Purchase can be commenced only after a certain period for
assessment and review by the Board of Directors has elapsed.

Specifically, the Company will firstly have the Large-scale Purchaser submit to the
Company’s Representative Director, prior to a commencement of a Large-scale
Purchase, a written document clearly specifying the name, address, governing law of
incorporation of the Large-scale Purchaser, name of the representative, domestic
contact information, and details of the Large-scale Purchase to start, as well as the
intention to follow the Large-scale Purchase Rules. Within ten (10) business days
after receipt of such written document, the Company will issue to the Large-scale
Purchaser a list of Necessary Information to be initially provided. If, upon
reviewing in detail the information initially provided, such information is recognized
as insufficient, the Board of Directors will request additional provision of
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information from the Large-scale Purchaser until the provision of Necessary
Information is complete. The fact of a proposal of a Large-scale Purchase as well
as the Necessary Information provided with the Board of Directors will, if deemed
necessary for shareholders in making their judgment, be made public in whole or in
part at the time the Board of Directors judges appropriate.

Specific details of Necessary Information vary depending on the attributes of the
Large-scale Purchaser and the contents of a Large-scale Purchase, but information
related to the following items shall be, as a general rule, included in the Necessary
Information:

(i) Brief overview of the Large-scale Purchaser and its group (including the
specific name of the Large-scale Purchaser, contents of business, information
on experience, etc. of the same type of business as the Company’s group,
capital structure, and composition of finances);

(i1)) The purpose, method, and details of the Large-scale Purchase (including the
amount and type of purchasing value, time of purchase, and legality of
purchasing method);

(ii1)) Whether or not there is any communication with a third party regarding the
Large-scale Purchase, and if there is, the details thereof;

(iv) Basis for calculation of the purchasing value of the Company’s shares and the
proof of the purchasing fund (including the specific name and the method of
financing by the provider of the purchasing fund (including the substantial
provider));

(v) Management policy, business plan, financial plan, capital policy, dividend
policy and asset-utilization policy, etc. scheduled after completion of the
Large-scale Purchase;

(vi) Existence or nonexistence of any change scheduled after the completion of the
Large-scale Purchase concerning the relationship between the Company’s
group and the Company’s business partners, customers, clients, and employees
as well as its contents; and

(vii) If the Large-scale Purchaser operates the same type of business as the
Company’s group, views on legality from the perspective of antimonopoly law
of Japan and competition laws of other relevant countries.

(b) Setting of the Period of Assessment and Review

Secondly, the Board of Directors considers that, upon completion of provision of the
Necessary Information by the Large-scale Purchaser, sixty (60) days (in the case of
the purchase of all of our shares by tender offer with cash-only (yen) consideration)
or ninety (90) days (in the case of any other Large-scale Purchase), according to the
degree of difficulty of assessment and review of the Large-scale Purchase, should be
ensured as the period for assessment, review, negotiation, forming of opinions, and
planning of alternative plans by the Board of Directors (the “Period of Assessment
and Review by the Board of Directors”). Accordingly, a Large-scale Purchase shall
commence only after the Period of Assessment and Review by the Board of Directors
has elapsed. During this Period of Assessment and Review by the Board of
Directors, the Board of Directors will sufficiently assess and review the Necessary
Information while listening to opinions of independent outside professionals
(professionals such as securities companies, investment banks, financial advisors,
lawyers, certified public accountants and consultants), and will form and announce
its opinions. Also, as is necessary, the Board of Directors may negotiate with the
Large-scale Purchaser over the terms of the Large-scale Purchase and/or propose
alternative plans to the Company’s shareholders. As a result, shareholders will be
able to review the proposals by the Large-scale Purchaser while referring to the
opinions of the Board of Directors, and if alternative plans are proposed by the Board
of Directors, a comparative review of such alternative plans and the proposals by the
Large-scale Purchaser shall be possible, and an opportunity to make an appropriate
decision in respect of eventual acceptance or non-acceptance will be provided.
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2)

3)

Establishment and Structure of the Independent Committee

The Independent Committee shall be established as an organ for eliminating arbitrary
judgments and guaranteeing fairness in judgments by the Board of Directors
regarding the operation of the Handling Policy.

Whereas the Handling Policy stipulates objective requirements for taking
countermeasures in Section (3)(a) and Section (3)(b) below, with respect to a
significant judgment regarding the execution of the Handling Policy such as in the
case of taking countermeasures described in Section (3)(a) below as well as in the
case of taking exceptional responses described in Section (3)(b) below, in principle
the Board of Directors shall consult with the Independent Committee, and the Board
of Directors shall, to the maximum extent possible, respect the advice of the
Independent Committee.

The consideration by the Independent Committee shall be made during the Period of
Assessment and Review by the Board of Directors as described in Section (1)(b).

There shall be three (3) or more members of the Independent Committee, and to
enable fair and neutral judgments, selection of the committee’s members will be
made from External Directors and External Statutory Auditors of the Company who
are independent of the Managing Directors, and outside professionals such as
lawyers, certified public accountants, certified tax accountants, academic experts,
and business experts having broad administrative experience. The brief overview
of the Independent Committee is as described in Attachment 2. Also, four (4)
persons described in Attachment 3 are going to be appointed as the member of the
Independent Committee as from the conclusion of the Annual Meeting of
Shareholders.

Handling in the Case of Implementation of a Large-scale Purchase (Please See the
Overview Chart in Attachment 4)

(a) In the Case a Large-scale Purchaser Does not Comply with the Large-scale
Purchase Rules

In the case a Large-scale Purchaser does not comply with the Large-scale Purchase
Rules, the Board of Directors may, in order to protect the Company’s corporate value
and/or the common interests of the shareholders, take countermeasures that are
permitted under the Corporate Law and other laws and the articles of incorporation,
such as the issuance of stock acquisition rights, so as to resist the Large-scale
Purchase.

Specific countermeasures shall be chosen by the Board of Directors as it judges as
the most appropriate at the time, but a brief outline of stock acquisition rights in the
case of the issuance of stock acquisition rights by the method of gratuitous allotment
to shareholders is shown in Attachment 5. Upon the issuance of stock acquisition
rights, certain exercise conditions and exercise period may be set so that such
issuance of stock acquisition rights shall have an effect as a countermeasure, such as
a person who belongs to a specific group of shareholders whose ratio of voting rights
is more than a certain level cannot exercise the stock acquisition rights held by such
person. Also, as the terms of stock acquisition rights, such terms may be set that the
Company may acquire stock acquisition rights in exchange for our shares and other
assets (acquisition terms), and the Company may place a condition, as a condition for
any person having stock acquisition rights of the stock acquisition rights to be
affected, such as that such person cannot belong to a specific shareholder group
whose ratio of voting rights is more than a certain level.

(b) In the Case a Large-scale Purchaser Complies with the Large-scale Purchase

Rules

If a Large-scale Purchaser complies with the Large-scale Purchase Rules, as a
general rule, countermeasures against the Large-scale Purchase will not be taken.
Whether or not to accept the purchasing proposal made by the Large-scale Purchaser
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)

shall be judged by the Company’s shareholders in view of such purchasing proposal,
opinions presented by the Company regarding such purchasing proposal, and
alternative plans, etc. Even if a Large-scale Purchaser complies with the Large-
scale Purchase Rules, however, in the event that such Large-scale Purchase is judged
to be significantly damaging the Company’s corporate value and/or the common
interests of the shareholders, as described in Attachment 1, the Board of Directors
may, based on the duty of care of a good manager, take measures as deemed
appropriate for protecting the Company’s corporate value and/or the common
interests of the shareholders. Such action by the Board of Directors against a
Large-scale Purchase is to be made for exceptional cases.

In order to secure the objectivity and rational judgment, the Board of Directors will,
based on the Necessary Information provided by the Large-scale Purchaser, make
judgment upon reviewing such Large-scale Purchaser and the specific details of such
Large-scale Purchase (such as the purpose, method, subject, amount and type of
purchasing value) as well as the effects, etc. of such Large-scale Purchase upon the
Company’s corporate value and/or the common interests of the shareholders, while
listening to opinions of independent outside professionals (professionals such as
securities companies, investment banks, financial advisors, lawyers, certified public
accountants and consultants) and also, to the maximum extent possible, respecting
the advice of the Independent Committee.

(c) Cancellation, etc. of Exercise of Countermeasures

In the event that the board of directors judges that exercise of the countermeasure is

not appropriate, such as in the case where, after the board of directors has resolved to

take a countermeasure mentioned in (3)(a) above or an exceptional action mentioned
in (3)(b) above, the Large-scale Purchaser retracts or changes its Large-scale

Purchase, etc., the board of directors may, while respecting the advice of the

Independent Committee to the maximum extent possible, cancel or change the

exercise of the countermeasure. For example, if, following a decision to issue stock

acquisition rights by the method of gratuitous allotment to stockholders as a

countermeasure and after confirming the stockholders who will receive such stock

acquisition rights, the board of directors judges that exercise of the countermeasure is
no longer appropriate, the board of directors may cancel the exercise of the
countermeasure, as follows:

(i) prior to the effective day of the issue of stock acquisition rights by the method of
gratuitous allotment to stockholders, by cancelling the issue of stock acquisition
rights, and

(i) during the period from the date of issue of acquisition rights by the method of
gratuitous allotment to stockholders to the commencement of the exercise term
of such stock acquisition rights, by our company acquiring such stock
acquisition rights for no consideration.

Resolution, etc. by the Board of Directors

The board of directors will finally resolve whether or not to take a countermeasure
promptly after completion of the Period of Assessment and Review by the Board of
Directors, and also, in the event that the board of directors makes cancellation, etc. of
exercise of countermeasures as stated in (3)(c), it will immediately disclose the
contents of the resolution.

Effects on the Company's Shareholders and Investors

(a) Effects on the Company’s Shareholders and Investors at the Time of Introduction
of the Handling Policy

Upon introduction of the Handling Policy, no specific countermeasures such as the
issuance of stock acquisition rights by the method of gratuitous allotment to
shareholders will be taken, and there will be no direct and/or specific effects on the
legal rights of or economic impact on the Company’s shareholders and investors.

(b) Effects on the Company’s Shareholders and Investors at the Time of Exercise of
Countermeasures

In the case a Large-scale Purchaser does not comply with the Large-scale Purchase
Rules, the Board of Directors may, for the purpose of protecting the Company’s
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(6)

corporate value and/or the common interests of the shareholders, take
countermeasures that are permitted under the Corporate Law, other laws and the
articles of incorporation, upon consultation with the Independent Committee.
However, because of the function of such countermeasure itself, the Company shall
not assume the occurrence of a situation in which particular damage may be incurred
by the shareholders (excluding any Large-scale Purchaser who does not comply with
the Large-scale Purchase Rules) in either legal rights or economic impact; provided,
however, that, for example, upon selecting the issue of stock acquisition rights by the
method of gratuitous allotment to stockholders as a countermeasure, in the case that,
after the stockholders who will receive stock acquisition rights by the method of
gratuitous allotment to stockholders are confirmed, the issuance of stock acquisition
rights is canceled, or the stock acquisition rights issued are acquired by our company
for no consideration (please see (3)(c) above), dilution of the value per stock will not
take place, and damage may be incurred due to fluctuations in the value of shares by
our company’s stockholders who have traded shares based on the assumption of a
dilution of value per stock.

Of the possible countermeasures, the procedures relating to the Company’s
shareholders concerning the issuance of stock acquisition rights are as described in
Section (6), but in the event that the Board of Directors decides to take specific
countermeasures, such countermeasures will be disclosed appropriately from time to
time according to the laws and regulations of the financial instruments exchange.

Procedures to Be Required by the Company's Shareholders upon the Issuance of
Stock Acquisition Rights

(a) Issuance of Stock Acquisition Rights

In the event of a resolution by the Board of Directors to issue stock acquisition rights
according to the method of gratuitous allotment to shareholders as stipulated in
Article 277 of the Corporate Law, the Company will make a public notice to set the
date of allotment of stock acquisition rights. The shareholders recorded in the
shareholders registry as of the end of the allotment date will become entitled to be
granted the stock acquisition rights on the effective date of issuance of such stock
acquisition rights and will not need to take any procedures or otherwise apply for
such gratuitous allotment of stock acquisition rights to shareholders.

(b) Procedures for Exercising Stock Acquisition Rights

After the issuance of stock acquisition rights, shareholders may receive the
Company’s shares by submitting documents, etc. necessary for exercising the rights
of stock acquisition rights and paying the exercise price to the payment handling
place within the period for exercising rights (in this case, the Company may have
such shareholders separately submit the Company’s specified written document
declaring that such shareholders are not Large-scale Purchasers, etc.).

If, however, as the terms of stock acquisition rights, a provision which allows the
Company to acquire stock acquisition rights in exchange for the shares and other
assets (acquisition terms) is set, provided that the Company goes through the
acquisition procedures, the shareholders holding the stock acquisition rights that are
decided by the Board of Directors as the subject of acquisition will, without paying
the money equivalent to the exercise price, receive the shares and other assets as the
compensation for acquisition of the stock acquisition rights (in this case, the
Company may have such shareholders separately submit the Company’s specified
written document declaring that such shareholders are not Large-scale Purchasers,
etc.).
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(7)

Effective Period of the Handling Policy, etc.

The effective period of the Handling Policy will be up to the conclusion of the
Company’s 135th annual shareholders’ meeting to be held in June 2012, and in the
case the Handling Policy continues after such point of time, it will be conditional
upon authorization with the approval of a majority of the voting rights of the
shareholders present at the Company’s shareholders’ meeting. Also, even before
the expiration of the effective period of the Handling Policy, in the event of a
resolution by the Board of Directors to end the Handling Policy from the viewpoint
such as an improvement of the common interests of the shareholders, the Handling
Policy will end at that point of time. In addition, the Board of Directors will review
the Handling Policy as is necessary from the viewpoint such as an improvement of
the common interests of the shareholders, in light of factors such as any amendment
to related laws such as the Corporate Law, trends of legal judgment, and responses
by the financial instruments exchange and other public institutions.

In the event of the end or a change to the Handling Policy, such matters and the
details of any change (in the event of a change), as well as any other matters as
acknowledged by the Board of Directors as appropriate will be promptly disclosed.

4. The Handling Policy is in Compliance with the Basic Policy and is not Damaging the
Common Interests of the Company’s Shareholders; the Purpose of the Handling Policy is
not Maintenance of the Status of the Officers of the Company

(1)

)

The Handling Policy is in Compliance with the Basic Policy

The Handling Policy stipulates that, by setting the Large-scale Purchase Rules, a
Large-scale Purchaser shall provide the Board of Directors with necessary and
sufficient information regarding a Large-scale Purchase, in advance, and that a
Large-scale Purchase can be commenced only after the Period of Assessment and
Review by the Board of Directors has elapsed. The Handling Policy also stipulates
that the Board of Directors may take any countermeasures deemed appropriate
against a Large-scale Purchaser who does not comply with the above-mentioned
provisions. Meanwhile, the Handling Policy provides that, even if a Large-scale
Purchaser complies with the Large-scale Purchase Rules, in the event that a Large-
scale Purchase is judged to be significantly damaging the Company’s corporate value
and/or the common interests of the shareholders, the Board of Directors may, based
on the duty of care of a good manager, take any countermeasures deemed
appropriate.

As described in the above, the Handling Policy is to realize the Basic Policy, as
described in Article 1, and is in compliance with the contents of the Basic Policy.

The Handling Policy is not Damaging the Common Interests of the Company’s
Shareholders

The Handling Policy provides that, based on the understanding that the final
judgment as to whether or not to sell the Company’s shares in response to a Large-
scale Purchase should be left to the Company’s shareholders and aiming for ensuring
the opportunity to receive information that is necessary and sufficient for the
Company’s shareholders to make an appropriate decision in respect of acceptance or
non-acceptance of a Large-scale Purchase, the Board of Directors may take any
countermeasures deemed appropriate in the event that a Large-scale Purchase is
judged to be significantly damaging the Company’s corporate value and/or the
common interests of the shareholders. Therefore, the purpose of the Handling
Policy is securing and improving the common interests of the shareholders of the
Company, and the Handling Policy is not damaging such common interests in any
way.

Also, since introduction and continuance of the Handling Policy is conditional upon
authorization with the approval of a majority of the voting rights of the shareholders
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present at the shareholders’ meeting of the Company, the Company considers that the
will of the Company’s shareholders may be fully reflected in the Handling Policy.

(3) The Purpose of the Handling Policy is not Maintenance of the Status of the Officers
of the Company

As described in Article 4(2) above, the purpose of the Handling Policy is securing
and improving the common interests of the Company’s shareholders, and the
introduction and continuation of the Handling Policy may not be conducted solely
upon the judgment of the Board of Directors, but shall require the approval of the
Company’s shareholders.

Under the Handling Policy, the requirements for the taking of countermeasures by
the Board of Directors are provided in an objective manner, and such requirements
shall be announced in advance. Further, the Handling Policy provides that, upon
assessment, review, negotiation and formation of the opinions, etc. by the Board of
Directors regarding Large-scale Purchases, the Board of Directors shall listen to
opinions of independent outside professionals (professionals such as securities
companies, investment banks, financial advisors, lawyers, -certified public
accountants and consultants) and that, upon the exercise of countermeasures, the
Board of Directors, to enable a fair and neutral judgment, shall consult with the
Independent Committee consisting of members who are independent of the
Managing Directors of the Company, and the Board of Directors shall respect, to the
maximum extent possible, the judgment of the Independent Committee.

As described in the above, since the Handling Policy includes an arrangement to
eliminate any arbitrary judgment by the officers of the Company, countermeasures
would not be exercised for the purpose of maintenance of the status of the officers of
the Company.

[End of Notification]
(Reference Information) The status of the Company’s major shareholders is as described in

“Matters Concerning Stock in Company” on page 10 of the
Business Report.
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Attachment 1

Cases Where a Large-scale Purchase is Judged as Significantly Damaging Our Corporate

Value and/or the Common Interests of the Shareholders

For example, if it is recognized that any of the following cases are applicable, then in
principle it is considered that the Company’s corporate value and/or the common interests of
the shareholders shall be significantly damaged.

1.

In the case where it is judged that an acquisition of shares is being conducted for the
purpose of only driving up the stock price to have those shares purchased by the
Company’s group (and its related persons) at a high price, whereas there is no
intention of truly participating in the management of the Company’s group (so-called
“green mailer”).

In the case where it is judged that an acquisition of our shares is being conducted for
the purpose of so-called “scorched management” by, for example, temporarily
controlling the management of the Company’s group and having the intellectual
property, know-how, confidential business information, main clients and customers,
etc., which are necessary for the management of the Company or the Company’s
related companies, transferred to the Large-scale Purchaser or its group companies,
etc.

In the case where it is judged that an acquisition of our shares is being conducted
after controlling the management of the Company’s group with the intention of
taking our assets or the assets of the Company’s related companies to the Large-scale
Purchaser and its group companies, etc. for provision of their collateral or repayment.

In the case where it is judged that an acquisition of our shares is being conducted for
the purpose of temporarily controlling the management of the Company’s group and
having the Company or the Company’s related companies sell or otherwise dispose
of expensive assets such as real property and valuable securities, and make
temporary high dividends with the profit of disposal, or for the purpose of taking the
opportunity of a rapid increase in stock prices due to temporary high dividends and
selling our shares at a high price.

In the case where it is judged that the purchasing method of our shares as suggested
by the Large-scale Purchaser may actually force the selling of our shares upon the
Company’s shareholders by restricting the opportunity or freedom of judgment by
shareholders, such as a coercive two-tier purchase (refers to the purchase of shares
such as a tender offer, in which the purchase of all the shares is not induced in the
first stage of purchase, and the purchasing conditions in the second stage of purchase
are set unfavorably, or not stated clearly) (provided, however, that a partial tender
offer does not fall under this category by definition).

In the case where significant damage to the Company’s corporate value and/or the
common interests of shareholders is expected with reasonable grounds, as a result of
a possible degradation of technology and production capabilities essential with
regard to generating the Company’s corporate value or relationships with our
company’s employees, business partners, customers, and people in the local
community, or otherwise.
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Attachment 2

Brief Overview of Independent Committee

1. Purpose

The Independent Committee has as its purposes the eliminating of any arbitrary
judgment by the Board of Directors regarding the exercise, etc. of countermeasures
against a Large-scale Purchase of the Company’s shares and other securities, and the
guaranteeing of fairness in such judgments.

2. Establishment and Members, etc.

(1) The Independent Committee shall be established by a resolution of the Board of
Directors.

(2) There shall be three (3) or more members of the Independent Committee (the
“Independent Members”), and such Independent Members shall be selected by the
Board of Directors among the persons who satisfy any of the following conditions:

(1) External Directors or External Statutory Auditors of the Company, who are
independent of the Managing Directors; or

(i1) Outside professionals such as lawyers, certified public accountants, certified tax
accountants, academic experts, and business experts having broad administrative
experience, and who are independent of the Managing Directors.

(3) The term of the Independent Members shall expire upon the conclusion of the annual
meeting of shareholders for the last fiscal year which concludes within one (1) year
after the selection of such members; provided, however, the Board of Directors may
reappoint such Independent Members.

3. Convocation and Resolutions, etc. of the Independent Committee

(1) The Independent Committee shall be convened by any Independent Member or the
Board of Directors.

(2) The chairman of the Independent Committee shall be elected by mutual election of
each Independent Member.

(3) In principle, resolutions of the Independent Committee shall be, with all the
Independent Members attending, adopted by a majority of the Independent Members
present; provided, however, that if there is any accident or other special
circumstances affecting any of the Independent Members, such resolutions shall be,
with a majority of all the Independent Members attending, adopted by a majority of
the Independent Members present.

4. Matters to be Resolved by the Independent Committee

In cases where consulted by the Board of Directors, the Independent Committee shall
adopt resolutions for the matters described below, and advise the contents of such
resolutions and the reasons therefor to the Board of Directors:

(1) Exercise or non-exercise of gratuitous allotment of stock acquisition rights as a
countermeasure against a Large-scale Purchase;

(2) Cancellation of gratuitous allotment of stock acquisition rights as a countermeasure
against a Large-scale Purchase or acquisition of the said stock acquisition rights by
the Company for no consideration;
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3)
4

Exercise or non-exercise of countermeasures other than gratuitous allotment of stock
acquisition rights; and

Among other matters to be judged by the Board of Directors, the matters on which
the Board of Directors consults the Independent Committee.

5. Authority, etc. of Independent Committee

(1

2)

€)

4

©)

The Independent Members shall adopt the resolutions set forth in Article 4 above in
consideration of whether such resolutions contribute to the Company’s corporate
value and/or the common interests of the Company’s shareholders.  The
Independent members who have special interests regarding an agenda of the
Independent Committee may not participate in the said resolutions, and the number
of such Independent members shall be deducted from the quorum;

In cases where the Independent Committee judges that information provided by the
Large-scale Purchaser is insufficient as the Necessary Information, the Independent
Committee may request the provision of additional information by itself or through
the Board of Directors;

Also, the Independent Committee may request from the Board of Directors (i)
opinions about the Large-scale Purchase and any material which provides grounds
for such opinions, (ii) in cases where the Board of Directors determines alternative
plans, such alternative plans, and (iii) any other information or materials, etc. which
are deemed to be necessary by the Independent Committee from time to time;

In order to collect sufficient information, the Independent Committee may require
that the Board of Directors ensures the attendance of Directors, Statutory Auditors,
employees or any other person whose attendance is deemed to be necessary by the
Independent Committee at Independent Committee meetings, and may request from
such Directors, Statutory Auditors, employees or other necessary persons opinions or
explanations regarding the matters required by the Independent Committee; and

The Independent Committee may, in performing its duties, obtain advice from an
independent third party (professionals such as securities companies, investment
banks, financial advisors, lawyers, certified public accountants and consultants, etc.)
at the expense of the Company, within a reasonable amount.
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Attachment 3

Names and Brief Personal Histories of Members of Independent Committee (Candidates)

Toshihiko Fukui

Date of Birth : September 7, 1935

Apr., 1958 Joined the Bank of Japan

Dec., 1994 Deputy Governor of the above

Mar., 2003 Governor of the above

June, 2009 External Director of the Company (to date)

Hiroshi Komiyama

Date of Birth : December 15, 1944

July, 1988
Apr., 2000

Apr., 2005

June, 2010

Masashi Kaneko

Professor, School of Engineering, The University of Tokyo

Dean of the Graduate School of Engineering, Dean of the School of
Engineering, The University of Tokyo

President of National University Corporation, The University of
Tokyo

External Director of the Company (to date)

Date of Birth : March 2, 1939

Oct., 2001
June, 2005

June, 2006

Tsuyoshi Miyazaki

Representative Director, Chairman and President of Nikko Cordial
Corporation

Director and Chairman of the Board of Executive Officers of the
above

External Director of the Company (to date)

Date of Birth : December 16, 1931

Mar., 1990

June, 1998
June, 2003
June, 2007

Representative Director and President of Mitsubishi Logistics
Corporation

Representative Director and Chairman of the above
Counselor of the above (to date)

External Director of the Company (to date)

Notes: Four External Directors of the Company -- Mr. Toshihiko Fukui, Mr. Hiroshi
Komiyama, Mr. Masashi Kaneko and Mr. Tsuyoshi Miyazaki -- have been
reported to the Tokyo Stock Exchange, Inc. etc. as Independent Directors.
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Attachment 4

Handling Policy for Large-scale Purchase: Overview Chart

Large-scale Purchaser
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(Note) The overview above is to facilitate the understanding of the contents of the Handling
Policy. For details, please see the body of the text.
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Attachment 5

Brief Outline of Stock Acquisition Rights

Shareholders who are Entitled to Receive Stock Acquisition Rights and the Conditions
for Issuance

Stock acquisition rights will be issued to the shareholders recorded in the shareholders
registry as of the end of the allotment date, at the ratio as separately determined by the
Board of Directors per share of common stock held by such shareholders (provided,
however, that common stock held by the Company shall be excluded).

Type and Number of Shares That are the Object of Stock Acquisition Rights

The type of shares that are the object of stock acquisition rights shall be the common
stock, and the total number of shares that are the object of stock acquisition rights will
have an upper limit of 1,287 million shares; provided, however, that in the case the
Company conducts a stock split, an issuance of shares by the method of gratuitous
allotment to shareholders and stock consolidation, etc., required adjustment will be made.

Total Number of Stock Acquisition Rights to be Issued

The total number of the issue of stock acquisition rights will be the number as separately
determined by the Board of Directors. The Board of Directors may issue stock
acquisition rights not only once but multiple times.

Method of Issuance of Stock Acquisition Rights
The method will be the method of gratuitous allotment to shareholders.
Amount to be Paid upon Exercise of Each Stock Acquisition Right

Amount to be paid upon exercise of each stock acquisition right will be one (1) yen or
more and as determined by the Board of Directors.

Restriction on Transfer of Stock Acquisition Rights
Transfer of stock acquisition rights will require approval by the Board of Directors.
Conditions for Exercise of Stock Acquisition Rights

As the conditions for exercise of stock acquisition rights, a condition such as a person
who belongs to a specific group of shareholders whose ratio of voting rights is twenty
percent (20%) or more cannot exercise the stock acquisition rights, etc., shall be
provided. The details shall be as separately determined by the Board of Directors.

Period of Exercise and Other

Period of exercise of stock acquisition rights and other necessary matters shall be as
separately determined by the Board of Directors.

Stock Acquisition Rights with Acquisition Clause

As previously described in the Details of the Handling Policy, the term that the Company
may acquire stock acquisition rights in exchange for the shares or other assets
(acquisition term) may be established.
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