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LIST OF DEFINITIONS

Terms

Year-2008 Investigation:

Definitions

means a simultaneous investigation conducted &t\&é&rks of
Hitachi Chemical in 2008 that relates to [1] nomagdiance with
performance testing requirements for productsfesdtunder JIS or
other certification, and [2] non-compliance withrfeemance testing
agreements with customers.

Year-2008 Issues:

mean issues related to the matters covered bjieasutcome of, the
Year-2008 Investigation.

Year-2008 Issues Re-
inspection:

means a re-inspection that a quality assurancertiiegyat at each
Works was instructed to conduct after the Year-2008stigation.

Year-2016 Product Audit;

means a product audit conducted between April ahd 2016 that
was managed by the CSR Quality Assurance Departamehivas
performed jointly with Quality Assurance CenterBofsiness
Headquarters, primarily for the purpose of validgtconformance tg
ISO9001 requirements.

Year-2018 Product
Compliance Audit:

means an audit performed in 2018 covering alht@ufacturing
locations of Hitachi Chemical for the purpose oédking Inspection
Reports for data alteration or otherwise.

JIS Act:

means théapanese Industrial Standardization Act.

Questionnaire Survey:

means a questionnaire survey conducted coverirtgeathfficers and
employees of the Hitachi Chemical group, includiwghout
limitation, its subsidiaries, that relates to th&ial Case and Similar
Cases.

Questionnaire Survey
Subjects:

mean all the officers and employees of the Hit&inemical group a
covered by the Questionnaire Survey.

Similar Cases:

mean inappropriate acts as covered by the sunatyath similar to
the Initial Case.

Inspection Reports:

mean documents that are issued to customers aasatbscribing
inspection results and other matters.

Official Standards:

mean standards or product specifications as retjbiydaws and
regulations, or certified by official bodies.

Codes of Conduct:

means the Codes of Conduct for the Hitachi Chengicauip.

Customer Specifications:

mean standards or product specifications underacistand other
agreements with customers.

Misleading Act:

means such unfair competition act as set forthriicks 2, Section 1,

\"2J

Item 14 of the Unfair Competition Prevention Act.
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Sakuragawa Case:

means a case identified on November 14, 2008 wheareng other
things, with respect to automobile parts manufactloy Yamazaki
Works (Sakuragawa), rejected products were shippiédinspection
data altered, and trend data related to physicglgsties was altered|

Factory Rules:

mean such rules as set forth by Bamtks of Hitachi Chemical.

Self-Audit:

means an audit covering a location that is conduicjethe location
itself.

Company Standards:

mean standards or product specifications basedmpany rules and
other regulations set forth internally.

Shipping Inspection:

means an inspection before shipping that is corduatter product
manufacturing for quality verification.

Shin-Kobe Electric Machiner
Co., Ltd.:

y

means Shin-Kobe Electric Machinery Co., Ltd. thasdlved in
January, 2016 through a merger with its parent @mitachi
Chemical.

Information Center:

means an information center where all the officengployees, hosted
secondees, temporary workers, in-house contradiensrand other
similar workers of the Hitachi Chemical group caavide to the
Committee information relating to the Initial Cas®l Similar Cases.

Test in the Manufacturing
Process:

means a test conducted in the manufacturing pradfgs®ducts for
quality verification.

[09)

means a special investigative committee establislkeanf July 2, 201
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Committee: following the identification of the Initial Caseahconsists of extern
experts and other relevant parties.
means a case where with respect to some of indlistaid-acid
battery products manufactured by Nabari Works,@hgptest

Initial Case: methods adopted fdrattery capacity were different from those agt

upon with customers, and customers were given tiiggeReports
showing data different from actual measured values.

Initial Case Press Release:

means a press release titled “Inappropriate Emfi€$gures in
Inspection Reports of Some Products among LeadEatigries for
Industrial Use” as published by Hitachi Chemicab&dune 29, 2018.

Anti-Monopoly Act

means the Act on Prohibition of Private Monopolizatand
Maintenance of Fair Trade.

Hitachi Chemical:

means Hitachi Chemical Company, Ltd.

Audit:

means an audit performed for each location by tBR Quality
Assurance Department or the Quality Assurance Cab&ach
Business Headquarters.

Investigation:

means an investigation commissioned by Hitachi Goalnto the
Committee for the purposes of, and covering, [linestigation into
the facts of the Initial Case, [2] an investigatioto the existence and
facts of Similar Cases, [3] the background and &laarsalysis of
inappropriate acts, and [4] recommendations fovgmgon of
recurrence.

Officers:

mean directors and executive officers.

* Note that this report indicates real names ofyahé Officers of Hitachi Chemical.



Chapter1  Summary of Investigation
Section 1  Background for Establishment of Invgtigative Committee
On June 13, 2018, the top management of HitachimBla Company, Ltd. (hereinafter referred to
as “Hitachi Chemical”) became aware of the facréhfter referred to as “Initial Case”) that, for
part of the Lead-acid batteries for industrial msanufactured at Nabari Works, the shipping test
methods for the battery capacity were differentrfrihe ones agreed upon with the customers, and
that figures different from the actual measurentata were recorded on the document (hereinafter
referred to as “Inspection Report”) issued to thstemers for showing the inspection results. In
response, at a meeting of the Board of Directold b June 27, 2018, it was decided that Hitachi
Chemical set up a special investigative committeeginafter referred to as “Committee”) consisting
of external experts, etc. to investigate the faat how they happened from an objective perspective
On June 29, Hitachi Chemical published a presaselditled “Inappropriate Entries of Figures in
Inspection Reports of Some Products among Lead-Batteries for Industrial Use” (hereinafter
referred to as “Initial Case Press Release”), dmiillsaneously announced establishment of the
Committee.
On July 2, Hitachi Chemical established the Coneeittand entrusted it to carry out the
investigation (hereinafter referred to as “Investign”) with the objects and scope as described in
Section 2 below.

Section 2 Objects and Scope of Investigation
The Committee agreed with Hitachi Chemical on tb@gcts and scope of the investigation as
follows. (The Investigation is not intended to puedegal responsibilities of those involved in the
inappropriate acts.)

i) Clarification of facts of the Initial Case

i) Existence or non-existence of inappropriatesaimilar to the Initial Case (determination ciisier
to be described in detail in Chapter 3 below (lmeker referred to as “Similar Cases”)) and
clarification of facts, if any

iii) Analysis of backgrounds and causes of the imapriate acts
iv) Proposal for prevention of reoccurrences

Section 3  Composition of Committee and Invesgfation System
Composition of the Commiittee is as follows:

Chairman Akira Takeuch Lawyer, Certified Fraud Examiner
(Proact Law Office)

Committee Member Hiroshi  Osad Professor Emeritus, Tokyo Institute of
Technology

Committee Member Junichi  lkede Lawyer
(Nagashima Ohno & Tsunematsu)

Committee Member Takemoto Oto Outside Director, Hitachi Chemical

(Chairman of /udit Committee



In carrying out the Investigation, we appointed fitilowing persons as co-investigators under the
direct control of the Committee. Apart from the €lde Director of Hitachi Chemical, the other
three committee members and co-investigators haverrbeen interested parties of Hitachi
Chemical.

Toshihiro Inoue
(Associate Professor, Headquarters for Innovato@edy-Academia Cooperation, University of Fukui)

<Proact Law Office>

Tetsuya Ohno, Lawyer Takashi Watanabe, Lawyer
(Nabari, Saitamd]) (Shimodate)
Yuko Matsuba, Lawyer

<Nagashima Ohno & Tsunematsu>

Masao Ito, Lawyer Yoshihiko Matake, Lawyer Ayumi Fukuhara, Lawyer
(Goi) (Matsudo)

Kiyoshi Sudo, Lawyer Takashi Itokawa, Lawyer MetseChusho, Lawyer

Tomohiko Nabeshima, Yoshitaka Ezaki, Lawyer Masaki Mizukoshi, Lawyer

Lawyer (Yamazaki) (Hikone)

Tetsuya Hara, Lawyer Katsunori Shimazaki, Lawyedunya Takeuchi, Lawyer

Akinori Negishi, Lawyer Sohei Asao, Lawyer Yoshiranimoto, Lawyer

Yosuke Konno, Lawyer Hiroki Takano, Lawyer Harlkizuno, Lawyer

Junya Shimada, Lawyer Ryosuke Fukuhara, Lawyer  zukiOgawa, Lawyer

Ryohei Koizumi, Lawyer Midori Mizuno, Lawyer Yukiro Yasuda, Lawyer

<Hokuto Law Office>

Hirofumi Kurahashi, Lawyer (Chapters 6 to 8) Keisuke Chiba, Lawyer

Kohei Takahashi, Kenji Dazai, Lawyer Taiki Yokose, Lawyer
Lawyer Shigeki Matayoshi, Lawyer
Yuya Suzuki, Lawyer

<Certified Public Accountants (CPA)>

Kenji Kawae, CPA (Chapter 5) Kazushi Harimoto, CPA
Takamichi Doi, CPA Osamu Kamimura, CPA Yoshiki Kojima, CPA
Takeshi Kurokawa, CPA  Kohei Yoshida, CPA Tomohiro Shiro, CPA
Keita Yoshida, CPA Hideki Shoji, CPA and 22 other CPAs

! Co-investigators with parentheses after the naméead co-investigators responsible for the chégteworks or
investigation methods shown in the parenthesessa@he applies hereinafter.
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<KPMG FAS Co., Ltd.>

Tomoyuki Hotta (Digital forensics) Seiichi Yanase
Koki Yamada Yuki Masumoto Yuji Kawabe
Maya Hirohara and 35 other staff members

In addition, an executive office was set up coirgjstf 10 officers and employees of Hitachi Cherhica
for the Investigation.

Section 4  Measures for Ensuring Independencdé Gommittee and Effectiveness of Investigation

The Committee, in carrying out the Investigatiogreeed with Hitachi Chemical that, as the
Investigation is on quality data falsification goatentially has huge implications for the entirpgy
chain, the Committee will share information witht&tihi Chemical on the investigation findings in
relation to the products subjected to the inappatgiacts as necessary so that Hitachi Chemical may
promptly take actions for the customers and for iierket, while ensuring the objectivity and
neutrality of the investigation. The Committee @& a so-called third-party committee because isdoe
not fully meet the standards stipulated in the W&line for Third-party Committee for Investigation
of Corporate Misconducts” drawn up by the JapareFaibn of Bar Associations. However, in order
to ensure full independence of the Committee tcerd@ine the methods for conducting the
investigation, and also in order to realize effexinvestigation, the Committee agreed with Hitachi
Chemical as follows, in consideration of the Guiitkelas well as of the “Principles for Responding to
Corporate Scandals” (published on February 24, 2ylBapan Exchange Regulation).

1) Hitachi Chemical will provide full cooperatiograss the group to the Investigation of the
Committee as follows:

- Hitachi Chemical will ensure full access of then@nittee to all the materials and
information that Hitachi Chemical group owns ashaslto any employee;

- Hitachi Chemical will issue a business orderltahee employees, etc. of Hitachi
Chemical group that they should give priority te ttooperation to the Investigation of
the Committee; and

- Hitachi Chemical will set up an executive offimensisting of an appropriate number of
employees, etc. to assist the investigation worthefCommittee, in case it makes a
request to the effect.

2) The Committee retains the exclusive right toxda the investigation report (including
absence of obligation to disclose all or part @f itivestigation report to Hitachi Chemical
prior to submission of the report).

3) The Committee may describe the circumstanc#tiinvestigation report in case Hitachi
Chemical does not provide sufficient cooperatioprtobstructs the Investigation of the
Committee.

4) The Committee retains, in principle, the rightlispose of the materials, etc. that it has
collected in the course of the investigation.



Section 5  Investigation Period
As of July 2, 2018 when the Committee was estabtlsind the investigation commenced, it was
envisaged that the Investigation would be complbie8eptember 30, 2018. However, during the
course of the investigation, it was found out thatre were many Similar Cases, and accordingly
the investigation period was extended to Novemkr2D18, the date of preparation of the
investigation report. (Refer to Section 8 below fbe background to the extension of the
investigation period.)

Section 6  Investigation Method

The Committee, in general, carried out the Invasiim by performing the examinations and surveys 1
to 6 below.

1 Close examination of relevant materials
The Committee obtained various regulations andvioylaninutes, documents of requests for
management approval, contract documents, InspeReémorts, procedure manuals, specification
documents, etc. by requesting Hitachi Chemicatlfsclosure of these materials, which the
Committee then analyzed and reviewed.

2 Interview and on-site investigation
The Committee carried out interviews of about 68&pns in total that were related to Hitachi
Chemical group, including telephone interviews.
The Committee also carried out on-site investigetiat various Works of Hitachi Chemical in
relation to the Initial Case and Similar Casesafootal of 84 day$].

3 Digital forensics investigation

The Committee selected KPMG FAS Co., Ltd. as digitieensics provider and, of the
electronic data stored on 154 business PCs reotbdiat workers, who the Committee considered
it necessary to investigate, and email data stonetthe mail server, the Committee preserved
those information pieces that it considered necgsbaom the preserved electronic data, deleted
files were first restored, and email messages aodrdent files were selected, on which the
Committee carried out the analysis and review. &hegre 3,672,173 email messages extracted
(excluding duplicates), and the Committee builatablase for the keyword search using Intella
version 2.1.1 released by Vound Software. Of tlresssages, the Committee reviewed 432,716
messages in total, excluding duplicates, with #e af conditional searches (keyword searches,
etc.) of messages sent or received by the 138 wsyr&rcluding 10 working at subsidiaries,
which were determined to be outside the scopeeofrthestigation.

Regarding the electronic data stored on the fikrisly servers at the Works, the Committee
preserved 25 TBs of data that it considered nepgssiad, after building the database for the
keyword search as described above, carried owrtalysis as required.

% Sum of number of days spent for on-site investigafor each of the Works.
4



4 Questionnaire survey
(1) Implementation policy
The Committee carried out a questionnaire surveyefhafter referred to as “Questionnaire
Survey”) for all the officers and employees of Higachi Chemical group companies including
subsidiaries (hereinafter referred to as “QuestnenSurvey Subjects’§] as part of the
investigation of the Initial Case and Similar Cases
The overseas offices and subsidiaries of Hitack@riibal, however, are outside of the scope
of the Questionnaire Survey in consideration ofitleal legal systems and language issues.

(2) Implementation method and collection rate of Questinnaire Survey
The number of the Questionnaire Survey Subjects&&7. On July 20, 2018, a memo titled
“Implementation of Questionnaire Survey for All Elmyees of Hitachi Chemical group (*
responses required)” was either emailed or haridedlet to the Questionnaire Survey Subjects,
asking them to respond directly to the Committéigeeion the dedicated web page or by dropping
the survey form in the survey box placed at eache@iWorks by July 27, 2018. (The actual cut-off
date was August 17, 2018.)

The number of respondents to the Questionnaireejumas 9,743, representing a response
rate of 98.6%.
The Committee directly opened all the response agess

(3) Items on questionnaire form and responses
Items on the questionnaire form and responsessasbavn on Table 1.

Table 1: Questionnaire ltems and Responses

Item (summary) Responses
Question 1: Concerning the lead-acid batteriegidustrial use produced at Number of
Nabari Works, have you ever taken any inappropgate in terms of respondents
guality, seen or heard other employees (includifigers) do so, or been that
asked by other employees (including officers) ted® answered
“yes”: 106

Question 2: For respondents that answered “ye§uestion 1, please write No. of
down, on the response column, specifically the tyfperoducts, the period | respondents

during which the inappropriate acts were taken,detdils of the provi_c;l'ing

. ) . . U , specific

Eip;proprlate acts (test/inspection method, desoripn Inspection Report description
o s: 99

¥ Officers and employees as of July 20, 2018.



Question 3: At Hitachi Chemical group (Hitachi Cheah Company, Ltd.] Number of
including subsidiaries, etc.) and with regard toducts handled by the group, respondents
including products other than the lead-acid bagefor industrial use, have that
you ever taken any inappropriate acts in termsuafity, seen or heard other answered
employees (including officers) do so, or been askgdother employees Y€S™ 346
(including officers) to do so?
Question 4: For respondents that answered “ye§uestion 3, please write No. of
down specifically the type of products, the perituding which the respor_1d_ent
inappropriate acts were taken, and details ofrihppropriate acts 2ppercc:)i\flilgmg
(test/inspection method, description on Inspecieport, etc.). description
s: 343
Question 5: Concerning the inappropriate acts untastigation (use of | Refer to
internal testing/inspection method that is différieom the one agreed upor) Chapter 7
with the customers foshipping testing/inspectioradopted for battery| Section5
capacityfor part of lead-acid batteries for industrial uard recording of | below for
figures different from the actual measurement datthe Inspection Report| options and
issued to the customers), what kind of factors alo think there were? answers.
Question 6: If there are matters that you would ti report taking this No. of
opportunity or you feel uneasy about, please vaiten freely on the respondents
response column. providing
If someone has instructed or suggested that yonadchave to answer| specific
honestly to the questionnaire, please write dowthéoeffect. iejé?;iptionSi

(4) Responses to questionnaire results
The results of the Questionnaire Survey are rouglalysified into: 1) matters related to the
Initial Case; 2) matters implying existence of 3amiCases; and 3) matters other than 1) and 2)
above; and for each the Committee carried outviger surveys (including telephone surveys)
with Questionnaire Survey Subjects, with whom tloengittee considered it necessary to do so.

5 Establishment of Information Center
(1) Establishment policy
As part of our investigation of the Initial Cased@imilar Cases, the Committee set up a desk

(hereinafter referred to as “Information Center’hexe all the officers, employees, hosted
secondees, temporary workers, in-house contrackesgr and other similar workers of the
Hitachi Chemical group can provide to the Committéermation relating to the Initial Case and
Similar Cases. The establishment of the Informa@emter was posted on the Intranet both in
Japan and overseas under the name of Hisashi MaajyRepresentative Executive Officer,
Presidentand Chief Executive Officer.



(2) Method of establishing Information Center and repoting situations
The Committee originally planned to have the Infation Center opened for the period from
July 20, 2018 to August 17, 2018. With the extemgibthe investigation period, however, the
reporting period was also extended until Septer8Ber2018. The Committee determined that
the information be provided via email or by postdsed directly to the Committee. It was also
determined that the Committee will directly opella information messages that it receives.

(3) Review of establishment of Information Center and esponses to reports

During the period, there were four reports to theoidmation Center, and the Committee
carried out investigation on those on which it dedrit necessary to do so.

6 Interview with management
The Committee carried out management interviews alltthe directors and executive officers
of Hitachi Chemical (hereinafter referred to as fi€drs”), whose interview the Committee

determined necessary, mainly in order to hear opson analysis of causes of the inappropriate
acts and measures to prevent recurrence.

Section 7 Validation of Performance of Produst Subjected to Inappropriate Acts and Altered
Testing Process

Concerning the inappropriate acts at Nabari Wadtkes,Committee carried out an investigation to
validate the performance of the products subjettethe inappropriate acts. (For details, refer to
Chapter 4 Section 2 Item 8 of Investigation Reffoitt text)*.)

The Committee, in relation to the inappropriatesadtSaitama Works, carried out an investigation
to validate the testing process altered after imgmyate acts were uncovered. (For details, refer t
Chapter 4 Section 7 Item 3 (4) of Investigation &effull text)*.)

Section 8  Implementation Situation of Investigtion
1 Holding of Committee meetings

The meetings of the Committee were held betwegn2]l2018, the day on which it was set up,
and November 20, 2018.

The meetings were held for a total of 20 timesalloing days:

(Year 2018)
July 5 July 13 July 21 July 28
August 1 August 10 August 17 August 24
August 31 September 5 September 12 September 20
September 27 October 2 October 11 October 18
October 25 October 30 November 9 November 15

*The full text of the report is publicly disclosédJapanese only.



2 Development of investigation that Committee carriecbut
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Establishment of Committee and commencement of ingégation

In commencing the Investigation, President and Eigashi Maruyama sent a message dated
June 29, 2018 to all the officers and employeelditzfchi Chemical group companies that the
employees must not only cooperate with the invatiig of the Committee but also, taking the
opportunity, strictly review conformity of the gmo's products with relevant standards and
abidance by the laws and regulations, and, shawldat be uncovered that could be a problem,
must report to the “hot linéf[ or executive officers with courage to inform tteg management.

Also on July 5, 2018, President and CEO Maruyanm aenessage to all the officers and
employees of Hitachi Chemical group companies,rgayhat “it is essential to thoroughly
uncover the inappropriate acts through the invattig of the Special Investigative Committee.
It must be avoided by any means that misconductsuncovered during the course of the
investigation are found out after the investigat®over. We cannot expect that trust in us can
be restored if we do nothing to deal with the irappiate acts.”

Implementation of Questionnaire Survey covering ofters and employees of group companies
and establishment of Reporting Center
The Committee carried out a Questionnaire Surveyl ttie officers and employees of Hitachi

Chemical group companies excluding overseas offindssubsidiaries of Hitachi Chemical from
July 20, 2018, as described in Section 6 Iltem 4vab®n the same day, the Committee
established the Reporting Center for all the ofcemployees, hosted secondees, temporary
workers, in-house contract workers, and other sinvilorkers of the Hitachi Chemical group.

During the questionnaire period, on July 25, 20M8, Maruyama sent a message to all the
officers and employees of Hitachi Chemical groupmpanies that “it is possible that
inappropriate acts may be uncovered for produtisrdghan lead-acid batteries for industrial use.
If one is found, please report honestly withoupiglation. It is of upmost importance to clean the
Augean stables.”

Substantial increase in Similar Cases and exclusiaf overseas offices and subsidiaries from
scope of investigation
As stated in Section 6 Item 4 (2) above, the aecegt of questionnaire forms finished on

August 17, 2018. By that day, 106 persons with ne¢ga Initial Case (Question 1) and 346
persons with regard to Similar Cases (Questione3paonded that they were aware of the
inappropriate acts. At this point, the Committezmogmized that there were far more Similar Cases
than originally expected. The Similar Cases that@mmmittee became aware of were shared
with Hitachi Chemical in a timely manner at eachetiteg of the Committee.

4

Refers to the Internal Reporting desk of Hitache@ical.
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In response to the identification of many Similas€s, the Committee decided to increase the
number of co-investigators substantially. Alsottet meeting held on the day, the Committee
decided that overseas offices and subsidiariesitathi Chemical be excluded from the scope
of the Investigation on the premise that Hitachef@ical implements measures complementing
objective investigation, in consideration of thedblaws and regulations as well as of the
necessity to present the Investigation Report withireasonable period of time incorporating
proposals for recurrence preventative measurelaoHitachi Chemical can implement such
measures promptly.

Recognition of inappropriate acts after disclosureand notification to Hitachi Chemical
The Committee recognized that, from mid-Augusate August 2018 while Hitachi Chemical
was explaining to customers after the press releagbe Initial Case, inappropriate acts were
still being taken at Nabari Works with regard to-ldnd UP-series lead-acid batteries.
Accordingly, the Committee notified Hitachi Chenlitathat effect, which took measures to
rectify the inappropriate acts.

Exclusion of domestic subsidiaries from scope of vestigation

The Committee continued the Investigation on thmil&r Cases, and in the process of the
Investigation, found out that there were more Simtases than originally expected. After talking
with Hitachi Chemical, the Committee decided atrifeeting held on September 20, 2018 that the
Investigation Report would be released towardsethé of November, and that the domestic
subsidiaries should also be excluded from the sobiie Investigation on the premise that Hitachi
Chemical implements measures complementing thetganvestigation, in consideration of the
necessity to present the investigation report withireasonable period of time incorporating
proposals for recurrence preventative measurefiaoHitachi Chemical can implement such
measures promptly.

3 Matters handed over to Hitachi Chemical

On November 20, 2018, the Committee determinednidtters not included in the Investigation

Report but to be handed over to lawyers to bemetaby Hitachi Chemical for responses to the
Investigation, which were facts or information thtiz¢ Committee found out in the process of the
Investigation, on which the Committee believeddtessary for Hitachi Chemical to continue to
carry out objective investigations, including caslkat the Committee uncovered on or after
September 20. Before the matters were handed mearsures were taken to keep anonymous the
persons that reported the cases.



Section 9  Reservation of Limitations regardindnvestigation

The Committee carried out investigations that grded necessary to achieve the objectives of the
Investigation described in Section 2 above. Howettee Committee hereby adds that there are
limitations to the Investigation mainly becausevés contracted out by Hitachi Chemical in thet firs
place; it was not based on compulsory investigapiowers but assuming voluntary cooperation of
interested persons; it was constrained by timee®twas an investigation period agreed with Hitach
Chemical as stated above; and it was based orarglevaterials provided by Hitachi Chemical and
interviews with officers and employees of Hitachiemical group companies and, while doubtful
points or inconsistencies identified in the reldvaraterials or statements were carefully clarified
every time one was identified, it was in principlesumed that these materials and statements were
actually prepared or made by the persons shownthetdhere were no more important materials not
disclosed by Hitachi Chemical other than thosesalyedisclosed.

The Committee determined the facts based on thédtses the Investigation carried out with the
limitations described above. If there were relevardterials other than those collected by the
Committee, or if the statements, etc., obtaingtérinterviews were proven to be factually inactejra
the facts determined in the Investigation may havee altered.

The Committee also adds that the cause analysimaadures for prevention of recurrences of the
Committee are solely based on the investigatioHlitsfichi Chemical only, and that the governance
issues, etc. of Hitachi Chemical group companids o Japan and overseas are left with Hitachi
Chemical to be addressed with future investigatamt validations.

10



Chapter 2 Organization, Business Lines, etcf dlitachi Chemical

Section 1 History

Hitachi Chemical was founded on October 10, 1962.

In April 1963, it took over assets of the Chemi&aoducts Division of Hitachi, Ltd],
simultaneously absorbed Hitachi Kako Co., and etlhbusiness operations. In October 1970, the
Company was listed on the second section of boky@and Osaka stock exchanges, and in August
1971, it was moved to the first section of the ktexchanges. The Company is currently listed on the
first section of Tokyo Stock Exchange[

After its establishment, the Company repeatedlpddes] related companies and others in the same
business sector and reorganized its organizatidrbasiness lines. In recent years, in April 20h4, t
Company absorbed Hitachi Powdered Metals Co., and. established Matsudo Works. In January
2016, the Company absorbed Shin-Kobe Electric Meerfyi(meaning Shin-Kobe Electric Machinery
Co., Ltd. that was absorbed in January 2016 byhée parent company Hitachi Chemical) and Shin-
Kobe Techno Service Co., Ltd. and established @ait&/orks, Nabari Works and Hikone Works. In
April 2016, Hitachi Kasei Polymer Co., Ltd. and &tihi Chemical Filtec Inc. were absorbed.

As of March 31, 2018, the number of employees w623 on a consolidated basis and 6,480 on
a parent-only basis.

Section 2  Group Composition and Business Lines
As of March 31, 2018, Hitachi Chemical group (Hite€Chemical, subsidiaries, and equity-method

affiliates) consists of Hitachi Chemical, 96 sulmits and two equity-method affiliates, and has
manufacturing, processing and sales of functioraenels and advanced components and systems as
its main lines of business.

The group manufactures and sells electronic mdderinorganic materials, polymer science
materials and printed wiring board materials inftnectional materials business field and automotive
products, energy storage devices and systems aciticglic components in the advanced components
and systems business field.

° Current parent company owning 51.24% of voting tsgis of March 31, 2018.

6 According to the Securities Report of Hitachi Cheahifor the 69th business term, Hitachi Chemicad weerged, in January
1968, into Hitachi Chemical, Ltd., which was foudde June 1950 and was located in Chuo-ku, Tokgdpamal surviving
company, for the purpose of changing the par vafike shares. The de-facto surviving companyii teabe Hitachi Chemical
Company, Ltd. that was founded in October 1962.
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Chapter 3  Determination Criteria of Inappropri ate Acts
As described in Chapter 4 below, the number ofpnapriate acts at Hitachi Chemical was fairly
large that were subject to the Investigation. Témeats of the acts were also varied. Accordinglg, t
Committee determined to use as criteria of inappatgacts: 1) violation of laws in terms of protiuc
quality and representation; 2) willful breach oftract with customers (or delivery specifications
stipulated in the contract); or 3) other willfupresentation of false information to customers; artd
meeting one or more of the following clauses wermgnized as inappropriate act.

1) Violation of laws in terms of product qualitycarepresentation
Indication of information on goods in a manner tisdikely to mislead the public as to the
quality, content, manufacturing method, etc., osigtement, etc. of goods with such an
indication is an act of unfair competition (herdiea referred to as “Misleading Act”)
stipulated in Article 2, Section 1, Item 14 of tdefair Competition Prevention Act (Act No.
47 of May 19, 1993. Includes revisions thereaftértje Act stipulates criminal punishment
for such Misleading Acts (Article 21, Section Zrtis 1 and 5 of the Act).

The following cases may be considered as Misleaditgas indication of information in a
manner that is likely to mislead the customers, &cto the quality, content, manufacturing
method, etc. of the productsand may be violation of the Act that is crimiryaiunishable.

During designing or development or after commencgroecommercial production,

() an act of omitting inspection in conformity withetistandard agreed upon with the
customer in a contract document or otherwise aadoordance with the product
specifications (hereinafter referred to as “Custo8pecifications”) and fabricating
the inspection results;

(i) an act of tampering the data to agree with the dDust Specifications when the
inspection results do not meet them; or

(iii) an act of tampering the data within the CustomecBications when the inspection
results do meet them;

coupled with the act of delivering the InspectiogpBrt with the fabricated inspection

results to the customer; or

" The Unfair Competition Prevention Act defines, irtiéle 2, Section 1, Iltem 14, that an act of intima of information on
“goods or services or in an advertisement there@f a document used in or a communication foaagaction involving

said goods or services” in a manner that is liltelynislead the public is an act of unfair competitiThe “document used in
a transaction” is commonly understood to includdeoiform, quotation, invoice, calculation sheet sgkipt (see “Article-
by-article Explanation of the Unfair CompetitioreRention Act,” Intellectual Property Policy Officklinistry of Economy,
Trade and Industry, FY2015 revised edition, pag®.10he Inspection Report and other documentsngpection results
shown on which were fabricated or falsified throuiggmppropriate acts under investigation, are casidi as “document used
in a transaction.” Whether these are “indicatioa imanner that is likely to mislead” is determirfienin the viewpoint of
whether it is likely to mislead customers and comests after taking into consideration details ofitidécation, industry
practices and other circumstances for individyasgctfic cases (ditto, page 109).
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An act of producing the products using manufacturirachinery that is different from
one agreed upon with the customer and indicatiadalsified information that the
products were manufactured using the manufactumiaghinery that is agreed upon
with the customer.

And, although the conclusion may differ dependimgtioe specific manner in which the
transaction with the customer is executed or irctvitine fabrication or falsification is carried
out, the act may constitute the misleading reptasien (as being superior) as stipulated in
Article 5, Section 1 of the Act against Unjustifi@fPremiums and Misleading Representations
(Act No. 134 of May 15, 1962. Includes revisiongerdafter) if the fabricated or falsified
inspection results are shown to the general consuimea catalog, etc. Furthermore, an act of
deceiving the customer by falsifying that the dyaletc. of the product meets the Customer
Specifications, having the customer misunderstdred duality, etc. of the product, and
receiving the consideration for the product maystitute the criminal fraud stipulated in
Article 246, Section 1 of the Penal Code (Act Nb.of April 24, 1907. Includes revisions
thereafter. .

For these reasons, the Committee determined thettahat may meet this criterion 1) was
an inappropriate act.

8 |f there is an agreement with the customer that prbducts that are compliant with a law such asltidustrial
Standardization Act (Act No. 185 of June 1, 194@lddes revisions thereafter. Hereinafter refetoeas “JIS Act”) or with
a standard or specification based on a certifindtpa public institution (hereinafter referredam“Official Standard”) are to
be shipped, it does not immediately create thegabbn to carry out the inspection on all the piiddo be shipped in
accordance to the Official Standard. If, howeVee, Ihspection Report is issued to the customengtttiat the inspection
was carried out on the shipped products in comgpdiamith the Official Standard and in fact the insjmn was not carried
out on the products in compliance with the Offickhndard, the act may be construed as an Mislgadinor act of
misleading representation (as being superior) aeriteed in this criterion 1).
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2) Willful breach of contract with customers (ofidery specifications stipulated in the contract)

If fabricated or falsified inspection results wesiegown on the Inspection Report, if an
inspection expressly required in the contract whlh customer or delivery specifications was
not carried out intentionally and the product wiaigpged to the customer with such a fact kept
secret, or if an inspection different from one rieggh in the delivery specifications with the
customer was carried out intentionally and the pobdvas shipped to the customer without
approval of the customer, the Committee determihatisuch an act was an inappropriate act,
which was in breach of the contract with the custorif an act did not breach the delivery
specifications expressly but was contrary to thp@u of the contract and it was a willful act,
the act is deemed as wrongful as breach of expessgiptions on the delivery specifications,
and the Committee determined that such an act wasaapropriate acf].

On the other hand, if the breach of the Customeciipations of the product to be shipped
to the customer could be known but was not receghiguch as when the inspection required
in the Customer Specifications was not carried loetause, for example, of incorrect
transcription of the inspection procedures from dieévery specifications to the inspection
manual, it is no more than negligent non-perforneamicthe contract with the customer, and
the Committee does not determine that such an astaw inappropriate act.

3) Other willful representation of false informatito customers
If an act does not meet the criterion 1) or 2) ahdwut, despite the requirements in the rules
set forth by the Works of Hitachi Chemical (herdieareferred to as “Factory Rules”) that
the examiner must have an examiner qualificatiomgualified persons were performing the
inspection and representation to the customer hatsonly qualified examiners were doing
so, the Committee determined that such an act isappropriate act in consideration of the
wrongfulness of the act.

9An agreement with the customer that a product c@mplvith the Official Standard such as set forthihie JIS Act
is to be shipped creates an obligation under tivaterlaw to ship a product in compliance with @#icial Standard.
A breach of this obligation may constitute an inayppiate act as described in this criterion 2).
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The Committee used these determination criteri@etermine inappropriate acts. The
Committee provided detailed descriptions of su@appropriate acts that were considered as
particularly significant in view of the impact dmetvictimized customer or on the supply chain,
characteristics of the products subjected to tappnopriate acts (sales amount of the products,
sales amount of the products subjected to the nogpiate acts, whether finished products or
not, etc.), impact on the internal control of Hite€hemical (whether such acts were repeated
systematically or not, whether the top managemexst wvolved or not, etc.), and provided
summaries for other inappropriate acts (see Chdptéthe Investigation Report (full text)*).
The Committee included the inappropriate actsérsttope of the Investigation that took place
within the past five years before the announceroéttte Initial Case on June 29, 2018 (i.e.,
on or after June 29, 2013) due to time constraintthe Investigation.

*The full text of the report is publicly diesed in Japanese only.
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Chapter 4  Findings with Regard to Inappropriate Acts

Section 1  Overview of Inappropriate Acts

1

Scope of the investigation by the Committee

The Committee began the Investigation followingfaom the Initial Case, i.e. improper value inputs
into Inspection Reports on industrial lead-aciddrads at Nabari Works. Thus, the main scope & thi
Investigation was directed toward the “inapprogriatts at the Shipping Inspection”, conducted ley th
Quality Assurance Department at each Works.

However, in the course of this Investigation by @@mmittee, it was confirmed that three Works, i.e.
Yamazaki, Matsudo, and Saitama did not only conmaippropriate acts for the investigation for qualit
assurance before shipping, after manufacturingig{8hg Inspection”), but also “inappropriate actshee
development phase or in the development divisibttwever, with regard to this “inappropriate acts at
the development phase or in the development divisibwas outside the goal of this initial invegtion
by the Committee, therefore also out of scope @Questionnaire Survey or Information Center, &g t
the Committee was unable to conduct comprehensmwestigation. It is possible, however, if
“inappropriate acts at Shipping Inspection” is #® fecognized, “inappropriate acts at the developmen
phase or in the development division” could alsordisognized for the same products (Acceptance of
orders as a result of the false input of test guat the development phase could become a factbei
false input of the test figures at the subsequéigpg Inspection). Therefore, Hitachi Chemicatde
to conduct a comprehensive and objective investigan the future with regard to “inappropriate saat
the development phase or in the development divisio

Also the Initial Case Press Release says “At tlesgmt time, the failure in performance leadinghts t
incident has not yet been identified. The compamesiers that there is no problem with the perforcea
and safety of the products themselves”. It is, h@weonly natural that stakeholders have doubts or
concerns with regard to the performance of prodwbish are subject to the inappropriate acts. Tthes,
Committee conducted the “performance validation”centain products subject to inappropriate acts at
Nabari Works (See 2.8 at Chapter 4 of the investigaeport (full text)*). Also the Committee concted
a “validation of revised testing processes” withanel to “inappropriate acts at the developmentdasign
phase” found at Saitama Works (See 7.3(4) of Chdpdé the investigation report (full text)*). Hower,
further performance validation and process valatetiith regard to inappropriate acts at other Wavis
unable to be carried out by the Committee in otdesubmit the investigation report within a readdaa
period. Therefore, Hitachi Chemical needs to cohdomprehensive and objective investigations in the
future with regard to “performance validation” dwalidation of revised testing processes”.

*The full text of the report is publicly diesed in Japanese only.
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Furthermore, with regard to the domestic subsids&roverseas facilities and overseas subsidiafies o
Hitachi Chemical, given the significant developmehiSimilar Cases in process of Investigation, they
were excluded from this Investigation (See 8.2 d8Y (5) of Chapter 1 above). Therefore, Hitachi
Chemical needs to conduct comprehensive and obgertivestigation in the future with regard to the
domestic subsidiaries, overseas facilities andseas subsidiaries.

The following is a table illustrating the scopetioi Investigation conducted by the Committéd. [

Table 2. Investigation scope by the Committee

Inappropriate acts at
development phase or
development division

Inappropriate acts at
Shipping Inspection

Performance and process

validation of testing of
the subject products

Nabari Works

Not conducted

Conducted

Partially conducted

Yamazaki Works

Partially conducted

Conducted

Not conducted

Goi Works

Not conducted

Conducted

Not conducted

Shimodate Works

Not conducted

Conducted

Not conducted

Matsudo Works

Partially conducted

Conducted

Not conducted

Saitama Works

Partially conducted

Conducted

Partially conducted

Hikone Works

Not conducted

Conducted

Not conducted

Domestic subsidiaries

Not conducted

Not conducted

Not conducted

Overseas facilities

/subsidiaries

Not conducted

Not conducted

Not conducted

2 Inrelation to inappropriate acts by Hitachi Chemical for all products

The following figure illustrates how inappropriaets recognized by the Committee, are spread among
the entire product range handled by Hitachi Chemi&gacording to this, 42 products among the 127
products are subject to inappropriate acts.

10 “Partially conducted” means investigation was linhite only the confirmed facts which were revealadrd this

Investigation process.
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Figure 1. Distribution of products subject to inegriate acts at Hitachi Chemical

Yamazaki Goi Shimodate Matsudo
Category Products o | Nabari 1o Tomree] oman | o o T [ e [N v | e
B Wafer process related Photosensitive insulation coatings [
g | e materials GNP slurries 2
g Insulation coating 3
i Polyimides 4
3 Fabrication process Varnish for die-bonding paste(Ag paste) 5
K related materials Die=bonding il 5
High heat resistant coating materials 7 -
Photosensitive adhesive materials 8
Map molding support tape 9
Dicing film 10
Release sheet 1"
Encapsulants 12 -I
Inorganic Carbon products Anode materials for consumer lithiumion batteries 13 -]
materials Anode materials for medium and large sized 14
lithiumion batteries
Brushes for electric machine 15
Brushes for automotive 16
Current collecting device 17
Heat conductive sheets 18
Carbon sliding materials 19
Active paste for capacitors 20
lubricant and release agent 21
Glass-like carbons 22
Ceramics Ceramics 23 |l
High—performance alumina ceramics 24
Low thermal expansion ceramics 25
Other inorganic materials Low melting point glass 26
Ink ribbons. 27 | |
Polymer Chemical materials Hardeners 28
science Specialty acrylates 29
materials ™GV -curable materials Acrylic resins 30
UV-curable release agent 31
Coating resins Acrylic resins 32
used for paints Amino resins 33
Coating resins used for paints 34 |
Functional resins Wavelength conversion particles 35
‘Aromatic polyester resin 36
Co-polymerized polyester resin for adhesive 37
Release agents 38
Polyurethane resin 39
Alkyl phenolic resins 40
Ketone resin 41
Shell mold resin 42
Molding resins Molding resins 43
der for grindstone a4 -
Electrical insulating Varnishes 45
materials Clothes and Tapes 46
Mica 47
Epoxy insulator a8
Fiber reinforced plastios for superconductor 29
Dry condenser bushing 50
Epoxy resin for electronic components molding 51
Void-free fiber reinforced plastios(FRP) 52
‘Adhesives Hot melt adhesives. 53
Adnesives 54
Functional film products Adhesive fims 55
Functional film products 56 ||
Masking film for a plating process 57
Cross-linked foamed polyethylene 58
Inorganic dense-packed foam 59
Foamed polyethylene thermal insulation sleeve 60
Mats for emergency evacuation 61
RFID(Radio frequency Identification) products 62
IC tags and cards)
Wrapping films for food 63
Display related materials ‘Anisotropic conductive films 64 -I
Quantum dot film 65
Transparent insulation films 66 ||
Moisture resistant insulating materials 67
for FPD(Flat Panel Display)
Solder resists for COF(Chip on Film) 68
Printed wiring Base materials Copper—clad laminates & Prepreg 69 -:-]
boards Materials for fine patterning 70
materials Mass laminates 7
Epoxy adhesive film 72
Insulation laminates 73
Process materials Process materials for printed wiring boards 74 || |
Photosensitive dry films for printed wiring boards 75
Other LED materials White epoxy molding compounds for reflectors 76
functional Thermal management. High thermally conductive insulation adhesive sheets | 77
materials materials
Molded plastics Small precision-molded plastics 78
and Composite molded plastics
Deposited products Aluminumdeposited film products 79
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¢ [ Automotive | Interior and exterior Interior molding products 80
§ | products | plastic molded products orior molding products 1
B Module molding products 82
K Precision molding products 83
£ Insert molding products 84
g Plastic gear 85
E Sheet—formed products Single layer sheet 86
M Multilayer sheet 87
g Friction materials Disc brake pads 88
b Brake assemblies 89
Brake shoe assembly 90
Powder metal products Mechanical fuses 91
Soft magnetic material 92
Transmission parts 93
Heat and wear resistant materials for valve train 94
Sprocket 95
Bearings 96
Assembled unit 97
Other automotive products 98
99
Energy Batteries 100 I
storage Motoroycle batteries 101
devices & Tration batteries 102
systems Cyole service storage batteries 103
Flooded type lead acid battery 104
Stationary valve—regulated lead acid battery 105
Stationary valve—regulated lead acid battery 106
for short—time & large-current discharge use.
Lithium ion batteries for industrial use 107
Pocket type alkalin © battery 108
Sintered ty © battery 109
10
Capacitors Alumi 11
12
Power supply equipment Power supply equipment 13
and energy storage systems UPS (Uninterruptible power supply) 114 E
Power supply equipment for power storage 115
Lithium-ion energy storage systems for solar power | 116
Electronic | Printed wiring boards Single-sided printed wiring boards 7
components and Double sided printed wiring boards
Multilayer boards 18
19
120
121
122
s 123
Hybrid structure printed wiring boards 124
Life Allergy diagnostic kits 125
sciences Chlamydia diagnostic kits 126
Contract manufacturing development and 127
manufacturing services for cell and gene therapy
42/121

3 Characteristics of inappropriate acts at each Work
Details of inappropriate acts at seven Works aptagrxed in Chapter 4 of the investigation repoutl (f
text)*. The following characteristics are a summafgome inappropriate acts at each Works.

Nabari >
Works

Past General Managers of Works were aware of ingpjate acts. They include g
General Manager of Works who later took a postretiélent and CEO of Shin-
Kobe Electric Machinery Co., Ltd.

Among the products subject to inappropriate aasarclear QA projects (orders
of lead-acid batteries for use in safety systerhiwi& nuclear power station).
Another case of inappropriate acts occurred dfiednitial Case Press Release op
June 29th, 2018.

Yamazaki >
Works

Some of the past General Managers of Works wereeagfssome of
inappropriate acts regarding CMP slurries.
An incumbent Executive Officer was involved in ipappriate acts at the

prototype phase for some CMP slurries productsrasraber of the development
division in 2008.

*The full text of the report is publicly diesed in Japanese only.
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Goi
Works

A\

Before the internal revelation of inappropriatesaatt Works, the incumbent
General Manager of Works was aware of some of theggpropriate acts
regarding hardeners and specialty acrylates.

The Shipping Inspection work was shifted from theal@y Assurance Departmen
to the Manufacturing Department, and then it wadxentracted to a consolidate
subsidiary by the Manufacturing Department. Gives background of dispersiorn
of work and responsibility of Shipping Inspectias, well as lack of manpower du
to the cut in labor costs, inappropriate acts weresed and lasted for a long perio
All four sites which have different backgroundseaked inappropriate acts.

t

N

=

Shimodate
Works

For example, while inappropriate acts with regaréncapsulants was somewh
systematic misconduct, discussed and started bgn#mager of the Developmen
Department, the manager of the Manufacturing Depamt, and the manager of th
Quality Assurance Department, there were otherpr@piate acts, for example

concerning prepreg, which were executed by pergadgiment at the site, where

information was withheld at a section manager learad the practice continueq
without the knowledge of people at department man&yels. Thus, there was
contrast in terms of systematic misconduct andstogpe of communication.
Some of the falsification with regard to encapstdawnas carried out with the
knowledge of the Deputy General Manager of Worls @vo Executive Officers
at that time (the incumbent Executive Vice Predideone of them).

With regard to some of the products related to pnapriate acts at Shimodatg
Works, all or some of the Shipping Inspection wasgferred to the Manufacturing
Department.

As inspections started to be conducted on the itemswhich Year-2008
Investigation revealed that no testing had beemuoted, falsification began or
some products records.

At

D

154

)

v

)

Matsudo
Works

With regard to powder metal products, “internal @ession” based on the Works
Rules has been conducted for a long time.

“Internal concession” was conducted in multiple al®éments such as the Quality
Assurance Department, Powder Metal Developmentasign Department, to
the knowledge of some of the past General Manazféfgorks.

“Internal concession” was conducted on productsonbt at the mass production
phase, but also at the development phase.

Saitama
Works

The General Manager of Works concealed from theagament the inappropriate
acts regarding the inspection of automotive battelly the Quality Assurance
Department after the Initial Case Press Release.

Some automotive batteries not meeting certain redupecification had been
shipped.

Not only inappropriate acts regarding inspectiorit®yQuality Assurance
Department, but also some inappropriate acts bpdltteries development and
design department at the design development phaseenfirmed.
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Hikone
Works

For unit components and electronic materials, resgey, inappropriate acts of
not conducting routine inspection in general wermeficmed.

The main motivation for these inappropriate actsevexplained as lack of time
for inspections and testing due to the shortageecgonnel, which led to the
fabrication and falsification of the inspection aedting results.

People at department manager levels and more éngislwere not confirmed as
being involved in major inappropriate acts. It vgaserally seen that the
supervisors were not capable of managing and sigiegyproperly the work done
by their subordinates, and there was no systemwiraament where their
subordinates could report inappropriate acts to fupervisors.
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Section 2  Nabari Works

Overview of Nabari Works

History 1982 Established as Nabari plant of Shirb&&lectric Machinery Co., Ltd.
2012 Shin-Kobe Electric Machinery Co., Ltd. becaangholly owned
subsidiary of Hitachi Chemical.
2016 Shin-Kobe Electric Machinery Co., Ltd. wasabed into Hitachi
Chemical, and Nabari plant became Nabari Works.
Manufactured Lead-acid batteries for industrial use, small sty valve-regulated lead-acid
products batteries, traction batteries, and lithium-ion &a#ts for industrial use
Facilities and Book value of main facilities: 4,344 million yen
personnel f] Number of employees: 352
Products affected | Ratio of affected products in the overall Worksesabpprox. 15.0%
by inappropriate ) .
acts [ Affected customers: total number approx. 434 corgsan

Overview of inappropriate acts

Stationary valve-
regulated lead-acid

small size)

batteries (excluding UP| size, the Quality Assurance Department fabricatsdirtg results, in the
model, BA model, and | following cases, as if they had performed the ciipace test despite the fact

From 1993 until June 2018 at least, with regarstationary valve-regulated
lead-acid batteries, excluding products of UP moB&l model, and small

they had not and issued Inspection Reports stdtaicall the shipments had
passed the inspection, and delivered them to cestom
Cases where there were agreements with customar<dpacitance
tests based on the test terms stipulated in Ji®latds (JIS terms)
would be conducted, and Inspection Reports stdltieq results would
be delivered
Cases where no such agreements above, Inspectpmmt&stating the
completion of a capacitance test based on the el@st would be
delivered to the customers

batteries (excluding
BA model)

Flooded type lead-acid | From 1993 until June 2018 at least, with regarddoded type lead-acid

batteries excluding BA model products, the Quatigsurance Department
fabricated testing results, in the following casesif they had performed the
capacitance test despite the fact they had notsmued Inspection Reports
stating that all the shipments had passed the dtispeand delivered them tg
customers.
Cases where there were agreements with customar<adbpacitance
tests based on JIS terms would be conducted, apeddtion Reports
stating their results would be delivered
Cases where no such agreements above, Inspectmort&stating the
completion of capacitance tests based on the 8stevould be
delivered to customers

11 Extracts from the annual securities report by Hitd@themical submitted on June 29th, 20IBe same applied to other

Works below.

12 Figures are based on data from Hitachi Chemical.sBinee applied to other Works below.
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In 2015, with regard to flooded type lead acid dxés shipped to the
customer nl for their nuclear power station, thealu Assurance
Department falsified the capacitance testing resaitd issued Inspection
Reports stating they had passed the test despifadhthat they had not, and
delivered these to customers.

From 2000 until August 2018 at least, with regardldoded type lead acid
batteries with catalyst plug, the Quality AssurafEpartment fabricated
testing results stating that they performed thigng®nce every half year and
the batteries passed despite the fact that no eyasnbination efficiency
testing had been performed, and Inspection Repats issued and delive
to customers.

Stationary valve-
regulated lead-acid
battery for short-time
& large-current
discharge use (UP
model)

From 2008 until August 2018 at least, with regar&tationary valve-
regulated lead acid battery for short-time & laoggrent discharge use (UP
model),

1.  For a routine monthly capacitance test, the Qualkysurance
Department used previous routine testing resultsaises where no
passes could be achieved within five test atterapid fabricated testing
results in order to meet the judgment criteria affacitance tests, and
false Inspection Reports were issued and delivieredstomers.

ii. For a routine monthly capacitance test, the Qualtysurance
Department premeasured the voltage and internastaese in a
simplified way in order to foresee any possibiit@ passing the test on
samples delivered by the Manufacturing Departmantl selectively
extracted samples and performed the test, wha@oduld be done on
randomly extracted samples.

iii. For a routine monthly capacitance test, the Qualtysurance
Department instructed the Manufacturing Departmémt extract
multiple samples beforehand, and performed a ctyyag tests until
one of them passed the test, or asked the ManufagtDepartment to
submit another sample to perform a capacitanceotesh cases wherg
previous samples delivered by the Manufacturingddepent had not
passed the test within 5 attempts.

iv. For capacitance tests performed in the presencaestémers upon their
request, the Quality Assurance Department secamegles beforehand
where the routine testing results had shown to yredcapacitance
easily, and used these samples in the tests présence of customers,
when the tests should have been done on randormcéed samples.
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Stationary valve-
regulated lead-acid
batteries (BA model)
Flooded type lead-acid
batteries (BA model)

From 2000 until June 2018 at least, there werescadere there were
agreements with certain customers that high rgtaaitance tests and low
rate capacitance tests be conducted on certain Bdehmumbers, and
Inspection Reports stating the testing results dseied. However, the
Quality Assurance Department fabricated their ngstesults as if they hag
performed such tests despite the fact they hadumdtinspection Reports
stating that 100 percent shipments had passedetliemere issued ang
delivered to customers.

Inappropriate acts which
occurred after the Initial
Case Press Release

After the Initial Case Press Release, in respomdket customers’ reques
to conduct an investigation on the Stationary vabgulated lead-acid
battery for cycle use in LL model, although partlod result of the Test in

the Manufacturing Process of the said prodtijtafas not successful, false

Inspection Reports stating a part of the saidrigstesults were “missing
data” or “unable to be detected” were issued by Guelity Assurance
Department on August 8th in 2018, and delivereclisiomers

t

After the Initial Case Press Release, in respomsbe customers’ reques
to conduct an investigation on the three UP modetigcts shipped to
certain customers, although the part of the resfilise capacitance test wa
not successful, the Quality Assurance DepartmemtJuy 17th, 2018,
fabricated the testing results stating that theresult was successful ang
false Inspection Reports were issued and deliverébe customer. Also,
on August 3rd, 2018, with regard to one UP modetipct to be shipped to
the same customer, they conducted testing witkermifit inspection terms
from those agreed for the capacitance test witlsdiseomer, and Inspectior
Reports stating such testing results were issuetl dalivered to the
customer.

14

)

Other inappropriate acts: 0 in total

Characteristics of inappropriate acts at Nabarik&or

Ltd.

» Past General Manager of the Works were aware ppirmgriate acts. They include a General
Manager of the Works who later took a post of Riesi of Shin-Kobe Electric Machinery Co.,

> Among the products subject to inappropriate acgshaclear QA projects (orders of lead-acid
batteries for use in safety system within a nugeaver station).

> Another case of inappropriate acts occurred dfieinitial Case Press Release on June 29th, 20

18.

13 Referring to a test conducted in the manufactupirogess of products for quality verification (“T@sthe Manufacturing

Process”
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Section 3 Yamazaki Works

Overview of Yamazaki Works

History 1944 Completion of new varnish plant, perthe Paint Unit of Hitachi
1952 Became Hitachi Insulating Materials Works d@fkhi, Ltd,
1963 Separated from Hitachi, Ltd., and establiskeefamazaki Plant of

1965 Sakuragawa Plant (currently Sakuragawa S#s)established.

1968 Ishigami Branch Plant (later the name chamngédhtsuta Branch
Plant, which is currently Katsuta Site) was estdiad.

1990 Kashima Plant (currently Kashima Site of Gair¢) was
established.

1994 Sakuragawa Plant was integrated into Yamaakit.
1995 Katsuta Branch Plant was integrated into YakiaRlant.

plant which is part of Hitachi, Ltd. (currently Meazaki Works).
independent from Hitachi Plant.

Hitachi Chemical Co., Ltd.

acts

1999 Yamazaki Plant changed its name to YamazakkgVo
2000 Kashima Plant was integrated into Yamazakika/or
2010 Kashima Plant was integrated into Goi Works.
Related sites and | Yamazaki Site: Semiconductor related materialsc€s® materials
manufacturing Katsuta Site: Semiconductor related materials, @@sproducts
products Sakuragawa Site: Carbon products
Facilities and Book value of main facilities: 21,821 million yen
personnel Number of employees: 971
Products affected Ratio of affected products in the overall Workssabpprox. 7.6%
by inappropriate Affected customers: total number approx. 60 comgmni

Overview of inappropriate acts

CMP slurries (Katsuta
Site)

Since November 2007 at least, with regard to aeitespection items (pH,
conductivity, viscosity, impurity content (Na), pale size, refractive index,
and concentration of a non-volatile content (NVjggzribed in delivery
specifications with certain customers to be conetiicif they did not meet
the control values specified with the said cust@mmen though Customef
Specifications were met, based on decisions made3gnior Engineer ang
Staff Engineer in the Quality Assurance Departn@ndecisions based orn
discussions between a Senior Engineer and SenisedReher or Staff
Engineer and Staff Researcher in the Quality Ass@aDepartment,
Manufacturing Department, and development depattnmba said control
values were falsified, and false Inspection Repstdating testing results that
satisfied the control values were issued and d&id/é the customers.

Since August 2010 at least, with regard to the intypucontent (Na)
prescribed as certified values or Customer Spetifins in delivery
specifications with certain customers, when theaaneasured values met
the certified values or Customer Specificationksifiad Inspection Reports
containing certain values that differed from theaswered values were issued
and delivered to the customers.
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With regard to particle sizes, specified to be sabjo testing in delivery
specifications with certain customers, as the glartsize distribution
equipment (old particle size distribution equipment testing equipment
was out of order around March 18th, 2014 and M&4th onward, the
testing was conducted by other particle size distion equipment
(alternative particle size distribution equipmenithich was made by a
different manufacturer and has more accurate measnts producing
values different from actual values of the old jg#et size distribution
equipment. When testing results showed values nvaihiertain scope se
by the Quality Assurance Department, the figuresewalsified to match
the internal control based on the values of thepaldicle size distribution
equipment, and such Inspection Reports were issnédvere delivered to
the customers.

Varnish for die-bonding| Approximately from October 1998 until July 2018 thviegard to varnish,
paste (Ag paste) material of Ag paste which is a kind of die-bondipgste, delivered to
(Yamazaki Site) certain customers, although it was specified ifvdey specifications with
customers to conduct testing on inspection itenth sas ash, specifig
gravity, or impurities (Cl), in practice no suclstiag was conducted, and
fabricated Inspection Reports stating as if suckpaction had been
performed, were issued, and delivered to the custom

Die-bonding films Approximately from June 2015 until July 2018, désphe fact that the ng
(Yamazaki Site) testing was conducted on those inspection itemis aadlie shear strength,
peel strength, and flow volume, false Inspectiopd®es stating as if testing
was conducted, were issued and delivered to custome

Other inappropriate acts: 10 in total

Characteristics of inappropriate acts at YamazasiR4/

» Some of the past General Manager of Works wereewafasome of inappropriate acts regarding
CMP slurries.

» Anincumbent Executive Officer was involved in ipappriate acts at the prototype phase for some
CMP slurries products as a member of the developdepartment in 2008. T
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Section 4 Goi Works

Overview of Goi Works

History

1968 Started operations as petrochemiasudment of Yamazaki Plant
(currently Yamazaki Works).

1971 Became Goi Branch Plant of Yamazaki Plant.

1973 Separated from Yamazaki Plant and became éndiept Goi Plant
(changed the name as Goi Works in 1999).

2010 Kashima Plant was incorporated into Goi Works.

2016 Since Hitachi Kasei Polymer Co., Ltd. was afsg into Hitachi Chemical,
Noda Plant and Tokushima Plant which were branahtplof Hitachi Kasei

Polymer were incorporated into Goi Works.

Related sites and
manufacturing

Goi Site: Acrylic resins and other coating materi@alr electronic equipment

products and electronic components such as semictord, etc.

products Kashima Site: Acrylic resins and other Coatingnesised for paints,
Materials for printed wiring boards, etc.
Noda Site: Adhesives, etc.
Tokushima Site: Polyester resin, Polyurethane resm
Facilities and Book value of main facilities: 10,246 million yen
personnel

Number of employees: 520

Products affected
by inappropriate
acts

Ratio of affected products in the overall Workssabpprox. 51.1%
Affected customers: total number approx. 557 corgsan

Overview of inappropriate acts

Die-bonding films
(Goi Site)

Since September 2012 at least, with regard to guosucts of Die-bonding
films, although it was not an agreement with cugtsna responsible perso
for Shipping Inspection had to acquire a qualifmats an inspector according
to factory rules at Goi Works. However, a persorowdoes not have such
inspector qualification conducted visual inspectiélso around in June 2017
although the certification of the said inspectoalication regarding visual
inspection was not conducted, a list of certifiedpectors who were no
certified was prepared by the Quality Assurancedbepent and presented t
customers.

=

A=)

Hardeners (Goi Site)

Since April 2005 at least, with regard to Hardenalthough it was specified
in delivery specifications with customers that 10@%ting be conducted on
certain shipping inspection items (viscosity, sfiegjravity, neutralization
equivalent, and free acids), in practice the segliig was only conducted
around 1 out of 5 lots, and with regard to thoge ém which testing was not
conducted, figures were fabricated in order to ntagftomer Specifications
as if testing had been conducted, and false InigpmeReports were issued and
delivered to customers.
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Specialty acrylates
(Goi Site)

Since April 2005 at least, with regard to Specialtyylates, although it
was specified in delivery specifications with custys that 100%
testing be conducted on certain shipping inspedtems (viscosity,
specific gravity, acid values, waters and volajilés practice the said
testing was only conducted around 1 out of 5 latg] with regard to
those lots on which no testing was conducted, éguvere fabricated in
order to meet Customer Specifications as if testisg) been conducted
and false Inspection Reports were issued and detivi® customers.
Since 1998 at least, with regard to the above misdwlthough no
testing was conducted on ash, fixed testing reswdte fabricated and
recorded within a scope of meeting Customer Spatitins as if the
said testing had been conducted, and InspectioorRebased on the
said records were issued and delivered to customers

Release agents
(Tokushima Site)

Since 2005 at least, with regard to peel forcejnapection item, of one
product among Release agents products, if actumlesawere below
Customer Specifications, comparison was made betwiee said actual
values and the past accepted actual values, &ne faid actual values wer
equal to those of the past accepted lots, theagidhl values were falsified
and Inspection Reports stating figures around ftbwet limit of the

specification as testing results were issued alidedled to customers.

D

Co-polymerized
polyester resin for
adhesive
(Tokushima Site)

Since 2002 at least, with regard to CPR, an testimg, of two product type
of Co-polymerized polyester resin for adhesiveha@lgh Inspection Reportg
should state actual values, if the actual valuek bt meet Customer
Specifications, the said actual values were faldjfand Inspection Reports
stating the upper limit or lower limit of the spication were issued and
delivered to customers.

Other inappropriate acts: 24 in totHl][

Characteristics of inappropriate acts at Goi Works

» Before the internal revelation of inappropriatesatt\Works, the incumbent General Manager of Wo
were aware of some of those inappropriate actgdegaHardeners and Specialty acrylates.

» The Shipping Inspection work was shifted from theia@y Assurance Department to the
Manufacturing Department, and then it was subcotdthto a consolidated subsidiary by the
Manufacturing Department. Given the background isipersion of work and responsibility of
Shipping Inspection, as well as lack of manpower whuthe cut in labor costs, inappropriate actewer
caused and lasted for a long period.

»  All four sites which have different backgroundsealed inappropriate acts.

rks

¥ n principle, it is classified according to typafsproducts and inappropriate acts. When similadcat was revealed over
multiple similar type of products, in some casesgds treated as one case of inappropriate actsidtails, see 4.3 of Chapter
4 onward of the investigation report (full text*).

*The full text of the report is publicly discloséuJapanese only.
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Section 5 Shimodate Works

Overview of Shimodate Works

History 1958 (Shimodate) Established as Shimodi@bedh plant of Hitachi Insulating
Materials Works of Hitachi, Ltd.

1963 (Shimodate) Spun off from Hitachi, Ltd., taccbme Shimodate plant of
Hitachi Chemical.

1974 (Goshomiya) Goshomiya branch plant of Shimeg&int started
operations.

1980 (Goshomiya) Molded Synthetic Resin Productgsitin to become
independent as Shimodate second plant.

1986 (Minamiyuki) Minami Yuki plant was established

1999 (Shimodate) Changed its name to Shimodate $Vork
(Goshomiya) Changed its name to Goshomiya Works.

2010 (Shimodate) Goshomiya Works was integratedStmimodate Works.

Related sites and Shimodate Site: Printed wiring boards materialefpeg, copper-clad
manufactured laminates), polymer science materials (modelinnsdsetc.

products Goshomiya Site: Printed wiring boards materialgjpeg, copper-clad
laminates), electronic materials (films for disptaych panels, functional film
products), etc.

Minamiyuki Site: Electronic materials (encapsulants

Facilities and Book value of main facilities: 23,234 million yen

personnel Number of employees: 1,666

Products affected Ratio of affected products in the overall Worksesabpprox. 23.7%
by inappropriate Affected customers: total number approx. 512 corigsan

acts
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Overview of inappropriate acts

Prepreg
(Shimodate Site
and Goshomiya
Site)

Since November 2008 at least, with regard to some@rpg manufactured a
Goshomiya Site, although it was specified in delivepecifications with
customers that testing of volatile substances bedwtted according to JIS

standards or IPC standards, in practice no tesifngolatile substances was

conducted, and by referring to the results figumegsrevious Inspection Reports
figures were fabricated in order to meet Custonpmac8ications as if the said
testing had been conducted, and false Inspectigpofe were issued ang
delivered to customers.

Since 1994 at least, with regard to some preprawifaatured at Goshomiya
Site, although it was specified in delivery spewifions with customers tha
testing on resin flows be conducted according ® sfandards or IPC
standards, in practice a different testing mettaodtésting method unique tq
Hitachi Chemical) was conducted, and by referringhte results figures in
previous Inspection Reports, figures were fabritaie order to meet
Customer Specifications as if the said testinglteeh conducted, and fals
Inspection Reports were issued and delivered ttomess.

Since 1994 at least, with regard to some preprawifaatured at Goshomiya
Site, although it was specified in delivery spegifions with customers tha
testing of gel time be conducted according to IR&dards, values were
fabricated in a way deducting 15 seconds or 30rskcfrom the measured
values of testing conducted according to JIS stalsiand false Inspection
Reports stating them as testing results accorditig@ standards were issue
and delivered to customers.

Since April 1993 at least, with regard to some prgpmanufactured at

Shimodate Site and Goshomiya Site, although it sgeified in delivery
specifications with customers that testing of ress substances bg
conducted according to JIS standards or actual une@ent methods, in
practice testing was conducted by calculating nigstiesults using fixed
values of IPC standards, and Inspection Repotiagtsuch measured value
were issued and delivered to customers.

[

D

[

D

1)

[

1Y

L

Since 1994 at least, with regard to some preprawifaatured at Goshomiya Site
although testing results did not meet the Compaaypdardsy], if responsible

workers for such Tests in Manufacturing Process enadigment that such
deviation from standards were minor, and then testilts were falsified and
recorded in order to meet the standards, and fatgeection Reports based o
these falsified test results were issued and delid/eo customers.

15Referring to standards or product specificatiorsedaon company rules and other regulations sét iiaternally

(“Company Standards”).
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Copper-clad
laminates

(Shimodate Site
and Goshomiya

Site)

Since June 1993 at least, with regard to some capaeé laminates, although it
was specified in delivery specifications with cumtrs that performance testin
of each lot be conducted, in practice no suchngstias conducted, and with
regard to coating-cloth lots, which are intermegliptoducts, and to lots which
use the same copper foil and pressing machineprfmessing, only one lot
(original lot) was tested, while inspections ofatlots (small lots) were skipped
and false Inspection Reports, including those regathe results relating to the

original lots as also to the small lots, were iskard delivered to the customers.

Since June 1993 at least, with regard to some cepae laminates, although
it was specified in delivery specifications withstomers that peel strengt
testing of copper foils be conducted according I® standards or IPC
standards, in practice a different testing mettaodtésting method unique tg
Hitachi Chemical) was used, and Inspection Repstdting such testing
results were issued and delivered to customers.

Since May 2007 at least, with regard to some coplzaf laminates, although
it was specified in delivery specifications withstemers that resistance t
soldering heat testing be conducted according ® stindards or IPC
standards, in practice a different testing methad ihspection method
unigque to Hitachi Chemical) was used, and InspadReports stating such
testing results were issued and delivered to custem

J

Encapsulants
(Minamiyuki Site)

Although Shipping Inspection was conducted baseidgpection items in delivery,
specifications with customers, in practice pre-pangmed certain mathematicg
formula was used and false Inspection Reportagtéitie fabricated testing result
were issued and delivered to customers.

(2

Although Shipping Inspection was conducted baseidgpection items in delivery,
specifications with customers, if testing resultsd chot meet Customer
Specifications, false Inspection Reports statirigiffad figures in order to meet
Customer Specifications were issued and deliveredistomers.

With regard to inspection items in delivery spewfions with customers, ng
Shipping Inspection was conducted, and based ontdsing results of raw
materials supplied by raw material makers, testegylts on the said inspectio
items were fabricated, and false Inspection Repeei® issued and delivered t
customers.

-

With regard to inspection items in delivery speawfions with customers, ng
Shipping Inspection was conducted, and false Ingge&eports stating falsified
testing results on inspection items in deliverycsiieations, based on measure|
values of different inspection items, were issued @elivered to customers.
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Molding resins
(Shimodate Site)

Since October 2008, with regard to some moldinmse# the testing results did
not meet the Company Standards regarding inspedtEms in delivery
specifications with customers, those figures iriingsresults were falsified in
order to meet Company Standards, or testing reaudts falsified to meet the
acceptance criterion, and false Inspection Repoet® issued and delivered t
customers.

Anisotropic
conductive films
(Goshomiya Site)

From around June 2017 until July 3, 2018, with rdg@ some anisotropic
conductive films delivered to certain customersesponsible inspector in the
Manufacturing Department did not conduct testingtak strength which was
specified in delivery specifications with customeasd false Inspection Report
with fabricated testing results based on previotisad measured values wer|
issued and delivered to customers.

Functional film
products
(Goshomiya Site)

From around 2005 until June 2018, with regard tmesdunctional film
products delivered to certain customers, if testegults of adhesive force
did not meet Customer Specifications, false InspecReports stating
testing results falsified by a responsible inspeatothe Manufacturing
Department in order to meet the Customer Spedifieatwere issued and
delivered to customers.

At least from around 2005 until around 2014, wihard to some functional
film products delivered to certain customers, alito it was specified in
delivery specifications with customers that testifigadhesive force should
take place at least 48 hours after the manufagfunmpractice testing wag
conducted by a responsible inspector in the Marnuifsag Department soon
after 24 hours in order to place priority on busmefficiency, and thus
Inspection Reports stating such testing resultewssued and delivered tg
customers.

D U

D

Other inappropriate acts: 7 in total
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Characteristics of inappropriate acts at Shimouébeks

For example, while inappropriate acts with regasdehcapsulants was somewhat systemd
misconduct, discussed and started by the develdpmemager, manufacturing manager, and qua
assurance manager, there were other inappropcstear example, concerning prepreg, which we
executed by personal judgment at the site, whdoenration was withheld at a section chief lev
and the practice continued without the knowledggedple at manager levels. Thus, there wal
contrast in terms of systematic misconduct andsttogpe of communication.

Some of the falsification with regard to encapstdamas carried out with the knowledge of th
deputy general manager of Works and two Executiffeds at that time (the incumbent Vicg
President is one of them).

With regard to some of the products related topnapriate acts at Shimodate Works, all or some
the Shipping Inspection was transferred to the Meturing Department.

As inspections started to be conducted on the immshich Year-2008 Investigation revealed th

itic
ity

D

v

of

no testing had been conducted, falsification beasome products records.
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Section 6 Matsudo Works

Overview of Matsudo Works

History

1960
1963
1968

1985
2014

Established as Matsudo plant of Hit&ako Co., Ltd. (At that time).
Absorbed into Hitachi Chemical Co., Ltd.

Spun off from powder metal products divisiang became Matsudo
plant of Hitachi Powdered Metals Co., Ltd.

Katori plant (currently Katori Site) was edistied.

Absorbed into Hitachi Chemical, and becamesciMatsudo Works

Related sites and

Matsudo Site: Powder metal products (machine comptsrand bearings)

manufactured Katori Site: Powder metal products (machine compt)eink ribbons, and
products chemicals

Facilities and Book value of main facilities: 11,093 million yen

personnel

Number of employees: 717

Products affected
by inappropriate
acts

Ratio of affected products in the overall Worksesabpprox. 11.0%
Affected customers: total number approx. 63 congmni

Overview of inappropriate acts

Site and Katori Site)

Powder metal products
in general (Matsudo

Since 1970s, with regard to powder metal produntduyding development
phase products (prototype)) which did not meet @ust Specifications at
Shipping Inspection, by following Factory Ruledvidtsudo Works, officers
above certain levels at the Quality Assurance Depart decided to ship
those products which did not meet Customer Spetifins (internal
concession), and further if Inspection Reports weggiested by customers
false Inspection Reports stating falsified figuire®rder to meet Custome
Specifications were delivered.

Mechanical fuses
(Matsudo Site)

Since around March 2005, with regard to some meachhruses
delivered to certain customers, when the actualsorea values of
limiter breaking strength—one of the inspectiommiseincluded in the
advance evaluation to be conducted on the basegfements with
customers—did not meet Customer Specifications,neegs in the
Quality Assurance Department replaced samples &ulje advance
evaluation for submission to the customers withldpots from different
lots manufactured previously, and they recordedchikasured values of
those lots, which met Customer Specificationsheéadvance-evaluatior
request forms, and delivered them to the customers.

Since around December 2006, with regard to somehamécal fuses
delivered to certain customers, an engineer inQuoality Assurance
Department fabricated actual values of limiter kieg strength in the
advance evaluation, using preprogrammed certaihenatic formula,
then stated these values in the advance evaluegiuest forms, and

delivered these to customers.
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Since around February 2004, with regard to someharécal fuses
delivered to certain customers, a worker at Matsddoufacturing Unit

did not conduct measurement of limiter partial nraddsplit density,

which was an inspection item in the advance evianaand instead
fabricated the actual values and stated them iradveance evaluation
request forms and delivered to customers.

Soft magnetic materials
(Matsudo Site)

With regard to some soft magnetic materials dedigdo certain customers
when actual values of glossy surface ratio or jeurface ratio did not mee
Customer Specifications, Inspection Reports statafmjicated figures in
order to meet Customer Specifications were issyedrbinspector at the
Quality Assurance Department and delivered to enste (Falsification of
glossy surface ratio started from November 2012ast, and falsification
of joint surface ratio started from May 2012 atskka

[

Anode materials for
consumer lithiumion

batteries (Katori Site)

Since around February 2014, with regard to someleraterials for

consumer lithiumion batteries delivered to certaistomers, researchers at

the Energy Storage and Tribology Materials R&D dapant did not
conduct testing on inspection items such as oxygemtent, nitrogen
content, and total dissolved metallic impurity levend false Inspection
Reports stating fabricated figures were issueddatisdered to customers.

Other inappropriate acts: 7 in total

Characteristics of inappropriate acts at Matsudgk#/o

» With regard to powder metal products, “internal @assion” based on the Works Rules has been
conducted for a long time.

> ‘“Internal concession” was conducted in multiple a®ments such as the Quality Assurance
Department, Powder Metal Development & Design Diepant, to the knowledge of some of the
past General manager of Works.

> ‘“Internal concession” was conducted on productsondt at the mass production phase, but also
the development phase.

at
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Section 7 Saitama Works

Overview of Saitama Works

History 1962 Established as Saitama plant of Nipptmrage Battery MFG. Co.,
Ltd. (At that time).
1967 Tokyo plant of Nippon Storage Battery MFG.,Qad. was
completely transferred to Saitama plant.
1969 Became Saitama plant of Shin-Kobe Electricthfery Co., Ltd.
through the merger of Nippon Storage Battery MF@., Ctd. and
Kobe Electric Machinery Co., Ltd.
2016 Absorbed into Hitachi Chemical, and becameectwiSaitama Works|
Manufactured Automotive batteries, electric power storage systddC power supply
products equipment, AC uninterruptible power supply, elecgolf carts
Facilities and Book value of main facilities: 4,216 million yen
personnel Number of employees: 402
Products affected Ratio of affected products in the overall Worksenewes: approx. 36.4%
gztisnappropriate Affected customers: total number approx. 669 corigsajf|

Overview of inappropriate acts

Automotive batteries

At a time of design development of automotive br@te certain inspection
items (5-hour rate capacity, RC, high rate dischaitgaracteristics duration

high rate discharge characteristics voltage, CO#arge acceptance, and

idling stop life; the items subject to inspectioffated according to custome
and product) did not meet specifications requirgccbbistomers. However,
since around 2005 at least, specification chartscdiner documents stating
specification required by customers, even if thagw they failed to meet
specification, have been delivered and approvedusfomers. Also with
regard to testing at the design development phiesting results were
fabricated or falsified in order to meet specificas required by customers

)

y

and false test reports were issued and delivereddtomers.

16 Aggregatiorwas conducted according to the recommended usaipe pé the affected products.
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At least from around 1990 until September 2018hweégard to typical
inspection items (5-hour rate capacity, RC, highe radischarge
characteristics duration, high rate discharge dtarstics voltage, CCA,
and charge acceptance; the items subject to inepeatiffered according to
customer and product) in delivery specificationghwtustomers, both
testing at the initial goods delivery and periadisting were not conducted.
Also when Inspection Reports were requested bymests, testing resultg
were fabricated as if testing had been conductad, false Inspection
Reports stating the acceptance, were issued aivebidel to customers.

Power supply equipment At least from around 1991 until September 2018hwégard to rectifiers
which constitute power supply equipment, although testing was
conducted on output constant voltage characteristtases where input
(AC) frequency was set at rated value +5% and ratdde -5%, testing
results were fabricated and false Inspection Retating falsified results
were delivered to customers.

Other inappropriate acts: 0 in total

Characteristics of inappropriate acts at Saitamaké/o

» The General Manager of Works concealed from theagement the inappropriate acts regarding
the inspection of automotive batteries by Qualigs@&rance Department after the initial case press
release.

» Some automotive batteries not meeting certain redupecification had been shipped.

» Not only inappropriate acts regarding inspectionth®yQuality Assurance Department, but also
some inappropriate acts by the Battery DeveloprardtDesign Department at the design
development phase was confirmed.
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Section 8 Hikone Works

Overview of Hikone Works

History 1962 Established as Hikone plant of Kobek&eisakusho

1969 Kobe Denki Seisakusho and Nippon Storage BatéG. Co.,
Ltd. were merged to form Shin-Kobe Electric Machyn€o.,
Ltd.

2012 Shin-Kobe Electric Machinery Co., Ltd. becaangholly owned
subsidiary of Hitachi Chemical)

2016 Shin-Kobe Electric Machinery Co., Ltd. wasabsgd into Hitachi
Chemical, and Hikone plant became Hikone Works.

Manufactured Unit components (plastic gears, precision moldirggpcts, composite molded
products plastics, and sheet-formed products)

Electronic materials (prepreg, copper-clad lamisadduminum base PWB

material, insulation laminates, mass laminates, etc

Facilities and Book value of main facilities: 3,653 million yen

personnel Number of employees: 252

Products affected Ratio of affected products in the overall Worksenewes: approx. 75.6%
gé/t;nappropnate Affected customers: total number approx. 78 comgani

Overview of inappropriate acts

2]

Precision molding products During part of the period from at least around 20m#l around June
(impeller) 2018, in terms of one type of impeller producedHiitone Works,
although no testing was conducted on curing time wiscosity of
molding materials of impeller which were requireddgreements with
certain customers, production history charts werepgred with
fabricated test results as if the testing had leeewucted, and delivered
to those customers.

38



Copper-clad laminates

From at least around 2002 until July 2018, withareigo copper-clad
laminates products in general, although some gb@hg Inspection
were not conducted on inspection items such asingestrength,
resistance to soldering heat, resistance to flamselation resistance
and air heat resistance, which were required iivelgl specifications
with customers, those products were shipped, aritiely in cases
where the delivery of Inspection Reports was retgaelsy customers,
false Inspection Reports stating fabricated figurefalsified testing
results, as if inspection had been conducted, issued and delivered
to customers.

From around October 2014 until around June 2016yeadkas from
around May 2017 until July 2018, with regard to sopmoducts of
CEL series of copper-clad laminates, when testsglts did not meet
Customer Specifications on peeling strength—orieggfection items
included in the Shipping Inspection to be conduadedhe basis of
delivery specifications with customers, figures evilsified and false
Inspection Reports stating fabricated figures stirtg results in order
to meet Customer Specifications were issued andvedetl to
customers.

Insulation laminates

From November 2012 until July 2018, with regarcgdmne products
of insulation laminates, although inspection itesush as insulation
resistance, heat resistance, specific gravity, resistance to flame,
were required to be included in Shipping Inspectmd Inspection
Reports on the basis of delivery specificationshwitistomers, in
practice no Shipping Inspection was conducted,fatsg Inspection
Reports stating fabricated figures or testing itssas if inspection had
been conducted were issued and delivered to custome

From at least around 2003 until July 2018, witharegto some
products of insulation laminates, although insgecitems such ag
insulation resistance, heat resistance, specifivity; and resistance
to flame were not required to be included in Shigpinspection and
Inspection Reports on the basis of delivery spedfibns with
customers, false Inspection Reports stating fataitdigures or
results as testing results were issued and detivereustomers.
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Mass laminates

From at least around May 2005 until October 2048 were some
instances where Shipping Inspections, set out byivestg
specifications with customers, were not conductethe frequency
agreed with customers, and although no Shippingelction was
conducted in such cases, false Inspection Repmtiag fabricated
figures or testing results as if inspection hadnbeerformed, were
issued and delivered to customers.

From at least around July 2015 until July 2018hwetgard to mass
laminates, when testing results on shipping inspeétems set out
in delivery specifications with customers did noteh Customer
Specifications, testing results were falsified datse Inspection
Reports stating figures in order to meet CustonmecBications
were issued and delivered to customers.

From around 1998 until around April 2017, when testilts at a Test]
in Manufacturing Process did not meet Customer pations,
false Inspection Reports stating falsified figupgexcluding figures
outside Customer Specifications were issued andvetet to
customers.

Other inappropriate acts: 11 in total

Characteristics of inappropriate acts at Hikone k§or

> For unit components and electronic materials, resgy, inappropriate acts of not conducting
routine inspection in general were confirmed.

» The main motivation for these inappropriate actsavexplained as lack of time for inspections arj
testing due to the shortage of personnel, whichidetle fabrication and falsification of the
inspection and testing results.

» Senior management was not confirmed as being iedalv major inappropriate acts. It was
generally seen that the senior managers were pabt@of managing and supervising properly th
work done by their subordinates, and there was/stem or environment where their subordinate
could report inappropriate acts to their managers.
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Chapter5 Company'’s Internal Control System
Section1  Rules and Regulations of Hitachi Chdcal Co., Ltd.

1

Classification of rules and regulations of Hitabi Chemical Co., Ltd.

Internal rules and regulations of Hitachi Chemfcal, Ltd., stipulated in “Regulations and Managemen
Rules” 7] and its annexed table (1) “Content of Rules aedWations, and Person Authorized to Plan,
Establish, Amend, Abolish, and Promulgate the hdkRules” are broadly classified according to the
scope of the application as “Company-wide Rule” &fattory Rule.”

As shown in Table 3, in “Company Rule” in “Compamde Rules,” the general meeting of
shareholders is defined as the person authorizedstablish, amend and abolish the articles of
incorporation, the board of directors is definedresone to do the Rules of the Board of Direcéotd the
Rules of Share Handling while president and CE@efined as the one to do all other Company Rules.
General Managers of responsible departments aireededs the ones to do the Hitachi Chemical Indhlstr
Standards (C.1.S), the Corporate Business Stand@rBsS), and the Departmental Rules which stigulat
“Authorities to be delegated to the General Managéresponsible departments.”

In “Factory Rules”, general manager of factories defined as persons authorized to establish, amend
and abolish the most part of “Factory Rules” areltfitachi Chemical Industrial Standards (C.1.S) tred
Corporate Business Standards (C.B.S), howevemperations, procedures, and standards for principal
business for which related department and sectiowarks are responsible” of “Factory Rules,” the
Managers of responsible departments of the facgt@rie defined as the ones to do the regulations.

Table 3 Classification of rules and regulationslgachi Chemical Co., Ltd.

Classification according
to the scope of the Classification Description
application

Person authorized to amend
and abolish the rule

General Meeting of

Articles of Incorporation Shareholders

Rules of the Board of Directors, Rules of Share
Company Rules | Handling
All other corporate rules and regulations except
the above (Basic Rules, Organizational Rules, HR President and CEO
Rules, and Business Management Rules)
Regulations of basic-business-related authorities
Departmental to be delegated to the General Managers of
Rules responsible departments, and their operations,
procedures, and standards

Board of Directors

Company-wide Rules

Hitachi
Chemical
Industrial
Standards

(C.L.S)
Corporate
Business Standards to define form, size, and quality of
Standards supplies and papers

(C.B.S)

Standards to define form, size, and quality of General Manager of
products, materials and equipment responsible department

17 Regulations and Management Rules, stipulatinggieatident and CEO has authority to establishulesywere established
in April 1, 1963, and have never been amended sieeording to persons concerned who undertookritesview surveys,
even though there has been no inconsistency thanewgatively affect business practice, some rutenat reflect the actual
procedures. An example is the Article 16 whichdtiges that “the person who plans to establish,nah@nd abolish the
Company-wide Rules shall require approval of theesal Manager of the Administration Department.tiAs matter of stands,
such person confers with the General Manager gp@ate Business Strategy Headquarters in chargegafl Group
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Most of the Basic Rules, Organizational Rules, .
B General Manager of factories|
HR Rules, and Business Management Rules
Factory -

Regulations Operations, procedures, and standards for General Manager of
principal business for which related department responsible department of
and section of Works are responsible Works

Hitachi
Factory Rules ﬁgigﬁ;l Standards to define form, size, and quality of
Standards products, materials and equipment
(C.L.S) General Manager of factories|
Corporate Standards to define form, size, and quality of
Business supplies and papers
Standards
(C.B.S)

2 Summary

Rules and regulations of Hitachi Chemical Co., laiet classified into two levels: Company-wide level
and Factories level. As mentioned above, “Reguiatiand Management Rules” dealing with persons
authorized to establish the rules have never beeanded since its establishment in 1963, and
inconsistencies have been found between the rotkthe actual procedures in some areas.

Rules for Factories are established by individaatdries and Sites. Hitachi Chemical as a whole has
never conducted organizationally traversing checknoroduction of and conformity to these rules. In
addition, no department/section has ever checkedistency of them.1§] Rules relating to quality
assurance are put in place by individual Factaaies Sites to meet the requirements of ISO/IATF for
which Factories and Sites have individually acqlire certificates. Accordingly, the intention atathi
Chemical headquarters may not be accurately refldotrespective “Factories Rules” in a timely mamn
in case that the headquarters need to develop egldajuality management system or amend company-
wide rules and regulations.

In recent years, Hitachi Chemical has promoteds&ueturing of organization through, for example,
M&A of subsidiaries of Shin-Kobe Electric Machine@p., Ltd. and other companies. Such subsidiaries
seem to have followed the conventional rules amgilegions even after merger. If Hitachi Chemical
reviews the rules and regulations to prevent reweocge of inappropriate acts found in the Invesitga
we consider that Hitachi Chemical shall also revawshorities to establish rules and regulationsaath
level, and rebuild an organizational structurerisuge consistency among Company-wide Rules, Factory
Rules and Factory Regulations, taking into accthumtcurrent organizational structure.

18 In case that Hitachi Chemical’'s company-wide raed regulations for quality assurance are amer@ederal Manager of
CSR Quality Assurance Department requests eachriiastof necessary amendments or development dabfyaRules in
accordance with the amendment, however, he/shadiahecked if amendments or development were ragdequested.
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Section 2
1 Outline

Organization Relating to Quality Assrance

Assignment of duties and responsible units relainguality assurance is shown in Table 4. Thigetab
shows an example in Nabari Works.

Table 4. Duties assigned (in Nabari Works)

Headquarters

Responsible Unit

Duties assigned

Production Strategy
Office

Production Integration
Division

Nabari Works
Production Integration
Division

Quality assurance in business units of

Nabari Works

Energy Storage
Business
Headquarters

Quality Assurance
Center

. Handling quality assurance for batteries an

related equipment

. Handling regular audits related to nuclear

power and qualify and adopt new products

. Promoting quality assurance activities

including improvement of quality, activities
for reducing defects and handling of Produ
Safety & Product Liability related laws and
regulations

ot

Corporate Business
Strategy
Headquarters

Quality Assurance
Group

CSR Quality
Assurance Department

. Contact point to handle inquiries about

quality assurance from outside

. Promoting activities to prevent Product

Liability related accidents

. Analyzing change in products quality in

Hitachi Chemical Group and promoting
improvement activities

Risk Management
Center

Compliance & BCM
Group

. Promoting and ensuring compliance

management of Hitachi Chemical Group

. Promoting measures to oppose antisocial

forces

. Promoting measures against risks and crisi

management

. Maintaining information security

Risk Management
Center

Auditing Office

. Auditing Hitachi Chemical Group and

providing proposals and supports for basic
business improvement in Hitachi Chemical
Group

. Promoting internal control
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No other provisions for assignment of duties argpoasible units relating to quality assurance was
found [9. It is likely that authority and responsibilitgif quality assurance are not clearly allocated.

The interview surveys conducted by the Committeeakthat the Auditing Office does not directly
audit quality of the products, but delegates IE®R Quality Assurance Department which re-consigns
to Quality Assurance Center. So actually, Qualitgsérance Center is in charge of auditing quality
assurance of all products of Hitachi Chemical.

If such “multi-layered” commission is actually dgiteneans that the duties disregarding the assgihm
of responsibilities have been commissioned withmdessary approval. In general, any delegatiny part
is required to monitor the party to whom the awdjtis delegated. It may, however, be gathered frem
interviews that no such monitoring had been perémtrhetween the Auditing Office and CSR Quality
Assurance Department or Quality Assurance Center.

It is possible that every level of the company p#alittle importance on ensuring quality assurafoe
reason for this seems to be the fact that Hitadiendcal has not clarified where the authority and
responsibility lie in terms of quality assurance.

Summary
Issues involved with the company’s authorizatiod agsponsibility relating to quality assurance in
terms of design of internal control system are:

- Auditing Office is a subordinate unit of Risk Mamsgent Center and does not act under the direatatont
of President, which also is directed by the Audin@nittee. In general, companies with nominating
committee, etc. are required to make their auditrodtee and audit office closely coordinated toitud
the condition of maintenance and operation of imdercontrol. Hitachi Chemical, however, cannot be
regarded to establish a system to make a closdioadion in light of rules and regulations. Thigpartly
because the actual audit activities are not cleatited, which leads to ambiguity of duties and
responsibilities assigned.

- Head of Risk Management Center holds the posteohtfad of Audit Office concurrently. Therefore, it
is not assumed that Audit Office audits Risk Mamaget Center and subordinating Compliance & BCM
Group.

- Duties of Quality Assurance Department are not iwithe scope of monitoring performed by Audit
Office.

- Of the Quality Assurance Department in a Works, lével of skills required of certain posts (general
managers, chief engineers and expert engineetisg ifield are not clearly defined. The system iniclvh
superiors supervise the execution of duties by glibates is imperfect: superiors of engineers db no
supervise the inspectors. The company lacks trgitirhelp employees acquire knowledge of products
and inspections.

- As for rotation of HR in Quality Assurance Departeback office personnelq are sometimes
transferred from R&D or manufacturing departmehtsyever, rarely to other departments. This tendency
may prevent personnel of other departments in tbek§from understanding duties of quality assurance

191n the Investigation, we found that “Table 4. Dstssigned” is all that describes duties assigalatimg to quality
assurance and no rules and regulations stipulatbesrity and responsibility of each unit. In orderclarify where the
responsibility and authority lie, we performed samterview surveys.

20 personnel who does not directly perform inspestigeneral managers, chief engineers, expert esrginengineers, and
planners
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- Very vague chain of command for quality assuranoeray units of Business Headquarters confuses
matters to be reported, results in lacking appetprcoordination.

Section3  Company-wide Investigations for Qudy Management
1  Year-2016 Product Audit

CSR Quality Assurance Department, as the key jailet]ly performed product audits from April to July
2016 (hereinafter referred to‘a&ear-2016 Product Audit” ) with Quality Assurance Centers of Business
Headquarters, primarily for the purpose of validgtconformance to ISO 9001 requirements. According
to the auditor of CSR Quality Assurance Departnveind implemented the Year-2016 Product Audit,
another purpose of the audit was transmissioneoétiditor's knowledge and experience of producitaud
to his/her subordinates, considering the auditeo@n-to-come retirement and no appointment of éis/h
successor. Before the audit, the auditor had a$ieedpproval of General Manager of CSR Quality
Assurance Department and had been approved.

Works and Sites to audit were Nabari Works, Saitd/oeks, Hikone Works, Matsudo Works, and Noda
and Tokushima Sites of Goi Works which had not utadken product audits by 2014.

Prior to the audit, the auditor of CSR Quality Assice Department prepared check lists of produditgu
and directed each location subject to the audibtaduct Self-Auditsq] in accordance with the lists.

In response, from April to May 2016, the persortlimarge of each Works selected products to audit,
conducted Self-Audits in a way of random samplifigreducts from respective arbitrary models. Then,
he/she reported the results to CSR Quality AsserBapartment.

After Self-Audit, one personnel each, appointethasauditor, from CSR Quality Assurance Department
and Quality Assurance Center of each Business Heatis jointly conducted the one-day Audd]tfrom
May to July 2016. The quantity of products selettg@ach Works differs among Works, and only one or
two sample(s) to audit was selected from arbitradels of relevant products. In every Works, the
auditors selected products and also samples fokulé.

The Year 2016 Product Audit focused the auditau@itng documents submitted by Works. No original
data nor workplace production processes was audited

After completion of the Self-Audit and the Audibietauditors from CSR Quality Assurance Department
and Quality Assurance Center of each Business Hesadys said to direct, via the audit report andiem
each Works to address defects identified during/Aadiit and non-compliance identified during thedu
No follow-up for Works corrective actions, howevbad been conducted by the auditors. The auditors
believed they could judge that no serious defeatsion-compliance was identified with the resuftthe
Year-2016 Product Audit. As a consequence, thay teaieport to the Executive Officer of CSR Quality
Assurance Department that no serious issue wasfiddn

21An audit covering a location that is conducted iy lbcation itself. (hereinafter referred to &elf-Audit”)

22 An audit performed for each location by the CSR IuAssurance Department or the Quality AssuraGeater of each
Business Headquarters. (hereinafter referred thea$Audit”)
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2

Year-2018 Product Compliance Audit

On December 4, 2017, in response to the successiverence of inappropriate cases of quality cdntro
Japan Business Federation issued a statement ‘Riesbonse to Quality Control Irregularities” t@ it
member companies and organizations, and calledemm to conduct investigations of inappropriate acts
and frauds regarding quality control on their owitiative including their related companies andliatied
group companies. The time limit for such invesiigas was not specified.

In response, the company president called on alhufa&aturing locations to conduct products
compliance audits (hereinafter referred t¢“asar-2018 Product Compliance Audit”) to check if data
of Inspection Reports were falsified or not. CSRaligy Assurance Department, as the key role, was
appointed to conduct the audit, however consigred dctual performance of the audit to Quality
Assurance Center of every Business Headquarters.

The auditor of CSR Quality Assurance Departmenpgmed check lists of products compliance audits
beforehand, and directed the auditor of Qualityuhasce Center of every Business Headquarters to
conduct the Self-Audit and the Audit in accordanggh the lists. The auditor of CSR Quality Assuranc
Department also called on to (1) investigate ifadait arbitrary item number or lot were falsified rayt
after sampling; and (2) check if there were waipreducts), and shall also sample and investigaté
lot of waivers, if appropriate. However, no detdilaethod of sampling and humber of required samples
were specified. It was planned that the time liroftthe Self-Audit for products of domestic manutaing
locations were the end of January 2018, and oAtidit, the end of March 2018. Those for products of
overseas manufacturing locations were the end ofM2018 and the end of September 2018, respegctivel
In reality, implementation of part of the Audit foverseas manufacturing locations have been lattipg.

In response, the person in charge of each domeéatiks conducted the Self-Audit of the products
specified by the auditor from December 2017 to 44018, and reported the results to respectisigau

After Self-Audit, one to three personnel(s) eagipainted as the auditor, from CSR Quality Assurance
Department and Quality Assurance Center of eaclinBss Headquarters jointly conducted the one-day
Audit from February to March 2018. The quantityprbducts selected by each Works differs among
Works, and only one or two sample(s) to audit vedscied from arbitrary models of relevant produlets.
every Works, the auditors selected products anal sdsnples to audit. There were some cases where
samples identical to those selected for the SetftAwere selected to the Audit. Year-2018 Product
Compliance Audit also focused the auditor’s audititocuments submitted by Works. No inappropriate
act was identified nor reported to CSR Quality Aasge Department.

Lastly, summarizing the results of product comp@raudits, CSR Quality Assurance Department
reported that no issue was found at the Executflieegds’ Meeting held on May 11, 2018.
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3 Summary

CSR Quality Assurance Department, as the key paefprmed the Year-2016 Product Audit and the
Year-2018 Product Compliance Audit, however, nailed method of selecting samples to audit was
specified, except the stipulation that lot(s) ofweas shall be sampled, if applicable. Normallyzalitor
shall select samples to audit, however, some sangglected for the Audit were found to be identioal
those selected for the Self-Audit. Actually, suemples were selected by the person in charge &f eac
Works subject to the Audit. As number of requirachples was not specified, only one or two sample(s)
was selected per each product, which was insufficj@antity for sampling. No original data, inclogi
test data, was always audited.

Limited number of staff and time spared for condgcaudits for each location subject to the awglit i
considered to be another cause of performing inzatecaudits.

Section 4 Internal Reporting System
1 Outline

Internal Reporting System of Hitachi Chemical ®drits operation in November 2004. Rules and
regulations which give a basis of the system idrikernal Reporting Rules.

Persons who can report are employees of Hitachin@a¢ (including contract/temporary/fixed-term
employees, part-timers and casual staff), contmackers from an agency working in Hitachi Chemical,
employees of group companies, and contract woikens an agency working in the group companies at
the time of reporting (Article 2 of the Internal pteting Rules).

Compliance & BCM Group of Risk Management Centewvag as internal and external recipient of
informants’ reports: “Contact Point of Internal Hate” and “Contact Point of External Hot Line” (#¢le
5 of said Rules. The Article stipulates that thporéing site is “CSR Office,” which represents et
Compliance & BCM Group of Risk Management Centefljtachi Chemical outsources external
consultation services to an external law firm.

Informants can report to internal consultation smw through the exclusive page of HC-NET, post,mai
direct lines, in-house mail, and email; and to Bxdeservices through email and post mail.

2 Summary

The company'’s Internal Reporting System confornthi¢olnternal Reporting Rules which stipulate the
framework of Internal Reporting System, protectishinformants, confidentiality obligation of the
recipient of informants’ reports, and obligationadficers and employees to cooperate for investgat

Using various channels, the company is working towddespread recognition of two points of contact:
Internal Hot Line and External Hot Line. Even thhube system had been introduced, the inappropriate
acts, which were found in the Investigation, hasiegoainnoticed. With reference to the results of the
interview surveys, we found that one reason whyinlappropriate act had been left unnoticed was the
employees’ insufficient trust in the Internal Repuy System and its operation: the employees
misunderstand that the system mainly covers haexssrhey have little expectation that a notifioati
resolves issues; in fear that the privacy of tHermant is not protected and treated unfairly floe t
notification, many of them are discouraged fromifgivtg.
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Chapter 6  Inappropriate Acts Revealed in 2008nd Status of Responses
Section 1  Facts and Development of Inappropria Acts Revealed in 2008
1 On August 21, 2008, Chairman Tetsuo Odashiro e@fthdit Committee (at the time; hereinafter in this
chapter, titles are those at the time unless otiserstated) referred to a recent case at anothepaay in
which required items in Shipping Inspections hadrbemitted and inspection data had been fabricated,
which that company said had been discovered througinal “self-inspections.” He instructed the Qya
Assurance Office at the Headquarters (currentlyGB&® Quality Assurance Dept.) to ascertain whether
anything similar had occurred at Hitachi Chemiddie Quality Assurance Office then instructed the
managers of quality assurance department at aksito investigate whether there had been instasices
(1) non-compliance with performance testing requiats for products certified under JIS or other
certification, and (2) non-compliance with performa testing agreements with customers. (Hereinafter
issues identified in those investigative resulesraferred to as the “Year-2008 Issues.”)
Hitachi Chemical’'s domestic works at the time wtre Yamazaki, Goi, Shimodate and Goshomiya
Works.

2 Later, results of self-inspections/self-assesssandtl follow-up investigations were integrated aftir
an Executive Officers’ Meeting on September 22 énadied, the general manager of the Quality Assurance
Office reported to those present on the investigatesults below. Attendees on that day were Kagzuyu
Tanaka, Vice President and Executive Officer; Kamly Tsunoda, Vice President and Executive Officer;
Hiroki Sashima, Executive Officer; Yoshihiro Nomuiaxecutive Officer; Naoki Teramoto, Executive
Officer; Shigeru Hayashida, Executive Officer, dbeineral Manager of the Quality Assurance Section.

1) There was no non-compliance with performanceéngsequirements
for products certified under JIS or other certifioa.

2) There were 33 instances of non-compliance vgteements with
customers, broken down as follows (as of Septer@Bger
(1) Data reported but inspections not conducted: 21

(2) Data reported based on inspections of subssitt
(3) Testing was of a decreased number (N) of sanpte.: 63
Total: 33

23 This means that testing was less than was agritedustomers.
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Products

Business Sector .
(No. of non-compliance cases)

Total in Advanced Performance Materials 9 prod(tsscases)

Total in Automotive Products -

Total in Electronic Materials 9 products (12 cases
Total in Electronic Components Business Sector odyts (8 cases)
Total in the entire company 25 products (33 cases)

When the above-mentioned attendees were told ofllowe results, they responded to the general
manager of the Quality Assurance Office mainly vifid following points:

1) Sectors that could effect corrections (inspectiactganges to specifications) would start
promptly.

2) Sectors requiring great amounts of resources faection would reconsider in the manner
below.

(1) Consider internally whether or not delivery spexgifions could be changed or negotiate
with customers

(2) Check proper resources (clarify deadlines)
(3) Start with possible inspections (inspectors toib@rinciple, obtained internally)

3) Consider whether measurements would be performdebbywing inspection equipment or
out-sourcing

3 On October 7, 2008, when the results in item 2ralveere reported to President and CEO Yasuji Nagase
(hereinafter referred to as “President Nagase”yekponded mainly with the following points:

1) Reporting without conducting the inspections isxmesable.
2) In order to prevent recurrence, investigate theitams below in all 33 cases.
(1) What was the real cause and why did they lie?
(2) Talk to the parties and find out who (real najriastructed what. The evil must be rooted
out as soon as possible. Investigate these witteénoo two weeks.
3) These cases are not “inappropriate acts”; thegrarees against customers. Fix our bad culture,
straighten ourselves, and stop cheating.

4) In doing corrections, when negotiating with custosnde careful about, for example, how to
ask them.

4 On October 21, 2008, President Nagase receivepaxtron how it happened, who gave instructiorts, et
— new results of investigations since the repoitem 3 above (as of this time, no new inappropraatts
were revealed) — and responded mainly with the¥adhg points:
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1) Re-inspect non-compliant items

(1) Cannot believe these things were continued frordearessors so easily. Not the work of
quality assurance.

(2) Show with evidence that re-inspection for whetherai there were other non-compliance
items than the 33 cases was actually done.

(3) Eliminate bad culture, and make certain all parfiddlsw the rules.

(4) “Placing priority on dealing with quality issuesyhich was stated as a cause, was the
correct judgment, but it was a mistake that rulesewnot revised to prevent non-
compliance.

2) Measures¥]

(1) Increasing the number of inspectors permanentlyaabe approved because there has
not been actual inconvenience to customers.

(2) Properly carry out negotiations for revising spieeifions, etc.

(3) For individual measures, follow up on each one bgiding responsible persons and
deadlines.

5 Thereafter, apart from investigations of the Y2@@8 Issues, on November 14, 2008, a customeedisit
a plant at the Sakuragawa Site of the Yamazaki ¥/twlaudit automotive products manufactured there.
Shipment of rejected products after fabricatiomepection results and fabrication of trend dalzteel to
physical properties, etc. were then discoverede{hafter referred to as th&akuragawa Casb).

In that case, an internal investigative committess iormed, and in February 2009 an investigative
report including cause and preventive measuresyete presented at an Executive Officers’ Meeting.
the same month, the company administered disciplipgnishment to three employees involved in the
Sakuragawa Case.

6 The Sakuragawa Case had not been included irethdts of the self-inspections/self-assessments and
investigations by works in the wake of the Year&Q@08sues — throwing into question the credibilify o
those earlier investigations by the works. Base@minstruction from President Nagase, on November
17, 2008, instructions to re-inspect were giveneomore to the Quality Assurance Department at each
works (hereinafter referred to as the “Year-20@8i¢sRe-inspection”). The results of the Year-2G381¢
Re-inspection were issued on December 19, 2008it avats reported that no new inappropriate acts had

been found.

24 Regarding this point, President Nagase resporméuaet Committee: “As it was a time when continuatdd the company
itself was threatened due to the Lehman Shocknthation was to not approve an increase of pedipleas never the intention
to not increase people in disregard of the needgiality assurance.”
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7  The details of the Sakuragawa Case were presantedetings of the Board of Directors, the Exeeuti
Officers and the Audit Committee, and recordedhia minutes of each. In contrast, no mention of the
Year-2008 Issues is found in minutes of meetingthefBoard of Directors, Executive Officers or the
Audit Committee. Given this, there is no indicatitvat the Year-2008 Issues were discussed at, or
reported to, those bodies at that time. Similattgre is no indication that punishment of officers
employees, including those with supervisory resftlitg, was considered, and, in fact, no punishinen
was administered.

8 As for the Sakuragawa Case, later, based orintrestigative report by the internal investigative
committee, measures to prevent recurrence, inauidiplementing compliance education and reviewing
working processes, were taken. Meanwhile, as fivibar-2008 Issues, as preventive measures, gtartin
in 2009, “product audits” were implemented by quadissurance department in each works.

In an internal announcement when product audite wenducted in January 2009, as seen below, only
scandals involving foods and industrial product@ndther companies were cited as the motivation for
introducing the product audit system, and no infation at all on the Year-2008 Issues was includgd |

1. “Do you observe agreements with customers?tdekfrom CSR News of Jan. 2009)

« Recently there have been many scandals, includitefdlsification on the quality of foods
and industrial products. Some companies have lmread to exit the market. On this
occasion, please check whether any misconductisrorg at your workplace, and whether
“Basics and Ethics” are being adhered to.

» Specifically, are performance tests agreed withiornsrs faithfully implemented? Are there
no changes to test conditions or test frequencg?tiese matters regularly checked by
product audits, etc.?

* Obviously, in discussions on standards before aggemn delivery specifications with
customers, a responsible person must monitor thatlard values are decided with an
understanding of process capabilities. After masdyction is launched, such agreed items
must be observed.

Section 2  State of Response to Year-2008 Issues &hdluation
1 On the Year-2008 Issues, as seen above, Predidgiise demonstrated a strict attitude with remarks

such as, “These cases are not ‘inappropriate ahtsy; are crimes against customers,” and, “Fixlmad
culture, straighten ourselves, and stop cheatifig’also said, “In doing corrections, when negaigti
with customers, be careful about, for example, lmask them,” and, “Properly carry out negotiatifors
revising specifications, etc.” President Nagaseedhgse instructions obviously assuming negotiatiibim
customers as a method of correction.

25The launch of “product audits” was positioned asemans to prevent recurrence in the wake of the-2@@8 Issues. If so, it

is not natural that there was no mention at athefYear-2008 Issues. It could be considered #tahat time, the company
tried to hide the occurrence of the Year-2008 Issoternally also. As to this, however, investigasi have led the Committee
not to conclude that there was an intention to conceal
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Nevertheless, to the Committee, although the imtgleevealed by investigations into the Year-2008
Issues involved the specific conduct of issuing,,efalse Inspection Reports to customers, Presiden
Nagase said to the effect that he never gave &udtion to tell customers that Shipping Inspedicetc.,
were not conducted, ariden to deal with the situation.

At the time, no other Officers gave such an ingtoug either. Explaining his reason for not insting
those in his charge to disclose the fact of ingppate acts to customergjce President and Executive
Officer Tsunoda, who was involved in dealing witltetYear-2008 Issues as General Manager of the
Advanced Performance Materials Business Sectal, Yaivas concerned about overreaction as a result
of immediately conveying the actual facts to custmn | think | instructed my subordinates to tell
customers together with a solution.” Executive €dfiHiroki Sashima, who was involved in dealinghwit
the Year-2008 Issues at that time as General Mamddiee Electronic Components Business Sectad, sai
“I have no memory that officers discussed whetherdompany should convey to customers the fact that
no inspections had been conducted”; “I did notrirdtnot conveying the fact to customers”; “| hane
memory of instructing my subordinates to tell castos the fact”; “There must have been a feelingeat
time that telling the fact would turn into sometibig.”

As seen above, after revelation of the Year-20@8ids, instructions to immediately disclose the
inappropriate acts to customers were not given iy member of management. In fact, the fact of
inappropriate acts revealed in the Year-2008 Issus never explained to customers. Later, however,
they were dealt with in the manner of doing th@ettions that had not been done, and more.

As has been stated above, as a result of measingstaken without explaining the fact of inapprafe
acts to customers, new inappropriate acts begtreinase of encapsulants at the Minamiyuki Sitdnef
Shimodate Works. There arose gaps between falgticepection results and measured values aftealactu
inspections were implemented, which company em@sygeuld not explain to customers. Employees then
began a course of inappropriate acts in a new mayfradtering inspection result8q]. Accordingly, it is
recognized that not explaining the fact of inappiate acts to customers in the process of dealittythe
Year-2008 Issues was a cause of the new inappte@is.

2 The Sakuragawa Case was revealed at almost tleetsaenas the Year-2008 Issues, for which an ialern
investigative committee was established and persomdved in the case were punished disciplinarily.
Unlike the Sakuragawa Case, in the case of the-2@@8 Issues, there were not even discussions on
punishment for participants. Information on theecasms shared among almost no one other than those
who became involved in the investigations in thel@y Assurance Department in the Works, and those
in the Quality Assurance Center at the Hitachi ClosahHead Office. Consequently, in examinations by
the Committee, there were many officers and emp@syeho said they remembered the Sakuragawa Case
as a critical matter, while, in the case of the Y2208 Issues, most officers and employees saidhhd
no memory even that there had existed such ocaegen

26 For details, please refer to 6 (4) a, “Fifth,” @tex 4 of the Investigative Report (full text)*
*The full text of the report is publicly disclosé@uJapanese only.
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Additionally, at almost the same time, Hitachi Cheshwas given a cease and desist order and
more by the Japan Fair Trade Commission for unredse restraint of trade (cartel) prohibited under
the Act on Prohibition of Private Monopolizationdailaintenance of Fair Trade (Act No. 54 of April
14, 1947, including revisions thereafter) (herdigrafreferred to as the “Anti-Monopoly Act”).
Following this, the company has continually takeeasures to prevent recurrence, including
compliance education. No compliance education bas implemented for inappropriate acts revealed
in the Year-2008 Issues.

As can be seen above, at Hitachi Chemical, the-26@8 Issues have never been taken as an oppgrtunit
to prevent similar instances. Even after the Y&0&Issues were revealed, the risk of inappropédate
during inspections was never recognized by Hit&@itemical as a critical threat to doing business.

3 As to the reason the Year-2008 Issues were natietilen the company at the time as a major issue, a
shown in item 2 above, President Nagase spokestG@dmmittee to the following effect.

“On July 24, 2008, there was an on-site inspectibhlitachi Chemical by the Japan Fair Trade
Commission for suspicion of violating the Anti-Mgualy Act (cartel) in sales of cross-linked foamed
polyethylene sheets, and the company was occuplédgt action on that matter. In addition, the
Lehman Shock occurred in September 2008 and theaaynhad to take company-wide action to
deal with the business challenges resulting fromAitcording to President Nagase, due in part to
those circumstances, although he did not considamta minor incident, he thought the Year-2008
Issues were not something on which the presidemsdif had to take specific action, given that there
were other critical issues.

Regarding President Nagase's remarks in 2008 tthetré’ has not been actual inconvenience to
customers,” he and Vice President and Executivec@ffTsunodasaid in the examination by the
Committee that such remarks came from recognitiah there had been no claims from customers about
product defects and there were no problems withahgtroduct performance. At Hitachi Chemical, the
Sakuragawa Case was a case revealed by a cust@waltstion that there was a problem with product
performance, and it was understood at the complaatyitt was a case causing customers actually to be
troubled. In contrast, the Year-2008 Issues wearegeized asot resulting in such failure of performance.
That difference in recognition between the two saseleemed by the Committee to have been therreaso
for the difference in handling them.

4 Conclusion

In 2007, the year prior to the Year-2008 Issudst af so-called food frauds related to placesrigio,
materials and expiration dates for meats, vegetabtanfectionaries, fast food, etc., were reveaad,the
public was keenly interested in fraud issues. (A0@7 ‘kanji of the year” was “deception.”)

At the time, although people were extremely conedrmbout dishonesty in terms of quality of food and
other consumer products, no conspicuous casesawd for other quality-related dishonesty involved in
Shipping Inspections for industrial products forsimess use had been revealed. It seems that the
management of Hitachi Chemical at the time lackebgivity to the need to disclose the Year-2068¢s
to the public.
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The Year-2008 Issues, however, involved conductalhefalse information was provided to customers.
Once this was internally recognized, whether orinafas disclosed to the public, it was consisteith
reason, even in the circumstances of 2008, thatattebe told to customers and an explanation given
Believing that because there had been no custamngplaints, the products had no problems, and theref
no explanation was needed, was easy, loose thinkilgnored what the quality assurance operatias w
supposed to be, and/or arose from “overconfidemcquality.

Moreover, as has been described above, managepieninihed very quickly that the Year-2008 Issues
had caused no inconvenience to customers withdkingawith customers about whether they were
experiencing quality issues. It tried to bring tmatter to an end internally without explaining the
dishonesty to the customers. This kind of respah#ieat time was nothing but irresponsible. Managgm
came to its conclusion that there were no defecthe final products without any grounds, slightthg
customers in respect of a violation of contracttified insofar as there was no inconvenience gaure to
the final products — an attitude that could beethficomplacent” when it came to quality.

As has been described above, management’'s respmitse Year-2008 Issues not only contributed
directly to new inappropriate acts, for examplesaies of encapsulants at the Minamiyuki Site ef th
Shimodate Works, but disseminated the wrong mességmally: that because no claims had been made
by customers, the easy determination was that there no problems with the final products. Thisages
the nature of quality assurance operations andrgseacceptance of slighting customers and iggorin
compliance, even in the violation of a contracthére are no defects in the final products.

Also, information on the Year-2008 Issues was ntly fshared within the company as being a major
concern, and the case was closed without implemgntindamental measures, including proper
punishment of involved parties. This is considetfeslreason that an opportunity to sufficiently exam
inappropriate acts, which might have existed attih@e, was lost.

The Year-2008 Issues were not used as a less@nefeenting recurrence, and memories of the incident
faded away and it has been forgotten.

In this respect, how the Year-2008 Issues weret a\étll is considered by the Committee to be one of
the major factors causing a series of inappropsaat®mns, which the Committee certified, to occud &0
have continued.
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Chapter 7 Cause Analysis

In Chapter 1, paragraph 1.1 of the “Hitachi Chein@&aup Codes of Conduct” (hereinafter
referred to as the “Codes of Conduct)[ Hitachi Chemical gives first priority to the ‘@vision of
safe, high-quality products and services.” In gaittr, it states at the opening that the Groupl shal
ensure that the quality of its products can mestarners’ needs.

However, the various types of inappropriate aasiified through the Investigation revealed
that the Codes of Conduct became a mere form#titiitachi Chemical, quality assurance
procedures are conducted in a manner that downtiayisnportance of agreement with customers
and undervalues the attitude towards meeting tedsef stakeholders who trust the quality of its
products. This tendency is evident when we lodksalisrespect for delivery specifications,
neglect of required inspections, and fabricatiod fatsification of Inspection Reports.

A major factor that apparently caused this is ader®d to be its company-wide organizational
culture, which is characterized by: 1) overconfickein, wishful thinking about, and disrespect for,
the quality; 2) lack of accountability in view dfe relevant supply chain; and 3) a tendency to
obey or pretend to obey requests and pressuresciusstomers (see Section 1 below).

Such company-wide organizational culture has leéddoes such as a “lack of quality awareness
on shop floor (Section 2),” “lack of effective gitplassurance systems in place (Section 3),” and
“inadequate systems to prevent and detect inapptegresentations (Section 4).” These issues
are considered to have caused, in combinationestih other, numerous and long-continued
inappropriate acts. The following paragraphs desdtie details.

Section1l  Company-wide Organizational Culture
Many of the inappropriate acts detected by the Ciireenthrough the Investigation were
conducted on the shop floor, including Works-bageality assurance department. However, it
should be first made clear that the below-menticc@gorate-wide organizational culture was the
root and underlying cause of these inappropriatg athich have been committed at all the Works
of Hitachi Chemical, over such a long period ofdijrfor such a large number of products.

27 The version of the Hitachi Chemical Group Code€ofduct referred to in this Chapter is the onergda the version
revised on June 19, 2018. This is for the reasanttie previous version covers most of the perigihd which the
inappropriate acts were committed and repeated.
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1

Overconfidence in, wishful thinking about, ad disrespect for, the quality
(1) As stated in Chapter 6 above, as a result dfitennal investigation conducted in 2008 under
the leadership of the Chairman of the Audit ComeaittHitachi Chemical found that inspection
results had been fabricated and falsified in aiplelnumber of Works in violation of agreements
with customers. However, for the reason that nopglaints were received from customers, the
then-management team determined that there weissmes with the quality itself. They did not
give any instructions to disclose the inappropréatts to customers. Rather, they allowed their
staff to deal with the incident within the orgariea. Furthermore, at that time (2008), no
information was provided about the inappropriats & share it throughout the Company, no
recurrence prevention measures were implementeah anganizational basis, and no disciplinary
actions against executives with oversight respdlitgilvere considered, let alone actually
undertaken. As a result, Hitachi Chemical failedetarn lessons from the incident occurred in 2008
and pass on the lessons to newer generations. Matesuch a response made by the then-
management team led to the groundless idea thatdmplaints from customers mean no defects
in finished products.” Such overconfidence in, anshful thinking about, the quality disseminated
false and misleading messages within the Company.

(2) In fact, many of the individuals interviewed thee Committee stated that they were confident in
the performance of Hitachi Chemical products. Thag a tendency to justify their inappropriate
acts based on the notion that no performance-teiat®nvenience would be caused to their
customers, even if the Shipping Inspection wascoatiucted in a proper manner. Such
overconfidence in quality is deemed to be incredmsea wishful thinking about the quality that,
unless there are extraordinary circumstances, mggtoare unlikely to find issues in their own
products, as a large portion of Hitachi Chemicaldpicts is not used as finished products but used
for the production of other products. Such anwdgtdemonstrates not only a noncompliance with
the purpose of quality assurance, which is to asthat the quality of shipped products meets
customer specifications, but also disrespect ferttality itself and the fact that Hitachi
Chemical's Codes of Conduct has become a semblance.

(3) Some quality assurance department personnéhatynany of the properties subject to the
Shipping Inspection do not directly relate to théety, expressing a disrespect for non-safety-
related properties. However, it is needless tatlsaly if a certain type of quality is agreed with a
customer or expected by end users, it is subjeittetguality assurance, albeit it does not directly
relates to the safety.
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For example, storage batteries are used as an enogrgower supply. If they do not deliver
necessary capacity in the case of emergency, thermupply does not work as expected and a
danger may be posed to human safety. Likewise, powetal products (manufactured in the
Matsudo Works) and impellers (manufactured in tileHe Works) are used as automotive parts.
If they are shipped without meeting Customer Sjeatibns, they may exert a negative impact on
end products (automobiles). It is an underestimatitthe quality assurance roles to leap into a
conclusion that there are no safety issues, wittakilmg into account end-product applications or
performing adequate safety testing.

We consider that such overconfidence in, wishfulkimg about, and disrespect for, the quality had
been entrenched in the company-wide organizaticuidre.

2  Lack of accountability in view of the relevat supply chain
(1) Principle 6§ of Japan Exchange Regulation’s “Principles foew@nting Corporate Scandals”
states: “Be accountable in view of the relevanpduphain.” The Explanation 6-1 describes that:
1) it is highly fruitful for companies to be fulBware of their roles across the supply chain—a span
that extends all the way to the end customer; any 2ecognizing their roles as relevant parties
within their supply chains and fulfilling their &8 accordingly, companies can better mitigate the
negative impact that escalating scandals and ctinfli responsibility arrangements can have on
corporate value. As supply chains become increbsingltilayered and internationalized,
companies are required to play more roles tharethssociated with direct business partners. It is
most important for a company to fully understanel ibles it should play in, and keep an eye on,
the whole system of supply chain. Companies shioale a perspective that the ultimate purpose
of quality assurance is not only to meet theiraiistomers’ needs but to assume responsibility,
as a member of a supply chain, for end users idohenstream and other stakeholders who trust
their products’ quality.

(2) However, Works-based quality assurance depatsrailed to understand and recognize
guality assurance roles they were supposed toipldne supply chain. They were only concerned
about how they could handle complaints receiverthftioeir direct customers and lacked the will to
improve the quality by providing improvement proglssand other feedback to the design and
manufacturing divisions in order to provide endton®ers with higher-quality products. These
guality assurance departments were required totsstéions they should take to fulfill their
accountabilities not only for the closest custonimrisend users in the downstream of the supply
chain, as well as stakeholders who trusted thatyultheir products.

28n a technical sense, Principle 6 deals with dquadisues caused by business partners. Howevevigtwpoint described in
the Explanation 6-1, which is referred to heredrglevant to the analysis of the incident.
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(3) In Hitachi Chemical, there was a lack of acdability in view of the relevant supply chain not
only in the quality assurance division but alsthi@ sales, development, and manufacturing
divisions. They also lacked a sense of obligatmprbvide their customers with facts and figures
obtained from inspections without making any alieres. For example, after this incident was
discovered, an inappropriate act occurred at tHeNa&Vorks in connection with valve-regulated
lead-acid batteries for cycle applications (LL tydewas caused when the sales division learned
from the Inspection Report that some batteriegddib pass the Shipping Inspection. They strongly
urged the quality assurance department to showgac;I' saying that they could not provide a
convincing explanation to their customers. The ipaksurance department responded to this by
issuing a false Inspection Report. In the Saitanweikg/ the development division prepared and
issued a false test results report about autombttteries and determined that the batteries were
ready for commercial production, knowing that tlewelopment-phase products were unable to
meet customer specifications. This incident waseduby the division’s recognition that they must
meet customer specifications and the durationgtidnate discharge characteristics would not have
a significant impact on the battery as a wholetd\sowder metal products, the development
division was involved in the internal concessioogass by providing its opinion about whether the
concession would cause functionality issues. Uinideniable that both quality assurance
department and other divisions had a disrespeatfiide towards end customers, and such an
attitude has been served as the background caueefdiverse inappropriate acts being
committed for a long period of time.

Such a lack of perspective, in which quality assoeas considered to be a responsibility for the
supply chain viewpoint, seems to have fostereatimepany-wide organizational culture.
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3

Tendency to obey or pretend to obey requesisd pressures from customers
(1) Looking at the multiple number of inappropriatds revealed by the Investigation, Hitachi
Chemical chose to yield to demands for and pressurgachievable specifications or control
values agreed on with customers rather than dyréatkling with them, for the fear of competitors
depriving them of customers’ orders. As a reshit, Company falsified inspection results and
committed other inappropriate acts to disguiséaitare to meet specifications or control values
agreed on with customers and pretend as if suatifgadions or values were achieved. Likewise,
it committed inappropriate acts including the fiadsition of inspection results, neglecting the need
to negotiate a revision of existing specificationgontrol values with its customers. This was
because of its pessimistic idea that its custonmemurement departments did not necessarily
have an extensive technical knowledge and thergfere unlikely to accept its revision proposal.
For example, it was unable to resist a volume costts request to deliver functional film products
with certain property values close to the uppec#jgation limit at the Shimodate Works.
Consequently, it had a number of products exceetli@gipper specification limit and falsified
inspection results to disguise the non-conformahrcthe Saitama Works, some staff members
who were engaged in the inappropriate acts assdcigith automotive batteries stated that they
committed such acts as they thought they had n@ptwchange specifications required by
automotive manufacturers and therefore they hachoae but to do what the manufacturers said.
Other staff members said that the reason for thability to tell the truth to their customers was
not due to a motive of cheating them but the hapd$tey experienced in dealing with customers.
The Yamazaki Works'’ inappropriate acts associatighl @MP slurries were caused by the rigid
control values that were set with customers in sxaé the Works’ process capabilities. The
rigidity of these values led to the frequent ocenoe of non-conforming products and caused the
falsification of inspection results.

(2) Some quality assurance department staff saickhie motive for the inappropriate acts was the
pressure to meet deadlines agreed on with custo®eacs a time pressure prevented them from
conducting inspections as agreed with customergakiialg necessary measures in the case of
inspection results deviating from specificationkeiF strict adherence to the delivery deadlines is
illustrated by the following statements by staffmiers: 1) They did not want to cause
inconvenience to their customers by reworking nonfarming products deviating from
specifications and forcing them to change theidpobion schedule (powder metal products in
general at the Matsudo Works); 2) They prioritiieédlines rather than time-consuming third-
party inspections (anode materials for consumigiulition batteries t the Matsudo Works); and 3)
They were hesitant to stop imminent shipments ofipcts with a short delivery time by revealing
deviations of inspection results from specificasigaopper-clad laminates at the Hikone Works).
At the same time, it should be remembered that tiweg to justify their inappropriate acts by
referring to the pressure they felt when tryingrteet delivery deadlines.
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(3) On the other hand, multiple inappropriate aese committed by those who pretended to give
in to customers’ demand, while secretly thinkingttthe deviations would not have any impact on
the actual performance of the product, or customerdd never find deviations unless they were
defective products. Accepting customers’ unrealistguest is an act far from a genuine customer-
oriented attitude; rather, it should be seen astiajal of customer trust.

In the past, Hitachi Chemical received an admiaiste punishment due to its involvement in
cartel activities (violation of the Anti-Monopolyd)). Reflecting on this, the Company has taken
recurrence prevention measures to comply with thig-Monopoly Act. On the other hand, it
avoided confrontation with customers and failedetgpond to their requests and pressures by using
orthodox approaches (e.g., efforts to improveritgppsal-making capabilities and the level of
business competitiveness). Rather, it pretendethéy customers while secretly betraying them.
Such an attitude resulted in employees engagibgtim cartel activities and the falsification of
inspection data. In that sense, these cartel dsifidation activities have the same root cause.
Another possible remote cause of this series @dnapriate acts may be the failure to take
countermeasures against the fundamental managéaeatof how to respond to demands and
pressures from customers during the process ahfinithe cause of past cartel activities.

Such a tendency to obey or pretend to obey reqaadtpressures from customers fostered its
company-wide organizational culture.

4 Brief summary
The aforementioned company-wide organizationalicelted to the issues described in and after
Section 2, and these issues collectively causecraus and long-standing inappropriate acts.

Section 2 Lack of Quality Awareness on Shop ¢or
Item (2) of Paragraph 2.3 “Relationships with Custes” of Hitachi Chemical Codes of

Conduct states as follows: “We will communicatehadtistomers sincerely, address defects and
customer complaints quickly and in good faith, atrive to determine causes in order to eliminate
them and prevent recurrence.” However, the inapjatgacts revealed by the Investigation
indicate that: 1) There was a lack of awareneskeimportance of roles to be played by the
guality assurance division, which are ought to dbate not only to customer relations but to the
identification of defect causes and recurrenceqgon; 2) Such a lack of awareness significantly
paralyzed their normative consciousness; and 3)itfQ@ssurance departments ceased to play their
original roles and made easy concessions to regjfrest other departments and divisions. These
factors are considered to have caused the inapatepcts discussed herein.
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1

Misunderstanding of Quality Assurance Deparhents’ roles

Originally, quality assurance departments are nesipée for checking products’ quality by
conducting inspections in a proper manner withen\tforks they are assigned to, and performing
guality control activities (operation and supermsdf daily control systems within the Works) as a
process subsequent to the designing and manufagtemsuring the quality of products to be
offered to customers. They are originally suppdse@spond to complaints by: 1) accurately
identifying and analyzing quality issues found bygtomers through communications with
customers and fact-finding surveys; and 2) progdhe results to design and manufacturing
departments, which are primarily responsible f&irtg corrective measures, as feedback and
supporting their corrective efforts, thereby proimgtguality control activities.

However, quality assurance departments placed phieirity on the quick handling of customer
complaints, straying away from their original puspaf conducting proper inspections and
performing quality control activities. One employsd, “Basically, quality assurance departments
need only limited manpower if there are no defecpvoducts.” Consequently, quality assurance
departments engaged in activities that violateemiate from their original roles, including the
adoption of improper inspection approaches, fabrigaand falsifying Inspection Report data, and
implementation of corrective measures on an aritrasis.

Paralyzation of cross-divisional normative @ansciousness

One of the direct reasons for the inappropriate having been continued for a long time at each
Works and taken over by a number of persons ingghaithout any criticism is the significant
paralyzation of norm consciousness among qualgyrasce staff and their low level of
psychological resistance against violations of lanternal regulations, or agreements with
customers (delivery specifications). These situtiare attributable to the organization-wide
misunderstanding of the quality assurance divisioales, as described under paragraph 1 above.

During the Investigation, we interviewed some staffimbers in charge of inspection
(inspectors). Some inspectors said that they teltygabout their involvement in the daily
fabrication and falsification of inspection residtsd were very reluctant to continue their
inspection duties. On the other hand, multiple ét$prs said that, when they took over their
position from their predecessors, they were tatgfdbricate inspection results as one of their
regular duties, and that they didn’t recognizeasva misconduct.

Moreover, multiple Works’ managers (including masiagof quality assurance departments)
were involved in the inappropriate acts, indicatihgt the paralyzation of norm consciousness was
prevalent even in the Works’ senior management.

Sometimes they tried to correct inappropriate ddtsvever, such an attempt was done by
concealing previous acts, without notifying thetfacrelevant customers. For example, in August
2016, it was determined internally that the inajppiate acts related to the falsification of CMP
slurry inspection results, which occurred at thendaaki Works, should be corrected. However, no
report was made to the customers for the reasdmegparting past falsifications would cause
unnecessary confusion and inconvenience to cusgyred the correction efforts were never
completed.
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As mentioned above, in Hitachi Chemical, varioussiibns ranging from sales and development
to manufacturing, have been involved in inapprdpréacts related to the falsification of inspection
results, etc. In these cases, it is clear to aiceextent that the quality assurance divisionsewer
forced to follow decisions made under the leadershihe sales, development, and manufacturing
divisions. That is, the true issue lay in the la€kormative consciousness in the sales,
development, and manufacturing divisions.

It cannot be denied that such a lack of sufficimm consciousness in relevant divisions
prevented the issue from being solved fundamentally

3 Concessions to other divisions by Qualityssurance Departments
Being designed to perform quality control acti\stiehe quality assurance departments are
responsible and accountable for the inspectioriteedtven if the inspection results are not
acceptable to other divisions, they should seeletstdnding of such results from other divisions
by offering as thorough explanations as possibsetd@n the facts and data.

However, in reality, as demonstrated by the ocouweef inappropriate acts at the Nabari Works
after the reveal of the Initial Case, it was somes the case that the quality assurance departments
made easy concessions to apparently inappropegtessts from other divisions by abdicating
their accountability for the inspection resultsddérd, in these cases, the problem lay in other
divisions as they played a leadership role in mgkipparently inappropriate requests. However,
the quality assurance departments are also blantgnar their lack of awareness about their
original quality assurance roles, as well as tlaek of willingness to accept the responsibility fo
inspection results.

Section 3 Lack of Effective Quality Assuranc8ystems in Place
In Chapter 1, paragraph 1.1 (3) of its Codes ofdhiohy Hitachi Chemical declares that it will

design and implement an effective quality managémgstem to offer products and services with
a high level of quality and safety. However, inlitgait has failed to effectively deal with: 1.
Deficiencies in the design of organizations thauase quality assurance responsibilities; 2. Lack
of grounds and background reasons for deliveryiBpations, rules, and management standards;
and 3. Lack of sufficient human resources andifasl This failure is considered to be a cause of
the inappropriate acts.

1 Deficiencies in design of organizations thaissume quality assurance responsibilities
(1) Absence of a grand design

As mentioned above, Hitachi Chemical has declarét$ iCodes of Conduct that it will
implement an effective quality management systeawéver, in reality, it has failed to draw a
complete grand design on how the Company develogdfactive quality assurance system.
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In Hitachi Chemical, quality assurance responsiédiare assumed by the CSR Quality
Assurance Department at the Corporate Busineste@yraleadquarters level, Quality Assurance
Centers at the Business Headquarters level, arygassurance departments at the each Works
level. However, their roles and responsibilities anclear because, as mentioned above, there is no
clear separation of quality assurance duties toebformed by respective units in Hitachi
Chemical. In addition, they are not provided withntan resources and authority they deserve for
their roles and responsibilities, and the relatigmamong these Departments and Centers remains
ambiguous. They were indifferent about what qualggurance roles and responsibilities should be
assumed by their own Department or Center, and afdkem were characterized by an
irresponsible attitude.

First, among duties of the quality assurance depants, Shipping Inspections are performed by
the quality assurance department or other divisidagending on the Works. In other words, the
scope of duties assigned to the quality assuramgartinent differs from Works to Works. The
Quality Assurance Centers have individuals who viremesferred from a Works-based quality
assurance department to perform quality assurasinatias in cooperation with the Works’
guality assurance department through the QA pagtol,These individuals are also responsible for
identifying inappropriate acts as part of produdlig although it has not been confirmed whether
they possess independence and expertise requirad Buditor, which indicates inconsistency in
the roles the Quality Assurance Centers should iplélye quality assuranaystem. Furthermore,
while the CSR Quality Assurance Department assuh@egsole of supervising quality assurance
activities at the corporate level, members of tlep&tment said, “It is not a role of our
Department to go down to the shop floor and firsdiés by ourselves,” “There was no reporting
relationship between our Department and the QuAkisurance Centers,” and “Basically, we do
not give instructions to a Works-based quality essce department.” These statements illustrate
that the CSR Quality Assurance Department doesma¢érstand the roles it should play in Hitachi
Chemical’s quality assurance system as a wholeattemlight of them. In fact, the Department did
not play any role to correct inappropriate actst emmoved the quality assurance departments
from the scope of audit while knowing that they ooitted such acts in the product audits, and did
not report audit results to responsible membetheboard.

This made it unclear who are responsible for treditjuassurance duties.

As mentioned above, Hitachi Chemical lacks a gidesign that shows how the Company
should achieve its quality assurance goals. Suabkaof a grand design has not only prevented the
Company from defining roles to be assumed by quabsurance-related units and allocating
authority and financial and human resources nepgssg@erform such roles, but also demotivated
individuals who belong to respective units to erggeigquality assurance. As a result, quality
assurance staff continued to follow existing apphes and devoted themselves to the handling of
complaints at hand from day to day. On the othedhthe quality assurance duties became mere
formality, and the staff repeatedly issued imprdpspection Reports without being equipped with
adequate inspection facilities.
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The Company’s failure to draw a grand design ferdhality assurance is ultimately attributable
to the aforementioned company-wide organizationdiice, in which the management team, who
are in a position to draw a grand design, undenaséid the importance of quality and paid little
attention to quality assurance.

(2) Lack of independence and supervision over Shijipg Inspection duties

The Shipping Inspection is performed by a Worksedaguality assurance department. It is the
last resort to ensure the product quality promisezlistomers. In other words, the quality
assurance department is originally expected tooparf Shipping Inspection with a strong sense
of mission not to make any alterations to objectasults of the Inspection, even if it may leacto
delayed product shipment resulting in a customergaint. Accordingly, when performing the
Shipping Inspection, quality assurance departmmanist be completely independent from the
intentions of sales and manufacturing divisions laadtrictly separated from their organizations.

However, Hitachi Chemical has an organizationalcstire that prevents quality assurance
departments from achieving their independence ifopaing the Shipping Inspections. That is, at
the Shimodate Works and a part of Goi Works, samapéction duties were transferred from the
quality assurance department to the manufactupgudment and assigned to inspectors who
belonged to the manufacturing department. Howdkiegse inspectors were not supervised by a
member of the quality assurance department to ernibarindependence of the Shipping Inspection
duties. At the Goi Works, the inspection dutiesevigansferred to the manufacturing department
and then outsourced to a consolidated subsidiaaijnyg it more difficult for the quality assurance
department to exercise control. The Shimodate Wioassa prescribed workflow for some
inspection items, which contains both an in-prot¢essng and a Shipping Inspection by the
guality assurance department. However, in reahig quality assurance department issued
Inspection Reports using the results of the mid-ufecturing inspection performed by the
manufacturing department. Given this, the quaktsusance department was far from independent
in its performance of the Shipping Inspection dut@ne inspector said that, after the transfer of
the inspection duties to the manufacturing divisibbecame difficult to urge manufacturing
section members of the same manufacturing divigisuspend a shipment of nhon-conforming
products, compared to the days when the inspedtitias were performed by the quality assurance
department.

As mentioned above, the Company has an organizatitasign or business practice that
provides no clear functional division between thenofacturing divisions and the quality
assurance divisions, jeopardizing the independehtiee quality assurance divisions. We consider
that such a design or practice has led to the omoce of the inappropriate acts.
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(3) Inefficiency of cross-divisional quality assurace activities
A product’s quality is defined by the quality recpd by customers (sales), design quality

(design), manufacturing quality (manufacturingdrage quality (quality assurance), inspection
quality (quality assurance), shipment quality (mrctibn control), and installation/service quality
(service). While most of these qualities are aatiilyy respective Works, they are poorly
motivated to improve product quality by improvirgese qualities en masse. Accordingly, they are
not very eager to engage in cross-divisional a@fito improve product quality, or activities to
find comprehensive solutions for quality issues ey@eé within their own Works. The backdrop to
this is the inefficient design of organizationsttbagage in the Works’ cross-divisional quality
assurance, including the Works’ policy on how thiage its quality assurance goals.

In addition, due to the Company’s organizationaldtire, each Works, manufacturing
divisions, and quality assurance divisions are siigped by the Production Integration Division,
while design development divisions are supervigethb R&D Headquarters. This makes each
Works’ head unable to lead business innovationinpdovement initiatives by the design
divisions, even in cases where an issue is foutttimthe design divisions. Such a lack of
leadership exerts a negative effect on the solwfaross-divisional quality issues and
improvement activities within the Works. This is@lattributable to the ambiguous design of the
guality assurance organizations, including thegyatin how to achieve cross-divisional quality
assurance goals.

(4) Weak audit and management mechanisms for quajitassurance

The CSR Quality Assurance Department played a fehierole in the Year-2016 Product Audit
and the Year-2018 Product Compliance Audit. Howeasdescribed above, these audits were not
effectively performed. The CSR Quality Assurance@&rément had expertise neither in the
products to be audited, which was necessary t@perén audit, nor in the audit assignment. The
Department had the Quality Assurance Center corttiese audits, but the Center was not
sufficiently independent from auditee divisionsadisnembers of the Center were those who had
been transferred from the auditee divisions. Moeeow the Year-2016 Product Audit, the CSR
Quality Assurance Department did not have neuyralitd objectivity necessary to conduct an
audit. This is evident from the fact that, despiéet of the inappropriate acts having been reported
to its head, the Department neither included tlaes®in the scope of audit nor issued an audit
report. Incidentally, in its product audit, the CQRality Assurance Department omitted the
product quality verification (performance verificat), which was the original purpose of the
product audit, and conducted a system audit omlgpecific types of products. This limited scope
of audit, which was almost equal to that of an EBID1-based internal audit, made it difficult to
detect inappropriate acts.
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Original data output from inspection devices, etast be managed and stored properly as
underlying data for quality control activities. Hewer, most of the inspection devices did not have
a mechanism for mechanically storing original datass led to careless record-keeping practices
under which original data was not stored, discaatedkleted, or stored in an unverifiable state.
That is, the Department did not have a systemdimatbe employed to examine any fabrication or
falsification of original data retrospectively, uéting in it being unable to check inappropriatésac
efficiently. This allowed flourishing of InspectidReport fabrications and falsifications.

Such a weak original data management system ngeoimiouraged commitment and concealing
of inappropriate acts but provided and created ropp®rtunities to commit inappropriate acts
discussed herein.

(5) Extremely long-term personnel assignment
Most members of a Works' quality assurance departrmee staying in their current position for

a long time, as such personnel are reshuffledaw drequency. This demotivates them to make
improvements to existing ways of work, creatingmdency among them to solve issues within the
Works even if an inappropriate act is detected,rastdo report to the outside party (Hitachi
Chemical’'s Head Office). In addition, at the Yanda&'orks, for instance, one employee occupies
a position of inspecting a specific product fotlasy as 20 years during which the inappropriate
acts were committed. This means that a personslelfite takes place very infrequently in the
guality assurance departments.

The Initial Case was revealed when a newly-appdi@eneral Manager of the Works, who is
not from former Shin-Kobe Electric Machinery Cotdl, received a report about the incident from
the head of the quality assurance department éndigad the report to Hitachi Chemical’'s Head
Office. The head of the quality assurance departnvas the person who was transferred from a
location outside the Nabari Works and began tcedigsate (although in a limited manner)
information to various parties. If such personferges did not take place, it is likely that the
inappropriate acts identified in the Investigatiad been concealed and held within each Works.

As mentioned above, we identified an issue of exélg long-time assignment at each Works,
which has prevented divisions’ business improvenreéfiotts and the reporting of risk information
to Hitachi Chemical's Head Office.
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2

Lack of grounds and background reasons forealivery specifications, rules, and management
standards

It seems that each Works has a workplace environmeavhich work processes are performed
unthinkingly, in a manner as set by predecessasftee grounds and background reasons for
delivery specifications, rules, and managementstats are unclear (lack of the “Know Why”
mentality). This is evident, in terms of the redatship with the inappropriate acts revealed in the
Investigation, when we look at delivery specifioas and inspection standards set forth for the in-
process testing.

A delivery specification is an important contraocdment constituting an agreement with a
customer, any violation of which will result in tparty being liable to the customer for default. It
is the development division who is to reach an exgeent with customers about the delivery
specifications and assume responsibilities foisfieifications issued and delivered as agreed.
Delivery specifications issued by the developmewisibn describe in detail required product
property specifications. However, there is paric@mbiguity in the description of matters
concerning inspection contents and the InspectiepoR.

For example, Industrial Battery R&D Department &DRHeadquarters which is located in the
Nabari Works’ is responsible for issuing delivepgsifications. However, there is no evidence that
the Department fully examined whether the Inspecieports (including inspection contents)
were described in enough detail and whether theet®on was feasible for the Nabari Works. In
this sense, the Department has very little consciesss not only about the description of the
delivery specifications but also about their posiing. The Nabari Works has a process in which
the quality assurance and other departments, wehtoarctually perform duties in accordance with
the delivery specifications, agree on the delivapgcifications’ contents with customers and issue
specifications to the customers. However, systesas@ated with the process did not work
efficiently. Such a situation resulted in ambiguagseements with customers and unachievable
delivery specifications being agreed on with custsnwhich may serve as a cause for
inappropriate acts.

These Works were undermotivated to undertake guadisurance and quality improvement
efforts based on scientific and technical grounds.

Lack of sufficient human resources and fadiles

We identified that, in Hitachi Chemical’'s Worksgthjuality assurance divisions and
manufacturing divisions were not equipped with isight human resources and facilities necessary
for the inspection. This is one of the direct fastthat caused a number of inappropriate acts.
These quality assurance departments and the Gévanalgers of Works failed to undertake
efficient measures to remedy such insufficiencitirhan resources and facilities. Moreover, there
was a complete lack of understanding and conscesssamong the management teams about the
need for investing in the Shipping Inspection daitie

In the case of the Nabari Works, for example, drtb@ causes of the inappropriate acts was that
the Works had no human resources and facilitieessaey for performing inspections described in
the Inspection Report. Likewise, in the Hikone W&rkspectors were appointed to a managerial

position and assigned to managerial duties. Asaltredue to the lack of sufficient man-hours,
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they discontinued undertaking inspections. Somequerel of the Goi Works stated that no
consideration was given to the need to increasauh#er of inspectors due to fears of possible
cost increase. In the Goi Works, the quality asseealepartment’s budget is subject to the product
group-based profit and loss management. For thisorg less budget was allocated by the quality
assurance department to less-profitable or po@lljng product groups. As described above, in
Hitachi Chemical, there was a lack of sufficientian resources and facilities at its Works-based
guality assurance divisions. On the other hand dvew the quality assurance departments did not
urge their General Manager of Works’ and managensam to provide them with sufficient
human resources and facilities. For example, tHeaNa&Vorks tried to remedy the inappropriate
acts, but its lack of necessary and sufficient hunegources and facilities was not solved for long
time, as the quality assurance department wasaildtdmough to urge the provision of more
resources and facilities even if its past inappedpracts were discovered.

The cause lies not only in the quality assurangadments but in the negligence and self-
protection of past and current heads of Works, luiew the need of enhancements but neglected
efforts to solve the distress of the quality assceadepartments.

Section 4  Inadequate Systems to Prevent andtBet Inappropriate Presentations
In Chapter 1, paragraph 1.2 (5) of its Codes ofdbioty Hitachi Chemical declares, “We will
avoid improper expressions and use fair and apjateprepresentations and expressions in
accordance with social justice and public order goad morals.”

However, its Works violated these Codes of Condyatommitting inappropriate acts for a long
period of time as revealed in the Investigationwiich they provided its customers with
Inspection Reports that contained false facts. Whesider that it was one of the causes of these
inappropriate acts that Hitachi Chemical faileghtevent, discover, and remedy these
inappropriate presentation practices. The paragrbpltow provide specific details.

1 Deficiencies in systems to control risks asgated with inappropriate presentations
Following a disclosure of a data fabrication/fatsifion incident by a company in the autumn of

2017, Japan Business Federation issued an alestrteember companies to this specific type of
fraud. In 2015 and 2016, issues related to theymtoguality, etc. were disclosed by other
companies and made headlines. Hitachi Chemicaldtawve learned lessons from these cases and
developed systems to identify, prevent, or deteetisk of this type of fraud (fabrication and
falsification of inspection data). Furthermore neentioned above, Hitachi Chemical learned in
2008 that a number of acts similar to the inappatgracts revealed in the Investigation had
occurred in the Company.

However, despite these opportunities, Hitachi Cleafrdid not fully recognize the risk of
inappropriate acts, including fabrication and fasition of inspection data, being committed
within its organization. As a result, the Compamg not been very successful in developing an
effective system to control risks associated witthsacts, and failed to prevent these inappropriate
acts from continuously being committed.
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2  Failure of Year-2018 Product Compliance Audi

Hitachi Chemical conducted the Year-2018 Produchfl@nce Audit in response to the request
from Japan Business Federation, which was madewioly a series of misconduct regarding
guality control occurred in Japanese companies.d¥ew Hitachi Chemical unthinkingly assigned
the audit to each Business Headquarters’ Qualisursnce Center. Considering the quality of the
audit approach (e.g., the selection of samplesseamtimes left to auditees, the audit was
conducted within a very short period of time usamgextremely small number of samples, original
data was not necessarily confirmed, etc.), it isldiiul whether the Company was aware of the risk
that quality assurance-related inappropriate dikes those identified in the Investigation) might
occur in its organization.

It is considered that such inefficiency of a quadissurance-related audit also served as a cause
for the successive occurrence of inappropriate acts

3  Deficiencies in operation of internal repoihg system
In response to the questionnaire conducted by gmendttee, a number of inappropriate acts
were reported by officers and employees of Hit&inemical and its domestic consolidated
subsidiaries.

As part of its compliance program, Hitachi Chemiosblemented an internal reporting system,
expecting that any compliance violations would beatated to the management team through the
internal reporting system and examined for coroectHowever, in response to our question about
reasons for not using the internal reporting sydteneport the inappropriate acts revealed by the
Investigation, one employee answered, “l| wonderkdthier my anonymity would be guaranteed,
so | was worried if | used the internal reportiygtem, | might suffer disadvantages.” Another
employee said, “l thought the internal reportingtsyn was designed for those who suffer from
harassment and the like.” These statements shavhiaanternal reporting system had been neither
sufficiently recognized among employees nor fullysted by them in terms of its operation. As a
consequence, no inappropriate acts were escatathd management team through the system or
corrected as a result of such escalation.

It is considered that such deficiencies in the afi@n of internal reporting system also
contributed to the continuous occurrence of thepnapriate acts.

Section 5  Questionnaire Survey Results
In the process of the Investigation, the Commisieret a questionnaire about the factors of
inappropriate acts uncovered in the Nabari Workefficers and employees of Hitachi Chemical
and its domestic consolidated subsidiaries in an@adescribed in Chapter 1, Section 6-4 hereof.
As a result, 42,361 gross responses were recaiggtd,743 respondents on the following
questions. These responses were used to analygaitheause£J The breakdown is shown
below.

29 please note that the questionnaire’s respongaaitees were set before the inappropriate adiseatievelopment phase or
in the development division were found.
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[Questions (Question 5)]

Please checkA) applicable box (es).

(Check all that apply.)

What factors do you think caused these inapprapaats (the fact that internal testing/inspecticthad
was adopted for some types of industrial-use |leadlzatteries instead of shipping testing/inspectiethod
agreed with customers concerning battery capaanity,that Inspection Reports were submitted to custs
with data different from that actually measured)?

Alternatives Number | Percentagt

of check
Compan-wide organizational cultu 19,56° 46.2%
1 |It was considered inappropriate acts would nougriceproducts’ 3,84: 9.1%

performance or cause troubles to customers.

2 |Priority was placed on profitability and cost retioc instead of th 3,79¢ 9.0%
guality of quality assurance procedures (e.g.ingstnd inspection).

3 |lt was unable to reject customers’ requests fotityugpecificationg 2,947 7.0%
and delivery time even if they were unattainable.

The Works failed to share issues faced by its uassuranc

4 |division due to lack of communication among emp&syeand 2,819 6.7%
divisions.
5 | The quality assurance division was unable to tomrdrequests ar 1,86: 4.4%

pressure received from the sales division concgrmjuality,
specifications and delivery tin

The quality assurance division was unable to tomrdrequests ar
6 |pressure received from the manufacturing divisi@mncerning 1,753 4.1%
quality performance and compliance with deliverpdiaes.

7 |The manufacturing division connived at tHalsification of 1,74¢ 4.1%
testing/inspection results by the quality assuratigision.

8 |Members of the quality assurance division had lawerale as the 802 1.9%
had lower expectation and evaluation from the Wadspared t
the manufacturing divisiot

A=

Quality consciousness on the shop f 4,24¢ 10.0%

9 |There was only a limited awareness of quality asste compliang ~ 3,08¢ 7.3%
due to a lack of employee education on quality @s®e.

Customers accepted falsified Inspection Report cwithout

10 |question as their receiving inspection was insigfit 1,160 2.7%
Lack of effective quality assurance systems ing 5,94 14.0%
11 |Due to a lack of sufficient human resources, thaliuassuranc 2,811 6.6%

division was unable to take sufficient time fortileg and inspection.

12 |Due to a lack of sufficient facilities, the qualigsurance divisig 1,701 4.0%
was unable to perform testing and inspection adefjua

13 |Due to a lack of sufficient employee training oralify assurance 1,42t 3.4%
guality assurance staff had only limited skills.
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Inadequate systems to prevent and detect inappteiesentatio 9,96¢ 23.5%

14 |Internal systems were too weak to prevent teswictspn result 2,47¢ 5.9%
from being tampere
Other divisions were unable to detect the falsifires as the qualit

15 |assurance division performed the testing/inspecpimotess in a 2,305 5.4%
black box.

16 |Due to the infrequency of personnel change in thadity assuranc 1,92 4.5%
division, fraudulent activities were continued byperienced
personnel and remained uncorrec

17 |Internal auditors failed to detect falsificatiocommitted by thg 1,85¢ 4.4%
qguality assurance division as the audit was cormrdliobnly
superficially due to a lack of independence andtsige of time

18 |Internal auditors were too underskilled to deteetppropriate acf 1,40¢ 3.3%
committed by the quality assurance division.

Other: 2,63 6.2%
1S |Don’t know 2,19¢ 5.2%
2C |Other factor 441 1.0%

42,36 100%

The results of the questionnaire above and indalidpinions show that Hitachi Chemical’s

employees consider the issue, which occurred wittenrCompany, as an issue to be faced in a

company-wide manner rather than by the qualityrasmie department only.

The following is an individual opinion we receivdtis only an opinion, but seems to point out

the fundamental cause of the numerous inappropa@tethat occurred in Hitachi Chemical. We

therefore would like to present the opinion atehe of the cause analysis.

“I think they are not fully aware that customery paoney to purchase our products. We should
always look at things from a consumer’s perspedciive regain the pride as a ‘manufacturer and
provider’ of products of values to customers. hkhihis applies not only to the quality assurance
divisions but to the manufacturing and developnagvisions [sic].”
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Chapter 8 @ Recommendation for Prevention of Regrence

Section1  Reform of Company-wide Organizational Citure
1 Reforming mindset of awareness for product qualityand leadership of the management
The recently-revealed series of inappropriate @efs given rise to by the organizational culture
that spread over the entire company and can be adaed as “overconfidence in, wishful
thinking about, and disrespect for, the qualityutB company-wide organizational culture was
generated by no one but the past management meofiditsichi Chemical.

The management, first of all, should admit in géaith that their past words and actions
reflected the “overconfidence in, wishful thinkiagout, and disrespect for, the quality” and that
the way of thinking that spread over the entireanigation to consider that “there exists no issue t
note in the product quality so long as no clainesraade from the customers” is wrongful (even if
it conflicts with the agreement reached with thetemers). And how such an organizational
culture was generated should be thoroughly examimedm up the past mistakes.

Further, the reform of mindset toward product gyahould be prosecuted under the strong
leadership of the management. During the procesadaf a reform, the employees may have to
face the sales decreasing due to loss of order@rdfiits being curtailed due to the increased cost
or other unfavorable circumstances which will méldfficult for the employees to decide which
direction to go. Even in such phases, the manageshenld firmly maintain its attitude and
continue to send their message that they will teebf carry out the mindset reform toward
product quality, exerting leadership all the waydocomplishment of the mindset reform.

2 Awareness of accountability in view of the relevansupply chain
As was already emphasized in Chapter 7, SectionHit&chi Chemical should be aware of its
responsibility for the product quality owed to #&tire supply chain: not only the direct customers
but also the final customers at the downstrearh@&upply chain, or the stakeholders who put
their trust on the quality of the products of tleenpany.

The responsibility for the product quality includescountability” regarding the information
concerning the product quality such as the restitse inspections. While it is needless to say tha
no false representation may be made, it is es$émdiathe information concerning the product
quality is properly communicated to the stakehadsmprising the supply chain, even if it is
unfavorable information, to ensure thereby the rganegent’'s accountability toward the supply
chain.

In order to ensure the management’s accountaliitigre must be objective data and scientific
basis to serve as the underlying material to sugherexplanations they give. Accordingly, it is
also necessary to preserve those data and basioimdition that allows verification on a later day
(traceability).
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3 Establishment of sound relationship with customers
Hitachi Chemical should immediately abandon itgwate to easily compromise itself in
response to the demand or pressure from the custaneretend to obey but secretly betraying
the customers.

In order to carry it out, it is necessary to repdbt put into practice such quite normal behaviors
as “don’t commit to do anything that cannot be doftern down any demands that cannot be
satisfied, and consider any resultant loss of arttebe something that cannot be helped” or “don’t
accept any unreasonable requests and force themather section,” and blend them into a custom
on a company-wide basis.

Further, in an effort to fulfil responsibilitiesahit assumes toward the entire supply chain in
cooperation with the customer, the company shoelgnhesitate in making requests to the
customers when it is necessary to do so. A sodataeship with the customers must be re-
established under which true facts can be inforareatcurate information can be provided to the
customers regarding the quality of the productstheccompany can exercise leadership and guide
the customers in laying down the specificationthefproducts.

It is not easy a task. The company, however, shwitltbut delay put it into practice, starting
from this occasion that it takes countermeasuramagthe inappropriate acts that have been
revealed. Just because it is Hitachi Chemicaldbatmitted those deplorable conducts, it should
not merely remain devoted to apologies, but it &hetrive to sincerely explain to the customers
where the points are in their agreement that neee reviewed based upon the data and scientific
knowledge and patiently and persistently requesntto modify the specifications that need to be
modified. Should a situation arise where the prement officers or other persons concerned of the
customers stubbornly persist in a certain positvithout sufficient technical evidence or
knowledge and the company easily caters to theaesisifithe customers, it will end up in nothing
but repeating the same mistake.

It should also be noted that, in order to provigietifie cases that the employees face the
customers as mentioned above, it should be negessatroduce a mechanism in which the
employees working directly with the customers astleft to themselves to deal with the
customers but support from the company-wide basid®extended to them or a framework in
which the executive-class officers participate @gatiations when handling of a problem or
challenge that is difficult for them to overcomeaagt the customers is escalated to a higher
position or otherwise the best solution will be glouby the entire organization. Such actions will
be indispensable when constructing a sustainabledsielationship with the customers.

It is expected that the management of Hitachi Cbhahwill use this opportunity and steer the
company in the direction to realize “the managenteait talks with the customers and gets
tempered by the customers” and “the managementalatwith the stakeholders in the supply
chain and gets tempered by the stakeholders isupply chain.”
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4 Continuous education and training to prevent mindsereform from becoming facade
In an effort to prevent the mindset reform HitaChiemical henceforth undertakes from
becoming mere facade, continuous education amirigaprograms should be introduced. As a
sporadic training is apt to lose its effect as tpneceeds, it is desirous for the company to dig in
and lay down a training schedule with repetitiond eontinuous programs from mid- to long-
range perspectives and revise/update such programdime to time.

When introducing education and training prograinis, necessary to take into consideration the
balance between top-down and bottom-up actionstrélir@ng menus that are determined and
pressed down from the higher levels will give tis& sense of “being forced to do” to the
employees, which will make it more difficult fordtparticipants to acquire a feeling that they are
proactively participating in the programs or theg a part of the programs. The many employees
who have been involved in the inappropriate acissate have almost lost their “pride” in their
jobs. To restore it, it is an effective measuretmoduce a workshop-style training program with
focus put on the discussions at the workplacehabthe participants can awaken their feeling of
being proactively participating in the program eirty a part of the programs.

It should be noted that Chapter 1, Paragraph 1tbeo€odes of Conduct of Hitachi Chemical
prior to the June 2018 revision was entitled “Obanace of Engineers’ Ethics” and stipulated the
ethical obligations that only the “engineers” sitbaebmply with. However, much importance
should also be attached to professional obligatibasapply universally everyone in employment
in general.

5 Accomplishment of thorough investigations to fullydisclose long-standing inappropriate practices
and appropriate punishments of involved persons

Hitachi Chemical should implement comprehensive @jdctive investigations into the areas
outside the coverage of the Investigations of the@ittee: inappropriate acts at the development
phase or in the development division, verificatifrthe performance of the products concerning
which the inappropriate acts were committed, aedriappropriate acts committed by the
domestic subsidiaries and the overseas officepaeseas subsidiaries. Only if and when such
investigations and the countermeasures to theddsuad as a result of the investigations (without
leaving them unsettled like in the case of Year&BBues) are implemented thoroughly and
completely until all long-standing inappropriatagtices are fully disclosed will Hitachi Chemical
be able to toe the line to embark on preventioreofirrence of inappropriate practices.
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It is necessary in relation to the inappropriates aevealed in the series of investigations to
enforce strict punishment from the standpoint abpenel management. However, considering the
fact that such many inappropriate acts were corathitl over the organization and that its
fundamental cause is found in the company-wideroegéional culture of “overconfidence in,
wishful thinking about, and disrespect for, thelgyAd which was created by the management,
upmost efforts should be made to ensure that eeptogdance is maintained as regards both the
scope of persons subject to the punishment ancoifiients of the punishment so that inequality
and imbalance are eliminated that may be resultedly those who directly committed
inappropriate acts are punished but those who imeagosition to rectify those inappropriate acts
escape from being punished, or only those curréméiglved in the inappropriate acts are punished
and those involved in such acts in the past esttapebeing punished.

Section 2  Establishment of Independent Produ&ssurance Systems
1 Establishment of system based upon grand design fassurance of product quality
It is indispensable to establish an independerdymbquality assurance system for prevention of
recurrence of the inappropriate acts revealeddrébent investigations. Upon establishing such a
system, the management of the company should tgbhpdiscuss among them the grand design
for the product assurance and hear the instruetiohadvice of the experts to ensure that the
optimal system for Hitachi Chemical will be estahkd.

What serves as a useful reference for such a paiipdke viewpoint of “three lines of defense”
that constitute a framework for effective intergalernance. The concept of “three lines of
defense” is explained by the Corporate Governagsees Study Group of the Ministry of
Economy, Trade and Industry as folloWh[

30 page 34 of the briefing material of the secretal@ed July 24, 2018 ((2) of Points of Issue o&féhse” in Group
Governance)
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Recommended by IlA (The Institute of Internal Awdé: an organization, located in the United
States, concerning internal audit) as a basic girtoeclarify where the responsibilities of risk
management exist when establishing a system forgamization. It is widely recognized in the
field of practice as the global standard.

Under the policy making and oversight and supewisif the board of directors, it is believed
advisable for the management to establish a grddp-imternal governance system composed
of the three lines of defense as described beloway of, inter alia, establishment and/or
preparation of organizations, systems and regula@dter conducting risk analysis, etc. for each
business division and group subsidiary.

(1) The business divisions administer the legal mlance and risk control, etc. for the
subsidiaries under their respective supervisioimduthe course of daily operation of business.
(first line)

(2) The head office division, with expertise indirce, legal or other areas and a sense of
professionalism, supports the administration funrcfierformed by the business divisions (first
line) from a standpoint independent from the bussnaivisions, and performs the check and
restrain function. (second line)

(3) The internal audit division checks from an ipededent standpoint whether the administrative
function is properly undertaken by the businesssitins and the head office division, and, where
necessary, analyzes the causes of the problemsakes proposals for improvement to the
management and each division. It also reports ¢olkbard of directors and the board of

auditors/audit committee, etc. whether the integoglernance system is functioning effectively.

(third line)

Then, identifying risks concerning the product dfyah general, including the inappropriate acts
revealed this time, as risks to be controlled, amplying the framework of the “three lines of
defense” to such risks, establishment of a systesetout below will be envisaged:

(1) Placing the development divisions, the manufideg divisions, the sales divisions, the
business divisions and other divisions respondind¢he business results at the first line, the
quality risks are managed in the day-to-day opemnati

(2) Placing the quality assurance divisions at ¢eeond line, and thereby separating those
divisions from the responsibilities toward the Imasis results’}] support and checking function
are performed toward the first lines from a standpmdependent from the first line.

(3) Placing the internal audit divisions at thedHine, the effectiveness of the quality risk goht
system is audited on a company-wide basis, andrtexpdo the audit committee, from a
standpoint independent from the first and secamekli

31The fact that the quality assurance departmenact &/orks was involved in the measures to cut dovet through
improvement of defect rate means that said depattpaatially assumed the responsibility towardlsiness results. Such
situation, however, should be avoided.
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2 Introduction of “Quality Headquarters” (tentative n ame)
As regards the second line, which functions astiie of the quality risk management system,
establishment of a system under which the follovantions are taken will be envisaged:

(4) To newly establish “Quality Headquarters” (&ite name) under the direct supervision of
the president®f] to supervise the operations regarding the produatity from quality control
through quality assurance.

(5) To position the chief of the Quality Headquestgo be appointed from the Vice President
and Executive Officerj¢mu) or Executive Officers on higher positions, as C{@bief Quality
Officer), and give CQO extensive power, includihgttfor human resources management or
budgetary matters, so that flexibly actions canaen to respond to the case of insufficiency
in personnel or facilities.

(6) To reorganize the CSR Quality Assurance Depamtpihe Quality Assurance Centers of the
business headquarters and the quality assuraneetohemt of each Works that have existed so
far and place them under the command of the Quidigdquarters (and not under the control
of the first line), and redefine the responsitektito be assumed by the Head Office of Hitachi
Chemical and the Works to clarify the reportingebn

(7) To promote professionalization of the employleel®nging to the Quality Headquarters and
to cultivate their awareness of the professionalicet as professionals by encouraging
acquisition of knowledge and qualifications, andttiar to improve the consciousness for
quality and skills in quality control and qualitysaurance operations at the first line by personnel
rotation with the divisions at the first line (esfaly manufacturing divisions) to recirculate
employees who have become professional at the deicanto the first line.

(8) To lay down a carrier path through which thespas who have come to be recognized as
professionals in quality assurance operations neagrbmoted to the management level and
support the management of Hitachi Chemical fromviba/point of the quality assurance.

(9) The Quality Headquarters proactively takes adéeship in relation to cross-divisional
problems such as preparation process of delivezgifipations.

32 Reflecting the past circumstances in which thdiguassurance function was weak, the Quality Heaatprs will be
placed under the direct supervision of the pregitterthe time being. However, it is more desirgushe future if CQO
takes on the checking power to exercise over teewive organ including the president.
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3 Strengthening of internal audit function
As regard the third line, where the internal afgitction is located, establishment of a system
under which the following actions may be taken Wwél envisaged:

(10) To secure independence of the Auditing Officen the second line by isolating it from
the influence of the Risk Management Center antinguit under the supervision of the audit
committee, etc.

(11) To promote professionalization of the empl®ykelonging to the internal audit division to
cultivate their awareness of the professional sthgprofessional by encouraging acquisition
of knowledge and qualifications.

(12) As the internal audits are to be conductethemuality management or quality assurance,
to mutually rotate personnel with the Quality Heaalders with an aim to supplement the
knowledge concerning the operations subject taathdt, or to externally procure and utilize
skilled personnel if development of skilled perselfails to catch up with the internal needs.

Section 3  Improvement of Risk Management Systefor Inappropriate Presentation
1 Reforming mindset of the management toward risks asing from inappropriate presentation
In the business society, it is generally said thatrisks arising from the inappropriate acts to
alter test data came to be recognized since thes acdsalteration of test data by other companies
were revealed in autumn last year.

The management (which here includes the audit ctteiof Hitachi Chemical, however,
could have fully recognized the risk arising frdme tases of inappropriate acts at issue after the
occurrence of Year-2008 Issues and Sakuragawa Nasetheless, it must be admitted that the
risks from the inappropriate acts were never ¢yeatognized under the company’s management
system until now because the management did n& $sfficient level of awareness of the risks
that the inappropriate acts entailed.

In any event, the management should sincerely atlwitthat its awareness of the risks that
might be arising from the inappropriate acts wassudficient and use this opportunity to start to
exert themselves for improvement of the risk mansagd system of the company to provide for
the future.

2 Establishment of system to control inappropriate pesentation risks
Speaking with focus on the operation to prepareissuk Inspection Report, as it is an operation

practically performed within the quality assuradepartment of each Works, the checking
function of the quality assurance department oh&&orks cannot be expected to be effective in
relation to it. Therefore, it is necessary to wawlprevent, or detect at an early stage, any
inappropriate presentation by way of three-tiereelcking system composed of (1) the self-
inspection by the quality assurance departmenact &/orks, (2) next, inspection by a higher
organ conducted by the head office division of@uality Headquarters, and (3) then, operating
audit by the internal audit division.
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Then, under any verification system, the subjetth@verification are the consistency between
the requirement of the customers and the deliveegifications (including alteration of
requirements), the reasonableness of the Compamg&s that reflect the requirements of the
customers, the consistency between the Customeiffépgons and the test method, and the
consistency between the figures entered in theskitem Report and the data obtained at the time
of Shipping Inspection.

Further, for future verifications, it is importatet record and retain the data obtained from the
Shipping Inspection in a condition under which tieaynot be intentionally modified. Therefore,
an environment in which relevant facts can alwaysdnfirmed swiftly should be established by
stipulating the rules concerning the generatiolentton, management and deletion of data
obtained from the tests and inspections, etc. laddeviewing the manners to obtain and manage
the data.

Improvement of operation of internal reporting sysem
Reflecting the lessons learned from the past tieinternal reporting system couldn’t obtain trust
of the employees who are directly engaging in herations and the inappropriate acts failed to be
internally reported and escalated to the managementimely and appropriate manner, resulting
in no rectification being made, it is firstly nesasy to take measures to improve the employees’
trust on the internal reporting system on a comtirsubasis.

The fact that so many effective responses werernetlfrom the employees to the Questionnaire
Survey that the Committee conducted seems to kargééct the president’s daily effort to
repeatedly emphasize importance of compliance dsas/éis strong message to entire employees
when conducing the Questionnaire Survey. Therefosbould be possible to re-enforce the
effectiveness of the internal reporting system tigding to the front the commitment of the
president.

Further, not only by waiting for the whistles tofllewn, the trust of the employees upon the
efforts of the management may also be improvedrésting a situation where the employees can
more easily disclose their thoughts. It can bezedlby way of proactively launching questions
from the management side like the Questionnairgeyuronducted by the Committee or by
starting with hearing the problems and tasks peeceat the workplace and faithfully leading them
to rectification.
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Chapter 9 Conclusion

It was confirmed that the inappropriate acts res@als a result of the Investigation indicated
serious conditions of the company. They were foatrall Works of Hitachi Chemical, and the
products concerning which the inappropriate actewemmitted included core products and a
number of other products, with personnel involvetbhging to variety of departments on a cross
sectional basis from the quality assurance depatirige manufacturing departments, the
development departments, the sales departmentgytintbe business sectors, and vertically from
the employees in the peripheral positions througgchtive Officers.

Hitachi Chemical is now facing a pile of problenmgldaasks that they have to address, including
investigations into inappropriate acts at the dgwelent phase or in the development division,
verification of performance of products concernivigjch the inappropriate acts were committed,
investigation on the domestic subsidiaries or easffices and overseas subsidiaries, contacting
and dealing with the customers about the prodetéded to the inappropriate acts and preparation
of the countermeasures to prevent recurrence tmplemented in parallel with the foregoing
actions.

It is expected that the management of Hitachi Cbhahwill exercise its strong leadership to
aggressively enforce measures to overcome thoeutties and recover the trust of the
stakeholders and corporate value.

Especially, when contacting and dealing with thstamers regarding the products related to the
inappropriate acts, although the company may hdeelmg of inferiority because of the
disgraceful incident it generated, it is expecteat it will be marked as the first step for
reconstruction of the sound relationship with thetomers with fulfillment of accountability in
view of the relevant supply chain placed at thes ait.

In response to the sincere encouragement fromrégdent and CEO after the inappropriate
acts were revealed, such many employees turnégtinanswers to our Questionnaire Survey and
confessed so many inappropriate acts to the Comenitt/e believe it is a germination for
reconstruction of the organization, a beacon okhdye sincerely wish that the president will
always be readily sending out messages to encoatbgificers and employees of Hitachi
Chemical to return to the spirit of “Basics andiEsh that they all have etched in their hearts, and
the company will proceed with even stronger stepwdrd for regeneration and prosperity of the
company.

It should be added lastly that, during the procddbe Investigation, the Committee learned by
hearsay that Hitachi Chemical in certain casesdfdifficulties dealing with the customers who
acted in an attitude that was incompatible withithent of Hitachi Chemical to fulfill its
accountability in view of the relevant supply chain

To fulfil accountability in view of the relevant gply chain cannot be accomplished by Hitachi
Chemical alone. With the cooperative efforts ofssédlkeholders constituting the supply chain and
Hitachi Chemical, we ardently hope that the ergupply chain will revert to a sounder state and
the trust to be put on the manufacturing industryapan will be restored.

- End -
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