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Company name: NGK INSULATORS, LTD.

Address: 2-56, Suda-cho, Mizuho, Nagoya
467-8530, Japan
Tel: + (81) 52-872-7171

Establishment: May 5, 1919

Paid-in Capital: 69.8 billion yen (As of March 31, 2007)

Employees: 3,356 (As of March 31, 2007)

Business: Manufacture and sale of insulators,
electric power equipment, industrial
ceramic products, electronic
components and special metals

products; and plant engineering

In drafting this “Environmental and Social Responsi-
bility Report,” reference was made to the Ministry of
the Environment’s Environmental Reporting Guide-
lines (2003) and the Global Reporting Initiative’s 2002
Sustainability Reporting Guidelines. Environmental
data closely follows the Ministry of the Environment’s
Environmental Performance Indicators Guideline for
Organizations (2002).

The report covers the period from April 1, 2006
to March 31, 2007. Reporting on environmental ini-
tiatives and data for Group companies located
overseas covers the period from January 1, 2006 to
December 31, 2006. The range of companies involved
differs with each initiative cited, but is clearly stated
with the data.

NGK'’s environmental equipment business which
used to be included in the engineering business has
been transferred to a new company in the NGK
Group since fiscal 2007.

To ensure the reliability of the information con-
tained in the report, independent audits have been
conducted by Tohmatsu Environmental Research
Institute Ltd.

A Japanese version of this report is also available.
Information is additionally provided on NGK’s website
at www.ngk.co.jp. Next year’s version of this report is
scheduled to be published in July 2008.



l Top Message

NGK Insulators feels that one of its social missions as a company is to make technologies and
products to help protect the environment available to as many people as possible, while continuing to
lower the environmental burden in its own business activities. Accordingly, we continue to strengthen
our measures to prevent global warming and conserve the global environment.

In this sense, fiscal 2006 (ended March 31, 2007) was a year in which the benefits of NGK’s
environmental products were clearly demonstrated.

Our diesel particulate filters (DPFs) to treat diesel engine emissions have received high marks from
major European automakers, which we have followed by increasing production capacity at local
plants. Our NAS® battery power storage system, which aids the stable supply of natural energy, has
been recognized as efficient for wind power, and has been adopted for use in a large-scale wind
power generating facility in Japan that is scheduled to begin operations in summer 2008.

The parent company NGK Insulators has made environmental activities one of its priority issues,
and has implemented a company-wide effort to limit CO2 emissions to meet its medium-term goal for Shun Matsushita
fiscal 2006. Despite the increase in production volume, we cut CO2 emissions by 10,000 metric President and Chief Executive Officer
tonnes each year in the three years since fiscal 2004, nearly achieving our target. We intend to

continue to make an energetic effort to reduce CO2 emissions. Since achieving “zero emissions” in
fiscal 2005 we have continued with our efforts to limit the total amount of byproducts generated and
to reuse as much as possible, achieving a 5% year-on-year reduction. In our management of
chemical substances, our ongoing effort to limit atmospheric emissions of PRTR-listed solvents has
resulted in a reduction to half the level of a year earlier. We have also begun studying and
implementing our response to the new European law on chemicals, REACH (Registration, Evaluation,
Authorization and Restriction of Chemicals), which took effect in June 2007.

Domestic companies in the NGK Insulators Group are also taking action to meet their own
targets, and continue to produce results. Each of them will continue to make further efforts to achieve
new targets. As our business expands overseas we are also pursing a consolidated environmental
management program in cooperation with overseas group companies in Europe, North America,
Australia, and Southeast Asia.

Fiscal 2006 was also the first year of our Second Five-Year Environmental Action Plan, in which
we’ve set even higher targets as part of our CSR program. We have made steady progress toward
achieving these goals. In fiscal 2007 we will strengthen our company-wide efforts in order to secure
the progress we’ve made.

NGK also recognizes the importance of human resources development in order to promptly
respond to such structural changes as the acceleration of overseas business development and
diversification in the personnel structure, as well as the falling birthrate and the aging population. To
ensure sustainable growth and development as a corporation, in April 2006 we established NGK
Education Service Co., Ltd., a group company specializing in education and training, while also
formulating a Basic Policy on Personnel Training. During fiscal 2006, in accordance with this policy
we set up a company-wide training structure built around the dual pillars of practical training for
production and position-oriented education, and implemented a variety of other measures. Going
forward, we plan to step up our efforts to not only help develop the company, but to produce
employees who aspire to contribute to international society.

| hope that this report will give you a better understanding of our CSR efforts. Thank you for your
continued support of NGK Insulators.

ENVIRONMENTAL & SOCIAL RESPONSIBILITY REPORT 2007 1



2

Technology and
Products that Protect
the Environment and
Benefit Society

NGK Insulators helps to protect the environment with

its unique ceramics-based products and technologies.

This section introduces the latest developments in
the fields of exhaust gas purification, new energy,
and water purification.
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NGK’s DPFs help keep
European skies clear

New Energy

NAS® batteries give momentum
to the spread of wind power

Water Purification

Japan’s largest ceramic
membrane water treatment
system begins operating




[Exhaust Gas Purification]

NGK’s DPFs help
keep European

skies clear

NGK'’s diesel particulate filters to treat emissions from
diesel-powered vehicles have achieved a solid record
in Europe.

NGK SiC Diesel-Particulate-Filters (DPF) greatly
help car manufacturers to make diesel powered
vehicles environmentally friendly.

For European car buyers, diesel pow-
ered vehicles find a steadily growing
attraction due to low fuel consumption /
low CO2 emission together with high

Klaus-Peter Biehn

Sales & Marketin: . .

Director g engine performance. NGK SiC DPF
NGK EUROPE GmbH ;

(Germany) products are widely used by European

car manufacturers for diesel exhaust
gas purification. By employing NGK SiC DPF technology, car
manufacturers are enabled to comply with the tight future
emission regulations for diesel powered cars not only in
Europe but also on a global basis.

Based on the development of the latest state-of-the-art
SiC DPF technology, NGK (Europe) had been successful to
conclude long term business contracts with some major
European car manufacturers. However, it is a day to day chal-
lenge to maintain our leading position in this very competitive
market and business environment.

In June 2006 it was our great honour to receive the
“Volkswagen Group Award” from Europe’s leading car manu-
facturer as an official recognition of NGK's extraordinary suc-
cess in the field of diesel-particulate-filters.

NGK SiC DPF represents another impressive contribution
to environmental conservation by means of advanced tech-
nologies. And we will continue our best efforts to be recog-
nized by the automotive industry as the preferred develop-
ment partner and supplier for SiC DPF in the future.

Silicon carbide diesel particulate filters (SiC-DPFs)

Answering robust demand and
helping keep European skies clear
NGK Ceramics Poland is the main pro-
duction facility for silicon carbide diesel
particulate filters (SiC-DPFs) for the Eu-
ropean market.

Established in 2003, NGK Ceramics
Poland began making shipments from
January 2005. Despite such difficulties
as weather far colder than in Japan,
and the need to set up the production line in a short period of

Kazunari Akita

NGK Ceramics Polska
SP.Z0.0.

time, the day of our first shipments of mass-produced prod-
ucts—in the midst of a raging snow storm—is one that | will
never forget. The reputation of NGK’s DPFs is growing, and
our production lines, already operating at a fevered pitch in
order to meet the robust demand from prominent European
automakers, are being expanded. We have already comple-
ted all production lines, making the Poland plant the largest of
NGK'’s production facilities anywhere in the world.

Driving around Poland and other areas of Central and
Eastern Europe one unfortunately still sees many vehicles
belching black smoke. Every time | encounter such a scene
| think to myself that we need to get more vehicles fitted
with DPFs as quickly as possible, and protect the natural
environment. That sentiment, shared by the more than
1,000 Polish workers and Japanese staff members, is what
drives this factory.

NGK Ceramics Poland

ENVIRONMENTAL & SOCIAL RESPONSIBILITY REPORT 2007
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[New Energy]

NAS® batteries give

momentum to the spread

of wind power

An NGK NAS® battery storage system (34,000 kW) has been
adopted for use in a 51,000 kW wind power generation
facility to be built from summer 2007.

NAS® batteries are receiving
much attention as a storage
system for wind-generated power

The NAS® battery storage systems |
deal in are large-capacity systems that
store previously generated electricity
for supply when necessary. Installed in

Kazushi Tada

a factory or large-scale commercial
facility, they can lower electricity bills by
storing energy overnight, when rates are
lower, for use during the day, or provide electricity during times
of momentary drops in power. We have already delivered
enough NAS® batteries to provide 200,000 kW of electricity.
Recently, NAS® batteries have been widely used in stor-
age systems to help stabilize output from wind power genera-

NAS® Sales Dept.
Power Business Group

tors, an effective technology to counter global warming. A
34,000 kW NGK NAS® battery system has been adopted
for use in a wind power facility with 51,000 kW generating ca-
pacity to be built by Japan Wind Development Co., Ltd. in
Rokkasho-mura, Aomori Prefecture from the summer of
2007. This project will give a substantial boost to the spread
of NAS® batteries for wind power generation, and | am look-
ing forward to its completion.

Electricity is often taken for granted in our everyday lives.
It’'s only during an outage that we are able to experience for
ourselves its importance. Being in charge of NAS® batteries
for the power business, which help reduce CO2 emissions
and contribute to the environment, is a source of pride for me.

A 1,500 KW NAS® battery system at the NGK AC Plant

Lo

The NAS® battery test site at Miura Wind Park

— N AS® batteries are one of the
successes of NGK’s ceramics
technology

One of the main concerns about wind-
generated power is its instability, since
- power levels fluctuate greatly with the
Tomio Tamakoshi  strength of the wind. Storage batteries
are necessary to address this problem,
alleviating the fluctuations and allowing

=

NAS® Sales Dept.
Power Business Group

for steady power generation. Storage
batteries for wind power stations also need to have an oper-
ating life of 15 years or longer. NAS® batteries answer these
needs, and being highly regarded for their overall cost per-
formance have been adopted for use in the wind power fa-
cility to be built in Rokkasho-mura, Aomori Prefecture. A test
site has been established in the Miura peninsula of Kanaga-
wa Prefecture, where repeated testing over the next year will
determine how well the system responds to extreme fluctu-
ations in wind power, and controls the shifting volume of
power generated.

NAS® batteries are part of a new system able to store
electricity. Electricity storage was little more than a dream
when development of the technology began nearly two
decades ago, but has now become a reality. | am extreme-
ly pleased that NGK, as the sole manufacturer of NAS®
batteries, is able to contribute to the use of natural energy,
which is an effective means of countering global warming.
The development of NAS® batteries was due originally to
NGK’s proprietary technologies that allowed ceramics to
be finished with the same precision as for metal. | would
like to stress that without this technology electricity storage
systems would not exist.




[Water Purification]

Japan’s largest ceramic
membrane water treatment
system begins operating

Japan’s largest water purification system, using NGK’s
ceramic membrane filtration system, was completed in
November 2006.

NGK’s ceramic membrane
technology met the needs of
the area

The project for which I’'m the sales rep-
resentative, the water purification sys-
tem for the drinking water supply facility
in the Hinogawa district of Fukui Pre-
fecture, was completed in November
2006. This facility supplies 38,900 m3
of drinking water per day to approxi-
mately 53,000 households, the largest membrane filtration
system in Japan. NGK’s system was chosen from among
six new types of water purification systems after perform-
ing well in local tests. The most important consideration for
any water business is safe and stable supply, so | am
pleased that the NGK system was adopted on the basis of
its safety, durability, and life cycle cost.

The actual construction was a battle against time. Once
winter set in the construction site would be buried in snow,
which crews would be forced to continually remove. There
were also difficulties coordinating with the other companies to
which work was outsourced, such as for civil engineering,
construction and electricity. That is why | was filled with emo-
tion when | saw the local residents tasting the water during
the opening ceremony in November 2006. | am confident that
NGK’s reputation will grow as the facility continues to provide
safe water over the years. It is my hope that ceramic mem-
branes from NGK—the ceramics professional—will be util-
ized not only in Japan, but around the world.

Satoshi Matsumoto

Sales Dept. II, Sales &
Marketing Group

NGK Water Environment
Systems, Ltd.

Aerial view of the water purification facility

The water purification facility utilizes 1,800 ceramic
membrane elements

We’ve designed a purification
system that adapts to changes
in the river ecosystem

The central focus of this recent large-
scale water purification system is the
optimal water treatment flow designed
specifically for the unique features of
the Hino River. Rivers are alive. The
same river will change moment by mo-
ment, just like a person’s physical con-
dition. Moreover, water quality varies considerably depending
on the source, and the optimal treatment needs to be applied
according to the quality. Unless the treatment system re-
moves the algae that produce foul smells, along with the
manganese, coli bacillus, and cryptosporidium (pathogenic
protozoa) that result in contaminated water, and can be oper-
ated safely and at a reasonable cost, it will not only fail to pro-
tect the way of life of the local residents, but will be inade-
quate to the needs of the water facility operator as well. It is
also necessary to impose as little as possible burden on the
environment. | believe our design for a system that provides
a total solution to these issues is what allowed NGK to win

Koichi Murase

Water Treatment
Engineering Dept.

NGK Water Environment
Systems, Ltd.

the contract.

| felt proud to be involved from the design stage through
construction and completion of a project to build one of the
social foundations that support the everyday lives of people. It
was an extremely rewarding few years. The sixty or so ceramic
membrane water purification systems NGK has delivered up
to now have already earned it a solid reputation. | hope that
we will continue to
confidently provide
society with the
products and tech-
nology to help con-
serve the environ-
ment.

One of the large ceramic membrane elements

Note: NGK Water Environment Systems is a new internal group company that took over NGK’s Engineering Business in April 2007.
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Business Fields and Segments

NGK leverages its core ceramics technology in the fields of Ecology, Electronics,
and Energy (the “Triple-E” Fields) to develop its Power, Ceramic Products,
Engineering and Electronics businesses. Our aim is to protect the environment,
and benefit society.

In the Ecology field NGK has the Ceramic
Products Business, in which proprietary
ceramics technologies have led to the de-
velopment of HONEYCERAM® and diesel
particulate filters (DPFs) to clean the ex-
haust gas of automobiles, and the Engin- Ceramic products to purify automotive exhaust
eering Business, which handles water and
sewage treatment systems for water purifi-
cation and sludge processing plants, and
the waste recycling plants essential to
protecting urban environments.

Ceramic products to purify
automotive exhaust
Corrosion-resistant devices for
chemical engineering
Combustion apparatuses and
refractories

——

The fine ceramic filter water purifier “C1”

Sewage treatment facility

Engineering Business*

[ Water and sewage treatment
systems

[ Sludge dewatering and
incineration equipment

[ Waste processing equipment

A ceramic membrane water purification system

Waste processing facility

* The Environmental Equipment Business.was transferred to a new internal group company from fiscal 2007.
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@ NAS® batteries for power storage

In the Energy field, NGK provides a range of insulators, as well as power
supply, distribution and transformation systems to help ensure a stable
power supply. Our Power Business handles highly reliable products es-
sential to the development of society and industry, such as large-capacity
NAS® batteries for power storage, the world’s first practical system for
storing electricity for use when necessary.

Insulators for power lines

Power Business

[l Insulators for power lines and [l Devices for power transmission
transformers I NAS® batteries for power storage

Ceramic components for semiconductor
manufacturing equipment

In the Electronics field, NGK’s wide-ranging Electronics Business handles
various electronics components and ceramic components used for semi- Beryllium copper products
conductor manufacturing equipment that utilizes cutting-edge ceramics
technologies such as micro-actuators for use in inkjet printers, as well as
produces beryllium copper rolling and processing products with superior
spring properties.

Electronics Business

[ Beryllium copper rolling and I Metal molds
processing products [l Ceramic products for the
Il Ceramic products for semiconductor electronics industry

manufacturing equipment

Ceramic components for inkjet printers

ENVIRONMENTAL & SOCIAL RESPONSIBILITY REPORT 2007



Business Overview

Competition is growing more and more intense on a global scale and changes are taking place

with increasing speed. With proprietary ceramics technologies as its core technologies, the NGK
Group develops its business operations dynamically and globally based on four principles:
speedy management, developmental focus, highly efficient management and green management.

NGK CERAMICS NGK CERAMICS
EUROPE S.A. POLSKA SP. Z 0. O.
- Japan
Ly
/ /' NGK Insulators, Ltd. \ h
European ~/ /- 24 Consolidated N\
Region Subsidiaries \@n
/| 2Equity-method F o

Affiliates %

7 Consolidated
Subsidiaries

|
CssuzHoUco, LD, |

-

LGK TECHNOkERA SUZHOJ CO,, LTD.
=

Asian and
Other Regions

12 Consolidated
Subsidiaries

NGK CERAMICS SOUTH
AFRICA (PTY) LTD.

Net Sales (Millions of Yen) Ordinary Income (Millions of Yen)

|
| 200,083

05 05 15,$72
266,127 24,08
06 205,938 06 21,966
83,753 | 30,926
07 222,800 07 35,297
‘ ‘ 320,119 ‘ ‘ 50,318
0 100,000 200,000 300,000 400,000 0 10,000 20,000 30,000 40,000 50,000 60,000
B NGK Consolidated B NGK Consolidated
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As of March 31, 2007

Sales by Region (%)

12.0% ¥320.1
billion 54.3%

NGK METALS
CORPORATION .
North American

Region

Year ended March 31, 2007

Japan [ North America

11 Consolidated Europe [ Asia and Others

Subsidiaries

Four Business Segments

NGK Insulators conducts business in
R four business segments: the Power,
TV - \ Ceramic Products, Electronics and
% ) ‘ Engineering businesses.

more pp P. 6,7

Sales by Business Segment

NGK-LOCKE POLYMER
INSULATORS, INC.
7

¥320.1
billion

Year ended March 31, 2007

1 Power Business
Ceramic Products Business
[ [ | Production M Electronics Business

© © @ Production & Sales Office [¥ Engineering Business

® o @ Sgles Office

Net Income (Millions of Yen) Total Assets (Millions of Yen)

05

06 89,440
224759 514,806
| 29,413 07 '
0 5,000 10,000 15,000 20,000 25,000 30,000 35,000 0 100,000 200,000 300,000 400,000 500,000 600,000
B NGK Consolidated M Total Assets
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Corporate Philosophy

“NGK products and technology must create new value and contribute to the quality of life.” Under
this philosophy, NGK will proactively fulfill its social responsibilities as a corporation.

order to develop CSR activities on a company-wide level, in
July 2005, we established the CSR Committee to promote in-
itiatives in the area of corporate social responsibility. We in-
tend to more proactively ensure compliance with laws and
regulations and engage in activities beneficial to society.

A company’s activities are supported by society, so it is es-
sential that a company fulfill its responsibilities in all re-
spects—social, public, common good, and environment.
NGK put its thinking on this matter into writing and publi-
cized it throughout the Group by formulating the NGK Group
Guidelines for Corporate Behavior in April 2003. In addition, in

Corporate Philosophy

NGK products and technologies must create new value and contribute to the quality of life.

NGK Group Guidelines for Corporate Behavior (Excerpt)

m Relationship With Society
In pursuit of more openness from management, NGK Group will improve its communication with society, and, as a good corporate citizen, will increase its con-
tribution to the enrichment of society.

m Relationship With Business Activities

NGK Group will develop safe and valuable products to meet any future social demands and satisfy customers all over the world with those products. Through-
out its business activities, NGK Group consistently obeys the letter and spirit of the law and conducts its business transactions fairly, transparently, and freely.
As a member of the international community, NGK Group respects regional cultures and customs and seeks to coexist with local communities. Profits earned
through legitimate business activity are appropriately returned to shareholders.

= Relationship With Employees
NGK Group will always value people and show respect for basic human rights. All employees must obey labor laws and regulations as well as corporate regula-
tions. Simultaneously, they must work responsibly and in good faith, and endeavor to enhance their own abilities.

Environmental Philosophy

On the basis of the Company’s corporate philosophy, NGK focuses on the “Triple-E” areas of Ecology, Electronics, and Energy.
Through our work in these areas, we seek to develop solutions to some of the critical challenges facing the next generation.

Three-year Management Plan

m Speedy Management

Together with group-up revision of
the processes for all tasks, NGK is
making active use of new informa-
tion tools and management methods
to carry out the management deci-
sions of the globally growing NGK
Group even more rapidly.

m Concentration on
Development

With ceramics technology positioned
as a key technology, NGK is main-
taining investment in research and
development within the “Triple-E”
business fields at around 6% of
sales. The Company is striving to
achieve strategic growth through the
timely development of new products.

10 ENVIRONMENTAL & SOCIAL RESPONSIBILITY REPORT 2007

m Highly-efficient
Management

Aiming for a return on equity (ROE) of
10%, NGK is taking thorough steps
to slim down assets through such
measures as introduction of supply-
chain management (SCM) and inte-
gration of equipment. The Company
is further accelerating the utilization
efficiency of management resources
(personnel, property and funds).

m Green Management

In order to fulfill its responsibility to
maintain corporate excellence, NGK
makes every effort to reduce the im-
pact of its business activities on the
global environment through such ac-
tions as measures to prevent global
warming, recovery of resources from
by-products, development of envir-
onmentally conscious products and
improvement in the quality of envir-
onmental management.



Corporate Governance

In order to earn the trust of society as a good corporate citizen, NGK is committed to further
improving the fairness and transparency of its management and ensuring each and every employee

acts on the basis of a strong code of ethics.

The basic foundation of NGK’s corporate governance con-
sists of an organizational structure capable of ensuring the
legality of business activities and the transparency of man-
agement, and quickly accommodating changes in the oper-
ating environment. It further consists of the establishment
and maintenance of fair management systems oriented to-
ward shareholders.

We have established the NGK Group Guidelines for Cor-
porate Behavior in order to ensure compliance with the law
and corporate ethical standards, and to be well regarded by
society in a way that befits an ex-
ceptional company as defined by
global standards. The guidelines
are intended to clarify the inten-
tions of upper management and
to be applied to the NGK Group
as a whole. Moreover, establishing
the CSR Committee will enable us
to more proactively ensure legal
compliance and contribute to so-
ciety at large.

Pamphlet presenting the NGK
Group Guidelines for
Corporate Behavior

m Strengthening Corporate Governance

The building of an internal control system is indispensable to
strengthening corporate governance. Building and operating
internal control systems is the responsibility of the Board of
Directors and executive bodies under the president. We have
also established an Auditing Department specializing in inter-
nal audits, which conducts audits of the business execution of
our operational divisions. The Internal Controls Subcommittee
has also been established as a subcommittee of the CSR
Committee. It is charged with creating, maintaining and im-
proving internal control systems to enhance the effectiveness
of corporate governance.

m Establishment of the CSR Committee

The CSR Committee was established in July 2005 to promote
CSR activities on a Company-wide basis. The committee has
four specialist subcommittees for compliance, security, inter-
nal controls and social contributions.

Governance System As of Apri 2007

Board of
Corporate
Auditors

Board of

Directors President

General Meeting of Shareholders

Executive
Committee

Accounting
Auditors

Subcommittee Functions

*See page 29 — —

Helpline

Compliance Subcommittee Security Subcommittee
Matters related to the law and

ethics accidents

Matters related to incidents and

Social Contributions
Subcommittee

Internal Controls
Subcommittee

Development, maintenance and
improvement of internal control
systems

Matters related to researching
about, investigating and planning
social contribution activities, and
associated educational activities
inside NGK
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Compliance

In order to earn the steadfast trust of the public we have instituted a variety of measures for
ensuring all employees are fully aware of compliance-related issues and for encouraging greater
use of the helpline system.

In October 2006, we administered a survey on employee
awareness of compliance-related issues targeted at all em-
ployees, including those at domestic Group companies. The
results were reported in our company newsletter.

An informational card on the helpline system was also cre-
ated and distributed to all employees. The card contains a de-
scription of the system and contact information for consulta-
tions and reporting. Since January 2006, we have held a
liaison meeting on legal compliance every other month to dis-
seminate legal knowledge related to our business and foster a
compliance mindset. Going forward, we plan to further en-
hance training and PR activities in an effort to strengthen the
Group’s compliance system.

Lecture on the Antimonopoly Act

m Information Security System

With the advance of information technology, companies have
had to institute stronger security measures for information. In
March 2005, NGK drew up the NGK Group Basic Policy on

ST ISR, e S Information Security to establish a basic approach to informa-

=i 47 n- ¥ g i tion security, and presented the policy to all relevant parties

. T 7 — T inside and outside the Company. Based on this policy, we es-
ﬂ T el T s e tablished regulations (company rules) to serve as standards

- ENTRALIER P B -

T for proper information security management. We also estab-

e Lo L N L
[ WET . . X X . .
=5 L BT lished practical rules for personal information, information sys-
HERT bl E A4, WA RRRTRT

e i tems and other aspects of information security. In addition,

we are working to ensure the rules are faithfully followed by
regularly conducting position-based training, questionnaires
and audits, and ensuring prompt improvements are made
when inadequacies are discovered.

Helpline card

m Compliance Training
In order to raise compliance-related awareness throughout the
Company and ensure business activities are carried out on the
basis of this awareness, we conduct compliance training as a
part of our position-based training program, which covers new
hires, regular employees and middle management. The goal of
the training is to provide employees with broad-ranging infor-
mation, from basic knowledge to practical know-how, through
instruction on the NGK Group Guidelines for Corporate Be-
havior, which are of utmost importance for NGK employees,
and on various related laws and regulations. In fiscal 2006, we
increased the frequency of training sessions and significantly
expanded the range of employees targeted for each training
session, as well as enhancing the sessions themselves.
Additionally, attorneys specializing in compliance-related
issues are brought in once a year to give lectures on relevant
topics to upper management, all executives, and middle man-
agement. In December 2006 and January 2007, lectures
were held on the Antimonopoly Act.
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Social Performance

With Our Stakeholders

The following pages describe NGK’s activities associated
with the Group’s social responsibilities.

m Activities covered:
NGK Insulators, Ltd.

Nagoya Plant, Chita Plant,
and Komaki Plant

Note: Including some information from overseas
Group companies

Customers
»» Page 20

Employees
»» Page 14

Shareholders
and Investors
»» Page 23

Suppliers
»» Page 24

Society
»» Page 25

Stakeholders with a relationship with NGK
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With Our Employees

Human Rights and Employment Initiatives

NGK endeavors to employ personnel who are cheerful and
eager to take on challenges, based upon our policies of
stability and equal opportunity in employment.

We also encourage independence and autonomy among
our employees, and are fully committed to bringing to reality
an equitable results-based treatment system and a benefit
program that lets employees work in comfort and security.

Employment Stability

NGK'’s operations cover a broad range, and we are therefore
striving to provide a stable employment situation by drawing
up personnel plans that focus upon issues such as the re-
structuring of operations, including within Group companies,
and increases in productivity. When hiring new staff members,
we carry out a policy of ongoing recruitment from a medium-
term perspective, irrespective of whether the potential em-
ployees are fresh graduates or are changing employment
mid-career.

Furthermore, we are aiming for general employment stabil-
ity and utilization of personnel, and are making use of tempo-
rary staff and outsourcing services in order to support varia-
tions such as those that occur when providing personnel to
make up for maternity or childcare leave, or for temporary
business loads. In manufacturing divisions, we have intro-
duced a manufacturing contract employee system, and at the
end of fiscal 2006, there were approximately 600 personnel
employed under this system. However, as we aim to ensure
employment stability, we plan to hire about 30 of these staff
as regular employees in fiscal 2007.

Employee Breakdown by Type

. Executives
(excluding auditors)

H—

616 . Regular employees
(middle management
and ordinary)

263

Retired employees
(ordinary)

Manufacturing contract
employees

Short-term contractors

Part-time employees

As of March 31, 2007

System for Rehiring Employees After Retirement

In April 2001, NGK introduced a system for rehiring ordinary,
regular employees after their retirement, becoming one of the
first companies in Japan to do so. With the exception of those
employees with restrictions placed on their work, all appli-
cants are rehired. Contracts are renewed annually, with the
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upper age limit on hiring set at the age from which the em-
ployee begins receiving the fixed portion of their pension. As
of March 31, 2007, we had 263 rehired employees, account-
ing for 6.2% of the total workforce.

Furthermore, NGK has rehired middle management (ad-
ministrative) staff after retirement on an individual basis for
some time, but this system will be implemented on a compa-
ny-wide basis from fiscal 2007. Going forward, we will make
even more active use of the abilities of middle management
that wish to be rehired.

Employment Diversity and Equal Opportunity

NGK employs personnel without regard for race, belief, gen-
der, or disability, and is striving to achieve an equal opportuni-
ty workplace. In the hiring of women, we make a concerted
effort to provide equal opportunities for both men and wom-
en, in the spirit of laws pertaining to equal employment. As of
March 31, 2007, women accounted for 10.5% of the work-
force, and this figure includes five women in management po-
sitions. The proportion of disabled employees throughout
2006 declined to 1.49% due to an increase in the overall
number of employees. As this figure falls below the legally
mandated ratio of 1.8%, we have fully committed ourselves to
implementing the spirit of laws covering employment of peo-
ple with disabilities in the future.

In particular, hitherto people with disabilities have only
been employed at some of our manufacturing facilities. Going
forward, we will increase the categories of jobs available for
people with disabilities, including office duties.

Enhancing Motivation through

Optimal Job Allocation

To foster autonomy among employees and enhance their mo-
tivation to work, NGK operates the internal Free Agent (FA)
system, an internal job application system, a career tracking
system and a follow-up system for younger employees.

The internal FA system enables employees to publicize the
experience and skills that they have acquired themselves, and
register for positions and duties that they desire. In fiscal
2006, there were applications for seven positions based on
this system. Based on the internal job application system, the
Company discloses to employees the positions that it requires
and appoints those applicants that are suitable for these posi-
tions. In fiscal 2006, three positions were advertised. The ca-
reer tracking system supports the improvement of employees’
skills, and the follow-up system for younger employees com-
prehensively supports new employees until their fourth year in
the Company. We are steadily implementing these systems.



With Our Employees

Human Rights and Employment Initiatives

Helping Balance Work and Home

In tandem with the aging of society and the declining birth
rate, employees are increasingly required to become actively
involved in childcare and nursing care. NGK has therefore es-
tablished a leave system for employees with child or nursing
care responsibilities that allows them to work without undue
stress, and is promoting its use. We will continue to work to
create an environment hospitable to childcare and nursing
care based on the spirit of laws to support the raising of the
next generation.

Changes in Numbers of Employees Using the Childcare Leave System

(Persons)
20 18

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Note: Calculated from the date childcare leave began

Measures to Protect the Human Rights

of Employees

NGK’s employment regulations clearly prohibit sexual har-
assment by employees, and the Company takes disciplinary
action in response to any violations. We have concluded a
labor-management agreement regarding prevention of sexu-
al harassment and we have established a grievance reconci-
liation committee comprising representatives from both labor
and management. We are also implementing measures to
protect the human rights of employees, such as incorporat-
ing a sexual harassment prevention lecture as part of our in-
house training program in an effort to raise awareness.

Ensuring Employee Health

NGK conducts various health examinations for its employees
as part of its employee health maintenance program, and
based on the results of such examinations takes measures to
protect their health, such as placing restrictions on working
hours. For mental health care we have an employee physician
contract with a mental health specialist, work to address is-
sues as early as possible through such measures as arrang-
ing visits and consultations for employees, and raise the issue
when conducting training specific to positions in the compa-
ny, such as training for newly assigned managers. We also
provide separate facilities for smokers and nonsmokers in ac-
cordance with the purport of health promotion laws, making
efforts to prevent exposure to second-hand smoke.

Labor-management Relations

NGK is building labor-management relations founded on mu-
tual trust where both labor and management, while fuffilling
their respective responsibilities, exchange opinions in rela-
tionship of trust. We have also established various consulta-
tive bodies to provide opportunities for communication be-
tween labor and management, such as the Labor-
management Advisory Board, the Office Advisory Board and
the Regular Labor-management Council.

Labor-management Advisory Board

“| feel at ease giving birth and caring for my child.”

Jyunko Ohya

Public Relations
Office

In preparation for having a baby this summer, |
took leave for childbirth and childcare.

| had previously found out through preparing
articles for the Company newsletter that many of
my more senior female colleagues had effectively
combined childbirth and childcare with work. |
therefore thought that NGK was a company that
appropriately understood the requirements for
childbirth, childcare, and returning to work after
having a baby, and | was not uneasy about leaving
my job to have a baby. In fact, when | applied for
leave, my supervisor asked me when | would be
returning to work, which made me feel happy.

| think that combining childcare and a job after
returning to work is really hard. However, when |
see the attitudes of my more senior colleagues
who are caring for their children and doing their
jobs by using systems such as the one that al-
lows shorter working hours for employees, | can
see that they are not only making a big effort,
but also receiving warm support from those
around them. We are fortunate to have an envir-
onment where we can combine having children
with work, and | will also do my best while taking
advantage of this situation.
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Human Resource Development Initiatives

NGK considers personnel development to be one of the
most important issues in responding to changes in the per-
sonnel structure at workplaces in Japan, such as employ-
ees who are more diverse, are older or who have fewer
children. Personnel development is also important in terms
of developing and expanding business worldwide. In April
2006, NGK formulated a Basic Policy on Human Resource
Development, and in accordance with this policy we will
expand our structure for personnel development and imple-
ment various measures.

Basic Policy on Human Resource Development

Through pursuit of the following human resource

development targets, NGK is committed to promoting

effective training measures.

(1) We will develop personnel who will pass on and develop the tra-
ditions and spirit of manufacturing.

@ We will develop personnel with the abilities and judgment to sup-
port overseas business development.

@ We will provide a place for learning and growth for all willing em-
ployees at any level.

Systemization of Education

Human resource development is a very important for NGK, as
we provide products and technologies that contribute to the
environment, based on our original ceramics technology.

Above all, we believe that human resource development is
important in terms of overcoming the “2007 problem” associ-
ated with a change of generation, reliably handing down and
inheriting skills and technologies at manufacturing sites, en-
hancing the sense of unity in the workplace amid the increas-
ing diversity of employees, and raising the motivation of every
single employee.

Based on an awareness of these problems, NGK simulta-
neously and intensively reinforced its systems to promote hu-
man resource development as well as related software (edu-
cation and training programs) and hardware (training facilities)
in fiscal 2006.

First, in relation to
promotion systems, i
we established a \
Company-wide Edu- A -'4
cation Council com- g%
posed of top man-

agement executives ; [—
TR

that serves as a su- ‘

pervisory organiza- - . "i v

tion for personnel
development. In ad-

dmon, we fu”y over- Comprehensive Education and Training Guidebook
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* General business skills
* Fostering overseas personnel

= Education Program Structure

® e-learning
kil Programs
Posmo.n-.based L rineneaman ur;ielr.dlrelct
training programs ivisional
control
Two fundamental Supplementary
education systems programs

hauled our education system and restructured it into two new
major educational systems that revolve around manufacturing
training and position-based training.

As another initiative, we established NGK Human Re-
source Development Co., Ltd., a specialist company that
promotes the planning and operation of actual education
and training. Then, in July 2006, we distributed the
“Comprehensive Education and Training Guidebook,” which
summarizes our various new educational programs, to all em-
ployees in an effort to disseminate the significance and curric-
ulum of the new educational systems.

Aiming to Bolster On-site Capabilities

The objective of manufacturing training, one of the two major
education programs, is to strengthen manufacturing on-site
capabilities by steadily passing down NGK’s original skills and
technologies in the area of manufacturing.

“Standard-raising training,” which is one type of manufac-
turing training, emphasizes practical experience relating to ba-
sic manufacturing technologies. It is a program that deepens
participants’ interest in manufacturing and enables them to
really experience that interest. With that aim, in October 2006,
NGK brought together manufacturing facilities and equipment
that were actually being used and established a training cen-
ter that reproduced an actual site of manufacturing inside the
Nagoya Works as a practical training location. At this center,
highly experienced technicians provide guidance to young
employees in each subject, such as molding, firing and dry-
ing, and maintenance.

On-Site Capability Reinforcement Training:
Report Council in Second Year of Leaders’ Training



With Our Employees

Human Resource Development Initiatives

In addition, “On-site capability reinforcement training” puts
priority on training personnel that the Company expects to be-
come the “core” at actual manufacturing sites, and they are se-
lected from managers and leaders in manufacturing divisions.
Through training and practice over a period of one year in a
tense atmosphere that resembles a dojo (hall for martial arts
training), we develop core personnel that will be able to pro-
mote reforms at manufactur-
ing sites. The training program
is severe and highly densely
structured, and those that
complete training take back to
their respective workplaces
confidence as core personnel
and the feeling that they have

achieved something. Hands-on Training at a Manufacturing Dojo

Invigorating Internal Communication

“Position-based training” is aimed at employees that have
newly joined the Company to middle management (superviso-
ry personnel) and focuses on stimulating and enhancing role
awareness and motivation according to the respective job po-
sition. In addition, it comprises a multilayer combination of
such educational programs as compliance, environmental is-
sues, human rights issues, safety and mental health, which
are indispensable in today’s corporate activities.

In fiscal 2006, we introduced training to enhance commu-
nication skills across all job positions. Amid the increasing
number of middle managers concerned about providing
guidance to their subordinates and young employees who
tend to avoid contact with others and intervention, communi-

cation is essential to the invigoration of the corporate culture.
Furthermore, we bolstered compliance training, doubled the
number of training opportunities compared to the previous
fiscal year, and endeavored to thoroughly ensure awareness
of compliance. These activities make employees recall what
they have learned when they undergo promotion and at cer-
tain particular age levels, and it is always necessary to input
the latest information.

Opening of Toba General Training Center

In March 2007, NGK opened the Toba General Training Cen-
ter on a plateau looking down on to Toba harbor in Toba, Mie
Prefecture as a venue for various kinds of education and train-
ing. It is equipped with 30 accommodation rooms, training
rooms, and seminar rooms and we will utilize it as a venue not
only for employees in Japan, but also for global training, in-
cluding employees at overseas Group companies.

-

Training Session at Toba
General Training Center

External View of Toba General Training Center

“I completed the ‘on-site capability reinforcement’ training and gained confidence.”

Koji Fukumoto

Casting Group,
New Metals Division

From June 2006 to February 2007, | undertook
leaders’ training as part of on-site capability rein-
forcement training aimed at operation managers
and section chiefs. There were twenty trainees. At
first, | was shocked that the training was too rigor-
ous, and | ended up having a negative reaction
both physically and mentally (he laughs). What |
mean is that | had naturally carried out my work
earnestly as the person responsible for the solution
line at the metals plant before my training as well,
and | also had experience as a section chief.
Therefore, although | undertook the training with
that sense of pride, its rigorousness made my con-
fidence disappear.

However, once | realized that the company
and | would not grow if we maintained the status
quo, | ended up undertaking the training with a

forward-looking view and a sense of crisis. |
learned methods designed to achieve goals, in-
cluding various improvement tools such as safety
measures and implemented them during the train-
ing. Then by repeating this cycle of learning, im-
plementing and presenting the results, | gained
confidence. When | returned to the workplace as
well, | ended up taking responsible action as a
leader of twenty workers.

Now that | think back, the training itself was ac-
tually hard, and it sometimes felt like a really tough
kind of close-knit team-based sports activity. How-
ever, thanks to the training, | became more con-
scious of my colleagues while training in a cross-
divisional team, and | myself became motivated,
serious and persevering.
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Occupational Safety and Health

Safety and health are the foundation of a company’s exis-
tence. NGK’s goal is to ensure a safe, comfortable work-
place environment, and to this end, we are working toward
the safety and health of all employees within our facilities,
and have put forth a policy espousing this principle.

Safety and Health Policy

Safety and Health are the foundation of a company’s existence,
and ensuring them is a social responsibility.

Therefore, while observing laws and regulations and based
on cooperation with our workers, we are endeavoring to prevent
industrial injury through activities in accordance with our Occu-
pational Safety and Health Management Systems (OSHMS)*.

Measures Implemented in Fiscal 2006

NGK’s safety and health activities in fiscal 2006 focused on
the preparation of the Company’s Occupational Safety and
Health Management Systems (OSHMS). We determined the
specific implementation details for five categories of safety
and health management: Safety and sanitation management;
External construction safety management; Health manage-
ment; Education and training; and Traffic safety. During the
year, we systematically promoted initiatives in these areas. At
the same time, we revised our Safety and Health policy in as-
sociation with the introduction of the OSHMS. Furthermore,
as fiscal 2007 will mark the first year of the OSHMS, we plan
to concentrate our efforts on the five categories above, with
the core focus on the expansion of the OSHMS. In fiscal
2006, the special activity that we carried out was safety dec-
larations from department managers and related department
managers, which were posted in the workplace. We will con-
tinue this activity in fiscal 2007 as well.

Introduction of OSHMS

NGK has steadily expanded safety and health activities for a
long time, with the main focus on its facilities in Nagoya, Chita
and Komaki. As a result, the operational environment has sig-
nificantly improved, and this includes a reduction in the num-
ber of labor accidents. Compared with around 1981, when
the most accidents occurred, the number has decreased to
about a quarter of that level. However, during the past ten
years, the number has remained flat at around ten. Moreover,
there have been changes in the form of employment, such as
an increase in non-regular employees at manufacturing sites,
and a large number of veteran employees with expertise in
safety and health management have also left the Company.
Consequently, to achieve zero work-related accidents, it has
become necessary to find a new way to systematically and
continuously implement safety and health activities.

= Changes in Rate of Lost-Worktime Injuries

(Rate of Lost-Worktime Injuries) ~@— Ceramics and porcelain-related
5 manufacturing industry

\ \ All-industry average
A
S\ L

NGK company-wide total
2
1 gs L S 2 2 ,.AW

0 —
1981 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
* Rate of lost-worktime injuries: One safety indicator showing the rate of occurrence of
labor accidents, which is calculated based on the formula below.
Rate of lost — worktime injuries = No. of lost — worktime injuries / total actual working
hours x 1,000,000 hours

m Changes in Work-related Accidents
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Accordingly, in fiscal 2006, NGK decided to introduce the
OSHMS, and as part of the preparation for its introduction,
the company provided external training for secretariat mem-
bers and educational activities for management executives
and middle management. In fiscal 2007, we will introduce the
OSHMS simultaneously at three facilities and assess whether
the PDCA cycle of Plan, Do, Check, Act is operating effective-
ly. In addition, we have reviewed risk assessment, which is a
core activity of OSHMS.

m Structure of Occupational Safety and Health Management Systems

4 N
@ Plan
Declaration of safety
and hygiene policy

Setting of safety and
hygiene targets
Specification of
action items

Specification of
dangerous and
harmful factors

Preparation of safety
and hygiene targets

¢ =
’ ‘ Specification of dangerous and harmful factors ‘
@ Improvement @ Do
OSHMS
Review of occupational PDCA Implementation and
safety and health management of safety

management systems and hygiene plans

Check
System audit Daily inspection and
improvement, etc.

Reflection Notification ~ Development
of workers’ of relevant  of framework,
opinions matters etc.

Document

management R=cerding

* OSHMS: These are safety and hygiene management systems that aim to contribute to a rise in the level of safety and hygiene at factories and offices by endeavoring to reduce the
potential risk of labor accidents, promote the health of workers, and encourage the formation of a comfortable workplace environment.
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Occupational Safety and Health

= Company-wide Activities

Targets

® Prepare for implementation of the Occu-
pational Safety and Health Management
System (OSHMS)

Actions Implemented

OSHMS education (300 trainees)
Training for risk assessment staff (400 trainees)

Safety and
sanitation

¢ Strengthen joint safety and sanitation
management with allied manufacturing
companies in the same complex

Carried out contractor liaison meetings and
strengthened cooperation

management

¢ Ensure certified work management

Prepared lists showing assignment of certified per-
sons and displayed them in worlplace

® Gradually enhance the “5S” activities
* Program to eliminate unsafe activities

Carried out individual activities at each business office

Fiscal 2006 Safety and Hygiene Activities Fiscal 2007 Safety and Hygiene Activities

Targets
* Implement OSHMS

® Ensure daily activities are carried out
(KY*, Hiyari Hat (near-miss accidents),
safety proposals, patrols, 5S, etc.)

* Ensure management of certification
operation

© Strengthen joint safety and sanitation man-
agement with allied manufacturing compa-
nies in the same complex

Health management

® Ensure health management of employ-
ees who work many hours of overtime

Carried out interviews and lectures by industrial
physicians

* Prevent damage to health caused by overwork
e Strongly promote mental health care

Education and

* Promote planned acquisition of certifica-
tions, and education in eliminating
unsafe activities

Increase in number of special education and divi-

* Promote systematic acquisition of certifi-
cation
* Reinforce safety and hygiene education (sys-

g ¢ Safety and hygiene follow-up education sional trainers (total of 16 sessions; 400 trainees) tematization and narrowing of aims)
for manufacturing contract employees
® Education and training for safe driving Carried out traffic supervision and training ® Education and training for safe driving for
Traffic safety managers and commercial-vehicle seminars managers and commercial-vehicle operators

operators

* Implementation of traffic KY*

New Risk Assessment Measures

NGK introduced risk assessment in fiscal 2001. In fiscal 2006,
however, with the aim of attempting to reduce risks in the
workplace more effectively, we partly revised our action poli-
cies and risk level evaluation criteria and made them more
specific and easier to understand.

m Action Policies

1. In risk reduction measures, priority shall be placed on ensuring essen-
tial safety and engineering measures when the risk level is high.

2. In the case of responses in terms of “software,” including the provi-
sion of information, education, and personal protection, the unsafe
activities of people and human error shall be taken into account, and
the risk evaluation level shall not be lowered.

3. All workplace risks, without any omission, should be actualized, and
when the risks are high, and risk reduction measures have not been
implemented, the risks shall be managed as residual risks and infor-
mation shall be shared throughout the entire workplace.

VOICE

* KY: Risk prediction

With regard to these revisions, we reflected the results of
trials at a model workplace and we carried out a training
course unique to NGK, based on guidance from the Japan In-
dustrial Safety and Health Association. Workplace leaders, in-
cluding middle management (managerial staff), undertook
half-day training sessions four times, and foreman class staff
undertook one-day
training sessions
eight times. A total
of 400 staff mem-
bers participated
and they under-
took the training
with enthusiasm.

Risk assessment training

“I am aiming to achieve zero risks.”

s

Masato Okada

No. 1 Manufacturing Group,

Komaki Plant
Manufacturing Department,
Electrical Insulator Division

From January to February 2007, | undertook risk
assessment training. Although we had been carry-
ing out activities aimed at ensuring zero accidents
at our manufacturing site, | relearned ways of look-
ing at risks and considering them, and so | realized
that our safety activities so far contained some
blind spots. | brought back the knowledge | had
gained from my training to the workplace, and we
all carried out risk assessment by using new evalu-
ation indicators. As all employees participated, we
managed to identify risks that had previously been
overlooked.

What distinguishes our revised risk assessment
is the fact that human measures alone have not
ended up reducing the level of risk. Moreover, as
the subjects of this risk assessment are all the
workers, | believe this also raises the safety aware-
ness of all the workers, so the activities become
more effective. The first step in achieving zero ac-
cidents or disasters is to reduce risks. In fiscal
2007, | will take solid steps to reduce risks, in ac-
cordance with the results of the latest assessment.
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With Our Customers

Quality-related Initiatives

Since its foundation, NGK has regarded maintaining and
improving quality and reliability as one of its most important
missions. Consequently, we have developed systems that
emphasize quality and have implemented quality-related
initiatives on a company-wide basis. To ensure this view of
absolute commitment to quality is inherited effectively, we
have formulated the quality policy and objectives of NGK.
We are developing various initiatives and promoting their
dissemination throughout NGK. For example, based on our
quality assurance system, we are developing quality-relat-
ed activities, carrying out quality-related education, and im-
proving our quality improvement activities.

Initiatives Implemented So Far

The quality that is demanded of companies has expanded
from quality that is natural to customers, in other words, quali-
ty cost delivery (QCD), to attractive quality that combines dif-
ferentiation from competitors in technical service and other
areas. Furthermore, as society at large has generally adopted
a more rigorous stance on quality, it is necessary to have a
greater awareness of the importance of quality based on safe-
ty and hygiene and environmental conservation, or what is
called corporate social responsibility (CSR). In other words,
we live in an age when the ability to provide “corporate quali-
ty,” which encompasses all of these elements, to society and
customers is evaluated. To cater for this requirement, NGK
revised its company-wide quality policy in April 2007. We
have developed a framework that responds to the changes of
the age.

Corporate Quality Policy

NGK is dedicated to quality and committed to providing
valuable products and services that are trusted by our cus-
tomers and respected by society

Corporate Quality Objectives

Striving for Zero Customer Defects while driving continuous
improvement

Quiality problems can take away the trust that a company has
earned through efforts over a long period of time. We believe
we should deal with this issue by caring about our customers
and eliminating customer complaints in order to establish
more solid respect in the market. Accordingly, we adopted
“Striving for Zero Customer Defects while driving continuous
improvement” as our company-wide quality objective from
fiscal 2007.
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Quality Assurance Activities

NGK conducts its business activities through individual business
divisions. Accordingly, the quality assurance department in each
business division responds swiftly and precisely to customers’
requirements while endeavoring to cooperate with related de-
partments. We have developed a quality assurance system with
customers as the standard, and if a particularly significant quali-
ty problem arises, it is reported to the CSR Committee.

= Quality Assurance System

Various Depts. 3

Manufacturin e
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Gr Quality 8
Management Dept. 2
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~ 1 Business Group Various Divs. Quality ~ Committees g—
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Note: As the Engineering business was spun off from NGK, the quality assurance
system of the Environmental Systems Division was also spun off.

To enhance the certainty of these measures, we have estab-
lished optimal quality systems in each business division. In
addition, we are striving to ensure that all business divisions
acquire ISO 9001 certification and that these systems are
subsequently improved constantly in each department. In par-
ticular, a department associated with automobile emission
purification components has acquired TS 16949, an even
more rigorous quality certificate.

m Structure of Company-wide Quality Activities
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In addition, we have established the Company-wide Quali-
ty Assurance Liaison Committee, which deliberates quality
measures and exchanges information concerning these
measures. It also provides support for quality improvement
when required.

Thus, quality activities at NGK are based on a Plan, Do,
Check, Act (PDCA) cycle at a company-wide level, where
business departments and head office departments cooper-
ate and act in an integrated manner.

We have also introduced a system of policy management
aimed at middle management (managerial staff) and responsi-
ble officials. The aim of this system is to achieve management
objectives reliably and efficiently by formulating plans, regular-
ly checking them, working to achieve goals while following up,
and reflecting the results and the lessons learned each fiscal
year in the activities of the next fiscal year.

Quality-related Education

NGK carries out activities that put priority on the customer
in all kinds of areas. Furthermore, based on the principle
that every employee should carry out their job better by
adopting the customer’s viewpoint for aftersales processes,
we are conducting quality education and training through
our “Manufacturing training” and “Position-based training”
programs.

In quality-related education that forms part of manufac-
turing training, leaders in manufacturing departments learn
improvement steps such as approaches to the improvement
of defects through onsite practice, and by carrying out train-
ing where they implement these steps in their own work-
place, they enhance the effectiveness of measures aimed at
quality improvement.

In the case of quality-related education that forms part of
position-based training, NGK provides quality training that in-
cludes quality management methods corresponding to each
job position level.

Quality Improvement Activities
At NGK, we are undertaking QuiC activities centered on two
types of quality improvement activities—proposal activities at
the individual employee level and small group activities carried
out by teams.

In fiscal 2006, company-wide manufacturing training was
launched on a full scale. In response, while also incorporating

Activity Name: QuiC Activity
We have revised the name of traditional quality
system (QS) activities

Q : Quality (of products and work)

u :Up
i :Innovation
C :Challenge

new methods in QuiC activities, we expanded activities aimed
at strengthening onsite capabilities, with the main focus on
improvement activities in the Group.

For fiscal 2007, NGK has adopted the activity policy of
“further enhancing improvement capability” and the activity
slogan of “Let’s learn improvement methods in order to pro-
duce results.” In addition, to further invigorate QuiC activities,
we will promote training to support quality improvement activi-
ties. This training will consider problems that occur onsite as
tasks and entail actually resolving these problems. Through
this process, the training will become even more centered on
actual sites in accordance with onsite conditions.

1 Proposal Activities
Proposal activities are a system that works as follows. Employ-
ees themselves record on a form what they have “improved” in
order to do their jobs better, and then they submit these
forms. Through the evaluation and recommendation of these
results, they measure the contribution to the Company.

In fiscal 2006, as this system marked its 50th anniversary,
we expanded activities based on the target of 100% participa-
tion. As a result, non-manufacturing departments were unable
to achieve their target, but manufacturing departments ach-
ieved their target. In addition, as part of the 50th anniversary
commemoration ceremony, NGK published the “Proposal-
Making Book.” This book covers the subject of learning the
basis of proposals, including how to write proposals and the
fact that communication is important in issuing proposals, and
it will help to invigorate proposals going forward.

Proposal-Making Book
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With Our Customers
Quality-related Initiatives

onsite capabilities. In November, we also held a company-
wide QuiC activity presentation, where actual examples of
Group improvement activities and the best proposal exam-
ples were announced.

1 Small Group Activities
Small group activities are activities where teams improve the
quality of products, services, and work by making use of the
rationale and methods of quality control. They aim to enhance
the abilities of each person, achieve self-realization, and foster
team work. NGK holds company-wide presentations con-
ducted by teams selected from each department twice a year.

At the QuiC Activity Results presentation held in May
2006, 12 case-studies were presented, and the better ones
were given an award. The award-winning cases were all
superior in terms of their understanding and rationale regard-
ing QC and the way they made the PDCA cycle run smoothly.
They also achieved concrete results in terms of improving

(1L L]
rodnrETAEYE L

L auien Quil e

= Changes in Number of Proposals

(Proposals)
16,000

14,204

Fiscal 2006 QuiC Activity Results Presentation

14,000

12,000

10,000

9,064

7,862 8,156
8,000 7,166

6,000

4,000

2,000

2002 2003 2004 2005 2006

“l gained a new awareness of connections with people.”

Atsuo Jinno

New Diesel Filter Division

| received the top evaluation in the Young Persons
Division for proposal activities, and in November
2006 | went to Singapore for a week to take part
in overseas ship-based training. Probably because
the NDF plant is a new plant, there were no other
people around me who had taken part in ship-
based training, and so | was very anxious before
taking part. Once | took part in the training pro-
gram, | found that the participants were varied in
terms of companies, age, and job positions. As
we were split up into groups and given a lot of
tasks to deal with, we naturally had close contact
with each other, and it was a good opportunity to
realize again that everything is based on connec-
tions between people. | still stay in contact with
many of those people even now. What's more,
through this training | also managed to take a new

look at myself.

On this occasion, | took part in the ship-based
training because, when we expanded the plant
due to business growth, | made many improve-
ments aimed at creating a better workplace and |
endeavored to ensure that they remained visible.
However, many were just small things such as im-
proving the efficiency of operations or prolonging
the life of components. Therefore, going forward,
| intend to focus my efforts on larger improve-
ments in the area of machinery and to develop
equipment that can constantly continue to make
good products.
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With Our Shareholders and Investors
Investor Relations Activities

With Our Shareholders and Investors

Investor Relations Activities

NGK seeks in its investor relations activities to provide im-
partial and fair information to all shareholders and invest-
ors, and to foster communication between both sides.

Basic Policy

Communication between a company and its stakeholders is
essential to establishing long-term, secure trust from share-
holders and investors. NGK provides a range of opportunities
for communication in addition to the general meeting of
shareholders, and through disclosure of appropriate manage-
ment information at the appropriate time, seeks to protect the
earnings of all shareholders and investors, and receive valua-
ble feedback from them.

Conduct of IR Meetings
NGK regularly holds IR meetings aimed mainly at institutional
investors in major cities in Japan at appropriate times. At
these meetings the Company releases information regarding
its corporate value. We are also proactive about holding IR
meetings in overseas loca-
tions, in line with our global
business development.

Results presentation meeting

m Status of Shares (as of March 31, 2007)

Share information
General Meeting of Shareholders

NGK holds open shareholder meetings that welcome individu-
al shareholders. In fiscal 2007, we are endeavoring to arrange
even more welcoming proceedings for shareholders by em-
ploying the services of a female narrator and other measures.
In the entrance lobby of the Company’s head office where the
meeting is held, we erect booths to explain our new products,
and conduct other
activities to ensure
that more sharehold-
ers understand our
business.

Shareholders view displays in the lobby following
the 139th General Meeting of Shareholders

Information Disclosure

NGK utilizes business reports, annual reports, and a variety of
other tools for the timely and accurate disclosure of business
information. In recent years, we have upgraded and expand-
ed the IR information available on our website in response to
requests by shareholders and investors.

= The latest information is made available on NGK’s website.

IR Top Page

http://www.ngk.co.jp/ir/index.html

IR-related News
News regarding investment infor-

i mation is disclosed in a timely
Total number of shares authorized: 735,030,000 shares manner. Information for the previ-
Total number of shares issued: 356,560,000 shares ous two years is also available.
Number of shareholders: 21,142 L@ IR Library
A range of material is available,
from earnings results presenta-
S tions to shareholders’ meeting
= Share Distribution materials, business reports and
annual reports.
313 23,452 o
(1.5%) thousand shares Electronic Disclosure
16;1 ° 312 (6.6%) ?h7'41 7 ; Balance sheets and income state-
(1.5%) 189,046 ousan £ ES ments are made available on
0.7%) thousand shareos T NGK’s website.
shares (24.5%) http://www.ngk.co.jp/ir/kessan
(63.0%)
No. of No. of share:
0. ares
Shzrf r}i‘g ers 356,560 Balance sheets and income statements are
(100.0%) thousand made available on NGK’s website:
20,356 http://www.ngk.co.jp/ir/kessan
(96.3%) 56,645
thousand
As of March 31, 2007 As of March 31, 2007  shares
(15.9%)

|7 Japanese corporations || Foreigners

Individuals, other Financial institutions
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With Our Suppliers

Initiatives Related to Suppliers

With Our Suppliers

Initiatives Related to Suppliers

NGK is engaged in four businesses—power, ceramics, en-
gineering*, and electronics—and has adopted a basic pro-
curement policy that is centered on three principles: “Open
and Fair,” “Partnership,” and “Relationship With Society.”
Based on this policy, we are procuring raw materials and
components that offer competitive advantages in terms of
quality, technology, and cost.

In addition, from the perspective of CSR, we intend to
fulfill even greater social responsibility as a company. To
that end, in tandem with supplier companies that consti-
tute our supply chain, we are actively ensuring thorough
legal compliance, disclosing information, and promoting
green procurement.

Basic Procurement Policy

Open and Fair
Open, fair and impartial procurement

Pursuit of competitiveness and economic benefits

Partnership
Mutual prosperity based on mutual trust with suppliers

Relationship With Society
Legal compliance
Protection of global environment

Fair and Impartial Procurement Activities

NGK not only promotes procurement that pursues optimal
quality, price, and delivery time, but also the reinforcement of
partnerships with suppliers.

To seek better suppliers, we recruit suppliers of materials
and components through our website by utilizing the interac-
tive nature of the internet. This enables us to request the par-
ticipation of a broad range of suppliers. In addition, based on
our fundamental procurement policy, we endeavor to comply
with laws and ordinances related to procurement (including
export management-related laws and regulations and envi-
ronmental conservation-related laws and regulations) and to
maintain the social environment and order. In our relationships
with suppliers, we are entirely committed to fair transactions,
in accordance with the spirit of the Act against Delay in Pay-
ment of Subcontracting Law).

While aiming for effective communication with suppliers,
we will continue to observe laws and regulations associated
with procurement, and we will promote related initiatives not
only by the Purchasing Department, but also on a Company-
wide basis.

Holding Explanatory Meetings on Business Results
We hold explanatory meetings on NGK'’s business results and
purchasing policy for major suppliers. At these meetings,
NGK'’s financial and materials managers provide explanations
regarding earnings forecasts and points about procurement
initiatives from a CSR viewpoint (environmental and legal as-
pects). These meetings deepen the suppliers’ understanding
of NGK, and we appeal for further cooperation from suppliers
as well in order to provide better products to society.

Briefing on business results (held in May 2007)

Expansion and Permeation of Green Procuremet
From the viewpoint of supply chain management, NGK con-
siders such factors as the business characteristics of suppli-
ers, their corporate size, and their track record as suppliers.
At the same time, NGK and its suppliers are both aware of the
importance of green procurement. In cooperation with suppli-
ers, the Company intends to further deepen communication
aimed at promoting green procurement. (See Page 43.)

*NGK'’s environmental equipment business which used to be included in the engineering business has been transferred to a new company in the NGK Group since fiscal 2007.
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With Society

Community Activities

NGK is conscious of the need to be a good corporate citi-
zen, and by putting into practice community activities from
a global perspective, is working to build a better society.
We have chosen the fields where we carry out our activ-
ities from the viewpoints of internationalization, regional
contributions, employee participation, and continuity. We
are promoting community activities that will make us visible

in society.

Operation of the NGK Foundation for International
Students

Foreign culture interchange class

Since April 1997, NGK has been
providing assistance to interna-
tional students, mainly accommo-
dation and scholarships. In March
1998, we established the NGK
Foundation for International Stu-
dents, and have been developing
the operations of this foundation.
In providing accommodation,

NGK has established the NGK International House, which is
exclusively for the use of international students, and which ac-
commodates 40 people. As of the end of 2006, the NGK In-
ternational House has accommodated a total of 237 resi-
dents. Additionally, to create opportunities for interchange

With Society

Community Activities

between internation-
al students support-
ed by the foundation
and local residents,
non-Japanese lan-
guage classes have
been held for local
residents at the
House since April
2000, with interna-
tional students as the teachers. As of the end of 2006, a total
of 351 local residents have taken classes. In addition to non-
Japanese language classes, cross-cultural interchange
classes were also launched in 2006. As international students
present their own country’s culture and national costume, for
example, the House has become a venue that is further deep-
ening interchange with local residents.

Scholarships of 120,000 yen per month per undergradu-
ate and 160,000 per month per graduate are provided to 20
students every year. At the end of 2006, a total of 126 stu-
dents had received these scholarships. In fiscal 2006, NGK
launched a website that serves as an interchange forum for
international students that have returned to their own coun-
tries and international stu-
dents that are currently
staying in Japan. Various
kinds of messages were
communicated through
the site.

International students who have received NGK
Scholarship Certificates

NGK International House

“It was just like living as an international
student in my own house.”

“I’'m grateful to have an ideal environment
for study.”

Itsuel Bastos

From Mexico
2nd year of doctoral course
Nagoya University,

Graduate School of Medicine

NGK International House is
very clean and comfortable
to live in. It was very con-
venient to have four wash-
ing machines on each floor.
When | am busy with my
research and my laundry
has piled up, | do my laun-
dry quickly by using two
washing machines at the
same time. | was happy to
serve as a teacher and talk

about Mexico in interchange regarding foreign cultures with
local residents. | remember when | came back to the House
for the first time after going out, | felt | was in my own home
when | heard the caretaker say “Welcome back!” It’s fantas-
tic to have such a house and | am very grateful to NGK.

NGK' International House is
just like a metropolis for
study. It has study rooms
where you can concentrate
on studying and computers
connected to the Internet,
and there is a caretaker to
enable international stu-
dents to live in safety. The
caretaker also acts as an
advisor to the students in
the House, understands our
daily lives, and caters for our requirements by communicating
with the foundation. | have had the good fortune to be here
for two years, and | believe | have grown both academically
and mentally.

Karnan Shibasundaran

From Sri Lanka

3rd year of doctoral course

Nagoya City University,

Graduate School of Medical Sciences
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Holding Factory Tours

NGK has been holding factory tours for locals and students in
order to help them deeply understand the art of manufactur-
ing and environmental conservation activities. In fiscal 2006,
the Nagoya Plant held ten factory tours mainly comprising
junior high school students, senior high school students, and
university students, for a total of 164 people. At the Chita
Plant, five factory tours involving 143 people were held, in-
cluding one for the residents in the vicinity of the plant con-
ducted in November 2006. The Komaki Plant also held 14
factory tours for a total of 215 people in fiscal 20086.

Local junior high school students touring the Nagoya Plant

Support for Local Disaster
Prevention Activities
In 1998, NGK concluded a regional assistance agreement
with the city of Nagoya to actively cooperate with localities in
firefighting and relief work in the event of disasters such as
earthquakes.

Since fiscal 2006, NGK has been storing emergency sup-
plies for local residents in its facilities at the request of the
Mizuho Ward Office in Nagoya.

Conservation of Regional Environment
Employees at each of NGK’s plants have been actively partic-
ipating in cleanup activities in local communities, and are car-
rying out voluntary activities to protect the environment sur-
rounding each plant.

In fiscal 2006, 433 employees from the Nagoya Plant took
part in three activities. In addition, 180 employees from the
Chita Plant participated in six activities while 150 employees

Cleanup event
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With Society

Community Activities

from the Komaki Plant were involved in three activities. Thurs,
a total of 763 NGK employees took part in 12 activities to
conserve the environment surrounding each plant.

Disaster Relief Activities

In fiscal 2006, NGK contributed 5 million yen through the
Japan Red Cross Society to help relieve the damage
caused by a major earthquake that struck the central part
of Java Island in Indonesia. NGK’s local subsidiary P.T.
NGK Ceramics Indonesia also contributed 100 million ru-
piah (about 1.2 million yen) to help relieve the damage
caused by the same earthquake.

Overseas Community Activities

In fiscal 2006, NGK Ceramics USA, Inc. (ACU) contributed
$20,000 (about 2.26 million yen) to a non-profit organization
that raises funds mainly for supporting children’s success and
promoting health and wellness, a local school district, the YMCA,
and other organizations.

In July 2006, NGK Ceramics South Africa (Pty) Ltd. donated
100,000 rand (about 1.8 million yen) as activity funds to local
non-profit organizations that are promoting self-support activi-
ties of the residents of poverty-stricken areas as well as giving
guidance and assistance to prevent the spread of the AIDS
virus (HIV).

Support for a non-profit organization (NGK Ceramics South Africa)



Environmental Activities

A Report on NGK’s Environmental Activities

Highlights of 2006 Environmental Activities

[1] Inauguration of Second Five-year Environmental Action Plan

In order to fulfill our corporate social responsibility, we commenced
activities based on a new Environmental Action Plan aimed at realiz-
ing higher targets.

(2] Introduction of Environmental Management Indicators

We introduced the domestic consolidated basic unit as an indi-
cator for CO2 emissions. In addition, as an environmental CSR
initiative, we applied for a waste and recycling governance rat-
ing, under the supervision of the Ministry of Environment,
Trade and Industry, and became registered in the Gold Gover-
nance category.

[3] Achievement of Medium-Term Target in CO2 Reduction Plan

Amid business expansion and an increase in production volume,
we endeavored to reduce CO2 emissions on a company-wide
basis. As a result, we achieved our target for CO2 reduction over
a three-year period from 2004.

[4] Launch of Measures to Reduce Total Volume of By-Products

Having achieved zero emissions of by-products in 2005, we laun-
ched measures to cut the total volume of by-products generated.
We achieved a 5% reduction compared to 2005.

(6] Management of Chemical Substances

We reduced atmospheric emissions of solvents covered by the
PRTR Law by about half. We initiated investigations and actions
to respond to the Registration, Evaluation and Authorization of
Chemicals (REACH), the new European chemicals regulation that
came into force in June 2007.

Environmental Performance

= Activities Covered
(NGK Insulators and manufacturing companies
among its consolidated subsidiaries)

NGK Insulators, Ltd.
Nagoya Plant, Chita Plant, and Komaki Plant

Domestic Group Companies
(13 manufacturing companies)
Energy Support Corporation
Akechi Insulators Co., Ltd.
Ikebukuro Horo Kogyo Co., Ltd.
NGK Filtech, Ltd.

NGK Adrec Co., Ltd.

NGK Kilntech Corporation
Heisei Ceramics Co., Ltd.

NGK Optoceramics Co., Ltd.
NGK Printer Ceramics Co., Ltd.
NGK Okhotsk, Ltd.

Soshin Electric Co., Ltd.

NGK Mettex Corporation

NGK Fine Molds, Ltd.

Overseas Group Companies

(16 manufacturing companies)

Locke Insulators, Inc.

NGK-Locke Polymer Insulators, Inc.
P.T. WIKA-NGK Insulators

NGK Insulators Tangshan Co., Ltd.
NGK Stanger Pty. Ltd.

NGK Ceramics USA, Inc.

NGK Ceramics Europe S.A.

NGK Ceramics Polska Sp. z 0. o.
P.T. NGK Ceramics Indonesia
Siam NGK Technocera Co., Ltd.
NGK Ceramics Suzhou Co., Ltd.
NGK Technocera Suzhou Co., Ltd.
NGK Ceramics South Africa (Pty) Ltd.
FM Industries, Inc.

NGK Metals Corporation

NGK Berylco France
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Environmental Vision

NGK’s Core Policy on the Environment

Recognizing the fact that protecting the environment is one
of the world’s most pressing issues, NGK formulated its
Core Policy on the Environment in April 1996 in order to

bring its corporate activities into harmony with the environ-
ment. On the basis of this policy, we carry out activities in
the “Triple-E” business fields of Ecology, Electronics and
Energy, work to reduce the environmental impact of busi-
ness activities, and actively strive to help protect the envir-
onment through developing products and technologies to
that end.

Environmental Philosophy

NGK'’s positive approach to the environment begins with its basic corporate philosophy: “NGK products and technologies must create
new value and contribute to the quality of life.” In particular, we focus on the “Triple-E” areas of Ecology, Electronics, and Energy.
Through our work in these areas, we seek to develop solutions to some of the critical challenges facing the next generation.

Environmental Action Guidelines

a) Strive towards the development, design, and manufacture of products that are environmentally friendly, and that have a low impact

on the environment.

b) Work towards decreasing the environmental impact of our business activities.
Use design review methods to scientifically study and evaluate the environmental impact of our business activities.

1) Promote energy conservation in processes and equipment, and work towards curbing CO2 emissions.

2) Promote resource savings and recycling, and work towards the reduction of by-products.

3) Reduce risks through the appropriate usage and management of chemical substances.

4) Give priority to the procurement and purchasing of environmentally friendly materials, parts, products, and equipment. Furthermore, strengthen part-

nerships with suppliers.

c) Enhance environmental management systems from a global viewpoint, and implement continuous reforms in order to reduce the impact

on the environment.

d) Strictly adhere to laws, regulations, and other requirements. Furthermore, establish voluntary standards, and work towards increased

environmental conservation.

e) Disclose environmental information to outside the Company, and continue discussions with all interested parties. Actively develop
community relations activities. Furthermore, carry out training and publicity activities in order to increase employee awareness of

environmental issues.

I Further Improvement Toward Achievement of Next Targets

Takeyuki Mizuno

Director and Senior Vice President
Chairman of Environmental
Protection Committee

In 20086, the first year of the Second Environmental
Action Plan, we generally achieved our targets
through the efforts of each department. However,
to achieve the high-level targets set out in the Sec-
ond Environmental Action Plan, we will concentrate
the awareness and actions of our employees and
step up our efforts even further.

NGK is promoting measures aimed at cutting
CO2 emission volume by 7% in 2010 compared to
1990. In 2006, we aimed for a target of 163,000
tons, equivalent to the level in 2003, and even
though production volume increased, we managed
to keep emissions down to 166,000 tons. In addi-
tion, we established basic unit per sales value of
production as an indicator for domestic consolida-
ted accounts as well, including domestic Group

companies. Based on a new approach and con-
cepts, we are proactively working to curb emissions
from the varied viewpoints of manufacturing sites,
technologies, and equipment.

As regards curbing the generation of by-products,
in 2006, we initiated measures to reduce total vol-
ume generated while maintaining zero emissions.

In the management of chemical substances, we
achieved our reduction target for atmospheric emis-
sions of PRTR-listed solvents. We will continue to
reinforce our endeavors in this area.

Environmental load is projected to rise in tan-
dem with business expansion. However, we aim to
make further improvements toward the achievement
of targets leading up to 2010.
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Environmental Vision

NGK'’s Core Policy on the Environment

Promoting Environmental Activities

Corporate Philosophy
NGK products and technologies must
create new value and contribute to the
quality of life.

Electronics

Corporate

Action Guidelines

Environmental

Philosophy

Ecology

Customers

Promoting Environmental Activities

NGK promotes initiatives related to environmental issues
through its original environmental management framework
comprising the Nagoya, Chita, and Komaki plants as well
as through environmental management by each business
group. The business group-based environmental manage-
ment system addresses the issues of reducing carbon diox-
ide emissions caused by business groups procuring materi-
als and developing, manufacturing, distributing and selling
products, reducing and recycling by-products, and strength-
ening management of chemical substances. The reach of
the system extends to Group companies in Japan and
overseas as well as partner companies.

Going forward, based on both the business group-
based environmental management system and the manu-
facturing plant-based system, we plan to protect the envir-
onment surrounding local communities and further enhance
initiatives for helping the global environment.

The Environmental System Business Group, which han-
dles the Engineering Business, was spun off from NGK
from 2007 and transferred to a Group company. Conse-
quently, it was excluded from the promotion system.

Environmental Philosophy

Based on our corporate philosophy, we
focus on the “Triple-E” areas of Ecology,
Electronics, and Energy. Through our
work in these areas, we seek to devel-
op solutions to some of the critical chal-
lenges facing the next generation.

Medium-term Management Plan

Business Groups

Business Fields

Regional Communities

Global Environment

NGK Insulators, Ltd.
President

NGK Environmental
Protection Committee (EPC)
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Regional committees
and systems

*Includes Technical and As of April 1, 2007
Management Sections at head office.

Domestic and overseas Group companies ——

Domestic and overseas Group companies

Domestic and overseas Group companies

Group companies
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Environment in April 1996. From April 2001 until the end of
March 2006, based on our first Five-year Environmental
Action Plan, which is designed to further improve the quality
of Green Management, we made steady progress in carry-
ing out environmental activities and strengthening environ-
mental management, including at Group companies both in
Japan and overseas. From 2006, based on our Second

Second Five-year Environmental Action Plan

Over the years, NGK has strengthened its environmental in-
itiatives in the “Triple E” areas of Ecology, Electronics and
Energy by establishing a Voluntary Plan for Environmental
Conservation in March 1993 and its Core Policy on the

2006 Environmental

Targets of Second Five-year

Environmental Action Plan (2006 to 2010)

¢ Environmental CSR activities
Institute environmental management indicators
(COz2, by-products, environmental efficiency,
third-party audits, ratings, etc.)

¢ Environmental CSR activities
Investigate institution of environmental management indicators
Introduce environmental ratings

§ Promote
= environmental
Q
g manag(iﬁﬁ.rt\t ¢ Promote consolidated e Support environmental management of overseas
) (cc;r;pa_l Ly environmental management Group companies
2 of business ¢ Promote integration of environmental * Investigate introduction of environmental
and environment) management data management database
¢ Reduction of CO2 emissions ¢ Reduction of CO2 emissions
NGK: 7% reduction from 1990 NGK: 0% increase from 2003
Domestic Consolidated: Basic unit per sales value (2003 emission volume: 163,000 tons)
of production (note 2)
7% reduction from 2005
-I-I . .
2 Reduction of * Reduction of by-products generated ¢ Reduction of by-products generated
o nvironmental load NGK: 25% reduction from 2005 NGK: 5% reduction from 2005
=g © Chlniney e Domestic Consolidated: 15% reduction from 2005 Domestic Consolidated: 2% reduction from 2005
¢ Reduction of atmospheric emission of ¢ Reduction of atmospheric emission of PRTR solvents
PRTR solvents NGK: 2% reduction from 2005
NGK: 10% reduction from 2005 Domestic Consolidated: ?% reduction from 2005
Domestic Consolidated: 10% reduction from 2005 | ¢ Step up level of chemical substance management
Establish work flow for management system
e Step up level of environmentally * Promote provision of environmentally friendly products
Provision of conscious design and products with low environmental load
environmentally (1) Establ?sh and disseminate methods tol design anq develop environmen-
friendl e tally friendly products and products with low environmental load
-30 el [preelies (2) Develop human resources associated with design and development
a of environmentally friendly products
C
o
74 . ¢ Reduce the environmental impact ¢ Expand green procurement
Promotion of » Acquire data corresponding to shippers under revised

Green Procurement
and Logistics

of procurement
* Minimize emissions from logistics

Energy Conservation Law
Establish system and collect data

Promotion of
citizenship

¢ Promote activities that benefit
local communities

e Take part in local cleanup activities
* Hold summer festivals
e Take part in industry fairs, etc.

Improvement of
communication

(]
—
Q
x
(0]
>
o
Q
[0)
=
(%]

e Enhance disclosure and two-way
communications

¢ Hold factory tours and informal social gathering
¢ Participate in EPOC environmental partnership

Education and
Awareness-raising

e Enhance environmental education

* Provide job position-based environmental education

Note 1: Evaluation standards for self-evaluation: O Target achieved /A 80% or more of target achieved X Less than 80% of target achieved

Note 2: Consolidated basic unit per sales value of production: (1) Establishment of domestic consolidated targets that were under consideration from 2005 and (2) CO2 emissions (tons) /
domestic sales (excluding non-manufacturing divisions) (hundreds of millions of yen). We have excluded the Environmental Systems Business portion from sales because we
adopted manufacturing business domains for the scope of application.
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Environmental Vision
Second Five-year Environmental Action Plan

Five-year Environmental Action Plan, we initiated measures
aimed at the realization of higher targets in order to fulfill
our corporate social responsibility.

Furthermore, in 2006, we established domestic consoli-
dated targets relating to the curbing of CO2 emissions,
which we had been considering in 2005. In 2007, we will

launch activities on a full scale.

Achievement

Action Achievements

Self-Evaluation
(note 1)

2007 Targets

* Investigated introduction of environmental efficiency relating to * Environmental CSR activities o
CO:2 and by-products (1) Establish environmental management indicators
e Certification and registration of by-product and recycling O (GO, by-products) o P.32,33
governance rating (2) Ratings (|mp|emerl1t Nikkei survey, |nvest|g§t§ Ego—Fund
o Third-party audit of environmental and social report survey and Sustainable Management participation)
¢ Implemented audits of overseas Group companies ¢ Promote consolidated environmental management
(1) Evaluated environmental management status (1) Evaluate overseas environmental load estimates
(2) Evaluated environmental risk, implement improvement guidance (2) Propose system for overseas consolidated
* Formulated overall database plan O management P.32,33
¢ Promote integration of environmental management data
(1) Develop and introduce database
* Reduction of CO2 emissions ¢ Reduction of CO2 emissions
NGK: 2% increase from 2003 NGK: 5% or less increase (175,000 tons) in emissions from 2006
(Average emission volume during 2004-2006: 161,000 tons/year) AN Domestic Consolidated: Basic unit per sales value of production | p36,37
2% decrease or more from 2005
¢ Reduction of by-products generated ¢ Reduction of by-products generated
NGK: 5% reduction from 2005 NGK: 10% reduction from 2005 P38.39
Domestic Consolidated: 2.5% reduction from 2005 Q Domestic Consolidated: 5% reduction from 2005 ’
* Reduction of atmospheric emission of PRTR solvents ¢ Reduction of atmospheric emission of PRTR solvents
NGK: 44% reduction from 2005 NGK: 4% reduction or more from 2005
Domestic Consolidated: 13% reduction from 2005 i O Domestic Consolidated: 2% reduction or more from 2005 P.40,41
* Completed work flow creation for aI_I applications of Chgmlcal « Investigate response to REACH regulations
Substances Safety Committee and implemented operation
* Promoted provision of environmentally friendly products and ¢ Promote provision of environmentally friendly products
products with low environmental load and products with low environmental load
(1) Joined network to support development of products that create Q (1) 8 business division-based survey of current status P.42
environmental added value and researched trends at other companies (2) Research courses o ) i ’
(2) Participated in external courses (3) Specialized technology training (LCA, environmental function
development, etc.)
* Revised list of prohibited substances accompanying legal revisions e Expand green procurement (continued)
Reflected these in green procurement standards (Revision 1) ¢ 1% reduction in basic unit for energy consumption
e Established system to collect data corresponding to shippers Q P.43
Collected data [CBdcame special shipper based on transportation of
30.04 million ton-kilometers (note 3)
e Carried out Jingu Higashi Park (Nagoya) and Ohyama River e Carry out cleanup activities in various areas
(Komaki) cleanup activities Q e Hold summer festivals
e Held Komaki Plant summer festival P.26
e Took part in industry fairs, etc.
o Conducted factory tours for residents in region of Chita and Komaki plants e Enhancement of environmental and social reports
e Took part in Eco Campus Festival and conducted overseas factory tours Q and EPOC P.26,44
e Commenced soil contamination countermeasures at Chita Plant
¢ Enhanced environmental education ¢ Enhancement of environmental education
Q (1) Review job position-based training P.16,33
(2) Start up departmental environmental education

Note 3: Shipment transportation amount (ton-kilometer) = Shipment weight (tons) X Shipment distance (kilometers)
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Management

Promotion of Environmental Management

Within the Second Five-year Environmental Action Plan,
NGK aims to further promote environmental management.
As part of this endeavor, NGK acquired a Gold Governance
registration for the Nagoya, Chita, and Komaki plants in
March 2007. This is the highest rating based on the guide-
lines of the Ministry of Economy, Trade and Industry related
to Waste and Recycling Governance (WRG), a system for
the management of waste and recycling.

Waste and recycling governance is a newly established
registration system that is aimed at strengthening corporate
waste disposal systems. At the first registration, five compa-
nies, including NGK, and 29 organi-
zations, were registered. There are
three classes of registration—gold,
silver, and bronze—according to
the degree of difficulty in registra-
tion content.
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Waste and recycling governance
registration certificate

Measures to Acquire ISO 14001 Certification

We work to acquire ISO 14001 or equivalent certification,
such as Eco Stage, in order to systematically and continually

develop environmental protection activities in line with our
Core Policy on the Environment. NGK’s three plants, all of
NGK'’s 13 Group companies and 15 sites in Japan, as well as
12 out of 16 Group companies overseas had obtained cer-
tification by March 2007, meaning that 88% of the entire
group has been certified.

= ISO 14001 Certification Status

Certified

NGK 3 sites
Power Business 2 sites

Japan . ; ’

Grou Ceramic Products Business 5 sites

o Electronics Business 8 sites

Power Business 5 sites

Overseas - - - -

Group Ceramic Products Business 6 sites (1 site)
Electronics Business 1 site (1 site)

Note: Numbers in parentheses represent business sites where certification is pending.

Environmental Audits

The Nagoya, Chita, and Komaki plants underwent their
third update audits for environmental systems from January
to February 2007. No major issues were cited.

In addition, to enhance the reliability of the environmental
performance data in this report, Tohmatsu Environmental
Research Institute Ltd. carried out a third party audit relating
to the accuracy of NGK’s 2006 environmental data. (See
page 45.)

History of NGK’s Environmental Activities

April 1972 Environmental Protection Committee and
Environmental Preservation
Office (currently, Environmental & Quality
Management Dept.) established

June 1992  Waste Countermeasures Commission established

March 1993 NGK’s Voluntary Plan for Environmental
Conservation established

December 1994  Chlorofluorocarbons (CFCs) and
1,1,1-trichloroethane abolished

February 1995 Internal environmental audit conducted
April 1996 NGK'’s Core Policy on the Environment established
December 1996 CO2 Countermeasures Commission established

March 1998 NGK’s three production bases (Nagoya,
Chita and Komaki) simultaneously received
ISO 14001 certification

March 1999  Environmental Report published

April 1999  Environmental accounting introduced

October 1999  Green Purchasing Commission established

November 1999  Environmental surveys of domestic group
companies started

February 2000  Environmental Partnership Organizing Club (EPOC)
established and active participation therein begun
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October 2000 Chemical Substances Safety Committee established;
Chemical Substances Management System introduced

March 2001  First Five-year Environmental Action Plan established

April 2001  Compilation of environmental performance data for
domestic Group companies started

October 2001  Operating of Recycling Yard begun

January 2002 Compilation of environmental performance data for
overseas Group companies started

April 2002 New “Green Management” three-year management
plan instituted
April 2003 Moves made toward a full business group

environmental management system;

“Waste Countermeasures Commission” renamed
“Recycling Promotion Commission,” and “wastes”
renamed “by-products”

March 2004  Three-year and long-term plans for reduction of CO2
emissions instituted

March 2005 RetBP-M30 Company-wide medium-term plan for
the reduction in by-products established

April 2005 Environmental Action Guidelines revised; Green
Procurement Guidelines revised

April 2006 Second Five-year Environmental Action Plan
established



Environmental Audits of
Overseas Group Companies

In 2006, NGK exchanged opinions with 11 overseas Group
companies in Europe, North America, and Southeast Asia
regarding the status of consolidated environmental man-
agement and individual measures to reduce environmental
impact going forward. This exchange was based on envir-
onmental impact data on each company.

Environmental Risk Management

In accordance with our Core Policy on the Environment, we
work to prevent water and air pollution, regularly review our
environmental management system and prevent accidents.
We also take extra precautions by holding emergency
response drills to prepare for the event of an accident.

Compliance With Laws and Regulations

In line with our Core Policy on the Environment, we comply
with related laws, regulations and agreements with governing
authorities, and also work to prevent environmental pollution
on a voluntary basis in accordance with standards that are
more stringent than those prescribed by laws and regulations.
These efforts are rooted in the pollution control agreements
signed with local governments in the areas where our busi-
ness sites are located.

Emergency Response Drills

Potential emergency situations are anticipated and drills are
conducted according to a yearly plan in order to minimize the
spread of pollution. In 2006, we ran drills on emergency
responses to an abnormality at a water treatment plant, emer-
gency response to an abnormality at an acid-cleaning waste-
water processing facility, and for emergency response to the
occurrence of photochemical smog.

Education and Awareness Raising

In order to protect the environment, it is crucial that all
employees deepen their understanding of environmental
issues and engage in environmental conservation activities
with that awareness. NGK’s Core Policy on the Environ-
ment includes in its Action Guidelines training and publicity
activities for raising the environmental awareness of employ-
ees, and we are involved in a variety of environmental edu-
cation and awareness-raising activities on an ongoing basis.

Management
Promotion of Environmental Management / Measures to Acquire ISO 14001 Certification

Environmental Audits / History of NGK’s Environmental Activities
Environmental Audits of Overseas Group Companies / Environmental Risk Management
Education and Awareness Raising

Environmental Training

Business sites conduct training on the environmental man-
agement system in order to ensure employees understand
and are conscious of the intentions and substance of each
site’s environmental policies. Environment Cards listing envir-
onmental targets for each operating division are distributed to
employees. The employees also write their own personal envir-
onmental declaration on the card, which serves to further
raise awareness.

In March 2007, NGK invited external lecturers and con-
ducted lectures in order to provide special training regarding
environmental laws and regulations. About 150 people atten-
ded, including directors concermned with environmental mat-
ters as well as heads of departments that are promoting envir-
onmental management systems and those in charge of
promotion at each division. The participants learned about
matters in the latest trends concerning issues that companies
are tackling, primarily environmental protection and chemical
substance management.

Special training regarding environmental laws and regulations

Promoting Certification

In order to continually improve our environmental protection
activities in line with our Core Policy on the Environment, we
work to train employees to become legally certified in ways
that are needed by each business site. Certifications include
those for pollution control managers, energy managers, and
certified environmental measurers.

= Number of Certified Persons As of March 31, 2007

No. of No. of
Name of Certified Name of Certified
Qualification Persons Qualification Persons
Senior pollution control managers 3 | Energy managers 16
Dioxins 15 | Certified environmental measurers 5
Vibration 16 | Heat managers 8
Water quality 1 74 | Persons responsible for control
- of industrial waste subject
Pollution Water quality 2 12 | to special management 12
control  Water quality 4 11 | Managers of final disposal locations
managers  Noise 3g | forindustrial waste 4
Atmosphere 1 55 | Managers of intermediate treatment
Atmosphere 3 o | facilities for industrial waste 4
Dust 3
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Overall Perspective of Environmental Impact

The Power Business, Ceramic Products Business, and
Electronics Business constitute the pillars of NGK’s busi-
ness activities.

The diagram below shows inputs and outputs in busi-
ness activities conducted by NGK itself at the stage of
product development and design, the stage of procure-
ment, including raw materials and components, the stage
of product manufacturing, and the stage of sales and trans-
portation. It shows resources and energy input as well as
manufactured products and services, and substances that
are discharged into the environment, including those output
into the atmosphere and into water.

Input and Output of NGK’s Three Plants

Input Overview

In terms of inputs, the main constituents are raw materials,
chemical substances, and energy that are required in busi-
ness activities. Other constituents include water and consum-
able items. To reduce the use of energy, such as electricity,
and the amount of input of chemical substances in production
activities, we are promoting such measures as the installation of
energy-saving equipment and the recovery of discharged heat.

Output Overview

Outputs include products and services, as well as CO2 emis-
sions and factory wastewater from production activities, and
we actively engage in initiatives to cut or reduce outputs. In
addition, we are promoting the recycling of by-products and
maintaining zero emissions for external disposal volume. We
have also launched measures to cut total volume generated.

INPUT % OUTPUT &
(=}
NGK Products and services I:> e
Raw materials: 59,508 tons
Energy Emissions into the atmosphere
Electric power: 230 GWh Energy-origin CO2: 0166 million tons-CO2
Diesel fuel: 1,602 kI Other greenhouse gases: 4,000 tons-CO2
Gas: 28.76 million Nm? NOXx: 38 tons
(P> P40 | SOx: 0.2 tons
Chemical substances 489 tons
(PRTR-listed substances): Chemical substances: 6.7 tons
.
Water: . illi
ater LSy Total by-products generated: 17,512 tons
oy
. . By-products recycled: 16,709tons ¥ R ,
Packaging materials: 5,750 tons (Percentage of by-products recycled): (95%) g
o
21.62 million sheets By-products for outside disposal: 803 tons §
Paper: (Converted to Ad-size paper) F
g
Emissions into water g
Effluent™: 1.62 million m3
Chemical substances: 0.3 tons
Environmental burden caused by logistics
Internal logistics CO2**: 699 tons
Outside logistics: 30.04 milion ton-kilometer
Notes:

Environmental performance values in this report have been rounded up for convenience; therefore

they may not match totals when added together.
ow
'R" symbol indicates outside recycling.

* Includes rainwater.

** “Internal logistics CO2" is included in “Other greenhouse gases” under “Emissions into the atmosphere.”
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Amounts reused and recycled

Recycled paper: 234 tons e

Cardboard: 314 tons




Management
Overall Perspective of Environmental Impact

Environmental Accounting

Environmental Accounting

NGK introduced environmental accounting in 1999 as an
important indicator for environmental management and as
a tool for quantitatively tracking and managing environmen-
tal activities. The scope of its application has been exten-
ded from NGK to encompass domestic Group companies
involved in manufacturing. In 2006, on a domestic consoli-
dated basis, NGK’s environmental investment (capital invest-
ment plus costs) increased 13% over 2005, while economic
effects increased 17%, and investment efficiency improved 3%.

Results of Calculations

On a domestic consolidated basis, NGK’s environmental
costs for 2006 increased ¥0.49 billion over 2005 to total
¥4.28 billion, including ¥1.23 billion in capital investment and
¥3.05 bilion in expenditures. The increase in expenditure resul-
ted from a rise in development costs for low environmental
impact processes aimed at the prevention of global warming,
as well as increased maintenance and management costs for
environmental protection facilities associated with higher pro-
duction of new products, such as diesel particulate filters
(DPFs), and environmental remediation costs.

Benefits are calculated and disclosed in terms of environ-
mental conservation effects and economic effects. With respect
to environmental conservation effects on a domestic consoli-
dated basis, we met standards related to pollution control
and did not have any violations. CO2 emissions decreased by
15,000 tons from 2005 to 231,000 tons, as we were able to
cut emissions despite increased production volume. In terms
of outside disposal volume of by-products, NGK itself main-
tained the zero emissions achieved in 2005.

The direct economic effects of our environmental protec-
tion measures on a domestic consolidated basis totaled ¥1.02
billion, with a considerable portion of this total accounted for
by energy savings and gains on the sale of by-products. This
represented an increase of ¥150 million, or 17.2%, from 2005.

Initiatives Going Forward

Environmental accounting is an important indicator for the
ongoing promotion of Green Management by the NGK Group
and for the fulfilment of the Company’s environmental respon-
sibilities to society. In 2007, we plan to further raise the use-
fulness of environmental accounting and continue calculating
and disclosing costs and benefits for Group companies inside
and outside of Japan.

= Environmental accounting—Costs (domestic consolidated)

Capital investment

(¥100 million)
16 < Decrease of ¥50 million (4%) over 2005
ﬂ0.2 12.3
12 1.2
3.2
9.5 0.2
§ - 8.3 -0.1
7.9 1.6
8 W—u_z 0.6 71
< 02 4.9
2.8 -
4.2 5.7
4
a8 4.3 41
29 21 )
0
2002 2003 2004 2005 2006
Pollution prevention Global environment Recycling Research & development

. Other (Upstream/downstream, Administration, Community relations, Environmental damage)

( Increase of ¥540 million (22%) over 2005)

Expenditures
(¥100 million)

30.5
30 1.8
21
E.Z 251
23.7 4.3
24 z-z ::':
20 17.9 3.5 : ' l
i 6=
0.2 - 03
i 02 6.4 *
0.2 6.8 H
6.1
10 48 36
08 13 1.8 2.8
56 5.8 6.2 5.9 2
2002 2003 2004 2005 2006
Environmental Community Research & . .
[ | damage relations development [5 Administration
[ | ggvsvtr:‘:z,r:ém Recycling Global environment Pollution prevention

= Environmental accounting—Economic effects (domestic consolidated)

(Increase of ¥150 million (17%) over 2005)

(¥100 million) ~
10.2
10
8.7
8
6.9 71
6 I 6.2 0.6 g:
0.8
| 05|
0.7 0.8 0.1
4.8
2
27 &9 el
1.4
2002 2003 2004 2005 2006
. 8 duct . ' By-products Resource conservation
y-products (gain on sale) (disposal decrease) (containers)
Resource conservation Resource conservation .
. (raw materials) . (water) Energy savings

Notes: 1. Unit costs for energy, water and by-product disposal use baseline figures from 2001.
2. Cost increases have not been offset.

= Environmental accounting—Cost effectiveness (domestic consolidated)

(%)
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+ Cost effectiveness = Benefits

Costs
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Factories

Curbing CO2 Emissions

Global warming, which is caused by
an increase in the volume of green-
house gas emissions, is a crucial en-
vironmental problem that is related to
humankind’s survival in the present
and future. NGK, whose main busi-
ness is the manufacture of ceramic
products, is unable to avoid CO2 emis-
sions in the sintering process. To
counter these emissions, we moved
promptly to promote the use of gas fuel, and strove to
develop an efficient sintering process as well as systems
to recover and use exhaust heat. In addition, through
EMS activities that the whole company undertakes on
a unified basis, we have promoted efficient production
and improvements in energy use.

With our business forecast to continue to expand, from
2006 to 2010 we will undertake measures to further improve
our manufacturing technologies, develop new technologies,
and introduce fuel cells that use exhaust heat, in order to
achieve a reduction in CO2 emissions. By striking a balance
between a reduction in environmental impact and an im-
provement in productivity, and providing products that are
environmentally friendly, we will continue to contribute to a
reduction in the impact on the overall global environment.

Satoshi Kaneko

General Manager, Environmental &
Quality Management Dept.
Corporate Manufacturing
Engineering Division

2006 Targets and Results (non-consolidated)

Target: Total CO2 Emissions: 0% increase over 2003
Result: Total CO2 Emissions: 2% increase from 2003

CO2 Reduction Targets

Total CO2 Emissions (energy-origin)

NGK
2010 Target: 7% reduction from 1990

Domestic consolidated
2010 Target: 7% reduction in basic unit per sales
value of production from 2005

CO2 Emissions

On a non-consolidated basis, NGK’s total CO2 emissions in
2006 amounted to 166,000 tons, a 2% increase from 2003.
However, as the average emission volume over the three-year
period from 2004 was 161,000 tons, we managed to keep
emissions within the target of the medium-term plan (a reduc-
tion to 163,000 tons a year, the same level as in 2003). This
resulted from endeavors to curb CO2 emissions on a company-
wide basis while business was expanding and production vol-
ume was increasing. Furthermore, basic unit per sales value
of production improved by 5.8% in 2006 from 2005.
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CO2 emissions by domestic Group companies totaled
65,000 tons, an increase of 1,000 tons from 2005. CO2
emissions from Group companies overseas amounted to
308,000 tons, an increase of 74,000 tons over 2005. This
increase resulted from higher production of diesel DPFs for
the European market.

Establishment of Domestic Consolidated Targets
and Results

In 2006, NGK established a 7% reduction in the basic unit per
sales volume of production in 2010 over 2005 as its domestic
consolidated target for a reduction in CO2 emissions. As we
will combine the management indicator of sales with emission
reduction activities that will lead to the enhancement of pro-
duction efficiency, we believe that the connection between
management and the environment will be strengthened and
we will be able to undertake measures to achieve our target.
In 2006, the basic unit per sales value of production showed
a substantial improvement of 5.9% over 2005.

= Energy-origin CO2* emissions (NGK)

(10,000 tons-COz
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= Basic unit per sales value of production (domestic consolidated)
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Reduction in Greenhouse Gas Emissions**

The two gases of carbon dioxide and sulfur hexafluoride (SFs)
account for nearly 100% of greenhouse gases emitted by
NGK. In the case of SFs, we have installed equipment to
recover SFe in the production process, and we are reinforcing



management on a daily basis. We are also striving to curb
emissions of gas for special applications by using alternatives.

In 2006, we purchased 1.8 million kWh of green energy
generated by wind power. This power was used to reduce
CO2 emissions at the Komaki Plant, where business is ex-
panding. The CO2 that we managed to reduce was equivalent
to 756 tons. (See page 43.)

Factories
Curbing CO2 Emissions

Initiatives Going Forward
To achieve its medium- and long-term targets for reducing total
CO2 emissions, NGK will analyze existing technologies and
equipment from a new perspective and investigate the intro-
duction of new energy-saving equipment.

At Group companies in Japan, we will work to reduce
greenhouse gas emissions under unified targets while pro-

moting consolidated emissions management in Japan, includ-
ing at NGK. At Group companies overseas, we plan to set
targets for the reduction of greenhouse gases from a global
perspective and work toward their reduction.

* COz2 conversion factors (kg-COz/unit) used in calculating CO2 emissions are as follows: Units are indicated in parentheses.
Purchased electric power (kWh): 0.42 Fuel oil (L): 2.677 (L) Diesel fuel (L): 2.64 Kerosene (L): 2.49 City gas (Nm3): 2.347 LPG (kg): 3.007 Gasoline (L): 2.322
Sources: Federation of Electric Power Companies of Japan (fiscal 1990 actual figures), Ministry of the Environment. Some factors have been calculated independently by NGK. However,
2006 energy-origin CO2 emission volume for NGK on a non-consolidated basis is 173,000 tons when using the CO2 conversion factor provided by the Law Concerning the Promotion of
Measures to Cope with Global Warming (revised in April 2006).

** Greenhouse gases are gases that trap thermal radiation reflected from the surface of the Earth, resulting in a greenhouse effect in which the overall temperature of the Earth rises.
Carbon dioxide (COz2), methane (CHa), dinitrogen monoxide (N20), hydrofluorocarbons (HFCs), perfluorocarbons (PFCs), and sulfur hexafluoride (SFe) are designated as greenhouse
gases. The greenhouse effect of SFe is approximately 24,000 times as strong as that of COz.

TOPICS

Reducing CO2 emissions by changing fuel for insulator sintering kiln

The insulator sintering kiln at the Komaki Plant previously
carried out firing with the use of diesel fuel, but as we
changed to city gas from October 2006 and improved the
burner nozzles, we simultaneously enhanced fuel efficiency
while changing from kerosene to city gas. We managed to
cut the volume of CO2 generated by 20%.

As a result of this measure, we were able to reduce the
volume of COz2 generated by 790 "
tons on an annual basis in 2006.
Moreover, in 2007, when the ef-
fects of the reduction will appear
on a full-year basis, a reduction
of 2,100 tons is projected.

When changing the fuel for the sinter-
ing furnace to city gas, we initiated a
start-up trial by using the tunnel kin
at the Chita Plant, which had already
converted its fuel, as a reference.
However, as the shape of the prod-
ucts we produce are different from
those at the Chita Plant, it was nec-
essary to modify the flame character-
istics of the burner. Over a period of
three months, we experimented with
12 types of burner nozzle shapes, and
managed to find the ideal flame char-
acteristics.

Toshinari Ohinata

Manufacturing Group 1
Komaki Plant
Manufacturing Division,
Insulator Division

Insulator sintering kiln

Reducing CO2 emissions by integrating NAS® Battery Inspection Processes

We used a large amount of electricity in the inspection
process of NAS® batteries at Komaki Plant. By improving
on the quality of cells, we were able to integrate the cell in-
spection and the module inspection into the final inspec-
tion. This integration of the inspection processes reduced
COz2 emissions by 40%, that is 470 tons reduction in 2006.

In April 2005, we started this activity
with Engineering Dep., Production
Technolony Dep. and Quality Assur-
ance Dep. While verifying the quality
in each step, we carried out a series
of investigations and managed to in-
tegrate the inspection processes.

Through this activity, we achieved a
reduction in CO2 emissions and also
built good relationship with related
departments.

(ton-CO2/year)
1500

Shigeo Nishioka

--140% decrease

Manufacturing Department

1000 NAS® Battery Division

500

(before integration)

(after integration)
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Recycling and Reducing By-products

Recycling and reducing by-products is an important issue
in making effective use of precious natural resources and
alleviating environmental impact.

In 2005, NGK succeeded in achieving zero emissions by
keeping outside disposal volume down to less than 1,000
tons a year. In our second Five-year Environmental Action
Plan, to further promote the effective use of resources fol-
lowing the achievement of zero emissions, we aim to curb
the total volume of by-products. Based on this plan, do-
mestic Group companies have also set uniform targets and
are working to reduce the generation of by-products.

2006 Target and Result (NGK)

5% reduction from 2005
Target achieved with 5.5%
reduction from 2005

By-product Reduction Targets

Total By-products Generated
NGK
2008 Target: 15% reduction from 2005
2010 Target: 25% reduction from 2005

Domestic Group
2010 Target: 15% reduction from 2005

Target: Total volume
Result: Total volume

By-product Generation and Recycling (NGK)

In 2006, the total volume of by-products generated by pro-
duction processes at NGK amounted to 17,512 tons. This
was 1,013 tons less than in 2005, and we achieved our target
of a 5% reduction. Despite expanding business operations,
this result reflected the effects of measures to reduce the
generation of ceramic raw materials generated by diesel par-
ticulate filter (DPF) and HONEYCERAM® production proces-
ses, insulator cement sludge derived from insulator produc-
tion, metal cleaning solutions and other by products.

Recycling and Outside Disposal (NGK)

Outside disposal
volume: 803 tons

Outside disposal
breakdown
2%

Outside recycling

volume: 16,709 tons

Total by-product
generation
17,512 tons

Outside disposal 5%

Recycling breakdown

4%

[ Ceramic raw materials

[ Ceramic raw materials

[ Plastics Glass and ceramics
Glass and ceramics [ Others
M Others
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In addition, outside disposal volume was 803 tons, we
maintained zero emissions from 2005, and we recycled by-
products at a rate of 95%.

= By-product Volume and Targets (NGK)
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By-product Generation and Recycling (Domestic
and Overseas Group Companies)

Group companies in Japan produced a total of 4,212 tons of
by-products in 2006, a decrease of 108 tons from 2005, and
the recycling rate was 84%, roughly the same as in 2005.
Group companies overseas produced a total of 28,618 tons,
a 23% increase from 2005.

= By-product Generation (Domestic and Overseas Group Companies)
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Initiatives Going Forward

In 2007, production volume is projected to continue to
increase. Therefore, by raising production yields, improving
production technologies, and reviewing the design of produc-
tion processes, we will promote measures aimed at a 25%
reduction in total by-product volume in 2010, compared to
2005. We have set a unified goal for domestic Group compa-
nies of a 15% reduction in total by-product volume by 2010,
compared to 2005.



TOPICS

Factories
Reducing and Recycling By-products

Curbing generation of metal pickling waste liquid

At the metals factory of the Chita Plant, we have endeav-
ored to reduce the usage volume of acid solutions used in
the acid cleaning process for beryllium copper sheeting and
also reduce waste solutions since 2003.

In 2005, we attempted to reduce the volume of acid sol-
utions by reusing waste solutions generated in continuous
pickling processes in batch pickling processes, and we re-
cycled all waste solutions. Then, in 2006, by improving lig-
uid removal (dewatering) in the rinsing process, we avoided
the transportation of cleaning liquid and curbed the degra-
dation of acid solutions. As a result, we were able to ach-
ieve a reduction in the volume of acid solutions used and a
reduction in the generation of waste solutions. In the case
of waste solutions, in particular, we managed to halve the
volume generated compared to 2005.

By-product (Waste Solution) Volume Generated
(Tons)
800
700 670
600
500 — Reuse of waste solutions
Recycling of waste solutions
400
Reduction in tr rtati
300 s S
200 162 136 ‘
100 63—
0 2002 2003 2004 2005 2006

Yukitoshi Kamiishi

Strip Processing Section
New Metals Division
Metal Business Group

Keniji Nimura
New Metals Division
Metal Business Group

It is possible to modify manufacturing
equipment only during the long holi-
days at the end of the year, when
processes can be suspended. Con-
sequently, we thoroughly carried out
investigations beforehand and verifi-
cation tests, with the aim of making
doubly sure of the modifications. As a
result, we were able to reduce the
generation of by-products and cut
costs by reducing the volume of
chemical solutions used and curbing
the generation of pickling waste lig-
uid. Going forward, we aim to achieve
further reductions by applying this
measure to other production lines.

Reducing generation of protruding cement when insulators are assembled

At the insulator factory in the Komaki Plant, since 2003 we
have been pursuing a reduction in outside disposal volume
by starting to recycle cement that protrudes when insula-
tors are assembled.

As a step further, in 2006 we carried out measures to
reduce cement that protrudes when insulators are assem-
bled. By changing from the previous mechanical method to
a robot method for the assembly of the porcelain and the
Cap, we were able to enhance the assembly precision of
the central axes of both and carry out cement filling in the
Cap using a smaller quantity of cement than before. As a
result, we managed to reduce the amount of cement used
by 10%.

In addition, by raising the dewatering efficiency of the
protruding cement and reducing the percentage of water
content, we were able to reduce the amount taken outside
for disposal.

| Porcelain central axis

Cap central axis|

Before improvement

™~

Protruding
cement
Cap |

After improvement

Cement is put into Cap and porcelain is inserted.

Manabu Watanabe

Manufacturing Group 2
Komaki Plant
Manufacturing Division Insulator Division

Over a period of one year from May
2006, we successively increased the
number of adapted product items
while verifying the optimal conditions
and quality for each product item. We
took trouble to ensure quality and
safety, but we were able to contribute
to the effective use of resources.
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Management of Chemical Substances

NGK observes applicable laws and regulations governing
the appropriate management of chemical substances. The
Company has introduced a chemical substances manage-
ment system, and has registered and strictly manages ap-
proximately 7,000 chemical substances, including those
covered by the PRTR Law*.

In 2006, NGK stepped up measures to control atmos-
pheric emissions of PRTR-listed solvents, which it had con-
tinuously undertaken from 2001. Moreover, in order to
rapidly comply with new chemical substance regulations in
Europe, we initiated investigations and actions in response
to the REACH regulations* that will come into effect from
June 2007. As another initiative, we promoted measures
based on uniform control goals for atmospheric emissions
of solvents for all domestic Group companies.

2006 Targets and Results (NGK)

Target: Reduce atmospheric PRTR-listed solvent
emissions by 2% over 2005
Result:  44% reduction

Reduction Target for Chemical Substances

Atmospheric PRTR-listed solvent emissions
NGK 2010 goal:
10% reduction compared with 2005

Domestic Group 2010 goal:
10% reduction compared with 2005

* PRTR Law: The Pollutant Release and Transfer Register Law
** REACH Regulations: Registration, Evaluation, Authorisation and Restriction
of Chemicals

Handling of PRTR-Listed Chemical Substances

The PRTR Law specifies 354 Class-1-designated chemical
substances. Of this group, NGK handled 61 chemical sub-
stances in its Company-wide operations in 2006, for a com-
bined total of 489 tons, a 170-ton or 53% increase from
2005. The overall increase in the amount of chemical sub-
stances handled can be attributed to an increase in pro-
duction volume associated with business expansion. The
released and transferred amounts totaled 24 tons, up 42%
from 2005.

Among the PRTR-listed chemical substances handled by
NGK, the Company reduced its atmospheric emissions of tol-
uene, xylene, and dichloromethane, and other solvents to
0.54 tons, substantially below its target of 0.94 tons.

Owing to an improvement in production yields and the
use of substitutes, the total amount of PRTR-listed chemi-
cal substances handled by the domestic NGK Group in
2006 was 100 tons, a decline of 10 tons from the previous
year. Ten domestic NGK Group companies provided notifi-
cation to the government for a total of 16 PRTR-listed
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chemical substances, while the total amount handled was 100
tons, and the released and transferred amount was 22 tons. In
addition, atmospheric emissions of PRTR-listed solvents in 2006
amounted to 4.8 tons, marking a reduction of 13% from 5.5 tons
in 2005.

= Amounts of PRTR-listed substances handled, released, and
transferred (NGK)
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Within the Welfare Facility Site of the Chita Plant
Results of Voluntary Survey of Soil and Ground-
water and Countermeasures

As part of the welfare facility site of the Chita Plant is included
in a public road construction plan, NGK voluntarily surveyed
the sail of the projected zone in advance of its sale. As a result,
soil and groundwater containing harmful substances (fluorine,
boron, and lead) that exceeded legal standards were con-
firmed. In August 2006, we therefore voluntarily reported this
situation to the Handa Municipal Government in Aichi Prefec-
ture, immediately carried out emergency countermeasures,



and explained the situation to nearby residents. In addition,
the Aichi Prefectural Government carried out a water quality
survey of nearby wells, and it was confirmed that all items
were below the legal standards.

After the contamination of soil and groundwater had been
revealed, we took emergency measures to prevent the dis-
persal of soil and the underground permeation of rain water.
We spread out a waterproof sheet, established pumping wells
in parts where underground water was contaminated, and
prevented the discharge of the contamination.

We are currently engaged in two permanent countermea-
sures: (1) excavating the soil and replacing it with clean soil;
and (2) replacing and purifying the underground water. We are
appropriately treating the excavated soil at a soil treatment
facility outside the Company. In addition, we are transferring
the pumped up underground water to a terminal wastewater
treatment facility at the Chita Plant, where it is treated appro-
priately and then discharged.

The site concerned was operated by a company that man-
ufactures raw materials for glazes and enamels (a business
site handling specific harmful substances) from 1968 to 1985.

TOPICS

Factories
Management of Chemical Substances

However, after NGK purchased the site, the Company used it
as a welfare center and parking lot, and the harmful substan-
ces within the site were not used.

Initiatives Going Forward

NGK will make further efforts to reduce the amount of PRTR-
listed substances released and transferred. In particular, to
curb atmospheric emissions of solvents, we will endeavor to
achieve reduction targets by studying and introducing substi-
tutes. Domestic Group companies will also promote mea-
sures to reduce atmospheric emissions of PRTR-listed solvents.
Going forward, to respond to the Registration, Evaluation,
Authorisation and Restriction of Chemicals (REACH) regula-
tions in Europe, we will develop systems to strengthen the
management of harmful chemical substances, including pro-
curement activities, and further enhance their effectiveness.

Reduction in Atmospheric Emissions of PRTR-listed Solvents through the Use of Substitutes

In the process of manufacturing ceramic components for
semiconductor manufacturing equipment at the Chita Plant,
wax is used to keep products fixed at the time of machin-
ing. After they are machined, it is necessary to use solvents
to remove the wax attached to products because it can
cause stain defects in the post-process. Previously, we
used an organic solvent that contains a PRTR Class-1-des-
ignated chemical substance, but from August 2005 we
changed to an organic solvent that contains no PRTR
Class-1-designated chemical substances.

Through this meas-
ure, we managed to
reduce atmospheric )
emissions of PRTR | 140
Class-1-designated :zg
chemical substances 80
by 76% in 2006, com- 60

pared to that in 2004. 40
20
0

As ceramic components for semicon-
ductor manufacturing equipment are
produced in high mix and low volume,
the color and surface conditions of
each product tend to vary. Moreover,
since the solubility of wax of the new
solvent is lower than that of the old
one, we used it for representative prod-
ucts first, confiming the quality in the
post-process, and then expanded the
use to other products. This has ena-
bled us to reduce atmospheric emis-
sions of PRTR Class-1-designated
chemical substances. Going forward,
we also plan to consider using other
solvents for some processes where the
new solvent cannot be used in terms of
solubility.

Keniji Adachi

Production Group 1
Production Department
HPC Division

Atmospheric emission volume

76%
reduction

Masahiko Funabashi

Production Group 1
Production Department
HPC Division

2004 2005 2006
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Products

Development and Design Initiatives

Based on the perspective of life cycle assessment (LCA),
NGK is promoting product design, manufacturing proces-
ses and equipment installations that serve to reduce envir-
onmental impact, such as CO2 emissions, as much as pos-
sible. When manufacturing ceramic products, in particular,
it is impossible to avoid energy-origin CO2 emissions be-
cause firing processes are involved. Therefore, NGK is pro-
moting initiatives aimed at the establishment of low envir-
onmental impact process technologies that will reduce CO2
emissions in firing processes and substantially reduce the
lifecycle COz2 of products.

Using Exhaust Heat to Reduce CO2

As fuel cell systems hold great promise as a next-generation
clean energy, NGK has installed one at the Nagoya Plant and
started to evaluate the battery performance and practical utili-
ty of these systems.

The installed system is a co-generation system (combining
the production of electricity and steam) that is able to recover
waste heat from fuel cells as steam from a waste heat boiler.
It has a rated power generation output of 250kW and the ca-
pacity to generate steam at a rate of 120 kg per hour. The
fuel cells are the molten carbonate type (MCFC), and city gas
(LNG) and water are converted into hydrogen through the use
of a reformer inside the fuel cells. The hydrogen then reacts
with air and generates electricity.

Molten carbonate fuel cells are regarded as highly efficient
batteries among industrial-use fuel cells, but NGK is reusing
the waste heat from kilns in power generation by fuel cells
and is working to further enhance system efficiency.

= Molten Carbonate Fuel Cell System
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Through co-generation power generation by molten car-
bonate fuel cells, we are able to reduce CO2 emissions by ap-
proximately 10% compared to the case when power is only
purchased. However, by applying waste heat usage technolo-
gy, we aim to further reduce CO2 emissions.

Promoting CO2Reductions on a Company-wide Basis
At NGK, we are working to promote reductions in CO2 emis-
sions on a company-wide basis. While collaborating among
our business groups, the Construction & Maintenance Dept.,
and the Environmental & Quality Management Dept., we are
aiming to achieve the CO2 emission reduction target stipulated
in the Kyoto Protocol (a reduction of 6% in 2008-2012, com-
pared to 1990.) When improving existing equipment and intro-
ducing new equipment, we carry out a comprehensive investi-
gation that includes such factors as energy efficiency and
costs and then propose optimal equipment.

Going forward, we will study the use of unused energy,
such as low-temperature waste heat at a level of 300°C or
less, which has been difficult to use so far.

System combining fuel cells (front) and NAS® batteries (rear)



Products
Development and Design Initiatives

Environmental Activities Related to Procurement and Logistics

Environmental Activities Related to
Procurement and Logistics

To reduce the impact of its business on the environment,
NGK not only carries out proactive measures within its own
business sites, but also promotes environmentally friendly
procurement. Purchases are made in line with our Green
Procurement Policy, which covers all products and services
involved in our business. The range of purchases includes
raw materials and parts, services, manufacturing equip-
ment, and office supplies.

Green Procurement Policy

1. NGK conducts green procurement of all materials,
components, manufacturing equipment, office supplies,
and services.

2. After considering quality, price, and delivery
periods, NGK gives preference to companies that
provide products and services in an environmentally
friendly manner.

Expanding the Practice of Green Procurement

NGK has issued its Green Procurement Guidelines to support
compliance regarding particular chemical substances speci-
fied in European chemical regulations. In 2006, in tandem with
the revision of the Occupational Health and Safety Law, we
revised the asbestos procurement standards in our Green
Procurement Guidelines, distributed them to suppliers and
sought their understanding. We also ensured their thorough
dissemination by publishing them on our website.

Energy Conservation Measures for Shippers
Accompanying the Revised Energy Conservation Law
According to the April 2006 revisions of the Energy Conserva-
tion Law, shippers (special shippers) transporting 30 million
ton-kilometer* or more annually now have special obligations
to submit energy conservation plans or regularly report on
their energy use for commissioned transport. As NGK quali-
fied as a special shipper based on its performance in 2006,
the Company has established a system to pinpoint its energy
use for transport and developed a framework to enable the
submission of regular energy use reports to the authorities
from April 2007.

* Shipment transportation amount (ton-kilometer) = Shipment weight (tons) X
Shipment distance (kilometers)

Current Status and Targets for Green Logistics
At NGK, we are researching a returnable logistics system and

efficient transportation systems for the purpose of reducing
CO2 emissions in logistics activities and by-product generation
from packaging.

= NGK’s Green Logistics

Aim of Research Concrete Measures

Modal shift*!

Reduction of CO2 emissions Use of Green Energy

Increase in loading efficiency

Reduction of volume of Returnable packaging™?

packaging materials

Improvement of packaging efficiency

*1 Modal shift: shifting away from the use of trucks to more efficient rail and sea
transportation for main routes to decrease the environmental impact of distribution.

*2 Returnable packaging: packaging that can be returned and reused to reduce
resource and energy usage.

Promoting Effective Use of Office Supplies

NGK is thoroughly ensuring the effective use of office sup-
plies and the elimination of wasteful use as far as possible, in
an attempt to reduce costs and make effective use of natural
resources.

In 2006, we kept office supplies held by individuals and
departments to the mini-
mum possible level, collec-
ted surplus inventory at
departments, and expan-
ded the scope of central- 10
ized management to the
whole Company. In addi-
tion, we endeavored to fur-
ther cut costs and save
resources by introducing a
Web purchasing system on
a Company-wide basis.

= Total amount of office
supplies purchased
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Purchase of Green Electric Power

In September 2001, NGK signed a contract with the Japan
Natural Energy Co., Ltd. for a Green Power Certification Sys-
tem. In 2006, we purchased 1.8 million kWh of wind-gener-
ated electric power. As the basic unit of CO2 emissions from
wind-generated electric power is O, this had the effect of re-
ducing CO2 emissions by 756 tons.

Noshiro Wind Station, one of Japan’s wind power generation bases
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Environmental Communications

Environmental Communications

To establish partnerships with the various stakeholders
surrounding NGK, the Company is communicating infor-
mation regarding its environmental impact and environ-
mental activities, but also seeking the opinions of each
stakeholder while striving to deepen mutual understand-
ing and acceptance. We believe this will lead to protec-
tion of the environment.

Participation in EPOC
NGK is actively supporting activities as a member of the En-
vironmental Partnership Organizing Club (EPOC), which was
established to create a recycling-based society through coop-
eration among more than 300 companies in the Chubu region
of Japan.

In December 2006, EPOC held the “Global Warming and
Energy Saving Subcommittee Meeting Seminar” to present
the latest information regarding global warming and leading-
edge actual examples of energy saving. At the seminar,
speakers presented actual cases of energy saving in manu-
facturing activities and an-
nounced achievements con-
cerning the potential for the
intraregional use of low-tem-
perature waste heat based on
heat transport networks.

A lecture at the seminar

@ HABTIESH S REL

Participation in Team Minus 6% TR

In the Kyoto Protocol, which was determined through cooper-
ation around the world for the purpose of preventing global
warming, a phenomenon that is becoming severe, Japan
promised to reduce greenhouse gas emissions by 6%. To re-
alize this target, a citizens’ project called Team Minus 6% was
established. It aims to reduce CO2 emissions and allows par-
ticipation and promotion by companies, organizations, and in-
dividuals. NGK also joined the project in 2005. Employees
and their families were also taking part in activities, but in or-
der to promote activities and raise awareness further, we sur-
veyed by means of an internal questionnaire how the six ac-
tions proposed by Team Minus 6% were being carried out.
Based on the results of this survey, we will further develop
awareness-raising activities.

Rate of implementation of the six actions proposed
by Team Minus 6%

1. Reducing global warming by regulating temperature: 50%
2. Reducing global warming by using water efficiently: 44%
3. Reducing global warming by using cars efficiently: 40%

4. Reducing global warming by choosing products in the right way: 42%
5. Reducing global warming through shopping and garbage: 37%
6. Reducing global warming by using electricity efficiently: 31%

(Effective number of respondents: 188)
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Disclosure on the NGK Website

Through our corporate website and the publication of our
Environmental and Social Responsibility reports, we provide
the latest information on our environmental protection activi-
ties and our social contribution activities. In the case of the
website, we make public past Environmental and Social Re-
sponsibility reports, and we continually strive to broaden our
level of disclosure and to include more information than is in
the reports.

The NGK Environmental Activities Website
http://www.ngk.co.jp/eco/index.html

Disclosing Environmental Information during
Factory Tours

Every year, the Chita Plant conducts factory tours combined
with information briefings for local residents. These are de-
signed to provide a general overview of environmental impact
at our business sites and to disclose information regarding
our environmental protection activities.

In November 2006, when the 23rd factory tour was held,
the general manager of the plant mentioned that NGK greatly
valued communication and cooperation with city and town
residents, and aimed to be a company that develops in tan-
dem with local residents. He also asked for further under-
standing and cooperation concerning the activities of NGK
and the Chita Plant.

A factory tour of Chita Plant by local residents
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