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Forward-Looking Statements

This Annual Report contains forward-looking statements regarding ITOCHU Corporation’s corporate plans, strategies, forecasts, and other statements that
are not historical facts. They are based on current expectations, estimates, forecasts and projections about the industries in which ITOCHU Corporation oper-
ates. As the expectations, estimates, forecasts and projections are subject to a number of risks, uncertainties and assumptions, including without limitation,
changes in economic conditions; fluctuations in currency exchange rates; changes in the competitive environment; the outcome of pending and future litiga-
tion; and the continued availability of financing; financial instruments and financial resources, they may cause actual results to differ materially from those
presented in such forward-looking statements. ITOCHU Corporation, therefore, wishes to caution that readers should not place undue reliance on forward-
looking statements, and, further that ITOCHU Corporation undertakes no obligation to update any forward-looking statements as a result of new information,
future events or other developments.

ITOCHU CORPORATION FINANCIAL SECTION 2016 1



Summary (IFRS)

ITOCHU Corporation and its Subsidiaries

The Consolidated Financial Statements are prepared in conformity with the International Financial Reporting Standards (IFRSs) from the year ended March 31, 2014.

The following indicators are presented in accordance with IFRSs.

Years ended March 31

P/L (For the year):
Revenues ...
Gross trading profit..................o
Net profit attributable to ITOCHU ..........................

Comprehensive income
attributable to ITOCHU ...........cccoccooiiiii

Per share (Yen and U.S. Dollars):
Basic earnings attributable
to ITOCHU (Note 1) oo
Cash dividends ..........cooooiiiiiii
Shareholders’ equity (Note 1) .......coooiiviinninnes

Adjusted profit (Note 2) .......ccooeviiiiiiiiiiiiiciiie

B/S (At year-end):
Total @SSEets ..ovvvuiiiiieeie

Current interest-bearing debt ...
Long-term interest-bearing debt
Interest-bearing debt................c
Net interest-bearing debt ...,
Total shareholders’ equity ............cooooiiiiiiin,

Cash flows (For the year):
Cash flows from operating activities .......................
Cash flows from investing activities .........................
Cash flows from financing activities

Cash and cash equivalents
atthe end of theyear ...

Ratios:
ROA (96) v
ROE (%0) -ttt
Ratio of shareholders’ equity
10 total assets (%0) ..vvvvveeiiiiiiieeeee e
Net debt-to-equity ratio (mes) ............cccceevvicennnn.
Interest coverage (times) (Note 3) .........ccccceeeiienns

Common stock information (For the year):
Stock price (Yen and U.S. Dollars):

CloSINg PriCe ...oovveeeiiieeice e
Market capitalization
(Yen and U.S. Dollars in billions) ........ccoeevveeeeennnnes

Trading volume (yearly, million shares) .................... .

Number of shares of common stock issued
(at year-end, 1,000 shares)

Exchange rates into U.S. currency
(Federal Reserve Bank of New York):

Number of employees
(At year-end, consolidated) .......................cceenee..

¥5,083,536
1,069,711
240,376

(144,777)

50.0
1,388.66

418,994

¥8,036,395
426,820
2,769,345
3,196,165
2,555,644
2,193,677

¥ 419,404
(557,260)
81,770

632,871

29
104

273
117
10.1

¥ 1,282.0
1,756.0
1,170.0
1,386.0

2,189
1,886

1,662,889

¥ 11242
120.04

125.58
111.30

105,800

Millions of
U.S. Dollars
Millions of Yen (Note 4)

2015 2014 2013 2012 | 2016 |
¥5,591,435 ¥5,587,526 ¥4699,466 ¥ — $45,115
1,089,064 1,045,022 945,778 — 9,493
300,569 245312 258,843 - 2,133
465,605 391,901 474,460 — (1,285)
189.13 155.21 163.77 - 1.35
46.0 46.0 400 440 0.44
1,639.65 1,293.35 1,087.61 833.22 12.32
312,421 372,797 364,150 — 3,718
¥8,560,701 ¥7,784,851 ¥7,198,501 ¥6,488,155 $71,321
543,660 472,667 498,816 451618 3,788
2,548,504 2,420,713 2,282,067 2,084,800 24,577
3,092,164 2,893,380 2,780,883 2536,418 28,365
2,380,504 2,231,988 2,203,428 2,018,420 22,681
2,433,202 2,044,120 1,718,980 1,316,928 19,468
¥ 403,629 ¥ 498,101 ¥ 236517 ¥ - $ 3,722
(276,103) (270,377) (203811) - (4,946)
(97,896) (77,855) 2978 — 726
700,292 653,739 570,335 512,825 5,617
3.7 33 38 - -
134 130 17.1 - -
28.4 263 239 203 -
0.98 1.09 1.28 1563 —
127 125 12.1 - -
¥ 11,2220 — — — $ 11.38
1,429.0 - - - 15.58
1,180 — - — 10.38
1,301.5 - - — 12.30
2,057 - — - 19.43

1,782 — — —

1,662,889 — — — -
¥ 11996 — — — —
109.756 — — — -
121,50 - - — -
101.26 — — — -
110,487 104,310 83,768 72,5628 -

Notes: 1. Basic earnings attributable to ITOCHU per share and Shareholders’ equity per share are calculated by using the weighted average number of shares issued and outstanding for

the period.

2. Adjusted profit = Gross trading profit + Selling, general and administrative expenses + Interest expense + Interest income + Dividends received +Equity in earnings of associ-

ates and joint ventures

3. Interest coverage = (Gross trading profit + Selling, general and administrative expenses + Provision for doubtful accounts + interest income + Dividends received) / Interest

expense

4. The Japanese yen amounts for the year ended March 31, 2016, have been translated into U.S. dollar amounts, solely for the convenience of the reader, at the rate of
¥112.68=US$1 (the official rate dated March 31, 2016, announced by The Bank of Tokyo-Mitsubishi UFJ, Ltd.).
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Six-

year Summary (U.S. GAAP)

ITOCHU Corporation and its Subsidiaries

Millions of Yen

Years ended March 31 2014 2013 2012 2011 2010 2009
P/L (For the year):
REVENUE ... ¥5530,895 ¥4,579763 ¥4,197525 ¥3581,795 ¥3418220 ¥3,419,061
Gross trading Profit..........cooooiiiiiiiii 1,028,273 915,879 956,920 906,587 860,187 1,060,521
Net income attributable to ITOCHU . 310,267 280,297 300,505 161,114 128,905 165,390
Comprehensive income (loss) attributable to ITOCHU ............... 446214 475,819 249,983 106,041 270,570 (92,334)
Per share (Yen):
Basic net income attributable to ITOCHU (Note 1) ................ 196.31 177.35 190.13 101.93 81.66 104.64
Cash diVIAEBNAS . ...evvvneeeieeiii e 46.0 40.0 440 180 15.0 185
Stockholders’ equity (Note 1) 1,3568.42 1,117.01 862.88 73157 695.75 537.43
Adjusted profit (Note 2) .......ccoviiiiiiiiiiiiiicciccec e 394,201 351,023 395,477 333,098 195,552 339,292
B/S (At year-end):
TOTAl ASSEES vt ¥7,848,440 ¥7,117,446 ¥6507273 ¥b5676,709 ¥5478873 ¥5192,092
Current interest-bearing debt ... 464,992 482,544 450,968 288,973 289,963 628,792
Long-term interest-bearing debt ...............cccoocii 2,420,272 2279915 2,082,592 1,979,967 1,919,688 1,760,530
Interest-bearing debt..........cooviiiiiiiiiii e 2,885,264 2,762,459 2,533,560 2,268,940 2,209,551 2,389,322
Net interest-bearing debt .........cceeeiiiiiiiiiiiiiiiie 2,924,279 2,185,623 2,014,898 1,630,764 1,721,464 1,756,764
Long-term debt, excluding current maturities
(including long-term interest-bearing debt) ..............cccccceeie. 2,628,937 2,447,868 2,259,717 2,160,772 2,108,081 1,934,421

Stockholders’ equity

2,146,963 1,765,435 1,363,797 1,156,270 1,099,639 849,411

Cash flows (For the year):
Cash flows from operating activities .................ccccciis ¥ 418,396 ¥ 245,661 ¥ 212,830 ¥ 335,361 ¥ 293,697 ¥ 276,854

Cash flows from investing activities ...

(266,692) (199,990) (416,315) (230,866) (195,698) (326,033)

Cash flows from financing activities ................. . (71,707) (11,323) 84,704 53,202 (256,568) 258,322

Cash and cash equivalents at the end of the year.................. .

663,332 569,716 513,489 633,756 480,564 628,820

Ratios:
ROA (90) 1+ttt 4.1 4.4 4.9 29 2.4 32
ROE (90) c+ vttt ettt 15.9 179 23.8 14.3 132 18.1
Ratio of stockholders’ equity to total assets (%) ...........ccceueeeee. 27.4 24.8 21.0 20.4 20.1 16.4
Net debt-to-equity ratio (times) 1.0 1.2 15 1.4 1.6 2.1
Interest coverage (times) (Note 3) 13.1 12.4 135 10.7 5.3 7.9
Common stock information (For the year):
Stock price (Yen):
OPENING PHICE vttt ¥1,125.0 ¥ 9250 ¥870.0 ¥829.0 ¥487.0 ¥ 994.0
1,668.0 1,241.0 966.0 930.0 821.0 1,337.0
1,033.0 755.0 676.0 659.0 486.0 380.0
Closing price 1,206.0 1,131.0 903.0 871.0 819.0 478.0
Market capitalization (Yen in billions). 1,906 1,788 1,427 1,377 1,294 756
Trading volume (yearly, million shares) 1,782.0 1,783.0 1,882.0 2,287.0 2,616.0 2913.0
Number of shares of common stock
issued (at year-end, 1,000 Shares) ..........coccveeviverniiinninenns 1,584,889 1,584,889 1,584,889 1,684,889 1,684,889 1,684,889
Exchange rates into U.S. currency
(Federal Reserve Bank of New York):
ALYBAMENG ..ttt ¥102.98 ¥94.16 ¥82.41 ¥82.76 ¥ 93.40 ¥ 99.15
100.46 83.26 78.86 85.00 92.49 100.85
105.25 96.16 85.26 94.68 100.71 110.48
92.96 77.41 75.72 78.74 86.12 87.80
Number of employees (At year-end, consolidated) ................. 102,376 77513 70,639 62,635 62,379 55,431

Notes: 1.

2.

3.

Basic net income attributable to ITOCHU per share and Stockholders’ equity per share are calculated by using the weighted average number of shares issued and outstanding
for the period.

Adjusted profit = Gross trading profit + Selling, general and administrative expenses + Interest expense + Interest income + Dividends received + Equity in earnings of associ-
ated companies

Interest coverage = (Gross trading profit + Selling, general and administrative expenses + Provision for doubtful receivables + interest income + Dividends received) / Interest
expense

. The Consolidated Financial Statements for the year ended March 31, 2014, in accordance with U.S. GAAP are not audited pursuant to the first paragraph of Article 193-2 of the

Financial Instruments and Exchange Act.

. Certain subsidiaries changed their fiscal periods in the year ended March 31, 2012. The effect of these changes has been reflected in figures of certain items for the years ended

March 31, 2011 and 2010.

. As aresult of the ITOCHU Group's integration of the food distribution and marketing business, the items in which distribution cost related to these operations has been included

were changed from the beginning of the year ended March 31, 2012. The relevant amounts in the years ended March 31, 2011 and 2010 have been reclassified based on this
new classification.

With respect to distribution cost related to the ITOCHU Group's food distribution and marketing business, ITOCHU has made a change in presentation in the financial statements
related to the ITOCHU Group's portion of operational cost arising at the distribution centers of the TOCHU Group's customers, such as mass merchandisers, and delivery costs
from the distribution centers to the customers'’ stores since the beginning of the year ended March 31, 2013. The aforementioned distribution cost for the years ended March 31,
2012 and 2011 has been reclassified in the same manner.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

All of the financial information provided herein is based on the
Consolidated Financial Statements included in this annual report.
These Consolidated Financial Statements have been prepared in
conformity with International Financial Reporting Standards (IFRSs).

Figures in yen for the year ended March 31, 2016, (Fiscal Year
2016 or the fiscal year), have been translated into U.S. dollars solely

Overview

for the convenience of the reader based on the exchange rate of
¥112.68 = US$1, announced by The Bank of Tokyo-Mitsubishi UFJ,
Ltd., on March 31, 2016.

ITOCHU Corporation is referred as “ITOCHU" or “the Company”
in Management's Discussion and Analysis of Financial Condition
and Results of Operations.

In Fiscal year 2016, the global economy grew at a sluggish pace
overall reflecting the moderate expansion of the developed coun-
tries including the U.S. and the Euro zones and economic decelera-
tion or stagnation in economies of certain emerging countries
centered in resource-supplying countries. The WTI crude oil price
rose temporarily reaching the US$60 level per barrel in June due to
the deterioration of the situation in the Middle East, however, from
the ongoing situation of the oil supply far exceeding the demand,
the price dropped to approximately the US$25 level in February.
Afterward, against a backdrop of the meeting involving the major
oil-producing nations to freeze the oil production, the oil price rose
slightly but consequently remained at a low level at approximately
the US$35-40 range in the second half of March.

Japan’s economy continued to be stagnant, as sluggish growth
of household income resulted in lower consumer spending, and the
deterioration of overseas economic conditions and the ease in the
effect of the yen depreciation resulted in lower exports. In addition,
after the start of the new year, the circumstances of Japan's econ-
omy worsened further due to the deterioration of corporate and
consumer sentiment resulting from the trend of yen appreciation
and lower stock prices.

Against a backdrop of expectations for an increase in interest
rates in the U.S, the U.S. dollar appreciated against the yen reaching
approximately the ¥125 level in the mid-August. However, due to
the unstable financial market resulting from the decline in the
Chinese stock prices and yuan, the trend toward purchasing the yen
as a risk-free asset strengthened, and as a result, the yen appreci-
ated against the U.S. dollar temporarily reaching the ¥118 level in
October. Afterward, before and after the increase of the interest
rates in the U.S. in mid-December, the yen depreciated to the ¥123
level, but due to the concern of the economic outlook, the yen
appreciated again. After the launch of negative interest rate by the
Bank of Japan in January, there was a short-term trend toward the
yen depreciation, but consequently the yen appreciated again to the
¥112 level in the end of March. The Nikkei Stock Average main-
tained above the ¥20,000 until mid-August, however, due to the
confusion of the Chinese stock market, the price dropped to less
than the ¥17,000 level in the late September. In the beginning of
December, the price recovered temporarily reaching the ¥20,000
level but declined again to approximately the ¥16,000 level at the
end of March from the effect of deterioration of overseas economic
conditions and further yen appreciation. The yield on 10-year
Japanese government bonds trended downward after reaching its
peak at the 0.5% level in June, and subsequently turned negative
from February after the launch of negative interest rate by the Bank
of Japan.

4 ITOCHU CORPORATION FINANCIAL SECTION 2016

Under the medium-term management plan, “Brand-new Deal 2017”,
the ITOCHU Group has two basic policies — “reinforcing our finan-
cial position”, “building a platform for earnings of 400.0 billion yen".

The following shows specific results in the first year of “Brand-
new Deal 2017".

Consumer-Related Sector:

ITOCHU and CITIC International Assets Management Limited has
agreed to enter into a partnership with Bosideng International
Holdings Limited (Bosideng), which is listed on the Hong Kong
Stock Exchange. In the future, ITOCHU will fully utilize Bosideng’s
sales networks developed even into Chinese inland areas, and
accelerate new projects for the brand business. ITOCHU will also
continue to accelerate the Bosideng's growth strategies, as well as
to accelerate the realization of synergies in alliance fields to achieve
the further growth in earnings in the Chinese market. Concrete ini-
tiatives have already been launched, as ITOCHU has already dis-
patched staffs, and a part of Bosideng has begun to sell products
under the Outdoor Products brand, for which ITOCHU holds trade-
mark rights in China. In addition, four companies, CITIC Limited,
Charoen Pokphand Group Company Ltd. (CPG), China Mobile
Communications Corporation, the leading mobile carrier in China,
and Shanghai Information Investment Inc., a company affiliated
with Shanghai Municipality, have agreed to cooperate for entering
the market of cross-border electronic commerce (cross-border
e-commerce) in China. With changing consumer needs, the size of
the cross-border e-commerce market of China has continued to
grow and has great potential, guarantees for genuine commodities
and high-quality after-sales services, as well as high-quality com-
modities are in demand in the market. ITOCHU will proceed with
the four companies, which are highly influential in China, to early
participate into the market of cross-border e-commerce in China.
Also, we acquired 65% shares of PROVENCE HUILES that manu-
factures and sells vegetable oil mainly in Europe. In the vegetable oil
business, ITOCHU will respond to rising health consciousness
around the world, and aim to ensure a stable supply of high value-
added vegetable oil by adding manufacturing and sales bases in
Europe and South America to its existing business foundation in the
United States.

On the other hand, as part of the effective utilization of limited
management resources, ITOCHU have sold all shares of
PrimeSource Building Products, Inc. (PrimeSource). PrimeSource
was acquired by the ITOCHU Group in 1998, and has proven to be
a significant contributor to the Group’s results. Strong growth in the
U.S. economy and the U.S. housing market is expected over the next
few years, while the outlook for the operating performance of
PrimeSource is expected to rise. Under these circumstances, the
valuation of PrimeSource in the M&A market has increased



significantly. To enable stable and sustainable growth in the medium
and long terms, it has now been decided to sell the Group’s stake in
PrimeSource with the aim of raising asset efficiency by replacing
strategic assets, as part of the effective utilization of limited man-
agement resources.

Natural Resource-Related Sector:

ITOCHU started full-scale operation at the mega-solar power plant
jointly owned with Imabari Shipbuilding Co., Ltd. and Higaki Sangyo
Kaisha, Ltd. This project marks the start of operations in ITOCHU'’s
mega-solar power business in Japan. The plant solar panels capable
of generating approximately 33,000 kilowatts of power are set up.
The largest-scale solar power plant in Shikoku, the prospected
annual energy production is approximately 37,000,000 kilowatt-hour,
which corresponds to the yearly power consumption of about 10,000
households. To respond to future increases in domestic demand for
electric power, ITOCHU will use its business knowhow and experi-
ence to help ensure the stable distribution of power in Japan. In
addition, TOCHU merged Nacional Minérios S.A. (a Brazilian producer
and seller of iron ore (NAMISA)), and the mining division of the major
Brazilian steel producer Companhia Sidertrgica Nacional (CSN).
ITOCHU already owned a share in NAMISA through Brazil Japan
Iron Ore Corporation (a consolidated subsidiary that ITOCHU estab-
lished in collaboration with Japanese iron and steel producers)
together with major steelmaking corporations in Korea and Taiwan
as an international consortium, with the consortium owning a total
40% share in the company. As a result of this merger, ownership of
the 40% of outstanding NAMISA shares owned by the consortium
and the remaining 60% of outstanding NAMISA shares, the Casa de
Pedra Mine (CdP) and various logistics assets (railway company
shares and port facility usage rights) owned by CSN were all

Business Results for Fiscal Year 2016—Comparison

transferred to a newly established, integrated company. The CdP
Mine is one of the richest and largest iron ore mines in the world, and
it is hoped that this merger will make the new integrated company
the most highly competitive iron-ore supplier in the region through its
possession of a superior mine and well-developed facilities and infra-
structure. After the merger, ITOCHU'’s percentage share in equity
assets will fall from its original share of 21.95% in NAMISA to 7.6%
share in the new integrated company, becoming a standard-type
investment, but ITOCHU will aim to earn revenues through dividend
payouts, etc.,, from the excellent CdP mine.

As a result of deeper mutual understanding and taking into
consideration the progress of the strategic alliance within [TOCHU,
CITIC Limited and CPG, through Chia Tai Bright Investment
Company Limited (CTB), a company that is jointly owned by CPG and
ITOCHU (the ratio of voting rights of 50:50 basis), it was agreed to
move up the acquisition of the preferred shares that are convertible
into ordinary shares equivalent to approximately 13.4% of voting
rights, from October 2015 to August 2015, as well as the execution
of conversion procedures from preferred shares into ordinary shares.
As a result, CITIC Limited became an equity method associated
company of CTB who owns 20% of the ordinary shares including
those acquired in April 2015. ITOCHU signed a memorandum
which prescribes joint development and fostering of talented
human resources with two other companies, CITIC and CPG, and will
aim to create a strong human resources network through short-to-
long-term human resources dispatch and exchange, dispatch of
employees to participate in existing training programs at each
respective company, and hosting of newly created joint training
seminars as the foundation that will underpin the strategic alliance.
(Refer to Notes to Consolidated Financial Statements Note 13
Associates and Joint Ventures)

between Fiscal Year 2016 and Fiscal Year 2015

ITOCHU uses a Division Company system and the business results
were as follows:

Revenues for the fiscal year ended March 31, 2016, decreased by
9.1%, or ¥b07.9 billion, compared with the previous fiscal year, to
¥5,083.5 billion (US$45,115 million). This decrease was attributable
to lower revenue from the Energy & Chemicals Company, mainly
due to the decline in oil prices in energy trading transactions; lower
revenue from the ICT, General Products & Realty Company, mainly
due to the de-consolidation of housing-materials-related subsidiar-
ies in the U.S. in this fiscal year; lower revenue from the Metals &
Minerals Company, due to the decline in iron ore and coal prices,
despite the increase in iron ore sales volume; higher revenue from
the Food Company, due to the higher transaction volume in food-
distribution-related subsidiaries.

Gross trading profit decreased by 1.8%, or ¥19.4 billion com-
pared with the previous fiscal year, to ¥1,069.7 billion (US$9,493
million). This decrease was attributable to higher earnings from
the Food Company due to the higher transaction volume in food-
distribution-related subsidiaries and the stable performance in
provisions-related subsidiaries; higher earnings from the Energy &
Chemicals Company, due to the stable performance in the energy
and chemical trading transactions and the acquisition of subsidiaries
in energy-related companies in the previous fiscal year, despite the

lower profitability in self-developed crude oil transactions accompa-
nying the decline in oil prices; lower earnings from the Metals &
Minerals Company, due to the decline in iron ore and coal prices,
despite the increase in iron ore sales volume, the reduction of
costs in iron ore, and the improvement in foreign currency transla-
tion in iron ore and coal companies; lower earnings from the Textile
Company, due to the unfavorable sales in apparel-related companies
and inventory revaluation loss, despite the income from EDWIN CO.,,
LTD. from the second quarter of the previous fiscal year.

Selling, general and administrative expenses increased by
3.1%, or ¥25.3 billion compared with the previous fiscal year, to
¥835.5 billion (US$7,415 million), due to the higher expenses in
existing subsidiaries in the Food Company and the ICT, General
Products & Realty Company, and the acquisition of EDWIN CO,
LTD. and subsidiaries in energy-related companies in the previous
fiscal year.

Provision for doubtful accounts increased by ¥1.6 billion
compared with the previous fiscal year to a loss of ¥7.8 billion
(US$69 million), due to an increase in allowance for doubtful
accounts in foreign subsidiaries.

Gains on investments decreased by 33.8%, or ¥37.2 billion,
compared with the previous fiscal year, to ¥72.7 billion (US$645
million), due to the absence of unordinary gain regarding the
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conversion of TING HSIN (CAYMAN ISLANDS) HOLDING CORP.
to other investments in the previous fiscal year, despite the gain on
sales of housing-materials-related subsidiaries in the U.S.

Losses on property, plant, equipment and intangible assets
deteriorated by ¥150.8 billion compared with the previous fiscal
year, to ¥155.1 billion (US$ 1,376 million) (losses), due to the recog-
nition of the impairment loss and the loss accompanying the sale of
certain assets in Australian coal-related business, and the impair-
ment loss in European tire-related companies, the North Sea oil
fields development project, and fresh food-related subsidiaries.

Other—net deteriorated by ¥12.7 billion compared with the
previous fiscal year, to a loss of ¥6.0 billion (US$54 million), due to
restructuring-related expenses in subsidiaries during the fiscal year.

Net interest expenses, which is the total of Interest income and
Interest expense, improved by ¥11.0 billion compared with the pre-
vious fiscal year, to expenses of ¥400 million (US$4 million), due to
higher interest income accompanying the providing of loan regard-
ing the acquisition of CITIC Limited shares. Dividends received
increased by 7.5%, or ¥2.6 billion, compared with the previous fiscal
year to ¥375 billion (US$333 million), due to the higher dividends
from the pipeline businesses, despite the lower dividends from oil
and LNG projects. Consequently, Net financial income, which is the
total of Net interest expenses and Dividends received, improved by
¥13.7 billion compared with the previous fiscal year to a gain of
¥37.1 billion (US$329 million).

Equity in earnings of associates and joint ventures
increased by ¥137.6 billion compared with the previous fiscal year,
to ¥1477 billion (US$1,311 million). This increase was attributable to
an improvement in the Metals & Minerals Company, due to the
absence of the impairment loss in a Brazilian iron ore business in
the previous fiscal year, despite the decrease in equity in earnings of
Australian iron ore and coal business, and stagnant market condi-
tions and lower demand in steel products-related companies; an
improvement in the Energy & Chemicals Company, due to the

Revenues by Operating Segment

(Billions of Yen)

absence of the impairment loss in an U.S. oil and gas development
company in the previous fiscal year, despite the effect of the sched-
uled maintenance of methanol-related companies; an increase in
the Others, Adjustments & Eliminations®, due to the start of equity
pick-up of CITIC Limited from the third quarter of this fiscal year,
and other factors.

* Others, Adjustments & Eliminations includes gains and losses which cannot be
allocated to each operating segment and internal eliminations between operating
segments.

Consequently, Net profit, which is calculated as Profit before
tax decreased by 22.9%, or ¥95.8 billion compared with the previ-
ous fiscal year, to ¥322.7 billion (US$2,864 million) minus Income
tax expense of ¥46.4 billion (US$411 million), decreased by 6.5%,
or ¥19.3 billion, compared with the previous fiscal year, to ¥276.4
billion (US$2,453 million). Net profit attributable to ITOCHU,
which is calculated as Net profit minus Net profit attributable to
non-controlling interests of ¥36.0 billion (US$320 million) (profit),
decreased by 20.0%, or ¥60.2 billion, compared with the previous
fiscal year, to ¥240.4 billion (US$2,133 million).

(Reference)

“Trading income” in accordance with Japanese accounting prac-
tices (“Trading income” = “Gross trading profit’ + “Selling, general
and administrative expenses” + “Provision for doubtful accounts”)
decreased by 17.0%, or ¥46.3 billion, compared with the previous
fiscal year, to ¥226.4 billion (US$2,009 million). This decrease was
attributable to higher earnings from the Energy and Chemicals
Company, due to the higher gross trading profit, despite higher
expenses accompanying the acquisition of subsidiaries in energy-
related companies in the previous fiscal year and unordinary
expenses in this fiscal year; lower earnings from the Metals &
Minerals Company, mainly due to the lower gross trading profit; lower
earnings from the Textile Company, mainly due to the lower gross
trading profit.

Gross Trading Profit by Operating Segment

(Billions of Yen)

2,000 400
- 1,889.8 -
325.1 325.6
1,500 1,487.0 300
1,3438
1,235.4 041 2822
1,084.0
1,000 10593 200 1851
176.8 "
140.7 137.5
582.3 1170 117.3
500 POTe 100
—_— 4112 403.3 E— 670
2535 -
220.1 325
0 I 660 714 0 B 165 g
| ‘ | ! | | !
Textlle Food Others, Textile Food Others,
Machinery Adjustments & Machinery Adjustments &
Eliminations Eliminations
Metals & Minerals Metals & Minerals
ICT, General ICT, General
Products & Realty Products & Realty
Energy & Chemicals Energy & Chemicals
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Operating Segment Information

Business results by operating segment are as follows. ITOCHU
uses a Division Company system, and the following is in accordance
with the categories of that system. Further, revenues of Division
Companies exclude inter-segment transactions.

Textile

Revenues increased by 2.5%, or ¥14.5 billion, to ¥582.3 billion
(US$5,168 million), mainly due to the income from EDWIN CO,, LTD
from the second quarter of the previous fiscal year. Gross trading
profit decreased by 2.3%, or ¥3.2 billion, to ¥137.5 billion
(US$1,220 million), due to the unfavorable sales in apparel-related
companies and inventory revaluation loss, despite the income from
EDWIN CO.,, LTD. from the second quarter of the previous fiscal
year. Net profit attributable to ITOCHU decreased by 54.7%, or
¥175 billion, to ¥14.5 billion (US$129 million), due to the lower
gross trading profit and impairment loss in apparel-related compa-
nies, despite the gain on remeasurement from the conversion of a
China-related company from an associated company to other invest-
ments. Total assets decreased by 5.6%, or ¥31.4 billion, to ¥524.5
billion (US$4,654 million), due to the decrease in trade receivables
and inventories.

Machinery

Revenues slightly decreased by 1.9%, or ¥7.9 billion, to ¥403.3
billion (US$3,579 million), due to lower transaction volume in avia-
tion-related transactions, despite the favorable performance in
plant-related companies. Gross trading profit remained nearly at the
same level at ¥117.3 billion (US$1,041 million), due to the favorable
performance in plant-related companies, despite the absence of the
favorable performance in IPP-related companies in North America
in the previous fiscal year. Net profit attributable to ITOCHU
decreased by 11.4%, or ¥6.2 billion, to ¥48.4 billion (US$429 mil-
lion), due to the losses on investment and deterioration of tax

Net Profit by Operating Segment
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* For fiscal years

expense, despite the gross trading profit remaining nearly at the
same level compared with the previous fiscal year and the increase
in equity in earnings of associates and joint ventures. Total assets
decreased by 9.7%, or ¥105.6 billion, to ¥978.1 billion (US$8,680
million), due to the sales of investment securities and the conversion
of a subsidiary to associates and joint ventures accompanying the
asset replacement, and the effect from the appreciation of the yen.

Metals & Minerals

Revenues decreased by 13.2%, or ¥33.4 billion, to ¥220.1 billion
(US$1,953 million), due to the decline in iron ore and coal prices,
despite the increase in iron ore sales volume. Gross trading profit
declined by 51.5%, or ¥34.5 billion, to ¥32.5 billion (US$288 mil-
lion), due to the decline in iron ore and coal prices, despite the
increase in iron ore sales volume, the reduction of costs in iron ore,
and the improvement in foreign currency translation in iron ore and
coal companies. Net profit attributable to ITOCHU deteriorated by
¥279 billion, to a loss of ¥16.7 billion (US$ 148 million), due to lower
gross trading profit, and recognition of the impairment loss and the
loss accompanying the sale of certain assets in the Australian
coal-related business, despite the absences of the impairment loss
in a Brazilian iron ore business and reversal of deferred tax assets
regarding MRRT in the previous fiscal year. Total assets decreased
by 30.5%, or ¥385.4 billion, to ¥876.4 billion (US$7,778 million),
due to the return of investment and remeasurement accompanying
the merger of assets related to Brazilian iron ore business, loss on
fair value remeasurement of Colombian coal companies (other
investments), and the impairment in Australian coal-related business.

Energy & Chemicals

Revenues decreased by 21.3%, or ¥402.8 billion, to ¥1,487.0 billion
(US$13,197 million), mainly due to the decline in oil prices in energy
trading transactions. Gross trading profit rose by 4.7%, or ¥8.3 billion,

Total Assets by Operating Segment
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to ¥185.1 billion (US$ 1,642 million), due to the stable performance
in energy and chemical trading transactions and the acquisition of
subsidiaries in energy-related companies in the previous fiscal year,
despite the lower profitability in self-developed crude oil transac-
tions accompanying the decline in oil prices. Net profit attributable
to ITOCHU increased by 2,259.6%, or ¥53.1 billion, to ¥55.5 billion
(US$492 million), due to higher gross trading profit, the absence of
the impairment loss in an U.S. oil and gas development company in
the previous fiscal year, and improvement in tax expenses accompa-
nying its disposal in this fiscal year, despite the higher expenses
accompanying the acquisition of subsidiaries in energy-related com-
panies in the previous fiscal year, unordinary expenses in this fiscal
year, and impairment loss in the North Sea oil fields development
project. Total assets decreased by 19.0%, or ¥252.4 billion, to
¥1,077.1 billion (US$9,559 million), due to the decrease in trade
receivables accompanying the decline in oil prices.

Food

Revenues increased by 2.3%, or ¥24.7 billion, to ¥1,084.0 billion
(US$9,620 million), due to the higher transaction volume in food-
distribution-related subsidiaries. Gross trading profit rose by 6.6%,
or ¥16.1 billion, to ¥262.2 billion (US$2,327 million), due to higher
transaction volume in food-distribution-related-subsidiaries and the
stable performance in provisions-related subsidiaries. Net profit
attributable to ITOCHU decreased by 77.7%, or ¥88.9 billion, to
¥925.5 billion (US$226 million), due to the absence of unordinary
gain regarding the shares of TING HSIN (CAYMAN ISLANDS)
HOLDING CORP. in the previous fiscal year and the impairment
loss in fresh food-related subsidiaries, despite higher gross trading
profit. Total assets decreased by 2.8%, or ¥49.1 billion, to ¥1,723.1
billion (US$15,292 million), due to the decrease in investment secu-
rities from the effect of the lower stock prices and the impairment in
fresh food-related subsidiaries, despite the additional investment
to CVS companies.
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ICT, General Products & Realty

Revenues decreased by 8.1%, or ¥108.4 billion, to ¥1,235.4 billion
(US$10,964 million), mainly due to the de-consolidation of housing-
materials-related subsidiaries in the U.S. in this fiscal year. Gross
trading profit increased by 0.2%, or ¥0.5 billion, to ¥325.6 billion
(US$2,890 million), due to the stable performance in North
American building-materials-related companies, logistics-related
companies, European tire-related companies, and the effect from
the depreciation of the yen, despite the de-consolidation of housing-
materials-related subsidiaries in the U.S. in this fiscal year. Net
profit attributable to ITOCHU decreased by 6.3%, or ¥5.0 billion,
to ¥74.0 billion (US$657 million), due to the impairment loss in
European tire-related companies, despite the increase in gross
trading profit and equity in earnings of associates and joint ven-
tures, improvement of expenses in mobile-phone-related companies,
and the gain on sales of housing-materials-related subsidiaries in the
U.S. Total assets decreased by 7.8%, or ¥126.7 billion, to ¥1,495.6
billion (US$13,273 million), due to the de-consolidation of housing-
materials-related subsidiaries in the U.S. and the impairment in
European tire-related companies.

Others, Adjustments & Eliminations

Net profit attributable to ITOCHU increased by 461.2%, or ¥32.2
billion, to ¥39.2 billion (US$348 million), due to the start of equity
pick-up of CITIC Limited from the third quarter of this fiscal year,
and other factors. Total assets increased by 45.6%, or ¥426.3 bil-
lion, to ¥1,361.7 billion (US$12,085 million), due to the investment
and loan accompanying the acquisition of CITIC Limited shares.

Effective from April 1, 2016, the Company changed its organiza-
tional structure from six Division Companies to seven Division
Companies. As a result, [ICT, General Products & Realty Company]
became [General Products & Realty Company] and [ICT & Financial
Business Company].



Segment Information

Millions of

Billions of Yen U.S. Dollars
Years ended March 31 2016 2016
Revenues:
TEXHIE - . ¥ 5823 ¥ 5679 $ 5,168
MACIINETY ..o 403.3 411.2 3,579
Metals & Minerals ..... 220.1 2535 1,953
Energy & ChemiCals ........couiiiiiii e 1,487.0 1,889.8 13,197
[ ol IR U USSP PRSP PPPPRPN . 1,084.0 1,059.3 9,620
ICT, General Products & Realty ..o 1,235.4 1,343.8 10,964
Others, Adjustments & Eliminations ... 71.4 66.0 634
ORI et e e e e e . ¥5,083.5 ¥5591.4 $45,115
Gross trading profit:
TEXEIIE vttt e e . ¥ 1375 ¥ 140.7 $ 1,220
MAECRINETY ..o 117.3 117.0 1,041
Metals & MINETAS .......iiiiiiie et 325 67.0 288
Energy & ChemiCals ........cooi i 185.1 176.8 1,642
[ oL IR TR PP PPPPPRPN . 262.2 246.1 2,327
ICT, General Products & Realty ..........cooiiiiiiiiiii e 325.6 325.1 2,890
Others, Adjustments & Eliminations ... 9.6 16.5 85
ORI et e e e e e . ¥1,069.7 ¥1,089.1 $ 9,493
Net profit attributable to ITOCHU:
TEXEIIE ettt e e e e . ¥ 145 ¥ 320 $ 129
Machinery .............. 484 54.6 429
MELaIS & MINETAIS ... (16.7) 11.2 (148)
Energy & Chemicals ... 55.5 24 492
FOOM . . 25.5 114.4 226
ICT, General Products & Realty ..........ccoooiiiiiiiiii i 74.0 79.0 657
Others, Adjustments & Eliminations ..................ccoccooiii 39.2 7.0 348
TORAL e . ¥ 2404 ¥ 3006 $ 2,133
Total assets as of March 31:
TEXHIE - . ¥ 5245 ¥ 5558 $ 4,654
MAICHINETY .. 978.1 1,083.6 8,680
Metals & MINETALS .....ooiiiiee et 876.4 1,261.8 7,778
Energy & ChemiCals .........coiiiiiiii e 1,077.1 1,329.5 9,559
[ ol ST TSP U PP PPPRPN . 1,723.1 1,772.2 15,292
ICT, General Products & Realty ..o 1,495.6 1,622.3 13,273
Others, Adjustments & Eliminations ... 1,361.7 935.4 12,085
[LLe] 7= ST TP T ESPP PR UUUPPPRTIN . ¥8,036.4 ¥8,560.7 $71,321

Earnings from Non-resource / Resource Sectors

(Billions of Yen)
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Consolidated Cash Flows

(1) Cash flows from operating activities

Recorded a net cash-inflow of ¥419.4 billion (US$3,722 million),
resulting from the steady collections in the Energy, Food, Metals &
Minerals, and Machinery sectors, despite the increase in inventories
in the construction, Realty & Logistics sector. Compared with the
previous fiscal year, net cash-inflow increased by ¥15.8 billion.

(2) Cash flows from investing activities

Recorded a net cash-outflow of ¥557.3 billion (US$4,946 million),
due to the investment and loan accompanying the acquisition of
CITIC Limited shares (approximately ¥600.0 billion), despite the
return of investment accompanying the merger of assets related to
Brazilian iron ore business, approximately ¥130.0 billion* and the
sales of housing-materials-related subsidiaries in the U.S,, approxi-
mately ¥110.0 billion. Compared with the previous fiscal year, net
cash-outflow increased by ¥281.2 billion.

(3) Cash flows from financing activities

Recorded a net cash-inflow of ¥81.8 billion (US$726 million), due to
increase in debt, despite the dividend payments, and the distribution
to non-controlling interests of approximately ¥60.0 billion* accom-
panying the return of investment regarding the Brazilian iron ore
business mentioned above. Compared with the previous fiscal year,
net cash-inflow increased by ¥179.7 billion.

*ITOCHU's portion of net cash-inflow is approximately ¥70.0 billion

Consequently, Cash and cash equivalents as of March 31, 2016
decreased by ¥67.4 billion (9.6%) to ¥632.9 billion (US$5,617 mil-
lion), compared with March 31, 2015.

Cash Flows

(Billions of Yen)
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Cash Flows from Operating Activities
M Cash Flows from Investing Activities
M Free Cash Flows
* For fiscal years

Discussion and Analysis of Results of Operations

The discussion and analysis of the financial position and results of
operations for Fiscal Year 2016 were as follows.

Descriptions of the outlook for Fiscal Year 2017 and later are
forward-looking statements that are based on the management's
assumptions and beliefs, considering the information currently
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available at the end of Fiscal Year 2016. Thus, factors that could
cause actual results to differ materially from such statements
include, without limitation, the factors stated in the following
Risk Information, other potential risks, and uncertain factors.



Analysis of Results of Operations in Fiscal Year 2016

Revenues

Revenues for the fiscal year ended March 31, 2016, decreased by
9.1%, or ¥5079 billion compared with the previous fiscal year, to
¥5,083.5 billion (US$45,115 million). This decrease was attributable
to lower revenue from the Energy & Chemicals Company, mainly
due to the decline in oil prices in energy trading transactions; lower
revenue from the ICT, General Products & Realty Company, mainly
due to the de-consolidation of housing-materials-related subsidiar-
ies in the U.S. in this fiscal year; lower revenue from the Metals &
Minerals Company, due to the decline in iron ore and coal prices,
despite the increase in iron ore sales volume; higher revenue from
the Food Company, due to the higher transaction volume in food-
distribution-related subsidiaries.

Furthermore, the breakdown of Revenues for the year ended
March 31, 2016 was ¥4,362.2 billion (US$38,713 million) for
Revenues from sale of goods, and ¥721.4 billion (US$6,402 million)
for Revenues from rendering of services and royalties.

Gross Trading Profit

Gross trading profit decreased by 1.8%, or ¥19.4 billion compared
with the previous fiscal year, to ¥1,069.7 billion (US$9,493 million).
This decrease was attributable to higher earnings from the Food
Company due to the higher transaction volume in food-distribution-
related subsidiaries and the stable performance in provisions-related
subsidiaries; higher earnings from the Energy & Chemicals
Company, due to the stable performance in the energy and chemical
trading transactions and the acquisition of subsidiaries in energy-
related companies in the previous fiscal year, despite the lower
profitability in self-developed crude oil transactions accompanying
the decline in oil prices; lower earnings from the Metals & Minerals
Company, due to the decline in iron ore and coal prices, despite the
increase in iron ore sales volume, the reduction of costs in iron ore,
and the improvement in foreign currency translation in iron ore and
coal companies; lower earnings from the Textile Company, due to
the unfavorable sales in apparel-related companies and inventory
revaluation loss, despite the income from EDWIN CO,, LTD. from
the second quarter of the previous fiscal year.

Furthermore, the effect on the Gross trading profit due to the
acquisitions resulted in a ¥7.2 billion (US$64 million) increase; the
effect of foreign exchange fluctuations resulted in a ¥15.8 billion
(US$140 million) increase; and the effect of deconsolidation of
subsidiaries resulted in a ¥18.8 billion (US$167 million) decrease.
Excluding these factors, the decrease in the Gross trading profit
for the existing subsidiaries was ¥23.5 billion (US$209 million).

Selling, General and Administrative Expenses
Selling, general and administrative expenses increased by 3.1%, or
¥25.3 billion compared with the previous fiscal year, to ¥835.5 bil-
lion (US$7,415 million), due to the higher expenses in existing
subsidiaries in the Food Company and the ICT, General Products &
Realty Company, and the acquisition of EDWIN CO,, LTD. and
subsidiaries in energy-related companies in the previous fiscal year.
Furthermore, the effect on Selling, general and administrative
expenses due to the acquisitions resulted in a ¥5.4 billion (US$48
million) increase; the effect of foreign exchange fluctuations for
the fiscal year ended March 31, 2016 resulted in a ¥13.9 billion
(US$123 million) increase; and the effect of deconsolidation of
subsidiaries resulted in a ¥12.1 billion (US$107 million) decrease.
Excluding these factors, the increase in Selling, general and admin-
istrative expenses for the existing subsidiaries was ¥18.1 billion
(US$161 million).

Provision for Doubtful Accounts

Provision for doubtful accounts increased by ¥1.6 billion compared
with the previous fiscal year to a loss of ¥7.8 billion (US$69 million),
due to an increase in allowance for doubtful accounts in foreign

subsidiaries.

Gains on Investments

Gains on investments decreased by 33.8%, or ¥37.2 billion, com-
pared with the previous fiscal year, to ¥72.7 billion (US$645 million),
due to the absence of unordinary gain regarding the conversion of
TING HSIN (CAYMAN ISLANDS) HOLDING CORP. to other
investments in the previous fiscal year, despite the gain on sales of
housing-materials-related subsidiaries in the U.S.

Gross Trading Profit;

Selling, General and Administrative Expenses
(Billions of Yen)
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Losses on Property, Plant, Equipment and

Intangible Assets

Losses on property, plant, equipment and intangible assets deterio-
rated by ¥150.8 billion compared with the previous fiscal year, to
¥155.1 billion (US$1,376 million) (losses), due to the recognition of
the impairment loss and the loss accompanying the sale of certain
assets in Australian coal-related business, and the impairment loss
in European tire-related companies, the North Sea oil fields develop-
ment project, and fresh food-related subsidiaries.

Other—net

Other-net deteriorated by ¥12.7 billion compared with the previous
fiscal year, to a loss of ¥6.0 billion (US$54 million), due to restructuring-
related expenses in subsidiaries during the fiscal year.

Total Financial Income (Net of Interest Income, Interest
Expense, and Dividends Received)

Net interest expenses, which is the total of Interest income and
Interest expense, improved by ¥11.0 billion compared with the previ-
ous fiscal year, to expenses of ¥400 million (US$4 million), due to
higher interest income accompanying the providing of loan regard-
ing the acquisition of CITIC Limited shares. Dividends received
increased by 7.5%, or ¥2.6 billion, compared with the previous fiscal
year to ¥375 billion (US$333 million), due to the higher dividends
from the pipeline businesses, despite the lower dividends from oil
and LNG projects. Consequently, Total financial income, which is the
total of Net interest expenses and Dividends received, improved by
¥13.7 billion compared with the previous fiscal year to a gain of
¥37.1 billion (US$329 million).

Equity in Earnings of Associates and Joint Ventures

Equity in earnings of associates and joint ventures increased by
¥1376 billion compared with the previous fiscal year, to ¥1477 bil-
lion (US$1,311 million). This increase was attributable to an
improvement in the Metals & Minerals Company, due to the absence

Net Financial Expenses
(Billions of Yen)

___ 40
__ 30
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-10 -11.4
-156.6 -165
-20

of the impairment loss in a Brazilian iron ore business in the previ-
ous fiscal year, despite the decrease in equity in earnings of
Australian iron ore and coal business, and stagnant market condi-
tions and lower demand in steel products-related companies; an
improvement in the Energy & Chemicals Company, due to the
absence of the impairment loss in an U.S. oil and gas development
company in the previous fiscal year, despite the effect of the sched-
uled maintenance of methanol-related companies; an increase in
the Others, Adjustments & Eliminations®, due to the start of equity
pick-up of CITIC Limited from the third quarter of this fiscal year,
and other factors.

* Others, Adjustments & Eliminations includes gains and losses which cannot be
allocated to each operating segment and internal eliminations between operating
segments.

Net Profit Attributable to ITOCHU

Net Profit, which is calculated as Profit before tax decreased by
22.9%, or ¥9b5.8 billion compared with the previous fiscal year, to
¥322.7 billion (US$2,864 million) minus Income tax expense of
¥46.4 billion (US$411 million), decreased by 6.5%, or ¥19.3 billion,
compared with the previous fiscal year, to ¥276.4 billion (US$2,453
million). Net profit attributable to ITOCHU, which is calculated as
Net profit minus Net profit attributable to non-controlling interests
of ¥36.0 billion (US$320 million) (profit), decreased by 20.0%, or
¥60.2 billion, compared with the previous fiscal year, to ¥240.4 bil-
lion (US$2,133 million).

Adjusted Profit

Adjusted profit (net of Gross trading profit, Selling, general and
administrative expenses, Net interest expenses, Dividends received,
and Equity in earnings of associates and joint ventures) increased
by 34.1%, or ¥106.6 billion, to ¥419.0 billion (US$3,718 million), due
to a significant increase in Equity in earnings of associates and joint
ventures, despite a decrease in Gross trading profit and an increase
in Selling, general and administrative expenses.

Adjusted Profit

(Billions of Yen)
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* For fiscal years
Net Financial Expenses = Net Interest Expenses + Dividends Received
Net Interest Expenses = Interest Income + Interest Expense
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Performance of Subsidiaries, Associates, and Joint Ventures

Group Companies Reporting Profits / Losses

Billions of Yen

Years ended March 31 Profitable  Unprofitable Total Profitable  Unprofitable Total Profitable  Unprofitable Total
Group companies excluding overseas

trading subsidiaries .....................o ¥247.7 ¥(114.3) ¥1334 ¥261.8 ¥(1094) ¥1524  ¥(14.1) ¥(4.9) ¥(19.1)
Overseas trading subsidiaries ................ 354 (2.8) 327 35.3 0.3) 35.0 0.1 2.4) (2.4)
TOTAl e ¥2831 ¥(117.1) ¥166.0 ¥207.1 ¥(1097) ¥187.4 ¥(140) ¥(7.4) ¥(©214)
Share of Group Companies Reporting Profits
Years ended March 31 Domestic Overseas Total Domestic Overseas Total Domestic ~ Overseas Total
No. of companies reporting profits .......... 113 154 267 114 168 282 1) (14) (15)
No. of group companies ..........c.ccccoeenne. 128 198 326 134 208 342 6) (10) (16)
Share ..o 88.3% 77.8% 81.9% 85.1% 80.8% 825%  32pts. (3.0)pts. (0.6) pts.

Note: Investment companies which are considered as part of the parent company (147 companies), and companies other than those which are directly invested by the Company and its
overseas trading subsidiaries (468 companies) are not included in the number of companies.

In this fiscal year, net profit from subsidiaries, associates, and joint
ventures (aggregate profit / loss of subsidiaries, associates, and
joint ventures excluding overseas trading subsidiaries) decreased by
¥19.1 billion to ¥133.4 billion (US$1,184 million). This decrease was
due to the deterioration of ITOCHU Minerals & Energy of Australia
Pty Ltd. due to the decline in iron ore and coal prices, and the
impairment loss and the loss accompanying the sale of certain
assets in the coal-related business, the deterioration of European
Tyre Enterprise Limited due to impairment loss, and the deterioration
of Dole International Holdings, Inc., due to the decrease in produc-
tion volume in the fresh food business and impairment loss, despite
the improvement of Brazil Japan Iron Ore Corporation due to the
absence of impairment loss in the previous fiscal year, and an
increase in profit from CIECO BTC (UK) LIMITED and ITOCHU Oil
Exploration (BTC) Inc. due to dividends from the pipeline busi-
nesses. Profits from overseas trading subsidiaries decreased by
¥9.4 billion, to ¥32.7 billion (US$290 million), due to the deteriora-
tion in the Europe trading subsidiary from the impairment loss in the

tire-related companies and textile-related companies, and the
absence of an unordinary gain in the previous fiscal year, and the
decrease in profit of the Hong Kong trading subsidiary due to the
lower equity in earnings of finance-related companies, despite the
increase in profit from the U.S. trading subsidiary due to the favor-
able performance in the machinery-related sector and chemical-
related sector, and the gain on sales of housing-materials-related
subsidiaries.

Due to the factors mentioned above, the aggregate profit from
Group companies (subsidiaries, associates and joint ventures, and
overseas trading subsidiaries) reporting profits was down ¥14.0 bil-
lion, to ¥283.1 billion (US$2,512 million). Meanwhile, the aggregate
loss from Group companies reporting losses increased by ¥7.4 bil-
lion, to ¥117.1 billion (US$1,039 million). Further, the share of Group
companies reporting profits (the number of Group companies
reporting profits out of the companies included in consolidation)
decreased by 0.6 points, from 82.5% to 81.9%.
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Major Group companies reporting profits or losses for the years ended March 31, 2016 and 2015 as follows:

Major Group Companies Reporting Profits

Net profit (loss)
attributable to
ITOCHU *'

Billions of Yen

Year ended March 31 Shares 2016 2015 Changes Reasons for changes
Domestic Subsidiaries
ITOCHU Techno-Solutions Corporation 5890 ¥104 ¥100 ¥03 Increase due to thg |mp.rovement in tax expenses, despite the higher selling,
general and administrative expenses
Increase due to the higher transaction volume and the improvement in prof-
NIPPON ACCESS, INC. 938 89 86 0.4 itability, despite the impairment in fixed assets and increase in logistic costs,
and expenses accompanying the implementation of a new system
ITOCHU ENEX CO, LTD. 540 41 08 13 Increase dyg to the fgyorablg performance in the energy trading businesses
and electricity and utility businesses (electric power retail and heat supply)
Increase due to the higher sales of mobile-related products and the
CONEXIO Corporation 60.3 3.7 29 0.8 improvement in expenses, despite the lower sales of mobile phones and
commission from telecommunications carriers
ITOCHU PLASTICS INC. 1000 35 35 ©00) .Nearly‘ at the same level du.e to the stable performance, despite the decline
in foreign currency translation
ITOCHU CHEMICAL FRONTIER Corporation 100.0 3.1 3.1 (0.0) Nearly at the same level due to stable performance
ITOCHU Property Development, Lid. 098 28 04 04 Increasg due to the stgble performance in apartment/condominium sales
and the improvement in expenses
ITOCHU Fuji Partners, Inc. 63.0 2.3 0.4 1.9 The income from the third quarter of the previous fiscal year
ITOCHU LOGISTICS CORP. 99.0 2.1 1.9 0.2 Increase due to the stable performance in the third-party logistics business
ITOCHU Metals Corporation 100.0 2.0 02 1.8 Increase due to the improvement in unordinary gains and losses
ITOCHU Kenzai Corp. 1000 17 08 (1.0) Decrgase due tq the a‘bsence of gain on sales of property, plant and equip-
ment in the previous fiscal year, despite the stable performance
Overseas Subsidiaries
Increase due to the favorable performance in the machinery-related sector
ITOCHU International Inc. 100.0 219 122 9.6 and chemical-related sector, and the gain on sales of the housing-materials-
related subsidiaries, despite the lower profit in the food-related sector
Increase due to the depreciation of the Euro (against the U.S. dollar) and
ITOCHU FIBRE LIMITED 100.0 6.9 5.9 1.0 higher transaction volume, despite the stagnant market condition of
softwood-pulp
CIECO BTC (UK) LIMITED 1000 5.7 . 57 Newly elsf[abl|sh§dl in the third quartgr of this f|§cal year
Recognition of dividends from the pipeline businesses
ITOCHU Oil Exploration (BTC) Inc. 51.4 5.2 1.1 4.0 Increase due to the higher dividends from the pipeline businesses
ITOCHU Oil Exploration (Azerbaijan) Inc. 1000 5.0 69 (1.9) Decreg;e que to the dgclme in oil prices, despite thg higher sales volume
and mitigation of oil price decline by hedge transactions
Nearly at the same level due to the favorable performance in the finance-
ITOCHU (Thailand) Ltd* 100.0 3.4 3.3 0.1 related companies, despite the absence of an unordinary gain in the
previous fiscal year
ITOCHU (CHINA) HOLDING CO.,, LTD. 100.0 3.1 3.1 0.0 Nearly at the same level
ITOCHU Hong Kong Ltd. 100.0 25 4.3 (1.7) Decrease due to the lower equity in earnings of finance-related companies
ITOCHU PETROLEUM CO., (SINGAPORE) Increase due to the improvement in profitability in crude oil and fuel oil
100.0 2.3 1.0 1.3 ) )
PTE. LTD. trading transactions
Nearly at the same level due to the increase in earnings of finance-related
GCT MANAGEMENT (THAILAND) LTD*® 100.0 2.2 2.2 0.1 companies, despite the absence of an unordinary gain in the previous
fiscal year
Domestic Associates and Joint Ventures
Century Tokyo Leasing Corporation 053 26 o1 05 prcrealse due to the proﬂt.acc.omlpanymg ex‘|t strateg|es. from real estate
inancing and the expansion in aircraft leasing transactions
Marubeni-ltochu Steel Inc. 500 66 108 62 Decrease due to the stagnant steel market conditions and the lower energy
related demand
Decrease due to the absence of the gain on sales of affiliates in Korea in
FamilyMart Co,, Ltd. 412 6.1 8.1 (2.0) the previous fiscal year, despite the increase in trading income due to the
favorable domestic business
Japan Brazil Paper and Pulp Resources 301 37 14 03 Increase due to the improvement in the market conditions of hardwood
Development Co,, Ltd. ’ : ' ™ pulp and the depreciation of the Brazilian real (against the U.S. dollar)
BELLSYSTEM24 Holdings, Inc** 411 3.4 1.7 1.7 The income from the third quarter of the previous fiscal year
Overseas Associates and Joint Ventures
Increase due to the gain from transfer of assets of certain production
HYLIFE GROUP HOLDINGS LTD. 49.9 2.6 2.1 0.5 business, despite the absence of the higher pork prices in the previous

fiscal year
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Major Group Companies Reporting Losses

Net profit (loss)

attributable to
ITOCHU *'
Billions of Yen
Year ended March 31 Shares 2016 2015 Changes Reasons for changes
Domestic Subsidiaries
Deterioration due to the decrease in production volume in the fresh food
Dole International Holdings, Inc. 100.0% ¥(16.9) ¥ 4.8 ¥(21.8) business and impairment loss, despite the improvement in profitability in the
packaged food business
ITOCHU Home Fashion Corporation 1000 1) (8 97 Improvemgnt due to the absenlce of an unordnlwary loss in the previous fiscal
year, despite the loss from business restructuring
Improvement due to the absence of the impairment loss in the previous fis-
Brazil Japan Iron Ore Corporation*® 75.7 (0.9) (448) 439 cal year, despite the loss on fair value remeasurement accompanying the
merger of assets related to Brazilian iron ore investment
Overseas Subsidiaries
European Tyre Enterprise Limited* 1000 (299) 47 (346) Dgtenqrahon due to the mpa\rment loss, deslplte the higher profit from pre-
mium tires and strengthening of related services
Deterioration due to the decline in iron ore and coal prices, and the impair-
. ) ment loss and the loss accompanying the sale of certain assets in the coal-
ITOCHU Minerals & Energy of Australia Pty Ltd  100.0 (226) 423 (649 related business, despite the absence of the reversal of deferred tax assets
regarding MRRT in the previous fiscal year
CIECO Exploration and Production (UK) Limited 1000 (186) (0.1) (186) Detenora“mon due to the impairment loss in the North Sea oil fields develop-
ment project
. 4o Deterioration due to the impairment loss in the European apparel-related
2
Bramhope Group Holdings Ltd: 1000 6) (05 ®1 business and the reversal of deferred tax assets
Deterioration due to the impairment loss in trademarks accompanying tem-
Le Sportsac, Inc. 100.0 (32 06 (38) porary decrease of the sales based on the product renewal toward brand
revitalization
Deterioration due to the absence of dividends from Colombian coal compa-
ITOCHU Coal Americas Inc. 1000 (23) 01 (©.4) n|§s (converted from as‘souat.ed companies to othe.r mvestment‘s |n‘ the
third quarter of the previous fiscal year) accompanying the decline in coal
prices, resulting in recognition of only interest payments and expenses
Deterioration due to the impairment loss in the tire-related companies and
ITOCHU Europe PLC* 100.0 (22) 57 (7.9) textile-related companies, and the absence of an unordinary gain in the pre-

vious fiscal year

1.
2.

net profit from ITOCHU FIBRE LIMITED.
3.
4,

Net profit (losses) attributable to ITOCHU is the figure after adjusting to IFRS, which may be different from the figures each company announces.
The above figures of ITOCHU Europe PLC includes 60.0% of net profit from Bramhope Group Holdings Ltd., 20.0% of net profit from European Tyre Enterprise Limited, and 10.0% of

The above figure of ITOCHU (Thailand) Ltd. includes 67.3% of net profit from GCT MANAGEMENT (THAILAND) LTD.
BELLSYSTEM24 Holdings, Inc. was merged by absorption by ITOCHU's special purpose company BCJ-15, which held the shares of BELLSYSTEM24 Holdings, Inc. and changed its

corporate name on September 1, 2015, The figures in the “Net profit attributable to ITOCHU FY2015” shows the result of BCJ-15.

*B.

Outlook for Fiscal Year 2017

The above figures of Brazil Japan Iron Ore Corporation for fiscal year 2015 includes related tax effects.

Looking ahead to the next fiscal year ending March 31, 2017, we
expect that the economies of developed countries including the U.S.
and the Euro zones will continue to improve, and certain emerging
countries may halt the worsening of the economic conditions due to
the inflation control and the bottoming out of the resource prices.
The global economy is expected to escape out the worst period,
however, due to the increase in the concern of the geopolitical risks
in the conflict regions, the uncertainty situation is expected to con-
tinue. In the Japanese economy, we anticipate a gradual recovery

due to the political support including the monetary easing, however,
the risks of an economic downturn will remain due to the unstable
financial market.

Under those business conditions, in Fiscal Year 2017, the second
year of the Medium-Term Management Plan “Brand-new Deal
2017", the ITOCHU Group expects earnings to increase due to the
contribution from equity pick-up of CITIC Limited through the year,
the expanded basic income in the non-resource sectors, and the
absence of specific losses in this fiscal year.

15
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Management Policy for the Future

Further Advancing the Medium-Term Management Plan
“Brand-new Deal 2017”

Fiscal year 2017 is the second year of Brand-new Deal 2017,
ITOCHU Group’s medium-term management plan (the three-year
plan covering the period from FY2016 to FY2018), and ITOCHU
Group has positioned FY2017 as an extremely important year for
the success of the plan. Accordingly, ITOCHU Group will once again
return to the basic business principles of “earn, cut, prevent” and
targeting further growth, ITOCHU Group has identified the following
two points as the basic policies of Brand-new Deal 2017.

The first point is “reinforcing our financial position”. We will take
steps to achieve increases in asset quality and efficiency through
aggressive asset replacement, and we will implement large strategic
investments with the CITIC Limited. On that basis, we will implement
other new investments within the scope of adjusted operating cash
flow* and cash-inflow resulting from investment exits, and we will
continue to generate adjusted free cash flow of more than 100.0
billion yen. In addition, we will implement management focusing on
capital efficiency. In this way, we will strive for ROE of more than
13% while enhancing shareholders’ equity.

The second point is “building a platform for earnings of 400.0
billion yen”. The axis of our growth strategies will be the generation
of synergies through cooperative initiatives with the CITIC Group
and the CP Group, which have robust foundations in China and
Asian regions, where high levels of economic growth are expected.
At the same time, we will strive to steadily achieve growth in

earnings targeting expanded returns from existing businesses and
implementing rigorous selection of attractive new projects. In addi-
tion, we will take steps to further expand our earnings platform by
leveraging our strengths and competitive advantages in the non-
resource sector, and will aim to build a platform for Net profit attrib-
utable to ITOCHU of 400.0 billion yen.

We will also continue working to build a management foundation
that will support these initiatives. Centered on fields with high risks,
ITOCHU Corporation will step up compliance initiatives on a consoli-
dated basis. In addition, we will continue to strengthen our system
for effective, efficient investigation/monitoring of bribery and collu-
sive bidding risks in Japan and overseas. In regard to corporate
governance, with consideration for the general principles of the
Corporate Governance Code of the Tokyo Stock Exchange, Inc.,
we will implement a range of initiatives to increase the transparency
of decision-making and to strengthen the management supervision
function of the Board of Directors. Moreover, in consideration of
the third-party evaluation of the Board of Directors that was imple-
mented in FY2016, we will continue to verify the effectiveness of
the Board of Directors and to further enhance corporate gover-
nance in the future. In addition, we will continue working to enhance
various policies that bring out the best in employees, strengthening
training, and enhancing the working environment for employees’
job satisfaction.

* Cash flows from operating activities after the deduction of changes in assets
and liabilities

Dividend Policy and Distribution of the Current Fiscal Year’s Profit

Under the “Brand-new Deal 2017”, during the 3 years from FY2016,
we will seek to annually surpass our record high dividends. In order
to achieve this, whilst continuing our current dividend policy of a
payout ratio of 20% for Net profit attributable to ITOCHU up to

Liquidity and Capital Resources

¥200.0 billion and approximately 30% on the portion of Net profit
attributable to ITOCHU exceeding ¥200.0 billion, we will guarantee
a minimum dividend per share of ¥50 for FY2016, ¥55 for FY2017
and ¥60 for FY2018.

Basic Funding Policy

The Company aims to ensure flexibility in funding in response to
changes in financial conditions and take advantage of opportunities
to lower its overall financing costs. Also, as a means of enhancing
the stability of its financing, the Company seeks to maintain funding
through long-term sources and endeavors to find the optimum bal-
ance in its funding structure through diversified funding sources and
methods. Further, the Company works to improve consolidated capi-
tal efficiency and funding structure by concentrating funding for
domestic subsidiaries on Group Finance funded by the Company
and domestic Group Finance accounted. Moreover, the Company
established a Group Finance scheme utilizing Group Finance man-
aging companies based in Asia, Europe and the United States for
the funding of overseas subsidiaries. As a result, as of the end of the
fiscal year under review, funding by the parent Company, domestic
Group Finance accounted and overseas Group Finance accounted
for approximately 63% of consolidated interest- bearing debt.
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Regarding funding methods, the Company uses indirect financ-
ing such as bank loans and direct financing such as bond issuance.
As to indirect financing, the Company maintains favorable and wide-
ranging relationships with various financial institutions, which enable
it to raise required funds. As to direct financing, the Company regis-
tered a new issuance of bonds up to ¥300.0 billion, covering the
two-year period from August 2015 to August 2017, in accordance
with the bond-issuance registration system in Japan. Also, the
Company undertakes funding through commercial paper to
heighten capital efficiency and lower capital costs. The Company
and a treasury company in the United Kingdom have registered a
total of US$5,000 million in a Euro Medium Term Note Programme
(Euro MTN).



Ratings of the Company’s long-term debt and short-term debt as
of March 31, 2016 were as follows. Aiming to secure even higher

Net Interest-Bearing Debt, Shareholders’ Equity and
Net DER (Debt-to-Equity Ratio)

ratings, the Company will strengthen profitability, improve financial (Blens e (fme)
position, and implement thorough risk management. 8,000 S
23805 Py
Credit Rfating .Agency Long-term Debt Short-term Debt 2000 00184 22034 22320 00401 2,1937 5
Jz‘;ilcc}/’?jgg)at'”g AA- / Stable ST+ - 17190
ot | /s | 1
Moody's Investors Service Baal / Stable P-2
Standard & Poor’s (S&P) A_ng;ﬂgw A-2 0 0
. Net Interest-Bearing Debt (Left)
Interest-Bearing Debt M Shareholders’ Equity (Left)
Interest-bearing debt as of March 31, 2016, increased by 3.4%, or *—R::\‘f?stc[;IE;;Zght)
¥104.0 billion compared with March 31, 2015, to ¥3,196.2 billion
(US$28,365 million). Net interest-bearing debt (interest-bearing
debt after deducting Cash and cash equivalents and Time deposits)
increased by 7.4%, or ¥175.1 billion, to ¥2,555.6 billion (US$22,681
million). Net DER (debt-to-equity ratio) increased to 1.17 times from
0.98. Furthermore, the ratio of long-term interest-bearing debt to
total interest-bearing debt was 87%, up 5 points from 82% as of
March 31, 2016.
Details of interest-bearing debt as of March 31, 2016 and 2015 were as follows:
Millions of
Billions of Yen U.S. Dollars
Years ended March 31 2016 2016
Short-term debentures and borrowings
Short-term and current maturities of long-term loans mainly from banks ...................... . ¥ 362.0 ¥ b37.7 $ 3,213
COMMETCIAI PAPET ... 64.8 1.0 575
Current maturities of debentures ..o - 5.0 -
ShOM-terM T0Tal ... 426.8 5437 3,788
Long-term debentures and borrowings
Long-term loans mainly from banks, less current maturities .. 2,297.5 2,029.3 20,390
DEDENTUIES ... 471.8 519.2 4,187
Long-term total ..o 2,769.3 25485 24,577
Total interest-bearing debt..........ccoioiiiii 3,196.2 3,092.2 28,365
Cash and cash equivalents, time deposits ... 640.5 711.7 5,684
Net interest-bearing debt ... ¥2,555.6 ¥2,380.5 $22,681
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Financial Position

Total assets as of March 31, 2016 decreased by 6.1%, or ¥524.3
billion compared with March 31, 2015 to ¥8,036.4 billion
(US$71,321 million), due to the return of investment regarding
the merger of assets related to Brazilian iron ore business, the de-
consolidation of the housing-materials-related subsidiaries in the
U.S, decline in the stock price of investments and natural resource
prices, and the effect from the appreciation of the yen, despite the
increase from the investment and loan accompanying the acquisi-
tion of CITIC Limited shares, approximately ¥600.0 billion.

Total shareholders’ equity decreased by 9.8%, or ¥239.5 billion,
compared with March 31, 2015, to ¥2,193.7 billion (US$19,468 mil-
lion), due to the dividend payments, decline in the stock price of
investments and natural resource prices, and the effect from the
appreciation of the yen, despite the increase in Net profit attribut-
able to ITOCHU.

As a result, the Ratio of shareholders’ equity to total assets
decreased by 1.1 points to 27.3% from March 31, 2015. Total equity,
or the sum of Total shareholders’ equity and Noncontrolling inter-
ests, decreased by 10.8%, or ¥296.2 billion, compared with March
31,2015, to ¥2,4562.1 billion (US$21,761 million).

Ratio of Shareholders’ Equity to Total Assets

(Billions of Yen) (%)

3,000 30
263 273

2,000

1,000

M Shareholders’ Equity (Left)
— Ratio of Shareholders’ Equity to Total Assets (Right)
* For fiscal years
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The main increases and decreases in respective items of the
Consolidated Statement of Financial Position compared with those
of the previous fiscal year-end are as follows:

Trade receivables decreased by ¥257.8 billion, to ¥1,843.5 bil-
lion (US$16,361 million), due to the decline in oil prices in energy-
related transactions and the lower food-related transactions.

Inventories decreased by ¥63.4 billion, to ¥717.1 billion
(US$6,364 million), due to lower food-related and aviation-related
transactions and the effect from the decline in oil prices.

Investments accounted for by the equity method decreased
by ¥118.0 billion, to ¥1,500.1 billion (US$13,313 million), due to the
return of investment accompanying the merger of assets related to
Brazilian iron ore business, despite the investment to a company
which owns CITIC Limited shares.

Other investments decreased by ¥225.5 billion, to ¥804.6 bil-
lion (US$7,140 million), due to the decline in the stock price of
investments and natural resource prices.

Non-current receivables increased by ¥512.9 billion to ¥634.3
billion (US$5,629 million) due to the providing of loan accompany-
ing the acquisition of CITIC Limited shares.

Property, plant and equipment decreased by ¥85.0 billion,
to ¥701.6 billion (US$6,226 million), due to the recognition of
the impairment in Australian coal-related business.

Goodwill decreased by ¥54.1 billion, to ¥144.1 billion
(US$1,279 million), due to the recognition of impairment in
European tire-related companies and fresh food-related
subsidiaries.

Intangible assets decreased by ¥28.9 billion, to ¥261.8 billion
(US$2,323 million), due to the recognition of impairment in apparel-
related companies.

Trade payables decreased by ¥200.3 billion, to ¥1,469.5 billion
(US$13,041 million), due to the decline in oil prices in energy-related
transactions.

Deferred tax liabilities decreased by ¥86.5 billion, to ¥79.6 bil-
lion (US$707 million). Furthermore, net of deferred tax liabilities
and deferred tax assets decreased by ¥94.9 billion, to ¥15.8 billion
(US$ 141 million).

Reserves for Liquidity

ITOCHU Group works to ensure an adequate amount of reserves in
order to cope with unpredictable events, such as deterioration in the
financing environment.

As of March 31, 2016, against the necessary liquidity amount,
which is the total of short-term interest-bearing debt and contingent
liabilities of ¥1,375.9 billion (US$12,211 million), the amount of
reserves, which is the sum of cash, cash equivalents, time deposits
(¥640.5 billion), commitment line and long-term loan agreements
concluded as of March 31, 2016 (yen: ¥350.0 billion, multiple cur-
rency: US$5,700 million) was ¥1,632.8 billion (US$14,491 million).
The Company believes that this amount constitutes adequate
reserves for liquidity.

In addition, the amount held as other assets that can be con-
verted to cash in a short period of time, such as available-for-sale
securities is ¥5779 billion (US$5,129 million).



Year ended March 31

Millions of
Billions of Yen U.S. Dollars

2016 2016

Liquidity Reserves Liquidity Reserves

1. Cash and cash equivalents, time deposits .............ccoooooiiiiiii ¥ 640.5 $ 5,684
2. Commitment line and long-term loan agreements ..............ocoooiiiiii ¥ 9923 $ 8,807
Total primary liquidity reSErVES .........cooiiiiiiii ¥1,632.8 $14,491
Millions of

Billions of Yen U.S. Dollars

Year ended March 31

2016 2016

Short-term debentures and borroOWINGS ..o ¥ 4268 $ 3,788
Long-term debentures and borrowings .............occooiiiiiiii 833.9* 7,401
Contingent liabilities
(Financial guarantees (substantial risk) of associates and joint ventures, customers) ...........cccococeeeeee.. 115.2 1,022
Lo} - PSSP PPS PPN ¥1,375.9 $12,211

* Current maturities related to long-term commitment line and long-term loan agreements are presented as Long-term debentures and borrowings in the Consolidated Statement of

Financial Position.

Capital Resources

The fundamental policy is to finance new expenditures for invest-
ment activities from operating revenue, disposal / collection of exist-
ing assets, and loans and the issuance of bonds while maintaining
financial soundness.

Cash flows from operating activities for the year ended March
31,2016, was a net cash-inflow of ¥419.4 billion (US$3,722 million),
resulting from the steady collections in the Energy, Food, Metals &
Minerals, and Machinery sectors, despite the increase in inventories
in the Construction, Realty & Logistics sector.

During Brand-new Deal 2017, ITOCHU Group's medium-term
management plan (the three-year plan covering the period from
FY2016 to 2018), we will implement large strategic investments
with the CITIC Limited. On that basis, we will implement other new
investments within the scope of adjusted operating cash flow*' and
cash-flow resulting from investment exits.

Cash flows from investing activities was a net cash-outflow of
¥557.3 billion (US$4,946 million), due to the investment and loan
accompanying the acquisition of CITIC Limited shares (approximately
¥600.0 billion), despite the return of investment accompanying the
merger of assets related to Brazilian iron ore business, approxi-
mately ¥130.0 billion*? and the sales of the housing-materials-
related subsidiaries in the U.S,, approximately ¥110.0 billion.

Cash flows from financing activities was a net cash-inflow of
¥81.8 billion (US$726 million), due to increase in debt, despite the
dividend payments, and the distribution to non-controlling interests

of approximately ¥60.0 billion*? accompanying the return of invest-
ment regarding the Brazilian iron ore business mentioned above.
*1 “Cash flows from operating activities” after the deduction of changes in assets

and liabilities
*2 ITOCHU's portion of net cash-inflow is approximately ¥70.0 billion

Consequently, Cash and cash equivalents as of March 31, 2016,
decreased by 9.6%, or ¥67.4 billion, to ¥632.9 billion (US$5,617
million), compared with March 31, 2015.

Core Free Cash Flows (excluding CITIC)

(Billions of Yen)

500
390.0 375.0_ 410.0
250
0
-250
-500
14 15 16

Adjusted Operating CF*'
M Net Investment CF (excluding CITIC)
= Core FCF*? excluding CITIC
""" Core FCF*? including CITIC
* For fiscal years
*1: “Operating Cash Flows” minus “increase/decrease of working capital”
*2: Exclude investment&loan relating to CITIC and increase/decrease of working capital

A summary of cash flows for the years ended March 31, 2016 and 2015 were as follows:

Years ended March 31

Millions of
Billions of Yen U.S. Dollars

2016 20156 2016

Cash flows from operating activities ............ccoooiiiiiiiiii ¥ 4194 ¥ 403.6 $ 3,722
Cash flows from investing activities ..o (557.3) (276.1) (4,946)
Cash flows from financing aCtiVItIES ........cccoooiiiiiiiiiii e 81.8 (97.9) 726
Net increase (decrease) in cash and cash equivalents ..., (56.1) 29.6 (498)
Cash and cash equivalents at the beginning of the year ... 700.3 653.7 6,215
Effect of exchange rate changes on cash and cash equivalents ...........cccccccciiniinnnn (11.3) 16.9 (100)
Cash and cash equivalents at the end of the year ... ¥ 632.9 ¥ 700.3 $ 5617
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Risk Information

ITOCHU Group is exposed to various risks such as market risks,
credit risks and investment risks, due to the nature of a wide range
of its businesses. These risks include unpredictable uncertainties
and may have significant effects on its future business and financial
performance.

ITOCHU Group has enhanced its risk management policy and
risk management methodology to monitor and manage these risks,
but it is impossible to completely avoid all these risks.

With respect to descriptions about future events, ITOCHU
appropriately has determined its assumptions and estimates based
on information currently available as of March 31, 2016.

(1) Corporate Result Risks Associated with

Macroeconomic Factors
ITOCHU Group involves a wide variety of business ranging from
supply of raw materials to manufacturing and sale in each of its
business areas. It conducts diverse types of commercial transac-
tions such as purchase and sale of products in the domestic market,
import/export trade between overseas affiliates as well as develop-
ment of energy, metal and mineral resources. For the characteristics
of the Group’s main areas of business, trade in machinery such as
plants, automobiles and construction machineries, trade in mineral
resources, energy and chemical products, and investments in devel-
opment, they are all largely dependent on economic trends in the
world, while the domestic economy has a relatively strong influence
on the consumer and retail-related segments such as textiles
and food. However, economic trends in the world have been more
influential even on these consumer and retail-related segments,
as economic globalization proceeds.

Furthermore, in regions worldwide, the Group conducts business
and trade. Consequently, economic trends, not only overall world-
wide economic trends but also specific regional trends, could
significantly affect the financial position and results of operations
of ITOCHU Group.

(2) Market Risk

ITOCHU Group is exposed to market risks such as foreign
exchange rate risks, interest rate risks, commodity price risks and
stock price risks. Therefore, the Group attempts to minimize risks
related to market fluctuations such as changes in foreign exchange
rates, interest rates, and commodities by establishing risk manage-
ment policies such as setting and controlling limits and by utilizing
a variety of hedge transactions for hedging purposes.
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a) Foreign Exchange Rate Risk

ITOCHU Group is exposed to foreign exchange rate risk related to
transactions in foreign currencies due to its significant involvement
in import/export trading. Therefore, ITOCHU Group works to mini-
mize foreign exchange rate risk through hedge transactions that uti-
lize such derivatives as forward exchange contracts, however,
cannot completely avoid such risk.

Further, ITOCHU's investments in overseas businesses expose
ITOCHU Group to the risk that fluctuations in foreign exchange
rates could affect shareholders’ equity through the accounting for
foreign currency translation adjustments and the risk that fluctua-
tions in foreign exchange rates could affect the amount of periodic
income when converted to yen. These foreign exchange rate risks
could significantly affect the financial position and results of opera-
tions of TOCHU Group.

b) Interest Rate Risk

ITOCHU Group is exposed to interest rate risk in both raising and
using money for investing, financing, and operating activities.
Therefore, among the interest insensitive assets such as investment
securities or fixed assets, the part acquired using floating interest
loans is considered to be the interest mismatch amount exposed to
interest rate risk. ITOCHU is working to quantify the interest rate
risk to control the fluctuation of gains and losses due to interest rate
change properly.

To be specific, using the Earnings at Risk (EaR) method,
ITOCHU has set a certain limit (Loss Cut Limit) for interest expense
and has executed hedging transactions primarily in the form of inter-
est rate swaps to manage interest rate risk.

However, ITOCHU cannot completely avoid interest rate risk,
even after having adopted these management methods. Therefore,
interest rate trends could significantly affect the financial position
and results of operations of TOCHU Group.

c) Commodity Price Risk

ITOCHU Group conducts actual demand transactions that are
based on the hedge selling of a variety of commodities. As a result,
because it holds long or short positions in light of market prices, in
some cases the Group is exposed to commodity price fluctuation
risk. Therefore, the Group has analyzed inventories and purchase
and sales contracts, and each Division Company has established
middle and back offices for major commodities, which establish a
balance limit and loss cut limit for each commodity and conduct
monitoring, management, and periodic reviews.

In addition, ITOCHU Group participates in development busi-
nesses such as mineral resources and energy and other manufac-
turing businesses. The production in these businesses is also
exposed to the same price fluctuation risk noted above.



To reduce these commodity price risks, the Group uses such
hedges as futures and forward contracts. However, ITOCHU Group
cannot completely avoid commodity price risk. Therefore, commodity
price trends could significantly affect the financial position and
results of operations of ITOCHU Group.

d) Stock Price Risk

In order to pursue business earnings and corporate value by
strengthening relationship with customers or suppliers and submit-
ting various proposals to investees, ITOCHU Group holds various
marketable stocks that are exposed to stock price fluctuation risk.
Therefore, the Group uses the Value at Risk (VaR) method periodi-
cally to analyze and monitor the effect of stock price fluctuations on
consolidated shareholders’ equity. However, stock price trends could
significantly affect the financial position and results of operations of
ITOCHU Group.

(3) Credit Risk

Through sales receivables, loans, guaranties, and other formats,
ITOCHU Group grants credit to its trading partners, both domesti-
cally and overseas. The Group therefore bears credit risk in relation
to such credit becoming uncollectible due to the deteriorating
credit status or insolvency of the Group’s partners and in relation
to assuming responsibilities to fulfill contracts because an involved
party is unable to continue its business and therefore cannot fulfill
its obligations under the contracts.

Therefore, when granting credit, ITOCHU Group works to reduce
risk by conducting risk management through the establishment
of credit limits and the acquisition of collateral or guaranties as
needed. At the same time, the Group establishes allowance for
doubtful accounts based on the creditworthiness, the status of col-
lection, and the status of receivables in arrears of business partners.
However, such management cannot completely avoid the actualiza-
tion of credit risks, which could significantly affect the financial
position and results of operations of ITOCHU Group.

(4) Country Risk
ITOCHU Group conducts transactions and business activities in
various countries and regions overseas. The Group is exposed to
country risk, including unforeseen situations arising from the politi-
cal, economic and social conditions of these countries and regions
and national expropriation or remittance suspension due to changes
in various laws and regulations. In addition to taking appropriate
countermeasures for each transaction, with the aim of avoiding a
concentration of exposure, ITOCHU Group works to reduce risk by
setting total limit guidelines and limits for each country and setting
credit policies appropriate to each country. However, the Group
cannot completely avoid such risk.

The actualization of such risk could delay or incapacitate debt
collection or operational implementation and could significantly affect
the financial position and results of operations of ITOCHU Group.

(5) Investment Risk
ITOCHU Group invests in various businesses and in these invest-
ment activities, there are risks such as being unable to achieve
expected earnings due to changes in business conditions or deterio-
ration in the business results of its partners and investees; the
likelihood of investment recovery are lowered due to poor corporate
results of investees, or stock prices are expected to drop below a
specified level for a considerable period of time which may lead to
necessities that the whole or partial investment is recognized as a
loss, and that the infusion of additional funds is required. Also, there
are investment risks that the Group may be unable to withdraw from
a business or restructure the business under a timeframe or method
that it desires due to differences in business management policy
with partners or the low liquidity of investments; or the Group may
be put at a disadvantage because it is unable to receive appropriate
information from an investee. Therefore, ITOCHU works to reduce
risk through decision making based on the establishment of invest-
ment standards for the implementation of new investments while
monitoring existing investments periodically and promoting asset
replacement through the application of exit standards to invest-
ments with low investment efficiency that it has little reason to hold.
However, such management cannot completely avoid the
investment risks, and such occurrences could significantly affect
the financial position and results of operations of ITOCHU Group.

(6) Risks Associated with Impairment Loss

on Fixed Assets
ITOCHU Group is exposed to impairment loss risks on fixed assets
held, such as real estate, aircraft, ships and assets related to natural
resource development. ITOCHU at present has recognized neces-
sary impairment losses.

However, ITOCHU Group might be required to recognize further
impairment losses should the economic value of fixed assets deteri-
orate due to deterioration in market conditions for each of the
assets, decreased demand or changes in development plans. Such
occurrences could significantly affect the financial position and
results of operations of ITOCHU Group.

(7) Risks Associated with Fund Raising

ITOCHU Group uses ALM (Asset Liability Management) to ensure
the necessary funding for its businesses and to ensure liquidity
through debt from domestic and international financial institutions,
as well as the issuance of commercial papers and debentures.
However, should ITOCHU's credit worthiness in the capital market
deteriorate due to a significant lowering of the Company’s credit
rating, or should there be an upheaval in the financial systems in
major financial markets, the Group could experience an inability to
raise funds from financial institutions or investors when necessary
or under desirable conditions and could consequently experience an
increase in funding costs. Such occurrences could significantly affect
the financial position and results of operations of ITOCHU Group.
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(8) Risks Associated with Pension Cost and
Projected Benefit Obligations

The pension cost and projected benefit obligations of ITOCHU
Group are calculated based on actuarial calculations that utilize
a variety of assumptions. However, should it become necessary
to change the assumptions on which the actuarial calculations
are based or should pension assets be affected by deterioration
in the stock market, it is possible that pension cost and projected
benefit obligations could increase and additional contributions to
pension assets might be necessary. Such occurrences could
significantly affect the financial position and results of operations
of ITOCHU Group.

(9) Risks Associated with Deferred Taxes

Deferred tax assets are an important factor in ITOCHU Group's
consolidated balance sheets, and accounting judgment on evalua-
tion of deferred tax assets has a substantial impact on ITOCHU
Group's Consolidated Financial Statements.

Therefore, ITOCHU Group recognizes the realizable amount of
deferred tax assets, taking into consideration future taxable income
and feasible tax planning strategies.

However, allowance for deferred taxes may increase or decrease
depending on changes in estimated taxable income in tax planning,
changes in the tax system including changes in tax rates, and
changes in tax planning strategies. Such occurrences could
significantly affect the financial position and results of operations
of ITOCHU Group.

(10) Risks Due to Competition

As ITOCHU Group handles a vast array of products and services,
the Group is open to competition from many different companies,
both domestic and foreign overseas, including competition from
other general trading companies. ITOCHU Group cannot deny the
existence of other companies with superior experience, technology,
and funding capacity, that are in a position to provide products and
services that meet customer needs. Moreover, ever-greater competi-
tion from companies in newly developing countries is gradually
emerging in addition to ongoing competition from companies in
European and North American industrialized countries due to eco-
nomic globalization. ITOCHU Group could also find its competitive-
ness unsustainable due to future events such as deregulation,
changes in the business environment such as entering into other
industries, and technological innovation. The advent of such risks
could significantly affect the financial position and results of opera-
tions of ITOCHU Group.
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(11) Risks Associated with Significant Lawsuits

There is no significant, currently pending lawsuit, arbitration, or other
legal proceeding that may significantly affect the financial position
and results of the operations of ITOCHU Group.

However, there is a possibility that domestic or overseas busi-
ness activities of ITOCHU Group may become subject to any of
such lawsuits, arbitrations or other legal proceedings, and signifi-
cantly affect the future financial position and results of operations of
ITOCHU Group.

(12) Risks Associated with Laws and Regulations

ITOCHU Group is subject to a number of diverse laws and regula-
tions both domestically and overseas due to the vast array of
products and services the Group provides.

To be specific, ITOCHU Group is required to adhere to laws and
regulations such as the laws for each industry, including companies
act, financial instruments and exchange laws, and tax laws, as well
as all laws pertaining to trade such as foreign exchange control
laws, antitrust laws, intellectual property laws, environmental-related
laws, anti-bribery- related laws and the laws of each country in
which ITOCHU Group conducts business overseas. ITOCHU Group
has made every effort for the observance of these laws and regula-
tions by reinforcing the compliance system, being aware that the
observance of laws and regulations is a serious obligation of the
Group. With all these measures, however, there is a possibility of
the situation where, including personal misconduct by directors
and employees, risks associated with compliance or suffering
social disgrace cannot be avoided.

Also, ITOCHU cannot deny that unexpected, additional enact-
ment or change in laws and regulations by legislative, judicial, and
regulatory bodies are a possibility both domestically and overseas,
and there are possibilities of major change in laws and regulations
by political/economical changes. Such occurrences could signifi-
cantly affect the financial position and results of operations of
ITOCHU Group.

(13) Risks Associated with the Environment

ITOCHU Group has designated global environmental issues as one
of the most important elements of its management policy. The
Group is actively working on environmental issues. These efforts
include establishing an environmental policy and building an envi-
ronmental management system in order to minimize environmental
risk, such as the risk of infringement of laws and regulations in the
handling of goods the provision of services, and business invest-
ment. However, the occurrence of environmental pollution due to
ITOCHU Group'’s business activities could lead to the delay or sus-
pension of operations, the incurring of pollution disposal expenses
or expenses due to compensation for damage, or the lowering of
society’s evaluation of the Group and could significantly affect the
financial position and results of operations of ITOCHU Group.



(14) Risks Associated with Natural Disasters, Climate
Change, and Other Factors

In the countries and regions in which ITOCHU Group conducts busi-
ness activities, natural disasters, such as earthquakes, or infectious
diseases, such as new types of influenza, may adversely affect its
business activities. ITOCHU has implemented measures such as
developing Business Continuity Plans (BCPs) for large-scale disas-
ters and the outbreak of new types of influenza, introducing a safety
confirmation system, and conducting emergency drills. Also, various
measures have been implemented individually in each Group com-
pany. However, since ITOCHU Group conducts business activities
across a wide range of regions, when damage arises due to disas-
ters or infectious diseases such as new types of influenza, it cannot
completely avoid such damage. Therefore, such occurrences could
significantly affect the financial position and results of operations of
[TOCHU Group.

In addition, abnormal weather arising from climate change could
affect ITOCHU Group’s business activities adversely and could sig-
nificantly affect the financial position and results of operations of
[TOCHU Group.

(15) Risks Associated with Information Systems and
Information Security

In ITOCHU Group, a code of conduct concerning the handling of
information is enforced on all directors and employees and high
priority is placed on maintaining a high information security level.
ITOCHU Group has established and operates information systems
to facilitate the sharing of information and to improve the efficiency
of operations. In order to maintain a secure operation of its informa-
tion systems, ITOCHU Group has established security guidelines
and has developed crisis control measures considering cyber
security risks.

Despite these measures, ITOCHU Group cannot completely
avoid the risk of sensitive information leakage due to unauthorized
access from the outside or computer viruses and the risk of the
stoppage of information systems due to equipment damage or
problems with telecommunications circuitry. Depending on the
scale of the damage, such occurrences could significantly affect
the financial position and results of operations of ITOCHU Group.
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Significant Accounting Policies

The Company’s Consolidated Financial Statements are prepared in
conformity with the International Financial Reporting Standards
(IFRSs). In preparing the Consolidated Financial Statements, the
management of the Company is required to make a number of esti-
mates, judgments and assumptions that affect the reported amounts
of assets, liabilities, contingent assets and liabilities as of each date
of financial position, and revenues and expenses in each reporting
period. Management periodically verifies and reviews its estimates,
judgments and assumptions based on the available information that
is considered to be reasonable, judging from historical experiences
and circumstances. These estimates, judgments and assumptions,
however, which are often accompanied by uncertainties, may differ
from actual results. These differences may have an effect on the
Company's Consolidated Financial Statements and the performance
of every operating segment.

The following accounting policies relate to estimates, judgments
and assumptions that management believes may materially affect
the Consolidated Financial Statements.

Please refer to each Note to Consolidated Financial Statements
regarding the amounts of assets, liabilities, income, and expenses
related to the following accounting policies.

Measurement of the fair value of unlisted financial assets
Among financial assets measured at fair value, the fair value of
unlisted stocks is measured by using the market comparable
method, with reference to published information about listed stocks
that belong to the same industry as the investee’s industry, or by
using the discounted cash flow method, which calculates the fair
value by discounting the estimates of future cash flows related to
dividends from investees to the present value. Changes in uncertain
future economic conditions may affect the multiple applied for
the market comparable method or the estimates of future cash
flows and the discount rate applied for the discounted cash flow
method. Accordingly, there are risks that such changes could
result in material adjustments to the measurements of fair value of
financial assets measured at unlisted fair value in the future
accounting periods.

Recoverable amount of financial assets that are measured at
amortized cost and have indications of impairment

The recoverable amounts of financial assets that are measured at
amortized cost and have indications of impairment are recognized
as the related estimated future cash flows of the financial assets
discounted at the initial effective interest rate to the present value.
Changes in uncertain future economic conditions may affect the
future cash flows related to the financial assets. Accordingly, there
are risks that such changes could result in material adjustments to
impairment losses related to financial assets measured at amortized
cost in the future accounting periods.
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Recoverable amounts of property, plant and equipment,
investment property, goodwill, intangible assets, and
investments in associates and joint ventures measured
through impairment tests

In impairment tests of property, plant and equipment, investment
property, goodwill, intangible assets, and investments in associates
and joint ventures, after identifying the related cash-generating units,
their recoverable amount is recognized as the higher of the fair
value less costs to sell or the value in use of the cash-generating
units. Changes in uncertain future economic conditions may affect
assumptions used to calculate the fair value less costs to sell
or expected future cash flows and assumed discount rates that
will result from the period of use and subsequent disposal of cash-
generating units, which underlie the calculation of value in use.
Accordingly, there are risks that such changes could result in
material adjustments to the impairment losses of property, plant
and equipment, investment property, goodwill, intangible assets,
and investments in associates and joint ventures in the future
accounting periods.

Measurement of fair value of defined benefit plan liabilities
and assets in post-employment defined benefit plans

For post-employment defined benefit plans, the fair value of defined
benefit plan liabilities net of assets is recognized as liabilities or
assets. Defined benefit plan liabilities are calculated based on the
same types of assumptions used in the actuarial calculation, which
include estimates of the discount rate, the retirement rate, the mor-
tality rate, and the rate of compensation increase. These assump-
tions are established by comprehensively judging a variety of
available information, including market trends such as interest
rate changes. Uncertain future economic conditions or changes in
social conditions may affect the assumptions used in the actuarial
calculation. Accordingly, there are risks that such changes could
result in material adjustments to the measurements of the fair
value of defined benefit plan liabilities and assets in the future
accounting periods.

Measurement of provisions

Provisions are measured based on the best estimate at the end
of the period of the expenditures expected to be required to settle
the future obligations. Estimates of expenditures expected to be
required to settle future obligations are calculated based on a com-
prehensive consideration of possible future outcomes. Changes in
uncertain future economic conditions may affect assumptions used
to calculate the provisions. Accordingly, there are risks that such
changes could result in material adjustments to measurements of
provisions in the future accounting periods.



Estimates of income taxes

To calculate income taxes, estimates and judgments about a variety
of factors have to be made, including interpretation of tax regula-
tions and the experience of past tax audits. Therefore, the income
taxes that are estimated at the end of each period and the income
taxes actually paid may differ. Such an eventuality could materially
affect income taxes recognized from the next accounting period
onward.

Further, deferred tax assets are recognized to the extent that it is
probable that taxable income will be available against which deduct-
ible temporary differences can be used. However, judgments on the
recoverable amounts are made based on estimates of taxable
amounts for each future fiscal year, which are determined based on
the business plans of the Company and its subsidiaries. Changes in
uncertain future economic conditions may affect the estimates of
taxable amounts for future fiscal years. Accordingly, there are risks
that such changes could result in material adjustments to the recog-
nition of deferred tax assets in the future accounting periods.

Accounting policies which the judgment of application
significantly affects the amounts of assets, liabilities, income,
and expenses are mainly as follows:

- Scope of subsidiaries or associates and joint ventures

- Classification of financial assets measured at amortized cost,

FVTOCI financial assets, and FVTPL financial assets in finan-
cial assets other than derivatives

- Judgment about whether, in light of their economic nature,

transactions are lease transactions

- Evaluation of whether there are indications of impairment or

whether there are indications of reversals of impairment of
financial assets measured at amortized cost

- Discrimination of cash-generating units in the conducting

impairment tests for property, plant and equipment, investment
property, goodwill, intangible assets, and investments in associ-
ates and joint ventures

- Evaluation of whether there are indications of impairment of

property, plant and equipment, investment property, goodwill,
intangible assets, and investments in associates and joint
ventures

- Evaluation of whether there are indications of reversals of

impairment of property, plant and equipment, investment prop-
erty, intangible assets, and investments in associates and joint
ventures

- Recogpnition of provisions

- Judgment about the timing of revenue recognition and whether

to present revenue as gross basis or net basis

ITOCHU CORPORATION FINANCIAL SECTION 2016
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Consolidated Statement of Financial Position

ITOCHU Corporation and its Subsidiaries
As of March 31, 2016 and 2015
Prepared in conformity with IFRSs

Millions of Yen

Millions of
U.S. Dollars

Assets 2016 2016
Current assets
Cash and cash equivalents ... ¥ 632,871 ¥ 700,292 $ 5,617
THME dEPOSIES ... 7,650 11,368 68
Trade receivables (NOTE B) .........ovoiiiiiee e 1,843,541 2,101,300 16,361
Other current receivables (NOTE 6) ........oviiuroe oo . 129,769 132,495 1,152
Other current financial assets (Note 12) ...t 35,485 53,109 315
INVENTOMES (NOTE 7) ..o 717,124 780,550 6,364
AdVANCES 10 SUPPIIETS ..o 194,317 167,812 1,725
Oher CUIMENT @SSES ....iiiiiieie et 106,745 191,026 946
TOtAl CUITENT @SSEES ..o 3,667,502 4,137,952 32,548
Non-current assets
Investments accounted for by the equity method (Note 13) ... 1,500,094 1,618,138 13,313
Otherinvestments (NOtE 12) ... 804,585 1,030,078 7,140
Non-current receivables (Notes 6 and 13) .........oooiiiiiiiioeeeeee e 634,324 121,397 5,629
Non-current financial assets other than investments and receivables ................ccccoeooeeein 133,202 148,391 1,182
Property, plant and equipment (Notes 8 and 16) .........cccccriiiiiiiieeeeee e 701,565 786,562 6,226
Investment property (NOE ) ..o 29,132 32,899 259
GOOAWII (NOTE T1) 11t 144,056 198,205 1,279
Intangible assets (NOTE T1) .o 261,806 290,736 2,323
Deferred tax assets (Note 19)... 63,814 55,450 566
Other NON-CUIMENT BSSETS ...iiiuiiiiie e 96,315 140,893 856
TOtal NON=CUIMENT ASSETS ... 4,368,893 4,422,749 38,773
Total @ssets (NOTE 4) ... ¥8,036,395 ¥8,560,701 $71,321

Refer to Notes to Consolidated Financial Statements.
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Millions of Yen

Millions of
U.S. Dollars

Liabilities and Equity 2016 2016
Current liabilities
Short-term debentures and borrowings (Note 15) ......coooiiiiiiiiiiiiiiiiiiieceecceeee ¥ 426,820 ¥ 543,660 $ 3,788
Trade payables (NOTE T4) ..o 1,469,505 1,669,814 13,041
Other current payables (NOte 14) ..o . 67,837 76,605 602
Other current financial Habilities ........eeioiiiii e 25,164 28,082 223
Current tax liabilities (NOTE 1) ..viiiiiiiiiiee e 29,375 35,613 261
AdVaNCES fromM CUSTOMETS ... .o 170,194 173,683 1,510
Other current liabilities (NOte 18) ......iiiiieiee oo 284,303 319,154 2,524
Total current Habilities ..o e 2,473,198 2846511 21,949
Non-current liabilities
Long-term debentures and borrowings (Notes 13 and 15) ........cccoooviiiiiiiiiiiiiiiccceee 2,769,345 2548504 24,577
Other non-current financial liabilities (NOte 14) ....o.ooviiiiiiieieceeceeee e 105,722 103,819 938
Non-current liabilities for employee benefits (Note 17) .......coooiiiiiiiiiiiiiicccce 67,639 56,404 600
Deferred tax liabilities (NOTE 19) ....ooiiiiiiieieei e 79,637 166,171 707
Other non-current liabilities (NOte 18) ..o 88,799 91,041 789
Total non-current Habilities .........oiiiiieii e 3,111,142 2,965,939 27,611
TOTA THADITHES -ttt ettt ettt s 5,584,340 5,812,450 49,560
Equity
Common STOCK (NOTE 21) ..o 253,448 253,448 2,249
Capital SUrpIUS (NOLE 271) ...t 156,688 164,154 1,391
Retained earnings (Notes 21 and 22) .......oiiiiiiiiieieieee e 1,748,375 1,587,318 15,516
Other components of equity (Note 23)
Translation adjustments 202,795 364,454 1,799
FVTOCI financial assets (NOTe 12) .....iiiiiiiiiii e (51,630) 176,487 (458)
Cash flow hedges (NOTE 25) .....c.cuiuiiiiiiiiee et (10,415) 8517) (92)
Total other components of equity ..o 140,750 532,424 1,249
Treasury STOCK (NOTE 271) ... (105,584) (104,142) (937)
Total shareholders’ equity ..o 2,193,677 2,433,202 19,468
Non-controlling interests ... 258,378 315,049 2,293
TOtal @QUILY ..o 2,452,055 2,748,251 21,761
Total liabilities and equUity ..o ¥8,036,395 ¥8,660,701 $71,321
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Consolidated Statement of Comprehensive Income

ITOCHU Corporation and its Subsidiaries
Years ended March 31, 2016 and 2015
Prepared in conformity with IFRSs

Millions of

Millions of Yen U.S. Dollars
2016 2016
Revenues (Note 4)
Revenues from sale of goods ...........coiiiiiiiii ¥ 4,362,159 ¥ 4911044 $ 38,713
Revenues from rendering of services and royalties ..............ccocoooiiiii 721,377 680,391 6,402
TOTAI FEVENUES ..ot e et e e e e ettt e e e e et ee e e e 5,083,536 5,591,435 45,115
Cost
COSt OF SAIE OF GOOTS ... (3,483,362) (4,014,469) (30,914)
Cost of rendering of services and royalties ............ococioiiiiiiiiiii e (530,463) (487,902) (4,708)
TORAL COST oo e ettt (4,013,825) (4502371)  (35,622)
Gross trading Profit (NOTE 4) .........oooi oo 1,069,711 1,089,064 9,493
Other gains (losses)
Selling, general and administrative expenses (Note 27) ..o (835,518) (810,198) (7,415)
Provision for doubtful CCOUNES .......oovri oo (7,775) (6,178) (69)
Gains on investments (Notes 28 and 33)..........cooviiiioiiieieeeeeeeeeeeeee e 72,680 109,860 645
Losses on property, plant, equipment and intangible assets (Notes 8, 11 and 29) ...........c.c....... (155,104) (4,2074) (1,376)
Other—net (NOTE 30) .....o oo (6,046) 6,686 (54)
TOUAl OTNEI TOSSES ..o (931,763) (704,104) (8,269)
Financial income (loss) (Note 31)
INEEIEST INCOME L.ttt e e e 28,518 13,899 253
DIVIAENAS TECEIVEA ... e 37,491 34,886 333
INTErESt EXPENSE ...t . (28,918) (25,346) (257)
Total fInanCial INCOME ... ..eeee e, 37,091 23,439 329
Equity in earnings of associates and joint ventures (Notes 4 and 13) 147,710 10,116 1,311
Profit DEFOre taX ........oooiiiiiiiiiii e 322,749 418515 2,864
Income tax expense (NOte 19) ..o (46,381) (122,894) (411)
Nt PrOfit ... .o e 276,368 295,621 2,453
Net profit attributable to ITOCHU (Note 4) ........ooiiiiieoe oo ¥ 240,376 ¥ 300569 $ 2,133
Net profit attributable to non-controlling interests ..o 35,992 (4,948) 320
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Millions of
Millions of Yen U.S. Dollars

2016 20156 2016

Other comprehensive income for the year, net of tax (Note 23)

[tems that will not be reclassified to profit or loss

FVTOCI financial assets (NOte 26) .....co.viveuiie oo ¥(222,543) ¥ 46244 $(1,975)
Remeasurement of net defined pension liability (Note 17) ..., (8,468) 6,463 (75)
Other comprehensive income in associates and joint ventures (Note 13) ..........cccccoeieiaes (8,857) 12,064 (79)

ltems that will be reclassified to profit or loss

Translation adjustments (NOte 26) ..........oviviiiiiiiiiii e (76,932) 83913 (683)
Cash flow hedges (NOE 25) ..........iiiiiiiiiiii e (2,101) (868) 19)
Other comprehensive income in associates and joint ventures (Note 13) ..........ccccocieiaes (86,126) 21,214 (764)
Total other comprehensive income for the year, net of tax (405,027) 169,030 (3,595)
Total comprehensive income forthe year ... (128,659) 464,651 (1,142)
Total comprehensive income attributable to ITOCHU ....................cocoooiiiiiiiiiie ¥(144,777)  ¥465,605 $(1,285)

Total comprehensive income attributable to non-controlling interests ... 16,118 (954) 143
Yen U.S. Dollars

o e
Basic earnings per share attributable to TOCHU (Note 20) ........ccccccovioiiiiicioiiccccean ¥152.14 ¥189.13 $1.35
Diluted earnings per share attributable to ITOCHU (Note 20) ..........ccooeiiiiiiiiiinicec ¥152.14 ¥187.29 $1.35

Refer to Notes to Consolidated Financial Statements.
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Consolidated Statement of Changes in Equity

ITOCHU Corporation and its Subsidiaries
Years ended March 31, 2016 and 2015
Prepared in conformity with IFRSs

Millions of Yen

Millions of
U.S. Dollars

2016 2016
Common stock (Note 21)
Balance at the beginning of the year ... ¥ 253,448 ¥ 202,241 $ 2,249
1SSUANCE O COMMON STOCK «.vvvviieei ittt - 51,207 —
Balance at the end of the year ... 253,448 253,448 2,249
Capital surplus (Note 21)
Balance at the beginning of the year ... 164,154 113,055 1,457
ISSUANCE O COMMON STOCK ...vviiieeiiiiie e - 50,918 -
Net change in sale (purchase) of subsidiary shares to (from) non-controlling interests............ (7,466) 181 (66)
Balance at the end of the year ... 156,688 164,154 1,391
Retained earnings (Note 21)
Balance at the beginning of the year .... 1,587,318 1,364,295 14,087
Net profit attributable to ITOCHU ... 240,376 300,569 2,133
Transfer from other components of €qUIty .........ccooiiiiiiiiiiii e (3,397) a7 (30)
Cash dividends (NOE 22) .......oiiiiiee e (75,922) (77,529) (674)
Balance at the end of the year ... 1,748,375 1,587,318 15,516
Other components of equity (Note 23)
Balance at the beginning of the year ... 532,424 367,329 4,725
Other comprehensive income attributable to ITOCHU ..o (385,153) 165,036 (3,418)
Transfer to retained earnings ... 3,397 17 30
Transfer to non-financial assets (Note 13) ......c.ooiiiiiii e (9,807) — (87)
Net change in sale (purchase) of subsidiary shares to (from) non-controlling interests............ 111) 49 1)
Balance at the end of the year ... 140,750 532,424 1,249
Treasury stock (Note 21)
Balance at the beginning of the Year ..........cooiiiiiiiii (104,142) (2,800) (924)
Net change in treasury SEOCK .......oiiiiiiic e (1,442) (101,3492) (13)
Balance at the end of the year ... (105,584) (104,149) (937)
Total shareholders’ @qUItY .............coooiiiiiiiii e 2,193,677 2,433,202 19,468
Non-controlling interests
Balance at the beginning of the year ... 315,049 353,471 2,796
Net profit attributable to non-controlling interests ... 35,992 (4,948) 320
Other comprehensive income attributable to non-controlling interests (Note 23) ................... (19,874) 3,994 (177)
Cash dividends 1o non-controlling iNtErests ..........o.ociiiiiiiiiiiiie e, (9,228) (8,321) (82)
Net change in sale (purchase) of subsidiary shares to (from) non-controlling interests............ (63,561) (29,147) (564)
Balance at the end of the year ... 258,378 315,049 2,293
TOTAL @QUILY ... oot et ¥9452055 ¥0748251  $21,761

Refer to Notes to Consolidated Financial Statements.
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Consolidated Statement of Cash Flows

ITOCHU Corporation and its Subsidiaries
Years ended March 31, 2016 and 2015
Prepared in conformity with IFRSs

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Cash flows from operating activities

NEt PrOTit ... ¥ 276,368 ¥ 295621 $ 2453
Adjustments to reconcile net profit to net cash provided by operating activities
Depreciation and amortization ................ccooiiiiiiiii 123,417 108,807 1,095
Provision for doubtful @CCOUNTS .......oouiiiiiie e 7,775 6,178 69
GaINS ON INVESTMENTS ...t (72,680) (109,860) (645)
Losses on property, plant, equipment and intangible assets ....................coo 155,104 4274 1,376
FINANCIAI INCOME ...t (37,091) (23,439) (329)
Equity in earnings of associates and joint ventures .. (147,710) (10,116) (1,311)
INCOME taX EBXPENSE ... 46,381 122,894 411
Change in trade receivables ... 216,244 79,133 1,919
Change N INVENTOTIES ...ttt 35,373 (19,867) 314
Change in trade payables ............ccoo i (163,361) (36,054) (1,450)
(07 aT= 1 1= OSSOSO TR (43,028) (5,464) (381)
Proceeds from iNtErest ... ..c..oiiiiiioe e 24,651 13,640 219
Proceeds from diVIdENAS .....c.eiiiiii e 97,340 88,023 864
Payments fOr iNTErest ..o (26,301) (25,329) (233)
Payments fOr iNCOME TAXES .......oveviieiiiiiet ettt (73,078) (84,812) (649)
Net cash provided by operating activities ..............cocoooiiii 419,404 403,629 3,722
Cash flows from investing activities
Payments for purchase of investments accounted for by the equity method ...........c.cccc..... (82,818) (204,517) (735)
Proceeds from sale of investments accounted for by the equity method ................................ 147,357 39,692 1,308
Payments for purchase of other investments ... (99,951) (57,669) (887)
Proceeds from sale of other investments ... 59,262 35,330 525
Acquisitions of subsidiaries, net of cash acquired (Note 32) .........ccoooeiviiiiiiniiiiici — 9,049 -
Sales of subsidiaries, net of cash held by subsidiaries (Note 32) .........cccooiviiiiiinieiciiis 108,795 — 966
Origination of loans receivable (NOte 13) .........cciiiiiiiiiiireciceee e (1,232,417) (73,709) (10,937)
Collections of loans receivable (Note 13) .....ooiiiiiiiiiii e 618,534 66,709 5,489
Payments for purchase of property, plant, equipment and intangible assets ..............c.cc..... (95,866) (115,844) (851)
Proceeds from sale of property, plant, equipment and intangible assets ................................ 17,111 28,264 152
Net (increase) decrease in ime depOSItS ..........cooiiiiiiiiiiiiiiiici e 2,733 (3,308) 24
Net cash used in investing activities .... (557,260) (276,103) (4,946)
Cash flows from financing activities
Proceeds from debentures and loans payable (Note 13) .........cooiiiiiiiiiiice 1,577,602 878,744 14,001
Repayments of debentures and loans payable ..o (1,265,438)  (830,011) (11,230)
Net decrease in other 10ans Payable ... . (79,338) (53,429) (705)
Proceeds from issuance of common stock (Note 21) ..o — 101,963 —
Equity transactions with non-controlling interests ...........cocooviiiiiiiiiie, (64,531) (6,138) (573)
Cash dividends (NOtE 22) ........ooiiioe oo (75,922) (77,529) (674)
Cash dividends to non-controlling interests ............ccocioiiiiiiiiiiiiii e, (9,288) (9,787) (82)
Net increase in treasury stock (NOte 271) ..ot (1,315)  (101,709) (11)
Net cash provided by (used in) financing activities .............ccoeviiiiiiiiii e 81,770 (97,896) 726
Net increase (decrease) in cash and cash equivalents .................................cocoooil . (56,086) 29,630 (498)
Cash and cash equivalents at the beginning of theyear................................cooc 700,292 653,739 6,215
Effect of exchange rate changes on cash and cash equivalents ....................................... (11,335) 16,923 (100)
Cash and cash equivalents at the end of the year ... ¥ 632871 ¥700,292 $ 5617

Refer to Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

ITOCHU Corporation and its Subsidiaries

1. Reporting Entity

ITOCHU Corporation (the Company) is a general trading company
located in Japan that conducts trading, finance, and logistics involv-
ing a wide variety of products, as well as project planning and coor-
dination. Also, the Company has cultivated a diverse range of
functions and expertise through investments in resource develop-
ment and other projects.

By leveraging these comprehensive capabilities and via global
networks spanning six Division Companies, the Company operates
in a wide range of industries.

The Consumer-Related Sector covers textiles, food and ICT,
general products & realty; the Basic Industry-Related Sector
includes machinery, chemicals, petroleum products and steel prod-
ucts; and the Natural Resource-Related Sector includes metal and
energy resources.

Effective from April 1, 2016, the Company changed its organiza-
tional structure from six Division Companies to seven Division
Companies. As a result, [ICT, General Products & Realty Company]
became [General Products & Realty Company] and [ICT & Financial
Business Company].

2. Basis of Preparation of Consolidated Financial Statements

(1) Statement of Compliance with IFRSs

The Company prepares its Consolidated Financial Statements, with
a consolidated accounting period from April 1 to March 31 of the
following year, in conformity with International Financial Reporting
Standards (IFRSs*).

To conform to IFRSs, the accompanying Consolidated Financial
Statements have been prepared by making certain adjustments to
the financial statements of the Company and its subsidiaries, which
have been prepared in accordance with the accounting principles
prevailing in their countries of incorporation.

*IFRSs are standards and interpretations issued by the International Accounting
Standards Board (IASB). They comprise International Financial Reporting Standards
(IFRS), International Accounting Standards (IAS), IFRIC Interpretations and SIC
Interpretations.

(2) Basis of Measurement

The Company prepares its Consolidated Financial Statements
based on historical cost, except for the cases stated separately in
Note 3 Significant Accounting Policies.

(3) Presentation Currency
The Company presents its Consolidated Financial Statements in
Japanese yen, which is its functional currency.

Further, in its Consolidated Financial Statements, the Company
rounds amounts of less than one million yen to the nearest million
yen by rounding up 5 and higher fractions and rounding down 4 and

lower fractions.
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The translation of Japanese yen amounts into U.S. dollar amounts
for the year ended March 31, 2016 is included solely for the conve-
nience of readers outside Japan and has been made at the rate of
¥112.68=US$1 (the official rate as of March 31, 2016 announced
by The Bank of Tokyo-Mitsubishi URJ, Ltd.).

(4) Changes in Accounting Policies

The Company and its subsidiaries have applied standards or inter-
pretations in IFRSs which are required to be applied from the fiscal
year ended March 31, 2016.

(5) New or Amended IFRSs or Interpretations

Not Yet Applied
Of the new or amended standards or interpretations in IFRSs
published by the date of approval of the Consolidated Financial
Statements, the Company has not applied the following standards
or interpretations as of March 31, 2016.

The Company is currently evaluating the potential impacts that the
application of these standards and interpretations will have on the
Consolidated Financial Statements which are not currently
estimable.



Mandatory application

Fiscal year in which

Standard Title (from fiscal years the Company Summary of new or revised standard
beginning on or after) will apply standard
Financial Instruments: Clarification of applicability of disclosure require-
IFRS 7 ) “ ' January 1, 2016 Year ending March 2017 | ments on offsetting financial assets and financial
Disclosures o L )
liabilities to condensed interim financial statements.
IAS 16 Z’O”,e’ty' /j/ant and Amendments of the guideline that biological assets
quipmen January 1,2016 Year ending March 2017 | that meet the definition of bearer plants should be
IAS 41 Agriculture accounted for in accordance with IAS 16.
Clarification of guidelines regarding the currency of
) . high quality corporate bonds used to estimate the
IAS 19 Employee Benefits January 1, 2016 Year ending March 2017 ) )
discount rate for post-employment benefit
obligations.
Amendments of disclosure requirements on changes
IAS 7 Statement of Cash Flows January 1, 2017 Year ending March 2018 In liabilities arlsmg, from financing activities, including
both changes arising from cash flows and non-cash
transactions.
Clarification of the accounting that the unrealized
IAS 12 Income Taxes January 1,2017 Year ending March 2018 losses on debt instruments measured .at fair value
but at cost for tax purposes may give rise to deduct-
ible temporary differences.
Amendments of classification and measurement of
IFRS 9 Financial Instruments January 1,2018 Year ending March 2019 financial gssets; ) .
Introduction of an expected loss impairment model
for financial assets.
Revenue from Contracts ) Establishment of accounting and disclosure require-
IFRS 16 with Customers January 1,2018 vear ending March 2019 ments for “Revenue from Contracts with Customers”.
A fl i h is-
IFRS16 | Leases January 1, 2019 Year ending March 2000 | Amendments of lease accounting and enhanced dis

closure requirements.
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3. Significant Accounting Policies

(1) Basis of Consolidation

1) Business combinations

The Company and its subsidiaries apply the acquisition method in
accordance with IFRS 3 “Business Combinations”. That is, one of
the parties to the business combination, as the acquirer, recognizes
the acquisition-date fair value of the identifiable assets acquired
from the acquiree, the liabilities assumed from the acquiree, and any
non-controlling interest in the acquiree. (However, assets and liabili-
ties that need to be measured at other than fair value in accordance
with IFRS 3, such as deferred tax assets, deferred tax liabilities,
and assets / liabilities related to employee benefit arrangements,
are recognized at the amount stipulated in IFRS 3.) Any previously
held equity interest or non-controlling interest is remeasured at
acquisition-date fair value. Goodwill is then recognized as of the
acquisition date, measured as the excess of the aggregate of the
consideration transferred, the fair value of any non-controlling inter-
est in the acquiree and the acquisition-date fair value of the acquirer’s
previously held equity interest in the acquiree over the net of the
acquisition-date amounts of the identifiable assets acquired and the
liabilities assumed. In addition, for business combinations resulting
in a bargain purchase, that is, for transactions where the net of the
acquisition-date amounts of the identifiable assets acquired and the
liabilities assumed measured in accordance with IFRS 3, exceeds
the aggregate of the consideration transferred, the acquisition-date
fair value of the acquirer’s previously held equity interest in the
acquiree, and the fair value of any non-controlling interest in the
acquiree, the excess amount is recognized as profit in the
Consolidated Statement of Comprehensive Income.

Costs that are incurred by the acquirer in relation to the comple-
tion of a business combination are expensed when they are incurred,
except for costs related to the issuance of debt instruments or
equity instruments, which are capitalized as issuance costs if
allowed under other IFRSs guidance.

In the event that the initial accounting treatment for a business
combination is not completed by the end of the fiscal year in which
the business combination occurs, the items for which the account-
ing treatment is incomplete are measured at provisional amounts
based on best estimates. The period during which these provisional
amounts can be revised is the one-year period from the date of
acquisition (the measurement period). If new information is obtained
during the measurement period and that information would have
had an effect on the measurement of amounts recognized as of the
date of acquisition, then the provisional amounts recognized as of
the date of acquisition are revised retrospectively.
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2) Subsidiaries

Subsidiaries are entities that are controlled by the Company.
Decisions as to whether or not the Company and its subsidiaries
have control over an entity are based on comprehensive consider-
ation of various elements that indicate the possibility of control,
including not only the holding of voting rights but also the existence
of potential voting rights that are actually exercisable and whether
employees dispatched from the Company or its subsidiaries account
for a majority of the directors.

The financial statements of subsidiaries are consolidated into the
Consolidated Financial Statements of the Company from the date of
acquisition of control to the date of loss of control. If the accounting
policies of a subsidiary differ from those of the Company, adjust-
ments are made as necessary to bring them into conformity with
the accounting policies of the Company.

The Consolidated Financial Statements include the financial
statements of certain subsidiaries that have been prepared as of
a reporting period end that differs from the Company’s reporting
period end, because it is impracticable to unify the reporting period
ends. The reasons why it is impracticable include the impossibility of
doing so under the legal codes of regions in which the subsidiaries
are located. However, the difference between the end of the report-
ing period of these subsidiaries and the end of the reporting period
of the Company does not exceed three months. If the reporting
period end for the financial statements of subsidiaries used in the
preparation of the Consolidated Financial Statements differs from
the reporting period end of the Company, adjustments are made to
reflect significant transactions or events that occur during the period
between the subsidiaries’ reporting period-end and the Company'’s
reporting period-end.

Changes in the ownership interest in a subsidiary, such as
through increase or disposal of interests, are accounted for as
equity transactions if control over the subsidiary is maintained, and
any difference between the amount by which non-controlling inter-
ests are adjusted and the fair value of the consideration paid or
received is recognized directly in shareholders’ equity.

3) Loss of control

If control over a subsidiary is lost, the Company derecognizes the
subsidiary’s assets and liabilities and the non-controlling interests
related to the subsidiary. Interest retained after the loss of control is
remeasured at fair value as of the date of the loss of control, and
any gain or loss on such remeasurement is recognized in profit or
loss as well as the gain or loss on disposal of the interest sold.

4) Business combinations under common control

For business combinations in which all of the parties to the business
combination are under the control of the Company or its subsidiar-
ies, both prior to the combination and after the combination, the car-
rying amounts of the acquiree’s assets and liabilities are transferred
to the acquirer.



5) Associates and joint ventures

Associates are companies, other than joint ventures or joint
operations, over which the Company and its subsidiaries exercise
influence, on such matters as management strategies and financial
policies, that is significant but does not reach the level of control.
Decisions as to whether or not the Company and its subsidiaries
have significant influence over an entity are based on comprehen-
sive consideration of various elements. These elements include the
holding of voting rights (if 20% to 50% of the voting rights of the
investee company are held directly or indirectly, then there is a pre-
sumption of significant influence over the investee company), as
well as the existence of potential voting rights that are actually exer-
cisable, and the percentage of directors who have been dispatched
from the Company or its subsidiaries.

A joint arrangement is a contractual arrangement in which multi-
ple venturers undertake economic activities under joint control, and
all significant operating and financial decisions require unanimous
consent of parties sharing control. A joint venture is a specific type
of joint arrangement under which operations are independent from
each of the investing companies and the investing companies have
rights only to the net assets of the arrangement.

The equity method is applied to investments in associates
and joint ventures. These investments are recognized at cost.
Subsequent to acquisition, the Company and its subsidiaries
recognize, in profit or loss and other comprehensive income, their
share of the investee’s profit or loss and other comprehensive
income, and the carrying amount of the investment is increased or
decreased accordingly. The balance of goodwill recognized on
acquisition is included in the carrying amount of the investment.
Also, dividends received from associates and joint ventures reduce
the carrying amounts of the related investments. If the accounting
policies of such investee differ from those of the Company, adjust-
ments are made as necessary to bring them into conformity with
the accounting policies of the Company.

The Consolidated Financial Statements include investments in
associates and joint ventures with reporting period ends that differ
from that of the Company because it is impracticable to unify the
reporting period ends. The reasons why it is impracticable include
the existence of a shareholder that has control over the associates
or undertakes economic activities under the joint arrangement but
has a reporting period that differs from the Company’s reporting
period, and the impossibility of doing so under the legal codes of
regions in which the associates and joint ventures are located.
However, the difference between the end of the reporting period
of these associates and joint ventures and the end of the reporting
period of the Company does not exceed three months. Adjustments
are made to reflect significant transactions or events that result
from the difference in the reporting period ends.

If significant influence over associates or joint venture is lost and
the application of the equity method is discontinued, gain or loss on
disposal of investments in associates and joint ventures is recog-
nized in profit or loss. The remaining interest is remeasured at fair
value, and any gain or loss on such remeasurement is recognized
in profit or loss as well.

6) Joint operations

Joint operations are a specific type of joint arrangement in which
the participating investors directly have rights to the related assets
and obligations for the related liabilities.

The Consolidated Financial Statements include amounts related
to joint operations. These are the assets to which the Company and
its subsidiaries have rights, the liabilities and expenses for which the
Company and its subsidiaries have obligations, and the share of the
Company and its subsidiaries in profits that have been earned.

7) Transactions eliminated on consolidation

Receivable and payable balances and transaction volumes among
the Company and its subsidiaries, and unrealized gains and losses
resulting from transactions among the Company and its subsidiaries,
are eliminated in the preparation of the Consolidated Financial
Statements.

Unrealized gains and losses arising from transactions between
the Company and its subsidiaries and its associates and joint ven-
tures are eliminated to the extent of the interest in the investee held
by the Company and its subsidiaries.

(2) Foreign Currency Translation

1) Foreign currency transactions

Foreign currency transactions are translated into functional curren-
cies using the spot foreign exchange rate as of the date of the
transaction.

As of the end of the reporting period, monetary assets and liabili-
ties denominated in foreign currencies are retranslated into func-
tional currencies using the spot foreign exchange rate as of the end
of the reporting period. Non-monetary items that are denominated
and measured at fair value in foreign currencies are retranslated into
functional currencies using the spot foreign exchange rate as of the
date on which the fair value was determined.

Exchange differences resulting from retranslation are recognized
in profit or loss. However, exchange differences resulting from
retranslation of financial assets which changes in fair value after
acquisition are recorded in other comprehensive income and
exchange differences resulting from cash flow hedges are recog-
nized as other comprehensive income.
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2) Translation of foreign currency denominated financial
statements of foreign subsidiaries and foreign associates
and joint ventures

In translating the foreign currency denominated financial statements

of foreign subsidiaries and foreign associates and joint ventures

(foreign operations) into the reporting currency, the spot foreign

exchange rate as of the end of the reporting period is used to

translate assets and liabilities and the periodic average foreign
exchange rate for the accounting period is used to translate
revenues and expenses.

Differences resulting from the translation of the foreign currency
denominated financial statements of foreign operations into the
reporting currency are recognized in other comprehensive income
(Translation adjustments).

When a foreign operation is disposed of, cumulative translation
adjustments related to that foreign operation are reclassified to
profit or loss at the point when the gain or loss on disposal is recog-
nized. However, the portion of cumulative translation adjustments
attributed to non-controlling interest reduces non-controlling
interests.

3) Hedges of a net investment in foreign operations
For net investment in certain foreign operations, the Company and
its subsidiaries apply hedge accounting to exchange differences
that arise between the functional currencies of the foreign opera-
tions and the functional currency of the parent company.

The effective portion of changes in the fair value of hedging
instruments for a net investment in foreign operations is recognized
in other comprehensive income (Translation adjustments). The inef-
fective portion of the hedge is recognized as profit or loss.

When foreign operations are disposed of, the changes in the fair
value of the hedging instruments that had been recorded in other
comprehensive income are reclassified to profit or loss as part of
gains or losses on disposal.

(3) Financial Instruments
1) Financial assets other than derivatives
In accordance with IFRS 9 “Financial Instruments,” the Company
and its subsidiaries initially recognize financial assets other than
derivatives on the accrual date for trade receivables and other
receivables, and on the transaction date for sales and purchase
of other financial assets. An overview of the classification and
measurement models of financial assets other than derivatives is
as follows.
At the point of initial recognition of the financial assets, those that
meet both of the two conditions below are categorized as financial
assets measured at amortized cost, and others are categorized as
financial assets measured at fair value
= The policy regarding the holding of these assets is that they are
held with the objective of collecting contractual cash flows; and

= The contractual cash flows associated with these financial assets
comprise only payments of principal and interest on the outstanding
principal balance, and the dates of those cash flows are specified.
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At the point of recognition, financial assets measured at amor-
tized cost are measured at fair value plus costs directly related to
the acquisition. At the end of each reporting period, they are mea-
sured at amortized cost using the effective interest method.

Financial assets measured at fair value are further categorized
into those for which changes in fair value after acquisition are
recorded in profit or loss (FVTPL financial assets), and those for
which changes in fair value after acquisition are recorded in other
comprehensive income (FVTOCI financial assets).

Within financial assets measured at fair value, equity instruments
with the objective of obtaining gains on short-term sales or debt
instruments are categorized as FVTPL financial assets, and other
equity instruments held long-term primarily with the objective of
strengthening transaction relationships are categorized as FVTOCI
financial assets.

Financial assets measured at fair value are measured at fair
value at the point of initial recognition. Costs directly related to the
acquisition are included in the initial recognition amount for FVTOCI
financial assets, but for FVTPL financial assets, these costs are
recognized in profit or loss when they occur and are not included
in the initial recognition amount.

Financial assets measured at fair value are remeasured at fair
value at the end of each reporting period. Changes in fair value are
recognized in profit or loss for FVTPL financial assets and in other
comprehensive income for FVTOCI financial assets. For both FVTPL
financial assets and FVTOCI financial assets, dividends received are
recognized in profit or loss.

When a FVTOCI financial asset is sold, the difference between the
carrying amount and the consideration received is recognized as other
comprehensive income (FVTOCI financial assets), and the balance of
accumulated other comprehensive income on the FVTOCI financial
asset recognized through the point of the sale (accumulated FVTOCI
financial assets) is reclassified to retained eamings.

A financial asset is derecognized when the contractual rights to
the cash flows from a financial asset expire, or when the contractual
rights to receive cash flows from a financial asset are transferred in
such a manner that all of the risks and economic value are effec-
tively transferred.

2) Cash equivalents

Cash equivalents include short-term investments (original maturities
of three months or less) that are highly liquid, readily convertible,
and have only an insignificant risk of change in value, as well as
short-term time deposits (original maturities of three months or less).

3) Financial liabilities other than derivatives
Financial liabilities other than derivatives are measured at fair value
less costs directly related to the issuance of the liability, at the point
when the contractual liability arises.

Financial liabilities other than derivatives are classified as financial
liabilities measured at fair value or financial liabilities measured at
amortized cost.



Financial liabilities measured at fair value are remeasured at
fair value at the end of each reporting period, and changes in fair
value are recognized in profit or loss, while those measured at amor-
tized cost are measured at amortized cost based on the effective
interest method.

Financial liabilities are derecognized when the obligor pays the
obligee and the obligation is discharged, or when the contractual
obligation is cancelled or expires.

4) Derivative instruments and hedging activities
The Company and its subsidiaries hold derivatives, including forward
foreign exchange contracts, interest rate swap contracts, and com-
modity futures contracts, with the principal objective of hedging
risks such as foreign exchange rate risk, interest rate risk, and com-
modity price risk. Derivatives are recognized at fair value as either
assets or liabilities, regardless of the purpose or intent for holding
them. The accounting treatment for changes in fair value depends
on the intended use of the derivatives and the resulting hedge
effectiveness.
= A hedge of the variability of the fair value of a recognized asset or
liability, or of an unrecognized firm commitment, that is expected
to be highly effective and for which the hedging relationship, risk
management objective, and hedge implementation strategy are
documented at the inception of the hedge, is designated as a fair
value hedge. Changes in the fair value of the derivatives, as well
as changes in the fair value of the hedged items, are recognized
in profit or loss (or other comprehensive income when FVTOCI
financial assets are designated as hedges).

A hedge of the variability of future cash flows arising in relation
to a forecasted transaction or a recognized asset or liability, that is
expected to be highly effective and for which the hedging relation-
ship, risk management objective, and hedge implementation strat-
egy are documented at the inception of the hedge, is designated
as a cash flow hedge. For those designated as cash flow hedges,
changes in the fair value of the derivative are recognized in other
comprehensive income as Cash flow hedges. This treatment is
continued until the variability in future cash flows arising in relation
to the forecasted transactions or the recognized assets or liabilities
are realized. The ineffective portion of the hedge is recognized
in profit or loss.
= Changes in the fair value of hedging instruments for a net invest-
ment in foreign operations are handled as described in “3) Hedges
of a net investment in foreign operations” of “(2) Foreign Currency
Translation”.
= Changes in the fair value of derivatives other than those above are
recognized in profit or loss.

The Company and its subsidiaries, in applying the rules above for
fair value hedges, cash flow hedges, and hedges of a net investment
in foreign operations, evaluate at the inception of the hedge
whether or not the hedge will be effective. In addition, the Company
and its subsidiaries subsequently continue to evaluate whether or
not the derivative will be effective in offsetting changes in the fair
value or future cash flows of the hedged item.

Hedge accounting is discontinued for ineffective hedges, if any.

5) Presentation of financial assets and liabilities

When both of the following conditions are met, financial assets and

financial liabilities are offset and the net amount is disclosed in the

Consolidated Statement of Financial Position.

= The Company currently has a legally enforceable right to offset the
recognized amounts; and

= The Company intends to settle on a net amount basis or to simul-
taneously realize the asset and settle the liability.

(4) Inventories
Inventories mainly comprise selling products, finished goods, real
estate for sale, raw materials, and work in progress.

Inventories held for purposes other than trading are measured
at the lower of cost or net realizable value and any change in the
carrying amount of inventories due to remeasurement is recognized
in cost of sales. Net realizable value is calculated by using the sale
value or the estimated selling price in the ordinary course of busi-
ness less the estimated costs and estimated costs to sell required
until completion.

Inventories held for trading purposes are measured at fair value
less costs to sell. Any change in fair value is recognized in profit or
loss for the period in which it arose.

The cost of inventories is measured using the specific identifica-
tion method if inventories are not ordinarily interchangeable, or
mainly using the weighted average method if inventories are
ordinarily interchangeable.

(5) Property, Plant and Equipment

1) Recognition and measurement

Excluding biological assets, the cost model is applied and property,
plant and equipment are measured at cost less accumulated
depreciation and accumulated impairment losses.

The cost of property, plant and equipment includes estimates of
installation cost and cost directly attributable to bringing property,
plant and equipment to working condition and cost of dismantling
or removing property, plant and equipment and restoring sites on
which they are located, and includes borrowing costs requiring
capitalization pursuant to IAS 23 “Borrowing Costs”.

If multiple differing and significant components of property, plant
and equipment can be identified, for each of the components, a
residual value, useful life, and depreciation method is determined,
and it is accounted for as a separate item of property, plant
and equipment.

The difference between the net proceeds from the disposal of an
item of property, plant and equipment and the carrying amount of
the item is recognized in profit or loss.

2) Depreciation

Except for items that are not subject to depreciation, such as land,
property, plant and equipment are mainly depreciated using the
straight-line method or the unit-of-production method over their
estimated useful lives (buildings and structures: 3-60 years,
machinery and vehicles: 2-20 years, fixtures, fittings and office
equipment: 2-20 years) from the time when they become available
for use.
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A leased asset is depreciated over its estimated useful life if there
is a provision for ownership transfer or a bargain purchase option,
and in other cases a leased asset is depreciated over the shorter
of the lease period or the estimated useful life.

At the end of each period, the residual value, useful lives, and
depreciation methods of property, plant and equipment are reviewed
and the impact is adjusted prospectively.

(6) Investment Property
Investment property is property held either to earn rental income or
for gain on resale due to an increase in real estate prices or prop-
erty held for both purposes. Investment property does not include
real estate that is sold in the ordinary course of business or used in
the production or supply of goods or services or for administrative
purposes.

A cost model is applied, and investment property is measured at cost
less accumulated depreciation and accumulated impairment losses.

Except for items that are not subject to depreciation, such as land,
investment property is depreciated mainly using the straight-line
method over its estimated useful life (2-50 years) from the time
when it becomes available for use.

(7) Goodwill and Intangible Assets

1) Goodwill

Goodwill is not amortized. Impairment tests of goodwill are con-
ducted based on cash-generating units at least once a year, or
whenever there are changes in situations or events that indicate
the possibility of impairment.

2) Intangible assets

A cost model is applied, and intangible assets are measured at cost
less accumulated amortization and accumulated impairment losses.
Further, development expenditures are recognized as intangible
assets if development costs can be measured reliably, future eco-
nomic benefits are probable, and the Company or its subsidiaries
intend and have sufficient resources to complete development and
use or sell the result of the development.

Except for intangible assets for which useful lives cannot be
determined, intangible assets are mainly depreciated using the
straight-line method over their estimated useful lives (trademarks
and other intangible assets: 6-36 years, and software: 3-5 years)
from the time when they become available for use. The amortization
expenses allocated to each accounting period are recognized in
profit or loss.

At the end of each period, the residual value, useful lives, and
depreciation methods of intangible assets are reviewed and the
impact is adjusted prospectively.

The Company and its subsidiaries have trademarks and other
intangible assets for which the useful life cannot be determined.
Intangible assets for which the useful life cannot be determined
are not amortized. Impairment tests of intangible assets for which
the useful life cannot be determined are conducted based on cash-
generating units at least once a year, or whenever there are changes
in situations or events that indicate the possibility of impairment.
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(8) Leases

1) Leases as lessee

The Company and its subsidiaries lease property, plant and equip-
ment and intangible assets as lessees.

Whether or not an agreement is a lease and whether or not an
agreement includes a lease is decided based on examination of the
economic nature of transactions and regardless of whether or not
an agreement’s legal form is that of a lease agreement.

Among the lease transactions, those that substantially transfer all
the risks and rewards of ownership to the Company or its subsidiar-
ies are classified as finance lease agreements, and leases other
than finance leases are classified as operating leases.

For finance leases, leased assets (presented in Property, plant
and equipment or respective accounts of Intangible assets) and
lease obligations (presented in Other current payables and Other
non-current liabilities) are recognized at the lower of the fair value
of the leased property or the present value of the minimum lease
payments. Further, lease payments are categorized into amounts
equivalent to the principal and interest of lease obligations, and the
effective interest method is used to calculate the amount equivalent
to the interest of each lease payment. The amount equivalent to the
interest of each payment is presented in Interest expenses.

For operating leases, leased properties are not recognized as
assets, and lease payments are recognized over the lease term on
a straight line basis.

2) Leases as lessor
The Company and its subsidiaries operate businesses that lease
property, plant and equipment and intangible assets as lessors.

Whether or not an agreement is a lease and whether or not an
agreement includes a lease is decided based on examination of the
economic nature of transactions and regardless of whether or not
an agreement’s legal form is that of a lease agreement.

For finance leases, net investments in finance leases are recog-
nized as lease receivables. Lease payments receivable are catego-
rized into amounts equivalent to the principal and interest of lease
receivables, and the effective interest method is used to calculate
the amount equivalent to the interest of each lease payment receiv-
able. The amount equivalent to the interest of each lease payment
receivable is presented in Interest income. Further, if the main pur-
pose of a finance lease is the sale of goods and the finance leases
has been implemented in accordance with sales policies, the lower
of the fair value of the assets subject to leases or minimum lease
payments receivable discounted at the market rate of interest is
recognized as profit, and the purchase price of the assets subject
to leases is recognized in cost of sales.

For operating leases, lease payments receivable are recognized
over the lease term on a straight line basis.



(9) Impairment

1) Financial assets measured at amortized cost

At the end of each period, based on individual assets or assets
grouped according to credit risk, financial assets measured at amor-
tized cost are assessed to determine whether there are any indica-
tions of impairment. Indications of impairment of financial assets
measured at amortized cost include default on or reschedule of
payment of principal or interest, reduction of or exemption from
repayments or postponement of repayment schedules, marked
deterioration of the debtor’s financial position, and bankruptcy of
the debtor.

If there are indications of impairment of financial assets mea-
sured at amortized cost, the difference between the carrying amount
of the assets and the recoverable amount, which is the present
value of estimated future cash flows discounted at the assets’ ini-
tial effective rate of interest, is recognized as impairment loss in
profit or loss.

Further, if in periods after the recognition of impairment of
financial assets measured at amortized cost, impairment losses
decrease, and this decrease can be objectively attributed to events
that occurred after recognition of impairment, the impairment losses
are reversed based on the amortized cost method and to the extent
of the carrying amount.

2) Property, plant and equipment, investment property,
goodwill, intangible assets, and investment in associates
and joint ventures

At the end of each quarter, property, plant and equipment, invest-
ment property, goodwill, intangible assets, and investment in associ-
ates and joint ventures are assessed to determine whether there
are any indications of impairment. If it is determined that there are
indications of impairment, the impairment tests stated below are
conducted. In addition, regardless of whether or not there are
indications of impairment, impairment tests of goodwill and intangi-
ble assets for which the useful life cannot be determined and for
intangible assets that are not available for use, are conducted
periodically at least once a year.

Impairment tests for each cash-generating unit are conducted.
Regarding the identification of cash-generating units, if an individual
asset’s cash flows independent from those of other assets can be
identified, the individual asset is classified as a cash-generating unit.
If an individual asset's cash flows independent from those of other
assets cannot be identified, assets are grouped together into the
smallest group of assets that can be identified as generating inde-
pendent cash flows, and designated as a cash-generating unit. For
goodwill, using units equal to operating segments or smaller units,
cash-generating units are determined based on the lowest level at
which internal management of goodwill is conducted.

When conducting impairment tests of cash-generating units that
include goodwill, impairment tests of assets other than goodwill are
first conducted. After any required impairment of the assets other
than goodwill has been recognized, impairment tests of goodwill
are conducted.

Conducting impairment tests entails estimating the recoverable
amount of the cash-generating units. The recoverable amount
is the higher of fair value less costs to sell or value in use.
Furthermore, value in use is the total present value of future cash
flows expected from the continued use and disposal after use of
the cash-generating units.

If the recoverable amount of cash-generating units is less than
the carrying amount, the carrying amount is reduced to the recover-
able amount, and impairment losses are recognized in profit or loss.
Impairment losses are first allocated to reduce the carrying amount
of goodwill allocated to cash-generating units. Impairment losses
are then allocated to reduce the carrying amount of each asset,
excluding goodwill, in cash-generating units on a pro-rata basis.

Because corporate assets do not generate independent cash
flows, when conducting impairment tests of corporate assets, a rea-
sonable method is used to allocate the carrying amount of corporate
assets to each cash-generating unit. Then, the carrying amount of
cash-generating units is compared, including the carrying amount
of the portion of corporate assets allocated to them, with their
recoverable amounts.

If there are indications that the impairment losses recognized in
past fiscal years have clearly decreased or may not exist, when the
estimated recoverable amount of the assets surpasses the carrying
amount, impairment losses are reversed. An upper limit for reversals
of impairment losses is set as the carrying amount less amortization
or depreciation if impairment losses had not been recognized.
However, impairment losses on goodwill are not reversed.

Goodwill relating to the acquisition of associates and joint
ventures is not classified separately, but included as part of the car-
rying amount of the investments. Investments in associates are rec-
ognized as undistinguishable assets that are subject to impairment.

(10) Employee Benefits

1) Post-employment defined benefit plans

Post-employment defined benefit plans are benefit plans other than
the post-employment defined contribution plans stated in the para-
graphs below.

For post-employment defined benefit plans, the present value of
defined benefit obligations net of the fair value of plan assets are
recognized as either liabilities or assets. To calculate the present
value of defined benefit plan obligations and related service cost, in
principle, the projected unit credit method is used. The discount rate
used to calculate the present value of defined benefit plan obliga-
tions, in principle, is determined by referring to market yields on
highly rated corporate bonds at the end of the period consistent
with the expected life of the defined benefit plan obligations.

Changes in the present value of defined benefit plan obligations
related to the service of employees in past periods due to amend-
ment of defined benefit plans are recognized in the period of the
amendment in profit or loss.

Further, the Company and its subsidiaries recognize all
actuarial gains or losses arising from post-employment defined
benefit plans in other comprehensive income (Remeasurement of
net defined pension liability) and immediately reclassify them into
Retained earnings.
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2) Post-employment defined contribution plans
Post-employment defined contribution plans are benefit plans in
which fixed contributions are paid to an independent entity and do
not assume legal or constructive obligations for payments that
exceed these contributions.

Post-employment defined contribution plans are accounted
for, on an accrual basis, and contributions corresponding to the
period employees rendered the related services are recognized in
profit or loss.

3) Multi-employer plans

Certain subsidiaries participate in multi-employer plans. In accor-
dance with the regulations of the plans, multi-employer plans
are classified as post-employment defined benefit plans or
post-employment defined contribution plans, and an accounting
treatment appropriate for each type of post-employment benefit
plan is undertaken. However, if sufficient information about
multi-employer plans classified as post-employment defined benefit
plans cannot be obtained to undertake an accounting treatment
appropriate for post-employment defined benefit plans, the account-
ing treatment appropriate for post-employment defined contribution
plans is applied.

4) Short-term employee benefits

Short-term employee benefits are measured on an undiscounted
basis, and recognized in profit or loss as benefits expected to be
paid as compensation for service that employees render during the
accounting period.

Estimated bonus payments are recognized in liabilities, if the
Company or its subsidiaries have legal or constructive obligations
for which they should make payments, and if the obligations can be
estimated reliably.

(11) Provisions

Provisions are recognized if the Company and its subsidiaries have
present obligations (legal or constructive obligations) as a result of
past events, if it is probable that settling the obligations will require
outflows of resources embodying economic benefits, and if the
obligations can be estimated reliably.

If the effect of the time value of money is significant, provisions
are measured as the present value of payments expected to be
required to settle the obligations. To calculate the present value, a
pre-tax risk-free discount rate corresponding to the period in which
future cash flows will arise is used. In estimates of future cash flows,
the uncertainty of the occurrence of events subject to provisions
is reflected.

1) Provisions for asset retirement obligations

The estimated cost of dismantling or removing property, plant and
equipment and restoring sites on which they are located is recog-
nized as a provision for asset retirement obligations, if there are
legal or contractual obligations to dismantle or remove property,
plant and equipment and restore sites on which they are located,
or if it has been stated that in accordance with industry practices,
published policies, or written statements that obligations to dismantle
or remove property, plant and equipment and restore sites on which
they are located will be fulfilled, or if it is presumed that outside third
parties expect the obligations to be fulfilled.
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2) Restructuring provisions

If there is a detailed formal plan, restructuring provisions are recog-
nized when implementation of a restructuring plan has begun or
when a plan is announced. For the provision, only the following
direct expenditures that arise from restructuring are subject to
recognition:

= ltems necessarily entailed by the restructuring

= ltems not associated with the ongoing activities of the entity

3) Provisions for losses on lawsuits

For provisions for losses due to payment of compensation for
damages that could arise as a result of lawsuits, the estimated loss
resulting from the payment of compensation for damages is recog-
nized, if it is probable that compensation for damages to an outside
third party will have to be paid.

4) Provisions for losses on guarantees

For provisions for loss that could be incurred as a result of fulfilling
debt guarantee agreements, the estimated loss that could be
incurred is recognized, if the guarantee (the guaranteed party) has
defaulted on a specified debt, and if the guarantor has concluded
an agreement according to which it promises to repay the debt
on behalf of the guarantee or provide monetary compensation, and
if it is probable that loss will be incurred as a result of fulfilling
the agreement.

5) Levies

Levies are outflows of resource embodying economic benefits,
which governments levy on companies in accordance with laws
and regulations, and the estimated amount of payments for levies
is recognized when the obligation to pay arises.

(12) Equity

Common stock is classified as equity. Incidental expenses related
to the issuance of common stock (net after tax) are deducted
from equity.

Treasury stock is recognized as a deduction from equity. If
treasury stock is acquired, the consideration paid and incidental
expenses (net after tax) are deducted from equity. If treasury
stock is sold, the consideration received is recognized as an addition
to equity.

(13) Revenues

1) Sales of products

Sales of products are recognized when all of the following condi-

tions are satisfied.

= The significant risks and rewards of ownership of the goods are
transferred to the customer;

= Neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the goods
sold is retained;

* The amount of revenue can be measured reliably;

= It is probable that the economic benefits associated with the trans-
action will flow to the Company and its subsidiaries; and

= The costs incurred or to be incurred in respect of the transaction
can be measured reliably.



Revenue is measured at fair value of the consideration received,
after deducting sales tax that the Company and its subsidiaries have
a direct obligation to collect and pay to third parties such as
tax authorities.

The specific criteria for revenue recognition for each type of
transaction are as follows.

Revenues from product sales include wholesale, retail sales, man-
ufactured product sales, processed product sales, and the sale of
real estate. Revenue from product sales are recognized at the time
the delivery conditions agreed with customers are met. These condi-
tions are usually considered to have been met when goods are
received by the customer, the warehouse receipts are transferred,
or the acceptance from the customer is received.

Revenues from the sale of real estate are recognized at the time
the conditions of transfer stipulated in agreements are met.

2) Rendering of services and royalty transactions

The revenues from rendering of services and royalty transactions

are recognized in accordance with the progress of transactions as

of the end of the period when the following conditions are satisfied.

= The amount of revenue can be measured reliably;

= It is probable that the economic benefits associated with the
transaction will flow to the Company and its subsidiaries;

= The progress of the transaction at the end of the reporting period
can be measured reliably; and

= The costs arising from the transaction and costs required to
complete the transaction can be measured reliably.

Revenues from rendering of services include the production of
software to order, software maintenance, leasing of aircraft, real
estate, and industrial machinery. Further, royalty transactions are
transactions that grant intellectual property rights to customers.

Revenues from royalty transactions are recognized over the
period in which customers are granted the right to use intellectual
property rights.

Revenues from the production of software made to order are rec-
ognized based on the accumulated actual cost incurred at the end
of the period as a percentage of estimated total cost, if the order
amount or the total costs required until completion can be estimated
reliably. If the order amount or the total costs required until comple-
tion cannot be estimated reliably, revenues equivalent to the portion
of costs incurred that are judged to be recoverable are recognized.
Further, revenues from software maintenance are recognized over
the period that services are rendered.

Revenues from operating leases are recognized by being allocated
equally over the lease period of future lease payments receivable.

Revenues from other services are recognized in accordance with
the progress of transactions as of the end of the period.

3) Presentation of revenue (gross basis versus net basis)

For transactions in which the Company and its subsidiaries act as
principal and have capabilities to heighten the added value of the
actual goods or services provided, and for which they assume signif-
icant risk related to the transactions, the gross transaction amount
of the sales contracts with customers is presented as Revenue in
the Consolidated Statement of Comprehensive Income.

Meanwhile, for the following transactions, the gross transaction
amount of the sales contracts less cost (i.e. net amount) is
presented as Revenue in the Consolidated Statement of
Comprehensive Income.
= Transactions in which the Company and its subsidiaries act as an
agent to enable a third party to sell goods or render services;

= Transactions in which, although the Company and its subsidiaries
are involved as principal in legal form, the Company and its subsid-
iaries do not have capabilities to heighten the added value of the
actual goods or services provided and do not assume significant
risk related to the transactions.

(14) Finance Income and Costs
Finance income comprises interest income and dividend income.
Interest income is recognized when it arises according to the effective
interest method. Dividend income is recognized when the right of
the Company and its subsidiaries to receive payment is established.
Finance costs comprise interest expense. Interest expense is
recognized when it is incurred according to the effective
interest method.

(15) Income Taxes

Income taxes comprise current taxes and deferred taxes, which

reflect changes in deferred tax assets and liabilities. Income taxes

are recognized in profit or loss, except in the following cases.

* Income taxes that relate to items that are recognized in other
comprehensive income or directly in equity;

= Deferred taxes arising from the recognition of identifiable assets
and liabilities in business combinations are recognized and
included in the amount of goodwill arising from the business
combinations.

Tax expenses for the period are measured based on taxes pay-
able on the period’s taxable profit and tax losses expected to be
refunded. These tax amounts are calculated based on tax rates
established, or substantially established, at the end of the period.

Deferred tax assets and deferred tax liabilities are recognized
based on temporary differences between the carrying amounts of
assets and liabilities for accounting purposes and their tax bases.
Deferred tax assets for items that will mitigate the tax burden of
future tax returns, such as deductible temporary differences, unused
tax losses and unused tax credits, and unused foreign tax credits,
are recognized to the extent that it is probable that future taxable
profit will be available against which they can be used. Meanwhile,
deferred tax liabilities for taxable temporary differences are recog-
nized. However, deferred tax assets or deferred tax liabilities are
not recognized for the following temporary differences.
= Deferred tax liabilities are not recognized for taxable temporary

differences arising from the initial recognition of goodwill in a

business combination;
= No deferred tax assets or deferred tax liabilities are recognized for

differences that arise from the initial recognition of assets or liabili-
ties in transactions other than business combinations where such
temporary differences at the time of the transaction affect neither
accounting profit nor taxable profit.
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Taxable temporary differences arising from investments in subsid-
iaries, associates, and joint ventures are not recognized as deferred
tax liabilities if the Company and its subsidiaries are able to control
the timing of the reversal of the temporary differences, and it is
probable that the taxable temporary differences will not reverse
in the foreseeable future. Deferred tax assets are recognized for
deductible temporary differences arising from investments in sub-
sidiaries, associates, and joint ventures, if the deductible temporary
differences will reverse in the foreseeable future and only to the
extent that it is probable that future taxable profits will be available
against which they can be used.

Deferred tax assets and liabilities are calculated pursuant to stat-
utory laws and regulations for income taxes in force, or substantially
in force, at the end of the period and based on the tax rates that are
expected to apply in the period in which the deferred tax asset is
realized or the deferred tax liability is settled.

Deferred tax assets and liabilities are offset and recognized in the
Consolidated Statement of Financial Position, if the Company and
its subsidiaries have a legally enforceable right to offset current tax
assets against current tax liabilities, and if the same taxation author-
ity levies income taxes either on the same taxable entity, or on dif-
ferent taxable entities that intend either to settle current tax assets
and liabilities on a net basis or to realize the current tax assets and
current tax liabilities simultaneously.

(16) Earnings per Share

Basic earnings (losses) per share are calculated by dividing Net
profit attributable to ITOCHU by the weighted-average number of
common shares (excluding treasury stock) outstanding during the
reporting period. Diluted earnings per share are calculated by
adjusting for the effects of dilutive potential common shares.

(17) Mining Operations

Among expenditures incurred during the exploration and evaluation
phases of mining projects, expenditures for the acquisition of assets
used for exploration and evaluation are recognized in non-current
assets, and other expenditures are in principle recognized when
they are incurred in profit or loss.

For expenditures incurred during the development phase, projects
proven as commercially viable are recognized in Property, plant
and equipment or Intangible assets, according to the nature of the
expenses, and then amortized using the unit-of-production method
from the time production begins. During the production phase,
stripping costs are capitalized and amortized using the unit-of-
production method, if saleable minerals have not been extracted
in the period under review, but it is probable that as a result of
stripping activities, the economic benefits associated with specific
mineral deposits will flow to the Company, and costs can be mea-
sured reliably. Stripping costs associated with saleable minerals are
recognized in the period under review as cost of inventory for the
period under review.

(18) Agriculture

In principle, agricultural produce is measured at fair value less costs

to sell at the point of harvest. Accumulated cost until the point of

harvest is recognized in cost of sales for the period in which it arose.
If the fair value of biological assets can be reliably measured, fair

value less costs to sell are measured at initial recognition and at

the end of each period. The change in fair value resulting from
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this accounting is recognized in profit or loss. Meanwhile, if the
fair value of biological assets cannot be reliably measured, they are
measured at cost less accumulated depreciation and accumulated
impairment losses.

(19) Use of Estimates and Judgments

To prepare the Consolidated Financial Statements, the Company
and its subsidiaries make a variety of estimates and judgments.
These estimates and judgments affect disclosures of amounts
recognized for assets, liabilities, income, and expenses. Further,
actual results may differ from these estimates and their underlying
assumptions.

Estimates and their underlying assumptions are reviewed on an
ongoing basis. The effect of revisions to accounting estimates are
reflected in the period in which the estimates are revised and in any
future periods affected.

Assumptions and estimates that have a risk of resulting in
material adjustments in the future accounting periods are mainly
as follows. Also, please refer to the respective relevant notes herein-
after about the following items that relate to balances of assets and
liabilities in the accounting period under review.

Measurement of the fair value of unlisted financial assets

Among financial assets measured at fair value, the fair value of
unlisted stocks is measured by using the market comparable
method, with reference to published information about listed
stocks that belong to the same industry as the investee'’s industry,
or by using the discounted cash flow method, which calculates
the fair value by discounting the estimates of future cash flows
related to dividends from investees to the present value. Changes
in uncertain future economic conditions may affect the multiple
applied for the market comparable method or the estimates of
future cash flows and the discount rate applied for the discounted
cash flow method. Accordingly, there are risks that such changes
could result in material adjustments to the measurements of fair
value of financial assets measured at unlisted fair value in the
future accounting periods. (Refer to Note 12 Securities and Other
Investments and Note 26 Financial Instruments Measured

at Fair Value)

Recoverable amount of financial assets that are measured

at amortized cost and have indications of impairment

The recoverable amounts of financial assets that are measured at
amortized cost and have indications of impairment are recognized
as the related estimated future cash flows of the financial assets
discounted at the initial effective interest rate to the present value.
Changes in uncertain future economic conditions may affect the
future cash flows related to the financial assets. Accordingly, there
are risks that such changes could result in material adjustments to
impairment losses related to financial assets measured at amortized
cost in the future accounting periods. (Refer to Note 12 Securities
and Other Investments)

Recoverable amounts of property, plant and equipment,
investment property, goodwill, intangible assets, and
investments in associates and joint ventures measured
through impairment tests

In impairment tests of property, plant and equipment, investment
property, goodwill, intangible assets, and investments in associates



and joint ventures, after identifying the related cash-generating
units, their recoverable amount is recognized as the higher of the fair
value less costs to sell or the value in use of the cash-generating
units. Changes in uncertain future economic conditions may affect
assumptions used to calculate the fair value less costs to sell or
expected future cash flows and assumed discount rates that will result
from the period of use and subsequent disposal of cash-generating
units, which underlie the calculation of value in use. Accordingly,
there are risks that such changes could result in material adjust-
ments to the impairment losses of property, plant and equipment,
investment property, goodwill, intangible assets, and investments
in associates and joint ventures in the future accounting periods.
(Refer to Note 8 Property, Plant and Equipment, Note 9 Investment
Property, Note 11 Goodwill and Intangible Assets, and Note 13
Associates and Joint Ventures)

Measurement of fair value of defined benefit plan liabilities
and assets in post-employment defined benefit plans

For post-employment defined benefit plans, the fair value of defined
benefit plan liabilities net of assets is recognized as liabilities or
assets. Defined benefit plan liabilities are calculated based on
the same types of assumptions used in the actuarial calculation,
which include estimates of the discount rate, the retirement rate,
the mortality rate, and the rate of compensation increase.
These assumptions are established by comprehensively judging a
variety of available information, including market trends such as
interest rate changes. Uncertain future economic conditions or
changes in social conditions may affect the assumptions used in
the actuarial calculation. Accordingly, there are risks that such
changes could result in material adjustments to the measurements
of the fair value of defined benefit plan liabilities and assets in the
future accounting periods. (Refer to Note 17 Retirement and
Severance Benefits)

Measurement of provisions

Provisions are measured based on the best estimate at the end
of the period of the expenditures expected to be required to settle
the future obligations. Estimates of expenditures expected to be
required to settle future obligations are calculated based on a com-
prehensive consideration of possible future outcomes. Changes in
uncertain future economic conditions may affect assumptions used
to calculate the provisions. Accordingly, there are risks that such
changes could result in material adjustments to measurements of
provisions in the future accounting periods. (Refer to Note 18
Provisions)

Estimates of income taxes

To calculate income taxes, estimates and judgments about a variety
of factors have to be made, including interpretation of tax regula-
tions and the experience of past tax audits. Therefore, the income
taxes that are estimated at the end of each period and the income
taxes actually paid may differ. Such an eventuality could materially
affect income taxes recognized from the next accounting
period onward.

Further, deferred tax assets are recognized to the extent that it is
probable that taxable income will be available against which deduct-
ible temporary differences can be used. However, judgments on the
recoverable amounts are made based on estimates of taxable
amounts for each future fiscal year, which are determined based on
the business plans of the Company and its subsidiaries. Changes in
uncertain future economic conditions may affect the estimates of
taxable amounts for future fiscal years. Accordingly, there are risks
that such changes could result in material adjustments to the recog-
nition of deferred tax assets in the future accounting periods. (Refer
to Note 19 Income Taxes)

Accounting policies which the judgment of application signifi-
cantly affects the amounts of assets, liabilities, income, and
expenses are mainly as follows:
= Scope of subsidiaries or associates and joint ventures (Refer to

Note 13 Associates and Joint Ventures and Note 33 Parent’s

Ownership Interest in Subsidiaries)

= Classification of financial assets measured at amortized cost,
FVTOCI financial assets, and FVTPL financial assets in financial
assets other than derivatives (Refer to Note 12 Securities and
Other Investments)

= Judgment about whether, in light of their economic nature,
transactions are lease transactions (Refer to Note 16 Leases)

= Evaluation of whether there are indications of impairment or
whether there are indications of reversals of impairment of
financial assets measured at amortized cost (Refer to Note 12
Securities and Other Investments)

= Discrimination of cash-generating units in conducting impairment
tests for property, plant and equipment, investment property,
goodwill, intangible assets, and investments in associates and
joint ventures (Refer to Note 8 Property, Plant and Equipment,

Note 9 Investment Property, Note 11 Goodwill and Intangible

Assets, and Note 13 Associates and Joint Ventures)

= Evaluation of whether there are indications of impairment of prop-
erty, plant and equipment, investment property, goodwill, intangible
assets, and investments in associates and joint ventures (Refer to

Note 8 Property, Plant and Equipment, Note 9 Investment Property,

Note 11 Goodwill and Intangible Assets, and Note 13 Associates

and Joint Ventures)

= Evaluation of whether there are indications of reversals of impairment
of property, plant and equipment, investment property, intangible
assets, and investments in associates and joint ventures (Refer to
Note 8 Property, Plant and Equipment, Note 9 Investment Property,
Note 11 Goodwill and Intangible Assets, and Note 13 Associates and
Joint Ventures)

= Recognition of provisions (Refer to Note 18 Provisions)

= Judgment about the timing of revenue recognition and whether to
present revenue as gross basis or net basis (Refer to Note 4
Segment Information and Note 13 Associates and Joint Ventures)
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4. Segment Information

(1) Operating Segments

The Company and its subsidiaries conduct trading, finance, and
logistics involving a wide variety of products, as well as project plan-
ning and coordination. The Company and its subsidiaries also have
cultivated a diverse range of functions and expertise through invest-
ments in resource development and other projects.

By leveraging these comprehensive capabilities and via global
networks spanning six Division Companies, the Company and its
subsidiaries operate in a wide range of industries. The Consumer-
Related Sector covers textiles, food and ICT, general products &
realty; the Basic Industry-Related Sector includes machinery,
chemicals, petroleum products and steel products; and the Natural
Resource-Related Sector includes metal and energy resources.

The Company implements diverse business activities across a
broad span of industries. To engage in these diverse business
activities, the Company has established a system of six Division
Companies organized in line with their respective industries, princi-
pal products, and services—Textile, Machinery, Metals & Minerals,
Energy & Chemicals, Food, and ICT, General Products & Realty.
Under this system, each Division Company has responsibility for
business execution in its business field. These Division Companies
are the segment units for which the Company’s managers determine
management strategies and the allocation of management
resources. Results are managed at the Division Company level in
accordance with a number of indicators, such as Net profit attribut-
able to ITOCHU.

In consideration of the above, segment information is presented
below, with these six Division Companies comprising the reportable
segments.

The types of products and services that are the sources of reve-
nue for each reportable segment are as follows:

Textile

The Textile segment is engaged in the production and sales of
all stages of the textile business from raw materials, threads,
textiles to the final products for garments, home furnishings, and
industrial materials, on a worldwide scale. In addition, the segment
promotes overseas brand businesses and retail operations related
to Internet shopping.
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Machinery

The Machinery segment is engaged in business activities for proj-
ects and related services and production of equipment for plants,
bridges, railways, and other infrastructures; IPP and water resources
and environment-related equipment; trading of ships, aircraft, auto-
mobiles, construction machinery, industrial machinery, machine tools,
environmental equipment, electronic devices, and related equipment;
and environmental business activities such as renewable and alter-
native energy businesses. In addition, the segment engages in
medical device transactions in medical-related business areas.

Metals & Minerals

The Metals & Minerals segment is engaged in metal and mineral
resource development, processing of steel products, solar power
generation / solar thermal power generation business, environmen-
tal business including trading in greenhouse gas emissions, and
trading in iron ore, coal, pig iron and ferrous raw materials, non-fer-
rous and light metal, steel products, nuclear fuels, and solar power
generation / solar thermal power generation in Japan and overseas.

Energy & Chemicals

The Energy & Chemicals segment is engaged in trading of energy-
related products such as oil, petroleum products, LPG, LNG, natural
gas, and electric power, as well as related projects, the exploration,
development, and production of petroleum and gas-related projects,
and the business and trading in organic chemicals, inorganic
chemicals, pharmaceutical products, plastics, fine chemicals,
and electronic materials.

Food

The Food segment pursues efficiency-oriented operations from
production and distribution to retail in all areas of food from raw
materials to finished products both in Japan and overseas.

ICT, General Products & Realty

The ICT, General Products & Realty segment is engaged in the gen-
eral products sector such as building products & materials business,
pulp and paper business, natural rubber business and tire business;
in the ICT sector such as IT solutions, internet-related service, and
distribution of mobile phone devices and after-sales service; in the
construction and distribution sector such as development, sales,
lease, and operation of real estate and logistics business; in the
finance and insurance sector such as various financial service and
insurance business.

Effective from April 1, 2016, the Company changed its organiza-
tional structure from six Division Companies to seven Division
Companies. As a result, [ICT, General Products & Realty Company]
became [General Products & Realty Company] and [ICT & Financial
Business Company].



The Company's segment information were as follows. Intersegment transactions are priced with reference to prices applicable to transactions

with unaffiliated parties. There were no significant transactions that generate revenue with any single external customer for the years ended

March 31, 2016 and 2015.

Millions of Yen

ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total

Revenues from external customers........ ¥582,343 ¥403,309 ¥220,052 ¥1,487,032 ¥1,084,000 ¥1,235,373 ¥ 71,427 ¥5,083,536
Intersegment revenues ............cccccoce..... 482 1 — 851 321 18,448 (20,103) —
Total revenues ........ccccooeeiiiiiiiiiiiinn, 582,825 403,310 220,052 1,487,883 1,084,321 1,253,821 51,324 5,083,536
Gross trading profit.............ccoool 137,463 117,280 32,485 185,051 262,214 325,643 9,575 1,069,711
Equity in earnings (losses)

of associates and joint ventures ........... 9,530 21,626 18,347 (329) 17,280 40,713 40,543 147,710
Net profit attributable to ITOCHU........... 14,499 48,371 (16,652) 55,450 25,484 74,022 39,202 240,376
Reportable segment assets ................. ¥524,452 ¥978,067 ¥876,386 ¥1,077,095 ¥1,723,074 ¥1,495,609 ¥1,361,712 ¥8,036,395

Millions of Yen
2015
ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total

Revenues from external customers........ ¥b567,883 ¥ 411225 ¥ 253490 ¥1,889,790 ¥1,059266 ¥1,343811 ¥ 65970 ¥5591,435
Intersegment revenues ..........c.cccoceeeee. 30 77 — 956 272 19,863 (21,198) —
Total revenues ........cccccooeeiiiiiiiiiii, 567,913 411,302 253,490 1,890,746 1,059,538 1,363,674 44772 5591,435
Gross trading profit ... 140,688 116,961 66,999 176,761 246,069 325,126 16,460 1,089,064
Equity in earnings (losses)

of associates and joint ventures ........... 11,653 20,124 (46,831) (39,597) 26,967 34,818 2,982 10,116
Net profit attributable to [TOCHU .......... 32,013 54,608 11,206 2,350 114,431 78,975 6,986 300,569
Reportable segment assets ¥555,842 ¥1,083,637 ¥1,261,7564 ¥1329507 ¥1772,166 ¥1,622347 ¥935,448 ¥8560,701

Millions of U.S. Dollars

ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Revenues from external customers........ $5,168 $3,579 $1,953 $13,197 $ 9,620 $10,964 $ 634 $45,115
Intersegment revenues ..........c.cccoeeeee 5 0 - 8 3 163 (179) —
Total revenues ........cccceeeiiiiiiiiiicn. 5,173 3,579 1,953 13,205 9,623 11,127 455 45,115
Gross trading profit 1,220 1,041 288 1,642 2,327 2,890 85 9,493
Equity in earnings (losses)
of associates and joint ventures ........... 85 192 163 3) 153 361 360 1,311
Net profit attributable to ITOCHU .......... 129 429 (148) 492 226 657 348 2,133
Reportable segment assets .................. $4,654 $8,680 $7,778  $ 9559  $15292  $13273  $12,085  $71,321
Note: Others, Adjustments & Eliminations includes gains and losses which cannot be allocated to each operating segment and internal eliminations between operating segments.
(2) Information about Geographical Areas
The breakdown of consolidated revenues by geographical area were as follows:
Millions of
Millions of Yen U.S. Dollars
2016 2016
JAPAN ¥3,295,824 ¥3,651,589 $29,250
UNITEA STALES ..o 755,758 871,745 6,707
SINGAPOTE - . 344,870 402,675 3,061
United KINGOM ..o 222,138 295,379 1,971
AAUSTTAIA ... . 147,831 193,809 1,312
OBNEIS e 317,115 346,238 2,814
CONSONIAAEA TOTAI ...ttt e e e e ¥5,083,536 ¥5,691,435 $45,115
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The breakdown of the carrying amounts of the Company’s non-current assets (excluding financial instruments, deferred tax assets, post-

employment benefit assets, and rights arising from insurance contracts) by geographical area were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

¥ 591,544 ¥ 611,276 $ 5,250

AUSTIAIIEL et . 192,890 261,513 1,712
United KINGOM ..o 146,450 216,234 1,300
SINGAPOTE ... . 126,343 164,885 1,121
UNIEEA STALES ..o 70,567 80,198 626
102,030 110,861 905

¥1,229,824 ¥1,444,967 $10,914

Notes: 1. Information about geographical areas above are grouped taking into consideration the actual conditions of transactions and placement of management resources of each

business in the Company and its subsidiaries.
2. The information about products and services by segment is not available.

5. Business Combinations

There were no major business combinations for the year ended
March 31, 2016.

Major business combination for the year ended March 31, 20156
was as follow:

(Acquisition of EDWIN CO., LTD.)

On June 30, 2014 (the acquisition date), through a capital increase
by third-party allotment, the Company acquired shares of EDWIN
CO,, LTD,, which is Japan’s largest manufacturer and distributor of
jeans. As a result, the Company holds 98.5% of the voting right of
EDWIN, which became a subsidiary of the Company. In regard to the
capital increase by third-party allotment, the Company’s payment of
¥9,850 million was made entirely in cash. In addition, in regard to
the loan made on the same day, the payment of ¥32,400 million
was made entirely in cash.

Going forward, the Company will continue to refortify the Group’s
principal jeans business while respecting the traditions and identity
of the EDWIN Group, as well as strengthen internal control and
other aspects of the business management structure. Moreover,
taking maximum advantage of the Company’s wealth of experience
and global networks in all areas of the textile industry, from materials
to apparel and brands, the Company will expand the product line-up
to items other than jeans. Also, the Company will pursue to further
strengthen the relationship with the existing customers of the
EDWIN Group and will proactively challenge to develop new mar-
kets, including overseas markets, with a view to further enhancing
the corporate value of the EDWIN Group and expanding its business.

The following table summarizes the fair values of consideration paid, non-controlling interests, assets acquired, and liabilities assumed at the

acquisition date.

Millions of Yen

Fair value of consideration paid (Notes 1 and 2) .........ccouiiiiiiiiiiiiii e ¥ 9,850
Fair value of non-controlling interests ..o 1,107
L0322 R PSSR UPRP . 10,957
Fair value of assets acquired and liabilities assumed
Current assets 38,986
Property, plant and equipment ... 6,702
INANGIDIE ASSEES ... e 16,491
Other NON=CUMENT ASSEES ...ttt . 9,550
CUITENT HADITHES -ttt ettt ettt et ettt et e et e e ettt e et e e et eeeneeeeeae s (42,249)
Non-current liabilities . (15,869)
NET ASSEES 1o 13,618

Notes: 1. All consideration was paid in cash.
2. No contingent consideration was recognized.
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As shown above, the fair values of assets acquired and liabilities
assumed exceeded the net of fair values of consideration paid
and non-controlling interests by ¥2,661 million. This reflects the
examination of the fair values of the assets acquired and liabilities
assumed making full use of the information available. The Company
recognized this difference as a gain from a bargain purchase
and recognized the entire amount in Gains on investments in the
Consolidated Statement of Comprehensive Income for the year

(Results of operations from the acquisition date)

ended March 31, 2015. In regard to this gain, the Company recog-
nized an income tax expense of ¥831 million as tax effect.

The fair values of assets acquired, liabilities assumed, and non-
controlling interest were determined based on the analysis of finan-
cial status and asset conditions conducted through due diligence
by a third party and a corporate valuation conducted using the
discounted cash flow method by a financial advisor.

The following table indicates operating performance included in the Consolidated Statement of Comprehensive Income for the year ended

March 31, 2015, of EDWIN CO,, LTD,, from the acquisition date:

Millions of Yen

Total reVeNUES ..o
Net Profit ...
Net profit attributable to ITOCHU ...........ccooiiiiii

¥34,368

........................................................ 2,206
...................................................... 2,164

6. Trade and Other Receivables

The breakdown of trade receivables as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

¥ 162,793 ¥ 170,082 $ 1,445

1,516,634 1,742,861 13,460

169,707 197,194 1,506
(5,593) (8,837) (50)

¥1,843,541 ¥2,101,300 $16,361

The breakdown of other current receivables as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Short-1erm 108N FECEIVADIES ......oei i ¥ 75,777 ¥ 81,073 $ 673
Other accounts reCeIVabIES .........coooiii i 33,034 27,142 293
Allowance for doubtful accounts (current) (11,098) (3,040) (98)
OBNEES oot 32,056 27,320 284
TORAL oo et ¥129,769 ¥132,495 $1,152

The breakdown of non-current receivables as of March 31, 2016 and 2015 were as follows:
Millions of

Millions of Yen U.S. Dollars

2016 2015 2016

Long-term loan receivables ... ¥632,977 ¥116,973 $5,617
OFNEIS e 15,329 22217 136
Allowance for doubtful accounts (NON CUITENT) ......ooiiviie i (13,982) (17,793) (124)

T U — ¥634,324 ¥121,397 $5,629
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7. Inventories

The breakdown of Inventories as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
2016 2016

MEICRANTISE ... . ¥451,737 ¥510,622 $4,009
Finished goods ... 80,998 81,474 719
Real estate fOr SAlE . ....uee e 107,210 97,313 951
Raw materials and SUPPHIES ... ...oeoviiiiiiiie i 45,406 55,984 403
WOTK TN PrOGIESS ... 31,773 35,167 282
TORaL e ¥717,124 ¥780,650 $6,364

The write-downs of inventories to net realizable value were ¥6,639 million (US$59 million) and ¥5,339 million as of March 31, 2016 and
2015, respectively. The write-down is included in Cost of sale of goods in the Consolidated Statement of Comprehensive Income.

8. Property, Plant and Equipment

The cost, accumulated depreciation and accumulated impairment losses, and carrying amount of property, plant and equipment, for the years

ended March 31, 2016 and 2015 were as follows:

Millions of Yen

Fixtures,
Buildings Machinery fittings,
and and and office Construction
Land structures vehicles equipment  Mineral rights  in progress Others Total
Balance as of March 31, 2016
COSt i ¥112,340 ¥408,348 ¥597,340 ¥102,139 ¥ 79,856 ¥21,335 ¥14,064 ¥1,335,422
Accumulated depreciation and
accumulated impairment losses ........ (8,141) (199,285) (309,740) (65,783)  (43,402) (100) (7,406) (633,857)
Carrying amount ..o, 104,199 209,063 287,600 36,356 36,454 21,235 6,658 701,565
Millions of Yen
Fixtures,
Buildings Machinery fittings,
and and and office Construction
Land structures vehicles equipment  Mineral rights  in progress Others Total
Balance as of March 31, 2015
COSt i ¥115,381 ¥ 417578 ¥664,029 ¥104579 ¥ 92,625 ¥46,946 ¥11,400 ¥1,452,538
Accumulated depreciation and
accumulated impairment losses........ (7,818) (200,421) (337,853) (69,672) (38,629) (5,774) (5,809) (665,976)
Carrying amount ........cccccoeviiiinnn. 107,563 217,167 326,176 34,907 53,996 41172 5,591 786,562
Millions of U.S. Dollars
Fixtures,
Buildings Machinery fittings,
and and and office Construction
Land structures vehicles equipment  Mineral rights  in progress Others Total
Balance as of March 31, 2016
COSE it $997 $ 3,624 $ 5,301 $ 906 $ 709 $189 $125 $11,851
Accumulated depreciation and
accumulated impairment losses ........ (72) (1,769) (2,749) (583) (385) 1) (66) (5,625)
Carrying amount .........cccocoooiiiiinn. 925 1,855 2,552 323 324 188 59 6,226

48 ITOCHU CORPORATION FINANCIAL SECTION 2016



The changes in the carrying amount of property, plant and equipment, for the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen

Fixtures,
Buildings Machinery fittings,
and and and office Construction
Land structures vehicles equipment  Mineral rights  in progress Others Total
Balance as of April 1,2015................... ¥107,663 ¥217,167 ¥326,176 ¥ 34907 ¥ 53996 ¥41,172 ¥ 5,591 ¥786,5662
Acquisitions through business
combinations ........oeeeeeiiiiiiiinieeen, 1,253 3,540 8,174 345 - 54 35 13,401
Individual acquisitions ....................... 489 18,508 20,630 12,699 1,855 32,760 3,999 90,940
Disposals and decrease
through divestitures .............c......... (4,970) (8,745) (5,549) (1,922) — (187) (1,260) (22,633)
Depreciation = (16,476) (46,055) (11,863) (2,529) = (3,901) (80,824)
Impairment losses recognized
in profitorloss..........cccccccciiiins (809) (6,818) (35,586) (224) (13,987) (838) (893) (59,155)
Effect of foreign currency
exchange differences .................... . (43) (4,107) (10,479) (457) (2,881) (1,665) (369) (20,001)
Others ..o 716 6,004 30,289 2,871 = (50,061) 3,456 (6,725)
Balance as of March 31,2016 ............... ¥104,199 ¥209,063 ¥287,600 ¥ 36,356 ¥ 36,454 ¥ 21,235 ¥ 6,658 ¥701,565
Millions of Yen
Fixtures,
Buildings Machinery fittings,
and and and office Construction
Land structures vehicles equipment  Mineral rights  in progress Others Total
Balance as of April 1,2014 ................... ¥102,804 ¥209,671 ¥293987 ¥ 30,859 ¥54890 ¥ 50,690 ¥ 4,763 ¥747,664
Acquisitions through business
combinations ........ccccooeiiiiiiiiii 9,965 23,434 9,104 2,892 — 71 62 45528
Individual acquisitions ....................... 2,022 11,462 14,853 12,439 1,484 61,384 2,026 105,670
Disposals and decrease
through divestitures .............c......... (4,034) (3,982) (4,419) (988) — (1,814) 1) (15,328)
Depreciation .........ccccoeviiiiiiiiiiiais - (16,848) (41,702)  (10,910) (1,805) - (1,475) (72,740)
Impairment losses recognized
in profitorloss..........ccccociiiins (313) (4,498) (1,709) (167) (1,126) - - (7813)
Effect of foreign currency
exchange differences .................... . 475 2,690 2,183 256 553 168 (178) 6,147
Others ..o (3,356) (4,772) 53,879 526 — (69,327) 484 (22,566)
Balance as of March 31,2015 ............... ¥107,663 ¥217,167 ¥326,176 ¥ 34907 ¥563996 ¥ 41,172 ¥ 5,591 ¥786,5662
Millions of U.S. Dollars
Fixtures,
Buildings Machinery fittings,
and and and office Construction
Land structures vehicles equipment  Mineral rights  in progress Others Total
Balance as of April 1,2015................... $955 $1,927 $2,895 $310 $ 480 $ 365 $ 49 $6,981
Acquisitions through business
combinations .........cccccceL 11 32 73 3 — 0 0 119
Individual acquisitions ....................... 4 164 183 113 16 291 36 807
Disposals and decrease
through divestitures ............cccooee.. (44) (78) (48) 17) - 2) 12) (201)
Depreciation ..........ccccoeeviiiiiiennens — (146) (409) (105) (22) — (35) (717)
Impairment losses recognized
in profit or loss .......cccooviviiiiicn. @ (61) (317) 2 (124) @ @ (525)
Effect of foreign currency
exchange differences .. e 0 (36) (94) 4) (26) (15) 3) (178)
Others ..o 6 53 269 25 = (444) 31 (60)
Balance as of March 31,2016 ............... $925 $1,855 $2,552 $ 323 $ 324 $ 188 $ 59 $6,226
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Depreciation of property, plant and equipment, is recognized in
Cost of sale of goods, Cost of rendering of services and royalties,
and Selling, general and administrative expenses in the Consolidated
Statement of Comprehensive Income.

The amount of the impairment losses during the year ended
March 31, 2016 was ¥59,155 million (US$525 million).

In the Australian coal-related business in the Metals & Minerals
segment, having reviewed the long-term forecast for coal prices in
line with stagnant coal market conditions, the Company recognized
an impairment loss of ¥28,920 million (US$257 million) mainly on
machinery and vehicles, and mineral rights. Moreover, as a result of
concluding the sales agreement of certain interests in coal-related
assets to avoid the risk of further loss due to continuous holding of
these interests, an impairment loss of ¥21,594 million (US$192 mil-
lion) was recognized as a potential loss upon the sale.

The impairment losses were recognized in Losses on property,
plant, equipment and intangible assets in the Consolidated
Statement of Comprehensive Income.

9. Investment Property

The amount of the impairment losses during the year ended
March 31, 2015 was ¥7,813 million.

In the Chinese company in the Metals & Minerals segment, due to
the deterioration in profitability from the change in business environ-
ment, the Company recognized an impairment loss in ¥4,366 million
mainly on buildings and structures, and machinery and vehicles.

The recoverable amounts used in impairment tests for property,
plant and equipment are calculated based on value in use or fair
value less costs to sell with the support of an independent expert.
Value in use is calculated by discounting the estimated amount of
future cash flows based on the business plans approved by the
Board of Directors. In principle, business plans are limited to five
years and are formulated in a manner that reflects past experience
and are consistent with external information. The growth rate is
determined with reference to the long-term average growth rate of
the markets or countries to which the cash-generating unit belongs.
The discount rate is determined with reference to such factors as
the weighted average cost of capital for each cash generating unit
(approximately 8—12%).

The cost, accumulated depreciation and accumulated impairment losses, and carrying amount of investment property for the years ended March

31,2016 and 2015 were as follows:

Millions of Yen

Investment property

Balance as of March 31, 2016

Accumulated depreciation and accumulated impairment losses ..............

Carrying amouUNt .....c..oiii i

¥ 58,990
(29,858)

................................................................................. 29,132

Millions of Yen

Investment property

Balance as of March 31, 2015

[0 ) TSP USSP ¥ 63,378

Accumulated depreciation and accumulated impairment [0SSES ..........oooviiiiiiiiii (30,479)

CaTYING BMOUNT ..ottt e e 32,899
Millions of
U.S. Dollars

Investment property

Balance as of March 31, 2016

Accumulated depreciation and accumulated impairment losses ..

Carmying amouUNt ......uiiiii i

.................................................................................. $ 524

(265)

.................................................................................. 259
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The changes in the carrying amount of investment property for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Beginning Of the YEaT ......cuiiiieii et ¥32,899 ¥929,186 $292
Acquisitions through business combinations .................ccooiiiii = 2,483 =
Individual @CqUISTHIONS ..o 452 207 4
Disposals and decrease through divestitures .. (1,031) (3,788) )
DEPreCIation ..o (1,007) (1,187) 9)
Impairment losses recognized in profit or 10SS ...........ccoiiiiiiiiiii i (469) (445) 4)
Effect of foreign currency exchange differences ..........cocoooiiiiiiiiiiiiii (197) 262 2)
Transfers to and from property, plant and equipment .. (408) 6,359 )
OIS et . (1,107) (178) 9)

BN Of the YA ... ¥29,132 ¥392,899 $259
Fair values of investment property for the years ended March 31, 2016 and 2015 were as follows:

Millions of

Millions of Yen U.S. Dollars

2016 2015 2016

FAIr VAIUE ..o

¥32,596 ¥35,888 $289

Fair values of investment property are mainly measured by
the discounted cash flow method, conducted by independent real
estate appraisers, and are classified as Level 3 under IFRS 13 Fair
Value Measurement.

Rental income from investment property for the years ended
March 31, 2016 and 2015 were ¥6,929 million (US$61 million) and

10. Pledged Assets

¥6,627 million, respectively, and were reported in Revenues in the
Consolidated Statement of Comprehensive Income. Expenses
directly attributable to generating rental income for the years ended
March 31, 2016 and 2015 were ¥3,349 million (US$30 million) and
¥2,825 million, respectively, and were included mainly in Cost.

The following assets were pledged as collateral as of March 31, 2016 and 2015:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Cash and cash equivalents, and Time deposits ...........c.cccooiiiiiii ¥ 1,504 ¥ 172 $ 13
Trade receivables and OthErs .........cooiiiiiiiiii e 4,633 6,422 4
IVENTOTIES .o e 17,972 3,833 160
Investments and Non-current receivables 6,687 23,205 59
Property, plant and equipment, and others 18,874 7,957 168
TORAL e ¥49,670 ¥41,689 $441
Collateral was pledged to secure the following obligations as of March 31, 2016 and 2015:
Millions of
Millions of Yen U.S. Dollars
2016 2016
Short-term borrowings (NOTE) ........euiiiiiiiii ittt ¥ 6,264 ¥ 3814 $ 56
Trade payables and others ... 3,075 3,770 27
LoNg-term bOrrOWINGS .....covveiii i 13,655 3,639 121
TORAL e ¥22,994 ¥11,123 $204

Note: Short-term borrowings as of March 31, 2016 and 2015 included the current portion of Long-term borrowings of ¥5,707 million (US$51 million) and ¥554 million, respectively.
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In addition, merchandise imported and / or sales proceeds result-
ing from the sales of such merchandise are pledged as collateral to
banks through trust receipts issued under acceptances of import
bills included in Trade payables. However, it is not practicable to
determine the total amount of assets covered by outstanding trust
receipts due to the large volume of import transactions. The
Company has borrowings under certain provisions of loan agree-
ments with lenders which customarily specify that collateral and /

11. Goodwill and Intangible Assets

or a guarantor are to be provided upon the request of the lenders,
and the lenders may treat any collateral, whether pledged for spe-
cific loans or otherwise, as collateral for present and future debt.
With respect to most bank borrowings, banks have rights to offset
deposits against any matured debt (including debt arising out of
contingent obligations) or debt which has become due before
maturity by default.

(1) Goodwill

The cost, accumulated impairment losses, and carrying amount of goodwill for the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen

ICT, General Others,

Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Balance as of March 31, 2016
COSt i ¥ 21,173 ¥12,921 ¥942 ¥ 55,461 ¥115,189 ¥ 1,716 ¥207,402
Accumulated impairment losses.......... (12,174) (6,872) (88) (15,169) (27,327) (1,716) (63,346)
Carrying amount ........ccccooviiiiinn. 8,999 6,049 854 40,292 87,862 = 144,056
Millions of Yen
ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Balance as of March 31, 2015
. ¥21,195 ¥13,705 ¥927 ¥55908  ¥124,250 ¥ 1,830 ¥217815
Accumulated impairment losses ......... (10,451) (7,235) (94) — — (1,830) (19,610)
Carrying amount ........cccccoooiiiiiinn. 10,744 6,470 833 55,908 124,250 — 198,205
Millions of U.S. Dollars
ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Balance as of March 31, 2016
COSt i $ 188 $115 $8 $ 493 $1,022 $15 $1,841
Accumulated impairment losses .. (108) (61) 1) (135) (242) (15) (562)
Carrying amount ..., 80 54 7 358 780 = 1,279
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The changes in the carrying amount of goodwill for the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen

ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Balance as of April 1,2015.................. ¥10,744 ¥6,470 ¥— ¥833 ¥ 55908 ¥124250 ¥— ¥198,205
Acquisitions through
business combinations ....................... — — — 81 2,462 — — 2,543
Decrease through divestitures ............... — — — - — = = —
Impairment losses recognized
in profit or 0SS ....cveveeiieieiiiiice (1,745) — — — (16,242) (30,902) — (48,889)
Effect of foreign currency
exchange differences, and others . — (421) - (60) (1,836) (5,486) — (7,803)
Balance as of March 31,2016 ............... ¥ 8,999 ¥6,049 ¥— ¥854 ¥ 40,292 ¥ 87,862 ¥— ¥144,056
Millions of Yen
ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Balance as of April 1,2014 ................... ¥10,744 ¥5,648 ¥— ¥570 ¥485b64 ¥129518 ¥— ¥194,934
Acquisitions through
business combinations — — — 158 1,726 — — 1,884
Decrease through divestitures ............... - - — — — - - —
Impairment losses recognized
in profitorloss ... - - - - - - - -
Effect of foreign currency
exchange differences, and others......... — 922 — 105 5,628 (5,268) — 1,387
Balance as of March 31,2015 ............... ¥10,744 ¥6,470 ¥— ¥833 ¥55908  ¥124,250 ¥— ¥198,205
Millions of U.S. Dollars
ICT, General Others,
Metals & Energy & Products &  Adjustments &
Textile Machinery Minerals Chemicals Food Realty Eliminations Total
Balance as of April 1,2015.................. $ 95 $57 $— $7 $ 496 $1,103 $— $1,758
Acquisitions through
business combinations ....................... = = = 1 22 = = 23
Decrease through divestitures = = = = = = = =
Impairment losses recognized
in Profit Or 0SS ...eoveveieieiciiieieee (15) — — — (144) (274) — (433)
Effect of foreign currency
exchange differences, and others......... - (€)) - ™) (16) (49) - (69)
Balance as of March 31,2016 ............... $ 80 $54 $— $7 $ 358 $ 780 $— $1,279

The goodwill balance as of March 31, 2016 and 2015 included
goodwill resulting from the acquisition of the Kwik-Fit Group in the
ICT, General Products & Realty segment and the Dole business in
the Food segment.

The gooduwill balance resulting from the acquisition of the Kwik-Fit
Group as of March 31, 2016 and 2015 were ¥42,971 million
(US$381 million) and ¥78,944 million, respectively.

The goodwill balance resulting from the acquisition of the Dole
business as of March 31, 2016 and 2015 were ¥16,983 million
(US$ 151 million) and ¥34,984 million, respectively.

The decrease in the goodwill balance is mainly due to impairment.

As a result of impairment tests for goodwill, impairment losses
amounting to ¥48,889 million (US$434 million) were recognized
during the year ended March 31, 2016.

Regarding the goodwill balance resulting from the acquisition of
the Kwik-Fit Group, due to the delay in the recovery of demand in
the UK. passenger car tires market, the earnings for the Kwik-Fit
Group anticipated at the time of the acquisition have not yet been
secured. Accordingly, the Company revised its demand forecast over
the medium term, and recognized an impairment loss of ¥30,902
million (US$274 million).
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Regarding the goodwill balance resulting from the acquisition of
the Dole business, in the Asian fresh food-related business, the
Company revised the business plans for Dole considering potential
weather risk, etc, in light of lower-than-expected results due to a
decline in the production volume of fresh food due to the impact of
unseasonable weather and other factors. Consequently, an impair-
ment loss of ¥15,072 million (US$ 134 million) has been recognized.

Impairment losses were not recognized during the year ended
March 31, 2015.

The impairment losses were recognized in Losses on property,
plant, equipment and intangible assets in the Consolidated
Statement of Comprehensive Income.

(2) Intangible Assets

The recoverable amounts used in impairment tests for goodwill
are based on value in use calculated with the support by indepen-
dent appraisers. Value in use is calculated by discounting the esti-
mated amount of future cash flows based on the business plans
approved by the Board of Directors. In principle, business plans are
limited to five years and are formulated in a manner that reflects
past experience and are consistent with external information.
The growth rate is determined with reference to the long-term
average growth rate of the markets or countries to which the cash-
generating unit belongs. The discount rate is determined with
reference to such factors as the weighted average cost of capital
for each cash generating unit (approximately 5—13%).

The cost, accumulated amortization and accumulated impairment losses, and carrying amount of intangible assets for the years ended March

31,2016 and 2015 were as follows:

Millions of Yen

Trademarks Software Others Total
Balance as of March 31, 2016
08T ettt ¥166,887 ¥ 99,279 ¥126,539 ¥ 392,705
Accumulated amortization and accumulated impairment losses . (17,219) (63,429) (50,251) (130,899)
Carmying amoUNt .......oiiiii i 149,668 35,850 76,288 261,806
Millions of Yen
Trademarks Software Others Total
Balance as of March 31, 2015
08T ettt ¥173,935 ¥100,169 ¥117,562 ¥ 391,666
Accumulated amortization and accumulated impairment losses ............... 6,712) (62,414) (31,804) (100,930)
Carrying amount 167,223 37,755 85,768 290,736
Millions of U.S. Dollars
Trademarks Software Others Total
Balance as of March 31, 2016
Lo TS su e —— $1,481 $ 881 $1,123 $ 3,485
Accumulated amortization and accumulated impairment losses ............... (153) (563) (446) (1,162)
Carrying amount ... 1,328 318 677 2,323

54 ITOCHU CORPORATION FINANCIAL SECTION 2016



The changes in the carrying amount of intangible assets for the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen

Trademarks Software Others Total
Balance as of April 1,2015 ¥167,223 ¥ 37,755 ¥ 85,758 ¥290,736
Acquisitions through business combinations 81 156 6,630 6,867
Individual acqUISTHIONS ......coovviiii 2,844 12,151 4,565 19,560
DISPOSAS ...t (1,769) (882) (174) (2,825)
Decrease through divestitures .............ccoooiiiiiiiiiiie — (52) 3 (55)
AMOTtIZAtION EXPENSES ......vviiiiiiiiieic e (2,409) (13,197) (9,579) (25,185)
Impairment losses recognized in profit or 0SS ........c..ccooooiiiiiiiiiiiiie (7,523) (68) (10,646) (18,237)
Effect of foreign currency exchange differences, and others ...................... (8,779) (13) (263) (9,055)
R AT oL s — ¥149,668 ¥ 35,850 ¥ 76,288 ¥261,806

Millions of Yen

Trademarks Software Others Total
Balance as of April 1,2014 ... ¥140,413 ¥ 35,891 ¥69,008 ¥245312
Acquisitions through business combinations ................cccccooos 23,160 96 14,203 37,459
Individual acqUISTHIONS .......couiiiiiii 3565 13,675 3,330 17,260
DISPOSAIS .. (28) (228) (192) (448)
Decrease through divestitures ... — (20) (7) @Q7)
Amortization expenses (2,007) (12,183) (7,365) (21,655)
Impairment losses recognized in profit or 10Ss .........ccccooeviiiiiiiiiiiie. — (585) (357) (942)
Effect of foreign currency exchange differences, and others...................... 5,330 1,209 7,138 13,677
Balance as of March 31,2015 ....ccooiiiiiiiiiiiiiii e ¥167,223 ¥ 37,755 ¥85,758 ¥290,736

Millions of U.S. Dollars

Trademarks Software Others Total
Balance as of April 1, 2015 ...c.ooiiiiiiiieiiee e $1,484 $ 335 $761 $2,680
Acquisitions through business combinations ..............c.ccocooii 1 1 59 61
Individual acqUISTHIONS ......ocvviiiicc 25 108 40 173
Disposals ........cccoeu... (16) (8) 2) (26)
Decrease through divestitures ..o — ) (0) (0)
AmOrtization EXPENSES ........viiiiiiiiiiii i (21) (117) (85) (223)
Impairment losses recognized in profit or 0SS ........c..ccoooviiiiiiiiiiiie (67) 1) (94) (162)
Effect of foreign currency exchange differences, and others ...................... (78) ) 2) (80)
Balance as of March 31,2016 .....coooiimiiieeeee e $1,328 $ 318 $677 $2,323

Amortization expenses for intangible assets are recognized in
Cost of sale of goods, Cost of rendering of services and royalties
and Selling, general and administrative expenses in the
Consolidated Statement of Comprehensive Income.

The amount of impairment losses during the year ended March
31, 2016 was ¥18,237 million (US$162 million). Regarding trade-
marks and customer relationships in the domestic apparel business
of the Textile segment, performance continued to fall below planned
levels as a result of stagnant domestic apparel market conditions.
The Company revised the business plans considering structural
reforms including revised shop and sales strategies. Consequently,
an impairment loss of ¥9,088 million (US$81 million) has been rec-
ognized. Regarding customer relationships in Dole International

Holdings Co,, Ltd. of the Food segment, in Asian fresh food-related
business, the Company revised the business plans for Dole consid-
ering potential weather risk, etc, in light of lower-than-expected
results due to a decline in the production volume of fresh food due
to the impact of unseasonable weather and other factors.
Consequently, an impairment loss of ¥2,954 million (US$26 million)
has been recognized.

The amount of impairment losses during the year ended March
31,2015 was ¥942 million.

The impairment losses were recognized in Losses on property,
plant, equipment and intangible assets in the Consolidated
Statement of Comprehensive Income.
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The carrying amount of “Others” for the year ended March 31,
2016, included ¥11,973 million (US$106 million) of customer rela-
tionships and technology related intangible assets in Toyo Advanced
Technologies Co., Ltd, ¥11,783 million (US$105 million) of sales
network in CONEXIO Corporation and ¥10,128 million (US$90 mil-
lion) of customer relationships in Dole International Holdings Co,, Ltd.

The carrying amount of “Others” for the year ended March 31,
2015, included ¥14,907 million of customer relationships in Dole
International Holdings Co., Ltd., ¥13,531 million of customer rela-
tionships and technology related intangible assets in Toyo Advanced
Technologies Co., Ltd. and ¥12,636 million of sales network in
CONEXIO Corporation.

The carrying amount of intangible assets with indefinite useful
lives for the years ended March 31, 2016 and 2015 were ¥106,727
million (US$947 million) and ¥116,462 million, respectively. The bal-
ance of intangible assets with indefinite useful lives for the year
ended March 31, 2016, included ¥58,361 million (US$518 million)
of trademarks of Dole and ¥45,075 million (US$400 million) of
trademarks of Kwik-Fit. The balance of intangible assets with indefi-
nite useful lives for the year ended March 31, 2015, included

12. Securities and Other Investments

¥62,240 million of trademarks of Dole and ¥50,821 million of
trademarks of Kwik-Fit. The decrease in the balance of trademarks
of Dole and Kwik-Fit are mainly due to the foreign currency
exchange differences. These trademarks were acquired through
business combinations and will basically continue to exist as long
as the businesses that use them continue to operate. Accordingly,
the Company considers them to have indefinite useful lives.

The recoverable amounts used in impairment tests for intangible
assets are based on value in use calculated with the support by
independent appraisers. Value in use is calculated by discounting
the estimated amount of future cash flows based on the business
plans approved by the Board of Directors. In principle, business
plans are limited to five years and are formulated in a manner that
reflects past experience and are consistent with external informa-
tion. The growth rate is determined with reference to the long-term
average growth rate of the markets or countries to which the
cash-generating unit belongs. The discount rate is determined with
reference to such factors as the weighted average cost of capital
for each cash generating unit (approximately 5-21%).

Securities included in Other current financial assets, and Other investments in the Consolidated Statement of Financial Position were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Securities:
FVTPL fINANCIAI BSSEES vttt e ¥ 6,410 ¥ — $ 57
FVTOCT fINANCIAI BSSEES ...ttt - - -
AMOTHZEA COST .. 22 52 0
TOTA ettt . ¥ 6432 ¥ 52 $ 57
Other Investments:
FVTPL financial @SSEIS . ..oiiiiiiie e ¥ 47,452 ¥ 20,485 $ 421
FVTOCT fINANCIAI BSSEES ...vteeiiiiiiit e 743,527 995,758 6,598
AMOIHIZEA COSE™ ... 13,606 13,835 121
O e ettt . ¥804,585 ¥1,030,078 $7,140

* The fair values of the securities, included in Other current financial assets and Other investments, measured at amortized cost are approximately the same as their carrying amounts.

The breakdown of the above FVTOCI financial assets into marketable and nonmarketable equity securities were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Marketable equity SECUMIES . ..vvveiieiiie ¥253,789 ¥315,820 $2,252
Nonmarketable equity SECUMIES .........ccoiiiiiii i . 489,738 679,938 4,346
TOMAL e . ¥743527 ¥005,758 $6,598

The Nonmarketable equity securities mainly consisted of invest-
ments in TING HSIN (CAYMAN ISLANDS) HOLDING CORP and
natural resource-related sectors, such as metal and mineral
resources, petroleum, and natural gas. The total fair value of the
investments in such natural resource-related sectors as of March
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31, 2016 and 2015 were ¥308,298 million (US$2,736 million) and
¥459,879 million, respectively. These investments included
Drummond International, LLC, BHP Iron Ore (Jimblebar) Pty Ltd,
CONGONHAS MINERIOS SA, RAS LAFFAN LNG CO, LTD,, and
Ivanplats Proprietary Limited.



The main marketable equity securities that the Company and its subsidiaries owned as FVTOCI financial assets as of March 31, 2016 and
2015 were as follows:

March 31, 2016

Millions of

Stock Millions of Yen U.S. Dollars
ISUZU MOTORS LIMITED ... ¥61,514 $546
NISSIN FOODS HOLDINGS CO. LTD. .uoiiiiiiiie i 28,815 256
Seven & i Holdings Co,, Ltd. ... 15,258 135
Mazda Motor Corporation ... 10,568 94
Advance Residence Investment Corporation ..............c.coooiiiiii 10,029 89
UNY Group Holdings Co., Ltd. ... 6,320 56
Showa Sangyo Co., LEd. ..o 5,918 53
SCAtEC SOlar A A e 5,193 46
AGWAYS INC. e 4,898 43
SINANEN HOLDINGS CO. LTD. ..oiiiiiee e 4,629 41
Internet Initiative Japan INC. ... . 4,515 40
Nippon Flour Mills Co, LEd. ..o . 4,213 37
H20 RETAILING CORPORATION ...t 4,083 36
SEIBU HOLDINGS INC. ..o 3,886 34
KANEMI 0., L. o e e 3,420 30
March 31, 2015

Stock Millions of Yen

ISUZU MOTORS LIMITED ... ¥107,910

NISSIN FOODS HOLDINGS CO. LTD. ..o 32,192

Seven & i Holdings Co., Ltd. ..oovoiiii . 16,064

Mazda Motor Corporation .............oc.iiiiii e 14,759

Advance Residence Investment Corporation ... 10,141

SCALEC SOl AS A .o 9,608

Showa Sangyo Co,, Ltd. 5,867

AAWAYS INC. o 5,843

UNY Group Holdings Co., Ltd. ....oooi 5,352

SEIBU HOLDINGS INC. .o 5,067

SINANEN CO,, LTD. .... 4,797

H20 RETAILING CORPORATION ...t 4,736

Internet Initiative Japan INC. ... . 3,886

Mizuho Financial Group, INC. ......o.ooiiii e 3,666

BKANEIMIE C 0. LE. oo 3,470

FVTOCI financial assets which the Company derecognized in the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen Millions of U.S. Dollars

Fair value at Cumulative Fair value at Cumulative Fair value at Cumulative

date of sale gains (losses) Dividends date of sale gains (losses) Dividends date of sale gains (losses) Dividends

¥33,434 ¥10,860 ¥931 ¥23,204 ¥(6,897) ¥1,361 $297 $96 $8

Cumulative gains (losses) (net of tax) reclassified from other reclassification was mainly due to the derecognition of FVTOCI
comprehensive income (loss) (FVTOCI financial assets) to retained financial assets caused by sale of equity securities as a result of
earnings for the years ended March 31, 2016 and 2015 due to reconsideration of business relationships and the change in classifi-
derecognition of FVTOCI financial assets were ¥7005 million cation of equity securities from FVTOCI financial assets to invest-
(US$62 million) and ¥7,130 million (loss), respectively. The ments in subsidiaries or associates.
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13. Associates and Joint Ventures

(1) The total carrying amounts of investments in associates and joint ventures
For investments in associates and joint ventures, the total carrying amounts in the Consolidated Statement of Financial Position as of March 31,

2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Investment
ASSOCIALES .o ¥1,172,594 ¥1,163,979 $10,406
JOINT VENTUIES . 327,500 454,159 2,907
TOTA ettt . ¥1,500,094 ¥1618,138 $13,313

The differences between the carrying amounts of the investment in associates and joint ventures and the Company and its subsidiaries’

equity interest in the underlying net assets of such associates and joint ventures were ¥293,345 million (US$2,603 million) and ¥317,924 mil-

lion as of March 31, 2016 and 2015, respectively. The differences consist of certain fair value adjustments (net of tax) at the time of the invest-

ments in associates, and goodwill. The fair value adjustments are primarily attributed to intangible assets.
Certain associates and joint ventures raise funds through project finance and there are usage restrictions on deposits.

(2) The share of profit and other comprehensive income of associates and joint ventures

For investments in associates and joint ventures, the share of profit and other comprehensive income of associates and joint ventures in com-

prehensive income for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Associates
Share O PrOfit OF 0SS . .vviueiiieiieie ettt ¥ 93,505 ¥ 60,878 $ 830
Share of other COmMPreneNSIVE INCOME .........oiiiiiiiiiiiie e (81,594) 16,182 (724)
SUBTOTAL - 11,911 77,060 106
Joint ventures
Share of Profit OF I0SS ......c..iiiiiiiii e 54,205 (50,762) 481
Share of other comprehensive income (13,389) 17,096 (119)
SUBTOTAL et 40,816 (33,666) 362
Share of comprehensive income
Total share of profit or loss of associates and joint ventures ... 147,710 10,116 1,311
Total share of other comprehensive income of associates and joint ventures ... (94,983) 33,278 (843)
TOMAL e, ¥ 52,727 ¥ 43394 $ 468

In Investments accounted for by the equity method, the Company
recognized an impairment losses of ¥5,203 million (US$46 million)
for the year ended March 31, 2016. The Company did not recognize
any impairment losses for the year ended March 31, 2015.

In measuring the impairment losses on investments in associates
and joint ventures, the recoverable amount is calculated by compre-
hensive consideration, referencing values measured by third par-
ties or stock prices. The impairment losses were included in
‘Gains on investments” in the Consolidated Statement of
Comprehensive Income.

The recoverable amounts used in impairment tests for invest-
ments in associates and joint ventures are based on value in use

58 ITOCHU CORPORATION FINANCIAL SECTION 2016

calculated with the support of independent appraisers. Value in use
is calculated by discounting the estimated amount of future cash
flows based on the business plans approved by the Board of
Directors. In principle, business plans are limited to five years and
are formulated in a manner that reflects past experience and is con-
sistent with external information. The growth rate is determined with
reference to the long-term average growth rate of the markets or
countries to which the cash-generating unit belongs. The discount
rate is determined with reference to such factors as the weighted
average cost of capital for each cash generating unit (approximately
3-13%).



(3) The balances of receivables and payables involving associates and joint ventures
For investments in associates and joint ventures, the balances of receivables and payables for the years ended March 31, 2016 and 2015 were
as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Balance of receivables

AASSOCIALES ..o ¥162,745 ¥162,708 $1,444
JOINT VENTUIES . 575,345 59,311 5,106
TOTAL ettt ettt . ¥738,090 ¥022019 $6,550
Balance of payables
Associates 54,439 58,733 483
JOINT VENTUIES . 2,558 2,519 23
TOTA e . ¥ 56,997 ¥ 61,252 $ 506

(4) Total revenues and total purchases from associates and joint ventures
For investments in associates and joint ventures, total revenues and total purchases included in Cost for the years ended March 31, 2016 and

2015 as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Revenues
AASSOCIALES ... ¥163,772 ¥166,007 $1,453
JOINT VENTUIES . 22,244 53,074 197
TOTAL ettt ¥186,016 ¥219,081 $1,650

Purchases
ASSOCIALES .ot 297,190 327,300 2,637
Joint ventures ... 23,418 38,721 208
TOTAL ettt ¥320,608 ¥366,021 $2,845

(5) Investments in associates and joint ventures with

a reporting period end that differs from that of

the Company
The Consolidated Financial Statements include investments in asso-
ciates and joint ventures with a reporting period end that differs
from that of the Company because it is impracticable to unify the
reporting period ends, due to reasons including the existence of a
shareholder that has control over the associates and joint ventures
which the reporting period is different from that of the Company, or
the impossibility of doing so under the legal system of regions in
which the associates and joint ventures are located. The difference
between the end of the reporting period of these associates and
joint ventures and the end of the reporting period of the Company
does not exceed three months. Adjustments are made to reflect
significant transactions or events that result from the difference in
the reporting period ends. Major investments in such associates
and joint ventures include CITIC Limited (reporting period ends
in December) and FamilyMart Co., Ltd. (reporting period ends
in February).

(6) Investment in CITIC Limited

Chia Tai Bright Investment Company Limited (CTB), a company in
which ITOCHU and Charoen Pokphand Group Company Limited
(CPG) each invested 50%, owns 20% of ordinary shares in CITIC
Limited and applies the equity method from the third quarter of this
fiscal year. The funds needed for acquisition of CITIC Limited shares
have been procured through investments and shareholder loans
from ITOCHU and CPG.

(CITIC Limited Share Acquisition Transaction)

On August 3, 2015, CTB, a company in which [TOCHU and CPG
each invested 50%, acquired the preferred shares of CITIC Limited
that are convertible into ordinary shares (3,328 million shares)
equivalent to approximately 13.4% of voting rights for HK$45,923
million (HK$13.8 per share). In addition, on August 13, 2015, after
confirming that the shares in CITIC Limited retained a certain
degree of liquidity on the Hong Kong Stock Exchange, CTB exe-
cuted conversion procedures from preferred shares into ordinary
shares. From this conversion, combined with the ordinary shares
acquired in April, 2015 (2,490 million shares for HK$34,367 million,
or HK$13.8 per share), CTB raised its stake in CITIC Limited to
20% of total voting rights, and CITIC Limited became an equity
method company of CTB.
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(Cash Flow Hedge Related to the Acquisition

of CITIC Limited Shares)

With regard to CTB's acquisition of shares in CITIC Limited and
conversion of this company to an equity method company, cash
flow hedge is applied, as the consideration for share acquisition
(HK$80,289 million, HK$13.8 per share) is fixed, and the future
cash flow fluctuation risk associated with changes in the fair value
of CITIC Limited shares is hedged. The transaction in line with the
acquisition of CITIC Limited shares took place on August 13, 2015,
and the fluctuation in the fair market value of the cash flow hedge
(¥11,711 million: credit) between the previous fiscal year-end and
the date on which the transaction was executed was recognized in
other comprehensive income in the Consolidated Statement of
Comprehensive Income. The fair value balance of the cash flow
hedge on the transaction execution date (¥9,907 million: credit)
was transferred to the acquisition cost of the CITIC Limited Shares,
which is included in Transfer to non-financial assets in the
Consolidated Statement of Changes in Equity.

(The summarized financial information of CITIC Limited)

(Shareholder Loan of CTB in Relation to the Acquisition

of CITIC Limited Shares)

As of March 31, 2016, the balance of the shareholder loan rendered
to CTB for the acquisition of CITIC Limited shares totaled
US$4,682 million (¥527548 million). This shareholder loan was
included in Non-current receivables in the Consolidated Statement
of Financial Position.

The total amount of the shareholder loan of US$9,364 million
(¥1,129,724 million), which includes the ITOCHU portion and the
temporary funding portion for CP Group, is included in Origination of
loans receivable in the Consolidated Statement of Cash Flows. The
temporary funding of shareholder loan to CP Group in the amount
of US$4,682 million (¥564,862 million) that was repaid in the fiscal
year ended March 31, 2016, is included in Collections of loans
receivable. The necessary funds for this shareholder loan have been
procured through borrowings from financial institutions.

The summarized financial information of CITIC Limited based on the disclosed financial statements as of December 31, 2015 were as follows:

Millions of
HK Dollars
20156
Loy E= I T T =] PSSR PS PPN $6,803,309
Total liabilities .. 6,140,140
TOA @QUILY e e 663,169
Millions of
HK Dollars
20156
TOMAI REVENUES ... $416,813
N BT PO I e 60,693
Total other comprehensive income for the year, net of tax ... (32,546)
Total comprehensive iNCOMe fOr the YEAT .........oiiiiii e 28,147

(7) Investment in Orient Corporation

In the second quarter of the fiscal year ending March 31, 2016,
ITOCHU and Mizuho Bank, Ltd. exercised their conversion rights
on preferred shares (rights to claim ordinary shares) in Orient
Corporation, an equity method company of ITOCHU. As a result,
Mizuho Bank, Ltd. became the largest shareholder and ITOCHU
the second, holding 16.53% of voting rights.

Collaborating with Mizuho Bank, Ltd., ITOCHU will support the
company on the sales front as well as develop and promote new
business, and will continue to exercise significant influence over
Orient Corporation’s operational and financial policies through the
dispatch of directors, including the representative director, to the
Board of Directors. Therefore, ITOCHU has continued to apply the
equity method to Orient Corporation.
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(8) Investments in Drummond International, LLC

The Company, through a subsidiary, holds a 20% interest in
Drummond International, LLC (DIL), which conducts mining opera-
tions and related infrastructure that are currently being operated in
Colombia. The subsidiary does not have approval authority over sig-
nificant matters for resolution regarding DIL, such as for budgets
and capital expenditures, and cannot exercise significant influence
over the operations and financial policies of DIL. Accordingly, the
equity method is not applied to the Company’s investment in DIL.



14. Trade and Other Payables

The breakdown of trade payables as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
NOLE PAYADIES ... ¥ 204,657 ¥ 261,156 $ 1,815
ACCOUNT PAYADIES ... 1,169,119 1,306,876 10,376
Other payables ..o 95,729 101,782 850
TOL ettt ¥1,469,505 ¥1,669,814 $13,041
The breakdown of other current payables as of March 31, 2016 and 2015 were as follows:
Millions of
Millions of Yen U.S. Dollars
Other PAYADIES ... ¥18,480 ¥23,321 $164
Lease obligations (CUMTENT) ........oviiiiiieeee et 15,648 18,771 139
Deposits reCeIVEA .......ooiiiii 33,709 34,513 299
1o =1 P PSP PURRS ¥67,837 ¥76,605 $602
The breakdown of other non-current financial liabilities as of March 31, 2016 and 2015 were as follows:
Millions of
Millions of Yen U.S. Dollars
Lease obligations (non-current) .. ¥ 62,562 ¥ 65,618 $555
OFNEIS o 43,160 38,201 383
TOAL ettt ¥105,722 ¥103,819 $938
15. Debentures and Borrowings
The breakdown of Short-term debentures and borrowings as of March 31, 2016 and 2015 were as follows:
Millions of

Millions of Yen Interest rate (%)  Millions of Yen  Interest rate (%) U.S. Dollars

Current loans from financial institutions .............cccccciiiieeiiiiien ¥293,050 0.8% ¥452,827 1.1% $2,601
Commercial PAPET .........ccuoiiiiiiiiie i 64,842 0.0% 1,000 0.1% 575
SUBTOTAL v 357,892 = 453,827 — 3,176
Current portion of long-term debentures and borrowings ................ 68,928 - 89,833 — 612
TOMAL e ¥426,820 = ¥543,660 — $3,788

Note: Interest rates represent the weighted average interest rates based on balances as of March 31, 2016 and 2015. The interest rates of the Current portion of long-term debentures and
borrowings are included in the breakdown of Long-term debentures and borrowings below.
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The breakdown of Long-term debentures and borrowings as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Borrowings
Secured
Due 20156-2037, interest rate mainly 0.4%=3.5% ..o ¥ 19,362 ¥ 4,093 $ 172

Unsecured
Due 2015-2030, interest rate mainly 0.0%—=5.8% .........cccccoooiiiiiiiiiiiiiiiiici s . 2,330,396 2,097,133 20,682

Debentures
Unsecured bonds and notes

Year of issuance, Coupon, Type of bond, Maturity

Issued in 2006-2015, 0.2%-2.3% Yen Bonds due 2016-2027 ............cccoevieiiiiiiincnnn. 420,000 470,000 3,727

Issued in 2012, floating rate Yen Bonds due 2022 .... 10,000 10,000 89

Issued in 2014, floating rate U.S. Dollar Bonds due 2019 ............cooiiiiiiiiiiiiiic 11,268 12,017 100
Issued in and after 2012, debentures and others issued by subsidiaries,

maturing through 2022 ... 14,856 19,632 132

Subtotal 2,805,882 2,612,875 24,902

Fair value hedge and discontinuation of hedge adjustment................................. . 32,391 25,462 287

TOTAL ettt ettt 2,838,273 2,638,337 25,189

Less: Current portion of long-term debentures and borrowings ...........c.occoooiiiiiiiiiiiiii (68,928) (89,833) 612)

Long-term debentures and borrowings ... ¥2,769,345 ¥2,548504 $24,577

The agreements for certain loans from the Japan Bank for International Cooperation (JBIC), which are included in long-term debt from banks
and other financial institutions, require the borrower, upon request from the lender, through its earnings from the business operations, or through
the proceeds from the sale of common stock or debentures, to repay a certain portion of the loans outstanding before the scheduled maturity
dates. The Company has never received such requests and does not expect that any such request will be made.

16. Leases

(1) Lessor
The Company and its subsidiaries lease aircrafts, real estate, and certain other assets under operating leases.

The schedule of future minimum lease payments receivable under non-cancelable operating leases as of March 31, 2016 and 2015 were

as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2016

¥ 9715 ¥10,439 $ 86

30,074 32,742 267

21,000 28,360 186

¥60,789 ¥71,641 $539
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The Company and its subsidiaries lease ICT-related equipment, machinery and equipment, and certain other assets under finance leases.

The schedule of gross investment in the lease and present value of minimum lease payments receivable, as of March 31, 2016 and 2015 were

as follows:

Millions of Yen

Millions of
U.S. Dollars

Millions of

U.S. Dollars Millions of Yen

Gross investment in the lease

Present value of minimum
lease payments receivable

2016 2016 2016 2016

LeSS than 1 YBAI ....cucveviiiiciieieieie e ¥ 8,399 ¥11,169 $ 75 ¥ 7,841 ¥10,000 $ 70

T=D YIS ..o 20,079 24,086 178 18,449 21,205 164

More than B years ... 10,206 11,129 90 8,075 9,362 71

Total ..veeeeiiiiiiiiiii 38,684 46,384 343 ¥34,365 ¥40,567 $305
(Unguaranteed residual value) ..........c..ccooieiiiiiiieiiiee (300) (300) 3)
Less: Unearned finance iNCOME «......oevvveevieiiiaiieiee e (4,140) (5,646) (37)
Less: Present value of unguaranteed residual value ................ (179) 171) 1)
Present value of minimum lease payments receivable............... ¥34,365 ¥40,567 $305

As of March 31, 2016 and 2015, the accumulated allowance for
uncollectible minimum lease payments receivable were ¥44 million
(US$0.4 million) and ¥143 million, respectively.

There are lease contracts as a lessor which contain a renewal or
purchase option. However, there are no significant lease contracts

(2) Lessee

which contain an escalation clause. Also, there are contracts which
contain a clause that amends the amount of lease payment to be
received to move in tandem with the Libor rate every 6 months.
However, contingent rents recognized as income were immaterial.

The Company and its subsidiaries lease machinery and equipment, real estate, and certain other assets under operating leases.

The schedule of future minimum lease payments under non-cancelable operating leases as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
2016 2016
Less than 1 year.. ¥ 45175 ¥ b4, 777 $ 401
ToD YBAIS e . 132,519 159,877 1,176
MOTE than B YEATS ... 177,623 204,032 1,576
TORAL e ¥355,317 ¥418,686 $3,153

As of March 31, 2016 and 2015, the total of future minimum lease payments to be received under non-cancelable subleases were ¥53,052

million (US$471 million) and ¥54,879 million, respectively.

In the years ended March 31, 2016 and 2015, lease payments under operating leases recognized as an expense were ¥83,236 million
(US$739 million) and ¥81,437 million, respectively, and sublease payments received were ¥9,967 million (US$88 million) and ¥8,758 million,

respectively.

The Company and its subsidiaries lease buildings, machinery and equipment, and certain other assets under finance leases. The cost, accu-

mulated depreciation and accumulated impairment losses, carrying amount of such leased assets by class as of March 31, 2016 and 2015 were

as follows:

Accumulated
depreciation and

Millions of Yen

2015

Accumulated
depreciation and

Accumulated Carrying Accumulated Carrying

Cost impairment losses amount Cost impairment losses amount
Buildings and structures ...................... ¥ 55,170 ¥26,296 ¥28,874 ¥ 51,143 ¥24,110 ¥27,033
Machinery and equipment ..................... 27,865 14,425 13,440 34,124 18,445 15,679
Others ..o 21,095 11,291 9,804 29,634 16,993 12,641
Total oo ¥104,130 ¥52,012 ¥52,118 ¥114,901 ¥59,548 ¥55,353
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Millions of U.S. Dollars

Accumulated
depreciation and

Accumulated Carrying

Cost impairment losses amount
Buildings and structures .............c...... $490 $234 $256
Machinery and equipment ..................... 247 128 119
Others ..o 187 100 87
Total ..o $924 $462 $462

The present value of future minimum lease payments, and the amount of future financial cost as of March 31, 2016 and 2015 were

as follows:

Millions of Yen

Millions of
U.S. Dollars

Millions of

U.S. Dollars Millions of Yen

Future minimum lease payments

Present value of future minimum
lease payments

2016 2016 2016 2016
Less than 1 year.....coooiiiiiiiiiiie e ¥ 18,400 ¥ 921,834 $163 ¥15,648 ¥18,771 $139
T=D YEAIS ..o 44,401 48810 394 38,965 42,102 346
More than B years ..o 25,766 28,813 229 23,597 23,516 209
TORAL - 88,567 99,457 786 ¥78,210 ¥84,389 $694
Less: Future financial cost............coooiiciicieeeeeeeeeee (10,357) (15,068) 92)
Present value of future minimum lease payments.................... ¥ 78,210 ¥ 84,389 $694

As of March 31, 2016 and 2015, the total future minimum lease payments to be received under non-cancelable subleases were ¥27876 mil-

lion (US$247 million) and ¥29,831 million, respectively.

There are lease contracts as a lessee which contain a renewal or purchase option. However, there are no significant lease contracts which

contain an escalation clause. Also, there are contracts which contain a clause that amends the amount of lease payment to move in tandem

with the long-term prime lending rate every 5 years. However, contingent rents recognized as an expense were immaterial.

17. Retirement and Severance Benefits

The Company and certain subsidiaries have defined benefit pension
plans (e.g, the Corporate Pension Fund) covering substantially all of
their employees. Benefits under these pension plans are based on
years of service and certain other factors.

Plan assets are comprised primarily of marketable equity securi-
ties, debt, and other interest-bearing securities, and are exposed to
stock price and interest rate risks. In addition, the Company and cer-
tain subsidiaries have both unfunded retirement and severance
plans, which provide lump-sum payment benefits to their employees,
and defined contribution plans.

Certain subsidiaries and associates participate in the ITOCHU
United Pension Fund.

The ITOCHU United Pension Fund differs from a single employer
plan with respect to the following points:

(1) Assets that an employer contributes to the multiemployer plan
could be used for the benefits of employees of other partici-
pating employers.

(2) If one participating employer stops premium contributions,
other participating employers could be required to absorb
unfunded obligations additionally.

(3) If a participating employer withdraws from the multiemployer
plan, the employer could be required to contribute the amount
of the unfunded obligation as a special withdrawal premium.

64

ITOCHU CORPORATION FINANCIAL SECTION 2016

The ITOCHU United Pension Fund is a defined benefit multiem-
ployer plan that is operated in accordance with the rules above.
Events occurring at participating companies influence the allocation
of plan assets and expenses to other participating companies, and
consequently, there is no consistent basis for that allocation.
Accordingly, because it is not possible to obtain sufficient informa-
tion to account for this plan as a defined benefit plan, it is accounted
for as a defined contribution plan. In regard to the special premium
for this plan, at the time when the periodical revaluation is con-
ducted, the difference from the previous revaluation is added and
the amount is recognized as a liability, and subsequently, that liability
is reversed when the special premium is paid.

As of March 31, 2015, the ITOCHU United Pension Fund was
under-funded in the amount of ¥10,748 million. The ITOCHU United
Pension Fund obtained approval from the Minister of Health, Labor
and Welfare on April 1, 2013, for an exemption from the obligation
to pay benefits for future employee services related to the substitu-
tional portion, which would result in the transfer of pension obliga-
tions and related assets to the government. As a result of the
periodical revaluation and revision of the premium, it is expected
that the amount by which the fund is under-funded will be supple-
mented by the revised premium.



The amount of contributions of participating subsidiaries to the March 31, 2017, is approximately ¥2,000 million. The portion of par-

ITOCHU United Pension Fund were ¥2,055 million (US$18 million) ticipating subsidiaries’ contributions as a percentage of all contribu-
and ¥2,043 million for the years ended March 31, 2016 and 2015, tions to the ITOCHU United Pension Fund was approximately 70%
respectively. The planned amount of contributions in the year ending in the year ended March 31, 2016.

Changes in the defined benefit obligations were as follows:

Millions of

Millions of Yen U.S. Dollars
2016 2016
Projected benefit obligations at the beginning of the year ... . ¥351,227 ¥331,110 $3,117
SEIVICE COST ..ottt 10,266 9,923 91
Current service cost . 10,274 9,923 91
PrIOT SEIVICE COST 1vviitiie ettt (8) — 0)
INEEIEST COST ...t 4,065 4818 36
Plan participants’ contributions ... 624 619 6
REMBASUIEIMENTS .ottt 11,526 14,069 102
Benefits paid from plan @SSets ..........oouoiiiiiiiiiiiec e (16,627) (18,663) (148)
Benefits paid by EMPIOYET ... .c.viuiiiiiiieiei e (2,960) (2,040) (26)
Foreign currency translation adjustments ... (51) 805 o)
ACQUISTEIONS AN AIVESTIIUIES ... (1,443) 10,633 (13)
SEEIEMENTS ..o 2 (47) 0
Projected benefit obligations at the end of the year ... ¥356,629 ¥351,227 $3,165

Changes in the fair value of plan assets were as follows:

Millions of

Millions of Yen U.S. Dollars
2016 2016

Fair value of plan assets at the beginning of the year ... .. ¥310,597 ¥284,425 $2,756
INEEIEST INCOME ... 3,566 4,402 32
REMEASUIEIMENTS ...ttt et et (738) 24,440 @)
Employer contribUtions ... 4,601 7,167 41
Plan participants’ contributions ... 624 619 6
Benefits paid from plan assets . .. (16,627) (18,663) (148)
Foreign currency translation adjustments .............ccoiiiiiiiiiiiii (1,493) 573 12)
AcCqUISIIONs and dIVESTIIUIES ..ot (57) 7,634 1)
Fair value of plan assets at the end of the year ... ¥300,473 ¥310,597 $2,667

As of March 31, 2016 and 2015, plan assets held by the Company and its subsidiaries by category were as follows. For information used to
measure fair value, please refer to Note 26 Financial Instruments Measured at Fair Value.

Millions of Yen

Level 1 Level 2 Total

Equity instruments:

Domestic ¥ 22514 ¥ 23,992 ¥ 46,506

Overseas 5,756 16,504 22,260
Debt instruments:

DOMESTIC et 22,126 57,564 79,690

OVEISEAS -t et 20,109 14,997 35,106
Other assets:

Cash and cash equivalents ..................oooii 64,008 — 64,008

Life insurance company general accounts .............ccccceeeeiiiinnn. = 33,535 33,5635

OFNETS ettt = 19,368 19,368

TOTAL - ¥134,513 ¥165,960 ¥300,473
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Millions of Yen

20156
Level 1 Level 2 Total

Equity instruments:

DIOMESHC v ¥ 99037 ¥ 31577 ¥ 53614

Overseas 6,210 24,908 31,118
Debt instruments:

DIOMESTIC ettt 16,805 71,074 87,879

OVEISEAS -ttt eeeen 16,083 15614 31,697
Other assets:

Cash and cash equivalents ... 56,234 - 56,234

Life insurance company general accounts ... — 33,873 33,873

OFNEIS oo — 16,182 16,182

TOTAL e ¥117,369 ¥193,228 ¥310,697

Millions of U.S. Dollars

Level 1 Level 2 Total

Equity instruments:

DIOMESHIC e $ 200 $ 213 $ 413

OVEISBAS -ttt 52 146 198
Debt instruments:

DOMESTIC .ot 196 511 707

OVEISBAS .ottt 178 133 311
Other assets:

Cash and cash equivalents ...................coooi 568 - 568

Life insurance company general accounts .......................oo = 298 298

OFNEIS e - 172 172

Tl e $1,194 $1,473 $2,667

In setting its portfolio investment policy for plan assets, the
Company, on a long-term basis, focuses on securing investment
returns that are sufficient to provide for the future benefit payments
for employees in the context of a tolerable level of risk control.
In order to achieve the objectives of the investment policy, the
Company establishes the most appropriate portfolio considering the
past return results as well as the estimated returns on invested
assets, and manages the portfolio.

The Company's investment policy for its portfolio of plan assets is
to invest approximately 65% in domestic and overseas debt securi-
ties, approximately 26% in domestic and overseas equity securities,
and approximately 10% in alternative investments. The Company’s
allocation of assets may also include Cash and cash equivalents,
and Life insurance company general accounts, as appropriate. The
Company’s basic policy is to emphasize asset liquidity and a thor-
ough diversification of its investments. In addition, the Company has
established an employee pension trust mainly comprised of domes-
tic equity securities as a part of plan assets. The Company’s hold-
ings of equity instruments consist primarily of shares in listed
companies. Debt instruments principally comprise highly-rated
government bonds. The Insurance Business Law Enforcement
Regulations stipulate that the investment of assets in life insurance
company general accounts be conducted in a manner that provides
a specific assumed interest rate and a principal guarantee.
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Information about the maturity profile of retirement benefits are
as follows:

The Projected benefit obligation is calculated based on the
estimated amount of future benefits that have been incurred as of
the present point in time. The amount of those future payments is
discounted back from the expected time of future payment to the
present. Accordingly, the timing of benefit payment influences the
amounts of the projected benefit obligation and service costs, and
consequently, the disclosure of information regarding the distribu-
tion of the timing of benefit payments is required under IAS 19
Employee Benefits. The Company believes that it meets this
requirement in an effective manner through the disclosure of the
weighted-average duration of the projected benefit obligation, which
takes into account the amount, timing, and discount rate. The
weighted average duration of the Company's projected benefit obli-
gation is 13 years.

The Company and certain subsidiaries have plans that are under-
funded, and this under-funded status could result in substantial
differences between future contributions and current service cost.
To eliminate this deficit, premium contributions will be accumulated
over a defined period of time and reviewed periodically, as
calculated in accordance with the retirement benefit rules of
each company.

The planned amount of contributions for all defined benefit
pension plans in the year ending March 31, 2017, is approximately
¥4,700 million.



The assumptions regarding the defined benefit obligation were as follows:

2015

DiISCOUNT At . vvveviicee i
Rate of compensation increase .............ccccooiiiiiiii
Mortality rate ..o
Retirementrate ...

Lump sum election rate ..o

......................................................... 0.6% 1.1%
....................................................... . 3.7% 3.8%
........................................................ 0.02 -0.73%  0.02-0.78%
......................................................... 0.9 - 13.7% 0.2 - 9.8%
........................................................ 29.8% 30.5%

Among the above actuarial assumptions, the calculations related
to the defined benefit plan are sensitive to the influence of the
discount rate assumption.

As of March 31, 2016, a movement of 1% in the discount rate
would have an effect of ¥25,465 million (US$226 million) on the
defined benefit obligation and an effect of ¥697 million (US$6 mil-
lion) (before tax effect) on service cost. This analysis is based on
the premise that the actuarial assumptions other than the discount
rate do not fluctuate and that only the discount rate fluctuates.
This method of analysis is based on assumptions, and it is possible

Details of Compensation

that the actual calculation could be influenced by fluctuations in
other variables.

The Company and certain subsidiaries have defined contribution
plans. In regard to these plans, the obligations of the Company and
its subsidiaries are limited to the contribution amounts that are stip-
ulated in the retirement benefit rules, which are determined on a
company-by-company basis.

The recognized expenses with respect to the defined contribution
plan for the years ended March 31, 2016 and 2015 were ¥4,530
million (US$40 million) and ¥4,966 million, respectively.

Details of compensation and bonus for the Company’s directors in the year ended March 31, 2016 were as follows:

Millions of
Millions of Yen U.S. Dollars
Type Number of people Amount paid Amount paid Details
Directors 13 ¥1.198 $106 M M‘onthly Sompensahon: ¥751 million .
. . (2) Directors’ bonuses accrued and payable for the fiscal year ended March
(Outside directors) ©) ¥ (24) $(0.2) -
31,2016: ¥447 million

Notes: 1. Maximum compensation paid to all directors: ¥1.2 billion per year as total monthly compensation (including ¥50 million per year as a portion to the outside directors) and ¥1.0
billion per year as total bonuses paid to all directors (excluding the outside directors) under a framework different from the preceding maximum compensation amount (both

resolved at the General Meeting of Shareholders on June 24, 2011).

2. The retirement benefits system for directors was abolished on the date of the 81st Ordinary General Meeting of Shareholders held on June 29, 2005, and it was resolved that
directors retaining their positions after the conclusion of the said General Meeting of Shareholders shall be presented with retirement benefits on the date of their retirement for

the period up to the time the retirement benefits system was abolished.
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18. Provisions

The changes in provisions in Other current liabilities and Other non-current liabilities for the year ended March 31, 2016 were as follows:

Millions of Yen

Provisions for
asset retirement

obligations Other provisions Total
Balance as of April 1, 2015 ... ¥ 56811 ¥ 9,464 ¥ 66,275
Provisions 9,990 3,758 13,748
Provisions charged-off ... (15,860) (2,741) (18,601)
PrOVISIONS TEVETSEA ... e (771) (339) (1,110)
2,046 - 2,046
567 = 567
(2,274) (507) (2,781)
¥ 50,509 ¥ 9,635 ¥ 60,144

Millions of U.S. Dollars

Provisions for
asset retirement

obligations Other provisions Total
Balance as of April 1, 2015 ... $ 504 $84 $ 588
PrOVISIONS ... . 89 33 122
Provisions charged-off ... (141) (24) (165)
Provisions reversed . @) (3) 10)
Accretion expense 18 = 18
The effect of changing in the discount rate ... 5 — 5
O NS e (20) ) (24)
Balance as of March 371, 2016 .....oooeiee e $ 448 $ 86 $ 534

The provisions for asset retirement obligations are principally related to the costs of dismantlement of coal mining, iron-ore mining, and crude
oil drilling facilities of subsidiaries. Others include provision for loss on guarantees.
The breakdown of the provisions in Other current liabilities and Other non-current liabilities in the Consolidated Statement of Financial

Position was as follow:

Millions of

Millions of Yen U.S. Dollars
Other CUITENT HADITIIES ...t ¥ 8,873 $ 79
Other NON-cUrrent IADIIHES . ..oooiiie e et . 51,271 455
ORI et e et e e e ¥60,144 $534
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19. Income Taxes

The Company and its domestic subsidiaries are subject to corporate,
inhabitant, and enterprise taxes, which are based on income. The
statutory effective tax rates for the fiscal years ended March 31,
2016 and 2015, which have been calculated based on these statu-
tory tax rates, are 33.0% and 36.0%, respectively.

Commencing with the fiscal year ended March 31, 2003,

The Act for Partial Revision of the Income Tax Act, etc, and the
Act for Partial Revision of the Local Taxation Act, etc.,, were enacted
on March 29, 2016. As a result, the statutory effective tax rate would
be reduced for fiscal years beginning on or after April 1, 2016.
Accordingly, the tax rates used to calculate deferred tax assets and
deferred tax liabilities have been changed from 32.0% to 31.0%.

the Company adopted a consolidated taxation system. Foreign
subsidiaries are subject to income taxes of the countries where
they operate.

Amounts provided for income taxes for the years ended March 31, 2016 and 2015 were allocated as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Income tax expense

CUIMENT TAX EXPENSE ...ttt ¥(63,226) ¥ (84,129) $(560)
Deferred tax XPENSE (*) ... ivii ittt 16,845 (38,765) 149
REE RS Soreoueuouuevu e — (46,381) (122,894) 411)
Income taxes recognized directly in €quity ..o 182 1,760 2
OB e 182 1,760 2
Income tax related to each component of other comprehensive income
Translation adjustments ... 2,961 2,146 26
Remeasurement of net defined pension liability ..., 3,796 (3,908) 34
FVTOCT fINANCIAI BSSELS ... 63,888 (13,452) 567
Cash flow NEAGES ..o 535 (154) 5
Other comprehensive income in associates and joint ventures .. 4,731 (6,109) 42
TOTBL vt ¥ 75,911 ¥ (21,477) $ 674

Notes: 1. Deferred tax expense relating to the origination and reversal of temporary differences recognized, tax loss carryforwards and tax credit carryforwards for the years ended March
31,2016 and 2015 were ¥6,081 million (US$54 million) (income) and ¥27,339 million (expense), respectively.
2. Deferred tax expense relating to changes of tax regulation for the year ended March 31, 2016 and 2015 were ¥483 million (US$4 million) (expense) and ¥15,220 million
(expense), respectively.
3. Deferred tax expense relating to the reassessment of the realizability of deferred tax assets for the years ended March 31, 2016 and 2015 were ¥11,247 million (US$100 million)
(income) and ¥3,794 million (income), respectively.

The reconciliations between the statutory effective tax rate and the effective tax rate of income tax expense in the Consolidated Statement of

Comprehensive Income for the years ended March 31, 2016 and 2015 were as follows:

Statutory effective tax rate ... 33.0% 36.0%
Items not deductible or not taxable for tax purposes . 1.0 0.1
Difference of tax rates for foreign SUDSIIAMES ..........ouviiiiiiiiiiiiicc e (1.6) 0.9)
Tax effect 0N dIVIdENAS TECEIVET ... ei ottt ettt e et e et e e (0.5) (3.6)
Effect on deferred tax assets and deferred tax liabilities from a change in the tax regulation ................................ 0.1 3.6
Minerals RESOUICE RENT TAX ....eeiiiiiiiiiiiie e . - 1.3
Change in temporary differences for which no deferred tax asset is recognized ... (3.5) (4.3)
Equity in earnings of associates and jOiNt VENTUIES ...........cooiiiiiiiiii e (15.1) 0.9)
Tax effect on equity interests in subsidiaries, associates and joint VeNtUres ............ccocooveeeiiiiiioiiicececen (0.3) @.1)
OBNEIS e e . 1.3 0.2
Effective tax rate in the Consolidated Statement of Comprehensive Income ... . 14.4% 29.4%
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Deferred tax assets are not recognized for temporary differences, tax loss carryforwards and tax credit carryforwards if they are not probable
to be realized based on the estimates of future taxable income for each taxable entity. Temporary differences, tax loss carryforwards and tax
credit carryforwards for which no deferred tax assets were recognized for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
2016 2016
Deductible temporary differences .. ¥346,531 ¥296,711 $3,076
Tax loss carryforwards / tax credit carryforwards ............cccooiiiiiiiiiiiii 193,611 53,811 1,718
TOAL ettt ettt ettt ¥540,142 ¥350,522 $4,794

The expiration schedule for tax loss carryforwards and tax credit carryforwards for which deferred tax assets were not recognized were

as follows:
Millions of
Millions of Yen U.S. Dollars
2016 2016
WIERIN T I 1.ttt ettt ettt ¥ 538 ¥ 3,151 $ 5
WIthIN 2 YEAS ..ooeie 2,094 716 19
Within 3 years .. . 1,350 1,833 12
WITHIN 4 YEAIS ... 4,126 1,011 37
WIthIN B YEaIS ... 3,687 5877 33
AREr D10 T0 YEAS ... 142,200 292,750 1,260
After 10 years (0r N0 eXpiration date) ...........couiiiiiiiiiiiiii e 39,616 18,473 352
¥193,611 ¥53,811 $1,718

The total amount of taxable temporary differences arising from investments in subsidiaries, associates, and joint ventures, for which deferred
tax liabilities have not been recognized as of March 31, 2016 and 2015, were immaterial.

Significant components of deferred tax assets and deferred tax liabilities for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
2016 2016

Deferred tax assets:
Inventories and Property, plant and equipment ... ¥ 62,205 ¥ 56,464 $ 552
Allowance for doubtful accounts . . 23,344 11,728 207
Tax 10SS CAYTOrWArAS ......oooiiiiii e 25,878 36,030 230
Non-current liabilities for employee benefits ... 51,289 50,445 455
Securities and INVESTMENTS ... 1,224 6,961 1
OBNETS ettt 47,795 59,355 423
Total deferred tax assets 211,735 213,983 1,878
Deferred tax liabilities:
Non-current liabilities for employee benefits ... (37,104) (37,945) (329)
Securities and INVESIMENTS .. ....eee e (35,630) (98,149) (316)
Equity interests in subsidiaries, associates, and joint ventures ...............c.ccocoiiiiii (67,379) (76,267) (598)
Property, plant and equipment and Intangible aSSets ............cocevviiiiiiiiiiiiee e (76,696) (84,252) (681)
OBNETS et (10,749) (28,091) (95)
Total deferred tax HabiliIEs .. .....ouviiiii e (227,558) (324,704) (2,019)
Net deferred tax assets (ADIlHIES) ......vreevrieeeiie ettt . ¥ (15,823) ¥(110,721) $ (141)

Among the above changes of deferred tax assets and deferred tax liabilities for the years ended March 31, 2016 and 2015, the changes rec-
ognized through other comprehensive income are mainly FVTOCI financial assets, which are included in Securities and investments. In addition,
the effect due to business combinations was immaterial.
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The details of changes in deferred tax assets and deferred tax liabilities for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
2016 2016
Net deferred tax assets (liabilities)
Balance at the beginning 0f the YEaI ..ot ¥(110,721) ¥ (53,250) $(983)
Deferred tax expense for the current period ... 16,845 (38,765) 149
Deferred taxes recognized directly in equity
Capital SUMPIUS ... 195 1,233 2
Deferred tax related to each component of other comprehensive income
Translation adjustments ... 2,951 2,146 26
Remeasurement of net defined pension liability ... 3,796 (1,066) 34
FVTOCI financial assets . 68,714 (15,348) 610
Cash fOW NEBAGES ... 535 (154) 5
Other comprehensive income in associates and joint ventures ... 4,731 (6,109) 42
Changes in deferred tax assets (liabilities) accompanying business combination .................... . (2,869) 592 (26)
Balance at the end of the YEar..........cociiiiiiiii e ¥ (15,823) ¥(110,721) $(141)
20. Earnings per Share Attributable to ITOCHU
The basic and diluted earnings per share attributable to ITOCHU for the years ended March 31, 2016 and 2015 were as follows:
Yen U.S. Dollars
2016 2016
Earnings per share
Basic earnings per share attributable to [TOCHU ... ¥152.14 ¥189.13 $1.35
Diluted earnings per share attributable to ITOCHU ... ¥152.14 ¥187.29 $1.35

The base data to calculate the basic and diluted earnings per share attributable to ITOCHU for March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
(Numerator) 2016 2016
Net profit attributable to ITOCHU ..o . ¥240,376 ¥300,569 $2,133
Effect of dilutive securities:
Convertible preferred StOCK .........c.oooiiiiiiiiiii — (2,927) -
Diluted net profit attributable to ITOCHU ... ¥240,376 ¥297,642 $2,133
Number of Shares
(Denominator) 2015
Weighted-average number of common shares outstanding ............cccccoooiiiiiiiii . 1,5679,968,827 1,589,225,120

The Company has introduced a benefit share employee stock ownership plan (ESOP) from the year ended March 31, 2016. The treasury
stock on the Consolidated Statement of Financial Position, which is subtracted in the calculation of the basic and diluted earnings per share
attributable to ITOCHU, includes shares of the Company held by the trust account for the benefit share ESOP.
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21. Common Stock, Capital Surplus, and Retained Earnings

(1) Common Stock
The number of shares authorized and issued were as follows:

Number of Shares

Authorized

COMMON SEOCK et

....................................................... 3,000,000,000 3,000,000,000

Issued

Balance at the beginning of the year ...

Net changes inthe year ...

Balance at the end of the year

.................................................... 1,662,889,504 1,584,889,504

= 78,000,000
1,662,889,504 1,662,889,504

The number of shares of treasury stock included in the number of
shares issued above as of March 31, 2016 and 2015 were 83,176,232
shares, and 82,424,923 shares, respectively. The number of shares
of treasury stock as of March 31, 2016 includes 923,000 shares of
the Company held by the trust account for the benefit share ESOP.
Also, the issued shares stated above are fully paid. Furthermore, the
common stock issued has no par value.

The Companies Act of Japan (the Companies Act) states that
upon issuance of new shares, at least 50% of the amount raised
will be credited to the common stock account, unless otherwise
specified in the Companies Act.

Outline of the Third-Party Allotment was as follows:

Outline of the Changes in the number of issued shares for the
year ended March 31, 2015 was as follow:

(Outline of the changes in the number of issued shares)
The Company received capital contribution from CP WORLDWIDE
INVESTMENT COMPANY LIMITED (CPG SPC), a wholly-owned
subsidiary of Charoen Pokphand Group Company Limited (CPG)
which was established for the purpose of the acquisition and hold-
ing of the shares of the Company, and En-CP Growth Investment
LP. (En-CP Fund), an investment partnership established with sub-
stantially 50-50 contribution of a wholly-owned subsidiary of CPG
and Development Bank of Japan Inc. for the purpose of the acquisi-
tion and holding of the shares of the Company, by issuance of new
shares by a third-party allotment, at the total ratio of approximately
4.9% (based on the number of issued shares before the capital
increase by the third-party allotment) (Third-Party Allotment) on
September 18, 2014.

Consequently, Common stock and Capital surplus as of March 31,
2015 were ¥253,448 million and ¥164,154 million, respectively.

78,000,000 shares of common stock

1,313 yen per unit

102,414,000,000 yen

All of the shares are to be allotted to CPG SPC (63,500,000 shares) and
En-CP Fund (14,600,000 shares) by way of third-party allotment.
Common stock: 51,207,000,000 yen

Capital surplus: 51,207,000,000 yen

1) Number of shares to be newly issued

2) Issue price

3) Amount of proceeds

4) Method of offering and allotment (allottee)

5) Total amounts by which common stock and capital surplus are to
be increased (excluding issuance and other expenses)

The Company acquired 78 million shares (¥100,669 million) of treasury stock by December 31, 2014, corresponding to the Third-Party Allotment.
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(2) Capital Surplus and Retained Earnings

The Companies Act provides that upon payment of dividends, an
amount equal to 10% of the paid dividends must be appropriated
as additional paid-in capital (a component of Capital surplus) or as
legal reserve (a component of Retained earnings) if the payment
of such dividends is charged to Retained earnings, until the total
aggregate amount of additional paid-in capital and legal reserve
equals 25% of the Common stock.

The Companies Act provides a limit to the amount that can be
distributed as dividends and the amount available for the purchase
of treasury stock. This amount is based on the amount recorded in
the Company’s statutory standalone financial statements in accor-
dance with the accounting standards in Japan. The adjustments to
conform with IFRSs included in the Consolidated Financial
Statements have no effect on the determination of the available
balance of dividends or the purchase of treasury stock under the
Companies Act. The amount available as dividends or the purchase
of treasury stock under the Companies Act was ¥537306 million
(US$4,768 million) as of March 31, 2016. This amount available
as dividends or the purchase of treasury stock might change as
a result of certain actions, such as the purchase of treasury
stock thereafter.

22. Dividends

Under the Companies Act, companies can pay dividends at any
time during the fiscal year in addition to the year-end dividend upon
resolution at the shareholders’ meeting. For companies that meet
certain criteria such as (1) having a Board of Directors, (2) having a
Board of Corporate Auditors, (3) appointing independent auditors,
and (4) the term of service of the directors is prescribed as one year,
the Board of Directors may decide dividends (except for dividends in
kind) if the company has prescribed so in its articles of incorpora-
tion. Companies under the Board of Directors’ system may declare
dividends once during the fiscal year by resolution of the Board of
Directors (cash dividends only) if the company has prescribed so in
its articles of incorporation.

The Companies Act also provides for companies, provided it is
resolved by the Board of Directors, to dispose of treasury stock,
or to purchase it as prescribed in their articles of incorporation.
The amount of treasury stock to be purchased must be within the
amount available as previously described.

The Companies Act permits reclassification among Common
stock, Capital surplus, and Retained earnings by resolution of the
shareholders’ meeting, such as the transfer of a portion or all of Retained
earnings to the Common stock account.

(1) Dividends paid during the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen Yen
(Millions of
U.S. Dollars) (U.S. Dollars)
Resolution Class of shares /z.m.o“”t of Sggrce of Dividends Record date Effective date
ividends dividends per share
Ordinary general meeting of Ordinary shares ¥39,5643 Retained ¥25.00 March 31, 2014 June 23,2014
shareholders held on June 20, 2014 Y ! earnings ' ' !
Board of Directors’ meeting held Ordinary shares ¥37,985 Reta.med ¥23.00 September 30, 2014 December 2, 2014
on November 5, 2014 earnings
Ordinary general meeting of ) ¥36,379 Retained ¥23.00
shareholders held on June 19, 2015 Ordinary shares ($323) earnings ($0.20) March 31, 2015 June 22,2015
Board of Directors’ meeting held : ¥39,642 Retained ¥25.00
on November 5, 2015 Ordinary shares ($351) earnings ($0.22) September 30, 20156 December 2, 2015

(2) Dividends for which the record date is in the current fiscal year but the effective date is in the following fiscal year are as follows:

Millions of Yen Yen
(Millions of
U.S. Dollars) (U.S. Dollars)
Resolution Class of shares zmgunt of Sggrce of Dividends Record date Effective date
ividends dividends per share
Ordinary general meeting of Ordinary ¥39,541 Retained ¥25.00
March 31, 2016 27,2016
shareholders held on June 24, 2016 shares ($351) earnings ($0.22) arc ' June 27,
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23. Other Components of Equity and Other Comprehensive Income (Loss)

(1) Other Components of Equity
Changes in other components of equity were as follows:

Millions of Yen

Millions of
U.S. Dollars

2016 2016
Translation adjustments
Balance at the beginning of the year ... ¥ 364,454 ¥255,017 $ 3,235
AdJUSTMENT FOr thE YEAT ...t (161,659) 109,437 (1,436)
Balance at the end of the year ... . 202,795 364,454 1,799
FVTOCI financial assets
Balance at the beginning of the year 176,487 116,292 1,566
AdJUSTMENT FOr thE VB ...t (220,129) 52,492 (1,953)
Transfer t0 retained EaMINGS «.....cveviiiiii e (7,988) 7,703 (71)
Balance at the end of the Year ... ....cooiiiiiiiiiii e . (51,630) 176,487 (458)
Cash flow hedges
Balance at the beginning of the year (8,517) (3,980) (76)
Adjustment for the year ... 7,909 (4,537) 71
Transfer t0 NON-fINANCIAl ASSETS ...vvviiieiii et . (9,807) - (87)
Balance at the end of the year ... ..o . (10,415) (8517) 92)
Remeasurement of net defined pension liability
Balance at the beginning of the year ... = - =
AdJUSTMENT FOr the YEAT ...ttt (11,385) 7,686 (101)
Transfer t0 retained EarMINGS ........voiiiiiiii e 11,385 (7,686) 101
Balance at the end of the year ... . = - =
Other components of equity
Balance at the beginning of the year ... 532,424 367,329 4,725
Adjustment for the year ... (385,264) 165,078 (3,419)
Transfer to retained arniNgs .......c.oii i 3,397 17 30
Transfer t0 NON-fINANCIAI ASSETS ...vvveiieiiie e . (9,807) - (87)
Balance at the end of the year ... . ¥ 140,750 ¥532,424 $ 1,249
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(2) Other Comprehensive Income (Loss)

The breakdown of items in other comprehensive income (loss) and their respective associated tax effects (including Non-controlling

interests) were as follows:

Millions of Yen

Before Net of Before Net of
tax effects Tax effects tax effects tax effects Tax effects tax effects

ltems that will not be reclassified to profit or loss
FVTOCI financial assets

Amount arising during the year on FVTOCI financial assets.......... ¥(286,431) ¥63,888 ¥(222,543) ¥ 59696 ¥(13,452) ¥ 46244

Adjustment for the year ... (286,431) 63,888 (222,543) 59,696 (13,452) 46,244
Remeasurement of net defined pension liability

Amount arising during the year on net defined pension liability ..... (12,264) 3,796 (8,468) 10,371 (3,908) 6,463

Adjustment for the year ............cccoiiiiiiiiiiccecee (12,264) 3,796 (8,468) 10,371 (3,908) 6,463
Other comprehensive income in associates and joint ventures

Amount arising during the Year ..........c.ccccooiiiiiiiiiiiiiciec (9,350) 493 (8,857) 13,304 (1,240) 12,064

Adjustment for the Year ...............coov.ovvveooeeeeoeeeeoeeeeeeeeeeen (9,350) 493 (8857) 13,304 (1240) 12,064
ltems that will be reclassified to profit or loss
Translation adjustments

Amount arising during the year on translation adjustment............ (77,284) 2,925 (74,359) 85,080 2,146 87,226

Reclassification to profit or loss for the year...............ccccocoea. (2,609) 36 (2,573) (3,313) 0 (3,313)

Adjustment for the year ..o (79,893) 2,961 (76,932) 81,767 2,146 83913
Cash flow hedges

Amount arising during the year on derivative instruments

for cash flow hedges (4,597) 1,140 (3,457) 2,305 (1,121) 1,184

Reclassification to profit or loss for the year...............ccccocoea. 1,961 (605) 1,356 (3,019) 967 (2,052)

Adjustment for the year ..........c.ocoiiiiiiiiiiicecee (2,636) 535 (2,101) (714) (154) (868)
Other comprehensive income in associates and joint ventures

Amount arising during the Year ..........c.ccccooiiiiiiiiiiciciee (79,699) 3,044 (76,655) 44,845 (4,984) 39,861

Reclassification to profit or loss for the year...............cccococea. (10,665) 1,194 (9,471)  (18,762) 115 (18,647)

Adjustment for the year ..........cocooiiiiiiiiiiicccceec (90,364) 4,238 (86,126) 26,083 (4,869) 21,214
Total other comprehensive income for the year, net of tax ................ ¥(480,938) ¥75,911 ¥(405,027) ¥190507 ¥(21,477) ¥169,030
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Millions of U.S. Dollars

Before Net of
tax effects Tax effects tax effects

[tems that will not be reclassified to profit or loss
FVTOCI financial assets

Amount arising during the year on FVTOCI financial assets .......... $(2,542) $567 $(1,975)

Adjustment for the year ..........coceoiiiiiiiii (2,542) 567 (1,975)
Remeasurement of net defined pension liability

Amount arising during the year on net defined pension liability ..... (109) 34 (75)

Adjustment for the Year .........ccovviriiiiieeece e (109) 34 (75)
Other comprehensive income in associates and joint ventures

Amount arising during the Year ...........cccccooeveoieiiiiiicccceee (83) 4 (79)

Adjustment for the year (83) 4 (79)

[tems that will be reclassified to profit or loss

Translation adjustments

Amount arising during the year on translation adjustment............ (686) 26 (660)
Reclassification to profit or loss for the year...........cccccceeiiennn. (23) 0 (23)
Adjustment for the year (709) 26 (683)

Cash flow hedges

Amount arising during the year on derivative instruments

for cash flow hedges ........c.cooiiiiiiiiiiiii (41) 11 (30)
Reclassification to profit or loss for the year ... 17 (6) 11
Adjustment for the Year ..........coovviriiiiieeece e (24) 5 19)

Other comprehensive income in associates and joint ventures
Amount arising during the Year ............ccccooeveieiiiiiiieiccee (707) 27 (680)
Reclassification to profit or loss for the year...........ccccceeiien. (95) 11 (84)
Adjustment for the year ..........coceviiiiiiii (802) 38 (764)
Total other comprehensive income for the year, net of tax............... $(4,269) $674 $(3,595)

Notes: 1. In the amount arising during the year on derivative instruments for cash flow hedges for the year ended March 31, 2015 above, accompanying the acquisition or incurrence of
non-financial assets or non-financial liabilities which were hedged highly probable transactions, the amount (net of tax) that was removed from other comprehensive income was
¥8,180 million (addition). In addition, the amount that was included or deducted in the initial cost of the non-financial assets or non-financial liabilities for the year ended March 31,
2015 was ¥12,781 million (addition).

2. The amounts of hedge income (loss) in other comprehensive income, arising from the changes in the fair value of currency derivatives designated as the hedging instruments for
the cash flow hedges, where the currency risk of borrowings in foreign currency is designated as the hedged items, for the years ended March 31, 2016 and 2015 were ¥28,059
million (US$249 million) (loss) and ¥25,816 million (income) (before tax effect), respectively, and ¥18,800 million (US$167 million) (loss) and ¥16,5622 million (income) (net of
tax), respectively. These amounts were reclassified from Other components of equity in the period in which the borrowings in foreign currencies designated as the hedged items
are translated. They are not included in the amount arising during the year on derivative instruments for cash flow hedges or reclassification to profit or loss for the year.
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24, Financial Instruments

(1) Capital Management

The Company and its subsidiaries have chosen NET DER*' as an
important indicator for financial soundness, and the Company and
its subsidiaries work to maintain financial soundness by controlling
interest-bearing debt and by increasing consolidated shareholders’
equity through the accumulation of profits. In addition, the Company
and its subsidiaries have introduced and are implementing Risk
Capital Management, under which the basic principle is to control
risk assets*? within the limit of the risk buffer (consolidated share-
holders’ equity + non-controlling interests), and the Company and its

subsidiaries also strictly maintain financial discipline. In this way, the
Company and its subsidiaries aim to achieve sustainable expansion
and growth in profits.

Notes: 1. NET DER (Net debt-to-equity ratio) = Net interest-bearing debt / Shareholders’
equity. Net interest-bearing debt is calculated by subtracting Cash and cash
equivalents, and Time deposits from the total of Interest-bearing debt,
Debentures and Borrowings (Short-term and Long-term).

2. Risk assets are calculated based on the maximum amount of the possible
future losses from all assets on the Consolidated Statement of Financial
Position, including investments, as well as for all off-balance-sheet transactions.

The Net interest-bearing debt, Shareholders’ equity and NET DER for the Company and its subsidiaries as of March 31, 2016 and 2015 were

as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Interest-bearing debt ...
Cash and cash equivalents ...
TiMe dEPOSHt ..o v
Net Interest-bearing debt ...
Shareholders’ equity ..o
NET DER (HMES) - 1-teevteeiit ettt ettt ettt ettt

............................. ¥3,196,165 ¥3,092,164 $28,365
............................. 632,871 700,292 5,617
44444444444444444444444444444 7,650 11,368 68
............................. 2,555,644 2,380,504 22,681
............................. ¥2,193,677 ¥2,433,202 $19,468
44444444444444444444444444444 117 098 -

The Company and its subsidiaries are not subject to the application of any major capital requirements (except for general requirements, such

as those in the Companies Act of Japan).

(2) Financial Risk Management Policy

The Company and its subsidiaries conduct business transactions
and operations in regions around the world, and consequently are
exposed to interest rate risk, foreign exchange rate risk, liquidity risk,
credit risk, commodity price risk, and stock price risk. The Company
and its subsidiaries utilize periodic monitoring and other means to
evaluate these risks.

1) Interest rate risk management

The Company and its subsidiaries are exposed to interest rate risk in
both raising and using funds for investing, financing, and operating
activities. Among interest insensitive assets such as investment
securities or fixed assets, the part acquired using floating interest
loans is considered to be the interest mismatch amount exposed to
interest rate risk. The Company and its subsidiaries seek to quantify
the interest rate risk to better control the fluctuation of gains and
losses due to interest rate changes. As of March 31, 2016, the inter-
est rate mismatch amount was ¥1,240,283 million (US$ 11,007 mil-
lion), and the effect on interest expense from a 1% increase in
interest rate would be ¥12,403 million (US$110 million) (profit
before tax). This amount was calculated by multiplying the interest
mismatch balance of the Company and its subsidiaries as of March

31, 2016, by 1%. This analysis was made without consideration of
factors such as future changes in the balance, foreign exchange
rate fluctuations, and dispersing effects of floating-rate borrowings
derived from the interest rate reset date, and was based on the
assumption that all other variable factors was constant.

To manage interest rate risk, the Company, using the Earnings
at Risk (EaR) management method, has established a loss limit for
interest expense, and executes hedging transactions when neces-
sary, primarily by utilizing interest rate swap contracts.

However, the Company and its subsidiaries still cannot guarantee
complete avoidance of interest rate risk, even after having adopted
these management methods.

2) Foreign exchange rate risk management

The Company and its subsidiaries are exposed to foreign exchange
rate risk related to transactions in foreign currencies due to their
significant involvement in import / export trading. Therefore, the
Company and its subsidiaries work to minimize foreign exchange
rate risk through hedge transactions that utilize derivatives such as
forward exchange contracts. However, the Company and its subsid-
iaries cannot guarantee a complete avoidance of such foreign
exchange rate risk by utilizing these hedging techniques.
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The net exposures to foreign exchange rate risk of the Company and its subsidiaries as of March 31, 2016 and 2015 were as follows:

Millions of Yen

Australian
U.S. dollar Euro Pound Yuan dollar Brazilian real Other Total
Short-term balance ..........cccccceeeenninie. ¥10,827 ¥ (9,849) ¥11,229 ¥3,066 ¥ 4,769 ¥7,786 ¥20,374 ¥48,202
Long-term balance .........ccccoveervecennn. 13,562 11,393 (879) — (9,672) - 13,338 27,742
Total e . ¥24,389 ¥ 1,544 ¥10,350 ¥3,066 ¥(4,903) ¥7,786 ¥33,712 ¥75,944
Millions of Yen
20156
Australian
U.S. dollar Euro Pound Yuan dollar Brazilian real Other Total
Short-term balance ....................L ¥ 2,382 ¥10,544 ¥(8,897) ¥16559 ¥ 7,208 ¥(139) ¥11,436 ¥39,183
Long-term balance ...........ccccoocveiennn. 20,287 (7,299) 14,416 3,069 (10,051) - 17,863 38,285
Total .o . ¥22,669 ¥ 3,245 ¥ 5519 ¥19,628 ¥ (2,753) ¥(139) ¥29,299 ¥77,468

Notes: 1. The balance of positions exposed to foreign exchange rate risk are the amounts in foreign currencies, of foreign-currency-denominated receivables and payables and foreign-
currency-denominated firm commitments arising from export/import transactions for which foreign exchange rate risk has not been hedged using forward exchange contracts,
etc. Balances with a settlement period of one year or less are short-term balances, and balances with a settlement period of more than one year are long-term balances.

2. Positive balances indicate a receivable position, and negative balances indicate a payable position.

For the Company and its subsidiaries’ short-term and long-term
balances of positions exposed to foreign exchange rate risk as
of March 31, 2016, the effect (loss) from a 1% increase in the
Japanese yen would be ¥759 million (US$7 million) for the
Company and its subsidiaries’ profit before tax. This analysis is
based on the assumption that other variable factors such as bal-
ances and interest rates were constant.

The Company and its subsidiaries’ investments in overseas busi-
nesses expose the Company and its subsidiaries to the risk that
fluctuations in foreign exchange rates could affect Shareholders’
equity through the accounting of foreign currency translation adjust-
ments and the risk that fluctuations in foreign exchange rates could
affect the amount of periodic income when converted to Japanese
yen. In addition, there are risks that fluctuations in foreign exchange
rates could affect Shareholders’ equity for FVTOCI financial assets
in foreign currency. These foreign exchange rate risks could seri-
ously affect the financial position and results of operations of the
Company and its subsidiaries.
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3) Liquidity risk management

The Company and its subsidiaries are exposed to liquidity risk
in both raising and using funds for investing, financing, and operat-
ing activities, as well as repayments of borrowings.

In addition to securing flexibility in fund-raising in response to
changes in financial conditions and reducing the cost of funds, the
Company and its subsidiaries have taken steps to diversify their
sources of funds and methods of fund-raising. In regards to liquidity,
in addition to Cash and cash equivalents, and Time deposits of
¥640,521 million (US$5,684 million) as of March 31, 2016, the
Company and its subsidiaries have commitment line and long-term
loan agreements concluded as of March 31, 2016 (Yen: ¥350,000
million; multiple currency: US$5,700 million) and believe that the
Company and its subsidiaries have sufficient liquidity for repayment
of financial liabilities in even under unexpected circumstances.



As of March 31, 2016 and 2015, the remaining contractual maturities of the Company and its subsidiaries’ Debentures and borrowings
(Short-term and Long-term), Trade payables, other current payables, and other financial liabilities (Short-term and Long-term), and Contingent
liabilities (guarantee for substantial risk for monetary indebtedness of associates and customers) other than derivative financial liabilities were
as follows:

Millions of Yen

Less than 1 year 1-5 years More than 5 years Total
Debentures and borrowings (Short-term and Long—term) ............................. ¥ 426,820 ¥1,325,419 ¥1,443,926 ¥3,196,165
Trade payables, other current payables,
and other financial liabilities (Short-term and Long-term) ..........ccccocevverne. 1,687,215 44,545 36,468 1,668,228
Contingent labilities .......cc.ooiiiiiii e ¥ 54,068 ¥ 45530 ¥ 33,103 ¥ 132,701
Millions of Yen
2015
Less than 1 year 1-5 years More than 5 years Total
Debentures and borrowings (Short-term and Long-term) ..........c.ccoovereinen. ¥ 543,660 ¥1,195,550 ¥1,352,954 ¥3,092,164
Trade payables, other current payables,
and other financial liabilities (Short-term and Long—term) ............................ 1,776,502 50,878 50,940 1,878,320
Contingent labilities .......cc.ooiiiiiiii e ¥ 46642 ¥ 51412 ¥ 35690 ¥ 133744
Millions of U.S. Dollars
L we
Less than 1 year 1-5 years More than 5 years Total
Debentures and borrowings (Short-term and Long-term) ..........c.ccoeovereinnn. $ 3,788 $11,763 $12,814 $28,365
Trade payables, other current payables,
and other financial liabilities (Short-term and Long-term) ..........cccccocvevenne. 14,085 395 324 14,804
Contingent HADIHES +..vevveveveeeeie e $ 480 $ 404 $ 294 $ 1,178

The remaining contractual maturities of derivatives for the Company and its subsidiaries as of March 31, 2016 and 2015 were as follows:
The amounts for derivatives that will be net settled with other contracts are also presented in gross amounts.

Millions of Yen

Less than 1 year 1-b years More than 5 years Total
Currency derivatives ¥ 6,344 ¥28,558 ¥ 2 ¥ 34,904
Expenditures ........ccooveoviriieenn. (8,124) (5,117) — (13,241)
Interest rate derivatives INCOME e 87 30,586 24 30,697
Expenditures .........ccccoceeeiiicnnnns (21) (485) (723) (1,229)
Commodity derivatives INCOME e 13,869 56 - 13,925
(14,527) (23) = (14,550)

Millions of Yen

20156
Less than 1 year 1-5 years More than 5 years Total

Currency derivatives INCOME e ¥ 13,544 ¥55,063 ¥ 29 ¥ 68,626

Expenditures .........cccocoeiiiiinnnns (8,577) (793) - (9,370)
Interest rate derivatives INCOME .eveeiiee e 3,627 13,088 12,928 29,643

Expenditures . (772) (256) (181) (1,209)
Commodity derivatives INCOME e 17,727 100 — 17,827

Expenditures .........ccococoviiiicnnnns (11,744) (481) - (12,225)
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Millions of U.S. Dollars

Less than 1 year 1-5 years More than 5 years Total
Currency derivatives INCOME e $ 56 $254 $0 $ 310
Expenditures .........ccocccceeiiiinnnns (73) (45) - (118)
Interest rate derivatives INCOME . 1 271 0 272
EXpenditures ........ccoovervveinieinanns 0) (4) @ (11)
Commodity derivatives Income ..o 124 0 = 124
Expenditures .........ccococeeeiiicnnnns (129) (0) - (129)

4) Credit risk management

Through sales receivables, loans, guarantees, and other formats, the
Company and its subsidiaries grant credit to their trading partners,
both domestically and overseas. The Company and its subsidiaries,
therefore, bear credit risk in relation to such credit becoming uncol-
lectible due to the deteriorating credit status or insolvency of the
Company and its subsidiaries’ partners, and where an involved party
is unable to continue its business and therefore cannot fulfill its obli-
gations under the contracts.

Therefore, when granting credit, the Company and its subsidiaries
work to reduce risk by conducting risk management through the
establishment of credit limits and the acquisition of collateral or
guaranties as needed. At the same time, the Company and its

subsidiaries establish allowance for doubtful accounts based on the
creditworthiness, the status of collection, and the status of receiv-
ables in arrears of business partners. The Company and its subsid-
iaries, having transactions in a broad range of business across a
wide range of regions, are not exposed to credit risk that is signifi-
cantly concentrated on an individual counterparty.

In the Consolidated Financial Statements, the carrying amounts of
financial assets after impairment and the contract amounts for guar-
antees and financing commitments are the maximum amount of
credit risk exposure associated with the Company and its
subsidiaries’ financial assets, and do not include the valuation of col-
lateral that has been obtained.

The maximum exposure to credit risk as of March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Trade receivables (including doubtful account receivables) ..........c.ccooiverierieineiiiecee . ¥1,864,463 ¥92132,354 $16,547
LOANS e 708,754 198,046 6,290
Guarantees (SUDSTANTIAl FISK) ...oovvvreieiie et 132,701 133,744 1,178
(@ 1 =Y PR 228,508 258,107 2,028
The MaxiMUM EXPOSUIE ........iiiiiiie it ¥2,934,426 ¥2,722,251 $26,043
Less: Allowance for doubtful @CCOUNTS ......cvvviiiiiiiieei e (31,836) (31,867) (283)
The maximum exposure (after allowance for doubtful cCOUNtS) .......ovvoviiiiviieiiciiiecs ¥2,902,590 ¥2,690,384 $25,760

The credit risk exposure for each operating segment as of March 31, 2016 and 2015 were as follows:

Millions of Yen

Guarantees Allowance for
Trade receivables Loans (substantial risk) Other doubtful accounts Total

Textile oo ¥ 178,488 ¥ 5,978 ¥ 733 ¥ 14,034 ¥ (5,240) ¥ 193,993
Machinery ........ccccooiiiiiiiii 184,895 54,209 76,954 15,195 (4,067) 327,186
Metals & Minerals ..............cccceeeeinn. 77,441 23,514 4,483 20,060 (1,614) 123,884
Energy & Chemicals ... 453,427 10,227 8,081 43,801 (3,716) 511,820
FOOd i 575,070 4,032 20,087 46,718 (3,828) 642,079
ICT, General Products & Realty .............. 380,528 33,534 19,111 28,169 (4,014) 457,328
Other ..o 14,614 577,260 3,252 60,531 (9,357) 646,300

Total oo ¥1,864,463 ¥708,754 ¥132,701 ¥228,508 ¥(31,836) ¥2,902,590
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Millions of Yen

20156
Guarantees Allowance for
Trade receivables Loans (substantial risk) Other doubtful accounts Total
Textile oo ¥ 186,700 ¥ 6211 ¥ 837 ¥ 17,026 ¥ (5,995) ¥ 204,779
Machinery ... 213,865 105,789 69,276 26,830 (7,839) 407,921
Metals & Minerals .............ccccceeieinn. 110,713 23,703 7,290 7,171 (944) 147,933
Energy & Chemicals ..........c..cccoooe 616,101 9,549 10,958 51,229 (3,539) 684,298
FOOT e 585,378 2305 20,969 40,174 (5,088) 643,738
ICT, General Products & Realty .............. 398,160 22,142 20,640 29,812 (5,744) 464,910
Other ..o 21,437 28,347 3,874 85,865 (2,718) 136,805
Total oo ¥2,132,364 ¥198,046 ¥133,744 ¥258,107 ¥(31,867) ¥2,690,384

Millions of U.S. Dollars

Guarantees Allowance for
Trade receivables Loans (substantial risk) Other doubtful accounts Total

TEXHIE e $ 1,584 $ 53 $ 7 $ 125 $ (47) $ 1,722

Machinery ........cccooiiiiiiii 1,641 481 683 135 (36) 2,904

Metals & Minerals .............ccccceiiinn. 687 208 40 178 (14) 1,099

Energy & Chemicals .. 4,024 91 71 389 (33) 4,542

5,104 36 178 414 (34) 5,698

3,377 298 170 250 (36) 4,059

130 5,123 29 537 (83) 5,736

$16,547 $6,290 $1,178 $2,028 $(283) $25,760
For the loans included above, as of March 31, 2016 and 2015, An aging analysis of receivables that were past due at the report-
collateral had been secured in the amounts of ¥4,693 million ing date but not impaired as of March 31, 2016 and 2015 were as
(US$42 million) and ¥4,557 million, respectively. Properties and follows. The following includes amounts that are expected to be
other credit enhancement held by the Company and its subsidiaries recoverable due to insurance or the acquisition of collateral. At this
as collateral are assessed at fair value. point, the Company and its subsidiaries have concluded that it is not

necessary to recognize impairment.

Millions of
Millions of Yen U.S. Dollars
2016 2016
LSS than 90 aYS «...veeeieieeeei et ¥29,522 ¥926,586 $262
90 dayS=1 YEA ..o 7,903 8,787 70
MOTE thaN T YEAN ..viiiieiie e 1,574 2912 14
TORRL ettt ¥38,999 ¥38,085 $346
The changes in Allowance for doubtful accounts for the years ended March 31, 2016 and 2015 were as follows:
Millions of
Millions of Yen U.S. Dollars
2016 2016
Balance at the beginning of the year. .. ¥(31,867) ¥(37,560) $(283)
Provision for doubtful @CCOUNTS .....c..viiiieiiiicii e (7,775) (6,178) (69)
Charge-0ffS ... 6,500 12,852 58
Exchange differences on translation of foreign operations and others ... 1,306 (981) 11
Balance at the end of the year ¥(31,836) ¥(31,867) $(283)
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The balances of impaired receivables as of March 31, 2016 and
2015 were ¥70,793 million (US$628 million) and ¥27,392 million,
respectively, and the corresponding allowances for doubtful
accounts were ¥23,303 million (US$207 million) and ¥17615 million,
respectively.

5) Commodity price risk management
The Company and its subsidiaries conduct actual demand
transactions that are based on the hedge selling of a variety of

commodities. As a result, because it holds long or short positions in
light of market prices, in some cases the Company and its subsidiar-
ies are exposed to commodity price fluctuation risk. Therefore, the
Company and its subsidiaries analyze inventories and purchase and
sales contracts, and each Division Company has established middle
and back offices for major commodities, which establish a balance
limit and loss cut limit for each commodity as well as conduct moni-
toring, management, and periodic reviews. In these ways, the
Company and its subsidiaries work to reduce commodity price risk.

Commodity price risk exposure as of March 31, 2016 and 2015 were as follows:

Millions of Yen

Long Short

Millions of U.S. Dollars

Long Short Long Short

COMMOMtY v ¥92,047 ¥1,186

¥10,687 ¥177 $18 $11

Commodity price sensitivity analysis

The Company and its subsidiaries use the Value at Risk (VaR) method to measure the risk of commodity transactions that are sensitive to mar-

ket conditions. The following table shows year-end and average VaR figures as of March 31, 2016 and 2015. (Method: variance-covariance

method / confidence interval 99% / holding period: 5 days / measurement frequency: weekly)

Millions of Yen

March 31 Average

Millions of U.S. Dollars

March 31 Average March 31 Average

Commodity .....ooeioiiiiiiiiiiici ¥205 ¥412

¥573 ¥396 $2 $4

6) Stock price risk management

The Company and its subsidiaries hold a variety of marketable
equity securities, mainly to strengthen relationships with customers,
suppliers, and other parties, and to secure business income, and to
increase corporate value through means such as making a wide
range of proposals to investees.

Stock price sensitivity analysis

Therefore, the Company and its subsidiaries, using the VaR
method periodically track and monitor the amount of influence on
Shareholders’ equity.

The fair values of marketable equity securities (total of FVTOCI
and FVTPL financial assets) held as of March 31, 2016 and 2015
were ¥253,789 million (US$2,252 million) and ¥316,283 million,
respectively.

The Company and its subsidiaries use the VaR method to measure stock price risk. The following table shows year-end VaR figures as of

March 31, 2016 and 2015. (Method: variance-covariance method / confidence interval 99% / holding period: 10 days / measurement

frequency: weekly)

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Marketable equity securities ...........ccccooviiiiiiii

¥20,669 ¥18,836 $183
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VaR is used to measure commodity price risk and stock price risk.
VaR employs statistical methods to estimate the maximum loss that
could occur in a defined period of time in the future based on market
fluctuation data for a defined period of time in the past. It is possible
that actual results could differ substantially from the above estimates.

The Company and its subsidiaries periodically conducts back test
in which VaR is compared with actual gains or losses.

(3) Fair Value of Financial Instruments
The Company and its subsidiaries have various financial instruments,
which are exposed to credit losses in the event of non-performance
by counterparties.

The Company and its subsidiaries are engaged in transactions
with numerous counterparties to avoid excessive concentration of
credit risk to certain counterparty or group of counterparties.

The carrying amounts and estimated fair values for the purpose
of the disclosure requirements of IFRS 13 Fair value measurement,
and valuation techniques for Non-current receivables, Non-current
financial assets other than investments and receivables (excluding
derivative assets), Long-term debentures and borrowings, and Other
non-current financial liabilities (excluding derivative liabilities) as of
March 31, 2016 and 2015 were as follows (For fair value and calcu-
lation of Short-term investments and Other investments, refer to
Note 12 Securities and Other Investments and Note 26 Financial
Instruments Measured at Fair Value, respectively. For fair value and
calculation of derivative asset / liability, refer to Note 26 Financial
Instruments Measured at Fair Value.).

Millions of Yen

Carrying amount Fair Value
Financial assets:
Non-current receivables and Non-current financial assets other than investments and receivables
(EXCIUTING AErVALIVE ASSEES) ......viiiiiiiie ittt . ¥ 708,301 ¥ 709,270
Financial liabilities:
Long-term debentures and borrowings and Other non-current financial liabilities
(excluding derivative lADITIES) ........cviiuiiiiiiiieei e ¥2,868,720 ¥2,868,932

Millions of Yen

2015

Carrying amount Fair Value

Financial assets:

Non-current receivables and Non-current financial assets other than investments and receivables

(excluding derivative sSets) ..........cooiiiiiiiiiiiiiec e

Financial liabilities:

¥ 189,023 ¥ 190,161

Long-term debentures and borrowings and Other non-current financial liabilities

(excluding derivative liabilies) ..........cccooiieiiiiiicieccceecee

...................................................... ¥2,649,930

¥2,657,048

Millions of U.S. Dollars

Carrying amount Fair Value
Financial assets:
Non-current receivables and Non-current financial assets other than investments and receivables
(EXCIUAING AENIVALIVE BSSEES) ....cv vttt ettt . $ 6,286 $ 6,295
Financial liabilities:
Long-term debentures and borrowings and Other non-current financial liabilities
(excluding derivative lIADITHES) ........ve.veiiitit ettt $25,459 $25,461

The valuation techniques for fair values of Non-current receiv-
ables and Non-current financial assets other than investments and
receivables are as follows:

The fair values of Non-current receivables and Non-current finan-
cial assets other than investments and receivables are estimated
based on the present value of future cash flows discounted using
the current rates of loans or receivables with similar terms,

conditions, and maturities being offered to borrowers or customers
with similar credit ratings and are classified as Level 2.

Non-current receivables and Non-current financial assets other
than investments and receivables, for which the Company and its
subsidiaries recognized an allowance for doubtful accounts, are
classified as Level 3.
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The valuation techniques for fair values of Long-term debentures
and borrowings and Other non-current financial liabilities are
as follows:

The fair values of Long-term debentures and borrowings and
Other non-current financial liabilities are based on the present value
of future cash flows discounted using the current borrowing rates of
similar debt instruments having comparable maturities and are clas-
sified as Level 2.

The carrying amounts of current financial assets and liabilities
other than those mentioned above are approximately the same as
their fair values mainly because of their short maturities.

(4) Offsetting of Financial Assets
and Financial Liabilities

The Company and its subsidiaries have financial assets and financial
liabilities under a master netting arrangement or similar arrange-
ment. These legally enforceable master netting agreements or simi-
lar arrangements give the Company and its subsidiaries, in the event
of default by the counterparty, the right to offset receivables and
payables with the same counterparty.

The following table provides offsetting information of financial assets and financial liabilities with the same counterparty as of March 31, 2016

and 2015.

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

The amount of fINANCIAI ASSELS .....uuuiiie e ¥4,253,263 ¥4,330,297 $37,746
The amount of possible offsetting under master
netting arrangement or similar arrangement ... (153,696) (159,5679) (1,364)
Cash CONATETAl PRI ... (524) (1,024) 4)
NEE oottt ¥4,099,043 ¥4,169,694 $36,378
Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

The amount of financial liabilities ..........cooooeeiii

The amount of possible offsetting under master

netting arrangement or similar arrangement .................c

Cash collateral reCeIVEd ... ....vvviiiiiiiiii e

............................ . ¥4,864,393 ¥4,970,484 $43,170

............................. (153,696) (169,679) (1,364)
............................. (530) (32) (5)
............................. ¥4,710,167 ¥4810,873 $41,801

The amount which was offset in accordance with the criteria for offsetting financial assets and financial liabilities in the Consolidated

Statement of Financial Position was immaterial.

25. Hedging Activities

Fair value hedges:

A fair value hedge is a hedge of the variability of fair value of a rec-
ognized asset or liability or of an unrecognized firm commitment.
The changes in fair value of recognized assets or liabilities, or unrec-
ognized firm commitments and related hedging instruments that are
designated and qualify as fair value hedges are recognized in profit
or loss if the hedges are considered effective. For the years ended
March 31, 2016 and 2015, amounts of the net profit (losses) related
to hedge ineffectiveness and the portion excluded from the assess-
ment of hedge effectiveness were immaterial.

The Company and its subsidiaries use currency derivatives to
hedge the risk of variability in the fair value of unrecognized firm
commitments and the hedging terms are basically within one year.
Further, the Company and its subsidiaries use interest rate derivatives
to hedge the risk of variability in the fair value of loan receivables
and borrowings, for which they agree to receive or pay interest on a
fixed rate basis, and the hedging terms are nearly the same as the
maturity of the loan receivables and borrowings. The Company and
its subsidiaries use commodity derivatives to hedge the risk of vari-
ability in the fair value of unrecognized firm commitments and
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inventories and the hedging terms are basically within one year. The
prices of hedging instruments are close to the quoted prices in
transactions taking place in the principal markets or in the
most advantageous markets where each hedging instrument
is actively traded.

Cash flow hedges:

Cash flow hedges are hedges of the variability of cash flows to be
received or paid related to forecasted transactions, or recognized
assets or liabilities. The changes in fair value of hedging instruments
that are designated and qualify as cash flow hedges are recognized
in other comprehensive income if the hedges are considered effec-
tive. This treatment is continued until profit or loss is affected by the
variability in cash flows to be received or paid, related to the unrec-
ognized forecasted transactions or the recognized assets or liabili-
ties designated as the hedged items. The ineffective portion of the
hedge is included in profit or loss. For the years ended March 31,
2016 and 2015, amounts of the net profit (losses) related to hedge
ineffectiveness and the portion excluded from the assessment of
hedge effectiveness were immaterial.



The Company and its subsidiaries hold currency derivatives and
commodity derivatives to hedge the risk of variability in cash flows to
be received or paid related to forecasted transactions, or recognized
assets or liabilities, and the hedging terms are basically within one
year. Further, the Company and its subsidiaries hold interest rate
derivatives and currency derivatives to hedge the risk of variability in
cash flows due to variability of interest rates and currency rates in
the future, and the hedging terms are nearly the same as the matu-
rity of the loan receivables and borrowings. The prices of hedging
instruments are close to the quoted prices in transactions taking
place in the principal markets or in the most advantageous markets
where each hedging instrument is actively traded.

For the years ended March 31, 2016 and 2015, the amounts
reclassified from other comprehensive income into profit or loss,
because it is no longer probable that forecasted transactions, would

occur were immaterial.

For the year ended March 31, 2015, accompanying the acquisition
or incurrence of non-financial assets or non-financial liabilities which
were hedged highly probable transactions, the amounts (net of tax)
that was removed from other comprehensive income was ¥8,180
million (addition). In addition, the amount that was included in or
deducted from the initial values of the non-financial assets or non-
financial liabilities was ¥12,781 million (addition).

The fair values of hedging instruments as of March 31, 2016 and
2015 were as follows:

On the Consolidated Statement of Financial Position, the fair
value of assets related to hedging instruments is included in Other
current financial assets or in Non-current financial assets other than
investments and receivables, and the fair value of liabilities related
to hedging instruments is included in Other current financial liabili-
ties or in other Non-current financial liabilities.

Millions of Yen

Type of hedge accounting Hedging instruments Notional amounts Assets Liabilities
Currency derivatives ...........ccccoooiiiiiiiiiiinn ¥ 60,411 ¥ 886 ¥1,433
Fair value hedges Interest rate derivatives . 657,500 30,538 -
Commodity derivatives ............cccceeieiiincnncs 190,456 2,113 3,157
Currency derivatives .........ccccooveeiriiiiiinin. ¥216,103 ¥28,340 ¥5,763
Cash flow hedges Interest rate derivatives ... 43,578 65 1,302
Commodity derivatives ... 2,288 155 -
Millions of Yen
20156
Type of hedge accounting Hedging instruments Notional amounts Assets Liabilities
Currency derivatives ...........ccccooeiiiiiiiniinn ¥ 75204 ¥ 3,349 ¥ 857
Fair value hedges Interest rate derivatives ...............ccooeeeiiiee 789,500 25,462 —
Commodity derivatives ............c..cccceoiiiiii. 242,024 5,083 1,719
Currency derivatives ............c.ccccooi ¥248545 ¥53,830 ¥ 421
Cash flow hedges Interest rate derivatives ..........ccoooooi, 55,827 10 1,100

Commodity derivatives ......

Millions of U.S. Dollars

Type of hedge accounting Hedging instruments Notional amounts Assets Liabilities
Currency derivatives ..........ccoceeveeeiieiierienen. $ 536 $ 8 $13
Fair value hedges Interest rate derivatives .... 5,835 271 -
Commodity derivatives ....................ooo 1,690 19 28
Currency derivatives ...........ccccccevcoeecieocecnn. $1,918 $252 $51
Cash flow hedges Interest rate derivatives ... 387 1 12
Commodity derivatives .....................co 20 1 -
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In the years ended March 31, 2016 and 2015, the amounts of hedged items designated as fair-value hedges were as follows:

Millions of Yen

Main account on Consolidated Statement

Accumulated amount of fair value hedge

Risk category of Financial Position Carrying amount  adjustments included in the carrying amount

Trade receivables ........ocooveviiiiiiiiiiiinne ¥ 496 ¥ 13
) Trade payables ... 698 19

Currency risk
Other current assets ........ooovevvveiiiiiiiienen. 1,416 1,416
Other current liabilities .................cccooe. 863 863

Interest rate risk Long-term debentures and borrowings ¥688,038 ¥30,538
INVENTOTIES vt eeie et ¥ 15,043 ¥ (238)

Commodity price risk Other current assets ..............ciieenn.. 2,920 2,920
Other current liabilities ..............cccoeeeeinnnnn. 1,639 1,639

Millions of Yen

2015

Main account on Consolidated Statement

Accumulated amount of fair value hedge

Risk category of Financial Position Carrying amount  adjustments included in the carrying amount

Trade receivables ........ccoooveeeiiiiiie ¥ 4315 ¥ 90
) Trade payables ... 8912 32

Currency risk
Other current assets .........ccccooeeevieencn. 666 666
Other current liabilities ...........ccccocccccins 3,216 3216

Interest rate risk Long-term debentures and borrowings ....... ¥814,962 ¥925,462
INVENTOTIES vvvveeeeeeeieeeii et ¥ 19,247 ¥ (756)

Commodity price risk Other current assets ..........cccccceeiiinn. 1,391 1,391
Other current liabilities ...........cccovvviiiiiinnns 3,999 3,999

Millions of U.S. Dollars

Main account on Consolidated Statement

Accumulated amount of fair value hedge

Risk category of Financial Position Carrying amount  adjustments included in the carrying amount

Trade receivables ......cooeeeeeeeeeeeeee. $ 4 $ 0
) Trade payables ... 6 0

Currency risk
Other current assets ........cceeeevviiieerniins 13 13
Other current liabilities .. .. 8 8

Interest rate risk Long-term debentures and borrowings ........ $6,106 $271
INVENTOTIES vrvveeeeeeie et $ 134 $ (2

Commodity price risk Other current assets .........c.ccoccceviinn. 26 26
Other current liabilities .................ccoooes 15 15

In the years ended March 31, 2016 and 2015, the amounts of the Company and its subsidiaries’ Other components of equity and the income

(losses) associated with hedging instruments designated as cash flow hedges were as follows:

Amount of cash flow

Millions of Yen

Amount of hedge
income (loss)

Main account of profit or loss reclassified

Amount of profit or loss
reclassified from Other

Risk category hedge reserve recognized in OCI* from Other components of equity components of equity
CUITENCY MISK v ¥(1,539) ¥(4,518) Other—net ¥1,930
Interest rate risk ....oooeeveeeieiieeiciieenn 102 (228) Interest expense 139
Commodity price rfisk ........cccccoverrueenn.. (40) 149 Revenues from sale of goods (108)
R ¥(1,477) ¥(4,597) ¥1,961
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Millions of Yen

2015

Amount of hedge
income (loss)

Amount of cash flow

Amount of profit or loss

Main account of profit or loss reclassified reclassified from Other

Risk category hedge reserve recognized in OCI* from Other components of equity components of equity
CUITENCY MISK e ¥ 355 ¥2.861 Other—net ¥(3,000)
Interest rate risk .......cccooevveeviieeieene. (212) (404) Interest expense (30)
Commaodity price risk .........ccoceeerenene.. — (152) Revenues from sale of goods 11
Total e ¥ 143 ¥2,305 ¥(3,019)
Millions of U.S. Dollars
o |
Amount of hedge Amount of profit or loss
Amount of cash flow income (loss) Main account of profit or loss reclassified reclassified from Other
Risk category hedge reserve recognized in OCI* from Other components of equity components of equity
CUITENCY MISK v $(14) $(40) Other—net $17
Interest rate risk ..........ccoevrevvieeiieennn.. 1 2 Interest expense 1
Commodity price risk .......cccoveveecicninan. (0) 1 Revenues from sale of goods 1)
Total oo $(13) $(41) $17

The amounts of hedge income (loss) in other comprehensive income, arising from the changes in the fair value of currency derivatives desig-

nated as the hedging instruments for the cash flow hedges, where the currency risk of borrowings in foreign currency is designated as the
hedged items, for the years ended March 31, 2016 and 2015 were ¥28,059 million (US$249 million) (loss) and ¥25,816 million (income)
(before tax effect), respectively. These amounts were reclassified from Other components of equity in the period in which the borrowings in

foreign currencies designated as the hedged items are translated. These amounts are not included above.

26. Financial Instruments Measured at Fair Value

IFRS 13 Fair Value Measurements defines fair value as the price
that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measure-
ment date. IFRS 13 Fair Value Measurements also establishes a
hierarchy for inputs used in measuring fair value and requires that
each fair value be categorized into one of the following three levels
based on its observability of inputs.

Level 1: Quoted prices (unadjusted) in active markets for identical
assets or liabilities.

Level 2: Inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly or
indirectly.

Level 3: Unobservable inputs for identical assets or liabilities.

The Company and its subsidiaries use the following valuation
techniques for the assets and liabilities that are measured at fair
value on a recurring basis.

The cash equivalents that are measured at fair value on a recur-
ring basis consist primarily of commercial paper with original

maturities of three months or less. The Company and its subsidiaries
measure the fair value using the quoted market prices and classify
them as Level 2.

The inventories that are measured at fair value primarily consist of
products which are principally acquired with the purpose of selling in
the short-term and generating a profit from fluctuations in price. The
Company and its subsidiaries measure the fair value using the price
formula based on commodity transaction prices and classify them as
Level 2.

The financial instruments classified as FVTPL and FVTOCI
financial assets consist of securities and alternative investments.
Securities that are listed on exchanges are measured using quoted
market prices. When quoted prices in active markets in which trans-
actions occur with sufficient frequency are available, they are classi-
fied as Level 1. On the other hand, instruments that are measured at
quoted prices in markets in which there are relatively few transac-
tions are classified as Level 2.

Securities that are not listed on exchanges are measured mainly
using the discounted cash flow and modified net assets method
based on comprehensive consideration of various inputs that are
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available to the Company and its subsidiaries, including expectation
of future income of the investee, the net asset value of the subject
stock, and the actual value of significant assets held by the said
investee. If the amount affected by unobservable inputs covers the
significant proportion of the fair value, the security is classified as
Level 3, and if the amount affected by unobservable inputs does not
cover significant proportion of fair value, the security is classified as
Level 2.

Derivative assets and derivative liabilities consist of currency
derivatives, interest rate derivatives, and commodity derivatives. The
derivative instruments that are traded in the active market are val-
ued at quoted market prices and classified as Level 1. The other
derivative instruments that are measured using commonly used fair
value pricing models, such as the Black-Scholes model, based upon
observable inputs only, are classified as Level 2.

Based on the policies and procedures defined by the Company,
the Company and its subsidiaries apply the best available valuation

technique and inputs to measure the fair value of assets and liabili-
ties by considering their nature, features, and risk. The assets and
liabilities that are classified as Level 3 are mainly measured by the
discounted cash flow and modified net assets method. In addition,
the result of the measurement of the fair value has been approved
by the appropriate authority in each division company.

The fair value of assets and liabilities that are measured by dis-
counted cash flow fluctuate by the discount rates that are applied.
These discount rates are applied to each financial asset by calculat-
ing the risk free rate, which includes country risk premium, etc.
(Approximately 7—13%)

If the unobservable inputs have been changed to reflect reason-
ably possible alternative assumptions, the effect is expected to be
insignificant.

The Company and its subsidiaries recognize transfers of assets or
liabilities between levels of the fair value hierarchy as of the end of
each quarterly reporting period when the transfer occur.

The information by level for assets and liabilities that were measured at fair value on a recurring basis as of March 31, 2016 and 2015 were

as follows:
Millions of Yen
e
Level 1 Level 2 Level 3 Total
Assets
Cash eqUIVAIENTS .......oouiiiiiiic i ¥ — ¥ 3,000 ¥ — ¥ 3,000
INVENTOMIES . - 20,176 - 20,176
Securities and other investments ...
FVTPL financial @SSEtS .. . uuueeeiiiiieeeee e - 15,097 38,765 53,862
FVTOCI financial assets ...........ooeeiiiiiiiieeiiiiieeee e 253,789 - 489,738 743,527
Derivative @SSETS .....uun i 4,561 74,965 — 79,526
Liabilities
Derivative labilities ........ccooouuiiiiiiiii ¥ 5,186 ¥23,833 ¥ - ¥ 29,019

Millions of Yen

20156
Level 1 Level 2 Level 3 Total
Assets
Cash eqUIVAIENTS ........ouiiiiiiicii e ¥ — ¥ 3,000 ¥ — ¥ 3,000
INVENTOMIES v — 28,609 — 28,509
Securities and other investments ...
FVTPL financial @SSets .....ccovvuiiiiiiiieeiiiee e 463 13,546 6,476 20,485
FVTOCI financial assets ...........ooeeiiiiiiiieeeiiiiiceeee e 315,820 — 679,938 995,758
Derivative @SSETS .....uue e 9,456 106,640 — 116,096
Liabilities
Derivative liabilities .............oeeiiiiie e ¥ 5,233 ¥ 17,571 ¥ — ¥ 22804

Millions of U.S. Dollars

Level 1 Level 2 Level 3 Total
Assets
Cash equIVAIENTS .........ciiiiiiiii e $ - $ 27 $ - $ 27
INVENTOTIES i - 179 — 179
Securities and other investments ...
FVTPL financial @SSets .......oooiiiiiiiiiie i - 134 344 478
FVTOCI financial @SSets .........uuueiieiiiiieeeeeeeee e 2,252 - 4,346 6,598
Derivative asSets .....oooii i 40 666 - 706
Liabilities
Derivative HabilIES ... ..eeeeeeeee el $ 46 $212 $ - $ 258
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The changes in Level 3 items for the years ended March 31, 2016 and 2015 were as follows:

Millions of Yen

FVTPL FVTOCI
financial assets financial assets
Beginning Balance ¥ 6,476 ¥ 679,938
Total gains or losses 9,286 (266,512)
Included in gains on iNVeStMENtS ... 9,286 =
Included in other comprehensive income (loss) (FVTOCI financial @SSets) ..........cooiveiiiiiiiiiiiiiicecee . — (243,313)
Included in other comprehensive income (loss) (Translation adjustments) .. — (23,199)
R (el g T IO PTPPTRUPRIN 36,120 14,572
Sl ettt ettt . — (4,390)
TransTers iNT0 LEVET 3 ..o - -
Transfers out of Level 3. = —
OBNETS e . (13,117) 66,130
ENAING DalanCe ..o 38,765 489,738
The amount of gains (losses) on investments for the period relating to assets still held as of March 31, 2016 ......... ¥ (27) ¥ —
Millions of Yen
20156
FVTPL FVTOCI
financial assets financial assets
Beginning BalanCe .......oooiiiii e ¥ 7,406 ¥300,244
Total GAINS OF 0SSES ...c.veieiiie e — 2,000
Included in gains on INVESTMENTS ..ot - —
Included in other comprehensive income (loss) (FVTOCI financial @SSets) ..........cvvveveiirieioieiaeieieeeeceeeeas . - (1,330)
Included in other comprehensive income (loss) (Translation adjustments) ...........ccoveveriiiiieie e . — 3,330
PUICNASES ... 1,047 4,808
Sl e . — (4,384)
TransTers INT0 LEVEI 3 ..ot - -
TranSTErSs QUL OF LEVEI 3 ... — 2,317)
OIS e . (1,977) 379,587
ENding Dalance .......oooii 6,476 679,938
The amount of gains (losses) on investments for the period relating to assets still held as of March 31,2015 ......... ¥ - ¥ —
Millions of U.S. Dollars
FVTPL FVTOCI
financial assets financial assets
BEGINNING BAIBNCE ...ttt ettt ettt ettt $ 57 $ 6,034
Total gains or losses ... . 82 (2,365)
Included in gains on iINVeStMEeNts ... ... 82 =
Included in other comprehensive income (loss) (FVTOCI financial @ssets) .........cocoiiiiiiiiiiiiieicicieeeeeen . - (2,159)
Included in other comprehensive income (loss) (Translation adjustments) ............cccocoeoiiiiiiiiiiiiieee . — (206)
Purchases 321 129
Sl ettt e ettt . — (39)
TranSTErs INT0 LEVEI 3 ...t e e - -
TrANSTEIS QUL OF LEVEI 3 ...ttt ettt ettt e e e e e eeeee s - -
Others (116) 587
ENdING DalanCe ... 344 4,346
The amount of gains (losses) on investments for the period relating to assets still held as of March 31,2016 ......... $ (0 $ -

The transfers out of Level 3 for FVTOCI financial assets recog-
nized for the year ended March 31, 2015 were due to nonmarket-
able equity securities becoming marketable equity securities.

The increase in Others for FVTOCI financial assets for the year
ended March 31, 2015 were mainly due to the reclassification of
investments in Drummond International, LLC and TING HSIN
(CAYMAN ISLANDS) HOLDING CORP. from associates to Other
investments (FVTOCI financial assets).

The decrease of total gains or losses included in other compre-
hensive income (loss) (FVTOCI financial assets) for FVTOCI finan-
cial assets for the year ended March 31, 2016 was mainly due to the
decrease in fair value of Drummond International, LLC and TING
HSIN (CAYMAN ISLANDS) HOLDING CORP.

ITOCHU CORPORATION FINANCIAL SECTION 2016 89



27. Selling, General and Administrative Expenses

The breakdown of Selling, general and administrative expenses for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen U.S. Dollars
2016 2016
Personnel EXPENSES ... ..ooiuiiiii ¥429,768 ¥420,125 $3,814
Depreciation .. . 32,140 28,245 285
AMOITIZATION .o 13,663 12,948 121
SEIVICE CRAIGE ... 69,723 72,358 619
DISTrDULION COSTS vttt 64,570 58,997 573
Rent and operating 1€ase EXPENSES ... ..ooviiiiiiiiiiiii e 62,431 60,820 554
Others..... 163,223 156,705 1,449
TORBL et e ettt ettt ¥835,518 ¥810,198 $7,415
28. Gains on Investments
The breakdown of Gains on investments for the years ended March 31, 2016 and 2015 were as follows:
Millions of
Millions of Yen U.S. Dollars
2016 2016
Investments in subsidiaries, associates and joint ventures ... . ¥61,205 ¥110,436 $543
FVTPL fINANCIAl @SSEIS ..evvvviieiieee e 11,475 2,165 102
- (2,741) -
¥72,680 ¥109,860 $645

Note: For the year ended March 31, 2015, the Financial assets measured at amortized cost includes gains arising from the derecognition of financial assets measured at amortized cost of
¥107 million and impairment loss on the financial assets measured at amortized cost of ¥2,848 million.

29. Gains and Losses on Property, Plant, Equipment and Intangible Assets

The breakdown of Gains and losses on property, plant, equipment and intangible assets for the years ended March 31, 2016 and 2015 were
as follows:

Millions of

Millions of Yen U.S. Dollars
2016 2016

Gains on sales of property, plant and equipment . ¥ 2449 ¥ 8987 $ 22
Losses on disposal and sales of property, plant and equipment ............ccocooiiiiiiiiiiiice (5,551) (1,707) (49)
Impairment losses on property, plant and equipment (NOte) .........ccooiviiiiiiiiiiicc e . (103,977) (12,396) (923)
IMpairment 10SSES 0N GOOAWIIl .......cuviuieiieiiiiieiec et s (48,889) — (433)

OBNEIS e 864 842 7
Total ... ¥(155,104) ¥ (4,274) $(1,376)

Note: Impairment losses on other non-current assets are included in impairment losses on property, plant and equipment. Due to the revision on the progress of the business including
development plans as well as oil price forecasts, impairment loss of ¥25,586 million (US$227 million) was recognized related to the North Sea oil fields development project in
the Energy & Chemicals segment for the year ended March 31, 2016.

30. Other-Net

The breakdown of Other—net for the years ended March 31, 2016 and 2015 were as follows:

Millions of

Millions of Yen U.S. Dollars
Net foreign exchange gains (I0SSES) .......eeuiiiiiiiiiiiii it ¥(2,413) ¥(1,609) $(22)
OBNEES e (3,633) 8,295 (32)
TOTAL e e oo ettt ettt ¥(6,046) ¥6,686 $(54)
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31. Financial Income (Loss)

The breakdown of Financial income (loss) for the years ended March 31, 2016 and 2015 were as follows:

Millions of
Millions of Yen

U.S. Dollars

2016 2016
Interest income
Financial assets measured at amortized cost .. ¥ 28,518 ¥ 13,899 $ 253
SUBTOTAL e 28,518 13,899 253
Dividends received
FVTPL fINANCIAI BSSETS ....vviiiiiiiiiiiie e 47 41 1
FVTOCT fINANCIAI @SSELS -ttt 37,444 34,845 332
Subtotal 37,491 34,386 333
Interest expense
Financial liabilities measured at amortized COSt ..........coviuiiiiiiiiiii e (38,894) (32,853) (345)
DEMIVALIVES ..o 12,521 9,673 111
OBETS e, . (2,545) (2,066) (23)
Subtotal ... (28,918) (25,346) (257)
TORAD oot ¥ 37,091 ¥ 23,439 $ 329

32. Cash Flow Information

Supplemental cash flow information for the years ended March 31, 2016 and 2015 were as follows:

(Acquisitions of subsidiaries)

There was no acquisition of major subsidiaries for the year ended March 31, 2016. The acquisition of major subsidiaries for the year ended

March 31,2015 was EDWIN CO,, LTD.

Millions of
U.S. Dollars

Millions of Yen

2016 2016
Acquisitions of subsidiaries
Fair value of assets acquired ...........oocoiiiiiii ¥— ¥ 71,729 $—
Fair value of liabilities aSSUME ........veiii i - (58,111) —
Net assets, before deduction of Cash .........euiiiiiii i — 13,618 -
Goodwill and Non-controlling iNtErests .........c.ocvoiiiiiiiiiiieeecccee e — (3,768) —
Fair value of conSideration .............cooiiiiiiiiiii e - 9,850 -
CaSH ACGUITEA ... - (18,899) —
Acquisitions of subsidiaries, net of cash acquired (Negative figure indicates proceeds) .............. ¥— ¥ (9,049) $—

The fair values of assets acquired and liabilities assumed upon the acquisition of subsidiaries are shown in Note 5 Business Combinations.

(Sales of subsidiaries)

The sale of major subsidiaries for the year ended March 31, 2016 was the housing-materials-related subsidiaries in the U.S.

There was no sale of major subsidiaries for the year ended March 31, 2015.

Millions of
U.S. Dollars

Millions of Yen

2016 2016

Sales of subsidiaries

Fair value of @SSets SOI ......iiie e ¥102,863 ¥— $913
Fair value of 1abilities SOl ..o (23,624) — (210)
Net assets, before deduction of Cash ..........uuiiiiiii i 79,239 — 703
Fair value of CONSIAEIAtION ... ..ooiiiiii e 110,304 — 979
Effect of exchange rate changes ... . 267 - 3
Outstanding balance of consideration .............ccocoiiiiiiiiiiii e (82) — 1)
Cash included N @SSES SOIA ... ...iiiiviiiiiii e (1,694) — (15)
Sales of subsidiaries, net of cash held by subsidiaries ... ¥108,795 ¥— $ 966
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33. Parent’s Ownership Interest in Subsidiaries

Subsidiaries of the Company as of March 31, 2016 were as follows:

Name Location Voting shares (%)
Textile
SANKEI CO, LTD. Koto-ku, Tokyo 100.0
JAVA HOLDINGS CO,, LTD. Chuo-ku, Kobe 65.0
EDWIN CO.,, LTD. Arakawa-ku, Tokyo 98.5
(1.0)
JOI'’X CORPORATION Chuo-ku, Tokyo 100.0
LEILIAN CO, LTD. Setagaya-ku, Tokyo 99.2
ITOCHU Textile Prominent (ASIA) Ltd. Hong Kong, China 100.0
(49.0)
ITOCHU TEXTILE (CHINA) CO, LTD. Shanghai, China 100.0
(40.0)
83 other companies
Machinery
IMECS Co,, Ltd. Minato-ku, Tokyo 100.0
ITOCHU AVIATION, CO,, LTD. Minato-ku, Tokyo 100.0
ITOCHU Plantech Inc. Minato-ku, Tokyo 100.0
JAPAN AEROSPACE CORPORATION Minato-ku, Tokyo 100.0
ITOCHU Automobile Corporation Minato-ku, Tokyo 100.0
ITOCHU CONSTRUCTION MACHINERY CO,, LTD. Chuo-ku, Tokyo 100.0
ITOCHU MACHINE-TECHNOS CORPORATION Chiyoda-ku, Tokyo 100.0
Century Medical, Inc. Shinagawa-ku, Tokyo 100.0
Toyo Advanced Technologies Co,, Ltd. Minami-ku, Hiroshima 70.0
|-Power Investment, Inc. Wilmington, Delaware, U.S.A. 100.0
[-ENVIRONMENT INVESTMENTS LIMITED London, UK. 100.0
(30.0)
Auto Investment Inc. Birmingham, Alabama, U.S.A. 100.0
ITOCHU Automobile America Inc. Detroit, Michigan, U.S.A. 100.0
VEHICLES MIDDLE EAST FZCO Dubai, UAE. 100.0
(20.0)
MULTIQUIP INC. Carson, California, U.S.A. 100.0
(80.0)
83 other companies
Metals & Minerals
ITOCHU Metals Corporation Minato-ku, Tokyo 100.0
Brazil Japan Iron Ore Corporation Minato-ku, Tokyo 75.7
ITC Platinum Development Ltd London, UK. 75.0
ITOCHU Coal Americas Inc. Wilmington, Delaware, U.S.A. 100.0
[TOCHU Minerals & Energy of Australia Pty Ltd Perth, WA, Australia 100.0
87
6 other companies
Energy & Chemicals
ITOCHU ENEX CO,, LTD. Minato-ku, Tokyo 54.0
ITOCHU PLASTICS INC. Shibuya-ku, Tokyo 100.0
ITOCHU CHEMICAL FRONTIER Corporation Minato-ku, Tokyo 100.0
C.l. Kasei Co,, Ltd. Chuo-ku, Tokyo 98.3
ITOCHU Retail Link Corporation Chuo-ku, Tokyo 100.0
ITOCHU PETROLEUM CO, (SINGAPORE) PTE. LTD. Singapore 100.0
CIECO Exploration and Production(UK) Limited London, UK. 100.0
ITOCHU Oil Exploration (Azerbaijan) Inc. Grand Cayman, Cayman Islands 100.0
IPC (USA), Inc. Santa Ana, California, U.S.A. 100.0
ITOCHU Plastics Pte,, Ltd. Singapore 100.0
(30.0)
PTAGENT. CORPORATION Shanghai, China 100.0
(40.0)

94 other companies
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Name Location Voting shares (%)
Food
ITOCHU Sugar Co,, Ltd. Hekinan, Aichi 100.0
ITOCHU Feed Mills Co.,, Ltd. Koto-ku, Tokyo 99.9
00
ITOCHU Food Sales & Marketing Co,, Ltd. Minato-ku, Tokyo 100.0
Dole International Holdings, Inc. Minato-ku, Tokyo 100.0
ITOCHU-SHOKUHIN Co,, Ltd. Chuo-ku, Osaka 51.7
()
NIPPON ACCESS, INC. Shinagawa-ku, Tokyo 93.8
90 other companies
ICT, General Products & Realty
ITOCHU Kenzai Corp. Chuo-ku, Tokyo 100.0
ITOCHU Pulp & Paper Corp. Chuo-ku, Tokyo 100.0
ITOCHU Techno-Solutions Corporation Chiyoda-ku, Tokyo 583
CONEXIO Corporation Shinjuku-ku, Tokyo 60.3
Excite Japan Co, Ltd. Minato-ku, Tokyo 57.4
(06)
[TOCHU Fuji Partners, Inc. Minato-ku, Tokyo 63.0
ITOCHU LOGISTICS CORP. Minato-ku, Tokyo 99.0
ITOCHU Property Development, Ltd. Minato-ku, Tokyo 99.8
PT. ANEKA BUMI PRATAMA Palembang, Indonesia 100.0
RUBBERNET (ASIA) PTE LTD. Singapore 80.0
European Tyre Enterprise Limited Letchworth, UK. 100.0
(20.0)
ITOCHU FIBRE LIMITED London, UK. 100.0
(10.0)
107 other companies
Headquarters
ITOCHU Treasury Corporation Minato-ku, Tokyo 100.0
ITOCHU TREASURY CENTRE ASIA PTE. LTD. Singapore 100.0
ITOCHU TREASURY CENTRE EUROPE PLC London, UK. 100.0
ITOCHU Treasury Center Americas Inc. Delaware, U.S.A. 100.0
Orchid Alliance Holdings Limited BR. Virgin Islands 100.0
13 other companies
Overseas Trading Subsidiaries
ITOCHU International Inc. New York, N.Y,, US.A. 100.0
[TOCHU Europe PLC London, UK. 100.0
ITOCHU Singapore Pte Ltd Singapore 100.0
ITOCHU Korea LTD. Seoul, Korea 100.0
ITOCHU (Thailand) Ltd. Bangkok, Thailand 100.0
ITOCHU Hong Kong Ltd. Hong Kong, China 100.0
ITOCHU Latin America, S.A. Panama, Republic of Panama 100.0
ITOCHU BRASIL SA. Sao Paulo, Brazil 100.0
ITOCHU Australia Ltd. Sydney, N.SW, Australia 100.0
ITOCHU MIDDLE EAST FZE Dubai, UAE. 100.0
ITOCHU (CHINA) HOLDING CO,, LTD. Beijing, China 100.0
ITOCHU TAIWAN CORPORATION Taipei, Taiwan 100.0

22 other companies

Notes: 1. The above numbers of subsidiaries do not include investment companies considered part of the parent (147 companies).
2. Figures in parentheses are indirect voting share percentages.

(The loss of control of subsidiaries)
In the year ended March 31, 2016, profits and losses accompanying the loss of control of subsidiaries due to sales transactions recognized in
Gains on investments in the Consolidated Statement of Comprehensive Income were ¥36,941 million (US$328 million) (gain).

This amount is primarily associated with the housing-materials-related subsidiaries in the U.S. included in the ICT, General Products & Realty
Company segment, that was recognized under assets held for sale and directly associated liabilities on March 31, 2015.
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34. Structured Entities

A structured entity, as defined in IFRS 12 Disclosure of Interests in
Other Entities, is an entity that has been designed so that voting or
similar rights are not the dominant factor in deciding who controls
the entity. If a structured entity is substantively controlled by the
Company and its subsidiaries, the Company and its subsidiaries
consolidate the structured entity.

The structured entities are funded in the aim of running busi-
nesses such as ocean plying vessels, real estate-related businesses,
and infrastructure-related businesses, and the Company and its
subsidiaries are involved through investments, loans and others.

As of March 31, 2016 and 2015, the total assets of unconsoli-
dated structured entities, for which it is possible for the Company
and its subsidiaries to bear additional losses exceeding the total
amount of investments and loans provided by the Company and its
subsidiaries (the unconsolidated structured entities), were ¥281,741
million (US$2,500 million), and ¥246,314 million, respectively. The
unconsolidated structured entities primarily raise funds through
loans from banks.

The book values of assets in the Consolidated Statement of Financial Position as of March 31, 2016 and 2015 which the Company and its
subsidiaries recognized with regard to the involvement in the unconsolidated structured entities were as follows:

Millions of
Millions of Yen U.S. Dollars

2016 2015 2016

Other CUITENt TECEIVADIES ... ..o ¥ 3,109 ¥ 1,241 $ 28
Investments accounted for by the equity method ... 12,034 9,380 107
NON-CUITENT TECEIVADIES ... 10,164 7578 90

¥25,307 ¥18,199 $225

In addition, as of March 31, 2016 and 2015, the maximum exposure to losses in relation to the unconsolidated structured entities were
¥100,147 million (US$889 million) and ¥85,711 million, respectively. The differences between the maximum exposure to losses and the
amounts of assets recognized in the Consolidated Statement of Financial Position were mainly due to guarantees.

35. Contingent Liabilities

The Company and its subsidiaries issue various guarantees for indebtedness of associates, joint ventures, and customers. If a guaranteed party
fails to fulfill its obligation, the Company and its subsidiaries would be required to execute payments. The maximum potential amount of future
payments and the amount of substantial risk as of March 31, 2016 and 2015 were as follows:

Millions of Yen

Guarantees
Financial for performance
guarantees transactions Total

Guarantees for associates and joint ventures:

Maximum potential amount of future payments ...............coccoiiiii ¥109,585 ¥18,239 ¥127,824

Amount of substantial Fisk ... 84,251 15,941 100,192
Guarantees for customers:

Maximum potential amount of future payments .. 49,925 6,590 56,515

Amount of substantial Fisk ... 30,910 1,599 32,509
Total:

Maximum potential amount of future payments ... ¥159,510 ¥24,829 ¥184,339

Amount of substantial risk 115,161 17,540 132,701
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Millions of Yen

2015
Guarantees
Financial for performance
guarantees transactions Total

Guarantees for associates and joint ventures:

Maximum potential amount of future payments ... ¥ 81274 ¥20,414 ¥101,688

Amount of substaNtial MSK .........iiiiiiiii e 68,826 16,249 85,075
Guarantees for customers:

Maximum potential amount of future payments ...............cccoooiiiii 57,103 8,656 65,759

Amount of substantial Fisk ..........oooi i 45,093 3,676 48,669
Total:

Maximum potential amount of future payments ..............ccoccooiiiiii ¥138377 ¥29,070 ¥167,447

Amount of substantial Fisk ...........ooi e 113,919 19,825 133,744

Millions of U.S. Dollars

Guarantees
Financial for performance
guarantees transactions Total

Guarantees for associates and joint ventures:

Maximum potential amount of future Payments ............ccccoiiiiiiiiiii e $ 973 $162 $1,135

Amount of substantial MiSK ...........oooiiiiiiiii e 748 141 889
Guarantees for customers:

Maximum potential amount of future payments ... 443 58 501

Amount of substantial MiSK ...........oooiiiiiiiii e 274 15 289
Total:

Maximum potential amount of future payments ............ccccoiiiiiiiiiii e $1,416 $220 $1,636

Amount of substantial Fisk ... 1,022 156 1,178

The maximum potential amount of future payments represents
the amounts that the Company and its subsidiaries could be obliged
to pay if there were defaults.

The amount of substantial risk represents the actual amount of
liability incurred by the guaranteed parties within the maximum
potential amount of future payments. The amounts that may be
reassured from third parties have been excluded in determining the
amount of substantial risk.

Within the maximum potential amount of future payments, the
amounts that may be reassured from third parties were ¥11,063 mil-
lion (US$98 million) and ¥17,267 million as of March 31, 2016 and
2015, respectively.

As of March 31, 2016, the Company and its subsidiaries are
not required to perform significant guarantees, nor does the
Company expect an increase of guarantee amounts due to the
deterioration of business conditions of the guaranteed parties
for these guarantees.

The Company guarantees housing loans of its employees and
those of certain subsidiaries as a part of the employee benefits.
These guarantees are included in the guarantees above. If the
employees default on a payment, the Company would be required to
make payments under the contracts. The maximum potential
amount of future payments under the contracts was ¥5,119 million
(US$45 million) and ¥5,413 million as of March 31, 2016 and 2015,
respectively. No provisions relating to the guarantees have been rec-
ognized in the Consolidated Financial Statements.

There are currently no significant pending lawsuits, arbitrations, or
other legal proceedings that may materially affect the financial posi-
tion or results of operations of the Company and its subsidiaries.

However, there is no assurance that domestic or overseas busi-
ness activities of the Company and its subsidiaries may not become
subject to any such lawsuits, arbitrations, or other legal proceedings
in the future that could have adverse effects on the financial posi-
tion or results of operations of the Company and its subsidiaries.

36. Approval of Consolidated Financial Statements

The consolidated financial statements were approved at the Board of Directors meeting held on June 15, 2016.

37. Material Subsequent Events

The Company evaluated subsequent events through June 24, 2016, when the consolidated financial statements are available to be issued.

Subsequent events were not applicable.
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Independent Auditor’s Report

D I i
e o I tte Deloitte Touche Tohmatsu LLC

Shinagawa Intercity

2-15-3, Konan

Minato-ku, Tokyo 108-6221
Japan

Tel+81(3)6720 8200
Fax:+81(3)6720 8205
www.deloitte.com/jp/en

INDEPENDENT AUDITOR'S REPORT
To the Board of Directors and Stockholders of ITOCHU Corporation:

We have audited the accompanying consolidated financial statements of ITOCHU Corporation and
its subsidiaries, which comprise the consolidated statement of financial position as at March 31,
2016, and the consolidated statement of comprehensive income, consolidated statement of
changes in equity and consolidated statement of cash flows for the year then ended, and the
related notes to the consolidated financial statements (all expressed in Japanese yen).

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor's judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity's preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness ot accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of ITOCHU Corporation and its subsidiaries as at March 31, 2016, and their
financial performance and cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Convenience Translation

Our audit also comprehended the translation of Japanese yen amounts into U.S. dollar amounts
and, in our opinion, such translation has been made in accordance with the basis stated in Note 2
to the consolidated financial statements. Such U.S. dollar amounts are presented solely for the
convenience of readers outside Japan.
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Report on Management's Report on Internal Control over Financial Reporting

Notwithstanding the second paragraph of the "Auditor's Responsibility" section, we have performed
an audit of management's report on internal control over financial reporting ("ICFR") under the
Financial Instruments and Exchange Act of Japan. A translated copy of management's report on
ICFR along with a translated copy of our report is included within this annual report as
information for readers.

Mﬂw‘-’ 7@“—‘" 7Mu« L C

June 24, 2016
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Supplementary Explanation

Internal Controls Over Financial Reporting in Japan

The Financial Instruments and Exchange Act in Japan (“the Act”) requires the management of Japanese public companies to annually evaluate
whether internal controls over financial reporting (“ICFR") are effective as of each fiscal year-end and to disclose the assessment to investors in
“Management Internal Control Report.” The Act also requires that the independent auditor of the financial statements of these companies report on
management's assessment of the effectiveness of ICFR in an Independent Auditor's Report (‘indirect reporting”). Under the Act these reports are
required for fiscal years beginning on or after April 1, 2008,

We have thus evaluated its internal controls over financial reporting as of March 31, 2016 in accordance with “On the Revision of the Standards
and Practice Standards for Management Assessment and Audit concerning Internal Control Over Financial Reporting (Council Opinions)” published
by the Business Accounting Council on March 30, 2011.

As a result of conducting an evaluation of internal controls over financial reporting in the fiscal year ended March 31, 2016, we concluded that
its internal control system over financial reporting as of March 31, 2016 was effective and reported such in its Management Internal Control Report.

Our Independent Auditors, Deloitte Touche Tohmatsu LLC, performed an audit of the Management Internal Control Report under the Act.
An English translation of the Management Internal Control Report and the Independent Auditor's Report filed under the Act is attached on the

following pages.

ITOCHU Corporation
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Management Internal Control Report (Translation)

NOTE TO READERS:

Following is an English translation of management's report on internal control over financial reporting (ICFR”) filed under the Financial Instruments and Exchange Act of
Japan. This report is presented merely as supplemental information.

(TRANSLATION)

1. [Matters relating to the basic framework for internal control over financial reporting]

Masahiro Okafuji, President & Chief Executive Officer and Tsuyoshi Hachimura, Chief Financial Officer are responsible for designing and operating
effective internal control over financial reporting of our company (the “Company”) and have designed and operated internal control over financial
reporting in accordance with the basic framework for internal control set forth in “On the Revision of the Standards and Practice Standards for
Management Assessment and Audit concerning Internal Control Over Financial Reporting (Council Opinions)” published by the Business
Accounting Council.

The internal control is designed to achieve its objectives to the extent reasonable through the effective function and combination of its
basic elements. Therefore, there is a possibility that material misstatements may not be completely prevented or detected by internal control
over financial reporting.

2. [Matters relating to the scope of assessment, the basis date of assessment and the assessment procedures]

The assessment of internal control over financial reporting was performed as of March 31, 2016, which is the end of this fiscal year. The

assessment was performed in accordance with assessment standards for internal control over financial reporting generally accepted in Japan.

In conducting this assessment, we evaluated internal controls which may have a material effect on our entire financial reporting on a
consolidation basis (‘company-level controls”) and based on the results of this assessment, we selected business processes to be tested. We
analyzed these selected business processes, identified key controls that may have a material impact on the reliability of the Company’s financial
reporting, and assessed the design and operation of these key controls. These procedures have allowed us to evaluate the effectiveness of the
internal controls of the Company.

We determined the required scope of assessment of internal control over financial reporting for the Company, as well as its consolidated
subsidiaries and associated companies, from the perspective of the materiality that may affect the reliability of their financial reporting. The
materiality that may affect the reliability of the financial reporting is determined taking into account the materiality of quantitative and qualitative
impacts on financial reporting based upon four key financial figures: “Revenue’, “Gross trading profit", “Total assets” (for associated companies,
carrying amount of investments in associated companies), and “Profit before tax” before elimination of inter-company transactions for the year
ended March 31, 2016. The Company and 113 consolidated subsidiaries and associated companies (the “113 entities”, see Note) were in the
scope of our assessment and represented approximately 95% on a consolidated basis of the four key financial figures. Based on the assessment
of company-level controls conducted for the Company and the 113 entities, we reasonably determined the required scope of assessment of
internal controls over business processes.

(Note) The 113 entities are directly owned by the Company. The assessment of these entities includes their own consolidated subsidiaries, if any. In addition, we did not include special
purpose entities in the 113 entities, however we included major special purpose entities into the scope of assessment. Regarding entities other than the 113 entities and the
major special purpose entities, we concluded that they do not have any material impact on the consolidated financial statements and, thus, we did not include them in the scope
of assessment of company-level controls.

Regarding the scope of assessment of internal control over business processes, we selected locations and business units to be tested based
upon revenue and gross trading profit (before elimination of inter-company transactions). In addition, we also added locations and business units
by considering qualitative aspects such as business processes having greater materiality, business processes relating to (i) greater likelihood of
material misstatements and/or (ii) significant accounts involving estimates and the management's judgment and/or (i) a business or operation
dealing with high-risk transactions, taking into account their impact on the financial reporting. We selected the Company and 37 entities as
“significant locations and/or business units”. We verified that combined revenue and gross trading profit of in-scope entities exceeded two thirds
of totals for the year ended March 31, 2016. We included in the scope of assessment, at the selected significant locations and/or business units,
business processes relating to revenue, gross trading profit, accounts receivable, inventories, and investments as significant accounts that may

have a material impact on the business objectives of the Company.

3. [Matters relating to the results of the assessment]
As a result of the assessment described above, as of the end of this fiscal year, we concluded that the Company's internal control over financial
reporting was effectively maintained.

4. [Remarks]
We have nothing to be reported as remarks.

5. [Points to be noted]
We have nothing to be reported as points to be noted.
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Independent Auditor’s Report
(filed under the Financial Instruments and Exchange Act of Japan)

NOTE TO READERS:

Following is an English translation of the Independent Auditor's Report filed under the Financial Instruments and Exchange Act of Japan. This report is presented merely as
supplemental information.

( TRANSLATION )
INDEPENDENT AUDITOR’S REPORT

(filed under the Financial Instruments and Exchange Act of Japan)

June 24,2016
To the Board of Directors of ITOCHU Corporation:
Deloitte Touche Tohmatsu LLC

Designated Unlimited Liability Partner,
Engagement Partner,
Certified Public Accountant: Masahiro Ishizuka

Designated Unlimited Liability Partner,
Engagement Partner,
Certified Public Accountant: Haruko Nagayama

Designated Unlimited Liability Partner,
Engagement Partner,
Certified Public Accountant: Hiroyuki Yamada

Designated Unlimited Liability Partner,
Engagement Partner,
Certified Public Accountant: Tadashi Nakayasu

[Audit of Financial Statements]
Pursuant to the first paragraph of Article 193-2 of the Financial Instruments and Exchange Act, we have audited the consolidated financial
statements included in the Financial Section, namely, the consolidated statement of financial position as of March 31, 2016 of ITOCHU Corporation
(the “Company”) and its consolidated subsidiaries, and the consolidated statement of comprehensive income, consolidated statement of changes in
equity and consolidated statement of cash flows for the fiscal year from April 1, 2015 to March 31, 2016, and the related notes to the consolidated

financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International
Financial Reporting Standards pursuant to the provisions of Article 93 of the Ordinance on Terminology, Forms and Preparation Methods of
Consolidated Financial Statements, and for such internal control as management determines is necessary to enable the preparation of consolidated

financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in accordance
with auditing standards generally accepted in Japan. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The
procedures selected depend on the auditor's judgment, including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
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Audit Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of ITOCHU
Corporation and its consolidated subsidiaries as of March 31, 2016, and the results of their operations and their cash flows for the year then ended
in accordance with International Financial Reporting Standards.

[Audit of Internal Control]
Pursuant to the second paragraph of Article 193-2 of the Financial Instruments and Exchange Act, we have audited management’s report on
internal control over financial reporting of ITOCHU Corporation as of March 31, 2016.

Management’s Responsibility for the Report on Internal Control

Management is responsible for designing and operating effective internal control over financial reporting and for the preparation and
fair presentation of its report on internal control in accordance with assessment standards for internal control over financial reporting
generally accepted in Japan. There is a possibility that misstatements may not be completely prevented or detected by internal control over financial
reporting.

Auditor’s Responsibility

Our responsibility is to express an opinion on management's report on internal control based on our internal control audit. We conducted our internal
control audit in accordance with auditing standards for internal control over financial reporting generally accepted in Japan. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether management's report on internal control is free from material
misstatement.

An internal control audit involves performing procedures to obtain audit evidence about the results of the assessment of internal control over
financial reporting in management's report on internal control. The procedures selected depend on the auditor's judgment, including the significance
of effects on reliability of financial reporting. An internal control audit includes examining representations on the scope, procedures and results of the
assessment of internal control over financial reporting made by management, as well as evaluating the overall presentation of management's report
on internal control.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, management’s report on internal control over financial reporting referred to above, which represents that the internal control over
financial reporting of ITOCHU Corporation as of March 31, 2016 is effectively maintained, presents fairly, in all material respects, the results of the
assessment of internal control over financial reporting in accordance with assessment standards for internal control over financial reporting generally

accepted in Japan.
Interest
Our firm and the engagement partners do not have any interest in the Company for which disclosure is required under the provisions of the Certified

Public Accountants Act.

The above represents a translation, for convenience only, of the original report issued in the Japanese language.
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ITOCHU Corporation

5-1, Kita-Aoyama 2-chome,

Minato-ku, Tokyo 107-8077, Japan
Telephone : 81(3) 3497-2121

Website : http://www.itochu.co.jp/en/
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