Business Investment Process

Under “Brand-new Deal 2017,” we achieved a 90% and
higher share of Group companies reporting profits for the
first time through a revision of exit standards and by
upgrading business investment management. Through
“Brand-new Deal 2020,” we plan to build a strong earnings

Points for Making Investment Decisions

base with high risk tolerance and further improve the share
of Group companies reporting profits by moving forward
with our existing investment process, thoroughly inspecting
the appropriateness of business plans, and conducting pri-
oritized monitoring of sub-subsidiaries.

Investment Criteria
¢ Investment efficiency based on Net Present Value
(NPV)* calculated from investee’s free cash flows

e Compliance with investment criteria -
* [nvestment purpose and formulation of growth strategies
® Risk analysis

* [nspection of internal control status

e Cash inflows into ITOCHU, such as dividends
received and earnings from trade activities

e Scale of investee’s earnings

* When calculating NPV, approximately 40 hurdle rates are used

e \ferification of business plan appropriateness
e Establishment of exit conditions -

according to business type (by country).

Execution of

Investment

v

Monitoring

* Implementing review one year after investment

* Implementing periodic annual review for all business
investments

* Reevaluating policies from qualitative (strategic signifi-
cance, etc.) and quantitative (scale of earnings,
investment efficiency, etc.) perspectives

e Formulating improvement measures for operating
companies with issues in the areas of deficits or divi-
dends received

* Following up throughout the year on policies and issue-
improvement measures formulated in periodic review

Thoroughly Verifying Appropriate Business Plan

e Screening business plans before making a new
investment (including sensitivity analysis)

® Concrete countermeasures for downward
divergence from original plan (including
establishment of exit measures)

Setting Exit Conditions
e Setting clear and feasible exit measures before
making investment

* Clear exit conditions... Setting quantitative exit conditions that, in
principle, call for exiting from the investment if conditions are met

* Feasible exit measures...Obtaining advance agreement with
partners on exit conditions

Exit Criteria
e Cumulative losses over three years

v

Asset Replacement

* We promote replacing low-efficiency
assets that meet exit criteria, as well
as businesses that have lost strate-
gic significance.

® Returns lower than expected at time of investment

e Cumulative losses in added value* over three years

* Consolidated contribution — (consolidated investment carrying
amount x cost of capital)

Covenant Management

¢ We will aim for positive core free cash flows at all
Division Companies during each fiscal year of
“Brand-new Deal 2020.”

Raised Share of Group Companies Reporting Profits by Promoting Asset Replacement and Issue Improvement
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