Business Investment

I Business Investment Process

Along with strategic business alliances, business investment is an important means of creating and expanding busi-
nesses. To actively promote strategic investments in areas of strength in a timely manner, we choose the optimal struc-
ture from a wide range of methods, such as establishing a wholly owned subsidiary, implementing joint investment with
partners, and participating in management through M&As or converting to a consolidated subsidiary. In principle, we
continuously hold investments. After making each investment, we work to maximize the investee’s corporate value and
to expand trading profits and dividends received by fully utilizing our Groupwide capabilities. Given such considerations
as increases in larger-scale investments in recent years, we are rigorously screening the appropriateness of the business
plan and acquisition price. For existing investments, to increase investment earnings and to exit quickly from low-efficiency
assets, we are further strengthening monitoring procedures, centered on instituting more rigorous exit conditions and
thoroughly implementing periodic investment review.

Investment Decisions

Decision-Making Process
We have established a multilayered decision-making process that achieves quick decision-making by giving a certain level of dis-
cretion to the Division Companies while striving to pursue investment return and curb investment risk.

Asset Replacement

* Promoting replacement of low-efficiency assets that meet exit criteria, as well as businesses that
have lost strategic significance
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Control of Cash: Continuously focus on our policy to maintain positive core free cash flows after deducting
shareholder returns

Related administrative divisions express their opinions
from various specialized perspectives regarding the appli-
cation made by the applicants. Following careful discus-
sion at the DMC, the Division Company President will make
a final decision.

Division Companies

Applicants (responsible divisions)

Exit Criteria

* Implementing review one year after investment
¢ Implementing periodic review for all business investments annually

Administrative divisions

If the project needs further consideration and screening
i ...Opinion based on risk analysis

in terms of profitability and strategy, the project is dis-
cussed at the Investment Consultative Committee prior

Division Company Management Committee (DMC)  Deliberation

to the HMC. : . . o L " For details
: e Reevaluating policies from qualitative (strategic significance, etc.) and quantitative (scale of
i * Investment Consultative Committee: CFO serves as the chair. : earnings, investment efficiency, etc.) perspectives See Page 42
o . » Core members include GAO, General Manager of the Corporate o Formulating improvement measures for subsidiaries and affiliates with issues of deficits or
Division Company President Decision Planning & Administration Division, General Manager of the Legal dividend t
Division, General Manager of the General Accounting Control b0 erl1 B [Eevel o i . )
Division, General Manager of the Finance Division, and General e Following up throughout the year on policies and issue-improvement measures formulated in
Manager of the Global Risk Management Division. Meetings are periodic review
Investment Consultative Committee* also attended by one full-time Audit & Supervisory Board
Member
Projects that exceed the Division Company President’s
H rs Managemen mmi HM )
LTS e LY 2 UG authority must be approved by the HMC.
Monitoring
Points for Making Decisions
Investment e ot Ongoin
Ececlld Sutinens plon || Compliancewith || g itorol Gonirol Setting Bxit gome
Formulation of . Investment Criteria Y Conditions E ti f Post-Investment Hold
Growth Strategies Appropriateness Status Xecution o ; ;
Investment Monitoring
Thoroughly Verifying Investment Criteria ESG Risk Evaluation Setting Exit Conditions
Appropriateness of o Investment efficiency based e Evaluate in advance the impact o Setting clear and feasible exit
Business Plan on Net Present Value (NPV) on the environment, society, measures before making
® Scrutinizing business plans calculated from investee’s free etc., as well as the corporate investment
before making a new invest- cash flows: governance status of the invest- Clear exit conditions:
ment (including sensitivity When calculating NPV, about ment target using an ESG Setting quantitative exit condi-
analysis) 70 hurdle rates (by country) are checklist composed of 33 items tions that, in principle, call for
* Concrete countermeasures used according to industry. ® Conduct multifaceted ESG exiting from the investment if
for qownwarq d|ver.gence from ® Cash |nfloy\{s into ITOCHU, assessments, mcludmgl on-site oondlmons are met Business Administrative
original plan (including setting of such as dividends received and surveys, to prevent environmen- Feasible exit measures: o L.
exit measures) earnings from trade activities tal pollution and other problems Obtaining advance agreement Divisions Divisions
® Scale of investee’s earnings among Group companies even with partners on exit conditions,
following investment etc.
Enhancing Business Value Continuously through Collaboration
N ) ) i i In each business investment process—including investment decisions and execution, monitoring, and
From April 2021, increased from =»> Page 78 ESG Risk Assessment =» Page 42 “Prevent” —Upgrading . . . . ) ) .
the previous around 40 hurdle for New Business Evetres s asset replacement—administrative divisions provide a high degree of expertise that supports business
rates by industry. Investment Projects Management divisions in implementing the Company’s fundamental “earn, cut, prevent” principles.
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Business Investment

I Enhancing the Corporate Value of Group Companies

“Prevent” —Upgrading Business Investment Management

We are enhancing asset replacement and improving issues of subsidiaries and affiliates by monitoring returns against original
plans made at the time of investment. Moreover, even Group companies reporting profits should potentially be exited if returns
are lower than the cost of capital.

ITOCHU increases the corporate value of Group companies by rigorously implementing the “earn, cut, prevent” funda-
mental business principles and strengthening monitoring, which is based on various types of assessments. For exam-
ple, we steadily accumulate high-quality assets by conducting qualitative and quantitative verifications that take into
consideration synergies in assessing investment efficiency and the strategic significance and earnings scale of business
Exit Criteria Business Investment investments. Moreover, in relation to concern over possible future losses, at an early stage we evaluate investments and
take appropriate measures by consistently applying conservative premises both for credit management and evaluations
of the recoverability of various types of assets. Thanks to these activities, we have built a robust earnings base that is

(1) Cumulative losses for last three years diversified across a wide range of business areas mainly in the non-resource sector and which is therefore highly resil-

ient to economic volatility.

(2) Returns lower th. ginal plans made at time of investment

(3) Cumulative losses in added value for last three years Achievement (1)
i il i *1 - i il il i *2 . . . . . . .
[Consolidated contribution-— (Consolidated investment carrying amount x Cost of capital)] Continuous Accumulation of the Profits of Group Companies Through Implementation of “Earn, Cut, Prevent” Principles

*1 Consolidated contribution is the total of net profit and trade merit. (Bllions of yen)
*2 Cost of capital: Set according to country and industry 600

Ratio of Group companies

Il Group companies reporting profits Group companies reporting losses
P P porting p P P porting reporting profits 82.4%

— Profits / losses of Group companies
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463.8

Positive added value Negative added value

Consolidated contribution positive but lower than
cost of capital = Low-efficiency investment,
therefore consider exiting even if profitable

Steady :accumulation: of high-quality assets

Consolidated

; investment : “Stopping the bleeding” at
Consolidated carrying Consolidated ‘ ) N
! Ifeither criteria oot amount contribution, Consolidated loss-making companies
ﬁ ne c'[ © including x including investment (200)
B IS met: net profit Cost of capital net profit carrying
attributable attributable amount s 11 18 1 1 20 2
to ITOCHU Added value (+) to ITOCHU Cost O?ca o ——) —— ——) ——)) —)
ST P Brand-new Deal 2012 Brand-new Deal 2014 Brand-new Deal 2017 Brand-new Deal 2020 FYE 2021
Management Plan
Added value (-)
Achievement (2)
Improvement in Core Profit-Making Power in the Non-Resource Sector Through Flexible, Continuous Asset Replacement
(Billions of yen)
400
+27.8
Apply to the DMC and deliberate whether or not to continue the business 330.7
= Enhance asset replacement or improve issues __ 300 (31.6)
Matters to be overcome: 200 Impact of COVID-19
(1) Improve consolidated returns +40.2 Approx. (56.0)
Continue the (2) Curtail increases in the consoli- ;
business dated investment carrying amount
(8) Prevent deficit and losses —100
0
: : : (FYE) 1 o1
Approval by HMC of Policy on Holding Businesses > > > >
I — I I |
Brand-new Deal 2012 Brand-new Deal 2014 Brand-new Deal 2017 Brand-new Deal 2020 FYE 2021
Implement monitoring from an ESG Management Plan
perspective based on the conditions Resource Non-Resource Resource Non-Resource
of the business 58% " 42% ‘ Investment ‘ ¥4.3 trillion 27% " 73%
Composition Non-Resource — Composition
=» Page 78 Group Company of FYE 2011 ¥1.4 trillion of FYE 2021
Fact-Finding Investigations Consolidated Investment Y5 4 trillion Consolidated
Net Profit Overall - — Net Profit
Exit ¥1.8 trillion
|mpr0V|ng Asset EfflClency Accumulated investment and
Total assets exit amounts since FYE 2011 Total assets
¥5.7 trillion ¥11.2 trillion
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