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Forward-Looking Statements

Forward-looking statements in this report relating to operational
result forecasts are based on certain assumptions that the
Company believes are reasonable and involve risks and
uncertainties. Actual results may differ significantly from these
forecasts, affected by various material factors.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Financial Highlights

For the year ended March 31,2016

Thousands of
U.S. dollars

Millions of yen (Note)
2016 2015 2014 2016
For the years ended March 31,
Net sales:
Domestic 48,982 50,803 49,047 $ 434,662
Overseas 53,921 52,528 56,247 478,489
TOTAL e 102,903 103,331 105,294 913,151
Sales classified by business segment:
INOrganiC ChEMICAIS. ... . eviei e 49,922 51,342 51,751 443,003
Organic CheMICAIS........cciiiiiiii i 49,509 49,031 50,364 439,338
Other DUSINESSES ..ooeiieieiiccitieee e 3,472 2,958 3,179 30,810
TOTAL e 102,903 103,331 105,294 913,151
OPEratiNng INCOME «.vvvveei ettt e e e e e e e ee e e 8,315 11,105 3,039 73,786
NELINCOME (I0SS) .vvvvviiiiiii e 9,462 6,984 (7,837) 83,965
Depreciation and amortization of property, plant and equipment......... 5,350 5,561 6,040 47,475
Research and development COSES.......oovvviiiiiiiiciiiicee e 8,989 9,330 8,965 79,768
As of March 31,
CUIMEBNT ASSBES....iiiiiiiiiei ettt e e e e e e e e e e eaaaaans 110,484 107,470 97,998 980,424
TOtAl @SSELS ... 165,051 169,415 165,987 1,464,646
CUrrent IaDIlIHIES ......eeiieeiii e 49,726 56,892 59,496 441,264
NEE @SSELS ... 61,598 53,215 46,710 546,614
- e
Per share data
NEL INCOME (I0SS) +vvveeeiiiiiee ettt 23.66 17.46 (19.59) $ 0.21
NET BSSES ..t 154.06 133.08 116.79 1.37
Number of employees (as of March 31)...........ooocviiiiiii 1,604 1,636 1,694 -

Note: The U.S. dollar amounts in this report have been translated from the yen amounts, for convenience only, at ¥112.69 =U.S.$1.00, the rate of exchange

prevailing on March 31, 2016.
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To Our Shareholders and Friends

The global markets in fiscal 2015, ended March 2016, saw the USA economy transition
towards relatively favorable growth on improved employment and increased consumer
spending while the EU economy only achieved mild recovery. At the same time, the
economy of China remained unstable due to a slow-down in economic growth and
the economies of Southeast Asia, India, Brazil, and other emerging nations declined
due to the impact of a drop in resource prices and the appreciation of the US dollar,
among other factors. In Japan, although corporate earnings and employment improved,
consumer spending remained sluggish and overall the economy lacked the strength
necessary to drive recovery.

Amid such conditions, the ISK Group started our sixth medium-term management
plan (MTP) but we face a severe market environment due to the decline of economies
in emerging nations, which had thus far driven market growth, and a decline in global

demand for mainstay products such as titanium dioxide and agrochemicals. Demand

Kenichi Tanaka
President & CEO

for titanium dioxide in Japan was largely unchanged from last year but the overseas
market experienced a notable decline due to a decline in the global supply and demand
environment triggered by decline in demand within China. Global shipment totals for
agrochemicals declined significantly year on year. Already facing declining prices for
agricultural products, the impact of an US dollar appreciation and other factors had a
further negative impact on economic environments and results in a significant drop in
demand in Brazil.

As a result, net sales for the year under review decreased ¥0.4 billion year on year to
¥102.9 billion (US$ 913 million), operating income decreased ¥2.7 billion to ¥8.3 billion
(US$ 74 million), and due to non-operating factors such as gains on currency fluctuations
from the previous fiscal year transitioning to losses on currency fluctuations, ordinary
income decreased ¥4.4 billion to ¥7.3 billion (US$ 65 million). Net income attributable to
parent company shareholders increased ¥2.4 billion to ¥9.4 billion (US$ 84 million). This was
the result of extraordinary income recorded for gains on the sale of land leasing rights of an
overseas subsidiary no longer in use due to the suspension of business activities.

As part of our efforts related to the Ferosilt issue being undertaken since 2005, in
December 2015 we completed the transportation and final disposal of all Ferosilt being
temporarily stored at our Yokkaichi plant.

Centered on the theme of reforms and actions aimed at becoming a strong chemical
company, this MTP focuses on initiatives linked to strengthening existing businesses and
strengthening our growth platform. As we head toward our 100" anniversary in 2020, our
Group will unite as one towards achieving our ultimate goal of stabilizing earnings and
establishing a platform for profitable growth.

In our inorganic chemicals business, we will continue to enhance existing businesses
by utilizing our strengths, including developing sales channels in high added-value fields
and enhancing customer service capabilities. We integrated domestic and overseas sales
organizations as well as strengthen our sales structure for functional material products
at our overseas branches. This will enable us to accelerate the overseas development
of added-value titanium dioxide products such as lineup of Super Weatherability Grade
that are recording sales growth on the Japanese market, and also respond to the trend
towards globalization among domestic clients. In February 2016, we reorganized our
inorganic materials R&D Division in order to increase our ability to create new cornerstone
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products. We also established New Business Planning and Developing Division that is
charged with fusing inorganic and organic base technologies to establish new businesses
in domains not covered by existing businesses.

In our organic chemicals businesses, our mainstay agrochemicals business faces
a severe business environment in the immediate future due to the impact of sluggish
demand in Brazil and other regions. However, agricultural production in Asia is expanding
and demand for agrochemicals is favorable. Capturing demand in these growth markets
will prove vital to the growth of this business. In light of this, we established a local
subsidiary in India that will mainly be involved in development and registration. Operations
at the subsidiary were started in April 2016. In Europe, Japan, and other major regions,
we will conduct initiatives, including the aggressive launching of new mixtures that meet
region-specific needs, to maintain and strengthen the position of our products. On the
production side, we are working to increase competitiveness by achieving additional
manufacturing cost reductions.

Outside of agrochemicals, we will continue to conduct aggressive R&D aimed at
expanding existing businesses and developing new businesses in new domains such as
veterinary drugs and life sciences. In the area of veterinary drugs development, we have
completed clinical trials in Japan and have moved into the regulatory approval filing and
commercialization stage. This year we will also start overseas development. In the life
sciences field, we have entered Phase | clinical trials for three types of cancer — prostate
cancer, malignant melanoma, and malignant mesothelioma - for the HVJ-E anti-cancer
drug we are developing in collaboration with Osaka University. Also, in March 2016 we
filed for domestic approval of a bone cement.

The Group has formulated a “Basic Philosophy” and “Code of Conduct” to represent the
fundamental and universal values shared by all its employees in the execution of their
work activities.

Basic Philosophy
e Contribute to social development, protection of life and environmental preservation
e Respect shareholders, customers, suppliers, local communities and employees
e Abide by laws and regulations; maintain transparency in business activities

Code of Conduct

e We will strictly observe laws, regulations, social norms and Company rules,
while steadfastly adhering to high ethical standards, so as to gain social trust in
our business.

® |n manufacturing activities, we will place the utmost priority on global
environmental protection, and worker safety, and will work to prevent any
workplace accident or injury.

e On the basis of respect for human rights, we will promote mutual understanding
and cooperation among employees, in order to create an open and friendly workplace.

e To maintain transparency in our business activities, as a corporate citizen, we will
promote communication with local communities and society, and will disclose
corporate information in a timely and appropriate manner.

Ishihara Sangyo Kaisha, Ltd.



With all employees constantly mindful of and practicing the Basic Philosophy and Code of
Conduct, the ISK Group will strive to foster progress of society through growth as a robust
development-oriented corporation that adapts to the changing times and environment.

We look forward to your ongoing support and understanding.

AR

Kenichi Tanaka
President & CEO
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Business Overview

Inorganic Chemicals

Sales of titanium dioxide fell due to a drop in domestic and
overseas demand and declining overseas market conditions.
As a result, net sales were down ¥1.1 billion year on year, to
¥38.2 billion (US$ 339 million).

Functional materials were down ¥0.2 billion, to ¥11.7 billion
(US$ 104 million). Although sales for electronic components
grew and overall product sales were favorable, we experienced
a decline in sales following a drop in initial demand for new
products launched during the previous year. Income was

Organic Chemicals
Domestic sales of agrochemicals were largely on par with the
previous year despite the impact of unstable climate conditions
during the summer.

Overseas net sales were up year on year. Although
shipments to Brazil declined significantly due to the impact
of sluggish agrochemical demand, this was made up for by
increased sales in Europe, North America, Asia, and other
regions thanks to the release of new mixtures to market and

Other Businesses

Net sales from other businesses increased ¥0.5 billion to
¥3.4 billion (US$ 31 million) and operating income increased

down year on year. Although a decline in materials costs was
a positive factor, fixed costs increased due to an adjustment
in operations incidental to the drop in demand for titanium
dioxide and we felt the significant impact of inventory valuation
losses due to declining conditions on overseas markets.

As a result, segment net sales decreased ¥1.4 billion,
to ¥49.9 billion (US$ 443 million) and operating income fell
significantly year on year, a drop of ¥3.3 billion to ¥2.5 billion
(US$ 23 million).

aggressive initiatives aimed at expanding the applicability of
existing products.

Net sales of medical products declined compared to the
previous fiscal year. This was the result of a decline in sales of
contracted pharmaceutical ingredients.

As a result, segment net sales increased ¥0.4 billion, to
¥49.5 billion (US$ 439 million) and operating income increased
¥0.5 billion to ¥7.2 billion (US$ 64 million).

¥0.2 billion to ¥0.3 billion (US$ 3 million).
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Balance Sheet

As of March 31,2016
Thousands of
U.S. dollars
Millions of yen (Note 1)
2016 2015 2016
Assets
Current assets:
Cash and deposits (Notes 5, 10 and 18).....uuviiiiiiiiiiiiiiiiiiiiieeeee e ¥ 29,399 ¥ 21,472 $ 260,884
Trade receivables (Note 18):
N OTES .ttt 2,105 2,640 18,680
PN aToTo 10 ] £ U UUPURRURTTS 23,121 26,419 205,173
25,226 29,059 223,853
Less allowance for doubtful reCeivables ...........coviiiiiiiii e (184) (188) (1,633)
Trade reCeIVaADIES, NBL ... ...t e 25,042 28,871 222,220
INVENTONIES (NOTE 7).t 53,070 53,377 470,938
Deferred income taxes (NOE 14) ....uviiiiiiiiiiii e 1,097 2,264 9,735
Ol CUIMEBNT ASSBES ... ittt e e e e e e e e e e e e e aaaaaaaaes 1,876 1,485 16,647
TOtal CUIMENT ASSEBES....iiiiiiiiiiiee et e e e e s 110,484 107,469 980,424
Property, plant and equipment:
Land (NOteS 8 @nd T0) ...uuviieeiiiiiees ettt e e e e e 5,411 5,768 48,017
Buildings and structures (Notes 8, 9 and 10) .......ceviiiieeeiiiiiiieciieee e 35,367 49,385 313,843
Machinery and equipment (Notes 8, 9 and 10) ......ccovvveeiiiiieeeiiieee e 112,934 113,623 1,002,165
LBASEA ASSBIS ..iiiiiiiiiieeetee et e e e et aaaaaeaaes 3,299 3,498 29,275
CONSIUCHION IN PIrOGIESS ..vvvvieeiiiiiee et e ettt e ettt et e e e e e e e e e s e e e e nnneaeeennees 2,129 1,127 18,893
159,140 173,401 1,412,193
Less accumulated depreCiation...........oveeieeiiiiieeecie et (120,406) (128,876) (1,068,471)
Property, plant and equipment, net (Note 25) 38,734 44,525 343,722
Investments and other assets:
Investments in securities (Notes 6, 10 and 18):
Unconsolidated subsidiaries and affiliates ..o 3,856 3,674 34,218
1,483 1,822 13,160
5,339 5,496 47,378
8,015 8,786 71,124
16 14 142
2,463 3,125 21,856
Total investments and other aSSEtS. ... 15,833 17,421 140,500
Total @SSELS (NOTE 25) ...iiiiiiiiiiiiiii et ¥ 165,051 ¥ 169,415 $ 1,464,646

See notes to consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Thousands of
U.S. dollars

Millions of yen (Note 1)
2016 2015 2016
Liabilities and net assets
Current liabilities:
Short-term bank loans (Notes 10 and 18) ......oeviiiiviiiiiiieece e ¥ 13,858 ¥ 15,400 $ 122,975
Current portion of long-term bank loans (Notes 10 and 18) 14,093 16,072 125,060
Current portion of bonds (Notes 10 and 18) ......ovevieiiiiiieeiiie e 280 280 2,485
Trade payables (Note 18):
[N (=S PSPPSR PPPPPR 1,393 1,369 12,361
A CCOUNES vttt et ettt e e e e ettt ettt et e e e e e e e e e e e e ee s e easeaaaasbaaa s eaeeaaaaeaseeeeeesssssneraes 8,949 11,040 79,413
10,342 12,409 91,774
Lease obligations (Notes 10 and 18).....uueiiiiiiiieeiiiiiee et 511 549 4,535
Accrued income taxes (Note 14)............ 500 628 4,437
Accrued expenses. .......ceeeeeeeeenn 4,481 4,346 39,764
Accrued bonuses for employees. 628 670 5,573
RESErVE fOr SAIES MEIUMS ....oii ittt 26 33 231
Reserve for FErosilt remMOVAL ........c.uvvieiiiie e - 2,459 -
Reserve for implementation of environmental and safety arrangements................... 797 25 7,072
Provision for MaiNtENANCE ..........iiiiie e 223 - 1,979
Provision for loss on liquidation of a sSubSIdiary ............ccooeiiiiiiiiiiiiiceeeeccciiiee 24 324 213
Other CUIMENt lIADIHIES ...ttt e e e e st e e s srtrraeessnbraaeasnens 3,963 3,697 35,166
Total current abIltIES ... .vveee e 49,726 56,892 441,264
Long-term liabilities:
Long-term bank loans (Notes 10 and 18)......c..uvveeiiiiieiiiiie e 35,167 42,447 312,069
Bonds (NOES 10 @Nd 18) ..civviiiiiiiiiii i 560 840 4,970
Lease obligations (NoteSTO and 18) .....cuueiiiiiiiiieiiiiee et 935 897 8,296
Liability for retirement benefits (Note 12)... 12,958 12,085 114,988
Deferred income taxes (NOE 14) .....iiiiiiiiii i 21 36 186
LONG-term depPOSItS MECEIVEA. .. .ccviiiiei ettt 1,029 880 9,131
Reserve for implementation of environmental and safety arrangements................... 1,086 807 9,637
Provision for MainteNaNCE ........oviiiiiii e - 83 -
Asset retirement obligations (NOtE 11)......evviiiiiiiii e 828 840 7,348
Other 10NG-1ermM aBIlITIES ... .eeiieiiie e sir e 1,143 393 10,143
Total long-term liabilitieS........ovviiiiee e 53,727 59,308 476,768
Contingent liabilities (Note 13)
Net assets:
Shareholders’ equity (Note 15):
Common stock:
Authorized: 1,000,000 thousand shares
Issued: 403,839 thousand shares in 2016 and 2015 .......ccoeeeeiiieeeeeeennnns 43,421 43,421 385,314
(@72 o] 7= TSI T o1 U OSSPSR 10,627 10,627 94,303
RetaiNed BarniNgS ... ..eii i 10,062 600 89,288
Less treasury stock, at cost:
4,020 thousand shares in 2016 and 3,973 thousand shares in 2015................. (703) (698) (6,238)
Total shareholders’ equity 63,407 53,950 562,667
Accumulated other comprehensive income (loss):
Net unrealized holding gain 0N SeCUrtieS..........cccvviiiiiiiiiicc 245 513 2,174
Unrealized deferred gain ONn Nedges .......vvveiiiiiiiiiiiiiiiee e - 0 -
Translation adJUSTMENTS ....iiiiii e (1,273) (850) (11,296)
Retirement benefits liability adjustments ........ooiiiiiiiiiii (781) (398) (6,931)
Total accumulated other comprenensive 10SS .......oovvvveeiiiieeiiee e (1,809) (735) (16,053)
Ot N A S BES it titttttttt ittt ettt e e e e ettt ettt ettt e e e eeeeeeeeesssssssbbb bbb aaaas 61,598 53,215 546,614
Total liabilitieS QNGO NET ASSEES ....uuvviiiiiieei i e et e e e e e s s eeeeesseeseeeeeeeeennnaaas ¥ 165,051 ¥ 169,415 $ 1,464,646

See notes to consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statement of Income
For the year ended March 31, 2016

Thousands of
U.S. dollars

Millions of yen (Note 1)
2016 2015 2016
NEt SAIES (NOTE 25) ...ttt e e 102,903 ¥ 103,331 913,151
Cost of sales (Notes 7 and 16) 71,534 68,856 634,786
GIFOSS PIOIL 11ttt ettt e et e e 31,369 34,475 278,365
Selling, general and administrative expenses (Note 16)..........coviviiiiiiiieiiiieeeiiiieeen 23,054 23,370 204,579
Operating iNCOME (NOTE 25) .....vvviiiiiiiie ettt e e eaaee e 8,315 11,105 73,786
Other income:
Interest and diVIAENA INCOMIE ..vvvveerieiiiieeee e 135 194 1,198
Equity in earnings of affiliates..........uuiiiiiiii 423 385 3,754
Foreign exchange gain, NET ......coiuiiiei e - 1,691 -
Reversal of provision for liquidation of a subsidiary............cocoiiiiiii, - 759 -
Reversal of reserve for Ferosilt removal ...............evvvvviiiiiiieiieeeeeeeeeeee 845 - 7,498
Gain on sales of raw materials 198 93 1,757
(O 1 =T PSSP TRPPRPNt 208 235 1,846
1,809 3,357 16,053
Other expenses:
INTEIEST EXPENSE . ittt e e e 1,398 1,563 12,406
Retirement benefit EXPENSE.........uuviiiiiiiiiie e - 356 -
Foreign exchange 0SS, NET......ooiiiiiiii e 830 - 7,365
[0 T PSPPSR 578 779 5,129
2,806 2,698 24,900
OFAINAIY INCOIME ...ttt e e e e e e st e e e st a e e e st a e e e s eraaeeeaas 7,318 11,764 64,939
Extraordinary gains:
Gain from redemption upon liquidation of a subsidiary.... = 312 =
Gain 0N Sales Of fIXEA ASSEIS ....iiviiiiiiiccee e e 7,317 - 64,930
L1 T OSSPSR 16 34 142
7,333 346 65,072
Extraordinary losses:
Loss on disposal Of fIXEA SSELS .....uviiiiiiiiiiiiiiiiii e 377 285 3,345
Reserve for implementation of environmental and safety arrangements................... 1,186 251 10,524
Loss on impairment of fixed assets (Notes 9 and 25) ........ceevviieiiiiiieeiiee e 716 86 6,354
[ 1 =T OSSPSR RTPPPRRNt 18 40 160
2,297 662 20,383
INCOME DEFOIE INCOMEB TAXES ....vitii e 12,354 11,448 109,628
Income taxes (Note 14):
(0T =T | SRS 745 860 6,611
DEIEITEA 1.ttt e 2,147 3,604 19,052
2,892 4,464 25,663
NEL INCOME (NOTE 23) ..uiiiie ettt e e e e e s e e e e enneaeeeennes 9,462 6,984 83,965
Net income attributable to:
OWNEIS OF PAIENT......iiiiie ettt e et e e e e e e e e et eeeennees 9,462 ¥ 6,984 83,965

See notes to consolidated financial statements.

8

Ishihara Sangyo Kaisha, Ltd.



Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statement of Comprehensive Income
For the year ended March 31, 2016

Thousands of

U.S. dollars
Millions of yen (Note 1)
2016 2015 2016
NEE INCOMIE ettt ettt ettt ettt ettt ettt e e ¥ 9,462 ¥ 6,984 $ 83,965
Other comprehensive (loss) income (Note 21):
Net unrealized holding (0SS) gain ON SECUMTIES ......vveiiiiiiiiiiiiic e (268) 195 (2,378)
Unrealized deferred (10SS) gain ONn hEAGES ....civvvvieiiiiiiee et (0)] 26 ©)
Translation adjUSTMENTS.......viiiiici e 872 (5618) (3,301)
Retirement benefits liability adjusStments.........cccvviiiii (383) 463 (3,399)
Other comprehensive (loss) income of affiliates accounted for by the equity
method attributable to the ComPany ..o (52) 72 (461)
Total other comprehensive (I0SS) INCOME.........iiiiiiiiiiiiii e (1,075) 238 (9,539)
COMPIENENSIVE INCOMIE L.uiiiiiiiiee ettt e e e e e e e ¥ 8,387 ¥ 7,222 $ 74,426
Total comprehensive income attributable to:
OWNEIS OF PAIENT......uiiiiiiiiie e ¥ 8,387 ¥ 7,222 $ 74,426

See notes to consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statement of Changes in Net Assets

Year ended March 31, 2016

Millions of yen

Shareholders’ equity

Accumulated other comprehensive income (loss)

Number of Net Retirement
shares of unrealized Unrealized benefits
common Common Capital Retained Treasury holding gain deferred gain  Translation liability Total net
stock in issue stock surplus earnings stock, atcost  on securities onhedges adjustments adjustments assets
Balance at April 1, 2014 ..o 403,839,431 ¥ 43,421 ¥ 10,627 ¥ (5,673)¥ (692) ¥ 318 ¥ (26) ¥ (404) ¥ (861) ¥ 46,710
Cumulative effects of changes
in accounting policies ..........ccccvvune - - - (711) - - - - - (711)
Restated balance at April 1, 2014 ...... - 43,421 10,627 (6,384) (692) 318 (26) (404) (861) 45,999
Net income attributable to owners
of parent for the period ................... - - - 6,984 - - - - - 6,984
Acquisition of treasury stock.............. - - - - ©6) - - - - 6)
Disposition of treasury stock.... - - 0 - 0 - - - - 0
Other changes..........cocovvviiiiiiiin - - - - - 195 26 (446) 463 238
Balance at April 1, 2015 ..o 403,839,431 ¥ 43,421 ¥ 10,627 ¥ 600 ¥ (698) ¥ 513 ¥ 0 ¥ (850) ¥ (398) ¥ 53,215
Net income attributable to owners
of parent for the period ................... - - - 9,462 - - - - - 9,462
Acquisition of treasury stock.............. = = = = ®) = = = = %)
Disposition of treasury stock.............. - - 0 - 0 - - - - 0
Other changes - - - - - (268) 0) (423) (383) (1,074)
Balance at March 31, 2016............... 403,839,431 ¥ 43,421 ¥ 10,627 ¥ 10,062 ¥ (703) ¥ 245 ¥ - ¥ (1,273) ¥ (781) ¥ 61,598
Thousands of U.S. dollars (Note 1)
Shareholders’ equity Accumulated other comprehensive income (loss)
Net Retirement
unrealized Unrealized benefits
Common Capital Retained Treasury holding gain deferred gain ~ Translation liability Total net
stock surplus earnings  stock, at cost on securities onhedges adjustments adjustments assets
Balance at April 1, 2015 ... $ 385,314 $ 94,303 $ 5323 $ (6,194) $ 4552 $ 0% (75438 (3532 $ 472,223
Net income attributable to owners
of parent for the period .................. - - 83,965 - - - - - 83,965
Acquisition of treasury stock............. = = = (44) = = - - (44)
Disposition of treasury stock............. - 0 - 0 - - - - 0
Other changes ..., - - - - (2,378) 0) (3,753) (3,399) (9,530)
Balance at March 31, 2016............... $ 385,314 $ 94,303 $§ 89,288 $ (6,238) $ 2,174 $ - $ (11,296) $ (6,931) $ 546,614

See notes to consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Consolidated Statement of Cash Flows

For the year ended March 31, 2016

Thousands of
U.S. dollars

Millions of yen (Note 1)
2016 2015 2016
Cash flows from operating activities
INCOME DEOrE INCOME TAXES ...vvvviiie et e e 12,354 ¥ 11,448 $ 109,628
Adjustments for:
Depreciation and amortization.............iiiieeiiiiiiiiiiie e 5,350 5,561 47,475
(Gain) loss on disposal or sales of fixed assets, NEet..........ccvviiiiiiiiiis (7,106) 150 (63,058)
Loss on impairment of fixed assets 716 86 6,354
Decrease in provision for loss on liquidation of a subsidiary ...........ccccccovvviiieiiiinnnn (288) (1,990) (2,556)
Foreign exchange 10SS (Qain), NEL.......coiiiiiiiii s 368 (1,151) 3,266
Increase in liabilities for retirement benefits, Net.........oooviiiiiiiii 356 912 3,159
Reversal of reserve for Ferosilt removal ...........ooooiiiiieiiiiic e (2,459) (2,310) (21,821)
Increase in reserve for implementation of environmental and safety arrangements ... 1,051 255 9,326
Interest and diVIAENd INCOME ....couvviiieiiiii e (135) (194) (1,198)
INTEIEST EXPENSE ..t 1,398 1,563 12,406
Equity in earnings of affiliates, Net.........cocoiiiii (334) (294) (2,964)
OB e 193 (292) 1,714
Changes in operating assets and liabilities:
Trade rBCEIVADIES ........vvvieeece e e et 3,286 (2,823) 29,160
IMVENTOTIES .t (746) (1,623) (6,620)
Oter CUMENT @SSELS ....viiiiiiiii et (287) 277 (2,547)
Trade payables.......c.vvviiiiiiiiiiie e (1,513) (1,339) (13,426)
Accrued expenses and other current liabilities... 274 217 2,431
SUBtOtal. .o 12,478 8,453 110,729
Interest and diVIAENAS rECEIVEA. .........uuiiiiiie e 119 148 1,056
INEEIEST PRI ...ttt ettt (1,441) (1,623) (12,788)
INSUraNCe ClaiM MECEIVEA.......iiiiiiiiiiiie et 78 95 692
INCOME TAXES PAU. ..ttt h et e s ke e ebb e e s bbb e abbeeanbeesbneene (965) (722) (8,563)
Net cash provided by operating aCtiVItieS ......ouuuviiiiiiiieee e 10,269 ¥ 6,351 $ 91,126
Cash flows from investing activities
INCrease iN tiMe AEPOSITS .. ...viiii et aee e 0 ¥ - $ 0)
Decrease in tiMe dEPOSITS ....vvvvieiiiie et - 490 -
Purchases of property, plant and equIpMENt.........cccvveiiiieiiiiii e (3,543) (4,6406) (31,440)
Proceeds from sales of property, plant and equipment..........cccccvveeiiiiiiiiiiiiiiieeee. 18,318 72 118,183
Increase in long-term 10ans reCeivabIe ..........cvvviiiiiee e (875) (208) (3,328)
Collection of long-term 10ans reCeivabIles ..........cvvviiiiiiiee e 267 190 2,369
Proceeds from liquidation of a subsidiary........ccccuvviiiieiiiiiiiiiiieeeeee 41 471 364
(O 1 PO PP PPPTPPPTR (51) 416 (453)
Net cash provided by (used in) iNnvesting aCtiVItIes. ......vvveiiieiieiies s 9,657 (3,215) 85,695
Cash flows from financing activities
Redemption Of DONGAS .. ....viiiii e (280) (280) (2,485)
Decrease in short-term bank loans, net.... (1,542) (1,120) (13,684)
Proceeds from long-term bank 10aNns .........oooiiiiiiiiiiii e 7,150 18,263 63,448
Repayment of long-term bank [08NS...........cooviiiiiiiieeiie e (16,409) (15,635) (145,612)
Repayment of lease 0bligationS..........ccovviiiiiiiiiiiic e (569) (663) (5,049)
Repayment of installment payable.........c...coiiiiiiiii e (18) - (160)
Proceeds from deposits received 1,780 2,286 15,796
Repayment of deposits received ..... (2,028) (2,073) (17,996)
Increase in treasury stock, NEt......cccvveviiieieiiiiiieeiii, ®) ©6) (44)
Net cash (used in) provided by financing actiVities .....c.vvveeiiiieeieiiiee e (11,921) 772 (105,786)
Effect of exchange rate changes on cash and cash equivalents.........cccccceviiiiiienins (78) 188 (691)
Increase in cash and cash eqUIVAIENTS..........cooiiiiiiiiiii e 7,927 4,096 70,344
Cash and cash equivalents at beginning Of YEar ... 21,282 17,186 188,854
Cash and cash equivalents at end of year (NOte 5) .......ccovvuvviiiiiiiiiiiiiiiiiieiiiieeeciien 29,209 ¥ 21,282 $ 259,198

See notes to consolidated financial statements.
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Ishihara Sangyo Kaisha, Ltd. and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

Year ended March 31, 2016

1. Basis of Preparation of Consolidated Financial Statements

The accompanying consolidated financial statements of Ishihara
Sangyo Kaisha, Ltd. (the “Company”) and its consolidated
subsidiaries have been prepared on the basis of accounting
principles generally accepted in Japan, which are different in
certain respects as to the application and disclosure requirements
of International Financial Reporting Standards, and are compiled
from the consolidated financial statements prepared by the
Company as required by the Financial Instruments and Exchange
Act of Japan.

In preparing the accompanying consolidated financial
statements, certain reclassifications and rearrangements have
been made to the consolidated financial statements issued

2. Summary of Significant Accounting Policies

in Japan in order to present them in a format which is more
familiar to readers outside Japan. In addition, the notes to the
consolidated financial statements include information which is not
required under accounting principles generally accepted in Japan
but is presented herein as additional information.

The translation of yen amounts into U.S. dollar amounts
is included solely for convenience, as a matter of arithmetic
computation only, at ¥112.69 = U.S.$1.00, the approximate rate of
exchange in effect on March 31, 2016. This translation should not
be construed as a representation that yen have been, could have
been, or could in the future be, converted into U.S. dollars at the
above or any other rate.

(@) Principles of consolidation and accounting for investments in
unconsolidated subsidiaries and affiliates

The accompanying consolidated financial statements include

the accounts of the Company and its 13 significant consolidated

subsidiaries, consisting of ISK Bioscience K.K., ISK SINGAPORE

PTE. LTD., the ISK AMERICAS INCORPORATED Group (5

subsidiaries), ISK BIOSCIENCES EUROPE N.V., ISK Taiwan Co.,

Ltd., Fuiji Titanium Industry Co., Ltd., Ishihara Techno Corporation,

Yokkaichi Energy Service Co., Ltd. and ISK Engineering Partners

Corporation.

The Company’s remaining subsidiaries, including ISK
BIOSCIENCES KOREA LTD., have not been consolidated
because they are not significant in terms of total assets, retained
earnings, net sales and net income.

Investments in significant affiliates are stated at their
underlying net equity after the elimination of intercompany income.

Investments in unconsolidated subsidiaries and the remaining
affiliate companies are stated at cost.

The overseas consolidated subsidiaries are consolidated on the
basis of fiscal periods ending December 31, which differs from the
balance sheet date of the Company. As a result, adjustments have
been made for any significant intercompany transactions which took
place during the period between the year ends of these overseas
consolidated subsidiaries and the year end of the Company.

(b) Foreign currency translation

Foreign currency transactions

All monetary assets and liabilities denominated in foreign
currencies are translated into yen amounts at the rates of
exchange in effect at the balance sheet date, except that
receivables and payables hedged by qualified forward foreign
exchange contracts are translated at their corresponding
contracted rates.
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Revenue and expense items arising from transactions
denominated in foreign currencies are generally translated into yen
at the exchange rates in effect at the respective transaction dates.
Foreign exchange gain or loss is credited or charged to income
in the year in which such gain or loss is recognized for financial
reporting purposes.

Financial statements of overseas consolidated subsidiaries
The balance sheet accounts of the overseas consolidated
subsidiaries are translated into yen at the rates of exchange in
effect at the balance sheet date, except that the components of
net assets are translated at their historical rates. Revenue and
expense accounts are translated at the average rates of exchange
in effect during the year. Differences resulting from translating
financial statements denominated in foreign currencies have not
been included in the determination of net income (loss) but are
reported as translation adjustments which are components of
accumulated other comprehensive income (loss).

(c) Cash and cash equivalents

For the purposes of the consolidated statement of cash flows,
cash and cash equivalents consist of cash on hand, cash in banks
which can be withdrawn at any time and short-term investments
with a maturity of three months or less when purchased which
can easily be converted to cash and are subject to little risk of
change in value.

(d) Inventories

Inventories of the Company and its domestic consolidated
subsidiaries are principally stated at lower of cost or net selling
value, cost being determined by the gross average method.



(e) Securities

Securities are classified into three categories: trading securities,
held-to-maturity debt securities and other securities. Trading
securities, consisting of debt and marketable equity securities, are
carried at fair value. Gain and loss, both realized and unrealized,
are credited or charged to income. Held-to-maturity debt
securities are carried at amortized cost. Marketable securities
classified as other securities are carried at fair value, with any
changes in unrealized holding gain or loss, net of the applicable
income taxes, reported as a separate component of accumulated
other comprehensive income (loss). Non-marketable securities
classified as other securities are carried at cost. Cost of securities
sold is determined by the moving average method.

Investments in investment business limited liability
partnerships and other similar partnerships, which are deemed to
be securities under Article 2, Clause 2 of the Financial Instruments
and Exchange Law of Japan, are valued at the amount of the
underlying equity in their net assets based on the latest financial
statements available as of the closing date stipulated in the
partnership agreement.

(f) Derivatives and hedging activities

Derivative financial instruments are utilized by the Company and
its domestic consolidated subsidiaries principally in order to
manage risk arising from adverse fluctuation in foreign exchange
rates and interest rates. The Company and its domestic
consolidated subsidiaries have established a control environment
which includes policies and procedures for risk assessment,
including an assessment of the effectiveness of their hedging
activities, and for the approval, reporting and monitoring of
transactions involving derivatives.

Derivatives are carried at fair value with any changes in
unrealized gain or loss credited or charged to income, except
for those which meet the criteria for deferral hedge accounting
under which unrealized gain or loss is deferred and reported as a
component of accumulated other comprehensive income (loss).
Receivables and payables hedged by forward foreign exchange
contracts which meet certain conditions are translated at their
contracted rates (the “allocation method”). Interest-rate swaps
which meet certain conditions are accounted for as if the interest
rates which apply to the swaps had originally applied to the
underlying debt (the “special method”).

The effectiveness of hedges is assessed based on
comparison of the cumulative changes in markets or cash flows
of the hedged items and those of the hedging instruments.
However, the assessment of interest rate swaps which the special
method is applied is omitted.

(@) Property, plant and equipment and depreciation (except for
leased assets)
Property, plant and equipment are stated at cost. Depreciation
of property, plant and equipment is recognized primarily by
the straight-line method over the estimated useful lives of
the respective assets. The useful lives of property, plant and
equipment are principally as follows:
Buildings and structures ............cccoceenne 3 to 55 years
Machinery and equipment .............ccceee.. 2 to 20 years
Costs for maintenance, repairs and minor renewals are
charged to income as incurred. Major renewals and betterments
are capitalized.

(h) Intangible assets (except for leased assets)

Intangible assets are amortized by the straight-line method over
the useful lives of the respective assets. Expenditures relating
to computer software developed for internal use are charged to
income as incurred, except if these are deemed to contribute
to the generation of future income or cost savings. Such
expenditures are capitalized as assets and amortized by the
straight-line method over their estimated useful lives of 5 years.

() Research and development costs
Research and development costs are charged to income as
incurred.

() Leased assets

Leased assets under finance leases that transfer ownership of
the assets are depreciated by using the economic useful lives of
leased assets.

Leased assets under finance lease contracts that do not
transfer ownership to the lessee are depreciated to a residual
value of zero by the straight-line method using the term of the
contract as the useful life.

(k) Allowance for doubtful receivables
The Company and its domestic consolidated subsidiaries have
provided an allowance for doubtful receivables based on their
historical experience of bad debts on ordinary receivables plus an
additional estimate of probable specific doubtful accounts from
customers experiencing financial difficulties.

The allowance for doubtful receivables of the overseas
consolidated subsidiaries has been provided at the estimated
aggregate amount of their probable bad debts.

() Accrued bonuses for employees

Accrued employees’ bonuses are accounted for at an estimated
amount of the bonuses to be paid as allocated to the current fiscal
year.
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(m) Reserve for sales returns

Reserve for sales returns is provided for estimated losses incurring
due to the return of finished goods and merchandise sold during
the fiscal year subsequent to the balance sheet date, using the
historical rate of such returns in prior years.

(n) Reserve for Ferosilt removal

The Company has provided a reserve for estimated expenditures
for Ferosilt removal and disposal based on local costs for the
removal, transportation and disposal of Ferosilt with reference to
each construction region and disposal location.

(Additional information)

The Company completed the transportation and final disposal of
all Ferosilt temporarily stored at its Yokkaichi Plant in December
2015.

(0) Reserve for implementation of environmental and safety
arrangements

The Company has provided the reserve for estimated

expenditures to promote environmental and safety arrangements.

(p) Provision for maintenance

Provision for maintenance is provided in an amount estimated
to be necessary for the maintenance for certain machinery and
equipment.

(q) Provision for loss on liquidation of a subsidiary

Provision for loss on liquidation of a subsidiary is provided based
on an estimate of expenditures necessary to complete the
process of liquidating of a subsidiary.

(Additional information)

ISK SINGAPORE PTE. LTD., a consolidated subsidiary of the
Company, terminated the operations during the year ended March
31, 2014 and has been under the liquidation proceedings.

() Retirement benefits

Liability for retirement benefits is provided at an amount calculated
based on the retirement benefit obligation and the fair value of the
pension plan assets as of the balance sheet date.

The retirement benefit obligation for employees is attributed
to each period by the straight-line method over the estimated
years of service of the eligible employees.

Actuarial gain or loss is amortized in the year following the
year in which such gain or loss is recognized, principally by the
straight-line method, over the estimated average remaining years
of service of the employees participating in the plans.

Prior service cost is amortized by the straight-line method
over the estimated average remaining years of service of the
employees participating in the plans.

(s) Income taxes

Income taxes are calculated based on taxable income and
charged to income on an accrual basis. Certain temporary
differences exist between taxable income and income reported for
financial statement purposes which enter into the determination

of taxable income in a different period. The Company and

its consolidated subsidiaries recognize the tax effect of such
temporary differences in their consolidated financial statements.

3. Accounting Standards Issued but Not Yet Effective

Revised Implementation Guidance on recoverability of Deferred
Tax Asset

(@) Overview

Regarding the treatment of the recoverability of deferred tax
assets, a review was conducted following the framework of
the Japanese Institute of Certified Public Accountants Audit
Committee Report No.66 “Audit Treatment on Determining the
Recoverability of Deferred Tax Assets,” whereby companies
are categorized into five categories and deferred tax assets are
calculated based on each of these categories:
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(1) Treatment of companies that do not satisfy any of the category
requirements for (Category 1) through (Category 5)

(2) Category requirements for (Category 2) and (Category 3)

(8) Treatment related to future deductible temporary differences
which cannot be scheduled in companies that qualify as
(Category 2)

(4) Treatment related to the reasonable estimable period of future
pre-adjusted taxable income in companies that qualify as
(Category 3)

(5) Treatment in cases that companies that satisfy the category
requirement for (Category 4) but qualify as (Category 2) or
(Category 3)



(b) Scheduled date of adoption

The Company and its domestic subsidiaries will adopt the revised
implementation guidance effective from the beginning of the fiscal
year ending March 31, 2017.

4. Accounting Changes

(c) Impact of adopting revised implementation guidance
This adoption had no impact on its consolidated financial
statements.

Accounting Standards for Business Combinations

The Company adopted “Revised Accounting Standard for
Business Combinations” (Accounting Standards Board of Japan
("ASBJ”) Statement No. 21), “Revised Accounting Standard for
Consolidated Financial Statements” (ASBJ Statement No. 22),
“Revised Accounting Standard for Business Divestitures” (ASBJ

5. Cash and Deposits

Statement No. 7) and other relevant revised accounting standard
and revised guidance effective from April 1, 2015, and amended
the presentation method of profit attributable to owners of parent.

Certain reclassifications were made to the previous year’s
consolidated financial statements to reflect these changes in
presentation.

The reconciliation between cash and cash equivalents in the accompanying consolidated statements of cash flows and cash and

deposits in the accompanying consolidated balance sheets as of March 31, 2016 and 2015 is presented as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
CaSh N AEPOSIES ..vvveeiiiie ittt s ¥ 29,399 ¥ 21,472 $ 260,884
Time deposits with maturities in excess of three months (190) (190) (1,686)
Cash and cash EQUIVAIENTS .......ciiiiiiic e ¥ 29,209 ¥ 21,282 $ 259,198

6. Investments in Securities

Marketable securities classified as held-to-maturity debt securities and other securities at March 31, 2016 and 2015 were as follows:

(a) Held-to-maturity debt securities

Millions of yen

2016 2015
Estimated fair Estimated fair
Carrying value value Unrealized gain Carrying value value Unrealized gain

Securities whose estimated fair value exceeds
their carrying value ........cccooviiiiii ¥ 10

¥ 10 ¥ 0 ¥ 10 ¥ 10 ¥ 0

TOtAl e ¥ 10

¥ 10 ¥ 0 ¥ 10 ¥ 10 ¥ 0

Thousands of U.S. dollars

2016

Carrying value

Estimated fair

value Unrealized gain

Securities whose estimated fair value exceeds
their carrying value .........ccooeeeiiieiiiiec e, $ 89

$ 90 $ 1

$ 90 $ 1
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(b) Other securities

Millions of yen

2016 2015
Acquisition  Unrealized gain Acquisition  Unrealized gain
Carrying value cost (loss) Carrying value cost (loss)
Securities whose carrying value exceeds their
acquisition cost: Equity securities........ccccceeeeeeiinns ¥ 975 ¥ 614 ¥ 361 ¥ 1,371 ¥ 703 ¥ 668
SUBLOtAl ...vvveece 975 614 361 1,371 703 668
Securities whose acquisition cost exceeds their
carrying value: Equity securities..........ccccvvviviiiieanns 118 141 (23) 36 40 (4)
SUBLOtAl ... 118 141 (23) 36 40 4)
TOAl e ¥ 1,093 ¥ 755 ¥ 338 ¥ 1,407 ¥ 7483 Y 664

Thousands of U.S. dollars

2016
Acquisition  Unrealized gain
Carrying value cost (loss)
Securities whose carrying value exceeds their
acquisition cost: Equity Securities............ccccevveenn..n. $ 8,652 $ 5,449 $ 3,203
SUBLOtAl ... 8,652 5,449 3,203
Securities whose acquisition cost exceeds their
carrying value: EQuity securities.........cccocvvevveiiiennns 1,047 1,251 (204)
SUbtOtal ... 1,047 1,251 (204)
TOAl e $ 9,699 $ 6,700 $ 2,999

Proceeds from sales of other securities and the aggregate gain for the years ended March 31, 2016 and 2015 are summarized as
follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Proceeds from SAIES ......viiiiiiiic e ¥ 9 ¥ 3 $ 80
AGGrEOALE GAIN ...ttt e e as 7 3 62

The redemption schedule subsequent to March 31, 2016 for held-to-maturity debt securities classified as other securities is described in
Note 18.

7. Inventories

Inventories at March 31, 2016 and 2015 are summarized as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
¥ 34,317 ¥ 31,870 $ 304,526
3,907 4,149 34,670
14,846 17,358 131,742

¥ 53,070 ¥ 53,377 $ 470,938

Net loss on devaluation of inventories included in cost of sales for the years ended March 31, 2016 and 2015 amounted to ¥1,003 million
($8,901 thousand) and ¥16 million, respectively.
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8. Acquisition Costs of property, plant and equipment

The accumulated amount deducted from the acquisition costs of machinery and equipment, receiving government subsidies totaled ¥15

million ($140 thousand) at March 31, 2016.

The accumulated amount deducted from the acquisition costs of land and buildings, resulting from the exchange of rights on an
urban area redevelopment project totaled ¥923 million at March 31, 2015.

9. Loss on Impairment of Fixed Assets

For the year ended March 31, 2016, the Company recorded a loss on impairment of fixed assets. The main components of loss on

impairment of fixed assets are as follows:

Thousands of

Millions of yen U.S. dollars
Location Major use Classification 2016 2016
Yokkaichi Plant Production equipment Buildings and structures ¥ 115 $ 1,020
(Yokkaichi City, Mie Prefecture) Machinery and equipment 99 879
Demobilization cost 468 4,153
Subtotal 682 6,052
Bunkyo-ku, Tokyo Office equipment Buildings and structures ¥ 34 $ 302
Subtotal 34 302
Total ¥ 716 $ 6,354

The Company and its consolidated subsidiaries group their
assets based on the business segment and production process
for assessment of loss on impairment. Idle assets which are not
anticipated to be utilized in the future and leased real estate are
classified as individual cash-generating units. Assets not definitely
linked to a specific business, such as the head-office building,
the facilities for research and development and the facilities for
welfare, are classified as corporate assets.

As a part of production equipment located at the Yokkaichi
Plant in the above table, such as equipment for organic
compound, is not anticipated to be utilized in the future, the
Company classified the production equipment as idle assets and

recognized a loss on impairment. In addition, on March 11, 2016,
the board of Directors of the Company approved relocation of
Tokyo branch. Therefore, the office equipment of Tokyo branch
is not anticipated to be utilized in the future, the Company and its
consolidated subsidiary classified it as the assets scheduled for
the disposal and recognized a loss on impairment. The Company
and its consolidated subsidiary wrote down the book value of
these assets to nil.

For the year ended March 31, 2015, the Company recorded a
loss on impairment of fixed assets. The main components of loss
on impairment of fixed assets are as follows:

Millions of yen

Location Major use Classification 2015
Yokkaichi Plant Production equipment Buildings and structures ¥ 35
(Yokkaichi City, Mie Prefecture) Machinery and equipment 51

Total ¥ 86

As the production equipment located at the Yokkaichi Plant in
the above table, such as equipment for liquid ammonia and fuel
oil, is not anticipated to be utilized in the future, the Company

recognized the production equipment as idle assets and
recognized a loss on impairment. The Company wrote down the
book value of these assets to nil.
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10. Short-Term Bank Loans, Long-Term Bank Loans, Lease Obligations and Bonds

The average annual interest rate on short-term bank loans at March 31, 2016 and 2015 was approximately 1.5%.
Long-term bank loans, including the current portion of long-term bank loans, at March 31, 2016 and 2015 consisted of the

following:
Thousands of
Millions of yen U.S. dollars

2016 2015 2016
Y= TolU g=To Il oF=Ta] Qi Y= 1 1= TR ¥ 19,348 ¥ 18,202 $ 171,692
UNSECUrEd DANK JOANS ....viiiciiei et 29,912 40,317 265,436
Subtotal 49,260 58,519 437,128
Less amounts due within one year (14,093) (16,072) (125,059)
L] 2= U OSSP PP OUP PP PPPPRRRIN: b 35,167 ¥ 42,447 $ 312,069

Interest rates applicable to long-term bank loans presented in the above table ranged from 1.0% to 3.1% at March 31, 2016 and from
1.2% t0 5.9% at March 31, 2015. These bank loans become due from 2016 through to 2023.

Bonds at March 31, 2016 and 2015 were as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Unsecured bonds, payable in yen at rate of 0.162%, due 2019..........ccooviiiiiiiiiininens ¥ 840 ¥ 1,120 $ 7,454
Less amounts due WIthin ONE YEAI.......c..viiiiiiiiiiii e (280) (280) (2,485)
TOMAL et ¥ 560 ¥ 840 $ 4,969

Lease obligations at March 31, 2016 and 2015 were as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Finance lease obligations (ownership not transferred to the lessee).........cccveviviincnn ¥ 1,446 ¥ 1,446 $ 12,832
Less amounts due WIthin ONE YEAI.......c..viiiiiiiiiee i (511) (549) (4,535)
TORAL s ¥ 935 ¥ 897 $ 8,297

Information for the payment schedules of long-term bank loans, bonds, and lease obligations subsequent to March 31, 2016 is described
in Note 18.

At March 31, 2016 and 2015, the following assets were pledged as collateral for short-term bank loans, the current portion of long-
term bank loans and long-term bank loans:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Property, plant and equipment, net of accumulated depreciation..............ccccvvvvvneeen. ¥ 25,616 ¥ 29,765 $ 227,314
INVESTMENTS IN SECUNMTIES ..ot 84 105 745
Cash @Nd AEPOSITS .....uueiiiiiiii e e e 190 190 1,686
] €= USSP SRR SPRRRNS ¥ 25,890 ¥ 30,060 $ 229,745

18 Ishihara Sangyo Kaisha, Ltd.



Short-term bank loans, the current portion of long-term bank loans and long-term bank loans secured by such collateral at March 31,
2016 and 2015 were as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
¥ 7,530 ¥ 12,790 $ 66,820
5,761 4,717 51,123
13,587 13,485 120,570
TOUAL L. ¥ 26,878 ¥ 30,992 $ 238,513

In addition, buildings and structures of ¥88 million ($781 thousand) and ¥92 million, land of ¥219 million ($1,943 thousand) and ¥219
million were pledged as collateral to secure future loans from certain financial institutions at March 31, 2016 and 2015, respectively.
However, there were no corresponding liabilities at March 31, 2016 and 2015.

11. Asset Retirement Obligations

The asset retirement obligations include legal obligations for The asset retirement obligations are measured at present
disposal of items including polychlorobiphenyl pursuant to the value calculated based on the discount rate applicable to

“Law Concerning Special Measures Against PCB Waste” and government bonds and the assets’ useful lives, estimated to be 3
other legal obligations for the removal of leasehold improvements years to 8 years.

and restoration of premises around the Yokkaichi Plant to their
original condition upon termination of lease contracts.

The following is a summary of changes in the carrying amounts of the asset retirement obligations for the years ended March 31, 2016
and 2015.

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Asset retirement obligation balance at the beginning of the year ................cccceei ¥ 840 ¥ 841 $ 7,454
Liabilities incurred due to the acquisition of property, plant and equipment 14 5 124
ACCIELION BXPENSE ..eiiiiieeee ettt e e e ettt e e e e e e e e ettt e e e eeeas 0 0 0
LIabilities SETEA. .. .eiiiiiiiice e (26) 6) (230)
Asset retirement obligation balance at the end of the year..........cccccceevvieiiieccnn, ¥ 828 ¥ 840 $ 7,348

Disclosure of detailed information on the asset retirement obligations at March 31, 2016 and 2015 was omitted because the total amounts
of asset retirement obligations at March 31, 2016 and 2015 were less than 1% of the amount of total liabilities and net assets.

12. Retirement Benefits

The Company and certain consolidated subsidiaries have a Certain consolidated subsidiaries have calculated their
lump-sum payment plan as a retirement benefit plan for eligible retirement benefit obligations and retirement benefit expenses
employees upon retirement. Retirement payments are determined based on the amount which would be payable at the year end
by reference to basic salary, years of service and certain other if all eligible employees terminated their services voluntarily (the
factors. In addition to this, the Company and certain domestic “Simplified Method”).

consolidated subsidiaries have defined contribution pension

plans.
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The changes in retirement benefit obligations during the years ended March 31, 2016 and 2015 are as follows:

Millions of yen

Thousands of
U.S. dollars

2016 2015 2016

Retirement benefit obligations at the beginning of the year.............ccccciiis ¥ 11,405 ¥ 10,347 $ 101,207
Cumulative effects of changes in accounting POlICIES ........vvvveiiiiiiiiiiiiiieeieeieee - 1,095 -
Restated balance at the beginning of the year ... 11,405 11,442 101,207
ST=T /(o= N 01011 TR 592 612 5,253

108 110 958

589 (273) 5,227
Retirement benefits Paid ..........oiiiiiiiiii 479) (483) (4,251)
OB e (16) ©) (141)
Retirement benefit obligations at the end of the year ..............ccoccoiiiiiii ¥ 12,199 ¥ 11,405 $ 108,253
The changes in plan assets during the years ended March 31, 2016 and 2015 are as follows:

Thousands of
Millions of yen U.S. dollars
2016 2015 2016

Plan assets at the beginning of the year............coooiiiii ¥ 162 ¥ 306 $ 1,438
Expected return on plan assets ... 1 5 9
ACLUAITAI (IOSS) GIN 1.teitieieiie ettt (©)] 15 (80)
Contributions paid by the Company and subsidiarnes ..............ccceevvvviiiirieeeieeeeeeiiins 24 25 213
Retirement benefits Paid ..........oiiiiiiiiii (38) (181) (837)
(010 1= PSP PP PPRPPR 0) 8) (1)
Plan assets at the end Of the YEAI .......ccvviiiiiiii e ¥ 140 ¥ 162 $ 1,242

The changes in retirement benefit obligations calculated by the Simplified Method during the year ended March 31, 2016 and 2015 are as

follows:
Thousands of
Millions of yen U.S. dollars

2016 2015 2016
Retirement benefit obligations at the beginning of the year.............c.ccooiii, ¥ 828 ¥ 761 $ 7,348
Retirement benefit EXPENSES.......uvuiiiiiiiiiccce e 99 80 879
Retirement benefits Paid ..........coiiiiiiiii e 44) (13) (891)
Retirement benefit obligations at the end of the year ...........ccccooceviiiiiiiiiiiii ¥ 883 ¥ 828 $ 7,836
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The following table sets forth the funded status of the plans and the amounts recognized in the consolidated balance sheet as of March
31, 2016 and 2015 for the Company’s and the consolidated subsidiaries’ defined benefit plans:

Thousands of

Millions of yen U.S. dollars

2016 2015 2016
Funded retirement benefit OblIgatioN ..o ¥ 243 ¥ 276 $ 2,156
Plan assets at fair VAIUE. ........uuviiiiie e (140) (162) (1,242)
103 114 914
Unfunded retirement benefit obligation ..........c..ooiiiiiiiiiii e 12,839 11,957 113,932
Net amount of asset and liability for retirement benefits
in the consolidated balance SNEEt ..........ocoeiiiiiii e 12,942 12,071 114,846
Liability for retirement benefits 12,958 12,085 114,988
Asset for retirement DENETILS .....vvviii i (16) (14) (142)
Net amount of asset and liability for retirement benefits
in the consolidated balance ShEEt ........cooiiviii e ¥ 12,942 ¥ 12,071 $ 114,846
The components of retirement benefit expenses for the years ended March 31, 2016 and 2015 are as follows:
Thousands of
Millions of yen U.S. dollars
2016 2015 2016
YT/ (el N 01011 TR ¥ 592 ¥ 612 $ 5,253
INEEIEST COST ..ttt e e 108 110 958
Expected return on plan @SSELS ......viiiiiiiiiiii e (1) ) ©)
Amortization:
Net retirement obligation at transition ... - 359 -
Actuarial loss 46 68 408
PrIOr SEBIVICE COST. ittt 19 20 169
Retirement benefit expenses calculated by the Simplified Method ...............ccceee. 99 80 879
Retirement Denefit EXPENSES.......viiiiiiiiiice e ¥ 863 ¥ 1,244 $ 7,658

The components of retirement benefits liability adjustments included in other comprehensive (loss) income (before tax effect) for the years
ended March 31, 2016 and 2015 are as follows:

Thousands of

Millions of yen U.S. dollars

2016 2015 2016
FaXe (8 =T F= U ([ 1SS I - Ul OSSP ¥ (652) ¥ 356 $ (4,898)
PrIOr SEIVICE COST ...ttt 19 20 168
Net retirement obligation at transition...........cccii - 359 -
OIS e 0 15 0
Ko U PP PSP PP PP PP PRSPPI ¥ (533) ¥ 750 $ (4,730)

The components of retirement benefits liability adjustments included in accumulated other comprehensive income (before tax effect) as of
March 31, 2016 and 2015 are as follows:

Thousands of

Millions of yen U.S. dollars

2016 2015 2016
Unrecognized aCtUArial I0SS .....iiiiiiereeiiiiiee ettt e e e e e ¥ 923 ¥ 371 $ 8,191
Unrecognized prior service cost 190 209 1,686
Lo =TT PR SPR PR ¥ 1,113 ¥ 580 $ 9,877

Ishihara Sangyo Kaisha, Ltd.
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The fair value of plan assets, by major category, as a percentage of total plan assets as of March 31, 2016 and 2015 are as follows:

2016 2015
Debt securities 83% 84%
Equity securities 11 11
CaS ANA EPOSIES .ttt ettt ettt e e et 6 5
OB et 100% 100%

The expected return on plan assets has been estimated based on the anticipated allocation to each asset class at present and in the
future and the expected long-term returns on assets held in each category at present and in the future.
The assumptions used in accounting for the defined benefit plans for the years ended March 31, 2016 and 2015 are as follows:

2016 2015

DISCOUNT FAtB...... e

Expected long-term rate of return on plan assets

Expected rates of salary iNCrease ...........ccccoevvvvvviiiiiiiceceecccciii

Principally 0.1% Principally 0.9%
Principally 2.1% Principally 1.8%

Principally 6.6% Principally 6.5%

Total contributions paid by the Company and certain consolidated subsidiaries to the defined contribution pension plans for the years
ended March 31, 2016 and 2015 amounted to ¥86 million ($763 thousand) and ¥85 million, respectively.

13. Contingent Liabilities

(@) Guarantees

At March 31, 2016, the Company was contingently liable for the following:

Thousands of

Millions of yen U.S. dollars
2016 2016
¥ 72 $ 639
101 896
¥ 173 $ 1,535

(b) Remediation measures in response to contaminated soil

and underground water and waste assumed to be buried at

Yokkaichi Plant of the Company (the “Plant”)
As a result of soil and underground water surveys conducted at
the Plant after an assessment by a comprehensive compliance
test in 2008, contamination was identified, which seems to be
mainly derived from past production activities. In response to
this, the Company submitted certain documents to Yokkaichi
City, which has jurisdiction over the matter, notifying the
authorities of these findings, in accordance with the “Ordinance
for Conservation of the Living Environment” enacted by Mie
Prefecture. Subsequently, under the guidance and advice from
the Environmental Expert Committee, which consists of academic
advisors, the Company conducted a survey to identify the status
and source of the contamination and set up pumping and water
treatment facilities in order to prevent dispersal of contaminated
ground water. While full-scale pumping is continuing, the
Company also conducts detailed surveys and considers the
appropriate countermeasures. The Company records costs
for preventing dispersal of contaminated ground water as
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extraordinary losses to the extent that were paid during the

year or reasonably estimated as of the balance sheet date. The
Company does not record any costs that cannot be reasonably
estimated at the balance sheet date, such as costs for permanent
contamination remediation measures.

The following information on buried waste that must
be removed from the Plant has been officially announced
in connection with the assessment of the comprehensive
compliance test in 2008. The measures required to remove the
buried waste will probably have an impact on the Company’s
future business performance, however, the Company had not
been able to conduct the detailed investigations efficiently as the
vacant area in the Plant was used for temporarily storing removed
Ferosilt.

In December 2015, the Company completed the disposal of
the removed Ferosilt that had been temporarily stored at the Plant
and started to hold discussions on the location, extent, nature
and volume of buried waste, and appropriate methods to dispose
such waste. The Company has continued discussions with the
authorities and plans to start further detailed investigations.



The Company records costs for disposal of inorganic sludge
described in (2) below as extraordinary losses to the extent that
can be reasonably estimated as of the balance sheet date. The
Company does not record any costs that cannot be reasonably
estimated at the balance sheet date, such as costs for disposal of
buried waste.

(1) Buried waste in area No. 2

Since area No. 2 was previously the site of a sedimentation
pond, certain legally permitted waste was also buried there.
Consequently, prior to waste removal, the Company will need
to distinguish between legally and illegally buried wastes. In the
process of identifying the exact location of the inappropriately

14. Income Taxes

buried waste, the Company is confirming the presence of
underground metallic and type of soil, which is different from other
layers.

(2) Inorganic sludge and other substances at a former
Synthesis Rutile plant site
The Company has temporarily stored removed Ferosilt at the site.
From January 2009, the Company started to carry out the Ferosilt
removal and implemented a boring survey in sections as removal
was completed, as a result, inorganic sludge was identified from
certain bored sections. The Company started to dispose of the
sludge from April 2016 and plans to bore the area to survey buried
waste after the disposal is completed.

Income taxes applicable to the Company and its domestic
consolidated subsidiaries consist of corporation, inhabitants’ and
enterprise taxes. The applicable statutory tax rates in Japan for
the years ended March 31, 2016 and 2015 were, in the aggregate,

approximately 32.6% and 35.1%, respectively. Overseas
subsidiaries are subject to the income taxes of the respective
countries in which they operate.

The effective tax rates reflected in the accompanying consolidated statement of income for the years ended March 31, 2016 and 2015

differs from the above statutory tax rates for the following reasons:

2016 2015

Statutory tax rate ......coevvvvieiiiiieieen 32.6 % 35.1 %
Permanently non-deductible expenses 0.3 0.3
Permanently NON-taXxable INCOMIE ... ..ciuuiiiiii it nre e (0.5) (1.0
Per capita portion of iINhabitants’ taXeS ......ooiiiiiiii e 0.3 0.3
Tax deduction for experiment and reSearch BXPENSES ......cc.viiiiiiiiiiiiie et 0.7) 0.9
Unrealized gain on intercompany transactions 0.1 (0.8)
Changes iN Valuation @lIOWEANCE. .......c.uviiie ettt e e e e e e e e et e e e s eneeaeeennneeeas 3.4 (3.0
Decrease of deferred tax assets resulting from change in tax rates .........cccccviiiiiiiiieeiii e 3.7 9.4
(010 USSP (1.5) (0.4)

EFfECTIVE TAX FALE ..ei ittt ettt et ettt 23.4 % 39.0 %

() Difference in subsidiaries’ tax rates, which had been presented in Other for the year ended March 31, 2015, was separately stated in the table above for

the year ended March 31, 2016 due to an increase in materiality.
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Deferred income taxes reflect the net tax effect of the temporary differences between the carrying amounts of the assets and liabilities
for financial reporting purposes and the corresponding amounts for income tax purposes. The significant components of the Company’s
and consolidated subsidiaries’ deferred tax assets and liabilities at March 31, 2016 and 2015 are summarized as follows:

Thousands of

Millions of yen U.S. dollars

2016 2015 2016

DEfEITEA TAX ASSEIS: 1uuiiiiiiiiiii i e e
Tax 10SS CAMMYTOrWAITS ....eiiiiiiie et e e nneeeeeas ¥ 16,542 ¥ 10,317 $ 146,792
Liability for retirement DenefitS........oouiiiiiiiiii e 3,931 3,851 34,883
Loss on devaluation Of INVENTOMES...........evivviiiiceee e 185 195 1,642
Unrealized gain on intercompany tranSaCtions ............eeiviiiaiiiiiiiiiiiiiiieee e 1,304 1,631 11,572
ACCIUEA BXPENSES. ...viitieeeeee ettt e e e e e ettt e e e e e e e e e e bbbttt e e e e e e e e e e bbbt aaeeeeeas 400 504 3,550
Accrued bONUSES fOr EMPIOYEES ... ..eeiiiiieei ittt 192 216 1,704
Reserve for FErosilt remMOVal ........ooovvviiie e - 1,033 -
598 293 5,307
249 267 2,210
16 6,783 142
L08R 2,118 1,864 18,793
Gross deferred taX ASSEES .. ....iii it 25,535 26,954 226,595
Less valuation allowance.... (15,925) (15,347) (141,317)
Total deferred taxX ASSEIS ... i 9,610 11,607 85,278

Deferred tax liabilities:

Property, plant and eqUIPMENT .........iiiiii e 21) (21) (186)
Unrealized holding gain 0N SECUIMTIES .......coiiiiiiiiiiiiciici e (73) (143) (648)
[0 1 T USRS (425) (429) 8,771)
Total deferred tax labilitIES ... ..cvvviiiii e (519) (593) (4,605)
Net AEfErred TaX ASSEIS.....uviiiiiiieiiceie e e e e ¥ 9,091 ¥ 11,014 $ 80,673

The “Act for Partial Amendment of the Income Tax Act, etc.”
(Act No. 15 of 2016) and the “Act for Partial Amendment of the
Local Tax Act, etc.” (Act No. 13 of 2016) were enacted in the
Japanese Diet session on March 29, 2016. As a result, the
effective statutory tax rate used to measure the Company’s
deferred tax assets and liabilities was changed from 31.8% to
30.4% and 30.2% for the temporary differences expected to be
realized or settled in the year beginning April 1, 2016 and for the

15. Shareholders’ Equity

temporary differences expected to be realized or settled from
April 1, 2018, respectively. The effect of the announced reduction
of the effective statutory tax rate was to decrease deferred tax
assets, after offsetting deferred tax liabilities, by ¥470 million
($4,171 thousand) and increase deferred income tax expense

by ¥454 million ($4,029 thousand), as of and for the year ended
March 31, 2016.

The Company Act of Japan (the “Act”) provides that an amount
equal to 10% of the amount to be disbursed as distributions

of capital surplus (other than the capital reserve) and retained
earnings (other than the legal reserve) be transferred to the capital
reserve and the legal reserve, respectively, until the sum of the
capital reserve and the legal reserve equals 25% of the capital
stock account. Such distributions can be made at any time by
resolution of the shareholders or by the Board of Directors if
certain conditions are met.
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Under the Act, upon the issuance and sale of new shares of
common stock, the entire amount of the proceeds is required to
be accounted for as common stock, although a company may, by
resolution of the Board of Directors, account for an amount not
exceeding one-half of the proceeds of the sale of new shares as
additional paid-in capital.



Common stock and treasury stock

Movements in common stock and treasury stock during the years ended March 31, 2016 and 2015 are summarized as follows:

Thousands of shares

2016
April 1, 2015 Increase Decrease March 31, 2016
COMMON SEOCK ..iiiiiiiieiiie e 403,839 - - 403,839
Treasury STOCK. .. ..uiiiiiiiiiii e 3,973 47 0 4,020
Thousands of shares
2015
April 1, 2014 Increase Decrease March 31, 2015
COMMON SOCK ... 403,839 - - 403,839
TreasuUry STOCK.....uvuuiiiiiiiie e 3,909 65 1 3,973

The increases in treasury stock were due to purchases of shares
of less than one voting unit for the years ended March 31, 2016
and 2015. The decreases in treasury stock were due to sales of

16. Research and Development Costs

shares at requests of shareholders who own less than one voting
unit for the years ended March 31, 2016 and 2015.

Research and development costs included in manufacturing costs
and selling, general and administrative expenses for the years

17. Leases

ended March 31, 2016 and 2015 totaled ¥8,989 million ($79,768
thousand) and ¥9,330 million, respectively.

Operating lease transactions

Future minimum lease payments subsequent to March 31, 2016 under non-cancelable operating leases are summarized as follows:

Thousands of

Year ending March 31, Millions of yen U.S. dollars
¥ 301 $ 2,671
960 8,519
¥ 1,261 $ 11,190

18. Financial Instruments

Overview

(1) Policy for financial instruments

In consideration of plans for capital expenditures or cash
management, the Company and its consolidated subsidiaries
(collectively, the “Group”) raise funds through bank loans or
issuing bonds for its domestic and overseas business. The Group
manages temporary cash surpluses through low-risk financial
assets. The Group uses derivatives for the purpose of reducing
fluctuation risk of foreign exchange and interest rates. However,
the use of derivatives is limited within the extent of risk at the
basis of the actual demand and the Group does not enter into
derivatives for speculative or trading purposes.

(2) Types of financial instruments and related risk
Trade receivables — trade notes and accounts receivable — are
exposed to credit risk in relation to customers. In addition,
the Group has global operations and the percentage of sales
transactions denominated in foreign currencies is high. As a
result, the Group is exposed to foreign currency exchange risk
arising from receivables denominated in foreign currencies.
Marketable securities and investments in securities are
exposed to market risk. Those securities are composed of mainly
held-to-maturity debt securities and the shares of common
stock of other companies with which the Group has business
relationships, or affiliated companies. The Group has also loans
receivable from other companies with which it has business
relationships. These loans receivable are exposed to credit risk.
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Regarding trade payables — trade notes and accounts
payable — the Group is exposed to the risk of failure of settlement
of these payables at the due date because of working capital
issue, which may result in loss of credit. The Group is also
exposed to foreign currency exchange risk arising from those
payables denominated in foreign currencies due to the import of
raw materials and other supplies.

A portion of bank loans and bonds has some financial
covenants, which may result in the risk of early repayment
depending on the fluctuation of the financial position of the Group.
Short-term and long-term bank loans with variable interest rates
are exposed to interest rate fluctuation risk. The repayment dates
of the debt extend up to 7 years from the balance sheet date.

Regarding derivatives, the Group enters into forward foreign
exchange contracts to reduce the foreign currency exchange
risk arising from the receivables and payables denominated in
foreign currencies. The Group also enters into interest rate swap
transactions to reduce fluctuation risk deriving from interest
payable for long-term bank loans bearing interest at variable
rates. Information regarding the method of hedge accounting is
described in Note 2 (f).

(8) Risk management for financial instruments

(@) Monitoring of credit risk (the risk that customers or
counterparties may default)

In accordance with the internal policies for credit limit

management, the Group reduces certain risks arising from credit

transactions with customers by setting credit limits for individual

customers, managing maturity dates and outstanding amounts,

recognizing the existing risks and controlling all receivables

appropriately. The Group monitors the financial situation of

its main customers periodically and compares outstanding

receivables balances with the amounts of credit limit by each

customer periodically and confirms that the internal policies are

appropriately applied.

In accordance with the internal policies for asset
management, the Group invests in held-to-maturity debt securities
with high credit ratings. Accordingly, the Group believes that the
credit risk deriving from such debt securities is insignificant.

The Group also believes that the credit risk of derivatives
is insignificant as it enters into derivative transactions only with
financial institutions or trading companies which have a sound
credit profile.

(b) Monitoring of market risks (the risks arising from fluctuations in
foreign exchange rates, interest rates and others)

For trade receivables and payables denominated in foreign

currencies, the Group identifies the foreign currency exchange

risk for each currency on a monthly basis and enters into forward

foreign exchange contracts to hedge such risk. In order to mitigate
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the unfavorable impact caused by foreign currency exchange
fluctuations on accounts receivable deriving from forecasted
export sales transactions, the Group may enter into forward
foreign exchange contracts to the extent it is probable that those
forecasted export sales take place. In order to mitigate the
interest rate risk for loans payable and bonds bearing interest at
variable rates, the Group may also enter into interest rate swap
transactions.

For marketable securities and investments in securities,
the Group periodically reviews the fair values of such financial
instruments and the financial position of the issuers. In addition,
the Group continuously evaluates whether securities other
than those classified as held-to-maturity debt securities should
be maintained taking into account their fair values and the
relationships with the issuers.

In conducting derivative transactions, the division in charge of
derivative transactions follows the internal policies, and requests
divisions that perform such derivative transactions to report these
transactions, and reconciles this information with transaction
details obtained from financial institutions. The division prepares
monthly reports which include actual transaction data, the
contracted amounts, principals, fair value of these derivatives and
valuation gains or losses. These reports are then submitted to the
Board of Directors for their review.

(c) Monitoring of liquidity risk (the risk that the Group may not be
able to meet its obligations on scheduled due dates)

Based on the reports from each cash management division, the

Group prepares and updates its cash flow plans on a monthly

basis to manage liquidity risk. The Group also reports these

plans to the Board of Directors and takes actions if necessary to

maintain a specified level of cash position.

(4) Supplementary explanation of the estimated fair value of
financial instruments
The fair value of financial instruments is based on their quoted
market price, if available. When there is no quoted market price
available, fair value is reasonably estimated. Since various
assumptions and factors are reflected in estimating the fair value,
different assumptions and factors could result in different fair
value. In addition, the notional amounts of derivatives in Note 19
are not necessarily indicative of the actual market risk involved in
the derivative transactions.



Estimated Fair Value of Financial Instruments

The carrying value of financial instruments on the consolidated
balance sheets, estimated fair value and the differences as of
March 31, 2016 and 2015 are shown in the following table. The

(@) Estimated fair value of financial instruments

following table does not include financial instruments for which it is
extremely difficult to determine the fair value. (Please refer to Note
18(b) below)

Millions of yen

2016 2015
Estimated fair Estimated fair
Carrying value value Difference Carrying value value Difference

Assets:
(1) Cash and depOoSItS........ccvciiveiiriiieeiiece e ¥ 29,399 ¥ 29399 ¥ - ¥ 21472 ¥ 21472 ¥ -
(2) Trade receivables .........cccviiveiieiiiee e 25,226 25,226 - 29,059 29,059 -
(8) Securities and investments in securities:

Held-to-maturity debt securities...........cccceevvviveennn. 10 10 0 10 10 0

Other SECUNMHIES ..vvvvieeiiiiiiiieie e 1,093 1,093 - 1,407 1,407 -
TOtal @SSELS.....eciviiiiiiie e ¥ 55728 ¥ 55,728 ¥ 0 ¥ 51948 ¥ 51,948 ¥ 0
Liabilities:
(1) Trade payables .............. 10,342 10,342 - 12,409 12,409 -
(2) Short-term bank loans 13,858 13,858 - 15,400 15,400 -
(3) Long-term bank loans, including current portion....... 49,260 49,452 192 58,519 58,536 17
Total IADIItES ... ¥ 73,460 ¥ 73,652 ¥ 192 ¥ 86,328 ¥ 86,345 ¥ 17
DErVatiVES () cvvveiieeiie et b4 95 ¥ 95 ¥ - ¥ 274 ¥ 274 ¥ -

Thousands of U.S. dollars
2016
Estimated fair
Carrying value value Difference

Assets:
(1) Cash and depOSItS .......c.ceveveeereeceeeeeceeee e $ 260,884 $ 260,884 $ -
(2) Trade receivables...........cccoiveiieiieeiie e 223,853 223,853 -
(8) Securities and investments in securities:

Held-to-maturity debt securities 89 89 0

Other SECUNMTIES ..vvvviieiiiiiiiiee e 9,699 9,699 -
TOtAl @SSEES ..ot $ 494525 $ 494525 $ 0
Liabilities:
(1) Trade payabIes .......ccoivvrieiiiieieeie e 91,774 91,774 -
(2) Short-term bank [0ans ..........ccoeeveeiieiiicce e 122,975 122,975 -
(8) Long-term bank loans, including current portion....... 437,129 438,832 1,703
Total NaDIltIES ...veivvveieecie e $ 651,878 $ 653,581 $ 1,703
DEMVATIVES (%) 1.veiveveivieieee ettt $ 843 $ 843 $ -

(*) Assets and liabilities arising from derivatives are shown at net value with the amount in parentheses representing net liability position.

Methods to determine the estimated fair value of financial
instruments and other matters related to securities and derivative
transactions are as follows:

Assets:

(1) Cash and deposits and (2) Trade receivables

Since these items are settled in a short time period, their carrying
value approximates estimated fair value.
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(3) Securities and investments in securities (3) Long-term bank loans, including current portion

The fair value of equity and debt securities is based on quoted For long-term bank loans with floating interest rates, their carrying
market prices. value approximates estimated fair value because their interest rate
Regarding the information on securities and investments in reflects the market interest rate.

securities corresponding to holding purposes, please refer to The estimated fair value of long-term bank loans with

Note 6. fixed interest rates is based on the present value of the total of
principal and interest discounted by the interest rate to be applied

Liabilities: assuming new loans under the similar conditions to existing loans

(1) Trade payables and (2) Short-term bank loans are made.

Since these items are settled in a short time period, their carrying

value approximates estimated fair value. Derivatives:

Please refer to Note 19 “Derivatives.”

(b) Financial instruments whose fair values were extremely difficult to determine

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Unlisted equity securities ¥ 4204 ¥ 4,025 $ 37,306
Investments in limited partNerships ..........cooooiiiiiiiiiiie e 32 55 284

Because no quoted market price is available and it is extremely difficult to determine the fair value, the above financial instruments are not
included in the preceding table.

(c) Redemption schedule of deposits, monetary receivables and securities with maturities

Millions of yen Millions of yen
2016 2015
Due after one Due after five Due after one Due after five

Due in one year through years through Due after ten Due in one year through years through Due after ten

year or less five years ten years years year or less five years ten years years
DepositS.....cvvvveiiiiiieiiiieee e ¥ 29,390 ¥ - ¥ - ¥ - ¥ 21462 ¥ - ¥ - ¥ -
Trade receivables..................... 25,226 - - - 29,059 - - -
Investments in securities:

Held-to-maturity debt
SECUNMIES.....vvviiiiiiiiii = = 10 = - - 10 -

Total v ¥ 54,616 ¥ - ¥ 10 ¥ - ¥ 50521 ¥ - ¥ 10 ¥ -

Thousands of U.S. dollars

2016
Due after one Due after five

Due in one year through years through Due after ten

year or less five years ten years years
Deposits .. $ 260804 $ - $ - $ -
Trade receivables...................... 223,853 - - -
Investments in securities:

Held-to-maturity debt
SECUNMtIES....oevvviivieiiiiiiei, = = 89 =

Total v $ 484,657 $ - $ 89 $ =
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(d) Redemption schedule of long-term debt

Millions of yen

2016

Due in one year

Due after four
years through five

Due after three
years through

Due after two
years through

Due after one
year through two

Due after five

orless years three years four years years years
Long-term bank loans..........ccccccvveiiiiiincns ¥ 14,093 ¥ 13,533 ¥ 13,686 ¥ 6,046 ¥ 1,564 ¥ 338
BOoNnds ... 280 280 280 = = =
Lease obligations .........cccceeviiiiiiiiii, 511 370 261 169 95 40
Total oo ¥ 14,884 ¥ 14,183 ¥ 14,227 ¥ 6,215 ¥ 1,659 ¥ 378

Thousands of U.S. dollars

2016

Due in one year

Due after four
years through five

Due after three
years through

Due after two
years through

Due after one
year through two

Due after five

orless years three years four years years years
$ 125,060 $ 120,091 $ 121,448 $ 53,652 $ 13,879 $ 2,999
2,485 2,485 2,485 = = =
4,535 3,283 2,316 1,500 842 355
$ 132,080 $ 125,859 $ 126,249 $ 55,152 $ 14,721 $ 3,354

19. Derivatives

The notional amounts and the estimated fair value of the derivative instruments outstanding which did not qualify for deferral hedge

accounting at March 31, 2016 and 2015 were as follows:

(@) Currency-related transactions
Forward foreign exchange contracts:

Millions of yen

2016 2015
Estimated fair Estimated fair Unrealized gain
Notional amount value Unrealized gain Notional amount value (loss)
Sell:
BUMO. o ¥ 4,552 ¥ 89 ¥ 89 ¥ 2,754 ¥ 281 ¥ 281
Buy:
370 5 5 484 (7) )
¥ 4,922 ¥ 94 ¥ 94 ¥ 3,238 ¥ 274 ¥ 274

Thousands of U.S. dollars

2016
Estimated fair
Notional amount value Unrealized gain

Sell:

BUMO. $ 40,394 $ 790 $ 790
Buy:

Japanese yen ... 3,283 44 44
Total ..o $ 43,677 $ 834 $ 834
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(b) Currency-related transactions (hedge accounting is applied)
Forward foreign exchange contracts:

Millions of yen

2016 2015
Method of Notional amount Estimated fair Notional amount Estimated fair
accounting Classification Hedged item Notional amount (over one year) value (*) Notional amount (over one year) value (%)
The allocation Buy: Accounts
method U.S. dollars payable ¥ - ¥ - ¥ - ¥ 13 ¥ - ¥ ()

(*) The estimated fair value of forward foreign currency exchange contracts is computed using prices provided by counterparty financial institutions.
(**) Because forward foreign exchange contracts are accounted for as if the exchange rates applied to the forward foreign exchange contracts had
originally applied to the accounts receivable or payable, their fair values were included in accounts receivable or payable.

(c) Interest-related transactions (hedge accounting is applied)

Millions of yen

2016 2015
Method of Notional amount Estimated fair Notional amount Estimated fair
accounting Classification Hedged item Notional amount (over one year) value (*) Notional amount (over one year) value (*)
Deferral hedge
The special Receive/floating  Long-term
method and pay/fixed bank loans ¥ 8,732 ¥ 6,983 ¥ ™ ¥ 983 ¥ 5772 ¥ (™

Thousands of U.S. dollars

2016
Method of Notional amount Estimated fair
accounting Classification Hedged item Notional amount (over one year) value (*)
Deferral hedge
The special Receive/floating  Long-term
method and pay/fixed bankloans $ 77,487 $ 61,966 $ ()

(*) The estimated fair value of forward foreign currency exchange contracts is computed using prices provided by counterparty financial institutions.
(**) Because interest rate swap agreements are accounted for as if the interest rates applied to the swaps had originally applied to the long-term bank
loans, their estimated fair values were included in estimated fair value of long-term bank loans.

20. Gain on Sales of Fixed Assets

The gain on sales of fixed assets for the year ended March 31, rights of ISK Singapore PTE. Ltd., a consolidated subsidiary of the
2016 mainly consisted of gain on sales of land and a building at Company, in the amounts of ¥639 million ($5,671 thousand) and
the Company’s head office, and gain on sales of land leasing ¥6,661 million ($59,110 thousand), respectively.
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21. Other Comprehensive Income (loss)

The following table presents reclassification adjustments and tax effects for components of other comprehensive income (loss) for the

years ended March 31, 2016 and 2015:

Millions of yen

Thousands of
U.S. dollars

2016 2015 2016
Net unrealized holding (loss) gain on securities:
Amount arising during the YEaI.........cciiiiiii i (839) 218 $ (3,008)
Before tax 6ffECT .....viiiiii i (339) 218 (3,008)
Tax effect.... 71 (23) 630
o U PSP P PP SR PRUPRUPIT (268) 195 (2,378)
Unrealized deferred (loss) gain on hedges:
Amounts arising during the YEaI .........couviiiiiii e 0) 0 0
Reclassification adjustments for gains and losses included in net income ... 0 41 0
Before tax effECT ..ovvviiii i ©) 41 0
TAX EFfBCT 1ottt e 0 (15) 0
o1 LR TSSO P PP S P PPUPRUPRTR (0) 26 (0)
Translation adjustment:
Amount arising during the YEaI.........ccuiiiiiii e 372) (698) (3,301)
Before tax effECT ..o (872) (698) (3,301)
TaX EFfECT .t - 180 -
o2 LR PSPPSR PP TP UPRUPPRTINN 372) (518) (3,301)
Retirement benefits liability adjustments:
Amount arising duriNg the YEaI.........ciuiiiiiiii e (598) 303 (5,307)
Reclassification adjustments for gains and losses included in net income ... 65 447 577
Before tax EffECT ..o (533) 750 (4,730)
TAX EFfECT ..ttt 150 (287) 1,331
o £ U ST P PP PSPPSRI (383) 463 (3,399)
Other comprehensive (loss) income of affiliates accounted for by the equity method
attributable t0 the COMPANY ....cooviiiiiiiii s (52) 72 (461)
Total other comprehensive (I0SS) INCOME .......uvciiiiiiiiiiiiii e (1,075) 238 $ (9,539)

22, Supplemental Information to Consolidated Statements of Cash Flows

Information on significant non-cash transactions

The Company and its consolidated subsidiaries recorded new leased assets of ¥550 million ($4,881 thousand) and ¥371 million and
lease obligations of ¥594 million ($5,271 thousand) and ¥400 million under finance leases for the years ended March 31, 2016 and 2015,

respectively.
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23. Amounts per Share

Yen U.S. dollars

2016 2015 2016
NEt ASSELS PEI SNAIE .....iiiiii i ¥ 154.06 ¥ 133.08 $ 1.37
Net income attributable to owners of parent per share .... 23.66 17.46 0.21
Net income attributable to owners of parent per share is based the number of shares of common stock outstanding at the year
on the net income attributable to shareholders of common stock end.
and the weighted-average number of shares of common stock Diluted net income attributable to owners of parent per share
outstanding during each year. Net assets per share are based on for the years ended March 31, 2016 and 2015 is not presented

since no potentially dilutive securities have been issued.

The financial data for the computation of basic net income attributable to owners of parent per share for the years ended March 31, 2016
and 2015 in the table above is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
Information on basic net income attributable to owners of parent per share:
Net income attributable to owners of parent ..........ceee ¥ 9,462 ¥ 6,984 $ 83,965
Net income not attributable to common shareholders..........cccccoiiiiii - - -
Adjusted net income attributable to common shareholders.............cceocviiviiiiien ¥ 9462 ¥ 6,984 $ 83,965
Thousands of shares
2016 2015
Weighted-average number of shares of common stock outstanding during the year ..... 399,842 399,901

The financial data for the computation of net assets per share at March 31, 2016 and 2015 in the above table is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2016 2015 2016
TOTAl MEE ASSEES ..ttt ¥ 61,598 ¥ 53,215 $ 546,614

Deductions from total net assets:
Non-controlling interests = _ _

Total net assets used in the calculation of net assets per share ¥ 61,598 ¥ 53,215 $ 546,614

Thousands of shares

2016 2015
Number of shares used in the calculation of net assets per share ...........ccoooviiviieeenn. 399,819 399,866
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24. Related Party Transactions

Major transactions and balances between the Company and an affiliated company for the years ended and as of March 31, 2016 and

2015 were as follows:

Transactions Balances
Thousands Thousands
of U.S. of U.S.
Millions of yen dollars Millions of yen dollars
Name of affiliated company Type of transaction 2016 2015 2016 Account 2016 2015 2016
BELCHIM CROP
PROTECTION N.V.  Sales of products ¥471 ¥ 48 $4,180 Trade receivables ¥ 94 ¥6 $ 834

Major transactions and balances between a consolidated subsidiary and an affiliated company for the years ended and as of March 31,

2016 and 2015 were as follows:

Transactions Balances
Thousands Thousands
of U.S. of U.S.
Millions of yen dollars Millions of yen dollars
Name of affiliated company Type of transaction 2016 2015 2016 Account 2016 2015 2016
BELCHIM CROP
PROTECTION N.V.  Sales of products ¥17,152 ¥ 16,776 $ 152,205 Trade receivables ¥ 3,109 ¥ 4,054 $27,589

25. Segment Information

(@) Overview of the reportable segments

The Company’s reportable segments are determined on the basis
that such segments provide the Board of Directors with specific
information to determine the business activity policy and allocation
of management resources and to evaluate their business
performance. Consequently, the Company has classified its
business into three reportable segments of “Inorganic chemicals,”
“Organic chemicals,” and “Other businesses” based on the
properties of products and services sold, manufacturing methods
and processes.

Inorganic chemicals

This reportable segment includes the business of manufacturing
and sales of titanium dioxide, functional materials, which are
value-added products designed to take advantage of the
characteristics of titanium dioxide and other inorganic chemicals.

Organic chemicals

This reportable segment includes the business of manufacturing
and sales of organic intermediates such as agrochemicals and
active pharmaceutical ingredients.

Other businesses
This reportable segment principally includes the trading business
and the construction business.

(b) Valuation method for reportable segment sales, income and
assets

The accounting policies for the reportable business segments

are the same as those described in Note 2. Intersegment sales

are recorded at the same prices used in transactions with third

parties.

Ishihara Sangyo Kaisha, Ltd. 33



(c) Reportable segment information

Millions of yen

2016
Reportable segments
Inorganic Organic Other Elimination and Consolidated
chemicals chemicals businesses Subtotal corporate (*1) (*2)
Net sales and operating income:
Net sales:
External CUStOMErS .. ...ccovviiieiiiiieee e ¥ 49,922 ¥ 49,509 3,472 ¥102,903 ¥ - ¥102,903
INTErsEgMENt.....uviiiiiiiiie e - - 2,962 2,962 (2,962) -
NETE SAIES...viiiiiiiieee e 49,922 49,509 6,434 105,865 (2,962) 102,903
Segment income ¥ 2568 ¥ 7,238 394 ¥ 10,200 ¥ (1,885 ¥ 8,315
Segment assets ¥ 68,875 ¥ 58,665 3,121 ¥ 130,661 ¥ 34,390 ¥165,051
Other items:
Depreciation and amortization of
intangible assets...........ccooiiiii 3,321 966 58 4,345 113 4,458
Loss on impairment of fixed assets...................... - 682 7 689 27 716
Increase in fixed tangible and intangible assets ... 3,743 782 20 4,545 110 4,655
Millions of yen
2015
Reportable segments
Inorganic Organic Other Elimination and Consolidated
chemicals chemicals businesses Subtotal corporate (*1) (*2)
Net sales and operating income:
Net sales:
External customers.......cccccciiiiiiiiiiieen ¥ 51,842 ¥ 49,031 2,958  ¥103,331 ¥ - ¥103,331
INtersegment.... ..o - - 2,026 2,026 (2,026) -
NEE SAIES . .viiiiiiiieeece et 51,342 49,031 4,984 105,357 (2,026) 103,331
SegMENt INCOME ....vvviiiiiiiiieciee e Y 5895 ¥ 6,608 152 ¥ 12,745 ¥ (1,640) ¥ 11,105
Segment @SSELS ..vvviiiiiiei ¥ 73,143 ¥ 58,753 2,673  ¥134,469 ¥ 34,946 ¥169,415
Other items:
Depreciation and amortization of
intangible assets........vvviiiiiii 3,495 1,015 62 4,572 185 4,757
Loss on impairment of fixed assets 86 - - 86 - 86
Increase in fixed tangible and intangible assets ... 2,282 627 44 2,953 137 3,090
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Thousands of U.S. dollars

2016
Reportable segments
Inorganic Organic Other Elimination and Consolidated
chemicals chemicals businesses Subtotal corporate (*1) (*2)
Net sales and operating income:
Net sales:
External cuStomers ... $443,003 $439,338 $ 30,810 $ 913,151 $ - $ 913,151
INTErSEgMENt.....viiiiieiiice e - 26,285 26,285 (26,285) -
NEE SAIES...viiiiiiiie et 443,003 439,338 57,095 939,436 (26,285) 913,151
SegMENt INCOME ....vvviiiiiiiiieci e $ 22,788 $ 64,229 $ 3496 $ 90,513 $ (16,727) $ 73,786
Segment assets $611,190 $520,587 $ 27,696 $1,159,473 $305,173  $1,464,646
Other items:
Depreciation and amortization of
intangible assets........cvviiiiiii 29,470 8,572 6iliS 38,557 1,003 39,560
Loss on impairment of fixed assets............cccce.... 6,052 62 6,114 240 6,354
Increase in fixed tangible and intangible assets ... 33,215 6,939 178 40,332 976 41,308

(*1) The elimination and corporate applicable to segment income
amounted to ¥1,885 million ($16,727 thousand) and ¥1,640 million in
the above tables and includes ¥71 million ($630 thousand) and ¥165
million of eliminations of intersegment transactions and ¥1,956 million
($17,357 thousand) and ¥1,805 million of corporate expenses, which
are not allocable to the reportable segments for the years ended
March 31, 2016 and 2015, respectively. Corporate expenses mainly
comprise expenses incurred by the administration department of the
Company, which are not allocable to any reportable segment.

The elimination and corporate applicable to segment assets
amounted to ¥34,390 million ($305,173 thousand) and ¥34,946

Related information
Products and services information

=3
n

million includes ¥716 million ($6,354 thousand) and ¥828 million of
offset of inter-segment receivables and payables, and ¥35,106 million
($311,527 thousand) and ¥35,774 million of corporate assets, which
are not allocable to a reportable segment as of March 31, 2016 and
2015, respectively. Corporate assets consist of investments of surplus
funds (cash and securities), long-term investments (investments in
securities), assets of the administration department and so forth.
Segment income corresponds to operating income in the
consolidated statements of income.

The information on each product and service is omitted because it is the same as that of reportable segment information for the years

ended March 31, 2016 and 2015.

Geographical information

Net sales by geographical segment for the years ended March 31, 2016 and 2015 are summarized as follows:

Millions of yen

Year ended March 31, 2016

Japan America Europe Other Total
Netsales.........c.coovviiiiiiii ¥ 48,982 ¥ 18,411 ¥ 11,293 ¥ 23,970 ¥ 247 ¥ 102,903
Millions of yen
Year ended March 31, 2015
Japan America Europe Other Total
NEt SAlES ... ¥ 50,803 ¥ 17,511 ¥ 12,946 ¥ 21,643 ¥ 428 ¥ 108,331
Thousands of U.S. dollars
Year ended March 31, 2016
Japan America Europe Other Total
NEt SaleS ....vvviiiiiiiiic $ 434,661 $ 163,377 $ 100,213 $ 212,707 $ 2,193 $ 913,151
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The regions are determined on the basis of geographic proximity and the Company’s business activities as follows:

Asia: China, Taiwan, South Korea, Thailand, Indonesia and Singapore

America: The United States, Canada, Brazil, Argentina and Mexico

Europe: Germany, the Netherlands, France, the United Kingdom, Belgium, Italy, Eastern Europe and the Middle East
Other:  Australia, New Zealand and Africa

Property, plant and equipment by geographical segment as of March 31, 2016 and 2015 are summarized as follows:

Millions of yen

At March 31, 2016

Japan Asia America Europe Total
Property, plant and equipment..........ccccccvveviiiiieeiiiee e, ¥ 37,766 ¥ 142 ¥ 784 ¥ 42 ¥ 38,734
Millions of yen
At March 31, 2015
Japan Asia America Europe Total
Property, plant and equipment..........cccccccveviiiieee i, ¥ 43518 ¥ 150 ¥ 816 ¥ 41 ¥ 44,525
Thousands of U.S. dollars
At March 31, 2016
Japan Asia America Europe Total
Property, plant and equipment............cccocveeeieeceieceeereee $ 335,132 $ 1,260 $ 6,957 $ 373 $ 343,722

Geographical segments are determined on the basis of geographic proximity and the Company’s business activity as follows:

Asia: Taiwan
America: The United States
Europe: Belgium

Information on sales transactions with major customers
Sales transactions with major customers for the years ended March 31, 2016 and 2015 are as follows:

Thousands of
Millions of yen U.S. dollars

Customer name

Relevant reportable segments 2016 2015 2016

MITSUI & CO., LTD. Inorganic chemicals and Organic chemicals............... ¥ 10,709 ¥ 10,481 $ 95,031

26. Subsequent Event

Consolidation of shares and a change in the number of shares
per share trading unit

On May 19, 2016, the board of Directors’ meeting resolved to
change the number of shares per share trading unit from 1,000
shares to 100 shares to be effective on October 1, 2016. In
addition, by resolution at the Company’s 93rd Ordinary General
Meeting of Shareholders to be held on June 29, 2016, the

(a) Purpose of consolidation of shares and a change in the number
of shares per share trading unit

Stock exchanges in Japan including the Tokyo Stock Exchange

issued “Action Plan for Consolidating Trading Units” and have

aimed to unify the number of common shares per share trading

unit of domestic listed companies in Japan at 100 shares. As

one of the listed companies on the Tokyo Stock Exchange, the

Company is going to consolidate 10 shares into 1 share also to be
effective on October 1, 2016.
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Company has endorsed the purport of the action plan above and
is going to change its number of shares per share trading unit to
100 shares and consolidate 10 shares into 1 share considering



the appropriate level of the price range of share units (between (2) Consolidation ratio:

¥50 thousand and ¥500 thousand) as encouraged by the stock As of October 1, 2016, every 10 shares held by each shareholder
exchanges. are to be consolidated into 1 share based on the number of

shares listed in the Company’s Register of Shareholders as of the
(b) Details of consolidation of shares end of the day on September 30, 2016.

(1) Class of stock to be consolidated: Common stock

(8) Decrease in number of shares due to consolidation of shares

Number of outstanding shares before consolidation (as of March 31, 2016) 403,839,431 shares

Decrease in number of shares after consolidation .... 363,455,488 shares

Number of outstanding shares after CoONSOlAALION.........coiiiiiiiiii e 40,383,943 shares

Note: “Decrease in number of shares after consolidation” and “Number of outstanding shares after consolidation” are theoretical values
calculated based on the number of outstanding shares before consolidation and the consolidation ratio.

(c) Impact on net income and net assets per share
Net income and net assets per share for the years ended March 31, 2016 and 2015 assuming that consolidation of shares had been
carried out at the beginning of the year ended March 31, 2015 are as follows:

Yen U.S. dollars
2016 2015 2016
NET @SSELS PO SNAIE ... viiiee et ¥ 1,540.63 ¥ 1,330.83 $13.67
NEL INCOME PEI SNAIE.....eiieeiiiii et e e e e e e et e e e e reaeeeeas 236.64 174.63 2.10

Note: Diluted net income per share for the years ended March 31, 2016 and 2015 is not presented since no potentially dilutive securities
have been issued.
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Report of Independent Public Accountants

EY Ernst & Young ShinNihon LLC

Building a better
working world

Independent Auditor’s Report

The Board of Directors
Ishihara Sangyo Kaisha, Ltd.

We have audited the accompanying consolidated financial statements of Ishihara Sangyo Kaisha, Ltd. and its
consolidated subsidiaries, which comprise the consolidated balance sheet as at March 31, 2016, and the
consolidated statements of income, comprehensive income, changes in net assets, and cash flows for the year
then ended and a summary of significant accounting policies and other explanatory information, 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 accounting principles generally accepted in Japan, and for designing and operating such
internal control as management determines is necessary to enable the preparation and fair presentation of the
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. The purpose of an audit of the consolidated financial statements is not to express an opinion on the
effectiveness of the entity’s internal control, but in making these risk assessments the auditor considers
internal controls relevant to the entity’s preparation and fair presentation of the comsolidated financial
statements in order to design audit procedures that are appropriate in the circumstances. 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.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Ishihara Sangyo Kaisha, Ltd. and its consolidated subsidiaries as at

March 31, 2016, and their consoliddted financial performance and cash flows for the year then ended in
conformity with accounting principlés generally accepted in Japan.

Emphasis of Matter

We draw attention to Note 13(b) to the consolidated financial statements, which states that the Company is
currently examining certain remediation measures in response to soil and underground water contamination,
and waste assumed to be buried at the Yokkaichi Plant. Our opinion is not qualified in respect of this matter.

Convenience Translation

We have reviewed the translation of these consolidated financial statements into U.S. dollars, presented for the
convenience of readers, and, in our opinion, the accompanying consolidated financial statements have been
properly translated on the basis desctibed in Note 1.

June 29, 2016 W&g M ‘)\W Z_Z&

Osaka, Japan
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