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(Translation)

BUSINESS REPORT

(April 1, 2017 to March 31, 2018)
1. Current state of the Idemitsu Group (the "Group')
Q) Business activities for the fiscal year under review:
(1) General economic conditions and environment surrounding the Group:

During the fiscal year ended March 31, 2018, the Japanese economy remained strong
amid improving business confidence regarding capital spending and an expansion in
employment along with robust demand both at home and abroad helped by consistent
economic growth in Europe and the US.  Given this situation, corporate earnings remained
at high levels during the period.

As for petroleum products for the domestic market, while demand for gasoline decreased
slightly due to structural reasons including improved vehicle fuel efficiency, demand for
middle distillates such as diesel oil expanded due to the recovery of domestic economy and
an increase in demand for deliveries in small quantities with kerosene also increasing in
demand due to a wave of cold weather in winter. The demand for petrochemical raw
materials was also higher compared with the previous fiscal year as the result of the continued
high operation rate of ethylene manufacturing facilities amid the strong Asian economy. In
the meanwhile, heavy fuel oil for the power industry suffered a significant decrease in demand,
reflecting the progress in diversification of power sources such as renewable energy. As a
result, the overall demand for petroleum products remained almost unchanged from the
previous fiscal year.

Dubai crude oil prices remained at a level higher than $60/bbl after November given
expectations that the OPEC oil production cut would be extended and increasing geopolitical
risks in the Middle East. Consequently, the average price increased by $8.9/bbl from the
previous fiscal year to $55.9/bbl.

Demand for petrochemical products remained strong primarily in Asia, and domestic
production increased from the previous fiscal year. The average price of naphtha, a
petrochemical raw material, increased by $82/ton from the previous fiscal year to $520/ton.

The Japanese yen to US dollar exchange rate generally remained within a stable range
of between 0110/$ and 0115/$ during the period from April through December. However,
the yen strengthened against the US dollar after January, given the US administrationds tough
trade demands and the tense situation in Syria. The average exchange rate decreased by
02.5/$ from the previous fiscal year to 0111.9/$.

(if) Operating results:

Under these circumstances, the Groupds net sales for fiscal year 2017 were 03,730.7
billion, up 16.9% from the previous fiscal year, mainly due to sales growth in the petroleum
products segment helped by increased import prices for crude oil.



Cost of sales was 03,236.8 billion, up 16.8% year on year, primarily due to the higher
yen-denominated import prices of crude oil and naphtha. ~ Selling, general and administrative
expenses totaled 0292.6 billion, up 2.9% year on year.

Operating income was 0201.3 billion, up 48.9% from the previous fiscal year, reflecting
an increase in profit for the resources segment helped by the rising prices of natural resources
along with improved margins of petroleum products on the domestic market resulting in an
increase in profit for the petroleum products segment.

Net non-operating income was 025.0 billion (up 428.0% year on year), primarily helped
by an increase in profit on equity in earnings of nonconsolidated subsidiaries and affiliates
which mainly consisted of Showa Shell Sekiyu K.K.bs increasing profit, which is included in
the fiOthersd segment.  Consequently, ordinary income was 0226.3 billion, an increase of
61.7% from the previous fiscal year.

Net extraordinary loss was 014.2 billion, which was 02.8 billion less than that for the
previous fiscal year. This reflected loss on transition to defined contribution pension plan,
partially offset by the gain on the sales of shares of subsidiaries and affiliates in the resources
segment.

Income taxes including both current and deferred tax expenses were 045.4 billion (up
012.9 billion year on year), reflecting an increase in income before income taxes.
Consequently, the effective tax rate was 21.4% mainly due to the deduction of losses
recognized in past years on the shares of subsidiaries and affiliates which were qualified by
the sale in fiscal year 2017.

Current net income attributable to noncontrolling interests was 04.5 billion (up 90.8%
year on year), mainly reflecting an increase in profit for the resources segment.

As a result, current net income attributable to owners of the parent company was 0162.3
billion (up 84.1% year on year).

(iii) Progress and results of business:

The progress and results of our business by segment are as follows:

Net sales by segment

(Unit: OBillion)

FY2016 FY2017 Amounct:hange -
Petroleum products 2,438.2 2,870.8 +432.6 +17.7%
Petrochemical products 461.2 500.7 +39.5 +8.6%
Resources 227.3 289.4 +62.1 +27.3%
Others 63.6 69.8 +6.2 +9.8%
Total 3,190.3 3,730.7 +540.3 +16.9%

Operating income by segment



(Unit: OBillion)

Change (Decrease)

P(?troleurr} products 770 88.6 +116 +15.1%

: excluding effect of

inventory valuation 46.0 57.5 +11.5 +25.0%
Petrochemical products 40.0 42.2 +2.3 +5.7%
Resources 16.6 66.8 +50.2 | +302.3%
Others 5.1 7.3 +2.2 +43.4%
Reconciliation (3.4) (3.6) (0.2) —
Total 135.2 201.3 +66.1| +48.9%

: excluding effect of

inventory valuation 102.1 170.2 +68.0| +66.6%

[Petroleum products segment]

In the petroleum products segment, the Company set as its basic strategy the
reinforcement of the competitiveness of the domestic supply and marketing systems and the
expansion of business in overseas markets, and took the following actions:

(Fuel oil business)

In the supply of petroleum products, the Company carried out crude oil processing
taking supply-demand and sales conditions into account, and strived to promote reductions
in supply costs while still securing a stable supply of products.

In addition, the Company integrated the Chiba Refinery and Petrochemical Plant as one
business unit in October 2017, working toward the construction of a more competitive
production structure. At the Aichi Refinery, the Company built reformed gasoline and
xylene recovery unit, seeking to achieve improvements in added value for gasoline

distillate.

In the marketing and sales of petroleum products, the Company continuously
reinforced its network of service stations, seeking to increase customer convenience with
more than 3.5 million Idemitsu Card members as well as 200 ApolloHat service stations

jointly operated with Yellow Hat Ltd.

As part of the Brighter Energy Alliance with Showa Shell Sekiyu K.K., the two
companies started sharing shipping facilities in October 2017 and integrated card
memberships for corporate customers in April 2018, achieving consistent growth in

business synergy.

As for business efforts in overseas markets, Idemitsu Q8 Petroleum LLC launched the
service station business in Vietnam, which had not been previously attempted in the country
by a foreign capital company. Nghi Son Refinery and Petrochemical Complex started

shipping products in May 2018.

In Australia, the Company acquired the independent

petroleum products distributor Trinity Petroleum Services Pty Ltd., seeking to enhance the
The Company took steps to
enhance the structure of its overseas business hubs centering on IDEMITSU

petroleum products business in growing overseas markets.
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INTERNATIONAL (ASIA) PTE. LTD., a local subsidiary in Singapore, aiming to establish
a platform for supplying and marketing fuel oil in the Pacific Rim region and other growing
markets around the world.

(Lubricants business)

The total amount of lubricants sold in Japan and abroad surpassed 1.2 million Kiloliters,
a new historical record high, given the sales growth in Asia and North America. Moreover,
working toward the establishment of a robust sales and supply structure for the global market,
the Company took active steps to update and reestablish its marketing structure and reinforce
its production capabilities abroad.

Consequently, net sales in the petroleum products segment increased 17.7% year on year
to 02,870.8 billion, owing primarily to increases in import prices of crude oil. Operating
income came to 088.6 billion, up 15.1% year on year due to the improved product margins
associated with optimization of the demand-supply balance based upon the Sophisticated
Methods of Energy Supply Structures, among other reasons.  The operating income included
inventory valuation gains of 031.1 billion.

[Petrochemical products segment]

In the petrochemical products segment, the Company set as its basic strategy the further
reinforcement of cost competitiveness in the basic chemicals business and the enhancement
of profitability in the advanced materials and performance materials business, and took the
following actions:

(Basic chemicals business)

In the basic chemicals business, the Company took steps toward diversification of
selected raw materials by improving ethylene manufacturing facilities at Chiba Chemical
Manufacturing LLP, which is jointly operated with Mitsui Chemicals, Inc. Also, under a
favorable market environment, it maintained the stable operation of its major facilities and
equipment such as manufacturing facilities for ethylene and aromatic compounds, thereby
ensuring a stable supply of olefin and aromatic compounds to petrochemical complexes as
well as for manufacture of the Companybs derivative products.

(Advanced materials and performance materials business)

In the engineering plastics business, the Company achieved sales growth in both the
domestic and overseas markets on the strength of polycarbonate resin (Product name:
TARFLONE), the production structure of which had been consolidated into Formosa
Chemicals & Fibre Corporation (iFCFCO0) of Taiwan over the last year as well as syndiotactic
polystyrene resin (Product name: XARECE), for which the Company has expanded the
production capacity of the Chiba Petrochemical Plant.

In the adhesive materials business, construction of a new plant is underway, in
cooperation with Formosa Petrochemical Corporation (iFPCC0) of Taiwan, to manufacture
hydrogenated petroleum resin (Product name: I-MARVE), the demand for which is expected
to grow as an excellent tackifier for hot-melt adhesives. The Company also strived to
expand both domestic and overseas markets for functional soft polypropylene (Product name:
L-MODUE), which has a melting point that is significantly lower than and is more flexible
than existing crystalline polypropylene, while conducting research to find new product
applications other than its traditional use as an adhesive for sanitary items and a modifier for
non-woven fabrics.



Consequently, net sales in the petrochemical products segment were 0500.7 billion, up
8.6% year on year, mainly due to increases in naphtha prices. Operating income, up 5.7%
year on year, was 042.2 billion mainly due to the expanded margins of products like styrene
monomer and an increase in sales volume.

[Resources segment]

In the resources segment, the Company set as its basic policy the continuation of stable
production, the appreciation of assets held by the Company through thorough cost reduction
and productivity improvement, and reviewing the asset portfolio. Actions taken are as
follows:

(Oil exploration & production business and geothermal energy business)

The Company divested assets in the UK North Sea as part of its portfolio rearrangement.
Additionally, the Company has taken specific steps toward development of the gas field
discovered off the coast of Vietnam.

In the existing oil fields, the Company carried out operation improvement activities in
addition to stable operation and production. Consequently, it produced 37,000 crude oil-
equivalent barrels per day of crude oil and natural gas in the Norwegian North Sea and the
UK North Sea.

The geothermal energy business, including the binary power plant which began
commercial operations in March 2017, continued to achieve consistent operation performance
in the Takigami region of Oita Prefecture. Meanwhile, the Company conducted short-term
flow tests for geothermal energy development to gauge the capacity of an exploratory well in
the Oyasu region of Akita Prefecture. Furthermore, drilling survey projects are currently
underway in the Amemasudake area in Hokkaido and in Fukushima Prefecture.

~Net sales of the oil exploration & production and geothermal energy business totaled
080.8 billion (up 9.8% year on year), reflecting higher crude oil prices. Operating income
was 027.2 billion, up 220.6% from the previous fiscal year.

(Coal business and other business)

In the coal business, the Company carried out competitive mine operations through its
sole operatorship as a Japanese company. Consequently, the Company produced a record
high of 13.4 million tons of coals in total from its own mines in Australia and Indonesia.
Furthermore, in order to provide low carbon solutions, three companies, namely the Company,
NYK Trading Corporation, and NYK Line, have jointly developed and started marketing
AULTY-V pluso, an optimization system to control coal boilers.

As for the uranium business, the Company sells uranium concentrates produced at the
Cigar Lake Mine in Canada.

Net sales of the coal business and other businesses were 0208.6 billion (up 35.7% year
on year), reflecting a significant increase in coal prices for the coal business. ~Operating
income was 039.6 billion, up 387.9% from the previous fiscal year.

~As aresult, the total net sales of the resources segment, up 27.3% year on year, was
0289.4 billion with operating income of 066.8 billion, up 302.3% from the previous fiscal
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year.

[Other segments]

Among other segments, as for the electronic materials business, the agricultural
biotechnology business, the gas business, and the renewable energy business, the Company
had achieved the following:

(Electronic materials business)

In the field of OLED materials, the Company established a local subsidiary in Shanghai
in response to customer requirements in China with its great market potential.  Furthermore,
with aims of facilitating the development of high-performance OLED materials, the Company
concluded a basic agreement for a strategic alliance with BOE Technology Group Co., Ltd.
of China. Meanwhile, the Company concluded a cooperation agreement with South Koreads
LG Chem, Ltd. for patent sharing in the OLED materials related field. The Company also
reached an agreement with Toray Industries, Inc. for technical cooperation regarding OLED
materials.

(Agricultural biotechnology business)

In the field of agriculture and greening materials, the Company is working on activities
to expand the sales of its biopesticide to advanced producersd groups through its sales
subsidiary, ldemitsu Agri Co., Ltd.

In the field of feed supplement for livestock, the Company moved ahead with efforts to
increase the adoption of iIRUMINUPED, fiCrosstopE0 and fiMoluccao, which have the effect
of maintaining the intestinal health of cows, chickens and pigs, mainly at large-scale farms in
Japan as well as efforts to develop channels to sell these products overseas.

(Gas business)

In order to move ahead with studies on and preparation for the natural gas power
generation business, the Company established Himeji Natural Gas Power Generation Co., Ltd.
in April 2016 through a joint capital investment with Osaka Gas Co., Ltd. on the site of the
Companybs former Hyogo Refinery (Himeji City, Hyogo Prefecture) and is currently
implementing a commercialization study.

Petrogas Energy Corp., whose shares the Company holds through AltaGas Idemitsu Joint
Venture Limited Partnership which the Company jointly established with AltaGas Ltd. of
Canada, continued to endeavor to enhance exports of LPG (liquefied petroleum gas) from the
Ferndale terminal (the State of Washington) on the West Coast of the US to Japan and other
Asian countries.

(Renewable energy business)

In the field of renewable energy business, the Company operates solar power generation
facilities (mega-solar power plants with their total power generation capacity of 15,210 kW) in
Moji Ward, Kitakyushu City; Himeji City, Hyogo Prefecture; and Iwaki City, Fukushima
Prefecture. In the field of biomass power generation, Tosa Green Power Co., Ltd. with an
output capacity of 6,250 kW, 50% of whose shares are held by the Company, and Fukui Green
Power Co., Ltd. with an output capacity of 7,000 kW class, 10% of whose shares are held by
the Company, are in operation. In the field of wind power generation, the Company currently
operates Futamata Wind Development Co., Ltd. with an output capacity of 51,000 kW, 40%
of whose shares are held by the Company.



As a result, total net sales for other segments, up 9.8% year on year, are 069.8 billion,
with operating income of 07.3 billion up 43.4% from the previous fiscal year.

(iv) Overview concerning financial position:

Summary of consolidated balance sheet

(Unit: OBillion)
FY2016 FY2017 Change
(Decrease)
Current assets 959.8 1,223.0 +263.2
Fixed assets 1,681.9 1,697.3 +15.4
Total assets 2,641.6 2,920.3 +278.6
Current liabilities 1,145.0 1,162.7 +17.7
Non-current liabilities 876.7 851.6 (25.1)
Total liabilities 2,021.7 2,014.3 (7.4)
Total net assets 619.9 905.9 +286.0
Total liabilities and net assets 2,641.6 2,920.3 +278.6

a)  Total assets

Total assets as of March 31, 2018 increased by 0278.6 billion compared with
the end of the previous fiscal year to 02,920.3 billion, mainly due to increases in
accounts receivable-trade and inventory associated with the higher import prices of
crude oil and the consequence that the last day of the month fell on a weekend.

b)  Total liabilities

Interest-bearing debt has been reduced significantly to 0893.6 billion (down
0158.7 billion compared with the end of the previous fiscal year) with repayments
using increased free cash flow. However, the reduction in total liabilities was limited
to 07.4 billion compared with the end of the previous fiscal year (year-end balance of
02,014.3 billion) mainly due to increases in accounts payable-trade associated with
the higher prices of crude oil as well as the increase in gasoline tax payable associated
with the consequence that the last day of the month fell on a weekend.

c)  Total net assets

The Company achieved significant improvement in its financial position with
net assets as of March 31, 2018 totaling 0905.9 billion, an increase of 0286.0 billion
compared with the end of the previous fiscal year, reflecting a 0162.3 billion current
net income attributable to owners of the parent company as well as capital and capital
surplus increasing by 059.7 billion, respectively, as a result of the public share offering.

Consequently, the equity ratio as of March 31, 2018 was 29.7%, improving 7.6
points from 22.1% at the end of the previous fiscal year.
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(v) Investment in plant and equipment:

~ Theamount of investment in plant and equipment of the Group for fiscal year 2017 totaled
059.4 billion, which was principally used as follows:

Segment Principal investment in plant and equipment

Petroleum products Restructuring, maintenance and renewal of facilities of the
refineries; enhancement, maintenance and renewal of sales

facilities of service stations

Petrochemical products | Restructuring, maintenance and renewal of production
facilities

Resources Development and maintenance of oil fields; maintenance
and renewal of coal production facilities, etc.
Others Development related to electronic materials and

enhancement of manufacturing facilities, etc.

(vi) Financing:

The Group's working capital requirements derive mainly from the purchases of raw
materials for the manufacture of products, and fluctuate in response to crude oil prices and
foreign exchange rates. During fiscal year 2017, its working capital increased due to a rise
in oil prices; however, the balance of short-term borrowings decreased by 0214.7 billion
compared with the end of the previous fiscal year. This decrease was due to the Groupds
repayment of part of the short-term borrowings obtained for the acquisition of Showa Shell
Sekiyu K.K. shares by appropriating the funds procured through the issuance of new shares
(119.5 billion yen, issued in July 2017), and conversion of the remaining part of such short-
term borrowings to long-term borrowings and bonds (the 5th Series Unsecured Straight Bonds;
amount of issue: 10 billion yen; term: 5 years; issued in December 2017).

The Group made a capital investment in the amount of 59.4 billion yen in fiscal year 2017,
and with regard to the required funds for such capital investment, appropriated part of the funds
procured by the above-mentioned issuance of new shares and its own funds.

As a result, the balance of interest-bearing debt at the end of fiscal year 2017 for the
Group was 0893.6 billion, a decrease of 0158.7 billion compared with the end of the previous
fiscal year.

(2)  Assets and income/loss:

100th year 101st year 102nd year 10r?;rgtyearr
Item April1,2014- | April1,2015- | April1 3016 | (Cutrentyean
Mar. 31, 2015 Mar. 31, 2016 Mar. 31, 2017 Nt 31 2018
Net sales 4,629,732 3,570,202 3,190,347 3,730,690
(million yen)
Ordinary income (loss) (107,618) (21,903) 139,968 226,316
(million yen)




(3)
(i)

(i)

Net income  (loss) (137,958) (35,993) 88,164 162,307
attributable to owners of
the parent (million yen)

Net income (loss) per (862.50) (225.03) 551.19 845.17
share (yen)

Total assets 2,731,001 2,402,118 2,641,633 2,920,265
(million yen)

Net assets 630,384 537,660 619,932 905,929
(million yen)

Net assets per share 3,671.39 3,129.93 3,649.83 4,177.40
(yen)

Major parent company and subsidiaries:

Relationship with the parent company:

Not applicable.

Major subsidiaries:

Ratio of voting

Name Capital rights of the Main business
Company (%)

Idemitsu Tanker Co., Ltd. 01,000 million 100.0 Transportation of crude oil
and petroleum products

Idemitsu Retail Marketing Co., 080 million 100.0 Sale of petroleum products

Ltd.

Idemitsu Supervising Co., Ltd. 010 million 100.0 Sale of petroleum products

S.1. Energy Co., Ltd. 0500 million 100.0 Sale of petroleum products

IDEMITSU US$245,156 100.0 Import, export and trading of

INTERNATIONAL (ASIA) thousand crude oil, petroleum products,

PTE.LTD. etc.

IDEMITSU APOLLO US$165 100.0 Import, export and sale of

CORPORATION petroleum products, etc.

thousand

Idemitsu Unitech Co., Ltd. 02,600 million 100.0 Manufacture and sale of
plastic products

Idemitsu Petroleum Norge AS NOK727,900 100.0 Investigation, exploration,

thousand development and sale of oil

resources

IDEMITSU AUSTRALIA A$106,698 100.0 Investigation, exploration,

RESOURCES PTY LTD thousand development and sale of coals

Idemitsu Canada Resources C$131,167 100.0 Investigation, exploration,

Ltd. thousand development and sale of

uranium resources in Canada




Ratio of voting
Name Capital rights of the Main business
Company (%)
Idemitsu Canada Corporation C$334,000 100.0 Investigation and promotion of
thousand gas and related businesses in
Canada
SDS Biotech K.K. 0810 million 69.7 Production, import and sales
of agricultural chemicals

(Notes) 1. The "Ratio of voting rights of the Company" is shown by including those held indirectly
through its subsidiaries.
2. The "Ratio of voting rights of the Company" is shown by calculating down to the third decimal
place and thereafter rounding upward or downward to the nearest second decimal place, as
the case may be.

4) Issues to be addressed:

The Group has developed its Fifth Consolidated Medium-term Management Plan,
covering the three year period from fiscal year 2018 through fiscal year 2020, as described
below, as well as formulated its management vision and management goal for 2030, which is
based on long-term environmental forecasts.

(1)  Understanding of current conditions

a) The Companybs business structure depends heavily for earnings on the three
businesses of petroleum, oil exploration and production, and coal. The
importance of these businesses, which are connected directly to our social
mission of ensuring a stable supply of energy, will remain unchanged in the
future as well.

b) Meanwhile, there is an issue with continuing overdependence on these three
businesses for sustainable growth because of uncertainty in earnings due to
fluctuations in resource prices and market conditions, and also in light of the
promotion of global warming countermeasures with consideration for the Paris
Agreement (on climate change).

c) Inaddition, the sources of energy that are in demand today are changing with
the times.  As such, there is a need for our business structure, which is suited
to these changes.

(i)  Management vision and targets for 2030
a) Management vision
The Group has identified as its vision for 2030, fiwe are an international
energy company who creates new value while seeking harmony with the Eartho
in each country, with a focus on Japan and Asia. To realize this vision, we
will aim to transform ourselves into a resilient corporate entity, by taking on
the following challenges:

e Supporting the social infrastructure as a supplier of energy and materials
e Contributing to enrich society and peopleds lives through functional
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b)

materials

e Contributing to economic development in individual countries and
regions using the technologies and expertise we have built up in Japan

e  Creating new businesses through development of next-generation
materials and services

Management targets (2030)

We aim to enhance our earnings potential while transforming ourselves with a
resilient portfoliod through structurally reforming the petroleum, resource,
and other businesses, growing our businesses in growth markets and growth
fields, and creating new businesses.

(@) Operating income (including income from equity method affiliates) of
JPY250 billion

(b) Achieving a structure in which the three businesses account for no more
than 50% of operating income (JPY 120 billion)

(c) Achieving a structure in which businesses in growth markets and growth
fields and new businesses account for at least 40% of operating income

(iii)  Fifth Consolidated Medium-term Management Plan (FY2018-2020)

a)

b)

Priority topics

(@) Realizing a resilient business portfolio
e Structural reforms to the three businesses of petroleum, oil
exploration and production, and coal
e Business expansion in growth markets and growth fields
e Creation of new businesses towards 2050

(b) Enhancing initiatives from the perspectives of the environment, society,
and governance

Management targets (FY2020)

(@) Operating income (including income from equity method affiliates) of
JPY 203 billion

(b) Net income of JPY130 billion

(c) Return on equity (ROE) of more than 10% (Net income/Shareholders
equity)

(d) Net D/E ratio* of 0.7 or less

* (filnterest-bearing debto - fiCash and deposits and Short-term investment

securitieso)/(fiNet assetso - fiNoncontrolling interestso)

Cash-flow allocation
We aim to carefully select investments for our future growth and secure free

cash flows in the amount of JPY180 billion (3-year total), and proceed to
increase returns to shareholders and improve financial structure.
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d) Investment strategies

Total investment: JPY390 billion (3-year total: strategic investments of
JPY260 billion and maintenance investments of JPY 130 billion)

Of the strategic investments, JPY 160 billion will be allocated to investing in
growth and creating new businesses, and JPY100 billion will be allocated to
strengthening the business foundation.

(@) Investing in growth; creating new businesses

Petroleum (overseas): Business expansion; Resource: Gas field development
(new fields); Lubricants: Enhancing overseas facilities; Electronic materials:
Enhancing OLED production capacity; New businesses: Developing new
materials, etc.

(b) Strengthening the business foundation

Petroleum (domestic): Maintaining the retail network, improving refining
facilities; Resource: maintaining the foundation

(e) Returns to shareholders
We intend to enhance returns to shareholders in stages, reflecting the

conditions of earnings and free cash flow and based on a policy of stable
dividends.

[Matters to be addressed by the Company]

(i)

(i)

Environment recognition:

The Japanese economy has continued to follow a moderate recovery path in terms of
consumer spending and employment conditions.  Further, we forecast that the
economy overseas will also remain steady in the U.S. and Asia, as well as in Europe,
the economy of which is recovering. However, in addition to the increased
geopolitical risks identified in regions such as the Middle East and Asia, the
protectionist policy trends in certain developed nations may dampen the worldwide
economies; accordingly, the economic conditions do not allow us to be optimistic
about the future.

Although the decrease in medium- to long-term demand for petroleum products in the
domestic market is inevitable due to dissemination of electric automobiles and plug-
in hybrid vehicles (PHVs), as well as due to the development in energy conservation
technologies, steady growth in demand for energy is expected overseas in the
foreseeable future, particularly in emerging Asian countries.

Specific issues for each segment

The specific issues for each segment under the above-mentioned Fifth Consolidated
Medium-term Management Plan are as explained in the following.
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a)

b)

Petroleum products segment

In the domestic fuel oil business, the Company will aim to rapidly achieve
synergies and promote an alliance with Showa Sekiyu K.K. (target annual
synergies of a total of 030 billion/year or more from 2019 for both companies).
Further, the Company will commit itself to introducing new business menus
to strengthen retailer and retail outlet operating capabilities, and enhancing the
cost competitiveness and reliability of facility operations in light of changes in
the environment and under law.

Overseas, the Company will strive to strengthen its value chain, with a focus
on the Pan-Pacific region (Southeast Asia, Oceania, West Coast of the
Americas), where the demand for petroleum products is expected to grow, with
a target annual volume of 21 million Kkl in fiscal year 2020. Further, the
Company aims to timely achieve stable full-scale operations of the Nghi Son
Reynery and Petrochemical Complex in Vietnam.

In the lubricants business, the Company will build or enhance the capacity of
the overseas factories, with a focus in Southeast Asia, China, and the United
States, and reinforce sales of Idemitsu brand automotive lubricant oil and
industrial lubricant oil/grease.

Petrochemical products segment

In the basic chemicals business, the Company will, in the field of olefin,
achieve high capacity utilization and stable earnings by providing raw
materials to industrial complexes, and will aim to enhance cost
competitiveness by diversifying raw materials and enhancing equipment
efficiency. In the field of aroma, the Company will increase sales of
paraxylene and benzene due to the commencement of operations of the Nghi
Son Refinery and Petrochemical Complex in Vietnam.

In the performance materials business, the Company will expand its operations
in growing markets by leveraging proprietary technologies in the yeld of
engineering plastics such as syndiotactic polystyrene (SPS) resin and
polycarbonate resin, as well as in the field of adhesive materials such as
hydrogenated petroleum resin and functional soft polypropylene. Further,
with regard to hydrogenated petroleum resin, the Company is constructing
manufacturing equipment in Taiwan which will produce 25,000 tons/year
through Idemitsu Formosa Specialty Chemicals Corporation, a joint venture
that the Company established with Formosa Petrochemical Corporation
(AFPCC0) (commencement of operation expected in 2019), and in addition,
the Company is considering constructing a new manufacturing device overseas
for SPS resin.

Resources segment
In the oil exploration and production business, while securing reserves through

oil field development in Norway, the Company will develop new gas fields in
Vietnam and enter into the gas business in Southeast Asia.
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(iii)

d)

In the coal business, the Company will strive to further strengthen the
competitiveness of its entire value chain composed of operation of mines
owned by the Company, procurement, logistics and marketing. Further, in
order to implement low carbon solutions, the Company will work to enhance
the leveraging of its coal & environment research laboratoryds combustion
technology, as well as examine/promote environment-friendly operations by
developing/producing new biomass fuel which allows for mixed combustion
with coal, etc.

In the uranium business, the Company aims to promote stable production at
the Cigar Lake Mine in Canada and its sales.

In the geothermal business, in addition to the maintenance of stable operation
of Idemitsu Oita Geothermal, the Company will examine/implement new
projects (in the Oyasu region of Akita Prefecture, Amemasudake region of
Hokkaido, etc.).

Other segments

In the electronic materials business, the Company aims to strengthen its
relationships with key Korean/Chinese display manufacturers, reinforce its
proprietary development capabilities and expand strategic alliances with
materials manufacturers, and capture increasing OLED demand by enhancing
production capacity.

In the agricultural biotechnology business, the Company will deploy
businesses which cater to the demands that contribute to food safety and
address the increasing demand for food through disseminating and reinforcing
sales overseas, including existing biological pesticides, chemical pesticides,
the RUMINUPE series products that provide feed mixes for cows and beef
cattle, and CrosstopE, which provides feed mixes for chickens.

In the gas business, the Company will conduct studies on commercialization
of the business through Himeji Natural Gas Power Generation Co., Ltd. and
will make efforts to further expand export and sales to Asian countries of LPG
from North America.

In the renewable energy business, the Company will conduct studies on the
development of electric power sources, such as wind power, biomass, solar
light, and hydraulic power, and expand the electricity retailing business, which
will actively utilize renewable energy sources.

Financial issues:

The Company significantly improved its financial position, with the net D/E ratio
decreasing to a level below 1.0 as a result of recording the net income attributable to
owners of the parent company due to the attainment of high earnings, and as a result
of the capital increase due to the public share offering in July 2017. In the future, the
Company will actively promote business development in the growth markets in order
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(iv)

to advance the Fifth Consolidated Medium-term Management Plan.  As a result, the
Company considers it necessary to further reinforce its financial base in order to
enhance its financing capabilities to strengthen its risk countermeasures and overseas
development, and will aim to achieve a net D/E ratio of 0.7 or below by the end of the
2020 fiscal year.

Consideration of business integration with Showa Shell Sekiyu K.K.:

The Company entered into a Share Purchase Agreement on July 30, 2015 to acquire
Showa Shell Sekiyu K.K. shares from the subsidiary companies of Royal Dutch Shell
plc (IRDS0), and has since been proceeding with discussions for business integration
with Showa Shell Sekiyu K.K.

The Company has received a notice from the Japan Fair Trade Commission on
December 19, 2016, to the effect that the Japan Fair Trade Commission will not issue
a cease and desist order, provided that remedial measures proposed by the Company
and Showa Shell Sekiyu K.K. are taken and the Company has completed the
acquisition of 117,761,200 shares of Showa Shell (31.3% of the voting rights) from
RDS.

In addition, the Company signed an agreement on May 9, 2017 regarding the
formation of an alliance with Showa Sekiyu K.K. to enhance and promote the business
collaboration.

The substance of the agreement is as follows.
Obijectives

We will form the alliance as equal partners, and extensively deepen our business
collaboration while restarting or accelerating the processes for the business integration,
and make the most use of our time prior to achievement of the business integration
and realize synergies during that period in order to further enhance the corporate value
of the companies.

Name of the alliance: Brighter Energy Alliance
Details of the alliance

@ Realization of synergies from the integration in the domestic petroleum
business
O Optimization of crude oil purchase and transport, as well as optimization
of production planning
Interchange of finished products and intermediate products, including at
the scheduled shut down maintenance period of a refinery, to optimize
production
Improvement of efficiency of logistics network (land and marine)
Reduction of refinery costs
Implementation of best practices to save energy and improve refinery
margin
Reduction of procurement costs by enhancing joint procurement

O«

O¢« O¢ O«

O«
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(b) Synergy target
We will strive to realize a total of 30 billion yen or more of annual synergies
for both companies from 2019.

(©) Alignment of business strategies in overlapping business areas between the

companies

(d) Consideration of strategies for the alliance group and the integrated new
company

(e Promotion of harmonization between personnel of the companies

)] Development of new services from the perspective of customers

(9) Further promotion of social contribution activities
(h) Promotion of initiatives to realize a low-carbon society

As set out above, in order to make substantial breakthroughs as a leading company in
the industry with an outstanding competitiveness and a new energy company of
Japanese origin, the Company intends to accelerate its efforts for the business
collaboration with Showa Sekiyu K.K., and will continue with discussions for
business integration.

Further, the Company and Showa Seikyu K.K. commenced personal interactions
between their personnel divisions to promote mutual understanding in November 2017,
and extended these personal interactions to the officer level in April 2018. In terms
of organization, the offices of certain divisions of each company merged in March
2018. Through such processes, we are securely promoting harmonization of
organizations and personnel.

The information regarding future forecasts above are based on information available

as of the date of publication of this document. The actual operating results may differ from
the forecasts due to various factors in the future.

(5) Major businesses (as of March 31, 2018):

Segment

Major businesses

Petroleum products

Import, refinement, production and sale of crude oil, petroleum
products and lubricants, and transportation and storage relating
thereto; sale of service station products

Petrochemical products

Production and sale of petrochemical products

Resources Investigation, exploration, development and sale of oil
resources, geothermal resources, coal and uranium
Others Import, purchase and sale of gas; production and sale of

electronic materials; design, construction, maintenance and
management of petroleum-related facilities; insurance sales
business; credit card services; production, import and sale of
agricultural chemicals; renewable energy business; oil and
energy solutions business

-16 -




(6) Major business offices and plants (as of March 31, 2018):

(i) The Company:

Category Offices
Head office 1-1, Marunouchi 3-chome, Chiyoda-ku, Tokyo
Refineries Hokkaido (Tomakomai), Aichi (Chita)
Complexes Chiba (Ichihara), Tokuyama (Shunan)

Branch Office

Hokkaido First, Second, Third (Sapporo), Tohoku First
(Sendai), Tohoku Second (Morioka), Kanto First, Second,
Third (Chuo-ku, Tokyo), Kita-Kanto First, Second (Saitama),
Niigata (Niigata), Matsumoto (Matsumoto), Tokai First,
Second (Nagoya), Hokuriku (Kanazawa), Kansai First
(Kyoto), Kansai Second (Osaka), Kansai Third (Kobe),
Chugoku First (Hiroshima), Chugoku Second (Okayama),
Shikoku (Takamatsu), Kyushu First, Second (Fukuoka),
Kyushu Third (Kagoshima)

Industrial Fuel Sales
Office

Hokkaido (Sapporo), Higashi Nihon (Chuo-ku, Tokyo), Naka
Nihon (Nagoya), Chugoku/Shikoku (Hiroshima), Kyushu
(Fukuoka)

Overseas offices

Middle East (Abu Dhabi), Hanoi (Vietnam)

Laboratories

Advance Technology Research Laboratories (Sodegaura),
Lubricants Research Laboratory (Ichihara), Performance
Materials Laboratories (Ichihara)

(Note)  The Company made the following structural changes:

(@ The Chiba Complex was newly established by integrating the Chiba
Refinery and the Chiba Petrochemical Plant on October 1, 2017.

(b) The branch offices and industrial fuel sales offices were closed on April 1,
2018 and the following eight branches were newly established: Hokkaido
Branch (Sapporo), Tohoku Branch (Sendai), Kanto First Branch (Chuo-ku,
Tokyo), Kanto Second Branch (Saitama), Chubu Branch (Nagoya), Kansai
Branch (Osaka), Chugoku/Shikoku Branch (Hiroshima) and Kyushu
Branch (Fukuoka).

(i) Subsidiaries:

Name

Address

Idemitsu Tanker Co., Ltd.

Chiyoda-ku, Tokyo

Idemitsu Retail Marketing Co., Ltd. Chuo-ku, Tokyo

Idemitsu Supervising Co.,

Ltd. Chiyoda-ku, Tokyo

S.1. Energy Co., Ltd.

Shinjuku-ku, Tokyo

PTE. LTD.

IDEMITSU INTERNATIONAL (ASIA) Singapore
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IDEMITSU APOLLO CORPORATION

Sacramento, U.S.A.

Idemitsu Unitech Co., Ltd.

Minato-ku, Tokyo

Idemitsu Petroleum Norge AS

Lysaker, Norway

Idemitsu Australia Resources Pty Ltd

Brisbane, Australia

Idemitsu Canada Resources Ltd.

Calgary, Canada

Idemitsu Canada Corporation

Calgary, Canada

SDS Biotech K.K.

Chuo-ku, Tokyo

(7) Employees (as of March 31, 2018):

(i) Employees of the Group:

Segment Number of employees Charr)lr%(\e/ifgﬁgnﬁt:safr;gac;f the
Petroleum products 6,178 (3,247) +290
Petrochemical products 1,364 (157) - 158
Resources 677 (39) +6
Others 736 (259) - 322
Total 8,955 (3,702) - 184

(Notes) 1.  The number of employees represents the number of those actually at

work: the number of temporary workers is shown in the parentheses
separately.

2. The number of employees decreased by 322 from the end of the previous
fiscal year, due to, among other factors, the sale of overseas consolidated
subsidiaries in the segment AOtherso.

(i) Employees of the Company:

Number of Change fro_m the. end Average years of | Average length of
of the previous fiscal )
employees age service
year
3,926 (664) 75 42ylsandd | 0 yisand1m

(Note) The number of employees represents the number of those actually at work: the
number of temporary workers is shown in the parentheses separately.

(8) Major lenders (as of March 31, 2018):

Lender Debt payable
Sumitomo Mitsui Banking Corporation 091,624 million
The Bank of Tokyo-Mitsubishi UFJ, Ltd. 064,948 million
Sumitomo Mitsui Trust Bank, Limited 061,797 million
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Development Bank of Japan Inc. 057,900 million
Japan Oil, Gas and Metals National Corporation 054,999 million
Mizuho Bank, Ltd. 033,212 million
Japan Bank for International Cooperation 026,285 million
Mitsubishi UFJ Trust and Banking Corporation 025,956 million

(Note) The Bank of Tokyo-Mitsubishi UFJ, Ltd. changed its trade name to MUFG
Bank, Ltd. as of April 1, 2018.

9) Other important matters concerning the current state of the Group:
Not applicable.
2. Current state of the Company

1) Shares (as of March 31, 2018):

Q) Total number of authorized shares: 436,000,000 shares
(i) Total number of issued shares: 208,000,000 shares
(iti) ~ Number of shareholders: 17,832 persons

(iv)  Major shareholders (top 10):

Name Number of shares | shareholding ratio
(thousand shares) (%)
Nissho Kosan K.K. 27,119 13.04
Idemitsu Culture and Welfare Foundation 12,392 5.96
Idemitsu Museum of Arts Foundation 8,000 3.85
Japan Trustee Services Bank, Ltd. (Trust account) 6,920 3.33
The Master Trust Bank of Japan, Ltd. (Trust account) 6,796 3.27
The Bank of Tokyo-Mitsubishi UFJ, Ltd. 5,142 2.47
Sumitomo Mitsui Banking Corporation 5,142 2.47
Sumitomo Mitsui Trust Bank, Limited 5,142 2.47
Munakata Godo Gaisha 4,974 2.39
Idemitsu Employee Stockholders Committee 4,938 2.37
(Notes) 1. The shareholding ratios are calculated by excluding the shares of treasury stock of the
Company (47,617 shares).

2. The Bank of Tokyo-Mitsubishi UFJ, Ltd. changed its trade name to MUFG Bank, Ltd. as
of April 1, 2018.

2 Stock acquisition rights, etc.:

Not applicable.
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©)

Corporate officers:

Directors and Statutory Auditors (as of March 31, 2018):

Position

Name

Duties and major concurrent office

Representative Director &
Chief Executive Officer

Takashi Tsukioka

Executive Vice President
and Director

Takashi Matsushita

In charge of technology division
(lubricants, functional materials,
intellectual property/research), chemicals
business and Vietnam project, and
concurrently serves as Division Manager,
Safety and Environmental Protection
Division, and Division Manager, Quality
Assurance Division

Executive Vice President
and Director

Shunichi Kito

In charge of fuel business division (sales,
new energies/logistics, overseas/supply
and demand, and manufacturing and
technology)

Managing Director

Susumu Nibuya

In charge of corporate planning, and
public relations and CSR (Corporate
Planning Department, and Public
Relations and CSR Office) and
responsible for the resources division

Director

Kazuo Maruyama

In charge of supervising chemicals
business (Petrochemical Business
Department, Advanced Materials &
Performance Chemicals Department,
Idemitsu Unitech, and Prime Polymer)

Director

Toshiaki Sagishima

In charge of accounting, general affairs,
information systems (Treasury
Department, General Affairs Department,
Information System Department, and
Idemitsu Insurance Service), and
concurrently serves as Chairman of
Compliance & Risk Management
Committee

Director

Kiyoshi Honma

In charge of supervising overseas/supply
and trading(Integrated Supply & Trading
Department, Overseas Petroleum & Gas
Department, Idemitsu Tanker, Idemitsu
International (Asia), Tomatoh Oil Storage,
and Hokkaido Joint Oil Stockpiling) and
concurrently serves as General Manager
of Overseas Petroleum & Gas Department

Director

Eri Yokota

Professor, Faculty of Business and
Commerce, Keio University
Director, TOLI Corporation

Director

Ryosuke Ito

Attorney at law (TMI Associates)
Director, Japan Baseball Marketing K.K.
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Position Name Duties and major concurrent office

Director Takeo Kikkawa Director, Mitsubishi Chemical Holdings
Corporation

Professor, Graduate School of Innovation
Studies, Tokyo University of Science

Director Mackenzie Clugston | Director, Kameda Seika Co., Ltd.
Professor, Kwansei Gakuin University
Director, Sapporo Holdings Limited

Full-time Statutory Takanori Kuniyasu

Auditor

Full-time Statutory Sakae Hirano

Auditor

Statutory Auditor Taigi Ito Certified Public Accountant (Ito Taigi
Office)
Statutory Auditor, TIS Inc.
Director, Mitsubishi Chemical Holdings
Corporation

Statutory Auditor Shoichiro Attorney at law (Asahi Law Office)

Niwayama

(Notes) 1. Directors Ms. Eri Yokota, Mr. Ryosuke Ito, Mr. Takeo Kikkawa, and Mr.
Mackenzie Clugston are Outside Directors.

2. Statutory Auditors Messrs. Taigi Ito, and Shoichiro Niwayama are Outside
Statutory Auditors.

3. Statutory Auditor Mr. Sakae Hirano, who has had experience in accounting
practices as a Manager of Accounting Section and Deputy General Manager of
Accounting Department of the Company, has considerable knowledge of financing
and accounting.

4, Statutory Auditor Mr. Taigi Ito, who has had experience as a certified public
accountant and a university professor, has considerable knowledge of financing
and accounting.

5. Director Mr. Takeo Kikkawa, who was a university professor at the Graduate
School of Innovation Studies, Tokyo University of Science, became a university
professor at the Graduate School of Management, Tokyo University of Science as
of April 1, 2018 due to the reorganization of the Graduate School.

6. Directors Ms. Eri Yokota, Mr. Ryosuke Ito, Mr. Takeo Kikkawa, and Mr.
Mackenzie Clugston and Statutory Auditors Messrs. Taigi Ito and Shoichiro
Niwayama are independent officers who have been registered in accordance with
the rules of the Tokyo Stock Exchange.

7. Directors who resigned during the fiscal year under review are as below:
Position, duties, and important
concurrent office at the time of

resignation
Executive Vice President and

Representative Director (Assistant

to Representative Director and
Chief Executive Officer)

Date of Ground of

Name . . . .
resignation resignation

Daisuke Seki March 28, 2018 Resigned
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8. Changes in the positions of the Directors following the end of the fiscal year under
review are as below:

Name Position before Position after the Date of the change
the change change
Representative Chairman and
Takashi Tsukioka Director and Chief Representative April 1, 2018
Executive Officer Director

Executive Vice Representative

Shunichi Kito - . Director and Chief April 1, 2018
President and Director . .
Executive Officer
Executive Vice
. . Executive Vice President and .
Takashi Matsushita President and Director Representative April 1,2018

Director

<Reference> Corporate Governance Efforts

After adding two more Outside Directors in 2017, the Board of Directors of the Company is composed
of eleven Directors under the President, four of which are independent Outside Directors and include
women and non-Japanese directors, which secures independence and diversity.

Moreover, in 2017, the Nomination and Remuneration Advisory Committee was established as an
advisory body for the Board of Directors. The committee is composed of two independent Outside
Directors and one independent Outside Statutory Auditor. The independent Outside Director serves
as the chairman of the committee, who, in the selection of candidates for a new President and the
selection of candidates for Directors and Statutory Auditors proposed to the Ordinary General Meeting
of Shareholders, conducts multilateral evaluations and reports to the Board of Directors.  Further, with
respect to the determination of the remuneration of the Directors, the committee makes efforts to ensure
the process is transparent by reporting to the consultations of the Board of Directors based on objective
data.
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(i)  Total amount of remuneration, etc. payable to corporate officers:

(@)

Total amount of remuneration, etc. by categories of officers, the total number of
remuneration, etc. by types thereof and the number of officers eligible therefor:

Category Number Total amount of
remuneration, etc.
Director 15 0679 million
(Outside Director) (@) (035 million)
Statutory Auditor 5 077 million
(Outside Statutory Auditor) 3 (022 million)
Total A -
(Outside Director and Outside (27(; ((())75577nrq?; II :2?3
Statutory Auditor)

(Note) Remuneration of the Directors and Statutory Auditors includes basic remuneration
but does not include any stock options, bonuses, salaries and wages of employees or
retirement gratuities.

(b) Contents and the method of determination, of the policy on the determination of

the amount of remuneration, etc. of officers and the method of calculation
thereof:

With regard to remuneration, etc. of officers, the maximum amount of
remuneration of Directors was determined to be 01,200 million per annum and
that of Statutory Auditors was determined to be 0120 million per annum,
respectively, by resolution of the 91st Ordinary General Meeting of Shareholders
held on June 27, 2006. The remuneration, etc. of individual Directors are
determined by the Board of Directors in accordance with a report from the
Nomination and Remuneration Advisory Committee, which shall be comprised
of independent Outside Directors and independent Outside Statutory Auditors,
and the remuneration, etc. of individual Statutory Auditors are determined upon
consultation among the Statutory Auditors.

(iii)  Matters concerning outside officers:

(a)

(b)

Outside officers' major concurrent offices of executive directors, etc. for other
corporations and the Company's relationships with such other corporations:

Not applicable.

Outside officers' major concurrent offices of outside offices of other corporations
and the Company's relationships with such other corporations:

Director Ms. Eri Yokota is serving as an Outside Director for TOLI Corporation.
The Company has no special relationship with the corporation.

Director Mr. Ryosuke Ito is serving as an Outside Director for Japan Baseball
Marketing K.K. The Company has no special relationship with the corporation.
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(©)

(d)

Director Mr. Takeo Kikkawa is serving as an Outside Director for Mitsubishi
Chemical Holdings Corporation. The Company has no special relationship
with the corporation.

Director Mr. Mackenzie Clugston is serving as an Outside Director for Kameda
Seika Co., Ltd. and Sapporo Holdings Limited. The Company has no special
relationship with these corporations.

Statutory Auditor Mr. Taigi Ito is serving as an Outside Statutory Auditor for TIS
Inc. and as an Outside Director for Mitsubishi Chemical Holdings Corporation.
The Company has no special relationship with these corporations.

Outside officers' kinship with the executives, etc. of the Company or other
businesses having specific relationships with the Company:

Not applicable.
Major activities during the fiscal year under review:

Attendance at the meetings of the Board of Directors and the Board of Statutory
Auditors:

Board of Directors Board of S tatutory
Auditors
Meetings | Rate of Meetings | Rate of
attended | attendance | attended | attendance
Director Eri Yokota 16/16 100% - -
Director Ryosuke Ito 16/16 100% - -
Director Takeo Kikkawa 12/12 100% - -
Director Mackenzie 11/12 92% - -
Clugston
Statutory Auditor Taigi Ito 16/16 100% 18/18 100%
Statutory Auditor  Shoichiro 16/16 100% 18/18 100%
Niwayama

Director Ms. Eri Yokota, principally from the standpoint of accounting as a
university professor, Director Mr. Ryosuke Ito, principally from a legal
standpoint as an attorney at law, Director Mr. Takeo Kikkawa, principally from
the standpoint of a specialist in the theory of energy industry as a university
professor, and Director Mr. Mackenzie Clugston, principally from the global
standpoint regarding the overall businesses with broad experience as a diplomat
and a university professor, have respectively expressed their opinions at the
meetings of the Board of Directors and provided advice and recommendations
for securing the properness of decision-making by the Board of Directors.

Statutory Auditor Mr. Taigi Ito, principally from the standpoint of accounting
with broad experience as a certified public accountant and a university professor
and Statutory Auditor Mr. Shoichiro Niwayama, principally from a legal
standpoint as an attorney at law, have respectively expressed their opinions at the
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(4)

(i)

(iii)

meetings of the Board of Directors and the Board of Statutory Auditors and
provided advice and recommendations for securing the properness of decision-
making by the Board of Directors.

(e) Outline of the content of liability limitation agreements:

In accordance with Article 427, paragraph 1 of the Companies Act of Japan, the
Company has entered into an agreement with each Outside Director and each
Outside Statutory Auditor to limit the liability for any damage as provided for in
Article 423, paragraph 1 of the said act. The maximum liability amount under
such agreement is an amount as provided for in laws or ordinances.

Account auditors:

Names of the account auditors:
Deloitte Touche Tohmatsu LLC

Amount of remuneration, etc. payable to the account auditors for the fiscal year under

review:

Amount of remuneration, etc.

Amount of remuneration, etc. payable to the account

auditors for the fiscal year under review: 0167 million

Total amount of money and other proprietary benefits
payable to the account auditors by the Company and its

subsidiaries:

0264 million

(Notes) 1.

The amount of remuneration, etc. payable to the account auditors for audits under
the Companies Act of Japan and the amount of remuneration, etc. payable for audits
under the Financial Instruments and Exchange Act of Japan are not separated in the
audit agreement between the Company and the account auditors. Hence, the above
amount of remuneration, etc. payable to the account auditors for the fiscal year
under review includes both amounts.

The total amount of money and other proprietary benefits payable to the account
auditors by the Company and its subsidiaries includes remuneration for services
(non-auditing services), which are not covered by Article 2, paragraph 1 of the
Certified Public Accountant Act of Japan, entrusted to Deloitte Touche Tohmatsu
LLC.

Among the important subsidiaries of the Company, the overseas subsidiaries were
audited by a certified public accountant or audit firm (including those who have an
equivalent certification in a foreign country) other than the Companybs account
auditors.

Reasons for the Board of Statutory Auditors to consent to the remuneration, etc. of the
account auditors:

The Board of Statutory Auditors obtained necessary materials and received reports
from the relevant divisions of the Company and the account auditors, and confirmed

-25 -




(iv)

(V)

(5)

(6)

and verified the content of the audit plan of the account auditors, the status of the
execution of their account auditing duties, the basis for calculation of the remuneration
estimate, etc. As a result, the Board of Statutory Auditors determined that the
remuneration, etc. of the account auditors was appropriate and consented thereto
pursuant to Article 399, paragraph 1 of the Companies Act of Japan.

Content of non-auditing services:

The Company has paid the account auditors remuneration for services (non-auditing
services), including the preparation of comfort letters, not covered by Article 2,
paragraph 1 of the Certified Public Accountant Act of Japan.

Policy on the determination of dismissal or non-reappointment of the account auditors:

In the event that there arises any problem with the performance by the account auditors
of their duties or otherwise the Board of Statutory Auditors considers it necessary, it
shall take a procedure to dismiss or not to reappoint the account auditors pursuant to
the Companies Act of Japan.

Policy on the determination of distribution of retained earnings, etc.:

The Board of Directors of the Company considers the return of profits to its
shareholders as one of the most important management issues. The Company will
continue to pay dividends on a constant basis after taking into due consideration
strategic investments to enhance existing businesses and develop future business
operations, the improvement of corporate financial structure and balance with
business performances. With respect to the payment of the year-end dividends for
the fiscal year ended March 31, 2018, the Company has decided to pay 040 per share.
As a result, annual dividends for the fiscal year will be 080 per share.

For the fiscal year ending March 31, 2019, the Company plans to pay annual dividends
of 0100 per share by increasing the annual dividend amount by 020 per share.

The Company will commence activities under the Fifth Consolidated Medium-term
Management Plan for the three-year period starting in the 2018 fiscal year. Under
the Plan, we intend to enhance returns to shareholders in stages, reflecting the
conditions of earnings and free cash flow and based on a policy of stable dividends.

Systems to secure the properness of business activities (so-called "internal control
systems™) and the summary of the status of the operation of the systems:

[Systems to secure the properness of business activities (so-called "internal control systems™)]

With regard to basic policies on internal control systems, the Board of Directors has
adopted resolutions as described below, for the systems to secure the properness of
business activities.

In addition, the Board of Directors checks whether the internal control systems have
properly been established and operated and revises them to make them more effective.
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(i)

(i)

(i)

Systems to secure the execution by the Directors and employees of the Company and
its subsidiaries of their duties to comply with laws or ordinances and the Articles of
Incorporation:

@) The Board of Directors of the Company shall, pursuant to the Regulations of
the Board of Directors, determine important matters and supervise the
execution of business.

(b) Pursuant to the Compliance Regulations, the Company shall establish an
Operational Risk Management and Compliance Committee to promote
compliance activities for the Company and its subsidiaries.

(© The Company shall make use of the Compliance Handbook that sets action
guidelines on compliance with law to raise awareness of compliance.

(d) The Company shall establish, and allow the employees of the Company and
its subsidiaries in and outside Japan to make use of, compliance contact offices
within and outside of the Company to help solve questions and problems with
regard to compliance and to promptly identify, rectify and prevent any
problems.

(e) The Internal Audit Office shall conduct audits to verify the appropriateness of
business activities and the state of execution of business pursuant to the
internal rules at each business division of the Company and its subsidiaries.

Systems concerning storage and management of information on the execution by the
Directors of the Company of their duties:

Information on the execution by the Directors of their duties shall be stored and
managed pursuant to the Regulations of the Board of Directors, the Document
Handling Regulations, the Circular Decision Document Handling Regulations and
other internal rules.

Regulations concerning management of exposure to the risk of loss of the Company
and its subsidiaries and other systems:

@ The Company shall establish an Enterprise Risk Management Committee with
the President acting as the Committee Chair where issues including potential
management risks are discussed to respond to risks by projecting changes in
the environment and their impact.

(b) Pursuant to the Risk Management Regulations, the Company shall establish
an Operational Risk Management and Compliance Committee to promote risk
management activities.

(c) Pursuant to the Manual for Measures upon Outbreak of Crises and other
internal rules, the Company shall take measures promptly and properly upon
the outbreak of any serious crisis to the Company or any of its subsidiaries.

(d) The Company shall institute a Business Continuity Plan (BCP) for measures
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(iv)

v)

(vi)

(€)

(f)

against an epicentral earthquake in the Tokyo metropolitan area, measures
against a new type of influenza, etc., and exert group-wide efforts to
implement, maintain and manage the BCP.

Each business division shall, pursuant to the Self-Management Regulations,
inspect risks to business by using the voluntary inspection list, etc.

The Internal Audit Office shall, pursuant to the Internal Control Regulations,
conduct audits to verify the state of risk management by each business division.

Internal control over financial reporting:

(@)

(b)

(©

Pursuant to the Regulations of Internal Control over Financial Reporting, the
Company shall establish a system to ensure reliability of financial reporting of
the whole Group for the purpose of adequate improvement and administration
of internal control on financial reporting.

Pursuant to the regulations set forth in (a) above, the Company shall establish
a Committee for Evaluation of Internal Control over Financial Reporting,
which shall deliberate on and investigate matters concerning annual
improvement and administration policies and evaluation plans, matters
concerning the determination of the evaluation scope, etc.

The Internal Audit Office shall conduct periodic evaluation of the
effectiveness of internal control, as well as necessary improvements thereof.

Severance of all relations with antisocial forces:

(@)

(b)

The Company shall deal with any person or group, including any crime
syndicate and corporate racketeer, who engages in antisocial activities,
violence and illegitimate demand in a resolute attitude and sever all relations
therewith.

In the event that any antisocial force sets on, the Company shall resolutely
refuse without giving in and act properly pursuant to the Manual for Measures
against Antisocial Forces.

Systems to secure efficient execution by the Directors of the Company of their duties:

(@)

(b)

(©)

To secure efficient execution of business, the Company shall have Executive
Officers.

Pursuant to the Regulations of Duties and Powers and the Regulations of
Execution of Business, the Company shall clearly define the roles and
authorities of the Board of Directors, Representative Directors and other
Directors.

As an organ to discuss and deliberate on management strategies and
managerial issues of the whole Group and each business division, the
Company shall establish a Management Committee comprised of the President
acting as chairman and other members appointed by the chairman, which shall
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(vii)

(viii)

(ix)

meet twice a month, in principle.

Systems to secure the properness of business activities of the corporate group
comprised of the Company, its parent company and its subsidiaries:

@) In the Affiliated Companies Management Regulations, the Company shall
specify subsidiaries under direct control of the President and subsidiaries for
which the supervising office shall be responsible, to clearly define
responsibilities for business administration. Each subsidiary shall
periodically file reports on its performance and other matters.

(b) In the Affiliated Companies Management Regulations, the Company shall
provide a fundamental policy to the effect that "transactions with affiliated
companies shall be based on market prices, in principle"”, to prevent conflicts
of interest.

(© In the Affiliated Companies Management Regulations, the Company shall
provide for the rules for assumption of office of directors and statutory auditors
of its subsidiaries, pursuant to which the Directors of the Company shall not
assume office of directors of the subsidiaries, in principle.

(d) The Company shall improve operational efficiencies by utilizing the Group-
standard IT infrastructures and integrating the tasks of overhead divisions.

Matters concerning the employees to assist the Statutory Auditors of the Company to
execute their duties when the Statutory Auditors request the assignment thereof:

The Company shall, upon request from the Statutory Auditors, assign its employees
as staff of the Statutory Auditors' Secretariat to assist the Statutory Auditors to execute
their duties.

Matters to secure the independence of the employees set forth in (viii) above from the
Directors and the effectiveness of directions given to the employees:

@ Staff at the Statutory Auditors' Secretariat shall serve on a full-time basis.
The final decision on personnel changes, evaluations, etc. of the Statutory
Auditors' staff shall be subject to consent of the Statutory Auditors, which shall
be provided for in the internal rules of the Personnel Department.

(b) In the Regulations of Segregation of Duties, the Company shall provide for the
duties of the Statutory Auditors' Secretariat.

System for reporting by the Directors and employees of the Company and its
subsidiaries and the statutory auditors of the subsidiaries to the Statutory Auditors (the
Board of Statutory Auditors) of the Company and other systems for reporting to the
Statutory Auditors of the Company:

@ The Directors, the Executive Officers, the Senior Executive Officers, the head
of each business division and the General Manager of Safety and
Environmental Protection and Quality Assurance Department shall, pursuant
to the Regulations of Execution of Business, report the specified matters to the
Statutory Auditors.
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(xi)

(xii)

(xiii)

(b) The Internal Audit Office shall, pursuant to the Internal Audit Regulations,
report the results of audits to the Statutory Auditors.

(© The Operational Risk Management and Compliance Committee shall
periodically report the state of consultations and measures at the Compliance
Contact Offices to the Statutory Auditors.

System to ensure the prevention of unfair treatment of the person who has given a
report under (Xx) above because of such report:

@ It shall be prohibited to treat unfairly the person who has given a report under
(x) above because of such report.

(b) The Operational Risk Management and Compliance Committee shall decree
that any person shall not be treated unfairly because of consulting with the
Compliance Contact Offices and stipulate in the Compliance Handbook to that
effect and make it thoroughly educated through training and other sessions.

Matters concerning the policy to pay expenses incurred by the Statutory Auditors in
executing their duties:

All expenses necessary for the Statutory Auditors in performing their roles and duties,
including audits of the execution by the Directors of their duties, election and
dismissal of the account auditors, shall be borne by the Company.

Other systems to ensure effective audits by the Statutory Auditors (the Board of
Statutory Auditors) of the Company:

@ The Representative Directors shall hold a regular meeting with the Statutory
Auditors quarterly, in principle.

(b) The Internal Audit Office shall closely coordinate and cooperate with the
Statutory Auditors and the account auditors with regard to internal audit
schedules, visiting audits, etc.

[Summary of the status of the operation of the systems to secure the properness of business
activities (so-called "internal control systems™)]

The Company, in accordance with the "systems to secure the properness of business
activities (so-called "internal control systems™)" resolved by its Board of Directors,
has established and operated the internal control systems of the Company and its
subsidiaries.

The Company plans to revise the "systems to secure the properness of business
activities (so-called "internal control systems")" every year after the institution thereof.
During the fiscal year under review, the Company operated the systems pursuant to
the resolution made at the meeting of the Board of Directors held in May 2017.

As a result of the discussions by the Board of Directors, it was evaluated that the

effectiveness of the Board of Directors was ensured during the fiscal year under
review. In addition to the above, major activities for internal control that were
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(i)

(i)

considered important during the fiscal year under review are as described below:

Activities for compliance:

(@)

(b)

(©

(d)

During the fiscal year under review, the Compliance Committee held four
meetings, and the compliance status was confirmed and the compliance efforts
were deliberated.

The Company has exerted its efforts to raise awareness of compliance by
disseminating the Compliance Handbook and compliance-related cases in and
outside of the Company through training sessions held by the Compliance
Committee for its business offices and subsidiaries nationwide, training
sessions held by its human resources division for new employees and training
sessions for new managers, as well as by utilizing its intranet. During the
fiscal year under review, the Company started distributing a monthly
compliance e-mail newsletter to the employees.

The details of consultations handled and measures taken by the Compliance
Contact Offices have been reported to the Compliance Committee to respond
to each case and implement measures to promote compliance in the future.
During the fiscal year under review, the Company considered establishing
Compliance Contact Offices easily accessible by overseas employees, and
decided to establish them in the 2018 fiscal year.

The Company established a Procurement Committee and started deliberations
to increase transparency, fairness and propriety of decision-making for
procurement transactions.

Activities for risk management:

(a)

(b)

(©)

During the fiscal year under review, the Risk Management Committee held
four meetings. The Committee annually identifies material risks that require
group-wide continued monitoring, and formulates a plan for preparedness and
confirms the implementation of the plan. For the 2017 fiscal year, the
Committee identified environmental pollution, information system failure,
terrorism, etc. as material risks and made efforts to control these risks. Based
on the progress of such efforts, the Committee has set the material risks for the
2018 fiscal year.

For the purpose of risk management, the Company has focused its efforts on
requiring an immediate report as soon as any accident, disaster or other
emergency is recognized and taking a group-wide countermeasure in an early
stage to prevent it from enlarging.

With regard to the Business Continuity Plan (BCP) instituted for measures
against an epicentral earthquake in the Tokyo metropolitan area, an immense
earthquake in the Nankai Trough area and a new type of influenza, the
Company has organized comprehensive disaster management drills on a
regular basis to ensure it efficient.  Simultaneously, by taking into
consideration any amendment to the government's disaster projections, the
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(iii)

(iv)

(d)

development of earthquake resistant construction of its facilities, including
tanks and jetties and points for consideration of the comprehensive disaster
management drills, the Company has regularly reviewed the plan to make it
updated at all times. In addition, each of the refineries, plants, departments
and stores has conducted disaster management drills in preparation for any
emergency. During the fiscal year under review, the Company started
deliberations and response drills taking into account the growing risks in
overseas markets. Italso implemented improvements in information security
audit systems and other relevant measures to enhance its information security.

During the fiscal year under review, the Company established a Credit
Committee and started deliberations to respond to the increased credit and
receivables risks associated with overseas development or other relevant
factors.

Measures to ensure effective audits by the Statutory Auditors:

(@)

(b)

Through regular meetings held by the Representative Directors with the
Statutory Auditors, and sessions of the Management Committee, the
Compliance Committee, the Risk Management Committee, etc., the Company
has shared with the Statutory Auditors various issues, including those of
compliance and risk management.

In addition, the Company has exerted its efforts to make better information
exchanges between the Statutory Auditors and the account auditors of the
Company and between the statutory auditors of its subsidiaries and the Internal
Audit Office and enhance cooperation between the Outside Directors and the
Outside Statutory Auditors by holding regular meetings.

By providing more opportunities to visit its business offices and subsidiaries
in and outside of Japan, the Company has enhanced the efficiencies of the
audits by the full-time Statutory Auditors, as well as the Outside Statutory
Auditors.

Measures for internal audits:

(@)

(b)

In accordance with its annual internal audit plan, the Company has specified
the "status of achievement of management targets", "schemes to prevent and
mitigate risks", "status of compliance™ and "effectiveness and efficiency of
business operations™ as key items of internal audits and conducted internal
audits of its business offices and subsidiaries in and outside of Japan. During
the fiscal year under review, internal audits of 19 departments in total,
comprising of 12 domestic departments and 7 overseas departments (including

15 affiliates), were conducted.

With regard to internal control over financial reporting, the Company has
evaluated the status of establishment and operation of the systems and schemes
(group-wide internal control) and the status of documentation and operation of
business processes (business process control) and has obtained confirmation
from the Committee for Evaluation of Internal Control over Financial
Reporting.
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(V)

(")

Measures for management of subsidiaries:

(@)

(b)

(©

The Company has formulated Regulations of Duties and Powers universally
applicable to the Company and its subsidiaries, and with regard to any issue
concerning any of the subsidiaries that is important to the Group, the Company,
following careful considerations at its Board of Directors, Management
Committee, Investment Committee, etc. in accordance with such regulations,
has made a decision.

The Company has been conducting a study on standardizing and unifying the
business processes and systems of the entire Group and centralizing clerical
work concerning employee's welfare programs or otherwise to make the
business operations of the Group more efficient.

Audits of the subsidiaries by the Statutory Auditors are as described in item
(iii) (b) above and internal audits of the subsidiaries are as described in item
(iv) (a) above. During the fiscal year under review, to increase the
effectiveness of audits by the statutory auditors of its subsidiaries, the
Company decided to implement, and started making transitions to, a system
where its employees, who were elected pursuant to the Affiliated Companies
Management Regulations and serve as Non-executive Statutory Auditors of
subsidiaries, belong to the AAudit & Supervisory Section for Group Companyo
established in the Internal Audit Office.

Fundamental policy on corporate control:

The Company has exerted its efforts to attain constant and sustainable growth to
secure and enhance the corporate value of the Group and the common interests of its
shareholders.

Hence, in the event that any party engages in any large purchase action with regard to
the shares of the Company and consequently, it threatens to prejudice the corporate
value of the Group and the common interests of its shareholders, it is the Company's
fundamental policy to take any appropriate measure to the extent permitted by laws or
ordinances and the Articles of Incorporation.
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CONSOLIDATED BALANCE SHEET
(As of March 31, 2018)

(million yen)
ASSETS

Current assets: 1,222,966
Cash and deposit 88,424
Notes and accounts receivable-trade 486,185
Inventories 535,636
Deferred tax assets 14,730
Other current assets 98,422

Allowance for doubtful accounts (432)
Fixed assets: 1,697,298
Tangible fixed assets 1,006,782
Buildings and structures 183,269
Machinery, equipment and vehicles 185,959
Land 579,743
Construction in progress 13,057
Other tangible fixed assets 44,753
Intangible fixed assets 20,768
Goodwill 6,723
Other intangible fixed assets 14,045
Investment and other assets 669,746
Investment securities 422,436
Investments in capital of affiliates 25,479
Long-term loans receivable 56,348
Assets for employees' retirement benefits 344
Deferred tax assets 50,066
Oil field premium assets 33,081
Other investments 82,054

Allowance for doubtful accounts (64)
TOTAL ASSETS 2,920,265

(Note) Figures are indicated by discarding fractions less than one million yen.
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(million yen)

LIABILITIES
Current liabilities: 1,162,717
Notes and accounts payable-trade 429,550
Short-term borrowings 142,873
Commercial paper 138,001
Current portion of bonds 25,000
Accounts payable, other 295,421
Accrued income taxes 27,542
Deferred tax liabilities 1,110
Allowance for bonuses 8,111
Other current liabilities 95,106
Long-term liabilities: 851,617
Bonds 40,000
Long-term debt 546,171
Deferred tax liabilities 10,933
Deferred tax liabilities upon revaluation 87,972
Liability for employees' retirement benefits 13,972
Reserve for repair works 27,112
Asset retirement obligations 49,178
Oil field premium liabilities 39,274
Other long-term liabilities 37,002
Total liabilities 2,014,335
NET ASSETS
Shareholders’ equity 702,839
Common stock 168,351
Additional paid-in capital 130,875
Retained earnings 403,745
Treasury stocks (133)
Accumulated other comprehensive income 165,861
Unrealized holding gains on other securities 10,105
Deferred gains (loss) on hedges (4,083)
Revaluation difference of land 158,171
Translation adjustments 919
Retirement benefit liability adjustment 748
Noncontrolling interests 37,228
Total net assets 905,929
TOTAL LIABILITIES AND NET ASSETS 2,920,265

(Note) Figures are indicated by discarding fractions less than one million yen.
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CONSOLIDATED STATEMENT OF INCOME
(April 1, 2017 to March 31, 2018)

(million yen)
Account Title Amount

Net sales 3,730,690
Cost of sales 3,236,808

Gross profit 493,882
Selling, general and administrative expenses 292,559

Operating income 201,323
Non-operating income

Interest income 4,624

Dividend income 2,796

Subsidy income 2,764

Equity in earnings of affiliates 27,229

Others 2,922 40,338
Non-operating expenses

Interest expenses 9,655

Others 5,689 15,345

Ordinary income 226,316
Extraordinary income

Gain on sales of fixed assets 1,711

Gain on sales of investment securities 414

Gain on sale of affiliate stock 12,136

Others 34 14,297
Extraordinary expenses

Impairment loss on fixed assets 8,727

Loss on sales of fixed assets 276

Loss on disposal of fixed assets 3,104

Ir;gsns on transition to defined contribution pension 13.810

Others 2,529 28,448
Income before income taxes 212,165
Income taxes - current 42,712
Income taxes - deferred 2,644 45,357
Net income 166,807
Net income attributable to noncontrolling interests 4,500
Net income attributable to owners of the parent 162,307

(Note) Figures are indicated by discarding fractions less than one million yen.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY, ETC.

(April 1, 2017 to March 31, 2018)

(million yen)
Shareholders' equity
Additional Retained Total
Common stock paid-in capital earnings Treasury stocks sha{e%hu(z{sers
Balance at April 1, 2017 108,606 71,131 249,549 (131) 429,156
Changes during the year
Issuance of new stock 59,744 59,744 119,489
Distribution of retained
earnings (12,316) (12,316)
Net income attributable to
owners of the parent 162,307 162,307
Change in scope of
consolidation 1,881 1,881
Acquisition of treasury
stock (1) (1)
Reversal of revaluation
difference of land 2,324 2,324
Change in items other than
shareholders' equity during
the year (net)
Total changes during the year 59,744 59,744 154,195 1) 273,683
Balance at March 31, 2018 168,351 130,875 403,745 (133) 702,839
Accumulated other comprehensive income e
- ota
UR;?S!:]Z; ‘ Deferred |Revaluation | 1 ,ocjovi- Rﬂﬁgﬁnt acc%%%'f‘ted Noncontroll-| Total net
gagtr;]se(r)n g(?r:nhse(cigg? dlf'felgenncfe of adjustments | liability compre- ing interests assets
securities adjustment ?ﬁggr';]’s
Balance at April 1, 2017 7,617 (7,713)| 155,541 318 (1,119)| 154,644 36,132 | 619,932
Changes during the year
Issuance of new stock 119,489
Distribution of retained
earnings (12,316)
Net income attributable to
owners of the parent 162,307
Change in scope of
consolidation 1,881
Acquisition of treasury
stock 1)
Reversal of revaluation
difference of land (2,324) (2,324) -
Change in items other than
shareholders' equity during
the year (net) 2,488 3,630 4,953 600 1,867 13,540 1,096 14,637
Total changes during the year 2,488 3,630 2,629 600 1,867 11,216 1,096 285,997
Balance at March 31, 2018 10,105 (4,083)| 158,171 919 748 | 165,861 37,228 | 905,929

(Note) Figures are indicated by discarding fractions less than one million yen.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Important matters forming the basis of preparation of consolidated financial
statements

1) Matters concerning the scope of consolidation

(i) Consolidated subsidiaries:
Number of consolidated subsidiaries: 64 companies

Names of major consolidated subsidiaries:
Idemitsu Tanker Co., Ltd.
Idemitsu Retail Marketing Co., Ltd.
Idemitsu Supervising Co., Ltd.
S.1. Energy Co., Ltd.
Idemitsu International (Asia) Pte. Ltd.
Idemitsu Apollo Corporation
Idemitsu Unitech Co., Ltd.
Idemitsu Petroleum Norge AS
Idemitsu Australia Resources Pty Ltd
Idemitsu Canada Resources Ltd.
Idemitsu Canada Corporation
SDS Biotech K.K.

(i) Non-consolidated subsidiaries:
Name of major non-consolidated subsidiary:
Idemitsu Lube Techno Co., Ltd.

Reason for excluding the non-consolidated subsidiaries from the scope of
consolidation:

The scale of business conducted by each of the non-consolidated
subsidiaries is small, and the total assets, net sales, net income or loss
(based on the Company's equity interest) and retained earnings (based
on the Company's equity interest) of each non-consolidated subsidiary
do not have a material impact on the consolidated financial statements.
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(iii) Company in which the Company holds a majority of voting rights but which is not
treated as a subsidiary:

Name of the company: Astomos Energy Corporation
Reason for not treating it as a subsidiary:

Astomos Energy Corporation has been determined to be a jointly
controlled company pursuant to Article 175 of the "Implementation
Guidance on the Accounting Standard for Business Combinations and
the Accounting Standard for Business Divestitures™ (the Accounting
Standards Board of Japan ("ASBJ") Accounting Standard
Implementation Guidance No. 10) and excluded from the scope of
consolidation to apply the accounting method similar to the equity
method.

2 Matters concerning the application of the equity method
(i) Non-consolidated subsidiaries and affiliates to which the equity method is applied:

Number of non-consolidated subsidiaries or affiliates to which the equity
method is applied: 29 companies

Names of the major companies:  Astomos Energy Corporation
Idemitsu Credit Co., Ltd.
PS Japan Corporation
Prime Polymer Co., Ltd.
Nghi Son Refinery and Petrochemical LLC
Showa Shell Sekiyu K.K.

(i)  Non-consolidated subsidiaries and affiliates to which the equity method is not
applied:

Names of the major companies:  Union Sekiyu Kogyo Co., Ltd.
Kuo Horng Co., Ltd.

Reason for not applying the equity method to such companies:

The net income or loss (based on the Company's equity interest) and
retained earnings (based on the Company's equity interest) of each
company have no significant impact on the consolidated financial
statements and is of no importance in general.

(iii) Special matter concerning the procedure to apply the equity method:

With regard to the equity method companies whose balance sheet dates do not
correspond to the consolidated balance sheet date, Showa Shell Sekiyu K.K. uses the
financial statements that are based on the temporary financial results obtained on the
consolidated balance sheet date, and other companies use the financial statements for
the companybds respective fiscal years.

Astomos Energy Corporation has applied the equity method to its subsidiaries.
Hence, the net incomes or losses (based on the company's equity interest) of the
subsidiaries are included in its income or loss.
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(3) Matters concerning changes in the scope of consolidation and the scope of application
of the equity method

(4)

()

(i)

Change in the scope of consolidation:
Number of new consolidated Two companies
subsidiaries:

Names of the new consolidated Idemitsu Lube Vietnam Co., Ltd.

subsidiaries: Idemitsu Lube Middle East & Africa FZE
Both companies are included in the scope
of consolidation with consideration for their
importance.

Number of subsidiaries excluded

. Five companies
from the scope of consolidation: P

Names of the subsidiaries Idemitsu Boggabri Coal Pty. Limited

exclud_ed f_rom the scope of Idemitsu Petroleum UK Ltd.
consolidation:

and three other companies

Idemitsu Boggabri Coal Pty. Limited is
excluded from the scope of consolidation
with consideration for its importance;
Idemitsu Petroleum UK Ltd. and three
other companies are excluded from the
scope of consolidation as a result of the
Companybs sale of the shares of such
companies.

(i)  Change in the scope of application of the equity method:

(i)

Not applicable
Matters concerning the fiscal years of consolidated subsidiaries
With regard to any consolidated subsidiary whose balance sheet date does not correspond
to the consolidated balance sheet date, the financial statements for the fiscal year of such
any consolidated subsidiary are used. However, with regard to any important
transaction that took place after the end of the relevant fiscal year and prior to the
consolidated balance sheet date, necessary adjustments are made for the purpose of
preparation of the consolidated financial statements.
Notes on accounting policies

Basis and method of valuation of major assets:

(a) Basis and method of valuation of securities:
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Bonds to be held to maturity:

At amortized cost (straight-line method)

Subsidiaries' stock and affiliates' stock:

Other securities:
Those with market value:

Those without market value:

At cost, determined by the moving average
method

At market value, which is determined by the
average of the closing market prices for one
month prior to the close of the fiscal year.
Revaluation differences are all transferred
directly to net assets.

Acquisition costs, which shall be compared
with market value, are determined by the
moving average method, in principle.

At cost, determined by the moving average
method

(b) Basis and method of evaluation of inventories:

At cost, determined by the gross average
method, in principle

The balance sheet values are calculated by
the write-down method based on declined
margins.

(c) Basis and method of evaluation of derivatives:

At market value

(i) Method of depreciation of important depreciable assets:

(@) Tangible fixed assets
(excluding lease assets):

(b) Intangible fixed assets
(excluding lease assets):

(c) Lease assets:

By the straight-line method, in principle

By the straight-line method, in principle;
provided, however, that software for
internal use is amortized by the straight-line
method on the estimated useful life of
internal use (five years).

By the straight-line method on the
assumption that the lease period is the useful
life of the property and the residual value is
zero

In addition, finance lease transactions which
do not transfer ownership, for which the
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commencement date of the transactions was
March 31, 2008 or theretofore, an
accounting method similar to the method for
ordinary lease transactions is applied.

(iii) Basis for accounting for important allowances and reserves:

(@) Allowance for doubtful accounts: To meet losses from loan default, the
Company sets aside an estimated
uncollectible amount, by taking into
consideration the actual loss rate in respect
of general credits and the individual
possibilities of collection in respect of
specific claims, such as probable non-
performing credits.

(b) Allowance for bonuses: To meet the payment of bonuses to
employees, the Company sets aside the
portion for the consolidated fiscal year
under review of an estimated amount of
bonuses to be paid in the future.

(c) Reserve for repair works: To meet the payment for repair expenses in
the future, the Company sets aside the
portion for the consolidated fiscal year
under review of an amount of expenses of
inspection and repair to be defrayed in
respect of the oil tanks and machinery and
equipment and vessels that require periodic
repairs in the future.

(iv) Method of important hedge accounting
(@) Method of hedge accounting: Deferral hedge accounting is applicable.
(b) Hedging instruments and hedged items:

Hedging instruments: Forward exchange contracts, foreign
currency debts payable, currency option
transactions, crude oil and petroleum
products swap  transactions,  futures
transactions, interest rate swaps, interest rate
and currency swaps, and option transactions.

Hedged items: Foreign currency receivables and payables,
foreign currency investment securities, crude
oil and petroleum products, equity interests in
overseas subsidiaries and debts payable.

(c) Hedging policy: The Company and some of its consolidated
subsidiaries, in accordance with their
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respective rules, carry out hedge transactions
within the scope of actual requirements to
hedge risk of price changes, interest rate and
currency fluctuations with regard to the
hedged items.

(d) Method of evaluating the effectiveness of a hedge:

(V) Amortization of goodwill:

The method of evaluating the effectiveness of
a hedge is to confirm the compliance of the
hedging instruments with the hedged items.
No evaluation is made as to the effectiveness
of any transaction in which important
conditions are common for the hedged assets
and liabilities or scheduled transactions and
price changes or cash flow changes are
assumed in advance to be offset upon the
commencement of the hedging and continue
to be offset thereafter.

Goodwill is amortized using the straight-line method over the estimated useful life of

goodwill (five years to 20 years).

(vi)  Other important matters forming the basis of preparation of consolidated financial

statements:

(a) Basis of translation of assets and liabilities denominated in foreign currencies into

the Japanese currency:

Foreign currency receivables and payables
are translated into Japanese yen at the spot
rate prevailing on the consolidated balance
sheet date and translation differences are
treated as gains and losses.  Assets and
liabilities of overseas subsidiaries are
translated into Japanese yen at the spot rate
prevailing on the consolidated balance sheet
date. Income and expenses are translated
into Japanese yen at the average rate for the
period and translation differences are
included in translation adjustments and
noncontrolling interests under the net assets
section on the consolidated balance sheet.

(b) Basis of accounting for liability for employees' retirement benefits:

To meet the payment of retirement benefits to
employees, the Company provides an amount
obtained by deducting the amount of plan
assets from retirement benefit obligations,
based on their respective estimated amounts
as of the end of the consolidated fiscal year
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under review, as a liability for employees'
retirement benefits.

Actuarial differences are treated as expenses,
based on the straight line method for a
specific period of years (ten years) not
exceeding the average remaining years of
service of employees, from the consolidated
fiscal year next following the consolidated
fiscal year when such differences occur.
Prior year service liabilities are treated as
expenses in a lump sum during the
consolidated fiscal year when such liabilities
occur.

Unrecognized actuarial differences, after
adjusting for taxes, are recognized as a
retirement benefit liability adjustment under
accumulated other comprehensive income in
the net assets section.

(c) Accounting treatment of deferred assets:
Bond issuance expenses and stock issuance
expenses are all treated as expenses upon
payment thereof.

(d) Accounting treatment of consumption taxes, etc.:
Consumption taxes and local consumption
taxes are excluded from each account subject
to such taxes.

(e) Oil field premium assets and liabilities:

With regard to premiums payable to the
assigner of the Snorre mining lot pursuant to
the agreement entered into upon the purchase
of the mining lot, the Company has estimated
an amount to be payable in the future based
on the crude oil reserves and crude oil futures
prices to recognize an amount after
deductions as oil field premium liabilities and
the same amount as oil field premium assets
simultaneously.  Oil field premium assets
will be depreciated in proportion to the yield
and oil field premium liabilities will be
accrued in the actual amount of payment.

(6) Change in accounting policies
Not applicable
@) Change in presentation methods

Not applicable
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(8) Change in accounting estimates
Not applicable
2. Notes to the consolidated balance sheet
1) Assets pledged and corresponding liabilities

Assets pledged

(i) Factory foundation mortgage:
Land 0337,963 million
(i) Other pledges:
Investment securities 08,088 million
Total 0346,051 million

In addition to the above, the Company pledged investment securities in Nghi Son
Refinery and Petrochemical LLC ("NSRP"), amounting to 082,672 million and long-
term loans receivable from NSRP, amounting to 052,751 million, as collateral for
NSRP's borrowings from financial institutions.

Liabilities with assets pledged
Factory foundation mortgage:

Accounts payable-other 064,574 million
Total 064,574 million

The accounts payable-other were related to payment of gasoline tax.
In addition to the above, although the factory foundation was subjected to a
revolving mortgage related to bank transactions, there were no substantial liabilities
with assets pledged.

(2) Accumulated depreciation of tangible fixed assets 02,145,422 million

3 Contingent liabilities

Guarantee of obligations 010,909 million
Management directive memorandums 053 million
Construction completion guarantee 0164,576 million
Total 0175,539 million

4 Land revaluation

In accordance with the Land Revaluation Act (Act No. 34, promulgated on March 31,
1998) of Japan and the Act to Amend Part of the Land Revaluation Act (Act No. 19,
promulgated on March 31, 2001) of Japan, the Company's land used for business is
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(i)

(i)
(iii)

4.

1)

revaluated and an amount equivalent to taxes on the difference on revaluation is
included in liabilities as "deferred tax liabilities upon revaluation™ and the difference
on revaluation minus the amount of such taxes is included in net assets as "revaluation
difference of land".

Method of revaluation:

Land revaluation is made in accordance with the method of calculation by making
reasonable adjustments to the assessed value of fixed assets as set forth in Article 2,
item 3 of the Ordinance to Implement the Land Revaluation Act (Cabinet Order No.
119, promulgated on March 31, 1998; the "Ordinance™), the method of calculation by
making reasonable adjustments to the land values that form the basis of land tax
calculations as set forth in Article 2, item 4 of the Ordinance, and appraisals by real

estate appraisers as set forth in Article 2, item 5 of the Ordinance.
Revaluation date: March 31, 2002

Difference of the market value at the end of the consolidated fiscal year under review
of the land revaluated and the book value thereof after such revaluation:

(0144,275 million)
Notes to the consolidated statements of income
Loss on transition to defined contribution pension plan
The Company transferred allowances previously provided as a part of employeeds
compensation packages to a defined benefits pension system in the consolidated fiscal
year under review and transitioned to a defined contribution pension system effective
April 1, 2018. The losses due to this transition are recorded as extraordinary
expenses.

Notes to the consolidated statement of shareholders' equity, etc.

Matters concerning the total number of issued shares

Increase in the Decrease in the Number of shares
number of shares | number of shares as of March 31,
during the year during the year 2018

Class of Number of shares as
shares of April 1, 2017

Shares of 160,000 thousand | 48,000 thousand 208,000 thousand

common stock shares shares shares

(Note)

(2)

The total number of issued shares increased by 48,000 thousand shares as a result of the
capital increase through public offering.

Matters concerning the number of shares of treasury stock

Increase in the Decrease in the Number of shares
number of shares | number of shares as of March 31,
during the year during the year 2018

Class of Number of shares as
shares of April 1, 2017

Shares of 47 thousand 47 thousand

0 thousand shares -

common stock shares shares
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(Note)  The number of shares of treasury stock increased by 0 thousand shares as a result of the
shareholders' requests for purchases by the Company of less-than-one-unit shares.

(3) Matters concerning the distribution of retained earnings
Q) Amount of payment for dividends, etc.:

Matters concerning the dividends determined by resolution at the meeting of the
Board of Directors held on May 15, 2017:

Aggregate amount of dividends 03,998 million
Amount of dividend per share 025

Record date March 31, 2017
Effective date June 8, 2017

Matters concerning the dividends determined by resolution at the meeting of the
Board of Directors held on November 14, 2017:

Aggregate amount of dividends 08,318 million
Amount of dividend per share 040

Record date September 30, 2017
Effective date December 7, 2017

(i) Dividends for which the record date falls during the consolidated fiscal year under
review but the effective date falls during the next consolidated fiscal year:

The following matters were determined by resolution at the meeting of the Board
of Directors held on May 15, 2018:

Aggregate amount of dividends 08,318 million
Amount of dividend per share 040

Record date March 31, 2018
Effective date June 7, 2018

5. Notes on financial instruments
(1) Matters relating to the status of financial instruments

The Group raises required funds (principally by bank loans and the issuance of bonds)
according to plant and equipment plans. The Group invests temporary surplus funds in
high-security deposits and others and raises short-term operating funds through bank loans
and commercial papers.

The Group utilizes derivatives to mitigate risk relating to its actual requirements and
engages in no speculative transaction.

To reduce clients' credit risks relating to notes and accounts receivable-trade, the Group
has stipulated its credit management rules and credit sales management rules. With
regard to investment securities, which are principally stocks of client companies with
which the Group has business ties, the market prices of listed stocks are recognized for
each quarter and with regard to unlisted stocks, the financial positions of the issuers are
recognized for each fiscal year.
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With regard to foreign currency accounts payable-trade relating to imports of raw
materials, the Group utilizes forward exchange contracts to reduce foreign currency risk.

To avert interest-rate risk relating to long-term loans payable, the Group engages in
interest rate swaps and fixes interest expenses. In addition, to reduce market risk relating
to crude oil and petroleum products, the Group engages in product swap transactions and
future transactions.

The Group engages in derivatives all in accordance with the policy approved for each
fiscal year based on its internal trading rules and within actual requirements.

Matters concerning current values, etc. of financial instruments

The following chart shows the consolidated balance sheet amounts of financial

instruments as of March 31, 2018, along with their current values and the variances:

(million yen)
Consolidated
balance sheet Current value Variance
amount

(1) Cash and deposit 88,424 88,424 —
(2) Notes and accounts receivable-trade 486,185 486,185 -
(3) Investment securities 208,612 208,332 (280)
(4) Long-term loans receivable 56,348 56,348 —
Total assets 839,570 839,289 (280)
(1) Notes and accounts payable-trade 429,550 429,550 —
(2) Short-term borrowings 142,873 142,873 —
(3) Commercial papers 138,001 138,001 —
(4) Current portion of bonds 25,000 25,000 —
(5) Bonds 40,000 40,354 354
(6) Long-term debt 546,171 548,095 1,923
Total liabilities 1,321,597 1,323,875 2,277
Derivatives (*) (7,752) (7,752) —

*) Net receivables and payables resulting from derivatives transactions are presented on

net base.
(Note)
Assets:

(1) Cash and deposit

The total net payables are presented in parentheses.

Matters concerning the calculation method of the current values of financial
instruments, as well as securities and derivatives:

The book value is used for deposits, as the current value is nearly equal to the book value

as a result of their short terms.

(2) Notes and accounts receivable-trade

The book value is used for these items, as the current value is nearly equal to the book
value as a result of their short settlement periods.
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(3) Investment securities

With regard to investment securities with market value, the current value of stocks is
determined by the price thereof traded on an exchange. For bonds, the value is
determined by the price announced by the Company's financial institutions. Unlisted
shares (0213,824 million) that have no market price are not included in the above table
as determining the market value is recognized as being extremely difficult.

(4) Long-term loans receivable

The current value is calculated from the present value of the future cash flow discounted
at a rate supposing a similar loan is newly extended.

Liabilities:

(1) Notes and accounts payable-trade, (2) Short-term borrowings, (3) Commercial papers, and
(4) Current portion of bonds

The book value is used for these items, as the current value is nearly equal to the book
value as a result of their short settlement periods.

(5) Bonds
The current value is based on the market price.
(6) Long-term debt

The current value is calculated from the present value of the total principal and interest
discounted at a rate supposing similar borrowings are newly conducted.

Derivatives:

The current value is calculated based on the forward exchange rate, the futures price and
the price and other information shown by the Company's counterparties.

6. Notes on real estate for lease, etc.
(1) Matters relating to the status of real estate for lease, etc.

The Company and some of its subsidiaries possess office buildings for lease, oil storage
tanks, commercial establishments, etc. (including land) in Tokyo, Osaka and other areas
in Japan and overseas. For the consolidated fiscal year under review, with regard to
real estate for lease, etc., income on lease was 0233 million (lease income and lease
expenses are accounted for in net sales and selling, general and administrative expenses,
respectively, in principle), loss on disposal and sales of fixed assets was 01,447 million
(accounted for in extraordinary income/expenses) and impairment loss on fixed assets
was 0494 million (accounted for in extraordinary expenses).
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(2) Matters concerning current values, etc. of real estate for lease, etc.
(million yen)
Consolidated balance sheet amount Current value

102,122 85,668

(Note 1) The consolidated balance sheet amount is an amount obtained by deducting
from the acquisition cost the accumulated depreciation of tangible fixed assets
and the accumulated loss on impairment.

(Note 2) The current value as at the close of the consolidated fiscal year under review
is an amount (including any adjustment made using indexes, etc.) calculated
by the Company principally in accordance with its "Real Estate Appraisal
Standards".

7. Notes on the information per share

(1) Net assets per share (yen): 4,177.40
(2) Netincome per share (yen): 845.17

(Note)  Diluted net income per share is not calculated for the consolidated fiscal year under
review because no dilutive shares exist.

8. Notes on asset retirement obligations
Asset retirement obligations recorded on the consolidated balance sheet:
(1) Summary of the asset retirement obligations:
Restitution obligations in connection with real estate lease agreements with regard to
land for facilities of service stations, expenses of removal of oil and coal production
facilities upon termination of production or mining rights and other items are reasonably
estimated and recorded as asset retirement obligations.
(2) Method of calculation of the amounts of the asset retirement obligations:
The periods projected prior to defrayment are based on, with regard to service stations,
the useful lives of principal facilities thereof and with regard to oil development, coal,

etc., mining lives from the commencement of operations. Applicable discount rates
range from 1.5% to 5.0%.
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(3) Changes in the total amount of the asset retirement obligations during the consolidated
fiscal year under review:

(million yen)
Balance at beginning of year 78,992
Increased amount in connection with the
e : . 99

acquisition of tangible fixed assets
Adjustments by lapse of time 2,787
Decreased amount as a result of asset retirement

e (382)
obligations
Increased (decreased) amount as a result of 139
changes in estimates (see Note 1)
Other increased (decreased) amount (see Note 2) (30,198)
Balance at end of year 51,437

(Note 1) During the consolidated fiscal year under review, the Company
changed estimates principally because it became clear that the expenses to be
incurred upon termination of production or mining rights by some overseas
consolidated subsidiaries would increase or decrease.  The increased
(decreased) amount comprises an increase of 02,246 million and a decrease of
02,107 million due to the abovementioned reason.

(Note 2) "Other increased (decreased) amount™ was generated principally by
the sale of overseas consolidated subsidiaries.
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NON-CONSOL IDATED BALANCE SHEET
(As of March 31, 2018)

(million yen)
ASSETS

Current assets: 963,483
Cash and deposit 18,785
Notes receivable-trade 207
Accounts receivable-trade 373,369
Merchandise and finished goods 258,505
Raw material and supplies 200,190
Prepaid expenses 3,007
Short-term loans receivable 27,944
Deferred tax assets 12,602
Other current assets 69,667
Allowance for doubtful accounts (797)
Fixed assets: 1,405,147
Tangible fixed assets 804,615
Buildings 47,917
Structures 62,137

Oil tanks 23,151
Machinery and equipment 79,390
Vehicles and transportation equipment 1,618
Tools, furniture and fixtures 5,379
Land 576,965
Construction in progress 8,055
Intangible fixed assets 11,327
Leasehold rights 8,285
Software 2,647
Other intangible fixed assets 394
Investments and other assets: 589,205
Investment securities 36,780
Investments in shares of affiliates 451,062
Long-term loans receivable 14,196
Deferred tax assets 41,051
Other investments 46,168
Allowance for doubtful accounts (54)
TOTAL ASSETS 2,368,631

(Note) Figures are indicated by discarding fractions less than one million yen.
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LIABILITIES
Current liabilities:

Accounts payable, trade
Short-term borrowings
Commercial paper
Current portion of bonds
Accounts payable, other
Accrued expenses
Advances received
Deposit received
Allowance for bonuses
Other current liabilities

Long-term liabilities:

Bonds

Long-term debt

Deferred tax liabilities upon revaluation
Retirement allowances for employees
Reserve for repair works

Other long-term liabilities

Total liabilities

NET ASSETS
Shareholders’ equity

Common stock
Additional paid-in capital
Capital reserve
Other additional paid-in capital
Retained earnings
Retained earnings reserve
Other retained earnings

Reserve for special depreciation

Reserve for loss on overseas investment, etc.
Reserve for deferred income tax on fixed assets
Retained earnings carried forward

Treasury stocks
Valuation and translation adjustments
Unrealized holding gains on other securities
Deferred gains (loss) on hedges
Revaluation difference of land
Total net assets

TOTAL LIABILITIES AND NET ASSETS
Figures are indicated by discarding fractions less than one million yen.

(Note)
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(million yen)

1,064,368
341,189
123,578
138,001
25,000
290,982
2,543
22,422
92,168
6,150
22,331
674,357
40,000
479,122
87,972
12,316
25,227
29,719

1,738,726

464,980
168,351
127,344
116,990
10,354
169,417
1,081
168,336
941
736
32,448
134,210
(133)
164,924
7,901
(1,148)
158,171
629,904
2,368,631



NON-CONSOL IDATED STATEMENT OF INCOME
(April 1, 2017 to March 31, 2018)

(million yen)
Account Title Amount

Net sales 2,746,981
Cost of sales 2,432,652

Gross profit 314,329
Selling, general and administrative expenses 210,534

Operating income 103,794
Non-operating income

Interest income 773

Dividend income 27,658

Subsidy income 2,764

Others 728 31,924
Non-operating expenses

Interest expenses 6,046

Loss on foreign exchange, net 53

Others 5,113 11,213

Ordinary income 124,505
Extraordinary income

Gain on sales of fixed assets 1,683

Gain on sales of investment securities 414

Gain on sale of affiliate stock 3,385 5,483
Extraordinary expenses

Impairment loss on fixed assets 1,713

Loss on sale of fixed assets 268

Loss on disposal of fixed assets 3,043

Loss on revaluation of affiliate stock 12,388

Loss on transition to defined contribution pension

plan 13,810

Others 1,155 32,379
Income before income taxes 97,608
Income taxes - current 1,994
Income taxes - deferred 4,344 6,338
Net income 91,270

(Note) Figures are indicated by discarding fractions less than one million yen.
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NON-CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY, ETC.

(April 1, 2017 to March 31, 2018)

(million yen)
Shareholders' equity
Additional paid-in capital Retained earnings
Total Other retained earnings
Common . Other ota Retained Reserve for | Reserve for i Total
stock Capital additional addl_tc;o_nal earnings Reserve for loss on deferred E::ﬁ; geg retained
reserve paid-in paig-in reserve special _overseas income tax ; % earnings
capital capital depreciation | investment, | on fixed carrie
etc. assets forward

Balance at April 1, 2017 108,606 57,245 10,354 67,599 1,081 1,254 424 33,449 51,932 88,140
Changes during the year

Issuance of new stock 59,744 59,744 59,744

Distribution of retained earnings (12,316) (12,316)

Net income 91,270 91,270

Acquisition of treasury stock

Additions to other retained earnings 349 1,126 (1,476) -

Reversal of other retained earnings (312) (36) (2,127) 2,476 -

Reversal of revaluation difference of

land 2,324 2,324

Changes in items other than

shareholders' equity during the year

(net)
Total changes during the year 59,744 59,744 - 59,744 - (312) 312 (1,000) 82,277 81,277
Balance at March 31, 2018 168,351 116,990 10,354 127,344 1,081 941 736 32,448 134,210 169,417
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(million yen)

Shareholders' equity Valuation and translation adjustments
Total . U_nreali;ed Deferred gains Revaluation Total valuat_ion Total net assets
Treasury stocks shareholders holding gains on difference of and translation
. o (loss) on hedges ;
equity other securities land adjustments
Balance at April 1, 2017 (131) 264,215 6,445 (2,824) 155,541 159,162 423,377
Changes during the year
Issuance of new stock 119,489 119,489
Distribution of retained earnings (12,316) (12,316)
Net income 91,270 91,270
Acquisition of treasury stock (1) (1) (1)

Additions to other retained earnings -

Reversal of other retained earnings -
Reversal of revaluation difference of
land 2,324 (2,324) (2,324) -
Changes in items other than

shareholders' equity during the year

(net) 1,455 1,676 4,953 8,086 8,086
Total changes during the year (1) 200,764 1,455 1,676 2,629 5,762 206,527
Balance at March 31, 2018 (133) 464,980 7,901 (1,148) 158,171 164,924 629,904

(Note) Figures are indicated by discarding fractions less than one million yen.
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

1. Matters concerning significant accounting policies
1) Basis and method of valuation of assets

(i) Basis and method of valuation of securities:

a. Bonds to be held to maturity: At amortized cost (straight-line method)
b. Capital stocks of affiliates: At cost, determined by the moving average
method

c. Other securities:

Those with market value: At market value, which is determined by the
average of the closing market prices for one
month prior to the close of the fiscal year.
Revaluation differences are all transferred
directly to net assets.

Acquisition costs, which shall be compared
with market value, are determined by the
moving average method.

Those without market value: At cost, determined by the moving average
method

(it) Basis and method of evaluation of inventories:

Merchandise and finished goods, and

Raw material and supplies: At cost, determined by the gross average
method, in principle (the balance sheet values
are calculated by the write-down method
based on declined margins).

(iii) Basis and method of evaluation of derivatives:

At market value
2 Method of depreciation of fixed assets

(i) Tangible fixed assets
(excluding lease assets): By the straight-line method

(if)  Intangible fixed assets
(excluding lease assets): By the straight-line method; provided,
however, that software for internal use is
amortized by the straight-line method on the
estimated useful life of internal use (five
years).
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(iii) Lease assets:

By the straight-line method on the assumption
that the lease period is the useful life of the
property and the residual value is zero.

In addition, finance lease transactions which
do not transfer ownership, for which the
commencement date of the transactions was
March 31, 2008 or theretofore, an accounting
method similar to the method for ordinary
lease transactions is applied.

3 Basis for accounting for allowances and reserves
(1)  Allowance for doubtful accounts: To meet losses from loan default, the
Company sets aside an estimated
uncollectible amount, by taking into

(i)  Allowance for bonuses:

(iii) Retirement allowances for employees:

(iv) Reserve for repair works:

consideration the actual loss rate in respect of
general credits and the individual possibilities
of collection in respect of specific claims,
such as probable non-performing credits.

To meet the payment of bonuses to employees,

the Company sets aside the portion for the
fiscal year under review of an estimated
amount of bonuses to be paid in the future.

To meet the payment of retirement benefits to
employees, the Company provides an amount
estimated to accrue at the close of the fiscal
year under review, based on the estimated
retirement benefit obligations and pension
plan assets as of the close of each such fiscal
year.

Actuarial differences are treated as expenses,
based on the straight line method for a
specific period of years (ten years) not
exceeding the average remaining years of
service of employees, from the fiscal year
next following the fiscal year when such
differences occur. Prior year service
liabilities are treated as expenses in a lump
sum during the fiscal year when such
liabilities occur.

To meet the payment for repair expenses in
the future, the Company sets aside the portion
for the fiscal year under review of an amount
of expenses of inspection and repair to be
defrayed in respect of the oil tanks and
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4) Method of hedge accounting
(i)  Method of hedge accounting:
(i)  Hedge instruments and hedged items:

Hedge instruments:

Hedged items:

(iii)  Hedging policy:

machinery and equipment that
periodic repairs in the future.

require

Deferral hedge accounting is applicable.

Forward exchange contracts, currency option
transactions, foreign currency debts payable,
futures transactions, crude oil and petroleum
products swap transactions, interest rate
swaps, interest rate and currency swaps, and
option transactions.

Foreign currency receivables and payables,
foreign currency investment securities, equity
interests in overseas subsidiaries, crude oil
and petroleum products and debts payable.

The Company, in accordance with its rules,
carries out hedge transactions within the
scope of actual requirements to hedge risk of
price changes, interest rate and currency
fluctuations with regard to the hedged items.
Trading volumes in interest rate swaps and
forward exchange contracts are limited
within actual requirements.

(iv) Method of evaluating the effectiveness of a hedge:

()

The method of evaluating the effectiveness of
a hedge is to confirm the compliance of the
hedging instruments with the hedged items.
No evaluation is made as to the effectiveness
of any transaction in which important
conditions are common for the hedged assets
and liabilities or scheduled transactions and
price changes or cash flow changes are
assumed in advance to be offset upon the
commencement of the hedging and continue
to be offset thereafter.

Other important matters forming the basis of preparation of financial statements

(1) Accounting treatment of deferred assets:

Bond issuance expenses and stock issuance
expenses are all treated as expenses upon
payment thereof.

(i) Accounting treatment of consumption taxes, etc.:
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Consumption taxes and local consumption
taxes are excluded from each account subject
to such taxes.

(6) Change in accounting policies
Not applicable

@) Changes in presentation methods

Not applicable

2. Notes to the non-consolidated balance sheet
1) Assets pledged and corresponding liabilities

Assets pledged
(1)  Factory foundation mortgage:
Land
(i) Other pledges:
Investment securities
Investments in shares of affiliates

0337,963 million

05,088 million
03,000 million

Total

0346,051 million

In addition to the above, the Company pledged investment securities (investments in
shares of affiliates) in Nghi Son Refinery and Petrochemical LLC ("NSRP"),
amounting to 090,645 million, as collateral for NSRP's borrowings from financial

institutions.

Liabilities with assets pledged
Factory foundation mortgage:
Accounts payable-other

064,574 million

Total

064,574 million

The accounts payable-other were related to payment of gasoline tax.

In addition to the above, although the factory foundation was subjected to a
revolving mortgage related to bank transactions, there were no substantial liabilities

with assets pledged.

2 Accumulated depreciation of tangible fixed assets
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3)

Contingent liabilities:

Guarantee of obligations 0129,199 million
Management directive memorandums 053 million
Construction completion guarantee 0164,576 million
Total 0293,829 million
4) Receivables from affiliates and payables to affiliates:
(i)  Short-term receivables from affiliates: 0169,465 million
(i)  Long-term receivables from affiliates: 014,196 million
(iii)  Short-term payables to affiliates: 0144,305 million
(iv) Long-term payables to affiliates: 0824 million
(5) Land revaluation
In accordance with the Land Revaluation Act (Act No. 34, promulgated on March 31,
1998) of Japan and the Act to Amend Part of the Land Revaluation Act (Act No. 19,
promulgated on March 31, 2001) of Japan, the Company's land used for business is
revaluated and an amount equivalent to taxes on the difference on revaluation is
included in liabilities as "deferred tax liabilities upon revaluation” and the difference
on revaluation minus the amount of such taxes is included in net assets as "revaluation
difference of land".
(i)  Method of revaluation:
Land revaluation is made in accordance with the method of calculation by making
reasonable adjustments to the assessed value of fixed assets as set forth in Article 2,
item 3 of the Ordinance to Implement the Land Revaluation Act (Cabinet Order No.
119, promulgated on March 31, 1998; the "Ordinance"), the method of calculation by
making reasonable adjustments to the land values that form the basis of land tax
calculations as set forth in Article 2, item 4 of the Ordinance, and appraisals by real
estate appraisers as set forth in Article 2, item 5 of the Ordinance.
(i)  Revaluation date: March 31, 2002
(iii) Difference of the market value at the end of the fiscal year under review of the land
revaluated and the book value thereof after such revaluation:
(0144,275 million)
3. Notes to the non-consolidated statement of income
1) Transactions with affiliates:
(i) Sales: 0726,150 million
(ii)  Purchases: 0385,307 million
(ili) Transactions other than ordinary business: 024,249 million
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2 Loss on transition to defined contribution pension plan

The Company transferred allowances previously provided as a part of employeeds
compensation packages to a defined benefits pension system in the fiscal year under
review and transitioned to a defined contribution pension system effective April 1,
2018. The losses due to this transition are recorded as extraordinary expenses.

4. Notes to the non-consolidated statement of shareholders' equity, etc.

Matters concerning the number of shares of treasury stock:

Increase in the Decrease in the | Number of shares
Number of shares
Class of shares as of April 1, 2017 number of shares | number of shares | as of March 31,

during the year during the year 2018
Shares of 47 thousand 47 thousand
0 thousand shares -
common stock shares shares

(Note) The number of shares of treasury stock increased by 0 thousand shares as a result of the
shareholders' requests for purchases by the Company of less-than-one-unit shares.

5. Notes on tax effect accounting

Principal components of deferred tax assets and deferred tax liabilities:

(Deferred tax assets) (million yen)
Tax loss carry forwards 39,617
Reserve for repair works 7,724
Tax effect on investments 7,686
Impairment loss on fixed assets 6,691
Retirement allowances for employees 5,965
Accounts payable upon transition to defined
contribution pension plan 4,168
Software 3,837
Estimated sales prices 2,761
Allowance for bonuses 1,883
Deferred loss on hedges 1,446
Business structure improvement expenses 404
Unrealized holding gains on other securities 24
Others 3,404
Subtotal of deferred tax assets 85,616
Valuation reserve (12,508)
Total deferred tax assets 73,107

(Deferred tax liabilities)

Reserve for deferred income tax on fixed assets (14,320)
Unrealized holding gains (loss) on other securities (3,453)
Deferred gains (loss) on hedges (939)
Reserve for special depreciation (415)
Reserve for loss on overseas investment (325)
Total deferred tax liabilities (19,454)
Net deferred tax assets 53,653
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6. Notes on the fixed assets used by lease

The notes are omitted because they are insignificant.
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7. Notes on transactions with related parties
Eatlo of \aogngh T ] End.of
rights owned by the ransaction nd-of-year
Attribute Trade name E:néwlﬁlltlglnSt%% Principal business (g,ompany (owned | Relationship Transaction amount A?tceonl#nt balance
y nthe (million yen) (million yen)
Company)(%)
Accommodation of
Idemitsu Investigation surplus funds 27,399 Deposit 27,356
- Australia A$106,698 exploration, (Note 1)
Subsidiary Resources Pty thousand development and 100.0 None Guarantee of
Ltd. sale of coals obligations (Note 2) 56,470 - -
Purchase of Accounts
Idemitsu Import, export and petroleum products, 202,764 payable- 31,365
h . . etc. (Note 3) trade
Subsidiar International US$245,156 | trading of crude oil, 1000 None
y (Asia) Pte. thousand petroleum ' Guarantee of
Ltd. products, etc. obligations (Note 4) 34,694 - -
Idemitsu Credit card and Collection of trade 1.015.038 Accounts
Affiliate Credit Co., 1,950 credit guarantee 50.0 None receivables ’(Not’e 6) receivable- 45,758
Ltd. business (Note 5) other
Prime Production and sale etr%?:lr?ecr)r:i cal Accounts
Affiliate Polymer Co., 20,000 of chemical 35.0 None Fp))roducts otc 98,262 receivable- 27,152
Ltd. products, etc. (Note?) trade
Nghi Son Oil refinery and Construction
- Refineryand | US$2,362,723 | production and sale . 164,576
Affiliate - - 35.1 None completion - -
Petrochemical thousand of petrochemical Note 8 (Note 9)
LLC oroducts guarantee (Note 8)

(Note 1) The Company determines whether to accommodate its surplus funds with consideration for market interest rates.

(Note 2) The Company guarantees obligations principally for bank loans.
(Note 3) The Company determines whether to purchase products, etc. with consideration for market prices, etc.
(Note 4) The Company guarantees obligations principally for purchasing goods.
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(Note 5) The Company receives from ldemitsu Credit Co., Ltd. part of the trade receivables of petroleum products, etc. for exclusive distributors (after offsets by
such exclusive distributors against credit receivables from Idemitsu Credit Co., Ltd.).

(Note 6) The transaction amount represents the total annual collection amount.

(Note 7) The Company determines whether to sell its products, etc. with consideration for market prices, etc.

(Note 8) The Company has provided a construction completion guarantee for the project finance in connection with the project of constructing the Nghi Son Refinery
and Petrochemical Complex. In addition, the Company pledged investment securities (investments in shares of affiliates) in Nghi Son Refinery and
Petrochemical LLC ("NSRP"), amounting to 090,645 million, as collateral for NSRP's borrowings from financial institutions.

(Note 9) The transaction amount represents the portion of the guarantee amount provided by the Company.

- 65 -



8. Notes on the information per share

@H)] Net assets per share (yen): 3,029.08
(2) Net income per share (yen): 475.26
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AUDITORS' REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS

INDEPENDENT AUDITORS' REPORT

May 11, 2018

To: The Board of Directors
Idemitsu Kosan Co., Ltd.

Deloitte Touche Tohmatsu LLC

Kappei Isomata (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

Dai Yamamoto (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

Motoyuki Suzuki (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

Naoaki Inagaki (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

We have audited the consolidated financial statements, namely, the consolidated
balance sheet, the consolidated statement of income, the consolidated statement of changes in
shareholders' equity, etc. and the notes to consolidated financial statements of Idemitsu Kosan
Co., Ltd. (the "Company"), applicable to its consolidated fiscal year from April 1, 2017 to
March 31, 2018 pursuant to Article 444, paragraph 4 of the Companies Act of Japan.

Management's Responsibility for Consolidated Financial Statements

The responsibility of the Company's management is to prepare and present properly
these consolidated financial statements in accordance with corporate accounting standards
generally accepted in Japan. This includes maintaining and improving internal control
considered necessary by management to prepare and present properly these consolidated
financial statements free of material misstatement by fraud or error.
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Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements
from an independent standpoint, based on our audit conducted. We conducted our audit in
accordance with auditing standards generally accepted in Japan. Those standards require us
to formulate an audit plan and conduct an audit based thereon to obtain reasonable assurance
about whether these consolidated financial statements are free of material misstatement.

In an audit, procedures are taken to obtain audit evidence as to the amount in
consolidated financial statements and disclosure thereof. Audit procedures, on our own
judgment, are selected and applied based on our risk assessment of material misstatement in
the consolidated financial statements by fraud or error. An audit is not contemplated to
express an opinion on the effectiveness of internal control. However, in assessing risk, we
assess internal control related to the preparation and proper presentation of these consolidated
financial statements to form a plan for adequate audit procedures according to conditions.
An audit also includes assessing the accounting policies and methods of application thereof
employed by management and estimates made by management, as well as evaluating the
overall consolidated financial statement presentation.

We believe that our audit provides sufficient and appropriate audit evidence forming
a basis for our opinion.

Opinion

We are of the opinion that the above consolidated financial statements present
properly the financial position and profit and loss of the corporate group comprised of
Idemitsu Kosan Co., Ltd. and its consolidated subsidiaries for the period related to the
consolidated financial statements in all material respects in conformity with the corporate
accounting standards generally accepted in Japan.

Interest

Our firm and the engagement partners do not have any interest in the Company which
should be disclosed under the provisions of the Certified Public Accountant Act of Japan.
-END -
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AUDITORS' REPORT ON THE NON-CONSOLIDATED FINANCIAL
STATEMENTS

INDEPENDENT AUDITORS' REPORT

May 11, 2018

To: The Board of Directors
Idemitsu Kosan Co., Ltd.

Deloitte Touche Tohmatsu LLC

Kappei Isomata (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

Dai Yamamoto (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

Motoyuki Suzuki (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

Naoaki Inagaki (seal)
Designated Unlimited Liability Partner,
Engagement Partner,

Certified Public Accountant

We have audited the non-consolidated financial statements, namely, the non-
consolidated balance sheet, the non-consolidated statement of income, the non-consolidated
statement of changes in shareholders’ equity, etc. and the notes to non-consolidated financial
statements, and the accompanying supplemental schedules of Idemitsu Kosan Co., Ltd. (the
"Company"), applicable to its 103rd fiscal year from April 1, 2017 to March 31, 2018 pursuant
to Article 436, paragraph 2, item 1 of the Companies Act of Japan.

Management's Responsibility for Financial Statements, etc.

The responsibility of the Company's management is to prepare and present properly
these financial statements and the accompanying supplemental schedules in accordance with
corporate accounting standards generally accepted in Japan. This includes maintaining and
improving internal control considered necessary by management to prepare and present
properly these financial statements and the accompanying supplemental schedules free of
material misstatement by fraud or error.
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Auditors' Responsibility

Our responsibility is to express an opinion on these non-consolidated financial
statements and the accompanying supplemental schedules based on our audit conducted.
We conducted our audit in accordance with auditing standards generally accepted in Japan.
Those standards require us to formulate an audit plan and conduct an audit based thereon to
obtain reasonable assurance about whether these non-consolidated financial statements and
the accompanying supplemental schedules are free of material misstatement.

In an audit, procedures are taken to obtain audit evidence as to the amount in non-
consolidated financial statements and accompanying supplemental schedules and disclosure
thereof. Audit procedures, on our own judgment, are selected and applied based on our risk
assessment of material misstatement in the non-consolidated financial statements and the
accompanying supplemental schedules by fraud or error. An audit is not contemplated to
express an opinion on the effectiveness of internal control. However, in assessing risk, we
assess internal control related to the preparation and proper presentation of these non-
consolidated financial statements and the accompanying supplemental schedules to form a
plan for adequate audit procedures according to conditions. An audit also includes assessing
the accounting policies and methods of application thereof employed by management and
estimates made by management, as well as evaluating the overall presentation of these non-
consolidated financial statements and the accompanying supplemental schedules.

We believe that our audit provides sufficient and appropriate audit evidence forming
a basis for our opinion.

Opinion

We are of the opinion that the non-consolidated financial statements and the
accompanying supplemental schedules referred to above present properly the financial
position and profit and loss of the Company for the period related to the non-consolidated
financial statements and the accompanying supplemental schedules in all material respects in
conformity with the corporate accounting standards generally accepted in Japan.

Interest

Our firm and the engagement partners do not have any interest in the Company which
should be disclosed under the provisions of the Certified Public Accountant Act of Japan.
-END -
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THE BOARD OF STATUTORY AUDITORS' AUDIT REPORT

AUDIT REPORT

We, the Board of Statutory Auditors of the Company, based on the audit report

prepared by each Statutory Auditor on the performance by the Directors of their duties during
the 103rd fiscal year from April 1, 2017 to March 31, 2018, have prepared this audit report
upon deliberation and hereby report as follows:

1.

Method of audit by the Statutory Auditors and the Board of Statutory Auditors and the
particulars thereof:

(1) The Board of Statutory Auditors determined the audit policy, assignment of duties among
them, etc., received from each Statutory Auditor reports on the state of his performance
of audits and the results thereof, and also received from the Directors, etc. and the account
auditors Deloitte Touche Tohmatsu LLC (the "Account Auditors™) reports on the state
of performance of their duties and demanded their explanations whenever necessary.

()

Each Statutory Auditor, pursuant to the rules of audits by the Statutory Auditors
determined by the Board of Statutory Auditors and in accordance with the audit policy,
assignment of duties among them, etc., maintained constant communication with the
Directors, the Internal Audit Office and other employees, etc. in an effort to collect
information and improve the environment for auditing and conducted our audits in the
following methods:

(a)

(b)

We attended meetings of the Board of Directors and other important meetings,
received from the Directors and employees, etc. reports on the state of performance
of their duties, demanded their explanations whenever necessary, inspected
important decision documents, etc., and made investigation into the state of
activities and property at the head office and principal business offices of the
Company. With regard to its subsidiaries, we maintained constant
communication and exchanged information with the directors, statutory auditors,
etc. thereof and required the subsidiaries to render reports on their business
operations whenever necessary.

With regard to the details of the resolutions of the Board of Directors for
establishing systems to secure that the performance by the Directors of their duties
will comply with laws or ordinances and the Articles of Incorporation as described
in the business report and such other systems provided for in Article 100,
paragraphs 1 and 3 of the Regulations to Enforce the Companies Act of Japan as
necessary to secure the adequacy of business of a corporate group comprising a
joint-stock corporation and its subsidiaries, as well as the systems (internal control
systems) established pursuant to such resolutions, we received from the Directors,
employees, etc. reports on a regular basis, demanded their explanations whenever
necessary, and expressed our opinions, on the status of the formulation and
operation of the systems.  With regard to internal control over financial reporting,
we received from the Directors, etc. and the Account Auditors reports on the state
of evaluation and audits of the internal control and demanded explanations

-71-



(©)

(d)

whenever necessary.

With regard to the fundamental policy under Article 118, paragraph 3, item (a) of
the Ordinance for Enforcement of the Companies Act as described in the business
report, we, taking into consideration the deliberations thereof, etc. by the Board of
Directors or otherwise, investigated the content thereof.

We also monitored and verified whether the Account Auditors had maintained an
independent position and conducted adequate audits, and received from the
Account Auditors reports on the state of performance of their duties and demanded
their explanations whenever necessary. In addition, we received from the
Account Auditors a notice that "systems to secure adequate performance of duties”
(as listed in the items of Article 131 of the Rules of Corporate Accounting) had
been established in accordance with the "Standard for Quality Control Concerning
Audits” (the Accounting Standards Board of Japan, October 28, 2005) and
demanded their explanations whenever necessary.

In accordance with such methods, we investigated the business report and its

supplemental schedules, the non-consolidated financial statements (the non-consolidated
balance sheet, the non-consolidated statement of income, the non-consolidated statement of
changes in shareholders' equity, etc. and the notes to non-consolidated financial statements)
and their accompanying supplemental schedules, as well as the consolidated financial
statements (the consolidated balance sheet, the consolidated statement of income, the
consolidated statement of changes in shareholders' equity, etc. and the notes to consolidated
financial statements), for the fiscal year under review.

2.  Results of audit:

(1) Results of audit of the business report, etc.:

We are of the opinion:

(@)

(b)

(©)

(d)

That the business report and its supplemental schedules present fairly the state of the
Company in accordance with laws or ordinances and the Articles of Incorporation;

That in connection with the performance by the Directors of their duties, no dishonest
act or material fact of violation of laws or ordinances or the Articles of Incorporation
exists;

That the details of the resolutions of the Board of Directors on internal control
systems are proper and that the descriptions in the business report and the
performance by the Directors of their duties concerning such internal control systems
contain nothing to be pointed out. With regard to internal control over financial
reporting, we have received from the Directors, etc. and the Account Auditors reports
that there exists no material inadequacy to be disclosed at the time of preparing this
audit report; and

That the fundamental policy on the ideal of the persons who shall control the

determination of financial and business policies of the Company as described in the
business report contains nothing to be pointed out.
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(2) Results of audit of the non-consolidated financial statements and their accompanying
supplemental schedules:

We are of the opinion that the method and results of the audit made by the Account
Auditors are proper.

(3) Results of audit of the consolidated financial statements:

We are of the opinion that the method and results of the audit made by the Account
Auditors are proper.

May 14, 2018

The Board of Statutory Auditors
Idemitsu Kosan Co., Ltd.

Takanori Kuniyasu (seal)
Full-time Statutory Auditor

Sakae Hirano (seal)
Full-time Statutory Auditor

Taigi Ito (seal)
(Outside) Statutory Auditor

Shoichiro Niwayama (seal)
(Outside) Statutory Auditor

-END -
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