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FIVE—YEAR SUMMARY
Neturen Co., Ltd. and Consolidated Subsidiaries
Five years ended March 31

Thousands
Millions of yen of U.S.
dollars
2014 2015 2016 2017 2018 2018
Netsales.....ooovviiiiiiiiiiiiinian, ¥46,997 ¥46,895 ¥42.905 ¥43,396 ¥48,980 $461,036
Operating income...................... 3,686 3,001 2,145 3,003 3,656 34,420
Profit (10SS).....oovviiiiiiiiiieieinnns 3,390 2,520 (411) 3,096 3,479 32,749
Profit (loss) attributable to
owners of parent........................ 2,939 2,105 (687) 2,834 3,003 28,273
Comprehensive income............... 7,208 5,460 (3,203) 2,671 4,768 44,883
Total assets..........c.coevviiieiininnn. 78,374 81,828 76,610 76,230 82,571 777,219
Total Net assets............ceoevennn... 61,658 66,176 62,202 63,319 66,120 622,372
Per share of common stock...........
Profit (10SS)......covvieiinnnnnn. ¥ 68.96 ¥49.41  ¥(16.12) ¥66.98 ¥72.73 $0.68
Cash dividends..................... 18.00 14.00 14.00 25.00 22.00 0.21
Stockholders’ equity............... 1,325.53 1,411.70 1,322.16 1,381.64 1,458.40 13.73

Notel: U.S. dollar amounts in this report are translated from Japanese yen, for convenience only, at the rate of ¥106.24=USS$1.
2: The fiscal year ended March 31, 2017 dividend includes a one time commemorative dividend of ¥4.00 per share.
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TO OUR SHAREHOLDERS

The Group, consisting of the Company (Neturen Co., Ltd.), 18 subsidiaries and 4 affiliates, manufactures and sells prestressing
steel bars and deformed steel bars for prestressed concrete used in civil engineering and construction; Induction Heated, —Quenched
and Tempered Wire (ITW) used mainly for suspension springs of automobiles and motorcycles, auto parts and construction machine
parts; and induction heating equipment for various industries. The group also provides heat treatment services for major critical safety
parts of automobiles, machine tools and construction equipment.

(1) Activities and Results

During the fiscal year ended March 31, 2018, Japan’s economy followed a moderate recovery trend overall. In the global
economy, economic conditions in the United States and Europe remained relatively solid while there was sign of economic turnaround
in China, including infrastructure investments that lead to demand for construction equipment and increase in demand for smartphones
that lead to investment in machine tools and industrial equipment.

Under such circumstances, the Group strove to reinforce its management base and further increase corporate value by
implementing growth strategies—aggressive overseas business expansion and innovation in the areas of management, technology,
production, functions, and human resources development—focusing on the 13th mid-term management plan, “Global Innovation
70th.”

As a result, net sales for the fiscal year under review were ¥48,980 million (up 12.9% year over year), with operating income at
¥3,656 million (up 21.8% year over year) and ordinary income at ¥4,165 million (up 16.1% year over year). Net income attributable to
owners of parent was ¥3,003 million (up 6.0% year over year).

Status by business segment

a. Specialty Steel and Wire Products Division

Sales for civil engineering and construction-related items dropped year over year due partly to decline in demand for precast piles
and slow growth in numbers of new condominiums and other buildings being built where many of our products are used.

Meanwhile, sales volume of ITW high-strength spring steel wire increased from a year earlier because sales in China, Europe,
United States and Japan remained steady.

As a result, net sales for the fiscal year under review were ¥21,282 million (up 3.4% year over year). Operating income was
¥1,562 million (down 2.5% year over year) as a result of activities to reduce costs.

b. Induction Heating Division

Sales of services related to induction heat treatment increased from a year earlier due to a solid increase in orders from the
automobile and machine tools industry. Sales of auto-parts-related segments were flat from a year earlier.

Sales of products related to construction machine parts also increased year over year due to solid increase in orders in Japan and
China. Sales of induction-heating equipment increased from a year earlier due to increase in sales in Japan and China.

As a result, sales in this segment were ¥27,569 million (up 21.5% year over year) and operating income was ¥2,034 million (up

51.6% year over year).

¢. Others
This segment covers activities such as real estate leasing business that are not included in the reportable segments.
Rental properties owned by the Company are stably contributing to the business performance although the contribution is small.

As a result, sales in this segment were ¥128 million (up 3.2% year over year) and operating income was ¥59 million (up 1.3%

year over year).



(2) Cash Flow
At the end of the fiscal year under review, balance of cash and cash equivalents amounted to ¥12,507 million (down ¥591 million
year over year).

a. Cash Flow Provided by Operating Activities
Net cash provided by operating activities amounted to ¥6,483 million (¥4,985 million income for the previous fiscal year).
This was caused mainly by increase in net income before income taxes of ¥4,645 million and increase in trade payables of ¥1,764
million.

b. Cash Flow Used in Investing Activities
Net cash used in investing activities amounted to ¥5,880 million (¥3,263 million expenditure for the previous fiscal year).
This was caused primarily by payments for purchases of property, plant and equipment totaling ¥4,650 million and payments for
purchase of shares of subsidiaries resulting in change in scope of consolidation ¥1,372 million, despite proceeds from sales and
redemption of investment securities ¥959 million.

c. Cash Flow Used in Financing Activities
Net cash used in financing activities amounted to ¥1,370 million (¥2,589 million expenditure for the previous fiscal year).
This was mainly due to payments for cash dividends paid ¥1,200 million and payments for purchase of treasury shares ¥683
million, despite proceeds from long-term loans payable ¥987 million.

(3) Equipment Investment

The Group (the Company and its consolidated subsidiaries) has focused on making capital expenditures for new products and
businesses as well as to meet orders received. To cope with changes in business environment, the group has also invested in
rationalization. We are rigorously reviewing the effects of individual equipment investments by establishing standards for returns on
investments.

The Group finances capital investments mainly with funds on hand. However, when large investments such as the establishment of
a new subsidiary or construction of a new plant are necessary, capital investments are made using external funds.

In the fiscal year under review, equipment investment amounted to ¥4,766 million on a consolidated basis.

(4) Issues for the Coming Term

Although the Japanese economy is trending through a moderate recovery, economic trends both in Japan and abroad remain
unpredictable and operating environment surrounding the Group remains uncertain. Under such circumstances, the Group will address
the following issues in order to achieve consolidated business targets set forth in the 14th mid-term management plan “Accomplish
V-20.”

1. Rapid development and market introduction of New Technologies, New Products and New Businesses

Rapid development of New Technologies & New Products that have been ascetained of it’s marketability and business scheme.
Incorporation of market needs by expansion and utilization of our global network, and realization of new businesses that acquire swift
returns.

At the same time, carry out development of business creating activities which will lead to the next generation from mid to
long-term perspective.
2. Securing and fostering global human resources who will forge the present and future of our Group

In order to secure and grow multifaceted and flexible human resources from companywide perspective, We will build and execute
human resource development system from companywide perspective. We will also reinforce functions and organizations that support
“work-style reform” which foster and promote diverse human resources.
3. Building a Global Structure for Safety, Quality and CSR Activities

To connect the entire company for Safety, Quality and CSR activities, where information is shared immediately companywide and
build a system that can take quick countermeasures .

As a global company, all and every employee understands and acts on compliance, and is committed to building a Company with

high social credibility.

Shigeru Mizoguchi
President



FORMULATION OF THE 14th MID-TERM MANAGEMENT PLAN

Formulation of the 14™ Mid-Term Management Plan, “Accomplish V-20”
In March 2018, the Neturen Group formulated its 14th mid-term management plan, “Accomplish V-20”

Basic Policy: Finalization of “NETUREN VISION 2020” and building the foundation for further evolution

Through linkage of People, Goods and Information, We will thoroughly promote overall optimization of Four basic strategies in
realizing VISION 2020: "Technological innovation", "Business creation", "Global expansion”, "Strengthening & substantiating
Personnel & Management", and with reinforced activities further enhance our "Evolutionary Power" which are to be the additional
development source for the next generation.

Pillar 1: Rapid development and market introduction of new technologies, new products, and new businesses
Pillar 2: Securing and fostering global human resources who will forge the present and future of our Group
Pillar 3: Building a Global Structure for Safety, Quality and CSR Activities

*NETUREN VISION 2020 illustrates the Company’s future vision toward realizing the Neturen Group’s management
philosophy with high-frequency induction heat (IH) treatment technology as it’s base.
In order to realize our management philosophy, we focus on the following measures.
(DReinforcement and promotion of technology development capabilities
(@New product development and new business formation
(@Global business expansion
(DReinforcement of organizational structure and wholly optimal operation

Slogan: “Accomplish V-20”

Strong determination to complete the 14th medium-term business plan is needed to bring “NETUREN VISION 2020 to fruition
and make NETUREN a company that continues to evolve into the future. We have adopted the slogan to reflect our determination to
accomplish the plan by fully understanding the policy and purpose of the activities and making company-wide efforts.

Target Period
Three years from April 2018 to March 2021

Consolidated Management Targets

FY2018 FY2021
Results Targets
Net sales ¥489billion ¥570billion
Operating income ¥36billion ¥45billion
Operating income ratio 7.5% 7.9%
ROA(Return on Assets) 5.2% over 7%
ROE(Return on Equity) 5.1% over 6%
m Net sales e Operating income —fi=0perating income ratio
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CONSOLIDATED BALANCE SHEET

Neturen Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2017 and 2018

Thousands of

ASSETS
Current assets:

Cash and depositS(NOte4d)........ovviviiiiiiiiiiiiiiie e
Notes and accounts receivable-trade(Note4).....................
Electronically recorded monetary claims(Note4)...............
Inventories (NOte3)......iveiriieiiiiie i e,
Deferred tax assets (NOtE7)......oovieiirieriiiaiiiiiieennnns

Total current assetS.........o.eevviiieiiniiiineeeneenns..

Non-current assets:
Property, plant and equipment:

Total property, plant and equipment....................

Intangible assets:

Leasehold right.........ccoooviiiiiiiiiiii e
GoodWill. ...

Total intangible assets
Investments and other assets:

Investment securities (Note4,5).......ccoveeviiiiiiiiiiiiinnann..
Net defined benefit asset...........c.ocoovviiiiiii i,

Total assets.........ooviiiiii i

See Notes to Consolidated Financial Statements.

Millions of yen U.S. dollars
(Note2)
2017 2018 2018

¥14,313 ¥14,110 $132,818
11,464 12,293 115,711
3,384 3,907 36,776
3,689 4,605 43,353
421 467 4,404
1,159 1,487 13,999
34,433 36,872 347,063
9,811 9,933 93,503
19,312 20,086 189,067
45,060 47,844 450,346
1,130 1,948 18,341
2,510 2,644 24,892
(49,186) (51,477) (484,539)
28,639 30,980 291,611
832 744 7,008
— 1,282 12,071
157 152 1,432
989 2,179 20,513
11,819 11,825 111,313
— 103 978
24 38 361
433 653 6,147
(109) (81) (769)
12,167 12,539 118,030
41,796 45,699 430,155
76,230 82,571 777,219




CONSOLIDATED BALANCE SHEET
Neturen Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2017 and 2018

Thousands of

Millions of yen U.S. dollars
(Note2)
2017 2018 2018
LIABILITIES
Current liabilities:
Notes and accounts payable-trade(Note4)...........c.cocevverinnininnn. ¥2,403 ¥3,046 $28,679
Electronically recorded obligations(Note4).............cocvvvieininn. 3,841 5,083 47,847
Short-term loans payable (NOt€6)..........ccovvviieiiiiiiiniiinineen. 1,444 1,478 13,921
Lease obligations (NOt€6).........ouvueriniiiieiiiiieieieaeeene, 25 29 273
Income taxes payable (NOte7).........cocoeviviiiiiiiiiiiiiinnienne, 373 672 6,331
Deferred tax liabilities (NOt€7)......ouvueueriieiiiiiieiiiieeienen, 1 0 2
Provision for bonuSes. ............cooiuiiiiii i 646 619 5,832
OtheT. .o 2,018 2,667 25,107
Total current liabilitieS............oovviiiiiiiiiii e, 10,753 13,598 127,994
Non-current liabilities:
Long-term loans payable(INOte6)...........cocoeveviniiiiiiiiinininnnnn 212 785 7,394
Lease obligations (NOt€6)........o.vuiveiiiiiiniiiiiieie e, 44 58 551
Net defined benefit liability (Notel11)..........ccooviiiiinninn.., 924 899 8,466
Deferred tax liabilities (NOtE7).....ovieieiiieiiieiie e, 746 1,006 9,472
OtheT. .o 228 102 966
Total non-current liabilities......................coooeieinn.. 2,157 2,852 26,852
NET ASSETS
Shareholders’ equity:
Capital StOCK. .. .ottt 6,418 6,418 60,413
Capital SUIPIUS.....vieie i 4,763 4,758 44,792
Retained earnings. ... ....o.vuevniniiniieie e e 46,718 48,521 456,714
Treasury Shares..........ooouiiiiiii i, (1,777) (2,461) (23,169)
Total shareholders’ equity..........cocevviviviiniiiiniininnnn, 56,121 57,236 538,751
Accumulated other comprehensive income:
Valuation difference on available-for-sale securities.................. 1,270 1,541 14,512
Foreign currency translation adjustment......................oeveninn. 283 1,093 10,293
Remeasurements of defined benefit plans.............................. (138) (66) (626)
Total accumulated other comprehensive income............ 1,415 2,568 24,178
Non-controlling interests...................cooiiiiiiiiiiiiii 5,782 6,315 59,442
Total NEt ASSETS. . .vtit it 63,319 66,120 622,372
Total liabilities and net assets.........................ooiii 76,230 82,571 777,219




CONSOLIDATED STATEMENT OF INCOME
Neturen Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2017 and 2018

AND COMPREHENSIVE INCOME

Thousands of
Millions of yen U.S. dollars
(Note2)
2017 2018 2018
Net Sales. ... ¥43,396 ¥48,980 $461,036
Costofsales..............oooiiiiiiiiiiii 33,147 37,799 355,794
GrOSS Profit......oviieieiiii e 10,249 11,180 105,242
Selling, general and administrative expenses (NoteS8)........... 7,245 7,524 70,821
Operating iNCOME. .......oueueeiieetieiiaiienineeeneenenann, 3,003 3,656 34,420
Non-operating income
Interest and dividend income...................coooiiiiin 255 257 2,426
Share of profit of entities accounted for using equity method. 282 148 1,396
Gain on Step aCqUISILIONS. ....vvveereniieitietie e ieeieiiieeanes — 1,221 11,493
Gain on sales of investment securities............................ 225 369 3,476
Subsidy INCOME. .....vuiiieiiii e 2 636 5,994
IMpairment 10SS.......ovvviiii e e (11 (1,134) (10,681)
Compensation for damage...............coeviiiiiiiiiiinninnnnn, — (428) (4,030)
Other net (NOte9).....oovveiiiiii i (36) (81) (765)
Other income (expenses) - net.............c.ocovevieiiiiiiinneaeen. 716 989 9,310
Profit before income taxes.............ooeeiiiiiiiiiiiian... 3,720 4,645 43,730
Income taxes (Note7)
CULTENE. .. e e (833) (1,078) (10,151)
Deferred. ..o 209 (88) (829)
Total income taxes...............cooviiiiiiiiiiiii i, 623 1,166 10,981
Profit ... ..o 3,096 3,479 32,749
Profit attributable to:
Profit attributable to owners of parent............................ 2,834 3,003 28,273
Profit attributable to non-controlling interests..............c....... 261 475 4,476
Other comprehensive income (Notel0)
Valuation difference on available-for-sale securities............ 950 268 2,530
Foreign currency translation adjustment......................... (1,197) 640 6,025
Remeasurements of defined benefit plans, net of tax........... &5 71 676
Share of other comprehensive income of entities accounted
for using equity method...............oeiiiiiiiiii (263) 308 2,899
Total other comprehensive income................................. (424) 1,289 12,133
Comprehensive income....................cooiiiiii 2,671 4,768 44,883
Comprehensive income attributable to:
Comprehensive income attributable to owners of parent............... 2,840 4,157 39,131
Comprehensive income attributable to non-controlling interests...... (169) 611 5,752

See Notes to Consolidated Financial Statements



CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS
Neturen Co., Ltd. and Consolidated Subsidiaries

Years ended March 31,2017 and 2018

Millions of yen
Shareholders’ equity
Capital stock Capital Retained Treasury Total
surplus earnings shares shareholders’
equity
Balance at March 31, 2016....... ¥6,418 5,528 44,485 (1,670) 54,761
Changes of items during period
Dividends of surplus............ (596) (596)
Profit attributable to
owners of parent................ 2,834 2,834
Purchase of treasury shares...... (872) (872)
Retirement of treasury shares... (765) 765 —
Change of scope of consolidation 4 4
Other......coooviiiiiiiiiiii
Balance at March 31, 2017...... 6,418 4,763 46,718 1,777) 56,121
Changes of items during period...
Dividends of surplus............ (1,200) (1,200)
Profit attributable to
owners of parent................ 3,003 3,003
Purchase of treasury shares...... (683) (683)
Disposal of treasury shares...... 0 0 0
Capital increase of consolidated
Subsidiaries........................ “) “4)
Other......ccoovviiiiiiiiiii
Balance at March 31, 2018... 6,418 4,758 48,521 (2,461) 57,236
Thousands of U.S. dollars (Note2)
Shareholders’ equity
Capital stock Capital Retained Treasury Total
surplus earnings shares shareholders’
equity
Balance at March 31, 2017...... $60,413 44,833 439,743 (16,735) 528,255
Changes of items during period
Dividends of surplus............ (11,301) (11,301)
Profit attributable to
owners of parent................ 28,273 28,273
Purchase of treasury shares...... (6,434) (6,434)
Disposal of treasury shares...... 0 0 0
Capital increase of consolidated
Subsidiaries........................ 41) 41)
Other......coooviiiiiiiiiiii
Balance at March 31, 2018...... 60,413 44,792 456,714 (23,169) 538,751




Millions of yen

Accumulated other comprehensive income

Valuation difference ~ Foreign currency ~ Remeasurements
on available-for-sale translation of defined Non-controlling Total
securities adjustment benefit plans interests net assets
Balance at March 31, 2016...... ¥335 1,479 (224) 5,849 62,202
Changes of items during period
Dividends of surplus............ (596)
Profit attributable to
owners of parent................ 2,834
Purchase of treasury shares...... (872)
Retirement of treasury shares... —
Change of scope of consolidation 4)
Other........ooovviiiiiiiniin 934 (1,196) 85 (67) (243)
Balance at March 31, 2017...... 1,270 283 (138) 5,782 63,319
Changes of items during period
Dividends of surplus............ (1,200)
Profit attributable to
owners of parent................ 3,003
Purchase of treasury shares...... (683)
Disposal of treasury shares....... 0
Capital increase of consolidated
Subsidiaries........................ “)
Other........ooovvvviiiiinnin 271 809 71 532 1,686
Balance at March 31, 2018...... 1,541 1,093 (66) 6,315 66,120
Thousands of U.S. dollars (Note2)
Accumulated other comprehensive income
Valuation difference ~ Foreign currency  Remeasurements
on available-for-sale translation of defined Non-controlling Total
securities adjustment benefit plans interests net assets
Balance at March 31, 2017...... $11,955 $2,669 $(1,303) $54,430 $596,006
Changes of items during period
Dividends of surplus............ (11,301)
Profit attributable to
owners of parent................ 28,273
Purchase of treasury shares...... (6,434)
Disposal of treasury shares....... 0
Capital increase of consolidated
Subsidiaries.................ooeuens 1)
Other........ooovvvviiiiiiiiiin 2,557 7,624 676 5,012 15,870
Balance at March 31, 2018...... 14,512 10,293 (626) 59,442 622,372




CONSOLIDATED STATEMENT OF CASH FLOWS

Neturen Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2017 and 2018

Thousands of
Millions of yen U.S. dollars
(Note2)
2017 2018 2018
Cash flows from operating activities:

Profit before iInCOMeE taxes.........c.oovviiiiiiiiiiiiieiineennn, ¥3,720 ¥4,645 $43,730
DePreciation. ... .oveuieeit it 2,739 2,897 27,270
Impairment 10SS........cvviiiniiii i 11 1,134 10,681
Amortization of goodwill................c.co — 103 978
Increase (decrease) in provision for bonuses..................... 129 27) (256)
Decrease (increase) in net defined benefit asset................. — 17 166
Increase (decrease) in net defined benefit liability.............. 70 78 740
Interest and dividend income..............ccocvviiiiiiiiiininnn. (162) 197) (1,860)
Interest EXpenses. ......vvuiveiiiiiiii i 39 37 357
Foreign exchange losses (Zains).........ccvvvvvneeiiniinnininn 33 (56) (533)
Share of (profit) loss of entities accounted for using equity method.. (282) (148) (1,396)
Loss (gain) on sales of property, plant and equipment.......... 2) ) )
Loss (gain) on disposal of property, plant and equipment...... 18 46 437
Loss (gain) on sales of intangible assets.............cccccererneenn. — 17 166
Loss (gain) on step acquiSitions...........ovevverenrerenenninnnnn 28 (1,221) (11,493)
Loss (gain) on sales of investment securities.................... (225) (267) (2,520)
Decrease (increase) in notes and accounts receivable-trade... (433) (1,067) (10,051)
Decrease (increase) in inVentories. ... .....vvevveereereenrennnnnn 335 (697) (6,563)
Increase (decrease) in notes and accounts payable-trade...... 368 1,764 16,611
Increase (decrease) in accrued consumption taxes.............. 386 (194) (1,834)
Other, Net... ..ot (891) 95 899
Subtotal. .. .o.ieii 5,884 6,960 65,520
Interest and dividend income received........................... 221 243 2,295
Interest expenses paid..........cocoviiiiiiiiiiiii (40) (26) (250)
Income taxes (paid) refund.................ooiiiiiiii, (1,080) (694) (6,540)

Net cash provided by (used in) operating activities....... 4,985 6,483 61,024




Thousands of

Millions of yen U.S. dollars
(Note2)
2017 2018 2018
Cash flows from investing activities:
Payments into time deposits............cocoveiiiiiiiiininninnnns ¥(1,118) ¥(1,718) $(16,174)
Proceeds from withdrawal of time deposits...................... 499 1,212 11,416
Purchase of property, plant and equipment....................... (2,981) (4,650) (43,769)
Proceeds from sales of property, plant and equipment......... 5 8 83
Purchase of intangible assets.............coeveviiiiiiiiinninninn. (151) (20) 192)
Proceeds from sales of intangible assets.......................... — 68 641
Purchase of investment securities...............ooeovveiieiann.n. (115) (316) (2,982)
Proceeds from sales and redemption of investment securities. ... 382 959 9,032
Payments of loans receivable...............c.cooeviiiiiiiiin @) (11) (104)
Collection of loans receivable............c.cocvviiiiiiiiiiin, 8 12 118
Purchase of shares of subsidiaries resulting in change in
scope of consolidation.............oeviiiiiiiiiiii — (1,372) (12,920)
Proceeds from purchase of shares of subsidiaries resulting in
change in scope of consolidation..................coceveiiinennn. 257 — —
Purchase of long-term prepaid expenses...............c.......... (42) (26) (247)
Other, Net......ovii i e, 1 (26) (246)
Net cash provided by (used in) investing activities........ (3,263) (5,880) (55,347)
Cash flows from financing activities:
Increase in short-term loans payable.......................o 1,357 772 7,269
Decrease in short-term loans payable...................ocoeeine. (1,813) (744) (7,011)
Proceeds from long-term loans payable.......................... — 987 9,290
Repayments of long-term loans payable......................... (406) (413) (3,887)
Purchase of treasury shares...............oooviiiiiiiinninnnnn, (872) (683) (6,434)
Cash dividends paid...........cocoeiiiiiiiiiiiiiii, (596) (1,200) (11,301)
Dividends paid to Non-controlling interests..................... (222) (58) (550)
Other, Net. ... e e (35) (28) (271)
Net cash provided by (used in) financing activities....... (2,589) (1,370) (12,896)
Effect of exchange rate change on cash and cash equivalents (159) 175 1,656
Net increase (decrease) in cash and cash equivalents....... (1,026) (591) (5,563)
Cash and cash equivalents at beginning of period............... 14,054 13,098 123,293
Increase in cash and cash equivalents from newly
consolidated subsidiary.......................... 70 — —
Cash and cash equivalents at end of period...................... 13,098 12,507 117,729

See Notes to Consolidated Financial Statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Neturen Co., Ltd. (the Company) and its domestic subsidiaries maintain their books of account in conformity with accounting
principles generally accepted in Japan, and its overseas subsidiaries maintain their books of account in conformity with those of
their respective countries of domicile.

The accompanying consolidated financial statements are prepared on the basis of accounting principles generally accepted in
Japan, which are different in certain respects as to the application and disclosure requirements of International Financial Reporting
Standards, and have been compiled from the consolidated financial statements prepared by the Company as required by the
Financial instruments and Exchange Law of Japan.

As permitted by the Financial Instruments and Exchange Law of Japan, amounts of less than one million yen have been
omitted. As a result, the totals shown in the accompanying consolidated financial statements (both in yen and in dollars) do not
necessarily agree with the sum of the individual amounts.

In preparing the consolidated financial statements, certain reclassifications and rearrangements have been made to the
consolidated financial statements issued in Japan in order to present them in a form that is more familiar to readers outside Japan.
(1) Principle of Consolidation and Investments in Subsidiaries and Affiliates

The accompanying consolidated financial statements include the accounts of the Company and 17 significant subsidiaries. All
significant intercompany accounts and transactions are eliminated in consolidation. All unrealized profits and losses with regard to
intercompany transactions of assets are also wholly eliminated in consolidation. The equity method to account for investments in an
unconsolidated subsidiary and 4 affiliates has been followed by the Company in the accompanying consolidated financial
statements. Accordingly, earnings corresponding to the equity ownership are included as income of the Company and the
consolidated subsidiaries in investment accounts.

The fiscal year-end of all subsidiaries differs from that of the Company. Accounts of those subsidiaries which have different
fiscal periods have been adjusted for significant transactions to properly reflect their financial positions and the results of
operations.

(2) Foreign Currency financial statement

In translating the financial statements of foreign subsidiaries and affiliates into Japanese yen, all assets, liabilities, revenues and
expenses are translated at the current exchange rates in effect each balance sheet date except for capital and retained earnings which
are translated at the historical exchange rates in effect at the time of the transactions. The resulting translation adjustments are
reflected as separate components in the accompanying consolidated financial statements as foreign currency translation
adjustments.

(3) Cash and Cash Equivalents

Cash and cash equivalents for the consolidated statements of cash flows include cash on hand, readily-available deposits and
short-term highly liquid investments with maturities of not exceeding three months at the time of purchase.
(4) Short-term Securities, Investment securities

Short-term securities and investment securities are classified and account for, depending on management’s intent, as follows:

Held-to-maturity securities, which are expected to be held to maturity with the positive intent and ability to hold to maturity
are amortized or accumulated to face value. Other securities, “available-for-sale securities” with fair value are carried at fair value
with unrealized holding gains and losses excluded from earnings and reported as a net amount in a separate component of net assets
until realized. Other securities without fair value are carried at cost. In computing realized gain or loss, cost of other securities are
principally determined by the moving-average method.

(5) Derivatives

Derivatives are valued by the market value method.
(6) Inventories

Inventories are principally stated at cost on a first-in, first-out basis, evaluates the amount of the inventories shown on the
balance sheet by writing them down based on their decrease in profitability.
(7) Property, Plant and Equipment (except under lease)

Property, plant and equipment are stated at cost.

In the Company and its domestic subsidiaries, the declining-balance method is primarily used for depreciation.

Further, depreciation of buildings (excluding attached fixtures) acquired on or after April 1, 1998, and facilities attached to
buildings and structures acquired on or after April 1, 2016, is calculated by the straight-line method.

In foreign subsidiaries, the straight-line method is primarily used for depreciation.

The range of useful lives is principally from 5 to 50 years for buildings and structures, from 4 to 12 years for machinery,
equipment and vehicles.

(8) Intangible assets
Intangible assets are carried at cost less accumulated amortization, which are amortized by the straight-line method.



(9) Lease assets

Under accounting standards generally accepted in Japan, leased assets related to finance leases that do not transfer ownership
of the leased property to the lessee are depreciation on a straight-line basis, with lease period used as their useful lives and no
residual value.
(10) Allowance for Doubtful Accounts

The allowance for doubtful accounts has been provided at an amount computed based on the actual ratio of bad debts in the
past and the estimated uncollectible amounts based on the analysis of certain individual receivables.
(11) Research and Development Costs

Research and development costs are charged to income as incurred.
(12) Retirement and severance benefits

The retirement benefit obligation are attributed to each period by the benefit formula method.

Actuarial gain / loss is recognized using the straight-line method over mainly 10 years from next fiscal year.

After adjusting for the tax effects, unrecognized actuarial gains / losses are recorded in accumulated adjustment for retirement
benefits in accumulated other comprehensive income in the net assets section.
(13) Goodwill

Goodwill is evaluated on an individual basis and amortized by the straight-line method over 10 year.
(14) Income Taxes

Income taxes of the Company and subsidiaries are provided on the basis of amounts payable as indicated in the tax returns.

The Company and its consolidated subsidiaries have adopted the assets and liabilities method of tax effect accounting in order
to recognize the effect of all temporary differences in the recognition of assets and liabilities for tax financial reporting purpose.

(Accounting Standards Issued but Not yet Adopted)

“Implementation Guidance on Tax Effect Accounting” (ASBJ Guidance No. 28, February 16, 2018)

“Implementation Guidance on Recoverability of Deferred Tax Assets” (ASBJ Guidance No. 26 (revised 2018), February 16,
2018)

(1) Overview
The above guidance was revised with regard to the treatment of taxable temporary differences for investments in subsidiaries
within the context of non-consolidated financial statements, and to clarify the approach to determining recoverability of deferred tax
assets in a company which is categorized as ‘Type 1’ according to the guidance.
(2) Effective date
Effective from the beginning of the fiscal year ending March 31, 2019.
(3) Effects of the application of the guidance
The Company and its consolidated domestic subsidiaries are currently in the process of determining the effects of this new
guidance on the consolidated financial statements.

“Accounting Standard for Revenue Recognition” (ASBJ Statement No. 29, March 30, 2018 (hereinafter, “Statement No0.29”))
“Implementation Guidance on Accounting Standard for Revenue Recognition” (ASBJ Guidance No. 30, March 30, 2018
(hereinafter, “Guidance No.30”))

(1) Overview
In accordance with this comprehensive accounting standard for revenue recognition, revenue is recognized through the
application of the following five steps.
1: Identify the contract with the customer.
2: Identify the performance obligations in the contract.
3: Determine the transaction price.
4: Allocate the transaction price to the performance obligations in the contract.
5: Recognize revenue as the performance obligations are satisfied.
(2) Effective date
Effective from the beginning of the fiscal year ending March 31, 2022.
(3) Effects of the application of the standards
The Company and its consolidated subsidiaries are currently in the process of determining the effects of these new standards
on the consolidated financial statements.



2. Translation in U.S. Dollars

For the convenience of the reader, the accompanying consolidated financial statements have been presented in U.S. dollars by
translating all Japanese yen amounts at the exchange rate of ¥106.24 to $1, the approximate rate of exchange on March 31, 2018, at
the Tokyo foreign exchange market. These translations should not be construed as representations that the Japanese yen amounts
have been, could have been, or could in the future be converted into U.S. dollars amounts at such rate or at any other rate.

3. Inventories
Inventories as of March 31,2017 and 2018 consisted of the following:

Thousands of
Millions of yen U.S. dollars
2017 2018 2018
Finished S00dS.....cccoviiiiiiiiiiriicircccc e ¥782 ¥940 $8,853
WOTK 10 PTOCESS. ...ttt ettt ettt st 1,199 1,820 17,134
Raw materials and SUPPLIES........ccueveririririeieieieeeieevee e 1,707 1,844 17,365
3,689 4,605 43,353

4. Status of financial instruments
(1) Policies for financial instruments

The Companies raised the funds by bank borrowings and retained earnings according to capital investment. The
Companies manage funds only through short-term time deposit and others. The Companies use derivatives for the purposes of
managing foreign currency exchange risk related to trading receivables and payables. The Companies do not enter into
derivatives for speculative or trading purposes.

(2) Types of financial instruments and related risk.

Trade receivables —notes receivable , accounts receivable and electronically recorded monetary claims— are exposed to
credit risk in relation to customers. In addition, the Companies are exposed to foreign currency exchange risk arising from
receivables denominated in foreign currencies resulting from trade with overseas customers. Equity securities —the
Companies hold equity securities, which are mainly issued by companies who have business relationships with the Companies,
and these securities are exposed to the risk of fluctuation in market prices. Trade payable —notes payable , accounts payable
and electronically recorded obligations— mostly have payment due dates within one year. A portion of trade payables, which
is denominated in foreign currencies, is exposed to foreign currency exchange risk. Short-term debt is raised mainly in
connection with business activities. Long-term debt is taken out principally for the purpose of capital expenditure. Debt with
variable interest rates is exposed to interest rate fluctuation risk. However, to reduce such risk and fix interest expense for debt
bearing interest at variable rates, the Company undertakes interest rate swap transactions as a hedging instrument for most
long-term debt.

(3) Risk management of financial instruments
(a) Monitoring of credit risk (the risk that customers or counterparties may default)

In accordance with the internal policies for managing credit risk of the Companies, the Companies monitor credit

worthiness of their main customers periodically, and monitors due dates and outstanding balances by customer.

To minimize the credit risk when entering into derivative transactions, counterparties are limited to financial institutions

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

For equity securities included in investments in securities, the fair values of these securities are periodically reviewed and
reported to the Board of Directors.

In conducting and managing derivative transactions, the accounting department confirm the effectiveness of hedging and
obtain approval from the responsible person, depending on the notional contract value, based on the internal policies and
formal regulations on market risk for financial instrument.

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

The Companies manage the liquidity risk mainly through the monthly cash-flow plans, which are prepared by each
company.

Estimated fair value of financial instruments:

The book value of the financial instruments on the consolidated balance sheets as of March 31, 2017 and 2018 and unrealized
gain (loss) are shown in the following table. The table does not include financial instruments for which it is extremely difficult to
determine the fair value.



Cash and Deposits.........ccceueeurerierinieinicinieteeiee e
Notes and accounts receivable-trade...........ccocooevevievvvinenennne.
Electronically recorded monetary claims............cccccoueenee.
Marketable securities and investment securities:
Held-to-maturity SECULItIES. .......ccerrerereerririeeeeniriieeeerereeeees
Other SECUTTLIES. .. ecvviiviiiieiieieieeeete ettt eve s e

Notes and accounts payable-trade.............cccccovevvveieirriernnnnnn.
Electronically recorded obligations...........c..ccovevieunicrncane.

Cash and DepoSitS........ccueveierierierieierieriesieieeeree e seeseeseens
Notes and accounts receivable-trade...........cccooovevievererennene.
Electronically recorded monetary claims.............ccccoueveee..
Marketable securities and investment securities:
Held-to-maturity SECULItIeS. .......everrerrereerrirrereeriiriiereerereeeens
Other SECUTILIES. .. ecvviiviiiieeiiete ettt

Notes and accounts payable-trade.............cccocooevevevecerrererernnnne.
Electronically recorded obligations.............cccocovvverriernernnns

Cash and DepoSitS........ccueveverierierieierieriesieieeeriesresesee e seesene

Notes and accounts receivable-trade...............

Electronically recorded monetary claims.............ccccoueueee..

Marketable securities and investment securities:
Held-to-maturity SECULItIS. .......everrerereerririeereririieeeerereeens
Other securities............o.......

Notes and accounts payable-trade...........cccovvrerrinerrnieiennennns
Electronically recorded obligations...........c..ccovevieunicecane.

Millions of yen

2017

Book value Fair value Difference
¥14313 ¥14,313 ¥—
11,464 11,464 —
3,384 3,384 —
105 106 0
6,588 6,588 —
35,857 35,858 0
2,403 2,403 —
3,841 3,841 —
6,244 6,244 —

Millions of yen
2018

Book value Fair value Difference
¥14,110 ¥14,110 y—
12,293 12,293 —
3,907 3,907 —_
207 206 0)
6,461 6,461 —
36,979 36,979 0)
3,046 3,046 —_
5,083 5,083 —
8,130 8,130 —
as) as) —
(15) (1s) —

Thousands of U.S. dollars
2018

Book value Fair value Difference
$132,818 $132,818 $—
115,711 115,711 —
36,776 36,776 —
1,951 1,944 6)
60,820 60,820 —
348,077 348,070 (6)
28,679 28,679 —
47,847 47,847 —
76,526 76,526 —
(143) (143) —

(143) (143) —




(1) Methods to determine the estimated fair value of financial instruments and other matters related to securities
Cash and deposits and notes and accounts receivable
Since these items are settled in a short period, their book value approximates fair value.

Investment securities
The fair value of equity securities is based on quoted market prices. The fair value of debt securities is based on either
quoted market prices or prices provided by the financial institutions making markets in these securities. For information on
securities classified by holding purpose, please refer to Note 5.
Notes and accounts payable and short-term debt
Since these items are settled in a short period of time, their book value approximates fair value.

Derivatives

The Fair value is based on information provided by financial institutions at the end of the fiscal year.

(2) Financial instruments for which it is extremely difficult to determine the fair value were as follows:
As of March 31,2017 and 2018, the cost of non-marketable securities consisted of the following:

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Other securities without fair value:
Unlisted equity SECUTILIES. ... .eueieereeerrieeeeieieeiereeieeeeie e seeeee s ¥243 ¥231 $2,178

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

(3) Redemption schedule for receivables and marketable securities with maturities at March 31, 2017 and 2018

Millions of yen
2017
Due in One Due after One  Due after Five Due after
Year or Less Year through Year through Ten Years
Five Years Ten Years
Cash and DepositS........ccueeveieriererierierierie e eresee e ¥14,313 ¥— ¥— ¥—
Notes and accounts receivable-trade............... 11,464 — — —
Electronically recorded monetary claims................... 3,384 — — —
Held-to-maturity SeCurities.............cooeveveerenenenennnnn. — 100 — —
TOLAL.vcevevireeiee ettt ettt es et enens 29,163 100 — —
Millions of yen
2018
Due in One Due after One  Due after Five Due after
Year or Less Year through Year through Ten Years
Five Years Ten Years
Cash and Deposits.........covveereererineneeeniee s ¥14,110 ¥— y— ¥—
Notes and accounts receivable-trade...........cccocoeveveneninen. 12,293 — — —
Electronically recorded monetary claims................... 3,907 — — —
Held-to-maturity SeCUrities. ...........coeueueuvuierenenennn.. — 100 100 —
TOtAL ..t e 30,310 100 100 —
Thousands of U.S. dollars
2018
Due in One Due after One  Due after Five Due after
Year or Less Year through Year through Ten Years
Five Years Ten Years
Cash and DepositS.........cueevereriererierierienie e e $132,818 $— $— $—
Notes and accounts receivable-trade...........cc.ccooveveveninen. 115,711 — — —
Electronically recorded monetary claims................... 36,776 — — —
Held-to-maturity securities............c.coeueuvuieneniinn.e. — 941 941 —
TOtAL it e 285,305 941 941 —




5. Short-term Investment Securities, Investment Securities and Other Securities
The following is an analytical summary of held-to-maturity securities and available-for-sale securities consisted of
short-term investment securities, investment securities and stocks of subsidiaries and affiliates as of March 31,2017 and 2018.

Thousands of
Millions of yen U.S. dollars
2017 2018 2018

Held-to-maturity Book  Difference Fair Book  Difference Fair Book Difference Fair

securities: value value value value value value
Bonds........co....... ¥105 ¥0 ¥106 ¥207 ¥(0) ¥206 $1,951 $(6) $1,944
Others.......cccceene. — — — — — — — — —
105 0 106 207 0) 206 1,951 (6) 1,944

Other securities:

Available-for-sale Acquisition Unrealized Book value Acquisition Unrealized Book value Acquisition Unrealized Book value
securities cost gain (loss) (Fair value) cost gain (loss) (Fair value) Cost gain (loss) (Fair value)
Bonds.......ccc....... ¥— ¥— ¥— y— y— y— $— $— $—
Equity securities... 4,360 2,074 6,434 4,035 2,425 6,461 37,986 22,834 60,820

Others........ccccccuee. 153 0 154 — — — —_ — —_
4,513 2,074 6,588 4,035 2,425 6,461 37,986 22,834 60,820

As of March 31,2017 and 2018, the cost of non-marketable securities consisted of the following:

Thousands of
Millions of yen U.S. dollars
2017 2018 2017
Other securities without fair value:
Unlisted equity SECUTILIES. .. .ecuereeieriierierieseieerese e ereeeeeeeeereenes ¥243 ¥231 $2,178
Non-consolidated subsidiaries and affiliates:
EqUItY SECUITHIES. ....cuveveeiereeieiieictcieee ettt 4,881 4,925 46,362

6. Short-term Bank Loans and Long-term Debt
Short-term bank loans consist mainly of short-term notes and short-term borrowings under the loan agreements. The weighted
average interest rates applicable to such loans as of March 31, 2017 and 2018 were approximately 2.2% and 2.2% respectively.
Long-term debt as of March 31, 2017 and 2018 consisted of the following:
Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Unsecured loans from banks ¥627 ¥1,197 $11,271
Less: CUITeNt POITION.....cveuirveeirieieiiiiete sttt (414) 411) (3,877)
Lease obligations..........coveuerieiniiieeiiniiiecciiec et 70 87 825
LesS: CUITENt POTTION. .....eeuienieiieieeieeeree ettt eene (25) 29) (273)
257 844 7,946

Interest rates applicable to the long-term loans mentioned above ranged from 0.4% to 0.9% as of March 31, 2017 and 2018
respectively.

The aggregate annual maturities of long-term debt payable as of March 31, 2018 were as follows:

Thousands of
As of March 31, Millions of yen U.S. dollars
2020ttt et e b s bbbttt e eb ettt et b e tene s ¥200 $1,886
2021 bbb ettt e b bbb sttt 197 1,858
2022t bt eh bbbt bbbt b e st b bt ettt eb e tebe e 197 1,858
2023 et st b ettt b bbbttt ettt b et et ettt ebe b 190 1,792

785 7,394




7. Income Taxes
The following table summarizes the significant differences between the statutory tax rate and the Companies’ effective tax rate
for financial statement purpose for the years ended March 31, 2017 and 2018.

As of March 31
2017 2018
Statutory tax rate 30.9% 30.9%
Permanent differences-Entertainment expenses and other..............cccccveeinicninnecnennn. 0.3 0.3
Permanent differences-Dividend income and other...........cccoecivervineneieincnnincenns (12.1) 2.2)
Equity in earnings of unconsolidated subsidiaries and affiliates..........c.ccccoceereenccnnene. (2.3) 1.0)
Dividends from consolidated subsidiaries...... 11.9 2.1
Valuation allowance for deferred tax assets (8.0) 0.7)
POI CaAPILA TAX..c.veuiieteteiie ettt sttt ettt st eb ettt st b e e 1.1 0.9
Recognition of effective tax rate on retained earnings of foreign subsidiaries............ 1.1 1.2
Amortization of @00dWIll...... ..ot — 0.7
TaX 1ate AIffEreNCES. ... ovieieeieiieeieicieeeee ettt er e e ere e saens (1.8) 2.9
TAX CTEAIL. .. ettt ettt b st ettt et s et ettt e e e naens (3.8) 3.5
Other-net......... (0.5) 0.7
EAfECtiVE tAX TALE....ccoiieii ittt st s 16.8% 25.1%

The significant components of the Companies’ deferred tax assets and liabilities as of March 31, 2017 and 2018 were as
follows:

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Deferred tax assets:
INVENTOTIES. ....cviiiieiieeeee ettt ¥34 ¥34 $320
DePreciation........cccvueieuiiieenieriieie ettt 28 6 57
Intangible assets........cccoceeveereiniiiienniieene 7 21 202
Unrealized loss on valuation of other securities..............c........... 22 22 211
Allowance for doubtful accounts..............ccoeevieieieeiieieeieerienen, 42 36 343
Accrued enterprise tax . 39 46 435
Accrued employees’ BONUSES.........cccceveieverrieninuinieenieineeeeanen 227 215 2,029
Net defined benefit liability............cocoviiiiiiiiiinn. 444 428 4,037
IMpairment 10SS.......c.eveririririneeeee e 1,068 956 9,002
Valuation allowance...........cccccceeveevieeiieeieeneennen. (802) (837) (7,882)
Unrealized loss on available-for-sale securities. . 184 148 1,397
ONETS .. ittt ettt ettt e seae e eraensaas 159 355 3,344
TOUAL ...ttt v et eraan 1,455 1,434 13,500
Deferred tax liabilities:
Accumulated earnings of consolidated subsidiaries.................... (496) (549) (5,176)
Reserve for deferred capital gains..........cocevveeeeerenenenencnienne (356) (353) (3,327)
Unrealized gain on available-for-sale securities.............cc.ccouene. (821) (890) (8,384)
OthErS....vevieiieee e (83) (140) (1,321)
Total....ocvveeieeieiieeeieeeeee . (1,757) (1,934) (18,209)
Net deferred tax assets (1iabilities)........ceoeveroerireverienineeireeiene (302) (500) (4,709)

Net deferred tax assets are included in the assets and liabilities shown below.

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Deferred tax assets - CUITENL..........ccveeiieuieviieiieeiee et ¥421 ¥467 $4,404
Deferred tax assets - NON CUITENL.......cc.everirierereeirieeieee et 24 38 361
Deferred tax 1iabilities - CUITENL........coevieiiieiereeiericie e e (1) ) ?2)

Deferred tax liabilities - NON CUITENL.......cccovvirerierieriiciineiieeeceeniecene (746) (1,006) 9,472)



8. Research and Development Costs

Research and development costs are charged to income for the years ended March 31, 2017 and 2018 were as follows:

Thousands of
Millions of yen U.S. dollars
2017 2018 2018
Research and development COSES.......co.evirueririireneeieireeereeenieeenns ¥1,289 ¥959 $9,028
9. Other Income / (Expenses) — Other, net
Other income / (expenses) — Other, net consists of the following items:
Thousands of
Millions of yen U.S. dollars
2017 2018 2018
Foreign exchange LoSS......ccovuiiee e e ¥(27) ¥(12) $(121)
ONET. .o ) (68) (644)
Other iINCOME (EXPENSES) = NEL.....eveurereeierieirereerieseeierteste s ereseeeenees (36) (81) (765)
10. Impairment loss
The Company and its consolidated subsidiaries recorded impairment loss on the following asset groups.
_______ 2018 (From April 1, 2017 to March 31, 2018):
__________________ Location 5 Purpose of use Type
_____ Korea Neturen Co., Ltd. (Yeongcheon-si, Gyeongsangbuk-do, Korea) — Goodwill

The Group’s assets are mainly grouped by factory (multiple factories are classified into one group when business
complementarity is recognized) based on managerial accounting classification. In addition, consolidated subsidiaries’ assets are

primarily grouped by company.

Among these asset groups, as a result of analyzing the recoverability of goodwill recorded when the Company acquired
additional shares in Korea Neturen Co., Ltd. and turned it into a consolidated subsidiary based on forecasts of future cash flows, the

Company recorded impairment losses of ¥1,134 million. The calculation was made at a discount rate of 8.1%.




11. Other Comprehensive Income
Other comprehensive income for the years ended March 31, 2017 and 2018 were as follows:
Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Other consolidated comprehensive income for the year ended March 31,
2017 and 2018
Unrealized gain on available-for sale securities
Amount arising during the year..........c.cococeeveverevineinienninecneens ¥1,511 ¥606 $5,711
Reclassification adjustments for gains and losses recognized in
the INCOME StALEMENL.......coveverreiirrireereeireeereieeseeieee e (225) (267) (2,520)
Amount before tax effect adjustment...........cccoeeveverirenencnennnn. 1,286 338 3,190
TaX EFFECH ...ttt (335) (70) (659)
TOtAL .t 950 268 2,530
Foreign currency translation adjustments
Amount arising during the year..........c..ccocuvvveveeeereeveeerieeeeeenen (1,197) 640 6,025
TOtAL ...ttt (1,197) 640 6,025
Remeasurements of defined benefit plans
Amount arising during the year..........c.cococeevevevevineinennineineens 37 18 174
Reclassification adjustments for gains and losses recognized in
the INCOME StALEMENL.......cueuerueeiriirerieeieeriereiee et 86 85 800
Amount before tax effect adjustment............ccccoeeviveveenninens 123 103 975
TaX fFECL....eoueneceiieieetci s 37 31) (298)
TOtAL .t 85 71 676
Share of other comprehensive income of associates accounted for
using the equity method
Amount arising during the year..........c.coceceevevevieincinennineinens (255) 308 (2,899)
Reclassification adjustments for gains and losses recognized in
the INCOMe StAteMENL..........cveieieieieeieseeee et (8) — —
TOAL ..ttt (263) 308 2,899
TOLAL .ttt ettt (424) 1,289 12,133

12. Retirement and severance benefits

The Company has adopted a corporate pension plan and a lump-sum pension plan, both of which are defined benefit plans.
The Company also adopted a retirement benefit trust.

Domestic consolidated subsidiaries have adopted lump-sum pension plans, and calculated projected benefit obligations by the
simplified method.

Defined benefit plans
Movements in retirement benefit obligations except plan applied simplified method for the years ended March 31, 2017 and
2018 were as follows:

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Balance at April 1.......oeiiii i ¥2.466 ¥2,467 $23,224
SOIVICE COSE. . ntntattttt ettt ettt et et e et et et e e e e e aeeaes 140 160 1,511
INEEIESE COSE. .. uenttt it 22 22 210
Actuarial 108S (ZaIN)......vieinii i (36) 0 9
Benefits paid........ooveiinii (124) (134) (1,264)

Balance at March 31........ooiiiiiiiiii e 2,467 2,516 23,690




Movements in plan assets except plan applied simplified method for the years ended March 31, 2017 and 2018 were as follows

Thousands of
Millions of yen U.S. dollars
2017 2018 2018
Balance at April 1......o.ouiiiii i ¥1,539 ¥1,597 $15,033
Expected return on plan assets..........coeeuieinininiininininiiiieieiaae 24 26 246
Actuarial 10SS(ZaIN)......o.ouiriuitiiiiiii 0 19 183
Contributions paid by the employer................cooooiiiiiii 156 166 1,567
Benefit paid..........oouiiinii (124) (134) (1,264)
Balance at March 31........ooiiiiiiiii e 1,597 1,674 15,766

Movements in liability for retirement benefits based on the simplified method for the years ended March 31, 2017 and 2018
were as follows:

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Balance at APTil L.......cooociiiiiiiiniiiiiicieccee e ¥51 ¥54 $511
Retirement benefit COStS.......o.uuiiiinitiiiiiiii e 4 22 209
Benefit paid.......coeoeiiii 1) Q) (11)
Increase in net defined benefit asset from newly consolidated subsidiary. — (114) (1,082)
ORI, ..o, — (6) (62)
Balance at March 31........oiiiiiiiii 54 (46) (435)
Liability for retirement benefits..............coeveiiiiiiiiiiiiiiniinnnn. 54 57 542
Asset for retirement benefits..............oocviiiiiiiiiii — (103) 978)
Total net liability (asset) for retirement benefits at March 31............... 54 (46) (435)

Reconciliation from retirement benefit obligations and plan assets to liability (asset) for the years ended March 31, 2017 and
2018 were as follows:

Thousands of
Millions of yen U.S. dollars
2017 2018 2018

Funded retirement benefit obligations.............c.cooviiiiiiiiiinii... ¥2.467 ¥2.676 $25,190
PLan @SSEES. ... vttt e (1,597) (1,938) (18,244)
870 737 6,946

Unfunded retirement benefit obligations.................coooviiiiiiinn.. 54 57 542
Total net liability (asset) for retirement benefits at March 31............... 924 795 7,488
Liability for retirement benefits.............c.oooviiiiiiiiiiiiiii 924 899 8,466
Asset for retirement benefits.............ooooiiiiiiiiiii — (103) 978)
Total net liability (asset) for retirement benefits at March 31............... 924 795 7,488

Retirement benefit costs for the years ended March 31,2017 and 2018 were as follows:
Thousands of

Millions of yen U.S. dollars
2017 2018 2018
SEIVICE COSE. vttt et ettt et et ettt et e ¥140 ¥160 $1,511
INtEreSt COSt. .. uniniit it e 22 22 210
Expected return on plan assets..........coeoeieinininiiiiiiiiiiiiiieins 24) (26) (246)
Net actuarial loss amortization.............coeoevevuiiniiiiiiiiiiiineene 86 85 800
Retirement benefit costs calculated by the simplified method............... 4 22 209

Total retirement benefit costs for year ended March 31...................... 229 264 2,486




Breakdown of items recognized in other comprehensive income for the years ended March 31, 2017 and 2018 were as follows:

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Actuarial differences..........oovuveviiiiiiiii ¥(123) ¥(103) $(975)
TOAL. .o (123) (103) 975)

Breakdown of items recognized in accumulated other comprehensive income for the years ended March 31, 2017 and 2018
were as follows:

Thousands of

Millions of yen U.S. dollars
2017 2018 2018
Unrecognized actuarial differences.............ccooeiveincinccniinincncnceenns ¥199 ¥95 $903
TOtaAl. .. 199 95 903
Plan assets for the years ended March 31,2017 and 2018 were as follows:
As of March 31
2017 2018
Plan assets comprise:
DoOmestic BONAS. ... .ueniiinieiet et 12.7% 12.2%
DOMESHIC STOCKS. .. e ettt 20.2 17.1
Foreign Bonds. ..ot 3.5 4.1
FOreign StOCKS. ... vuiutit ittt 10.9 9.8
Insurance assets (General aCCOUNT). .. ......euiuitinitiiitiiii e 46.4 47.2
OFRET. ..o 6.3 9.6
TOtAL. et 100.0 100.0

Long-term expected rate of return

Current and target asset allocations, historical and expected returns on various categories of plan assets have been considered
in determining the long-term expected rate of return.

Actuarial assumptions for the years ended March 31, 2017 and 2018 were as follows:

As of March 31
2017 2018
DISCOUNE TALE. .. e ettt et et e et et ettt e e 1.0% 1.0%
Expected rate of return on plan assets............ocoeiiuiuiiiiiiiiiiiii 1.9 1.9
Future salary inCrease Tate..........c.euiuiuintieiii e 2.6 2.6

Defined contribution plans
The estimated amount of contributions to defined contribution plans at March 31,2017 and 2018 were as follows:
Thousands of
Millions of yen U.S. dollars
2017 2018 2018
The estimated amount of contributions to defined contribution plans...... ¥56 ¥63 $593

TOtAL ... e 56 63 593




13. Business combinations
(1) Business combinations by acquisition
1) Overview of the business combination
Name and business of the acquired company
Name: Korea Neturen Co., Ltd.
Business: Heating Machine Division
2) Main reasons for the business combination
Korea Neturen Co., Ltd. is an important base for production, sale, and maintenance of the Group ’s induction-heating
equipment and plays an essential part in our future global business expansion.
A decision was made to obtain the company’s shares as turning it into a consolidated subsidiary is expected to strengthen
our global business framework and generate synergies.
3) Date of the business combination
Share acquisition date: June 19, 2017
Deemed acquisition date: March 31, 2017
4) Legal form of the business combination
Share acquisition
5) Name of the acquired company after the business combination
No change in name
6) Ratio of voting rights acquired
Voting right ratio before acquisition: 44.8%
Ratio of voting rights acquired: 46.2%
Voting right ratio after acquisition: 91.0%
7) Primary basis for determining which is the acquiring company
The Company acquired shares in exchange for a cash payment.
(2) Period for which the acquired company’s results were included in the consolidated financial statements
The results of Korea Neturen Co., Ltd. for the period from April 1, 2017 to December 31, 2017 were included in the
consolidated financial statements.
(3) Amount and type of consideration paid for and acquisition cost of the acquired company
Fair value of shares held before business combination: ¥1,560 million
Cash payment for additional purchase: ¥1,591 million
Acquisition cost: ¥3,152 million
(4) Main acquisition-related costs
Advisory fees, etc. ¥23 million
(5) Difference between cost of the acquired company and total acquisition cost of individual transactions leading to acquisition
Gain on step acquisitions: ¥1,221 million
(6) Amount, cause and amortization of goodwill arising from the acquisition
1) Amount of goodwill
¥2 445 million
2) Cause of goodwill
Because the acquisition price exceeded the net assets of the acquired company, the difference was recorded as goodwill.
3) Amortization method and period
The goodwill arising from the acquisition will be amortized by the straight-line method over 10 years.
(7) Breakdown of assets acquired and liabilities assumed on the date of the business combination
Current assets: ¥741 million
Non-current assets: ¥318 million
Total assets: ¥1,060 million
Current liabilities: ¥255 million
Non-current liabilities: ¥12 million
Total liabilities: ¥267 million
(8) Estimate and calculation method of the impact on the consolidated statements of income calculated on the
assumption that the business combination had been concluded at the start of the consolidated fiscal year ended
March 31, 2018
A description is omitted as the estimated amount of the impact is immaterial.



14. Segment information
notes:
Summary of report segment

The reportable segments of the Companies are components for which discrete financial information is available and whose
operating results are regularly reviewed by the board of directors to make decisions about resource allocation and to assess
performance.

The Companies divides the business into 2 segments: Specialty Steel & Wire Products Division-related business segment
manufactures prestressing steel bars, deform prestressing steel bars, shear reinforcement bars for civil engineering and construction
works, and Induction Heated, Quenched and Tempered Wire (ITW), etc. mainly for automobile and motorcycle suspension springs.
The Induction Heat Treatment Service and Heating Machine Division-related business segment provides induction heat treatment
services for major security parts of automobiles and machine tools. The segment also manufactures auto parts and construction
machine parts, as well as induction heating equipment for various industries.

Calculating methods of amounts of sales, profit (loss), assets and liabilities etc of each reportable segment
The accounting policies of the segments are substantially the same as those described in the “Summary of Significant
Accounting Policies (Note 1)”. Segment profit (loss) are based on operating income. Intersegment sales are mainly based on market

price.

Operations in different industries:
(1) Specialty Steel and Wire Products Division: Prestressing Steel Bars & Wires, Spiral Wires, etc.
(2) Induction Heat Treatment Service and Heating Machine Division: Surface heat treatment, Induction heating machine,
automobile components, etc.
(3) Others: Leasing and others

Millions of yen
2017
Reportable segment Others
0 ) Total 3) Total

Sales:
CUSTOIMETS. ...evveeeeeeeveieeeeeeeeeees e eeseeeeereeseeeees ¥20,582 ¥22,689 ¥43,272 ¥124 ¥43,396
Inter-segment...........ccoceveveveeeeeniniee e — 15 15 — 15
TOtal.ceeeeiee e 20,582 22,705 43,287 124 43,411
Segment profit.......ccceceevveeevenerienciereere e 1,602 1,342 2,944 58 3,003
Segment assets........coerereeererieneneneeeeeene 20,333 32,948 53,282 2,092 55,374
Other items

Depreciation and amortization.................. 770 1,847 2,617 84 2,701

Increase in property, plant and equipment
and intangible assets..........cccceveunene 509 2,488 2,998 24 3,023



Sales:
CUSTOMETS. ...eeeereeirieeiieeiee et e e eve e e ens
Inter-segment...

Segment profit.....
Segment assets........
Other items

Depreciation and amortization..................

Increase in property, plant and equipment
and intangible assets...........c.ceceeeee.

Sales:
CUSLOMETS......eeiviiiieieeie et ervereeeeeene e

Segment profit.......ccceceevveeevenenenciereere e
Segment assets.........oceerueeriereniieniieneeeeae
Other items

Depreciation and amortization..................

Increase in property, plant and equipment
and intangible assets...........ccco.......

Millions of yen

2018
Reportable segment Others

0 2) Total 3) Total
¥21,282 ¥27,569 ¥48,852 ¥128 ¥48,980
— 3 3 — 3
21,282 27,573 48,856 128 48,984
1,562 2,034 3,597 59 3,656
21,369 39,312 60,682 2,063 62,745
794 1,983 2,777 86 2,864
939 6,173 7,112 59 7,172

Thousands of U.S. dollars
2018
Reportable segment Others

) 2 Total 3) Total
$200,325 $259,503 $459,829 $1,206 $461,036
— 37 37 — 37
200,325 259,541 459,867 1,206 461,073
14,708 19,151 33,859 561 34,420
201,147 370,035 571,183 19,418 590,602
7,478 18,667 26,146 814 26,960
8,838 58,106 66,944 564 67,509

Reconciliation between reportable segment total and amounts disclosed in consolidated financial statements

Sales:

Reportable segment total
Sales in "Others"
Elimination of inter-segment transaction

Sales in consolidated financial statements.............

Profit:

Reportable segment total............cccevvevverieierienienene,
Profit in "Others".........cocccveeveincrereirencereeee
Elimination of inter-segment transaction...............
Operating income in consolidated financial statements

Assets:

Reportable segment total............ccervrrerierierienenenns

Assets in "Others".............
COrporate assets.......ccoverueerueerueesieenieenueeneeennes

Assets in consolidated financial statements...........

Thousands of

Millions of yen US. dollars
2017 2018 2018
¥43,287 ¥48,856 $459,867
124 128 1,206
s5) (&) 37
.................................................. 43,396 48,980 461,036
o Thousands of
Millions of yen US. dollars
2017 2018 2018
.................................................. ¥2.944 ¥3,597 $33,859
.................................................. 58 59 561
........................................... 3,003 3,656 34,420
e Thousands of
Millions of yen US. dollars
2017 2018 2018
.................................................. ¥53,282 ¥60,682 $571,183
2,092 2,063 19,418
...... 20,856 19,826 186,616
.................................................. 76,230 82,571 777,219



Other items are as follows:

Millions of yen

2017
Reportable Others Adjustments Consolidated
segment
Other items:
Depreciation and amortization..............ceeeeeeeeerneneeeeens ¥2,617 ¥84 ¥37 ¥2.,739
Increase in property, plant and equipment and
intangible assets............oooeviiiiiiiiii, 2,998 24 144 3,167
Millions of yen
2018
Reportable Others Adjustments Consolidated
segment
Other items:
Depreciation and amortization.............eceeeeeeeeerseneeeens ¥2,777 ¥86 ¥32 ¥2,897
Increase in property, plant and equipment and
intangible assets...........ooeiiiiiiiiiiiiii, 7,112 59 39 7,211
Thousands of U.S. dollars
2018
Reportable Others Adjustments Consolidated
segment
Other items:
Depreciation and amortization............ccccceeeveevereeneecnnee $26,146 $814 $309 $27,270
Increase in property, plant and equipment and
intangible assets............ooooviiiiiiii 66,944 564 373 67,883
Related information
Information about products and services
Millions of yen
2017
Prestressin Heat Automobile Induction
g ITW component heating Others Total
steel bars treatment .
parts equipment
Sales:
Customers............ ¥9,398 ¥10,330 ¥12,504 ¥5,013 ¥5,170 ¥978 ¥43.396
Millions of yen
2018
Prestressin Heat Automobile Induction
g ITW component heating Others Total
steel bars treatment .
parts equipment
Sales:
Customers............ ¥9,038 ¥11,146 ¥14,966 ¥6,223 ¥6,377 ¥1,227 ¥48,980
Thousands of U.S. dollars
2018
Prestressin Heat Automobile Induction
g ITW component heating Others Total
steel bars treatment .
parts equipment
Sales:
Customers............ $85,080 $104,920 $140,877 $58,578 $60,028 $11,550 $461,036



Information about geographical areas
Millions of yen

2017
Japan Asia North America Europe Others Total
Net sales........... ¥33,144 ¥7,560 ¥1,999 ¥691 ¥0 ¥43.396

Millions of yen

2018
Japan Asia North America Europe Others Total
Net sales........... ¥36,225 ¥8,929 ¥2,671 ¥1,149 ¥3 ¥48,980

Thousands of U.S. dollars

2018
Japan Asia North America Europe Others Total
Net sales............ $340,980 $84,052 $25,150 $10,818 $34 $461,036

Note: Net sales is based on a customer’s location and classified by countries.

Millions of yen

2017
Property, plant Japan Asia North America Europe Others Total
and equipment... ¥21,552 ¥4,105 ¥1,127 ¥1,259 ¥593 ¥28,639

Millions of yen

2018
Property, plant Japan Asia North America Europe Others Total
and equipment... ¥23,417 ¥4,060 ¥952 ¥1,876 ¥672 ¥30,980

Thousands of U.S. dollars

2018
Property, plant Japan Asia North America Europe Others Total
and equipment... $220,424 $38,222 $8,965 $17,666 $6,332 $291,611

15. Subsequent events
(1) Cash dividends
The following appropriations of unappropriated retained earnings were approved at the meeting of shareholders of the
Company held on June 27, 2018.
The fiscal year ended March 31, 2017 dividend includes a commemorative dividend of ¥4 per share.
Thousands of
Cash dividends Millions of yen U.S. dollars
¥11 per share (applicable to the six-month period ended March 31, 2018)............... ¥451 $4,245




Independent Auditor’s Report
To The Board of Directors of Neturen Co., Ltd.

We have audited the accompanying consolidated financial statements of Neturen Co., Ltd. and its subsidiaries, which
comprise the consolidated balance sheet as of March 31, 2018, the consolidated statements of income and
comprehensive income, changes in net assets, and cash flows for the year then ended, and notes, comprising a
summary of significant accounting policies and other explanatory information.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with generally accepted accounting principles in Japan, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility ,

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audit in accordance with auditing standards generally accepted in Japan. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgment, including the assessment of the
risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and approptiate to provide a basis for our audit
opinion,

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial
position of Neturen Co., Ltd. and its subsidiaries as of March 31, 2018, and its consolidated financial performance
and its consolidated cash flows for the year then ended in accordance with accounting principles generally accepted
in Japan.

Convenience Translations

The accompanying consolidated financial statements as of and for the year ended March 31, 2018 have been translated
into United States dollars solely for the convenience of the reader. We have audited the translation and, in our
opinion, the consolidated financial statements expressed in Japanese yen have been translated into dollars on the basis
set forth in Note2 of the notes to consolidated financial statements,

\Qnoae, AIAJFE CoTc)mtion

INOUE AUDIT CORPORATION

Tokyo, Japan
June 27, 2018
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