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Consolidated Statement of Financial Position
FY2017 (As of March 31, 2018)

Thousands of

Millions of yen U.S. dollars
FY2016 FY2017 FY2017
Notes (As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Assets
Current assets
Cash and cash equivalents 8,41 112,032 121,384 1,145,132
Trade and other receivables 9,41 96,112 104,624 987,019
Other financial assets 10, 41 9,701 9,272 87,472
Inventories 11 112,432 116,967 1,103,462
Other current assets 12 14,701 14,211 134,066
Subtotal 344,980 366,459 3,457,160
Non-current assets classified as
held for sale 13 245 174 1,642
Total current assets 345,225 366,633 3,458,802
Non-current assets
Property, plant and equipment 14, 17 120,767 120,320 1,135,094
Investment property 15 6,646 6,465 60,991
Goodwill and intangible assets 16, 17 147,012 153,913 1,452,009
Investments accounted for using
the equity method 18 1,506 1,498 14,132
Other financial assets 1001 29,640 38,681 364,915
Deferred tax assets 20 16,691 13,489 127,255
Other non-current assets 12,25 6,617 7,275 68,632
Total non-current assets 328,881 341,644 3,223,057
Total assets 674,107 708,278 6,681,868




Millions of yen

Thousands of

U.S. dollars
FY2016 FY2017 FY2017
Notes (As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Equity and liabilities
Liabilities
Current liabilities
Trade and other payables 23,41 66,268 68,189 643,292
Bonds and borrowings 21, 41 20,509 21,894 206,547
Other financial liabilities T 3,053 3,328 31,396
Income tax payables 6,461 6,099 57,538
Provisions 26 5,691 4,823 45,500
Other current liabilities 27 50,350 52,676 496,943
Subtotal 152,337 157,012 1,481,245
Liabilities directly associated
with assets classified as held 13 20 27 255
for sale
Total current liabilities 152,357 157,039 1,481,500
Non-current liabilities
Bonds and borrowings 21,41 117,082 94,552 892,000
Other financial liabilities 212 10,969 12,040 113,585
Retirement benefits liabilities 25 17,612 17,610 166,132
Provisions 26 3,376 3,141 29,632
Deferred tax liabilities 20 7,843 8,257 77,896
Other non-current liabilities 27 3,154 3,143 29,651
Total non-current liabilities 160,040 138,743 1,308,896
Total liabilities 312,398 295,783 2,790,406
Equity
Capital stock 28 19,209 19,209 181,217
Capital surplus 28 17,455 17,517 165,255
Retained earnings 407,843 427,842 4,036,245
Treasury stock 28 (24,230) (2,800) (26,415)
Other components of equity (75,216) (66,255) (625,047)
Equity attributable to owners of
the parent company 345,061 395,514 3,731,264
Non-controlling interests 16,647 16,980 160,189
Total equity 361,709 412,494 3,891,453
Total equity and liabilities 674,107 708,278 6,681,868




Consolidated Statement of Income
FY2017 (Year Ended March 31, 2018)

Thousands of

Millions of yen U.S. dollars
FY2016 FY2017 FY2017
Notes (Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Revenue 6, 15,30 641,185 712,997 6,726,387
11, 14,
Cost of sales 15, 16, (368,016) (412,211) (3,888,783)
25,31,34
Gross profit 273,169 300,786 2,837,604
Selling, general and administrative expenses 2 51 4§21 62‘0 (212,410) (223,557) (2,109,028)
Other income 33, 34 3,647 1,832 17,283
Other expenses 17, 25,33 (5,253) (10,390) (98,019)
Operating profit 6 59,152 68,672 647,849
Finance income 35 3,600 3,522 33,226
Finance expenses 35 (1,648) (2,598) (24,509)
Share of profit/(loss) of investments
accounted for using the equity method 18 152 72 679
Profit before income taxes 61,257 69,669 657,255
Income tax expenses 20 (13,817) (19,196) (181,094)
Profit for the year 47,440 50,472 476,151
Profit for the year attributable to:
Owners of the parent company 47,242 50,020 471,887
Non-controlling interests 198 451 4,255
Profit for the year 47,440 50,472 476,151
Yen U.S. dollars
FY2016 FY2017 FY2017
Notes (Year ended (Year ended (Year ended
March 31,2017)  March 31, 2018) March 31, 2018)
Earnings per share
Basic earnings per share 36 181.96 192.63 1.82
Diluted earnings per share 36 181.46 192.08 1.81




Consolidated Statement of Comprehensive Income
FY2017 (Year Ended March 31, 2018)

Millions of yen

Thousands of

U.S. dollars
FY2016 FY2017 FY2017
Notes  (Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Profit for the year 47,440 50,472 476,151
Other comprehensive income, net of income tax
Items that will not be reclassified
subsequently to profit or loss
Gains on investments in equity instruments
designated as FVTOCI 37 2,689 2,591 24,443
Rleigrllj?faii]lrement of the net defined benefit 37 63 1377 12,991
Share of other comprehensive income of
investments accounted for using the 18,37 (21) ) (19)
equity method
Total of items that will not be reclassified
subsequently to profit or loss 2,730 3,966 37415
Items that may be reclassified subsequently to
profit or loss
Cash flow hedges 37 38 161 1,519
Exchange differences on translating 37 (28,948) 3.808 83.094
foreign operations ’ > ’
Total of items that may be reclassified
subsequently to profit or loss (28,909) 8,969 84,613
Other comprehensive income for the year, net
of income tax (26,179) 12,936 122,038
Comprehensive income for the year 21,260 63,408 598,189
Comprehensive income for the year
attributable to:
Owners of the parent company 20,983 62,822 592,660
Non-controlling interests 277 586 5,528
Comprehensive income for the year 21,260 63,408 598,189




Consolidated Statement of Changes in Equity
FY2016 (Year Ended March 31, 2017)
(Millions of yen)

Equity attributable to owners of the parent company

Other components of equity

Exchange Cash flow Unrealized

Notes Capital stock  Capital surplus Reta}ned Treasury differences hedges gains/
earnings stock on (losses) on
translating available-
foreign for-sale
operations securities
Balance as of March 31, 2016 19,209 17,321 363,864  (24,225)  (46,083) (200) 3,554
Cumulative effect of
adoption of the new — — 3,420 — — — (3,554)
accounting standards
Balance as of April 1, 2016 19,209 17,321 367,285 (24,225)  (46,083) (200) —
Profit for the year — — 47,242 — — — —
cher comprehensive _ . - — (28971 38 —
income/(loss)
Total comprehensive - - . _
income/(loss) for the year 47,242 (28,971) 38
Acquisition of treasury stock — — — (26) — — —
Disposal of treasury stock — 9 - 22 — — —
Dividends paid 29 — — (9,359) — — — —
Share-baged payment 40 - 143 . . . . .
transaction
Recla_smﬁcatlon to retained - - 2,674 - - - .
earnings
Other increase/(decrease) — — 0 — — — —
Total transactions with - 133 (6,684) ) . . .
owners
Balance as of March 31, 2017 19,209 17,455 407,843 (24,230)  (75,055) (1e1) —
Equity attributable to owners of the parent company
Other components of equity
Gains/(Losses) Remeasurement Total corf\tlr(;?l-in Total
N on investments of the net defined Total . g equity
otes . . S nterests
in equity benefit liability
instruments (asset)
designated as
FVTOCI
Balance as of March 31, 2016 — - (42,729) 333,440 16,545 349,986
Cumulative effect of
adoption of the new — — (3,554) (133) 44 (88)
accounting standards
Balance as of April 1, 2016 — — (46,284) 333,307 16,589 349,897
Profit for the year — — — 47,242 198 47,440
Other comprehensive
income/(loss) 2,644 30 (26,258) (26,258) 79 (26,179)
Total comprehensive 2,644 30 (26,258) 20,983 277 21,260
income/(loss) for the year
Acquisition of treasury stock — — — (26) — (26)
Disposal of treasury stock — — — 12 — 12
Dividends paid 29 - - — (9,359) (215)  (9,575)
Share-baged payment 40 - . o 143 . 143
transaction
Recla:ss1ﬁcat10n to retained (2,644) (30) (2.674) . . .
earnings
Other increase/(decrease) — - — 0 3) (3)
T(‘)’f:lll [ransactions with (2,644) (30)  (2.674) (9229)  (219)  (9.449)
Balance as of March 31, 2017 — — (75,216) 345,061 16,647 361,709
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FY2017 (Year Ended March 31, 2018)

(Millions of yen)

Equity attributable to owners of the parent company

Other components of equity

. . . Exchange Cash flow
Notes Capital Capital Retamed Treasury differences on  hedges
stock surplus earnings stock t :
ranslating
foreign
operations
Balance as of April 1, 2017 19,209 17,455 407,843 (24,230) (75,055) (161)
Profit for the year — — 50,020 — — —
cher comprehensive _ . . . 8,799 161
income
Total comprehensive - - 50,020 - 8,799 161
income for the year
Acquisition of treasury stock — — — (15) — —
Disposal of treasury stock — (36) (11) 47 — —
Cancellation of treasury . . .
stock (21) (21,369) 21,391
Dividends paid 29 — — (12,480) — — —
Share-ba§ed payment 40 - 122 - - - -
transaction
Change due to stock swap — 2) — 6 — —
Recla§51ﬁcat10n to retained . . 3.840 . . .
earnings
Total transactions with - 62 (30,021) 21,429 - o
owners
Balance as of March 31, 2018 19,209 17,517 427,842 (2,800) (66,255) —
Equity attributable to owners of the parent
company
Other components of equity
Gains/(Losses) Remeasurement of  Total Non-. Total
. controlling .
N on investments  the net defined Total . equity
otes . . s interests
in equity benefit liability
instruments (asset)
designated as
FVTOCI
Balance as of April 1, 2017 — —  (75,216) 345,061 16,647 361,709
Profit for the year — — — 50,020 451 50,472
Other comprehensive 2,462 1378 12,801 12,801 134 12,936
income
Total comprehensive 2,462 1378 12,801 62,822 586 63,408
income for the year
Acquisition of treasury stock — — — (15) — (15)
Disposal of treasury stock — — — 0 — 0
Cancellation of treasury - - - - - -
stock
Dividends paid 29 — — —  (12,480) (249) (12,729)
Share-based payment 40 - - - 122 - 122
transaction
Change due to stock swap — — — 3 3) —
Reclassification to retained (2,462) (1378)  (3,840) - - -
earnings
Total transactions with
wmere (2,462) (1,378)  (3,840) (12,370) (252)  (12,622)
Balance as of March 31, 2018 — —  (66,255) 395,514 16,980 412,494




(Thousands of U.S. dollars)

Equity attributable to owners of the parent company

Other components of equity

. . . Exchange Cash flow
Notes Capital Capital Reta?ned Treasury differences on  hedges
stock surplus earnings stock ir :
anslating
foreign
operations
Balance as of April 1, 2017 181,217 164,670 3,847,575  (228,585) (708,066) (1,519)
Profit for the year — — 471,887 — — —
cher comprehensive _ - . - 83,009 1,519
income
Total comprehensive - -~ 471,887 - 83,009 1,519
income for the year
Acquisition of treasury stock — — — (142) — —
Disposal of treasury stock — (340) (104) 443 — —
Cancellation of treasury _ (198) (201,594) 201,802 - -
stock
Dividends paid 29 — - (117,736) - — -
Share-ba§ed payment 40 - 1151 . . - -
transaction
Change due to stock swap — 19) — 57 — —
Recla§51ﬁcat10n to retained _ — 36,226 — — —
earnings
Total transactions with - 585 (283,217) 202,160 . -
owners
Balance as of March 31, 2018 181,217 165,255 4,036,245 (26,415) (625,047) —

Equity attributable to owners of the parent company

Other components of equity

Gains/(Losses) on Remeasurement Total Non-. .
. . controlling Total equity
investments in of the net defined .
Notes . L Total interests
equity benefit liability
instruments (asset)
designated as
FVTOCI
Balance as of April 1, 2017 — —  (709,585) 3,255,292 157,047 3,412,349
Profit for the year — — — 471,887 4,255 476,151
Other comprehensive 23,226 13,000 120764 120,764 1264 122,038
income
Total comprehensive 23,226 13,000 120,764 592,660 5528 598,189
income for the year
Acquisition of treasury stock — — — (142) — (142)
Disposal of treasury stock — — — 0 — 0
Cancellation of treasury . . . - . .
stock
Dividends paid 29 — — —  (117,736) ~ (2,349)  (120,085)
Share-baged payment 40 . . . 1,151 . 1,151
transaction
Change due to stock swap — — — 28 (28) —
Recla§s1ﬁcatlon to retained (23,226) (13,000) (36,226) — — —
earnings
Tgf;‘i;;‘“sa““’“s with (23,226) (13,0000  (36226) (116,698) (2,377)  (119,075)
Balance as of March 31, 2018 — —  (625,047) 3,731,264 160,189 3,891,453




Consolidated Statement of Cash Flows
FY2017 (Year Ended March 31, 2018)

Notes

Thousands of

Millions of yen U.S. dollars
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017) March 31, 2018)

March 31, 2018)

Cash flows from operating activities

Profit before income taxes 61,257 69,669 657,255
Depreciation and amortization 33,811 34,141 322,085
Impairment losses 406 1,223 11,538
Finance expenses/(income) (1,952) (924) (8,717)
Share of (profit)/loss of investments accounted
for using the equity method (152) (72) (679)
Losses/(gains) on sale or disposal of fixed assets 761 613 5,783
Decrease/(increase) in trade and other
receivables (2,962) (8,756) (82,604)
Decrease/(increase) in inventories 9,609 (4,129) (38,953)
Increase/(decrease) in trade and other payables 5,748 2,756 26,000
Decrease/(increase) in retirement benefit assets (523) 80 755
Increase/(decrease) in retirement benefit
liabilitics 1,321 (954) (9,000)
Other 3,738 5,638 53,189
Subtotal 111,063 99,285 936,651
Interest received 937 1,030 9,717
Dividends received 361 332 3,132
Interest paid (1,130) (531) (5,009)
Income taxes paid (12,076) (18,300) (172,642)
Net cash provided by operating activities 99,155 81,817 771,858
Cash flows from investing activities
Purchases of property, plant and equipment (20,497) (22,727) (214,4006)
Proceeds from sales of property, plant and 542 565 5330
equipment )
Purchases of intangible assets (8,454) (9,144) (86,264)
Purchases of investments in equity instruments (425) (535) (5,047)
Proceeds from sales of investments in equity
instruments 2,292 532 5,019
Purchases of investments in debt instruments (8,126) (10,689) (100,840)
Proceeds from sales or redemption of
investments in debt instruments 12371 6,337 59,783
Payments for acquisition of business 7 (140) 617) (5,821)
Other (831) (810) (7,642)
Net cash used in investing activities (23,271) (37,090) (349,906)
Cash flows from financing activities
Proceeds from short-term borrowings 38 — 671 6,330
Repayment of short-term borrowings 38 (6,361) — —
Repayment of long-term borrowings 38 (12,312) (20,299) (191,500)
Repayment of lease obligations 38 (1,878) (1,760) (16,604)
Dividends paid 29 (9,359) (12,480) (117,736)
Dividends paid to non-controlling interests (215) (248) (2,340)
Other 38 (261) (433) (4,085)
Net cash provided by (used in) financing
activities (30,389) (34,551) (325,953)
Effect of exchange rate changes on cash and cash
equivalents (849) (823) (7,764)
Net increase/(decrease) in cash and cash
equivalents 44,645 9,351 88,217
C;l::rand cash equivalents at the beginning of the g 67.387 112,032 1,056,906
Cash and cash equivalents at the end of the year 8 112,032 121,384 1,145,132




Notes to the Consolidated Financial Statements
1. Reporting Entity

BROTHER INDUSTRIES, LTD. (hereinafter referred to as the "Company") is a corporation located in Japan. The
consolidated financial statements of the Company consist of the financial statements of the Company, its
consolidated subsidiaries (collectively, the "Group") and its share of interests in associates.

The Group operates 6 businesses, consisting of the Printing & Solutions Business, Personal & Home Business,
Machinery Business, Network & Contents Business, Domino Business and Others Business. The details of the
principal businesses of the Group are described in Note 6 "Segment Information."

2. Basis of Preparation

(1) Compliance with IFRS

The Group meets all of the requirements for a "Specified Company for the designated IFRS" to prepare its
consolidated financial statements by applying the designated IFRSs as stipulated under Article 1-2 of the
"Ordinance on Terminology, Forms and Preparation Methods of Consolidated Financial Statements" (Ministry of
Finance of Japan Regulation No. 28, 1976, hereafter "the Regulation"). Hence, in accordance with Article 93 of the
Regulation, the Group's consolidated financial statements have been prepared in accordance with IFRS.

The Group's consolidated financial statements for the year ended March 31, 2018, were approved on June 26,
2018 by Ichiro Sasaki, Representative Director & President of the Company.

(2) Basis of measurement

The Group's consolidated financial statements have been prepared on the historical cost basis, except for the
following material items in the consolidated statement of financial position:

- Derivative financial instruments are measured at their fair values.

- Non-derivative financial assets to be measured at fair value are measured at their fair values.

- Defined benefit pension plan assets and liabilities are measured at the present value of defined benefit obligations
less the fair value of the plan assets.

- When it is virtually certain that another party will reimburse some or all of the expenditure required to settle a
defined benefit obligation, its right to reimbursement is recognized as a separate asset and is measured at fair value.

(3) Functional currency and presentation currency

The Group's consolidated financial statements are presented in Japanese yen, which is the functional currency of
the Company. The units are in millions of yen, and figures less than one million yen are rounded down.

The translations of Japanese yen amounts into U.S. dollar amounts are included solely for the convenience of
readers outside Japan using the rate of ¥106 to $1, the foreign exchange rate at March 31, 2018. Such translations
should not be construed as representations that the Japanese yen amounts could be converted into U.S. dollars at
that or any other rate.

(4) Early adoption of new accounting standards
The Group has early adopted IFRS 9 “Financial Instruments” (revised in July 2014) (hereinafter referred to as
"IFRS 9").

3. Significant Accounting Policies

Unless otherwise indicated, the accounting policies stated below have been consistently applied to all the periods
reported in the consolidated financial statements.



(Changes in accounting policies)
The Group has adopted the following standard and interpretation since the year ended March 31, 2018.

IFRS Description of new standards
and amendments
IAS 7 Statement of Provides disclosure for changes in liabilities arising from
Cash Flows financing activities

There is no effect on the consolidated financial statements from the adoption of the above standard and

interpretation.

(1) Basis of consolidation
<1> Subsidiaries

A subsidiary is an entity that is controlled by the Group. As a result of such control, the Group has exposures and
rights to variable returns from its involvement with an entity and has the ability to affect those returns through its
power over such entity.

The subsidiary is consolidated from the date of acquisition of the control to the date of loss of the control by the
Group.

If accounting policies applied by subsidiaries are different from those applied by the Group, adjustments are made
to the subsidiary’s financial statements, if necessary. All intra-Group balances, transactions, unrealized gains and
losses are eliminated on consolidation.

Changes in an interest of a subsidiary without losing control are accounted for as equity transactions. If there is a
difference between the amount by which the non-controlling interests are adjusted and the fair value of the
consideration paid or received, the difference is recognized directly in equity and attributed to the owners of the
parent company.

If loss in control of a subsidiary occurs, the Group recognizes in profit or loss the gains and losses arising from
the transaction.

<2> Associates and joint ventures

An associate is an entity over which the Group does not have control or joint control but has significant influence
over its financial and operating policies.

A joint venture is an entity based on contractual agreements in which two or more parties have been bounded to
conduct significant economic activities through joint control.

Investments in associates are accounted for using the equity method. Under the equity method, the investments in
an associate or a joint venture are initially recognized at acquisition cost and the carrying amount is increased or
decreased to recognize the Group's share of the net assets of the associate or the joint venture after the date of
acquisition. The amount of goodwill recognized at the date of acquisition has been included in the carrying amount
of investments without any amortization.

The accounting policies for associates and joint ventures are adjusted as required in order to comply with the
accounting policies adopted by the Group.

(2) Business combination

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred in a
business combination is measured at fair value, which is calculated as the sum of the acquisition-date fair values of
the assets transferred, the liabilities incurred and the equity interests issued by the Group in exchange for control of
the acquiree. Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any
non-controlling interests in the acquiree and the fair value of the acquirer’s previously held equity interest in the
acquiree (if any) over the net of the acquisition-date amounts of the identifiable assets acquired and liabilities
assumed. If, after reassessment, the net of the acquisition-date amounts of the identifiable assets acquired and



liabilities assumed exceeds the sum of the consideration transferred, the amount of any non-controlling interest in
the acquiree and the fair value of the acquirer’s previously-held interest in the acquiree (if any), the excess is
recognized immediately in profit or loss as a bargain purchase gain.

Acquisition-related costs including finder's fees, legal, due-diligence and other professional fees are recognized in
profit or loss as incurred.

Non-controlling interests measured either at fair value or at the non-controlling interests' proportionate share of
the recognized amounts of the acquiree’s identifiable net assets. The choice of measurement basis is made on a
transaction-by-transaction basis.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
business combination occurs, the Group reports provisional amounts for the items for which the accounting is
incomplete. The provisional amounts are adjusted during the ‘measurement period” (which cannot exceed one year
from the acquisition date) or additional assets or liabilities are recognized, to reflect new information obtained
about facts and circumstances that existed at the acquisition date that, if known, would have affected the amounts
recognized at the date.

Additional acquisitions of non-controlling interests are accounted for as equity transactions, and no goodwill is
recognized. When a business combination is achieved in stages, the Group’s previously-held equity interest in the
acquiree is remeasured to its acquisition-date fair value and the resulting gain or loss, if any, is recognized in profit
or loss.

At the acquisition date, the identifiable assets acquired and the liabilities assumed are recognized at their fair value,
except that:

- Deferred tax assets or liabilities, and assets or liabilities related to employee benefit arrangements are recognized

and measured in accordance with International Accounting Standard (“IAS”) 12 “Income Taxes” and IAS 19

“Employee Benefits,” respectively;

- Liabilities or equity instruments related to share-based payment arrangements of the acquiree, or share-based

payment arrangements of the Group entered into to replace share-based payment arrangements of the acquiree are

measured in accordance with IFRS 2 “Share-based Payment” at the acquisition date; and,

- Assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5 “Non-current Assets

Held for Sale and Discontinued Operations” are measured in accordance with that Standard.

(3) Foreign currencies
<1> Foreign currency transaction

Foreign currency transactions are translated into the functional currency of each company in the Group at the rates
of exchange prevailing at the date of the transactions.

At the end of each reporting period, monetary items denominated in foreign currencies are translated at the rates
prevailing at that date.

Non-monetary items carried at fair value that are denominated in foreign currencies are translated at the rates
prevailing at the date when the fair value was originally determined.

Differences arising from the translation or settlement are recognized in profit or loss, as presented in “Other
income” or “Other expenses” in the consolidated statement of income. However, differences relating to financial
activities are presented in “Finance income” or “Finance expenses” in the consolidated statement of income. Also,
differences arising from financial assets carried at fair value through other comprehensive income and cash flow
hedges are recognized in other comprehensive income.

<2> Financial statements of foreign operations

Assets and liabilities of foreign operations are translated into Japanese yen using exchange rates prevailing at the
end of each reporting period. Income and expenses items are translated at the average exchange rates for the period,
unless exchange rates fluctuate significantly during that period. Foreign exchange differences arising from the
translation are initially recognized as "Exchange differences on translating foreign operations" in other



comprehensive income and accumulated in “Other components of equity”, which are reclassified from equity to
profit or loss on disposal.

Goodwill and fair value adjustments resulting from the acquisition of foreign operations are retranslated as assets
and liabilities of such foreign operations as at the end of the reporting period. The exchange differences are
recognized in “Exchange differences on translating foreign operations” in other comprehensive income and
accumulated in "Other components of equity".

(4) Financial instruments
The Group has early-applied IFRS 9 “Financial Instruments” (revised in July 2014).

<1> Financial assets
(1) Initial recognition and measurement

Financial assets are classified into financial assets measured at fair value through profit or loss or other
comprehensive income and those measured at amortized cost. The classification is determined at the time of initial
recognition.

All financial assets other than those measured at fair value through profit or loss are measured at fair value and
transaction costs.

Financial assets are classified as financial assets measured at amortized cost if both of the following conditions are
met:

- The financial asset is held within a business model whose objective is to hold financial assets in order to collect

contractual cash flows; and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of

principal and interest on the principal amount outstanding.

Financial assets other than those measured at amortized cost are classified as financial assets measured at fair
value.

Equity instruments are in principle irrevocably designated as measured at fair value through other comprehensive
income (“FVTOCI”). Debt instruments measured at fair value are classified as financial assets measured at fair
value through other comprehensive income if the objective of business model has been achieved by both collecting
contractual cash flows and selling financial assets.

(i1) Subsequent measurement

After initial recognition, financial assets are measured based on the classification as follows:

(a) Financial assets measured at amortized cost

Financial assets measured at amortized cost are measured using the effective interest method.

The effective interest rate is the rate that exactly discounts estimated future cash receipts through the expected life
of the financial assets to the net carrying amount. Interest income based on the effective interest method is
recognized in profit or loss and included in “Finance income” in the consolidated statement of income. In cases
where a financial asset measured at amortized cost is derecognized, the difference between the carrying amount and
the consideration received or receivable is recognized in profit or loss and included in “Other income” or “Other
expenses” in the consolidated statement of income.

(b) Financial assets measured at fair value

Changes in the fair value or gains or losses on disposal of financial assets measured at fair value other than
derivatives are recognized in profit or loss and included in “Other income” or “Other expenses” in the consolidated
statement of income. However, remeasurement of fair value and gains or losses on disposal of investments in
equity instruments designated as at FVTOCI are recognized as other comprehensive income, and the accumulated



amount is reclassified into retained earnings. Dividends from the financial assets are recognized in profit or loss as
part of “Finance income” in the consolidated statement of income.

(ii1) Impairment on financial assets

An allowance for doubtful accounts is recognized for expected credit losses for financial assets measured at
amortized cost, debt instruments measured at fair value through other comprehensive income, and lease receivables.

The Group assesses, at the end of each reporting period, whether the credit risk of financial instruments has
increased significantly since initial recognition. If certain financial assets are deemed to have low credit risk as of
the reporting date, the Group determines that the credit risk on the financial instruments has not significantly
increased after the initial recognition.

If the credit risk on financial assets has significantly increased since the initial recognition, or with respect to the
credit-impaired financial assets, a loss allowance is recognized for the lifetime expected credit losses. If such risk
has not significantly increased, a loss allowance is recognized for the 12-month expected credit losses. Expected
credit losses are measured based on the present value of the difference between the contractual cash flows to be
received and the cash flows expected to be received.

The Group directly reduces the total carrying amount of financial assets if it does not reasonably expect to collect
all or part of certain financial assets.

In regard to operating receivables and lease receivables, lifetime expected credit losses are recognized since the
initial recognition.

The amount of expected credit losses (or reversal) that is required to adjust the loss allowance is recognized in
profit or loss and included in “Other expenses” or “Other income” in the consolidated statement of income.

(iv) Derecognition of financial assets

The Group derecognizes a financial asset when the contractual rights to the cash flows from the financial asset
expire, or when it transfers substantially all the risks and rewards of ownership of the financial asset. If the Group
retains control over the transferred financial asset, the Group recognizes its retained interest on the financial asset
and an associated liability for amounts it may have to pay to the extent of its continuing involvement in the

financial asset.

<2> Financial liabilities
(i) Initial recognition and measurement

The Group classifies all financial liabilities other than derivatives into financial liabilities measured at amortized
cost.

All financial liabilities are measured at fair value at initial recognition. However, those other than derivatives are
measured at fair value after deducting transaction costs that are directly attributable to the issuance of financial
liabilities.

(i1) Subsequent measurement

Financial liabilities other than derivatives are measured at amortized cost using the effective interest method after
the initial recognition. Interest expenses using the effective interest method are included in “Finance expenses” in
the consolidated statement of income, and gains or losses on derecognition are recognized in profit or loss and
included in “Other income” or “Other expenses,” respectively.

(ii1) Derecognition of financial liabilities

The Group derecognizes a financial liability when it is extinguished, i.e., when the obligation specified in the
contract is discharged, cancelled or expired.



<3> Presentation of financial assets and liabilities

Financial assets are offset against financial liabilities and the net amounts are presented in the consolidated
statement of financial position when, and only when, the Group currently has a legally enforceable right to set off
the recognized amounts and intends either to settle on a net basis, or to realize assets and settle the liabilities

simultaneously.

<4> Hedge accounting and derivatives

Derivatives are initially measured at fair value at the date the derivative contracts are entered into and are
subsequently remeasured to their fair value at the end of each reporting period.

The Group utilizes derivatives such as foreign exchange contracts to fix cash flows regarding the recognized
financial assets and liabilities or the future transactions. The Group does not hold any derivatives for speculative or
dealing purposes in accordance with the Group's rule.

The Group has derivatives that are held for hedging purposes but do not qualify for hedge accounting. The
fluctuation of the fair value of these derivatives is recognized in profit or loss immediately, and included in "Other
income" or "Other expenses" in the consolidated statement of income. However, the fluctuation of the fair value of
derivatives related to financial activities are included in "Finance income" or "Finance expenses" in the
consolidated statement of income. The effective portion of cash flow hedges is recognized in other comprehensive
income.

To assess whether the hedging relationship qualifies for hedge accounting, at the inception of the hedging
relationship the Group documents the relationship between the hedging instrument and the hedged item, along with
its risk management objectives and its strategies for undertaking various hedge transactions. Furthermore, at the
inception of the hedge and on an ongoing basis, the Group assesses whether the hedging instrument is effective in
offsetting changes in cash flows of hedged item attributable to the hedged risk.

Hedges are determined effective when all of the following requirements are met:

(i)There is an economic relationship between the hedged item and the hedging instrument;

(i) The effect of credit risk does not dominate the value changes that result from that economic relationship; and

(ii)The hedge ratio of the hedging relationship is the same as that resulting from the quantity of the hedged items

that the Group actually hedges and the quantity of the hedging instruments that the Group actually uses to hedge

that quantity of hedged items.

If a hedging relationship ceases to meet the hedge effectiveness requirements relating to the hedge ratio, but the
risk management objective remains the same, the Group shall adjust the hedge ratio of the hedging relationship so
that it meets the qualifying criteria again.

Cash flow hedge accounting is applied only for highly probable forecast transactions.

Hedging relationships that meet qualifying criteria for hedge accounting are accounted for as follows:

Cash flow hedges

The Group uses only cash flow hedges.

The portion of the gain or loss on the hedging instruments that is determined to be an effective hedge is
recognized in other comprehensive income, and any remaining gain or loss on the hedging instruments that is
determined to be an ineffective hedge is recognized in profit or loss immediately in the consolidated statement of
income.

If a hedged forecast transaction subsequently results in the recognition of a non-financial asset or non-financial
liability, or a hedged forecast transaction for a non-financial asset or a non-financial liability becomes a firm
commitment for which fair value hedge accounting is applied, the Group directly transfers the cash flow hedge
reserve to the initial cost or other carrying amount of the asset or liability.

Cash flow hedge reserve on cash flow hedges other than those stated above is reclassified to profit or loss in the

same period during which the hedged expected future cash flows affect profit or loss.



However, if that amount is a loss and the Group expects that all or a portion of that loss will not be recovered in
one or more future periods, the amount that is not expected to be recovered is immediately reclassified into profit or
loss.

When the Group discontinues hedge accounting, if the hedged future cash flows are still expected to occur, the
unrealized gain or loss on the cash flow hedge remains as another component of equity until the future cash flows
occur. If the hedged future cash flows are no longer expected to occur, the unrealized gain or loss on the hedge is
immediately reclassified to profit or loss.

(5) Cash and cash equivalents
Cash and cash equivalents include cash in hand, demand deposit and other short-term, highly-liquid investments
with original maturities of approximately three months or less and insignificant risk of changes in value.

(6) Inventories

Inventories are measured at the lower of cost or net realizable value. Net realizable value is the estimated selling
price in the ordinary course of business, less the estimated costs of completion and costs necessary to make the sale.
The cost of inventories comprises all costs of purchase, costs of conversion and other costs incurred in bringing the
inventories to their present location and condition, and is determined mainly using the weighted-average method.

(7) Property, plant and equipment

Property, plant and equipment are measured by using the cost model and are stated at acquisition cost less
accumulated depreciation and accumulated impairment losses.

The cost includes any costs directly attributable to the acquisition of the assets, any cost related to their
dismantlement, removal or restoration of land and any borrowing costs eligible for capitalization.

Property, plant and equipment other than land and construction in progress are depreciated using the straight-line
method over the estimated useful life of each component of the assets.

The estimated useful lives of major property, plant and equipment are as follows:

- Buildings and structures: 3 to 60 years

- Machinery and equipment: 3 to 20 years

- Tools, equipment and fixtures: 2 to 20 years

The estimated useful lives, residual values and depreciation methods for property, plant and equipment are
reviewed at each year end and changed as necessary.

Property, plant and equipment are derecognized on disposal or when no future economic benefits are expected
from its use or disposal. The gain or loss arising from the derecognition of property, plant and equipment is
recognized in profit or loss when the item is derecognized and is included in "Other income" or "Other expenses" in
the consolidated statement of income.

(8) Investment property

Investment properties are properties held to earn rental income and/or for capital appreciation.

Investment properties are measured by using the cost model and are initially stated at cost less accumulated
depreciation and accumulated impairment losses.

Depreciation of investment properties is principally computed under the straight-line method over the following
estimated useful lives:

Buildings and structures: 3 to 60 years

The estimated useful lives, residual values and depreciation methods are reviewed at each year end and changed as

necessary.

(9) Goodwill and Intangible assets



<1> Goodwill
Goodwill is measured at the sum of the consideration transferred, the amount of non-controlling interest and the
fair value of equity interests in the acquiree held previously by the Group, less the net amount of identifiable assets
and liabilities at the acquisition date. Goodwill is recognized at acquisition cost less accumulated impairment losses.
Goodwill is not amortized, but instead tested for impairment annually or whenever there is any indication of
impairment. An impairment loss on goodwill is included in “Other expenses” in the consolidated statement of

income. An impairment loss recognized for goodwill is not reversed in a subsequent period.

<2> Capitalization of development cost

Expenditures on research activities to gain new scientific or technical knowledge are recognized as expenses as
incurred. Expenditures on development activities are capitalized as internally-generated intangible assets only if the
Group can demonstrate all of the following:

(a) the technical feasibility of completing the intangible asset so that it will be available for use or sale;

(b) its intention to complete the intangible asset and use or sell it;

(c) its ability to use or sell the intangible asset;

(d) how the intangible asset will generate probable future economic benefits;

(e) the availability of adequate technical, financial and other resources to complete the development and to use or

sell the intangible asset; and
(f) its ability to measure reliably the expenditure attributable to the intangible asset during its development.

Initial recognition of the internally-generated intangible assets is the total expenditure incurred from the date when
all the above conditions are satisfied to the date when the developments are finished. The internally-generated
intangible assets are amortized using the straight-line method over a period in which the funds spent for the
development are expected to be recovered (i.e., 2 to 5 years) and are presented in the consolidated statement of
financial position at cost, net of accumulated amortization and accumulated impairment losses.

Expenditures on development activities that do not meet the conditions above and research activities are

recognized as expenses as incurred.

<3> Other intangible assets

Separately acquired intangible assets are measured at the acquisition at the time of initial recognition. Intangible
assets acquired in a business combination are measured at fair value at the acquisition date.

Intangible assets other than goodwill are amortized using the straight-line method over the estimated useful life of
each component of the assets and are stated at the acquisition cost less any accumulated amortization and
accumulated impairment losses. The estimated useful lives of major intangible assets are as follows:

- Software: 2 to 5 years

- Patents: 8 to 10 years

- Customer related assets: 15 years

The estimated useful lives, residual values and amortization methods are reviewed at each year-end and changed
as necessary.

Intangible assets with indefinite useful lives are recognized at acquisition cost less accumulated impairment losses
and are not amortized, but instead tested for impairment annually or whenever there is any indication of impairment.

Intangible assets are derecognized on disposal or when no future economic benefits are expected from their
continued use or disposal. The gain or loss arising from the derecognition of intangible assets is included in profit
or loss when the item is derecognized and is included in “Other income” or “Other expenses” in the consolidated
statement of income.

(10) Non-current assets held for sale



Non-current assets (or disposal groups) for which the carrying amount is expected to be recovered through a sale
transaction rather than through continuing use are classified as non-current assets (or disposal groups) held for sale
when the following conditions are met: it is highly probable that the asset or disposal group will be sold within one
year, the assets (or disposal groups) are available for immediate sale in their present condition, and the Group
management commits to the sale plan. In such cases, they are not depreciated or amortized and are measured at the
lower of their carrying amount and the fair value less costs to sell.

(11) Leases

Leases are classified as finance leases whenever substantially all the risks and rewards incidental to ownership are
transferred to lessee. All other leases are classified as operating leases.

Determining whether an arrangement is, or contains, a lease is based on the substance of the arrangement in
accordance with IFRIC 4 "Determining whether an Arrangement contains a Lease," even if the arrangement does
not take the legal form of a lease.

In finance lease transactions as the lessee, lease assets and lease obligations are initially recognized at the lower of
the fair value of the leased property or the present value of the minimum lease payments, each determined at the
inception of the lease. Subsequent to the initial recognition, the assets are depreciated based on the applicable
accounting policies applied to the assets.

Lease payments are allocated to finance expenses and repayment amounts of lease obligations based on the
interest method, and finance expenses are included in the consolidated statement of income.

Lease receivables arising from finance lease transactions as lessor are recognized at the amounts of the net
investment in the relevant lease transactions.

In operating lease transactions as lessee, lease payments are recognized as an expense over the lease terms using
the straight-line method in the consolidated statement of income. Variable lease payments are recognized as an
expense over the period in which they are incurred.

In operating lease transactions as lessor, income from operating leases are recognized in profit or loss using the
straight-line method over the lease term, and the initial direct cost incurred within the Group at the conclusion of
the operating lease agreement is added to the carrying amount of the lease asset and recognized in profit or loss
over the lease term under the same criteria as lease income. Variable lease payments receivables are recognized in
profit or loss over the period in which they are incurred.

(12) Impairment of non-financial assets

At the end of each reporting period, the Group reviews the carrying amount of its non-financial assets, except for
inventories and deferred tax assets, and assesses whether there is any indication of impairment regarding each asset
or cash-generating unit (or group) to which the asset belongs. Impairment tests are performed if indications of
impairment exist. The cash-generating unit (or group) to which an impairment test is performed is the smallest unit
(or group) that is identified to generate cash inflows independently of cash inflows from other assets or asset groups.
When a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to
individual cash-generating units. Goodwill and intangible assets with indefinite useful lives are allocated to
appropriate cash-generating units and tested for impairment at least annually, irrespective of whether there is any
indication of impairment or whenever there is an indication of impairment.

The recoverable amount of assets or cash-generating units is the higher of the value in use and the fair value less
costs of disposal. In calculating value in use, estimated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects the current market assessments of the time value of money and the risks specific
to the asset. In measuring fair value less costs of disposal, appropriate valuation models evidenced by available fair
value indicators are used.

When the carrying amount of the asset or the cash-generating unit exceeds its recoverable amount, the exceeding
amount is recognized as impairment losses in “Other expenses” in the consolidated statement of income. The
impairment loss recognized in relation to the cash-generating unit (or group) is allocated first to reduce the carrying



amount of goodwill allocated to the unit and then to allocate the impairment loss that exceeds the carrying amount
of goodwill to the other assets of the unit pro rata on the basis of the carrying amount of each asset in the unit (or
group).

An impairment loss is reversed if the indication that an impairment loss previously recognized may no longer exist
and the recoverable amount exceeds the carrying amount as a result of an estimation of the recoverable amount.
The increased carrying amount by the reversal of an impairment loss does not exceed the carrying amount that
would have been determined (net of amortization or depreciation) had no impairment loss been recognized in prior
years. The impairment loss for goodwill is not reversed.

(13) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of the qualifying assets, which
are assets that necessarily take a substantial period of time to get ready for the intended use or sale are added to the
costs of those assets, until the assets are substantially ready for their intended use or sale. All other borrowing costs
are recognized in profit or loss in the period in which they are incurred.

(14) Employee benefits
<1> Post-employment benefits

The Company and certain consolidated subsidiaries provide defined benefit plans and defined contribution plans
as employees' post-employment benefit plans.

Defined contribution plans are post-employment benefit plans under which the companies pay fixed contributions
into separate entities and will have no legal or constructive obligation to pay further contributions. Defined benefit
plans are post-employment benefit plans other than defined contribution plans.

The Company and certain consolidated subsidiaries calculate the present value and the service cost of defined
benefit obligations mainly using the projected unit credit method.

The discount period is determined based on the period until the expected date of future benefit payment in each
reporting period, and the discount rate is determined by reference to market yields on high quality corporate bonds
at the fiscal year-end corresponding to the discount period.

Net defined benefit liabilities or assets are the present value of defined benefit obligations less the fair value of
plan assets and presented as “Retirement benefit liabilities” or included in “Other non-current assets” in the
consolidated statement of financial position. When there is a funding surplus, net defined benefit asset is recognized
up to the ceiling of the present value of economic benefits available in the form of refunds from the plan or
reductions in future contributions to the plan.

If it is virtually certain that some or all of the expenditure required to settle defined benefit obligations is expected
to be reimbursed by another party, the right of such reimbursement is recognized as an asset and included as part of
“insurance reserve funds” in “Other non-current assets” in the consolidated statement of financial position.

The differences arising from the remeasurement of net defined benefit liabilities (assets) are collectively
recognized as other comprehensive income in the period in which they occur and are immediately reclassified from
other components of equity to retained earnings.

Past service cost, which is the change in the present value of defined benefit obligations resulting from the
amendment or curtailment of the plan, is recognized in profit or loss in the period in which it is incurred.

Contributions to the defined contribution plan are recognized as an expense when employees provide related

services.

<2> Short-term employee benefits

Short-term employee benefits are measured on an undiscounted basis and are expensed during the period when the
service is rendered.

Accruals are recognized as a liability when the companies have present legal or constructive obligations to pay as
a result of past employee service and when reliable estimates of the obligation can be made.



<3> Other employee benefits
Long-term employee benefit obligations other than retirement benefit obligations are determined by discounting

the estimated amount of future benefits obtained as a result of past and current employee service to its present value.

(15) Share-based payments

The Group has adopted a stock option scheme as an equity-settled share-based payment scheme. The fair value
determined at the grant date is expensed over the vesting period in the consolidated statement of income, taking
into account the estimated number of stock options that will eventually vest, and the same amount is recognized as
an increase in capital in the consolidated statement of financial position. The fair value of the option granted is
calculated using the Black-Scholes Model or other methods considering the terms and conditions.

(16) Provisions

Provisions are recognized when the Group has present legal or constructive obligations as a result of past events, it
is probable that outflows of resources embodying economic benefits will be required to settle such obligations and
reliable estimates can be made of the amounts. The amount of a provision is measured at the present value of the
expenditures expected to be required to settle the obligation, discounting to the present value using a pre-tax
discount rate that reflects the effect of the time value of money and risks specific to the obligation. Interest expense
associated with the passage of time are recognized as finance expenses.

<1> Asset retirement obligations

When legal or contractual obligations are imposed in relation to the retirement of property, plant and equipment
due to the acquisition, construction, development or normal operation of the property, plant and equipment, the
amount calculated by discounting expected future expenditures required for the retirement to the present value is
recognized as a liability in the consolidated statement of financial position, and the amount corresponding to the
liability is accounted for as part of property, plant and equipment and investment property. Estimated future
expenses and the applied discount rate are reviewed annually and added to or subtracted from the respective
accounts if adjustments are deemed necessary.

<2> Provision for product warranty

Provision for product warranty is estimated and recognized based on past experience of the occurrence of
detective goods and the expected after-sales service costs in the warranty period. The provision of allowance for
product warranty is included in “Selling, general and administrative expenses” in the consolidated statement of
income.

<3> Other provisions
Other provisions include a provision for adjustments of returned unsold goods.

(17) Revenue
Revenue is measured at the fair value of the consideration received from sales of goods and rendering of services.
Revenue is reduced for discounts, rebates and sales-related taxes.

<1> Sale of goods

The Company mainly sells printers, communication/printing equipment (such as multifunctional machines),
domestic sewing machines, industrial sewing machines, machine tools, reducers, gears and commercial online
karaoke systems, as well as industrial printing equipment. Revenue from the sale of these goods is recognized when
the significant risks and rewards of ownership of the goods have transferred to customers, continuing involvement
in and substantial control of the goods are not retained, an inflow of future economic benefits into the Group will be



probable and the benefits and corresponding cost can be measured reliably.

<2> Rendering of services

The Company provides mainly content distribution services for commercial online karaoke systems and mobile
devices. Revenue from rendering of these services is recognized according to the utilization and contract term of
the services when the amount of revenue can be measured reliably, an inflow of economic benefits related to the
transaction into the entity will be probable, the progress can be measured reliably at the end of the reporting period
and the cost incurred related to the transaction and the cost required for the completion of the transaction can be
measured reliably.

If the accomplishment of the transaction related to rendering of services cannot be estimated reliably, revenue is
recognized only to the extent of costs incurred that are expected to be recoverable.

<3> Royalty
Royalty is recognized with economic benefits on an accrual basis in accordance with the substance of the relevant
agreement.

<4> Real estate rental income
Real estate rental income is recognized on an accrual basis in accordance with the substance of the relevant
agreement.

(18) Government grants

Government grants are recognized at fair value until there is reasonable assurance that the Group will comply with
the conditions attaching to them and that the grants will be received. Government grant associated with an expense
are recognized as revenue in the same accounting period when the expense is incurred. Government grant related to
assets are recognized as deferred revenue and transferred to profit or loss on a systematic basis over the useful lives
of the related assets.

(19) Income taxes

Income taxes represents the sum of the current taxes and deferred taxes. These income taxes are recognized in
profit or loss, except for taxes arising from items that are recognized in other comprehensive income or directly in
equity and those arising from business combinations.

Current taxes are measured at the amount expected to be paid to or refunded from local taxation authorities. For
the calculation of the tax amount, the Group uses the tax rates and tax laws that have been enacted or substantively
enacted by the end of the reporting period based on the taxable profit or loss for the Group’s operating activity in
each country.

Deferred taxes are recognized over the temporary differences between the carrying amounts of assets and
liabilities and their tax basis, unused tax losses and unused tax credits at the end of each reporting period. The
deferred tax assets or liabilities are not recognized for the following temporary differences:

- temporary differences arising from the initial recognition of goodwill;

- temporary differences arising from the initial recognition of assets or liabilities in transactions that do not

affect either accounting profit or taxable profit, except business combination;

- taxable temporary differences arising from investments in subsidiaries and associates and interests in joint
ventures to the extent that the timing of the reversal of the temporary difference is controlled and that it is not
probable that the temporary difference will reverse in the foreseeable future; and

- deductible temporary differences arising from investments in subsidiaries and associates and interests in joint
ventures to the extent that it is not probable that the temporary difference will reverse in the foreseeable future.

Deferred tax liabilities are generally recognized for all taxable temporary differences. Deferred tax assets for



deductible temporary differences are only recognized to the extent that it is probable that taxable profit will be
available against which the deductible temporary difference can be utilized.

Deferred tax assets are reviewed at the end of each reporting period and reduced to the extent that it is not
probable that there will be sufficient taxable profit against which all or part of the deferred tax assets can be utilized.
Unrecognized deferred tax assets are reassessed at the end of each reporting period and recognized only to the
extent that it is probable that the deferred tax assets can be recovered by future taxable profits.

Deferred tax assets and liabilities are measured at the tax rates that are expected to be applied to the year when the
assets are realized or the liabilities are settled, based on tax rates and tax laws that have been enacted or
substantively enacted by the end of the reporting period.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and income taxes are levied by the same taxation authority on the same taxable entity.

The Group recognizes an asset or liability for the effect of uncertainty in income taxes measured at the reasonable
estimate for uncertain tax positions when it is probable, based on the Group's interpretation of tax laws in which the
tax positions will be sustained.

(20) Earnings per share

Basic earnings per share is calculated by dividing profit or loss attributable to ordinary shareholders of the parent
company by the weighted-average number of ordinary shares outstanding during the year, adjusted by the number
of treasury stock. Diluted earnings per share is calculated by adjusting the effects of all dilutive potential ordinary
shares.

(21) Equity
(Common stock)

The amount of common stock issued by the Company is recognized as “Capital stock” and “Capital surplus” in
the consolidated statement of financial position. Direct costs related to the issuance of common stock and stock

options are deducted from "Capital surplus."

(Treasury stock)

Treasury stock is measured at cost and deducted from equity. No gain or loss is recognized on the purchase, sale
or cancellation of treasury stock. Any difference between the carrying amount and the consideration on sale is
recognized as capital surplus.

(22) Dividends
Dividends to the shareholders of the Company are recognized as liabilities in the period in which the Board of
Directors’ meeting approves the distribution.

(23) Fair value measurements
Certain assets and liabilities are measured at fair value. The fair values of these assets and liabilities have been
determined using valuation methodologies such as the market approach, the income approach and the cost approach.
There are three levels of inputs that may be used to measure fair value.
Level 1 — quoted prices in active markets for identical assets or liabilities
Level 2 — inputs other than quoted prices within Level 1 that are observable for the asset or liability, either directly
or indirectly
Level 3 —unobservable inputs for the asset or liability
The fair value of financial instruments categorized as Level 3 is measured in accordance with the
Group's accounting policies. In measuring the fair value, the valuation methodologies and inputs which
reflect the nature, characteristics and risks of each financial instrument most appropriately are used. The
results of the fair value measurement of financial instruments at the end of each reporting period are



reviewed and approved by management.

4. Significant Accounting Estimates and Judgments involving estimations

In preparing the consolidated financial statements in accordance with IFRS, management is required to make

judgments, estimates and assumptions that have an effect on the application of accounting policies as well as the

reported amounts of assets, liabilities, revenues and expenses. Actual operating results may differ from these

estimates.

The estimates and the underlying assumptions are continuously reviewed. The effects of revisions to the

accounting estimates are recognized in the period in which such estimates are revised as well as in the future

periods.

Significant estimates and assumptions that have material effects on the consolidated financial statements of the

Group are as follows:

Scope of consolidation: Note 3 “Significant Accounting Policies” (1) Basis of consolidation

Revenue recognition and measurement: Note 3 “Significant Accounting Policies” (17) Revenue

Collectability of trade and other receivables: Note 3 “Significant Accounting Policies” (4) Financial
instruments, Note 9 “Trade and Other Receivables” and Note 41 “Financial Instruments”

Valuation of inventories: Note 3 “Significant Accounting Policies” (6) Inventories and Note 11 “Inventories”
Estimates of useful lives and residual values of non-current assets: Note 3 “Significant Accounting Policies”
(7) Property, plant and equipment to (11) Leases, Note 14 “Property, Plant and Equipment,” Note 15
“Investment Property” and Note 16 “Goodwill and Intangible Assets”

Impairment losses of property, plant and equipment, intangible assets, including goodwill, and investment
property: Note 3 “Significant Accounting Policies” (12) Impairment of non-financial assets and Note 17
"Impairment of Non-Financial Assets”

Fair value of financial instruments: Note 3 “Significant Accounting Policies” (4) Financial instruments and
(23) Fair value measurements and Note 41 “Financial Instruments”

Recoverability of deferred tax assets: Note 3 “Significant Accounting Policies” (19) Income taxes and Note
20 “Income Taxes”

Recognition and measurement of provisions: Note 3 “Significant Accounting Policies” (16) Provisions and
Note 26 “Provisions”

Measurement of defined benefit obligation: Note 3 “Significant Accounting Policies” (14) Employee benefits
and Note 25 “Employee Benefits”

5. New Standards Not Yet Adopted

By the date of approval of the consolidated financial statements, the following new or revised standards and

interpretations were issued. However, such standards and interpretations have not yet been adopted by the Group.

Date of
mandatory To be adopted by e
IFRS adoption the Group from Descrlggfgrg;rllgr\geﬁ&ndards
(from the year | the year ending
beginning)
Revenue from . .| Provides accounting treatment
IFRS 15 Contracts with January 1, 2018 Fﬁ(ﬁlc}};e?’alr ezn(;i 11191g for recognizing revenue and the
Customers ’ disclosure thereof
. .| Provides accounting treatment
IFRS 16 Leases January 1, 2019 Fll\i[(ilc}};ej,alr ,eznodzlgg fﬁérleeg;es and the disclosure

In relation to adoption of IFRS 15 “Revenue from Contracts with Customers,” the main change that will affect the

Group is the accounting treatment of consideration payable to customers. A part of expenses, which were



recognized as “Selling, general and administrative expenses,” will be reclassified as “Reduction of revenue” or
“Cost of sales.” The Group estimates that the main impact on the consolidated financial statements for the year
ending March 31, 2019 will be to decrease “Revenue” by approximately ¥5,400 million ($50,943 thousand). There
will be immaterial impact on “Operating profit.”

The Group is currently assessing the possible impact that IFRS 16 “Leases” will have on the consolidated
financial statements and is unable to estimate the impact at present.

6. Segment Information

(1) Outline of reportable segments

Reportable segments of the Group are the components of the Group for which discrete financial information is
available and are evaluated regularly by the Board of Directors in deciding how to allocate management resources
and in assessing performance.

The Group's reportable segments are consistent with its businesses. The Group formulates comprehensive
strategies for its products and services in Japan and overseas to develop business activities in six segments:
“Printing & Solutions”, “Personal & Home”, “Machinery”, “Network & Contents”, “Domino”, and “Others”.

“Printing & Solutions” consists of sale and production of communications and printing equipment such as printers
and All-in-Ones, and of sale and production of electronic stationery products. “Personal & Home” consists of sale
and production of home sewing machines. “Machinery” consists of sale and production of industrial sewing
machines, garment printers, machine tools, reducers and gears. “Network & Contents” consists of sale and
production of online karaoke systems, and of content distribution services. “Domino” consists of sale and
production of industrial printing equipment.

Reportable segment profit or loss is measured on the basis of operating profit in the consolidated statement of
income. Business segment profit or loss is calculated by subtracting the cost of sales and selling, general and
administrative expenses from Revenue for each reportable segment.

(2) Segment revenue and results

The Group's revenue and results by reportable segment are as follows.
Intersegment revenues are based on prevailing market prices.



FY2016 (Year Ended March 31, 2017)

(Millions of yen)

Reportable segment

Reconciliations

Printing & |Personal & Machine Network & Domino Others Total (Note 2) Consolidated
Solutions | Home Y| Contents (Note 1)
Revenue
Customers 383,628 44,409 90,944 49,731 59,354 13,117 | 641,185 — 641,185
Intersegment — — — — — 14,621 14,621 (14,621) —
Total 383,628 44,409 90,944 49,731 59,354 27,738 | 655,806 (14,621) 641,185
Segment profit 45,654 2,038 6,177 2,213 4,177 697 60,958 (199) 60,759
Other income _
and expenses (133) (158) (197) (1,358) 189 52 (1,606) (1,606)
Operating profit 45,520 1,880 5,980 854 4,366 749 59,352 (199) 59,152
Finance income 1,952
and expenses
Share of
profit/(loss) of
investments
accounted for 152
using the
equity method
_Proﬁt before 61,257
income taxes
Other items
Reportable segment o
Total Rec?\?cmﬁwm Consolidated
Printing & |Personal & Machine Network & Domino Others (Note 4)
Solutions | Home ™'l Contents (Note 1)
Depreciation 18,304 1,333 3,738 5,459 4,031 944 33,811 — 33,811
hlnpamem 62 0 1 281 60 0 406 — 406
osses
Capital
expenditure 10,770 891 4,624 4,495 4,613 328 25,723 2,921 28,644
(Note 3)
(Note)

1) “Others” consists of real estate and other areas of business.

2) Reconciliation amount of ¥(199) million for segment profit (operating profit) is for the elimination of
intersegment transactions.
3) Capital expenditure represents increases in property, plant and equipment, intangible assets, and investment

property.

4) Reconciliation amount of ¥2,921 million for an increase in property, plant and equipment and intangible assets is
mainly for corporate assets which are not allocated to reportable segments.




FY2017 (Year Ended March 31, 2018)

(Millions of yen)

Reportable segment

Reconciliations

Printing & |Personal & Machine Network & Domino Others Total (Note 2) Consolidated
Solutions | Home Y| Contents (Note 1)
Revenue
Customers 412,165 44,466 127,299 49,052 68,390 11,623 | 712,997 — 712,997
Intersegment - — - — — 12,033 12,033 (12,033) —
Total 412,165 44,466 127,299 49,052 68,390 23,656 | 725,031 (12,033) 712,997
Segment profit 52,890 1,981 14,426 2,663 4,640 736 77,337 (107) 77,229
Other income _
and expenses (5,536) (929) (295) (1,319) (641) 165 (8,557) (8,557)
Operating profit 47,353 1,051 14,131 1,343 3,998 901 68,780 (107) 68,672
Finance income 924
and expenses
Share of
profit/(loss) of
investments 7
accounted for
using the
equity method
_Proﬁt before 69,669
income taxes
Other items
Reportable segment -
Total Rec§1c;ha:0ns Consolidated
Printing & |Personal & Machine Network & Domino Others (Note 4)
Solutions | Home ™1 Contents (Note 1)
Depreciation 17,709 1,185 3,938 5,667 4,730 908 34,141 — 34,141
Impairment — — 30 1,192 — — 1,223 — 1,223
losses
Capital
expenditure 15,151 923 3,559 6,456 4,622 359 31,073 2,920 33,993
(Note 3)
(Note)

1) “Others” consists of real estate and other areas of business.

2) Reconciliation amount of ¥(107) million for segment profit (operating profit) is for the elimination of

intersegment transactions.
3) Capital expenditure represents increases in property, plant and equipment, intangible assets, and investment

property.

4) Reconciliation amount of ¥2,920 million for an increase in property, plant and equipment and intangible assets is
mainly for corporate assets which are not allocated to reportable segments.




FY2017 (Year Ended March 31, 2018)

(Thousands of U.S. dollars)

Reportable segment A
Total Reconciliations Consolidated
Printing & |Personal & Machine Network & Domino Others (Note 2)
Solutions Home ™| Contents (Note 1)
Revenue
Customers 3,888,349 | 419,491 |1,200,934 462,755 | 645,189 | 109,651 | 6,726,387 — | 6,726,387
Intersegment — — — — — 113,519 113,519 (113,519) —
Total 3,888,349 | 419,491 |1,200,934 462,755 | 645,189 | 223,170 | 6,839,915 (113,519) | 6,726,387
Segment profit 498,962 18,689 | 136,094 25,123 43,774 6,943 729,594 (1,009) 728,575
Other income
and expenses (52,226) (8,764) (2,783) (12,443) (6,047) 1,557 (80,726) (80,726)
Operating profit 446,726 9,915 | 133,311 12,670 37,717 8,500 648,868 (1,009) 647,849
Finance income 8,717
and expenses
Share of
profit/(loss) of
investments
accounted for 679
using the
equity method
Proﬁt before 657,255
income taxes
Other items
Reportable segment -
Total Recimharons Consolidated
Printing & |Personal & Machin Network & Domin Others (Note 4)
Solutions | Home CAMCLY | Contents omino (Note 1)
Depreciation 167,066 11,179 37,151 53,462 44,623 8,566 | 322,085 — 322,085
Tmpairment — — 283 11,245 — — | 11,538 — 11,538
losses
Capital
expenditure 142,934 8,708 33,575 60,906 43,604 3,387 | 293,142 27,547 320,689
(Note 3)
(Note)

1) “Others” consists of real estate and other areas of business.

2) Reconciliation amount of $(1,009) thousand for segment profit (operating profit) is for the elimination of
intersegment transactions.
3) Capital expenditure represents increases in property, plant and equipment, intangible assets, and investment

property.

4) Reconciliation amount of $27,547 thousand for an increase in property, plant and equipment and intangible
assets is mainly for corporate assets which are not allocated to reportable segments.




(3) Information about products and services

Revenue from customers by product and service is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017)

March 31, 2018)

March 31, 2018)

Printing & Solutions
Communications and printing

equipment 338,562 364,903 3,442,481
Electronic stationery 45,066 47,262 445,868
Printing & Solutions total 383,628 412,165 3,888,349
Personal & Home 44,409 44,466 419,491
Machinery
Industrial sewing machines 26,802 31,094 293,340
Machine tools 45,352 76,018 717,151
Industrial parts 18,789 20,186 190,434
Machinery total 90,944 127,299 1,200,934
Network & Contents 49,731 49,052 462,755
Domino 59,354 68,390 645,189
Others 13,117 11,623 109,651
Total 641,185 712,997 6,726,387




(4) Information about geographical areas

Revenue and non-current assets by geographical area are as follows.

Revenue from customers

(Thousands of U.S.

(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31,2018) | March 31,2018)
Japan 119,525 121,008 1,141,585
Overseas
The Americas
U.S.A. 158,224 160,349 1,512,726
Others 44,375 49,253 464,651
The Americas total 202,599 209,602 1,977,377
Europe
Germany 45,038 51,572 486,528
Others 116,054 129,651 1,223,123
Europe total 161,092 181,224 1,709,660
Asia and others
China 73,216 108,349 1,022,160
Others 84,751 92,812 875,585
Asia and others total 157,968 201,162 1,897,755
Overseas total 521,660 591,989 5,584,802
Total 641,185 712,997 6,726,387

(Note) Revenue is classified into countries and regions based on the location of customers.




Non-current assets

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Japan 85,653 84,570 797,830
Overseas
The Americas
U.S.A. 7,849 7,621 71,896
Others 1,358 1,538 14,509
The Americas total 9,208 9,160 86,415
Europe
UK. 134,936 142,779 1,346,972
Others 5,148 5,536 52,226
Europe total 140,085 148,316 1,399,208
Asia and others
China 14,004 13,145 124,009
Vietnam 13,394 14,050 132,547
Philippines 11,964 11,955 112,783
Others 2,308 2,320 21,887
Asia and others total 41,671 41,473 391,255
Overseas total 190,964 198,949 1,876,877
Total 276,617 283,520 2,674,717

(Note) Non-current assets are presented based on the physical location of assets. Financial instruments, deferred tax
assets and retirement benefit assets are not included.

(5) Information about major customers
The description is omitted because there is no external customer whose revenue exceeds 10% or more of the
Group's revenue.

7. Business Combinations

FY2016 (Year ended March 31, 2017)
Disclosure is omitted due to the immateriality.

FY2017 (Year ended March 31, 2018)
Disclosure is omitted due to the immateriality.



8. Cash and Cash Equivalents

The breakdown of cash and cash equivalents is as follows:
(Thousands of

(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Cash and cash equivalents
Cash and deposits 112,032 121,384 1,145,132
Total 112,032 121,384 1,145,132

The balance of "Cash and cash equivalents" in the consolidated statement of financial position as of March 31,
2017 and March 31, 2018, respectively, reconciles the balance of "Cash and cash equivalents" stated in the

consolidated statement of cash flows.
9. Trade and Other Receivables

The breakdown of trade and other receivables is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)

Notes receivable 5,542 6,914 65,226

Accounts receivable 91,935 98,468 928,943

Other 1,327 1,669 15,745
Allowance for doubtful

accounts (2,693) (2,428) (22,9006)

Total 96,112 104,624 987,019

The receivables expected to be collected more than one year after March 31, 2017 and March 31, 2018 are ¥651
million and ¥470 million ($4,434 thousand), respectively.



10. Other Financial Assets

The breakdown of other financial assets is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Current assets
Financial assets
measured at amortized 8,544 7,862 74,170
cost
Financial assets
measured at FVTPL
Derivatives 1,059 1,359 12,821
Iterps qther than 97 50 472
derivatives
Allowance for doubtful
accounts 0) ©) 0)
Total 9,701 9,272 87,472
INon-current assets
Financial assets
measured at amortized 9,877 15,518 146,396
cost
Financial assets
measured at FVTPL
Items other than 3,045 3,201 30,198
derivatives
Financial assets
measured at FVTOCI
Equity instruments 17,178 20,406 192,509
Allowance for doubtful (460) (445) (4.198)
accounts
Total 29,640 38,681 364,915

Refer to Note 41 “Financial Instruments” for the names and fair values of major securities held as financial assets
measured at fair value through other comprehensive income.



11. Inventories

The breakdown of inventories is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Merchandise and finished 74,523 76.723 723.802
goods

Work in process 10,820 10,843 102,292

Raw materials and 27,089 29,400 277,358
supplies

Total 112,432 116,967 1,103,462

The amounts of the inventories recognized in cost of sales for the years ended March 31, 2017 and 2018 are

¥364,659 million and ¥408,531 million ($3,854,066 thousand), respectively.
Also, the amounts of the write-down of inventories recognized as cost of sales are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017)

March 31, 2018)

March 31, 2018)

Write-down

3,507

3,685

34,764




12. Other Assets

The breakdown of other assets is as follows:

(Thousands of

(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, (As of March 31,
2017) 2018) 2018)
Other current assets
Prepaid expenses 4915 5,640 53,208
Advance payments 766 677 6,387
Consumption taxes 5,319 4,743 44,745
receivable
Income taxes receivable 358 75 708
Other 3,341 3,074 29,000
Total 14,701 14,211 134,066
Other non-current assets
Long-term prepaid expenses 1,621 2,082 19,642
Retirement benefit assets 2,080 1,999 18,858
Insurance funds 2,345 2,455 23,160
Other 570 737 6,953
Total 6,617 7,275 68,632




13. Non-current Assets or Disposal Groups classified as Held for Sale and Directly Related Liabilities

The breakdown of non-current assets or disposal groups that are classified as held for sale and directly related

liabilities is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Non-current assets held
for sale
Property, plant and 245 174 1,642
equipment
Total 245 174 1,642
Liabilities directly
associated with assets
classified as held for sale
Other current liabilities 20 27 255

Non-current assets held for sale and liabilities directly associated with assets classified as held for sale as of March
31, 2018 are mainly related to property, plant and equipment of Brother Industries Technology (Malaysia), which
ceased operations as of March 31, 2017, that meet the criteria for assets classified as held for sale. The sale will be
completed during the year ending March 31, 2019.



14. Property, Plant and Equipment

(1) Movement

The movement of the carrying amount of property, plant and equipment is as follows:

(Millions of yen)
Buildings | Machinery, Tools, Construction
Cost Land and equipment |furniture and (1 DrOSress Total
structures |and vehicles| fixtures prog
1233}%““ as of April 1, 16,032 | 112,070 84,052 | 122,112 2,710 | 336,978
Acquisitions 0 2,017 4,849 9,179 4,143 20,191
Acquisitions through
. N — 1 2 — — 4
business combinations
Sales or disposals — (860) (4,738) (8,623) 97) (14,319)
Foreign exchange
SN (683) (1,321) (1,247) (1,340) 0 (4,593)
Other (115) 3,245 240 361 (5,100) (1,368)
?gi‘;ﬂce as of March 31, 15,233 115,153 83,160 | 121,689 1,656 | 336,893
Acquisitions 2 2,449 4,272 13,400 4,709 24,834
Acquisitions through 73 104 1 169 - 348
business combinations
Sales or disposals 29) (425) (2,980) (6,561) (44) (10,041)
Foreign exchange
S 68 (690) (312) 589 20 (324)
Other 117 2,503 1,276 514 (4,378) 33
ZBgi";nce as of March 31, 15466 | 119,094 |  85419|  129.800 1,062 | 351,743

(Note) Transfers from construction in progress to each item are included in “Other.”

(Thousands of U.S. dollars)

Buildings | Machinery, Tools, Construction
Cost Land and equipment |furniture and (1 DrOSresS Total
structures |and vehicles| fixtures prog
?gﬁnce as of March 31, 143,708 | 1,086,349 | 784,528 | 1,148,009 15,623 | 3,178,236
Acquisitions 19 23,104 40,302 126,415 44425 | 234283
Acquisitions through 689 981 9 1,594 — 3,283
business combinations
Sales or disposals (274) (4,009) | (28,113)|  (61,896) (415) | (94,726)
Foreign exchange
Dt 642 (6,509) (2,943) 5,557 189 (3,057)
Other 1,104 23,613 12,038 4,849 | (41,302) 311
ZBgiagnce as of March 31, 145,906 | 1,123,528 805,840 | 1,224,528 18,509 | 3,318,330




(Millions of yen)

Accumulated depreciation Buildings | Machinery, Tools, Construction
and accumulated Land and equipment |furniture and| Total
S . in progress
impairment losses structures | and vehicles| fixtures
g’gi%nce as of April 1, 837) |  (53,931) | (58,296) |  (94,992) ©) | (208,058)
Depreciation — (4,617) (6,073) (13,011) — (23,703)
Impairment losses — (231) (37) (49) 0) (318)
Sales or disposals — 727 4215 8,194 2 13,139
Foreign exchange
Jifforences ()] 566 621 895 2 2,080
Other 70 736 (74) 1 0) 732
?g}%ﬂce as of March 31, (767) | (56,750) |  (59,644) |  (98,963) )| (216,126)
Depreciation — (4,662) (6,290) (12,556) — (23,509)
Impairment losses — (263) (54) (78) (1) (398)
Sales or disposals — 221 2,492 6,188 — 8,901
Foreign exchange
differences 2 116 229 (432) 0 (84)
Other (71) (161) 35 (5) 2 (205)
?g}%ﬂce as of March 31, 837)|  (61,500) |  (63,233)| (105,847) 3) | (231,422

(Note) Depreciation of property, plant and equipment is included in “Cost of sales” and “Selling, general and

administrative expenses” in the consolidated statement of income.

(Thousands of U.S. dollars)

Accumulated depreciation Buildings | Machinery, Tools, Construction
and accumulated Land and equipment |furniture and i DrOGTesS Total
impairment losses structures | and vehicles| fixtures prog
?gﬁme as of March 31, (7,236) | (535377) | (562,679) | (933,613) )| (2,038,925)
Depreciation — (43,981) (59,340) | (118,453) — (221,783)
Impairment losses — (2,481) (509) (736) ) (3,755)
Sales or disposals — 2,085 23,509 58,377 — 83,972
Foreign exchange
differences 19 1,094 2,160 (4,075) 0 (792)
Other (670) (1,519) 330 (47) (19) (1,934)
?g}%ﬂce as of March 31, (7,896) | (580,189) | (596,538) | (998,557) (28) | (2,183,226)




(Millions of yen)

Buildings

Machinery,

Tools,

Carrying amount Land and equipment |furniture and Ciﬁns:;uissosn Total
structures |and vehicles| fixtures prog

Balance as of April 1, 2016 15,195 58,139 25,755 27,119 2,710 128,920
?gi‘;ﬂce as of March 31, 14,465 58402 | 23,515 22,726 1,656 120,767
Balance as of March 31,

2017 136,462 550,962 221,840 214,396 15,623 1,139,311
(Thousands of U.S. dollars)

?gﬁnce as of March 31, 14,629 57,594 22,185 23,952 1,958 120,320
Balance as of March 31,

2018 138,009 543,340 209,292 225,962 18,472 1,135,094

(Thousands of U.S. dollars)

(2) Lease assets

The carrying amount of capitalized finance leases included in property, plant and equipment is as follows:

(Millions of yen)
Buildings | Machinery, Tools,
Carrying amount and equipment |furniture and Total
structures |and vehicles| fixtures
Balance as of April 1, 2016 2,796 5 2,058 4,861
Balance as of March 31, 2,488 ) 1,491 3.983
2017
Balance as of March 31,
2017 23,472 19 14,066 37,575
(Thousands of U.S. dollars)
Balance as of March 31, 2,378 1 1,674 4,064
2018
Balance as of March 31,
2018 22,434 104 15,792 38,340
(Thousands of U.S. dollars),




15. Investment Property

(1) Movement

The movement of the carrying amount of investment property and the fair value are as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
Cost (Year ended (Year ended (Year ended

March 31, 2017)

March 31, 2018)

March 31, 2018)

Balance at the beginning of

11,315 11,212 105,774
the year
Acquisitions 0 14 132
Sales or disposals (87) &) 47)
Reclassifications 8 (0) 0)
Foreign exchange differences (25) 33 311
Balance at the end of the year 11,212 11,254 106,170
(Thousands of U.S.
(Millions of yen) dollars)
Accumulated depreciation FY2016 FY2017 FY2017
and accumulated impairment (Year ended (Year ended (Year ended

losses

March 31, 2017)

March 31, 2018)

March 31, 2018)

Balance at the beginning of

the year (4,407) (4,566) (43,075)
Depreciation (228) (238) (2,245)
Sales or disposals 74 4 38
Reclassifications 7 17 160
Foreign exchange differences 3 (5) 47)
Balance at the end of the year (4,566) (4,788) (45,170)




(Thousands of U.S.

(Millions of yen) dollars)
FY2016 FY2017 FY2017
C . ¢ (As of March 31, (As of March 31, (As of March 31,
arrying amoun 2017) 2018) 2018)
and fair value C - C - C -
arrymng Fair value arrymng Fair value arrymng Fair value
amount amount amount
Investment property 6,646 17,914 6,465 18,675 60,991 | 176,179

The fair value of investment property is calculated based mainly on the external appraiser's valuation techniques
using market prices of comparable assets. The measurement is categorized within Level 3 of the fair value

hierarchy.
(2) Income from and expenses for investment property
(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Rental income 1,566 1,576 14,868
Direct operating expenses
arising from investment
property that generated rental (672) (669) (6,311)
income
Direct operating expenses
arising from investment (18) (18) (170)

property that did not generate
rental income

The amount of income from investment property and related direct operating expenses are included in “Revenue”
and “Cost of sales” in the consolidated statement of income.



16. Goodwill and Intangible Assets

The movement of the carrying amount of goodwill and intangible assets is as follows:

(Millions of yen)
Intangible assets
Cost Goodwill Total
Software Patents Dev:slsgtrsnent CUStO;ISl::: trselated Other
Balance as of
April 1,2016 117,421 64,361 12,734 664 27,931 22,754 | 245,866
Acquisitions — 3,219 7 — — 3,768 6,995
Internal - - — 1,452 — - 1,452
generation
Acquisitions
through business 250 — — — - — 250
combinations
Sales or disposals (20) (969) 2 - - (14) (1,006)
Foreign exchange _
differences (14,703) (545) (96) (3,767) (2,051) | (21,164)
Other — 2,646 - 13 - (2,198) 461
Balance as of
March 31, 2017 102,947 68,712 12,739 2,034 24,164 22,259 | 232,857
Acquisitions — 4,063 10 — — 4,056 8,130
Internal — — — 1,014 — — 1,014
generation
Acquisitions
through business 210 3 - - 500 - 715
combinations
Sales or disposals - (562) (0) — - (13) (576)
Foreign exchange 6,369 411 - 127 1,511 810 9,230
differences
Other — 2,379 - - - (2,159) 220
Balance as of
March 31, 2018 109,527 75,008 12,749 3,176 26,175 24,953 251,591
(Thousands of U.S. dollars)
Intangible assets
Cost Goodwill Total
Software | Patents Devaeslsgtrsnent Custo:;:; trselated Other
Balance as of
March 31, 2017 971,198 | 648,226 120,179 19,189 227,962 209,991 | 2,196,764
Acquisitions — | 38,330 94 - - 38,264 76,698
Internal - - - 9,566 —~ — | 9,566
generation
Acquisitions
through business 1,981 28 — — 4,717 — 6,745
combinations
Sales or disposals — | (5,302) 0) - - (123) (5,434)
Forcign exchange 60,085 | 3,877 — 1,198 14,255 7,642 | 87,075
differences
Other — | 22,443 - — - (20,368) 2,075
Balance as of
March 31, 2018 1,033,274 | 707,623 120,274 29,962 246,934 235,406 | 2,373,500




(Millions of yen)

Accumulated Intangible assets

amortization and Goodwill Total

. acs:umulated Software | Patents Development |Customer related Other

impairment losses assets assets
Balance as of
April 1,2016 (7,377) | (51,463) | (11,860) 3) (1,396) (5,648) | (77,749)
Amortization — (5,567) (220) 21 (1,632) (2,437) (9,879)
Impairment losses €)) (72) 0) — — ) (82)
Sales or disposals 20 881 2 — - (18) 884
Foreign exchange _

difforences 5 496 €)) 210 229 940
Other (0) 28 — — — 13 42
Balance as of
March 31, 2017 (7.353) | (35.697)| (12,078) (26) 2819) | (7.870) | (85:844)
Amortization — (5,753) (184) (254) (1,740) (2,461) | (10,394)
Impairment losses (696) (64) (0) — - (25) (786)
Sales or disposals — 531 0 — - 6 538
Foreign exchange .

differences (469) (355) 2) (189) (193) (1,209)
Other — (1) 0 — — 20 19
Balance as of
March 31, 2018 (8,519) | (61,340) | (12,263) (283) (4,748) (10,522) | (97,677)

(Note) Amortization of intangible assets is included in “Cost of sales” and “Selling, general and administrative
expenses” in the consolidated statement of income.
(Thousands of U.S. dollars)

rﬁcr(f;zmtliﬂar:eid Intangible assets
amortization a Goodwill 1 1 Total
accumulated Software Patents Development |Customer related Other
Impairment losses assets assets
E/{ngcn}fz?szo()fﬂ (69,368) | (525,443) | (113,943) (245) (26,594) | (74,245) | (809,849)
Amortization — | (54274 | (1,736) (2,396) (16415) | (23217) | (98,057)
Impairment losses (6,566) (604) 0) - - (236) (7,415)
Sales or disposals — 5,009 0 — — 57 5,075
ngrfeflegr‘;;é‘;:lange (4,425) | (3,349) — (19) (1,783) (1,821) | (11,406)
Other - ) 0 — — 189 179
palance asof | (80368) | (578.679) | (115.689) (2.670) @4,792) | (99.264) | (921.481)




(Millions of yen)

Intangible assets
Carrying amount | Goodwill Total
Software | Patents Development |Customer related Other
assets assets
Balance as of
April 1, 2016 110,043 12,898 873 661 26,534 17,105 168,117
Balance as of
March 31, 2017 95,594 13,015 660 2,008 21,344 14,389 147,012
Balance as of
March 31, 2017 901,830 122,783 6,226 18,943 201,358 135,745 | 1,386,906
(Thousands of
U.S. dollars)
Balance as of
March 31,2018 101,008 13,667 486 2,892 21,427 14,430 153,913
Balance as of
March 31, 2018 952,906 | 128,934 4,585 27,283 202,142 136,132 | 1,452,009
(Thousands of
U.S. dollars)

(Note) Significant intangible assets as of March 31, 2018 are customer related assets. The carrying amount i

¥21,427 million ($202,142 thousand) and the remaining amortization period is 12.25 years.

The research and development expenses are as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017)

March 31, 2018)

March 31, 2018)

Research and development

expenses

42,547

45,649

430,651




17. Impairment of Non-Financial Assets

The details of assets recognized impairment losses are as follows:

The impairment losses are included in "Other expenses" in the consolidated statement of income.

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Property, plant and equipment
Buildings and structures 231 263 2,481
Ma(;hlnery, equipment and 37 54 509
vehicles
Tools, furniture and fixtures 49 78 736
Construction in progress — 1 9
Intangible assets
Goodwill 1 696 6,566
Software 72 64 604
Patent 0 0 0
Other intangible assets 8 25 236
Other 5 38 358
Total of impairment losses 406 1,223 11,538

(1) Cash-generating units

Non-financial assets are grouped into each minimum unit which can be identified as generating relatively

independent cash inflows. Each unit has been set based on the operating business segment.

For any assets held for sale or investment property, the individual assets are tested for impairment.

(2) Impairment loss

For the year ended March 31, 2017, there was no significant impairment loss.

For the year ended March 31, 2018, an impairment loss of ¥1,192 million ($11,245 thousand) was recognized for
the cash-generating unit of the music & video software production and sales business, the karaoke shops and others
that had a lower estimated amount of discounted future cash flows than the carrying amount of assets in the
Network & Contents business segment (buildings and structures: ¥263 million ($2,481 thousand), machinery,
equipment and vehicles: ¥23 ($217 thousand), tools, furniture and fixtures: ¥78 million ($736 thousand),
construction in progress: ¥1 ($9 thousand), goodwill: ¥696 million ($6,566 thousand), software: ¥64 million ($604
thousand), patents: ¥0 million ($0 thousand), other intangible assets: ¥25 million ($236 thousand) and other non-
current assets: ¥38 million ($358 thousand)), due to a decrease in expected revenue.

The recoverable amount of the assets is measured using the value in use. The value in use is calculated by
discounting the estimated future cash flows based on the business plan for the next five years approved by
management to the present value by the weighted-average cost of capital (WACC) of 8.6% of the cash-generating
unit. Cash flows during the business plan period are estimated on the basis of the growth rate, etc., projected in each
product market.



(3) Impairment test for goodwill
At the Group level, goodwill is tested for impairment annually or whenever there is any indication of impairment.
The recoverable amount of goodwill is measured at the value in use.

Goodwill is allocated to cash-generating units or groups of cash-generating units on acquisition dates based on the

allocation of expected benefits from business combinations for the purpose of impairment testing.

The carrying amounts of goodwill allocated to each cash-generating unit are as follows.

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)

Domino 94,618 100,518 948,283

Other 976 489 4,613

Total 95,594 101,008 952,906

The value in use of goodwill in the Domino business is calculated by discounting the estimated cash flows based
on the business plan for the next five years approved by management to the present value by the weighted-average
cost of capital (WACC) of the cash-generating unit. The pre-tax discount rate used for the calculation of the value
in use is 10.61% for the year ended March 31, 2017 and 11.08% for the year ended March 31, 2018.

Future cash flows are estimated on the basis of the long-term average growth rate, etc., projected in each product
market. The growth rate range used to measure going-concern value is 3.38 to 5.28% for the year ended March 31,
2017 and 3.33 to 8.60% for the year ended March 31, 2018.

The recoverable amount of goodwill exceeds the carrying amount by ¥17,938 million and ¥16,881 million
($159,255 thousand) as of March 31, 2017 and 2018, respectively. However, impairment loss may arise if changes
are made to the key assumptions which are the basis of value in use. Such loss may be incurred if the discount rate
had increased by 0.80% or the growth rate had decreased by 1.58% for the year ended March 31, 2017, or the
discount rate had increased by 0.67% or the growth rate had decreased by 1.39% for the year ended March 31, 2018.

There is no significant goodwill other than that presented above.

18. Investments Accounted for Using the Equity Method

For associates in which the Group holds less than 20% of the voting rights, the Group has judged that it has

significant influence over them by its involvement with their Boards of Directors and/or management.

The carrying amount of investments in associates is as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Carrying amount total 1,506 1,498 14,132




The share amount of comprehensive income for the year from associates is as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
The share amount of earnings
of associates from 152 72 679
continuing operations
The share amount of other
comprehensive income from (21) 2) (19)
associates
The share amount of
comprehensive income from 131 69 651
associates

19. Interests in Unconsolidated Structured Entities

The Group has investment funds as unconsolidated structured entities. The Company invests in investment funds
in the United States, Japan and other Asian countries mainly for the purpose of new business development and
information collection.

Those funds are formed as a limited partnership venture fund, or investment limited partnership, and the Company
invests in the fund as a limited liability partner.

The size of the unconsolidated structured entities, the carrying amount of the Company’s investment in the entities

and the potential maximum loss exposure to the Company are as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Total assets of
unconsolidated structured 35,237 46,101 434915
entities
The Company’s maximum
exposure to loss
The carrying amount of the
investments recognized by 1,955 2,581 24,349
the Company
Commitments related to
additional investments 921 347 3,274
Total 2,877 2,928 27,623

The Company recognizes investments in “Other financial assets (non-current assets)” in the consolidated
statement of financial position. The Company recognizes no liabilities for the unconsolidated structured entities.

The potential maximum exposure to loss resulting from the interests in the structured entities is limited to the sum
of the carrying amount of the Company’s investments and commitments related to additional investments.

The Company’s maximum exposure to loss indicates a possible maximum loss amount and does not represent the

amount of loss expected from the interests in the structured entities.

The Company neither has provided nor intends to provide financial support or other significant support to the
unconsolidated structured entities without a contractual obligation.



20. Income Taxes

(1) Deferred tax assets and deferred tax liabilities
The breakdown of changes in deferred tax assets and deferred tax liabilities is as follows:

FY2016 (Year ended March 31, 2017)

(Millions of yen)
Cumulative . .
effect of L Recognized in Foreign
Balance as of adoption of the Recognized in other exchanee Balance as of
March 31, 2016 p . | profit or loss | comprehensive | 8 | March 31 ,2017
new accounting incom differences
standards come
Deferred tax assets
Inventories 10,665 — (716) — (83) 9,865
Retirement benefit
liabilities 5,743 645 (44) (261) 6,082
Property, plant and 2,851 - 1,326 - 216) 3,960
equipment
Accrued bonuses 1,928 — 547 — 10 2,485
Accrued unused paid 1.877 . 183 - ) 2,052
absences
Accrued expenses 1,329 — (342) - 41 1,028
Provisions 1,210 — 0 — ®) 1,203
Other 2,972 231 (160) 223 121 3,387
Subtotal 28,578 231 1,484 178 (4006) 30,066
Deferred tax liabilities
Assets identified by (8,094) — 783 — 1,084 (6,225)
business combination
Property, plant and (3,938) — (72) — 141 (3,870)
equipment
Retirement benefit
assets (2,830) 49 6) 115 (2,671)
Reserve for deferred
gains on fixed assets (2,744) 665 (2,078)
Securities withdrawn
from retirement (2,453) — — — — (2,453)
benefit trust
Unrealized gains/
(losses) on available- (1,909) 1,909 - — — —
for-sale securities
Equity instruments
designated as — (1,690) — (872) — (2,562)
FVTOCI
Other (947) (369) 5D — 12 (1,356)
Subtotal (22,918) (150) 1,374 (878) 1,354 (21,219)
Total 5,660 80 2,859 (700) 947 8,847




FY2017 (Year ended March 31, 2018)

(Millions of yen)
Recognized in Foreien
Balance as of | Recognized in other Business exchar% . Balance as of
April 1,2017 | profit or loss | comprehensive | combination | . £° | March 3 1,2018
. differences
income
Deferred tax assets
Inventories 9,865 (1,437) — — 3 8,431
Retirement benefit
labilities 6,082 (107) (402) 47 174 5,794
Property, plant and 3,960 (474) — 51 1 3,549
equipment
Accrued bonuses 2,485 112 — 1 9 2,608
Accrued unused paid 2,052 ©) o o 3) 2,038
absences
Accrued expenses 1,028 (59) - 8 (56) 921
Provisions 1,203 (303) — 6 5 911
Other 3,387 105 148 3 (72) 3,572
Subtotal 30,066 (2,173) (254) 119 70 27,828
Deferred tax liabilities
Assets identified by -
business combination (6,225) 670 (197) (398) (6,151)
Property, plant and (3,870) 7 —~ ?) 38 (3,762)
equipment
Equity instruments
designated as (2,562) — (1,169) — (6) (3,738)
FVTOCI
Retirement benefit
Assets (2,671) 76 7 2) (2,590)
Securities withdrawn
from retirement (2,453) — — — — (2,453)
benefit trust
Reserve for deferred
gains on fixed assets (2,078) 126 (1,952)
Other (1,356) (537) — — (53) (1,947)
Subtotal (21,219) 407 (1,161) (200) (423) (22,596)
Total 8,847 (1,765) (1,415) (80) (352) 5,232




(Thousands of U.S. dollars)

Recognized in

Balance as of | Recognized in other Business elj((é;gr%ne Balance as of
April 1,2017 | profit or loss |comprehensive | combination di fferenfes March 31, 2018
income
Deferred tax assets
Inventories 93,066 (13,557) — — 28 79,538
Retirement benefit 57,377 (1,009) (3,792) 443 1,642 54,660
liabilities
Property, plant and 37,358 (4,472) — 481 104 33,481
equipment
Accrued bonuses 23,443 1,057 — 9 85 24,604
Accrued unused paid 19,358 (85) - - (28) 19,226
absences
Accrued expenses 9,698 (557) — 75 (528) 8,689
Provisions 11,349 (2,858) — 57 47 8,594
Other 31,953 991 1,396 28 (679) 33,698
Subtotal 283,642 (20,500) (2,396) 1,123 660 262,528
Deferred tax liabilities
Assets identified by _
business combination (58,726) 6,321 (1,858) (3,755) (58,028)
Property, plant and (36,509) 679 — (19) 358 (35,491)
equipment
Equity instruments
designated as (24,170) — (11,028) — (57) (35,264)
FVTOCI
Retirement benefit o
Assels (25,198) 717 66 (19) (24,434)
Securities withdrawn
from retirement (23,142) - - - - (23,142)
benefit trust
Reserve for deferred
gains on fixed assets (19,604) 1,189 (18,413)
Other (12,792) (5,066) — — (500) (18,368)
Subtotal (200,179) 3,840 (10,953) (1,887) (3,991) (213,170)
Total 83,462 (16,651) (13,349) (755) (3,321) 49,358




(Thousands of U.S.

(Millions of yen) dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)
Deferred tax assets 16,691 13,489 127,255
Deferred tax liabilities (7,843) (8,257) (77,896)
Net amount 8,847 5,232 49,358

Deductible temporary differences and unused tax losses for which no deferred tax assets are recognized are as

follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)

Deductible temporary differences 75,997 62,565 590,236

Unused tax losses 34,174 26,182 247,000

Total 110,172 88,747 837,236

Expiration of unused tax losses for which no deferred tax assets are recognized are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)

Ist year 8,211 12,943 122,104
2nd year 11,870 7,659 72,255
3rd year 7,665 1,269 11,972
4th year 4,128 127 1,198
Sth year and thereafter 2,297 4,183 39,462
Total 34,174 26,182 247,000

The aggregate amounts of taxable temporary differences associated with investments in subsidiaries and
associates for which deferred tax liabilities are not recognized as of March 31, 2017 and March 31, 2018 are
¥138,906 million and ¥148,464 million ($1,400,604 thousand), respectively. Deferred tax liabilities are not
recognized for the above temporary differences as the Group is able to control the timing of the reversal of such
temporary differences and it is probable that the temporary differences will not reverse in the foreseeable future.



(2) Income tax expenses

The breakdown of income tax expenses is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Current tax expenses
Current year 16,209 17,562 165,679
Prior years 467 (131) (1,236)
Subtotal 16,676 17,431 164,443
Deferred tax expenses
Or}glnatlon and reversal of temporary @1) 335 3.160
differences
Changes in tax rates 277) 1,582 14,925
Recognition of previously unrecognized
deferred tax assets (2,555) (365) (3,443)
Reversgl of deferred tax assets recognized in 54 213 2,009
the prior years
Subtotal (2,859) 1,765 16,651
Total 13,817 19,196 181,094

Current tax expenses include previously unrecognized tax benefits from tax loss carryforwards, tax credits and
deductible temporary differences. Current tax expenses decreased by those tax benefits by ¥3,268 million and
¥1,389 million ($13,104 thousand) for the years ended March 31, 2017 and 2018, respectively.

The reconciliation between the statutory tax rates and the average effective tax rates is as follows:

FY2016 FY2017
(Year ended March 31, 2017) | (Year ended March 31, 2018)
Statutory tax rate 30.70% 30.70%
Lower income tax rates applicable to o o
income in certain foreign subsidiaries (2.06)% (*34)%
Tax credit for R&D expenses (3.30)% (3.65)%
Changes in tax rates (0.45)% 2.27%
Expenses not deductible for tax purposes 0.40% 1.36%
Withholding taxes on distributions 0.96% 1.08%
Changes in the assessment for the recoverability o o
of deferred tax assets (4.08)% (0.22)%
Other 0.38% 0.35%
Average effective tax rate 22.56% 27.55%

The Company and its domestic subsidiaries are subject mainly to corporate tax, residential tax and enterprise tax,
and the effective tax rate calculated based on these for the years ended March 31, 2017 and 2018 is 30.70%.
Overseas subsidiaries are subject to income tax at their respective locations.

In the U.S., the tax reform bill was enacted on December 22, 2017, lowering the federal corporate tax rate that is
applicable from January 1, 2018 onward. Accordingly, the statutory tax rate used for the calculation of deferred tax
assets and deferred tax liabilities for the current fiscal year was changed to the rate on the basis of the amended
federal corporate tax rate of 21%. Due to the change, deferred tax expenses for the year ended March 31, 2018

increased by ¥1,753 million ($16,538 thousand).




21. Bonds and borrowings

(1) Breakdown of financial liabilities

The breakdown of bonds and borrowings is as follows:

(Millions of (Thousands of
yen) U.S. dollars)
FY2016 FY2017 FY2017 Average
(As of March | (As of March | (As of March |interest rate | Maturity date
31,2017) 31,2018) 31,2018) (%)
Sggggjvriﬁlgts’ank 402 1,176 11,094 0.66 -
Current portion of
long-term 19,373 271 2,557 1.57 —
borrowings.
Cg‘gﬁlst portion of 733 20,446 192,887 0.15 —
nggg;"i‘ﬁgs 77,161 74,530 703,113 1.53 | 2019 to 2023
Bonds 39,921 20,021 188,877 028 | 2020 to 2021
Sggf;gg;;ease 1.492 1,475 13.915 2.00 ~
Lg&%ggglnlsease 2,781 3,104 29,283 1.76 | 2021 to 2023
Other 9,750 10,789 101,783 — —
Total 151,616 131,815 1,243,538 — —
Bonds and
borrowings
Current liabilities 20,509 21,894 206,547 — —
I‘]lj’;bfl‘lltffsm 117,082 94,552 892,000 — —
Other financial
liabilities
Current liabilities 3,053 3,328 31,396 — —
I‘]l‘l’;‘bfl‘lltrgm 10,969 12,040 113,585 — —
Total 151,616 131,815 1,243,538 — —
(Note)

1) The average interest rate represents the weighted-average interest rate to the ending balance of bonds,
borrowings and lease obligations.
2) The Group uses interest rate swaps, etc. to manage interest rate risk. The average interest rate of long-term
borrowings after conversion to a fixed rate is 0.30%.
3) Of the Group’s long-term borrowings, ¥73,905 million ($697,217 thousand) is subject to financial covenants.
The Group complies with major financial covenants as follows:
- The total equity in the Group’s consolidated statement of financial position at the end of the fiscal year should
not be below 75% of the total equity in the consolidated statement of financial position for the most recent fiscal
year, or should not be below 75% of the total equity in the consolidated balance sheet as of March 31, 2015 under
Japanese GAAP.
- Loss before income taxes in the consolidated statement of income for each reporting period should not be
recognized for two consecutive fiscal years.



A summary of terms and conditions for the issuance of corporate bonds is as follows:

(Thousands
of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017 Interest
(As of (As of (As of Maturity
Name Type Issue date March 31, | March 31, | March 31, an/tg Collateral date
2017) 2018) 2018) 0
The 5th
BROTHER unsecured
; November 19,992 188,604 November
INDUSTRIES, | straight 19,966 2 . 0.150 | None
LTD. bond 26,2015 (19,992) | (188,604) 26,2018
The 6th
BROTHER unsecured
INDUSTRIES, |straight | DO'sTO°T| 19,954 | 19,971 | 188,406 | 0.285 | None |hoVsmber
LTD. bond ’ ’
Loan Notes 733 433 4,085
BROTHER 2020 fune [5,237 [549-”132) (4,085) Tune
INDUSTRIES, (unsecured |7 thousand ’ — | None |[7%
18,2015 thousand 18,2020
LTD bonds) P?und Pound
Sterling] Sterling]
GRANDPRIX |The3rd
LEISURE straioht August - 70 660 0.140 | None August
SYSTEM CO., g 25,2016 (20) (189) | 25,2021
bond
LTD.
40,468 381,774 N - N
Total 40,654 | 00.446) | (192.887)

(Note) Figures in parentheses represent current portion of bonds.

(2) Assets pledged as collateral

There are no assets pledged as collateral for bonds and borrowings.




22. Leases

(1) Finance lease obligations

As lessee

The details of finance lease obligations are as follows:

(Thousands (Thousands
(Millions of of U.S. (Millions of of U.S.
yen) dollars) yen) dollars)

Minimum lease payments

Present value of minimum lease

payments
FY2016 FY2017 FY2017 FY2016 FY2017 FY2017
(As of (As of (As of (As of (As of (As of
March 31, | March 31, |March 31, March 31, | March 31, | March 31,
2017) 2018) 2018) 2017) 2018) 2018)
Within 1 1,555 1,542 | 14,547 1,492 1,475 13,915
year
1 to 5 years 2,848 3,201 30,198 2,781 3,104 29,283
Over 5 - . . . - -
years
Total 4,404 4,743 44,745 4,273 4,579 43,198
Prospective
finance (130) (164) (1,547) — — —
expenses
Present
value of 4273 4579 | 43,198 4273 4579 43,198
obligations

The Group leases assets such as buildings and structures as lessee.

Some lease contracts include renewal options or purchase options. There are no sublease contracts, unpaid
variable lease payments, escalation clauses (clauses that prescribe increases in the lease contract amount) or

restrictions on dividends, additional loans, additional leases, etc., imposed by lease contracts.

Lease obligations are included in “Other financial liabilities” in the consolidated statement of financial position.

(2) Operating lease contracts

<1> As lessee

Future minimum lease payments under non-cancellable operating leases are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Within 1 year 3,363 4,150 39,151
1 to 5 years 6,923 9,626 90,811
Over 5 years 1,146 2,137 20,160
Total 11,433 15,913 150,123




Minimum lease payments and contingent rents for operating lease contracts recognized as expenses are as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Minimum lease
payments 6,078 6,105 57,594
Sublease payments 452 504 4,755
Contingent lease 11 44 415
payments
Total 6,541 6,654 62,774

The Group leases assets such as buildings and structures as lessee.

Some lease contracts include renewal options or purchase options. There are no unpaid variable lease payments,

escalation clauses (clauses that prescribe increases in the lease contract amount) or restrictions on dividends,

additional loans, additional leases, etc., imposed by lease contracts.

<2> As lessor

Income relating to future minimum lease payments under non-cancellable operating leases is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Within 1 year 1,643 1,684 15,887
1 to 5 years 3,562 2,789 26,311
Over 5 years 578 339 3,198
Total 5,784 4,813 45,406
The Group mainly rents industrial printing equipment as lessor.
23. Trade and Other Payables
The breakdown of trade and other payables is as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (AsofMarch31, | (As of March 31,
2017) 2018) 2018)
Notes payable - trade 731 1,441 13,594
Accounts payable - trade 44,202 42,384 399,849
Accounts payable - other 21,335 24,363 229,840
Total 66,268 68,189 643,292




24. Other Financial Liabilities

The breakdown of other financial liabilities is as follows:

(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31,
2017) 2018) (As of March 31, 2018)
Current liabilities
Lease obligations 1,492 1,475 13,915

Financial liabilities
measured at 119 309 2,915
amortized cost

Financial liabilities
measured at

FVTPL
Derivatives 1,441 1,543 14,557
Total 3,053 3,328 31,396

Non-current liabilities

Lease obligations 2,781 3,104 29,283

Financial liabilities
measured at 2,376 2,220 20,943
amortized cost

Financial liabilities
measured at

FVTPL
Derivatives 5,812 6,715 63,349
Total 10,969 12,040 113,585

25. Employee Benefits

The Company, and certain domestic and foreign subsidiaries provide funded and unfunded defined benefit plans
and defined contribution plans.

Other certain domestic and foreign subsidiaries provide funded and unfunded defined benefit plans or defined
contribution plans.

(1) Defined benefit plans

The Company has adopted a cash balance plan as a defined benefit plan. Benefits are calculated based on pay
credit and interest credit provided according to employees’ length of service, job category and grade.

A specified percentage of pay credit and interest credit is accumulated and contributed to the defined benefit plan
for future pension payments.

Certain domestic and foreign subsidiaries also provide defined benefit plans.

The Company and certain domestic subsidiaries have a fund-type pension plan based on a pension agreement, and
enter into an agreement with an insurance company for the payment of premiums and benefits and with a trust bank
for the management of the fund.

The Company, certain domestic subsidiaries, the pension fund board and the pension investment fund are required
by law to act giving the highest priority to benefits of plan participants and assume a responsibility of managing



plan assets in accordance with prescribed policies.
<1> Reconciliations of defined benefit obligations and plan assets
The relationship between defined benefit obligations and plan assets and the net balance of liabilities and assets

recognized in the consolidated statement of financial position is as follows:

Domestic plan

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)
Present value of defined benefit
obligations 46,237 48,778 460,170
Fair value of plan assets (48,238) (50,664) (477,962)
Subtotal (2,000) (1,885) (17,783)
Present value of the unfunded
defined benefit obligation 5,158 3,374 50,698
Net defined benefit liabilities 3,157 3,489 32,915
Balance in the consolidated
statement of financial position
Retirement benefit liabilities 5,237 5,484 51,736
Retirement benefit assets (2,080) (1,995) (18,821)
Net balance 3,157 3,489 32,915
Overseas plan
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)
Present value of defined benefit
obligations 25,152 25,089 236,689
Fair value of plan assets (14,965) (15,308) (144,415)
Subtotal 10,187 9,781 92,274
Present value of the unfunded
defined benefit obligation 2,187 2,340 22,075
Net defined benefit liabilities 12,375 12,121 114,349
Balance in the consolidated
statement of financial position
Retirement benefit liabilities 12,375 12,125 114,387
Retirement benefit assets — 4 (38)
Net balance 12,375 12,121 114,349
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, |(As of March 31,| (As of Mach 31,
2017) 2018) 2018)
Retirement benefit liabilities 17,612 17,610 166,132
Retirement benefit assets (2,080) (1,999) (18,858)
Net defined benefit liabilities
recognized in the consolidated 15,532 15,610 147,264
statement of financial position




Net defined benefit liabilities are presented as "Retirement benefit liabilities" in the consolidated statement of

financial position. Net defined benefit assets are included in "Other non-current assets" in the consolidated

statement of financial position.

<2> Reconciliations of the present value of defined benefit obligations
The movement of the present value of defined benefit obligations is as follows:

(Thousands (Thousands
of U.S. of U.S.
(Millions of yen) dollars) (Millions of yen) dollars)
Domestic plan Overseas plan
FY2016 FY2017 FY2017 FY2016 FY2017 FY2017
(Year ended |(Year ended|(Year ended|| (Year ended |(Year ended |(Year ended
March 31, | March 31, | March 31, March 31, | March 31, | March 31,
2017) 2018) 2018) 2017) 2018) 2018)
pajance at the beginning of the 49924 | 51395| 484858 29,100 | 27340 | 257,925
Current service cost 2,423 2,490 23,491 438 524 4,943
Interest expense 309 388 3,660 613 602 5,679
Remeasurement 803 1,534 14,472 2,668 (1,315) (12,406)
Actuarial gains or losses
arising from changes in 1,133 551 5,198 — (10) (94)
demographical assumptions
Actuarial gains or losses
arising from changes in (860) 736 6,943 2,608 (1,393) (13,142)
financial assumptions
Actuarial gains or losses
arising from experience 530 246 2,321 60 88 830
adjustments
Past service cost — 1 9 — 11 104
Benefits paid (2,065) (1,545) (14,575) (799) (1,398) (13,189)
Foreign exchange differences — — — (2,304) 1,636 15,434
Business combination — 3 28 — — —
Effect by transfer of plans — (49) (462) (2,417) — —
Other — (65) (613) 31 29 274
Balance at the end of the year 51,395 54,153 510,877 27,340 27,429 258,764

The weighted-average durations of the defined benefit obligations for the year ended March 31, 2017 were 14.1

years for domestic and 17.5 years for overseas plans. For the year ended March 31, 2018, the durations were 14.6

years for domestic and 18.3 years for overseas plans.




<3> Reconciliations of the fair value of plan assets

The movement of the fair value of plan assets is as follows:

(Thousands (Thousands
of U.S. of U.S.
(Millions of yen) dollars) (Millions of yen) dollars)
Domestic plan Overseas plan
FY2016 FY2017 FY2017 FY2016 FY2017 FY2017
(Year ended |(Year ended |(Year ended | (Year ended |(Year ended|(Year ended
March 31, | March 31, | March 31, March 31, | March 31, | March 31,
2017) 2018) 2018) 2017) 2018) 2018)
Dalance at the beginning of the 46,395 | 48238 | 455,075 17,161 14965 | 141,179
Interest income 304 387 3,651 362 330 3,113
Remeasurement 2,011 2,060 19,434 1,567 (74) (698)
Return on plan assets
excluding interest income 2,011 2,060 19,434 1,567 (74) (698)
Employer contributions 1,042 1,263 11,915 412 437 4,123
Benefits paid (1,519) (1,318) (12,434) (764) (1,296) (12,226)
Foreign exchange differences — — — (1,473) 854 8,057
Effect by transfer of plans — - - 2,417) — —
Other 4 33 311 116 91 858
Balance at the end of the year 48,238 50,664 477,962 14,965 15,308 144,415

The Group expects to make a contribution of ¥1,930 million ($18,208 thousand) to the defined benefit plans

during the year ending March 31, 2019.

The Company and certain domestic subsidiaries are planning to pay the necessary amount of contributions based

on regulatory requirements if the amount of funds is less than the minimum amount of funds required at the time of

fund calculation for each reporting period.

<4> Reconciliation of the effect of the asset ceiling

Not applicable.

<5> Reconciliations of reimbursement rights related to defined benefit plans

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)

Balance at the beginning of the year 1,783 1,786 16,849

Interest income 6 8 75

Remeasurement 8 6 57

Return on reimbursement rights excluding 8 6 57
interest income

Employer contributions 94 82 774

Benefits paid (81) (38) (358)

Foreign exchange differences (25) 35 330

Balance at the end of the year 1,786 1,879 17,726

Reimbursement rights are insurance policies required for settlement of defined benefit obligations.

<6> The breakdown of fair value of plan assets

The breakdown of fair value of plan assets is as follows:



Domestic plan

FY2016 (As of March 31, 2017) (Millions of yen)
Quoted market price in an No quoteq market price n
. . . an active market is Total
active market is available .
available
Cash and cash equivalents — 640 640
Equity instruments 17,590 — 17,590
Domestic stocks 10,956 — 10,956
Foreign stocks 6,633 — 6,633
Debt instruments 10,709 — 10,709
Domestic bonds 8,543 — 8,543
Foreign bonds 2,166 - 2,166
Investments in life
insurance company general .
accounts (Note 1) 9,011 9,011
Alternatives (Note 2) . 10,286 10,286
Other — — —
Total 28,300 19,937 48,238
(Note)

1) Investments in life insurance company general accounts are life insurers’ products managed as one account
together with individual insurance, corporate pension assets, etc. A fixed rate and return of capital are guaranteed
and life insurers assume risks in managing such accounts.

2) Alternatives are investments managed by investment funds, such as hedge funds, multi-assets and insurance
products.

FY2017 (As of March 31, 2018) (Millions of yen)
Quoted market price in an No quoteq market pricen
. . . an active market is Total
active market is available .
available
Cash and cash equivalents - 1,566 1,566
Equity instruments 17,104 — 17,104
Domestic stocks 9,956 — 9,956
Foreign stocks 7,148 — 7,148
Debt instruments 12,507 — 12,507
Domestic bonds 9,654 — 9,654
Foreign bonds 2,852 — 2,852
Investments in life
insurance company general .
accounts (Note 1) 11,016 11,016
Alternatives (Note 2) o 8.469 8.469
Other — — —
Total 29,612 21,052 50,664
(Note)

1) Investments in life insurance company general accounts are life insurers’ products managed as one account




together with individual insurance, corporate pension assets, etc. A fixed rate and return of capital are guaranteed
and life insurers assume risks in managing such accounts.

2) Alternatives are investments managed by investment funds, such as hedge funds, multi-assets and insurance

products.

FY2017 (As of March 31, 2018)

(Thousands of U.S. dollars)

Quoted market price in an No quoteq market price1n
. . . an active market is Total
active market is available .
available
Cash and cash equivalents - 14,774 14,774
Equity instruments 161,358 — 161,358
Domestic stocks 93,925 — 93,925
Foreign stocks 67,434 — 67,434
Debt instruments 117,991 — 117,991
Domestic bonds 91,075 — 91,075
Foreign bonds 26,906 — 26,906
Investments in life
insurance company general . 103.925 103.925
accounts (Note 1) ’ ’
Alternatives (Note 2) . 79.896 79.896
Other — — —
Total 279,358 198,604 477,962
Overseas plan
FY2016 (As of March 31, 2017) (Millions of yen)
Quoted market price in an No quote(.i market price1n
. . . an active market is Total
active market is available .
available
Cash and cash equivalents - 905 905
Equity instruments 4,265 - 4,265
Domestic stocks — — —
Foreign stocks 4,265 — 4,265
Debt instruments 1,597 — 1,597
Domestic bonds — — —
Foreign bonds 1,597 — 1,597
Insurance — 3,494 3,494
Alternatives (Note) — 4,224 4,224
Other — 477 477
Total 5,863 9,102 14,965

(Note) Alternatives are investments managed by investment funds, such as hedge funds, multi-assets and insurance

products.




FY2017 (As of March 31, 2018) (Millions of yen)

Quoted market price in an No quotesi market price1n

. . . an active market is Total
active market is available .
available

Cash and cash equivalents — 903 903
Equity instruments 4,119 — 4,119
Domestic stocks — — —
Foreign stocks 4,119 - 4,119
Debt instruments 1,775 — 1,775
Domestic bonds — — —
Foreign bonds 1,775 — 1,775
Insurance — 3,417 3,417
Alternatives (Note) — 4,628 4,628
Other — 464 464
Total 5,894 9,413 15,308

(Note) Alternatives are investments managed by investment funds, such as hedge funds, multi-assets and insurance

products.

FY2017 (As of March 31, 2018)

(Thousands of U.S. dollars)

Quoted market price in an No quotesi market pricein
. . . an active market is Total
active market is available .
available

Cash and cash equivalents — 8,519 8,519
Equity instruments 38,858 - 38,858
Domestic stocks — — —
Foreign stocks 38,858 — 38,858
Debt instruments 16,745 — 16,745
Domestic bonds — — —
Foreign bonds 16,745 — 16,745
Insurance — 32,236 32,236
Alternatives (Note) — 43,660 43,660
Other — 4,377 4,377
Total 55,604 88,802 144,415

Plan assets are managed for the purpose of securing a total return required within acceptable risks for a long

period of time in order to ensure future payments of pension benefits and lump-sum retirement payments.

Based on this purpose, the Company strives to maintain an appropriate asset mix, taking the expected rate of
return and risks of investment assets into consideration.

<7> Assumptions used for actuarial valuation

The principal assumption used for the purpose of the actuarial valuation is as follows:

Domestic plan

FY2016 FY2017
(As of March 31, 2017) | (As of March 31, 2018)
Weighted-average discount rate 0.2 to 0.9% 0.2 t0 0.8%

—6

1—




Overseas plan

FY2016 FY2017
(As of March 31, 2017) | (As of March 31, 2018)
Weighted-average discount rate 0.7 t0 4.0% 0.8 to 4.0%

<8> Sensitivity analysis
If the discount rate used for actuarial valuation changes by 0.5%, the present value of defined benefit obligations

would increase or decrease, as shown below. The sensitivity analysis below have been determined based on
reasonably possible change of the assumption occurring at the end of the reporting period, while holding all other
assumptions constant. In practice, the sensitivity analysis presented below may not be representative of the actual
change in the defined benefit obligation as it is unlikely that the change in assumptions would occur in isolation of

one another as some of the assumptions may be correlated.

Domestic plan
(Thousands of

(Millions of yen) U.S. dollars)
The defined benefit obligation would:
If the discount rate: FY2016 FY2017 FY2017

(As of March 31, | (As of March 31, | (As of March 31,

2017) 2018) 2018)
: decrease by decrease by decrease by
increases by 0.5% 3.082 3.580 33.774
increase by increase by increase by
decreases by 0.5% 3.698 4.015 37.877

Overseas plan

(Thousands of
(Millions of yen) U.S. dollars)
The defined benefit obligation would:
If the discount rate: FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)

. decrease of decrease of decrease of
increases by 0.5% 2240 2012 18.981
Increase of Increase of increase of

decreases by 0.5% 2.508 2.062 19.453

(2) Defined contribution plans
The total expense recognized in profit or loss in relation to defined contribution plan were ¥10,037 million and

¥12,763 million ($120,406 thousand) for the years ended March 31, 2017 and 2018, respectively.
The amounts above included the expense recognized in profit or loss in relation to state pension plans.

(3) Employee benefit expenses
The amounts of employee benefit expenses included in "Cost of sales", "Selling, general and administrative

expenses" and “Other expenses” in the consolidated statement of income were ¥147,733 million and ¥155,161
million ($1,463,783 thousand) for the years ended March 31, 2017 and 2018, respectively.



26. Provisions

The breakdown and movement in provisions are as follows:

(Millions of yen)
Asset Provision for
retirement product Other Total
obligations warranties
Balance as of April 1, 2016 1,523 5,828 2,389 9,741
Increase 163 4,362 1,812 6,337
Decrease (used) (155) (4,652) (1,725) (6,533)
Decrease (reversal) — (315) (37) (353)
Increase due to passage of time 12 — - 12
Foreign exchange differences 3) (143) 10 (136)
Balance as of March 31, 2017 1,540 5,078 2,449 9,068
combination e 37 - - 37
Increase 179 2,377 1,394 3,952
Decrease (used) (144) (3,296) (1,645) (5,086)
Decrease (reversal) — (56) 59) (115)
Increase due to passage of time 15 — - 15
Foreign exchange differences 3 119 (29) 93
Balance as of March 31, 2018 1,631 4,223 2,109 7,964
(Thousands of U.S. dollars)
Balance as of March 31, 2017 14,528 47,906 23,104 85,547
e o 0 usiness w| - S
Increase 1,689 22,425 13,151 37,283
Decrease (used) (1,358) (31,094) (15,519) (47,981)
Decrease (reversal) — (528) (557) (1,085)
Increase due to passage of time 142 - - 142
Foreign exchange differences 28 1,123 (274) 877
Balance as of March 31, 2018 15,387 39,840 19,896 75,132

(Note)
1) Asset retirement obligations

If legal or contractual obligations are imposed in relation to the retirement of property, plant and equipment due to
the acquisition, construction, development or normal operation of the property, plant and equipment, future
expenses necessary for such retirement are recognized.

The outflow of economic benefits in the future is expected to occur after one year from the end of each reporting
period, and it will be affected by future business plans.
2) Provision for product warranty

To provide for costs of after-sales services of products, estimated costs of after-sales services are recognized based
on historical records.

The decrease (reversal) during the year is the reversal amount of the unused portion of the provision during the
year as the estimate is less than the actual amount.
3) Other provisions

Other provisions include a provision for adjustment of returned unsold goods. The decrease (reversal) during the
year is the reversal amount of the unused portion of the provision during the year as the estimate was less than the



actual amount.

The breakdown of provisions in the consolidated statement of financial position is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)
Current liabilities 5,691 4,823 45,500
Non-current liabilities 3,376 3,141 29,632
Total 9,068 7,964 75,132
27. Other Liabilities
The breakdown of other liabilities is as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)
Other current liabilities
Accrued bonuses 12,376 13,289 125,368
Accrued unused paid absences 7,854 7,977 75,255
Accrued expenses 21,876 23,426 221,000
Other 8,243 7,982 75,302
Total 50,350 52,676 496,943
Other non-current liabilities
Other long-term employee 301 360 3396
benefits )
Deferred income 2,023 2,097 19,783
Long-term accrued expenses 780 650 6,132
Other 29 34 321
Total 3,154 3,143 29,651

28. Equity and Other Equity Items

(1) Capital stock and capital surplus

Under the Companies Act of Japan (the “Companies Act”), at least 50% of the proceeds of certain issues of
common shares shall be credited to “Capital stock”. The remainder of the proceeds may be credited to “Capital
surplus”. The Companies Act permits, upon approval at the general meeting of shareholders, the transfer of
amounts from “Capital surplus” to “Capital stock”.



The number of authorized shares, the number of outstanding shares and the amount of capital stock, etc., are as

follows:
Number of | Number of | Capital Capital |Capital stock SCuap lltlil;
authorized | outstanding stock surplus | (Thousands (Thorlli)san ds
shares shares (Millions | (Millions of | of U.S. of US
(Shares) (Shares) of yen) yen) dollars) dolla'rs')
Balance as of April 1, 2016 600,000,000 | 277,535,866 | 19,209 17,321
Increase — — — 133
Balance as of March 31, 2017 | 600,000,000 | 277,535,866 | 19,209 17,455 181,217 164,670
Increase — 1 (15,315,336) — 62 — 585
Balance as of March 31, 2018 | 600,000,000 | 262,220,530 | 19,209 17,517 181,217 165,255

(Note) The shares issued by the Company are common shares with no par value and no restriction on the content of
rights. Outstanding shares are fully paid.

(2) Retained earnings

The Companies Act of Japan provides that a 10% dividend of retained earnings should be accumulated as “Capital
surplus” or a legal reserve until the sum of “Capital surplus” or a legal reserve equal to 25% of “Capital stock”.
Accumulated legal reserve can be applied to capital deficit and can be reversed upon resolution of the shareholders’
meeting.

Retained earnings include the transferred amount of the accumulated gains and losses recognized through other
comprehensive income when selling financial assets measured at fair value through other comprehensive income.

(3) Treasury stock
The Companies Act allows Japanese companies to purchase and hold treasury stock. Japanese companies are

allowed to decide the number, amount and other aspects of the treasury stock to be acquired, not exceeding the
amount available for distribution, upon resolution at the shareholders' meeting. The Companies Act also allows
Japanese companies to purchase treasury stock through market transactions or tender offers by resolution of the
board of directors, as long as it is allowed under the articles of incorporation, subject to limitations imposed by the
Companies Act.

The movement of the number and the amount of treasury stock is as follows:

Number of Amount
) |owion oty (Thetiands of
Balance as of April 1, 2016 17,901,425 (24,225)
Increase 14,604 (26)
Decrease (26,234) 22
Balance as of March 31, 2017 17,889,795 (24,230) (228,585)
Increase 8,014 (15) (142)
Decrease (15,356,100) 21,445 202,311
Balance as of March 31, 2018 2,541,709 (2,800) (26,415)

The increase in treasury stock by 14,604 shares for the year ended March 31, 2017 represents the Company’s
purchase of odd lots of 11,788 shares and the portion of treasury stock acquired by associates of 2,816 shares. The
decrease in treasury stock by 26,234 shares was due to the exercise of stock options of 20,800 shares, the portion of
treasury stock sold by associates of 5,355 shares, and the transfer of odd lots in response to purchase requests of 79
shares.



The increase in treasury stock by 8,014 shares for the year ended March 31, 2018 represents the portion of
treasury stock acquired by associates of 4,057 shares and the Company’s purchase of odd lots of 3,957 shares. The
decrease in treasury stock by 15,356,100 shares was due to the cancellation of treasury stock of 15,315,336 shares,
the exercise of stock options of 34,300 shares, stock swap of 6,440 shares, and the transfer of odd lots in response
to purchase requests of 24 shares.

(4) Other capital surplus

Stock acquisition rights

The Company adopts stock option plans and issues stock acquisition rights based on the Company Act. The
contractual terms and the amounts, etc., are provided in Note 40 "Shared-Based Payments."

(5) Other components of equity

Cumulative translation differences for foreign operations

Cumulative translation differences for foreign operations are the foreign exchange differences which are
recognized when consolidating the financial statements of foreign operations to the Group.

Effective portion of net changes in the fair value of cash flow hedges
This is the effective portion of changes in the fair value of derivative transactions designated as cash flow hedges.

Gains/(Losses) on investments in equity instruments designated as FVTOCI
This is the valuation difference of Gains/(Losses) on investments in equity instruments designated as FVTOCI.

Remeasurements of the net defined benefit liabilities (assets)

Remeasurements of the net defined benefit liabilities (assets) comprise actuarial gains and losses on defined
benefit obligations, the return on plan assets excluding the interest income and changes in the effect of the asset
ceiling.

29. Dividends

The Company distributes dividends paid within the limit provided by the Companies Act. The dividend limit is
calculated based on the amount of retained earnings in the Company’s accounting books prepared in accordance
with Japanese GAAP.

Dividends paid were as follows:

FY2016 (Year ended March 31, 2017)

Total amount of | Dividends per
Resolution dividends share Record date Effective date

(Millions of yen) (Yen)

The Board of

Directors Meeting

held on May 16, 4,679 18.00 | March 31,2016 | June 3, 2016

2016

The Board of

Directors Meeting September 30, November 30,

held on November 4,679 18.00 2016 2016

7,2016




FY2017 (Year ended March 31, 2018)

Total amount | Total amount | .. . -
P P Dividends per | Dividends per .
Resolution ?&di}{ldends of dividends share share Record date| © ffective
illions of |(Thousands of (Yen) (U.S. dollars) date
yen) U.S. dollars) o
The Board of
Directors Meeting March 31, | June 2,
held on May 19, 6,239 58,858 24.00 0.23 | 5017 2017
2017
The Board of
Directors Meeting September | November
held on 6,240 58,868 24.00 0.23 30, 2017 30,2017
November 7, 2017

Dividends whose record date is in the current fiscal year but whose effective date is in the following fiscal year are

as follows:

FY2016 (Year ended March 31, 2017)

Total amount of | Dividends per
Resolution dividends share Record date | Effective date
(Millions of yen) (Yen)
The Board of
Directors Meeting 6,239 24.00 12\/(1)?70 h31, June 2, 2017
held on May19, 2017
FY2017 (Year ended March 31, 2018)
Total amount | Total amount .. -
Resolution of dividends | of dividends Dlwgﬁ:ﬁ: per DlVl;lﬁ::is per Record date| Effective
(Millions of |(Thousands of] (Yen) (U.S. dollars) date
yen) U.S. dollars) o
The Board of
Directors Meeting March 31, | June 5,
held on May 17, 7,800 73,585 30.00 0.28 2018 5018
2018
30. Revenue
The breakdown of revenue is as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Sale of goods 590,661 660,214 6,228,434
Rendering of services 46,415 48,743 459,840
Royalty 1,850 1,714 16,170
Rental income 2,258 2,324 21,925
Total 641,185 712,997 6,726,387




31. Cost of Sales

The breakdown of cost of sales is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Raw materials costs 257,950 306,737 2,893,745
Employee benefit expenses 55,936 58,923 555,877
Depreciation and amortization 22,379 22,071 208,217
Other 31,750 24,478 230,925
Total 368,016 412,211 3,888,783
32. Selling, General and Administrative Expenses
The breakdown of selling, general and administrative expenses is as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Selling commissions 1,806 1,955 18,443
Employee benefit expenses 90,179 95,805 903,821
Depreciation and amortization 11,431 12,070 113,868
Freight expenses 12,745 14,689 138,575
Advertising expenses 16,555 16,618 156,774
Rental expenses 3,845 4,628 43,660
Traveling expenses 5,662 6,713 63,330
Other 70,182 71,076 670,528
Total 212,410 223,557 2,109,028
33. Other Income and Other Expenses
The breakdown of other income is as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) | March 31, 2018) | March 31, 2018)
Gain on sales of fixed assets 126 170 1,604
Net gain in the fair value of financial instruments
measured at FVTPL
Derivatives 2,364 — —
Other — 546 5,151
Insurance revenue 58 234 2,208
Income from government grants 583 327 3,085
Other 515 553 5,217
Total 3,647 1,832 17,283




The breakdown of other expenses is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) | March 31, 2018) | March 31, 2018)
Loss on sales and disposal of fixed assets 888 784 7,396
Impairment losses 406 1,223 11,538
Net loss in the fair value of financial instruments
measured at FVTPL
Derivatives — 5,665 53,443
Other 31 — —
Foreign exchange losses 391 1,249 11,783
Credit losses 667 283 2,670
Structural reform expenses (Note) 1,749 517 4,877
Other 1,121 667 6,292
Total 5,253 10,390 98,019

(Note) Structural reform expenses for the year ended March 31, 2017 are mainly special retirement payments of

certain consolidated subsidiaries in the Printing & Solution, Network & Contents and Domino businesses.

Structural reform expenses for the year ended March 31, 2018 are mainly special retirement payments of a certain

consolidated subsidiary in the Personal & Home business.

34. Government Grants

The Company received government grants to acquire property, plant and equipment in association with the
transfer of a factory in China. The government grants received, which are accounted for as deferred income and
proportionally recognized as a reduction of cost of sales in profit or loss over the useful lives of the facilities subject
to such grants in the consolidated statement of income, are ¥45 million for the year ended March 31, 2017 and ¥47
million ($443 thousand) for the year ended March 31, 2018. Otherwise, “Other income” includes the government
grants of ¥583 million for the year ended March 31, 2017 and ¥327 million ($3,085 thousand) for the year ended
March 31, 2018 as profit or loss.

There are no unsatisfied conditions and contingencies incidental to the government grants.



35. Finance Income and Finance Expenses

The breakdown of finance income is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) | March 31, 2018) | March 31, 2018)
Interest income
Financial assets measured at amortized cost 917 961 9,066
Net gain in the fair value of financial instruments
measured at FVTPL
Derivatives (Note) 1,300 - —
Dividend income 290 263 2,481
Foreign exchange gains (Note) 1,072 2,274 21,453
Other 19 22 208
Total 3,600 3,522 33,226
The breakdown of finance expenses is as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) | March 31, 2018) | March 31, 2018)
Interest expense 1,325 1,161 10,953
Net interest expense on net defined benefit liability 249 263 2,481
Net loss in the fair value of financial instruments
measured at FVTPL
Derivatives (Note) — 1,111 10,481
Other 74 61 575
Total 1,648 2,598 24,509

(Note) Foreign exchange gains or losses resulted primarily from corporate bonds and borrowings denominated in
foreign currencies. The Company has entered into currency interest rate swap contracts to avoid the effect of

fluctuations in the exchange rates of foreign currency-denominated borrowings on profit or loss, and the differences

in valuation are recognized as finance income or expenses.



36. Earnings per Share

FY2016 FY2017
(Year ended (Year ended
March 31, 2017) | March 31, 2018)
Profit attributable to olrdmary shareholders of the 47,242 50,020
parent company (Millions of yen)
Profit attributable to ordinary shareholders of the 471.887
parent company (Thousands of U.S. dollars) ’
Net income used in the calculation of diluted
earnings per share (Millions of yen) 47,242 50,020
Net income used in the calculation of diluted 471.887
earnings per share (Thousands of U.S. dollars) >
Average number of shares — basic 259,635,550 259,674,870
Increase of shares — basic
Stock acquisition rights (shares) 709,188 739,311
Average number of shares — diluted 260,344,738 260,414,181
Basic earnings per share (Yen) 181.96 192.63
Basic earnings per share (U.S. dollar) 1.82
Diluted earnings per share (Yen) 181.46 192.08
Diluted earnings per share (U.S. dollar) 1.81

37. Other Comprehensive Income

The amount arising during the year, reclassification adjustments to profit or loss and the income tax effect for each

item in other comprehensive income, including non-controlling interests, are as follows:




FY2016 (Year ended March 31, 2017)

(Millions of yen)

a;lglslfnalgﬁlrlg[ Reclassification| Before income | Income tax | After income
th g € | adjustments tax effect effect tax effect
e year
Items that will not be reclassified to
profit or loss
Gains/(Losses) on investments in
equity instruments designated as 3,561 — 3,561 (872) 2,689
FVTOCI
Remeasurements of the net defined o
benefit liability (asset) 114 114 (D 63
Share of other comprehensive
income of investments accounted (21) — (21) — (21)
for using the equity method
Subtotal 3,654 — 3,654 (923) 2,730
Items that may be reclassified to
profit or loss
Cash flow hedges 221 (173) 47 ) 38
Exchange differences on
translating foreign operations (29.185) 4 (29.181) 232 (28,948)
Subtotal (28,963) (169) (29,133) 223 (28,909)
Total (25,309) (169) (25,479) (700) (26,179)
FY2017 (Year ended March 31, 2018)
(Millions of yen)
a;lilslfnarﬁ?llrlirlllt Reclassification| Before income | Income tax | After income
th g € | adjustments tax effect effect tax effect
e year
Items that will not be reclassified to
profit or loss
Gains/(Losses) on investments in
equity instruments designated as 3,583 - 3,583 (991) 2,591
FVTOCI
Remeasurements of the net defined -
benefit liability (asset) 1,772 1,772 (394) 1,377
Share of other comprehensive
income of investments accounted 2) — 2) — 2)
for using the equity method
Subtotal 5,353 — 5,353 (1,386) 3,966
Items that may be reclassified to
profit or loss
Cash flow hedges 27 163 190 (29) 161
Exchange differences on _ _
translating foreign operations 8,808 8,308 8,808
Subtotal 8,835 163 8,998 (29) 8,969
Total 14,188 163 14,352 (1,415) 12,936




(Thousands of U.S. dollars)

a};lslfnarﬁ?;rlﬂ Reclassification| Before income | Income tax | After income
th g & adjustments tax effect effect tax effect
e year
Items that will not be reclassified to
profit or loss
Gains/(Losses) on investments in
equity instruments designated as 33,802 — 33,802 (9,349) 24,443
FVTOCI
Remeasurements of the net defined _
benefit liability (asset) 16,717 16,717 G.717) 12,991
Share of other comprehensive
income of investments accounted (19) — (19) — (19)
for using the equity method
Subtotal 50,500 — 50,500 (13,075) 37,415
Items that may be reclassified to
profit or loss
Cash flow hedges 255 1,538 1,792 (274) 1,519
Exchange differences on _ _
translating foreign operations 83,094 83,094 83,094
Subtotal 83,349 1,538 84,887 (274) 84,613
Total 133,849 1,538 135,396 (13,349) 122,038

Of the above items, the amounts attributable to non-controlling interests (after income tax effect) are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) | March 31, 2018) | March 31, 2018)
Gains on investments in equity instruments
designated as FVTOCI 45 128 1,208
Remeasurements of the net defined benefit liability
(asset) 11 3) (28)
Exchange differences on translating foreign 2 8 75
operations
Total 79 134 1,264




38. Liabilities Arising from Financing Activities

The changes in liabilities arising from financing activities are as follows:

(Millions of yen)

FY2016 B FY2017
(As of Cash flow - Non-cash changes (As of
March 31, oreign Fair New | Amortized Business March 31,
2017) exchange value leases cost combination 2018)
differences
Short-term
) 402 671 2 — — — 100 1,176
borrowings
Long-term
borrowings
(Note 1)
Long-term
) 96,535 (19,479) (2,304) — — 47 98 74,801
borrowings
Derivatives 5,246 (819) — 1,813 — — — 6,240
Subtotal 101,782 (20,299) (2,304) 1,813 — 47) 98 81,042
Bonds
40,654 (422) 52 — — 43 140 40,468
(Note 2)
Lease
4,273 (1,760) 0) — 1,892 — 174 4,579
obligations
Total 147,113 (21,811) (2,249) 1,813 1,892 4 513 127,266
(Note)

1) “Repayment of long-term borrowings” in the consolidated statement of cash flows includes derivatives paid or

received.

2) Changes from cash flows associated with bonds for the year ended March 31, 2018 are included in “Other” in
“Cash flows from financing activities” in the consolidated statement of cash flows.




(Thousands of U.S. dollars)

F(T(\zsoolf6 Cash flow Non-cash changes ngzso(}g
March 31, Foreign Fair New | Amortized Business March 31,
2017) dei)f(t%?gggg s value | leases cost combination 2018)
Short-term
] 3,792 6,330 19 — — — 943 11,094
borrowings
Long-term
borrowings
(Note 1)
Long-term
) 910,708 | (183,764) (21,736) — — (443) 925 705,670
borrowings
Derivatives 49,491 (7,726) — | 17,104 — — — 58,868
Subtotal 960,208 | (191,500) (21,736) | 17,104 — (443) 925 764,547
Bonds
383,528 (3,981) 491 — — 406 1,321 381,774
(Note 2)
Lease
o 40,311 (16,604) 0) — | 17,849 — 1,642 43,198
obligations
Total 1,387,858 | (205,764) (21,217) | 17,104 | 17,849 (38) 4,840 | 1,200,623
39. Non-Financial Transactions
The purchases of property, plant and equipment related to finance leases are as follows:
(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017)

March 31, 2018)

March 31, 2018)

Property, plant and equipment

related to finance leases 311

1,062 10,019

40. Shared-Based Payments

(1) Description of the share-based payment system

The Company has adopted a stock option scheme for directors (excluding external directors) and executive
officers (excluding executive officers concurrently working as director) with an aim to increase incentives for the
improvement of long-term performance.

Stock options of the Company are all equity-settled, share-based payment and granted on the basis of matters
approved at the board of directors’ meeting. The exercise period is prescribed in the allocation agreement, and
stock options not exercised during such period expire. No vesting conditions are set in the scheme, and stock
options are vested on the grant date.

Stock acquisition rights holders may, during the exercise period, exercise their stock acquisition rights within five
years from the day immediately following one year after the date on which they resign as director or executive
officer of the Company. However, in cases in which the first day of the exercise period does not arrive by 30 years
after the following day of the allocation date of stock acquisition rights, on which the subscription requirements for
stock acquisition rights are determined, the holders may exercise such rights within one year from the following



day.

Details of the Company’s stock options are as follows:

Date of grant

Number of options
granted

Exercise period

Exercise price

Fair value price at grant
date

Shares

Yen
(U.S. dollar)

Yen
(U.S. dollar)

March 19, 2007

The Company directors

30 years starting on
the day following the

¥1 ($0.01)

The Company directors

46,000 (sitock option grant ¥1,350 ($12.74)
ate
March 24, 2008  [Lhe Company d“e%tg’flsoo Same as above ¥1 (0.01) [[he Company Sdl(‘fgfgg
March 23,2009 [Th¢ Company directors "1 Same as above ¥1 (50.01) [The Compamy dieetors
The Company directors The Company directors
51,900 ¥899 ($8.48)
March 23,2010 |The Company executive Same as above ¥1 (50.01) [The Company executive
officers officers
49,600 ¥912 ($8.60)
The Company directors The Company directors
43,200 ¥1,018 ($9.60)
March 23,2011 |{The Company executive Same as above ¥1 (50.01) [The Company executive
officers officers
40,300 ¥1,034 (89.75)
The Company directors The Company directors
44,600 ¥1 (80.01) ¥929 ($8.76)
March 23,2012  [The Company Executive Same as above : The Company executive
Officers officers
61,800 ¥957 ($9.03)
The Company directors The Company directors
36,600 ¥850 ($8.02)
March 21,2013  [The Company executive Same as above ¥1 ($0.01) [The Company executive
officers officers
69,500 ¥880 ($8.30)
The Company directors The Company directors
30,800 ¥1,169 ($11.03)
March 27,2014  [The Company executive Same as above ¥1 ($0.01) [The Company executive
officers officers
49,600 ¥1,157 ($10.92)
The Company directors The Company directors
37,300 ¥1,615 ($15.24)
March 18,2015 The Company executive Same as above ¥1 ($0.01) [The Company executive
officers officers
28,800 ¥1,655 (§15.61)
The Company directors The Company directors
52,200 ¥1,089 ($10.27)
March 24,2016 The Company executive Same as above ¥1 ($0.01) [The Company executive
officers officers
66,000 ¥1,089 ($10.27)
The Company directors The Company directors
29,700 ¥1,981 ($18.69)
March 24,2017 |{The Company executive Same as above ¥1 (50.01) [The Company executive
officers officers
43,500 ¥1,944 ($18.34)
The Company directors The Company directors
28,300 ¥2,014 ($19.00)
March 26,2018 The Company executive Same as above ¥1 ($0.01) [The Company executive

officers

33,200

officers

¥1,967 ($18.56)




(2) Number of stock options and weighted-average exercise price

FY2016 FY2017
(Year ended March 31, 2017) (Year ended March 31, 2018)
Weighted- Weighted- Weighted-
Number of shares| average exercise |Number of shares [average exercise| average

(Share) price (Share) price exercise price
(Yen) (Yen) (U.S. dollars)

Unexercised balance at beginning
of year 713,500 1 765,900 1 0.01
Granted 73,200 1 61,500 1 0.01
Forfeited — — — — —
Exercised 20,800 1 34,300 1 0.01
Matured — — — — —
;Jergxercised balance at end of 765,900 1 793,100 1 0.01
Exercised balance at end of year — — 9,600 1 0.01

The weighted-average stock price on the exercise date is ¥2,108 for the stock options exercised during the year
ended March 31, 2017 and ¥2,554 (8$24.09) for those exercised during the year ended March 31, 2018.
The exercise price of unexercised stock options is ¥1 as of March 31, 2017, and ¥1($0.01) as of March 31, 2018.
The weighted-average remaining contractual term was 22 years for the year ended March 31, 2017 and 23 years for

the year ended March 31, 2018.

(3) Fair value of stock options granted during the period and valuation method used

The weighted-average fair value of the stock options granted is ¥1,959 for the year ended March 31, 2017 and

¥1,989 ($18.76) for the year ended March 31, 2018.

The fair value of the stock options granted during the period is assessed using the Black-Scholes Model based on

the following:

FY 2016 FY 2017
(Year ended March 31, 2017) (Year ended March 31, 2018)
The Company The Company The Company The Company

directors executive officers directors executive officers
Stock price at the date of grant 2,358 2,358 2,389 2,389
(Yen)
Stock price at the date of grant
(U.S. dollar) 22.54 22.54
Exercise price (Yen) 1 1 1 1
Exercise price (U.S. dollar) 0.01 0.01
Expected volatility 35.69% 41.38% 34.34% 34.82%
Expected life 8 years 9 years 8 years 9 years
Expected dividend 2.17% 2.13% 2.12% 2.15%
Risk-free interest rate (0.03)% 0.01% (0.06)% (0.01)%

(Note) Expected volatility is calculated based on daily stock prices during the period corresponding to the expected
life. The expected life is estimated based on the average length of tenure of the Company’s directors and executive




officers and the exercise conditions. Expected dividends are computed on the basis of actual dividends paid during
the period corresponding to the expected life. The risk-free rate is based on the yield of government bonds during
the period corresponding to the expected life.

(4) Share-based compensation expenses

The amount of share-based compensation expenses included in “Selling, general and administrative expenses” in
the consolidated statement of income is ¥143 million for the year ended March 31, 2017 and ¥122 million ($1,151
thousand) for the year ended March 31, 2018.

41. Financial Instruments

(1) Capital management

The Group manages capital for the purpose of maximizing corporate value through sustainable growth.

The comparison between net interest-bearing debt (interest-bearing debt less cash and cash equivalents) and
capital (equity attributable to owners of the parent company) is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,
2017) 2018) 2018)
Interest-bearing debt 137,592 116,446 1,098,547
Cash and cash
) (112,032) (121,384) (1,145,132)
equivalents
Net interest-bearing
25,560 (4,937) (46,575)
debt
Capital (equity
attributable to owners of 345,061 395,514 3,731,264
the parent company)

(Note)

1) The Group is not subject to any externally imposed capital requirements.

2) Interest-bearing debt is calculated as the sum of “Bonds and borrowings” in the consolidated statement of
financial position.

(2) Financial risk management

The Group is exposed to a variety of financial risks such as market risk (including currency exchange rate risk,
interest rate risk and other price risk), credit risk and liquidity risk in the course of its business activities and
conducts risk management to mitigate such financial risks.

The Group enters into derivative financial instruments in order to reduce foreign currency exchange rate risk and
interest rate risk and does not enter into or trade financial instruments, including derivative financial instruments,
for speculative purposes.

<1> Credit risk management
a. Risk management activities
Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss
to the Group.
The Group manages such risk by setting credit limits for counterparties based on its credit management policy.
Trade receivables are due from a large number of customers, spread across diverse industries and geographical



areas. The Group does not have significant credit risk exposure or concentration of credit risk to any single
counterparty or groups of counterparties.

The Group’s maximum exposure to credit risk before considering the estimated value of the collateral obtained is
the carrying amount of financial assets after deducting impairment losses, which is reported in the consolidated
financial statements.

The Company enters into derivative financial instruments only with creditworthy financial institutions to reduce
counterparty risk.

b. Credit risk management practice

The assessment of whether there has been a significant increase in credit risk is based on internal and external
credit ratings and other information. If a contractual payment is more than 30 days past due, it is generally deemed
that there has been a significant increase in credit risk.

The Group determines that a debtor is in default if its credit has been impaired, which is judged based on any
events occurring that may have an adverse impact on expected future cash flows of financial assets.

Expected credit losses are assessed individually or by group, in which case debtors are categorized into groups
based on common risk characteristics indicating their capabilities. In assessing 12-month and lifetime expected
credit losses, the current situation and projection for future losses are considered on the basis of credit impairment
history.

c. Changes in allowance for doubtful accounts and subject financial assets

The Group provides an allowance for doubtful accounts taking into consideration the recoverability of operating
receivables, etc., according to the credit status of counterparties.

Changes in the allowance for doubtful accounts in relation to trade receivables and other assets are as described
below. Assets whose recoverability is likely to be low are classified into credit-impaired financial assets (e.g., when
only partial payment is made and interest has occurred or payment for assets 30 days past due is made irregularly).

Changes in allowance for doubtful accounts are as follows:



Trade receivables

(Millions of yen)
Lifetime expected credit losses
Non-credit-impaired Credit-impaired Total
financial assets financial assets

Balance as of April 1, 2016 318 1,870 2,189
Reclassification to credit-impaired

financial assets (20) 20 a
Increase resulting from new

financial assets and derecognized 231 959 1,191

financial assets
Write-offs (72) (452) (524)
Foreign exchange differences (20) (59) (79)
Other 1 (1) 0
Balance as of March 31, 2017 438 2,337 2,776
Reclassification to non-credit-

impaired financial assets > 3) B
Reclassification to credit-impaired

financial assets ) ! B
Increase(decrease) resulting from

new financial assets and (49) 16 (32)

derecognized financial assets
Write-offs 2) (225) (227)
Changes due to terms (14) — (14)
Foreign exchange differences 22 (13) 8
Other — 1 1
Balance as of March 31, 2018 445 2,066 2,512




(Thousands of U.S. dollars)

Lifetime expected credit losses

Non-credit-impaired Credit-impaired Total
financial assets financial assets
Balance as of March 31, 2017 4,132 22,047 26,189
Reclassification to non-credit-
519 (519) —

impaired financial assets
Reclassification to credit-impaired

financial assets S 3 B
Increase(decrease) resulting from

new financial assets and (462) 151 (302)

derecognized financial assets
Write-offs (19) (2,123) (2,142)
Changes due to terms (132) — (132)
Foreign exchange differences 208 (123) 75
Other — 9 9
Balance as of March 31, 2018 4,198 19,491 23,698




Receivables other than trade receivables

(Millions of yen)
Lifetime expected
12-month expected credit losses
credit losses Credit-impaired Toul
financial assets
Balance as of April 1, 2016 229 344 573
Increase (decrease) resulting from
new financial assets and (211) 30 (181)
derecognized financial assets
Write-offs 0) — (0)
Foreign exchange differences (14) 0 (14)
Balance as of March 31, 2017 3 374 377
Increase (decrease) resulting from
new financial assets and (0) 0 0
derecognized financial assets
Write-offs 0) — (0)
Foreign exchange differences 0 (17) 17
Balance as of March 31, 2018 3 357 360

(Thousands of U.S. dollars)

12-month expected

credit losses

Lifetime expected

credit losses

Credit-impaired

financial assets

Total

Balance as of March 31, 2017 28 3,528 3,557
Increase (decrease) resulting from
new financial assets and (0) 0 0
derecognized financial assets
Write-offs 0) — (0)
Foreign exchange differences 0 (160) (160)
Balance as of March 31, 2018 28 3,368 3,396




Changes in receivables for which an allowance for doubtful accounts is provided are as follows:

Trade receivables

(Millions of yen)
Lifetime expected credit losses
Non-credit-impaired Credit-impaired Total
financial assets financial assets
Balance as of April 1, 2016 94,871 2,535 97,406
Reclassification to credit-impaired
(252) 252 —
financial assets
New financial assets and
) ) 5,041 (309) 4,732
derecognized financial assets
Write-offs (104) (481) (586)
Foreign exchange differences (2,554) (102) (2,656)
Other (847) 847 0)
Balance as of March 31, 2017 96,153 2,742 98,895
Reclassification to non-credit-
) ) ) 756 (756) —
impaired financial assets
Reclassification to credit-impaired
) (466) 466 —
financial assets
New financial assets and
) ) 9,725 (489) 9,236
derecognized financial assets
Write-offs (36) (154) (191)
Foreign exchange differences (835) 5 (829)
Other (835) 869 33
Balance as of March 31, 2018 104,461 2,683 107,144




(Thousands of U.S. dollars)

Lifetime expected credit losses

Non-credit-impaired Credit-impaired Total
financial assets financial assets
Balance as of March 31, 2017 907,104 25,868 932,972
Reclassification to non-credit-
) ) ) 7,132 (7,132) —
impaired financial assets
Reclassification to credit-impaired
. (4,396) 4,396 —
financial assets
New financial assets and
) ) 91,745 (4,613) 87,132
derecognized financial assets
Write-offs (340) (1,453) (1,802)
Foreign exchange differences (7,877) 47 (7,821)
Other (7,877) 8,198 311
Balance as of March 31, 2018 985,481 25,311 1,010,792




Receivables other than trade receivables

(Millions of yen)

Lifetime expected credit losses

12-month expected Non-credit- Credit-impaired Total
ota
credit losses impaired financial financial assets
assets
Balance as of April 1, 2016 5,056 1 370 5,428
Reclassification to credit-
L . (30) - 30 —
impaired financial assets
New financial assets and
. . (40) (0) - (41)
derecognized financial assets
Write-offs 2) - — 2)
Foreign exchange differences (24) (0) 0) (25)
Other 6 - — 6
Balance as of March 31, 2017 4,964 0 400 5,366
New financial assets and
125 — 5 131
derecognized financial assets
Write-offs 4 - — 4)
Foreign exchange differences 83 0 17) 66
Other 94 — 9 103
Balance as of March 31, 2018 5,263 0 397 5,662

(Thousands of U.S. dollars)

12-month expected

Lifetime expected credit losses

Non-credit-

Credit-impaired

) Total
credit losses impaired financial financial assets
assets

Balance as of March 31, 2017 46,830 0 3,774 50,623
New financial assets and

1,179 — 47 1,236

derecognized financial assets

Write-offs (38) — — (38)
Foreign exchange differences 783 0 (160) 623
Other 887 — 85 972
Balance as of March 31, 2018 49,651 0 3,745 53,415

Of financial assets that are written off, there are no financial assets for which collecting activities continue in the

year ended March 31, 2018.

d. Risk profile

The description of credit risk profiles by external credit ratings, etc., is as follows:




FY2016 (As of March 31, 2017)
Trade receivables

(Millions of yen)
Lifetime expected credit losses
Non-credit-impaired Credit-impaired Total
financial assets financial assets
Within due date 87,219 157 87,377
Within 30 days past due 5,629 70 5,700
31 to 60 days past due 1,689 23 1,712
61 to 90 days past due 697 78 776
Over 90 days past due 916 2,412 3,329
Total 96,153 2,742 98,895
Receivables other than trade receivables
(Millions of yen)
Lifetime expected credit losses
12-month expected Non-credit- Credit-impaired Total
credit losses impaired financial financial assets
assets
Within due date 4,964 0 47 5,011
Over 90 days past due 0 0 353 354
Total 4,964 0 400 5,366
Bonds
(Millions of yen)
12-month expected credit losses
Rating AAA-AA 2,206
Rating A 6,753
Total 8,959




FY2017 (As of March 31, 2018)

Trade receivables

(Millions of yen)
Lifetime expected credit losses
Non-credit-impaired Credit-impaired Total
financial assets financial assets
Within due date 94,593 90 94,684
Within 30 days past due 7,099 14 7,113
31 to 60 days past due 1,278 5 1,284
61 to 90 days past due 763 5 768
Over 90 days past due 725 2,567 3,293
Total 104,461 2,683 107,144
(Thousands of U.S. dollars)
Lifetime expected credit losses
Non-credit-impaired Credit-impaired Total
financial assets financial assets
Within due date 892,387 849 893,245
Within 30 days past due 66,972 132 67,104
31 to 60 days past due 12,057 47 12,113
61 to 90 days past due 7,198 47 7,245
Over 90 days past due 6,840 24,217 31,066
Total 985,481 25,311 1,010,792
Receivables other than trade receivables
(Millions of yen)
Lifetime expected credit losses
12-month expected Non-credit- Credit-impaired Total
credit losses impaired financial financial assets
assets
Within due date 5,263 43 5,307
Over 90 days past due — 354 355
Total 5,263 397 5,662




(Thousands of U.S. dollars)

Lifetime expected credit losses
12-month expected Non-credit- Credit-impaired Total
credit losses impaired financial financial assets
assets
Within due date 49,651 0 406 50,066
Over 90 days past due — 0 3,340 3,349
Total 49,651 0 3,745 53,415
Bonds
(Millions of yen)
12-month expected credit losses
Rating AAA-AA 5,531
Rating A 6,972
Total 12,504
(Thousands of U.S. dollars)
12-month expected credit losses
Rating AAA-AA 52,179
Rating A 65,774
Total 117,962

e. Credit risk exposure
The maximum exposure to credit risk as of March 31, 2018 is the carrying amount of financial assets. No credit
enhancement is provided by taking collateral, etc., as a guarantee.

<2> Liquidity risk management
a. Risk management activities

Liquidity risk is the risk that the Group may be unable to meet its repayment obligations on financial liabilities
which are due for settlement.

The Group’s policy in financial activities is to keep liquidity at an appropriate level for present and future business
activities and to ensure flexible and efficient funding. In accordance with this policy, the Group, mainly its financial
subsidiaries, establishes and manages a cash management system to efficiently utilize the Group's funding. The
Group also manages liquidity risk by regularly preparing and updating funding plans and entering into commitment
line agreements with several financial institutions to ensure various means of funding.




b. Maturity analysis
The following table details the Group’s expected maturity for its financial liabilities:

FY2016 (As of March 31, 2017)

(Millions of yen)
Carrying | Contractual | Within 1to2 2to03 3to4 4t05 Over 5
amount cash flows 1 year years years years years years
Non-derivative
financial liabilities
Trade and other
payables 66,268 66,268 | 66,268 — — — — —
Borrowings 96,938 97,182 | 19,776 250 | 19,339 200 | 19,339 | 38,278
Bonds 40,654 40,733 733 | 20,000 — | 20,000 — —
Lease obligations 4273 4,290 1,500 1,233 924 385 245 —
Other 2,496 2,496 781 430 185 120 23 954
Derivative financial
liabilities
Foreign exchange
forward
contracts/Currency 1322 1522 1322 B B - - B
option contracts
Interest-rate and
currency
swaps/Interest rate 5,930 5,930 118 — 1,889 — 1,168 2,754
swaps/Currency
swaps
Total 217,885 218,226 | 90,502 | 21,913 | 22,339 | 20,706 | 20,777 | 41,987




FY2017 (As of March 31, 2018)

(Millions of yen)
Carrying | Contractual | Within 1to2 2to3 3to4 4t05 Over 5
amount cash flows 1 year years years years years years
Non-derivative
financial liabilities
Trade and other
payables 68,189 68,189 | 68,189 — — — — —
Borrowings 75,978 76,026 1,448 18,702 210 | 18,688 | 18,488 | 18,488
Bonds 40,468 40,496 | 20,446 20| 20,020 10 — —
Lease obligations 4,579 4,743 1,542 1,299 651 496 754 —
Other 2,530 2,530 682 205 63 13 15 1,550
Derivative financial
liabilities
Foreign exchange
forward
contracts/Currency 1243 143 1243 a B a a a
option contracts
Interest-rate and
currency
swaps/Interest rate 6,715 6,715 — 1,514 — 1,620 1,725 1,854
swaps/Currency
swaps
Total 200,004 200,080 | 93,785 | 21,643 | 20,945 | 20,828 | 20,984 | 21,893




FY2017 (As of March 31, 2018)

(Thousands of U.S. dollars)
Carrying | Contractual | Within 1to2 2to3 3to4 4t05 Over 5
amount cash flows 1 year years years years years years
Non-derivative
financial liabilities
Trade and other
payables 643,292 643,292 | 643,292 — — — — —
Borrowings 716,774 717,226 | 13,660 | 176,434 1,981 | 176,302 | 174,415 | 174,415
Bonds 381,774 382,038 | 192,887 189 | 188,868 94 — —
Lease obligations 43,198 44,745 14,547 12,255 6,142 4,679 7,113 —
Other 23,868 23,868 6,434 1,934 594 123 142 | 14,623
Derivative financial
liabilities
Foreign exchange
forward
contracts/Currency 14537 14537 14537 B a B a a
option contracts
Interest-rate and
currency
swaps/Interest rate 63,349 63,349 — 14,283 — 15,283 16,274 17,491
swaps /Currency
swaps
Total 1,886,830 1,887,547 | 884,764 | 204,179 | 197,594 | 196,491 | 197,962 | 206,538
¢. Commitment lines
Total amounts of commitment lines and their usage are as follows:
(Thousands of U.S.
(Millions of yen) dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Total
commitment lines 10,000 10,000 94,340
Drawn - N B
Undrawn 10,000 10,000 94,340




<3> Foreign currency exchange rate risk management
a. Risk management activities

The Group undertakes transactions denominated in foreign currencies; consequently, exposures to exchange rate
fluctuations arise. Exchange rate exposures are managed utilizing derivative financial instruments such as foreign

exchange forward contracts and currency options.

b. Exchange sensitivity analysis

The following table details the Group’s sensitivity of profit before income taxes in the consolidated statement of
income and comprehensive income for the year in the consolidated statement of comprehensive income from
financial assets and financial liabilities to a 1% increase in the Japanese yen against the relevant foreign currencies
(i.e., the US dollar, Euro, British pound and Chinese yuan for each reporting period). Note that this analysis holds
all other variables such as balance and interest rate constant.

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Profit Comprehenswe Profit Comprehenswe Profit Corgprehenswe
before income before income before income
. for the year . for the year . for the year
income income income
taxes (before tax taxes (before tax taxes (before tax
effects) effects) effects)
uUSD (107) (86) 177 174 1,670 1,642
EUR 876 888 681 681 6,425 6,425
GBP (54) (84) (34) (34) (321) (321)
CNY 2 18 55 55 519 519

<4> Interest risk management
a. Risk management activities

The Group is exposed to interest rate risk, which influences borrowing costs and the fair value of bonds. This risk
is managed by the use of derivative financial instruments such as interest rate swaps in accordance with

predetermined policies to minimize the risk.

b. Interest rate sensitivity analysis

The sensitivity analysis below has been determined based on the exposure to interest rates at the end of each
reporting period. If interest rates had been 1% higher and all other variables such as balance and exchange rate were
held constant, the Group’s profit before income taxes in the consolidated statement of income and comprehensive
income for the year in the consolidated statement of comprehensive income would be as follows.

Note that this analysis holds all other variables such as balance and interest rate constant.



(Thousands of

(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)

Profit before income

1,033 1,196 11,283
taxes
Comprehensive
income for the year 1,033 1,196 11,283
(before tax effects)

<5> Market risk management
a. Risk management activities

The Group is exposed to equity price risks arising from equity instruments. The Group holds the equity
instruments for strategic rather than trading purposes and regularly checks the market value of the equity
instruments and financial situation of issuers.

b. Price sensitivity analysis

The sensitivity analysis below has been determined based on the exposure to equity price risks at the end of each
reporting period. If equity prices had been 1% higher and all other variables were held constant, comprehensive
income for the year before tax effect accounting would be as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)

Comprehensive income
for the year 171 204 1,925
(before tax effects)

(3) Hedge accounting
Exchange rate risk with receivables and payables denominated in foreign currencies
a. Hedge management strategy

The Group holds assets and liabilities that are exposed to the risk of movements in foreign exchange rates and
enters into foreign exchange forward contracts to hedge the risk. Some subsidiaries are also exposed to the risk of
movements in foreign exchange differences due to sales and purchases denominated in currencies other than the
functional currencies.

The maximum exposure to the risk of movements in foreign exchange differences as of March 31, 2018 is the
carrying amount of receivables and payables denominated in foreign currencies. The net amount is the negative
amount of ¥59,715 million ($563,349 thousand).

At the inception of a hedge, the Group formally designates and documents hedging relationships to which hedge
accounting is applied as well as hedging risk management purposes and strategies. The Group performs a



qualitative assessment of effectiveness and it is expected that the value of the forward contracts and the value of the
corresponding hedged items will systematically change in opposite direction in response to movements in the
underlying exchange rates.

The Group has established an appropriate hedge ratio based on the quantity of hedged items and hedging
instruments at the beginning of the hedging relationship, which in principle is set to be one to one.

b. Amount, timing and uncertainty of future cash flows
The Group uses foreign exchange forward contracts as hedging instruments. The amounts for each settlement

timing are as follows:

FY2016 (As of March 31, 2017)

(Millions of yen)
Contractual | Average | Within 1 1to2 2to3 3to4 4t05 Over 5
amount rate year years years years years years
Foreign
exchange
forward
contracts
Selling
USD/GBP 2,330 1.32 2,330 — — — — —
EUR/GBP 1,166 1.19 1,166 — — — — —
CAD/GBP 679 1.73 679 — — — — —
CNY/GBP 1,514 9.16 1,514 — — — — _
Buying
CHF/GBP 2,174 0.78 2,174 — — — — _
SEK/GBP 505 0.09 505 — — — — —
Total 8,370 — 8,370 — — — _ _

There are no forecasted transactions to which hedge accounting was applied in the year ended March 31, 2016, but
has discontinued in the year ended March 31, 2017, as they are no longer expected to occur.

FY2017 (As of March 31, 2018)
Not applicable.

c. Impact of hedge accounting on consolidated financial statements
The following tables detail the forward foreign currency contracts outstanding at the end of each reporting period,

as well as information regarding their related hedged items:

Hedging instruments designated as cash flow hedges are as follows:



FY2016 (As of March 31, 2017)

(Millions of yen)
Carrying amount Accounts in Changes in fair
consolidated value used for
Contractual | Over 1 year Assets Liabilities statement of calculating the
amount financial position | ineffective portion
of hedges
Foreign Other financial
exchange . assets
forward 8,370 132 285 Other financial 221
contracts liabilities
FY2017 (As of March 31, 2018)
Not applicable.
Hedged items designated as cash flow hedges are as follows:
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Changes in fair value
used for calculating the
(221) — —
ineffective portion of
hedges
Cash flow hedge
reserve with continuing (161) — —
hedges

The impact of hedge accounting on the consolidated statement of income is as follows:

FY2016 (Year ended March 31, 2017)

(Millions of yen)

Changes in value of

hedging instruments

recognized in other
comprehensive income

Amount reclassified
from cash flow hedge
reserve to profit or
loss

Accounts that
reclassification had an
impact on

Foreign exchange

forward contracts 221

173

Other income

FY2017 (Year ended March 31, 2018)

(Millions of yen)

Changes in value of

hedging instruments

recognized in other
comprehensive income

Amount reclassified
from cash flow hedge
reserve to profit or
loss

Accounts that
reclassification had an
impact on

Foreign exchange

forward contracts 21

(163)

Other expenses




(Thousands of U. S. dollars)

Changes in value of

hedging instruments

recognized in other
comprehensive income

Amount reclassified
from cash flow hedge
reserve to profit or
loss

Accounts that
reclassification had an
impact on

Foreign exchange

255

(1,538)

Other expenses

forward contracts

(4) Classification of financial assets and financial liabilities
The classification of financial assets and liabilities is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of (As of (As of
March 31,2017) | March 31,2018) | March 31, 2018)
Assets:
Financial assets measured at
amortized cost
Cash and cash equivalents 112,032 121,384 1,145,132
Trade and other receivables 96,112 104,624 987,019
Other financial assets 17,962 22,935 216,368
Financial assets measured at
FVTPL
Other financial assets 4,202 4,611 43,500
Equity instruments measured at
FVTOCI
Other financial assets 17,178 20,406 192,509
Total 247,487 273,962 2,584,547
Liabilities:
Lease obligations
Other financial liabilities 4,273 4,579 43,198
Financial liabilities measured at
amortized cost
Trade and other payables 66,268 68,189 643,292
Bonds and borrowings 137,592 116,446 1,098,547
Other financial liabilities 2,496 2,530 23,868
Financial liabilities measured at
FVTPL
Other financial liabilities 7,253 8,258 77,906
Total 217,885 200,004 1,886,830

(5) Fair value of financial instruments
<1> Fair value at the end of the period
a. Fair values and carrying amounts by class at the end of the period
The carrying amounts and fair values of financial instruments are as shown below.
Financial instruments measured at fair value and financial instruments of which the carrying amount approximates
the fair value are not included.



(Thousands of

(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, 2017) (As of March 31, 2018) | (As of March 31, 2018)
Carrying Fair Carrying Fair Carrying Fair
amount value amount value amount value
Assets:
Other
financial 17,962 17,953 22,935 22,924 216,368 216,264
assets
Liabilities:
Bonds and
borrowings 137,592 136,580 116,446 115,983 | 1,098,547 | 1,094,179
Other
financial 6,769 6,769 7,109 7,109 67,066 67,066
liabilities

b. Fair value measurement method
The method of measuring the fair value of a financial instrument is as follows.

(Cash and cash equivalents, trade and other receivables, other financial assets, trade and other payables, and other
financial liabilities)

For the items that are settled in a short period of time, the carrying amounts are deemed to be the fair value
because the fair values approximate the carrying amounts. The other items are measured at the present value of the
future cash flow that is discounted by using a rate reflecting the period up to the due date and credit risk. They are
classified in Level 2 of the fair value hierarchy.

(Other financial assets and other financial liabilities)

The fair value of listed shares and corporate bonds is the market price at the end of the period and is categorized as
Level 1 or Level 2 of the fair value hierarchy depending on whether or not an active market is available. The fair
value of non-listed shares, etc., is measured mainly by the multiple method or the net asset value method using
unobservable inputs such as valuation multiples and is classified in Level 3 of the fair value hierarchy. The fair
value of financial instruments categorized as Level 3 is measured in accordance with related internal regulations by
using valuation techniques and inputs that can reflect the nature, characteristics and risks of the relevant financial
instruments in the most appropriate manner. The results of fair value measurement are reviewed by senior managers.
The EBIT multiple and the net asset multiple are the major unobservable inputs that are used to measure the fair
value of financial instruments in Level 3. The EBIT multiple and the net asset multiple used for fair value
measurement in the current fiscal year are between 5.6x and 21.1x and between 0.8x and 4.5x, respectively. The
fair value increases (decreases) by an increase (decrease) in the EBIT multiple or the net asset multiple.

With respect to financial instruments categorized in Level 3, there are no significant changes in the fair value
when changing unobservable inputs to reasonably possible alternative assumptions.

The fair value of derivatives, etc., is measured based on observable market data such as interest rates and
exchange rates offered by counterparty financial institutions, etc. and is classified in Level 2 of the fair value



hierarchy.

(Bonds and borrowings)

The fair value of bonds and borrowings is the present value calculated by discounting future cash flows at a rate
assumed when executing a new similar contract. This is classified in Level 2 as observable market data is used.

<2> Financial instruments measured at fair value on a recurring basis

a. Fair value hierarchy
FY2016 (As of March 31, 2017)

(Millions of yen)
Level 1 Level 2 Level 3 Total
Assets:
Financial assets measured at FVTPL
Other financial assets — 2,203 1,998 4,202
Financial assets measured at FVTOCI
Other financial assets 14,977 — 2,200 17,178
Total 14,977 2,203 4,199 21,380
Liabilities:
Financial liabilities measured at FVTPL
Other financial liabilities — 7,253 — 7,253
Total — 7,253 — 7,253
FY2017 (As of March 31, 2018)
(Millions of yen)
Level 1 Level 2 Level 3 Total
Assets:
Financial assets measured at FVTPL
Other financial assets — 1,980 2,631 4,611
Financial assets measured at FVTOCI
Other financial assets 18,144 — 2,262 20,406
Total 18,144 1,980 4,893 25,018
Liabilities:
Financial liabilities measured at FVTPL
Other financial liabilities — 8,258 — 8,258
Total — 8,258 — 8,258




(Thousands of U.S. dollars)

Level 1 Level 2 Level 3 Total
Assets:
Financial assets measured at FVTPL
Other financial assets — 18,679 24,821 43,500
Financial assets measured at FVTOCI
Other financial assets 171,170 — 21,340 192,509
Total 171,170 18,679 46,160 236,019
Liabilities:
Financial liabilities measured at FVTPL
Other financial liabilities — 77,906 — 77,906
Total — 77,906 — 77,906




b. Changes in financial assets of Level 3

The following are changes in financial instruments measured at fair value that are categorized as Level 3.

FY2016 (Year ended March 31, 2017)

(Millions of yen)
Fair value measurement at the end of the reporting period
Financial assets Financial assets
measured at measured at Total
FVTPL FVTOCI
Balance as of April 1, 2016 1,711 1,890 3,602
Total gains and losses (28) 255 226
Profit or loss (Note 1) (28) — (28)
Other comprehensive income
(Note 2) — 255 255
Purchase 338 104 442
Sale, etc. — (50) (50)
Foreign exchange differences 4) (0) 4)
Other (17) — 17
Balance as of March 31, 2017 1,998 2,200 4,199

(Note 1) Gains and losses included in profit or loss are related to financial assets measured at fair value through
profit or loss at each reporting date. These gains and losses are included in “Other income” and “Other expenses” in
the consolidated statement of income. Of these gains and losses, the amount associated with financial assets held as
of March 31, 2017 is ¥(28) million.

(Note 2) Gains and losses included in other comprehensive income are related to financial assets measured at fair
value through other comprehensive income at each reporting date. These gains and losses are included in “Gains on
investments in equity instruments designated as FVTOCI” in the consolidated statement of comprehensive income.

FY2017 (Year ended March 31, 2018)

(Millions of yen)
Fair value measurement at the end of the reporting period
Financial assets Financial assets
measured at measured at Total
FVTPL FVTOCI
Balance as of April 1, 2017 1,998 2,200 4,199
Total gains and losses 560 56 616
Profit or loss (Note 1) 560 — 560
Other comprehensive income
(Note 2) — 56 56
Purchase 631 5 636
Sale, etc. (317) (5) (322)
Foreign exchange differences (44) 0 (44)
Other (196) 4 (192)
Balance as of March 31, 2018 2,631 2,262 4,893

(Note 1) Gains and losses included in profit or loss are related to financial assets measured at fair value through
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profit or loss at each reporting date. These gains and losses are included in “Other income” and “Other expenses” in
the consolidated statement of income. Of these gains and losses, the amount associated with financial assets held as
of March 31, 2018 is ¥413 million.

(Note 2) Gains and losses included in other comprehensive income are related to financial assets measured at fair
value through other comprehensive income at each reporting date. These gains and losses are included in “Gains on
investments in equity instruments designated as FVTOCI” in the consolidated statement of comprehensive income.

FY2017 (Year ended March 31, 2018)
(Thousands of U.S. dollars)

Fair value measurement at the end of the reporting period
Financial assets Financial assets
measured at measured at Total
FVTPL FVTOCI
Balance as of April 1, 2017 18,849 20,755 39,613
Total gains and losses 5,283 528 5,811
Profit or loss (Note 1) 5,283 5,283
Other comprehensive income
(Note 2) — 528 528
Purchase 5,953 47 6,000
Sale, etc. (2,991) 47) (3,038)
Foreign exchange differences (415) 0 (415)
Other (1,849) 38 (1,811)
Balance as of March 31, 2018 24,821 21,340 46,160

(Note 1) Gains and losses included in profit or loss are related to financial assets measured at fair value through
profit or loss at each reporting date. These gains and losses are included in “Other income” and “Other expenses” in
the consolidated statement of income. Of these gains and losses, the amount associated with financial assets held as
of March 31, 2018 is $3,896 thousand.

(Note 2) Gains and losses included in other comprehensive income are related to financial assets measured at fair
value through other comprehensive income at each reporting date. These gains and losses are included in “Gains on
investments in equity instruments designated as FVTOCI” in the consolidated statement of comprehensive income.

<3> Financial instruments not measured at fair value
With regard to financial instruments not measured at fair value, fair value measurements are classified in Level 1,
2 and 3 based on the observability and significance of inputs used for the measurement.
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FY2016 (As of March 31, 2017)

(Millions of yen)
Level 1 Level 2 Level 3 Total
Assets:
Other financial
8,949 9,003 17,953
assets
Total 8,949 9,003 17,953
Liabilities:
Bonds and
) — 136,580 136,580
borrowings
Other financial
— 6,769 6,769
liabilities
Total — 143,350 143,350
FY2017 (As of March 31, 2018)
(Millions of yen)
Level 1 Level 2 Level 3 Total
Assets:
Other financial
— 22,924 22,924
assets
Total — 22,924 22,924
Liabilities:
Bonds and
) — 115,983 115,983
borrowings
Other financial
— 7,109 7,109
liabilities
Total — 123,093 123,093
(Thousands of U.S. dollars)
Level 1 Level 2 Level 3 Total
Assets:
Other financial
— 216,264 216,264
assets
Total — 216,264 216,264
Liabilities:
Bonds and
) — 1,094,179 1,094,179
borrowings
Other financial
— 67,066 67,066
liabilities
Total — 1,161,255 1,161,255
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(6) Investments in equity instruments designated as at FVTOCI

The investments in equity instruments are held not for trading. Instead, they are held for strategic purposes in
order to ensure smooth business operations. Accordingly, the Company has elected to designate these investments
in equity instruments as at FVTOCI. Major investments in equity instruments and their fair values are as follows:

(Thousands of
(Millions of yen) U.S. dollars)

FY2016 FY2017 FY2017
(As of March 31, | (As of March 31, | (As of March 31,

2017) 2018) 2018)

Nidec Corporation 3,464 5,359 50,557
Zeon Corporation 3,005 3,637 34,311
Citizen Watch Co., Ltd. 2,180 2,333 22,009
Makita Corporation 1,520 1,528 14,415
Toho Gas Co., Ltd. 787 654 6,170
Other 6,220 6,894 65,038
Total 17,178 20,406 192,509

The breakdown of dividends received that are recognized from equity instruments is as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017) March 31, 2018) March 31, 2018)

Financial assets held at the end
270 259 2,443
of the period

Financial assets derecognized
_ _ 20 4 38
during the period

Equity instruments are sold taking into consideration the fair value status and operational needs. The fair value of
the items sold during the period at the date of derecognition and the cumulative gain or loss recognized in other

comprehensive income are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Fair value 2,292 532 5,019
Cumulative gain or loss 753 247 2,330
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Changes in the fair value of equity instruments recognized in other comprehensive income are reclassified in

retained earnings immediately when they occur. The cumulative amount of gain or loss on such reclassification is
¥2,644 million and ¥2,462 million ($23,226 thousand) for the years ended March 31, 2017 and 2018, respectively.

(7) Offsetting financial assets and financial liabilities

The following tables show the amounts of financial assets and liabilities offset in the consolidated statement of

financial position and those that are subject to enforceable master netting agreements or similar agreements with
counterparties as of March 31, 2017 and 2018:

FY2016 (As of March 31, 2017)

(Millions of yen)
Financial assets | Gross amount Offset amount Recognized amount in | Amount not offset in Net
in the consolidated the consolidated the consolidated amount
statement of statement of financial statement of
financial position position financial position
Trade and other
) 105,559 (9,447) 96,112 — 96,112
receivables
Derivatives 1,059 0) 1,059 (213) 846
Total 106,619 (9,447) 97,171 (213) 96,958

The aforementioned “Derivatives” are included in “Other financial assets” in the consolidated statement of

financial position.

(Millions of yen)

Financial Gross amount Offset amount Recognized amount in | Amount not offset in Net
liabilities in the consolidated the consolidated the consolidated amount
statement of statement of financial statement of
financial position position financial position
Trade and other
75,716 (9,447) 66,268 — 66,268
payables
Derivatives 7,253 0) 7,253 (213) 7,039
Total 82,970 (9,447) 73,522 (213) 73,308

The aforementioned “Derivatives” are included in “Other financial liabilities” in the consolidated statement of

financial position.

FY2017 (As of March 31, 2018)

(Millions of yen)
Financial assets | Gross amount Offset amount Recognized amount in | Amount not offset in Net
in the consolidated the consolidated the consolidated amount
statement of statement of financial statement of
financial position position financial position
Trade and other
. 112,497 (7,872) 104,624 — 104,624
receivables
Derivatives 1,359 0) 1,359 — 1,359
Total 113,856 (7,872) 105,984 — 105,984

The aforementioned “Derivatives” are included in “Other financial assets” in the consolidated

financial position.
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(Thousands of U.S. dollars)
Financial assets | Gross amount Offset amount Recognized amount in | Amount not offset in Net
in the consolidated the consolidated the consolidated amount
statement of statement of financial statement of
financial position position financial position
Trade and other
) 1,061,292 (74,264) 987,019 — | 987,019
receivables
Derivatives 12,821 0) 12,821 — 12,821
Total 1,074,113 (74,264) 999,849 — | 999,849
(Millions of yen)
Financial Gross amount Offset amount Recognized amount in | Amount not offset Net
liabilities in the consolidated the consolidated in the consolidated | amount
statement of statement of financial statement of
financial position position financial position
Trade and other
76,061 (7,872) 68,189 - 68,189
payables
Derivatives 8,259 0) 8,258 — 8,258
Total 84,320 (7,872) 76,448 — 76,448

The aforementioned “Derivatives” are included in “Other financial liabilities” in the consolidated statement of

financial position.

(Thousands of U.S. dollars)

Financial Gross amount Offset amount Recognized amount in | Amount not offset Net
liabilities in the consolidated the consolidated in the consolidated | amount
statement of statement of financial statement of
financial position position financial position
Trade and other
717,557 (74,264) 643,292 — | 643,292
payables
Derivatives 77,915 0) 77,906 — 77,906
Total 795,472 (74,264) 721,208 — | 721,208

Financial assets and collateral pledged subject to enforceable master netting arrangements and similar agreements

are to be set off at the net amounts, if a certain condition, such as a default or cancellation in the arrangement, is

met.
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(8) Gains and losses arising on financial instruments

The total amounts of gains and losses arising on financial instruments are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended

March 31, 2017)

March 31, 2018)

March 31, 2018)

Financial instruments measured at FVTPL

(derivatives) 3,664 (6,931) (65,387)

Financial instruments measured at FVTPL

(other than derivatives) (Note) (13) 568 5,358

Equity instruments measured at FVTOCI 290 263 2.481

Financial assets measured at amortized cost 250 678 6396

Financial liabilities measured at amortized

cost (1,387) (1,213) (11,443)
Total 2,803 (6,635) (62,594)

(Note) Net gains and losses arising on financial instruments other than derivatives measured at FVTOCI include

interest income.
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42. Significant Subsidiaries

Details of significant consolidated subsidiaries as of March 31, 2018, are as follows:

Equity ownership percentage

Capital in thousands Principal As of March 31. 2018

of local currency business Directly I,n directly
Brother International Corporation (U.S.A.) USS$ 7,034 i/f:lf}’nl;frlj’ 100.0 % -
E;(i).ther International Corporation (Canada) C$ 11592 | P&S, P&H _ 100.0 %
gr;)/t.her International De Mexico, S.A. De MEXS 125926 | P&S, P&H o 100.0
Brother Industries (U.S.A.) Inc. US$ 14,000 | P&S, Macinery — 100.0
g;;);?frldlgc;:.mational Corporation Do RS 49,645 | P&S, P&H - 100.0
Brother Sewing Machines Europe Gmbh EURO 25 | P&H - 100.0
Brother Nordic A/S DKr. 42,000 | P&S — 100.0
Brother International Europe Ltd. Stg.£ 26,500 | P&S — 100.0

Other
Brother Holding (Europe) Ltd. Stg.£ 87,013 | (Holding 100.0 -
company)

Brother U.K. Ltd. Stg.£ 17,400 | P&S — 100.0
(B};glta}gr Internationale Industriemachinen EURO 9,000 | Machinery . 100.0
Brother France SAS EURO 12,000 | P&S — 100.0
Brother International GmbH EURO 25,000 |P&S - 100.0
Brother Italia S.p.A. EURO 3,700 | P&S — 100.0
Domino Printing Sciences plc Stg.£ 5,733 | Domino 100.0 -
Domino UK Ltd. Stg.£ 0.1 | Domino — 100.0
Domino Amjet, Inc. US$ 1 | Domino — 100.0
Brother Industries (U.K.) Ltd. Stg.£ 9,700 | P&S 100.0 -
Brother Finance (U.K.) Plc Stg.£ 2,500 gl);[i}rllzrnce) 100.0 -
Brother Industries (Slovakia) s.r.o. EURO 5,817 | P&S — 100.0
Taiwan Brother Industries, Ltd. NT$ 242,000 | P&H 100.0 —
Zhuhai Brother Industries, Co., Ltd. CNY 49,105 | P&S, Domino 100.0 —
Brother International (HK) Ltd. US$ 11,630 | P&S 100.0 —
Brother International (Aust.) Pty. Ltd. A$ 2,500 i/l(g:lfl’nl;frl;l’ 100.0 —
Brother International Singapore Pte. Ltd. US$ 9,527 | P&S, P&H — 100.0
Brother Machinery (Asia) Ltd. US$ 37,000 | Machinery 100.0 -
Brother Machinery Xian Co., Ltd. CNY 282,712 | Machinery 100.0 —
Brother (China) Ltd. CNY 168,465 | P&S, P&H 100.0 —
Brother Industries (Vietnam) Ltd. US$ 80,000 | P&S 100.0 -
Brother Technology (Shenzhen) Ltd. CNY 297,755 | P&S — 100.0
Brother Machinery Shanghai Ltd. CNY 50,000 | Machinery — 100.0
Brother Industries Saigon, Ltd. US$ 28,000 | P&H 100.0 —
Brother Industries (Philippines), Inc. USS$ 134,000 | P&S 100.0 —
Eti;sei Gear Motor Mfg (Changzhou) Co., CNY 111,600 | Machinery . 100.0
Brother Machinery Vietnam Co., Ltd. USS$ 41,000 | Machinery 100.0 -
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Equity ownership percentage

Capital in thousands Priqcipal As of March 31, 2018

of local currency business Directly Indirectly
Brother International Corporation (Japan) JPY 630 million| P&S, P&H 100.0 -
Brother Real Estate, Ltd. JPY 300 million 8{2;{ estatc) 100.0 -
Xing Inc. JPY 7,122 million| N&C 100.0 -
Brother Sales, Ltd. JPY 3,500 million| P&S, P&H 100.0 —
Teichiku Entertainment, Inc. JPY 124 million| N&C — 96.1
Nissei Corporation JPY 3,475 million| Machinery 60.2 —
Standard Corp. JPY 90 million| N&C — 100.0

(Note) “P&S” represents Printing & Solutions Business, “P&H” Personal & Home Business, and “N&C”

Network & Contents Business.

The Company recognizes a significant non-controlling interest in Nissei Corporation.

Details of the non-controlling interest in Nissei Corporation are as follows:

Ownership ratio and voting rights ratio of the non-controlling interest

FY2016

(As of March 31, 2017)

FY2017
(As of March 31, 2018)

39.8% 39.8%
Profit allocated to the non-controlling interest
(Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)

185 370 3,491

Accumulated amount attributable to the non-controlling interest
(Thousands of

(Millions of yen) U.S. dollars)

FY2016 FY2017 FY2017
(As of March 31, 2017) | (As of March 31, 2018) | (As of March 31, 2018)
16,938 17,190 162,170
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The summarized financial statements of Nissei Corporation are as follows. Amounts in the summarized financial

statements are before the elimination of intra-group transactions.

(Millions of yen)

(Thousands of
U.S. dollars)

FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Current assets 21,621 16,864 159,094
Non-current assets 24,631 30,042 283,415
Current liabilities 3,465 3,581 33,783
Non-current liabilities 485 418 3,943
Thousands of
(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(Year ended (Year ended (Year ended
March 31, 2017) March 31, 2018) March 31, 2018)
Revenue 17,646 19,053 179,745
Profit for the year 479 900 8,491
Comprehensive income 620 1215 11.462
for the year
Cash d1v1degds Pald to 209 243 2292
non-controlling interests
Net cgsh prox.llc.ie.d by 2.467 1,561 14,726
operating activities
Net cash used i
(et casiused in 1,389 (3,827) (36,104)
investing activities
Net cash used in
. L 548 632 5,962
financing activities (548) (632) ( )
Net cash flow 3,307 (2,899) (27,349)
43. Related Parties
(1) Related party transactions
FY2016 (Year ended March 31, 2017)
(Millions of yen)
Contents of Outstanding
Cate Nam related part Amount of balance at
gory ¢ clated party transaction the end of the
relationship .
period
Outsourcing of
Associates Abeam Sys‘tems software 3,937 1,219
Corporation
developments
(Note)

1) Related party transactions are negotiated and decided separately.
2) No collateral is set for balance at the end of the period. All settlement is done in cash.
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FY2017 (Year ended March 31, 2018)

(Millions of yen)
Contents of Outstanding
Categor Name related part Amount of balance at
gory . p . Y transaction the end of the
relationship .
period
Outsourcing of
Showa Seiki Co., | manufacturing of 7,692 992
Ltd. the Company’s
Associates products
Abeam Svstems Outsourcing of
Y . software 4,880 1,204
Corporation
developments
1 lative of
Close relative Close r.e e l.ve ° Contract work of 17
of director Tadashi Ishiguro housin, (Note 4) B
(Note 3) £
(Thousands of U.S. dollars)
Contents of Outstanding
Catego Name related part Amount of balance at
gory . P .y transaction the end of the
relationship .
period
Outsourcing of
Showa Seiki Co., | manufacturing of 72,566 9358
Ltd. the Company’s
products
Associates
Outsourcing of
A t
beam Systems software 46,038 11,358
Corporation
developments
1 lative of
Close relative Close r.e . l.Ve ° Contract work of 160
of director Tadashi Ishiguro housin, (Note 4) B
(Note 3) &
(Note)

1) Related party transactions are negotiated and decided separately.
2) No collateral is set for balance at the end of the period. All settlement is done in cash.

3) The close relative is the spouse of Tadashi Ishiguro, Representative Director & Senior Managing Executive

Officer of the Company.

4) The amount is an advance received, which is a part of the ¥51 million ($ 481 thousand) contract.
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(2) Compensation for key management personnel

(Millions of yen)

(Thousands of
U.S. dollars)

FY2016
(Year ended
March 31, 2017)

FY2017
(Year ended
March 31, 2018)

FY2017
(Year ended
March 31, 2018)

Short-term
employee 301 358 3,377
benefits
Share-based 58 57 538
payments
Total 360 415 3,915

44. Commitments

Commitments related to expenditures after the end of the reporting period are as follows:

(Thousands of

(Millions of yen) U.S. dollars)
FY2016 FY2017 FY2017
(As of March 31, (As of March 31, (As of March 31,
2017) 2018) 2018)
Acquisition of
property, plant and 4,618 3,017 28,462
equipment
Acqu1s1.t10n of 70 08 925
intangible assets
Total 4,688 3,116 29,396

45. Contingent Liabilities

Not applicable.

46. Subsequent Events

No material subsequent events were identified for the period up to June 26, 2018.
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INDEPENDENT AUDITOR’S REPORT Japan
Tel: +81(52) 565 5511
Fax: +81 (52) 569 1394
www.deloitte.com/jp/en

To the Board of Directors of BROTHER INDUSTRIES, LTD.:

We have audited the accompanying consolidated balance sheet of BROTHER INDUSTRIES, LTD.
and its consolidated subsidiaries as of March 31, 2018, and the related consolidated statements of income,
comprehensive income, changes in equity, and cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information, all expressed in Japanese yen.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, 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
audit. We conducted our audit in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. 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 appropriate to provide a basis for
our audit opinion,

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of BROTHER INDUSTRIES, LTD. and its consolidated
subsidiaries as of March 31, 2018, and the consolidated results of their operations and their cash flows
for the year then ended in accordance with International Financial Reporting Standards.

Member of
Deloitte Touche Tohmatsu Limited
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Convenience Translation

Our audit also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in
our opinion, such translation has been made in accordance with the basis stated in Note 2 (3) to the
consolidated financial statements. Such U.S. dollar amounts are presented solely for the convenience
of readers outside Japan.

St Tk Srairen L

June 26,2018

Member of
Deloitte Touche Tohmatsu Limited
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