Ernst & Young ShinNihon LL.C

Building a better
working world

Independent Auditor’s Report

The Board of Directors
Keihan Holdings Co., Ltd.

We have audited the accompanying consolidated financial statements of Keithan Holdings Co.,
Ltd. (former name: Keihan Electric Railway Co., Ltd.) and its consolidated subsidiaries,
which comprise the consolidated balance sheet as at 31 March 2016, and the consolidated
statements of income, comprehensive income, changes in net assets, and cash flows for the
year then ended and a summary of significant accounting policies and other explanatory
information, all expressed in Japanese yen.

Management’s Responsibility for the Consolidated Financial Statements

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

Auditor’s Responsibility

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

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

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

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Keihan Holdings Co., Ltd. (former
name: Keihan Electric Railway Co., Ltd.) and its consolidated subsidiaries as at 31 March

2016, and their consolidated financial performance and cash flows for the year then ended in
conformity with accounting principles generally accepted in Japan.

Convenience Translation

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

17 June 2016 é\'ML & §L,,~ % L.L C

Osaka, Japan

Aonember firm of Ernst & Young Global Limiled



Consolidated Balance She
Keihan Holdings Co., Ltd. and Consolidated Subsidiaes
31 March 2016

Thousands ¢

U.S. Dollars
Millions of Yen (Note 1)
ASSETS 2016 2015 2016
CURRENT ASSETS:
Cash and deposits (Notes 9, 20 and 21) ¥ 25,072 ¥ 26,600 $ 222,507
Notes and accounts receivable (Note 21) 23,702 30,892 210,348
Short-term investments (Notes 5 and 21) 2,188 352 19,418
Land and buildings for sale 100,742 101,243 894,059
Inventories 1,976 1,894 17,543
Deferred tax assets (Note 16) 2,533 2,614 22,481
Other 12,565 8,110 111,519
Allowance for doubtful accounts (270) (260) (2,399)
Total current assets 168,510 171,449 1,495,478
PROPERTY, PLANT AND EQUIPMENT:
Buildings and structures, net (Notes 6, 7, 9, 15%8)d 198,994 187,950 1,766,016
Machinery, equipment and vehicles, net (Notes 6,ahd 18) 13,466 12,979 119,515
Land (Notes 7, 8, 9 and 15) 213,810 206,616 1,897,504
Construction in progress 6,076 2,119 53,929
Other, net (Notes 6 and 9) 8,898 8,476 78,969
Total property, plant and equipment, net 441,247 418,141 3,915,935
INTANGIBLE ASSETS 8,24t 8,82( 73,17¢
INVESTMENTS AND OTHER ASSETS:
Investment securities (Notes 5, 9 and 21) 39,959 47,358 354,628
Long-term loans receivable 388 388 3,447
Deferred tax assets (Note 16) 2,208 1,656 19,601
Assets for retirement benefits (Note 12) 21 1,464 188
Other 9,811 15,033 87,075
Allowance for doubtful accounts (59) (75) (532)
Total investments and other assets 52,329 65,825 464,408
TOTAL ASSETS (Note 25) ¥ 670,333 ¥ 664,236 $ 5,948,999

See accompanying notes to consolidated financisients.



Consolidated Balance Sheet (continue
Keihan Holdings Co., Ltd. and Consolidated Subsidiaes
31 March 2016

Thousands ¢

U.S. Dollars
Millions of Yen (Note 1)
LIABILITIES AND NET ASSETS 2016 2015 2016
CURRENT LIABILITIES:
Notes and accounts payable (Notes 9 and 21) ¥ 10,775 ¥ 11,404 $ 95,630
Short-term loans (Notes 9, 10 and 21) 68,780 106,105 610,401
Short-term bonds (Notes 10 and 21) 5,000 - 44,373
Current portion of bonds (Notes 10 and 21) 10,245 10,251 90,929
Income taxes payable (Note 16) 5,619 4,191 49,868
Deferred tax liabilities (Note 16) 1 2 14
Advances received 8,011 10,207 71,097
Allowance for employees' bonuses 2,667 2,637 23,675
Provision for unutilised gift tickets 407 384 3,614
Other (Notes 9 and 24) 40,829 46,956 362,345
Total current liabilities 152,337 192,141 1,351,949
NONCURRENT LIABILITIES:
Bonds (Notes 10 and 21) 80,257 60,403 712,258
Long-term loans (Notes 9, 10, 21 and 22) 161,430 134,234 1,432,648
Long-term payables - other 654 253 5,809
Deferred tax liabilities (Note 16) 7,944 9,349 70,504
Deferred tax liabilities for land revaluation (Nst& and 16) 31,087 32,715 275,892
Accrued retirement benefits for directors and aadd supervisory bos 447 620 3.974
members
Liability for retirement benefits (Note 12) 18,933 19,665 168,028
Other (Note 24) 25,448 24,339 225,848
Total noncurrent liabilities 326,204 281,581 2,894,963
Total liabilities 478,542 473,722 4,246,913
COMMITMENTS AND CONTINGENT LIABILITIES (Note 23)
NET ASSETS (Note 13) :
Common stocl
Authorised, 1,595,886,000 shares as at 31 2046 and 2015; 51,466 51,466 456,748
Issued, 565,913,515 shares as at 31 March 204 @01
Capital surplus 28,794 28,819 255,545
Retained earnings 79,103 60,525 702,022
Treasury stock, at cost, 24,193,867 shares as ldiaddh 2016,
and 3,822,672 shares as at 31 March 2015 (17,199) (1,497) (152,643)
Total shareholders' equity 142,165 139,314 1,261,673
Accumulated other comprehensive income:
Net unrealised holding gain on securities @$d@ and 16) 12,221 15,187 108,460
Revaluation reserve for land (Notes 8 and 16) 37,557 35,496 333,309
Retirement benefit liability adjustment (Nofesand 16) (2,815) (1,881) (24,990)
Total accumulated other comprehensive income, net 46,962 48,801 416,779
Non-controlling interests 2,662 2,398 23,631
Total net assets 191,790 190,513 1,702,085
TOTAL LIABILITIES AND NET ASSETS ¥ 670,333 ¥ 664,236 $ 5,948,999

See accompanying notes to consolidated finan@ssients.



Consolidated Statement of Incom
Keihan Holdings Co., Ltd. and Consolidated Subsidides
Year Ended 31 March 2016

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2016 2015 2016
OPERATING REVENUES (Notes 7 and 25) ¥ 300,188 ¥ 294906 $ 2,664,080
OPERATING EXPENSES:
Transportation, other service expenses and casile$ (Note 14) 240,069 238,680 2,130,545
Selling, general and administrative expenses (Mpte 28,594 26,788 253,763
Total operating expenses 268,663 265,468 2,384,309
Operating income (Note 25) 31,524 29,437 279,771
OTHER INCOME (EXPENSES):
Interest and dividend income 790 646 7,011
Interest expense (3,581) (3,931) (31,782)
Loss on impairment of property, plant and equipnfbsiotes 7, 15 and 25) (61) (1,712) (543)
Shares of profit of affiliates, net 21 1,177 191
Gain on contribution received for construction 842 18,617 7,479
Subsidies 1,680 1,144 14,918
Gain on sales of investment securities, net 348 11 3,094
Los(T\l(c))?es%Ies or disposal of property, plant andpagent, ne (511) (735) (4,539)
Loss on_dgductlon of contributions received fo_rsmm:tlon fron (1,475) (18,401) (13,097)
acquisition costs of property, plant and emept
Gain on bargain purchase 4,709 340 41,795
Loss on step acquisitions (2,119) — (18,807)
Other, net (99) 43 (884)
Other income (expenses), net 544 (2,802) 4,835
PROFIT BEFORE INCOME TAXES 32,069 26,640 284,606
INCOME TAXES (Note 16):
Current 9,094 8,038 80,715
Deferred 274 527 2,438
Total income taxes 9,369 8,565 83,153
PROFIT 22,699 18,074 201,453
PROFIT ATTRIBUTABLE TO:
Non-controlling interests 313 209 2,786
Owners of parent (Note 19) ¥ 22,385 ¥ 17,864 $ 198,666

See accompanying notes to consolidated financitdrsients.



Consolidated Statement of Comprehensive Incor
Keihan Holdings Co., Ltd. and Consolidated Subsidiges
Year Ended 31 March 2016

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
2016 2015 2016
PROFIT ¥ 22,699 ¥ 18,074 $ 201,453
OTHER COMPREHENSIVE INCOME (Note 17):

Net unrealised holding (loss) gain on securities (2,981) 4,230 (26,458)

Revaluation reserve for land 1,625 3,456 14,425

Retirement benefit liability adjustment (934) 619 (8,289)

Total other comprehensive (loss) income (2,289) 8,306 (20,322)

COMPREHENSIVE INCOME ¥ 20,409 ¥ 26,380 $ 181,130
COMPREHENSIVE INCOME ATTRIBUTABLE TO:

Owners of parent ¥ 20,111 ¥ 26,162 $ 178,482

Non-controlling interests 298 218 2,648

See accompanying notes to consolidated financdsients.



Consolidated Statement of Changes in Net Ass:
Keihan Holdings Co., Ltd. and Consolidated Subsidides
Year Ended 31 March 2016

Millions of Yen

Total
Retirement Accumulated
Net Unrealised Revaluation Benefit Other Non-
Common Capital Retained Treasury Total Shareholders' Holding Gain on Reserve for Liability Comprehensive controlling Total
Stock Surplus Earnings Stock Equity Securities Land Adjustment Income, Net Interests Net Assets
BALANCE at 1 APRIL 201. ¥  51,46¢ ¥ 28,81 ¥ 47,70( ¥ (1451 ¥ 126,53! ¥ 10,96¢ ¥ 32,00¢ ¥ (2,501 ¥ 40,47 ¥ 2,85t ¥ 169,86
Cumulatlvg effegts .Of changes - (1,418) - (1,418) - - - - (1,418)
accounting principlt
BALANCE at 1 APRIL 2014 as adjust 51,46¢ 28,81¢ 46,28: (1,451 125,11 10,96¢ 32,00¢ (2,501 40,47 2,85t 168,44¢
Cash dividenc - (3,654 — (3,654 - - — - (3,654
Profit attrlbutallble to owners of par - 17,864 - 17,864 - - - - 17,864
for the perio
Purchase of treasury stc - — - (47) (47) - - — - 47)
Disposal of treasury sto - 0 - 0 0 - - — - 0
Reversal of revaluation reserve for | - (31) — (31) - - — - (31)
Change in scope of consolidai - 63 — 63 - - — - 63
Net changes in items other t - - - - 4,220 3,487 619 8,328 (457) 7,870
shareholders' equ
BALANCE at 1 APRIL 201! 51,46¢ 28,81¢ 60,52¢ (1,497 139,31« 15,18 35,49¢ (1,881 48,80: 2,39¢ 190,51:
Cash dividenc - - (3,372 - (3,372 - - - - - (3,372
Profit attrlbutallble to owners of par _ _ 22,385 _ 22,385 _ _ _ _ _ 22,385
for the perio
Purchase of treasury st — — — (15,703 (15,703 — — — — — (15,703
Disposal of treasury sto — 0 — 0 1 — — — — — 1
Change in treasury shares of pa
arising from transactions with - (25) - - (25) - - - - - (25)
non-controlling interes
Reversal of revaluation reserve for | - - (435, - (435, - - - - - (435
Net changes in items other tl
shareholders' equ - - - - - (2,965) 2,060 (934) (1,839) 264 (1,574)
BALANCE at 31 MARCH 2016 ¥ 51,466 ¥ 28,794 ¥ 79,103 ¥  (199) ¥ 142,165 ¥ 12,221 ¥ 37,557 ¥ (2,815) ¥ 46,962 ¥ 2,662 ¥ 7901,
Thousands of U.S. Dollars (Note 1)
Total
Retirement Accumulated
Net Unrealised Revaluation Benefit Other Non-
Common Capital Retained Treasury Total Shareholders’ Holding Gain on Reserve for Liability Comprehensive controlling Total
Stock Surplus Earnings Stock Equity Securities Land Adjustment Income, Net Interests Net Assets
BALANCE at 1 APRIL 201! $ 456,74t $ 255,76: $ 537,14 $ (13,290 $ 1,236,36: $ 134,78 $ 315,02 $ (16,701 $ 433,10: $ 21,28 $ 1,690,75
Cash dividenc - - (29,929 - (29,929 - - - - - (29,929
Profit attributable to owners of par _ _ 198,666 _ 198,666 _ _ _ _ _ 198,666
for the perio
Purchase of treasury stc - - - (139,360 (139,360 - - - - - (139,360
Disposal of treasury sto - 7 - 7 14 - - - - - 14
Change in treasury shares of pa
arising from transactions with - (223) - - (223) - - - - - (223)
non-controlling interes
Reversal of revaluation reserve for | — — (3,863 — (3,863 — — — — — (3,863
Net changes in items other tl
shareholders’ equ - - - - - (26,320) 18,288 (8,289) (16,321) 2,350 (13,971)
BALANCE at 31 MARCH 2016 $ 456,748 $ 255,545 $ 702,022 $ 5Q.643) $ 1,261,673 $ 108,460 $ 333,309 $ (249900 3% 416,779 3,631 $ 1,702,085

See accompanying notes to consolidated finanagstents.



Consolidated Statement of Cash Flov
Keihan Holdings Co., Ltd. and Consolidated Subsidiaes
Year Ended 31 March 2016

Thousands ¢

U.S. Dollars
Millions of Yen (Note 1)
2016 2015 2016
OPERATING ACTIVITIES:
Profit before income taxes ¥ 32,069 ¥ 26,640 $ 284,606
Adjustments for:
Depreciation and amortisation 17,949 17,349 159,292
Loss on impairment of property, plant and equipment 61 1,712 543
Gain on bargain purchase (4,709) (340) (41,795)
Loss on step acquisitions 2,119 - 18,807
Loss on sales or disposal of property, plant andpegent, net 643 1,123 5,711
Loss on_dfe_ducnon of contributions received for_s;mmﬂon fron 1,475 18,401 13,007
acquisition costs of property, plant and eqep
Gain on contribution received for construction (842) (18,617) (7,479)
Gain on sales of investment securities, net (348) (11) (3,094)
Share of profit of affiliates, net (22) (1,177) (291)
Interest and dividend income (790) (646) (7,011)
Interest expense 3,581 3,931 31,782
(Decrease) increase in allowance for doubtful ant 3) 32 (34)
Increase (decrease) in allowance for employeesidan 23 (190) 207
Decrease in liability for retirement benefits (369) 479) (3,281)
Increase in assets for retirement benefits (296) (663) (2,630)
Decrease (increase) in trade receivables 6,817 (4,559) 60,499
Decrease (increase) in inventories 342 (18,235) 3,039
Decrease in trade payables (753) (123) (6,685)
Other, net (9,969) 9,477 (88,476)
Subtotal 46,977 33,622 416,906
Interest and dividend income received 837 670 7,429
Interest expenses paid (3,604) (3,970) (31,990)
Income taxes paid (7,874) (8,863) (69,884)
Net cash provided by operating activities 36,334 21,459 322,461
INVESTING ACTIVITIES:
(Increase) decrease in time deposits, net 0) 0 0)
Purchase of property, plant and equipment (28,696) (19,912) (254,673)
Proceeds from sales of property, plant and equipmen 930 16,349 8,254
Proceeds from contribution received for constructio 1,315 1,176 11,674
Purchase of investment securities (2,111) (2,335) (18,741)
Proceeds from sales of investment securities 349 20 3,101
Payment for additional investment in subsidiaries - (298) -
Purchase of investment in subsidiaries resultinchemge in scope _ (52) _
consolidatio
(Increase) decrease in loans receivable a7 9 (158)
Other, net 481 569 4,268
Net cash used in investing activities (27,750) (4,473) (246,273)
FINANCING ACTIVITIES:
(Decrease) increase in short-term loans, net (10,701) 2,726 (94,974)
Increase in short-term bonds, net 5,000 — 44,373
Proceeds from long-term loans 75,672 26,223 671,569
Repayments of long-term loans (75,099) (28,156) (666,484)
Proceeds from issuance of bonds 29,938 — 265,690
Redemption of bonds (10,251) (10,331) (90,982)
Repayments of long-term payables - other (15) (1,401) (139)
Cash dividends paid (3,372) (3,651) (29,930)
Dividends paid to non-controlling interests (25) (30) (229)
Purchase of treasury stock (15,703) () (139,360)
Other, net (1,208) (1,607) (10,727)
Net cash used in financing activities (5,768) (16,275) (51,197)
Net increase in cash and cash equivalents 2,816 710 24,991
Cash and cash equivalents at beginning of year 26,552 25,831 235,645
Increase in cash and cash equivalents resultimg fnergers wit
; - 4 10 38
unconsolidated subsidiar
CASH AND CASH EQUIVALENTS AT END OF YEAR (Note 20) ¥ 29,372 ¥ 26,552 $ 260,675

See accompanying notes to consolidated finanaésients.



Keihan Holdings Co., Ltd. and Consolidated Subsidides

Notes to Consolidated Financial Statements
Year Ended 31 March 2016

1. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL S TATEMENTS

The accompanying consolidated financial statemehtéeihan Holdings Co., Ltd. (former name: Keihan
Electric Railway Co., Ltd.) (the “Company”) and ttensolidated subsidiaries (collectively, the “Gsu
have been prepared in accordance with the prodsseh forth in the Japanese Financial Instrumemds a
Exchange Act and its related accounting regulatarsin conformity with accounting principles geadiyr
accepted in Japan (“Japanese GAAP”), which arermifft in certain respects as to the application and
disclosure requirements of International FinanBi@porting Standards.

Japanese yen figures less than one million yencareded down to the nearest million yen and U.8ado
figures less than one thousand dollars are roudded to the nearest thousand dollars, except for pe
share data. As a result, the totals shown in ¢therapanying consolidated financial statements jradase
yen and U.S. dollars do not necessarily agree th@tsums of the individual amounts.

In preparing these consolidated financial statemestrtain reclassifications and rearrangements hagn
made to the consolidated financial statements dsdoeestically in order to present them in a forhicl

is more familiar to readers outside Japan. In amdithe notes to the accompanying consolidatezhfiral
statements include information which is not reqiiitender Japanese GAAP but is presented herein as
additional information.

Certain amounts in the prior year’s financial staats have been reclassified to conform to theeatirr
year’s presentation. Such reclassification hadffext on consolidated profit or net assets.

The consolidated financial statements are statdapanese yen, the currency of the country in wiiieh
Company is incorporated and operates. The tramstabf Japanese yen amounts into U.S. dollar ataoun
are included solely for the convenience of readetside Japan and have been made at the rate 26811
to $1, the approximate rate of exchange at 31 Maed6. Such translations should not be constrged a
representations that the Japanese yen amountstmuglthverted into U.S. dollars at that or any othte.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation- The accompanying consolidated financial statémérclude the accounts of the
Company and the significant companies which it m@stdirectly or indirectly. Companies over
which the Company exercises significant influentéerms of their operating and financial policies
have been included in the accompanying consolidaiadcial statements on an equity basis.

For the purpose of consolidation, all significamiercompany balances and transactions have been
eliminated in consolidation.

Certain subsidiaries are excluded from the scopeonfolidation because the effect of their total
assets, net sales, net profit or loss, and reta@aedings (each amount of net profit or loss and
retained earnings in proportion to the interestiiiyl the Group) on the accompanying consolidated
financial statements is not significant individyadr in the aggregate.

Investments in one affiliate are accounted for iy €quity method for the year ended 31 March
2016.



2.

a.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)

Consolidation (continued)

Investments in unconsolidated subsidiaries areanocbunted for by the equity method but stated at
cost, because the effect of their net profit oslasd retained earnings (each amount in propation
the interest held by the Group) on the accompanyogsolidated financial statements is not
significant individually or in the aggregate.

The fiscal year end of the consolidated subsidsarse31 March, which is same as that of the
Company.

Securities- Securities are classified into three categotesling securities, held-to-maturity debt
securities or other securities. Trading securittessisting of debt and marketable equity secuaritie
are stated at fair value. Gain and loss, bothsedland unrealised, are charged to income. Held-t
maturity securities are stated at amortised coud, amortisation for each period through to the
maturity date is determined on a straight-line iadMarketable securities as other securities are
stated at fair value determined primarily by therage market price for one month prior to the year-
end. Unrealised gains and losses on these sesuaitereported, net of applicable income taxes, as
“Net unrealised holding gain (loss) on securitissa separate component of net assets through the
consolidated statement of comprehensive income.e @tst of securities sold is determined
primarily by the moving-average method. Non-maalkéd securities as other securities are stated at
cost determined primarily by the moving-averagehoet

Inventories- Inventories are stated at lower of cost or eding value, determined by the following
methods.

Merchandise: Primarily by retail cost method
Land and buildings for sale: Specific identificatimethod
Supplies: Primarily by moving-average method

Property, Plant and Equipment (excluding Leasefksets)- Property, plant and equipment
excluding leased assets are stated at cost. Dafiwacis determined primarily by the declining-
balance method. However, certain assets are daf@aising the straight-line method over the
estimated useful lives of the respective assets.

The useful lives range from 5 to 60 years for bogd and structures, and 5 to 20 years for
machinery, equipment and vehicles.

Intangible Assets (excluding Leased Assets)ntangible assets excluding leased assets are
amortised using the straight-line method. Softwiarenternal use is amortised over its estimated
useful life of 5 years.

Leased Assets Leased assets under finance lease transactioiot wo not transfer ownership to
the lessee are capitalised and depreciated oveesipective lease terms to a nil residual value by
the straight-line method. Finance lease transasttmmmencing on or before 31 March 2008 other
than those in which the ownership of the leaseétass transferred to the lessee are accountead for
the same manner as operating leases.

Goodwill - Goodwill is amortised using the straight-line thud over its estimated useful life.
Insignificant amounts of goodwill are charged tpexse as incurred.

Allowance for Doubtful Accounts- Allowance for doubtful accounts is provided at amount
calculated based on the Company'’s historical egpeé of bad debts on ordinary receivables and
loan receivables plus an additional estimate ofbgbte specific bad debts from customers
experiencing financial difficulties.



2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)

Allowance for Employees’ BonusesAllowance for employees’ bonuses is providedraestimated
amount of bonuses to be paid to employees.

Provision for Unutilised Gift Tickets

Unutilised qift tickets are credited to income aféecertain period has passed from their respective
dates of issuance. Provision for unutilised gifkeits is provided at a reasonably estimated amount
of future utilisation.

Employees’ Retirement Benefits

(1) Attribution method of retirement benefits over the service period
The assets and liability for retirement benefits provided based on the amount of the projected
benefit obligation after deducting plan assetamtfalue at the end of the year.

The retirement benefit obligation is attributedeh period by the straight-line method.

(2) Accounting for actuarial gains and losses and prior service costs
Prior service costs are amortised as incurred eysttaight-line method over a period of 15 years,
which is within the estimated average remainingy®# service of the eligible employees.

Actuarial gains and losses are amortised from #a& following the year in which the gain or loss is
recognised, by the straight-line method over aggeof 10 to 15 years, which is within the estimated
average remaining years of service of the eligaiployees.

Retirement Benefitsfor Directors and Audit and Supervisory Board Members Certain
consolidated subsidiaries provide liability for iretnent benefits for directors and audit and
supervisory board members based on the amountreelgat the balance sheet date in accordance
with the internal policies of such consolidatedsdiaries.

Income Taxes Income taxes are calculated based on taxabtemie@and charged to income on an
accrual basis. Certain temporary differences éesiveen taxable income and profit reported for
financial reporting purposes which enter into thetedmination of taxable income in a different
period.

Hedge Accounting- The Company and four consolidated subsidiariegptatiedge accounting.
Under Japanese GAAP, interest rate swaps which ceettin conditions are accounted for as if the
interest rates of the swaps had originally beenlieghpof the underlying debt (the “special
accounting treatment”).

(1) Method of accounting
For interest rate swap contracts that meet cectanditions, the special accounting treatment is
applied.

(2) Hedging instruments
Interest rate swaps

(3) Hedged items
Interest on loans

(4) Hedging policy

Interest rate swaps are used to mitigate the fiictn risk of interest rates on loans, and the bddg
items are identified by individual contracts.

10



2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)

n. Hedge Accounting (continued)
(5) Assessment of hedge effectiveness
Hedge effectiveness is not assessed as the nofanalpal, contractual terms (interest rates and
dates of receipt and payment of interest), and mti&s of the interest rate swap transactions are
almost same as those of the respective hedged, itgmighus, these transactions meet the criteria fo
application of the special accounting treatment.

0. Contributions for Construction For the Company and two consolidated subsidiadentributions
for construction granted by municipal governmentsl athers are deducted directly from the
acquisition costs of the related assets at the tmfheompletion of construction for seismic
strengthening, the widening of railroad crossings so forth for the railway business.

Gain on contributions received for constructionirisluded in other income (expenses) and the
amount directly deducted from the acquisition caftthe assets is recorded as loss on deduction of
contributions received for construction from theusition costs of property, plant and equipment in
other income (expenses) in the consolidated statteofiéncome.

p. Cash and Cash EquivalentsFor the purpose of the consolidated statemenasif flows, cash and
cash equivalents are composed of cash on hand,deguusits available for withdrawal on demand,
deposits and short-term investments which are Iseadhvertible to cash and subject to little rigk o
any change in their value, and which were purchagddan original maturity of three months or
less.

g. Consumption Taxes Consumption taxes, in general, are not includeicicome and expenses but
recorded at the net amount on the consolidatechbalaheet. Non-deductible consumption taxes
related to the Company’s assets are included indbeof each asset.

3. ACCOUNTING CHANGE
Accounting Standards for Business Combinations

The Company and its domestic subsidiaries adopfdvised Accounting Standard for Business
Combinations” (Accounting Standards Board of JaasBJ”) Statement No. 21 of 13 September 2013),
“Revised Accounting Standard for Consolidated FamanStatements” (ASBJ Statement No.22 of 13
September 2013), “Revised Accounting Standard fesiess Divestitures” (ASBJ Statement No.7 of 13
September 2013) and other standards. These reaisednting standards are applied from the fisealy
ended 31 March 2016. Accordingly, differences ltesy from changes in ownership interest in a
subsidiary when control over the subsidiary is inetd are recognised under capital surplus, and
acquisition-related costs are recorded as expefwsethe period in which they arise. For business
combinations conducted on or after the beginnintdhefyear ended 31 March 2016, the accounting rdetho
has been changed to reflect adjustments of theadiém of acquisition costs on the finalisation of
provisional accounting treatments in the consddidatinancial statements for the year in which the
business combination occurs. In addition, the goregion method of profit attributable to owners of
parent was amended, and the reference to “minioiigyests” was changed to “non-controlling intesest
Certain reclassifications were made to the previmas’s consolidated financial statements to retleese
changes in presentation.

In the consolidated statement of cash flows forytbar ended 31 March 2016, cash flows relateddo th
acquisition of shares of subsidiaries not resulting change in the scope of consolidation aresiflad
into “cash flows from financing activities,” whileash flows related to expenses arising from adiprisof
shares of subsidiaries resulting in a change instope of consolidation are classified into “casiw$
from operating activities.”
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3. ACCOUNTING CHANGE (continued)
Accounting Standards for Business Combinations (cdmued)

From 1 April 2015, these revised standards areiegprospectively in accordance with the transdlon
treatment provided in Article 58 — 2 (4) of ASBAatement No.21, Article 44 — 5 (4) of ASBJ Statement
No.22 and Article 57 — 4 (4) of ASBJ Statement No.7

The effect on the consolidated financial stateméotsthe year ended and as of 31 March 2016 was
immaterial.

4. ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIV E

Implementation Guidance on Recoverability of Defdrfax Assets

On 28 March 2016, the ASBJ issued “Revised Implaatem Guidance on Recoverability of Deferred
Tax Assets” (ASBJ Guidance No0.26).

) Overview

The ASBJ basically continues to apply the framewas&d in “Audit Treatment of Judgments with

Regard to Recoverability of Deferred Tax Assetsip@hese Institute of Certified Public Accountants

Audit Committee Report No. 66), where each entgyclassified into one of five categories

depending on past taxable income and the statietobperating tax loss carryforwards, and the

recoverability of the deferred tax assets is asselsased on the entity’s assigned category. However

the ASBJ reflected necessary changes in the gutdaegarding the following accounting

treatments:

*1 Accounting treatment for entities that are matlided in any of the five categories

*2  Criteria for classifying entities that have geated stable income for the past three years and th
current year classified as “Category 2" or whiclvén@xperienced significant fluctuations of
taxable income, however, with no significant neermging tax loss carryforwards for the past
three years or the current year classified as ‘§oate3” entities

*3 Recoverability of deferred tax assets for unskited deductible temporary differences of
“Category 2" entities

*4 Reasonable estimable period of future taxableonme before adjustments of temporary
differences for “Category 3” entities

*5 Accounting treatment for recoverability of defed tax assets at “Category 4" entities with
significant net operating tax loss carryforwardstttat have had significant net operating tax
loss carryforwards expire in the past three yearthe current year or are expected to expire,
which, are classified as “Category 2” or “Categ8tyentities due to meeting certain conditions

(2) Scheduled date of adoption

The Company expects to adopt the revised implertientguidance from the beginning of the
fiscal year ending 31 March 2017.

3) Impact of adopting revised implementation guoick

The Company is currently evaluating the effectdfting this revised implementation guidance on
its consolidated financial statements.
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5.

SHORT-TERM INVESTMENTS AND INVESTMENT SECURITIES
(1) Held-to-maturity securities

The following table summarises the carrying valod fair value of held-to-maturity securities as at
31 March 2016 and 2015.

Millions of Yen

2016
Carrying
value Fair value Difference
Securities with fair value exceeding
carrying value:
National and municipal bonds ¥ 172 ¥ 172 ¥ 0
Corporate bonds 1,401 1,496 94
Other 300 304 4
Total ¥ 1,873 ¥ 1973 ¥ 99
Millions of Yen
2015
Carrying
value Fair value  Difference

Securities with fair value exceeding
carrying value:
National and municipal bonds ¥ 165 ¥ 165 ¥ 0
Securities with fair valuaot exceedin
carrying value:
National and municipal bonds 48 48 (0)
Total ¥ 213 ¥ 214 ¥ 0

Thousands of U.S. Dollars

2016
Carrying

value Fair value  Difference

Securities with fair value exceeding

carrying value:

National and municipal bonds $ 1526 $ 1531 $ 4
Corporate bonds 12,441 13,281 839
Other 2662 2,698 35
Total $ 16,630 $ 17510 $ 880
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5.

SHORT-TERM INVESTMENTS AND INVESTMENT SECURITIES (continued)
(2) Marketable securities classified as other seesr

The following table summarises the carrying valod acquisition cost of marketable securities
classified as other securities as at 31 March 20162015.

Millions of Yen

2016
Carrying Acquisition
value cost Difference
Securities with carrying value
exceeding acquisition cost:
Equity securities ¥ 24673 ¥ 8,413 ¥ 16,259
Other 2,080 1,509 570
Sub total 26,753 9,923 16,829
Securities with carrying value not
exceeding acquisition cost:
Equity securities 76 88 (12)
Debt securities 307 307 -
Sub total 383 396 (12)
Total ¥ 27,137 ¥ 10,320 ¥ 16,816

Millions of Yen

2015
Carrying Acquisition
value cost Difference
Securities with carrying value
exceeding acquisition cost:
Equity securities ¥ 29,161 ¥ 8,482 ¥ 20,678
Other 2,331 1,509 821
Sub total 31,492 9,992 21,500
Securities with carrying value not
exceeding acquisition cost:
Equity securities 19 19 (0)
Debt securities 11 11 —
Sub total 30 30 (0)
Total ¥ 31523 ¥ 10,023 ¥ 21,499
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5. SHORT-TERM INVESTMENTS AND INVESTMENT SECURITIES (continued)

(2) Marketable securities classified as other sgesr(continued)

Thousands of U.S. Dollars

2016
Carrying Acquisition
value cost Difference
Securities with carrying value
exceeding acquisition cost:
Equity securities $ 218,967 $ 74,670 $ 144,297
Other 18,461 13,400 5,060
Sub total 237,428 88,070 149,357
Securities with carrying value not
exceeding acquisition cost:
Equity securities 675 789 (114)
Debt securities 2,728 2,728 -
Sub total 3,404 3,518 (114)
Total $ 240,832 $ 91589 $ 149,243

Unlisted equity securities with a carrying value¥af,546 million ($40,349 thousand) and ¥3,133
million as at 31 March 2016 and 2015, respectivaig not included in the above tables because
there is no market price and the fair value isreatily determinable.

(3) The following table summarises other securifiekl for the years ended 31 March 2016 and 2015.
Gain on sales are included in gain on sales ofsitmvent securities, net in the consolidated statemen

of income.
Millions of Yen
2016
Proceeds Gain on sale Loss on sale
Equity securities ¥ 0 ¥ 0 ¥ -
Millions of Yen
2015
Proceeds Gain on sale Loss on sale
Equity securities ¥ 20 ¥ 11 ¥ 0
Thousands of U.S. Dollars
2016
Proceeds Gain on sale Loss on sale
Equity securities $ 1 $ 1 3 -
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5. SHORT-TERM INVESTMENTS AND INVESTMENT SECURITIES (continued)
(4) Investments in unconsolidated subsidiariesadhithtes

Investments in unconsolidated subsidiaries antlaéfs as at 31 March 2016 and 2015 consisted of
the following:

Thousands ¢
Millions of Yen U.S. Dollars

2016 2015 2016

Investments in unconsolidated
subsidiaries and affiliates ¥ 8590 ¥ 12839 $ 76,234

6. PROPERTY, PLANT AND EQUIPMENT

Accumulated depreciation included in property, pland equipment as at 31 March 2016 and 2015
amounted to ¥426,606 million ($3,786,004 thousamd) ¥394,550 million, respectively.

Accumulated contributions deducted from the actjarsicosts of property, plant and equipment aslat 3
March 2016 and 2015 amounted to ¥180,593 millioh,§®#2,710 thousand) and ¥179,904 million,
respectively.

7. RENTAL PROPERTIES

The Company and certain consolidated subsidiamas r@ntal properties including office buildings and
commercial facilities in Osaka and other areasjad.

For the year ended 31 March 2016, rental income oheelated expenses, relevant to these properties
amounted to ¥9,508 million ($84,383 thousand) agtdgain on sales of these properties amountedo ¥4
million ($370 thousand).

For the year ended 31 March 2015, rental income,oheelated expenses, relevant to these rental
properties amounted to ¥10,132 million and net tossales of these properties amounted to ¥488mill
Furthermore, loss on impairment of these real estabperties was recognised in the amount of ¥1,553
million.

Rental income is included in operating revenues r@mial expenses are mainly included in operating
expenses in the consolidated statements of incohet loss on sales and impairment of these rental
properties are included in other expenses in theawalated statement of income.

Increases/(decreases) in the carrying value duhegears ended 31 March 2016 and 2015, and the fai
value of the rental properties as at 31 March 2062015 are as follows:

16



7. RENTAL PROPERTIES (continued)

Millions of Yen

2016
Carrying value Fair value
1 April 2015 Increase/(Decrease) 31 March 2016 31 March 2016
¥ 142,930 ¥ 12,315 ¥ 155,245 ¥ 206,366
Millions of Yen
2015
Carrying value Fair value
1 April 2014 Increase/(Decrease) 31 March 2015 31 March 2015
¥ 162,595 ¥ (19,665 ¥ 142,930 ¥ 179,905
Thousands of U.S. Dollars
2016
Carrying value Fair value
1 April 2015 Increase/(Decrease) 31 March 2016 31 March 2016
$ 1,268,463 $ 109,293 $ 1,377,756 $ 1,831,440

Notes: 1. Carrying value recognised in the constdid balance sheet represents the acquisitionessst
accumulated depreciation and accumulated lossesmairment.

2. The main components of net changes in theicgrialue during the years ended 31 March 2016
and 2015 are the increase due to consolidationr@va subsidiary of ¥6,960 million ($61,768
thousand) and construction of logistics facilitefs¥4,428 million ($39,304 thousand) and the
decrease due to sale of ¥16,862 million and logsmpairment of ¥1,553 million.

3. Fair values of the major rental propertiestasaah year end are estimated in accordance véth th
appraisal standards for valuing real estate prigserfair values of the other rental properties ar
estimated internally by the Group based on cerd@sessments and property indices that are
considered to reflect applicable market value.

8. REVALUATION OF LAND

In accordance with the “Act on Revaluation of Laifd¢tt No. 34 promulgated on 31 March 1998) and the
“Act for Partial Revision of the Act on RevaluatiohLand” (Act No. 19 promulgated on 31 March 2Q01)
the Company revaluates its land held for busindd®e resulting revaluation difference, net of apgdiile
tax effect on revaluation gains has been statetveamluation reserve for land” in net assets. The
applicable tax effect has been stated as “defeéaetiabilities for land revaluation” in liabilite

Details of the revaluation are as follows:

* Method of revaluation
Fair values are determined based on the appra&ak wublicly announced for tax assessment
purposes with certain reasonable adjustments irordance with Article 2-3 and 2-5 of the
“Ordinance for Enforcement of the Act on Revaluatiof Land” (Cabinet Ordinance No. 119
promulgated on 31 March 1998)

e Date of revaluation
31 March 2002
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9. PLEDGED ASSETS

Assets pledged as collateral and the corresporidabgities as

follows:

at 31 March 2016 are summarised as

Thousands of

Millions of Yen U.S. Dollars
2016 2016
The Group’s The Group’s
Railway Railway
foundation foundation
Total mortgage Total mortgage
Assets pledged as collate
Cash and depos ¥ 1 ¥ = % 8 $ =)
Buildings and structures 66,322 (62,870) 588,594 (557,955)
Machinery, equipment and
vehicle: 10,448 (10,448) 92,725 (92,725)
Land 71,845 (70,853) 637,608 (628,801)
Other property, plant and
equipmer 631 (631) 5,607 (5,607)
Investment securities 800 =) 7,099 =)
Total ¥ 150,049 ¥ (144,803) $ 1,331,644 $(1,285,090)
Thousands of
Millions of Yen U.S. Dollars
2016 2016
The Group’s The Group’s
Railway Railway
foundation foundation
Total mortgage Total mortgage
Corresponding liabilities:
Accounts payables ¥ 23 ¥ ) $ 212 $ =)
Other accounts payable
included in other of
current liabilities - ) - =)
Long-term loans
(including current portion
of long-term loans) 50,478 (48,584) 447,983 (431,172)
Total ¥ 50,502 ¥ (48,584) $ 448,196 $ (431,172)

Figures in parentheses in the above table reprédseaimounts of assets pledged as the Group’samilw

foundation mortgage and the corresponding liabditi
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10. SHORT-TERM LOANS, SHORT-TERM BONDS, BONDS AND LONG-TERM LOANS

The average interest rates applicable to the $éort-bank loans, which are calculated as the wedght
average rates to the year end balances, were 0.626%.660% for the years ended 31 March 2016 and
2015, respectively. The Company has issued stort-bonds of ¥5,000 million ($44,373 thousand)tas a
31 March 2016.

Long-term debt as at 31 March 2016 and 2015 is sanised as follows:
Bonds

Thousands of
Millions of Yen U.S. Dollars

2016 2015 2016

Euro-yen zero coupon unsecured

convertible bonds with stock

acquisition rights in yen, due 30

March 2021 ¥ 20,099 ¥ - $ 178,380
Unsecured Keihan Electric Railway

bonds, payable in yen at rates

ranging from 0.725% to 2.27%, due

from 2016 through 2025 70,000 70,000 621,228
Unsecured Keifuku Electric Railroad

bonds, payable in yen at rates

ranging from 0.199% to 0.470%,

due from 2016 through 2020 403 655 3,579
Less current portion (1G,245) (10,251) (90,929
Bonds, less current portion ¥ 80,257 ¥ 60403 $ 712,258

The aggregate annual maturities of bonds subsetm8&itMarch 2016 are summarised as follows:

Thousands of

Year ending 31 March, Millions of Yen U.S. Dollars
2017 ¥ 10,248 $ 90,92¢
2018 45 407
2019 10,04t 89,15
2020 10,04t 89,15
2021 20,11¢ 178,55
2022 and thereafter 40,00( 354,98
Total ¥ 9050 $ 803,18

Euro-yen zero coupon unsecured convertible bontts stock acquisition rights issued on 30 March 2016
are convertible at ¥1,063 ($9.43) per share inpdréod from 13 April 2016 to 16 March 2021 subjext
adjustment in certain circumstances.

19



10. SHORT-TERM LOANS, SHORT-TERM BONDS, BONDS AND LONG-TERM LOANS
(continued)

Loans

Thousands of

Millions of Yen U.S. Dollars
2016 2015 2016
Loans from banks and other financial
institutions, due serially to 2036 at
weightedaverage rates ranging fr
0.931% to 1.504% ¥ 179,740 ¥ 179,167 $ 1,595,143
Less current portion (18,309 (44,937 (162,495

Long-term loans, less current portior¥ 161,430 ¥ 134,234 $ 1,432,648

The aggregate annual maturities of long-term losuissequent to 31 March 2016 are summarised as
follows:

Thousands of

Year ending 31 March, Millions of Yen U.S. Dollars
2017 ¥ 1830¢ $ 162,49
2018 22,62 20080¢
2019 25,357 225,041
2020 58,94( 523,07!
2021 7,13¢ 63,33«
2022 and thereafter 47,36¢ 420,38t
Total ¥ 179,74C $ 1,595,14.

11. OVERDRAFT AND LOAN COMMITMENTS

The Company and consolidated subsidiaries entetedbiverdraft and loan commitment agreements with
23 banks for efficient funding of working capita at 31 March 2016.

The unused portions of the credit line under tleggeements as at 31 March 2016 are as follows:

Thousands of

Millions of Yen U.S. Dollars
2016 2016
Total overdraft limits and loan
commitments ¥ 83,844 $ 744,093
Loan executions (46,810) (415,428)
Unused credit line ¥ 37,034 $ 328,665
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12. RETIREMENT BENEFITS

The Company and its consolidated subsidiaries geogeveral defined benefit plans, such as defined
benefit corporate pension plans, retirement lump-denefit plans and smaller enterprise retirement
allowance mutual aid plans, and defined contrilbutpension plans. The Company also maintains a
retirement benefit trust.

(1) The changes in the defined benefit obligationthe years ended 31 March 2016 and 2015 (except
for the retirement benefit obligation calculated the simplified method presented in (3) below)
were as follows:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016

Balance at the beginning of year,

as originally reported ¥ 32643 ¥ 31,840 $ 289,697
Cumulative effects of changes in

accounting principle — 1,893 —
Balance at the beginning of year,

as adjusted 32,643 33,733 289,697

Service costs 1,29 1,334 11471

Interest cost 27¢% 292 2,42}

Actuarial loss 64C 446 5,68:

Retirement benefits paid (2,509 (3,164) (22,23()

Other 23¢ - 2,07¢
Balance at the end of year ¥ 3257t ¥ 32,643 $ 289,12

(2) The changes in plan assets for the years endeda3&hM2016 and 201fexcept for plan assets
calculated by the simplified method presented )rbg&ow)were as follows:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016
Balance at the beginning of year ¥ 16,93 ¥ 15,817 $ 150,27(
Expected return on plan assets 38¢ 364 3,451
Actuarial (loss) gain (1,379 728 (12,199
Contributions by the Group 1,27: 1,597 11,30z
Retirement benefits paid (1,299 (1,575) (11,500)
Other 24¢ - 2,21
Balance at the end of year ¥ 16,17 ¥ 16,932 $ 143,53
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12. RETIREMENT BENEFITS (continued)

(3) The changes in the assets and liabilities foremtent benefits calculated by the simplified method
for the years ended 31 March 2016 and 2015 weidlag/s:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016

Balance at the beginning of year ¥ 2,48¢ ¥ 2545 $ 22,09:

Retirement benefit expenses 21¢ 285 1,94(

Retirement benefits paid (202) (255) (1,799)

Contributions to pension plans (72 (85) (644)
Increase due to consolidation of a new

subsidiary 76 - 674

Other (2) - (18)

Balance at the end of year ¥ 2,507 ¥ 2489 $ 22,25t

Under the simplified method, the retirement benafiigation is calculated at the amount payable at
the year-end if all eligible employees terminateeirt services voluntarily.

(4) Reconciliation of the ending balances of the rete@at benefit obligation and plan assets and asset
and liability for retirement benefits recorded hretconsolidated balance sheet as at 31 March 2016

and 2015
Thousands ¢
Millions of Yen U.S. Dollars
2016 2015 2016
Funded retirement benefit obligation ¥ 15,652 ¥ 16,168 $ 140,68
Plan assets at fair value (16,559 (17,507) (146,91%)
(701) (1,338) (6,22¢)
Unfunded retirement benefit obligation 19,61 19,539 174,06t
Net of asset and liability fcretirement
benefits in the consolidated balance sheet 18,912 18,200 167,840
Liability for retirement benefit 18,93 19,665 168,02
Asset for retirement benefits (27 (1,464) (18¢)
Net liability for retirement benefits in tt
consolidated balance sheet ¥ 18,912 ¥ 18,200 $ 167,840

Note: The above table includes the retirement fitevtadigation calculated by the simplified
method.
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12. RETIREMENT BENEFITS (continued)

(5) The components of retirement benefit expenseshdyears ended 31 March 2016 and 2015 are as

follows:
Thousands ¢
Millions of Yen U.S. Dollars
2016 2015 2016
Service costs ¥ 1,292 ¥ 1,334 $ 11,47
Interest cost 275 292 2,42
Expected return on plan assets (389 (364) (3.451)
Amortisation of actuarial loss 962 1,084 8,53¢
Amortisation of prior service costs (249 (249) (2,212)
Retirement benefit expenses
calculated by the simplified method 218 285 1,940
Other 38 - 343
Retirement benefit expenses for
defined benefit plans ¥ 2,147 ¥ 2,382 $ 19,059

(6) The components of retirement benefit liability adjuent (before tax effects) in other

comprehensive income for the years ended 31 Ma&ith and 2015 are as follows:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016
Prior service costs ¥ 24¢ ¥ 249 $ 2,212
Actuarial loss (gain) 1,052 (1,366) 9,34:
Total ¥ 1,30z ¥ (1,1127) $ 11,55t

(7) The components of retirement benefit liability adinent (before tax effects) in accumulated other
comprehensive income as at 31 March 2016 and 2@lasafollows:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016
Unrecognised prior service costs ¥ (2,587 ¥  (2,831) $ (22,919
Unrecognised actuarial gain 6,66 5,610 59,13(
Total ¥ 4,080 ¥ 2,778 $ 36,21
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12. RETIREMENT BENEFITS (continued)
(8) Plan assets

a. The components of plan assets by major categoay 3k March 2016 and 2015 are as follows:

2016 2015
Debt securities 43% 43%
Equity securities 32 35
General accounts 14 12
Cash and deposits 5 5
Other 6 5
Total 100% 100%

Note: 20% and 26% of the total plan assets athdrretirement benefit trust as at 31 March
2016 and 2015, respectively.

b. Method of determining long-term expected rate tfnmreon plan assets
The long-term expected rate of return on plan adsatetermined as a result of consideration of
both the portfolio allocation at present and in tieire, and long-term expected rate of return
from multiple plan assets at present and in tharéut

(9) Assumptions used in accounting for the defibedefit plans for the years ended 31 March 2016 and
2015 are set forth as follows:

2016 2015
Discount rates 0.1-0.% 0.70.€%
Long-term expected rates of return on
plan assets 1.04.C% 2.54.(%

(10) Defined contribution plans for the years engg&dviarch 2016 and 2015
The total contributions to be paid by the Company &s consolidated subsidiaries to defined

contribution plans were ¥554 million ($4,921 thaudaand ¥534 million for the years ended 31
March 2016 and 2015, respectively.
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13. SHAREHOLDERS’ EQUITY

The Companies Act of Japan (the “Act”) providesttha amount equal to 10% of the amount to be
disbursed as distributions of capital surplus (othen the capital reserve) and retained earniotise(
than the legal reserve) be transferred to the alagiserve and the legal reserve, respectivelyl, thet sum

of the capital reserve and the legal reserve e@&s of the capital stock account. Such distridngican

be made at any time by resolution of the sharehs|ae by the Board of Directors if certain conalits are
met.

Under the Act, upon the issuance and sale of neweshof common stock, the entire amount of the
proceeds is required to be accounted for as constawk, although a company may, by resolution of the
Board of Directors, account for an amount not edoegone-half of the proceeds of the sale of neavesh

as additional paid-in capital included in capitaius.

(1) Movements in issued shares of common stockraagdury stock during the years ended 31 March
2016 and 2015 are as follows:

Number of shares
2016
1 April 2015 Increase Decrease 31 March 2016

Issued shares:
Common stock 565,913,515 - - 565,913,515
Treasury stock (Notes 1 and 2) 3,822,672 20,373,309 2,114 24,193,867

Notes: 1. The increase in the number of shareseabtiry stock of 20,373,309 shares was due to
purchase of treasury stock under resolution ofBBbard of Directors and of 70,309
shares was due to repurchases of fractional sbatess than one voting unit.

2. The decrease in the number of shares of treasoei of 2,114 shares was due to sales of
fractional shares of less than one voting unit.

Number of shares
2015
1 April 2014 Increase Decrease 31 March 2015

Issued shares:
Common stock 565,913,515 - - 565,913,515
Treasury stock (Notes 1 and 2) 3,740,367 83,953 1,648 3,822,672

Notes: 1. The increase in the number of sharegeafstiry stock of 83,953 shares was due to
repurchases of fractional shares of less than otiegvunit.
2. The decrease in the number of shares of treasoici of 1,648 shares was due to sales of
fractional shares of less than one voting unit.
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13. SHAREHOLDERS' EQUITY (continued)

(2) Information regarding dividend payments durthg years ended 31 March 2016 and 2015 is as
follows:

For the year ended 31 March 2016

a. Dividend payment:

2016
Type of Dividend Effective
Resolutions shares Dividends paid per share Record dates dates
General gsrr‘]z:jhoon'ders Common  ¥1,686 million ¥30  31March  18June
17 June 2015 stock ($14,965 thousand) ($0.02) 2015 2015
Board meeting held Common ¥1,686 million ¥3.0 30 September 1 December
on 29 October 2015  stock ($14,964 thousand) ($0.02) 2015 2015

b. Dividend payment with an effective date in thkdwing fiscal year:

2016
Type of Source of Dividend Record Effective
Resolution shares Dividends paid  dividend pershare date date
Gﬁg‘;ﬂ: s?}zzghoor:ders Common  ¥1,625 million Retained ¥3.0 31 March 20 June
17 Jung 2016 stock  ($14,422 thousand) earnings ($0.02) 2016 2016

For the year ended 31 March 2015

a. Dividend payment:

2015
Type of  Dividends paid Dividend per Effective
Resolutions shares (Millions of Yen) share (Yen) Record dates dates
General shareholders’
meeting held on C(;{gcmkon ¥ 1,967 ¥ 35 312|é)/lﬂch nglluL?e
19 June 2014
Board meeting held onCommon Y 1686 ¥ 30 30 September 1 December
31 October 2014 stock ' ' 2014 2014
b. Dividend payment with an effective date in thkdwing fiscal year:
2015
Dividend
Type of  Dividends paid Source of per share Record Effective
Resolution shares (Millions of Yen) dividend (Yen) date date
General shareholders’ .
meeting held on Cg{g[:nkon ¥ 1686 Retained 3.0 31 March 18 June
17 June 2015

earnings ’ 2015 2015
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14. COST OF SALES

Cost of sales included loss on devaluation of itwees of ¥746 million ($6,628 thousand) and ¥665
million for the years ended 31 March 2016 and 2048pectively.

15. LOSS ON IMPAIRMENT OF PROPERTY, PLANT AND EQUIP MENT

Property, plant and equipment are assessed forinmgat either on an individual asset basis such as
property or store, or on a group basis such asnessisegment, which is determined based on the
managerial accounting segment.

The Group recognised loss on impairment of propgiant and equipment in the amounts of ¥61 million
($543 thousand) and ¥1,712 million for the yeadeein31 March 2016 and 2015, respectively. Theldeta
are summarised as follows:

For the year ended 31 March 2016

2016
Thousands of
Usage Classification Location Millions of Yen U.S. Dollars
Idle assets Land Tsuzukigun, Kyoto ¥ 30 $ 271
Buildings and
Hotel facilities  structures and Sakyo-ku, Kyoto 23 212
other
Commercial Buildings and .
structures and Nishi-ku, Nagoya 6 60
stores
other
Total ¥ 61 $ 543
For the year ended 31 March 2015
2015
Usage Classification Location Millions of Yen
Idle assets Land Chuo-ku, Tokyo ¥ 900

Land, buildings

Rental _ and structures Moriguchi, Osaka 652
properties and other
and other
Buildings and
Hotel facilities  structures and Sakyo-ku, Kyoto 118
other
: Buildings and o
Commercial structures and Nishi-ku, Nagoya 40
stores and other
other
Total ¥ 1,712

For assets, such as idle assets, rental propdmés, facilities and commercial stores when aidecin
market value is observed, a decline in profitapilg expected to continue, or a decision to sell or
dismantlement is made, respectively, the Groupewridown the carrying value of the asset to the
recoverable amount and loss on impairment of ptgpelant and equipment is recorded as other expens
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15. LOSS ON IMPAIRMENT OF PROPERTY, PLANT AND EQUIP MENT (continued)

The recoverable amounts of idle assets were detetnising net realizable value basically basechen t
appraisal value assessed by an external appraisenefyears ended 31 March 2016 and 2015.

The recoverable amounts of rental properties weterthined using net realizable value basically thase
the appraisal value assessed by an external appagisalue in use calculated by the discountetl tasv
method with a discount rate of 5% for the year en8& March 2015. Such properties to be dismantled
were written down to the nominal value as futurghcow was not expected.

The recoverable amounts for hotel facilities wesgetmined using net realisable value basically dhase
the appraisal value assessed by an external appfaithe years ended 31 March 2016 and 2015.

The recoverable amounts of commercial stores wetermhined using value in use. Commercial stores
were written down to the nominal value as futurehciow was not expected due to a decision to wétivd
from the business during the year ended 31 Mard6.20

The recoverable amounts of commercial stores wetermlined using value in use calculated by the

discounted cash flow method with a discount ratésuf for the year ended 31 March 2015. Certain
commercial stores were written down to the nomuadie as future cash flow was not expected.
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16. INCOME TAXES

Income taxes applicable to the Company and its dbomesubsidiaries comprise corporation tax,
inhabitants’ taxes and enterprise taxes whichh@ dggregate, resulted in normal statutory taxsrafe
approximately 33.0% for the year ended 31 March62&id approximately 35.6% for the year ended 31
March 2015.

The tax effects of significant temporary differesicand tax loss carry forwards which resulted in net
deferred tax assets and liabilities at 31 March628id 2015 are as follows:

Thousands of
Millions of Yen U.S. Dollars

2016 2015 2016

Deferred tax assets:
Liability for retirement benefits ¥ 8,984 ¥ 9691 $ 79,733
Loss on devaluation of land,

buildings and structures for sale 1,445 1,613 12,825
Loss on impairment of property,
plant and equipment 1,338 1,488 11,880
Tax loss carry forwards 1,297 1,504 11,510
Unrealised gain 1,125 1,054 9,992
Loss on devaluation of securities 972 1,082 8,628
Allowance for employees’ bonuses 866 888 7,688
Accrued enterprise tax 443 418 3,934
Others 2,681 2,907 23,794
Sub-total 19,154 20,649 169,989
Valuation allowance (6,852 (7,684) (60,809
Total deferred tax assets 12,302 12,965 109,179
Offset by deferred tax liabilities (7,560 (8,694) (67,099
Net deferred tax ass ¥ 4741 ¥ 4271 $ 42,082

Deferred tax liabilities:
Difference on valuation of assets of

consolidated subsidiaries ¥ (8,085 ¥ (8,327) $ (71,759
Net unrealised holding gain on
securities (4,515) (6,217%) (40,079
Gain on securities contributed to
employee retirement benefit trust (2,461) (2,589) (21,84)
Reserve for deduction in costs of
property, plant and equipment (187) (164) (1,663
Assets for retirement benefits - (521) -
Others (256) (225) (2,274
Total deferred tax liabilities (15,506) (18,04¢) (137,616
Offset by deferred tax assets 7,560 8,694 67,097
Net deferred tax liabilitie ¥  (7946) ¥ (935) $ (70,518
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16. INCOME TAXES (continued)

A reconciliation between the statutory tax rated tre effective tax rates reflected in the accomipan
consolidated statement of income for the yearsaBdeMarch 2016 and 2015 is as follows:

2016 2015
Statutory tax rates 33.00 35.6%
Effect of:
Permanent non-deductible expenses 0.6 0.7
Permanent non-taxable income (0.2) (0.4)
Per capita portion of inhabitants’ tax 04 0.4
Effect of change in corporate tax rates (0.12) 0.0
Valuation allowance (2.3) (2.6)
Amortisation of goodwill 0.3 0.4
Equity in loss of affiliates, net (0.0) (1.6)
Gain on bargain purchase (4.9) (0.5)
Loss on step acquisitions 2.2 -
Others 0.2 0.2
Effective tax rates 29.2 32.2

The “Act to Partially Revise the Income Tax Act adthers” (Act No.15 of 2016) and the “Act to Pdltjia
Revise the Local Tax Act and Others” (Act No.1326f.6) were enacted during the Japanese Diet session
on 29 March 2016. In line with these revision®g thompany changed the statutory tax rate used to
calculate deferred tax assets and liabilities fr8h2% to 30.8% and to 30.6% for the temporary
differences expected to be realised or settledhényears beginning 1 April 2016 and 2017, and lfer t
temporary differences expected to be realised ttlieddrom 1 April 2018, respectively. The effaftthe
announced reduction of the effective statutory tate was to decrease deferred tax liabilities after
offsetting deferred tax assets, by ¥218 million,98Y thousand) and to increase net unrealised rpldi
gain on securities by ¥235 million ($2,086 thougaart to decrease income taxes-deferred by ¥4®mill
($402 thousand) and retirement benefit liabilityjuatiment by ¥62 million ($550 thousand) as of amd f
the year ended 31 March 2016.

Additionally, deferred tax liability relating to valuation reserve for land decreased by ¥1,625amill
($14,425 thousand) and revaluation reserve for liacretased by the same amount as of 31 March 2016.
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17. OTHER COMPREHENSIVE INCOME

Reclassification adjustments and related incometi@cts on components of other comprehensive ikcom
(loss) for the years ended 31 March 2016 and 2ed asfollows:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016
Net unrealised holdir (loss) gain on
securities:
Amount arising during the year ¥  (4,68Y) ¥ 5465 $ (41,567
Reclassification adjustments for gain
included in profit (0) (17 (1)
Before tax effect (4,689 5,453 (41,569
Tax effect 1,702 (1,223 15,10¢
Total (2,98)) 4,230 (26,459
Revaluation reserve for land:
Amount arising during the year - - -
Reclassification adjustments for gain
included in profit - — —
Before tax effect - - -
Tax effect 1,62¢ 3,456 14,42t
Total 1,62¢ 3,456 14,42¢
Retirement benefit liability adjustment:
Amount arising during the year (2,01%) 281 (17,887
Reclassification adjustments for loss
included in profit 71z 835 6,327
Before tax effect (1,302 1,117 (11,55%)
Tax effect 36¢ (497) 3,26¢
Total (939 619 (8,289

Other comprehensive (loss) income, ne¥ (2,289 ¥ 8,306 $ (20,32

31



18. LEASES
(1) Finance Leases (as Lessee)

Leased assets under finance lease transactionk dtioot transfer ownership to the lessee mainly
consist of machinery, equipment and vehicles, sisdhuses used for the transportation business.

As described in Note 2 “SUMMARY OF SIGNIFICANT ACAQINTING POLICIES, (f) Leased
Assets,” leased assets under finance lease trammsaethich do not transfer ownership to the lessee
are capitalised and depreciated over the respdetge terms to a nil residual value by the sttaigh
line method.

Finance lease transactions commencing on or b&fbigarch 2008 other than those in which the
ownership of the leased assets is transferredetdeisee are accounted for in the same manner as
operating leases.

The following pro forma amounts represent the acquisition costs, accuetlldepreciation,
accumulated loss on impairment and net book valleased assets as at 31 March 2016 and 2015,
which would have been reflected in the accompangmgsolidated balance sheet if finance lease
accounting had been applied to the finance leasesarctions entered into by the Company and its
consolidated subsidiaries as lessees, which arentlyraccounted for as operating leases:

As at 31 March 2016

The information is omitted because acquisition €oatcumulated depreciation and net book value
are immaterial as at 31 March 2016.

As at 31 March 2015

Millions of Yen

2015
Acquisition Accumulatec  Net book
COosts depreciation value
Buildings and structures ¥ 12 ¥ 2 ¥ 9
Machinery, equipment and vehicles 1,266 1,074 191
Total ¥ 1,278 ¥ 1,077 ¥ 201

Acquisition costs in the table above are calculdtaded on the original future minimum lease
payments and accordingly they include interest egpeUnder Japanese GAAP, this treatment is
permitted when the ratio of the balance of the ining lease payments at year end to the balance of
property, plant and equipment is insignificant.
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18. LEASES (continued)

(1)

)

Finance Leases (as Lessee) (continued)

The following pro forma amounts represent future minimum lease paymemttu¢iing the interest
portion thereon) for finance leases accounted$mperating leases as at 31 March 2016 and 2015:

As at 31 March 2016

The information is omitted because the amount tfreuminimum lease payments is immaterial as
at 31 March 2016.

As at 31 March 2015

Millions of Yen

2015
Future minimum lease payments
Due within one year ¥ 119
Due after one year 81
Total ¥ 201

Future minimum lease payments include interest esgewhich is permitted under Japanese GAAP
when the ratio of the balance of the future minimigaise payments at year end to the balance of
property, plant and equipment is insignificant.

The following pro forma amounts represent lease payments, and deprecfaticiinance leases
accounted for in the same manner as operatingddasthe years ended 31 March 2016 and 2015:

For the year ended 31 March 2016

The information is omitted because the amounteasé payments and depreciation are immaterial
for the year ended 31 March 2016.

For the year ended 31 March 2015

Millions of Yen
2015

Lease payments ¥ 123
Depreciation ¥ 123

Operating Leases

Future minimum lease payments under non-cancelgi@eating leases as at 31 March 2016 and
2015 are as follows:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016
Future minimum lease payments:
Due within one year ¥ 1,480 ¥ 1,480 $ 13,137
Due after one year 5,742 7,222 50,963
Total ¥ 7222 ¥ 8,703 $ 64,10
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19. AMOUNTS PER SHARE

Yen U.S. Dollars
2016 2015 2016
Net assets ¥  349.13 ¥ 334.67 $ 3.09
Profit attributable to owners of parent:
Basic ¥ 39.95 ¥ 3178 $ 0.35

Profit attributable to owners of parent per shar&omputed based on profit attributable to ownédrs o
parent and the weighted-average number of sharesmimon stock outstanding during the period.
Diluted profit attributable to owners of parent gbare for the years ended 31 March 2016 and 2046t i
presented since there were no potentially diluseeurities for the year ended 31 March 2016 and no
potential securities for the year ended 31 Marctb2@espectively.

The financial data used in the computation of basimings per share for the years ended 31 Marté 20
and 2015 in the table above is summarised as fellow

Thousands of
Millions of Yen U.S. Dollars
2016 2015 2016
Profit attributable to owners of parent¥ 22,385 ¥ 17,864 $ 198,666

Thousands of shares
2016 2015

Weighted-average number of shares
of common stock outstanding 560,357 562,135

Potential securities which do not have dilutivesefffor the year ended 31 March 2016 are euro-gen z

coupon convertible bonds with stock acquisitiorhtsg(2,000 units) in yen, due 30 March 2021 in the
aggregate amount of ¥20,000 million ($177,493 thad}.
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20. CASH AND CASH EQUIVALENTS

The balances of cash and deposits reflected indbempanying consolidated balance sheet as at 88hMa
2016 and 2015 are reconciled with cash and cashadgnts presented in the accompanying consolidated
statement of cash flows for the years then enddallasvs:

Thousands ¢

Millions of Yen U.S. Dollars
2016 2015 2016

Cash and deposits ¥ 25,072 ¥ 26,600 $ 222507
Time deposits with a maturity of mc

than three months (48 (48) (429
Deposits included in other of current

assets 4,349 - 38,597
Cash and cash equivalents ¥ 2937: ¥ 26,552 $ 260,67

The Company acquired all shares in Osaka Merchardirt Corporation (currently, Keihan Tatemono
Co., Ltd.) on 30 June 2015 which became a newlsaltated subsidiary. Major components of assets
and liabilities of the newly consolidated subsigidue to acquisition of shares during the year drikle
March 2016:

Thousands of
Millions of yen U.S. Dollars

Current assets ¥ 2,676 $ 23,754
Non-current assets 9,054 80,359
Total assets 11,731 104,113
Current liabilities 528 4,690
Non-current liabilities 1,921 17,053
Total liabilities ¥ $ 21,743

21. FINANCIAL INSTRUMENTS
(1) Overview
a. Group policy for financial instruments

The Group restricts its investment activities afpbus cash to short-term deposits and others. In
terms of financing activities, the Group mainlyses funds by loans from banks and other
financial institutions and the issuance of bondsritive transactions are utilised, not for
speculative purposes, but to avoid the risks desdrbelow.

b. Nature of financial instruments, their relatet mand risk management for financial instruments

Trade receivables, such as notes and accounts/abtei are exposed to the credit risk of
customers. The Group mitigates the credit risk hgaiy managing due dates and outstanding
balances by individual customers.

Short-term investments and investment securitiegnlynaconsist of held-to-maturity debt
securities and equity securities issued by compamigh which the Group has business
relationships. Since these securities are expasddet risk of market price fluctuations, the
Group regularly monitors the fair value of the gé@@s and financial conditions of the issuers.
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21. FINANCIAL INSTRUMENTS (continued)
(1) Overview (continued)

b. Nature of financial instruments, their relatet mand risk management for financial instruments
(continued)

Trade payables, such as notes and accounts pageblaostly due in one year or less.

Proceeds from short-term loans and short-term banelsnainly used for working capital, and
proceeds from bonds and long-term loans are masdy for capital investments. Among them,
those to which variable interest rates apply amos&d to the risk of interest rate fluctuations.
However, for certain long-term loans, the derivatirkansactions (such as interest rate swaps) by
individual contracts are used as hedging instrummnhedge the risk of fluctuations of interest
rates and stabilise interest payments.

Hedge effectiveness is not assessed as the intatestwaps meet the criteria for application of
the special accounting treatment.

Derivative transactions are executed and managdtiebyreasury department of the Company
and four consolidated subsidiaries which utilisaw@ive instruments upon the approval of the
proper decision-making authority. In addition, twunterparties of the derivative transactions
are limited to highly-rated financial institutiomsorder to mitigate credit risk.

In addition, trade payables and loans are expasquidity risk. However, the Group manages
liquidity risk mainly by preparing monthly cashwWananagement plans.

c. Supplementary explanation on fair value of feiahinstruments and related matters

The fair value of financial instruments is basedjanted market prices, if available. If a quoted
market price is not available, fair value is readwyn estimated. Since various assumptions and
factors are reflected in estimating the fair valliferent assumptions and factors could result in
different fair value. In addition, the notional aumts of derivatives in Note 22 “DERIVATIVE
FINANCIAL INSTRUMENTS"” are not necessarily indicadé of the actual market risk involved
in the derivative transactions.
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21. FINANCIAL INSTRUMENTS (continued)

(2) Fair value of financial instruments and relateatters

Carrying value, fair value and the difference betwéthem are as follows:

Millions of Yen

2016
Carrying
value Fair value  Difference
(1) Cash and deposits ¥ 25072 ¥ 25,072 ¥ -
(2) Notes and accounts receivable 23,702 23,702 -
(3) Short-term investments and
investment securities:
Held-to-maturity debt securities 1,873 1,973 99
Other securities 27,137 27,137 -
Total assets ¥ 77,785 ¥ 77,884 ¥ 99
(4) Notes and accounts payable 10,775 10,775 -
(5) Short-term loans 50,470 50,470 -
(6) Short-term bonds 5,000 5,000 -
(7) Bonds (including current portion) 90,503 94,657 4,154
(8) Long-term loans (including current
portion) 179,740 184,420 4,679
Total liabilities ¥ 336,489 ¥ 345,323 ¥ 8,833
(9) Derivative transactions ¥ - ¥ - ¥ -
Millions of Yen
2015
Carrying
value Fair value  Difference
(1) Cash and deposits ¥ 26,600 ¥  26,60( ¥ -
(2) Notes and accounts receivable 30,89: 30,89: -
(3) Short-term investments and
investment securities:
Held-to-maturity debt securities 213 214 0
Other securities 31,523 31,523 -
Total assets ¥ 89,230 ¥ 89,231 ¥ 0
(4) Notes and accounts payable 11,40¢ 11,40¢ -
(5) Short-term loans 61,17: 61,17: -
(6) Short-term bonds - - -
(7) Bonds (including current portion) 70,655 73,934 3,279
(8) Long-term loans (including current
portion) 179,167 184,035 4,867
Total liabilities ¥ 322,399 ¥ 330,54t ¥ 8,146
(9) Derivative transactions ¥ - ¥ - ¥ -
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21. FINANCIAL INSTRUMENTS (continued)

(2) Fair value of financial instruments and relateatters (continued)

Thousands of U.S. Dollars

2016
Carrying
value Fair value  Difference
(1) Cash and deposits $ 222507 $ 222,507 $ -
(2) Notes and accounts receivable 210,348 210,348 -
(3) Short-term investments and
investment securities:
Held-to-maturity debt securities 16,630 17,510 880
Other securities 240,832 240,832 -
Total assets $ 690,319 $ 691,199 $ 880
(4) Notes and accounts payable 95,630 95,630 -
(5) Short-term loans 447,906 447,906 -
(6) Short-term bonds 44,373 44,373 -
(7) Bonds (including current portion) 803,188 840,054 36,866
(8) Long-term loans (including current
portion) 1,595,143 1,636,673 41,530
Total liabilities $ 2,986,241 $ 3,064,638 $ 78,397
(9) Derivative transactions $ - $ - $ -
Notes:

1. Method to determine the estimated fair value ofrficial instruments and other matters related
to securities and derivative transactions

(1) Cash and deposits and (2) Notes and accounts abteiv

As these items are settled in a short period oé titheir carrying value approximates fair
value.

(3) Short-term investments and investment securities
The fair value of equity securities is estimateddnhon the market price on stock exchanges,
and the fair value of debt securities is estimabaded on the market price on stock
exchanges or the quoted price from the counterpiadyncial institutions.

(4) Notes and accounts payable, (5) Short-term loadg@rShort-term bonds

As these items are settled in a short period oé tifmeir carrying value approximates the fair
value.

(7) Bonds

The fair value of bonds issued by the Group isveséd mainly based on the quoted market
price.
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21. FINANCIAL INSTRUMENTS (continued)

(2) Fair value of financial instruments and relateatters (continued)

Notes: (continued)

3.

(8) Long-term loans

As long-term loans with variable interest rate$afmarket interest rates in a short period of
time, the carrying value approximates the fair galfhe fair value of long-term loans with
fixed interest rates is estimated based on thesptaslue of the total amounts of principal
and interest payments discounted at an interesttoabe applied if similar new loans are
made. In terms of long-term loans hedged by isteiate swaps accounted for by the special
accounting treatment (see Note 22 “DERIVATIVE FINEML INSTRUMENTS?”), the fair
value is estimated based on the present valueeofotial amounts of principal and interest
payments which are accounted for by the speciabuating treatment discounted by the
interest rates to be applied assuming that newslo@der similar conditions to the existing
loans are made.

(9) Derivative transactions
See Note 22 “DERIVATIVE FINANCIAL INSTRUMENTS.”

Financial instruments for which it is extremdifficult to determine the fair value as at 31 Marc
2016 and 2015 are summarised as follows:

Thousands of

Millions of Yen U.S. Dollars
Category 2016 2015 2016
Unlisted stocks ¥ 4546 ¥ 3,13: $ 40,349

Because a quoted market price is not availablet@duture cash flows cannot be reasonably
estimated for these instruments, it is extremeffjcdit to determine their fair value. Therefore,
the above financial instruments are not includethétables above.

Investments in unconsolidated subsidiaries #ilhes are not included in the table above.
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21. FINANCIAL INSTRUMENTS (continued)
(2) Fair value of financial instruments and relateatters (continued)

Notes: (continued)

4. The redemption schedules for cash and depasitss and accounts receivable and short-term
investments and investment securities with maagisis at 31 March 2016 are as follows:

Millions of Yen

2016
Due after Due after
Due in 1 year 5 years
1 year through through Due after
or less 5 years 10 years 10 years
Cash and deposits ¥ 23,550 ¥ - ¥ - ¥ -
Notes and accounts receive 23,702 - - -
Short-term investments and investment
securities:
Held-to-maturity debt securities
National and municipal bonds 114 1,157 30C 300
Other securities with maturities
Corporate bonds 3 3 - 300
Total ¥ 47,370 ¥ 1,161 ¥ 30C ¥ 600
Thousands of U.S. Dollars
2016
Due after Due after
Due in 1 year 5 years
1 year through through Due after
or less 5 years 10 years 10 years
Cash and deposits $ 209,003 $ - 3 - $ -
Notes and accounts receive 210,348 - - -
Short-term investments and investment
securities:
Held-to-maturity debt securities
National and municipal bonds 1,013 10,27 2,66: 2,662
Other securities with maturities
Corporate bonds 33 33 - 2,662
Total $ 420,398 $ 10,30¢ $ 2662 $ 5,324

5. The redemption schedules for short-term loangrtderm bonds, bonds and long-term loans as
at 31 March 2016

Refer to Note 10. SHORT-TERM LOANS, SHORT-TERM BOSDBONDS AND LONG-
TERM LOANS.
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22. DERIVATIVE FINANCIAL INSTRUMENTS

The notional amounts and the estimated fair valud® derivative positions outstanding qualifyiray f
hedge accounting as at 31 March 2016 and 2015 agefi@lows:

Millions of Yen

2016
Contractual value

Hedge
accounting Major hedged Notional Due after
method Transaction type items amount 1 year Fair value
Special
accounting Interest rate swap §
treatment of Receive-floating/ LOTg term ¥ 3,472 ¥ 3,052 (Note)
: . oans
interest rate pay-fixed
swaps
Millions of Yen
2015
Contractual value
Hedge
accounting Major hedged Notional Due after
method Transaction type items amount 1 year Fair value
Special
accounting Interest rate swap Lona-term
treatment of Receive-floating/ Ig ¥ 3,240 ¥ 2,550 (Note)
: . oans
interest rate pay-fixed
swaps
Thousands of U.S. Dollars
2016
Contractual value
Hedge
accounting Major hedged Notional Due after
method Transaction type items amount 1 year Fair value
Special
accounting Interest rate swap Long-term
treatment of Receive-floating/ | $ 30,812 $27,085 (Note)
: . oans
interest rate pay-fixed
swaps

Note: Because interest rate swaps are accountexbfibithe interest rates applied to the swapshiesth
originally applied to the long-term loans, theiir fealue was included in long-term loans.
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23. CONTINGENT LIABILITIES

The Company provides guarantees for the borrowangise following companies, which are other than
consolidated subsidiaries, as at 31 March 2016/ksfs:

Thousands of
Millions of Yen U.S. Dollars

2016 2016

Nakanoshima Rapid
Railway Co., Ltd. ¥ 25,210 $ 223,735
Bunkazai Service Co., Ltd. 130 1,153
Keifuku Community
Service Co., Ltd. 16 141
Hachikenya Co., Ltd. 13 123

Total ¥ 25,370 $ 225,154

24. ASSET RETIREMENT OBLIGATIONS
(1) General information about asset retirementgalions

Asset retirement obligations included in the “Othafrcurrent and noncurrent liabilities are mainly
legal obligations for the removal of asbestos utkderOrdinance on Prevention of Asbestos Hazards
and the restoration under certain real estate lgrg®Ements.

(2) Basis of measurement for asset retirement attigs
Asset retirement obligations are calculated indigity based on individual estimates of the usage
period depending on the situation of each asseematnt obligation, and the discount rates of

Japanese government bonds at the time of applicafithe relevant accounting standards or at the
time of acquisition of the assets.

(3) Changes in the balance of asset retiremengatidins for the years ended 31 March 2016 and 2015
were as follows:

Thousands of

Millions of yen U.S. Dollars
2016 2015 2016
Balance at the beginning of year ¥ 384 ¥ 359 $ 3411
Increase due to consolidation of a new
subsidiary 34 - 308
Increase due to acquisition of property,
plant and equipment - 31 -
Adjustment with passing of time 4 4 40
Increase due to changes in estimate (Note) 3 37 33
Decrease due to settlement (8) (47) (72)
Other (61) 1) (547)
Balance at the end of year ¥ 357 ¥ 384 $ 3174

Note: The carrying amounts of asset retirementgaklibbins increased by ¥3 million ($33 thousand)
and ¥37 million for the years ended 31 March 204d 2015, respectively, due to a change in
the estimated costs to be incurred at the timetolement.
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25. SEGMENT INFORMATION

(1) Ouitline of reportable segments

(2)

The Group’s reportable segments are divisions®f3toup for which separate financial information
is available, and whose operating results are aglyuteviewed by the Board of Directors of the
Company in order to allocate management resourmkassess performance of operations.

The Group is engaged in transportation and varaibsr businesses. The Group classifies those
businesses into certain segments and managesrtbengance of each business by segment.

Accordingly, the Group has five business segmefilsansportation,” “Real Estate,” “Retall
Distribution,” “Leisure and Service” and “Others.”

“Transportation” involves mainly railway and bus\dees. “Real Estate” mainly involves sales or
leasing of real estate, wholesale of constructiatenmls, and surveying and designing of real estat
“Retail Distribution” involves mainly operations afepartment stores, other stores, and malls.
“Leisure and Service” involves mainly hotel andhéfgeeing cruise businesses. “Others” involves
credit card business.

Effective 1 April 2015, the Group has transferrbd business of Biomarket Co., Ltd., which was
managed under the segment “Others,” to the segfiRetiil Distribution” due to changes in
management categories. Along with this change epontable segments, the Company has
reclassified the segment information for the prasigear.

Calculation method used for operating reveniuesyme or loss, assets, and other items of each
reportable segment

The accounting policies of the reportable segmargssubstantially the same as those described in
Note 2 “SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES.

The segment income or loss is based on the opgliattome of each reportable segment.

Inter-segment operating revenues or transfergdet@mined based on market prices.
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25. SEGMENT INFORMATION (continued)

(3) Information about operating revenues, incommss, assets and other items by reportable segment
for the years ended 31 March 2016 and 2015

Millions of Yen

2016
Reportable Segments
Retail Leisure and Adjustments Consolidated
Transportation Real Estate Distribution ~ Service Others Total (Note 1) (Note 2)

Operating revenues:
External customers ¥ 92,195 ¥ 76,649 ¥ 98,490 ¥ 31,775 ¥ 1,077 ¥ 300,188 ¥ - ¥ 300,188
Inter-segment
operating revenues

or transfers 1,367 12,383 384 37 678 14,852 (14,852) -
Total ¥ 93,562 ¥ 89,033 ¥ 98,875 ¥ 31,813 ¥ 1,755 ¥ 315,040 ¥ (14,852) ¥ 300,188
Segment income (loss) ¥ 10,193 ¥ 13,882 ¥ 2,826 ¥ 4,599 ¥ (12) ¥ 31,490 ¥ 34 ¥ 31,524
Segment assets 266,694 303,245 28,664 34,871 7,006 640,481 29,851 670,333
Other items:

Depreciation and

amortisation 10,788 4,333 1,284 1,145 17 17,571 - 17,571
Increase in property,

plant and equipment,

and intangible assets 12,749 13,392 1,609 3,924 120 31,796 (398) 31,398

Notes: 1. Details of adjustments are as follows:

(1) “Adjustments” to “Segment profit (loss)” represeahtelimination of inter-segment
transactions.

(2) “Adjustments” to “Segment assets” represented eltdon of inter-segment
transactions and corporate assets. Corporate asseianted to ¥43,502 million
($386,071 thousand) and principally consist of@wenpany’s surplus funds (cash and
deposits), long-term investment assets (investserurities) and deferred tax assets.

(3) “Adjustments” to “Increase in property, plant amgugment, and intangible assets”
represented elimination of inter-segment transastio

2. Segment profit (loss) was adjusted to operatingnme in the consolidated statement of
income.
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25. SEGMENT INFORMATION (continued)

(3) Information about operating revenues, incommss, assets and other items by reportable segment
for the years ended 31 March 2016 and 2015 (cosdinu

Millions of Yen

2015
Reportable Segments
Retail Leisure and Adjustments Consolidated
Transportation Real Estate Distribution ~ Service Others Total (Note 1) (Note 2)

Operating revenues:
External customers ¥  88,959¥ 77,332 ¥ 97,845 ¥ 29,729 ¥ 1,039 ¥ 294,906 ¥ — ¥ 294,906

Inter-segment

operating revenues
or transfers 1,381 12,122 355 31 668 14,559  (14,559) -

¥ 90,341 ¥ 89,454 ¥ 98,200 ¥ 29,761 ¥ 1,707 ¥ 309,465 ¥ (14,559) ¥ 294,906

Total

Segment income (loss) ¥ 8,086¥ 14,752 ¥ 3,161 ¥ 3,299 ¥ (4) ¥ 29295 ¥ 142 ¥ 29,437

Segment assets 267,028 289,667 27,918 32,382 11,150 628,148 36,088 664,236
Other items:
Depreciation and
amortisation 10,468 4,242 1,348 1,042 5 17,107 - 17,107

Increase in property,
plant and equipment,
and intangible assets 11,601 2,351 683 1,223 18 15,878 - 15,878

Notes: 1. Details of adjustments are as follows:

(1) “Adjustments” to “Segment profit (loss)” represeahtelimination of inter-segment
transactions.

(2) “Adjustments” to “Segment assets” represented eltndon of inter-segment
transactions and corporate assets. Corporatesasseunted to ¥48,976 million and
principally consist of the Company’s surplus fur{dash and deposits), long-term
investment assets (investment securities) and reéeff¢éaix assets.

2. Segment profit (loss) was adjusted to operatingnme in the consolidated statement of
income.
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25. SEGMENT INFORMATION (continued)

(3) Information about operating revenues, incommss, assets and other items by reportable segment
for the years ended 31 March 2016 and 2015 (cosdinu

Thousands of U.S. Dollars

2016
Reportable Segments
Retail Leisure and Adjustments Consolidated
Transportation Real Estate Distribution ~ Service Others Total (Note 1) (Note 2)

Operating revenues:
External customers $ 818,205 $ 680,242 $ 874,071 $ 281,999 $ 9,562 $ 2,664,080 $ - $ 2,664,080
Inter-segment

operating revenues
or transfers 12,135 109,904 3,415 334 6,017 131,807  (131,807) -

Total

$ 830,340 $ 790,146 $ 877,487 $ 282,333 $ 15,580 $ 2,795,887 $ (131,807) $ 2,664,080

Segment income (loss) $ 90,462 $ 123,206 $ 25,086 $ 40822 $ (109) $ 279,468 $ 302 $ 279,771

Segment assets 2,366,827 2,691,206 254,387 309,470 62,183 5,684,075 264,923 5,948,999
Other items:

Depreciation and

amortisation 95,748 38,462 11,401 10,169 158 155,939 - 155,939

Increase in property,
plant and equipment,
and intangible assets 113,147 118,854 14,286 34,830 1,067 282,186 (3,535) 278,650

(4) Related information

a.

Information by product and service
Information by product and service was omitted bseait was the same as that of reportable

segment information.

Geographical information

Operating revenues

As revenuelocated in Japan accounted for more than 90% of wevercognised in the
consolidated statement of income for the yearsa®deMarch 2016 and 2015, information on
revenue by geographical segment was omitted.

Property, plant and equipment

As the balance of property, plant and equipmecdted in Japan accounted for more than 90%
of the balance of property, plant and equipmenbgaised in the consolidated balance sheet as
at 31 March 2016 and 2015, information on propeastgnt and equipment by geographical
segment was omitted.

Information by major customer

As operating revenues to any single external custaia not exceed 10% of operating revenues
in the consolidated statement of income, infornmabg major customer was omitted.
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25. SEGMENT INFORMATION (continued)
(5) Information about loss on impairment of propgplant and equipment by reportable segment

Millions of Yen

2016
Reportable Segments
Retail Leisure and
Transportation Real Estate Distribution ~ Service Others Total Adjustments Consolidated
Impairment losses ¥ 37 ¥ - ¥ - ¥ 23 ¥ - ¥ 61 ¥ - ¥ 61

Millions of Yen

2015
Reportable Segments
Retail Leisure and
Transportation Real Estate Distribution ~ Service Others Total Adjustments Consolidated
Impairment losses ¥ 62 ¥ 1511 ¥ 18 ¥ 118 ¥ - ¥ 1712 ¥ - ¥ 1712

Thousands of U.S. Dollars

2016
Reportable Segments
Retail Leisure and
Transportation Real Estate Distribution ~ Service Others Total Adjustments Consolidated
Impairment losses $ 331 % - $ - $ 212 % - $ 543 $ - $ 543

(6) Information on amortisation of goodwill and raiming unamortised balance by reportable segment

Information on amortisation of goodwill and remaigiunamortised balance by reportable segment
as at 31 March 2016 and 2015 and for the yearsahdad was omitted because the amounts were
immaterial.

(7) Information on negative goodwill by reportakkgment

Relating to the segment “Real Estate,” the Compawcguired additional shares of Osaka
Merchandise Mart Corporation, making it a consaéidasubsidiary. As a result, the Company
recognised gain on bargain purchase of ¥4,709 amill{$41,795 thousand) and loss on step
acquisitions of ¥2,119 million ($18,807 thousarat)the year ended 31 March 2016.

Information on the ending balance and amortisatiomegative goodwill by reportable segment as at
31 March 2015 and for the year then ended, resmdgtiwas omitted because the amounts were
immaterial.
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26. RELATED PARTY TRANSACTIONS

Transactions of the Company with related partiestand for the years ended 31 March 2016 and 2015
are as follows:

Company’s unconsolidated subsidiaries and affgiate

2016
Percentage
Company of voting Transaction Year-end
Category name Location Capital Business rights Relationship Transaction  amount Account balance
Affiliates Nakano- Chuo-ku, ¥26,135 Railway (Direct Reservation Guarantees ¥25,210 - -
shima Rapid  Osaka million operations voting of (Note 1) million
Railway ($231,946 rights) guarantees ($223,735
Co., Ltd. thousand) on loans thousand)
33.50%
Holding
concurrent
post of
directors
2015
Percentage
Company of voting Transaction Year-end
Category name Location Capital Business rights Relationship Transaction  amount Account balance
Affiliates Nakano- Chuo-ku, ¥26,135 Railway (Direct Reservation Guarantees ¥26,532 - -
shima Rapid  Osaka million operations voting of (Note 1) million
Railway rights) guarantees
Co., Ltd. on loans
33.50%
Holding
concurrent
post of

directors

Note: 1. Guarantees are provided for the loansefdffiliate obtained from the Development Bank of
Japan and other banks in the amounts of ¥25,21omi{$223,735 thousand) and ¥26,532
million for the years ended 31 March 2016 and 20d$pectively.

27. BUSINESS COMBINATION
Business combination through acquisition
1) An outline of this business combination is dkfes:

(@) Name of acquired company and business
Name of acquired company: Osaka Merchandise Mayd2ation
Business: Lease and administrative operations ak®Merchandise Mart Building

(b) Main reasons for business combination
The purposes of the business combination are asvil
Temmabashi, where the Company was founded and Qdekeshandise Mart Corporation is
located, is considered an important area for risdtion along the Keihan Railway lines as one
of the main strategies determined in the Mediumtdfanagement Plan “Bravely Pursuing
Creation” (FY2016-FY2018). The Company also expehat the operations of the acquired
company will be lucrative going forward as rentedperty to strengthen the profitability of the
real estate leasing business.

(c) Date of business combination
30 June 2015

(d) Legal form of business combination
Business combination, in which the company was iaeduhrough a cash consideration

48



27. BUSINESS COMBINATION (continued)
Business combination through acquisition (continued
1) An outline of this business combination is dkofes: (continued)

(e) Name of company after business combination
The company’s name is unchanged.

(f) Percentage of voting rights acquired by the @Gany

Percentage of voting rights before the businesdbamation 45%
Additionally acquired percentage of voting rightstbe date of

business combination 95
Percentage of voting rights after the business oatibn 100%

(g) Main reason for determination of the acquiriagnpany
The Company acquired all voting rights of the aceglicompany through a cash consideration.

2) Period during which the financial results of Hexuired company are included in the consolidated
statement of income

The Company included the financial results of tbguired company for the period from 1 July 2015
to 31 March 2016. As the deemed acquisition dat80i June 2015, the financial results of the
acquired company from 1 April 2015 to 30 June 28ibaccounted for by the equity method.

3) Details on acquisition cost of acquired company

Thousands of
Millions of yen U.S. dollars

Fair value of the shares of the acquired compatiyeat
business combination date, which the Company

retained before the business combination ¥ 2,057 $ 18,258
Fair value of the additionally acquired shareshef t

acquired company at the business combination date 2,514 22,316
Total acquisition costs ¥ 4572 $ 40,575

4) Major acquisition-related costs and amounts
Valuation fees ¥1 million ($15 thousand)

5) Difference between acquisition costs of the @egucompany and the total amount of costs of
transactions for share acquisition

Loss on step acquisitions ¥2,119 million ($18,8Musand)

6) Amount of gain on bargain purchase and reasoretmgnition
(@) Amount of gain on bargain purchase ¥4,709 oml({$41,795 thousand)
(b) Reason for recognition

The fair value of net assets of the acquired comrthe date of the business combination
exceeded the acquisition cost.
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27. BUSINESS COMBINATION (continued)
Business combination through acquisition (continued
7) Information on assets acquired and liabilitissuaned on the date of the business combination

Thousands of

Millions of yen U.S. dollars
Current assets ¥ 2,676 $ 23,754
Fixed assets 9,054 80,359
Total assets 11,731 104,113
Current liabilities 528 4,690
Fixed liabilities 1,921 17,053
Total liabilities ¥ 2,450 $ 21,743

8) Effects on the consolidated statement of incdarethe fiscal year assuming that the business
combination was completed at beginning of the figear and its calculation method

Information is omitted because the effect is immate

28. SUBSEQUENT EVENTS
Company split

The Company shifted to a holding company struchyesplitting railway business and other business to
wholly owned subsidiaries, Keihan Electric Railw8yplit Preparation Co., Ltd. and Keihan Electric
Railway Real Estate Co., Ltd. as at 1 April 201A8s a result of this company split, the names of the
Company and Keihan Electric Railway Split PreparatCo., Ltd. were changed to Keihan Holdings Co.,
Ltd. and Keihan Electric Railway Co., Ltd. as aAdril 2016. Assets and liabilities transferreddeihan
Electric Railway Split Preparation Co., Ltd. anditke Electric Railway Real Estate Co., Ltd. are as
follows:

i) Assets and liabilities transferred to Keihandilie Railway Split Preparation Co., Ltd.

Thousands of

Millions of yen U.S. dollars
Assets ¥ 183,165 $ 1,625,533
Liabilities 124,107 1,101,419
Valuation or translation differences 24,053 213,468

i) Assets and liabilities transferred to Keiham&lic Railway Real Estate Co., Ltd.

Thousands of

Millions of yen U.S. dollars
Assets ¥ 62,086 $ 551,001
Liabilities 43,851 389,165
Valuation or translation differences 539 4,786

This company split is accounted for as a transactitder common control based on “Revised Accounting
Standard for Business Combinations” (ASBJ Statemidm®1 of 13 September 2013), the “Revised

Accounting Standard for Business Divestitures” (ASRatement No. 7 of 13 September 2013) and the
“Revised Guidance on Accounting Standard for Busn€ombinations and Accounting Standard for

Business Divestitures” (ASBJ Guidance No. 10 oB&ptember 2013).
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28. SUBSEQUENT EVENTS (continued)

Granting of share-based compensation stock options

Share-based compensation stock options are tosbedgo directors (excluding outside directorsjhef
Company by the resolutions at the general meefispareholders on 17 June 2016 and informatiohef t

stock option plan is as follows:

Individuals covered by the plan
Class and number share to be grante
Amounito bepaid in upon exercis
Exercisable conditions

Transfer of stock acquisition rights

Exercisable period

Issuance of unsecured bonds

The stock option plan

5 directors
Annually up to 50,000 shares common stoc
¥1 ($0.00) per sha

In the event a grantee resigns from any positicdirector,
audit and supervisory board member and executiieeqf
all the stock acquisition rights are exercisabtgether for
ten days after their resignation dates

Transfer afcét acquisition rights requires approval of the
Board « Directors

Within 30 years at maximum fitbeagrant date, to be
determined bthe Board of Director

The Company resolved at the Board of Directors’ tingeheld on 28 April 2016 to issue the 29th
unsecured bonds in the aggregate amount of ¥1t@ibidn ($88,746 thousand) in order to finance
redemption of bonds and issued these bonds onnk52N1 6.

The unit price for the bond issuance was set a0¥$0.88) per ¥100 ($0.88) nominal value, and the
annual interest rate is 0.340%. These bonds willddeemed at once on the maturity date of 16 June

2026.
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