2015

FINANCIAL
STATEMENTS

MARCH 31,2014-2015

KITANO CONSTRUCTION CORP.



Contents

Financial Statements

Consolidated BalancCe SNEETS.........ooovvveeeeuiiiiiieeeeeeeeeeeeeciieeeeeeeeeeessesssanees

Consolidated Statements Of INCOIME ........vvvvvveeeeiiiiieeeiiiieeeeeeeeeeeeeeeeaeee

Consolidated Statements of Comprehensive Income............................

Consolidated Statements of Changes in Net Assets.......ccccceeeeveeecrieenns

Consolidated Statements of Cash FIOWS........ooovvvvevivieeiiiiiiiieeeeieeeenns

Notes to Consolidated Financial Statements.........c.cccoovevevvvveiieeeeeeeennnn.

Board of Directors, Statutory Auditors and Executive Officers

KITANO CONSTRUCTION CORP.




Consolidated Balance Sheets

As of March 31, 2014 and 2015

Millions of yen

March 31,
2014 2015
ASSETS
Current Assets:
Cash in hand and in Banks .........c.cccceeviinieneenieenienieneeeeeeeeeeeeieens ¥ 7815 ¥ 11,199
Notes and accounts receivable.........c.cccooeeviiniiniienieniienienneeeeen. 15,721 11,781
Real estate fOr SALe ........ccouveviieiiieciieieeieeceeeeeeee et 8,256 3,743
Cost of cCONStruction in Progress ........cecevverereereerieneereeseereenreseennes 959 2,360
Cost of uncompleted development projects..........ccccceeveeeevveeenvenes 2,496 41
Inventories - materials and SUPPLES ........cccceevverieniierienieeieeieennens 81 83
Deferred inCome taxes.......cocueeverieriieriieiniieieisieeneeseeeee et 1,164 818
Other CUITENE ASSEES......ecieiiieieeieeteeiteecteeereesteeseeseeereesraeeseeaseenneas 728 1,157
Less: allowance for doubtful accounts.............cceeeecveveeiecveriesennnnns (75) (74)
Total CUITENt ASSELS....uieciierieieeiieiiereeeeecte et ere e eve e sae s 37,145 31,108
Non-current Assets:
Tangible Fixed Assets:
Buildings and StruCtUres.........ccceecvervieeniieneenieneeneeniesveseeeinenn 10,858 11,164
Machinery and eqUIPIENt ...........cooveevveerienienienienienieeieeeeeae 2,504 2,780
Tools, furniture and fiXtUres ...........ccoceeeeevierieeieciecie e, 2,670 2,862
GO COUTSE ...ttt 771 771
LAN .ttt 6,786 6,401
COoNStIUCEION IN PrOZIESS ....ccuveeeieeieiieeieeieeiieenieeseeseeseeseesaeens — 77
Other NON-CUITENTt ASSELS .......eeveeiiirieeiieeieeireeireenreenreeseesseenseens 47 38
Less: accumulated depreciation ...........ccccceeeveeeeeeeceesveenennen. (9,144) (9,737)
Total tangible fixed asSetS......c.covveeveereinierienienienieniennne. 14,493 14,357
Intangible fixed aSSETS .....ccceviirmiiriiniiriieieceeteeeeeee e 239 242
Investments:
Investments in SECUTItIES.......cccceeecviieiiieeiie e, 4,830 6,096
Long-term loans ..........ccooeerieniiniiniiiieeeeeeeece e 26 29
Deferred inCoOmMe taxXes........ccovevereeieiieneneeieiene e eeeeeenees 589 430
Other INVESTMENTS ........ccvveiuieeieeieiieeieeee e e eeeeereesreesseeeseenneas 1,390 1,368
Less: allowance for doubtful accounts..............ccceevevueereencnen. 33) 33)
Total INVESTMENTS .......oecveeieeiieiieieeiecieee e 6,801 7,891
Total NONCUITENT ASSELS ....eevvveruveeiirieiiieieeieeieese e 21,633 22,489
TOLAL ASSEEUS ..cecevveeeeeeeireeeeeieteeeeeeeeeeeeeetreeeeseaeeeeessneessessaneesens ¥ 58,679 ¥ 53,598

The accompanying notes are an integral part of these statements.
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Consolidated Balance Sheets

As of March 31, 2014 and 2015

Millions of yen

March 31,
2014 2015
LIABILITIES
Current Liabilities:
Notes and accounts payable ..........cccooveeieeieeieeiieeieeie e ¥ 16,775 ¥ 10,941
Short-term loans payable.............cccooeeiiieiiieeiieccie e 1,000 1,000
Current portion of long-term loans payable.............cccccevverrenrenncnnen. 4,097 —
Income taxes Payable ..........cccooooiiiiiiieiii e 478 1,071
Advances received on construction in progress ............ccceeveeuenne.. 4,952 5,435
Advances received on development business ..........c..cccccceevuenucnee. 60 6
Accrued bonuses to eMPlOYEES........cceeeeuiieeeiieiiieeeieeeeieeeiee e 391 247
Accrued bonuses to directors and statutory auditors.................... 36 46
AcCCrUed WaITANEY ......eeievvieeiieeeiieeciieecteeeieeeeteeeeieeeereeeaseessaeesneennns 33 2
Allowance for losses on construction contracts............cccceeueuenne. 89 306
Other current liabilities............ccceeeiiieeiiiieiieececee e 1,535 1,545
Total current Labilities.........cocceevverriinierienienienieseeeieeeeeeee 29,447 20,619
Non-current Liabilities:
Long-term debr.........cccoooiiiiiiiiiiiiie e 5il —
Net defined benefit [iability ...........ccceeeeiieiiieeeiiieie e, 878 371
Membership dePOSit........ccceevieriiriieniieniiieieeieeieeeeseeseeere e 2,762 2,643
Deferred inCome taxes.........cc.oooveeeiieeeiieciieeeie et 1,239 1,666
Other long-term debt............ccocvevirieieiieieieeeeeeere e 200 259
Total non-current liabilitiesS..........ccccccoeeeeiiiiiiieiieeeieeie e, 5,130 4,939
Total HaDIlIES ...cvveveveeeieieierieeeeeeseeieetete et 34,577 25,558
NET ASSETS
Shareholders’ Equity
COMMON SEOCK ......eiiieiieeiii ettt e e e e eaaeeas 9,116 9,116
Authorized — 200,000,000 shares
Issued — 68,368,532 shares as of March 31, 2014 and 2015
CaPital SUIPIUS ...ccvveeeviiieereeti ettt eeteeeeeeaeeeeeaeesaeeaeeseesseesseenseens 5,066 5,066
Retained earnings.........c..cooeveeiiiiniininieieineeeeseeee e 9,161 11,563
TreaSUrY SNATES........ccveecvieieirieeiieeteeeieeeee et eeeeereeaeeaeereeeseesseenseeseas (1,269) (1,276)
Total shareholders’ €qUItY .........cccoeereeieerierieieirierieeeeeeesieenes 22,075 24,470
Accumulated Other Comprehensive Income
Unrealized gain (1oss) on other SeCUrities ...........cocceecveevieenueeneennen. 828 1,725
Unrealized gain (loss) on hedging derivatives.........c..ccccccevevveunnncne 3 19
Foreign currency translation adjustments...........ccccceceeevveenieenuennnen. 6 271
Remeasurements of defined benefit plans ...........cccceeeeeevviecreenennen. (296) (116)
Total accumulated other comprehensive income................... 542 1,899
MINOTILY INEETESES. .. .eeveieuieiiieiieieiieetee ettt ettt ettt sneene e 1,485 1,670
TOtAL NEE ASSEES ...vveeveeereeeiieeteeie et eeteeeteeste et e steeeraesaeeeaseesseesseeaseeseeseeseenses 24,102 28,040
Debt net assets SUM tOtaAL......c.cccvieiuierierierierieeeeeee e eee e e saeeeae s ¥ 58,679 ¥ 53,598

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Income
For the years ended March 31, 2014 and 2015

Millions of yen

March 31,
2014 2015
Net Sales:
CoNnStruction CONETACES ......cc.eeeeuieeiiiieeiie et eeee e e ¥ 66,103 ¥ 55,373
Real estate development and other................cccocoiieiiiiiiieeeiieenns 4,582 15,679
70,685 71,052
Cost of Sales:
CoNnStruction CONETACES ......cc.eeeecuieeiieeeiie ettt e e 61,323 50,549
Real estate development and other.................cccocoviieiiiiieeeiieens 3,252 11,378
64,575 61,927
GTOSS PLOFIL...cuiiiiiiiieciieie ettt ettt eeeeveeaeeeeevesaeeneenns 6,109 9,125
Selling, General and Administrative EXpenses.........c.ccceceeeveevversueenuennne 3,808 4,328
Operating iNCOIME ..........cceeierieriiiieieniene et 2,301 4,797
Non-Operating Income (Losses):
Interest and dividend iNCOME ...........coceevveeviiiiiienieniinienieseeeeene 149 112
INterest EXPENSES. ....cc.uevuiiiiiiiiiieiieieeeeeet ettt (107) (67)
Foreign exchange Sains ........c.ccoccecereeienieneneeierieneeeeeeseeeeeeees 78 324
Equity in gains of affiliates.........ccccceeeevierierereeieieseeeeeseeeeeene 16 —
OtRET, NET ...ttt e e e e e 126 82
2,663 5,247
Special Items:
Gain on sales of fixed aSSetS.......cccoevevirineninieininceeecene 3 30
Gain on Step aCqUISILIONS........ccccvieeeiieeiii et 20 —
Gain on bargain purchases..........cccoceevveevieecieecieneeseeceesee e 1,171 48
Loss on disposal of fixed aSSets ........cccceevervueinienieneenienieeienienns (12) 3)
Loss on sales of investment securities............c.ccoeeveeceenierueneencene. — 5)
Loss on valuation of investment Securities...........c.ccoecvervuervennenns (€)) —
Loss on valuation of shares of subsidiaries and associates (14) 4
IMPairment LOSS .......coeeeiiiiiniiiiiiieieeecceceee et — (601)
(01 41 R L ST SRR — (55)
Income before income taxes and minority interests ............ 3,722 4,656
Income Taxes
(0701 1 <) 41 /F USRS 690 1,414
DELEITEA.......ciiiiiiieeiiteter ettt 597 298
Income Before Minority INterests ..........coccoceeievienenceniencninicicncnceene 2,435 2,944
Minority Interests in Earnings of Consolidated Subsidiaries .............. 32 92
NEt INCOIME ....o.veieiiciiiciie ettt ettt esteesteeeraesreesaaeesnenaneens ¥ 2403 ¥ 2,853

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Comprehensive Income

For the years ended March 31, 2014 and 2015

Millions of yen

March 31,
2014 2015

Income Before Minority INterests ..........cccoeeveeeiieecieeciieceeeceeeee e, ¥ 2435 ¥ 2944
Other Comprehensive Income:

Unrealized gain (loss) on other securities ...........cccccceveeeeceennne. 45 897

Unrealized gain (loss) on hedging derivatives............c.cccccecvenene. 5) 16

Foreign currency translation adjustment.............ccccoeceevvienniennunnns 120 416

Remeasurements of defined benefit plans ..............ccccoeeveeeiienis — 180

Share of other comprehensive income of associates

accounted for using the equity method............ccccoceviviiininnnns (€] —

Total other comprehensive iNCOME ...........ccceevvueriieriieriernenneennens 63 1,509
Comprehensive INCOME...........cc.ooiriiiiiniiiiiiiiiiieccece e 2,498 4,453
Comprehensive income attributable to:

Shareholders of the Corporation.............cccceeeeeveeneeeeeneeseeneennen. 2,443 4,210

MiINOTItY INTETESES ...oecvvieeeeeiieiecie ettt ae v eeaeeneeneens 55 243

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Changes in Net Assets
For the years ended March 31, 2014 and 2015

Millions of yen
Shareholder’s equity Accumulated other comprehensive income
Adjustments
Number of on foreign
shares of Unrealized Untealizedgain ~ currency — Remeasurements

common Common Capital Retained Treasury ganonother onhedgng statements  ofdeined  Minority Total net

stock  stock surplus earnings shares securifies derivfives translation benefisplns interests —assets

(thousands)
Balance at March 31, 2013...... 62,240 9116 5066 7255 (1,264) 784 8 6 — 424 21,396

Net Gain for the year

ended March 31, 2014.... — — — 2403 — — — — — — 2403
Cash dividends ................ — — — (497 — — — — — — (497
Purchase of treasury

ShAreS......ovveevrrccccrrcrssssnns (24 — — — (6) — — — — — (6)
Disposal of treasury

] 1F:) (o (0) — (0) — 0 — — — — — 0
Adjustment for the year... — — ) 1,906 6)) 45 (6)) 1 (296) 1061 2,706

Balance at March 31, 2014..... 62,216 9116 5066 9,161 (1,269) 828 3 6 (296) 148 24,102

Cumulative effects of

changes in accounting

POLCIES ..vvvvvvvvesrrrriinns — — — 108 — — — — — — 108
Restated balance — 9116 5066 9269 (1,269) 828 3 6 (296) 148 24210
Net Gain for the year

ended March 31, 2014... — — — 2853 — — — — — — 2853
Cash dividends................ — — —  (hR9) — — — — — —  (hR9)
Purchase of treasury

SDATES....ccvvvrerrssssssssssrrins 2 — — — (M — — — — — (M
Disposal of treasury

Shares........coocovvvrvercerrenne (0) — 0) — 0 — — — — — 0
Adjustment for the year... — — 0) 2294 (M 896 16 265 180 185 1542

Balance at March 31, 2015..... 62,19 9,116 5066 11563 (1,276) 1,725 19 271 (116) 1,670 28,040

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Cash Flows

For the year ended March 31, 2014 and 2015

Millions of yen

2014 2015
Cash flows from operating activities:
Income before iNCOME LAXES ......ccueevveeiiriieiecieieete ettt saeeaeeaeenaeens ¥ 3,722 ¥ 4,656
Adjustments for:
DEPTECIALION ..ottt 280 593
TMPAITINENTE LOSS... e etieeieeiieieeieeieeteee ettt ettt e e saeesteeaeesaesseensaeseeseens — 601
Amortization of negative goodwill.. . 2) —
Equity in (gains) losses of affiliates.........c..cccceeviieiiniiiniiiniiiiiciceecceee (16) —
Interest and dividend INCOME...........c.eueriiueiriiiriiiiierieeee s (149) (112)
Interest expenses . 107 67
Increase (decrease) in net defined benefit liability ..........ccccccovvenincnincncnnn. (80) (53)
(Gain) loss on sales Of NON-CUTTENE ASSELS.........ceeverrerrerierierieieieieeeeeeeesaenas 3) (30)
Loss on disposal of non-current assets.... 12 3
Foreign exchange (gains) losses................... . 18 (272)
(Gain) loss on sales of investment securiries............ . — 5
(Gain) Loss on evaluation of investment securities........ . 8 —
Increase (decrease) in provision for directors’ bonuses 7 10
Increase (Decrease) in accrued Warranty ..........cceceeeeeeeeeeveeeeeeeniesenienns . (13) (11)
Increase (Decrease) in allowance for losses on construction contracts . (166) 217
Increase (Decrease) in accrued bONUSES..........cccoueveviiueriniciinieinieeniene . 151 (144)
Increase (Decrease) in allowance for doubtful accounts.. 6] 2
Loss on valuation of shares of subsidiaries and associates .. 14 4
Gain on Step aCqUISITIONS.......ccveieieieerierierieeieeeeeeeeee e . (20) —
Gain on bargain PUrChASES ..........ccocuiiiiiiiiiiiiiiiicecc e (1,171) (48)
(Increase) Decrease in notes and accounts receivable ............c.cocceeeeerireereennne (2,034) 3,951
(Increase) Decrease in cost of construction in progress and cost of
uncompleted development ProOJECES ........cccvirierieevierieriieeeee ettt eee s eaens 1,483 847
(Increase) Decrease in real estate for sale and inventories............c.coccocveerueennne (2,130) 4,922
Increase (Decrease) in notes and accounts payable (2,858) (5,839)
Increase (Decrease) in advances received on construction in progress.............. 1,933 483
ORET ...ttt et b ettt ea et ettt b et ene s 250 (516)
Sub-total (662) 9,332
Interest and dividend inCOMe reCeiVed..........c.oeirueiririniniininieieeeeeeieeeeeeeeea 139 111
Interest eXPENnSESs PAIA ......c.eeveeverierierieiieieieieeeeee e ste et ettt e e eseeseeseesessessensennens (107) (67)
Income taxes paid . (697) (831)
Net cash provided by (used in) operating activities............cocecevrereruenene. (1,326) 8,645
Cash flows from investing activities:
Payment into time dePOSit........cccevverierieiieieieieieiete ettt saenaennens (5622) (920)
Proceeds from withdrawal of time deposit. 420 521
Payments for purchase of fixed assets ..... (915) (791)
Proceeds from sale of fixed assets............cccceu..... . 1,320 50
Payments for purchase of investments in securities... (15) (249)
Proceeds from sales of investments in securities .... . — 10
Payments for 1oans...........ccccceevveninccnccnecneenn. . (33) (38)
Proceeds from recovery of loans.............ccccueeuenne. . 38 35
Purchase of shares of subsidiaries and asSOCIAES..........cccveeeeeerrererierierierieeenns — ®)
Proceeds from purchase of shares of subsidiaries resulting
in change in scope of consolidation 1,712 —
OFRET ...ttt . (74) 26
Net cash provided by (used in) investing activities 1,933 (1,139)
Cash flows from financing activities:
Increase (decrease) in short-term 10ans, Net ...........cccecevererenineneneneneieieeeee 1,000 —
Payments of long-term 10ans payable .............ccooevuerierieieieieeeeseneneseesieneeseeeneens — (4,148)
Purchase of treasury Shares.............cccocoviiniiiiniiiiiniiiiiccecceese e ) )
Cash dividends paid . (500) (561)
OBRET ...ttt b ettt ettt et b ettt b et e n et n bt (11) 12)
Net cash provided by (used in) financing activities .........c..cocceeveeveeeennne. 484 (4,728)
Effect of exchange rate changes on cash and cash equivalents..............ccccccceveuenunnee. [@)) 307
Net increase (decrease) in cash and cash equivalents ..............ccccoceceviiiniinicnnnne. 1,089 2,986
Cash and cash equivalents of beginning of year . 6,404 7,493
Cash and cash equivalents of end Of Jear...........ccccoevveiririinininenenereseeeeeeeeeaean ¥ 7,493 ¥ 10,479

The accompanying notes are an integral part of these statements.
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Notes to Consolidated

Financial Statements

1. Basis of Presenting Consolidated Financial Statements
(a) Accounting Principles

The accompanying consolidated financial statements have been prepared based on the accounts maintained
by Kitano Construction Corp.(the “Company”) and its subsidiaries prepared in accordance with accounting
principles generally accepted in Japan, which are different in certain respects as to the application and disclosure
requirements of International Financial Reporting Standards, and are compiled from the consolidated financial
statements prepared by the Company as required by the Financial Instruments and Exchange Act of Japan.
(b) Scope of Consolidation

The Company had 4 subsidiaries (majority-owned companies) as at March 31, 2015 (4 for 2014). The
consolidated financial statements in fiscal years ended March 31, 2015 include the accounts of the Company and 4
(4 for 2014) of its subsidiaries "the Companies", which are listed below:

eKawanakajima Tochi Kaihatsu Co., Ltd. ......c..ccccovevveiviieieniennens 69.2% owned
eSolomon Kitano Mendana Hotel Limited..........c.ccccccoevinencnncnns 100.0% owned
eSakura Hanoi Plaza Investment Co., Ltd. ..... 59.0% owned
0 ASahi AGENCY INC. ..oovvviiiiiieiieiieieeieceeeece ettt 59.5% owned

The above consolidated subsidiaries, except for Solomon Kitano Mendana Hotel Limited and Sakura Hanoi
Plaza Investment Co., Ltd., which have a fiscal year ending at December 31 of each year, have a fiscal year ending
at March 31 of each year, which is the same as the fiscal year of the Company.

Kitano Lanka (Private) Limited is not consolidated, as it is not significant in terms of total assets, net sales,
net income or retained earnings.

2. Summary of Significant Accounting Policies
(a) Principles of Consolidation

All significant intercompany balances, intercompany transactions and unrealized profits among the
Companies have been eliminated in consolidation and the portion thereof attributable to minority interests is
charged to minority interests.

Goodwill is principally amortized over a five year period on a straight-line basis from the year of acquisition.
(b) Investment in Unconsolidated Subsidiaries and Affiliates

Investments in unconsolidated subsidiaries and affiliates are stated at cost.

The equity method of accounting for such investments is applied to Sakura Hanoi Plaza Investment Company
Limited, which is affiliates of the Company, since the application of this method has significant effect on the net
income and retained earnings of the Companies.

Kitano Lanka (Private) Limited is excluded from the scope of the equity method of accounting because it has
little influence and little importance.

(c) Recognizing Revenues and Costs of Construction Contracts

Revenues and costs of construction contracts that commenced on or after April 1, 2009, of which the
percentage of completion can be reliably estimated, are recognized by the percentage-of-completion method. The
percentage of completion is calculated based on the cost incurred to date as a percentage of the estimated total
cost. The completed-contract method is applied to all other construction contracts.

(d) Inventory Valuation

The cost of construction in progress, real estate for sale and the cost of uncompleted development projects
are stated at cost, as determined on a specific project basis.

Materials and supplies are stated at cost, as determined based on an average method.

The net book value of inventories in the balance sheet is written down if the net realizable value declines.

(e) Depreciation

Depreciation is computed by the straight-line method for buildings (excluding leasehold improvements and
auxiliary facilities attached to buildings) and by the declining-balance method for other assets, at rates based on
the estimated useful lives of the assets, as prescribed by Japanese income tax laws. Depreciation for real estate
for leasing is computed by the straight-line method. The range of useful lives is principally from 2 to 50 years for
buildings and structures and from 2 to 17 years for store fixtures and equipment.

(f) Allowance for Doubtful Accounts

The balance of allowance for doubtful accounts represents the amount deemed necessary to cover possible
losses estimated on an individual doubtful account basis. The amount is calculated using a certain percentage
based on past experience for other accounts.

(g) Accrued Warranty

Accrued warranty is provided for against the future costs of warranty from completed construction.
(h) Accrued Bonuses to Employees

Accrued bonuses are computed by estimating the payment required in order to provide for the payment of
bonuses to employees.

(i) Accrued Bonuses to Directors and Statutory Auditors

Accrued bonuses are computed by estimating the payment required in order to provide for the payment of
bonuses to directors and statutory auditors.

(j) Reserve for Retirement Benefits to Employees

The Company recognize accrued pension and severance costs to employees based on the actual valuation of
projected benefit obligation and plan assets at fair value.

Actuarial gains and losses were recognized using mainly the straight-line method over a period of 10 years.

KITANO CONSTRUCTION CORP.
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Prior service costs were amortized using mainly the straight-line method over a period of 10 years, the period
within the estimated average remaining service life of the employees.
(k) Allowance for losses on construction contracts

The Company prepares reasonable estimated amount for future losses from construction works outstanding
at fiscal year-end.

(1) Cash and Cash Equivalents

Cash and cash equivalents in the consolidated statements of cash flows are composed of cash in hand, bank
deposits able to be withdrawn on demand and short-term investments with an original maturity of three months
or less and which represent a minor risk of fluctuations in value.

(m) Income Taxes

The income taxes of the Company and its domestic subsidiaries consist of corporate income taxes, local
inhabitants’ taxes and enterprise taxes.

The Company and its subsidiaries account for deferred taxes in accordance with the regulations for
preparation of consolidated financial statements in Japan. Deferred income taxes are determined using the asset
and liability approach, whereby deferred tax assets and liabilities are recognized in respect of temporary
differences between the tax basis of assets and liabilities and those as reported in the financial statements.

(n) Securities Valuation

Held-to-maturity debt securities are carried at amortized cost.

Available-for-sale securities are classified into two categories where: (a) the fair value is available and (b) the
fair value is not available.

(a) Securities whose fair value is available are valued at the quoted market price prevailing at the fiscal year-
end. Net unrealized gains or losses on these securities are reported as a separate component of net
assets at a net-of-tax amount. Cost of sales is determined by the moving-average method.

(b) Securities whose fair value is not available are valued at cost, determined by the moving-average method.

(o) Hedge Accounting

Gains or losses arising from changes in the fair value of the derivatives designated as “hedging instruments”
are deferred as an asset or liability and included in net profit or loss in the same period during which the gains
and losses on the hedged items or transactions are recognized.

The derivatives designated as hedging instruments by the Company are principally forward exchange
contracts. The related hedged items are finance for the overseas construction business. The Company is able to
fix future cash flows and mitigate the deterioration of income from the construction business due to yen
depreciation. The Company obtains management approval before making forward exchange contracts, and
subsequently the accounting department executes and controls the contract.

(p) Consumption Tax

Consumption Tax payable or receivable is excluded from each account in the consolidated statements of income.
(a) Reclassification of Accounts

Certain prior year amounts have been reclassified to conform with the current year’s presentation.

Changes in accounting policies
(Application of the accounting standard, etc. for retirement benefits)

Effective from the current fiscal year, the Company has adopted “Accounting Standard for Retirement
Benefits” (ASBJ Statement No. 26, May 17, 2012, hereinafter referred to as the “Retirement Benefits Accounting
Standard”) and “Guidance on Accounting Standard for Retirement Benefits” (ASBJ Guidance No. 25, March 26, 2015,
hereinafter referred to as the “Retirement Benefits Guidance”), in respect of the provisions in the main clause of
Paragraph 35 of the Retirement Benefits Accounting Standard and the main clause of Paragraph 67 of the
Retirement Benefits Guidance, whereby the method of calculating retirement benefit obligations and service costs
has been reviewed. Based on this review, the method of attributing expected retirement benefits to periods has been
changed from a straight-line basis to a benefit formula basis, while the method of determining discount rates has
been changed from the method based on the number of years approximate to the average remaining service period
of employees to the method using a single weighted average discount rate reflecting the period up to the expected
timing of retirement benefits payment, as well as the amount of retirement benefits payment for each such period.

In adopting the Retirement Benefits Accounting Standard etc., the amount of impact associated with the
changes in the methods of calculating retirement benefit obligations and service costs has been reflected in
retained earnings at the beginning of the current fiscal year, in accordance with the tentative treatment provided
in Paragraph 37 of the Retirement Benefits Accounting Standard.

As aresult, as of the beginning of the current fiscal year, a net defined benefit liability decreased by 168 million
yen and retained earnings increased by 108 million yen. The effect of this change on profit and loss is immaterial.

The effects on net assets per share and net income per share are immaterial.

(Unapplied accounting standards, etc.)

-Accounting Standard for Business Combinations (ASBJ Statement No. 21, September 13, 2013)

-Accounting Standard for Consolidated Financial Statements (ASBJ Statement No. 22, September 13, 2013)
-Accounting Standard for Business Divestitures (ASBJ Statement No. 7, September 13, 2013)

-Accounting Standard for Earnings Per Share (ASBJ Statement No. 2, September 13, 2013)

-Guidance on Accounting Standard for Business Combinations and Accounting Standard for Business Divestitures
(ASBJ Guidance No. 10, September 13, 2013)

-Guidance on Accounting Standard for Earnings Per Share (ASBJ Guidance No. 4, September 13, 2013)

(1) Outline

The revisions mainly consist of: (1) difference arising from a change in the Company’s ownership interest in
a subsidiary over which the Company continues to have control, (2) treatment of purchase related costs, (3)
presentation method of net income and minority interests to non-controlling interest, and transitional provision
for accounting treatment were revised.

KITANO CONSTRUCTION CORP.
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Effective date
The revised accounting standards and guidances shall be applied effective from the beginning of the fiscal

year ending March 31, 2016.

Regarding tentative treatments, it will be applied for business combinations conducted after the beginning of

the fiscal year ending March 31, 2016.

3

)

)

3

M
()
3

Impact of the application of the revised accounting standards and guidances
Amounts of the effects of these applications are under evaluation at the time of preparing this report

Notes to the Consolidated Balance Sheets
Millions of yen

March 31,
2014 2015

Investments in unconsolidated subsidiaries and affiliates............... ¥ 4 ¥ 0
Assets pledged as collateral

BUILAINGS ..ottt ettt st ese s e sessesseeneenes 300 282
21 4 T 1,161 1,161
Real estate for sale 4,380 —
The guarantee of housing construction flaw security

Investment in SECUTTEIES .......c.eevieiiriiiiiiiiieieeeeeceeeeeee e 154 180

Notes to Consolidated Statements of Operations

Millions of yen
for the year ended March 31,

2014 2015

Allowance for loss on construction contract

included in cost of sales of construction contracts.................... ¥ 89 ¥ 217
Write-down of inventories included in cost of

sales on real estate development and other ...............ccccccveenenn.e. 102 200
The major components of “Selling, general and

administrative expenses”
DEPTeCIALION ...ttt 238 340
Payroll .......c.cooovivvieiiiee 1,267 1,469
Retirement benefit expenses........ 64 73
Allowance for accrued bonuses 173 130

Notes to Consolidated Statement of Comprehensive Income
Reclassification adjustments and tax effects related to other comprehensive income were as follows:
Millions of yen
for the year ended March 31,
Net unrealized gain (loss) on other securities, net of taxes 2014 2015

Gains (losses) arising during the year ¥ 29 ¥ 1,260
Reclassification adjustments 8 —
Total before tax effect........ 37 1,260
TAX @FFECE ettt enes 8 (363)
Net unrealized gain (loss) on other securities, net of taxes.. 45 897
Deferred gain (loss) on hedging, net of taxes
Gains (losses) arising during the year ...........ccoceoeeenicnenncnneenes ¥ (©)) 24
TaAX ITECE ..eoueiniiiiiicec e 3 ®
Deferred gain (loss) on hedging, net of taxes..........cccccceueuenee ®) 16
Foreign currency translation adjustments
Gains (losses) arising during the year ..........c.ccccceveeeienieevienniennanns ¥ 120 ¥ 416
Share of other comprehensive income of associates accounted for
using equity method
Gains (losses) arising during the year ..............cccoceeerereeeeeerennans ¥ (€] ¥ —
Remeasurements of defined benefit plans, net of tax
Gains (losses) arising during the year .............ccccocevevinenenicnencnne ¥ — ¥ 240
Reclassification adjustments .........ccceevueeeeeienieniineeieiiieeieseeneenne — 47
Amount before income tax effect ... — 287
Income tax effeCt .......ccuevveeeiinieiieiiieiiciecece e — (107)
Remeasurements of defined benefit plans, net of tax ............ — 180
Total other comprehensive inCome.............cccooeeeveevieeereneennnenns ¥ 63 ¥ 1,509
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6. Notes to the Consolidated Statement of Changes in Net Assets

(a) Type and number of outstanding shares
March 31, 2014

Number of shares

Type of shares Balance at Increase in shares  Decrease in shares Balance at
Beginning of year during the year during the year end of year
Issued stock
Common stock 68,368,532 — — 68,368,632
Total 68,368,532 — — 68,368,532
Treasury shares
Common stock 6,128,879 24,561 774 6,152,666
Total 6,128,879 24,561 774 6,152,666

The summary of the main change reason
Increase by the repurchase of shares less than one unit.............coccceveeieniiniiniinnininenen. 24,561 shares

Decrease by the sale of shares less than one unit 774 shares
March 31, 2015
Number of shares
Type of shares Balance at Increase in shares  Decrease in shares Balance at
Beginning of year during the year during the year end of year
Issued stock
Common stock 68,368,532 — — 68,368,532
Total 68,368,532 — — 68,368,532
Treasury shares
Common stock 6,152,666 20,890 97 6,173,459
Total 6,152,666 20,890 97 6,173,459
The summary of the main change reason
Increase by the repurchase of shares less than one Unit............ccccoeeveevieniieniieniieniecennieeiens 20,890 shares
Decrease by the sale of shares less than one unit............cccccoeeceeeiieeiiiecieceeeee e 97 shares
(b) Dividends
(1) Dividends paid to shareholders
Resolution Amount Amount
Date of Approved Type of  (Thousands Per share Shareholder’s Effective
approval by shares of Yen) Paid from (Yen) cut-off date date
June 20, Annual Common 561,309 Retained 9 March 31, June 23,
2014 general stock earnings 2014 2014
meeting of
shareholders

(2) Dividends with a shareholders’ cut-off date during the current fiscal year but an effective date
subsequent to the current fiscal year

Resolution Amount Amount
Date of Approved Type of  (Thousands Per share Shareholder’s Effective
approval by shares of Yen) Paid from (Yen) cut-off date date
June 19, Annual Common 748,162 Retained 12 March 31, June 22,
2015 general stock earnings 2015 2015
meeting of
shareholders

7. Notes to the Consolidated Statements of Cash Flows
Millions of yen

March 31,
2014 2015
Cash in hand and in DanKS ...........ccccoeeveierierienineeieieeeeeeeenee e ¥ 7,815 ¥ 11,199
Time deposits with a deposit term of over 3 months (322) (720)
Cash and cash eqUIValeNtS ............ccveevieeieeieieieceeceeee e eae s ¥ 7,493 ¥ 10,479
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Fair Value of Financial Instruments
(a) The fair value and book value of financial instruments as of March 31, 2014 and March 31, 2015, other
than items of which fair value are not practically available, are as follows:
Millions of yen
March 31, 2014

Book value Fair value Difference

Cash and deposits.........cccceevveerieevierieenieneeraeenns ¥ 7,815 ¥ 7,815 ¥ —
Notes and accounts receivable ....................... 15,721 15,721 —
Investments in securities ..........cccceceeveereenneene 3,784 3,784 —

TOAL ..o ¥ 27,320 ¥ 27,320 ¥ —
Notes and accounts payable...............ceeuveneen. ¥ 16,775 ¥ 16,775 ¥ —
Short-term 10ans...........c.cccveeeevieevieeceeeieseeneenns ¥ 1,000 ¥ 1,000 ¥ —
Long-term loans...........ccccoevvevvenieneenieenieniennnens 4,148 4,148 —

TOLAL ..t ¥ 21,923 ¥ 21,923 ¥ —
Derivative transactions ..........ccccccceeeveeerveennnen. ¥ 4 ¥ 4 ¥ —

Millions of yen
March 31, 2015

Book value Fair value Difference
Cash and depositsS.........ccceevveevveeieceesieseenreenns ¥ 11,199 ¥ 11,199 ¥ —
Notes and accounts receivable ....................... 11,781 11,781 —
Investments in securities ...........ccoceeeevveeveennens 5,069 5,069 —
TOLAL ..ot 28,049 28,049 ¥ —
Notes and accounts payable...........c.ccceevennen. ¥ 10,941 ¥ 10,941 ¥ —
Short-term loans..........cccceeeeeeienieiienieneseeenene 1,000 1,000 —
TOAL ..o ¥ 11,941 ¥ 11,941 ¥ —
Derivative transactions ............cccceeeveecveriveneene ¥ 28 ¥ 28 ¥ —

(1) Financial instruments for which it is extremely difficult to determine the fair value

Millions of yen
March 31, 2014 March 31, 2015

Book value Book value
Non-listed Shares #..........ccooiiiiiiiiiiiieeeeee e ¥ 1,046 ¥ 1,027
Membership dePOSIt * .......cccueviiriiriiniiieeeee et eene 2,762 2,643

*1t is extremely difficult to determine the fair values thereof because neither market quoted prices are
available nor future Cash Flows can be estimated.

(2) Redemption schedule for money claims and securities with maturities

Millions of yen

March 31, 2014

Due in 1 year or Due after 1 year Due after 5 years Due after 10
less through 5 years through 10 years years
Cash and deposits................ ¥ 7,770 ¥ 2 ¥ — ¥ —
Notes and accounts
receivable........c.ccceeveeuennen. 15,721 — — —
Investments in securities
Government bonds....... — 35 123 —
Corporate bonds........... — — 100 —
Millions of yen
March 31, 2015
Due in 1 year or Due after 1 year Due after 5 years Due after 10
less through 5 years through 10 years years
Cash and deposits................ ¥ 11,189 ¥ 1 ¥ — ¥ —
Notes and accounts
receivable........c.cccceeveeueennen. 11,781 — — —
Investments in securities
Government bonds....... — 35 123 —
Corporate bonds........... — — 100 —
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Repayment schedule for long-term debt after the closing date of accounting period.
Millions of yen

March 31, 2014

Duein 1 year or Due after 1 year Due after 2 years Due after 3 years Due after 4 years
less through 2 years  through 3 years  through 4 years through 5 years

Long-term debt ¥ 4,097 ¥ 51 ¥ — ¥ — ¥ —

Millions of yen

March 31, 2015

Duein 1 year or Due after 1 year Due after 2 years Due after 3 years Due after 4 years

less through 2 years  through 3 years  through 4 years through 5 years
Long-term debt ¥ — ¥ — ¥ — ¥ — ¥ —
10. Investments in Securities
(@) The following tables summarize the acquisition cost and book value of available-for-sale securities with
market value as of March 31, 2014 and 2015:
Millions of yen
March 31, 2014
Book value  Acquisition cost Difference
Securities with book value exceeding
acquisition cost:
Equity SECUTItIES .....coveueeeiieicieieieeeeeceee e ¥ 3,601 ¥ 2,267 ¥ 1,245
Government bonds..........cccceceeveevveeenenencnieeieeenne. 154 148 6
Corporate bonds 101 100 1
SUD-TOtAL ... ¥ 3,757 ¥ 2,605 ¥ 1,252
Securities with book value not exceeding
acquisition cost:
Equity securities...........cccccoevenininininininicceee ¥ 27 ¥ 29 ¥ (2)
Sub-total ¥ 27 ¥ 29 ¥ 2
TOLAL ..ttt ¥ 3,784 ¥ 2,633 ¥ 1,251
Millions of yen
March 31, 2015
Book value  Acquisition cost Difference
Securities with book value exceeding
acquisition cost:
Equity SeCUrities.........ccooeevervieniienienieneeniceiecies ¥ 4760 ¥ 2,257 ¥ 2,503
Government bonds... 180 172 7
Corporate bonds....... 101 100 1
Sub-total............. ¥ 5041 ¥ 2,630 ¥ 2,611
Securities with book value not exceeding
acquisition cost:
Equity Securities ........c.ccoceverenienenineeeeeeeeieneen ¥ 28 ¥ 29 ¥ (D
Sub-total ¥ 28 ¥ 29 ¥ (D)
TOLAL ...ttt ¥ 5,069 ¥ 2,568 ¥ 2,611
(b) Impairment loss of ¥8 million was recorded to write down book value of investments in securities for the
year ended March 31, 2014.
11. Derivative transactions
(a) Derivative transactions for which hedge accounting is not applied
Not applicable.
(b) Derivative transactions for which hedge accounting is applied.
Currency-related transaction
Millions of yen
March 31, 2015
Hedging Transaction Main hedged Contract Contract Fair val
method type item amount over 1 year airvaiue
Deferred Foreign Forecasted ¥ 611 ¥ — ¥ 28
hedge exchange foreign
method forward currency
contract transactions
Buy
U.S. dollar
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12.

Reserve for Retirement Benefits to Employees

Employees of the Company is covered by a defined-benefit corporate pension plan and defined-contribution
allowance plan. Employees of its domestic subsidiaries are covered by termination allowance plan or
defined-contribution pension plan.

Defined benefit plans
(a) Movements in retirement benefit obligations (except (c) below)

Balance at APTil 1, 2014 ........ocviiieieieeeeie et et et e et e eeeteesteeaeeaessaesseessaesseeseassasnsennes ¥ 3,331
Cumulative effects of changes in accounting policies..... (168)
Restated DalancCe............coeeeeieieiieienienieceseeeeeeee e 3,164
Service COSt......cccoeeuenuenenne. 145

Interest cost... 16
Actuarial loss (gain) .......... (88)
Benefits paid..........cccceeeennnne (436)
Balance at March 31, 2015 ¥ 2,801
(b) Movements in plan assets (except (c¢) below)

Balance at APTil 1, 2014.......cooiiiiieeeee ettt st ettt sae b e ¥ 2,498
Expected return on plan assets 50
Actuarial 1oss (gain) .........ccccceveneene. 152
Contributions paid by the employer 213
Benefits paid.......c..cocoeoeeiiiiiiiniiiiie (436)

Balance at March 31, 2015 ......cc.coiiiiiiiiiiiiieeeceteeere ettt sttt ¥ 2,478

(c) Movements in net liability for retirement benefits based on the simplified method

Balance at April 1, 2014 ¥ 45
Retirement benefit costs... 6
BeNETits PALA.......coiieiiiiieiecieee ettt ettt et e et s e aa e aeebeebeebeeaeenaaenaeenean 3)

Balance at March 31, 2015 .......ccccooieiiiiieiiiiiieie ettt eseesteenteesteetesaesseessaesseesseesesseanes ¥ 48

(d) Reconciliation from retirement benefit obligations and plan assets to liability for retirement benefits
Funded retirement benefit obligations ¥ 2,846
Plan assets .......ccccoevieeeiiiiiiiiicncce (2,508)

338

Unfunded retirement benefit ObLigations ............cccoeeeiriiiiiiiiiiiieseseceeeee e 32
Total net liability (asset) for retirement benefits at March 31, 2015............cc.ccceeuenne 371
Asset for retirement benefits...........cooeoiiiiiiiiiiiiiic e 371
Total net liability (asset) for retirement benefits at March 31, 2015..................... ¥ 371

(e) Retirement benefit costs

SEIVICE COSE..euvuitiuietinteuiitetetestet ettt eae et bt b et b st ese st et ebe st esestentese st eseeaentebenbeneebentenesenes ¥ 145

INEETEST COST...e ettt ettt ettt st s e sbe e bt e b e neeneeaneenne 16

Expected return on Plan @SSELS........ccceciecieiriierieriieeienteniesteesteesteeteeaesseessaesseesseessessaesnes (50)

Net actuarial loss amortizations 55

Past service coSt amMOTTIZATION ........cc.eeueriiiiiiiiiriiicieeeeeete et ®

Retirement benefit costs calculated by simplified method............ccccceveeieeiiniieciieniennns 6

Total retirement benefit costs for the year ended March 31, 2014...........cccccoeevueeuenns ¥ 164

(f) Remeasurements of defined benefit plans, before tax
PaSE SEIVICE COSL ...eeuviiniieiiiiiieiectese ettt ettt sttt ettt e et e e teesae s e e sbeesseebeesseensasnnennes ¥ ®)
ACtUATIAl GAINS / LOSSES .....vevieiieeieiieiieieieiesteste sttt ettt ettt tesaesaesseesesseeseeneessensensensensenns 295

(g) Breakdown of items recognized in accumulated other comprehensive income

.............................................................................................. ¥ 208
.................................................................................. (38)

............................................................................................................................... ¥ 170

............................................................................................................................. 23%

.................................................................................................................................... 22%

................................................................................................................ 45%

10%

............................................................................................................................... 100%
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(i) Long-term expected rate of return
Current and target asset allocations, historical and expected returns on various categories of plan assets
have been considered in determining the long-term expected rate of return

(j) Actuarial assumptions

DISCOUNTE TALE ..ottt ettt ettt et e st eteeteeaeeseesseaesaessessesseeseesaessensensansensenns 0.5%
Rate of expected return on plan assets 2.0%

(k) Defined contribution plans
Amount of contributions to defined contribution plans by the Company and its subsidiaries was ¥49
million.

13. Income Taxes
(a) The tax effects of temporary differences that give rise to significant portions of the deferred tax assets
are presented below:
Millions of yen

March 31,
2014 2015
Deferred tax assets:
Write-down of fixed aSSetS .......cocvevierieerieiiieiiieiesieeeeseeeee e ¥ 1,001 ¥ 737
Allowance for doubtful accounts 820 740
Write-down of marketable SECUTrIties.........cccevvveeieriiecieerieeieeieeeanns 190 166
Intercompany Profits.........cccecevcieriienieneeieeieeieseee e 268 255
Loss on valuation of real estate for sale 837 553
Operating loss carry forwards ...........cooeoeeveeieieieneneneneseseeeeene 143 111
Net defined benefit Hability .........cccceeveeviervieriieniienieniieecieeieeeeeeenne 311 64
Other 586 703
Total gross deferred tax assets .......c..cccecevervieivecicniinincecnenne. 4,156 3,330
Valuation alloWancCe............ccocueeveereeeierieieeeieiesresre e ereeeeeneenes (2,233) (1,989)
1,922 1,341

Deferred tax liabilities:
Reserve for special depreciation ...........c.c.ccceveeeevieniecienieecienieeienns (195) (152)

Reserve for advanced depreciation (63) (B7)
Unrealized gain on other securities (422) (785)
Difference from fair value of subsidiaries (727) (756)
Deferred gains or losses on hedges...................... @) (©€))
Total gross deferred tax liabilities...........cccccoevevinieniniecennnne. (1,408) (1,759)
Net deferred tax aSSetS......cccvvvviieiieeiieeeieeeeeeeeeee et eenees ¥ 514 ¥ (418)

(b) The reconciliation between the statutory tax rate and the effective tax rate as at March 31, 2014 and 2015
is presented below:

As of March 31,

2014 2015
SEALULOTY £AX TALE .c..eeueenieieiteeie ettt 37.8% —
Permanent differences on expenses not deductible....................... 0.9 —
Permanent differences on income not taxable...........c..cccceevenennen. 0.9 —
Accrued bonuses to directors and statutory
auditors not deductible ..............cocooiiiiiiiiiiiiinieee 0.3 —
Inhabitant taxes per capita 0.6 —
Valuation alloWancCe ............ccccoeeeviiiiiiiiiiiiiieeeceeeeeesie e 6.0 —
Influence by effective tariff change...........cccocevveeeiienieiieiiniieienen. 1.8 —
Revision due to amortization of negative goodwill....... (11.9) —
OBRET ...ttt ettt sbe e (0.5) —
Effective tax Tate......c.ccocoiiiiiiiieiiiecccssceceeee e 34.6% —

In fiscal year 2015, since the difference between statutory effective tax rate and actual effective tax rate after
applying tax effect accounting is less than 5% of statutory effective tax rate, note is omitted.

®
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14. Segment Information
(1) The segment information of the Company and its subsidiaries for the year ended March 31, 2014 and
2015 is presented below:
The Company and its subsidiaries operate principally in the following four industrial segments:
Construction............ Construction, engineering works, development and sale of real estate.
Golf courses............. Management of golf courses
Hotels.....cccocevveveenneen. Management of hotels
Advertising agent .... Management of advertising agent.

(2) The segment information of the Company and its subsidiaries for the year ended March 31, 2014 and

2015 is presented below:
Millions of Yen
March 31, 2014
Golf Advertising
Construction  courses Hotels agent Total Reconciliations Consolidated
I . Net sales and Operating income
Net sales
Customers ¥ 68295 ¥ 243 ¥ 674 ¥ 1473 ¥ 70,685 ¥ — ¥ 70,685
Intersegment or 196 3 3 88 200 (290) .
transfer
Total 68,491 246 677 1,561 70,974 (290) 70,685
Operating income ¥ 2191 ¥ 9 ¥ 67 ¥ 52 ¥ 2319 ¥ a7nH ¥ 2301
II. Other
Depreciation and 190 22 62 7 281 6 280
amortization

Millions of Yen
March 31, 2015

Golf Advertising
Construction  courses Hotels agent Total Reconciliations Consolidated

I . Net sales and Operating income
Net sales

Customers ¥ 67572 ¥ 248 ¥ 1,781 ¥ 1451 ¥ 71,062 ¥ — ¥ 71,052

Intersegment or 7 4 7 94 111 (111) .

transfer
Total 67,578 252 1,789 1,545 71,164 (111) 71,052
8g§;§‘t1“g meome ¥ 4645 ¥ 1 ¥ 81 ¥ 41 ¥ 4768 ¥ 20 ¥ 4,797
II. Other
Depreciation and 259 38 319 6 622 (29) 593
amortization
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15. Per Share Data

Net assets per share and net income per share as of and for the year ended March 31, 2014 and 2015 are as

follows:

Net assets per share .........................
Net income per share — primary .....

1. Basis of net income per share of common stock

Net income ........ccccceeveeeveeeecveeccneeennenn.

Net income pertaining to common stock...................

Average outstanding shares of common stock

2. Basis of net assets per share of common stock

Net aSSetS....cccveevveeeieeeeieeereeereeenennn

Amounts deducted from net assets

Minority interests........c.cccecevvueeeenen.
Net assets applicable to common stock

Number of shares of common stock at end of year...........................

Yen
2014 2015
¥ 363.52 ¥ 423.98
38.62 45.86

Millions of yen

2014 2015
¥ 2,403 ¥ 2,853
¥ 2,403 ¥ 2,853
62,229 thousand 62,205 thousand
shares shares

Millions of Yen

2014 2015
¥ 24,102 ¥ 28,040
1,485 1,670
1,485 1,670
22,617 26,369
62,216 thousand 62,195 thousand
shares shares

@
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