O UR STRATEGY

To Our Sharenholders

How would you describe the market environment
in the year ended March 20157

Question

The Petrochemical Products Business was
affected by stagnating conditions, but we recorded
excellent performance trends in the Fine Chemicals

and Other Products Business.

The market environment in the year ended March 2015, drastically
changed in the second half of the period; raw material prices fell along with
the prices of finished products due to a plunge in crude oil prices. The yen
rapidly weakened against major currencies. Meanwhile, the environment
for our major customer industries was generally stable. There was a global
increase in production by automotive tire and motor vehicle manufactur-
ers, and the production of semiconductors was steady due to strong
demand, especially for use in smartphones, tablets and other mobile
devices. Trends in production of flat panel displays (FPDs) for large-screen
TVs were also strong.

The impact on the elastomer business was particularly severe. Despite
global growth in demand, market prices fell due to a worsening supply-
demand balance caused by an over-supply situation, especially in East
Asia. The result was reduced spreads between the prices of key raw
materials and the prices of our products. Despite stagnating markets, net
sales from the Petrochemical Products Business were about the same as

in the previous year, in part because of price adjustments implemented in
the first half of the year to reflect higher raw material prices.

On the other hand, buoyant market trends helped to expand sales of
semiconductor materials and display materials. Our withdrawal from the
precision materials and processing business, which had become unprofit-
able, also contributed to a substantial year-on-year increase in net sales
and operating income from the Fine Chemicals and Other Products Busi-
ness. This offset the downturn in the Petrochemicals Product Business.

As a result, consolidated net sales in the year ended March 2015 were
2.5% higher year on year at ¥404.1 billion, while operating income rose by
5.6% to ¥38.1 billion, and net income by 18.9% to ¥29.9 billion.
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O UR STRATEGY

To Our Sharenholders

What were your priority initiatives
in the year ended March 20157

Question

We established JBE to provide production capacity for
Solution Polymerization SBR (S-SBR), and we made preparations

to put our Strategic businesses activities on a growth track.

Our main priority for the Petrochemical Products Business was the start-
up of the first phase of S-SBR production facilities for our Thai joint ven-
ture, JSR BST Elastomer Co., Ltd. (JBE). The project fell behind schedule
because of delays in obtaining customer approvals, but the plant is fully
operational in now. We are also proceeding with a second phase of plant
construction at JBE in order to double the plant’s production capacity in
anticipation of demand growth in the medium- to long-term future.

In the Semiconductor Materials business, major customers started
full-scale production of leading-edge 20nm-generation products in which
we holds large market share. Because of our high market share in this
area and our capability of supplying high quality product consistently, this
resulted in higher sales.

We were able to enhance the competitiveness of the Display Materials
business through in-depth localized operations by our South Korean and
Taiwanese group companies, and through the establishment of a technical
service organization. In addition, we decided to establish a Chinese joint

venture, JSR Micro (Changshu) Co., Ltd., to expand sales in the Chinese
market, which is expected to show rapid growth.

In the Strategic business category, we concentrated our resources in
the areas of life sciences and lithium ion capacitors (LICs). In the life
sciences area, we made significant progress toward the establishment of
structures to support non-organic growth. In the LIC area, we steadily
increased the number of companies using our products, and while this
business is still small, there was a significant increase in sales. We also
completed a new plant for the mass production of miniaturized products
with the aim of expanding our sales.

As a result of these efforts, JSR was able to achieve the revenue targets
set down at the beginning of fiscal 2015, which was the first year under
JSR20i6. However, new strategies will be needed in the petrochemical
products area because of the effects of a chronic over-supply situation and
market stagnation. | intend to work tenaciously toward the achievement of
our operating income target of ¥50 billion in the final year of JSR20i6.
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To Our Sharenholders

STRATEGY

What is your growth scenario going forward?

Question

We aim to strengthen our structure in the Petrochemical

Products Business in anticipation of worsening profitability,

while working toward non-organic growth in the new Life Science

business, which we have positioned as a new core segment.

There are two major changes in our strategies. First, we will strengthen the
structure of our Petrochemical Product business. The breakeven point for
the Petrochemical Products Business has improved by 20 points com-
pared with the position before the Lehman shock, but profitability is
expected to deteriorate over the next few years because of harsh trends in
demand and market prices. By seizing opportunity now that financial
resources are being generated by breakeven point improvement, we will
invest ¥30-40 billion over the next four or five years in initiatives to bring
facilities, some of which were built around 40 years ago, up to date and
ensure safety. By doing so, we will make them more robust and more
sustainable, so that they will still be usable 20 or 30 years from now. In
addition to this facility improvement, we will also prepare for medium and
long-term growth by restructuring our product portfolios.

In the Life Science business area, we have focused on collaboration
with other companies. For example, we have strengthened our relationship

with MEDICAL & BIOLOGICAL LABORATORIES CO., LTD. (MBL), a
pioneering Japanese manufacturer of antibodies, and jointly acquired KBI
Biopharma, Inc. (KBI), a contract developer and manufacturers of biophar-
maceuticals in the United States. These moves will allow us to go beyond
the expansion of our existing group business activities, and to expand into
other business areas, including not only raw materials but also the devel-
opment of reagents and reagent manufacturing processes, and contract
manufacturing of reagents. For example, we could use the knowledge and
sales channels of MBL in the area of reagents, and contract biopharma-
ceutical manufacturing capabilities of KBI in area of bioprocess materials.
From a business portfolio perspective, the life sciences field is less vulner-
able to raw material prices or economic trends than other business seg-
ments and offers opportunities to apply the strengths of JSR. We aim to
achieve net sales of ¥30 billion in the year ending March 2017.
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STRATEGY

To Our Sharenholders

What is your thinking on capital strategy?

Question

While giving priority to investment in growth,
we will also work to improve ROE and maintain

a flexible approach to shareholder returns.

Apart from the period affected by the Lehman shock, long-term trends in
our operating cash flows have generally remained stable despite fluctua-
tions in earnings. During the period covered by mid-term management
plan JSR20i6, we expect to generate cumulative cash flows amounting
to around ¥160 billion.

Our capital allocation policy calls for growth investment of around
¥100 billion, including organic investment in existing business activities
and inorganic investment, such as the acquisition of shareholdings in
other companies, as typified by our investments in MBL and KBI. We
intend to use our remaining cash flows and other cash reserves to
maintain a gross payout ratio, including dividends, share buy-backs and
other shareholder returns, of 50% or higher during the period of JS-
R20i6. This represents a change in policy on shareholder returns, which
previously called for a payout ratio of 30%. Going forward, our policy on
shareholder returns will be to combine stability with flexibility.

In addition to our commitment to shareholder returns, this change
was also motivated by our desire to achieve a double-digit ROE. We
aim to increase ROE from its present level of 8.7% to over 10% in the
near future.

We have made decisions about a number of targets for growth
investment, including the expansion of overseas business sites, and
M&A activities.

The dividend for the year ended March 2015 was ¥40. The dividend
ratio was 31.2%, and the gross payout ratio was 64.6%.

We will continue to give priority to growth investment in the allocation
of resources. We will also implement shareholder return policies that
target further improvement in ROE, while also taking into account pre-
vailing economic conditions and our financial position.
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