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What are your thoughts on the current status and future of the petroleum industry?

Looking at trends in global crude oil prices throughout fi scal 2014 ended March 2015, the price of West Texas Intermediate (WTI) crude oil 

dropped sharply over the period of just a few months, falling to around US$50–US$55/barrel as of the end of the year. This was largely attribut-

able to the economic downturn in Europe and China, the increase in production of shale oil in the United States resulting in additional supply, and 

excess supply refl ecting the decision by OPEC to maintain production volumes.

 On a personal note, I see this decline in crude oil prices as a temporary phenomenon. This is because of the inherent tight nature of oil supply 

and demand over the medium-term due mainly to increases in the populations of emerging countries, the upswing in demand commensurate with 

economic development, political unrest in oil producing countries, and the natural decline in crude oil production volumes. Despite the develop-

ment of new oil fi elds, and the intrinsic seesawing characteristic of price fl uctuations, I feel confi dent that crude oil prices will follow an overall 

upward path due to the signifi cant potential for demand growth to exceed supply.

 On the domestic front, Japan is projected to exhibit a persistent decline in demand. This is primarily due to the nation’s declining population, 

considerable emphasis on promoting energy conservation, and improvements in the fuel effi ciency of automobiles. Against this backdrop, Japan’s 

Act on Sophisticated Methods of Energy Supply Structures came into effect in order to boost international competitiveness. As a result, oil refi ners 

reduced their total refi ning capacity by 1,000,000 barrels/day by the end of March 2014. And with the introduction of new assessment criteria in 

July 2014, calls are being made under the law to effect a further cutback of around 400,000 barrels/day in real terms by the end of March 2017. 

Under these circumstances, Cosmo Oil together with the petroleum industry is working to optimize refi ning capacity, coordinate activities on an 

individual refi nery basis, and take the initiative to address the decline in domestic demand. I believe that appropriate steps will continue to be 

taken to form a proper product market in Japan going forward.

A. 01
Q. 01

Regarding Japan’s Petroleum Industry
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Under the environment that you have described, how will the Cosmo Oil Group go about securing growth? 

Can you also elaborate on the progress made over the past two years and your long-term vision?Q. 02
We have continued to promote a variety of initiatives in line with the four basic policies outlined in our Fifth Consolidated Medium-Term 

Management Plan.

 In addition to the introduction of a unit system for each business, we have also taken steps to maximize the earnings of each unit based on a 

clarifi cation of the responsibilities and authority of individual units. This has in turn contributed to an improvement in the Group’s overall profi tability.

 Over the past two years, we have carried out a variety of measures in a timely manner. Consistent with the aforementioned basic policies, we:

(1)  closed the Sakaide Refi nery and converted it to an oil terminal. This was in line with efforts to rationalize operations and has helped to improve 

effi ciency;

(2)  decided to pursue commercial operations in partnership with the TonenGeneral Group in connection with the Chiba Refi nery and established 

the Keiyo Seisei joint-venture company in January 2015. After the completion of a pipeline between the two refi neries, we expect to generate a 

synergy effect of more than ¥10 billion;

(3)  decided to enter into a business alliance with the Showa Shell Sekiyu Group with respect to the Yokkaichi Refi nery, which is projected to 

generate a synergy effect of around ¥2.0 billion.

With steps in place to engage in commercial operations at Chiba and to promote collaboration at Yokkaichi, the Company has determined its 

policy response to the primary and secondary Act on Sophisticated Methods of Energy Supply Structures. Accordingly, a planning paper* with 

regard to Cosmo Oil’s response to the Act on Sophisticated Methods of Energy Supply Structures has already been submitted to and accepted by 

Japan’s Ministry of Economy, Trade and Industry;

* Notifi cation of a change in target achievement plans for the effective use of crude oil and other energy resources.

(4)  integrated the LP gas business with those of the three companies TonenGeneral Sekiyu K.K., Showa Shell Sekiyu K.K., and Sumitomo 

Corporation to establish a leading LP gas distributor in Japan with the name Gyxis Corporation in April 2015;

(5)  closed the Chiba Plant and restructured the lubricant business supply system by consigning production to the TonenGeneral Group. In this 

manner, we have successfully improved effi ciency.

(6)  strengthened our marketing structure and systems by including Sogo Energy Corporation (formerly Sojitz Energy Corporation) in the Company’s 

scope of consolidation, and;

(7)  promoted “Cosmo Smart B-cle,” a car lease for individual customers, surpassing the 19,000 vehicle benchmark by fi scal 2014. We are steadfastly 

advancing car life value propositions in a bid to transition from a conventional business model that depends solely on fuel oil margins.

By successfully carrying out these measures, we have steadily improved profi tability in our oil refi ning and marketing business.

A. 02

Regarding the Fifth Consolidated Medium-Term Management Plan and Long-Term Vision
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Over the long term, the Cosmo Oil Group aims to 
become a vertically integrated global energy company.

•  Regain profi tability in the refi ning & marketing sector

•  Secure stable income from investments determined during the 

previous medium-term management plan

•  Further strengthen alliances with IPIC and Hyundai Oilbank

•  Further enhance CSR management

Basic Policy

Renewable
Energy

business

SS’s business

Petrochemical
business

Resource
Development

business

Oil refining
business

The Cosmo Oil Group Aims to Become a 
Vertically Integrated Global Energy Company

Changes in Profi ts of Cosmo Oil Group and Crude Oil Prices 
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At the same time, we have made concrete progress in recouping strategic investments made during the period 

of the previous medium-term management plan. In specifi c terms, we have:

(1)  secured a 30-year extension of our interests in Abu Dhabi Oil Co., Ltd. and acquired the Hail Oil Field as a 

new concession area. Steady progress is being made toward the start of production in the second half of 

fi scal 2016. We are also:

(2)  enjoying considerable benefi ts in the wind power generation business (EcoPower Co., Ltd.) following the intro-

duction of the feed-in-tariff (FIT) scheme. The expectation is that we will recover a more than suffi cient return 

on our investment. Moreover, with the start of operations at the new sites of Hirokawa, Aizu, and Watarai, we 

are projecting an increase in generation capacity from about 147 thousand kW to 233 thousand kW.

As a part of efforts to strengthen our alliances with IPIC*1 and HDO*2, we are working to recoup our invest-

ments. At the same time, we are engaging in activities that are designed to trigger new business opportunities 

during the period of the next medium-term management plan. These activities include the following:

(1)  We executed a comprehensive strategic alliance agreement in the oil and gas development business with 

Compañía Española de Petróleos, S.A.U. (CEPSA), a major Spain-based integrated oil company. In bringing 

this alliance to fruition, IPIC served as an intermediary introducing CEPSA, its wholly owned subsidiary, to the 

Company. With the support of IPIC, Cosmo and CEPSA aim to acquire new concession areas and further 

expand business in the future.

(2)  In taking another step forward, Cosmo Abu Dhabi Energy Exploration & Production Co., Ltd. was established 

with CEPSA taking up a 20% equity interest. Taking the fi rst letter of each of Abu Dhabi National Oil 

Company (ADNOC), Cosmo Oil, and CEPSA, ACC workshops are being set up to consider the acquisition of 

new interests to follow the Hail Field and to uncover business opportunities that will form a part of the next 

medium-term management plan.

(3)  In the petrochemical business, we set up Hyundai Cosmo Petrochemical Co., Ltd. (HCP), a joint venture with 

HDO, and continue to promote activities in the para-xylene (PX) business. In addition, we put in place systems 

for promoting the backup supply of catalysts, the exchange of human resources, and a backup supply of 

petroleum products in the event of an emergency. Through these and other means, we worked to deepen 

collaboration.

Moving forward, we will accelerate the pace at which we implement business strategies in the lead-up to 

fi scal 2017, ending March 2018, the fi nal year of the Fifth Medium-Term Management Plan while striving to 

achieve our established targets. As a vertically integrated global energy company, we will work tirelessly to 

become an internationally competitive energy company.

*1 The Company’s principal shareholders International Petroleum Investment Corporation
*2 Hyundai Oilbank Co., Ltd. based in Korea
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FY2013 FY2014 FY2015 FY2016 FY2017 Ordinary Income

Change of 

Company form
—

Oil E&P Business

Hail Oil Field 

Development

77.5
Comprehensive Strategic 

Alliance with CEPSA

Acquisition of 

New Mining Areas

Petroleum Business

Refi neries

18.0

Joint Business in Chiba

Business Partnership

in Yokkaichi

Car Leasing Business

Integration of the

LP Gas Business

Petrochemical Busines

PX Business 10.0

Renewable Energy Business (Wind Power Generation Business)

Development of 

New Sites
4.5

Note) The ordinary income forecast for FY2017 includes consolidated accounting processing, other (+2.0 billion yen) of 112.0 billion yen. Total 112.0

Progress of Priority Measures in the 5th Consolidated Medium-Term Management Plan

Transformation to a holding company and a company with audit and supervisory committees

Production

Forming a comprehensive strategic alliance, Cepsa took stake in Abu Dhabi Oil Co., Ltd., pursuing synergies

Strengthening alliances with ADNOC and CEPSA to acquire new mining areas in Abu Dhabi

Skipping shutdown maintenance of Chiba RefineryRationalization, efficiency improvement (promotion of alliances)
Closure of 

Sakaide Refinery

Start integrated operation 
of refineriesEstablish Keiyo Seisei J.V. /Pipeline construction

Commencement of 
the business partnershipBusiness partnership agreement (May, 2015)

Consider Chiba refinery/Joint business 
 � Agreement (June 2014)

Accumulated total: 
Approx. 90,000 vehiclesAccumulated total: Approx. 60,000 vehiclesAccumulated total: Approx. 20,000 vehicles

Establish GYXIS, which is among the top in terms of industry share (integration of four companies)
Agreements to integrate the LP Gas wholesale 

 business as well as the retail business

600,000 tons of MX in Japan � 1.18 million tons of PX (HCP) � Clothing and PET (China and others)

Start of operation at Watarai � 230,000kWStart of operation at Hirokawa/Aizu (Approx. 40,000kW) � Approx. 180,000kW*Generation capacity: Approx.150,000kW

Drilling of appraisal well
Dredging waterway, 

reclamation of artificial island, etc.3D seismic prospecting/data analysis

(Unit: billion yen)
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Cosmo Oil has announced details of its decision to transform itself into a holding company. 

What do you hope to achieve and what are your aspirations in making this move?Q. 03
Under its Fifth Medium-Term Management Plan, the Cosmo Oil Group has looked to transform its business 

portfolio. While adopting a policy of extensive rationalization centered on our oil refi nery and marketing 

business, we have continued to shift management resources to the resource development, retail, and wind 

power generation businesses, which are positioned as drivers of future growth. At the same time, the 

decision to transform Cosmo Oil into a holding company on October 1, 2015 is based on the overarching 

goal of securing sustainable growth for the Group as a whole and strengthening the competitiveness of 

individual businesses by overseeing the optimal allocation of management resources. Following this 

transformation, plans are in place to promote a structure that is comprised of the holding company and 

the three core business companies, resource development, supply, and marketing.

Cosmo Energy Holdings Co. Ltd.

Cosmo Oil Co., Ltd.
(supply company)

Cosmo Energy Development Co. Ltd.
(resource development company)

Cosmo Oil Marketing Co., Ltd.
(marketing company)

Resource Development-Related 
Subsidiary Companies and Affiliates

Marketing-Related Subsidiary 
Companies and Affiliates

Affiliates Under the Immediate
 Control of the Holding Company

Supply-Related Subsidiary 
Companies and Affiliates

The Transformation to the Holding Company Structure

A. 03

Regarding the Purpose and Background behind the Transformation to a Holding Company
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 Currently, Cosmo Oil is preparing for its transformation to a holding company with the following three objectives.

 The fi rst objective is to strengthen business competitiveness and realize stable holding company profi ts. To this end, we will increasingly delegate 

authority and responsibilities to business companies to ensure that the business execution is carried out in an effective and adroit manner in the face 

of a changing operating environment. Our goal therefore is to allow business companies to expedite decision-making in a timely manner. Moreover, 

the transformation to a holding company will facilitate the separation of business risks associated with inventory valuation resulting from fl uctuations 

in crude oil prices. In this manner, the holding company will secure stable earnings through management support fees and dividends received from 

each business company, which in turn will underpin the stable shareholder returns of the holding company.

 The second objective is to accelerate the enhancement of Group management and accelerate the reallocation of management resources. Currently, 

the management resources of people, goods, and capital are unevenly distributed in the oil refi nery and marketing business. Moving forward, the 

holding company will focus on determining management strategy and therefore direct the appropriate fl ow of resources to the resource development, 

retail, and wind power generation businesses, which are positioned as drivers of future growth. We will make every effort to accelerate the pace of 

growth within each business. At the same time, our policy toward the core oil refi nery and marketing business will focus on streamlining operations 

and increasing effi ciency in a bid to bolster competitiveness.

 The third objective is to promote alliances in each business. We have already taken up an equity interest in CEPSA in the oil E&P business and have 

engaged in a variety of activities including joint refi nery business development and the integration of LP gas businesses. Looking ahead, we will 

establish organizations for each business company and work to further enhance corporate value by pursuing a fl exible and swift alliance strategy.

Core businesses Growth businesses

Sustainable growth and improvement of corporate value 
through the transformation of the business portfolio

*The size of the circle indicates the size of the assets of each business.

Supply Business

Oil E&P BusinessRetail Business

Wind Power Generation Business

Accelerating growth further by 
shifting management resources

(people and money)

Improving profitability by
improving efficiency and competitiveness 
through alliances with other companies 

and other initiatives
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In conjunction with the transformation to a holding Company, Cosmo Oil is also taking up the governing format 

of a company with an audit and supervisory committee. What are you intentions for taking this additional step?Q. 04
Japan is currently engaged in lively debate on the topics of corporate value and corporate governance. As a part 

of the revised revitalization strategy approved by Japan’s Cabinet in June 2014, Japan’s Corporate Governance 

Code came into effect in June 2015 as a reform measure aimed at promoting the international competitiveness of 

Japanese companies.

 From our perspective, we have decided to adopt a company with an audit and supervisory committee 

governance format in conjunction with our transformation to a holding company in October 2015. While 

addressing and complying with the new code as a matter of course, we have placed equal weight on enhancing 

management transparency and accountability. In addition to ensuring that independent directors, who form a 

majority on the Audit and Supervisory Committee, participate fully in resolutions of the Board of Directors, we are 

encouraging management debate that incorporates a wide spectrum of perspectives in order to engage in 

aggressive governance thereby enhancing shareholder value. Our expectations are that outside directors will bring 

to the table their diverse and abundant ideas and opinions based on their respective fi elds of expertise.

A. 04

Regarding Efforts to Strengthen Governance through the Transformation to a Holding Company

Changes in business environment (social requirements)

management

Rationale behind and Objectives of Changes in 
the Company’s Governance Structure

Company with an Audit & 
Supervisory Committee Governance Structure
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In fi scal 2014, the Company implemented a series of measures in line with its Fifth Medium-Term Management Plan. 

At the same time, the Company took steps to improve its fi nancial position. Can you provide us with your thoughts of 

future capital strategies and specifi c details on efforts to improve the Company’s fi nancial position?Q. 05
Looking back over the past two years of the Fifth Medium-Term Management Plan, I am confi dent that the Group 

worked in unison to swiftly promote business reforms. While incurring a loss on inventory valuation of ¥116.1 bil-

lion as a result of the sharp drop in crude oil prices in fi scal 2014, from a profi t perspective we have maintained 

an unwavering commitment to rationalization and improving effi ciency. If we exclude the impact of inventory val-

uation, we secured a profi t recovery together with a substantial improvement in cash fl ows by ensuring proper 

margins across marketing departments and increasing added value. In addition, our ability to repost deferred tax 

assets that is judged based on future profi tability was another positive step in fi scal 2014. We will continue this 

initiative going forward.

A. 05

Regarding the Company’s Financial Strategy

Consolidated Cash Flows

(Unit: billion yen)

FY2014
(As of Mar. 31,’15)

FY2013
(As of Mar. 31,’14)

Cash fl ows from operating activities  163.4  35.8

Cash fl ows from investing activities  -30.1  -61.0
Cash fl ows from fi nancing activities  -178.9  12.6

Cash and cash equivalents at end of the period  80.8  123.3

Consolidated Balance Sheet (summary)

(Unit: billion yen) 

FY2014
(As of Mar. 31,’15)

FY2013
(As of Mar. 31,’14) Changes

Total assets 1,428.60 1,696.8 -268.2

Net assets 207.5 261.1 -53.6

Net worth 167.2 231.9 -64.7

 Net worth ratio 11.7% 13.7% Down 2.0 points

Interest-bearing debts 692.9 863.7 -170.8

 Debt dependence ratio 48.5% 50.9% Up 2.4 points

 Debt/equity ratio (times) 4.1 3.7 Down 0.4 points

Net interest-bearing debt* 597.7 723.3 -125.6

 Debt dependence ratio 41.8% 42.6% Up 0.8 points

 Debt/equity ratio (times) 3.6 3.1 Down 0.5 points

 Debt/equity ratio (credit ratings basis) (times)*2 3.1  —  —

Notes: 1. After deducting cash and cash equivalents from the total amount of interest-bearing debt
 2.  Based on an assessment by Japan Credit Rating Agency, Ltd., which recognizes the nature of subordinated and hybrid loans as 

having equity value, an amount equivalent to 50% of the principal of subordinated and hybrid loans is deemed as capital for debt/
equity ratio calculation purposes. Accordingly, 50% of the ¥60 billion hybrid loan drawn by the Company on April 1, 2015 has been 
factored in as capital.
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 Turning to efforts aimed at improving our fi nancial position, we have continued to streamline our balance sheet 

through various measures, including the divestment of businesses on the basis of profi tability. This comes in the wake 

of the prolonged suspension of operations at our Chiba Refi nery as a result of such factors as the Great East Japan 

Earthquake in 2011, which in turn led to a substantial increase in interest-bearing debt. As of the end of fi scal 2014, 

we undertook a major reduction in inventory, which has enabled us to cutback interest-bearing debt by ¥170.8 bil-

lion compared with the end of the previous fi scal year. Moreover, we secured fi nancing through a subordinated loan 

totaling ¥60.0 billion in April 2015 thereby bolstering capital in real terms. While technically acknowledged as debt, 

the 60-year maturity period together with other terms and conditions ensure that the attributes of this subordinated 

loan are similar to equity capital. At the same time, we believe that our ability to procure fi nancing in this manner is a 

measure of the high regard in which our business and potential is held by fi nancial institutions and ratings agencies. 

Despite the aforementioned initiatives, we understand the ongoing need to improve our fi nancial position as a key 

management priority. We will therefore continue to reduce interest-bearing debt and improve all fi nancial indicators 

as we work toward fi scal 2017, the fi nal year of our Fifth Medium-Term Management Plan.

As of March 31, 2014 As of March 31, 2015 April 1, 2015

(date of procurement)

DecreaseReduction in interest-bearing debt and 
decrease in net assets excluding minority 

interests attributable 
to loss on inventory valuation

Assets Assets AssetsLiabilities

Equity

Liabilities

Equity

Liabilities

Equity

Subordinated loan of 
¥60.0 billion

Subordinated loan
Interpreted as having 
50% equity value on 
a credit ratings basis

Changes in the Balance Sheet

FY2014
(As of Mar. 31,’15)

FY2013
(As of Mar. 31,’14) Changes

D/E ratio 3.6 times 3.1 times Down 
0.5 points

D/E ratio*
(credit ratings 
basis)

3.1 times ̶ ̶

*  Based on an assessment by Japan Credit Rating Agency, Ltd., which recognizes the 
nature of subordinated and hybrid loans as having equity value, an amount equiva-
lent to 50% of the principal of subordinated and hybrid loans is deemed as capital 
for debt/equity ratio calculation purposes. Accordingly, 50% of the ¥60 billion hybrid 
loan drawn by the Company on April 1, 2015 has been factored in as capital.
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In closing, can you elaborate on the Company’s approach toward the payment of dividends?

Q. 06
We have been forced to forego the payment of a dividend for fi scal 2014 due mainly to the loss on inventory 

valuation attributable to the sharp drop in crude oil prices. However, and as I have stated before, we will increase 

the profi tability of business companies with the transformation to a holding company structure and continue to 

promote a policy with respect to the distribution of profi ts that balances the needs to undertake forward-looking 

investments, improve our fi nancial position, and provide adequate returns to shareholders.

 In conclusion, I am committed to taking a strong leadership position to ensure we quickly reap the benefi ts of 

the transformation to a new structure and to excel in a new era of global market competition. While working in 

unison, we will do our utmost to fulfi ll our corporate social responsibility and to garner the trust of society.

June, 2015

President, Chief Executive Offi cer

Keizo Morikawa

A. 06
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