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Presentation

Sakotani: Hello everyone. | am Sakotani, President of CHUDENKO CORPORATION.

Today, | will explain our financial results for Q2 of FY2020. From the viewpoint of preventing the spread of
COVID-19, we have decided to hold the meeting in the form of video distribution. Thank you very much for
your understanding.

If there are any questions about the Company's financial results briefing materials, et cetera, please contact
the person in charge of IR in the Corporate Planning Department.
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Today, | would like to explain our business results for Q2 of FY2020 and earnings forecasts, as well as our
initiatives under the Medium-Term Management Plan.

| would like to talk about the business environment in FY2020 and an overview of the Group, before |
explain the results for Q2 of FY2020.

In the construction sector, while public-sector capital investment remained firm, there were concerns that
private-sector capital investment would shrink or be postponed due to the impact of the spread of COVID-
19.
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In the Chugoku region, our operating base, we experienced a contraction in private-sector capital spending
due to the impact of the spread of COVID-19, as well as moves in some regions to postpone or cancel
redevelopment.

Against this backdrop, we continued to expand our share in urban areas while securing demand in the
Chugoku region. In Q2 of the fiscal year under review, the spread of COVID-19 did not have a significant
impact.
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Now, | would like to explain our consolidated business results for Q2 of FY2020.

First of all, as shown in the Statement of Income, sales and profits increased compared with the previous
fiscal year. Net sales increased by JPY7 billion YoY to JPY82 billion, mainly due to the addition of SHOWA
CORPORATION, despite a decline on a non-consolidated basis.

Next, operating income increased by JPY600 million to JPY3.2 billion due to an increase in gross margin
resulting from an increase in net sales. Ordinary profit increased by JPY600 million to JPY4.4 billion.
Quarterly net income was JPY2.9 billion, unchanged from the previous fiscal year, due to the absence of the
gain on sales of investment securities, which was recorded in the previous fiscal year.
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Next, this chart shows a breakdown of changes in net sales, which increased by JPY7 billion from JPY75
billion in Q2 of the previous fiscal year to JPY82 billion in the current fiscal year.

On a non-consolidated basis, although sales of the Distribution Line Work Business increased, sales of the
Air-Conditioning Piping Work and Other Businesses decreased, resulting in a decrease of JPY700 million from
the previous fiscal year.

On the other hand, for the consolidated subsidiaries, sales increased by JPY10.1 billion in metropolitan areas,
mainly due to the addition of SHOWA CORPORATION, despite decreases of JPY900 million in Chugoku region
and JPY1.3 billion overseas, As a result, sales increase by JPY7.8 billion in total.
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Second-quarter operating income increased by JPY600 million from JPY2.6 billion in the previous fiscal year
to JPY3.2 billion in the current fiscal year. On a non-consolidated basis, sales in the Electric Power sector
increased by JPY400 million, while sales in the General sector decreased by JPY100 million due to a decrease

in net sales.

Next, in terms of consolidated accounting, amortization of goodwill was the same as in the previous fiscal
year, and operating income of consolidated subsidiaries increased, resulting in an increase of JPY200 million.
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Next, | would like to refer to the balance sheet.

Total assets decreased by JPY9.2 billion to JPY265.6 billion, mainly due to fewer completed construction
contracts, which resulted in a decrease of JPY10.5 billion in accounts receivable from completed
construction contracts compared to the end of the previous fiscal year.

Total net assets increased by JPY1.4 billion to JPY213.4 billion, mainly due to an increase of JPY2.2 billion in
unrealized gains on securities.

The shareholders' equity ratio increased 3.2 percentage points from 75.7% to 78.9%.
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Next, we refer to orders received and net sales for CHUDENKO on a non-consolidated basis.

Orders received on the left-hand side totaled JPY78.1 billion, an increase of JPY3.4 billion from the previous
fiscal year. The breakdown shows a decrease of JPY3.2 billion in the Indoor Electrical Work Business due to a
decrease in plant-related orders. On the other hand, orders for large-scale construction, such as GIGA
schools, increased by JPY2.5 billion, orders for Distribution Line Work increased by JPY2 billion, and for
Electrical Power Transmission and Distribution Work increased by JPY1.3 billion.

Net sales on the right decreased by 700 million from the previous fiscal year to JPY65.5 billion. This was
mainly due to a decrease in the Air-Conditioning Piping Work Business, owing to a decrease in hotels and
condominiums, despite an increase in the Electricity sector, such as Distribution Line Work and Electrical
Power Transmission and Distribution Work.
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Next, let's look at our earnings forecast for FY2020.

The business climate remains uncertain due to factors such as the impact of the spread of COVID-19.
However, in order to achieve our earnings forecasts, we will work to expand our net sales by proposing
renovation work in the Chugoku region, strengthening our system for receiving orders and constructing
plants, and expanding our sales base in urban areas.

We will also work to secure and expand profits by thoroughly managing costs and improving productivity
through the use of IT and other means.
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First, please refer to the consolidated statements of income.

Sales and profits are expected to increase in FY2020. Net sales is forecast to increase by JPY14.1 billion from
the previous fiscal year to JPY183 billion, due to the consolidation of SHOWA CORPORATION, despite a
decline in CHUDENKO on a non-consolidated basis.

We forecast operating income to increase by JPY0.4 billion to JPY8.8 billion, due to an increase in
consolidated subsidiaries, despite a JPY0.1 billion decline in CHUDENKO on a non-consolidated basis.

Ordinary profit is expected to be JPY11.1 billion, the same amount as the previous fiscal year.

Net income is expected to increase by JPY2.6 billion to JPY7.4 billion due to the absence of the impairment
of goodwill and the valuation loss on stockholdings that occurred in the previous fiscal year.
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Next, we look at orders received and net sales by division on a non-consolidated basis.

Orders shown on the left are expected to be JPY146 billion, down JPY200 million, almost the same level as
the previous fiscal year. Although sales of Indoor Electrical Work and Air-Conditioning Piping Work will
decline from the previous fiscal year, we believe that we will be able to secure the same level as the
previous fiscal year as a whole due to an increase in sales of Information Communication Equipment Work
and Distribution Line Work.

In net sales on the right, we forecast a YoY decline of JPY4.3 billion to JPY145 billion due to a large decrease
in Indoor Electrical Work and Air-Conditioning Piping Work, owing to a decrease in large-scale construction
projects such as school air-conditioning, despite an increase in Electricity-Related Businesses, such as
Distribution Line Work, and Information Communication Equipment Work.
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Next, the trends in individual orders received and net sales.

As shown in the line chart, in FY2019 net sales were higher than orders received, due to a large number of
completed projects and a substantial rise in net sales. In FY2020, orders will remain at the same level as in
the previous year, while sales will decrease, and orders will exceed net sales. Nevertheless, net sales will
remain at a very high level compared to normal years.

The balance carried forward is also expected to grow, mainly in metropolitan areas, rising from JPY88.7

billion in the previous fiscal year to JPY89.7 billion, a

n increase of about JPY1 billion.
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This graph shows the transition of net sales for distribution line construction.

Until FY2016, net sales increased due to the Electric Pole Renewal Business. However, due mainly to the
decline in replacement demand for these poles, sales in FY2018 fell significantly to JPY26 billion.

Against this backdrop, we are rebuilding our personnel and organizational structure to ensure efficient
construction. We are also leveling construction through early ordering and other means. In addition, we are
experiencing increases in replacement demand for distribution poles and orders for general construction
work. As a result, net sales will increase by JPY700 million to JPY29.4 billion YoY.

In addition, underground line construction is also expected to increase due in part to the impact of the
revision of the law, and we intend to continue to develop our sales and construction systems.
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Next is order received and net sales by region for CHUDENKO on a non-consolidated basis.

As a growth strategy, while maintaining sales in the Chugoku region, we are developing our system in urban

areas where demand is expected.

Orders and net sales in the Chugoku region, shown in blue, have been firmly maintained at JPY120 billion to

JPY130 billion.

Meanwhile, orders in the metropolitan areas, where we are expanding our business, are steadily increasing.
Although net sales declined as a reaction to the concentration of large-scale projects completed in the
previous fiscal year, it remains at a high level, and the ratio of construction to net sales is expected to
increase 1.5 times, from 8% three years ago to 12%. We will continue to expand our business in urban areas

while maintaining demand in the Chugoku region.
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Next, regarding the renovation work.

The graph of the Ministry of Land, Infrastructure, Transport and Tourism on the right shows that
maintenance and repairs, which we call Renewal/Renovation Business, account for about 30% of all
construction work.

We have been actively engaged in renovation work through our proposals, and sales have been increasing
to levels that exceed 40% of total net sales of our General sector, becoming a major cornerstone of our
business.

Net sales in FY 2020 are expected to decline slightly from the previous fiscal year due to a decline in the
number of school-related air-conditioning works, but it will remain at a higher level.
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Next is the main management indicator.

The blue bar graph, net sales, is continuing to increase from FY2012, and expected to increase for the ninth
consecutive fiscal year at JPY183 billion for the fiscal year under review.

We expect the gross profit margin in red to increase by one percentage point to 13.6% due to efficiency
improvements and thorough cost management amid a decline in the profit margin at the time of order

taking amidst fierce competition for orders.

Operating income in grey is expected to increase for the second consecutive year due to higher gross margin.

On the other hand, operating income ratio will remain at approximately the same level as the previous year,
partly due to the amortization of goodwill.

ROE in green is expected to increase 1.2 percentage points to 3.5% due to an increase in net income.
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Next, we explain our initiatives under the Medium-Term Management Plan.

The three-year Medium-Term Management Plan launched in FY2018 is finally at the end of the final year of
the plan. Today, | would like to explain the status of our efforts to date under the Medium-Term
Management Plan and our initiatives in FY2020.

We are currently in the process of formulating the next Medium-Term Management Plan. We plan to show
it in April next year.

Under the current Medium-Term Management Plan, we are implementing five major measures under the
theme of transformation and growth.

First, regarding securing and expanding orders, as | explained earlier, we are expanding our business mainly
in urban areas while firmly maintaining demand in the Chugoku region, and we are steadily achieving results.

Next, in terms of securing and expanding profits, through appropriate cost management and reduction in
material procurement costs, as well as efficiency improvements through operational reforms, improvements
such as improved profit margins have been made.

The effects of improving productivity through operational reforms and the utilization of IT are becoming
apparent, and we will continue to vigorously promote them.

The results of human resource development, including support for acquiring employee qualifications and
improving technological capabilities, are the foundation of our growth, and we will continue to actively
secure and develop human resources.
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Ensuring quality is the starting point of customer trust, and we will continue to firmly secure the stable
supply of electricity and the maintenance and management of customers' facilities.

AR EETEI (2018 ~2020F E D MYHHA (BYMEAH &)

[$#r7-73581E3K]
"ITHBETIEDZFE-EIAEH DRI
- KB TEQOEMAUL)DFE-iE TAFIDERYHA581E
-SVERE B @Y E RIS K AR MR
JAVMA—T 4 EORREEEIC KD ERE T D HEE
-ETRERZIEATORIEICKDEEEDM L
EBEYE-WEODROBHEICESIEEEDRA L
B EHNEDIY A D HNE

hHREHELRESERL. PRAIE DD (024FE -
BIZBOES)ISRAF TG

19 Copyright©2020 CHUDENKO Corporation All Rights Reserve d

In order to advance these major measures even more vigorously and achieve the targets for the final year of
the Medium-Term Management Plan, we are implementing the following initiatives as strengthening
measures.

First, in order to expand plant construction, we will strengthen our order and construction systems, mainly
in the three prefectures of Hiroshima, Okayama, and Yamaguchi, where there are many plants.

In order to further expand our business in urban areas, we will increase the scale of our operations and
strengthen our system for receiving orders for large-scale construction projects worth more than JPY2 billion.

Furthermore, in order to implement peak shaving, we will promote construction efficiency through front
loading and other means.

In addition, we will work to improve productivity by enhancing the efficiency of construction chart
preparation and by making use of IT to establish and deepen operational reforms.

By advancing these measures, we intend to firmly work to achieve our medium-to long-term vision for
FY2024, our 80th anniversary.
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Next is the numerical targets in the Medium-Term Management Plan.

Our initial target for net sales was JPY165 billion, but we have achieved it in FY2019, and therefore revised
our sales target for FY2020 to JPY183 billion, taking into account factors such as the consolidation of SHOWA

CORPORATION.

In light of the fierce competition for orders in recent years, we revised the initial operating-income target of

JPY10 billion to JPY8.8 billion.

Despite the difficult situation, we will work to secure further profits by ensuring sales by strengthening
proposal-based sales for renovation work and expanding the sales base in urban areas, and by improving

productivity through thorough cost management and operational reforms.

By achieving these targets, we intend to achieve net sales of JPY200 billion and operating income of JPY13

billion targets in our medium-to long-term vision for FY2024.

Support
Japan 03.4405.3160 North America 1.800.674.8375 —— SCRI PTS
Tollfree 0120.966.744 Email Support support@scriptsasia.com S Asic’s Meetings, Glabally


mailto:support@scriptsasia.com

hHAEEETE (2018~2020F EIDBYEA (AM OFER-BF ) {E5)
EHRHER

2020.10.13R4E

20164 [ | 20174 ‘ 20184F /& ‘ 20194/ 20204 [ ‘ 20214E [
FiE
1474 132 133 119 138 135
FEE IR BEERE
--2?20'4];5& Bt | 15445 204108 | R

ESISEIEERT (1.2680) 9174 1,122 205

EIBHITEERT (1.268) 2684 282 14

' | Hiirt 344 57 23
B 27% 30~39 /
\J y XBLEERL BA1H E15) ORBNAE 484
3075 sk 5 H32) EEHEDRE SEOBIEEHUP
21 Copyright£2020 CHUDENKO Corporation All Rights Reserved

Next, | will explain the recruitment and development of human resources, our most valuable asset and
essential to achieving the goals of our Medium-Term Management Plan.

In recent years, recruitment activity has been facing a severe seller's market, but we continue to recruit
around 130 people, and we plan to recruit 135 people this year as well, almost as planned. From the
standpoint of the early development of younger generation, we are encouraging them to acquire the
qualifications for electrical construction and pipe construction that are especially necessary in the business.

As a result of the encouragement to acquire qualifications, the number of qualified employees is steadily
increasing, and construction capabilities are being strengthened. At the same time, the shift to large-scale
construction is advancing due to the improvement of technological capabilities, which is the driving force
behind the increase in net sales.

As you can see from the pie charts, younger people under the age of 30 account for one-third of the total.
By nurturing these younger people, we believe that our technological capabilities and installation
capabilities will further improve in the future.

Support
Japan 03.4405.3160 North America 1.800.674.8375 o= SCR' PTS
Tollfree 0120.966.744 Email Support support@scriptsasia.com S Asic’s Meetings, Glabally

19


mailto:support@scriptsasia.com

AR EEE (2018 ~2020F D MMYHA (BEEXRBEKRDERFE)

(BABREOEKE |
BEHNTREDO=HDIRE

| BROMBRKPCAMOHER - BRF. FRMAREO-OICABEEEER
| $AHCEEL. S00EANHRERZHRET Do

PR EHECPREHCECa VO HIEZEROT-O. BHELENDE
ELRZEHDS
> 2020528 BEFMa—RL—arE T IL—Tit

= BlEEE. MeALRIBMICRE

BEAREIRILT—~DEREICHRYHED

> 2019548 HEBAHEXRT,. BE-ENRIZBITS
FLRANREEEZE~AHESEH

22 Copyright=2020 CHUDENKO Oorporation All Rights Reserved

Next, | will explain specific measures for capital policy.

As an investment for sustainable growth, we have prepared JPY30 billion for business expansion and the
recruitment and development of human resources, and are advancing various measures.

In terms of FY2019's performance, SHOWA CORPORATION was consolidated through an M&A conducted in
February this year. As a result, it has made a significant contribution to our consolidated results, and in the
future, we intend to use the strengths of both companies to strengthen collaboration, which will lead to
further growth of both companies.

We also intend to continue to invest in the introduction and investment of renewable energy. As one of
such measures, we jointly invested in a wind power plant in Taiwan in April 2019 with Chugoku Electric
Power.
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Next, regarding shareholder returns.

We place emphasis on providing sustainable and stable dividends, and intend to pay dividends targeting a
consolidated dividend on equity ratio of 2.7%.

In addition, the Company decides to repurchase shares as necessary after comprehensively considering the
business environment and other factors.

The dividend forecast for FY2020 is a DOE of 2.79%, and the annual dividend per share is expected to be
JPY104.

The Company acquired 430,000 shares of treasury stock at a cost of JPY900 million in September of this year.
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Finally, let's look at the trends of dividends and the dividend payout ratio.

The bar graph shows dividends per share and the line in red indicates the dividend payout ratio. In FY2014,
we adopted the DOE. We have increased the DOE from around 2.0% to 2.5% in FY2017 and 2.7% in FY2018.

In FY2020, we expect to pay a dividend of JPY104, the same amount as FY2019, and in the interim, we plan
to pay a dividend of JPY52 per share, half of the full-year amount.

This concludes my explanation. The remaining materials are for reference only, and explanations are
omitted.

Thank you for watching.

[END]
Document Notes
1. Portions of the document where the audio is unclear are marked with [Inaudible].
2. Portions of the document where the audio is obscured by technical difficulty are marked with [TD].
3. This document has been translated by SCRIPTS Asia.
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Disclaimer

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS
Asia believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript
does not purport to be a complete or error-free statement or summary of the available data. Accordingly,
SCRIPTS Asia does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of
the information contained in this event transcript. This event transcript is published solely for information
purposes, and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based,
companies may make projections or other forward-looking statements regarding a variety of matters. Such
forward-looking statements are based upon current expectations and involve risks and uncertainties. Actual
results may differ materially from those stated in any forward-looking statement based on a number of
important factors and risks, which are more specifically identified in the applicable company’s most recent
public securities filings. Although the companies may indicate and believe that the assumptions underlying
the forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate
or incorrect and, therefore, there can be no assurance that the anticipated outcome described in any
forward-looking statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE
PUBLIC MEETING OR CONFERENCE CALL. ALTHOUGH SCRIPTS ASIA ENDEAVORS TO PROVIDE ACCURATE
TRANSCRIPTIONS, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE
TRANSCRIPTIONS. IN NO WAY DOES SCRIPTS ASIA OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BY ANY PARTY BASED UPON ANY
EVENT TRANSCRIPT OR OTHER CONTENT PROVIDED BY SCRIPTS ASIA. USERS ARE ADVISED TO REVIEW THE
APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT.

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or
unauthorized purposes.

The content of this document may be edited or revised by SCRIPTS Asia at any time without notice.

Copyright © 2020 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights
reserved.
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