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Presentation

Takashima: Good morning, everyone. I am Takashima, President and Representative Director

of Toyo Ink SC Holdings Co., Ltd. Thank you very much for participating in our online financial

results briefing today.

I would like to briefly offer my explanation of H1. We already have this slide on our website,

but at the beginning, I would like to briefly talk about a few things that are not on that slide

and give you my overall view. First, I would like to talk briefly about our environmental

awareness, followed by a review of the Toyo Ink Group during this period, or new issues that

have come to light.

The first is environmental awareness. I will explain three rough views, especially when looking

from last year to the end of H1 of this year, and then from H2 of this year to the outlook for

next year. First, the global economy is in the midst of a recessionary phase, which has been a

major concern since the recovery of demand after the COVID-19 pandemic and the rise in

interest rates due to inflation.
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On the other hand, in the Japanese economy, prices have been rising gradually due to

cost-push inflation caused by the extremely weaker yen and high raw material prices. GDP has

been fairly positive in the recent past; however, the previous year, which was bad, and the past

two and a half years, which were bad to begin with, have left us with a situation in which the

economic environment is only moderately good.

In addition to economics, overall political risks as well as geopolitical risks are changing on a

daily basis globally, and the pace of technological change is increasing. How has this

environment affected our company? First, regarding the first six months of this year, I would

say that we have certainly benefited from the global economic recovery, especially overseas.

Consolidated net sales increased by 11.1%, especially overseas, and the ratio of overseas sales

to total sales is now slightly over 50%.

In the first six months of the year alone, the increase of raw material prices and energy costs

has been significant. As a result, we were affected with raw material costs of JPY11.6 billion

and energy costs of JPY900 million, for a total of JPY12.5 billion of pressure on earnings.

I also mentioned earlier the aspect of technological change, and in particular, the changes in

the business environment due to this digitalization have been very significant. I think it can be

said that it was significant in many aspects of life. On the negative side, for us, commercial

printing and publication printing were greatly affected, and the clock has been ticking faster

than ever. On the other hand, on a positive note, we see various opportunities being created

and new industries and new opportunities emerging in the future.

With that said, we will discuss specific proposals in the second half of the meeting, but we

believe that our management team is clear on what needs to be done. In the short term, we will

focus on cost reductions, new product development, and price revisions to offset the impact of

the sharp rise in raw material prices.

As for the medium- to long-term, we have started a new medium-term management plan from

FY2021, and I believe that the direction we are heading in is not mistaken under the changing

environment in the medium- to long-term as well. We will provide the products and services

needed in this changing world. To go further, I think it is necessary to take an in-depth look at

our past product and business portfolios once more, or to review and change them.

Next, I will give a brief look back of our company and the challenges we face.

We started our medium-term management plan, Scientific Innovation Chain, SIC-II, in

FY2021, and this year we are just past the halfway point of the second year of the plan. Here

we have three policies.



4

As I wrote here, the first is to strengthen the profitability of businesses. In short, the policy is

to increase profits. The three-year policy remains unchanged, and the annual policy is followed

year after year. We have been focusing our efforts and taking steps in this area in two major

directions.

We will address businesses that are not profitable. As I have already explained here in the past,

we are continuing our business structure reforms centered on the domestic printing inks

business, and we believe that it is finally time to put the finishing touches on these reforms.

Then, in order to make the colorants and functional materials-related business stronger and

more profitable, we proceeded with the consolidation and elimination of domestic production

bases in an effort to increase efficiency. Overseas, we liquidated or withdrew from businesses

mainly in France and the Philippines. From H2 through next year, we will implement further

reforms in the domestic printing inks business, as I mentioned earlier, and I will explain the

details of these reforms later in the printing and information segment.

Another measure to increase profits is to strengthen profit management by variety of profitable

products in a disciplined manner. We have several types of products, such as offset inks and

materials for color filters, and in FY2020, we had four types of products with an operating

profit of JPY1 billion or more per type. We are aiming to increase this number to eight types by

FY2023, the final year of the plan. The number of profitable product types increased to five in

FY2021.

For FY2022, we have been trying to raise the target to six, but it’s been back to five, or even

four again lately. However, we will make every effort to somehow increase this number to eight

in the next fiscal year. In particular, with regard to these existing products, we are focusing on

strategic products that we consider important, and since each product has its own means of

increasing profits, we are taking steps to expand our development efforts, to expand our bases

in order to expand the area, or to expand the applications of each product. We are taking

different measures for each product.

The second policy is to create and expand priority development areas. This means that we will

increase the speed of product development and materialize new products narrowing down the

areas of what is needed in the world. In particular, we will continue to focus our proposal

activities on three areas: environmental, digital, and health care.

First, the field of environment. We are aggressively investing in what we call sustainability

science, particularly in lithium-ion batteries materials, which we believe will continue to

increase worldwide in Japan, the United States, Hungary, and China. We will continue

focusing our investments in this four-location system. To be honest, we have not yet reached

the point where we can generate profits from this business. We would like to bring it into a
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form that will contribute to earnings from H2 of next year. I would like to grow it into a major

pillar of our company after 2024.

Another is to propose and expand environmentally friendly products. The needs and

regulations regarding the environment vary from area to area and country to country. To

address these issues, we have prepared various proposals, including water-based, high biomass,

biodegradable, and solvent-free proposals, and are promoting them both in Japan and overseas.

Then we hope to start a pilot program for a new recycling model for plastic film later this year.

The second area, digital, we call communication science. Here, we are strengthening

development with a focus on TOYOCOLOR and TOYOCHEM, especially in the areas of

semiconductor components and back-end processes, which are expected to continue to grow in

the future. In addition to focusing on technology development, we have also established a

technical center base in Shenzhen, China, to strengthen our marketing function. Recognizing

that the US and China will continue to be the technology leaders in this digital field, we are

enhancing our base in Shenzhen in addition to San Jose, where we have already started to

make achievements, such as foldable OCAs.

The third area is health care. In the field of IJ, which we include in the life science field, we

have been making progress in the development of water based IJ for film packaging and

flexible packaging as a new application. We are in the process of making a start toward

full-scale adoption in the next fiscal year and beyond, especially in the United States. In the

field of commercial printing and label printing, production has been started at our Chinese

base in Tianjin. Sales are expanding in eastern and southern China.

In the life science field, we are strengthening our foundation by entering the market in our own

way, while various chemical companies are entering this field with a view to future

biopharmaceuticals. We have already announced that we have formed alliances and business

partnerships with other companies, and we intend to invest aggressively in ventures, including

those in the United States.

The third policy of the medium-term plan is to improve the value of the management base and

management resources, which are the foundation for increasing profits and making proposals

in new priority areas, as I mentioned earlier. First, regarding ESG-related issues, we

announced the TSV, the Toyo Ink Group Sustainability Vision 2050/2030. In July, we disclosed

information on TCFD in our latest Integrated Report.

In addition, from the viewpoint of respecting diversity, we are introducing de facto marriage

and same-sex partnership systems, expanding the ALLY circle, and making my own

declaration of women's active participations.
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In terms of strengthening shareholder governance, we have already completed the transition to

a company with an Audit and Supervisory Committee, as approved at the General Meeting of

Shareholders in March of this year, and we are taking governance measures such as increasing

the ratio of outside directors. In addition to this, we are reducing our cross-shareholdings, the

purpose of which is to use capital more efficiently, with the top priority of directing investments

toward overall growth, including shareholder returns.

In the area of manufacturing, we had planned to invest approximately JPY40 billion over three

years starting in 2021. M&A and alliances were considered separately. In 2021, we invested

JPY19.7 billion, close to JPY20 billion, aggressively, although it was with the COVID-19

pandemic. In Japan, investments in technology and pilot buildings in Kawagoe, and a

pharmaceutical plant in Moriyama. In overseas, we are constructing new plants in Turkey and

southern China. We have also invested aggressively in the US, Shanghai, and India for the

expansion of gravure inks, Laminating Adhesives, pressure sensitive adhesives, and other

products.

The plan for this year, FY2022, is JPY10.6 billion, and we are investing in the resist in

Moriyama, or in materials for lithium-ion batteries, which started last year 2021, at our four

bases. We have been investing aggressively even with the COVID-19 pandemic, and the key

issue is how we can link this to returns in H2, and next year and beyond after COVID-19. We

believe we have put that structure in place.

As for technology, we launched a joint development center with the Tokyo Institute of

Technology in January of this year. We have about eight to ten laboratories and new research

activities have already started, mainly in the three areas I mentioned earlier: environment,

digital and life sciences. In particular, new technological innovations are expected for

lithium-ion, including semi-solid-state and all-solid-state batteries, and we are working on

these issues at our research centers.

Then, last year we reorganized our R&D structure. As for R&D under the Holdings umbrella, a

rather small number of people will focus on research for the future 10 years to 20 years from

now. At the same time, we have established three research centers for each of our business

segments, where our technical personnel are engaged in thematic activities to accelerate the

realization of results.

The above is a story that explained the rough impact and the progress of the medium-term plan

of the Company.
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I will now add brief explanations along with slides. First, here are the consolidated results for

H1. Net sales were JPY154.8 billion, an increase of JPY15.4 billion. The impact of the yen's

depreciation is estimated to be JPY4.6 billion.

Operating profit was JPY4.6 billion, down by 36.2%. Ordinary profit was JPY6.7 billion, down

by 22.3%. For this ordinary profit, foreign exchange gains, especially compared to the same

period of the previous year, have worked in the positive direction of JPY1,265 million. In

addition, JPY5,424 million in gains on sales of investment securities were included here.

Further, some parts reflect inflation. With regard to Turkey, where we have a base of

operations, the super-inflationary conditions have continued, leading to a three-year inflation

rate in excess of 100%, and super-inflationary accounting has been applied. Specifically, the

effects of inflation accounting are reflected, in particular, in ordinary profit of negative JPY554

million and in net profit of negative JPY671 million. As for Naphtha, as you can see here, the

price has already risen to JPY86,100 for Q2, and the situation will be difficult for some time.

Crude oil is down slightly, but we are taking a stern view.
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As you can see, H1 results were relatively strong in terms of sales, especially overseas, but

profits were not fully offset by the impact of raw materials. The next slide briefly explains

about this.

Sales increased mainly in major segments, especially overseas. Operating profit was affected

by the sharp rise in raw material prices.

As for net profit, as I mentioned earlier, the extraordinary gain from the dissolution of the

capital tie-up and the gain on sale of investment securities were reflected here.
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Next table shows our analysis of factors behind YoY difference in operating profit.

The leftmost figure shows profit of JPY7.2 billion for H1 of FY2021, while the rightmost figure

shows JPY4.6 billion for this time. This was mainly impacted by the raw material prices

increase, which was JPY11.6 billion, caused by surging prices due to supply shortages resulting

from the sharp recovery of market conditions, and surging energy prices of JPY0.9 billion, a

total of JPY12.5 billion.

In response to this, we have been working in Japan and overseas to somehow recover the

situation through price revisions, and we expected an additional JPY8.9 billion from the

measure in H1 compared to last year. That is the analysis of the major reason for the

increase/decrease.
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Next is raw material price trends.

As I mentioned earlier, we expect conditions to remain difficult for some time in H2.

The reason for this is that demand is still increasing, although I mentioned the recovery of

economic activity and the upcoming recession. Then there are some geopolitical risks. With the

yen's depreciation now becoming quite entrenched, or possibly even weaker, we estimate the

impact on operating profit to be negative-JPY12.5 billion in H1 compared to the previous year,

and positive-JPY8.9 billion as a result of price revisions.

In particular, our purchasing policy is focused on our responsibility to supply products to our

customers as our top priority, with a particular emphasis on ensuring that we continue to have

sustainable customer relationships.
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Next is a summary of performance for business segment, but I will explain each segment. First

segment is the colorants and functional materials-related business.

Net sales were JPY39,373 million, up by 7% from the same period last year, but operating

profit was JPY1,501 million, down by 44.9%.

Sales of materials for LCD and color filter pastes expanded in China and Taiwan. However, the

overall growth was sluggish due to panel production cutbacks that began in May.

Sales of plastics colorants, mainly for food containers, were firm, but sales of plastic colorants

for automobiles and office equipment were sluggish, affected by the impact of semiconductors

and other factors.

As for inkjet inks, sales of commercial printing and signage applications remained strong. As

for materials for lithium-ion batteries for automotive use, as I mentioned earlier, we have

started supplying them in the US and Europe. The development of bases for business

expansion has progressed.
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Next is Polymers and coatings related business. You will find an overview of each of the market

segments targeted by the polymers and coatings business, broken down by product.

First, in functional films and tapes, conductive adhesive sheets and electromagnetic wave

shielding films performed well, partly due to demand for new models. Adhesives for packaging

in Japan remained strong, as well as adhesives for labels and displays. Growth was sluggish

for this adhesive.

In overseas, capital investment has started in the US and India, and sales expansion of

adhesives has progressed. Laminating adhesives for food and pharmaceutical packaging also

grew.

Sales of can coatings for beverage cans remained strong in Japan, and sales of new products

with added functionality, mainly for our draft beer mag cans, also expanded.

As a result, net sales were JPY38,144 million, up by 13.5% from the previous year, while

operating profit was JPY1,497 million, down by 24.7%, due to the impact of raw material

prices.
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This is H1 for packaging materials-related business.

Net sales were JPY39,988 million, an increase of 12.9%, and operating profit was JPY470

million, a very large decrease of 63%, affected by raw material prices.

Particularly with regard to liquid inks, domestic demand for food products remained very

strong. It still shows steady performance. The performance of this packaging materials

segment is favorable.

On the other hand, overseas, China was a little sluggish due to the impact of the lockdown and

the fact that the start-up of the new plant in southern China did not go smoothly. However, in

other regions such as India, Korea, Taiwan, and Southeast Asia, sales have expanded and

remained strong.
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Next is Printing and information-related business.

Sales increased by 11.3% to JPY36,332 million. Then operating profit was JPY 588 million,

down by 31.5%.

With regard to information-related printing, as I briefly mentioned earlier in the introduction,

structural contraction continued and sales for advertising and publishing were sluggish, but

sales in the field of metal inks remained strong both domestically and internationally. In

addition, cost reductions through collaboration with other companies in the industry and

structural reforms are underway.

Overseas, although there was a slight impact from COVID-19 and the situation in Ukraine in

Europe and other regions, sales remained steady, especially overseas, including Brazil and the

United States.
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Next is the outlook for operating profit in 2022 for the full year, which also reflects H2.

For this year as a whole, we estimate that raw material and energy costs combined will have

an impact of JPY22.9 billion, or nearly JPY23 billion.

On the other hand, we are proceeding with the third and fourth rounds of price revisions in

both H1 and H2, and our forecast is to cover JPY20 billion by the price revisions.

Specifically, the measures for H2 on the following page address measures to deal with rising

raw material prices.
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As you can see on the left, we were looking at a JPY5 billion impact as I mentioned at the

financial results briefing in February, but to be honest, the JPY5 billion has changed in the

past six months, and we are now in a situation where the impact is JPY22.9 billion.
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For each segment, we have organized what needs to be done in the following six months and

into the next year. For colorants and functional materials related business, we will first make

sure to revise prices, which will also appear in all segments. We have set a target of JPY1.3

billion for H2, and as already announced on the web, we have already started a surcharge

system on pigments, etc., or are working on additional price revisions.

As for other priority measures, the LCD market is currently in the midst of a production

adjustment in which panel demand and other factors are quite severe. Conversely, we are now

entering an environment where testing on the line, which until now has not been taken up

because customers have been too busy, can be done.

Our view of the LCD market is that it will continue to grow in terms of panel area, especially in

China. There are two things to win there. One is cost, and the other is service, including local

production for local consumption in China. We will make the most of this, and as a concrete

measure to achieve this, we will reform the production process by taking advantage of the

integrated manufacturing process of pigments, which is one of our strengths. This means that

we have already started a new manufacturing process at Fuji, and we are now testing online

the products made with such a process.
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We are also working with alliance partners with a view to local production in China. In terms

of service follow-up, we have already increased and deployed sales and technical service

personnel.

In terms of the environment, especially in the area of plastic colorants, there are some

inventory adjustments, etc., due in part to the impact of semiconductors now, but we will

increase products for solar cells. Basically, we are growing and will expand in China and India.

In addition, we are developing plastic colorants that take advantage of our strengths in

recycling and biodegradation, including our own materials.

As I have explained several times on this occasion, Hungary is already in full-scale operation

for materials for lithium-ion batteries. We are strengthening our sales and development

activities in four regions and four production bases, and inquiries continue to come in very

briskly. Therefore, the key issue is to ensure smooth supply as well as cost management.

Next is Polymer and coatings related business. In H2, we are now in the process of the third

and fourth rounds of price revisions amounting to JPY3.3 billion, first in response to prices and
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then to unit prices. Or each salesperson has been revising prices based on a kind of actual

standard cost that reflects the most recent cost of raw materials.

Here, as I mentioned on this occasion, we are focusing on the development activities of two new

products, especially high value-added products, including marketing. The expansion of

functional films, based on the Shenzhen base I mentioned earlier, functional films for foldable

devices, hard coatings, and other functional materials.

In addition, as I mentioned earlier in the capital investment section, we will start operation of

a pilot plant in Kawagoe in H2 to establish production technology to produce new resins. We

are already working on the development of new applications by creating new resins here, which

is long-awaited for us, and we have already started to provide samples, including production

technology.

In the global market, there are actually some delays. Turkey and the southern part of China

have already started, but there were delays. In Turkey, to be honest, we are about two years

behind. However, we have been actively investing in this field, even with the COVID-19

pandemic. Include laminating adhesives, pressure sensitive adhesives and coatings. We believe

that we can see the trend of profitable growth again through stabilization of raw material

prices and price revisions.
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Next is Packaging materials related business.

The effect of the price revision is expected to be JPY3.9 billion in Japan and overseas.

In addition, there are two priority measures.

One is that new products, especially environmentally friendly products, are expanding sales

very steadily, and this is progressing not only in Japan but also in Southeast Asia. This will be

further developed.

Then, there is the overseas expansion, which we have been actively investing, to bring the

expansion lines in South China or India to full-scale returns, or to develop them in Southeast

Asia and India.
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Next is Printing and Information related business.

As we have already announced on our website, we are going to further reform our domestic

printing ink business. Specifically, from January next year, six subsidiaries of Toyo Ink Co,

which sales divisions were divided in regions, we will streamline management by simplifying

operations and shifting personnel to growth areas.

In terms of production, we will continue to reduce fixed costs by further promoting production

alliances that we have already made, respond to the fluctuating demands of this digitalization,

and streamline our workforce more than 100 employees.

As for our growth strategy, we will focus on UV inks, which we call functional inks, metal

decorating inks, and silk screen inks, and we will manage our business with an emphasis on

profitability rather than sales. We are already expanding our UV inks overseas, mainly in

Europe, including some of our acquisitions, and we are also expanding our sales of new

LED-compatible inks to the flexographic field.

As for metal decorating inks, we will dispatch mainly technical personnel to Asia to promote

the successful model in Japan.
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Next, as I mentioned at the beginning as a management issue in the medium-term

management plan, we are promoting sustainability management in relation to ESG in several

areas that will strengthen our management resources, so-called management foundation.

As I mentioned earlier, we have already launched the TSV2050/2030 and are working on TCFD

compliance.

Also, to go on to something I did not explain earlier, a culture of challenge, in the sense of

creating a corporate culture for reforming to new products and new business portfolios. We are

also continuing holding a business idea contest or are considering incorporating an outside

startup model later this year, to change the cultural climate in this area.
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With regard to the governance system, as I mentioned earlier, we have been making progress

in this way with the Audit and Supervisory Committee and the reduction of

cross-shareholdings.
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This is a rough explanation of H1.

Regarding shareholder returns, we have a basic policy as I mentioned previously.

We are a corporation, so our top priority is to invest in future growth and R&D, but at the same

time, we will strive to provide stable dividends to our shareholders, not only in the form of

dividends, but also through share buybacks, which we have been promoting for the past two

years.

As I said at the beginning of this presentation, I believe we have a clear picture of what needs

to be done, and we will continue to work on short-term and medium- to long-term issues.

Thank you very much for today.

【END】


