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Presentation 

 

I would like to explain items one to four in the content of today's presentation. Item number five is reference 
material. 
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First of all, I would like to provide an overview of the financial results for the second quarter. This is a highlight 
of our consolidated financial results. We originally formulated a plan to increase sales and profits in the first 
half of the fiscal year. As you can see, the results were very favorable, and we were able to exceed the plan. 

As I will explain in detail later, the distribution board manufacturing business, which is centered on NITTO 
KOGYO, and the Information and telecommunications equipment distribution business, which is centered on 
the affiliated company SunTelephone, have basically been the driving force behind our business performance. 

In October of last year, we revised the prices of NITTO KOGYO's standard products, as I may have mentioned 
at the last briefing session. It has worked in a positive manner. In addition, Kitagawa Industries, which was 
made a subsidiary in the fourth quarter of the previous fiscal year, contributed to results. 

However, looking at the growth rate, when we compare the net income growth to the original plan, it looks 
slightly lower. This was due to valuation loss of a capital alliance partner, a company in Thailand, caused by a 
decline in the stock price, which had not been predicted beforehand. 
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This is our business overview. We have used this diagram many times, so we are using this for the sake of 
newcomers. We are involved in the manufacture of electrical machinery and equipment, but the term 
"electricity" is very broad. 

Electricity is generated from the power plant and delivered to households and factories. Our target range is 
less than 6,600 volts, which means that we are not directly affected by the capital investment from electric 
power companies. Rather, the basic benchmark is domestic capital investment, since we handle electrical 
facilities at every point of contact, from housing to office, and residential buildings to social infrastructure. 
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This is Slide 33 in your materials, but I have inserted it here in order to briefly explain our business model. 

We have a value-creating model, and as I mentioned last time, basically we have a business in which sales 
come from high-voltage power receiving and distribution facilities, or distribution boards on a project basis. 
In addition, in the standardized business, we create value by creating a mechanism to sell standard products. 
We have a catalog of standard products with roughly 35,000 items, and customers, such as electrical 
equipment contractors, review this catalog or visit the website to place orders on a daily basis. We have the 
combination of these two types of businesses. 

Our solution business is defined as value creation through people’s daily activities. Our sales team provides 
proposals or estimates; once we receive an order, we design the board, then comes the design work and 
drawing the layout. Afterwards we move on to production. This shows a slight difference, in which this 
business creates value through individual activities. However, these two are closely related to each other. 

The standard products include cabinets and breakers, which are parts of the board unit. Therefore, when we 
receive an order for distribution boards in the solution business, we will use the cabinets and breakers as well. 

In addition, some standard products can be customized to accommodate needs for the solution business, 
while some solutions can be incorporated into standard products. The two are linked in this way. In terms of 
short-term sales, the solution business has more immediate effect. 

For example, if we develop a new part and put it in this catalog, it doesn't lead to immediate sales. It is not 
recognizable merely by being listed, so it requires marketing activities, which lead a medium-to long-term 
outcome. Our business model sustains high profitability by achieving balanced growth between the two. 
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There are a number of companies in the same industry, but I believe that we have a unique business model 
in which the two types of businesses are well linked. 
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This is an introduction to our business segments. The distribution board manufacturing business has been, 
and still is our outstanding main business. Especially as NITTO KOGYO's earnings were particularly strong in 
the fiscal year under review, its presence in operating income is high. 

In terms of sales, however, SunTelephone's sales were also very strong, and SunTelephone's presence 
increased. 

Moreover, Kitagawa Industries has joined in full, and since the profitability of Kitagawa Industries is relatively 
high, it has a strong presence in operating income. 
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In the financial highlights by segment, the upper row shows net sales and the lower row shows operating 
income. 

We had been feeling momentum from around the second half of the previous fiscal year, but general 
contractors and subcontractors performed very well two to three years ago. Electric work comes at the end 
of such periods. Strong domestic construction demand has trickled over to the distribution board 
manufacturing business, so generally speaking, the electrical equipment and materials industries as a whole 
should be performing well this fiscal year. 

In addition to an increase in sales in the existing market, in the first half of this fiscal year, in response to heat 
strokes at schools which had no air conditioners, there was a surge in installation of air conditioners in school 
classrooms. In addition, due to the effects of the price revisions mentioned earlier, the sales and profits of the 
distribution boards increased, and in particular, the distribution boards contributed very much to profits. 

In the telecommunications segment, large-scale office buildings, mainly in the Tokyo metropolitan area, are 
on the rise, and relocation has been quite common. This leads to robust sales of telecommunications 
equipment at SunTelephone. The data center market was also strong, and demand for network surveillance 
cameras, probably not just for the Tokyo Olympics, remained strong, leading to higher sales and profits. 

In the construction and service Business, mainly operated by a company called Nankai Densetsu, although 
profits were down 20% year-on-year, the target for the first half of the fiscal year had been close to zero, so 
the results were relatively favorable compared to the plan. 

Finally, the electronic components business, centered on Kitagawa Industries, remained almost unchanged 
with a slight increase in sales and a slight decrease in profit. As mentioned here, the impact of trade friction 
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between the United States and China, or the impact of semiconductor machine tools, was not zero, but it did 
not have a crucial impact. 
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Breaking down our core business of distribution board manufacturing, we have four major divisions, 
distribution boards, cabinets, breakers and switches, and parts and other components. 

As I mentioned earlier, the construction business was good overall, and the results were generally good. 
However, the sales of circuit breakers and switches declined in the equipment business of Aichi Electric Works. 
Although the decline was less than expected, it was a decline in revenue. 

You may be a little worried about the red letters, where the cabinet business seems to fall short of targets. 
Actually, there were some technical factors. The cabinet business includes standard cabinets and racks for 
data centers and networks. Some of the racks in the data centers are sold to customers through our subsidiary 
SunTelephone. Items sold via SunTelephone are excluded from these figures and included in the 
telecommunications distribution business. This figure reflects the fact that rack sales were more favorable via 
SunTelephone than the original plan. 
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Please turn to the following slide. These are factors contributing to the change in consolidated operating 
income from the same period of the previous fiscal year. The change is from 2 billion yen to 5 billion yen, as 
shown in the table. NITTO KOGYO on a non-consolidated basis contributed 1.9 billion yen, and Group factors 
contributed 1.1 billion yen. 

Fixed costs naturally increased with sales, and with unexpectedly large sales growth, fixed costs slightly 
worsened. 

Nevertheless, the marginal profit by about 900 million yen due to clean sales growth, which does not take 
into account price revisions, show such as an improvement in the discount rate. The price increase rate 
improvement, or price revision that I just mentioned, has been included in this variable cost factor, and these 
two are positive. 

On the other hand, there was one negative momentum within variable costs, which is the negative impact 
from the product mix. The reason is that distribution boards have grown significantly. Compared with 
standard products such as cabinets and parts, the profit margin of the distribution boards is slightly lower. 
The large increase in sales of power distribution boards has had a slightly negative impact on the product mix. 

As described here, Kitagawa Industries contributed approximately 700 million yen, which is the biggest factor 
within Group factors. In addition, the foreign business Gathergates had suffered large losses for some time. 
Although this is still in the red, the losses have been reduced considerably. Additionally, Tohoku-Nitto 
Industries, a functional subsidiary, increased profits. These added up to a positive effect of 1.1 billion yen. 
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From this year, we have newly added a chart on how we have grown compared to the plan. Although the 
trend is basically the same as in the previous table, the sales factor was 900 million yen, which is exactly the 
same as 900 million yen in year-on-year change. In other words, we were looking at a flat sale. 

Variable cost factors had a positive impact of 150 million yen, and fixed cost factors had a negative impact of 
200 million yen, which are the same effects I just explained. As for group factors, although Aichi Electric Works 
was slightly struggling, other affiliated companies exceeded their initial targets, resulting in these outcomes. 
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Consolidated Statements of Cash Flows. It may not make sense to explain it in too much detail, but the 
acquisition of Kitagawa Industries has caused drastic movements. 

The acquisition of Kitagawa Industries is worth approximately 28 billion yen in total through a TOB and share 
buyback. In the previous fiscal year, we paid 17.5 billion yen out of 28 billion yen in TOB. The remaining 10.5 
billion yen came out this fiscal year. Of 10.5 billion yen, 9.3 billion yen was the purchase of treasury stock of 
Kitagawa Corporation, an asset management company. Although it has not been written here because the 
amount is small, aside from that, there was the purchase of odd-lot shares through squeeze-out accounting 
for 1.2 billion yen. That is the 10.5 billion yen paid in this term. We partially covered this by the repayment of 
time deposits and the sale of investment securities. That is the essence of our consolidated cash flow for the 
fiscal year under review. 
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The outline of consolidated assets has also been volatile due to the acquisition of Kitagawa Industries. Total 
assets decreased by 19.0 billion yen from the end of March of the previous fiscal year. Of this amount, 18.5 
billion yen can be explained by Kitagawa Industries. 

On the liability side, in the decrease in non-controlling interests, there was negative 13.5 billion yen for 
Kitagawa Industries. In January of last year, we conducted a TOB to acquire over 50% stake. At that time, there 
were still minority shareholders, and that portion was recorded in the previous fiscal year. This is a technical 
issue. 

In May of this year, we made it into a wholly owned subsidiary through the purchase of treasury stock and 
the purchase of fractional shares, which cancelled out the non-controlling interests. 

On the liability side, non-controlling interests declined 13.5 billion yen. Another change is that we initially took 
out a loan of 17.5 billion yen, but repaid 5 billion yen, for a total of 18.5 billion yen. So, on the asset side, cash 
and deposits and securities decreased by 15.5 billion yen, while goodwill decreased by 3 billion yen. It might 
be a little hard to follow for the first time, but the price of purchase through the TOB was slightly over 3,900 
yen. After that, the purchase of treasury stock in May was done at slightly over 2,300 yen. So please 
understand that goodwill first appeared in the previous fiscal year, and there has been something like a 
correction to that goodwill. 
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I would like to briefly explain the impact of the consolidation of Kitagawa Industries. 

This is the company overview. Basically, the NITTO KOGYO Group handles boards and its components. The 
exceptions to the board and its components business to date are the telecommunications-related business of 
SunTelephone, and the company called Nankai Densetsu, which handles the areas around the board and 
components. Such businesses have been added to the Group over time. 

Adding to this, Kitagawa Industries engages in the area surrounding boards and their components. For 
example, fastening is a kind of harness. It’s also used in our board, and it's something like plastic to fasten the 
harness in the board. For automobile applications, there are famous players such as Nifko and Piolax. Kitagawa 
Industries has unfortunately not been able to enter the automotive business but is mainly related to electric 
facilities. 

It also handles EMC-related parts. This is something like anti-noise measures for electromagnetic waves. We 
handle breakers and some electronic equipment, and we provide parts to protect against malfunctions caused 
by noise, so this is related to our business as well. 

In addition, we have been able to enter the automotive market in the past few years, and as you can see, 
automobiles are increasingly becoming like a mass of electronic components in the form of EV, PHEV, and so 
on. Demand is extremely high, and we are currently performing well. We are also providing countermeasures 
against heat in relation to this. 
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In the past 10 years, Kitagawa Industries has been generating sales between approximately 10 billion to 12 
billion yen, as we mentioned in the previous report. In terms of profits, it once fell to the lowest level of 150 
million yen, but at present it is just over 1 billion yen. Last year, it was 967 million yen, with the fee for M&A 
on the Kitagawa Industries side negatively affecting the profit. We expect sales of 12 billion yen in the current 
fiscal year. 
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This slide explains the goodwill that I mentioned earlier. I will not repeat what you already understand, but 
this purple portion is purchase price allocation, where 1.2 billion yen has been posted as a result of a review 
of customer-related assets. This initial amount will be amortized over 15 years. 

There were some drastic shifts caused by goodwill in the narrow sense. We recorded it once at 3.7 billion yen 
and are reviewing it in the current fiscal year. We plan to amortize this goodwill over five years. 
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This is the full-year consolidated earnings forecast. Basically, the same situation continues from the first half 
of the fiscal year. We revised our full-year forecast. We have upwardly revised both sales and profits not only 
for the first half but also for the second half. 

Looking at these figures, the expectation for full-year results may seem to be considerably lower than the 
year-on-year comparison of the first half. This suggests that growth may be smaller in the second half of the 
fiscal year, but it is not necessarily that we expect a slowdown in the second half. This is explained in the 
following table. 
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Within the NITTO KOGYO Group, the core company is NITTO KOGYO, whose performance tends to be 
concentrated on the second half. In terms of sales, the normal pattern had been 45% in the first half and 55% 
in the second half. However, the first half of this year was actually very busy from April. Normally, production 
calms down a little in the first half, while we operate generally at 100% or more in production capacity in the 
second half of the year. This means that we have spare production capacity in the first half. 

In the fiscal year under review, where we had spare production capacity, an irregular domestic demand came 
in, and also did the additional demand for school air-conditioning systems. This meant that the first half of 
the fiscal year was extremely good compared to normal. I assume this sales in the first half is a record high. 

In the second half of the fiscal year, talking about the solution business and standard business I mentioned in 
the beginning, while standard products are being produced at high levels, we still have some capacity left. But 
for the solution business, there is a fixed production capacity for distribution boards in the second half, and 
the spare capacity is not as large as in the first half, given that the second half originally tends to be busier. 
Therefore, the year-on-year rate of increase compared to the first half is expected to be lower. 

Nevertheless, these figures are staying at extremely high levels, and we recognize that our business 
performance is very good now. 
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This is a graph of the consolidated results for the past five years, and we expect net sales of 135 billion yen 
for this fiscal year. The record high has been just under 120 billion yen in the fiscal year ended March 2019, 
so if we achieve this, it will be another record high. Even excluding Kitagawa Industries, it should reach a 
record high. 

In terms of operating income, we have seen operating income exceed 10 billion yen only three times in the 
past, from the fiscal year ended March 31, 2014 to the fiscal year ended March 31, 2016, where there was 
significant demand from solar power. Before that, I think our best year was around 7 billion yen. 

In this sense, if we were to achieve 11.3 billion yen in the current fiscal year, we would have finally bottomed 
out last year to see a turnaround. 
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This section presents forecasts for each segment, for reference. We will not explain them individually. The 
full-year forecasts of major Group companies are shown with weather marks to give you an idea of the 
situation. 
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This is basically SunTelephone, and sales are extremely strong, but profits have not grown as much as sales. 
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The construction and service business is neither particularly strong nor weak. 
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In the electronic components segment, profit levels are very high. 
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These are the factors behind the increase or decrease in consolidated operating income for the full fiscal year. 
It’s basically the same as what I explained earlier for the first half of the fiscal year. Sales will increase even 
more, and there will be such effects as price revisions and an improvement in the discount rate in addition. 

There is an extraordinary factor of 250 million yen as the elimination of the previous fiscal year's portion. We 
booked 250 million yen in fees for the acquisition of Kitagawa Industries in the previous fiscal year, which will 
not happen in the current fiscal year. 
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This is the comparison with the initial plan announced at the beginning of the fiscal year. The trend is basically 
the same as the trend in the first half, so I will skip the explanation. 
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This table shows the positive or negative momentum in consolidated operating income for the full year, 
divided into NITTO KOGYO and group factors, for the sales factor, variable cost factor, and fixed cost factor. 
The fact that profit rose slightly after bottoming out last year is attributable to price revisions started in the 
second half, resulting in a slightly better variable cost factor. This fiscal year, the momentum of these efforts 
has strengthened further, and the Group companies have also played an effective role in the forecast of our 
financial results for the current fiscal year. 
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This chart shows sales trends in new energy-related markets. We define new energy-related markets as 
including solar power, automotive, and energy management, but please understand that the recent figures 
are mostly solar-related. 

There has been a gradual decline each year as the FiT price became more challenging, and for this fiscal year, 
we had anticipated a decline from the previous year. However, looking at the results of the second quarter, it 
has exceeded the previous year's level. Furthermore, the target achievement rate for the full fiscal year is 
70.4%, so we expect the result to be around the same level as last year. 

Factors include last-minute demand caused by the revision of the FiT Act. In other words, if you apply and do 
not produce anything, the approval will be revoked, and I believe that there has been last-minute demand in 
the current fiscal year to a certain extent. 
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In terms of capital expenditures and depreciation and amortization, the initial plan was 6.25 billion yen, but 
after a half-year review, it was changed to 5.2 billion yen. There have been some things that could not be 
accomplished or delayed to the next year. 

A large investment was made by Kitagawa Industries in the anechoic chamber for EMC components. In 
addition, there was the renewal of the core system of NITTO KOGYO and the renewal of machinery and 
equipment. Capital investment has been relatively steady. 
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In terms of dividends, the amount was initially 25 yen and 25 yen. However, due to the upward revision, the 
amount has been increased to 53 yen for the full fiscal year. If we proceed in line with the plan, the dividend 
payout ratio will be about 30%. 

Our dividend policy has been to maintain a payout ratio 30% for many years. However, since the 70th fiscal 
year, the dividend on equity ratio has been taken into account, in addition to the payout ratio of 30%. As a 
result, the dividend payout ratio has been considerably higher for the past two fiscal years. However, in the 
fiscal year under review, our financial results are extremely favorable, and we assume the dividend payout 
ratio to be approximately 30%. 
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I would like to briefly touch on the medium-term management plan. 

We are now in FY2019, and the next fiscal year will be the final year. The current medium-term management 
plan is set for a four-year period. 

The next slide, which I explained a little earlier, will be skipped. 
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Regarding our business model, we have more or less completed our rather unique business model by around 
1980. We believe that this business model is difficult to imitate, but it has been 40 years since then. While this 
is not an immediate task, the external environment is changing, and we need to transform ourselves into a 
more sophisticated business model. In fact, we are currently exploring various ways to achieve this. 

I will skip the next slide because it is similar. 
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During Phase 0, we formulated six major strategies, four business strategies and two strategies to strengthen 
our foundations. We further discussed these strategies in the first year of Phase 0, and we have incorporated 
them into individual strategies which we are currently implementing. 
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These are the targets of the medium-term management plan. At the time of the formulation of this mid-term 
plan, figures were like this, Non-consolidated sales were 67 billion yen, and after the solar power business 
peaked at 78.5 billion yen, we had gone down 10 billion yen from there. However, the level of 67.4 billion yen 
is also quite high from a historical perspective. 

To explain our approach to the medium-term management plan, even if 78.5 billion yen is unattainable, we 
decided to aim for at least 75 billion yen. And we wanted to be particular about the content. Actually, the 
breakdown of the solution-type business and the standard-type business had been around 50-50, but in the 
time before the global financial crisis, the standard business had peaked at around 26 billion yen to 27 billion 
yen. It has fallen to 20.7 billion yen, and we wanted to bring it back to 24 billion yen. The solution business 
was planned to remain flat. 

In reality, we thought that the solution businesses would go a bit further, and there was a realistic sense that 
this was a bit high and the other is low, but as a message to the salesforce, we set the plan with a higher 
portion of the standard business. 

In terms of the interim target, we set 24.7 billion yen, and we're likely to achieve the target this fiscal year, 
but we're not satisfied. This is because there was a price revision. Considering the price revision, we should 
not settle at 24 billion yen. But whether or not we will reach that level, we are not fully sure, but perhaps half 
confident. 

On the other hand, the solution business performed very well, as I explained earlier. Regarding new businesses, 
we only had 150 million yen at the initial stage, but we set 3 billion yen for charging stations in the EV business, 
and 1 billion yen for others. However, we are currently being overwhelmed with the reality of the difficulty of 
setting up a new business. 
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Meanwhile, SunTelephone's telecommunications business has steadily expanded. 

Under these circumstances, we decided to aim for 125 billion yen in consolidated net sales and 10 billion yen 
in consolidated operating income. At the time of the previous full-year financial results, I mentioned that we 
can achieve the sales target one year ahead of schedule. And we may be able to achieve profits a year ahead 
of schedule if we do well. Thanks to your support, we believe that we will be able to achieve these goals a 
year ahead of schedule. 
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This slide describes our efforts in the four business strategies and the two strategies of strengthening our 
foundation. In terms of making Kitagawa Industries a subsidiary, we believe it was extremely important in 
terms of the standard business and the expansion of overseas and new fields and technological domains. 

In terms of new challenges, we are making various efforts. We are working on issues, but unfortunately, we 
have not yet reached the point where it is commercialized to bring material outcomes. 
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The following slides show the progress of our business, and I would like to omit individual explanations. 

So, I'll finish my presentation. Thank you for your attention. 


