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An automotive volume proxy that will benefit from any easing of the



Disclaimer EG:

This is neither a recommendation to purchase or sell any of the shares, securities or other instruments mentioned in
this document or referred to; nor can this presentation be treated as professional advice to buy, sell or take a
position in any shares, securities or other instruments. The information contained herein is based on the study and
research of Delante Media Pte Ltd and are merely the written opinions and ideas of the author, and is as such strictly
for educational purposes and/or for study or research only.

This information should not and cannot be construed as or relied on and (for all intents and purposes) does not
constitute financial, investment or any other form of advice. Any investment involves the taking of substantial risks,
including (but not limited to) complete loss of capital. Every investor has different strategies, risk tolerances and
time frames. You are advised to perform your own independent checks, research or study; and you should contact a
licensed professional before making any investment decisions.

The author makes it unequivocally clear that there are no warranties, express or implies, as to the accuracy,
completeness, or results obtained from any statement, information and/or data set forth herein. The author, shall in
no event be held liable to any party for any direct, indirect, punitive, special, incidental, or consequential damages
arising directly or indirectly from the use of any of this material.
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Summary @

Koito Manufacturing (“Koito”) is the world’s largest producer of automotive lighting products. It was the first company to mass-produce LED
headlamps in 2007 and is now at the forefront of introducing adaptive driving beams and other ADAS-related automotive lighting products.

The semiconductor chip shortage has led to severe production constraints for the global auto industry. OEMs have raised prices for vehicles
that do get sold, making up for the shortfall in volumes. But auto parts suppliers such as Koito have not been able to raise prices, and have

instead suffered along with volumes.

There are now clear signs that the semiconductor chip shortage is easing. The most compelling evidence comes from the fact that competing
demand for semiconductors from consumer electronics is dropping off a cliff, enabling greater capacity to be shifted towards automotive-

related chips. The global accumulated production shortfall is about 25 million vehicles.

A large portion of Koito's customers are Japanese auto OEMs such as Toyota, Nissan and Honda. The weakening of the Japanese yen is
therefore strengthening a large portion of Koito’s customer base. Koito also benefits from a translation effect of foreign earnings as the
majority of Koito’s revenues are from overseas. In the past, every JPY 1 depreciation in the JPY/USD exchange rate has boosted operating profit
by JPY 0.4 billion.

Other than the weakening yen and improved volumes following a resolution to the semiconductor chip shortage, Koito should also benefit from
the long-term shift from halogen and HID lamps to LED, as well as the shift to adaptive driving beams, which carry much greater ASP.

With these factors in mind, | believe that Koito will end up making close to JPY 90 billion in net profit by 2025, giving the stock a P/E multiple of
around 7.0x, despite net cash representing more than 40% of the market cap.

The key risks are a delayed recovery to global auto production volumes from a 2023 recession and a potential share loss at key client Toyota to
competitor Ichikoh.
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Koito produces automotive lighting for a large variety of
automakers around the world
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Introduction to automotive headlamps
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1. Koito’s automotive lighting segment @
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2. Koito’s aircraft lighting and related products
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Koito has production plants all across the world c
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Koito’s corporate history

D$E&HS)E6-"AB:#"28-+)F63)A$"-C(C)GH)6)%6-):6*($J"2$ D$&H#$)&-)KSIHS)EH) L)M#3)G"3&-(33)F63)
2(*6#(C)#$)3(**&AI(3-(* *(-3(3)A$2) 26 &*F6H)3&+-6%)*6%673L)

IA#(2)6*%$3#)#F$)C(;6C(3)&-)#, ()26&*FB6H)*6%7)G"3&-(33N) DS&HS) (-#(2(C)#, () %$H#$2; H:*()*6%7) G"3&-(33)é
1"$%&6-C)A$2)ASE, ((C) (,&:*(3)&-) I"$' L)K,()A&23#):*&(-#)F63)#.()72(C(;(33$2)$A)KSHEH#EN)F, &, )F63)4,(
3H62#)$A)6)*$-+)6-C)A2 SHA 2 (*6#&$-3,&7L)

MY'# N)DSEHS)C((*$7(C)RMH7(),(6C*6%7)F63,(23N)#$)2(%S$'()C"3#)A2$%) ABRLE ()*6%73

K,()A&23#)D$E#S),6*5+(-)*6%7)A$2) 71633(-+(2)'(,&;*(3)FB63)C('(*$7(C)RE: : ;6%
3#(€)5-C62C;&:3)5#, ()$()? R)%TC(:))?"Z $7)(L)$) (-+(2)'(:&*(3)FE3)C((*$7(C)&L) N)B)A(F)H(623)6A#(2)#,(H)G(;6%()

M)l N)DSEHS)C('(*$7(C)7*634#8&;)*(-3(3)#$)&%72$'(), -;()6-C)%$*C&-+)6;;"26;
L ggCH_ DS ;38) ((*$7(C) 7*63#&;)*(-3(3)#$)89672%'(), (6#)2(3&3#6-;()6-C) %$*C&-+)6;;"26;HN)AS$2) G (##(2)

MY)"  N)KL)S$$-()T&;J(-3)F(-#)6:#8 &3#)6+68&-3#)DS&HS)ES-"AG#"28-+N),$7&-+)#$)"-*$;J), &CC(-) '6*"()&-)#
G6*6-:()3,((#L)U()F63)"-6G*()#3$)+(#)6)G$62C)3(6#)6-C) *#&Y%6#(*H)+6'()"7)$-)#, ();6% 76&+-L)

R$06**(C)C&3;,62+(),(6C*6%73)F(2)C((*$7(C)&)""  N)F&#,)G(##(2)*&+ #)&-#(-38#H)6-C);$-#2&G " #8$-)#
G(##(ZgA')'(*)(;$-$°/:|9L() JFEOC(C37(C)&) JF&H#,)G(##(2)*&+ #)&-#( )6-C) )

M-Y6**( N)DSELN%6(2;&6*&3(GH ()F$2*CV3)A&23#)W?X),(6C*6%7L)

M-96*1* N)6)3"G3&C&B2H)$A)D$&#S)#,64)725C":(C)6&2:26AH)3(6#)F63)A$"-C)#$),6'()AG*3&A&(C)#(3#)2(3"A/ 4
6)227"#6#)&&)$-)*$33)A$2)#,)();$)%76-H))6-C)6))*62+()(72)$C";#)2(;6’2*IE JFOSIASECIRD 00 e

K,()A&23#)6C67#&'()C2&'&-+)G(6%)F63)723C"; ;676G* 3 &= -),&+, %)6-C)*
G(%%)F&#),&-)6)3&-9*()W?XB (6%)F63)72$C";By& N);676G*()$A)3F&#;,&-+)G(#F((-),&+,)G(6%)6-C)*$F)




@)

T. Boone Pickens’ 1989 frustration with Koito Manufacturing

“Three years ago | purchased a 26 percent interest
in Koito Manufacturing, a large Japanese auto-
parts maker.

At the time, | knew little of the keiretsu system, but |
saw an opportunity to profit and, at the same time,
help the company move into the global
marketplace.

My goal as largest stockholder was to gain a seat
on Koito's board of directors. | naively thought it
was a reasonable request, since Koito's second-
largest shareholder, Toyota Motor Co., was
awarded three board seats for its 19 percent
ownership stake.

Wishful thinking on my part. Despite a 2 1/2-year
effort, the Japanese denied what in American
corporations is considered a right.”
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Koito’s 2010 airline seat incident
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I.LH.T. SPECIAL REPORT: AVIATION

Fallout Over Seat-Safety Inspections
Leaves Airlines in Limbo

By Christine Negroni
Dec. 6, 2010

TOKYO — The two aviation safety inspectors supervising Koito
Industries put in long days. “We often work late. We leave the
office at 11 p.m.,” said Takayuki Sakai, an airworthiness engineer at
the Japan Civil Aviation Bureau.

Their 14-hour days are unlikely to end anytime soon. Mr. Sakai and
his partner are assigned to help undo the damage caused when
Koito, a large manufacturer of airplane seats, lied about the safety
of its products.

At a news conference last Feb. 9, the chief executive of Koito
apologized and said the company had falsified test data because it
feared it might otherwise fail to keep to its delivery schedules.

The revelation of Koito’s fraud grounded airliners around the world
and prompted European countries and the United States to issue
new seat inspection rules that could further interrupt business well
into the next decade.



https://www.nytimes.com/2010/12/07/business/global/07iht-ravseat.html
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Not much is known about KoitoOs management team, but Chairman & e

CEO Masahiro Otake has been holding the reins for over 15 years

O

8"-").3%( 90"& ;("%&(<= . 8.2).":.(>"0%:("%&(?@

2$'$/.40) 7($<&/$).").) =y . = . 2.#1.$<.)M$(0)/$)5&&")AT7)
#144&"(),0'.(.0"02)A/$.4+$")B) = ) ' "#&)DEDF:)

AC7)."#&)DEFG: 0&1)$*0)58&")-.(/)MO.(0)204)
H1()/&I1)58&")&228&#(.@&*8) +$"8)8&$4'P)/$@."3)L0."&%).")
FNQD:)

08&)-04<&%)/.")-$8)1,)58)5&."3)
3&"&4$*)+$"$3&4)02)(/&)
0@&4'&$)RST)U)C140,&$"V)
51'."&")."#&)DEEW:)

0'.(.0"02)J4&" . %&"()'."#&)
DEEK:)
7($<&L0."&%)MO0.(0).")FNKK)$"9

1$')-04<8&%)1.")-$8)1,)(/&)
4$"<")

Chairman and CEO  President and COO
Masahiro Michiaki
Otake Kato



Capital allocation and corporate governance
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Shanghai Koito was not particularly profitable prior to KoitoOs divestiture S

of it. But the divestiture might have benefitted competitor Huayu.
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Koito’s OPM comparison for its China business
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The corporate structure is simple with Toyota as the largest shareholderE e

even though itOs technically not considered part of the Toyota keiretsu
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Koito’s global reach may help it cement its market share

o XUUBLYE=207%) (736 UHTH £ 124" "<(US2MH> 1 o e g
7 (INO6SUB5(H5(6.8MI) 53 (215" U C(<(5 1153124 ™ ™ <1 IS (6.8 e
= 37UGBSCH<IBQ" USUNISNI5" 0453 3 35(Fi(8"'5(684(674258 1
5006 7 2153NHS 7 24#613¢(83 " 3NUN"Uh$UA06#) 424 ™ = (Ui #24i
8<3CHASHH) "N 1#,(23

<80
= YB)UH 3 37U H2ACUBBIHAB) BT Ii5 W2N(5) " (68L) 325265k
HSBUIE) SUetE5(6 8I25HC (<5 1 L(BUHIB(6S2UH6 74" %S # " 2UCHISH(6(68!
" 3NUSL3645" %44 " #$513IER 3(5384

= R3(531"#2025$3681Z [ LL)# " #C(«(5(% 28U NA#214N$ 365546 6%
N"%6U(E)# 5 %536)3 5 2 %$) (H(\(BSIOELL UH7<H 5 = 2Mi552i42 34

D$&#S$
<0

H0HTU(68)3 5 5 %) (H<(2(68 #7# " 5(FUCU#H 5 &75(F(6862125% 5 2Bk R#6-*(
P*(H2&;
w o —348) 34T 2 tHIBANS HHUR 3 (534" " #28# 64 7 FHE654#8%E3MC%(684 £§90 E6+-(#&)
H+#" #6%2%6) 3 5 "H#O6 IB+# " #6%2%8) 3 5 " #6(%20#5%i8%63N6%7¢ E62(**&
M3$E5""%(%k 5 #64N#)548(688%P ) %<«<%6 ) %i#6 76NM3) 4 24364 980

)365(643424( 5 "$3F% £ %65]>H(\Y%6 B

= X(GIR3(53M ™ "IN N H2U(65%SEHIOELE) " ("124 ™ <1 /A(524
#Q3I>63NBIS3" #F%" 48) "#2N 7UIS3 5 (5™ (§74" #85(%20]WBSMIS3 3 & 1"H$%& (/10 "
D)™ (14 N"() ""1%P " 32%24(54534F 4<BU%S$H#C (<5 15

9<0 9/0



The competitive landscape for automotive lighting products. Each
primarily serving OEMSs In their respective regionsk but not exclusively
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Adaptive driving beams (ADB) @
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The difference between old tech headlamps vs adaptive driving e
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Koito is the global leader in adaptive driving beam sales

Figure 24: ADB as a Percentage of LED Headlamps by Company (FY2019)
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A

Glassdoor reviews for Koito are acceptable with an overall score e

of 3.2/5.0... typical Japanese top-down management with discipline

]
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Lighting manufacturers enjoy high margins compared to the broader auto @
parts sector. KoitoOs 201219 margins benefitted from a weak Yen.
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Koito’s sales peaked in 2018 and has been weak during COVID-19 @
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KoitoOs share price has come off since 2018, partly due to weakness in th@
Chinese market as well as the chip shortage during COVIQ9
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The stock is down because of chip shortages and rising raw @
materials costs... and despite the tailwind of a weakening yen

Koito has been beset by analyst downgrades over the past year, with the Koito Manufacturing Co Ltd Csld [  Period EpERg -
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Long-term industry trends
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World auto production has been suffering from a chip shortage. Auto
OEMSs saw their margins expand but parts makers more tied to volumes.
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The global automotive LED headlamp penetration rate is still only
25%... though Koito is already at ~50% at this point
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Figure 18: Global LED Penetration Rate
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The Bloomberg Commodity Index (energy, grains, metals,
agricultural commodities) is close to a 5-year high
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]
What will change for Koito in the future’? EG:

"#$%&"%()*+,-(.%+"*,+/"0%'1)2"+3 : The weak yen should in theory benefit Koito due to a translation effect since 60% of revenues are from overseas.
Roughly half of Koito’s manufacturing takes place in Japan, meaning that there might be a certain margin expansion from a weaker yen as well. Then then
yen should also improve the competitiveness of Koito's Japanese customers, which represent roughly 2/3 of revenues. The very near-term picture is more
fuzzy, since a weaker yen gives rise to higher raw material costs and some contracts are priced in Japanese yen. But longer-term, a weaker currency is
unequivocally positive for Koito. In the past, Koito has estimated about a JPY 0.3 billion benefit from every JPY 1 depreciation in the JPY/USD exchange
rate, which would imply an almost 10% improvement to pre-COVID pre-tax profit as the exchange rate has gone from 115 to 145.

4")(5,'015/,+%36,+/#."%"#3('.  : There are now early signs that the semiconductor chip shortage is finally easing. The competing demand for
semiconductors in consumer electronics is falling off a cliff. Lead times for semiconductor chip orders started to drop in July 2022. Malaysian chip exports
have started to rise in 2022. US and European auto production ticked up a bit in 2Q2022.

70#%/(-"%0+(-('.%2"#)3 : In February 2022, the US Department of Transportation’s National Highway Traffic Safety Administration (NHTSA) finally allowed
automakers to install adaptive driving beam headlights on new vehicles. Koito has been producing adaptive driving beams since 2012 but they remain a
small share of the total at just 5%, partly because of regulatory problems. Koito’s management team believes that 25% of headlights will feature the
technology by 2025. These adaptive driving beam headlights carry higher ASPs than their LED counterparts and should be earnings accretive. As ADBs are
30% more expensive than LED headlamps, US sales grow in the double digits for a few years from this shift alone.

8(97: : New products and technologies such as lidar, which is slated for introduction in 2023 under its collaboration with US- based Cepton Technologies.
LIDAR sales to start up from 2023 onwards. Headlamps are one of the ideal positions to install LIDAR as a core sensing device in ADAS and autonomous
driving, and we therefore think Koito's strategy of increasing its products' value- added by incorporating LiDAR into its headlights is easy to justify.

;1(0O#'5" : Management is guiding for FY2023 operating profit of JPY 67 billion, but has been using a JPY/USD assumption of just 115.
32



The Japanese yen has weakened against the US Dollar
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Almost 75% of Koito’s customers are Japanese OEMs. The weak
yen should make Koito’s customers more competitive.
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The chip shortage is clearly easing now that the demand for
consumer electronics has
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An increase in Malaysian chip exports suggest greater supply of
trailing-edge semiconductor chips in 2022

Malaysia Exports Electrical - Semicondu... Bank Negara Malaysia
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A slight uptick in US and European auto production in 202022

Figure 2: US & Europe Production
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Koito is building lamps with built-in LiDAR sensors @
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KoitoOs USD enterprise value is now back to its p2®13 lows, despite a
significantly larger business "2x revenues in USD terms since 2005#
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The number of new cars transported on trains in the United States @
remains below the prépandemic level, but has improved somewhat

RAILVEHC Index Spread Builder View -+ Edit ~ [Z2 Seasonality Chart

LocalCCY KMl | Spread | I -

BB Years Ending [PER): Normalize Chart ™ High/Low/Avg
Calendar Year Trailing 12M - Weekly ~ Line  Heat Map « # Securities/Lines #¥ Chart Options

Track Annotate Zoom

©

10242.00

- 100W

9364.00
RAILVEHC Index (Last Price) 2022 13165.00
2019 8564.00 8564.00
M 2018 10242.00
2017 9364.00 8000

Jan-01 Jan-14 Jan-27 Feb-09 Feb-22 Mar-06 Mar-19 Apr-01 Apr-14 Apr-27 May-10 May-24 Jun-06 Jun-19 Jul-02 Jul-15 Jul-28 Aug-10 Aug-23 Sep-05 Sep-18 Oct-01 Oct-14 Oct-27 Nov-09 Nov-22 Dec-05 Dec-18 Dec-31

"#$%&'()*""+,&$-




Peers trade at similar EV/Sales but at lower mid-cycle margins

O

D$E&HFS)EL-"AB;#"2&-+ 4<4 )5T 5676- 8N8z4 oLz» ZL8<M 98L4" 9L40
X(-3% 6902 JP 5676- /_NZ98 9L9N ZL] 9<L.A <L40
1&3&-)>$27 7259 JP 5676- 4N 9 ZL N ZL8<N L 8L.0
R#6-*(H) 2*(;#2&; 6923 JP 5676- <N4<9 ZL» ZL4zn 9/L/N <L/0
T2(33)D$+H$ 4<8 )5T  5676- <. VAR -L6L =Lo =L]0
M;,&J$, 7244 JP 5676- <=_ zZL A~ ZL<A L 9L 0
U"6H")"#$%$#&'( 600741 CH China 4N/8< ZLAN ZL<=n L= _L/O
E&-#,)12%$"7 425 HK China <N==< oLz~ oLzZ8" LzZ» 8L/0
((M((2)!"#$%5HE&' () 1316 HK China ON/=< ZLAN ZL/9N 4L/ <L]O
\6*($ e@)eT e26-;( IN_<4 ZLA ZL/4n L =L<0
UH"-C6&)E$G&3 012330 KS  South Korea 9<N 44 ZL=N ZL<9n _Lzn <L O
E6-C$ 204320 KS  South Korea ON8=< LN ZL8N LA <L<0
\&3#($- \>)QR Q-&#(C)R#6#(3 INZ_ 8L~ ZL] A 9/LA ZLZ0
'26+()(* O$&HS _N=]9 oL ZL=/n L= /L8O
E(C&6-)(" D$&#S <N].= ZL ZL8<N 4L.Z7 <L40

"#$%&'()*""'+,&$-



Koito has historically traded at 1.7x P/B and 17.5x P/E
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In an environment of normalisedglobal auto production, KoitoOs operating @
profit measured in Japanese yen should exceed the 2019 level
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Koito’s pay-out ratio has been modest at just 21% of earnings @
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Potential downside risks
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