
Koito Manufacturing (7276 JP)
An automotive volume proxy that will benefit from any easing of the chip shortage



Disclaimer

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

1. 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. 

2. 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. 

3. 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. 

4. 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. 

5. 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. 

6. With these factors in mind, I 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. 

7. 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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Capitalisation

¡ Share price: JPY 1,981

¡ Shares outstanding: 322 million

¡ Market cap: US$4.4 billion

¡ Net cash: US$1.8 billion

¡ Enterprise value: US$2.6 billion

¡ Average daily trading volume: US$11 million
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* JPY = Japanese Yen. JPY/USD = 144.7
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Business overview
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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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¡ As much luminosity as HID

¡ A fraction of the power 
consumption of halogen

¡ Longer length of life

¡ More flexible design 

¡ Thinner

¡ Turn on instantly



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
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Koito’s corporate history
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T. Boone Pickens’ 1989 frustration with Koito Manufacturing

“Three years ago I purchased a 26 percent interest 
in Koito Manufacturing, a large Japanese auto-
parts maker. 
At the time, I knew little of the keiretsu system, but I 
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. I 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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Not much is known about KoitoÕs management team, but Chairman & 
CEO Masahiro Otake has been holding the reins for over 15 years
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Capital allocation and corporate governance
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¡ Koito’s acquisitions have mostly been related to advancing its ADAS-
related headlamp offering: 
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¡ The major divestitures that have taken place include: 
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¡ The share count has been broadly flat for Koito, with the only share 
buyback having taken place in 2001, consisting of 1.16 million 
shares, a small percentage of the total then-outstanding shares of 
322 million. I don’t expect major dilution in the future. 
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Shanghai Koito was not particularly profitable prior to KoitoÕs divestiture 
of it. But the divestiture might have benefitted competitor Huayu.
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The corporate structure is simple with Toyota as the largest shareholderÉ 
even though itÕs technically not considered part of the Toyota keiretsu
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Koito’s global reach may help it cement its market share

¡ When OEMs decide on headlamp suppliers, a key 
differentiating factor is the ability to supply for a single 
model globally. Therefore, the automotive lighting industry 
tends towards an oligopoly where each supplier has a 
global reach. 

¡ Once a model has been launched, the switching costs are 
large, creating stability in earnings and perhaps bargaining 
power on the part of Koito. 

¡ Koito has strong R&D capabilities. It was a frontrunner 
when it came to commercializing LED headlamps. It’s also 
ahead in commercialising adaptive beam driving systems. 

¡ You could also argue that Koito has an advantage of being 
a Japanese company. Japanese companies are renowned 
for their manufacturing excellence and focus on 
continuous improvement (“kaizen”). 

¡ While Koito apparently has internal LED chip supply, it’s 
also known to have purchased from third parties (e.g. from 
Nichiya), which exposes it to vulnerability. 
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The competitive landscape for automotive lighting products. Each 
primarily serving OEMs in their respective regionsÉ but not exclusively
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Adaptive driving beams (ADB)

¡ Historically, vehicles have been equipped with low beam (light close to the 
road) and high beam (lighting all surroundings). Each lightbulb would have a 
single function and each headlamp would have to separate lightbulbs. 

¡ In contrast, “adaptive driving beams” use sensors (cameras) to detect the 
positions of other vehicles, pedestrians and obstacles. 

¡ Since adaptive driving beams use LED lights, they can shut out individual 
LEDs in the lamp in a millisecond. That enables the lamp to target specific 
parts of the road in a continuous fashion. 

¡ The main purposes of adaptive driving beams are:
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¡ Adaptive driving beams were illegal in the US up until 2021 as regulations 
caught up with innovation in the industry. 20



The difference between old tech headlamps vs adaptive driving 
beams
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Koito is the global leader in adaptive driving beam sales
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Glassdoor reviews for Koito are acceptable with an overall score 
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. KoitoÕs 2015!2019 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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KoitoÕs share price has come off since 2018, partly due to weakness in the 
Chinese market as well as the chip shortage during COVID!19
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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 
following justifications: 

! !"#$%#&'()* *+,$-+.&.#/0&$%-&#*$)$012&34&)5$.106+&78&9:;&33&7$22$#0&(#*&-12+-&
10.&9:;&<&7$22$#0&(#*&#=+*1%$0)&=*#($%>&?@+&A1$0&(16%#*-&*+.56$0)&#=+*1%$0)&
=*#($%&/+*+&%@+&!"#$%&"'%&'()*+',-+!)#*%+&'.+$)/"B&2#--+-&166#A=108$0)&%@+&
-@1*=&.*#=&$0&#5%=5%B&10.&0%10'#+//+!%*2',-%#"3C– Mizuho, August 2022

! !"#$%#&'105(16%5*$0)D-&=*#($%&*+6#,+*8&$0&($-612&EFEG&+0.$0)&'1*6@&A18&
6#0%$05+&%#&7+&1((+6%+.&78&@+1./$0.-&HH-56@&1-&()*+ 4+)*,)*'#)*3 10.&0%10"-'
%&,)*'#+3*3B&$+#5!+6&3'%&'70%&(10.&*1A$($61%$#0-&#(&%@+&I5--$1HJK*1$0+&/1*&H
H/+-"'*0(&'+883"**%&1'*0"'*(%$6%&!'+8'('3$%!%&1'2"&>C&– Bloomberg July 2022

! !9"'!+'&+*'":,"#*'1)%!(&#"'*+';"'(**(%&"!' 6%*0+)*'('-"#+."-2'%&'()*+'+)*,)*'
.+$)/" 10.&-#A+&"88"#*3'8-+/',-%#"'0%5"3>&?@+&A1*K+%&6#0-+0-5-&,$+/&A18&
(122&(5*%@+*&(#*&%@+&%$A+&7+$0)B&10.&/+&.#&0#%&+L=+6%&%@+&-@1*+&=*$6+&%#&*1228&
50%$2&.#A+-%$6&=*#($%17$2$%8&$-&,$-$728&#0&%@+&A+0.&1-&=*#.56%$,$%8&$A=*#,+-&
10.&%@+&+((+6%-&#(&=*$6+&@$K+-&1*+&6#0($*A+.>C– JP Morgan, July 2022

! !M+&+L=+6%&"#$%#&%#&A$--&$0&3NO;GPEG&1-&/+1K+*&,#25A+&10.&@$)@+*&($L+.&
6#-%-&1A$.&=*#.56%$#0&1.Q5-%A+0%-&(5*%@+*&+*#.+&=*#($%17$2$%8B&#0&%#=&#(&
2$A$%+.&=*$6+&=1--H%@*#5)@&$0&34>&M+&7+2$+,+&O#*.R-&*+6+0%&-12+-&10.&
=*#.56%$#0&%#&7+&=#-$%$,+&(#*&"#$%#&75%&-%$22&+L=+6%&3$+6'/(-1%&'%/,-+."/"&*'
(3'*0"'+."-($$' /(-5"*'3)88"-3')&!"-'#0%,'30+-*(1"3 >&M+&65%&#5%&3N&#=+*1%$0)&
78&3ST&%#&U3G>F70B&33T&7+2#/&6#0-+0-5->&M+&12-#&2#/+*&#5*&V:W&(#*+61-%-&
(#*&O;GPEG&78&<T&10.&O;GPEX&78&GT&1-&%@+&6"(5"-';)3%&"33'"&.%-+&/"&*'
!"$(23'(!(,*%."'!-%.%&1';"(/',"&"*-(*%+&' $0&JWY>C&- CLSA, July 2022
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Long-term industry trends

F: L3"0)3').$"'&)3,&'>"3./,&'+,);,2'(#45$'0,6"(,'$5,'+)*2,/#1')*2'5)&'0,,*':,);'&#*1,7'D5,'+(#/)(@'1.3+(#$'
)(,'+("2.1$#"*'1"*&$()#*$&9'&+,1#6#1)33@'#*'$,(/&'"6'&,/#1"*2.1$"('15#+&'6"(').$"/"$#>,&7'

D: ?3,1$(#1'>,5#13,&'5)>,'0,1"/,'/"(,'+"+.3)(9'/.15'$5)*;&'$"'4">,(*/,*$'&.0&#2#,&')*2'"$5,('(,4.3)$#"*7'G.$'
)*@'+"$,*$#)3'&5#6$'6("/'FM?&'$"'?N&':#33'*"$')66,1$'$5,').$"/"$#>,'3#45$#*4'0.&#*,&&'/)$,(#)33@7'

X: A?B'5,)23)/+&')(,'$);#*4'&5)(,'6("/'5)3"4,*7'D5,(,')(,')'6,:'2(#>,(&'"6'$5#&'&5#6$O
¡ The manufacturing of LED lamps is different and allows for more flexibility in design. Car manufacturers want their 

designs to be unique, and LED allows for greater distinctiveness in the design, both in terms of the form factor and the 
colour. 

¡ The shift to EVs puts a greater focus on power efficiency and LED headlamps are superior in this respect
¡ The fact that individual LED lights can be turned off dynamically enables adaptive driving beam technology to be used. 

W: E2)+$#>,'2(#>#*4'0,)/&')(,'3#;,3@'$"'$);,'&5)(,'6("/'1"*>,*$#"*)3'A?B'5,)23)/+&9'2.,'$"'#/+(">,2'&)6,$@')*2'
1"*>,*#,*1,7'D5,'43"0)3'EBG'+,*,$()$#"*'()$,'#&'"*3@')0".$'IPQ')*2'EBG C,*)03,2'5,)23)/+&',*R"@'SPQ'
5#45,('+(#1,&9':#$5'G3)2,'T1)*'EBG&'5)>#*4'UPCIPPQ'5#45,('ETH&7'

G: M"//"2#$@'+(#1,&'5)>,'(#&,*'&#4*#6#1)*$3@'&#*1,'MVNFBCIJ9'#*13.2#*4'6"('(,&#*9'+.$$#*4'+(,&&.(,'"*'#*+.$'1"&$&'
6"(').$"/"$#>,'+)($&'&.++3#,(&9':5"&,'1"*$()1$&'5)>,'0,,*'&3":'$"')2)+$'$"'$5,'*,:',*>#("*/,*$7'W#45'
4)&"3#*,'+(#1,&'5)>,')3&"')(4.)03@'(,2.1,2'$5,'2,/)*2'6"(').$"&7' 28



World auto production has been suffering from a chip shortage. Auto 
OEMs 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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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?

!" !"#$%&"'%()*+,-('.%+"*,+/"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(0#'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 

! “… rapid build-up in inventory in the chip 
supply chain since early this year. 
Compared with February, when there 
were enough chips on hand to support 
about 1.2 months of production, global 
inventory levels jumped to 1.4 months in 
June and then 1.7 months in July” CNATF'
X,&,)(157

! “New-vehicle inventories [in the US] have 
been increasing and are at their highest 
level since the computer chip shortage 
began in June 2021. Still, subcompacts, 
hybrids and EVs are in low supply largely 
due to elevated gas prices.” CX,0,11)'
X@2Y,:&;#9'M"<'E.$"/"$#>,
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An increase in Malaysian chip exports suggest greater supply of 
trailing-edge semiconductor chips in 2022
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A slight uptick in US and European auto production in 2Q2022
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Koito is building lamps with built-in LiDAR sensors

! D$&#$),63);$O$7(26#&$-)F&#,)6)-"%G(2)$A)3#62#O"73)F&#,&-)#,()
W&X!@)&-C"3#2HN)&-;*"C&-+)>(7#$-N)S2&+,#B6H\&3&$-)6-C)
c"6-(2+HL)

! W&X!@)62()"3(C)#$)%67)#,()(-'&2$-%(-#)#$)(-6G*()#,()'(,&;*()
#$)2(37$-C)#$)$G3#6;*(3)CH-6%&;6**HL)W&X!@)(%&#3)*63(2)
F6'(*(-+#,3)$A).Z=-%N)"3&-+)#&%()$A)A*&+,#)C(#(;#&$-)#$)
%(63"2()C&3#6-;(3)"7)#$)<ZZ)%(#2(3L)

! B,&*()#,(),(6C*6%7)&#3(*A)C$(3)-$#)G(-(A&#)A2$%)W&X!@)
3(-3$23N)#,(H)62()#H7&;6**H)7*6;(C)F&#,&-),(6C*6%73)#$)72$#(;#)
#,(%)A2$%)C"3#N)C&2#)6-C)F6#(2L)

! K,()%$3#)72$%&3&-+)$A)#,(3()3#62#O"73)&3)>(7#$-N)F,&;,)&3)6)
37(;&6*&3#)W&X!@)#(;,-$*$+H);$%76-H)A$"-C(C)6#)R#6-A$2C)&-)
<Z9_L)M#)A$;"3(3)$-)*('(*)<d/)!X!R)26#,(2)#,6-)6"#$-$%$"3)
C2&'&-+N)F,&;,)&#)3((3)63)"-2(6*&3#&;)&-)#,()A$2(3((6G*()A"#"2(L)
M-3#(6CN)W&X!@)3(-3$23)62()"3(C)A$2)#$)&%72$'()'(,&;*()36A(#HL)

! Q-C(2)#,();$-#26;#N)>(7#$-)72$'&C(3)!RM>3)#$)D$&#$N)F,&;,)F&**)
#,(-)72$C";()#,()%6-"A6;#"2&-+)$A)#,()7,H3&;6*)3(-3$2N)#,()
;HG(23(;"2&#H)3$A#F62(N)&-#(+26#&$-)&-#$)#,(),(6C*6%7)6-C)
36*(3)#$)#,()1?EL)

! >(7#$-)6-C)D$&#$)F$-)6);$-#26;#)A2$%)IE)&-)5"*H)<Z<9)6-C)
72$C";#&$-)"-C(2)#,6#);$-#26;#)F&**)3#62#)&-)<Z</N)3#62#&-+)F&#,)
]Z O9ZZNZZZ)"-&#3L)
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KoitoÕs USD enterprise value is now back to its pre!2013 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 pre!pandemic level, but has improved somewhat
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Peers trade at similar EV/Sales but at lower mid-cycle margins
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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, KoitoÕs 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

! A)"3&(#$--("0(B$1$0"Y)M0.(0)#144&"(*8)3&(')
$501()KEZ)02)[080($I')/&$%*$+,)04%&4':)
H1()[080($)/$')$)'(4$(&38)02)%.@&4'.28."3)
$+0"3).(')'1,,*.&4)5$'&:)[/$()0,&"')1,)
(/&)4.'<)02)!#/.<0/)($<."3)'/$4&)240+)M0.(0)
$().(')<&8)#1'(0+&4)[080($:)

! C$+,&0.0.$'(D3$+(!E"1E Y)!")A/."$P)M0.(0).')
'&&."3)."#4&$'&%)#0+,&(.(.0")240+)O1$81P)
-/.#/)$#\1.4&%)0"&)02).(')2$#(04.&')$)2&-)
8&$4')5$#<:)

! F3.2&/D.G.'%Y)M0.(0)$"%).('),&&4')/$@&)5&&")
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Catalysts
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