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Editor's Note

= DKS Report 2022 Editorial Policy

In 2016, the DKS Group began to publish its integrated annual
report (DKS Report), which added information about the Company’s
finances and management strategy to what had been in its
Environmental and Social Report. From 2017, we referred to the
International Integrated Reporting Framework promoted by the
International Integrated Reporting Council (IIRC*), which became
part of the Value Reporting Foundation in a June 2021 merger.

We are continuously publishing an English-language edition. As
our business activities become increasingly international in nature,
we aim to communicate to all our stakeholders including those
outside Japan. Starting with the disclosure of environmental, social
and governance (ESG), and nonfinancial information associated with
DKS' sustainable growth, we will also convey management'’s vision,
business results, growth strategy, capital policy and other
information.

In this Report, by visualizing those “invisible assets” that raise
corporate value, we attempt to describe the Company’s current
conditions and its journey to the future, so as to be able to inform
the readers of the creation of value across the short, medium and
long terms. Looking to the future, we will use the DKS Report as a
communication tool with all our stakeholders.

Please refer to our official website for detailed information about
the financial and nonfinancial information of the DKS Group.

*In June 2022, IIRC was integrated into ISSB, the IFRS foundation.

= Organizations Covered by this Report

DKS Co. Ltd. ("DKS” or “the Company”) and Group companies
(collectively “the DKS Group” or “the Group”)

= Period Covered by this Report

In principle, this Report contains our activities and data during fiscal
2021 (from April 1, 2021, to March 31, 2022). The data on the Industrial
Accident Severity Rate (ASR) and the Industrial Accident Frequency
Rate (AFR) were obtained from January to December 2021.

= Reference Guidelines

International Integrated Reporting Framework by the IFRS
Foundation (Value Reporting Foundation merged with the IFRS
Foundation in July 2022), “Guidance for Collaborative Value
Creation” by the Ministry of Economy, Trade and Industry,
“Environmental Reporting Guideline 2012" by the Ministry of the
Environment, “Environmental Accounting Guideline 2005” by the
Ministry of the Environment, “Environmental Accounting Guideline
for Chemical Industries (November 2003)" by the Japan Chemical
Industry Association (JCIA)

Posted on the Website

The Emissions and Transfer Volumes of Notification
Substances under the PRTR Law in Fiscal 2021

Transition of the Environmental Impact at Branches
and Yokkaichi Chemical Co., Ltd.

Initiatives for Sustainable Growth - Securing Safety
and Disaster Prevention

[Forward-Looking Statements]

Statements contained in this report regarding the plans, projections and
strategies of DKS that are not historical fact constitute forward-looking
statements about future financial results and are subject to risks and
uncertainties. As such, actual results might differ significantly from these forward-
looking statements due to changes in various external environmental factors.
Consequently, DKS hopes for your understanding as it does not guarantee the
certainty of such forward-looking statements.




Who We Are

DKS’ Identity @

Chemistry provides
a solution.

Contributing to the nation and society
through industry

DKS Mottoes

Quality First, Cost Reduction, R&D Efforts

DKS Group Logo
| g
The DKS Group logo symbolizes “Act for a Leap,” our step for globalization.
'\ It describes the bridge for growth toward “Challenge to 1000.”
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Who We Are

DKS' Raison D’etre and Vision for 2030

DKS Group Products Around Us

DKS Group products support a variety of other products used in our daily lives. Here are some examples found in
society and our living environment.

Additives for food,
cosmetics, etc.

Coatings for
building materials
and furniture

Silicon wafer Surface modifiers
detergents Flame retardants

@

Optical fiber
connectors

Sealants for
electric insulation

Health foods

Rock hardening
agents

Conductive pastes
for solar cells

I vaivai va
Oil spill treatment
agents

o\

55 ]

Precision o’
cleaning agents

Life Sciences Surfactants

¥476 million (1%)

We have been providing highly functional
surfactants since the Company'’s founding in
Surfactants 1909.

¥18,564 million (30%)

Electronic Device Materials
¥7,316 million (12%)

Amenity Materials

Sales by Segment
We provide materials and peripheral

Functional Materials ’ application technologies necessary for a
¥19,928 million (31%)

Polyurethane Materials comfortable living environment.
¥8,294 million (13%)

Amenity Materials
¥8,092 million (13%)

2 DKS REPORT 2022



Vision for 2030

In the year 2030, Japan will be facing social challenges from major impacts to employment, health care, and social
welfare from a shrinking workforce due to an aging and declining population. DKS Group aims to use the power of

chemistry to be a smart chemical partner solving various problems people face

Realizing active

lifestyles through -
health foods @
D> P.65

Supporting abundant _
lifestyles with A smart chemical partner
distinctive cosmetics .
> P61 that solves various problems 0, ‘
for people ) “

X Environmental

0 conservation
@ A0
Society @
Regional %

> P40
revitalization

\II

(i

\mu”

Contributing to safe

and secure lifestyles
through the field of
health care

Innovation
> P28

4
Polyurethane Materials Electronic Device Materials

We provide industrial materials and We provide ceramic materials and
polyurethane raw materials, for example, paints, conductive pastes for applications in home
adhesives, civil engineering and construction appliances and electronics components.
materials, and electric insulating materials.

We provide products such as flame We provide naturally derived health foods
retardants, radcure resins, and waterborne and technologies for extraction,
polyurethanes for applications in home concentration, and powdering of natural

appliances and daily necessities. products.

DKS REPORT 2022 3



Who We Are

Value Creation Process of the DKS Group

Based on its technologies and trust accumulated over the past 113 years, the DKS Group applies originality and
imagination to limited resources in delivering materials that enrich our way of life.

DKS Credo »» Contributing to the nation and society through industry
DKS Mottoes » Quality First, Cost Reduction, R&D Efforts

Business Model

y

Inputs

Fiscal year ended March 31, 2022

® Financial capital

Net assets: ¥40,383 million
Interest-bearing debt: ¥27,763 million

® Manufactured capital

Manufacturing bases: 14 Market needs

(includes 4 overseas)

m |ntellectual capital

Patents held: 1,005
(of which held overseas: 483)

A 113-year history
and technological
capabilities able

to respond to
the times

Diverse product
groups and
combinations

Strengths of
DKS
businesses

® Human capital

Employees (consolidated): 1,096
< Ratio of female employees: 20.3%>

Broad customer base
Inspiring/Inspired Partners

Overseas employees: 197 Research and

technology
development

Production

Employment ratio for people with management

disabilities: 2.57%

® Social and Relationship capital

Procurement
Inspiring/Inspired Partners (specific
business partners with whom DKS
can keep a mutually-inspiring
relationship)

Cooperation with local
governments & universities Uni-Top strategy Providing unique products that do not pursue scale

m Natural capital DKS' Seven Critical Issues of Importance

(management foundation) Consideration for the Environment > P.40

Energy consumption: 24,600 kL/year

Quality Management > P32 Regional Society Contributions
Raw materials used: Petroleum, y 9 9 Yy > P44
coal, ore minerals, wood, plants,
biological materials Research and Development > P.30 Organizational Resilience > P46
Human Resource Management > P36 Tackling NEXT and DREAM Businesses D> P.57

DKS REPORT 2022
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A smart chemical partner that solves various problems for people

D ~ BT I

Six core business
segments

Surfactants

DREAM (New Businesses)

Amenity Materials

D> P61

NEXT (Peripheral Businesses) !
Polyurethane Materials

> P62

Functional Materials

> P63

Medium-Term Management

Plan “FELIZ 115" > P19

ESG-based management

Ll Life Sciences

E: Mitigating environmental impact
of products and raw materials
100-million mulberry tree planting
campaign

S: Appointment of female officers

> P.65

G: Establishment of an Advisory Board

Fiscal year ended March 31, 2022

® Financial capital

Net assets: ¥86,469 million
Dividend per Share: ¥80
Free Cash Flows: ¥2,820 million

Total Shareholder Return for the Past
10 Years:10.5%

ROIC (4.6%) >WACC + a

® Manufactured capital

Yokkaichi Chemical Co., Ltd.:
expanded plant facilities

Kyoto Elex Co., Ltd.: started operation
of new plant in China

Capital expenditures: ¥1,925 million

® |ntellectual capital

Number of patent applications: 91 (of
which held overseas: 33)

R&D expenses: ¥2,946 million

® Human capital

Ratio of females in managerial
positions: 9.1%

Retention ratio of employees with
disabilities: 85%

Percentage of paid leave used: 67.4%

Selected as a Health & Productivity
Stock for the third consecutive year

m Social and Relationship capital

Regional revitalization,
local community revitalization

® Natural capital

Contributions to a recycling-oriented
society (CN2050)

Energy reduction rate: 9.1%

GHG emissions: 48,500 tons
(reduction of 400 tons)

Generated waste amount: 16,662 tons
(reduction of 1,769 tons)

DKS REPORT 2022
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Who We Are

Explanation of the Value Creation Process

Business Model

DKS strives to be a company praised for our Uni-Top strategy:
providing unique products that do not pursue scale. Our
business development has the fundamental value-chain cycle
of: understanding customer and market needs — marketing
strategies that leverage the Company’s strengths —
development of products (prototypes, generating orders)
grounded in our R&D prowess — efficient procurement to
facilitate production — appropriate production and
management — sales activities with strict adherence to
delivery deadlines = further understanding of market needs.

We have developed products with added value and close
alignment with customer needs by leveraging expertise from
our diverse technologies (see p. 66), our transactions in a
broad spectrum of industrial fields, and our ability to combine
rich lineups of product groups that number in the thousands.

Our existing businesses (ACTUAL) encompass a broad
B-to-B customer platform, while our peripheral businesses
(NEXT) utilize R&D for specific customers, in addition to
specialized production plants. With our relationships with
inspiring/inspired partners in particular, we have built up a
partner (customer) base that anticipates the needs of (B-to-B-
to-C) end-users and is able to mutually inspire and
collaborate with new approaches.

Furthermore, with regard to new businesses (DREAM) that
are our medium- to long-term growth areas, we will continue
to invest in new growth businesses, such as in life sciences,
and pursue product development that enhances QOL and
contributes to society in ways that help solve issues such as
the aging population and environmental conservation.

H Inputs

The following is an overview of the various types of capital
that support DKS' business.

eFinancial capital: Net assets as of the end of fiscal 2021
exceeded ¥40.0 billion for the first time. While maintaining a
sound financial footing resting on a net D/E ratio of 0.5, we
respond to future risks and opportunities from environmental
changes (see p.8), and emphasize capital efficiency, including
utilizing interest-bearing debt, that constantly keeps ROIC
above WACC.

°Manufactured capital: With 14 manufacturing bases inside
and outside Japan, we are leveraging our 113 years of
technology and experience to manufacture products of value.
Furthermore, with regard to capital expenditures, we have
stepped up facility upgrades and growth investments since
the fiscal year ended March 2015. In the 10 years preceding
the end of March 2022, we have implemented cumulative
capital expenditures of ¥42,300 million, with total
depreciation surpassing ¥17,200 million (see p.22).
eIntellectual capital: Utilizing the range of expertise
accumulated since our founding, and with over 1,000 patents
held, we go beyond simply providing materials through our
diverse product lineup. DKS has technological capabilities

DKS REPORT 2022

that allow us to customize the function and performance of
products in line with customer requirements and to make
proposals based on the ideal product combination.

eHuman capital: Human capital is the most important
business resource for DKS, and, based on the idea of valuing
people, we have increased our consolidated workforce by
10%, mainly in Japan, over the past 10 years (see p.74). In
order to meet increasingly diverse social needs, we aim to
maintain talented human resources and diversity, and we
strive to improve our human capital.

eSocial and Relationship capital: We emphasize the
improvement of our information gathering and R&D
capabilities through trusting relationships built up over many
years with our agencies and inspiring/inspired partners, as
well as through collaboration with local governments and
universities. We also aim to increase social recognition and
establish our DKS brand through appropriate supply chain
management and public relations activities.

eNatural capital: As a chemical manufacturer, we consume a
variety of natural raw materials. We have devised creative
approaches to using limited global resources efficiently and
to contributing to a recycling-oriented economy. Through
these efforts, and through continuous improvements to
energy consumption and waste product management, we
strive for environmental conservation and biodiversity
preservation.

Outputs

While the products and services provided by DKS to society
are quite diverse, they can be grouped into six core business
segments, namely: Surfactants, Amenity Materials,
Polyurethane Materials, Functional Materials, Electronic
Device Materials, and the Life Sciences business, which was
newly added in fiscal 2019.

Surfactants, a product group DKS has developed for more
than 100 years, are used in a wide variety of fields and
account for about 30% of consolidated net sales. Amenity
Materials provide materials and peripheral technologies
necessary for a comfortable living environment, while
Polyurethane Materials provide industrial materials such as
paints, adhesives, civil engineering and construction
materials, and electrical insulation materials, as well as raw
materials for polyurethane. Each of these businesses account
for about 13% of consolidated net sales. The Functional
Materials business provides flame retardants, antistatic
agents, lubricants, antioxidants, and radiation-curable
monomers and oligomers for plastic materials, which are
indispensable in enhancing the functionality of rubber and
plastics used in PCs, smartphones, home appliances, and
housing. Over the past 10 years, this business has almost
doubled in growth, accounting for over 30% of consolidated
sales. The Electronic Devices business, in response to the IT
society, develops ion-conductive polymers, ionic liquids,
ceramic materials, lithium-ion battery materials, and conductive
pastes for solar cells, which are manufactured by two affiliated
companies. (For details on each business, see p.60-65.)



Based on its technologies and trust accumulated over the past 113 years, the DKS Group applies originality and
imaginaticn to limited resources in delivering materials that enrich our way of life.

DKS Credo » Contributing to the nation and sodiety through industry
DKS Mottoes » Quality First, Cost Reduction, R&D Efforts
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_____ Boutcomes

The paragraphs before outline our primary value creation and
returns on capital through business operations and outputs in
the year ended March 31, 2022. We aim to create more value
for our four stakeholders going toward 2030.

eFinancial capital: We are targeting total assets and net sales
of ¥135.0 billion, with plans for aggressive growth investments
while maintaining the balance of capital and debt. Although
our long-term annual TSR rate is in the double-digits, we aim
to contribute to SDG 9 by leveraging future investments and
technological innovation, building resilient infrastructure and
facilitating sustainable industrialization, thereby boosting
returns on financial capital.

eManufactured capital: Although our sales volume for the
fiscal year ended March 31, 2022 has plateaued at ¥1.9 billion,
we will continue to expand new production capacity to
achieve growth of ¥12.0 billion over five years, as planned
under "FELIZ 115.” In addition, SDG 12 is particularly
important for a chemical manufacturer. By enhancing our
manufactured capital, we aim for the efficient use and
sustainable management of natural resources by reducing,
recycling, and reusing waste.

eIntellectual capital: From the viewpoint of effective
utilization and proper management of patents, the number of
patents held at the end of the period slightly decreased, but
the number of new registrations during the period remained
high at 91 (see p.31). In our vision for 2030, we announced as
part of our medium-term management plan “FELIZ 115,” our
goal of becoming a “technology developer pursuing
progress and innovation.” Through this, we will strive to
boost our ratio of R&D spending to net sales from the 4%
range to the 5% range, so that we can deliver products and

services with new value. In the Life Sciences business in
particular, we will support economic development and the
good health and well-being of people in order to contribute
to expanding the technological innovation cited in SDGs 3
and 9.

eHuman capital: Based on the plans laid out in "FELIZ 115,”
we will adopt a performance evaluation system that rewards
contributions to the Company as we continue employee
happiness-based management in order to help boost
employee enthusiasm and satisfaction, thereby enhancing
human capital and increasing corporate value (SDG 3).
Additionally, as an outcome of efforts toward human assets,
we will further promote diversity and emphasize our
employee’s health and higher satisfaction rates. (see p.37).
eSocial and Relationship capital: We will strive for regional
revitalization and local community revitalization, which are
important social issues in Japan, and we would like to achieve
collaborative value creation through strong ties with
municipalities. Within this effort, Sericulture Innovation is one
important activity (see p.44), and we expect the establishment
of effective public-private-civic partnerships will contribute to
improving social value (SDG 8 and 17).

eNatural capital: Responding to the 2050 carbon neutral
goal (CN2050) and reducing energy consumption are urgent
challenges. In addition to promoting the reduction of GHG
emissions and waste generation, the DKS Group will
implement the Life Science business, as well as Sericulture
Innovation, with initiatives in cooperation with local
governments such as mulberry tree planting and the effective
use of mulberry trees and silkworms. Through these
initiatives, we promote environmental conservation and CO2
reductions, contributing to environmental and energy-related
issues (SDG 7 and 13).

DKS REPORT 2022



Who We Are

Risks and Opportunities

Although a risk event could damage the broad value of a company, risk might also lead to opportunities. While
steadfastly avoiding and mitigating risks, DKS also identifies risks considered to be material and implements
initiatives to transform them into opportunities.

Significant risks Impacts from risks/Impacts on stakeholders

* Profits influenced by the rate of cost fluctuations

@ Raw material price fluctuations

(primarily naphtha)

 Time taken for price negotiation activities to maintain the profit margin

* Decline in market share, lost ground due to price negotiations (switch
to a product of another company in the same industry)

Shareholders @

Reliance primarily on external

¢ Inability to control prices depending on raw material prices

procurement for raw materials * BCP (Business Continuity Plan) measures become necessary Employees
e Stocking more inventory than necessary
* Restrictions on the use of existing raw materials and manufacturing
methods due to changes in regulations in each country and changes in
social trends
© Restriction of business activities due to insufficient or delaye
Environmental and human rights risks Restriction of busi ivities d insuffici delayed
responses to environmental and human rights issues Employees RUTRTES
* Time taken and costs incurred in to each customer response
Large number of customers Time taken and i di h P
e Difficulty in narrowing in on target customers Employees
Product composition consists of a |arge e Declining cost competitiveness due to rising production costs
A N * Time required for response from each department (research, sales, and (/.
ez of small-lot prOdUCtS handling of complaints) due to the wide variety of products #9
|ncreasing demand for inexpensive * Replacement by inexpensive products from other companies
products associated with growth in Employees [ Shareholders
emerging nations
(Global growth opportunities are hard to seize)
Changes in the external environment * Concerns about losing competitiveness in domestic and overseas
markets due the improving technological level and productivity of Employees
neighboring countries Py
» Concerns about patent infringements overseas
Strengthened laws and regu|ation5  Cost and time impacts from switching to substitute products in order
to comply with regulations
Employees
Stricter qua“ty controls e Loss of trust from customers and society due to negligent quality
control
Employees
* Particular know-how needed to enter fields that require a higher level Y

of quality control, such as energy, pharmaceuticals, and food

Aging facilities/equipment

* Manufacturing trouble and quality issues arising from aging equipment
* Rising rate of industrial accidents
e Declining employee productivity

Employees MShareholders @ @

IT security

e Loss of trust due to leakage of internal information

e Interrupted business activity from unauthorized external access
e Business delays due to IT system failure

* Pressure on earnings due to rising IT system operating costs

Employees MShareholders @ @

Impact on economic activity due to the
spread of an infectious disease

¢ Interrupted business activity from employees contracting disease

¢ Disrupted supply chain from suppliers/distributors contracting disease
* Impacts on performance from delays/interruptions in product supply

* Development delays due to less face-to-face interaction with customers

Employees MShareholders @ @

Employment diversification; changes in
the human resources market

¢ Intensifying competition for securing talented human resources
* Rising retirement rate

Employees

DKS REPORT 2022



Identifying Significant Risks Prioritization of  High A
. . . L . . the @-®

1 Confirmation of risks recognized in the organizational risk management system I S ]
significant risks in =~ =

2 |dentification of risks that should be recognized at the six business segments the table below :%’
Matrix analysis based on the importance of each risk (the degree of impact -

3 on stakeholders) and the probability of risk becoming evident (possibility of 2
negative impact due to occurrence/disclosure) =

©

4 Extraction of significant risks from the viewpoint of material issues in the 3
integrated annual report =

5 Analysis of impact and response to those risks when they occur Low

Small Risk significance Large

e Survey of raw material price trends, including naphtha
e Survey trends of other companies

* Gather information from customers

* Implement prompt price revisions (securing profit)

* Adopt a raw materials formula (naphtha-linked pricing)
¢ Coordinate with suppliers, agencies, and customers

(impact on stakeholders)

Responding to risks Opportunities

* Cost reduction
* Inventory adjustment
* If costs cannot be absorbed through our own efforts, we will pass along prices

® Secure multiple sources for raw materials
* Coordinate with suppliers
o Draft BCP measures

¢ Fixed costs not needed; superiority arises during economic downturns
 Cost reductions are possible by searching out less expensive raw materials
* Diversify raw material procurement sources

e Strengthen BCP measures

* Strengthen supply chain management

® Formulation and observance of numerical environmental targets (GX strategic
targets) by the Company itself, and their observance

* Response to climate change and promotion of information disclosure through
scenario analysis based on TCFD recommendations

© Promotion of respect for human rights based on The Ten Principles of the UN
Global Compact

* Formulation and implementation of green transformation (GX) strategy with a view
to carbon neutrality by 2050

* Respect the basic human rights, diversity, personalities, and individuality of
colleagues working in the Company, and create a rewarding workplace free of
discrimination and harassment

e Select and focus on themes
¢ Deepen market strategies (through “FELIZ 115") including revenue management

¢ Information on each industry is easily obtainable due to having customers in every
field

* Prioritize important themes
* Deepen relationships with inspiring/inspired partners
* Improve open innovation outcomes

 Revise product composition under “FELIZ 115"

® Thorough profit management for each product

* Raise prices for products with a smaller contribution to earnings
* Boost productivity by discontinuing products

* Possessing a lineup of products that can be used in each field enables a variety of
solutions to be proposed

* Range of options for products increases

* Product composition that takes profit performance into account

* Promote a differentiation strategy through solution proposals, cost reductions,
Japanese quality and customization

* Halt sales of low-priced products. Accelerate the shift to highly profitable products by
deepening customer relationships; proposing solutions, customizing products, etc.
* Uni-top strategy (pursue uniqueness, not scale)

e Alliance and coordination with companies, universities, etc.

e Strengthen the IP Department; strengthen IP asset management (investigate IP
asset rights of other asset holders)

¢ Intellectual property strategies

e Gather information on legal revisions
e Strengthen internal oversight/checking systems
© Reinforcement of compliance

* Should the same thing happen with another company’s product, it can be regarded
as an opportunity to replace it with a DKS product

* Improve market share through legally compliant product development
* Improve trust through rigorous compliance practices
* Promote the development and supply of environmentally and user-friendly products

e Utilize PL prevention/management guidelines

* Acquire GMP certification

® Use PL insurance to avoid liability risks

 Ensure safety in the food product field by acquiring HACCP certification
* Build and operate a quality control system

¢ Expand business opportunities by leverage of certification

* Ability to provide customers with the value of a specialized industry

* Improve the level of trust from customers and deliver the feeling of security and
assurance

¢ Consider structural reforms through digital transformation (DX)
* Promote production system enhancements and improved production efficiency
by making the Kasumi Plant a mother plant

* An opportunity to make business continuity decisions, enabling the beginning of a
portfolio review
* Improve the profitability of aging factories; promote DX

* Strengthen management of routine repairs and preventative maintenance
leveraging DX

e Strengthen compliance through employee training and appropriate measures
against unauthorized access

* Enhance the security of in-house systems

* Progress of DX (efforts for digitization based on the “Digital Roadmap”)
* Ability to build an advanced information security system by promoting DX

* Promote work-style reform through working from home and telework
© Review the supply chain and strengthen BCP measures

* Improve the environment for working from home and teleworking
* Reduce fixed costs by aggregating and reducing bases

e Strengthen coordination with various associations and educational institutions to
help secure human resources

* Implement a human resources training program
® Promote Health and Productivity Management
* Implement harassment prevention training

* Promote work-style reform (develop systems for working from home, child-care
leave, reemployment after life events, etc.)

e Accommodate hiring of senior workers and extension of retirement

 System reforms in response to societal changes
* Review and implement personnel system reforms

* Improve the work environment of manufacturing sites that accommodate female
workers

* Strengthen Health and Productivity Management

DKS REPORT 2022
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Who We Are

Material Issues

I ESG Basic Policy

We are confronted with a broad range of issues, from environmental problems such as
global warming, resource depletion and a crisis of biodiversity to an increasing population
that causes food resource and energy problems amid rapid globalization and an
increasingly information-based society. We look to take on these challenges and to protect
our environment and way of life while improving safety and levels of comfort. To do these
things, we believe that “chemistry provides a solution” and shall contribute to the
establishment of a sustainable society.

I Important Issue Identification Process

At DKS, we are identifying material issues, tackling important issues from a long-term
perspective in management. Based on existing social issues and our corporate philosophy,
we have identified seven important themes from the two perspectives of their significance
to DKS and our stakeholders. At the same time, we have specified the material issues of
challenges toward addressing these themes. In the identification of those material issues,
we have referenced the UN’s Sustainable Development Goals (SDGs), ISO 26000, and other
global guidelines, given the important demands the international society places on DKS as
we work to advance business globally.

Step 1 Step 2 Step 3 Step 4

Identify the Q !dentify the Q© Draw a material Q !dentify the material
importance for the importance for issues map issues

Company stakeholders

Important Issue Identification Aims

Issues for society

e Environmental issues
Climate change, energy depletion,

@ Quality Management

biodiversity, etc. Y A e Research and
e Social issues o
o Development
Changes in social structure due to o Extremely | | P
; ; . ] hiah ® Human Resource
population growth, increased security < [[e] Management
risks due to technological advances *g '9 '
and the advent of the information - (4] EOQSIderatl‘:’:n for the
. . . o
society, public health, food crises, = . nVIFCTnmjen
elimination of disparities, etc. 5 E © Contributing to a
P R .
g Collaborative Society

Corporate Philosophy and » | @ Organizational
Management Policy V Resilience

e Corporate mission stated in the mportance to DKS @ Tackling NEXT and
founding spirit and the Company DREAM Businesses

Credo
® Happiness-based management

I Priority Themes & Focuses of SDGs

Following the principles of our Company Credo and Company Mottoes, and taking into
consideration the technologies and various experiences we have amassed over 113 years
as a chemical manufacturer, we have taken the SDGs (17 goals and 169 targets) and linked
them with specific themes related to contributions that DKS can make to solving social
issues. From this, we identified five SDGs to which we will dedicate particular effort.

Five focus SDGs determined from discussions in 2017:

3: Health and Productivity Management, an aging society with a declining birthrate
7: Renewable energy, environmentally conscious raw materials

9: Development and provision of industrial materials for building social infrastructure

12: Environmental pollution, natural resource oo e P
depletion ""‘""”" st
e O

17: Inspiring/Inspired Partners @

Priority themes

o Quality Management

amzz, 2= > P32
S Ko

9 Research and Development > P30

3 oo 9o [l 12 o

13 o

e Human Resource Management D P36

e Consideration for the Environment

1 5 > P40
0 | ©

e Contributing to a Collaborative Society

1 3 ik > P44
g i
12 5 W15 Soo
2

e Organizational Resilience D> P46

@ Tackling NEXT and DREAM
Businesses > P57, 60

3 i [l O [ 12 s
&ol's
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Material Issues for DKS bl DKS initiatives KPI
stakeholders

® Thorough quality assurance Customers * Global supply chain management
system * Food hygiene management initiatives (HACCP certification)
* Initiatives towards a management system equivalent to handling
pharmaceuticals
* Promoting occupational safety Employees * Continuous improvements through occupational safety and e Zero occupational accidents (lost time)
and health health management systems
¢ Implement hands-on safety education
* R&D framework aligned with Shareholders * Establishment of research centers for each customer * R&D expenses to sales ratio of 5.0% or
Uni-Top strategies Customers * Strengthen initiatives with inspiring/inspired partners higher
* Developing products that Customers * Promote product development with lower environmental
contribute to the environment Society impacts, such as additives for biodegradable plastics
* Promoting an intellectual Employees * Prompt applications for IP rights and aggressive pursuit of quick

property strategy

Shareholders

IP rights acquisition

e Diversity Employees * Provide workplaces and opportunities for the active participation * Female manager ration of 10% or higher
Society of female employees
¢ Appoint female officers and hire overseas employees
* Work-style reforms
¢ Implement personnel system reforms with an emphasis on
outcomes
¢ Employment initiatives for people with disabilities
® Human resource development Employees ¢ Implementation of a DX human resource development program
* Secure and train global human resources
* Health and Productivity Employees  Improve health awareness by adopting a health information app * Percentage of employees who exceed
Management initiatives Society o Efforts to establish exercise habits (DKS Calisthenics) abdominal girth standards: 25.0%

* Percentage of employees at risk for or
experiencing metabolic syndrome: 22.0%

* Reduction of absenteeism to 2.0% or less

e Improvement of work engagement and
achievement of a normalized score of 51
(both targets for FY2024)

® Responding to

Shareholders

* Green transformation (GX) initiatives

¢ Reduce greenhouse gas (GHG) emissions

dec_arbonization and reducing Society * Renewable energy (biomass power generation) (Scope_‘l, Scope 2) for the entire DKS
environmental burdens « Product development for moving beyond green vehicles Group in Japan by 30% compared to
(strengthen the battery cell business) FY2013 by FY2030
* Formulate climate change countermeasures, CN2050 plan,
strategies, KPI
* Initiatives for TCFD
e Contributing to a Society * Contribution to a recycling-oriented society through responsible * 10% reduction in waste generation per unit
recycling-oriented society care activities (FY2030 target)
* Traceability systems (review inventory volume, product loss rates,
product profit margins)
* Appropriate management of Society * Respond to more stringent legal regulations e Final waste disposal rate of 0.1% or less
chemical substances * Reduce emissions of PRTR Regulation-designated substance (FY2030 target)
* Regional revitalization Society * Promotion of initiatives with local governments
¢ Industry-government-academia collaboration
* Initiatives for Sericulture Innovation
» Co-prosperity with the supply Society © Switch to renewable resources and natural materials
chain o Effective use of the peeled skins of sudachi (Japanese citrus)
* Work to improve added value throughout the supply chain from
“Tier N" to “Tier N+1"
* Responding to the digitization Employees * Superior, imitation-proof craftsmanship (Uni-Top strategy)
of society Shareholders * Rebuild core technologies and know-how (standardize expert
Society craftsmanship)
* Acquisition of DX Certification
* Strengthen information security measures, cybersecurity response
¢ Digitization of information Employees * Digitize communication/PR tools
dissemination Shareholders * Strengthen communication/PR with individual consumers
Customers * Acquisition of new customers through web marketing
e Further deepening of Employees o Strategies for improving medium- to long-term corporate value * 10% increase in the number of dialogues
corporate governance Shareholders * Improve effectiveness of the Board of Directors and establish an compared to last year
Customers appropriate remuneration scheme
Society * Strengthening dialogue with shareholders and investors

 Create a governance system in line with ESG strategies

¢ Development of the Life
Science business

Shareholders
Customers
Society

* Initiatives to extend healthy life expectancy

* Establish B-to-C business

* Notification of food products with functional claims
* R&D to improve cognitive function

* Sales of ¥10.0 billion yen in 2025

e Development of the NEXT
businesses

Shareholders
Customers
Society

* Open innovation
* Respond to industry reorganization
* Execute M&A that contributes to growth

e Sales in 2025

@ Solar cell, exhaust gas business: net
sales of ¥10.0 billion

@ 5G business: net sales of ¥10.0 billion
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Continuing to Pursue Happiness-Based
Management under the New Management Structure

Three Elements of Happiness-Based Management

| am pleased to share with you my thoughts as CEO as we look back on 2021 and on how | formulated a new management

structure for 2022. The second year of our medium-term management plan “FELIZ 115" was a year all DKS employees should be

proud of, as we received much recognition. We were blessed with consecutive selection as a Health & Productivity Stock by the
Ministry of Economy, Trade and Industry (METI) and the Tokyo Stock Exchange (TSE), as a White 500 Organization, and as a Sports
Yell Company. We also received the Minister of Economy, Trade and Industry Award from the 100nen Keiei no Kai. Now | will

explain the three elements which form the axis of happiness-based management using the word “Tenchijin” meaning “Heaven

(ten), Earth (chi), and People (jin), the three elements that make up the world.” In my concluding remarks, | will speak on the future.

Heaven (ten) — Awareness of the Environment Surrounding DKS

First, | would like to share my thoughts about the first element of
management, Heaven (ten) — awareness of the environment
surrounding DKS. There are two current issues the future of
which we cannot foresee even at this time. These are the spread
of COVID-19 and the military conflict in Ukraine, events which
were considered unthinkable in the 21st century. Many assumed
the medical advances of the 20th century would have prevented
such a pandemic. Or that humanity learned its lesson about
apocalyptic global conflicts after witnessing the atomic bombing
of Hiroshima and Nagasaki. Unfortunately, this was not the case.
These events were brought about by biological competition for
survival and the self-righteousness of those in power. Both
phenomena have exposed the weaknesses of humankind, and |
consider them to be warnings that our species must keep in
mind if we want to continue living on this earth.

The invention of the steam locomotive, the discovery of
electricity, the advent of computers, and the use of artificial
intelligence — these were all part of the Industrial Revolution.
Now in the 21st century, we seem to have entered a completely
different dimension that some call “Society 5.0.” Speaking of
technology, the era of hardware and analog has shifted to one
of software and digital. Such disparities have been spurred on
for a while. Is this really what we want? | believe that COVID-19
and the conflict in Ukraine called a halt to this shift and
disparities. Look at our human origins. It is a fine balance
between hardware and software, of analog and digital. One
could call it the “equilibrium between the value and price” of a
commodity. The conflict in Ukraine has illustrated the economic
principle of supply and demand. This 21st century is a Nouvelle
Renaissance, a return to humanity,

Toshishun is a Chinese folk story rewritten by AKUTAGAWA
Ryunosuke, a novelist active in the Taisho period in Japan.

Earth (chi) — DKS' Situation

One evening in the city of Luoyang, capital of the ancient
Chinese Tang Dynasty, a young man named Toshishun
laments his failed business venture that left him penniless. An
old hermit appears to him asking, “What do you wish for?”
"Money,” he replies. And his wish is granted. But his venture
loses a second time. Again, the hermit asks the defeated
young man leaning against the wall, and again his wish for
money is granted. He succeeds for a time, then loses
everything. Upon the third time, Toshishun’s wish is to
become the hermit’s disciple. When | was in the first grade of
elementary school, our teacher told us this story using
kamishibai (a form of storytelling using sets of illustrated
boards displayed in a miniature stage-like device). And ever
since, | have felt the yearning to become a hermit. | have
about 150 books on the subject of hermits from China, Japan,
and other countries in my collection. It is very human to chase
after pipe dreams. Toshishun endured harsh ascetic practices
imposed by the hermit, such as burning and whipping. His
final task was to remain silent no matter what. He saw his old
mother being tortured by demons. He closed his eyes,
unable to endure the sight. She gasped: “Stay silent!”
"Mother!” At his own voice, Toshishun found himself
standing in front of the wall of Luoyang. The hermit told him
that, had he not cried out, he would have killed Toshishun
himself. He admonished Toshishun never to lose his humanity.
Humans are mysterious beings. The Arabs pursued alchemy,
trying and failing to create gold. This was the beginning of
chemistry, the chasing after a dream. In China, they sought
the elixir of eternal youth. COVID-19 and the conflict in
Ukraine pose the same question for those who live in the 21st
century today: If we lose sight of our human principles, will
we be able to survive?

On April 11, 2001, the day of my induction interview, DKS was
at rock bottom. After my interview, one top manager said
something that struck me: ”l want you to save the Company.”
| will write about this in the next section, People. For a
quarter of a century since 1980, total assets and net sales of
DKS had stagnated at around 40 billion yen. The losses from

Japan’s burst bubble economy were weighing heavily on the
Company. One senior finance executive, bowing his head,
said a few heavy words | will never forget: "Please create a
success story for our employees.” My first six months in DKS
began with shaking hands with the labor union, followed by a
tour of factory sites. During that time, | wrote down 108 notes
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of ideas in my memo pad. Summarized into three points:
First, make capital investments for growth, aiming for a total
asset turnover ratio of 1.0. Second, set the profit target for
investment to ROIC = WACC (the return on investment is to
be greater than or equal to the average cost of capital). Third,
enter into the medical and health care fields, as the “S” in
DKS stands for seiyaku (pharmaceuticals in Japanese).

| was convinced that realizing these three goals would
create a success story for our employees. My 108 notes are
the origin of these three elements of management. | can
mention five things in particular that we have implemented
and shaped over the past 20 years. (1) In December 2001, we
entered into an exclusive product sales agreement with BASF,
a world-leading conglomerate. (2) We made Yokkaichi
Chemical Co., Ltd., a wholly owned subsidiary in 2011 from a
33% share when | first joined DKS. (3) In 2012, we purchased
100,000 square meters of land from BASF in Kasumi,
Yokkaichi City. (4) We built a factory on the land in Kasumi,
which became one of our five business sites to date. (5) We
welcomed Biococoon Laboratories, Inc. in lwate Prefecture
and lkeda Yakusou Co., Ltd. in Tokushima Prefecture into the
Group and started manufacturing and sales in the Life
Science business and contract manufacturing organization for
pharmaceuticals (CMO/CDMO).

Three sacred treasures have been handed down from
generation to generation in DKS’ 113-year history. Our
Company Credo: “Contributing to the nation and society
through industry.” Our Company Motto: “Quality First, Cost
Reduction, and R&D Efforts.” And our Company Song,
written by DOI Bansui, one of Japan’s leading lyricists of the

People (jin— Encounters at DKS

time. It expresses the Dai-ichi Kogyo (DKS) Spirit in four
verses, concluding with the words, “Enhance brightness of
culture.” It is comparable to Johnson & Johnson's “Our
Credo.” Our philosophy which we have upheld since our
founding, is like an early version of the 17 SDGs of the United
Nations and ESGs today.

When | joined the Company, | read the Company’s 30-, 50-,
and 80-year histories, and in the 80-year history there is
mention of a temporary improvement in earnings due to the
bubble economy. By the time of printing, the bubble had
burst, and DKS suffered huge losses. The moral of the story is
to stay out of anything other than the core businesses.

In the fall of that year, we had to release the 26,000 m? of
land for our headquarters, factory, and laboratory that had
already been decided to be sold off. Over the past 20 years,
we have regained about ten times the amount of land we
gave up. During the previous five-year management plan,
"REACT1000,"” we achieved record profits four times. The
equity ratio, which was not even in the low 20% range when
we hit rock bottom, improved to 43%. | declare now that our
path to stability and development as a chemical manufacturer
is not about expanding company scale. It is about becoming
Uni-Top — a company valued for its uniqueness. For this
purpose, we must (1) combine existing and new technological
fields, (2) expand contract manufacturing related to
pharmaceutical Good Manufacturing Practices (GMP), and (3)
expand product sales and R&D in the Life Sciences business,
which is the theme of humanity. These three steps also go
hand in hand with TCFD and climate change risk management.

| would like to note my thoughts on the personnel affairs
accompanying the new management structure introduced
this April. Throughout my career, | have held the belief that
there are two options: let people work in their fields of
expertise, or challenge them in a new field. | have been
pondering this for 21 years since | joined DKS. As the current
medium-term management plan “FELIZ 115" comes to
completion, how shall we lay the foundation for the next
management plan? We have, however, laid the grounds for
those who do take on the challenge. We have taken note of
the experience and career paths required for management
through personnel changes for each employee. Since the
time when Yokkaichi Chemical Co., Ltd. became a wholly
owned subsidiary, we have had current President Yamaji
involved in strategy and planning to learn the essentials of
management. At the beginning of the current plan, the
division system was changed to a headquarters system. We
expect the officers in charge of sales, R&D, and
administration to think and act in innovative ways. We have
assigned a skilled professional to our Production
Headquarters whom we have welcomed as our “secret
weapon.”

When | first arrived at the Company on June 11, 2001, two
months after my hiring interview, three people of DKS,
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including one retiree, gave me the starting point. The first
person was the finance executive | mentioned previously, an
accounting specialist, who gazed at me sharply and implored
me to give his employees a success story that would break a
quarter century of stagnation. The second person explained
the philosophy of the Management Quality Award, which was
the basic principle of all of the 108 notes of ideas | jotted
down over my first six months. The third person was our
Company's own walking encyclopedia. She has served under
successive presidents and knows DKS like the back of her
hand. She has an orderly and accurate memory of DKS’
history, our relationships with those with whom we do
business and other organizations, and everything else. | am
deeply grateful for all the rich encounters | have had both
inside and outside the Company.

Now | will mention another three mentors in particular by
name, if | may. First, Mr. UETA Takehiko, the President of DKS
at the time | was hired. He hired me as the Company’s first
full-time officer. Although | had experience in asset
management and had knowledge of companies in the 33
industry sectors of the TSE, | was a complete stranger to the
chemical business. Despite this, Mr. Ueta entrusted me with
our strategic department, then known as the Corporate
Planning Headquarters. This was the department that had



The second year of the
"FELIZ 115" management
plan was a year of gaining
recognition, in which all our
employees can take pride.

been creating management plans since | joined the
Company: "ADD21" in 2004, "CHANGE100 Stage | & II" from
2009 to 2014, "REACT1000" in 2015, and the “FELIZ 115"
plan in 2020. | was charged with creating the principles,
policies, environmental awareness, strategies, tactics, and
numerical targets of these management plans. Our balance
sheets, income statements, and cash flow statements make
the success of these plans clear.

The second mentor | would like to mention is Mr. Yamauchi,
our investor. Since he was publicly announced as our second
largest shareholder, | will intentionally introduce him by his
real name. As our major shareholder, | met with him three
times to explain general information about the Company.

The collapse of Lehman Brothers occurred in the year prior
to April 1, 2009, our 100th anniversary. Taking this opportunity,
we conceived a management plan to achieve a V-shaped
recovery, called “CHANGE100.” At that time, the stock-
related indices were 8.0 PER and 0.6 PBR, which were
undervalued and incongruent with profit levels. It was only
after March 8, 2011, when DKS made its first public offering in
50 years,that the Company seemed to attract Mr. Yamauchi'’s
interest. Suddenly, he became our second largest

In Conclusion

shareholder. When | met him, he said to me, “You will carry
out your plan.” | took that as encouragement. | am immensely
grateful to him for discovering our Company’s stock and
holding it for the medium term.

And the third mentor of mention is Dr. SUZUKI Koichi,
founder of Biococoon Laboratories, Inc. | was once talking to
the person in charge of underwriting securities for public
offerings about my hobby of studying hermits. “I know a 21st
century hermit you'd like to meet,” he said. That hermit was
Dr. Suzuki. He had been searching for a drug for dementia
and identified a substance extracted from a medical fungus
grown on the pupae of domestic silkworms, which had
partially recovered the brain cell functions of senescence-
accelerated mice. A gentleman dedicated to his work, Dr.
Suzuki had founded a university-launched startup. Since our
Company'’s founding was also triggered by surfactants related
to silkworms, we hit it off at our first meeting. And just like
that, the influential life science company which we had been
searching for joined the Group. Unfortunately, he was later
taken from us by a disease that had gone undetected for too
long. He left us with what would become a core business of
the DKS Group.

Who has loved DKS as much as they have? To this day, | am
grateful for my comrades and all their support behind the
scenes. | spoke of the past, present, and future, of the three
elements of Heaven, Earth, and People (“tenchijin”). | am
reminded of prophetic thinkers Jacques Attali and Naomi
Klein as | contemplate three milestone years: 2045, the
Singularity, when artificial intelligence will surpass humans;
2047, when humanity’s global food supply will reach its limit;
and 2050, the year of carbon neutrality and zero GHG
emissions target. Our Company has been pursuing the same
principles that later became the basis of SDGs, ESG, and
TCFD since its foundation in the Meiji era. "“Survival through
uniqueness,” linking Company Credo, Company Motto, and
Company Song, is what Uni-Top means. August 2022, the
eighth month, was a summer of heartfelt thoughts. Eight is

considered a lucky number in Japan, because the shape of
the Kanji character spreads widely at the bottom like a pine
tree, symbolizing growth, as the green of the pines. August is
also a month of the growth of green leaves. The month
August was named after Emperor Augustus, who built the
glory of Rome. What kind of company will we have grown into
for our 125th anniversary? Our resilience (endurance) is being
put to the test in the midst of uncertainty (COVID-19, the
Ukraine conflict). Under the new management structure, we
will continue to pursue happiness-based management.
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Philosophy in Practice—The History of DKS Business Development

(KL% Founded 1969 Nippon Levulose Co., Ltd.

(later Shiga Plant of DKS) established

LEZEET Yokkaichi Chemical Co., Ltd.

{EAES General partnership company Ohno

Kogyo Seiyakusho established

KEEE] Dai-ichi Kogyo Seiyaku Co., Ltd. established

LEER Yokkaichi Plant opened

manufacturing of

KEZE] Listed as a public company

16

established to manufacture and
sell nonionic surfactants

EEZId ohgata Plant opened

Japan’s first solvent-method

CMC [CELLOGEN] started

{EZL Constructed sucrose fatty acid ester plant
(later Shiga Plant)

Capital participation in
Chin Yee Chemical
Industries Co., Ltd.

in Taiwan, accompanying
the textile industry’s shift
to Southeast Asia

EZE] Gembu Co., Ltd
established

developed and sold the silkworm cocoon unwinding agent, a chemical
for spinning waste cocoons. The Company responded to textile industry
needs by developing and selling a number of textile oil agents using
sulfation and compounding technologies.

In 1915, the Company introduced the first domestically produced soap,
Gembu Marseille Soap, into the textile industrial soap market, which had
been completely dependent on imported soap. The Company
strengthened efforts to expand into household products such as shampoo
and laundry and bath soap, which provided a breakthrough contribution to
business performance during wartime and postwar turmoil.

With the development of the textile industry, the Company established
a position as a textile oil agent manufacturer. During this period, the
Company developed the nonionic surfactant NOIGEN, the cationic
surfactant CATIOGEN, and various progenitors for other surfactants,
setting the stage for its rise to the top of the industry.

M Dai-ichi Kogyo (DKS) Spirit and DKS Mottoes

The Dai-ichi Kogyo (DKS) Spirit states that “We must demonstrate
the traditional spirit of the Japanese people—the Yamato spirit—in
our industry, always realize coexistence and co-prosperity between
ourselves and others based on the concept of service, and maintain
sincerity to contribute to the prosperity of the nation, society and
mankind.” Sincere efforts to manifest this spirit continue to be
passed down through our three Company Mottoes: “Quiality First,”
“Cost Reduction” and “R&D Efforts.”
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1950/3 1960/3 1970/3 1980/3

1900s 1930s-1950s

Social Rapid Growth of the Spinning Industry Industrial Modernization, Shift to Synthetics

changes With the advent of World War |, the spinning industry Following World War |, the industry undergoes a period of modernization, during which
undergoes dramatic growth. Textile goods exceed time the textile industry sees an accelerating shift from natural fibers to synthetic
50% of Japanese exports. alternatives. ‘
1909 SILKREELER cocoon unwinding agent (chemical agents 1934 MONOGEN higher alcohol-based detergent
for spinning) 1950 CELLOGEN synthetic thickener
1915 Gembu Marseille Soap (industrial soap for textile)
Trademarks ofthe Company from left: Sewryo Suzaku Byakko and Gembu) Main products of this time
Development . . L -

Founded as an Oil Agent Manufacturer, Aimed to Become a Establishing a Foundation for Future Growth

of DKS Comprehensive Chemical Industry Manufacturer In the 1960s, against the backdrop of intensifying price competition in
Founded in 1909 based on the “Dai-ichi Kogyo Spirit,” the Company industrial fields, the Company expanded the scope of and diversified its

industrial products. In anticipation of the future potential of the
polyurethane market—positioned as a downstream sector within the
petrochemical industry—the Company commenced its polyether
business. Moreover, the Company launched one business after another
that would serve as a foundation for the future, including flame retardants
and sucrose fatty acid esters.

1980s-1990s

Becoming a Leading Highly Functional Chemical Products Company

In the transition to high-value-added products, the Company enhanced
research and development in the priority areas of “Resources and
Energy,” “Electronics and IT,” “Food, Pharmaceuticals and Cosmetics”
and new materials. The Company developed various highly functional

M Source of Original Technologies

During the post-World War | recession, the Company constructed
laboratories in 1918, research incentives were stipulated in 1919 and
“inventor award provisions” were enacted one after another in 1920
to encourage the creation of new products. The Company created
superior new products and patents and strove to conduct research.
In 2002, the Company implemented a patent incentive system
ahead of other companies, contributing to the development and
creation of new businesses such as the current Life Sciences business.



KEEH pai-ichi Kagaku Kogyo Co., Ltd. established
(former Nippon Levulose Co., Ltd.)

KEEL Kyoto Elex Co., Ltd. established to manufacture
and sell electronic materials

{EEE] Dai-ichi Ceramo Co., Ltd.
established to strengthen
the electronic materials sector

Elexcel
Corporation
established

KEET PT. Dai-ichi Kimia
Raya established in
Indonesia

Product development and business deployment that address global events and expand net sales

1990/3 2000/3

BLIIA R&D labs relocated to Kisshoin, Kyoto,
to develop new technologies

FIRE] Newly established
the Kasumi Plant in Yokkaichi

- e
PALE] 100th anniversary of the 20 8 ; 70
founding Biococoon Laboratories, Inc.

and lkeda Yakusou Co., Ltd.
become wholly owned
subsidiaries 60

PIRN Yokkaichi Chemical
Co., Ltd. become
wholly owned
subsidiaries

50

40

30

20

10

o

Net Sales

(Billions of yen)

2010/3 2022/3

1960s-1990s

Growing Environmental and Safety Concerns Lead to
High-Value-Added Materials

Following the oil shocks of the 1970s, the industry transitions to high-value-added
products. In the 1990s, greater interest is placed on environmental consideration
and safety, which accelerates the greater functionalization of existing materials.

1969 PYROGUARD flame retardant for plastics

1970 DK ESTER food emulsifier

1981 NEW FRONTIER UV/EB-curable monomers and oligomers
1982 SUPERFLEX waterborne polyurethane

1990 EIMFLEX polyurethane resins

1992 HITENOL polymerizable surfactant

2000s

Highly Functional Chemicals Sector Developments Resolve
Social Issues

Japan’s chemical industry begins to see the development of highly
functional sectors that actively create and deliver added value to society.

2005 ELEXCEL IL ionic liquid

2013 RHEOCRYSTA cellulose nanofibers

2017 TRIBIO polylactic acid resin modifier

2018 |. Japonica-Bombyx Fungus (health food)
Sudachin (citrus sudachi peel extract powder)

2021 Announcement of Naturido, a new active ingredient expected to improve
cognitive function

2022 TENCHUKASOU (health food)

surfactants and polyurethane products. In aiming to become a leader in
highly functional chemicals, the Company began collaborating with other
industries as a way of addressing new needs. Moreover, the Company
developed nonionic surfactants with a low environmental impact in
collaboration with an overseas manufacturer.

Qualitative Change and Second Renaissance

Since 2004, the Company has constructed a business portfolio for a
highly profitable structure and promoted the development and
expansion of new businesses with high added value. With electronic
and IT materials as the next generation of business pillars, the Company
began to take steps to transition from a traditional surfactant company
to a leading industrial chemical supplier. In 2009, the 100th anniversary
of our founding, the Company started a six-year management plan with
the aim of qualitative change and promoted the transition to a business
division system, management infrastructure development and non-

M A Corporate Culture of Respect for Quality

As early as 1922, uniform product standards were developed and the
division of duties clearly stated that research staff were responsible
for quality checks. In 1951, a quality management committee was
established to cultivate a corporate culture of respect for quality and
engage in organizational development. In the 1960s, QC circles were
actively developed at plants across Japan led by young engineers,
and in 1974, these activities were unified, and together with research
efforts DKS established a reputation as a technology company.

petrochemicals, thereby strengthening our financial position. The
Company transformed its corporate structure placing emphasis on the
DKS Credo and created a platform for further growth.

In 2015, the Company formulated a five-year plan for new value
creation, and in the same year, the new Kasumi Plant was constructed in
Yokkaichi of Mie Prefecture, as a mother factory with the aim of
integrating production, sales and development functions, preparing the
foundation for a second renaissance.

Life Sciences Business Launched, Full-Scale Shift to DREAM
Businesses

With its full-scale entry into the business field of life sciences in 2018,
the Company acquired Biococoon Laboratories, Inc. and lkeda Yakusou
Co., Ltd. as wholly owned subsidiaries. As an initiative that links
achieving healthy longevity and revitalizing communities, the Life
Sciences business has, along with the environment and energy, and IT
and electronics materials fields, become part of the foundation on
which the Company is focused for creating a better future.

M The Uni-Top strategy is a strategy to provide unique
products without pursuing scale, aiming to be a company
that is top rated in terms of uniqueness.

W DKS calls business partners who provide each other with
spark “inspiring/inspired partners,” with whom we promote
initiatives.

DKS REPORT 2022
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What Sort of Value Has DKS Been Creating?

Review of the Medium-Term Management Plans

CHANGE100 Stage | CHANGE100 Stage I REACT1000
—Changing the Corporate Culture —Expansion along with Earnings — Act for a Leap —

April 2009-March 2012 |

Targeted Consolidated net sales ¥55 billion or higher

Figures

Ratio of ordinary income to sales 4% or higher

“Each of Us Holds the Key to Success”

April 2012-March 2015

Consolidated net sales ¥60 billion or higher

Ratio of ordinary income to sales 5% or higher

“Each of Us Holds the Key to Success”

April 2015-March 2020

Consolidated net sales ¥75 billion or higher

Ratio of ordinary income to sales 8.0%

"Act for a Leap”

Building a Business Structure
Necessary as a Leading Industrial
Chemical Company

Vision

Staying Ahead of the Times as a
Leading Industrial Chemical
Company

Practicing the concept of “chemistry provides a
solution,” we will take up the challenge of
carrying out our management plan REACT1000

-

. Securing a stable profit structure

2. Pursuing greater business efficiency

w

. Developing and strengthening our
foundation to realize the
“technology makes the Company”

Management concept

Policies . .
4. Accelerating the creation of new

products

w

. Enhancing compliance management

o

. Improving managerial skills and
human resource development

-

. Expanding peripheral business fields

N

. Enhancing and reinvigorating
domestic production facilities

w

. Accelerating the creation of new
businesses

&

Pursuing cost reductions

w

. Improving management capabilities
and developing human resources

6. Enhancing overseas expansion and
strengthening administration

1. Create new corporate value

2. Create a clear corporate image

3. Ensure more profound corporate governance
4. Maintain and increase optimal ROE levels

5. Create advantages through collaboration

6. Accelerate and enhance mother plant functions

e

value

N

w

Plan Outline goods and capital

business division approach

w

electronics materials, etc.

o

Basic Strategies
. Enhancing the enterprise’s power (marketing clout, cost-saving ability,
technical strength and organizational power) = Heightening our corporate

. Promoting selection and concentration = Determining the withdrawal from
underperforming segments based on our exit rule

. Optimizing the allocation of management resources = Funneling people,

4. Seeking more productivity = Seeking more profitability through the integrated

. Creating new businesses and strengthening cooperation with the parties
concerned = Developing inorganic materials, dispersion technology,

. Focusing on priority business segments = Prompily reaping the benefits of an
existing, ongoing, highly profitable business

There are five priority qualitative targets for
implementing the management policy.

1. RETURN: pursuing profitability = sharing returns
with stakeholders (appropriate distribution of profits)

2. EXPORT: improving overseas sales ratio = global
strategies responding to paradigm shifts (overseas
sales ratio of 20%)

3. ADVANCE: moving forward with new plant
investment = pursuing efficiency for core businesses
(restructuring domestic bases)

4. CREATE: establishing new businesses = quickly
commercializing newly developed materials (new
business creation fund)

w

. TRAIN: systematic human resources training =
fostering personnel to pursue ‘leaps’ (coordinating
with consulting companies)

The initial year saw lingering impacts
from the financial crisis triggered by
the Lehman Brothers bankruptcy. With
revenues growing over the next two
years, however, DKS successfully
achieved a target of the plan by
recording final-fiscal-year (fiscal year
ended March 31, 2012) consolidated
net sales of ¥56.2 billion. In contrast,
the Company was unable to reach the
plan’s final-fiscal-year operating
income target due to sharp demand
drops and ongoing high raw materials
prices.

Although DKS aimed to increase net
sales from ¥56.2 billion to ¥60 billion,
the fiscal year ended March 31, 2015
(the final year of the plan) ended with
net sales at ¥55.5 billion, below the
target because of delays in investment
to raise production in core businesses
and stagnation in the solar cell field.
On the other hand, DKS achieved its
operating margin target given record-
high operating income, ordinary
income, and net income.

On the quantitative side, sales were revised downward
in the third year of the plan due to an extreme slump in
solar cell sales, but the operating income target was left
unchanged, and in the first half of the plan reached a
record high for the third consecutive year. After that,
however, rising production costs for 5G materials, which
far exceeded expectations, insufficient response to
soaring raw material prices, and the COVID-19
pandemic led to operating income of ¥4.1 billion in
fiscal 2019, the final year of the plan, unfortunately
resulting in our falling short of the targets. The 20 items
in the matrix, which are qualitative elements, have all
launched or are in progress. As a result, our view is that
the foundation for creating the future has been laid
according to plan.

¢ Increased business divisions’ profits
by instilling a profitability mind-set

e Launched and promoted the Human
Resources Development Project
aimed at instilling an awareness of
management in all departments

Successes

* Upgraded the management
infrastructure (e.g., commenced
introducing a new ERP system) for
the future

* Maintained a healthy balance sheet
(increased the capital adequacy ratio)

* Made new investments for growth
(made Yokkaichi Chemical Co., Ltd. a
wholly owned subsidiary) to expand
business fields, purchased land,
began preparation for a new plant

¢ Expanded business peripheral areas (NEXT) and
efforts to create new businesses (DREAM)

* Focused on business development with new capital
investment and R&D expenses

* Changed the balance sheet composition and
increased total assets 1.3 times compared with the
end of the final year of the previous plan

* Brought life sciences-related Biococoon Laboratories
Inc. and lkeda Yakusou Co., Ltd. into the Group

¢ Laid the foundation for realizing business income and
profits commensurate with total assets, including
up-front investment in new businesses

Improve the corporate culture to bring
a profitability mind-set to the forefront

Realize a balance in three areas
(Balance sheet / business portfolio /
human resources)

Issues

Maintain a robust and healthy balance
sheet to increase earnings

1. Insufficient precision in market forecasting
2. Delays in reorganizing unprofitable businesses

3. Vague customer countermeasures (selection &
concentration)

4. Negative effects of the business division system

DKS REPORT 2022




What Sort of Value Has DKS Been Creating?

Overview of the Medium-Term Management Plan “FELIZ 115"

aoout ' FELIZ 115" I

F uture FE! |1Z115

E NVIRONMENT — 2020-2025 —
IFE

| NNOvVATION

Z [FLAG/CHALLENGE

Previous medium-term

management plan

April 2015-March 2020 20152020 R

\EACT 1004

(Consolidated) March 2020
results

Net sales ¥67.0billion ¥61.4 billion
Operating income ~ ¥6.0billion  ¥4.1 billion
Operating margin 9.0% 6.8%
Profit ¥3.6 billion ¥2.0 billion
ROE 10.0% 6.4%
Overseas sales ratio 20.0% 16.8%

This word means happiness in Spanish. DKS chose “FELIZ" because we want to provide all
FELIZ | stakeholders with happiness. Each letter in the word FELIZ represents one of the five themes of

our medium-term management plan in English.

Looking ahead to the final year of this plan in 2025,
115 this number expresses our plans for the 115th

anniversary of our founding.

Current medium-term management plan

April 2020-March 2025

@ Achieve qualitative enhancements in ACTUAL (existing)
businesses, expand and reinforce NEXT (peripheral)
businesses, and develop and cultivate DREAM (new)
businesses.

£
FELIZT15

— 2020—2025 —

@ Maximize the use of total assets (asset turnover ratio
target of 1.0 times).

© Establish a headquarters system; optimally allocate
management resources.
Continue employee happiness-based management with a
performance evaluation system that rewards contributions.

(Consolidated) March 2025

Net sales ¥85.0 billion
Operating income ¥10.0 billion
Operating margin 1.7%
Total assets ¥92.0 billion (forecast)
Asset turnover ratio 1.0 times
Capital expenditures ¥12.0 billion (five-year

cumulative)
R&D expenses-to-sales ratio 5.0%
ROE 10.0% or higher

Next medium-term

management plan (tentative)

April 2025-March 2030

Realization of a highly profitable
Uni-Top company

(Consolidated)

DKS
2030

¥135.0 billion
(twice that of March 2020)

¥18.0 billion
(triple that of March 2020)

Net sales

Operating income

March 2030

Restructure management resources

Withdraw from noncontributing businesses within
the first 1-2 fiscal years.

Priority Measures

Enhance earnings power

Realize early returns on advanced business investments
in the Kasumi Plant and other areas.

Strengthen the management foundation

Revise the performance evaluation and remuneration

systems; establish a system corresponding to
contributions.

Business Restructuring Timeline

Business Expansion Timeline

April 1, 2020 April 2021 April 2022 April 2023 April 2023 March 31, 2025
|
1
Il Withdraw from noncontributing businesses
| -
Ll

Realize returns on advanced business investments in the Kasumi:Plant and other areas

|
»
El Accelerate alliances with partner companies and achieve rapid commercialization at the Kasumi Plant and in the Life Sciences businesse:
>
Reorganize the corporate striicture with an emphasis on customer orientation; shift to Company-wide organizational sales activities
>
Revise performance evaluation and remuneration systems to a system that evaluates contributions
>
A Establish SDGs/ESG-based management objectives; contribute to society through business activities; aim to enhance corporate value N
»

Continue employee happiness-based management; conduct activities to maintain the “Health & Praductivity Stock” selection; create comfortable working environments

Review of the Second Year

Hl ¢ In addition to moving forward with various measures, such as revising
prices, we accelerated the review of our business portfolio.

®\We dramatically improved the profitability of “ACTUAL" businesses
(existing businesses) and reinforced the foundation that supports profit.

*The state of operation at all plants in the Yokkaichi Branch Kasumi Plant
is making it possible to increase production to match customer

demand.

®We announced our full entry into the Life Sciences business (introduction
of new brand “TENCHUKASOU" and launch of our own EC website).

e lkeda Yakusou Co., Ltd.s “Sudachin” (tablet type) was approved for the
Shikoku Health Support Food (Healthy Four) system.

B ein order to start and build out new businesses, we revamped our R&D

framework to place priority on profitability.

®We will reform our corporate culture so that contributions to corporate

recommendations.

®Selected as a “Health & Productivity Stock” for three consecutive years.
o Certified as a “White 500 Organization” for the fifth year in a row.

earnings are fairly evaluated and aim to create an HR system that takes

into consideration the happiness of employees.

*We created a system to draw out abilities as much as possible while
respecting individuality by establishing the DKS Challenge Center, the
purpose of which is to centralize the information and awareness of
employing people with disabilities.

*\We established a Sustainability Committee, strengthened our climate
change-related initiatives, and expressed our support for TCFD

e Certified as a “Sports Yell Company” three consecutive years.

DKS REPORT 2022
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[A ¢ In addition to actively undertaking investor relations activities, centered
on the Public & Investor Relations Department, which is directly under
the president, we expanded dialogue with stakeholders.

®Received the highest rank in the DBJ (Development Bank of Japan Inc.)
Health Management Ranking Program for five years in a row.
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What Sort of Value Has DKS Been Creating?

Financial and Nonfinancial Highlights

Financial Highlights (Consolidated)

Net Sales/Overseas Sales Ratio

(Millions of yen) (%)
80,000 60.0
61,456 62,672

60000 g4 os5 59,574 59,140 45,0

40,000 30.0
o - 22.5

20,000 @ o0 __Ler o8 o 15.0
0 0

3/2018 3/2019 3/2020 3/2021 3/2022

M Net Sales =@ Overseas Sales Ratio
In the fiscal year ended March 31, 2022, although sales of radcure
resin materials in the Functional Materials segment slumped greatly,
sales of conductive pastes for solar cells in the Electronic Device
Materials segment dramatically expanded, leading to sales of
¥62,672 million, up 6.0% year on year. The overseas sales ratio was
22.5% (up 5.4 percentage points year on year).

Dividend per Share/Dividend on Equity (DOE)

(Yen) (%)
80 80 4.0

60

40

20

3/2018 3/2019 3/2020 3/2021 3/2022

M Dividend per Share  =@®- Dividend on Equity (DOE)
The annual dividend per share was comprehensively set at ¥80 in
consideration of the Company’s financial conditions, future business
development, and enhanced shareholder returns.

ROE
(%)
12.0 11.8
9.0 \ . 77
6.4 ® 7.0

6.0
3.0

0

3/2018 3/2019 3/2020 3/2021 3/2022

ROE decreased from the previous fiscal year, reaching 7.0%. The
capital turnover rate rose due to net sales increasing as total capital
rose; however, ROE was lower than the previous year due to the
profit margin on sales dropping from lower profits.

DKS REPORT 2022

Operating Income/Operating Margin

(Millions of yen) (%)

6,000 20.0

4500 4,341 4,485

1,500

3/2018 3/2019 3/2020 3/2021 3/2022

M Operating Income =®@- Operating Margin
Operating income for the fiscal year ended March 31, 2022, came to
¥4,626 million (up 3.1% year on year) due to sales efforts such as
significant price revisions in the Surfactants segment and company-
wide endeavors to reduce costs, despite increased R&D expenses
for the future. The operating margin was 7.4% (down 0.2 percentage
points year on year).

Interest-Bearing Debt
(Millions of yen)

40,000

30,000 29,946 28,529 27,763 -

23,863 23,466
20,000

10,000

3/2018 3/2019 3/2020 3/2021 3/2022

Interest-bearing debt as of March 31, 2022, decreased by ¥766
million to ¥27,763 million, due to the repayment of long-term
borrowings.

Cash Flows

(Millions of yen)

7,000
5,017 4,955 5,520
3,500 3,886 3236 3,766
2,820
0 1,150
a0
3,500 " W
3, N N - -2,700
23,804
7,000 -5,694 -5,842

3/2018 3/2019 3/2020 3/2021 3/2022

M Operating Cash Flows
=®- Free Cash Flows

Investing Cash Flows

D For more details, see p. 22.



Nonfinancial Highlights (Group/Non-consolidated)

Number of Patents Held (Group)
(Patents)

1,200

453 479 514 483
900 427

600

497 508 533 42 522

300

3/2018 3/2019 3/2020 3/2021 3/2022

M Japan M Outside Japan

The number of patents held totaled to 1,005 (a decrease of 51
patents year on year). In consideration of future business
development, we are actively promoting the application and
acquisition of intellectual property rights based on the results of
research and development.

Geenhouse Gas Emissions (Group)

(1,000 1)
60

53.6 52.6 53.8
48.9 48.5

40

20

3/2018 3/2019 3/2020 3/2021 3/2022

Greenhouse gas emissions totaled 48,500 tons (down 400 tons year
on year). In order to help prevent global warming, we will continue
our efforts such as those for improving our energy efficiency.

Ratio of Female Employees (Non-consolidated)
(%)

21.0

20.0

19.0 18.8 18.9

18.0 17.8

%s/'@'

17.0

3/2018 3/2019 3/2020 3/2021 3/2022

The ratio of female employees to total employees was 20.3% (up 1.4

percentage points year on year). We will continue to carry out
measures aimed at promoting women's participation and
advancement.

Amount of Waste Generated (Group)

(t)

25,000

21,658
20,000 20,779 19,605

18,431
16,662
15,000

10,000

5,000

3/2018 3/2019 3/2020 3/2021 3/2022

The amount of waste generated was 16,662 tons (down 1,769 tons
year on year).

Number of Employees to Utilize the Child-Care Leave/
Child-Care Part-Time Work Systems (Non-consolidated)

(Persons)
15

3/2018 3/2019 3/2020 3/2021 3/2022

M Male = M Female Child-Care Part-Time Work System
The number of employees using the child-care leave system was 13

(up 6 from the previous year). The number of employees using the

child-care part-time work system was 8 (down 2 from the previous year).

Annual Paid Leave Rate (Non-consolidated+Assigned Employees)

(%)
80.0

75.0

70.0 . /©\
qi 67.4
66.1

65.0

60.0

3/2018 3/2019 3/2020 3/2021 3/2022

The percentage of paid leave used was 67.4% (up 1.3 percentage
points year on year).
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What Sort of Value Has DKS Been Creating?

Financial/Capital Strategies and Total Shareholder Return

I Financial Position

As of the end of the fiscal year ended March 31, 2022, the compared with the previous fiscal year, and the highest level
Company had total assets of ¥86.4 billion (up 1.7% year on in our history. Capital investments decreased to ¥1.9 billion
year), net assets of ¥40.3 billion (up 8.0% year on year), and an from ¥4.6 billion, and cash flows used in investing activities
equity ratio of 42.5% (up 1.8 percentage points year on year). were negative ¥2.7 billion. Free cash flows were positive at
Interest bearing debt was ¥27.7 billion (down 2.7% year on ¥2.8 billion. Net cash provided by financing activities totaled
year) due to stronger free cash flow, which improved the net negative ¥2.3 billion yen, as we repaid debt and paid

D/E ratio from 0.45 in the previous fiscal year to 0.38, further dividends. As a result, our balance of cash and deposits at
improving financial stability. Cash flows provided by fiscal year-end rose ¥0.6 billion, to ¥12.1 billion.

operating activities were ¥5.5 billion, an increase of 11.4%

I Financial Analysis of the Past 10 Years

An analysis and comparison of the performance and financial results of the DKS Group for the period from April 2011 to March
2022 are as follows. (Cumulative totals are the totals over the 10-year period from April 2012.)

L Apil2011-March 2012 | April 2021-March 2022

Net Sales ¥56.2 billion ¥62.6 billion Up 6.0% YoY, the highest level in our history

Operating Income ¥2.03 billion ¥4.62 billion Up only 3.1% YoY

Oarming W 36% 749% Contmue.efforts for improvement toward our target of
double digits

Net Profit ¥0.16 billion v 49 billion Level cgmparable with the previous fiscal year, so aim for
further improvement

. o . . .

ROE 10% 7 0% On .gomg.te.;\rget is ’I'OA or higher as we aim to improve our
capital efficiency ratio

Total Assets ¥51.3 billion ¥86.4 billion Up 71.8% over 10 years due to growth investments, etc.

Net Assets ¥16.9 billion v40.3 billion Exceeded ¥40.0 billion to increase approximately 2.4 times
over 10 years

Interest-Bearing Debt ¥15.7 billion ¥27.7 billion Reduced from the previous fiscal year due to free cash
flow (¥2.82 billion)

Net D/E Ratio 0.60 0.38 Stable financial foundation due to higher net assets

_ Totals for the Past 10 Years Assessment/Comments

Net Profit Cumulative ¥21 6 billion Continuous profit level at or above ¥2.0 billion since the
Total ' fiscal year ended March 31, 2016

Capital Investment

¥42 3 billion Since the fiscal year ended March 31, 2015, growth
Cumulative Total '

investment became more aggressive; implemented capital
investment with cumulative depreciation costs exceeding

Depreciation Cost

Cumulkiive Toiel ¥25.1 billion ¥17.2 billion over the past 10 years

R&D Expenses Y25 6 billi R&D expenses for the previous fiscal year reached our

Cumulative Total o bition highest level in history, at ¥2.94 billion

FCE Cumulative Total v0.03 billion Reﬂectlng growth investments, operatmg CF and

investment CF trended at approximately the same level

Dividend Cumulative . Dividends per share have increased 2.3 times over the past
¥5.76 billion

Total 10 years (from 35 yen to 80 yen)

Capital Increase ¥3.5 billion Capital increase through public offering in December 2014

G 1 0 billion Determined as a shareholder return policy finalized in

January 2017
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I Total Shareholder Return for the Past 10 Years

Total shareholder return (TSR) by dividend and stock price is
shown in the graph and table below. The stock price over the
past year has seen a substantial correction. The medium- to
long-term TSR over the past five years was 7.9% annually,
whereas the annual TSR rate was 10.5% over the past 10

years, which is comparable with the returns of the TOPIX and
TOPIX Chemicals total return index. These levels exceeded
the shareholder capital cost (approximately 6.0-7.0%)
anticipated by the Company.

(Index) — DKS TOPIX TOPIX Chemicals Index
500
400 A A A
V 7
300 = AN e
200
100
O Il Il Il Il Il Il Il Il Il Il Il
3/2012 3/2013 3/2014 3/2015 3/2016 3/2017 3/2018 3/2019 3/2020 3/2021 3/2022

Note: Share price trends including dividends (closing price data for March 31, 2012 = 100)

Future Financial Strategies/Shareholder Returns

Cumulative total| Annual rate |Cumulative total| Annual rate |Cumulative total| Annual rate
DKS (22.9%) (14.4%) (5.0%) 46.1% 7.9% 171.9% 10.5%
TOPIX 2.0% 31.2% 9.5% 44.3% 7.6% 183.3% 11.0%
TOPIX Chemicals Index (7.9%) 15.6% 5.0% 37.3% 6.6% 227.3% 12.6%

Note: The annualized conversions are geometric averages of cumulative returns.

I Future Financial Strategies/Shareholder Returns

In “"FELIZ 115,” our medium-term management plan that
started in April 2020, we are aiming to maximize the use of
total assets resulting from systematic capital expenditures,
while also growing net sales and achieving an asset turnover
ratio of 1.0 times in the fiscal year ending March 31, 2025. At
the same time, we will need strategies that emphasize capital
efficiency so that ROIC can exceed our added-value target
for weighted average cost of capital (WACC). On the
financial front, we intend to continue recognizing the cost of
shareholders’ equity and implement financial and capital
policies to support TSR that exceeds this cost of equity.

In addition to our ROIC target, our financial goals
include:1) realize an ROE of 10.0% or higher in the fiscal year
ending March 31, 2025, 2) stably increase the P/B ratio by

1.0 times or more by maintaining ROE above the cost of
shareholders’ equity in each fiscal year of the plan, 3) ensure
financial discipline while reducing the cost of capital to a
reasonable level using moderate leverage, and 4) achieve
sustainable growth in addition to stable dividends. We will
consider optimizing the cost of capital through flexible
shareholder return measures that also include share
buybacks.

Moreover, in terms of M&A as part of growth investment,
we will select investment projects for which ROIC exceeds
the cost of capital and aim for a strategy emphasizing post-
merger integration (PMI) that contributes to greater
corporate value over the medium- to long-term.

DKS REPORT 2022
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What Sort of Value Will DKS Create?

Message from the President

YAMAJI Naoki

President COO
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To ensure DKS’ sustainable growth,
differentiating between what we treasure and
what we need to change

Encountering DKS and my career after joining the Company

My journey to entering DKS started when | was studying
agricultural biochemistry in college. One day my professor
asked me, “How would you like to do chemistry research at
DKS? What you're studying now is basically the same in terms
of both being chemistry.” Actually, one of his former
classmates had become an officer at DKS. It was a fortunate
encounter. At the time, | was studying something a bit
different from the petrochemistry done at DKS, namely, the
functions of various substances extracted from plants and
other biological sources, which is more similar to what we do
today in our Life Sciences business.

For about 17 years after joining the Company, | was researching
waterborne urethane resin, which can be applied or processed to
metals, plastics, paper, and fibers to express their functions.
Although | say “research,” our basic style was to accompany our
sales staff to listen to customers’ requests and develop products. |
developed products by repeatedly submitting samples, having
them evaluated, and making improvements, with the spirit to
“meet the customers’ needs before our competitors do.” This
spirit remains unchanged today.

My next transfers came with a series of unexpected events.
In 2008, | was transferred from the R&D department, where |
had worked for many years, to the Business Planning

Department of Kyoto Headquarters. There, | was given the
opportunity to participate in major projects that | would
seldom experience, such as the acquisition of Yokkaichi
Chemical Co., Ltd. and the purchase of land in the Kasumi
area. Looking back, it is no exaggeration to say that these
experiences had a great impact on my life at DKS. Afterward,
during the two years from 2015 to 2017, | experienced the
sales department as the General Manager of the Plastic
Materials Business Division, where | worked on reforming the
existing structure. Next, in April 2017, | was appointed as
Executive General Manager in charge of Corporate Planning
Headquarters and in April 2020, | was given the responsibility
as Administrative Supervisor, which involved looking at the
business from a Company-wide perspective. In particular, in
the area of human resources, we started to build a new
personnel system that rewards employees who produce
results, and | had many face-to-face discussions with the
people involved. In April 2021, | began to focus on the
restructure of our R&D system as the R&D Supervisor, and in
April 2022, | was appointed President. | cherished the wishes
and thoughts of my predecessor, Chairman Sakamoto as he
passed the baton to me and | turned over a new leaf.

DKS culture and strengths, challenges and solutions

| have always believed that R&D at a manufacturing company
must have a bit of playfulness and free thinking in order to
meet the demands of customers. | think that organization
should be as flat as possible regardless of positions in order
to improve openness within a company. At DKS, for a long
time, we have often referred to our supervisors by their
names without their job titles, which is rare in Japan. Casually
calling coworkers by name creates an atmosphere of
friendliness where it is easier to conversate, even about trivial
things. One of our organizational strengths is the ease of
voicing suggestions and opinions, not just from the top
down, but also from the bottom up.

In recent years, DKS has been making a conscious effort to
be thoroughly customer-oriented. When customers are
seeking solutions to their problems or new functions, the
most important thing for us to do is to get close to the
customer, listen carefully to their requests, and make
proposals in a timely manner. We must never impose our own
technology on the customer, nor insist on a closed-innovation
approach, which leads to missed opportunities. If it becomes
difficult to solve a problem with a single technology or
product, we must immediately change our mindset and play

things by ear by combining some of our many proprietary
technologies. Searching for a way to achieve the end result
envisioned by the customer is what “customer-orientated”
means. First, one must get to know one’s customer. We have
to at least have an idea of their focus areas and where they're
heading to, before the conversation can really begin.

This is where our “customer account record” comes in. We
have been working on gathering all kinds of customer
information, centered on our inspiring/inspired partners, such
as who are the key players? what are their focus areas and
specialty technologies? what kind of press releases have they
put out? By making this information accessible to all parties
concerned at all times, we have created a system that allows us
to speedily make proposals in accordance with the customer’s
business strategy and medium-term management plan.

In addition, we have established research centers for each
customer so that members of the sales and R&D departments
can work in unison. The role of these customer research
centers is to organize teams of researchers across
organizational boundaries in response to customer requests,
and to produce results in a short-term, intensive manner. We
have just begun this project starting with our inspiring/
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Message from the President

inspired partners, and | hope that the leaders of this project
will proceed with flexible attitudes and ideas that can
respond to changing circumstances.

In Japan, there is a tradition called uchimizu of sprinkling
water on gardens and streets for cooling and cleansing on
hot summer days. In Kyoto in particular, we have an unspoken
rule of not sprinkling any water on our neighbor's territory out

Standardize invisible assets through DX

of respect for them. This consideration should not be
mistaken for “only minding one’s own business.” In order to
deal with customers successfully, it is necessary to always
think and act as if it is “one’s own business.” The actions of
our employees are gradually changing, especially among
younger people.

In this day and age, human resources, non-financial
information, and intangible assets are of great importance. A
little while ago, technology and customer information were
attributed to individuals, and as soon as someone retired or
was transferred away, the accumulation of such information
could be reduced to zero. “Learn as much as you can from
him before he's gone!” was something | used to hear a lot
from my supervisors and superiors. In this digitized society, it
is essential to standardize information, technology, and know-
how as much as possible.

We have been trying to visualize intangible assets for some
time. Our efforts to visualize factory data through DX have
advanced considerably over the past few years. R&D and
sales members have started working on this in earnest since
last year. The same goes for the aforementioned “customer
account record.” In recent years, we have hired more mid-
career workers as well as new graduates. Even those who
aren't experts can get a good start from these visualizations,
because they make all the information easily accessible. | feel
that setting up such a system is important for speedy
development of human resources that are fit to be
businesspeople.

The next step in developing human resources and aiming

Sustainability initiatives cannot wait

for higher goals is to create a corporate culture that
encourages people to take on challenges with optimism and
a sense of fulfillment and motivation. In other words, we need
to foster a culture that makes “other people’s business” into
“my own business.” Take, for instance, an impromptu,
unstructured meeting. There are some people who do not
speak up, perhaps out of shyness. If someone else takes on a
central role in the discussion, others will quickly pull back and
say, “I'll just leave it up to this person.” Even in team projects,
most of the burden falls on the person who expresses their
opinions and is capable of carrying out the task, making it
difficult to achieve results as a team. This is where the team
leader’s managerial skills come into play. By creating an
environment that makes it easy for each team member to
express their opinions and by setting up a system that allows
them to do so spontaneously, everything becomes “my own
business.” A good manager also gives positive recognition to
those who take on challenges, even if they fail. | believe that
the introduction of such a personnel and compensation
system is also very important for human resource
development, and we are now considering its
implementation.

We have set forth ESG-based management objectives in our
medium-term management plan “FELIZ 115.” The first is
“Environment (E).” Amid growing global demand to address
climate change and decarbonization, we announced our
support for the TCFD recommendations at the end of March
of this year and disclosed our climate-related financial
information in May. Activities such as buying renewable
energy and reducing greenhouse gas (GHG) emissions are
already underway, mainly at our factory plants.

Many raw materials are now petrochemical-related. As for
renewable raw materials, there are some we have been
handling for a while, such as carboxymethyl cellulose and
cellulose nanofibers derived from pulp, and sucrose fatty acid
esters made from sugar. In the business field, our product
lineup includes environmentally friendly synthetic lubricants
related to CFC regulations, conductive pastes for solar panels,
and modifiers for polylactic acid resin (a typical biodegradable
resin) and we expect demand for these products to keep
increasing. Furthermore, |. Japonica-Bombyx Fungus that we
are focusing on in the Life Sciences business requires mulberry
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trees and silkworms as raw materials. We aim to achieve early
results as this will truly be a de-petrochemicalization business.
Next is “Society (S).” In particular, we are focusing on
Health and Productivity Management. Business expansion
depends on the health of employees and their families. Each
year, the Ministry of Economy, Trade and Industry, in
collaboration with the Tokyo Stock Exchange, selects from
among its listed companies those that consider employee
health management from a managerial perspective and
engage in it strategically as “Health & Productivity Stocks.” In
2022, for three consecutive years, DKS has been selected as
one of the “Health & Productivity Stocks.” We were ranked
7th overall among participating companies and 1st in the
chemical sector. Within DKS, we are implementing various
initiatives to maintain the health of our employees, including
the introduction of a health app to raise health awareness
and our original “DKS Calisthenics,” which is set at 3:00 p.m.
every day as the exercise hour for all employees, and walk-a-
thons in which employees compete over the number of steps
they walked during the period. As a result, each employee’s



Making “other people's
business” into “my own

business”

health awareness has increased, and the health checkup rate
is almost 100%, with almost all employees subject to
re-examination undergoing the re-checkup.

Lastly, we have “Governance (G).” We have increased the
ratio of outside directors to more than one-third, and this
year we welcomed our first female outside director. The
Corporate Governance Code has required us to ensure the
diversity of the Board of Directors for several years, and |
believe that we were fortunate to find someone with such

excellent qualifications. | have also heard her statement that
she would like to create a structure that will enable us to
compete on the global stage, based on a firm understanding
of our Company’s strengths and weaknesses. With the
addition of diverse human resources to management, we can
expect to break the bounds of our existing frameworks into
becoming a new type of company.

Toward the spread of integrated thinking management

This is the seventh year since we started producing the DKS
Report, our integrated report, and we realize that it cannot be
produced without integrated thinking. The question is how
well integrated thinking is spread to employees, which is
quite a difficult task in terms of balancing so-called social
value and economic value. We have been using the DKS
Report within the Company in training sessions for new
employees and management workshops, and to show for
management the direction DKS should be taking, but there
are still challenges to be overcome as far as its permeation
into the total workforce. | feel that further management
efforts are needed to deeply instill the targets (matrix),
customer-orientated ideas, and profit-oriented perspective of
the medium-term management plan “FELIZ 115.”

In April of this year, we introduced TUNAG, a digital
in-house newsletter. Employees can easily view it anytime via
PC or smartphone for easy access to information concerning
the direction the DKS is headed, management concepts,
financial results, systems, organizations, people, and anything
related the Company. The ultimate goal is to deepen
interactive communication, improve work engagement, and
to strengthen the organization itself.

| have been sending out messages in the digital newsletter
twice a month about what | am currently thinking, what kind
of action | desire from employees, and a wide range of topics
from the difficult topics to hobbies. | especially want young

employee readership. | happily look forward to seeing the
number of views and comments enabled by this digital
media. | also comment on employee posts. This newsletter
allows employees who rarely get to meet in person to easily
interact, and to be exposed to opinions that otherwise have
no space to be expressed. Over the past couple years during
the COVID-19 pandemic, there have been very few
opportunities for employees to get together to know each
other in person. It has become difficult to obtain information
within the Company, which used to spread from senior
employees to junior employees, from supervisors to
subordinates, and from casual conversations among peers. |
plan to keep actively posting my own thoughts on this
platform and | hope that many employees will feel free to
connect with each other in both directions.

Finally, for DKS to grow sustainably, we must share
integrated thinking and ensure that everyone understands
our goals, strategies, performance, and evaluations. The
second-year goal of "FELIZ 115," to review the business
portfolio and change the profit structure, was achieved
qualitatively. While responding to current challenges such as
geopolitical risks and high raw material prices, the entire
Company is determined to make a united push toward
achieving our goals for fiscal 2025, the final year of the “FELIZ
115" plan.
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Traditio