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Addressing Material Issues for Sustainability

In 2019, the Nitto Group identified its material issues for sustainability, which demand high priority if we are to solve social issues and create economic value
simultaneously in our management. To address the issues thus identified, we are taking the two-pronged approach of "co-creating value through innovation"
and "enhancing management process for co-creating value."

In fiscal 2020, we focused on increasing awareness of our materiality throughout the organization. At sustainability workshops for managers, for example,
participants engage in case-study group discussions, so that each and every manager understands the rationale behind addressing material issues for
sustainability and thinks and acts for themselves with a sense of responsibility. Meanwhile, private enterprises are increasingly required to produce visible
results toward realizing sustainability. Accordingly, the Nitto Group will further accelerate its concerted efforts. For this to happen, we need to provide organic
links to various activities that we have pursued in order to bring about synergies. We have thus demonstrated our genuinely unique "attitude toward
sustainability” that is in line with our Corporate Philosophy and reimagined our 2030 prospects for each issue with progress in our previously set KPls. We will
determine concrete performance targets and monitor them by way of KPIs.

M In Pursuit of Management that Solves Social Issues and Creates Economic Value Simultaneously

2020 2021 2030

Corporate Philosophy

The Nitto Group keeps challenging itself to realize a sustainable future and
support well-being for everyone by serving the global environment,
humankind and society as our customers.
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Attitude toward Sustainability-The Nitto Group keeps challenging itself to realize a sustainable future and
support well-being for everyone by serving the global environment, humankind and society as our customers.

The Mission of the Nitto Group's Corporate Philosophy reads, "Contribute to customers' value creation with innovative ideas." True to this, we have been making
continuous efforts to create value from the customers' perspective, the practice of which is deeply entrenched in our corporate DNA. We will conceive how we
should create value and strive for the betterment of the global environment, humankind, and society, much in the way we serve our business partners, so that
we can promote ESG-oriented management in a way unique to the Nitto Group.

M Nitto Group's Definition of "Customers"
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The Nitto Group keeps challenging itself to realize a sustainable future
and support well-being for everyone by serving the global environment,
humankind and society as our customers.
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Co-Creating Value through Innovation

By "co-creating value through innovation," we mean the development of technologies and provision of products/services to To make this happen, we have come up with our prospetcs with the year 2030 as a milestone. We are currently considering

benefit the global environment, humankind, and society in general. Many of the Nitto Group's products/services are "a force a system to visualize it.

behind the scenes," but they contribute to society via our customers. To form a complete picture of the lifecycle of those Heading in the direction unified throughout the Group, we will take on the challenge of co-creating value together with

products, we must visualize how we are contributing to the global environment, humankind, and society in general.

diverse stakeholders.
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Material Issues for Sustainability
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Control of infectious diseases on a global scale
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In order to create innovations that benefit the global environment, humankind, and society in general, it is essential that we
have robust management foundations. As such, the Nitto Group regards efforts to enhance the management process for

co-creating value as another key approach toward addressing material issues for sustainability, along with co-creation of

value through innovation.

Material Issues for Sustainability

Recruitment/development of employees

Diversity & inclusion, respect for human rights, human resource development, and environmental conservation, in particular,
attract significant attention in the international community, and failure to fulfill these sustainability imperatives can affect the

continuity of business. It is thus essential to set targets and forge ahead with necessary initiatives, bearing in mind how such

efforts relate to investment in non-financial activities and the creation of value for the future. The Nitto Group has determined
"Our Prospects for 2030 (Performance Targets)" in order to accelerate the initiatives with Group-wide unification.
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increases globally

H [ncrease in the cost for compliance and difficulty in
obtaining operational licenses in case of air pollution
during production process and delay in reducing
emissions of hazardous substances
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efficiency

plastics: 60% or over
H Reduction in total waste disposed

® Promotion of usage of recycled
resources
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Nitto Group's Financial Strategy as per the Chief

Financial Officer

Yasuhiro Iseyama

Director, Executive Vice President, CFO
General Manager,
Corporate Accounting & Finance Division

In Pursuit of a Resilient Corporate Structure

Some of the business areas in the Nitto Group's portfolio, such as
optronics and life science, undergo rapid changes. To add to matters,
the Nitto Group finds itselfin increasingly uncertain circumstances with
the spread of COVID-19 and the resultant sweeping changes in
industrial structures and people's lifestyles, as well as interstate
confrontations and climate change. In this milieu, the Nitto Group aims
to build a resilient corporate structure that is immune to external
environments, allowing it to keep growing and advancing by combining
a business portfolio with a robust revenue base with a stable financial
base.

We closely monitor return on equity (ROE) as a key performance
indicator for the Group to enhance corporate value over the mid- and
long-term. As such, we aim to maintain an ROE of 10% or higher, which

surpasses the cost of shareholder's equity, both stably and

continuously. In fiscal 2020, despite the harsh operating environment
amid the COVID-19 pandemic, we managed to maintain an ROE of 10%.
Going forward, we will continue monitoring the performance of the
three factors of profit margin, asset efficiency, and financial leverage, as
well as their balance, to pursue improvement of intrinsic ROE.

To remain ever conscious of capital costs in business management,
we will adopt return on invested capital (ROIC) as a measure for
business evaluation in the new Mid-term Management Plan. We will set
a hurdle rate for each business and seek to generate a higher return
than the hurdle, while at the same time advancing our business
portfolio with a more robust revenue base by strategically allocating
management resources to priority business domains. We will
rejuvenate our business portfolio by utilizing ROIC to determine things
that will grow, recover, or not recover, thus simultaneously pursuing

growth strategies and structural reform.

Resilient Corporate Structure

- =

shareholder's equity

Enhancing corporate value over the mid-/long-term

* Sustainably grow/evolve with immunity to external environments
 Maintain an ROE of 10% or higher, which is higher than the cost of

Building a business portfolio with a robust revenue base

o Utilize ROIC, carry out growth strategies and structural reforms

Stable financial base

 Maintain a risk-tolerant financial base and financing capacity
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Nitto Group's Financial Strategies

Cash Allocation

In allocating cash flow generated and cash and deposits in hand, we
believe it necessary to balance between stable and continuous
shareholder return on the one hand and maintenance of a healthy
financial base on the other, while placing top priority on growth
investment to generate a higher return than capital costs, in order to
enhance corporate value over the mid-/long-term. To this end, the Nitto
Group prioritizes its application of cash in the order of: 1. Capital
investment, 2. Cash dividends, 3. M&As, and 4. Share buybacks,
according to which we conduct our business over the mid-/long-term.

Operating in the fast-changing environment, we have managed to
sustain growth by responding to changes with our proprietary
approaches of Sanshin Activities and the Niche Top Strategy. To sustain
renewed growth with an eye toward the future, we must continue
investing in facilities in a timely manner. We will thus remain
committed to proactive capital investment(1.)toimplement our growth
strategies, including a further expansion of market-leading products
and creation of new businesses/products, while adhering to the self-set
investment principle of generating a return higher than capital costs.

We will invest our cash not only to develop advanced technologies
and excellent products but also to proactively protect the environment
by way of reducing greenhouse gas emissions, for example. By
examining measures that incentivize people, such asan internal carbon
pricing system, we aim to produce a steady flow of positive results. We
will promote capital investment in a way that incorporates an ESG
perspective to realize a sustainable future and support well-being for
everyone by serving the global environment, humankind and society as
our customers.

While pursuing the above-mentioned growth strategies and
environmental initiatives, in case there is an M&A opportunity (3.) that
has potential synergies with our existing businesses and/or
technologies that would help to accelerate business growth, we will
proactively take advantage of it.

For shareholder return, we deem cash dividends (2.) to be a
fundamental tool to distribute the profits generated from our business
activities. To reward long-term shareholders and investors, our policy is
to continue paying stable dividends, whose amount is determined by
considering various factors, including dividends per share, dividend on
equity ratio (DOE), payout ratio, and financial position.

To complement shareholder return by way of cash dividends, which
emphasizes stability and continuity, we conduct share buybacks (4.).
Most recently, between February and July 2020, we repurchased 9
million of our shares for a total of 50.0 billion yen. When certain
conditions, such as financial position and the market situation, are met,
we will flexibly buy back our shares.

Management Process
for Co-Creating Value

Enhancin
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Financial Integrity at the Nitto Group

The Nitto Group aims to build resilience, which allows it to continue with
business as usual in times of crises or social changes-meeting the trust
and expectations of its diverse stakeholders and fulfilling our social
responsibilities—and cope with such challenges flexibly to act promptly
and accelerate its growth by seizing the "opportunity" such crises and
changes present. To make this a reality, we always need to have a
financial base that resists potential risks and financing capacity.

The Nitto Group has maintained solid equity capital and ample
liquid cash on hand. Based on this sound financial base, we are pleased
to report that in fiscal 2020 we have been able to outperform our
previous year's financial results by a large margin, while simultaneously
continuing to pay stable cash dividends amid the disturbances caused
by COVID-19.

With regard to liquid cash on hand, we believe it necessary to
maintain working capital requirements, cash for investment to seize
growth opportunities flexibly, and cash with which to ensure liquidity
for financial crisis management. We will remain flexible in maintaining

optimal levels, with the enhancement of asset efficiency in mind as well.

Meanwhile, amidst this highly uncertain operating environment, to
be able to raise funds promptly when needed, we will strive to maintain
an optimal and sound capital balance.

Global Cash Management

The Nitto Group uses a treasury management system to monitor the
movement of funds within the Group both globally and in a timely
manner to promptly respond to financial emergencies, such as major
changes in funding environments, and enhance fund efficiency in
ordinary times.

We also ensure that funds are allocated flexibly across geographical
regions and that fund efficiency is enhanced by centralizing funds
distributed across Group companies into a fund management center in
each region.

We also set up a policy on the handling of funds within the Group,
ensuring that itis widely known and implemented to reinforce financial
governance, while at the same time working to reduce consolidated
interest-bearing debts and debt-servicing costs.

We at the Nitto Group wish to become a more integral part of society
than ever before by offering solutions to social issues and creating
economic value through our business activities. In my capacity as the
Chief Financial Officer, | am determined to drive the Nitto Group's
business by promoting the financial strategies unique to us to build a
resilient corporate structure. At the same time, we will pay close
attention to the capital market's appraisal of us, and carefully listen to
what shareholders and investors have to say, so that we can enhance our
corporate value through constant dialogues.
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Value Creation Process

How can we find solutions to various social issues together with our customers? - The Nitto Group's response to this

question is its two unique business models of “Sanshin Activities” and “Niche Top Strategy” to constantly create

innovative and broad value.

Human Resources

Optimally assigning diverse
talents to global locations
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Products/Services

Offering products to
wide-ranging fields

Customer-oriented
marketing to identify
latentissues

Product development with
R&D, Production, Sales, and
Administration working as one

Providing products that
solve customers' issues

Achieving
growth as the
market expands
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Corporate Philosophy / Corporate Culture

23 Nitto Group Integrated Report 2021

Nitto Group Integrated Report 2021

24





