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IMORESCO: A leader in technological innovation that
transcends boundaries to shape the future

Summary

B Company Overview: MORESCO Corporation (hereinafter referred to as “MORESCO”
or “the Company") is a R&D-oriented company that has developed products boasting
market-leading shares in Japan, such as fire-resistant hydraulic fluid for the steel and
automotive industries and liquid paraffin used as ingredients in cosmetics, with the aim of
achieving domestic production of special lubricants. In recent years, the Company has
successfully brought to market water soluble die casting lubricants and environmentally
friendly hot melt adhesives. In addition, it has also gained a leading global share in
synthetic lubricants such as high temperature greases and hard disk surface lubricants. The
Company is also actively expanding overseas, setting up bases in Thailand, China, North
America, Indonesia, India and other countries to accelerate its global development. It is
currently promoting new product development in environmental fields as well as in energy
devices and life sciences, with the aim of becoming a company that delivers sustainable
one-of-a-kind products to the world.

B Results: In cumulative Q3 FY2025/2, MORESCO reported net sales of JPY 25,917 mn
(+9.2% YoY). The increase in sales was attributable to a rise in sales volume and a
revision of selling prices, with an uptick in shipments of high-value-added products
making a significant contribution. Gross profit was up 13.3% YoY at JPY 7,502 mn, but
operating profit rose only 5.9% YoY to JPY 1,112 mn on higher SG&A expenses,
centered on R&D expenses. Although profit growth is lagging compared to previous
years, the Company has maintained its earnings forecast in light of an increase in
inquiries for high-value-added products.

B Share Price Insights: MORESCO's relative share price began rising in 2009, hitting a
peak in 2015, but then fell sharply after it downwardly revised its earnings forecasts
owing to the COVID-19 pandemic in 2020. Since then, its share price performance has
been sluggish, failing to keep pace with the TOPIX index up-trend in recent times. In
terms of valuation, focusing on the P/E ratio made sense when the Company enjoyed
an ROE of over 10%, but the market shifted focus toward the P/B ratio, which has
supported the Company’s share price since 2020. MORESCQ's sales and profit growth
from 2010 to 2019 was driven by an increase in automobile production volumes, as
well as the development of proprietary products and an aggressive acquisition strategy,
and these dynamic strategies and ambitions underpinned its high share price. Based
on its historical share price performance, it is clear that in order for the Company to be
re-evaluated by the market, it must pursue an innovative growth strategy and
proactively take on challenges.

Operating

Ordinary

MORESCO

Focus Point

MORESCO's strength lies in its
highly flexible R&D environment
and policies, which draw out the
ingenuity of researchers.
Investors should look forward to
the Company as it leverages its
proprietary technologies to
create new businesses, such as
for sealants for perovskite solar
cells and in the life sciences field.
The question is whether it will be
able to focus its management
resources on niche,
differentiated products.

Key Indicators

Share price (2/15) 1,284
52WH (24/2/22) 1,516
52WL (24/8/5) 1,050
10YH (17/7/25) 2,345
10YL (20/3/17) 730
Shrs out. (mn shrs) 9.70
Mkt cap (JPY bn) 12.45
Equity ratio (24/2) 54.3%
FY24/2 P/B (act) 0.57x
FY25/2 P/E (CE) 11.21x
FY24/2 ROE (act) 6.64%
FY25/2 DY (CE) 3.50%
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JPY mn, % Sales YoY Profit YoY Profit YoY Netprofit YoY EPS
2021/2C 24,479 (9.6) 842  (34.2) 1,030  (34.3) 518 (33.2) 54.09 40.0
2022/2C 27,300  11.5 1,434 70.3 2,011 95.2 1,808 249.0 192.76 40.0
Yasutaka Watanabe, Analyst
2023/2C 30,333 111 523  (63.5) 1,046  (48.0) 615 (66.0) 66.19 40.0| | ocearch@sessapartners.co.ip
2024/2C 31,886 5.1 1,225 1342 1,826 74.6 1,283 108.6 139.01 45.0
2025/2 CE 34,000 6.6 1,500 224 1,850 13 1,050 (18.2) 114.50  45.0

Source: Complied by SIR from the company TANSHIN report. Note: Figures may differ from the Company’s materials due
to differences in SIR’s financial data processing and the Company’s reporting standards.

This report was prepared by Sessa Partners on behalf of the subject company. Please refer to the legal disclaimer at the end for details.

Quick Look Reports are released every other quarter to follow earnings.
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I Company Profile

(Continued from the previous page)

Based on its historical share price performance, it is clear that in order for the Company
to be re-evaluated by the market, it must pursue an innovative growth strategy and
proactively take on challenges. To improve its current low P/B ratio and ensure its share
price rises, SIR believes that the Company must steadily implement its medium-term
management plan, bolster its high-market-share products, and appropriately allocate and
review its management resources. By leveraging its strengths as a R&D-oriented company
and concentrating its investment in new businesses, the Company will be able to further
step up its competitive edge.

M Summary

MORESCO develops, manufactures and sells chemicals such as special lubricants and hot melt
adhesives. Although these products are not often seen in daily life, they play an important
role in the performance of end products and in manufacturing processes. The Company
boasts a number of products with leading market shares in Japan, including high vacuum
pump oil, fire-resistant hydraulic fluid, die casting lubricants, liquid paraffin, and petroleum
sulfonates. In addition, its hard disk surface lubricants and high-temperature synthetic
lubricating oils have earned a strong reputation. Furthermore, the Company has developed
products that support a wide range of industries, including hot melt adhesives, cutting fluid,
and organic device sealants. As a specialist in the interface science, the Company has
contributed to society through repeated technological innovation in the world of
nanotechnology.

M History

The predecessor of MORESCO was Matsumura Oil Research Corp., which was established
in 1958 with the aim of producing special lubricants in Japan, after the R&D department
was spun from Matsumura Qil Co., Ltd., a company engaged in the manufacturing and sale
of industrial lubricants. The Company started by developing high vacuum pump oil, and
later expanded into product fields that stayed ahead of the needs of the times, developing
fire-resistant hydraulic fluids and diffusion pump oils. In 1965, the Chiba Plant was built,
and the Company became the first in Japan to begin manufacturing liquid paraffin and
petroleum sulfonates. In 1978, it registered the brand name “MORESCO™”, and in 1986,
the Company established the Akoh Plant and entered the hot melt adhesives business. In
1995, it established its first overseas base in Thailand, and subsequently expanded its
production and sales bases to China, the US, Indonesia, and India. In 2001, the Company
opened a new head office and research center in Kobe City. It listed its shares on the
JASDAQ stock exchange in 2003, and then moved to the First Section of the Tokyo Stock
Exchange in 2011, before transferring to the Standard Market of the Tokyo Stock Exchange
in 2023. The Company changed its name to MORESCO Corporation in 2009. Today, as a
global company, MORESCO aims to achieve further growth by creating new businesses in
the fields of energy devices and life sciences.

*1: The first letters of the English company name “Matsumura Qil Research Corp.”
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B Management Philosophy and Values

MORESCO strives to become a corporate group that delivers sustainable one-of-a-kind
products to the world, and aims to help create a sustainable society by accurately
identifying the needs of customers and society and providing unique technologies and
products. In particular, the Company focuses on product development aimed at reducing
environmental impact and creating new value. Its corporate culture emphasizes taking on
challenges and encouraging creativity, and it is constantly pursuing innovation as a
research and development-focused company. Each employee is expected to take
initiative and open up new possibilities through creative thinking and collaboration.

MORESCO Group Management Philosophy (Source: the Company website)

1. Under the motto of “R&D for users,” the MORESCO group will contribute to our
society by satisfying customer needs in the field of interface science.

2. As specialists in interface science, the MORESCO Group will continue expanding
into new business fields and providing new interface functions and services.

3. The MORESCO group will create new value by fostering a working environment
that respects an individual and a freewheeling thinking.

~ Sessa Partners 3
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I Business Model M Business Description

MORESCO does not disclose individual segment information by product, but provides
sales figures by segment as a reference. According to these figures, the sales composition
in FY2024/2 consisted of 55% from special lubricants, 12% from liquid paraffin and
sulfonates, 26% from hot melt adhesives, and 6% from others. All of these segments
operate in niche markets with little competition, but they are also fairly mature from a
technological development perspective, and the Company is focusing on expanding into
new businesses (in the “other” segment) to drive future growth.
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Source: Compiled by SIR from the Company IR material the Company annual securities deport (YUHO financial statements)

As the Company supplies products for a wide range of fields and applications, sales by
industry are diverse, but the mainstays are 45% for the automotive industry and 19% for
hygiene products such as disposable diapers. In addition, overseas sales now make up
37% of total sales, centering on Asia, thanks to globalization since the latter half of the
1990s. Although the Company's customers are mainly Japanese companies, sales to local
companies in China are on the rise.

Net Sales by Business Net Sales by Region
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Source: Compiled by SIR from the Company IR material and annual securities deport (YUHO financial statements)
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Source: The Company IR material
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Note: Content within the black
border shows the oil refining
process carried out by oil refineries.
Content within the red border
shows the lubricant manufacturing
process by lubricant manufacturers.

(1) Special lubricants (FY2024/2 sales composition: 55%)
Y p

Special lubricants are high-performance lubricants designed to be used in specific applications
and under certain conditions. While general lubricants can be used in a wide range of
applications, special lubricants are designed to be used in specific environments™, such as high
or extremely low temperatures, vacuum environments, or in mechanical parts subject to strong
friction. These lubricants not only reduce friction, but also have a variety of other functions,
such as enhancing durability, reducing environmental impact, and preventing corrosion.

MORESCO Main Products

Oil used for lubrication, airtightness, cooling, etc. in vacuum pumps, which are used to maintain a
Vacuum pump oil pressure lower than normal atmospheric pressure (vacuum). MORESCO has a 70% share of the Japanese
market for high vacuum pump oil, which is used in the semiconductor industry, etc.

Fluid that transfers energy to cylinders and motors in hydraulic equipment. The Company has a 70%
Hydraulic fluid share of the Japanese market for water-glycol fire-resistant hydraulic fluids, which are ideal for use in
locations with a fire risks.

Coating agent that prevents the adhesion between metal and metal mold in die-casting machines, where

Die casting lubricant molten metal is poured into a mold and cooled to solidify. 55% market share in Japan.

Lubricating fluid used in cutting metal, used for lubrication and cooling. 60% market share in Japan for
Cutting fluid high-performance glass machining, used to suppress the agglomeration, solidification, and floating of
glass powder.

Used to extend the useful life of forging equipment and improve the dimensional accuracy of products.

Forging lubricant 60% market share in Japan for environmentally friendly white-type lubricants for hot forging.

sjueauqgn| [eads

Oil used to lubricate machinery and equipment in high-temperature environments. MORESCO has a
100% market share in high-temperature grease base oil used in automotive alternators (electric
generators)

High-temperature
lubricating oil

Lubricates the gap between the magnetic disk and the magnetic head to protect the information
recorded on the disk. Offers excellent heat resistance and superior adhesion that ensures the lubricant
does not scatter even when the disk rotates at high speeds, capturing 50% of the global market share.

Hard disk surface
lubricant

Heat transfer mediums are fluids that supply or remove heat energy in order to control the operating
temperature of devices and machinery. Fluids used for heating are called heat transfer fluids, and those
used for cooling are called refrigerants.

Others (heat transfer
mediums, etc.)

Source: Compiled by SIR from the Company website and IR material.

The special lubricants segment is deeply connected to a wide range of industries, including the
automotive, aerospace, energy, and steel industries. For example, lubricants used in the
processing and operation of automobile parts need to be able to withstand severe temperature
changes and intense friction, while at the same time meeting society's demands for reduced
environmental impact. To meet these demands, MORESCO carefully analyzes customer needs
and customizes products based on this analysis. As a result, the Company is able to create
competitive one-of-a-kind and high market share products with outstanding features.

Five forces in the special lubricants industry

Industry factors

The market is limited and mature. Environmental and safety regulations such as the Water Pollution
Barriers to entry Prevention Act and the Industrial Safety and Health Act are strict, and there is little appeal for new entrants.
The technical barriers to entry for high-value-added products are high.

There are 33 member companies of the Japan Metal Working Fluids Association, which is made up of
manufacturers of special lubricants, and the number of member companies is high relative to the size of the

Competitive environment ~ market. Companies that directly compete with MORESCO include Sugimura Chemical (unlisted), BP Castrol K. K.
(5015), Yushiro Chemical Industry (5013), and Idemitsu Kosan (5019) in Japan, with overseas players consisting
of Henkel (hnkg.de), Castrol (unlisted), Chem-Trend (unlisted), and Quaker Houghton (KWR).

Customer bargaining power Lubricants account for a small percentage of overall purchasing expenditure for customers, but they have
(automotive, steel strong bargaining power because of the large sales composition of automotive companies with strong
companies, etc.) bargaining positions.

Supplier bargaining power  The supplier of the base oil used to make lubricants are oil refineries.
(oil refineries) The suppliers’ ability to control prices is rising owing to increased industry consolidation.

With mechanical machinery and systems, where lubricants are used, there are also dry options that do not
require lubricants, but these are not very widespread and have little impact. If 3D printing and other methods
that do not involve traditional metalworking, such as cutting, casting, and forging, become the norm, the
market for metalworking fluids may disappear, but this is still a topic for the distant future.

Substitutes and services

Source: Compiled by SIR from the interview with the Company.

*1: According to the “Resources and Energy Statistics” published by the Ministry of Economy, Trade and Industry, the
production volume of lubricants in 2023 was approximately 2.4 mn ki, which is only 1.7% of the total production
volume of 143 mn ki for petroleum products. Of this, the niche market for special lubricants is approximately 1.2 mn kl.
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Chiba plant

Source: The Company IR material
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(2) Liquid paraffins and sulfonates (12%)

The majority of sales in the liquid paraffin and sulfonates segment consist of liquid paraffin™
and its joint product, petroleum sulfonates.

Liquid paraffin, also known as mineral oil or white mineral oil, is a colorless, transparent liquid
that has been highly refined by removing impurities such as sulfur compounds from the base
oil, which is the raw material. It is mainly used as a plasticizer when manufacturing products
such as styrofoam and food containers. In addition, it is poorly absorbed by the skin, and used
as a key ingredient in cleansing creams and cleansing oils, which are used to remove makeup
from the skin, as well as in a wide range of other products, including basic skin care products
such as milky lotions and creams, and makeup products. In the pharmaceutical industry, it is
used as a base ingredient in ointments, rubs (topical applications) and other formulations.

Sulfonates are a type of surfactant composed of a hydrophilic portion that mixes well with
water and a lipophilic portion that mixes well with oil. Depending on the raw materials and
manufacturing method, there are petroleum (natural) sulfonates and synthetic sulfonates.
Petroleum sulfonates are made from natural mineral oil, and are compatible with other
additives, so they are mainly used as additives in metalworking fluids. Synthetic sulfonates,
which are made from the same raw materials as synthetic detergents, are mainly used as
additives to improve the performance of rust inhibitors.

Five forces in the liquid paraffin and sulfonates industry
_mmmﬂr-_ﬁm_

Commodity in a mature market generating low and stable profits. Accordingly, the threat of new entrants

Barriers to entry is small

Many competitors have already exited, leaving fewer players in the market. MORESCO maintains a strong
position in terms of quality compared to imported products.

Japan: Sanko Chemical Industry Co., Ltd. (unlisted)

Overseas: Sonneborn (unlisted), Exxon Mobil (XOM), Seojin Chemical (unlisted), Kukdong (014530: KS),
Formosa Plastics (1301.TW)

Competitive environment

Customer bargaining power
(cosmetics, medical
Products)

Supplier bargaining power
(oil refineries)

Customer bargaining power is strong as the products are commoditized.

The supplier of the base oil used as raw material are oil refineries.
The suppliers' ability to control prices is rising owing to increased industry consolidation.

Substitutes and services There are no competing products in terms of price/performance.

Source: Compiled by SIR from the interview with the Company.

MORESCO's liquid paraffin and petroleum sulfonates are joint products produced
simultaneously using a sulfonation method*2 for lubricating oil. In recent years, liquid paraffin
production using the hydrogenation method™ has become the norm, and the number of
companies producing petroleum sulfonates worldwide has declined. As a result, while there
have been many inquiries about petroleum sulfonates from overseas, the limited production
ratio of the jointly produced liquid paraffin has restricted sales expansion. However, the
Company expects to be able to substantially boost the production ratio of petroleum
sulfonates by improving its proprietary sulfonation technology and selecting and procuring
lubricants suitable for the production of petroleum sulfonates, and it plans to accelerate its
overseas expansion in line with this.

*1: Paraffin is a type of organic compound made by distilling petroleum, and comes in two forms: liquid paraffin
and solid paraffin. Solid paraffin is a waxy solid at room temperature, and has a variety of uses, including as
fuel for candles and firelighters, crayons, coating agents for pharmaceuticals, and paraffin paper.

*2: A refining method that uses sulfuric acid to remove impurities from the raw material.

*3: A refining method that uses hydrogenation to remove impurities. Only produces liquid paraffin.
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Akoh plant

Source: The Company IR material

Disposable diapers

Disposable diapers are made
by wrapping superabsorbent
polymer in a non-woven fabric
sheet. Hot melt adhesive is
applied to each sheet in a mesh
pattern to bond and merge
them together.

Automotive interior materials

|\ f

Automotive interior materials
are made from polypropylene,
which cannot be bonded using
ordinary adhesives. Therefore,
hot-melt adhesives, which have
similar physical properties as
polypropylene, are used.

Source: Compiled by SIR from
various sources.

(3) Hot melt adhesives (26%)

Disposable diapers and other hygiene products account for the majority of sales in the
hot melt adhesives segment, but there are also applications for envelop adhesive strips,
labeling tape, and adhesive materials for automotive interiors.

The ingredients of common synthetic adhesives are solvents, resins, and additives, with
the resin hardening and forming an adhesive bond as the solvent evaporates. Some of
these solvents contain many harmful chemicals, raising concerns about their impact on
the human body and the environment. Hot melt adhesives are solid at room
temperature (in the form of sticks, powders, sheets, etc.), but they melt when heated to
between 100 and 200 degrees Celsius, and then harden and become adhesive when they
cool. As hot melt adhesives do not contain organic solvents, they are environmentally
friendly and safe for the human body, and are often used as adhesives for items that
come into direct contact with people.

In the 1970s, MORESCO saw the rapid growth of hot melt adhesives in Europe and the US,
and focused on developing them as part of its diversification strategy. As a newcomer to
the adhesive market, the Company initially faced difficulties in marketing its products for
hygiene materials, but it eventually secured orders from major hygiene product
manufacturers after gaining the endorsement of disposable diaper manufacturers and
other companies. At its height, there were more than 20 companies in the hot-melt
adhesive market for hygiene products, but as price competition intensified, most
manufacturers withdrew, leaving the Company as the only genuine Japanese manufacturer
(with a 16% share of the Japanese market) apart from joint ventures. In overseas markets,
the Company expanded its business mainly targeting Japanese hygiene product
manufacturers, and has manufacturing bases in China, Indonesia, and India. The market for
automotive interior materials is small, but there are also high-value-added products such
as moisture-curing products that improve adhesive performance in response to moisture.

Five forces in the hot melt adhesives industry

Industry factors

Sales of hygiene products continue to grow overseas due to rising adoption rates, while the Japanese market is

Barriers to entry maturing but still growing centered on adult diapers, resulting in stable growth overall. Profitability is falling

small. Overall, the threat of new entrants is small.

Mass-produced products have become commaodities, and competition is fierce. Japanese players, with the
exception of MORESCO and joint ventures, have withdrawn from the market.

Japan: Henkel (hnkg.de), Sekisui Fuller (joint venture between Sekisui Chemical and H.B. Fuller), Bostik Nitta
(joint venture between Bostik and Nitta Gelatin), etc.

Overseas: Henkel (hnkg.de), H.B. Fuller (FUL), Bostik (subsidiary of Arkema), etc.

There is also competition from solvent-based and urethane resin-based adhesives.

Competitive environment

Customer bargaining power
(manufacturers of hygiene
products /automobile)

Hot melt adhesives account for a small percentage of overall purchasing expenditure for customers, but they
have strong bargaining power as the industry is consolidated

The suppliers are manufacturers of functional resins such as Asahi Kasei Corp. <3407>, Arakawa Chemical
Industries, Ltd. <4968>, and Idemitsu Kosan Co., Ltd. <5019>. Supply is tight, particularly in Asia, and the
bargaining power of suppliers is on the rise.

Supplier bargaining power
(manufacturers of resins )

Substitutes and services There are currently no products that substitute for adhesive functions.

Source: Compiled by SIR from the interview with the Company.

The challenges in the hot meld adhesives segment likely relate to improving profitability.
In addition to the fact that customers are increasingly consolidating, raw material prices
are affected by fluctuations in crude oil prices and exchange rates. Furthermore, with the
exception of some applications for automotive interior materials, the Company has few
one-of-a-kind or high market share products in the segment, and it is therefore
susceptible to price competition.

~ Sessa Partners 7
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Going forward, the Company plans to promote price revisions and optimize production
efficiency by consolidating and eliminating products, while also entering the recycling business
and expanding into medical applications. It also plans to focus on high-value-added products
such as biomass-based hot-melt adhesives, which are designed to reduce CO, emissions.

(4) Other (6%)

Sales of the Other segment consists of the wastewater treatment equipment of consolidated
subsidiary Matsuken, the analysis and testing services of MORESCO Techno, and energy
device materials such as organic EL" sealants and organic photovoltaics. This section will
discuss energy device materials, which are one of the foundations for creating next-
generation businesses.

The energy device materials business is a relatively new business that began full-scale
production and sales of products for organic devices in 2012. Organic devices are a new
technology being used in organic EL, electronic paper, and perovskite solar cells, which are
attracting attention as next-generation solar cells. Sealants, which MORESCO excels in, are an
important component that affects the quality of these devices. Sealants are made using
technology developed for hot melt adhesives, and must prevent water from entering in order
to improve the durability of organic devices. The sealing materials for OLED displays™
developed by the Company are supplied to glass substrate OLED display manufacturers in
Japan, China, and Taiwan, and command a majority share of the global market.

Five forces in the organic device sealants industry

Industry factors

Can be started with a relatively small investment. Research institutes and companies around the world
are paying attention to organic devices, and while there are many latent new entrants for the organic
device sealant component, it is technically challenging and the barriers to entry are high. The barriers to
entry for films, which are technically more challenging than glass, are even higher.

Barriers to entry

Competitors include major general adhesive manufacturers such as ThreeBond (unlisted), Henkel
(hnkg.de), Nagase ChemteX (unlisted), and Sekisui Chemical (4204).
Organic sealants come with R&D costs, but it is not substantial. Competition is therefore relatively mild.

Competitive environment

Customer bargaining power
(manufacturers of hygiene
products /automobile)

Sealants account for a small proportion of the cost of panels.
Customers are large, but the performance of sealants affects the quality of the final product. Accordingly,
the bargaining power of customers is not high.

Major suppliers include ADEKA (4401), Arakawa Chemical (4968), and Mitsui Chemicals (4183). However,
suppliers are relatively fragmented and lot sizes are small, and the bargaining power of suppliers is not
strong.

Supplier bargaining power
(manufacturers of resins)

Substitutes and services There are no competing products in terms of price/performance.

Source: Compiled by SIR from the interview with the Company.

Another pillar of this segment is the gas and water vapor transmittance measurement device
“MORESCO-SuperDetect”, which boasts unrivalled quality and technology. It is capable of
measuring the amount of moisture equivalent to dropping a single drop of water per day on
a sample (film) with the same area as 10 soccer fields. In addition, the segment provides
commissioned analysis services targeting a wide range of materials, including barrier films
used in film organic devices, as well as components used in hydrogen fuel cells and
semiconductors. Through this, the Company is working to reduce the risk of its materials and
products sales business centered on sealants and measurement devices.

*1: Organic electroluminescence refers to components and displays that make use of the phenomenon of
light produced by applying a voltage to specific organic materials. They are used in televisions,
smartphones, digital signage, and foldable mobile displays.

*2: There are two main types of OLED displays: those that use glass substrates and those that use film
substrates. The main manufacturers of OLED displays that use film substrates are Samsung Electronics
(005930.KS) and LG Electronics (066570.KS), which coat the inorganic sealing material themselves.
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Prototype of PSCs
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m New Business: Sealant for Perovskite Solar Cells -

Perovskite solar cells (hereafter, PSCs) are innovative solar cells that are attracting
attention as a next-generation energy technology. The name comes from the mineralogist
who discovered the mineral “perovskite” (ash titanic stone) in 1839, and PSCs use materials
with the same crystal structure as perovskite.

Compared to conventional silicon solar cells, one of the major advantages of PSCs is that the
manufacturing process is simpler with lower costs and energy consumption™. In particular, film
PSCs are lightweight and highly flexible, and can be installed on roofs with low load-bearing
capacity, which is challenging with conventional silicon solar cells. In addition, since
transparency and color variations can be adjusted, PSCs are expected to be used in a wide range
of fields, including window glass, building materials, and vehicles. Furthermore, PSCs efficiently
absorb light, enabling it to generate more power with less material. These characteristics may
solve the cost and weight issues that conventional solar cells have. On the other hand, there are
durability and stability issues with PSCs. The perovskite crystals that are key to power
generation are vulnerable to moisture and heat, and are not suited for long-term use, creating a
need for improved sealing technology and the development of new materials. In addition, since
PSCs use materials that contain lead, reducing the environmental impact is also a priority issue.

MORESCO operates a PSC sealant business, leveraging its technology for organic device sealants.
The Company's sealants are attracting attention not only for their superior barrier performance,
which prevents moisture and oxygen degradation, a major issue for PSCs, but also for their
unique technological strengths. First, the Company's sealants can be pasted directly to
perovskite elements without causing damage. This technology addresses the issue of perovskite
materials being vulnerable to chemical stimuli, and greatly improves the flexibility of the
manufacturing process. Furthermore, the Company is also exploring sealing processes that are
designed for continuous production using the roll-to-roll method™2. This technology is extremely
effective for industrial applications that require large-scale production, and the Company's
products have the potential to establish a unique position in the PSC market.

However, there are also some challenges facing MORESCO's sealant business. First, the
durability and stability issues of PSCs as a whole have yet to be resolved, and there is a
continuing need to improve the performance of the sealant to compensate for this. In
addition, there is a need for sealants to be made from environmentally friendly materials and
to have properties that facilitate recycling, taking into account factors such as recovering the
lead contained in perovskite, as society calls for reducing environmental impact. Furthermore,
the PSC market is still in its infancy, and cost reductions and improvements in reliability are
essential for it to become widespread. The Company is focusing on material development
and process improvement to address these issues.

One company that is seen as a major competitor in the field of sealants for PSCs is Sekisui
Chemical Co. Ltd. (4204), which announced in 2021 that it had successfully developed a film
PSC with a 15.0% power generation efficiency. It reportedly confirmed that the product has
an outdoor durability equivalent to 10 years, by leveraging its own sealing, film formation,
material, and process technologies.

There are many projects underway in Japan and overseas to put PSCs into everyday use. As
part of this, MORESCO is participating in a consortium led by Professor Miyasaka of Toin
University of Yokohama, who is known as the creator of the PSC, and is responsible for the
development of high-performance sealing materials. This consortium aims to produce PSC in
Japan before the end of 2026, and is working toward creating a sustainable energy society
through industry-academia collaboration.

*1: Silicon solar cells require high temperatures of over 1,400°C to manufacture silicon wafers, but PSC can
be manufactured at low temperatures of around 150°C.

*2: A processing method in which a roll of base material (such as film or paper) is unrolled, processed, and
then re-rolled.
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B New Business: Life Sciences

MORESCO, which had originally developed its business in the fields of special lubricants and
hot melt adhesives, using refining, blending, and synthesizing technologies as its base,
entered the life sciences business in 2024 as a new growth area. This was based on the
Company's decision to use the elemental technologies it had cultivated to date to solve
social issues in the fields of medicine and healthcare. Notable product areas in this business
include nanoemulsion-related products and autophagy activators.

Nanoemulsion technology helps improve the quality of cosmetics, pharmaceuticals, and food
products by dispersing ingredients that are difficult to dissolve in water as nano-sized
emulsified particles. Specifically, dissolving and emulsifying liposoluble coenzyme Q10 and
vitamin E into 12-nanometer particles significantly improves the rate of oral and transdermal
absorption. In the pharmaceutical field, the Company is also conducting research into the use
of nanoemulsion as a drug delivery system (DDS) for anti-cancer drugs in collaboration with
Nagasaki University. It has already obtained a patent for its technology for minimizing particle
size, and is preparing to test-market its own cosmetics with the aim of attracting major users.

Autophagy activators, on the other hand, are drugs that activate autophagy, a physiological
process that breaks down and reuses waste and abnormal proteins within cells. Autophagy
plays an important role in maintaining cell health and preventing aging, and abnormalities in
autophagy are believed to be linked to risks of developing neurodegenerative diseases such
as Alzheimer's and Parkinson's, as well as cancer. The Company is conducting research and
development on new drugs that control autophagy functions, with the aim of treating aging,
lifestyle-related diseases, and even neurological diseases.

MORESCO's strengths in this field lie in its broad knowledge ranging from basic research
to application, and its development system based on industry-academia collaboration.
These products not only advance medical technology, but also have the potential to make
a major contribution to solving social issues such as extending healthy life expectancy and
improving quality of life (QOL).

Autophagy activators Nanoemulsion Technology

Promoting joint research and
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m MORESCO’s Strength: R&D Capabilities

When looking into MORESCO’s history, records show that seven researchers established a
Matsumura Oil Research Corporation with a societal mission to be a research institute for the
user. This was because the young researchers had dreams of deepening research and
development and advancing their facilities accordingly, which led to the decision to establish a
separate company. It is not difficult to imagine that this bold move to take on new challenges
with ambitious ideals had a great impact on the Company's subsequent direction and culture.

The Company offers a wide range of products, but the elemental technologies used in these
products are based on the refining, blending, and synthesizing technologies*! cultivated in the
special lubricants business. MORESCO's philosophy of being a specialist in interface science
was originally based on understanding and controlling friction at the boundary between two
surfaces using lubricants. However, in recent years, it has come to carry a broader meaning,
pointing toward becoming a company that delivers a wide range of products, services, and
technologies that transcend various boundaries, such as for adhesion and separation,
chemistry and physics, chemistry and biology/pharmacology, and experimentation and data
science. This has become the foundation for the Company as it pioneers new fields.

Products and Elemental technologies

Technology for refining, blending and synthesizing organic compounds, using hydrocarbons,

Special lubricants silicone oil, and other materials as base ingredients for lubricants

Ingredients (liquid paraffin, Technology for refining paraffin oil from a lubricant, and technology for synthesizing
petroleum sulfonates) additives such as surfactants and rust inhibitors

Hot melt adhesives Polymer blending technology, polymer compound modification technology™?

Hard disk surface lubricant Technology for refining, blending, and synthesizing fluorine compounds

Technology for blending high-molecular organic compounds (applied hot-melt adhesive

Organic device sealant technology), and technology for curing high-molecular organic compounds using light and heat

Nanoemulsion Applied surfactant technology acquired through research and development of lubricants

Autophagy activators Technology for synthesizing low-molecular-weight organic compounds

Source: Compiled by SIR from the interview with the Company.

The source of MORESCQO's research and development capabilities lies in its highly flexible
research environment and technical sales. The Company was established by seven
researchers with a strong entrepreneurial spirit when they spun off from another company,
and it maintains a culture that encourages researchers to think freely and take on challenges.
One prime example of this is the research group activity, in which employees voluntarily select
research themes and gather members to conduct research, separate from their daily research
and development work. This activity has been in place for over 20 years, with around 10
teams active at any given time. In addition, there is a lot of interaction between the R&D and
sales departments, and the Company has been able to develop products that are truly
valuable to customers by having the technical sales team accurately understand customer
needs and provide feedback to the R&D department. MORESCO also actively engages in joint
research with external research institutions and universities, and this has enabled it to hone
its own technologies while incorporating the latest technological trends.

*1: Refining is the process of removing impurities to make something purer. Blending is a modification
method that combines two or more different ingredients to maximize their characteristics. Synthesis is
the process of creating a compound using chemical reactions.

*2: This is a technology that changes the surface, properties, and state of a macromolecular compound.
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Furthermore, the regularly held R&D meetings are a forum for reviewing the direction and
progress of research and development, and they serve as a hub for R&D management. At
these meetings, the heads of the product development and R&D departments of each
division, sometimes joined by researchers from partner universities, gather to discuss the
latest research results and technical issues. This has enabled the Company to share
knowledge both internally and externally, while mutually inspiring each other to pursue
technological advancement and innovation.

M Earnings driving factors and Profit Structure

MORESCQ's business has two main characteristics. The first is that it adds value to petroleum-
derived materials such as base oils for lubricants and functional resins, and supplies them as
products. The second is that, while its customers are diverse, sales are greatly affected by the
number of automobiles produced. As a result, the main factors driving earnings performance
are crude oil prices, exchange rates, and the number of automobiles produced in Japan and
overseas.

Since a large proportion of the Company's sales are exposed to the risk of fluctuations in
crude oil prices and exchange rates, there is a strong correlation between gross profit margin
and the Japanese yen-based WTI futures (reverse scale). The Company is working to revise
prices in its main business areas as a top priority, and its future profitability will depend on its
ability to reduce the risk of fluctuations in raw material prices and exchange rates.

Oil prices, Exchange rates and Gross profit margin
(%) (Yen/Barrel)

38 WTI futures price 2,000
Gross profit margin (LHS) Current month - Yen basis
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Source: Compiled by SIR from the Company annual securities deport (YUHO financial statements) and SPEEDA data.

In addition, when comparing automobile production volumes in the countries where
MORESCO operates with sales trends in Japan and overseas, it is clear that there is a very
strong correlation between the two. The heavy dependence on the automobile industry
may bring to mind the risk of a shift to electric vehicles (EVs), but MORESCO is projecting
an increase in demand as (1) the Company does not sell engine oil, (2) it sells many
products related to automotive bodies and interiors, and (3) high-performance mold
release agents are needed for the new “GigaCast™™ method of manufacturing
automotive bodies.

*1: Production technology that uses aluminum alloy to integrally cast automobile body parts. There have
been reports that Toyota and Tesla have replaced more than 100 parts with two giant aluminum parts.
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Approximately 80%"! of the Company's cost of sales is made up of material costs such as
base oils for lubricants and resins, with approximately 60% of sales estimated to be
variable costs including packing, transportation, and storage costs. On the other hand,
R&D expenses account for approximately 5% of sales, giving the Company a profit
structure with a high marginal profit ratio.
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Financial
Analysis

M Financial Trend Analysis

The figure below analyzes ROE trends by looking at profitability and efficiency. The Company
had maintained double-digit ROE around 2015, but various factors have combined to cause a
steep decline in recent years. Its operating margin dropped substantially due to a
combination of factors, including startup costs for overseas bases in India and other countries,
a decline in automobile production following the COVID-19 pandemic, as well as higher crude
oil prices and the weakening of the yen. Under these challenging circumstances, its one-of-a-
kind and high market share products contributed to earnings, but the slump in the liquid
paraffin and sulfonates segment and the hot melt adhesives segment, which tend to be
directly affected by high crude oil prices and a weak yen, weighed heavily on overall results.
Although sales have been on an upward trend in line with a recovery in automobile
production since FY2022/2, profit margins have been slow to recover owing to delays in
reflecting cost increases onto selling prices in the liquid paraffin and sulfonates segment and
the hot melt adhesives segment. Profitability improvement measures, including those related
to passing on cost increases, will be discussed in the next section.

Financial trend analys by ROE decomposition

10% R Operating profit margin (LHS)
5%
. Net profit margin (LHS )
0% B gin (LHS) (times, X)
Leverage (RHS) 5
__——’—_—J\/'__—_“—‘-—, ________ . 1
Total Assets Turnover (RHS)
15% 0
10%
ROE (LHS)
5%
0%
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Source: Compiled by SIR from the Company IR material and SPEEDA.
Notel: Decomposition of ROE (ROE = Net profit/Net asset = Net profit/Net-sales-x Netsales/Fotal-asset-x Totalasset/Net

asset.
Note2: Net profit for FY2022/2 came in higher owing to the recording of extraordinary gains from the sale of the MORESCO
Honmachi Building.

On the other hand, the Company's total asset turn over ratio and equity multiplier (total
assets/net assets), both of which indicate efficiency, have also been gradually declining over
the past 10 years. The equity turnover ratio (net sales/net assets), which is the product of
these two figures, has fallen from 2.6x in FY2009/2 to 1.4x in FY2024/2, dragging down ROE.
SIR believes that the reason for this decline is the Company's cautious approach to business
operations, as seen in its efforts to secure ample liquidity on hand, increase inventories and
work in progress, and keep its D/E ratio (interest-bearing debt/equity) low.

MORESCO is currently working to start up its energy device and life science businesses. SIR
believes that these new businesses require relatively little initial investment and are unlikely
to lead to higher business risks. The Company is highly committed to improving capital
efficiency, and will likely shift toward honing in on key businesses and focusing on its balance
sheet.
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M Initiatives to improve profitability

MORESCO is working on the following three initiatives to address the current drop in
profitability and achieve sustainable growth.

1. Sales expansion of high value-added “MORESCO Green SX” products

MORESCO is working to expand sales of its environmentally friendly high-value-added
“MORESCO Green SX (MGS)” products, which are centered around specialty lubricants and
hot melt adhesives. MGS products have been certified as products that help reduce
environmental impact and create a sustainable society, based on an assessment of the
entire lifecycle of the products, from raw material procurement to disposal. The Company
plans to raise its MGS mix from 29% of sales in FY2023/2 to 40% in FY2027/2, with the aim
of enhancing its product portfolio. Examples of MGS products include no-dilution highly
stable water soluble minimal application mold release agents that helps reduce waste liquid,
and reusable water-glycol fire-resistant hydraulic fluids. The Company plans to expand sales
by tapping into its existing customer base and capturing new users for these products.

2. Review of liquid paraffin and sulfonates production methods

The Company is working to review its production methods for liquid paraffin and petroleum
sulfonates. By introducing a new production process using its proprietary sulfonation
method, the Company aims to build technology that can respond flexibly to future supply
conditions by improving the joint production balance, thereby ensuring sustainable growth.

In particular, it is worth noting that the yield of petroleum sulfonates will be greatly
improved. Petroleum sulfonates have surfactant and anti-rust properties and are widely
used as additives in metalworking fluids, and because there is little competition, the
Company is able to enjoy high profitability. Accordingly, an improvement in yield will
directly translate into greater profitability, and by addressing strong overseas demand, the
Company should be able to boost the value added in this business, which has been
suffering from low profitability.

3. Measures to improve profitability in the hot melt adhesives segment

In the hot melt adhesives segment, the Company is focusing on boosting sales activities at
its overseas bases and expanding sales of high-value-added products. Specifically, it aims to
drive up sales by developing and launching new products, such as adhesives for automotive
interior applications and adhesives blended with plant-derived resins. It also expects to
reduce costs by promoting price revisions and optimizing production efficiency through
consolidating and eliminating products. Furthermore, it is also entering the recycling
business and expanding into medical applications, with the aim of establishing new sources
of revenue.

Through these measures, the Company is working to improve profitability and transform its
business structure so that it is less susceptible to changes in the external environment.
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I Earnings Trend

In cumulative Q3 FY2025/2, MORESCO reported net sales of JPY 25,917 mn (+9.2% YoY).
The increase in sales was attributable to a rise in sales volume and a revision of selling
prices, with an increase in shipments of high-value-added products making a significant
contribution.

Looking at sales by segment, sales of special lubricants rose 14.8% YoY from JPY 12,922
mn to JPY 14,836 mn, aided by substantial growth in sales of die casting lubricants and
cutting fluids to North America and China. In addition, sales of hard disk surface
lubricants also grew sharply, reflecting a recovery in demand from major customers. With
the recovery in demand for liquid paraffin, sales of liquid paraffin and sulfonates also
increased 5.2% YoY from JPY 2,993 mn to JPY 3,148 mn. On the other hand, sales in the
hot melt adhesives segment, which saw reduced demand in Southeast and South Asia,
fell 1.8% YoY from JPY 6,419 mn to JPY 6,306 mn.

Gross profit came in at JPY 7,502 mn, up 13.3% YoY from JPY 6,623 mn, thanks to a
revision of selling prices and improvements in cost management. On the other hand,
SG&A expenses rose 14.7% YoY, from JPY 5,572 mn to JPY 6,390 mn, mainly due to
higher costs associated with business restructuring and business acquisitions. R&D
expenses also rose from JPY 978 mn to JPY 1,204 mn, as the Company continued to invest
in creating next-generation businesses and improving existing products. As a result,
operating profit grew 5.9% YoY from JPY 1,050 mn to JPY 1,112 mn. However, ordinary
profit fell 20.0% YoY to JPY 1,359 mn, mainly reflecting a decline in foreign exchange
gains, which fell from JPY 648 mn to JPY 247 mn.

Assessing the Company’s earnings progress requires careful thought, as its fiscal year
ends in February. The Company's profits tend to be weighted toward Q3, as the end of
the fiscal year for companies with March and September year-ends falls under Q1 and Q3
for the Company, with seasonal factors also coming into play. Over the past five fiscal
years, average quarterly progress was 24%, 48%, 74%, and 100% for sales, and 27%, 45%,
88%, and 100% for operating profit.

For cumulative Q3 FY2025/2 results, the Company's progress against its full-year
FY2025/2 earnings forecasts came in lower than previous years at 76% for net sales and
74% for operating profit. However, the Company has maintained its earnings forecasts, as
it has factored in higher R&D expenses and is seeing an increase in inquiries for high-
value-added products such as high-temperature greases, hard disk surface lubricants, and
gas & water vapor transmittance measurement devices.

Profit/cost to sales ratio (quarterly basis)
36%

34% * Shaded figures are for Q3.

329 —r \/\
30% Gross Profit Margin
28% \/
~ /\\
26% i
Ratio of SG&A expenses to net sales /\

24%

22%
201905 202005 202105 202205 202305 202405

Source: Compiled by SIR from the Company TANSHIN annual report and SPEEDA data.
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Medium-term
Management

Plan

In its 10th Medium-Term Management Plan (2024-2026), MORESCQO's highest priority
theme is set as balancing the "realization of a sustainable society" and the "improvement of
corporate value throughout the medium and long term”. Amid growing social demands for
global environmental sustainability, the Company plans to contribute to sustainability and
improve profitability by expanding the sales mix of MGS products, which have low
environmental impact and offer high added value. Under the 9th medium-term
management plan, the Company surpassed its sales target but fell far short of its profit
target owing to rising crude oil prices coupled with the depreciation of the yen. The
management team is determined to achieve its targets under the 10th Medium-Term
Management Plan, and aims to achieve further growth by building a strong management
foundation that is unaffected by external factors.

10th Medium-Term Management Plan - Business targets

FY2023 FY2026 FY2030

Million yen Result Plan Target
Net sales 31,886 38,000 50,000
Sales growth rate - 6% 7%
Performance Operating profit 1,225 2,700 5,000
Operating profit margin 3.8% 7% 10%
Ordinary profit 1,826 3,000 -
ROE 6.6% 8% level 10% level

Capital efficiency
Consolidated payout ratio 32.4% 30% or more 30% or more
’ 29%

Mon-financial Sales ratio of MGS products (FY2022 rosult 40% 50%
targets GHG emissions reduction rate 34% _ 469
*Compared to FY2013 (FY2022 result) s

Source: Complied from SIR from the Company Integrated report.

To achieve these targets, MORESCO has set out the following five basic policies. Of these,
the “creation of next-generation businesses” as new businesses, as explained on pages 9
and 10, will be the core of the Company’s growth strategy going forward. While its strength
in R&D stemming from elemental technologies in interface science remain, the business
cycle and pace will be very different, and this will be a major challenge for the Company. By
implementing a human resources strategy aligned with its management strategy in terms
of both structuring an environment in which every member of our workforce can thrive
and strengthening talent to execute long-term management strategies, the Company is
honing its ability to handle diverse businesses.

10th Medium-Term Management Plan - Basic policies

Basic policies

Major initiatives

+ Promotion of carbon neutrality : Increasing MGS product sales ratio

UL RETHETGE TR ERE U . Eforts to reduce environmental impact

and sales
to circular

Enhancement of Our Product Portfolio : e bt CHlTE R s S

+ Focus on life science business

Creation of Next-Generation Business « Development of technology to create non-petrochemical materials
+ Promoting businesses related to perovskite solar cells
. of production pr
Innovation of Business Processes + Promotion of DX

+ Addressing logistics issues

+ Measures to improve PBR - Shareholder returns

Improvement of the Return on Capital + Promotion of human capital management
+ Strengthening IR activities

Source: Excerpt from the Company Medium-term Management Plan.
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Share Price MORESCO's share price’s relative performance to the TOPIX bottomed out in 2009 and
. began to rise, reaching a high in 2015. It then fluctuated while remaining elevated, but
Insights . - ) : i
fell sharply following the announcement of a downward revision to its earnings estimates
in March 2020 in the wake of the COVID-19 pandemic. Since then, the Company’s share
price has remained lackluster, with relative performance gradually falling as its shares
have been unable to keep pace with the rise of the TOPIX index.

Share price performance since listing
(2008/8=100)

400
MORESCO (LHS)
300
(2008/8=0)
200 300
200
TOPIX (LHS)
100
(Relative performance MORESCO/TOPIX RHS) 0
-100
2008 2010 2012 2014 2016 2018 2020 2022 2024

Source: Compiled by SIR from SPEEDA data.

Looking back on the Company’s historical valuation, when its relative share price
performance was strong, the P/E ratio was the main explanatory factor, but since the
sharp drop in 2020, the P/B ratio has become more explanatory. The period when the
P/E ratio underpinned its share performance overlaps with when its ROE was above 10%.
After the drop in earnings, its share price has been underpinned by the P/B ratio. The
current P/B ratio suggests that with an ROE of 6.6% in FY2024/2, the Company is not
covering its cost of capital.

) PER and PBR
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Source: Compiled by SIR from SPEEDA data.
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s Historical YoY changes in net sales and operating profit 2005
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Source: Compiled by SIR from SPEEDA data.

In addition, the above figure shows that sales and profits were rising between FY2010/2 and
FY2019/2, when MORESCO's valuation was high, reflecting the market’s expectation for its
growth story. Notably, over the five years through FY2015/2, the Company achieved a CAGR
of 16% in sales and 35% in operating profit, with total sales growing approximately 2.3x over
the period. This growth was underpinned by factors such as the increase in automobile
production, the global expansion of special lubricants and hygiene products, the development
of products only supplied by the Company such as hard disk surface lubricants, and the
acquisition strategy for die casting lubricants and heat transfer media. It is important to
reaffirm that this dynamic growth strategy and proactive approach to taking on challenges
were highly regarded in the equity market, which led to the peak in relative performance.

Sales increase contribution by field (from FY2010/2 to FY2019/2)
140%
Others North America

China

120%

Hot melt adhesives Others

100%

South east / South
Asia

Liquid paraffin & Sulfonates
80% Hard disk surface lubricant|

Cutting fluids

60% Hygiene materials

0% Special lubricants
° Die casting lubricants

20% Special lubricants, other

(Electrothermal media,etc.)

0%
By Business By Products By Region

Source: Compiled by SIR from the Company IR material and annual securities deport (YUHO financial statements).
Note: Sales in China for FY2010/2 is not disclosed and assumed to be zero, as the amount is estimated to be minimal.

To improve the current low P/B ratio and achieve a fair valuation, SIR believes MORESCO
must steadily execute its 10th Medium-Term Management Plan while also appropriately
allocating and reviewing its management resources. Further boosting the competitiveness
of its one-of-a-kind and high market share products while boldly honing in on key
businesses will enable the Company to dramatically improve capital efficiency and maximize
shareholder value. If MORESCO can leverage its strengths as a research and development-
focused company and demonstrate its commitment to investing in new businesses such as
next-generation solar cells and life sciences while using its one-of-a-kind and high market
share products as cash cows, the market's assessment of the Company will likely change
substantially, in SIR’s opinion.
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Appendix | Income Statement

FY 2015/02 | 2016/02 | 2017/02 | 2018/02 | 2019/02 | 2020/02 | 2021/02 | 2022/02 | 2023/02 | 2024/02 | 2025/02
JPY mn, % CE

Total Revenue 26,820 26,266 26,674 27,922 28,806 27,064 24,479 27,300 30,333 31,886 34,000
Total Cost of Sales 18,704 17,727 17,439 18,406 19,487 18,330 16,641 18,575 22,204 22,902
Cost of Sales 18,704 17,727 17,439 18,406 19,487 18,330 16,640 18,575 22,204 22,902
Gross Profit 8,116 8,539 9,235 9,516 9,319 8,734 7,838 8,725 8,129 8,984
Gross Margin 30.3 32.5 34.6 34.1 324 323 32 32 26.8 28.2
SG&A Expenses 5,866 6,414 6,861 7,187 7,369 7,456 6,996 7,291 7,606 7,759
Operating Profit 2,250 2,125 2,374 2,330 1,950 1,279 842 1,434 523 1,225 1,500
Operating Profit Margin 84 8.1 8.9 8.3 6.8 4.7 3 5 2 4 4
Non-Operating Income 550 455 452 372 387 382 353 602 559 714
Interest and Dividends Income 26 33 33 30 31 40 35 37 40 47
Non-Operating Expenses 35 201 169 102 135 93 166 26 36 113
Interest Expenses 22 24 22 23 18 17 14 12 13 12
'g;g:;g:r;m Equity Method - Non- 203 254 294 278 270 263 255 239 148 314
Ordinary Profit 2,765 2,378 2,658 2,600 2,202 1,568 1,030 2,011 1,046 1,826 1,850
Ordinary Profit Margin 10.3 9.1 10 9.3 7.6 5.8 4 7 3 6 5
Extraordinary Gains/Losses 76 -119 833 229
Extraordinary Gain 76 833 285
Extraordinary Loss 119 56
Pretax Profit 2,765 2,378 2,658 2,600 2,278 1,568 911 2,844 1,046 2,055
Pretax Profit Margin 10.3 9.1 10 9.3 7.9 5.8 4 10 3 6
Income Taxes 849 622 743 664 576 540 240 831 320 606
Income Taxes - Current 706 566 653 558 607 519 275 653 587 534
Income Taxes - Deferred 143 56 90 106 (31) 21 (35) 178 (267) 72

Net Profit Attribute to parent company
shareholders

Net Profit 1,916 1,757 1,915 1,936 1,702 1,028 670 2,013 726 1,449
Net Profit Attribute to non-controlling
shareholders

Net Profit Margin (Attribute to parent
company shareholders)

Other Comprehensive Income 617 (653) (144) 263 (530) (75) 12 836 627 816
Net Gain on Revaluation of Available-
for-sale Financial Assets(Cl)
Unfunded Retirement Benefit
Obligation with Respect to Foreign (236) 130 78 15 (27) 164 41 103 301
Consolidated Companies
Foreign Currency Translation

1,639 1,526 1,600 1,623 1,438 776 518 1,808 615 1,283 1,050

277 231 314 313 264 251 153 205 112 165

6.1 5.8 6 5.8 5 2.9 2 7 2 4 3

7 (56) 57 36 (72) (24) 13 17 36 60

Adjustments (C1) 558 (334)  (290) 134 (442) (13)  (169) 731 470 424
Share of Other Comprehensive Income 52 (27) (41) 14 (31) (11) 5 a7 17 1
of Asociates

Comprehensive Income 2533 1,103 1,771 2,199 1,172 953 683 2,848 1353 2,265
(GRS (e R N A 2,133 965 1,497 1,868 991 691 588 2,480 1,126 1,962

Owners of the Parent

Source: Compiled by SIR from SPEEDA data.
Note: Figures may differ from the Company’s materials due to differences in SIR’s financial data processing and the Company’s reporting standards.
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Balance Sheet

JPY mn, % 2015/02 | 2016/02 | 2017/02 | 2018/02 | 2019/02 | 2020/02 | 2021/02 | 2022/02 | 2023/02 | 2024/02

Total Assets 24,411 24,845 25,317 27,257 28,436 28,129 27,707 29,008 32,017 37,053
Current Assets 13,815 13,144 13,652 15,253 15,405 15,436 15,304 16,607 18,810 20,989
lcnavs:stcij;fsq“ivale”ts And Short-term 2,502 2,412 2,604 3,715 3377 3,576 4,108 4,001 4,256 5,636
Cash & Cash Equivalents 2,502 2,412 2,604 3,715 3,377 3,576 4,108 4,001 4,256 5,636
Accounts Receivables 6,895 6,321 6,776 7,011 6,863 6,720 6,643 6,844 7,595 7,942
Notes Receivable 1,235 1,324
Inventories 4,088 3,990 3,888 4,180 4,666 4,779 4,242 5,326 6,306 6,687
Finished Goods and Merchandise 2,396 2,517 2,212 2,384 2,597 2,714 2,524 2,935 3,276 3,693
Other Inventories 1,692 1,473 1,676 1,796 2,069 2,065 1,718 2,391 3,030 2,994
Deferred Tax Assets - Current 208 204 197 176 203

Allowance for Doubtful Accounts - Assets (22) (25) (27) (25) (22) (23) (27) (25) (22) (25)
Non-Current Assets 10,595 11,701 11,665 12,004 13,031 12,693 12,403 12,401 13,202 16,063
Property, Plant & Equipment (PPE) 6,679 8,083 7,863 8,027 9,231 9,034 8,518 8,304 8,610 10,140
Lands 2,438 2,428 2,426 2,427 2,423 2,428 2,422 1,954 1,963 2,255
Construction In Progress 1,495 105 98 73 819 34 155 294 491 33
Intangible Assets 1,756 1,677 1,530 1,514 1,275 1,046 792 633 589 1,228
Goodwill 1,111 984 856 729 602 474 347 219 92 543
Investments and Other Assets 2,160 1,941 2,272 2,462 2,525 2,613 3,093 3,465 4,002 4,695
'Anf‘;ﬁijgsnt Securities (inc. Subsidiaries and 388 302 379 421 274 268 339 367 520 611
Investment Securities 388 302 379 421 274 268 339 367 520 611
Deferred Tax Assets - Non-Current 143 87 31 26 29 61 31 29 75 218
Allowance for Doubtful Accounts - Fixed (34) (27) 0 0 0 (1)
Deferred Assets 6

Total Liabilities 11,015 10,594 9,722 9,918 10,661 9,919 9,545 8,457 10,778 13,931
Current Liabilities 8,888 8,489 7,903 7,794 9,103 8,063 8,121 7,260 9,599 9,860
Trade Payables 5,058 4,574 4,233 4,239 4,527 4,072 3,975 4,308 5,144 4,908
Short-Term Debt 1,931 2,246 1,749 1,797 2,200 2,368 2,570 596 2,418 3,101
Short-Term Borrowings 1,300 1,448 846 1,060 1,619 1,617 2,075 135 2,021 2,310
Current Portion of Long-term Debt 631 798 903 737 581 751 495 461 397 791
Current Portion of Long-Term Borrowings 631 798 903 737 581 751 495 461 397 791
Advances Received 94 77
Non-Current Liabilities 2,127 2,104 1,819 2,124 1,558 1,856 1,424 1,197 1,179 4,071
Long-Term Debt 1,400 1,585 1,224 1,377 822 1,270 793 372 570 3,145
Long-Term Borrowings 1,400 1,585 1,224 1,377 822 1,270 793 372 570 3,145
Deferred tax liabilities - fixed 41

Provision for Retirement Benefits 571 378 384 418 429 457 494 531 498 543
Total Net Assets 13,396 14,251 15,594 17,339 17,775 18,209 18,163 20,551 21,240 23,122
Total Shareholders' Equity 11,975 12,746 13,856 15,328 15,703 15,931 15,899 17,962 18,534 20,126
Shareholders' Equity 11,032 12,364 13,577 14,804 15,626 15,939 15,836 17,227 17,287 18,202
Capital Stock 2,091 2,091 2,091 2,098 2,118 2,118 2,118 2,118 2,118 2,118
Capital Surplus 1,951 1,951 1,951 1,958 1,979 1,979 1,976 1,976 1,976 1,971
Retained Earnings 6,991 8,323 9,537 10,748 11,701 11,998 12,132 13,517 13,760 14,674
Treasury Stock (1) (1) (1) (1) (172) (157) (390) (384) (567) (561)
Accumulated Other Comprehensive Income 943 382 279 524 78 (7) 63 735 1,246 1,924
\S/:ltjittiic;: Difference On Available-for-sale 67 17 69 104 32 15 27 38 74 127
Foreign Currency Translation Adjustments 850 576 290 423 33 (10) (117) 505 879 1,200
Non-controlling interest 1,421 1,505 1,738 2,011 2,072 2,278 2,264 2,589 2,706 2,996

Source: Compiled by SIR from SPEEDA data.
Note: Figures may differ from the Company’s materials due to differences in SIR’s financial data processing and the Company’s reporting standards.
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Statements of Cash Flows

JPY mn, % 2015/02 | 2016/02 | 2017/02 | 2018/02 | 2019/02 | 2020/02 | 2021/02 | 2022/02 | 2023/02 | 2024/02

Cash Flows from Operating Activities 2,263 2,008 2,842 2,376 2,599 1,771 2,088 2,333 515 2,934
Depreciation and Amortization - CF 707 871 1,074 1,171 1,251 1,348 1,328 1,210 1,236 1,188
Depreciation - CF 707 871 1,074 1,171 1,251 1,348 1,328 1,210 1,236 1,188
Gain/Loss on Sale of PPE (842) (10) (9)
'g;eerri;tnag”gFD“’ide”ds Received - 119 164 159 320 148 144 112 201 123 126
Interest Paid - Operating CF (22) (22) (22) (22) (17) (21) (14) (12) (13)

Cash Flows from Investing Activities (2,178) (2,195) (1,104) (1,138) (2,060) (1,589) (660) 603 (1,172) (4,250)
it S B B B B B B R
;’ZZLT:E::SS for Purchases of Investment 2) 2) 2) (5) ) (27) (52) 3) (104) (5)
roceats o s of s w4 o

::;lcjfieﬁ(issfrom Sales of Investment 123 4 0

Purchases/Sales of PPE (1,919) (1,938) (1,135) (753) (1,850) (1,578) (465) 577 (1,273) (2,411)
Payments for Purchases of PPE (1,919) (1,938) (1,135) (753) (1,850) (1,578) (465) (934) (1,283) (2,452)
Proceeds from Sales of PPE 1,511 10 41
Purchases/Sales of Intangible Assets (254) (97) (80) (229) (55) (41) (25) (31) (60) (265)
2§Z$:nts for Purchases of Intangible (254) (97) (80) (229) (55) (a1) (25) (31) (60) (265)
Cash Flows from Financial Activities 646 (5) (1,296) (346) (949) 78 (1,019) (2,937) 1,227 2,819
Proceeds from Short-Term Borrowings 650 151 210 569 0 456 1,884 271
Repayments of Short-Term Borrowings (593) (1,955)

Increase in Long-Term Debt 1,000 1,130 650 900 1,400 500 3,536
Proceeds from Long-Term Borrowings 1,000 1,130 650 900 1,400 500 3,536
Repayments of Long-Term Debt (616) (791) (891) (932) (709) (761) (724) (469) (443) (575)
Repayments of Long-Term Borrowings (616) (791) (891) (932) (709) (761) (724) (469) (443) (575)
Issuance of shares

Redemption/Retirement of Stock (172) (244) (194)

Cash Dividends Paid (351) (465) (427) (498) (567) (533) (447) (483) (483) (388)
Foreign exchange adjustment 50 13 (3) 57 (90) 23 54 (20) (38) (123)
Changes in Cash 780 (178) 438 949 (500) 282 463 (21) 532 1,380
Cash & Cash Equivalent - Beginning 1,441 2,221 2,043 2,482 3,430 2,930 3,213 3,675 3,654 4,186
Cash & Cash Equivalent - Ending 2,221 2,043 2,482 3,430 2,930 3,213 3,675 3,654 4,186 5,566
Free Cash Flow (FCF) 85 (187) 1,738 1,238 539 182 1,428 2,936 (657) (1,316)

Source: Compiled by SIR from SPEEDA data.
Note: Figures may differ from the Company’s materials due to differences in SIR’s financial data processing and the Company’s reporting standards.

~ Sessa Partners 22



~ Sessa Investment Research

LEGAL DISCLAIMER

This report is intended to provide information about the subject company, and it is not intended to
solicit or recommend investment. Although the data and information contained in this report have

been determined to be reliable, we do not guarantee their authenticity or accuracy.

This report has been prepared by Sessa Partners on behalf of the concerned company for which it has
received compensation. Officers and employees of Sessa Partners may be engaged in transactions
such as trading in securities issued by the company, or they may have the possibility of doing so in
the future. For this reason, the forecasts and information contained in this report may lack
objectivity. Sessa Partners assumes no liability for any commercial loss based on use of this report.
The copyright of this report belongs to Sessa Partners. Modification, manipulation, distribution or

transmission of this report constitutes copyright infringement and is strictly prohibited.

Sessa Partners Inc.

#5ai-0 Azabu, 2-8-14
Azabujyuban, Minato-ku, Tokyo

info@sessapartners.co.jp
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