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Question & Answer

Moderator: Thank you for your explanation. We would like to move on to the question and answer session.

Kitagawa: I'm Kitagawa from the Senken Shimbun. You have decided on a partner company for the HUF
business in China. What size market do you expect and how much would you like to see the business grow? |
would also like to ask if you could disclose the name of the partner company at this time?

| have one more question. What is your target in-house ecommerce ratio as you said you plan to strengthen
ecommerce?

Uetadani: First of all, we are yet to conclude a contract on the HUF business in China. Among five to six
companies, from a fairly large company to a small edgy company, we made various studies and selected the
best possible one, but | can't name it yet. We will disclose this information as soon as we are able to do so.

We understand well about the difficulty for a Chinese company, which has no business contact with a foreign
brand like us, in obtaining approvals or licenses there. The brand business also needs familiarity with the
region and we plan to cooperate with a company that has such experience. As the HUF products will be
relatively high-priced in China, we plan to work with a company with similar experience in a similar field.

In terms of the scale of sales, the business will be larger in Japan, of course. We are still considering with the
partner company at what speed we should expand it. There are companies that separately open 200 or 300
stores in a few years and shut poorly performing ones collectively, but we do not want to do so. The key point
is to operate the business in a realistic manner while we raise the weight of ecommerce. In the near future,
of course, the business will be larger than in Japan or the US. | believe that the Chinese market will be the
largest for the HUF brand. We will disclose the information once we finalize a contract.

Regarding the question of expanding in-house ecommerce, the in-house ecommerce ratio is around one-third
at present. For example, Ueno-Shokai has a very low weight of ecommerce and its main sales channel is ZOZO.

Ueno-Shokai does not offer any discounts or coupons at all and relies heavily on ZOZO. There are also brands
at which third parties account for heavy weight, such as nano * universe and SANEI bd, a group company
targeting the high-volume zone.

Though we provide in-house ecommerce for around half of the brands sold at department stores at high prices,
the group-wide ratio is still around one-third. In the future, we intend to raise the total in-house ecommerce
ratio to more than half.

However, since third parties are important in attracting new customers, we think that we seek and negotiate
with third parties without offering discount coupons or joining point competition and grow our own
ecommerce while keeping transactions with those third parties to a certain extent.

Moderator: Are there any other questions?

Motohashi: Motohashi from WWD Japan. This time, you said that it was difficult to secure gross profit. Could
you tell us how the discount management system using Al is functioning?

Uetadani: We have introduced Al far ahead of competitors in cooperation with a company called SENSY.
However, it is not easy to be able to raise gross profit by simply introducing Al. We believe that it is not
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essential for us to raise gross profit by controlling prices, since we should be thinking about how to sell our
goods appropriately as a company focusing on the brands our customers like.

Due to the character of our businesses, inventories must be consumed ultimately. Al is used for reference for
determining the extent of discounts depending on item numbers. However, we do rely solely on Al. Our
merchandisers implement discounts by comparing their plans with values provided by Al as reference values.
As a result, | believe we can use Al to some extent.

In areas where the credibility is not high or for the timings of discounts, final gross margin would be larger if
we made discounts at the beginning of a year as Al instructs. As we cannot accept such instruction, we use
Al’s values for reference.

Typically, Sanei International, a group company, uses Al’s suggestions for reference on whether womenswear
brands at department stores should begin with a 30% or 20% discount at the beginning of a sale or how long
a 20% discount should last.

In the same way, the amount of initial input is determined with Al’s values used for reference. Of course, we
decide on this with the human skills, but we use Al for reference, and not for all brands.

Al is also used for distribution. For regional stores, particularly for companies that have a large number of
stores nationwide, we use Al in deciding to distribute what numbers of items, including what sizes and color
balances, to each store.

Because there are limits in terms of both human patience and the use of time, we use Al for reference by
categorizing the patterns of distribution as to which sizes and colors should be allocated, and in what quantity
to each store, rather than using similar normal distribution patterns. We use Al’s figures as reference values
for areas where human capacity may able to do, but the accuracy may become rough due to the limits of
human patience.

Moderator: Are there any other questions?
Kojima: I'm Kojima from Bunseki Koho Laboratory. Thank you for the detailed explanation.

You said that the Company would accelerate the structural reform. Is there any difference in your view on a
proper number of stores once the structural reform is completed, based on the circumstances in the current
fiscal year?

Uetadani: | often use the term structural reform to mean the abolition of unprofitable brands, but this is not
the case.

As we have more than 40 major brands in this kind of business, the revision or abolition of the brands occurs
regularly. However, | mean an organizational problem. | see the need for modifying the structure that more
than 20 group companies currently operate independently under the holding company.

Compared with competitors, we are operating in a completely decentralized manner and we see the need to
change this structure. The term means no abolition of unprofitable brands or closure of stores.

Kojima: | would like to ask another question. You have paid stable dividends for a long time. If, for example,
you make a downward revision this time, do you also review the dividend policy as a kind of shock therapy?
Or do you think your company's stance will stick to stable dividends?
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Company Representative: During the nine years since SDI Holdings was established in 2011, the Company
made downward revisions on a case-by-case basis. While it initially incurred losses, we received a variety of
comments.

Since its foundation, the Company has basically focused on stable dividends. Nevertheless, the Board of
Directors and other bodies have been discussing whether this is sustainable.

In terms of shareholder returns, we are considering a variety of factors, including the dividend payout ratio
and share buybacks. What we should do most is to announce a clear target for the payout ratio. Until recently,
though, we continued to make downward revisions. We are very sorry that we cannot declare the clear
numerical target. However, we have operated with the term "stable dividend" firmly in mind, though | believe
that there may be ample room for a policy change.

Moderator: Are there any other questions?

Since there are no more questions, we will close the financial results briefing. Thank you for today.

[END]

Document Notes

1. Portions of the document where the audio is unclear are marked as follows: [Inaudible].

2. This document has been translated by SCRIPTS Asia.
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Disclaimer

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia
does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of the
information contained in this event transcript. This event transcript is published solely for information
purposes, and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based, companies
may make projections or other forward-looking statements regarding a variety of matters. Such forward-
looking statements are based upon current expectations and involve risks and uncertainties. Actual results
may differ materially from those stated in any forward-looking statement based on a number of important
factors and risks, which are more specifically identified in the applicable company’s most recent public
securities filings. Although the companies may indicate and believe that the assumptions underlying the
forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate or
incorrect and, therefore, there can be no assurance that the anticipated outcome described in any forward-
looking statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE
PUBLIC MEETING OR CONFERENCE CALL. ALTHOUGH SCRIPTS ASIA ENDEAVORS TO PROVIDE ACCURATE
TRANSCRIPTIONS, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE
TRANSCRIPTIONS. IN NO WAY DOES SCRIPTS ASIA OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BY ANY PARTY BASED UPON ANY EVENT
TRANSCRIPT OR OTHER CONTENT PROVIDED BY SCRIPTS ASIA. USERS ARE ADVISED TO REVIEW THE
APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT.

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or
unauthorized purposes.

The content of this document may be edited or revised by SCRIPTS Asia at any time without notice.

Copyright © 2020 SCRIPTS Asia Inc. (“SCRIPTS Asia”), except where explicitly indicated otherwise. All rights
reserved.
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