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FY2024 First Half Results : Main Questions and Answers
November 11, 2024
TOKYU CORPORATION

Please note in advance that this is not a transcription of the entire Q&A session, but a brief summary
prepared by the Company.

In the updating of the numerical targets in the Medium-term Management Plan,
profits from the real estate leasing and hotel businesses are anticipated to rise
from the previously announced targets. Please provide an explanation of the
rationale and assumptions behind this update.

The full-year forecasts were reviewed based on our current performance.

In the real estate leasing business, operating revenue has increased by 40 billion yen
compared to the level in FY2018, before the pandemic. This increase is mainly due to
the opening of new properties, such as Shibuya Scramble Square and Minami-machida
Granberry Park. Higher percentage rents at existing properties, including Shibuya Mark
City, Shibuya Hikarie, Musashi-kosugi Tokyu Square, and Tama Plaza Terrace, have
also contributed to this growth. Additionally, office rents have increased approximately
17% over the past five years. Compared to other real estate developers, the Company
leases a higher percentage of its floor spaces to commercial tenants. During the
COVID-19 pandemic, the performance of commercial facilities declined, negatively
impacting results in the real estate leasing business. However, as demand recovers,
these facilities have started to largely contribute to revenue growth.

In the hotel business, floor spaces are rented within the Group. Due to percentage
rents, improvements in the hotel business positively impact the real estate leasing
business. We are restructuring our hotel business and increasing the number of
premium, high-grade, high-priced hotels. We are opening premium hotels with high
average daily rates (ADRSs) in Shinjuku, Kyoto, and other locations. Competition is
expected to intensify in the hotel business as many players enter the market. However,
many new hotels specialize in accommodation due to low entry barriers, and we aim to
increase the number of full-service hotels with enhanced food and beverage facilities to
raise ADRs. We will implement initiatives to increase ADRs while developing personnel
for food and beverage facilities.

Have there been any updates to your thoughts on cash allocation after the
update to the Medium-term Management Plan and share buyback that you have
announced? | have heard that other developers are facing delays in their
development projects due to rising construction costs. Are you experiencing any
delays? If construction is delayed, you will use less cash than expected during
the current Medium-term Management Plan period. Please describe how you will
manage cash in this case.

The schedule for investing in new property projects, such as redevelopment, may
change due to rising construction costs and labor shortages. However, in our current
Medium-term Management Plan, our priority is to achieve internal growth by focusing
on refurbishing existing properties. We believe this approach will enhance our
earnings. We plan to allocate funds for capital expenditures focused on both external
growth, such as property acquisition and redevelopment, and internal growth through
investment in its asset portfolio.

Our decision to buy back our own shares is unrelated to any changes in our investment
plans due to rising construction costs. Since 2000, we have restructured our former
listed companies, converting some into wholly owned subsidiaries and incorporating
them into our business portfolio. This has strengthened various connections between
our businesses. We have implemented share exchanges during this process, resulting
in an increase in the number of outstanding shares. We are aware of the issues related
to the value of each share. We have been buying back our own shares based on this
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awareness. We plan to maintain flexible and proactive share buybacks to increase
EPS.

We continuously monitor the balance of cash allocations. We anticipate share
buybacks and an increase in operating cash flow from higher-than-expected earnings,
but our original investment and property sale plans remain unchanged.

In the updating of the numerical targets in the Medium-term Management Plan,
your ROE forecast for FY2026 has been revised upward to 8.7%. My
understanding is that the revision reflects the increased profit projections and
the share buyback. When you announced the Medium-term Management Plan in
March, your ROE target was 8%. Do you have a medium- to long-term target of
8% or higher in mind? Please describe your thoughts on ROE.

We still aim for an ROE of 8%. Until FY2026, it will not be easy to increase ROE since
investments for redevelopment occur ahead of time while returns are yet to be secured.
Starting in 2027, new properties will begin contributing to earnings. However, as the
cap rate for real estate falls, raising ROE on individual projects will become
challenging. Despite these circumstances, we aim to maintain an ROE of 8% or higher
by leveraging the upside of our existing portfolio and returns from our various
businesses.

Please describe your relationship with Tokyu Construction. As construction
costs increase, what role is Tokyu Construction playing as an equity-method
affiliate? Please share your views on current and future relationships. Do you
believe you should strengthen the relationship, for example by increasing your
stake, or should you allow Tokyu Construction to compete with parties outside
the Group?

Tokyu Construction is a very important partner. We value our relationship with the
company, especially given the rising construction costs. Tokyu Construction is an
independent, listed company, and naturally, we do not expect particularly favorable
conditions for us, adhering to the principle of competition. Nevertheless, the
significance of Tokyu Construction’s presence is notable. The company is one of the
few general contractors, excluding super general contractors, capable of constructing
skyscrapers. Additionally, with large projects underway or planned in Shibuya and other
locations, Tokyu Construction assists us in determining appropriate construction cost
levels. We feel that our current stake in the company is comfortable.

In the Real Estate Business, the real estate leasing business, along with the real
estate sales business, contributed to profit increases this fiscal year. However, of
the updated targets in the Medium-term Management Plan, the profit target for
the real estate sales business for FY2026 remains unchanged. Please provide an
update on the status of asset sales in the real estate sales business. Given the
ongoing low stock price of TOKYU REIT, it may be challenging to increase capital
to actively purchase properties. Is the likelihood of selling income-producing
properties to outside parties increasing or is it unlikely?

There are two types of gains from real estate sales: gains from the sale of
condominiums and other residential properties, and gains from the sale of income-
producing real estate. While the residential property market is currently favorable, sales
prices in Tokyo have become quite high, making it challenging to increase profits
further. However, the residential sales business aims not only to generate profits but
also to attract people to live in the Tokyu line areas. This aspect is unique compared to
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other developers. To encourage people to move into the Tokyu line areas, the
residential property sales business provides a variety of pricing options.

There have been no significant changes in the environment for the sale of income-
producing office and retail properties. No increase in cap rate due to higher interest
rates has been seen. Since the market evaluation of the income-producing properties
will vary significantly by location, we plan to invest in properties in favorable locations
and promote redevelopment or renovation.

We believe that management practices reliant on gains from real estate sales are
undesirable. PERs of real estate companies focusing on leasing tend to be higher than
those of real estate companies focusing on recycling of properties, and we believe that
relying too much on sales is not beneficial for valuation. We have purchased shares in
TOKYU REIT as we announced recently. Their dividend level is appealing. We aim to
create a strategy that will foster the company’s growth.

You have mentioned that you do not depend heavily on gains from real estate
sales. However, if you do not sell a certain amount of real estate, the PER will be
high, but on the other hand, the ratio of leasing properties with relatively low
yields will increase, resulting in a lower ROE. What are your thoughts on the
partial realization of unrealized gains from the sale of real estate, including the
sale of fixed assets?

Certain realizations of unrealized gains from property sales and asset replacements,
including extraordinary gains from selling fixed assets is being considered. There have
been no changes since the formulation of the Medium-term Management Plan.

We plan to make contrarian investments during economic downturns, and to do so, it is
necessary to maintain a certain level of unrealized gains. When the real estate market
declines, having a reasonable amount of unrealized profit will give us an advantage in
fundraising. Additionally, unrealized profit acts as a buffer in large redevelopment
projects. Due to the long duration of redevelopment projects, proceeding with
development becomes challenging without unrealized profits when the market declines.
With regard to ROE, we would like to evaluate the total return including the sale of
some properties.

Please explain the factors behind the increase in the office vacancy rate in
August and September 2024.

The rise in the office vacancy rate in Shibuya since August is attributable to tenants
vacating properties acquired about two years ago. This move-out was anticipated at
the time of acquisition, and new tenants have already been determined. Despite a
temporary increase in the vacancy rate, there has been no significant change in the
leasing situation of our properties.



