Leopalace21’s Value Creation

Leopalace21 Aims To Realize Our Long-Term Vision by
Re-Examining the Purpose, or Our Raison d'Etre and by Taking

Action Every Day While Embracing Our Corporate Philosophy

(O-Purpose

Create new value and

provide better living Creating

solutions based on New Value

the theme of housing

3 Leopalace21 Integrated Report 2024



& Leopalace21s Value Creation & Four Managerial Resources for Value Creation w Business Strategy M Sustainability Management % Data Section

4

55 leopalace2 Integ?aiég ,'Report 2024

ision

_OtongTe™

Ensure competitive

advantage in our business,
with the provision of
infrastructure at its core, and
achieve sustainable growth

.........



T

Leopalace21’s Value Creation

Message from the President

We will resolve theconstruction
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the year and transform from a

“company-centered” to

- ; ' :";\ ’ f“
<{ :’ - - ? ‘}Gl %‘
\\\ | ~ _{’ T e

\ _" -y 2 ‘”"j - -

i Y 2
Y = N - ‘/

f‘ - 1 ' ~ -t \'\ - |"
= St T . ; [
}" .‘\ w)a'immtegragifipioﬂzoz4 —
B S £ ) o



Leopalace21’s Social Value and Past Initiatives

In Japan today, it is said that there are about 5.4 million single-person
rental housing units. The approximately 550,000 units managed
by Leopalace21 account for about 10% of that total. In addition,
approximately 300,000 units of our properties are used by companies as
company-leased housing. In all respects, we are a company that provides
indispensable social infrastructure, and we are aware that our social
responsibility is also very heavy. Despite this obligation, the construction
defects problem came to light in 2018, putting the very existence of
Leopalace21 in jeopardy and causing significant damage to various
stakeholders, including property owners, employees, and shareholders.

Today, the top-down organizational culture that was the root cause
of the problem has been fundamentally reformed, and we have worked
to improve the Company's earnings structure and financial soundness
by implementing a variety of painful business structural reforms
while at the same time ensuring that the highest priority is placed on
compliance. As a result, performance has recovered to a level higher
than in fiscal year 2017 before the construction defects problem, and
with respect to the construction defects problem itself, we are on track
to completely eliminate obvious defects by the end of 2024.

Here, | would like to explain not only the business results and
outloak, but also the improvement of the company’s financial sound-
ness and the future of the Leopalace21 Group.

Fiscal Year 2023 Review

In fiscal year 2023, we recorded net sales of JPY 422.6 hillion, oper-
ating profit of JPY 23.3 billion, and net income of JPY 42.0 billion. As
a result, both operating profit and net income have remained in the
black for three years in a row. This was due to higher unit rent prices
and the curbing of SG&A expenses, even though the occupancy rate
was slightly lower than planned.

The reason for the occupancy rate falling below the plan is believed
to be due to the adoption of a price-focused strategy that emphasizes
the new contract profitability. In our price-focused strategy, we are
trying to curb low-profit monthly contracts to focus on profitability. As
a result, the occupancy rate for general rental housing was up by 2.16
percentage points year-on-year, while the occupancy rate for monthly
contracts was down by 0.19 points as of March 31. The impact of this
curtailment of monthly contracts resulted in an overall occupancy rate
that was lower than planned.

The operating profit of JPY 23.3 billion slightly exceeds the figure
for fiscal year 2017, which was just before the disclosure of the con-
struction defects problem. Fiscal year 2017 was the highest ever profit

since we launched our focus on the leasing business in the aftermath
of the global financial crisis following the Lehman Brothers collapse.

Despite the fact that operating profit was roughly the same in fiscal
year 2017 and fiscal year 2023, net sales declined by approximately
JPY 100 billion in the same period, from JPY 530.8 billion in fiscal
year 2017 to JPY 422.6 billion in fiscal year 2023. Over the past seven
years, we have made significant improvements in our earnings struc-
ture, mainly due to a reduction in fixed costs due to the halving of the
number of employees from 7,690 to 3,853. As for occupancy rates,
comparing fiscal year 2017 and fiscal year 2023, in fiscal year 2017,
the average occupancy rate was 90% and the figure at the end of
the year was nearly 93%-94%, while in fiscal year 2023, the average
occupancy rate was 85% and the figure at end of the year was 88%,
5 percentage points lower. Considering the patterns of move-ins and
move-outs during the year, in fiscal year 2017, the operating profit
was raised to such a level where it could not be increased any further,
but in fiscal year 2023, with a little more leeway in occupancy, we
managed to generate operating profit exceeding that of fiscal year
2017, so | believe we are making steady progress in strengthening
profitability, including by raising unit rent prices.

| believe that achieving these profit figures for fiscal year 2023,
which surpassed those of fiscal year 2017, has enabled us to clear a
significant hurdle in our business recovery.

Results Trends
(JPY billion) Net sales <@~ Operating profit (loss)

5204 5308  gp55
4335 4089 3083 4064 4226

22.8 22.9

-36.4
FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023

Net sales and operating profit per unit*

(IPY) Net sales per unit -@- Operating profit per unit
72,073 70 781
69,295 70,293 70,193 69,713 68,727 68337 4
5,278
3,736 4,206
2,467 2,948

1,385

-3,733 -3,565
FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023

*Net sales (operating profit) per unit = leasing segment net sales (operating profit) / total number of
occupied units per year
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Leopalace21’s Value Creation

Message from the President

Share Price Trends and Shareholder Return

Progress on Construction Defects Problem

Our share price, which is one indicator of how outsiders view the
Company, has nearly doubled over the past year. | am grateful for this
acknowledgment that our profitability, which had hit rock bottom, is
now recovering thanks to various initiatives. However, while the oper-
ating profit for fiscal year 2023 is on par with fiscal year 2017, the
share price is still not performing well, and this is because the damage
from the construction defects problem has not been fully resolved.
Going forward, with regard to the construction defects problem, we
will definitely eliminate obvious defects by the end of 2024, and at
the same time, | intend to be proactive in disseminating information
that will help restore the Company's credibility.

Meanwhile, in terms of shareholder return, we finally managed to
resume dividend payments in fiscal year 2023. In fiscal year 2023
we also carried out an acquisition of treasury stock after taking into
consideration our financial soundness and share price level. Going
forward, we plan to focus primarily on dividends, and for fiscal year
2024, we aim to increase dividends based on profit growth. After
that, we will set medium- to long-term targets, including profitability
targets, for the following fiscal year, which is when the construction
defects problem ought to be resolved. In this context, | would like
to explain our medium- to long-term shareholder return policy,
including the dividend policy.

Leopalace21 Integrated Report 2024

Since the construction defects problem came to light, we have been
working to inspect the properties and undertake repair work. We
have been inspecting vacant rooms, and in the case of occupied
rooms, we have used postal mail, SMS, phone calls, and other means
to ask for tenants’ cooperation with inspections in terms of permis-
sion to enter and temporary relocation. As a result, as of the end of
April 2024, we completed repairs on 68,320 of the 94,284 units that
were identified as having obvious construction defects and classified
as number of rooms requiring repairs.

What remains are the 14,018 units classified as number of rooms
requiring repairs where defects have already been identified through
inspections, and approximately 2,390 uninspected units where defects
are predicted based on previous inspection results, totaling around
16,400 units that are considered to need repairs. If you calculate
backwards from the time remaining, it is necessary to proceed with
repair work at a pace of over 2,000 units per month, and to that end,
we are taking steps to augment our repair capabilities beyond the
current level.

For the future of the Company, resolving the construction defects
problem is the number one priority. We will steadily undertake the
repair of construction defects, and will work to eliminate obvious
defects by the end of 2024, which is the target deadline.

In Isca yea 2023,
"
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are making steady progress in |

strengthening profitability.



Number of construction defects (as of April 30, 2024)

No. of all
rooms which
corresponds
toNo.of | No. of rooms | *© _
buildings requiring with repairs
containing repairs completed
obvious and
defects equivalent

No. of

Apartment | Total number ultfivag No. of rooms

Series of buildings

containing
obvious
defects

Nail series/
Grcoron 15283 7508 117,964 68,059 54,744
Other series*? 23,802 3,763 58,266 26,225 13,576
Total 39,085 11,271 176,230 94,284 68,320
*1 Nail series/Six series: Product series prioritized for inspection
Gold Nail New Gold Nail
Gold Residence New Silver Residence
New Gold Residence Special Steel Residence
Better Steel Residence Con Grazia

*2 Other series: Product series in addition to Nail series and Six series
This refers to 42 series of properties constructed by Leopalace21 that are subject to our inspec-
tions, excluding properties that are subject to priority inspections.

Future Outlook for Rental Housing

Resumption of Construction Contracting

We have 550,000 units under management, and some of these
properties are beginning to exceed 25 years old. For these older
properties, several options are anticipated, including transitioning
to properties managed by the owners themselves, and Leopalace21
rebuilding the properties is one of those options. In the future, when
the construction defects problem has been resolved, we are consid-
ering resuming the Development Business, which builds apartment
buildings. | believe the rebuilding of older properties is a promising
target for the Development Business.

For these older properties, the owners are aging and the time for a
generational change is approaching. Going forward, while of course
respecting the property owner's wishes, | would like to approach the
next generation to clearly communicate the benefits of Leopalace21’s
rental management in the hope that they will choose us for their
rebuilding needs, treating this as a sales activity that is just as import-
ant as new sales.

Introduction of Regional Branch Office System

When considering the Company'’s future, we cannot ignore Japan's
demographic trends. Japan’s population has been declining since
peaking in 2018, and it is estimated that the population will fall
below 100 million by 2030. Although the overall population is
declining rapidly, the number of single-person households, which our
rental properties cater to, is predicted to decline at a slower rate than
the population.

Furthermore, even as the decline continues, it has been uneven
across regions, with some areas seeing large declines of 20% or 30%,
while others are expected to remain roughly unchanged. We believe
that the immediate impact of the population decline will be relatively
small, as we primarily target the Tokyo metropolitan area and other
areas where the population decline is less pronounced.

Furthermore, in view of the shortage of workers in various indus-
tries such as construction and caregiving, and the growing acceptance
of foreign workers to do these jobs, we believe that there will be a
sufficient need for single-person residences such as our apartments to
accommodate these workers.

Taking all of these factors into consideration, | believe it is inevita-
ble that the number of rental housing units we manage will decrease
from the current 550,000. However, | also believe that the rate of
decrease will be small, and that in some areas the number of units
may actually increase in the future.

Since the construction defects problem came to light, in parallel with
the repair works aimed at eliminating the problem, Leopalace21

has been promoting reform of its corporate culture to address the
issues that led to the construction defects problem in the first place,
including the prevalence of top-down management and the lack

of inter-departmental cooperation due to siloed thinking within a
vertically structured organization.

As the final step in our corporate culture reform, we are considering
the introduction of a regional branch system. We envision a system
where business operations can be basically completed within
the regional branch office, with local personnel handling sales to
individuals, corporate sales, property management, communication
with property owners after contract conclusion, and those who are
engaged in design and construction.

Although we have explored regional autonomy in the past, the final
decision-making authority ultimately rested with the head office. Going
forward, we will establish clear rules for the top managers in each
region and delegate significant decision-making authority to them,
thereby strengthening our efforts to focus on profits in each region. This
focus on regional profitability will eliminate the drawbacks of acting
on top-down directives regardless of regional conditions and lead to
greater awareness of the profitability of individual properties we handle.
| also think that the regional branch system is a good fit for the new
Leopalace21 as it will lead to a transformation into an organization
where employees can think individually about how to improve profits.

Leopalace21 Integrated Report 2024
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Leopalace21’s Value Creation

Message from the President

Outlook for Fiscal Year 2024

Sustainability Strategy

Our goal for fiscal year 2024 is to increase both sales and profit for
the fourth consecutive fiscal year, reaching net sales of JPY 428.6
billion and operating profit of JPY 26.6 billion through a profit
optimization strategy centered on increasing occupancy rates and rent
unit prices.

With respect to occupancy rates, we are aiming for improvements
over the previous fiscal year of 2 percentage points, which would
amount to an average annual occupancy rate of 87% and a year-end
occupancy rate of 90%. To achieve these targets, we will focus on
strengthening corporate sales and increasing the number of tenants
of foreign nationality. With respect to increasing rental unit prices, we
intend to achieve this by thoroughly reviewing and adjusting the rents
on unprofitable properties. A representative example of what has been
reviewed so far is the monthly contract. Monthly contracts were often
signed with relatively low rents in order to maintain occupancy rates,
which was a drag on efforts to improve profitability. Although review-
ing monthly contracts sometimes resulted in contract termination and a
decrease in the overall number of contracts, which in turn led to lower
occupancy rates, reviewing contracts with an emphasis on profitability
has led to increases in unit rent prices. Learning from the example of
monthly contracts, we will proceed to review other contracts in the
same way, taking into account rent per unit and other measures of
profitability, rather than simply focusing on occupancy rates.

We are also considering revisiting our promotions related to attract-
ing tenants in fiscal year 2024. These promotions sometimes include,
for example, several months of free rent for tenants. We will analyze
the merits and demerits of this free rent policy, which has remained
in place as a matter of tradition, to see whether it is actually effective,
taking into account factors such as the number of contracts and the
length of the contracts. Combining the results of this analysis with the
current impact of rising costs, we will consider the optimal promotion
policies and review costs to ultimately improve profitability.

FY2024 Management Plan

1. Construction defects management 2. Strengthening profitability

Execute profit optimization strategy

Complete repair of i

all obvious construction defects by
the end of 2024

Occupancy rate plan
Average: 87.00%
Year-end: 90.00%

Unit rent plan
Ave. unit rent for new
contracts: YoY +0.2%
Ave. unit rent for all
occupied units: YoY +2.5%

3. Promotion of 4. Building a framework for
sustainability management medium- to long-term growth

Establishment
of a framework
for resuming the
Development
Business

Promotion of
human capital
management

Development of

DX promotion brand strategy

Leopalace21 Integrated Report 2024

Initiatives to Promote Digital Transformation (DX)

In our management plan for fiscal year 2024, in addition to the
complete repair of all obvious construction defects by the end

of 2024, and execution of our profit optimization strategy to
strengthen profitability, we will promote sustainability management.
In terms of sustainability management, we will continue to advance
the environmental initiatives in addition to promoting DX to improve
productivity and promoting human capital management that

will strengthen the human resources essential for the Company's
sustainable value creation.

In the case of DX in particular, the previously unavoidable process
of handing over room keys when renting housing has been replaced
with smart locks that can be locked and unlocked using a smartphone
or other device, which not only eliminates the need to change locks
and hand over keys but also eliminates the need for keys for room
inspections, among other benefits. It is estimated that the introduction
of smart locks can reduce related administrative time by an average
of 42 minutes per rental unit. We have already installed smart locks
in 270,000 units, which means that we have saved approximately
180,000 hours of work per year.

Furthermore, in relation to promoting DX, last November we
launched full-scale operation of contact centers that cover everything
from room search to application and contracting. There are three such
centers: a contact center responsible for finding rooms before moving
in, a contract administration center handling move-in procedures, and
a tenants support center for any problems that may arise during the
tenancy. This allows us to handle everything from contract signing to
move-in and post-move-in services for individual customers without
face-to-face interaction. As a result, we have been able to consolidate
our nationwide network of leasing offices from 109 to 70 locations.

Environmental Initiatives

As one of the environmental initiatives in our sustainability strategy,
we have launched the Leopalace Green LP Gas service, which supplies
LP gas with virtually zero CO2 emissions to rental properties under
management. This system uses LP gas supplied through Leopalace
Green Energy, in which we have an equity stake. The supplied gas
offsets greenhouse gases generated across the entire value chain
with carbon credits obtained from environmental conservation
projects, effectively rendering its CO, emissions from LP gas usage
virtually zero. The cumulative supply from January 2023 to March
2024 amounted to approximately 470,000 m3, and the COz emission
reduction from this supply amounted to approximately 3,000 tons.
Following on from the earlier launch of Leopalace Green LP Gas, in



June 2024 we also launched Leopalace Green Electricity, an electricity
supply service that also features virtually zero CO. emissions. We hope
to contribute to the environment by “greening” the energy sources
that are essential to our daily lives.

Establishment of Scholarship Program

As part of our efforts to create social value through the provision

of housing, we have been considering how to contribute to society
through the rental housing we manage. As one such initiative, we
have established the Leopalace21 Scholarship Program, a scholarship
program that includes the free rental of our properties to address
soaring tuition fees and long-term repayment of scholarship funds,
which have become important issues in Japanese society.

Under this program, students entering a university, junior college,
or vocational school in Japan in April 2025 will be eligible to receive
either a free rental in one of our properties or an annual scholarship
of JPY 360,000, lasting the number of years of regular enrollment in
the school, faculty, or department in which the student is enrolled. The
scholarship is in the form of a grant that does not require repayment.
We hope to help solve social challenges by utilizing the rental housing
we manage to support people in choosing their career path freely
without being limited by financial circumstances.

Regardingthe construction

defects problempwenwillensure
that all obvious defects are
eliminated by the end of 2024. f

In Conclusion

Since the press conference announcing our change in leadership in
May 2019, we have been working to rebuild Leopalace21 with a
strong determination to ensure it survives because of its important
social value in supplying housing infrastructure for single people.
Today, | feel that this rebuilding is finally being accomplished.

However, there would be no point in returning the Company to its
original state. | think it is important to break away from the top-down
approach that has led to undesirable outcomes in the past and
transform from a “company-centered” to an “employee-centered”
organization. To improve the value we deliver to society, | believe it is
important to take ideas that have never been seen before and translate
them into reality.

I would like to ask our stakeholders for their continued understand-
ing and support of the Company’s management.

Leopalace21 Integrated Report 2024
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Leopalace21’s Value Creation

Dialogue Between Outside Director and Outside Audit &

The completion of repairs at the end of 2024
will mark the beginning of the resolution to
the construction defects problem, but the true test

. wilf come when construction contracting resumes.

|
i@ F B

Background of the construction defects
problem and the essential problems that
Leopalace21 must solve

Yoshino: | think we need to start with some background infor-
mation to help readers of this Integrated Report understand how
Leopalace21 is currently undertaking reforms and why these reforms
were necessary. | believe it is appropriate for me to discuss this
matter, as | have had a long-standing relationship with the Company
and am serving as a full-time Audit & Supervisory Board Member
from outside the Company.

Leopalace21 is a company that expanded rapidly thanks to a single
idea from its founder. Subsequently, the bursting of Japan's bubble
economy and the global financial crisis led to the bankruptcies of
independent condominium developers and homebuilders. However,
owing to self-help efforts, we managed to survive without receiving
debt forgiveness from the bank or anything like that. This fact
deserves to be adequately appreciated today. | believe that the key to
our revival at that time was the overwhelming speed we achieved by
focusing on sales. To halt the deterioration of business performance,
speed is required above all else. It might even be said that our vertical
organization, with the founder at the top, and a corporate culture of
orders coming down from above, were well suited to situations that
demanded such speed.

At the same time, however, such a focus on speed makes it difficult
to stop and think when there is a problem, and past successes can
sometimes lead to overconfidence. The construction defects problem
in question is not just about resolving the defects themselves. We also
need to resolve important issues related to corporate culture, compli-
ance approach, and governance that are at the heart of the Company.

Nakamura: | was appointed as an outside director after the
construction defects problem came to light and the response to it had
begun. | therefore don't know the details of what happened when the

Yutaka Nakamura

| Bl problem was discovered, but looking at Leopalace21's response from
Outside Director |

the outside, | honestly thought, “This is not good.”
At the time, | was working for a housing manufacturer while also
serving as chairman of the customer service quality committee at

AN copalace21 Integrated Report 2024



Supervisory Board Member

The construction defects problem has prompted

widespread reforms in corporate culture,

compliance, governance, and more.

the Japan Prefabricated Construction Suppliers and Manufacturers
Association, an industry organization for prefabricated housing. In
2005, when an apartment building was discovered that had falsified
structural calculations and was problematic under the Building
Standards Act, every company in the construction industry, including
the housing industry, was conducting comprehensive inspections out
of concern that structural issues with buildings might spread to other
companies in the future. However, it appeared that Leopalace21 was
not conducting such inspections.

Honestly, | had a feeling this was going to be a big problem, and
that was exactly what happened. Later, when | joined the Company,
I realized that the founder’s influence was too great, there was a
tendency for sales to take priority over technology, and there was no
exchange of information with other companies, so when problems
arose it was impossible to determine whether they were serious or
not. | recognize that the reforms we are currently undertaking are
an effort to clean up those past negative aspects of Leopalace21
and to fundamentally change the Company, not just to resolve
construction defects.

Yoshino: We have received reports on the progress regarding

the resolution of the construction defects, and we are on track to
complete the repairs by the end of this year. Starting now, we will be
moving into a phase where we can achieve results on the underlying
Company issues that led to the construction defects problem and
make people understand that Leopalace21 has changed.

The only way to prove whether the
construction defects problem has been
resolved is to resume construction contracting

Nakamura: With regard to the construction defects problem,
although the repair work on the obvious defects is scheduled to be
completed by the end of 2024, | personally don't believe it ends just
by fixing the cases where problems occurred. Rather, | believe that
the real test will come when we resume our construction contracting
business to build apartments, which is expected to happen in the

Jiro Yoshino

Full-time Outside Audit & Supervisory

Board Member

Leopalace21 Integrated Re[sleadwAep2:!
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Leopalace21’s Value Creation

Dialogue Between Outside Director and Outside Audit & Supervisory Board Member

near future. It is essential that no issues arise during the construction

work, and it can be said that Leopalace21 has truly overcome the
construction defects problem only when the constructed buildings are
maintained without problems for many years.

While it is important to prepare to avoid any defects, it is also
true, based on my long experience working for a housing manu-
facturer, that overpreparation can be a problem. The compliance
check framework proposed as a recurrence prevention measure is
built on a theoretical ideal state, and if the entire framework were
actually implemented, it would be considered excessive by industry
standards. In that case, it may be difficult to expand the construction
contracting business in the future competitive landscape. In the
future, it will be important to strike a balance between safety and
economic rationality by keeping only the necessary checks while
firmly sorting out what is truly necessary and what is not, based on
criteria that can withstand external scrutiny. The first project after
resuming construction contracting will be crucial for that purpose
and will serve as a touchstone to determine what is truly necessary.

Reforming our compliance approach, which is
the root of the problem, must be implemented
carefully and concretely

Yoshino: The starting point of reforming our compliance approach,
which is considered to be the root cause of the construction defects
problem, goes back to May 29, 2019, the day when an external
investigation committee report by attorneys at the law firm Nishimura
& Asahi called upon the Company to fundamentally reform its
corporate culture and restructure its compliance and risk management
system to prevent the recurrence of construction defects. Even then,
the Company's structure included Risk Management Committee and
Compliance Committee, but as the report pointed out, they were not

Leopalace21 Integrated Report 2024

Going forward, we need
to find a balance between
thorough quality control and

corporate competitiveness

functioning effectively and the compliance and risk management
system needed to be restructured. We proceeded to review the 50
items based on the three pillars, including the fundamental reform of
our corporate culture and the revision of the construction contracting
business framework, and this review has now been completed.

This review is quite detailed. To give an example, previously, the
department that inspects the properties that were built was located
within the business division; in other words, the same person was
in charge of stepping on the gas pedal and the brake. We therefore
decided to separate them by moving the inspections to the compli-
ance department. Today, as we carefully proceed with revisions like
these that are deemed necessary for strengthening compliance, |
can feel an attitude emphasizing compliance and risk management
gradually taking hold, bringing significant changes to the system.

To prevent recurrence, we must not only
change the system, but also seriously reform
our corporate culture

Nakamura: Thanks to compliance reforms, | believe our current
system makes it less likely for problems such as construction defects
to occur. However, it is also true that any organization or system
depends on the people who run it. Changing the corporate culture
is therefore just as important as changing the system. Some aspects
of our corporate culture that may have been considered good in the
past need to change; for example, the attitude found in top-down
organizations where nobody cares about matters outside their own
responsibilities, the sales-first mindset, and the absolute obedience to
orders from superiors.

We have been working to reform our corporate culture to make
it easier for anyone to speak up, for example by introducing a whis-
tleblowing system and establishing a mechanism for employees to



report anything that does not seem right. Our young employees used
to think it was enough to just do what their superiors told them to do,
but that is no longer the case. By looking at their behavior, | feel that
more people are starting to practice so-called self-propelled compli-
ance, which involves thinking from their respective positions when
performing their jobs. | cannot say that the old corporate culture has
been completely eliminated, but it is certainly and steadily changing.

Governance reform initiatives and
future expectations

Yoshino: Speaking of the points that were identified as needing to
be changed, I would also like to talk about our efforts at governance
reform. Because | was appointed as an outside Audit & Supervisory
Board Member in June 2017, | have seen the situation before and
after the management team was replaced after the construction
defects problem was discovered. From that standpoint, | feel that
under the new management system, the Board of Directors meetings
have changed from simple debriefing sessions, which they were
before, to a venue where real discussions can be held. As a result,
each proposal is now carefully scrutinized, and in some cases, it is
approved conditionally and sent back for further review. | believe that
with proper checks by outside directors, we are steadily making prog-
ress toward greater management transparency, which is an important
aspect of governance.

Nakamura: At the Board of Directors meetings, the executive
directors (internal directors) mainly report and explain matters, and
there is a tendency that they go along with the opinions made by the

Compliance reforms are being
implemented with a focus on

even the smallest details

non-executive directors, so-called outside directors. When we submit
a proposal that we believe will contribute to putting the Company

on the right track, it is necessary to speak up and argue persuasively
in order to get it passed. In that sense, | would like the executive
directors to become more self-propelled and autonomous for the sake
of governance reform.

Yoshino: By reforming our corporate culture, we aim to improve
employees’ ability to think and make decisions for themselves, but
certainly the same is necessary for those engaged in execution.

To provide value to society in
a sustainable manner

Nakamura: As we are currently working on, there are still a number
of challenges we need to solve. | believe that the rental housing
provided to single person households by Leopalace21 is of high social
value and has a significant competitive advantage. | believe the theme
for the future is how we can change our own business while respond-
ing to the changes and demands of society. One possibility might be
to shift to a more region-based management system (regional branch
office structure) that is better positioned to meet the needs of society.

To bring about such changes, it is necessary for the front-line
employees who are closest to the information collected to be
empowered to think and make decisions on their own. In that sense, |
believe the reforms to corporate culture, compliance, and governance
triggered by the construction defects problem will lead not only to
resolving the defects, but also to strengthening the human capital of
employees to shape the future of Leopalace21.

Leopalace21 Integrated Report 2024
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Leopalace21’s Value Creation

Value Creation Process

We aim to solve social challenges and create new value in the housing sector, particularly the rental housing sector, by providing

innovative services that meet the needs of the times, while simultaneously achieving sustainable growth (expansion of economic

value) for Leopalace21.

INPUT

®

Financial capital

e Equity capital: JPY 63.9 billion

o Interest-bearing debt:
JPY 30.8 billion

Shrinking labor force
because of falling
birthrate and aging
population

@

Human capital

e Consolidated No. of
employees: 3,853

Employment issues

¢ No. of sales personnel in
Leasing Business: 1,006
Demographic trends

Social capital

Innovations in digital
technology

* No. of owners:

approximately 26,600

Rising demand for

convenient living * No. of tenants:

conditons approximately 480,000
¢ No. of business partners:
approximately 1,760
Tighter checks on * No. of units under management:

corporate governance

554,000

Climate change:
realizing recycling and
eco-friendly society

s
/Q

15

Intellectual capital

© Master lease program
e Apartment management
expertise

BUSINESS MODEL

Create new value and provide better living solutions
based on the theme of housing

Corporate philosophy

Creating new value

Tenant recruitment and
apartment management

Apartment construction
cost payment

Master lease
rent payment

Rent payment

leopalace 21

| D Apartment
i master lease

L owners
Individual Corporate ]
v (landowners)
tenants  tenants :
Tenancy Ownership
fessssssssssssssssas } .......................

Apartments

Leopalace21’s strengths

Scale Product appeal

Service
capabilities

Tenant matching
capabilities
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8 materiality
items

\Z
Environmental
initiatives

Offer rental
housing with stable
operation

(@

Promote real estate
tech business

D O]
o)
o=

Work-style reform
and HR development

o
3

o

Respect for
human rights

]
o]

%

Communication
with stakeholders

)O

O,
O’
)

)
),
)

Maintain the
effective corporate
governance system

Strengthen
compliance

OUTPUT

[ Sales

FY2023

1pY 42 2.6 billion

[ Occupancy rate ]

Average for FY2023

85.99+

OUTCOME

®

Improve corporate
value
e Operating profit: JPY 23.3 billion
e Free cash flows: JPY 22.2 billion
e EPS: JPY 130.91

@

Strengthen human
resource base
e Improvement of employee
engagement
e Realization of a fulfilling work
environment

e Active participation of diverse
human resources

Offer rental housing
with stable operation

e Used as company-leased
housing by approximately 74%
of listed companies

o Lifestyle support for
foreign national workers and
international students

e Provision of housing for
new hires and new students

Long-
term
vision

Ensure competitive

advantage in our business,

with the provision of
rental housing as social

infrastructure at its core, and
achieve sustainable growth

along with stakeholders

Leopalace21 Integrated Report 2024
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Leopalace21’s Value Creation

Business Model

We have created a unique business model that

combines the construction and leasing of apartments.

With real estate business expertise as its core competency,
Leopalace21 has created a unique business model that combines
apartment construction, leasing, and management.

Our business model has two main components: the Development
Business and the Leasing Business. We contract the construction of
apartments for landowners who own idle land, and then rent the
constructed apartments from the owners through the master lease

program and handle all aspects of operation, including tenant recruit-

ment and maintenance work.

Most of the properties we offer are for single persons and are
characterized by the fact that they are furnished and equipped with
home appliances and internet access as standard features. Tenants
can move in immediately with one bag when starting new chapters
of their lives, thus reducing the initial costs of moving and avoiding

the expense of disposing of furniture and home appliances, among
other advantages.

The Leasing Business carries out an area intensive strategy which
prioritizes to the regions where many single persons live and where
many people are moving into due to economic growth and other
factors, namely the regions of Kanto, Kansai, and Chukyo. In addition
to these, we are strengthening initiatives to meet the needs of com-
panies with a large volume of demand at one time, in particular the
needs of company-leased housing, and as a result, corporate contracts
account for about 60% of our tenants.

In recent years, we have focused on improving customer conve-
nience and business efficiency by promoting DX and attracting foreign
national human resources, which are on the rise, thereby continuing
to refine our unique business model.

Tenant recruitment and

,.
f

V-2
‘!"

Apartment construction

> ey
apartment management i==§f ‘,i ) cost payment
W
> ANNNZZE2
o NNSNZFEe
ent payment ====’ ’ Master lease rent payment
N7
leopalace 21
30-year
master lease
- i Apartment
Individual Corporate v owners
tenants  tenants

(landowners)

Tenancy Ownership

Apartments
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Leopalace21’s Value Creation

Leopalace21 by the Numbers s of march 31, 2029

Net sales

JPY 42 2 . 6 billion

EBITDA

JPY 2 7 - 9 billion

EPS

e 130.91

Units under management

554,373

Occupancy rate

Average 8 5 9 9
for FY2023 . %
End of FY2023 8 8 . 0 3 %

No. of rooms installed with
smart locks

Operating profit

JPY 23 . 3 billion

Net income

JPY 42 .0 billion

Equity ratio

wo 270,000

As of July, 2024)

31.24

Percentage of
listed companies utilizing

Approx. 7 40/0

No. of owners

oo 20,000

No. of employees

Consolidated 3 I 8 5 3
Non-consolidated 2 I 6 9 0

Leopalace21 Integrated Report 2024
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Leopalace21’s Value Creation

History of Leopalace21

Since its establishment in 1973, Leopalace21 has achieved many “industry firsts” and addressed various housing-related issues

and needs.
1973
Established
(JPY billion)
800.0
1995
Launched an industry-first master lease
600.0 system to pay rents for all units in
1989 apartments to owners for up to 30 years
Over-the-counter stock offering
400.0
200.0
0
W

1973 1988 1990 1995 2000 2005

Rapid economic Bubble Post-bubble Economic untrend period
growth period period period P P
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2004

Listed on First Section of
Tokyo Stock Exchange I Net sales (left axis)

-O- Operating profit (right axis)

(JPY billion)
80.0
()
O
FY2024 Plan
200 Net sales

\ Number of units under management JPY 428-6 billion 60.0

exceeds 500,000 Operating profit

1Y 26.6 billion
O
40.0
| | ! 20.0
| | 0
O @,
O
-40.0
2010 2015 2020 2024 (FY)

- GIOb:IGrr?ggssmn Economic recovery period COVID-19 pandemic period
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Leopalace21’s Value Creation

About the Construction Defects Problem

In 2018, we announced that there were construction defects in some of the properties built by the Company. We have vowed never

to repeat the same mistake, and have committed the entire company to implementing measures to prevent recurrence while making

full efforts to repair the properties with construction defects.

Overview of the Construction Defects

Background of the Issue

The construction defects problem came to light after receiving notice
from two property owners, who informed us that the parting walls
of attics depicted in construction certificate documents were not
constructed in two apartment series Gold Nail and New Gold Nail
(the “Nail series") developed and sold by the Company.

Also, during investigations of series other than the Nail series, we
confirmed discrepancies between floor plans and construction man-
uals in the six series other than the Nail series: Gold Residence, New
Silver Residence, New Gold Residence, Special Steel Residence, Better

to the tenants living in the affected residences at their convenience.
All related costs were borne by the Company.

Parting Walls

Parting walls are walls that separate dwelling units in apartments.
These walls must fulfill certain standards in terms of fireproofing and
sound insulation that is specified by the Building Standards Act and
other related laws and regulations, and must reach the attic or space
above the ceiling.

Steel Residence, and Con Grazia, which increased the likelihood that [ F u_ir (—r 17— )
. . 3 . . . . A . .
these parting walls were in violation of the Building Standard Act. - AT LT A secton
: \ L+ 3 J+— Space above the
‘ "Room rl [ Ropm H ceiling section
Investigation and Repair Work e & 22 |l |l Ljs—tiving space
| o [ ' < ~  section
After consultation with specified administrative agencies, it was = ; | - — L
| - -t
decided that the investigation and repair work for the properties ‘ Loom \ R%m_ L, ; L Je—Space above the
. . . . | 102 . L H ) ceiling section
with parting wall construction defects should be carried out by the ' y s
. e 4 s j«— Living space
Company at its expense and responsibility. For cases where use of the \ ol T section
. . . . . 5 S =
room is restricted due to repair work, we provided temporary housing Parting wall -
2018 April e It was discovered that some parting walls installed in the attic sections of apartments developed and sold by the Company were not

constructed as depicted in the construction certificate documents.

May e It was found that some apartments built by the Company between 1996 and 2009 may potentially violate the Building Standards Act.

2019 February e All-building investigations confirmed multiple new potential violations of laws and regulations.

March

o We further reinforced the frameworks for addressing the investigation of and repair work for apartments with parting wall construction defects.

May

o All-building investigations confirmed parting wall defects that were different from those already announced.

oThe External Investigation Committee submitted an investigation report on the construction defects problem to the Company.

July

¢ Regarding the construction defects, it was confirmed that along with the Building Standards Act, there were risks of not complying with the
standards of the Fire Service Act and Fire Prevention Ordinances.

o The External Investigation Committee submitted its final investigation report to the Company.

o Measures aiming to prevent recurrence of the construction defects and other initiatives were decided based on the content of the status report
and the final investigation report by the External Investigation Committee.

October

¢ \We announced the status of the all-building investigations regarding the construction defects and our policy on future repair work.

2020 June

o After deliberating a fundamental restructuring of our business strategies, a decision was made to undergo structural reforms based on the results.

o \We announced delays in repair work for apartments with construction defects and our policy on future repair work.

December

o We released a notice on the repair plan for apartments with construction defects.
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Causes and Background of the Construction Defects

The External Investigation Committee chaired by Attorney Tetsuo Ito (Nishimura & Asahi) was established to conduct investigations on February
27, 2019. Based on the investigations and the investigation results of the External Investigation Committee announced on May 29, the Company
believes that the fundamental causes of the construction defects, including those of the parting walls, can be attributed to the following three points.

1. A corporate culture that focused on meeting the intentions of top management and disregards laws and regulations
a) A corporate culture with an atmosphere in which departments such as design and quality assurance are not able to voice their opinions to top management

but focused on meeting management's intentions
b) A mentality that prioritizes swift commercialization over legal compliance
¢) A corporate culture that prioritizes top management's management policy over legal compliance and construction quality

2. A lack of awareness on compliance with laws and regulations, including the Building Standards Act

a) A mistaken interpretation that installation of attic parting walls was unnecessary for the Nail series was adopted
b) The prepared confirmation drawings for construction applications did not accurately reflect the actual conditions

¢) Foam panels were adopted, despite it could be recognized that they do not conform to the Minister’s certification

d
e

)
)

There were failures to confirm legal compliance when developing new products
The findings on legal compliance raised by specified administrative agencies after introducing new products were not taken seriously

3. Inadequate construction management and supervisory systems
a) Construction management relied on self-inspections
)

b) Most architects were not involved in construction supervision
¢) The construction management system was insufficient; it included inadequate process inspections and other factors due to a lack of licensed engineers
d) The construction supervision system was inadequate due to factors such as architects neglecting on-site supervision

Recurrence Prevention

As measures aiming to prevent recurrence of construction defects, the Company has committed itself to the following initiatives: 1. Fundamental
Reform of the Corporate Culture, 2. Restructuring of the System for Compliance and Risk Management, and 3. Revision of the Construction Business

Framework. The initiatives listed below had been completed by February 2022.

1. Fundamental Reform of
the Corporate Culture

 Develop a customer-oriented corporate culture
o Establish a compliance-first policy

o Realize corporate culture reform through dialogue
with stakeholders

o Establish a system for reporting violations of laws
and regulations, and the like

 Implement training for corporate culture reform

 Review performance management systems (imple-

ment the institutionalized job rotation)

2. Restructuring of the System for
Compliance and Risk Management

o Establish the Compliance Management Division

o Establish the Construction Legal Department within the Compliance
Management Division to examine and inspect legal compliance of new
products, etc. from the perspective of outside of business divisions

o Review the operating methods of the Compliance Committee
o Review risk management methods

o Confirm legal compliance when starting new businesses or making
changes to their content

o Review the system for assigning persons in charge of compliance

© Review the methods to address concerns related to legal violations

o Establish a system to collect and verify risk information

o Clarify the rules for storage and management of important documents

*The Compliance Management Division has been renamed the Compliance Promotion Headquarters.

Future Actions

3. Revision of the Construction
Business Framework

o Improve development processes for new products
and others

o Review the check system for confirmation drawings
during the preparation stage

e Review the construction supervision system to imple-
ment appropriate construction supervision

e Ensure construction quality through appropriate
construction management

® Inspections by the Construction Legal Department,
the Compliance Management Division

e Implement training by the Construction Legal De-
partment, the Compliance Management Division

After the construction defects came to the light, we conducted all-building investigations. As a result, after consulting with specified adminis-
trative agencies, we have proceeded to inspect and repair the apartments with parting wall construction defects.

The challenges we now face include tenants refusing to accept visiting their dwelling units or not responding to our communications;
tenants not being satisfied with their temporary housing or relocation; property owners disagreeing with us about the repair methods; and
difficulties in addressing property owners and tenants who are managed by other companies. Despite these various factors, we will persist
with our visits and negotiations, and for difficult matters, we will consider the opinions of neutral third parties through activities including

mediation; we will have the entire Company commit itself to resolving obvious defects by the end of 2024.
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