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Despite an Earnings Decline in Actual Results, There Is No Cause for Concern

<

Earnings Momentum Remains Solid, with a Positive Surprise
Expected in 3Q Results

The earnings release season for companies with March fiscal year-ends covering FY2025 Third Quarter
(October—December, hereafter “3Q”) is now getting fully underway. According to consensus estimates, recurring
profit for TOPIX constituent companies (March fiscal year-end companies) in 3Q is expected to decline by 4.6%
YoY. Excluding SoftBank Group, which exhibits significant volatility, the decline is forecast to be 8.7% YoY. While
this represents a sharp slowdown from the 29% YoY increase recorded in the Second Quarter (July—September),
there is no need to view this development negatively.

The primary drag on 3Q recurring profit is Transportation Equipment, which has been heavily affected by
tariffs. Marine Transportation and Iron & Steel are also making negative contributions to TOPIX 3Q recurring
profit. Although these three sectors are expected to remain major negative contributors for FY2025 as a whole,
the outlook improves markedly when looking ahead to the next fiscal year. Backed by a recovery in business
performance, Transportation Equipment and Iron & Steel are projected to make sizable positive contributions to
FY2026 recurring profit, while negative contributions from Marine Transportation are expected to narrow
significantly. Since the latter half of last year, the market has increasingly priced in next fiscal year's earnings
rather than current-year results, which are more heavily impacted by tariffs. As a result, it is unlikely that the
market will react strongly to a YoY decline in 3Q earnings. Moreover, considering the ongoing Yen depreciation,
the resilience of global and domestic economic activity, earnings tailwinds from Al-related businesses, and solid
growth in nominal GDP supported by inflation, there is a high probability that actual 3Q results will exceed
analysts’ prior expectations.

Consensus forecasts for full-year earnings continue to be revised upward, and the TOPIX FY2025 EPS
Revision Index has remained in positive territory since the summer. Since the interim earnings season, the
sectors making the largest positive contributions to revisions in FY2025 TOPIX recurring profit include Banks and
Insurance, which benefit from higher interest rates; Electric Appliances and Nonferrous Metals, which enjoy
significant Al-related tailwinds; Construction, which benefits from inflation; and Transportation Equipment, where
the impact of tariffs has been less severe than initially expected and where earnings are supported by a weaker
Yen.
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Although market attention has shifted toward next fiscal year, there are still many key points to watch in the 3Q
earnings season. Companies related to Al have continued to deliver robust earnings growth, supported by
expanding capital investment in Al-related equipment, and a key focus will be whether they can live up to the
market's elevated expectations. With regard to memory shortages, both positive and negative impacts are
expected depending on the company, and investors will be closely watching management commentary on the
magnitude of these effects as well as the outlook. Against the backdrop of deteriorating Japan—China relations,
China has been tightening regulations on Japan, drawing attention to references to Rare Earths, developments in
China-related businesses, and the potential impact on inbound demand. While concerns over the impact of tariffs
have generally eased, it remains essential to stay alert to the latest developments. Domestically, as price
increases continue to outpace wage growth, a stronger tendency toward cost-conscious spending has emerged,
making trends in price pass-through and price hikes an important point of focus. Meanwhile, interest rates have
surged sharply in the Bond market. Amid growing concerns that unrealized losses at Financial Institutions are
expanding, some have pointed out the possibility that these institutions may increase purchases of Japanese
Government Bonds in light of prevailing interest rate levels. Close attention should therefore be paid to what kind
of information and guidance will be communicated.

Transportation Equipment, Marine Transportation Equipment and Iron & Steel

Transportation, and Iron & Steel Are Expected
to Be the Main Drags on 3Q Earnings, but...
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TOPIX FY2026 EPS Estimate Returns to Pre—
Trump “Liberation Day” Levels
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Seen as Major Positive Contributors Next
Fiscal Year
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Major Positive and Negative Contributors to TOPIX
Revisions Since “Liberation Day”
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FY2025 3Q Earnings Calendar
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Important Information

This Presentation (“Presentation”) is furnished to its intended recipient (the “Recipient”) and is not for redistribution or public use. The
data and information presented are for informational purposes only. The information contained herein should be treated in a confidential
manner and may not be transmitted, reproduced or used in whole or in part for any other purpose, nor may it be disclosed without the
prior written consent of Daiwa Asset Management. By accepting this material, the Recipient agrees not to distribute or provide this
information to any other person.

This Presentation is intended for use by professional investors only. Investors should independently evaluate particular investments and
strategies and seek their own investment advice. Daiwa Asset Management may not be held responsible for any consequences
resulting from any investment in any strategy or products discussed in this Presentation. No investment strategy can guarantee
performance results. Past performance is no guarantee of future results. All investments are subject to investment risk, including loss of
principal invested. For more detailed information, in particular a description of the mentioned funds’ risks and rewards, please refer to
the prospectus of the UCITS, the key investor information document (KIID) and the most recent published annual and semi-annual
report.

This Presentation was made to provide information about the investment capability of Daiwa Asset Management. It should not be
construed as an offer or a solicitation to purchase or subscribe to the funds mentioned in this material. This is a marketing
communication. Potential investors should refer to and read the prospectus of the UCITS and KIID for more detailed information prior to
their investment decision.

The information, statements, forecasts and projections contained in this Presentation, including any expressions of opinion, are based
upon sources believed to be reliable, but their accuracy, correctness or completeness are not guaranteed. The performance of
investments, if referred to herein, is based on past data and is neither necessarily an indication nor a guarantee of future performance
of such investments. The performance data in this material does not consider any tax or fees if there were any, and will not provide a
final return for potential investors. Daiwa Asset Management made all reasonable efforts to ensure that the information contained herein
is current, but it is subject to change without notice. Daiwa Asset Management, or any of its respective affiliates, accepts no liability
whatsoever for any direct or consequential loss arising from any use of this material or its content.

The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by JPX Market Innovation & Research, Inc. or
affiliates of JPX Market Innovation & Research, Inc. (hereinafter collectively referred to as "JPX") and JPX owns all rights and know-how
relating to TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. JPX shall not be
liable for the miscalculation, incorrect publication, delayed or interrupted publication of the TOPIX Index Value. No Licensed Product is
in any way sponsored, endorsed or promoted by JPX, and JPX shall not be responsible for any damage resulting from the issue and
sale of the Licensed Product.
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