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Dalton

Rinnai Corporation

Shareholder Proposal for Share Buyback
Proposal Detail: Share Buyback of JPY 50 Billion, or Approximately 10% of
Outstanding Shares

MAY 2023

Please note that this presentation is an English translation of the presentation that Dalton Investments drafted in Japanese, strictly
provided as a courtesy. In the event of any inconsistency between the English language version and the Japanese language version, the
meaning of the Japanese language version shall prevail.

This presentation has been prepared by Dalton Investments and its affiliates (collectively, “Dalton”) for informational purposes only. It does
not constitute, and should not be construed as, an offer or solicitation to enter into any transaction regarding any financial instrument, nor
should it form the basis of or be relied on in connection with any such transaction. This presentation does not constitute, and should not
be construed as, tax, legal, regulatory, accountancy or other specialist or technical advice, or investment advice or personal
recommendations, any trading strategy or advice (from an investment perspective) to any person on the suitability of any transaction.

Santa Monica | Las Vegas | Tokyo | Hong Kong | Mumbai | Sydney
www.daltoninvestments.com




IMPORTANT INFORMATION

This presentation has been prepared by Dalton Investments and its affiliates (collectively, “Dalton”) for informational purposes only. It does not constitute,
and should not be construed as, an offer or solicitation to enter into any transaction regarding any financial instrument, nor should it form the basis of or
be relied on in connection with any such transaction. This presentation does not constitute, and should not be construed as, tax, legal, regulatory,
accountancy or other specialist or technical advice, or investment advice or personal recommendations, any trading strategy or advice (from an
investment perspective) to any person on the suitability of any transaction.

The information in this presentation is based on information that Dalton considers reliable, but which Dalton did not verify any of the information. No
representation or warranty is made as to, nor should reliance be placed on, any of that information contained herein being accurate or complete. Neither
Dalton nor any of Dalton’s directors, officers or employees accepts any responsibility or liability for any losses or damages that may result from the lack of
accuracy or incompleteness of this information. Such persons also do not accept any responsibility or liability for assumptions on which any statements,
views, valuations or opinions expressed by Dalton in this letter may be based.

This presentation speaks of its date and opinions and views expressed are Dalton’s opinions and views as of such date only. Dalton assumes no
obligation to notify or inform any party of any developments or changes occurring after the date of this document that might render its contents untrue or
inaccurate in whole or in part.

Any possible transaction or investment referred to herein may involve significant risk. This document has been prepared without regard to the individual
circumstances and objectives of persons other than the original recipients who receive it. Other recipients should, without relying on this document, make
their own independent decisions regarding to any possible transaction or investment and, if necessary, seek professional advice.

Dalton accepts no liability whatsoever for any reproduction or redistribution, in whole or in part, of this document, by any person other than Dalton.

The distribution of this document in certain jurisdictions may be restricted by law, and recipients into whose possession this comes should inform
themselves about, and observe, any such restrictions.
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Good Business

STABLE

« 80% of sales generated from
renewal demand

« High barriers to entry due to
safety regulations

« High market share in major
product groups and regions

 Never recorded a loss on both a
consolidated and a stand-alone
basis since its foundation

DaltonInvestments

GROWING

Global growth planned with
energy efficiency and
convenience as drivers

High value-added products are
expected to contribute to the
growth in the domestic market as
well
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High Cash Generation Capability

ROIC%

Average
just over 20%

Decline due to short-term factors such as: 1) time lag in passing costs to the
customers, 2) upfront investments, and 3) inventory buildup to cope with
supply chain disruptions

FY3/14 FY3/15 FY3/16 FY3/17 FY3/18 FY3/19 FY3/20 FY3/21 FY3/22 FY3/23

Source: Annual reports, Bloomberg

Note 1: The main reasons for the difference between the company's figures and ours are: 1) the company only considers accounts payable in calculating the amount of liabilities used in the
calculation of invested capital (net operating assets), while we consider other current liabilities and long-term liabilities as well, and 2) the company uses statutory tax rate for the tax rate used
in the calculation of NOPAT, while we use effective tax rate.
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Low ROE Due To Accumulation Of Underutilized Financial Assets

100 mil yen Breakdown of Net Assets and ROE%
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Source: Annual reports, Bloomberg
Note 1: Net financial assets are calculated by subtracting interest-bearing debt from the sum of cash, short-term investments, and long-term investments (excluding equity method investments).
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Total Shareholder Return (TSR) Significantly Underperforms Competitors
And TOPIX

450 TSR over the Past 10 Years (base = 100)
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Source: Bloomberg

Note 1: The ratio of the return (dividends and capital gains) earned on a stock investment divided by the amount invested (stock price).
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The Current Share Price Is Undervalued

*1

PBR ROE%. EV/EBITDA ' ROIC%

Rinnai 1.3x 8.2 4 Ox 21.7

AO Smith 5.8x 19.7 13.3x 26.6

Source: Annual reports, Bloomberg
Note 1: as of March 31, 2023

Note 2: average over the past 10 years
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Feasible To Improve Capital Efficiency Without Creating Opportunity
Losses On The Business Side

Ample
Financial
Assets

Fundamental
Review of
Capital Policy ,
is Necessary

Dalton

The mid-term plan announced in May 2021 sets the required cash level at 180 billion yen,
which is equivalent to about half of the current net assets. However, such a figure is
extremely excessive, as it is based on the assumption that the company would need 70
billion yen to prepare for natural disasters, despite not purchasing earthquake insurance, in

addition to a large amount of working capital equivalent to three months of sales

Rinnai has a stable business and future cash flows can be used to fund growth

Investments

Rinnai is debt free and can utilize borrowing as needed

Rinnai recently announced an ROE target of 8%, which is below the company's 10-year average

and is not an appropriate target for a company that earns ROIC of approximately 20%

Rinnai recently announced a share buyback (10 billion yen) to acquire 2.7% of outstanding
shares, but given that the company's planned ROE for FY3/24 is 7.6% it is unlikely that the

company will be able to achieve its current target of 8% ROE with 2.7% share buybacks
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