CSR for Value Provision

Value Provision

E nVI ron menT (See pages 17-18)

Introduce state-of-the-art technologies to the market in order to address
environmental and energy issue

NeW VCI'Ue CreCfl'lOn (See pages 19-20)

Share dreams and ambitions inside and outside Daikin to realize a healthy,
comfortable lifestyle through air

CUSTomer SCITISfCICTIOn (See pages 21-22)

Provide peace of mind and reliability through a focus on customer orientation,
experience, performance, and advanced technologies

H u mG N R@SOU rCGS (See pages 23-24)

Respect individual personalities and values, and maximize the potential
of each employee so that they can benefit Daikin and society as a whole

Daikin Group Sustainability Report 2020 16



CSR for Value Provision

Feature '

Launched New Refrigerant Service in Europe
Contributing to a Circular Economy

Why is it important?
Proper and Continued Use of

Refrigerant is Essential to the Stable
Supply of Air Conditioners

The EU is taking regulatory action (F-gas Regulation)™" to
control the total consumption of HFC refrigerants in order
to reduce global warming due to fluorocarbons.

However, with global demand for air conditioners
using refrigerants increasing, tight supply-demand has
caused the price of refrigerants to soar. To continue a
stable supply of air conditioners essential to a healthy and
comfortable lifestyle, it is important to switch to refrigerants
with lower environmental impact as well as recycle and
reuse existing refrigerants.

European F-gas Regulation Cap and Number of

Air Conditioners Sold™ (10,000 units)

670 %L —— 100
'Y
%) G‘O/ gy Number of Air Conditioners _600
530/ Sold in Europe
100 F-gas Regulation Cap 500
5 Baseline 93% F
Y 0,
) 63% 5%
2015 12018 2021 (yean

*1 The EU F-gas Regulation aims to reduce the total consumption of HFCs (global
warming impact conversion of production volume + import volume - export
volume) in stages.

*2 Compiled by Daikin based on the market demand data by the Japan Refrigeration
and Air Conditioning Industry Association.

17 Daikin Group Sustainability Report 2020

DAIKIN'S APPROACH

Proposing the Circular Use of
Refrigerants in Europe that
Contributes to a Circular Economy

In anticipation of tighter regulation on total consumption
volume, Daikin launched the service in Europe for the
circular use of refrigerants. Based on the philosophy
of a circular economy, we aim to shift from linear use
of products that are manufactured, consumed, and
disposed to a model of continuous recovery and reuse
of resources.

Currently, when air conditioners are disposed of,
refrigerants inside them are destroyed following recovery.
However, refrigerants can be reused repeatedly by
removing impurities. Such circular use reduces the
amount of new refrigerants being brought to market.

Daikin has established a refrigerant reclamation
facility in Germany, harnessing its expertise in air
conditioning and chemicals. At the same time, we are
working with A-GAS, a UK-based company that recovers
and reclaims refrigerants. Following this established
route, in June 2019, Daikin launched sales of the
multi-split type air conditioner VRV LeoP for commercial
buildings, which utilizes reclaimed refrigerants.



DAIKIN’S PERFORMANCE

Helping Address Customer and
Societal Challenges Using an
Industry-first Mechanism

We sold 14,000 units of VRV LeoP in the first 10 months
since its release. As a result, the amount of new
refrigerants being used in multi-split type air
conditioners for commercial buildings that Daikin sells
in Europe has been reduced by about 40%.

To further promote the circular use of refrigerants,
Daikin offers a combined service where refrigerant
recovery from used air conditioners is offered
together with VRV LeoP sales to major customers as they
replace their air conditioners. To reassure customers
with concerns over future refrigerant shortages, we
offer to temporarily store recovered refrigerants
and guarantee their required refrigerants will be in
stock at the time of maintenance. This service offers a
solution that ensures recovered refrigerants are reclaimed
and put back into circular use as resources. This service
has already seen sales increase in the Netherlands
after gaining popularity among environmentally
conscious customers.

In the Netherlands, the service was adopted by
Action, which operates retail store chains in Europe.
Used refrigerants are gradually being recovered from
stores undergoing renovation, while VRV LeoP units
are installed in new stores. To date, recovery has been
completed at 12 stores operated by the company,
with 30 more scheduled. Going forward, Daikin will
be expanding the service area to other European
countries.

Circular Ecosystem of Refrigerants Proposed by Daikin
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Voice

Establishing a Circular Economy for
Refrigerants within Our Store Network

Michiel Coolen
Head of Construction Europe at Action

We are further mitigating our company’s impact on
the environment by recycling and reusing refrigerants
instead of disposing of them and increasing waste.

NEXT CHALLENGE

Establishing an Economically Viable
System and Quickly Promoting
the Circular Use of Refrigerants

Although refrigerant recovery assuming final destruction
and disposal is mandatory in Japan and Europe, the rate
of recovery has yet to grow markedly.

To boost the recovery rate, it is crucial that society
shares the notion of the critical need for recovering
and reusing refrigerants for the future. Additionally,
collaboration and partnerships with the government
and industry are essential in order to establish
economically viable systems in each region. Daikin is
working with their partners to make a circular ecosystem
of refrigerants a reality and promote the practice
outward from Europe to the rest of the world.
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CSR for Value Provision

Feature

4

Delivering Healthy and Comfortable Air
Environments and Spaces to Africa with

Collaborative Innovation

Why is it important?

Many People Still Cannot Afford
Air Conditioning

Air conditioners are essential for maintaining health and
improving productivity. In Africa, however, air conditioners
have yet to spread even in electrified regions because of
the cost of installation and recurring electricity charges.
For this reason, a new business model is needed to spread
energy efficient air conditioners tailored to the market
characteristics of Africa, so that more people can reap the
benefits of a healthy and comfortable air environment.

Situation in Tanzania—Location of Demonstration

United Republic
of Tanzania

|

Population............ 56.32million*1

Poverty rate...................... 4 9%*2
Electrification rate.............. 30%*3
Mobile phone

penetration rate................ 75%*4

Usage rate of mobile

money among
mobile phone users............ 62%

*1 Source: Basic data from Japan's Ministry of Foreign Affairs

*2 Source: Poverty Rate based on International Poverty Line (rate of people
living on less than 1.9 US dollars per day) by the World Bank

*3 Source: BOP Market Survey Report by the Japan External Trade Organization

(JETRO)

*4 Source: Global Attitudes & Trends by Pew Research Center
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DAIKIN'S APPROACH

Conducted Demonstration in Tanzania
Jointly with Local Start-up

Daikin is promoting collaborative innovation through
partnerships with companies, research institutes, and
universities, mainly spearheaded by the Technology and
Innovation Center (TIC), our R&D hub. In November
2019, we committed to investing 11 billion yen in start-up
companies over the five-year period up to 2024, and
established the TIC CVC Office to promote co-creation
with these companies. We are now speeding up new
business creation together with start-ups from around
the world slated for success with advanced technologies
or innovative ideas.

As the first project, we invested 300 million yen
in WASSHA Inc. and conducted a demonstration on
a novel approach to the air conditioning business in
Tanzania. WASSHA is a growing company that provides
electricity services to non-electrified areas of Africa.
Taking advantage of the country’s high penetration rate
of mobile phones, the company uses a subscription-based
business model and “pay-as-you-go"” system to rent out
LED lanterns and rechargeable solar panels to users who
pay upfront with mobile money.



DAIKIN'S PERFORMANCE

First-ever Fixed Rate Subscription
Service for Air Conditioning
in Emerging Country

Daikin focused on WASSHA's business model of
providing pay-as-you-go services to people in need.
In Tanzania, the mainstream type of air conditioner
offers a relatively inexpensive installation cost but is
not very energy efficient. As a result, the high cost of
electricity has become an obstacle to the spread and use
of air conditioners.

In response, Daikin identified a novel business
model of renting energy efficient air conditioners to
small stores and homes at a fixed rate. Such a
subscription-based business model for air conditioning is
the first of its kind in an emerging country. As a result,
users have access to Daikin’s highly energy efficient air
conditioners without having to purchase the entire unit
outright and they can reduce electricity charges.

The demonstration was conducted for three
months starting in November 2019 in Dar es-Salaam,
the economic center of the country. During the
demonstration, air conditioners were installed at
cooperating stores and homes to closely examine demand
and review the viability of the business model. The results
of the demonstration showed that electricity charges
can be cut in half by using Daikin’s energy efficient air
conditioners. The effects were highly praised by not only
participants dissatisfied with the high cost of

Co-creation Between WASSHA and Daikin

WASSHA Daikin

* Remote operations using
mobile money

 Business acumen in Tanzania

¥

Subscription service for energy efficient
air conditioners providing healthy and comfortable
air environments and spaces

o Energy efficient air conditioners
* Installation and after-sales services

Illustration of Air Conditioner Subscription

Pay with mobile
money

E Co-developed app
Operate using D

remote control G

Send password
for air conditioner

P DAIKIN

electricity, but also participants who otherwise

could not afford to purchase an air conditioner. Stores
were billed continuously and the air conditioner
utilization rate was upward of 90%. People who heard
about the demonstration came to participating stores
to see for themselves or contacted the WASSHA office
directly, signing a contract on the spot. This illustrates
strong latent demand for air conditioning exists locally.
Business inquiries about this service ultimately more
than tripled the expected volume, which confirmed
the business viability.

Voice

Increasing the Customer
Base of Air Conditioners

Satoshi Akita
CEO, WASSHA Inc.

In many African countries air conditioning has yet to
spread to homes and small stores. We believe this
business will provide great value to society by providing
the new option of a pay-as-you-go service for people
who were otherwise unable to afford an air conditioner
in the past. Our goal is to bring a comfortable air
environment to everyone around the world, regardless
of income level.

NEXT CHALLENGE

Bringing a Healthy and Comfortable
Air Environment to People Around
the World with Full-fledged Launch
in Fiscal 2020

Going forward, we will build a payment system using
mobile money jointly with WASSHA, and plan to fully
launch the business in fiscal 2020. Regarding ancillary
services such as installation and repairs, which pose
challenges, we will conduct technical training locally,
which will create jobs and improve quality.

Through this new business model of delivering air
conditioners with low start-up and running costs to
low income people, Daikin will continue to give people
around the world access to a healthy and comfortable
air environment.
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CSR for Value Provision

Feature

(Exabytes/month)
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Source: Cisco Visual Networking Index: Global Mobile Data Traffic Forecast

Update, 2017-2022
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Why is it important?

Growing Expectations for Materials
Innovation to Power the Evolution of ICT

The rapid spread of ICT networks is changing the world.
The launch of the fifth generation of mobile communication
networks (5G) will require more communications
infrastructure and equipment used in data centers along
with technology for sending vast amounts of data quickly
and compactly. In terms of semiconductors, for example,
efforts are underway for miniaturization and higher
integration, while for LAN cables, efforts are focused
on improving performance and security.

Fluorine materials have been proven to increase the
performance of ICT equipment. For this reason, there
are growing expectations surrounding these materials.

Global ICT Traffic and Future Forecast

2017 2018 2019 2020 2021

4

Developing Fluorochemicals for a Digital World
using Co-Creation with Customers

DAIKIN'S APPROACH

Increasing Collaboration with
Customers with an Eye Toward Value
Creation for Society

Daikin is both a manufacturer of air conditioners and
fluorine materials. Since becoming the first in Japan to
commence research on fluorocarbon gas in 1933, we have
established an integrated R&D system spanning from
molecular design to processing. Today, we manufacture
more than 1,800 types of fluorine materials, including
polymers, rubbers, and gases, which support many
industries. Fluorine is highly resilient against heat and
chemicals, while offering excellent electrical conductivity
and insulating properties. Daikin is now working alongside
customers on value creation that will contribute to the
evolution of ICT by harnessing these key characteristics.

Characteristics and Example Applications of Fluorine Materials

Heat and
flame
Insulating
As a highly accurate etching agent
in the semiconductor manufacturing As an insulating, flame resistant
process covering material for LAN cables



DAIKIN’S PERFORMANCE

Helping Improve Quality and Provide
Solutions for Customers and End Users

In the semiconductor field, parts makers are the direct
customers of Daikin as a materials maker. In turn, our
customers are suppliers to manufacturing equipment
makers and semiconductor device makers as the end
user. In recent years, Daikin is focusing on proposal
activities as a development partner, in addition to
satisfying the costs and workability requirements of
customers. We visit end users together with customers
to better grasp technical challenges and then work
together to find solutions.

For example, the density of semiconductors has
increased more than 10 times over the past decade.
Daikin’s etching agents have also contributed to the
miniaturization of semiconductors which was responsible
for some technological innovation. To develop etching
agents that enable circuit miniaturization because of
their high performance and ease of handling, for many
years we have continued our efforts to find optimum
new materials and propose original compounds.

Co-creation with Customers in the Semiconductor Field

Co-creation with customers

| ot |

’ Parts makers ‘

Needs/ ’ Manufacturing equipment makers ‘

Challenges Solutions

End users /

Semiconductor
device makers

In the field of LAN cables for buildings, we supply
highly flame resistant fluorine covering material to the
North America market. Office buildings in North America
require the use of LAN cables that do not cause the
spread of fire. This is because structurally speaking
internal wiring is susceptible to spreading a fire inside
a building because the area where it is laid has a high
degree of air permeability. Daikin not only proposes
materials to cable maker customers, but also participates
in the creation of standards for the cable industry. We
are also contributing to technical development for the
entire industry, by examining the risk of fire and weaker
communication speeds associated with increased ICT
traffic and electrical current.

In this manner, Daikin continues to propose new
solutions through technological development that
benefits customers and society.

Example of LAN Cable Usage in North America

T e e |
-

Flow of air LAN cables are laid
in spaces above the
ceiling or below the
floor where air
conditioning is
ventilated

-

Voice

We Will Continue with
Useful Product
Development for
Customers

Dan Kennefick
Daikin America, Inc.

We have long-standing experience in the cable market,
and thanks to our strong connections with customers,
we can, along with our partners, identify needs in a
multifaceted manner. Looking ahead, we will continue
to create products that benefit customers and society
from a customer-first perspective, through product
development jointly with customers after identifying
the latest trends in a constantly changing world.

NEXT CHALLENGE

Expanding Solutions using
Fluorochemical Technologies that
Contribute to the Development of
Society

Fluorochemical technologies are at the heart of solutions
for various cutting edge fields, not only ICT, but also
automobiles and new energy. Daikin is committed to
being the first to identify customer needs around the
world using collaboration among sales, marketing and
development. Our goal is research and development
that satisfies these needs.

Going forward, we will utilize our open innovation
lab with locations around the world to speed
industry-academia partnerships and co-creation with
other companies. In turn, we will continue to work on
innovative themes for the future, such as developing new
products through combinations with other materials.
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CSR for Value Provision

Feature '

Daikin’s Unique Approach fo Developing Al and
loT Human Resources for Driving Innovation

Why is it important?

Al and loT are Vital to the Creation of
High Value Added Products and Services

With the arrival of the Fourth Industrial Revolution, the
shortage of human resources capable of using artificial
intelligence (Al) and the Internet of Things (loT) has
become a social issue. To achieve sustainable growth,
Daikin must develop the human resources that can create
higher value added products and services by linking Al
and loT to our own businesses and technologies.

Estimated Shortage of IT Human Resources in Japan

(Million persons) -@-Supply -@- Demand
2.00

169 Shortage of up to
229 750,000

@
1.50 ! ‘47 IT human resources
@
1.2V
° =
1.00 0/./
2018 2020 2025 2030 (year)

Source: Compiled by Daikin based on Survey on Demand for IT Human
Resources (Upper Growth Scenario) (April 2019) by Japan's Ministry of
Economy, Trade and Industry.
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DAIKIN'S APPROACH

Established DICT as Part of
Industry-Academia Collaboration

In December 2017, with the full cooperation of Osaka
University, with which we have a comprehensive

collaboration agreement mainly in informatics, Daikin
established Daikin Information and Communications

Classes at Daikin Information and
Communications Technology College

For current employees

Al Utilization (For Managers)

Fosters human resources who can plan and implement business or
operational improvements utilizing Al and loT

Al Technology Development

Fosters human resources who can develop Al technology
Systems Development

Fosters human resources who can engage in development needed
to introduce Al into company systems

For new employees

Fostering Al and loT Human Resources
Fosters human resources in Al and IoT solutions unique to Daikin
who understand air conditioning technology, etc.

For all employees

Al Utilization
Raises awareness about improving Al literacy



Technology College (DICT) to foster human resources
who can utilize and implement Al and loT. DICT provides
employees selected from a wide range of departments
with unique training curriculum developed in-house.

During training, participants take part in lectures on
basic knowledge of Al and how to use this technology,
led by instructors from Osaka University. DICT also
incorporates project based learning (PBL) based on actual
challenges facing each department to foster experts
who can utilize Al and 10T in business development and
technological development.

DAIKIN'S PERFORMANCE

Fostering the Ability to Utilize Al and
loT to Resolve Frontline Challenges

Since fiscal 2018, we have held classes to foster Al and
loT human resources among new employees. Every
year, 100 newly hired employees undergo intensive
training at DICT for a period of two years. During the
first year, participants acquire specialist knowledge in
Al and IoT and learn about our core technologies,
including air conditioning technology. In year two,
one to two participants undergo practical training on
one of more than 80 themes submitted by
development, manufacturing, and sales departments.
Through this PBL, participants master the ability to
utilize the Al and loT knowledge and technologies they
learned in their first year on the frontlines by

Example of PBL 1: Improving
Production Efficiency at Plants

Production efficiency under a high-mix production
system, which creates only the right number of
products when needed, is determined by the accuracy

Challenge  of the production plan. However, there are gaps in
accuracy because the production plan is formulated
based on the experience of each person in charge and
past results of production.

Develop an analysis tool that will support the
formulation of the optimum production plan and that
Aim is easy to use by persons in charge. By increasing the
accuracy of planning, increase production efficiency as
well as rein in manufacturing costs and energy usage.

Example of PBL 2: Forecasting Sales for
Residential Air Conditioners

The shipment plan for a product is based on the sales
forecast computed by a person in charge referencing
past tendencies. However, actual sales of residential air
conditioners are influenced by weather and
temperature, making it difficult to create an accurate
sales forecast.

Challenge

Analyze big data covering past sales results and weather
forecasts. Use the findings to determine a highly
accurate sales forecast and the optimum shipment
plan, which will ensure inventory is in stock and
products are delivered to customers in the necessary
amount at the right time.

Aim

identifying requests or issues from persons in charge
representing a variety of departments and then
proposing improvements. After the end of the program,
participants are expected to not only employ their new
knowledge and skills on the frontlines of our operations,
but also play a key role bridging the company with
outside entities and connecting departments together by
promoting the utilization of Al and loT company-wide.

In addition, it is vital to promote greater
understanding of Al and loT within the company to
empower these human resources. For this reason,
we are making efforts to increase literacy internally
through lectures for managers and e-learning for all
employees.

Voice

Providing Advanced
Solutions with Systematic
Al Knowledge

Yasushi Yagi

President, Daikin Information and
Communications Technology College
(Professor, The Institute of Scientific and
Industrial Research, Osaka University)

Al and loT technologies are keys to further upgrading
the potential of manufacturing and industry. It is critical
that we take a deep dive into learning and utilizing
these technologies.

Above all else, learning must be fun. It must be
a joy. By having them enjoy their two years at DICT, it
is my hope that new Daikin employees acquire
systematic Al knowledge and grow into “specialist
human resources in advanced IT” that contribute to
solving various issues not only at Daikin but for
society as a whole.

NEXT CHALLENGE

Creating Innovation by Linking Our
Technologies, Products and Services
with Al and loT

Daikin intends to train around 1,000 employees,
including both current and new employees, to
become human resources that can utilize Al and loT by
fiscal 2021.

In addition to fostering Al and loT human
resources to promote smarter production processes,
prediction of product faults, and streamlining of
operations, we will combine Daikin’s core
technology, products and services to create new
innovation and contribute to solutions to energy
and environmental issues as well as the further
development of industry and technology.
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