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Presentation 
 

Operator: Everyone, thank you for standing by. We will commence the financial briefing for the fiscal year 

2020 of Tohoku Electric Power Co., Inc. 

Tohoku Electric Power Company, please go ahead. 

Machino: I am Machino from the IR Group Accounting & Finance Department of Tohoku Electric Power 

Company Inc. Thank you all for your participation. Today, I will serve as the moderator. 

First, I would like to introduce today’s speakers. Higuchi, Representative Director and President; Ishiyama, 

Managing Executive Officer and General Manager Corporate Strategy Division; and Shimoida, Executive 

Officer and General Manager, Internal Services Division,  Accounting & Finance Department. 

I will now explain how we will proceed today. First, we would like to provide an overview of our financial 

results for FY2020. Thereafter, we will move on to a question-and-answer session. 

We are scheduled to end the briefing at around 15:40. Higuchi, Representative Director and President, will 

now present based on the material. 
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Higuchi: This is Higuchi from Tohoku Electric Power. Now, let me start the explanation. Thank you very much 

for taking time out of your busy schedule to participate in our financial results presentation today. I will now 

explain the outline of the financial results for FY2020 according to the materials. 

I would like to explain our consolidated business results for FY2020. Please see pages 3 and 4. 

Net sales increased JPY40.4 billion from the previous fiscal year to JPY2.2868 trillion, due to an increase in 

total of grant based on Feed in Tariff Scheme for renewable energy, and the self-contracted portion, due to 

introduction of the indirect auction, despite a decrease in retail electricity sales volume due to the impact of 

the new coronavirus in addition to intensifying competition. 

Ordinary income decreased by JPY32.4 billion from the previous fiscal year to JPY67.5 billion due to a decrease 

in revenue from retail and wholesale sales and an increase in fuel costs and electricity purchased from other 

companies as a result of the shutdown of power plants, due to the earthquake off the coast of Fukushima 

prefecture in February this year, despite efforts to improve efficiency, such as reducing fuel costs by expanding 

LNG spot procurement in light of fuel market conditions.  

Consolidated cash income for the current fiscal year was JPY302.3 billion. 
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Page 4 shows the factors behind the change in ordinary income from the previous year, including the items I 

have just explained. Excluding the time lag effect of the fuel cost adjustment system, ordinary income 

decreased by about JPY24 billion compared to the previous year. 

In addition, due to the new coronavirus infection, we estimated that net sales decreased by about JPY26 

billion, and ordinary income decreased by about JPY9 billion. 
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Please move on to page 5. This section explains the results of electricity sales. 

Retail electricity sales volume were about 1 billion kWh, or 1.4%, lower than the previous fiscal year, mainly 

due to a decrease in commercial and industrial operations caused by the spread of the new coronavirus 

infection, despite an increase in heating demand due to low temperatures in winter. 

We estimate that this was due to a decline in utilization in the lodging and entertainment industries in the 

commercial sector, and a decline in utilization throughout the fiscal year in the industrial sector, although 

steel- and automobile-related industries have been on a recovery trend since the third quarter. 

The wholesale electricity sale fell by approximately 1.1 billion kWh, or 6.1%, compared to the previous fiscal 

year due to a decrease in transactions in the wholesale electricity market, despite an increase in wholesale to 

the outside the region. 

As a result, overall electricity sales were 2.0 billion kWh, or 2.4%, lower than the previous year. 
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I will now explain our earnings and dividend forecast for FY2021. Please see page 7. Sales in FY2021 are 

expected to be around JPY1.77 trillion. 

The decrease is expected to be approximately JPY520 billion compared to the previous fiscal year, due to a 

decrease in the amount of electricity sold and the application of new accounting standards for revenue 

recognition. The impact of the latter is expected to be approximately JPY420 billion. 

On the other hand, we are currently assessing the timing of the restoration of the thermal power plant 

damaged by the Fukushima earthquake, and as it is difficult to make a reasonable calculation at this time, we 

regret to inform you that we have not yet determined our profit forecast. 

As for dividends, both interim and year-end dividends are undecided due to the difficulty in reasonably 

calculating the profit forecast. We will make an announcement as soon as we are able to foresee the business 

performance in the future. 

As we have already announced, we will change the depreciation method for tangible fixed assets to the 

straight-line method from FY2021. The impact of this change is expected to be a decrease in expenses of 

approximately JPY46 billion in FY2021. 

In FY2021, while the competitive environment in terms of sales will continue to be severe, a certain amount 

of negative impact from the new coronavirus infection will continue, and the restoration of facilities damaged 

by the earthquake off the coast of Fukushima prefecture and other factors are expected to continue to cause 

severe income and expenditure conditions. In light of this situation, we will accelerate our efforts to make the 
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smart society building business profitable as soon as possible, and strive to improve profitability, while 

working on the enhancement of electricity sale and cost reduction. 

 

Next, I will explain the topics. Please see pages 9 and 10. 

In light of the Japanese government's declaration of carbon neutrality by 2050 and the accelerating pace of 

studies on how to achieve it, in March this year, we formulated and announced the Tohoku Electric Power 

Group's Carbon Neutral Challenge 2050. 
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Based on the basic premise of securing S+3E, the Group will promote the decarbonization of large-scale power 

sources, the promotion of electrification, the use of distributed energy, as well as the realization of a smart 

society by improving the efficiency of energy use as the 2 wheels of our efforts and will accelerate the Group's 

CO2 emission reduction and contribute to the decarbonization of local communities. 
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Now, please see page 11.  Next, I would like to explain the main points of the Tohoku Electric Power Group 

Medium-Term Plan for FY2021. 

In February of last year, we formulated the Tohoku Electric Power Group's medium- to long-term vision, 

“Working alongside next,” which is the major direction of management for the 2030s and presented the ideal 

vision for the 2030s. 

In this context, we recognized the 4 Ds as drivers of change in the de business environment in the future: 

Digitalization, Decentralization, Decarbonization, and Depopulation. 

The subsequent spread of the new coronavirus is expected to bring about changes in the business 

environment, such as a decrease in electricity demand, and further accelerate the 4 Ds that we have identified 

as drivers of changes in the business environment in “Working alongside next.” 

We believe that the direction of “Working alongside next” is consistent with the social trend toward a post-

coronavirus society and that we will be able to realize our vision by further accelerating the speed of the 

initiatives set forth in “Working alongside next.” 

From this perspective, the focus of the 2021 Medium-Term Plan is on 4 basic approaches to business 

promotion, expanding earnings through fundamental structural reforms in the electric power supply business, 

and promoting the early profitability of the Smart Society Building Business. 
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Please see pages 12 and 13. With regard to our efforts to reform the structure of the electric power supply 

business, as shown on page 12, in the power generation and wholesale business, we will strengthen the 

competitiveness of power sources by constructing new cutting-edge, high-efficiency LNG-fired thermal power 

plants and suspending or discontinuing aged thermal power plants with low environmental and economic 

efficiency, as well as by responding to supply and demand fluctuations associated with the expanded 

introduction of renewable energy. 
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In addition, page 13 shows the results of our efforts to enhance the competitiveness of thermal power sources 

and our plans for the future. 

Also, in the area of power transmission and distribution, we will strive to achieve both measures to deal with 

aging facilities and thorough cost reduction through unification of specifications, joint procurement, and 

continued efforts for procurement reform. 



 
 

 

Support 

Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 

12 

 

 

Please see pages 14 and 15. With regard to the restart of the nuclear power station, Onagawa Number 2 has 

completed the submission of an amendment to the application for approval of the construction plan in terms 

of the examination and is now responding to the examination, and in terms of the construction, safety 

measures are being carried out as scheduled for completion in FY2022. 
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With regard to Higashidori Unit 1, we are currently in the process of reviewing the standard earthquake 

ground motions and standard tsunamis for the application for the change of reactor establishment license, 

and we believe that it will take a certain period of time to complete the review of earthquakes, tsunamis, and 

plants. 

In addition, it is necessary to proceed with the design and construction of the safety measures while reflecting 

the findings and evaluations obtained during the review process. As a result, we have determined to extend 

the construction period by 3 years and aim for the completion in FY2024.  

With regard to the restart of the Higashidori Unit 1, we will do our utmost to complete the examination and 

construction work in order to meet the new completion date. 
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Please see pages 16 and 17. We have positioned the renewable energy business as our main power source 

for the future, aiming to develop 2 million kW mainly from wind power, and will prioritize the investment of 

our management resources by investing JPY10 billion to JPY20 billion per year for the time being, after 

carefully assessing the economics and investment efficiency. 
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As of the end of March 2020, the Company and its corporate group are engaged in the development of 22 

renewable energy projects, including 18 wind power projects, with a total output share of approximately 

500,000 kW. 

In addition to participating in the power generation business, from the perspective of involvement in the 

overall life cycle of renewable energy, the Company will establish Tohoku Electric Power Renewable Energy 

Service Co., Inc. to develop O&M business. 

The Group will leverage its strengths and comprehensive capabilities, including the technological capabilities 

and know-how it has cultivated through the electric power business, to develop its business, strengthen its 

competitiveness, and maximize profits. 
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Please see page 18. As for electricity wholesale, we are expanding sales through supply to Synergia Power Co., 

Ltd. and Tokyu Power Supply Co., Ltd., mainly in the Kanto region outside our supply area, and sales are 

steadily increasing in FY2020. 

We plan to further expand our business with these 2 companies. 
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Please see pages 19 to 21. I will now explain the smart society building business, which we have positioned as 

a growth business. 

Through the use of next-generation digital technologies and innovations, the Company will provide a total 

package of energy and services to quickly achieve improved customer satisfaction, environmental friendliness, 

and enhanced profitability. 

Specifically, as shown on page 19, in sales to households, we will offer a total package of energy and services, 

including the supply of electricity derived from renewable energy sources, in order to provide the choices to 

customers and improve customer satisfaction. 
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In addition, as detailed on page 21, we have established Tohoku EPCO Frontier Co., Inc., which will be the core 

of our smart society building business. Based on our strengths in electric power and customer base, we will 

build a platform to provide one-stop services to our customers by linking multiple businesses and services 

with data, thereby improving customer convenience and satisfaction. In this way, we aim to achieve sales of 

several hundred billion yen in the 2030s. 
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In addition, as shown on page 20, for sales to corporate customers, we will improve profitability and increase 

profits by proposing optimal energy plans based on customers' usage conditions and environmental needs, 

and by proposing new business solution services in addition to the energy solution services we have been 

providing. 
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Next, please see pages 24 and 25. 

In order to achieve the financial target of JPY320 billion or more in consolidated cash income in FY2024, which 

was set in “Working alongside next,” we will boldly proceed with structural reforms in the electric power 

supply business and reduce both variable and fixed costs by tens of billions of yen. 
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As a result of this effort, as described in the middle of page 25, we believe we have improved cash profit by 

about JPY20 billion by optimizing fuel procurement through the use of LNG spot procurement and optimizing 

the power supply mix. 

In addition to this, we are working to reduce the equivalent of approximately 120 jobs and shift personnel to 

growth areas by improving productivity through a review of business processes and other measures. 

We will continue to promote a sales strategy that focuses on further cash generation and profit maximization 

in addition to cost reduction and further accelerate our efforts to transform our business model to steadily 

achieve our financial targets. 

The information on page 26 onward is for reference only, so please check it later. 

Today, I have explained our financial results for FY2020 and our efforts to realize our medium- to long-term 

vision, “Working alongside next,” from various perspectives. 

In response to such challenges as declining profitability due to intensifying competition, declining the amount 

of electricity sold due to the recent effects of the new coronavirus, the decline in the wholesale electricity 

trading market due to the massive introduction of renewable energy, and the need to become carbon neutral 

by 2050, the Company will work to achieve its financial targets by strengthening its sales strategy, further 

reducing costs through the improvement and optimization of power supply efficiency, and quickly achieving 

profitability in the smart society building business. 
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At the same time, we will promote the realization of a smart society, including the early expansion of the 

introduction of 2 million kW of renewable energy, maximum use of nuclear power, decarbonization of thermal 

power, electrification, use of distributed energy, and more efficient use of energy. In this way, we will promote 

decarbonization of our Group, as well as the local community. 

We would like to ask for your continued support and cooperation in the future. 

That is all for the explanation from me. 
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Question & Answer 

 

Machino: Thank you very much. We will now move on to the question-and-answer session. Please follow the 

operator's instructions during the Q&A session. 

Operator: Please limit the number of questions to 2 at a time. 

Our first question is from Mr. Shinya of Mizuho Securities Co., Ltd. 

Shinya: Yes, this is Shinya from Mizuho Securities. I would like to ask 2 questions. The first point is that, on 

page 14 of the slide, you explain the current review of the Onagawa Nuclear Power Plant and the progress of 

the construction. I would like to know about the current progress of the construction and review—for example, 

what percentage of progress has been made, and what is your impression of the progress, and whether it is 

on schedule or not. 

The other thing I would like to ask is the benefits of the restart of the Onagawa Nuclear Power Plant, which is 

often discussed, such as the reduction in fuel and other costs due to the restart, and on the other hand, the 

increase in costs due to increased depreciation. 

In light of this, I also would like to know whether there are any changes in your recognition regarding the 

impact to revenue and expenditure based on these factors, including the changes in the depreciation method 

to the straight-line method. The situation of fuel price has also changed from a year ago, so please explain 

about that. This is the first question about Onagawa Nuclear Power Plant. 

Secondly, I think that the Company has been working on efficiency improvement in the aspect of fuel 

procurement utilizing spot procurement of LNG as one of your measures of efficiency improvement. This has 

been particularly effective in the first half of the last fiscal year, although there may have been the impact of 

the sharp rise in prices. I would like to know how much the use of spot procurement of LNG has improved 

your profitability, including the result in FY2020. 

Also, as we head into this fiscal year, the spot price has been rising again in early spring. Based on this rise of 

spot price, please let me know your current thought about the effect of your initiatives to revenue and 

expenditure of this year. This is the second point that I would like to ask you about. Those are my 2 questions. 

Higuchi: I would like to reply to your first point regarding the progress of the Number 2 project in Onagawa. 

As for Onagawa Number 2, the examination is currently underway with the aim of completing construction in 

FY2022, and where construction work can be done, it is being done in parallel, so things are generally 

progressing as planned. 

So, I didn't see your question about when the plant will be restarted, but it will be after the construction is 

completed in FY2022 and the pre-use operator inspection. We will carefully inspect and check the facilities 

for startup and aim to restart the plant as soon as possible, including fuel loading. 

Next, as for the merits, although there was a change in fuel price, we make certain assumptions and evaluate 

the fuel specifications every year, taking a multi-year average. As for the benefits, there is no significant 

change from the last time I spoke about the benefits of reducing fuel costs by about JPY3 billion per month, 

or about JPY30 billion per year. 
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As for the impact on revenue and expenditure, including depreciation, we are working on cost reduction in 

various areas, such as operational cost reduction, so we would like to be excused from providing specific 

digital figures. I would like to show you with the benefits of fuel costs. 

Regarding the spot procurement part of fuel procurement, we will provide digital values from our 

administrative office later. With regard to spot procurement, most of the contracts have been long-term, but 

we have been gradually increasing the ratio of short-term and spot contracts in our LNG procurement 

portfolio after the expiration of long-term contracts, taking into account the risk of fluctuations in LNG needs 

due to the expansion of the introduction of renewable energy. 

For short- and medium-term contracts, the destination can be changed flexibly at the time of delivery. 

Therefore, we use spot market when market price of fuel is low, while postponing time of delivery for long-

term contracts. By combining such efforts, we are working very hard to reduce the procurement cost of fuel, 

and that is one of our characteristics. 

Regarding the outlook for the future, we will continue to make efforts to improve profits by combining spot, 

short-term, and long-term procurement contracts, while further expanding our efforts in the area of 

procurement, as the benefits of reduced fuel costs have a significant impact on revenue and expenditure.  

That is all. 

Ishiyama: I would like to add something.  

On page 4 of the document, in the area of efficiency improvement, we have stated that procurement-related 

benefits will be JPY9 billion this time, and the breakdown of this is that the expansion of spot procurement of 

LNG, which Mr. Shinya just asked about, is roughly JPY6 billion. In addition to that, we are also working on 

procurement reforms in terms of how we buy, what we buy, and how much we buy, which will amount to 

about JPY3 billion. 

As Higuchi, the president, mentioned earlier, the ratio of spot contract is increasing, but the price of LNG is 

currently rising. Naturally, we would like to procure fuel appropriately by making good use of long-term 

contracts, as well, making good balance between the two, so we will respond to the situation while keeping 

an eye on the market trends and other factors. 

We also have another company, Tohoku EPCO Energy Trading Co., Inc., which we will make good use of from 

the perspective of risk hedging, and we will try to diversify and optimize our procurement in this area. That is 

all. 

Shinya: Thank you very much. I would like to confirm whether it is not the case that the benefits of a spot rise 

will be diminished simply because the spot ratio is high, but rather that measures will be taken to better cope 

with overall supply and demand management. Is it correct? 

The other point is that, by changing the depreciation method for Onagawa, I think you said that, for a while, 

the depreciation outweighed the benefits, but could you comment on whether this has changed or not, if 

possible? Thank you. 

Ishiyama: Please understand that the first half of the story is as you pointed out. Regarding the latter part, 

the changes were made from the declining balance method to the straight-line method, so naturally, it has 

changed. I think it is safe to say that the same benefits are now available. That is all. 

Shinya: I understand. Thank you very much. 

Operator: The next question is from Mr. Nishikawa of Daiwa Securities Co., Ltd. 
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Nishikawa: Thank you for your help. I am Nishikawa from Daiwa Securities. I have 2 questions. The first point 

is the forecast for FY2021 on page 7. I would like to know a little bit more about your thoughts on this 

undecided situation, and I would like to know if it is a situation in which there is no prospect of profit at all, 

because profit will fluctuate at the level of tens of billions of yen depending on the state of recovery from the 

damage caused by the Fukushima earthquake. 

In that sense, regarding dividend, is it undecided because it is difficult to continue the dividend of JPY40 per 

share based on the stable dividend policy, or because you would not know until the time comes? Or are you 

not able to calculate precisely, although the impact is not expected to be so big? Do you think that you want 

to continue to pay a stable dividend of basically JPY40? I think the fact that it is undecided is connected to the 

impact of the Fukushima earthquake, but could you tell us more about the thinking behind it? This is my first 

question. 

The second point is about the drastic change and structural reform of the electric power supply business, as 

you call it. While your company's internal resources are limited to some extent, you need to allocate resources 

to the Smart Society Building Business, as well. In the upstream areas, thermal power is changing, renewable 

energy is changing, and nuclear power is also changing in the way that you will need to do more various things. 

I think that your business portfolio is already expanding in this and that direction.  

So, for the existing power supply business, I think it is possible to consider a little more selection and 

concentration in the portfolio. What are your thoughts on balancing the businesses that you are currently 

engaged in? 

Those are my 2 questions. 

Higuchi: First of all, we have made the forecast of the income and expenditure undecided, but this is due to 

the impact of the shutdown of thermal power plants caused by the earthquake off the coast of Fukushima 

prefecture. Currently, one unit of the Haramachi thermal power plant is already back in the line, and the other 

unit is under construction aiming to restart in early June. As for the Sendai thermal power plant, we are trying 

to restore it by end of July. Without dismantling the machine and actually seeing it, it is difficult to determine 

how long it will take to recover. 

As for our Haramachi and Sendai thermal power plants, we expect to be able to restore them on the schedule 

that we have indicated, but we are currently working in 2 shifts, day and night, to bring them forward. That is 

what is happening now. 

On the other hand, regarding the Soma Joint Thermal Power Plant, the damage was greater than expected. 

This is a power plant located very close to the epicenter of the earthquake, so it is difficult to say how long it 

will take to restart, unlike the cases for Haramachi and Sendai thermal power plants, at this point. 

The range of the expected situation is too wide, including the longest case and the shortest case. In such a 

situation, it is very difficult to show exactly what the revenue and expenditure will be. If you give us a little 

more time, we will have a rough idea of what to expect. In that sense, we have decided to leave the forecast 

of income and expenditure undecided at this time. 

In relation to this, as for dividends, our company's basic policy is to pay stable dividends. Therefore, we should 

make efforts to secure the same level of dividends as before. 

In this context, I would like you to understand that it is difficult to make a reasonable judgment about the 

outlook for power plants damaged by the Fukushima earthquake, given the uncertainty of the supply capacity 

outlook. 
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The second point you mentioned was the selection and concentration of the portfolio of the electricity supply 

business. In the midst of drastic structural reforms, we need to make sure that nuclear power is restarted in 

order to become carbon neutral. Of course, we also need to work on renewable energy. 

In such a situation, on the other hand, it is impossible to maintain the current output of thermal power; 

therefore, it is obvious that thermal power that is aging will be suspended or discontinued. 

In addition to that, we still need to continue to strengthen our competitiveness, so we will continue to improve 

our profitability by introducing the Joetsu Unit 1, a high efficiency combined cycle unit, and changing to a 

more efficient unit, although we do not have the same output scale. 

Therefore, I think the thermal power will be on the shrinking trend. In this context, of course, we will carry 

out repairs by dividing the risks into different cases and considering the level of risk, while considering the 

reduction of construction costs. Our basic idea is to generate funds from such a situation and allocate them 

to renewable energy and other business for building a new society. 

Therefore, even if the renewable energy comes in the power supply business considerably, in Japan as an 

island nation, the ability to adjust the load is naturally necessary. In that sense, although it is possible that the 

fuel may be replaced by hydrogen or ammonia, which are not fossil fuels, thermal power must continue to 

exist in the future as synchronization power, in other words, meaning as a power source necessary for stable 

operation of the grid, to ensure a stable supply of electricity.   

Doing without thermal power would be difficult unless there are breakthroughs and innovations to replace it, 

and unless technologies for energy storage and grid stabilization are developed. Until we can do that, we 

believe that thermal power is necessary. 

That is all. 

Nishikawa: Thank you very much. I am sorry. I understood clearly that it is difficult to foresee the outlook.   

However, from what you said, you could have provided the guidance that there is the possibility of loss that 

may prevent continuous dividend payment, or if you intend to continue the payment of JPY40, that you would 

continue to pay the dividend. Please let me know the discussions that took place within the company 

regarding this point, including outside directors, to the extent you can.  

That is all from me. Thank you very much. 

Higuchi: Our basic policy is to provide stable dividends. Based on the current outlook, we naturally need to 

discuss whether we can pay dividends at the current dividend level when the worst-case scenario happens. 

There was some discussion that it would be very problematic to present the dividend in digital value without 

much uncertainty, so we have decided to leave it undecided. 

Nishikawa: I understand. Thank you very much. 

Operator: The next question is from Mr. Matsumoto of Nomura Securities Co., Ltd. 

Matsumoto: I am Matsumoto from Nomura Securities. I would like to ask 2 questions. 

First, on page 7, I would like to know the status of retail competition in the new fiscal year. This is especially 

the case in the corporate sector. In terms of taking and taking back, what kind of situation has been factored 

into this retail sales volume? In addition to that, I believe that unit prices will decrease due to competition, 

but is the degree of decrease in unit prices within the range that can be eliminated by the efficiency 

improvements you mentioned earlier? 
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Also, you mentioned that the earnings environment is tough, so could you tell me whether the orders in the 

retail business are falling, which could cause the decline in the profit, although I am not sure about the degree 

of decline, taking into account efficiency improvement?  

In addition to that, I would like to know if the decrease of 2 billion kWh in wholesale is simply due to the lack 

of supply capacity, which you just mentioned, and it is a different story from competition. 

The second point is about the cost increase due to the suspension of Haramachi and Soma plant. Basically, 

Sendai is a LNG-fired power plant, but is there a risk that the coal will be stopped and the cost of fuel to 

replace it will increase, although it may be on a transactional basis, and that repair costs will increase, as well? 

Also, if there is any risk factor other than these 2 that would incur a cost, please let me know. The amount is 

fine, but I would like to know the items. That is the second point. Thank you. 

Higuchi: First, regarding the competitive situation of the retail business in the new fiscal year, in the case of 

corporations which use high voltage power, there is a balance between withdrawal and recapture. 

Also, as for the degree of transfer of unit price, We are trying to meet the needs of customers with lower price 

as much as possible. Of course, the unit price will drop significantly if we compete with other companies.  If 

we do that, our profits will be diluted. 

When the price goes down, we will have to contribute all of our surplus electricity to the power exchange; 

therefore, it is bit problematic that profit will decline due to the price drop of the power exchange. 

As for the reduction of 2 billion kWh wholesale, we have reduced it due to the shortage of supply capacity 

caused by the earthquake off the coast of Fukushima Prefecture. If we are able to restore the system as soon 

as possible ahead of schedule, we think it will be possible to increase the sale. 

The second point is about Haramachi and Soma plant. Regarding the risk factor that may cause the increase 

in cost, if you compare coal-fired power with LNG or oil-fired power, coal-fired power is naturally cheaper in 

terms of fuel costs. Therefore, if coal-fired power is shut down, there will be a cost increase in fuel costs for 

that.  

The repair cost was recorded as an extraordinary loss in the previous fiscal year, which is JPY13 billion. We 

have already recorded an extraordinary loss, so we do not expect any increase in construction and repair costs 

this fiscal year, as long as we are able to keep them within the special cost. 

This means that, if the construction cost is more than the extraordinary loss, there will be a risk of cost increase. 

These 2 points are the risks for cost increase. We believe that there are no other factors. 

Also, if the cost increases, the supply capacity will be insufficient when the supply-demand situation becomes 

tight. Especially at the time of tight supply and demand, prices at the Exchange are naturally higher. The 

market price will be higher, and there is naturally the risk that we will have to purchase expensive electricity 

from the market to supply to our customers in the unlikely event that there is a shortage of supply capacity. 

That is all. 

Matsumoto: Thank you. I am sorry, but I was not quite sure if I understood what you said about the first point.  

I understand that you will naturally have to focus on profitability. Is it correct that the environment has 

changed in a way that you can balance regaining and withdrawal, even if you take such a stance of being 

selective about customers. 
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In that case, the competition may have loosened up a bit, or it is getting better than before. That is the 

impression I have. In that case, it is correct to say that you are roughly within the range of efficiency 

improvement. Could you please explain again about responding to  the competition?  

Higuchi: Yes. This is a balance between supply and demand. We cannot see unconditionally that the current 

situation that is balanced to a certain extent will continue. Looking at the recent situation so far, we see that 

the situation is becoming more or less balanced. 

Matsumoto: Yes, I understand. Thank you very much. 

Shimoida: I would like to make a few additional comments. 

The high-voltage or higher on page 7 is about the sales forecast for FY2021. We have made these assumptions 

based on the situation in the wholesale power market and the outlook for wholesale of Synergia Power. As 

President Higuchi mentioned earlier, we are reviewing our sales strategy and are making strong efforts to 

recapture the high-voltage or higher. I have recognized that the progress of the withdrawal has been settled. 

That is all from me. 

Matsumoto: Yes. Thank you very much. 

Operator: The next question is from Mr. Kamichika, SMBC Nikko Securities Inc. 

Kamichika: Thank you very much for your help. This is Kamichika from SMBC Nikko Securities Inc. I have 2 

questions. 

The first point is about a decrease in sales of JPY18.2 billion as a change factor in profit shown at the left side 

of page 4 of the material distributed. Looking at the decrease in the electricity sales volume, the lighting and 

electricity power decreased by 900 million kWh in total, and the impact on profit was JPY18.2 billion, which is 

a very large amount in terms of unit price. Could you give me more detail about this JPY18.2 billion? This is 

my first question. 

Secondly, in the medium-term plan, you have introduced your initiatives and strategies for the realization of 

a smart society for both low voltage and high voltage, but from the perspective of early profitability, I would 

like to know if you feel any response at this point in terms of time frame or scale. Thank you. 

Ishiyama: Regarding the decrease in sales on page 4 of JPY18.2 billion, as the president explained earlier, one 

of the factors is the impact of the coronavirus, which is about JPY9 billion. In addition to that, there is the 

impact of the so-called decrease in the number of hours, which was pointed out earlier, and this is withdrawal. 

Furthermore, in corporate customer area in particular, as explained by Shimoida earlier, we more or less take 

and take back. This has had a slight impact on corporate customers, as well, and low-voltage customers, 

especially general households, have been withdrawing. This is one of the reasons that we have this figure. 

That is roughly how I would like you to understand it. 

Higuchi: Regarding your question about the early profitability of the smart society building business, with the 

goal of achieving consolidated cash income of JPY320 billion or more in FY2024, we launched in April Tohoku 

EPCO Frontier Co., Inc. and Tohoku EPCO Solar e Charge Co., Inc. the core companies for the smart society 

building business. We are not expecting to see immediate profits, but we will accelerate our efforts toward 

2024 to build services that meet the needs of our customers and provide them with electricity plus services 

on a single platform. We are now in the process of building the framework for that in this new company. We 

do not expect to see substantial profits in the next year or 2. The schedule is such that we should be able to 

start earning revenue from around FY2024. That is all. 
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Kamichika: I understand very well. Thank you very much. 

Operator: The next question is from Mr. Ogino of Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. 

Ogino: I am Ogino from Mitsubishi UFJ Morgan Stanley Securities. I would like to ask 2 questions. The first 

question is about the restoration of thermal power generation, which is the main reason why the Company's 

plan has not been decided yet. I am sorry that I have not been able to grasp the seriousness of the situation 

very well, but I wonder if the earthquake had such a big impact on the Sendai thermal power plant and others.  

I mean the impact on the equipment. 

I have a vague idea about the area near the epicenter, but I would like to know what parts of the plant, 

including those in Sendai, were damaged, and if that is something so serious that lessons learned after the 

Great East Japan Earthquake were not utilized. 

I am concerned that if the earthquake that is the same degree as the one we had in February in terms of scale 

comes, same thing may happen. This is the first question. 

Secondly, on slide 24 of the presentation materials, you wrote about the cash flow for the financial target of 

2024. You mentioned cash income in the previous section, and my current understanding is that it is roughly 

JPY300 billion to JPY320 billion. What I would like to ask you about, instead of cash profit, is the concept of 

capital efficiency written on page 24, which states that the goal is to improve the return on invested capital, 

which is of course the correct wording as a matter of course. 

I would like to ask if you could disclose the return on invested capital here in terms of ROA or ROIC. It says 

that we aim to improve returns here, but what is the current situation, and what would happen if we achieved 

this 2024 financial target? If we cannot see the current situation, we will not be able to understand what you 

are trying to do for improvement, and we would not know even if you have accomplished something, which 

is bit disappointing. If you write that you are aiming for improvement by all means, why don't you write the 

ROIC figure as a KPI? 

At that time, if you could also write down WACC that your company is considering, it would mean that you 

will be able to implement what is written in the Corporate Governance Code. In this way, the spread between 

ROIC and WACC is the corporate value, and this evaluation can be done quantitatively. 

In this way, we can move away from the vague response we had earlier that “it is just a matter of time” when 

Mr. Kamichika asked earlier when smart society building business will be monetized, to a proper discussion 

including actual timing, the amount of investment, timing to realize the outcome, and improvement in terms 

of ROIC using actual figures.  I would like you to consider this point by all means, and this is the second question. 

That was all. 

Higuchi: As for the first point, this earthquake had the same intensity as the Great East Japan Earthquake. The 

direction of the shaking was different from that of the Great East Japan Earthquake, and that is why the 

damage was greater in some areas. To get technical, the steam turbine shook in the axial direction, so there 

is a bearing stand that supports the rotating element, but the bearing stand was deformed by the shaking of 

the steam turbine as it rotated in the axial direction. 

Therefore, it takes time to determine whether we could make a new bearing stand or rework it. Also, even if 

we take out the bearing stand, we need to lift a compartment of turbine for the lower part in addition to the 

upper part using rotor. The steam turbine contains piping, so there is also a study on whether it is possible to 

do this without cutting the piping, and various studies are taking time to shorten the construction period as 

much as possible. 
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In addition, the issue is to arrange the things. I understand that arrangements for this have been made ahead 

of time. The situation is equivalent to the Great East Japan Earthquake. However, because the shaking was in 

a different direction, the damage was greater. 

However, in the case of the Great East Japan Earthquake, the impact of the tsunami was very large. This time, 

it was caused by the earthquake, but the damage was greater due to the different direction of the shaking. 

You were concerned that, what if something similar to the Great East Japan Earthquake comes again? As for 

that, boilers have a heat exchanger that uses heat to turn water into steam, but the heat exchanger is metal, 

so it stretches as it heats up. It is suspended from the ceiling of the boiler to absorb the stretch. 

If the shaking is too large, depending on the direction of the shaking, they will interfere with each other and 

deform the heat exchanger of the boiler, which is called a tube. This can lead to steam leaks. In general, most 

of the troubles are resolved regarding boilers in 2 or 3 months.  This time, the damage caused by the trouble 

with the turbine has extended the construction period for restoration. 

The second question on capital efficiency will be answered by Ishiyama. 

Ishiyama: Regarding page 24 pointed out by Mr. Ogino, we regard capital efficiency, of course, as an important 

factor along with financial soundness.  As you can see here, the term “monitoring” is used, but we would like 

to use the ROIC index in the sense of monitoring, since we have various investments for growth in the future. 

As for the current situation, the current ROIC is about 2%, which is quite low. The current level of WACC is 

about this level, so I think we have met it. Naturally, when we consider the current business environment and 

future investments, we believe that we need to improve this as much as possible. 

Naturally, when we invest in growth, we set the expected rate of return, but we also set our thinking based 

on the characteristics of each individual business. We will aim to achieve this goal, and we hope to improve 

our ROIC by doing so. The numbers are a little low currently, and it is difficult to present specific figures.  It is 

still positioned as an internal management indicator for monitoring. 

Ogino: Thank you very much. Does the second half of what you just said mean that you do not want to release 

it because the current ROIC is low? 

Ishiyama: I am sorry. In reality, we are at that level, but of course, if we were to come up with such an index, 

we would have to come up with a numerical value to aim for. In that sense, we are still undergoing the 

discussion internally.  

Ogino: I see. I understand very well. Also, thank you very much for talking about thermal power. I now 

understand that the core part was damaged substantially.  

Operator: There is no other person who wishes to ask a question. Thank you very much, Tohoku Electric Power 

Co., Ltd. 

Machino: This concludes the question-and-answer session. Thank you all very much. 

Operator: This concludes the financial results briefing for FY2020 of Tohoku Electric Power Co., Ltd.  Thank 

you for joining us today while you are busy. Please hang up the phone. 

[END] 
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