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Presentation 

 

Yamazaki: Now, it's time to start a briefing on TSURUHA HOLDING INC.'s financial results for the second 
quarter of the fiscal year ending May 15, 2021. 

Let me introduce today's speakers. Jun Tsuruha, President and Representative Director. 

Tsuruha: Hello, everyone. This is Jun Tsuruha. 

Yamazaki: Makoto Murakami, Executive Officer and Chief Administrative Officer. 

Murakami: Hello, everyone. This is Makoto Murakami. 

Yamazaki: I am Takuya Yamazaki, Investor Relations Manager. I am today's moderator. 

At today's briefing, we will explain our financial results briefing materials while sharing them on a screen. 
Please also refer to the Company's financial results briefing materials, supplementary materials, and brief 
summary for the financial results on the Company's website. 

For today’s presentation, first, Murakami will explain the outline of our business performance, followed by a 
briefing from Tsuruha about initiatives and policies for the fiscal year under review. Thereafter, we will move 
on to a question-and-answer session. At the Q&A session, we will use the Raise Hand function in Zoom and 
have the nominated person to ask questions. 

Now, we will move on to the financial results briefing. Thank you. 

Murakami: This is Murakami, Chief Administrative Officer. 

I would like to explain the outline of our business performance. I will explain the financial results in accordance 
with the briefing materials that we distributed. 
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Please refer to page three. First, let me explain the outline of the cumulative second quarter financial results. 

The figures include the three-month results from June 1 to August 31 of JR Kyushu Drug Eleven Co., Ltd., which 
joined the Group in May of this year. 

Sales came in at JPY453.4 billion and operating income at JPY27.9 billion. We believe that they were very 
favorable results in comparison with both the year-before results and our forecast. 

The main reasons for the results were the continuation of demand related to COVID-19 and the fact that the 
reaction to last-ditch demand before the consumption tax hike in the previous fiscal year was less than 
expected. In addition to these factors, we were able to control SG&A expenses, mainly in personnel expenses, 
which contributed to the growth in operating income. 

In addition, we are making steady progress in integrating the operations of JR Kyushu Drug Eleven, developing 
our new private brands, Kurashi Rhythm and Kurashi Rhythm Medical, and promoting sales of meat, fruit and 
vegetables, which we are expanding in the current fiscal year. 

We will explain the details on the following pages. 
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Please refer to page four. The figures shown above are consolidated results, including those at Drug Eleven. 

The non-consolidated results of Drug Eleven are described on page 20 of the materials. Please take a look at 
them later. 
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I would like to explain the YoY comparisons and comparisons with the forecast based on the results of six 
companies, excluding the figures for Drug Eleven. Please see page five. 

The results exclude those at Drug Eleven. Sales were 105.8% YoY and 103.8% versus the forecast. Gross profit 
was 107.1% YoY and 103.5% versus the plan. SG&A expenses were 104.5% YoY and 98.0% versus the plan. 
Operating income was 117.5% YoY and 129.5% versus the plan. Ordinary income was 115.6% compared to 
the year-before result and 127.3% compared to the estimate. 

Sales at comparable existing stores rose 3.4% YoY, reflecting continued demand for COVID-19-related 
products and other factors. Although sales of seasonal products, such as pharmaceuticals and cosmetics, 
struggled, gross profit exceeded both the year-before result and forecast figure due to an increase in the gross 
profit margin from sales at dispensing pharmacies and of daily necessities. As for SG&A expenses, we managed 
to improve the ratio of SG&A expenses as we controlled personnel expenses and curtailed sales promotions. 
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Please see page six. This is a quarterly performance trend. 

As you can see, due to the consolidation of Drug Eleven, sales and other items showed high YoY rises in the 
second quarter. However, as shown in the upper right section of the page, the results excluding Drug Eleven 
showed slow YoY growth in the second quarter compared to the first quarter results due to the reaction to 
the last-minute demand before the previous year’s consumption tax hike and slight stabilization of COVID-19-
related demand. 
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Please see page seven. This shows monthly changes in comparable store sales. The figures for Drug Eleven 
are excluded. Blue and red indicate figures for the previous year and the current year, respectively. 

As the cumulative Q2 figure was up 3.4%, which was a firm result as our full-year forecast is up 0.3%. As I 
explained earlier, in the second quarter of the current fiscal year, the factors that boosted and reduced sales 
in reaction to the consumption tax hike in the previous year proved to be significant. 
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Please see page eight, which shows the details of comparable store sales. 

Sales at existing stores grew as a result of an increase in the number of customers and that in average spending 
per customer due to a rise in items purchased amid the impact of COVID-19. 

Charging plastic shopping bags became mandatory on July 1. This effect is about 1% of the unit price per item 
and about 2% to 3% of the number of items purchased. 
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Please see page nine, which shows store openings and closures. 

In the cumulative second quarter, we opened 65 stores and closed 39 stores. Due to an increase of 206 stores 
as a result of consolidating Drug Eleven, the number of domestic Group stores totaled 2,382. 

In Thailand, two stores were opened, and two stores were closed, resulting in 22 stores in total. 

Store openings and closures excluding Drug Eleven were largely in line with our initial plans though there was 
an impact of COVID-19. 
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Please see page 10, which shows an overview of sales by region and group company. These figures also 
exclude Drug Eleven. 

By region, sales struggled in the Chubu and Kansai regions, which were severely affected by the decline in 
inbound tourists, and struggled in the Kanto-Koshinetsu region, where many stores are located in front of 
railway stations and in office districts. On the other hand, sales were strong in suburban areas and residential 
areas, where there were favorable factors like stay-at-home demand. 

In sales by company, Kusuri no Fukutaro struggled, as it was considerably affected by the impact of COVID-19. 
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Please see page 11, which shows the results by product group. 

Consolidated figures, including Drug Eleven, are shown above. For details, I would like to explain the figures 
excluding Drug Eleven. 
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Please see page 12. As for pharmaceuticals, sales of seasonal products such as cold medicines were sluggish, 
but sales of in the dispensing  division gradually returned to the previous year's level. 

Sales of cosmetics remained struggling due to the impact of COVID-19. 

On the other hand, sales of daily necessities and food were strong due to continued stay-at-home demand. 

In the others segment, sales of medical products, which include masks, drove growth of the category as a 
whole. 
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Please see page 13, which shows the results of the Dispensing Division. 

Please refer to the table at the lower left. As you can see, dispensing sales, which fell in the first quarter, 
gradually recovered in the second quarter. 

The gross profit margin rose in the second quarter due to the conclusion of negotiations after the National 
Health Insurance drug price revision. 
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Page 14 shows our track record of private brand products. These figures also exclude those of Drug Eleven. 

In the cumulative second quarter, total private brand sales were JPY31.5 billion, representing 110% of the 
year-before result and accounting for 8% of total net sales. 

The GPM was down 1.4 percentage points YoY due to a decrease in the GPM for masks and sluggish sales of 
cold medicines and drinks. However, sales were favorable thanks to growth in COVID-19-related products. 

We also saw steady progress toward achieving our full-year targets, thanks to the steady introduction of 
products under the new brand, Kurashi Rhythm. 
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Please see page 15, which shows the results of SG&A expenses. The figures include those of Drug Eleven. 

In the second quarter, expenses continued to fall below our estimate, following the first quarter. This is 
attributable to the control of personnel expenses by optimizing working hours and a decrease in sales 
promotions and events due to the impact of COVID-19. 

That is all for me. I'm closing my explanation. Next, President Tsuruha will explain our initiatives and policies 
for the current fiscal year. 
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Tsuruha: From here on, I, Tsuruha, will explain our initiatives and policies for the current fiscal year. 

Please turn to page 17. We revised our forecast for the fiscal year ending May 2021 as shown here. 

We revised the initial estimates, net sales of JPY860 billion and operating income of JPY45.2 billion,  to JPY920 
billion for net sales and JPY49 billion for operating income. 

The first reason for the revision was the consolidation of JR Kyushu Drug Eleven's performance for 11.5 
months from June 1, 2020 to May 15, 2021. The company became a consolidated subsidiary on May 28. 

Second, we made the revision in light of the strong performance of our first-half results. The main items to be 
implemented in the second half in order to achieve this forecast are described here. Later, I will explain each 
item. 
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Please see page 18. This is the breakdown of the revised plan for the first half and the second half. 

As a result of the revision, full-year net sales and operating income will be 109.4% and 108.9% of their 
respective results in the previous year. 
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Page 19 shows our store opening plans. 

No change has been made to the initial plans, but the figures for Drug Eleven have been added. We will open 
136 stores, up from 130 stores in the initial opening plan, and close 55 stores, up from 47 stores. 

In addition to the increase of 204 Drug Eleven stores, the number of stores is expected to total 2,437 at the 
end of the current fiscal year ending May 2021. 
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Please see page 20. 

With regard to Drug Eleven, which joined the Group in the current fiscal year, we are currently conducting 
integration work at the working level in order to realize synergy at an early stage. We started joint purchases 
on September 16. We plan to improve the procurement conditions in the future. 

In addition, we are planning to improve efficiency and reduce costs as we are proceeding with integration 
work in the dispensing, store development, systems, and administrative divisions. 

The introduction of private brand products has already begun, and more than 300 SKUs of our Kurashi Rhythm 
brand have already been introduced. 

In addition, we will promote a scrap-and-build initiative and renovation to raise and revitalize the existing 
Drug Eleven stores, which are a main issue for the subsidiary. We are currently in the process of examining 
the stores and preparing a schedule. We intend to accelerate the implementation toward the end of the 
current fiscal year or the next fiscal year. 
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Please see page 21, which introduces PB products. 

We are proceeding with the development of Kurashi Rhythm products, which are PB products common to the 
Group, to increase 200 SKUs during the current fiscal year to 700 SKUs as we initially planned. 

In October, we launched a cosmetics product called cera aQua, which was jointly developed with FANCL 
Corporation. This is a high-quality, value-added product that can differentiate itself from other cosmetics 
products. 

In addition, we have launched the nuts series recommended by registered dietitians, the first group of 
products under supervision of registered dietitians. The Group is strengthening the product line-up involving 
registered dietitians. Going forward, we intend to continue developing products that can be differentiated in 
the health and beauty category. 
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Please see page 22. This is about a smartphone app and digital promotion. 

We are currently encouraging our customers to download our smartphone app, which will become a basis for 
our initiatives. Our goal at the end of the current fiscal year is to have four million customers who downloaded 
the app, including those who moved from among 11 million TSURUHA Group point card holders and new 
members. 

Latest data showed that two million have downloaded the app. Though it was a little behind schedule, we 
believe that we will be able to achieve the goal by the end of the fiscal year. 

At first, we will quickly create a situation in which customer can utilize this app, which serves as our point of 
contact with customers. In parallel with this, we will build a system that enables us to achieve highly accurate 
marketing that meets the need of individual customers. 

We will also respond to changes in customer service methods due to the COVID-19 crisis. In particular, in 
cosmetics customer service, we have introduced digital and other methods for  experiment so that employees 
can respond to customers without touching them. We intend to continue preparing a wide range of 
countermeasures. 
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Please see page 23. Among other initiatives, we are increasing the number of stores handling meat, fruit and 
vegetables. 

The number of those stores introducing the areas for those products  has increased by 300 to 660 at present. 
Those areas contribute to an increase in the number of customers since the customer need for one-stop 
shopping has increased due in part to the impact of COVID-19.  

We are in the process of introducing a shift preparation support system to ensure appropriate personnel costs. 
We finished the introduction of the system into the dispensing pharmacies of TSURUHA Drug in October. As 
a result, almost all TSURUHA stores have introduced the system. 

We are beginning to see some effects, such as the optimization of overtime work expenses and the working 
hours of part-time employees. Going forward, we will continue to update the optimization of operations while 
holding study meetings and listening to the opinions of frontline employees. We also plan to introduce the 
system to other operating companies in the Group toward the end of the current fiscal year. 

In addition, as described here, the TSURUHA Group companies received high marks in the Oricon Customer 
Satisfaction Survey. This is just an example. There are various customer satisfaction surveys in the industry. 
Taking the results of numerous reviews seriously, we will make Group-wide efforts to operate stores so that 
customers choose them, focusing on education of customer services. 
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Please see page 24. 

This is the medium-term target we have always shown, focusing on sales of JPY1 trillion and 3,000 stores for 
the fiscal year ending May 2024. We will continue to work hard toward this goal. 
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Please see page 25. Finally, as for initiatives to achieve the SDGs, I believe that there are many ways that 
contribute to achieving the goals by aiming to realize our management philosophy. 

In the most recent case, we donated JPY30 million to UNICEF Japan from sales obtained by charging  plastic 
shopping bags, as described here. 

Among other things, we listed here our support for the Pink Ribbon campaign and the long-standing donation 
of wheelchairs. 

We will continue to strive to contribute to society by fulfilling our role as a lifeline company that protects the 
lives in local communities. We look forward to your continuous support. 

That's all for my explanation. Thank you for your attention. 
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Question & Answer 

 

Yamazaki: Now, we will move on to the question-and-answer session. 

We will use the Raise Hand function in Zoom. As some participants have already raised hands, I will release 
the protection. Thank you for waiting, please make questions. 

Takahashi: This is Toshio Takahashi from Mizuho Securities. Thank you for your detailed explanation. I would 
like to ask you two big questions, and then, as usual, a small question just for confirmation. 

First, you mentioned JR Kyushu Drug Eleven, saying that joint procurement has begun. I think there was a 
similar question three months ago. Three months have passed since then, so please tell us its strengths and 
weaknesses. Moreover, you said you will accelerate the scrap-and-build process at existing stores. By what 
sort of scrap-and-build measures do you think you can increase value? This is the first question. 

Second, I think that the financial results for the first half of the current fiscal year were fairly good. Of course,  
top-line sales grew, and  expenses were firmly controlled. I’m afraid that it's a little too minute, but which 
subsidiary do you think that made or did not make sufficient efforts. As you disclosed the performance of each 
subsidiary, I can see their figures, but could you give qualitative remarks for the first half like sales of this and 
that subsidiary were good, and expenses were not good? 

Please give me a little more details about successful points or insufficient points, whether they are shown per 
subsidiary or from the standpoint of sales or SG&A expenses. This is the second question. 

Finally, I would like to ask you a question about minute data, so it would probably be easier for Mr. Yamazaki 
to answer. The first point is that I would like to know about the operating income margin by region, which I 
always ask. 

In addition, you have not revised your net income forecast because you will report a substantial amount of 
extraordinary loss for the second half. Please tell us the background behind this. 

I'm sorry for too many questions, but next is the last one. I think that 8.5 months’ worth of JR Kyushu Drug 
Eleven performance will be included in the second half results. I remember that in the case of B&D Drug Store, 
the third quarter and fourth quarter results included 5.5 months’ and three months’ worth of results, 
respectively. Will you follow this pattern again? Please let us know if you have decided the distribution method.  

Yamazaki: Thank you very much. 

Tsuruha: Tsuruha will answer the first question. 

Regarding your question about Drug Eleven, I recognize that the strength of Drug Eleven is that although they 
are small stores, the company has sales capabilities specializing in health and beauty products. 

With regard to the scrap-and-build process, we are naturally closing unprofitable stores. In addition, in 
Fukuoka, Kagoshima, and Okinawa, the prefectures where Drug Eleven has high market shares, we are picking 
up stores that are currently generating profits to some extent, and that are likely to grow further through the 
scrap and build and renovation. We are currently prioritizing the stores, and based on this, we would like to 
set a schedule from around the end of the current fiscal year and aim to increase the size of the stores as large 
as possible. 
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If the scrap and build is possible, we would like to increase the sizes of suburban stores to 250 tsubo to 300 
tsubo to tailor them to suit the sizes of our Group stores. Therefore, we are putting in place a schedule to 
bring together the collective strengths of the Group and renovate those stores for the introduction of food, 
which Drug Eleven has not yet done much. 

The second question is about what we reflected on the first half results. Of course, TSURUHA Drug was 
affected most by the disappearance of demand from inbound tourists and Kusuri no Fukutaro was struggling 
due to its urban-type locations in front of railway stations and sluggish dispensing sales. Of course, Drug Eleven 
has many stores in urban areas, its performance was affected by the locations. Other companies showed 
relatively good results as they  have many suburban stores with food. 

The only thing that we feel sorry for was that sales of cosmetics dropped dramatically in the marketplace due 
to the COVID-19 pandemic. Since we are a company that is strengthening counseling for beauty, we could say 
that the decline was less than those at other companies by having particular brands. Our strength lies in having 
major brands. Though cosmetics keep faced with the headwind, we would like to leverage the strength of our 
counseling services to recover the losses as much as possible in the second half. 

Yamazaki will answer the third question. 

Yamazaki: I’ll show the data about the operating income margin by region. 

First of all, I’ll show  the data per company. The cumulative total for the first half of the current fiscal year: At 
TSURUHA Drug, 6.5% in the first half of the previous fiscal year and 6.8% in the first half of the current fiscal 
year; At Kusuri no Fukutaro, 4.4% a year earlier and 4.0% in the current first half. At Tsuruha Group Drug & 
Pharmacy Nishinihon, 8.3% and 9.6%. At Lady Drug Store, 6.4% and 7.0%. At Kyorindo Drug Store, 2.8% and 
4.6%. At B&D Drug Store, 3.9% and 4.0%. At Drug Eleven, an operating income margin of 1.9% for the three 
months from June to August. 

In addition, I will show the operating income margin by region, excluding figures of new stores. All figures are 
at the store level. In Hokkaido, 8.2% in the first half of the previous fiscal year and 9.2% in the first half of the 
current fiscal year. In Tohoku, 6.5% and 6.8%. In Kanto-Koshinetsu, 4.3% and 5.8%. In the Chubu and Kansai 
regions, 1.2% and a negative 5.6%. That is all. 

Murakami: Next, the distribution of Drug Eleven’s results in the consolidated periods is yet to be determined. 
However, as you mentioned, we assume that we will conduct a similar distribution to the case of B&D Drug 
Store. 

In the case of B&D, three months’ worth of results was for the third quarter and 5.5 months’ worth of results 
was for the last quarter, resulting in a total of 11.5 months, so we would like to use this as a benchmark and 
conduct accounting procedures. 

Regarding the final question about net income, the key is the operating income forecast, which we revised 
this time. The main reason is that the outlook for demand from inbound tourists is extremely severe, so we 
are going to close or suspend the relevant stores. The associated penalties will be reported in non-operating 
expenses and store closures will lead to impairment loss, affecting the net income balance. Therefore, we 
have left the net income forecast unchanged. That is all for me. 

Takahashi: Excuse me with many questions. Thank you very much. 

Yamazaki: Thank you very much. Please ask the next question. 

Kawano: This is Sho Kawano from Goldman Sachs Japan. I have some questions. 
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The first is about the revision to the full-year forecast. How far was Drug Eleven’s performance included in the 
revised forecast and how was the remaining portion other than Drug Eleven changed from the initial forecast? 
This was the first question. 

The second question is about the improvement of the GPM in the Dispensing Division The terms for 
prescriptions are lengthening and the portion of technical fees is declining. In particular, compared to other 
companies, your GPM seems to have improved very much, despite the fact that Kusuri no Fukutaro has many 
pharmacies close to hospitals. Why has the GPM improved sharply. This was the second question. 

Finally, though Kyorindo Drug Store’s pace of improvement was said to be slow,  I think that its improvement 
can be expected. I think that you were strengthening the quality of Kyorindo's management, especially the 
control of expenses, since around 18 months. Could you tell me what is going on at Kyorindo? That is all. 

Yamazaki: Thank you very much. 

Tsuruha: Tsuruha will answer your questions. We will refrain from disclosing the details about Drug Eleven’s 
inclusion in the consolidation of your first question about the amount of the new subsidiary’s incorporation 
in the revised forecast,  but you will see that we estimated JPY46 billion to JPY47 billion by calculating about 
11.5 months' worth of annual sales. 

In terms of operating income, as  the amounts of goodwill and other factors will be subtracted, there is no 
significant impact of Drug Eleven on our operating income in the revised forecast. 

Therefore, excluding Drug Eleven, actual sales in the second half will be around 101.7% of the year-earlier 
level and operating income will be around 103% to 104%. 

Next, I would like to explain the high gross profit in the Dispensing Division. As Murakami mentioned earlier, 
the main reason is that the GPM increased very sharply due to a temporary factor as a result of the settlement 
of negotiations of NTI drug prices. Of course, there are on-site efforts like promoting generic pharmaceuticals, 
but the main factor was that temporary one. 

Regarding the third question about the recovery of Kyorindo, as you mentioned, the cost control initiative has 
shown its effects, and the synergy has run its course, and the effects of joint purchases and rebates have 
surfaced in the third year since the consolidation. 

As was mentioned earlier, especially amid the COVID-19 pandemic, I think that Kyorindo’s strength of 
providing opportunities for  one-stop shopping worked favorably.  That was my explanation. 

Kawano: Excuse me, you mentioned the temporary factor in the Dispensing Division,  but I think  the 
conclusion of NIH price negotiations is a common cause for every year. I forget how the method of 
incorporation of negotiation results was changed. Was it changed to a semiannual basis from lump-sum 
inclusion in the fourth quarter? Anyway, did you claim that it was a temporary factor? 

Murakami: I, Murakami, would like to add an explanation. There is a drug price revision every year. Normally, 
NHI prices are revised on April 1. Since then, we continue negotiating with each vendor over new prices while 
we  procure drugs at provisional prices. According to our fiscal terms, the first phase of negotiations generally 
ends on August 15, the final day of the first quarter, and the second round of negotiations is concluded on 
November 15, the end of the second quarter. 

This year, due in part to the influence of COVID-19, the negotiations were not going well. We reached a lump-
sum agreement on November 15. Accordingly, there was no agreement in the first quarter, and the substantial 
concluded amount in the second quarter was reported retroactively in gross profit. 
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In that sense, the implication of what President Tsuruha mentioned earlier was that the impact of the NHI 
drug price revision was concentrated in the second quarter, though the new price levels are maintained in the 
second half. Is this answer okay with you? 

Kawano: Thank you very much. I'd like to ask President Tsuruha an additional question. It is said that COVID-
19 was a major boosting factor for drug stores as a whole. Given this situation, though it would be premature 
to ask, do you have any idea about how to generate profits for the next fiscal year? 

Tsuruha: It's very unclear how long COVID-19 really lasts, so I don't know about that point yet. However, I 
think that once acquired customs will continue in the future. 

For example, there is the growing and very strong need to buy household goods, daily necessities, masks and 
other hygiene products at the nearest drug stores. Without going out far, people tend to finish shopping in 
nearby areas. As a result, I think drug stores proved to very convenient for consumers. 

In addition, the need for one-stop shopping is growing, and now many drug store companies sell food at their 
drug stores. As we announced earlier, we also have meat, fruit and vegetables, even though they are really 
small in quantity. We believe that we should respond to this need. 

Another point is that the trend for self-medication may continue to advance. As expected, I believe that 
consumers will have stronger awareness of how to protect their own health on their own, and I think that we 
can help them to do so as a drug store company. 

To tell more in detail, though there is the need for bulk buying and for lump-sum shopping, I believe what is 
really needed is that consumers, who find convenience at nearby drug stores, can do one-stop shopping and 
consult the staff about their health there. That is all. 

Kawano: Thank you very much. 

Yamazaki: Thank you very much. We still have some more time. Do you have any further questions? Well 
then, please. 

Yanahira: This is Takashi Yanahira from Ichiyoshi Research Institute. I would like to ask you about three points 
for the simple confirmation of numbers. 

The first point is about the assumptions for existing stores after the revision, for the second and full year. 

Second, if I calculate backward, I assume that the extraordinary loss amount in the current fiscal year will be 
around JPY2 billion. Is that correct? 

Third, when you talk about operating income in the second half, President Tsuruha said that it will increase 
about 3% to 4% YoY, excluding Drug Eleven. Therefore, if I calculate backward, I think that including Drug 
Eleven's goodwill, there will be a fall of more than JPY1 billion. Is that correct? That is all for me. 

Yamazaki: Thank you very much. 

Tsuruha: As explained earlier, the rise in the first half was 3.4%, and sales at existing stores in the second half 
are expected to be up around 0.7% YoY, less than 1%, according to the revised figures. As a result, we expect 
that full-year sales will rise around 2%. 

How about the second question on extraordinary loss worth JPY2 billion? 
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Murakami: I, Murakami, would like to answer your question. We did not disclose individual figures. However, 
according to our plans, restoration expenses to original conditions after store closures are related to operating 
income, and penalties due to cancellations belong to non-operating expenses. We estimated that impairment 
costs as I mentioned earlier, which affect the bottom-line net income, will be slightly less than the amount 
you mentioned. 

Moreover, I think that there are some participants who remember that the previous year’s net income  
benefited from the income expansion taxation for the past two years, so in that sense, the rise in revised net 
income appears to be small compared to the previous year, but when we exclude the taxation benefit, net 
income has been on  an uptrend. 

It is difficult to reply to the question about a specific figure like the JPY2 billion,  but we are planning a slightly 
smaller figure than that. 

Tsuruha: Let me answer your third question. I'm sorry, I probably said it wrong a while ago, and I'll correct it 
a bit. 

According to the revised budget, I said that operating income will be 104% without Drug Eleven, but this was 
entirely wrong. Actually we estimate it at around 98% of the previous year’s level. Therefore, we hardly 
estimate the difference of Drug Eleven. I'm sorry. 

Yanahira: I understand. Thank you very much. 

Yamazaki: Thank you very much. What is your next question? 

Takayanagi: I’m Mitsuru Takayanagi from UBS Securities. I have two supplementary questions. 

The first is about the revised forecast that you have just explained. The estimated 1% fall in operating income 
in the second half seems to be a very low target, given that there were COVID-19 benefits worth JPY3 billion 
in the previous year. There was a  decreased of around JPY2.7 billion from the previous forecast for the second 
half. Was that due to your conservative stance on the current environment, rather than a special situation? 

The second question is about your subsidiary companies. If there was no mistake in entry, B&D Drug Store 
incurred a sharp profit fall in the second quarter. Kusuri no Fukutaro increased profit in the first quarter, but 
saw a profit decline in the second quarter. Why did their results weaken? I guess there was reaction to the 
active demand before the consumption tax hike, but please provide us separate explanations. 

Yamazaki: Thank you very much. Tsuruha will answer the first question.  

Tsuruha: As to the reason for the revision for the second half, when we prepared the original budget in March 
to April, we were quite unable to forecast the situation around COVID-19, and we actually made a budget that 
was weighted toward the second half of the year a little more than that for a usual year. In the previous year, 
there was still demand from inbound tourists until February, and customers rushed to our stores in March, 
April, and May, even without distributing flyers. To be sure, as you said, there was also an impact from the 
JPY3 billion in COVID-19 benefits, so we estimated that the reaction will be very large and revised the initial 
forecast. 

Regarding the second question, the decline at B&D in the second quarter was due to the renovation of two 
stores or so that enjoy large sales amounts. Since  many of B&D stores are older than 10 years, the renovation 
takes half a month or a full month against three to four days for a common TSURUHA store. The performance 
in the second quarter was affected by this. That is all. 
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Takayanagi: Thank you very much. 

Tsuruha: Thank you. 

Yamazaki: We received questions from another participant. 

Murata: This is Dairo Murata from JPMorgan Securities Japan. Thank you for your explanation. I have 
questions to confirm some points of the results and forecast. 

The first is about your idea about the GPM. I might have missed part of your explanation. According to the 
revised plan for the second half, the GPM will be slightly lower YoY. The first question is whether there is any 
reason for this or whether you took a conservative stance. 

The second question is about SG&A expenses. First of all, looking at the breakdown of the first-half results, 
there is a considerable increase in the item of Others. If you have any particular reason for this, please let me 
know. 

Looking at the second-half plan for the breakdown of SG&A expenses, sales promotion expenses will grow 
considerably again. Please let me know if there is any policy of yours. Please provide supplementary 
information about the GPM and SG&A expenses. 

Yamazaki: Thank you very much. 

Tsuruha: Well, I, Tsuruha, will answer the first question about the GPM. 

We announced an estimated GPM at 29.6% for the second half before the revision. This time, we estimated 
the GPM at 29%, down 0.6 PPT from the initial estimate. The major reason is that the fall in the GPM due to 
common cold medicines will substantially affect earnings in the second half like it did in the summer.  

In the winter, the share of cold medicines usually exceeds 10% to stand at around 11% of our sales of 
pharmaceuticals. In this large category, a fall in sales seriously affects gross profit. As for cold medicines, there 
is rumor that those that contain an ingredient called ibuprofen may worsen the COVID-19 symptoms. So, 
there are double downward effects along with a fall in highly profitable products. 

Moreover, gross profit of medical goods like masks has sharply decreased. As expenses have increased due to 
surges in materials prices, gross profit of masks, especially that of private brand masks, has fallen around 10% 
YoY, affecting the overall result. 

There is also a YoY fall in the GPM of food. With these factors, we revised down the estimate for the GPM for 
the second half. 

Could you explain the second point, SG&A expenses? 

Murakami: I will explain. Basically, we set the plans on SG&A expenses based on the assumption that they 
will grow similarly as in a usual year for both the first half and second half. Though I cannot show separate 
figures at present, the total YoY plan for the second half is based on the same assumption as in the first half. 

If the details become clearer, we explain them at another separate meeting or some other occasions. My 
explanation is over so far. 

Yamazaki: Excuse me, but I would like to confirm whether the question is about the growth of other expenses 
in the first half. 
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Murata: That's right. About Others in the actual results. 

Tsuruha: Others in the first half include consumables. Expenses that grew most in the first half were those at 
sales stores for measures to cope with COVID-19, such as the distribution of masks to employees, setting hand 
sanitizers, and purchasing droplet protection sheets and acrylic boards. These unprecedented expenses 
showed an irregular rise not seen in a normal year. 

Murata: I understand. I have a supplementary question. You said that gross profit of cold medicines will be 
severe in the second half. Do you assume that hay fever medicines will be in line with a result for a regular 
year? 

Tsuruha: That’s right. There are separated expectations of hay fever medicines. Some say sales will not be 
good because people wear masks. However, we hear that the amount of pollens in the air will be large in the 
coming season, so rhinitis medicine makers recently expect that sales will be better than in the spring of 2020. 
We expect that fay fever medicine sales will be in line with those in a regular year or a little more than usual. 

Murata: I understand. Thank you very much. 

Yamazaki: We are sorry, but we would like to close the Q&A session as the time is up. 

After the end of this webinar, a questionnaire on this briefing will be displayed on the screen. Please fill in it 
as we would like to utilize your opinions for our IR activities. 

Now, we are closing TSURUHA HOLDINGS INC.’s financial results briefing for the second quarter of the fiscal 
year ending May 15, 2021. Thank you for joining us. 

Tsuruha: Thank you very much. 

Murakami: Thank you very much. 

[END] 

______________ 
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