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Presentation 

 

Yamazaki: Now, it is time for us to hold a financial results briefing for Q1 of the fiscal year ending May 2022 
of TSURUHA HOLDINGS INC. 

I would like to introduce today's attendees. Mr. Jun Tsuruha, President and Representative Director. 

Tsuruha: This is Tsuruha. Thank you. 

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

Murakami: This is Murakami. Thank you. 

Yamazaki: I am Takuya Yamazaki, Investor Relations Manager. I will also be 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 financial results briefing materials, brief summary, and earnings briefing posted on 
our website. 

For today’s presentation, first, Mr. Murakami will explain the business results for Q1 of the current fiscal year, 
followed by a briefing from Mr. Tsuruha about our initiatives and policies for the fiscal year under review. We 
will then move on to the question-and-answer session. 

I will now move on to the explanation of financial results. 

 

Murakami: Thank you for taking time out of your busy schedules to join us today. I will now provide an 
overview of our business results for Q1 of the fiscal year ending May 2022. 
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Please refer to page 3 of the financial results briefing material at hand. First of all, I would like to highlight the 
financial results. 

Net sales increased by 4.9% YoY to JPY235.6 billion, and operating income decreased by 15% YoY to JPY12.8 
billion. 

As for the business overview, first of all, in terms of net sales, there was a reactionary decline from the stay-
at-home demand in the same period of the previous year. As for SG&A expenses, they made progress slightly 
below the plan, and profits exceeded the plan. 

In terms of topics, we are steadily promoting our digital strategy, which is one of our business strategies for 
this fiscal year. We are also implementing measures to meet the growing demand for ecommerce and delivery 
services in the COVID-19 pandemic. 

In addition, we have identified key issues and materialities as part of our sustainability efforts. 

 

Please see the next page. The following are the details of consolidated results. 

First of all, the YoY comparison is as shown in the figures. 

In Q1 of the previous fiscal year, figures for Drug Eleven were not consolidated. In addition, due to the revenue 
recognition standard applied from this fiscal year, the YoY figures are a little more complicated, so we listed 
the figures based on the old standard on the right side of the table. 

Although we do not disclose the planned figures for each quarter, the progress against the planned figures 
for H1 of the fiscal year is also provided for reference. 

As I mentioned a little while ago, sales and gross profit are almost as planned. SG&A expenses were slightly 
below the plan. As a result, operating income was 85% of the previous year's level, but exceeded the plan. 
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Here, I would like to explain the revenue recognition standard that became effective this fiscal year. 

Please see page 5. There are 2 main elements to the change in the revenue recognition standard. The first is 
the handling of points. The second is the difference in handling of consignment buying. 

First of all, regarding points, in the past, when points were given, they were not deducted from net sales, but 
rather recorded as SG&A expenses. Under the newly adopted revenue recognition standard, points are 
deducted from net sales at the time of granting and are not recorded as expenses. 

Regarding the second, the handling of consignment buying, instead of total amount, we record only net 
amount or gross profit as net sales. 

As a result, on a YoY basis, there is a difference of about 2.6% in net sales, about 2% in gross profit, and about 
2.7% in SG&A expenses between the new and old standards. 
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Please see the next page. Consolidated results excluding Drug Eleven. These are the results of the 6 existing 
operating companies: TSURUHA, Kusurino Fukutaro, TGN, Lady Drug Store, Kyorindo and B&D. 

For the comparison of the previous fiscal year, please refer to the figures on the old standard basis, which I 
mentioned earlier. It is listed in the upper right of this table. 

On the old standard basis, net sales increased 2.2% YoY, gross profit increased 2.9% YoY, SG&A expenses 
increased 8.5% YoY, and operating income decreased 15.3% YoY. 
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Please see page 7. The following is the status of SG&A expenses. Please refer to the figures on the right side 
of the table, which are based on the old standards excluding Drug Eleven. 

All expenses, including labor, sales promotion, ground rent and other costs, were within the Company's 
budget. 

Among them, other expenses have increased a little higher YoY. This is due to the tax effect of non-deductible 
consumption tax, the purchase of anti-infection supplies and other one-time costs, as well as an increase in 
commissions paid. 
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Please see page 8. This is the YoY comparison of sales at existing stores for the past 13 months. 

The cumulative total for Q1 was down 2.1% from the previous year. This figure is slightly lower than we had 
expected. 

The main reason for the YoY decline was a reactionary decline from the stay-at-home demand after the first 
emergency declaration in the previous fiscal year. 

 

Please see page 9. This is a sales analysis. 
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As you can see, the number of customers and unit price of products were negative compared to the previous 
year. The sales per customer and the number of items purchased are on a positive trend. 

 

Please see page 10. The status of store openings and closings, and existing stores sales by operating company. 

In terms of store openings and closings, we made progress almost according to plan, opening 29 stores and 
closing 19 stores, for a net increase of 10 stores. As a result, the number of stores at the end of Q1 was 2,430. 

In the prescriptions business, 19 new dispensing pharmacies were opened as planned. 

In addition, 77 existing stores were renovated. 

Existing store sales by operating company are as shown on the right. 
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Please turn to page 11. The following is a summary of store openings, closings, and sales by region. 

In terms of new store openings by region, we have opened 29 stores mainly in the Tohoku, North Kanto, and 
Chugoku regions as part of our in-depth dominance strategy. 

Sales of existing stores by region are as shown in the figures on the right. 

 

Please see page 12. The results by product group. 
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The Group's total figures are as shown here. For details, I would like to explain the figures on the next page, 
which are based on the old standards, excluding Drug Eleven. 

 

Please see page 13. The figures shown on the right side of this page are based on the old standards, excluding 
Drug Eleven. Therefore, the figures on the right-hand side are the YoY figures representing the actual situation 
of the 6 existing companies as I mentioned earlier. I will explain according to these figures. 

The first is pharmaceuticals. Prescriptions showed a high growth in reaction to last year's suppression of 
medical examinations. The gross profit margin of the prescriptions is negative due to the NHI price revision, 
but we expect it to recover at the end of Q2 when the NHI price negotiations are concluded. 

As for OTC, skin-related products, including seasonal products, were slightly sluggish. These include 
treatments for insect bites, athlete's foot, and vitamin preparations. In addition, the demand for antipyretic 
analgesics has increased along with vaccinations. This is a plus. In addition, sales of cold medicine and 
nutritional supplement drinks, which were sluggish in the previous year, are gradually recovering. 

In cosmetics, sales of general cosmetics, seasonal products such as antiperspirants and UV-related products 
were strong. On the other hand, sales of directly traded cosmetics were almost unchanged from the previous 
year. The overall trend is that we have not yet recovered to the pre-COVID-19 level. 

As for daily necessities, there was a very large increase due to stay-at-home demand last year, so the figure is 
almost flat compared to last year. 

As for food products, they likewise showed high growth due to stay-at-home demand last year, and even 
higher growth is expected this year. The demand for alcoholic beverages and sweets is still strong. 

As for other categories, the growth of hand soap and other coronavirus countermeasure products has slowed 
down, resulting in a negative growth compared to last year. 
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Page 14, please. This is the result of the dispensing division. 

As I explained earlier, I will spare you the details of this figure, but the number of prescriptions filed showed 
a high growth in reaction to the suppression of medical examinations. 

The number of dispensing pharmacies by operating company is shown in the figures on the right for your 
reference. 

 

Please turn to the next page. PB product results. 
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In the current fiscal year, we will continue to make steady progress with the transition to our new brand, 
Kurashi Rhythm, and aim to increase PB sales and the PB ratio. 

As shown in the table, PB sales in Q1 were JPY18.5 billion, up 14.9% YoY, and the PB composition ratio was 
8.7%, up 0.7% YoY. This is a result of the steady progress of the project. 

The number of SKUs for each product group is shown in the table on the right. 

That is all from me in the first part of the explanation. President Tsuruha will continue to explain the initiatives 
and policies. 

 

Tsuruha: Now, I would like to explain the initiatives and policies starting from page 16. 

Let's turn to page 17. This is the full-year plan for the current fiscal year. 

As we have already announced, net sales will be JPY956 billion and operating income will be JPY51.2 billion. 

As we have explained earlier, the budget applies the change in revenue recognition standards from this fiscal 
year. Consignment sales and point giving will be mainly affected. Compared to the old standard, sales will be 
reduced by approximately 2%. 
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Please turn to page 18. This is a breakdown of the plan for H1 and H2 of the current fiscal year. 

In H1 of the year, so-called anti-COVID-19 products such as masks and disinfectants sold very well last year, 
so there is a reaction to this. In addition, the backlash from the stay-at-home demand is also very significant. 

On the other hand, in H2 of the year, last year's sluggish categories such as cold medicine will run their course. 
In addition, as we expect a certain amount of recovery in daily life due to the spread of vaccines, we are 
budgeting with a focus on H2. 
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Please turn to page 19. The plan for opening and closing stores is as shown here. The planned number of 
stores at the end of this fiscal year is 2,530. 

 

Page 20, please. This is about digital strategy. 

First of all, the digital cosmetics ledger has been launched this fiscal year. Currently, about 200 stores in the 
Group have introduced this. 
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In the past few months since the introduction of the new system, we have been improving the so-called 
operational methods and the technical aspects of the system. Now that we are on track to expand the 
introduction of the system to a certain extent, we will proceed to introduce it to most of the Group's stores 
in H2 of the fiscal year. 

The digital cosmetics ledger is expected to reduce the time required for cosmetics staff to work on the ledger, 
and will also enable the use of all customer purchase data to be linked to the ledger. In addition, it will be 
possible to more accurately understand the usage cycle of the products used by the customers and make 
suggestions accordingly. It is also expected that employees other than those in charge of cosmetics will be 
able to browse the ledger more easily and respond to customers more easily by using this electronic ledger. 

This support system for shift creation has been introduced at TSURUHA CO., LTD. In the future, we will begin 
introducing the system to our operating companies, Lady Drug Store and Fukutaro. 

The support system for shift creation will shorten shift creation time, optimize overtime hours for employees, 
work hours for part-time workers and visualize man-hour. It will be possible to improve disparities among 
stores and manage personnel on a daily basis instead of monthly management. These effects have been 
achieved, and we hope to achieve the same effects at the companies introducing the system. 

We are also developing a new tool for customer service for pharmaceutical products called Health Navigation, 
which we plan to start using in November. This is a tool that uses iPads in the store to exchange questions 
between the employee and the customer, and by selecting various charts on the iPad, the employee can 
introduce the appropriate medicine for the symptoms. 

The introduction of this system will improve the customer service skills of employees who are not confident 
in their ability to sell, as well as new employees. In addition, we believe that the system will be effective in 
complying with the Pharmaceutical and Medical Device Act, since it will also show on the screen the so-called 
confirmation items that must be complied with in the sale of pharmaceuticals. 
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Please turn to page 21. This is also about digitalization. We are promoting the download of the smartphone 
app membership. 

As of August 15, we had 4.03 million downloads, as described in this document. The most recent figure I heard 
earlier is about 4.4 million downloads. We will continue to promote this. 

We are also continuing to test toward 1-to-1 marketing. For H2 of the fiscal year, we are experimenting with 
a number of measures manually, and we are starting to experiment with so-called automation and full-scale 
implementation from the next fiscal year. 

 

 

Please turn to page 22. This is a private brand strategy. 

We will expand our business with a focus on the Kurashi Rhythm brand of the TSURUHA Group. Our plan for 
the end of this fiscal year is to develop 850 SKUs under the Kurashi Rhythm brand. 

As for PB as a whole, we will work toward our sales target of JPY70 billion. 
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Please turn to page 23. 

As part of our efforts to improve convenience, we are continuing to introduce meats and fresh produce this 
fiscal year. The number of customers has increased by about 105% to 110% since the introduction. 

We are also speeding up the introduction of JPY100 products this fiscal year. The number of customers 
increased by about 110% after the introduction of this introduction, so we would like to contribute to 
increasing the number of customers by introducing this kind of fresh food and JPY100 products. 

We will continue to work on ways to improve the convenience of this one-stop shopping. 
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Please turn to page 24. 

We will be launching our new ecommerce base, the Kanto Shipping Center, in November, which has been a 
little behind schedule. By doing so, we will first aim to increase our current shipping capacity and reduce our 
shipping costs. 

Also, on the right, we are currently experimenting with delivery services such as Wolt and foodpanda. The 
number of stores that support these services is still very small, so we haven't seen any significant results yet, 
but we would like to continue researching this kind of service in order to respond to the new purchasing styles 
of our customers. 
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Please turn to page 25. This is the dispensing business strategy. 

This fiscal year, we plan to open 91 pharmacies, more than in previous years. Currently, we have 19 
pharmacies, and the pace of opening is proceeding as planned. 

As for online medical treatment, we have started some experiments. We will continue to monitor trends and 
consider when to introduce the system in earnest. 

In addition, the number of Drug Eleven stores has decreased slightly due to the closure and reorganization of 
loss-making stores and inbound stores. As a result, sales have been lower than the previous year. 

However, with the introduction of group PB and group synergies such as the integration of procurement, the 
gross profit margin has been improving. In addition, there have been a few renovated stores that have 
introduced food products, and most of the stores have seen an increase in sales of about 120 after the 
renovation, so we are feeling the effect. 

We will continue to revitalize these existing Drug Eleven stores through scrap-and-build or full renovation as 
planned. 
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Please turn to page 26. 

This is a description of the materialities or important issues for the TSURUHA Group, which were released on 
September 7. We will continue our efforts to promote sustainability based on our management philosophy, 
“We bring richness and surplus to customers' lives.” 

We are currently in the process of discussing the KPIs required for each of these items internally. We will 
disclose this information as soon as it is decided. 
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Please turn to page 27. 

This is an example of our efforts to promote sustainability as I mentioned. In addition to reducing CO2 
emissions by reducing the use of plastic bags, we have started to install solar power generation systems in 
our stores this fiscal year. We have also mentioned here the reduction in the number of deliveries. 

 

Page 28. 
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Last but not least, we will continue to make management efforts to achieve our ongoing mid-term targets of 
JPY1 trillion in sales and 3,000 stores by the fiscal year ending May 2024. 

We appreciate your continued support. 

This concludes my explanation. Thank you very much. 
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Question & Answer 

 

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

Please go ahead. 

Questioner A: Yes. Thank you for your explanation. Let me ask you 2 main questions. 

The first is the usual question. What is the operating margin by region? 

The second question. There has been a lot of talk about the soaring cost of raw materials, which may not be 
relevant to drugstores. Your company also deals in food products. There have been various discussions about 
raising prices, and 3 months ago, I think President Tsuruha told us that the competitive environment would 
worsen in the closing of accounts, and that he was quite worried, or rather, that your company would have 
to compete. 

3 months have passed since then, and I would like to know what you think about the external environment, 
such as the competitive environment or, conversely, the pressure of rising costs, which may work to your 
advantage. Thank you in advance. 

Yamazaki: Thank you very much. I'll start with the data first. The figures for each of the operating companies 
are in the brief summary, so I will skip them. The operating profit margin by region of TSURUHA is as follows. 

This is on the basis excluding the new stores. In the Hokkaido region, the rate of sales has increased from 9.6% 
in the previous fiscal year to 8.4% in the current fiscal year. In the Tohoku region, the rate was 7.2% in the 
previous fiscal year and 5% in the current fiscal year, and in the Kanto-Koshinetsu region, the rate was 6.8% 
in the previous fiscal year and 4.2% in the current fiscal year. In the Chubu-Kansai region, the rate was negative 
6% in the previous fiscal year and negative 4.6% in the current fiscal year. That's all. 

Tsuruha: I will now give you the second answer. As for your question about competition, as I mentioned 
before, we are aware that price competition is still continuing in areas where drugstore companies are newly 
opening stores, especially in the northern Kanto region. 

On the other hand, although the selling prices of SM companies vary depending on the Company, I am aware 
that price competition in the COVID-19 pandemic in general has calmed down a bit since last year. 

It's a price competition in regions where we compete with so-called discount drug stores. As I have said before, 
we will look at each store in detail and compete with those stores that we really need to compete with. 

Of course, we don't deal with all products, and our business structure is different from that of the discount 
type, so we will compete in the major areas that affect our customers, but we have to be very careful about 
the balance. 

I hope this answers your question. 

Questioner A: I'm sorry, as for the other thing about the manufacturer's price increase, in general, I think that 
a company as large as yours would have a relative advantage even if the manufacturer raises its prices. 

Tsuruha: Do you mean a price increase in raw materials or something like that? 
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Questioner A: Price increases of raw materials and processed foods from manufacturers. 

Tsuruha: I think we will have to look at the fair prices around us to determine if we have the advantage or not. 

Questioner A: Is it safe to say that you're not too worried about it right now? 

Tsuruha: We don't see any significant impact on sales. 

Questioner A: Understood. Thank you. 

Yamazaki: Yes. Thank you. Next question, please. 

Questioner B: Thank you. 

I have 3 questions. The first one is about sales trends. 

As for cosmetics, the situation of COVID-19 is still continuing, and people are wearing masks all the time, so 
even if economic activities continue to return, I think there is a feeling that the directly traded cosmetics will 
not be revived so easily. Looking ahead to H2 of the fiscal year and the next fiscal year, we can think of various 
ways in which the economy will resume after COVID-19. For example, do you think that it will take a long time 
for cosmetics to grow, or do you think that food products will unexpectedly continue to maintain this sales 
trend? Roughly, how do you see future trends by product? 

In H2 of the year, of course, the hurdle will be lowered, but I think you have set a higher sales forecast than 
in H1, so please tell us about the sales trend. 

The second is about the digital strategy. 

I've heard about various other companies that have partnered with your company, and I can see that you are 
putting a lot of effort into digital. For example, you have talked about the digital cosmetics ledger and 1-to-1 
marketing using smartphones. I want to know your expectation level about what kind of initiatives you have 
the most response or feel the possibility. Please tell us if you have any particular response to this area. 

Thirdly, I would like to reconfirm my understanding that the gross profit margin in the survey is provisional 
and will be adjusted retroactively, so the gross profit margin will return further in Q2. Is this correct? These 
are the 3 points. 

Tsuruha: Thank you. Now, let me give you my answer. 

As for your first question about future trends by product, as you mentioned, the situation in the cosmetics 
business has not recovered as much as we had expected. 

However, although we divide our sales into directly traded cosmetics and general cosmetics, the sales of 
general cosmetics exceeded the previous year's level, both in the market and for us, and so-called Korean 
cosmetics, which are currently in vogue, and other cosmetics-related products are selling very well. 

In terms of directly traded cosmetics, each company is probably having a hard time. As I have always said, we 
have been focusing on counseling cosmetics for a long time, and I feel that we were able to hold on quite well 
last year despite the difficulties faced by everyone else. As I mentioned about the ledger, we have customers 
and clients, and I feel that we can show our strength in this area while everyone else is struggling, so I am still 
interested in this area. 
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Also, regarding food and daily necessities, as you mentioned, we had expected that we would struggle this 
year due to the backlash from last year's considerable growth, but both food products and daily necessities 
have continued to perform well. Of course, there has been a series of emergency declarations throughout this 
year, but I feel that to some extent, our customers have been able to settle into their lives. 

This is how I see the product trend. Is it alright with you? 

Questioner B: For H2 of the year, of course, I think the hurdle is low. As for the top plan, do you have 
confidence that you can do it if you continue in your current natural state? I feel that it will be difficult unless 
you see another gradual recovery. What do you think about this? 

Tsuruha: In H2, sales of cold medicine and other products that were sluggish last year will have run their 
course. Naturally, compared to last year, the sales growth of existing stores is planned to be about 4%. We 
expect sales to recover more than last year. We expect that the dispensing business will also grow more than 
last year. 

The second point is the response to DX. 

This is also about cosmetics, but as for the ledger I just explained, I think that there are probably not many 
drugstores that manage a cosmetics ledger to this extent. I believe that the ledger, which manages not only 
customer POS data but also customers, is our major weapon. By integrating POS, we believe that we can 
provide very useful information and promote sales to our customers. 

Actually, there are a lot of stores that keep ledgers of their customers, their customer management, and even 
their pharmaceutical products, so if we can successfully integrate those things into this DX, it will be a unique 
advantage. I have such an expectation. 

Murakami: Next, regarding the third question. 

As for the gross profit margin of dispensing, you are right. The gross profit margin is currently about 1% lower 
than last year, but we will probably conclude the negotiation by Q2, on November 15, so we expect the gross 
profit margin in this area to recover when the NHI price margins return. That is all. 

Questioner B: Excuse me. As for the dispensing part, there has been a lot of talk about the shortage of generic 
shipments, so if we look at the rate alone, should we consider the risk that the return will not be that large? 

Tsuruha: I know that there have been reports about this, but we are planning so that there will be no impact. 

Questioner B: Thank you very much. 

Yamazaki: Thank you very much. Next question, please. 

Questioner C: I have 1 question. Aeon Chairman Motoya Okada stepped down at the annual shareholders' 
meeting in August. We have been told that this is to strengthen governance. 

I'm wondering if there is a part where the relationship with Aeon hasn't been seen recently. President Tsuruha, 
could you explain what kind of relationship you would like to have with Aeon in the future? 

Tsuruha: As for our relationship with Aeon, it is the same as before. Currently, as a member of HapYcom, we 
are offering HapYcom products, and we are also participating in the exchange of information on educational 
organizations and other such activities as usual. I think the relationship will continue to be the same. That's 
all. 
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Questioner C: I see. In the case of Welcia, they have been adding Origin Bento to their stores as part of their 
efforts to strengthen their food products, but is it correct to say that the relationship with Aeon will remain 
unchanged and that you are not taking any action to deepen the relationship? 

Tsuruha: We will continue to have conversations with Aeon in various aspects as we have in the past, so if 
there are things that we can do together, if necessary, we will do them, and we will continue to discuss them 
as we have in the past. That's all. 

Questioner C: I understand. Thank you very much. 

Yamazaki: Thank you very much. Next question. Please. 

Questioner D: Thank you. I have 2 questions. 

The first point is about the results of Q1. I think there was an explanation, but I missed it, so I would like to 
confirm 1 point. As for the explanation of the gross profit margin, the YoY increase in daily necessities is quite 
large, but is this due to the low base of the previous year or something like that? 

The second point is an additional confirmation on the convenience improvement initiative that you just 
mentioned in the latter half of the explanation. You said that the number of customers increased by about 
105% to 110% with the introduction of meat and fresh produce, and about 110% with the introduction of 
JPY100 products, but is it true that the sales per customer has not changed much? 

Also, is there any impact of the remodeled stores on profit growth? 

In addition, I would like you to reiterate the medium-term plan for fresh food and stores introducing JPY100 
products. At the last briefing, I think you said that you would continue to open about 100 to 200 stores of 
fresh food each fiscal year, but I would like to ask you again. 

Tsuruha: Thank you very much. 

The first is about the increase in the gross profit margin of daily necessities in Q1. 

This one continues from the previous fiscal year, and our efforts with so-called manufacturers is also a gross 
profit measure in the JBP category. We have continued to implement these measures and, as in the previous 
year, thanks to the JBP, we have successfully implemented measures to premiumize and increase the volume 
of products. As a result, gross profits on daily necessities have been rising for the last few years 

The second point is about JPY100 products and fresh food. 

The number of merchants is naturally growing along with the number of customers. Therefore, the sales per 
customer itself is increasing. However, in terms of the unit price of products, there are still cheap products 
among JPY100 products, so those areas have declined, but the sales per customer have improved. 

Regarding the future introduction of fresh food, as I have said every time, we would like to open about 100 
stores every year while carefully monitoring the surrounding environment, but this will be done while carefully 
examining the problem of the floor space and the surrounding environment. 

In terms of JPY100 products, they require a certain amount of floor space compared to fresh foods. Our 
standard format is at least 300 tsubo, or more. We will do it in such a format as putting in the products 
properly and then adding JPY100 products for the convenience of the customers. 

To put it simply, we will only put them in large stores to some extent. That's all. 
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Questioner D: Thank you very much. Just to confirm, would it be correct to assume that the gross profit margin 
of daily necessities will continue to be the same in Q2 and beyond as you continue your efforts? 

Tsuruha: That's right. Yes. 

Questioner D: Okay, thank you very much. 

Regarding fresh food and JPY100 products, has the renovation already had the effect of increasing profits? 

Tsuruha: Yes. 

Questioner D: So, does the 300 tsubo standard type already account for the majority of your stores? A large 
part? What is the percentage? 

Tsuruha: I'm sorry, I don't have the ratio figures, but now the basic format for new stores is 300 tsubo. 
However, of course, we also use furnished stores, and there are naturally smaller stores in urban areas, but 
for now, we feel that our most standard format is around 300 tsubo. 

However, again, if we want to provide more convenience and new things on the line, we will need a store of 
about 350 tsubo. In the future, I think that the trend will be for suburban stores to become slightly larger than 
300 tsubo, or 350 if possible. 

Questioner D: I see, understood. One last thing on strengthening foods. 

Many drugstores listed on the stock exchange are trying to strengthen their food supply, including fresh foods, 
in a suburban or residential area with a floor space of 250 tsubo or 300 tsubo, and I think that KUSURI NO 
AOKI, Sugi Pharmacy, Create, and SUNDRUG are all doing the same. I would like to know if there is anything 
that makes your company different when it comes to strengthening food products, including fresh foods. Do 
you think that each company will be able to continue in this direction and still gain market share from SMs in 
the medium to long term? What is your medium-term outlook for this area? 

Tsuruha: Thank you very much. As you mentioned, we believe that we have yet to fully differentiate our food 
products. However, our current thinking is that meats and fresh produce are only placed there for 
convenience, so even if they are somewhat the same as other drugstores, we believe that the first priority is 
to sell them to our customers in a safer and more secure manner at a fair price. In that sense, I believe that 
there are many areas where we have not been able to differentiate ourselves. 

However, we have not been able to differentiate ourselves from other drugstores, so of course we feel that 
we will need to develop PB products and other such products in the future. 

In addition, as for differentiation from SMs and gaining market share from SMs, I would like to reiterate that 
we have no intention of competing with SM's fresh food lineup, nor do we have the ability to compete with 
them. At this point, we would like to attract customers to our stores for the convenience and for fresh foods, 
and continue to offer health and beauty products, prescriptions, and daily necessities. That's all. 

Questioner D: Thank you very much. 

Yamazaki: Thank you very much. Next question, please. 

Questioner E: I would like to ask for 2 brief additions. 

First, I want to reconfirm the impact of the new revenue recognition standard. 
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I believe that in the plan for H1, the gross profit margin was expected to improve by about 0.4 points 
compared to the level before the change in standards, but in Q1, the improvement was only 0.1 points. So, I 
would like to ask again about the impact on gross profit margin in this Q2, whether there will be any change 
in the forecast or how we should look at it. 

The second point. Also, as a supplement, I would like to reconfirm the gross profit margin for the dispensing 
division. 

When I think about the previous year, there was also an impact by the revision, and a rather negative impact 
due to the lengthening of prescriptions, but what were the major influences behind the decline in gross profit 
this time? Also, there was a talk of a return in Q2, but when we think about the previous year, the 
improvement was quite large, so I would like to know how your company views the gross profit margin in Q2. 
Please. 

Murakami: Thank you for your question. 

The first question is about the revenue recognition standard, which is newly changed this time. On this basis, 
we forecast the gross profit margin for H1 and H2 at the beginning of the fiscal year. 

As for our expectations for the H2 forecast in gross profit, at this point, also for H2, we will use the current 
trend and our assumptions to some extent. Based on the assumptions, we believe that gross profit growth 
will be in line with our forecast. 

The second point is about the gross profit margin of dispensing division. 

Again, there were various things that the supply side had not expected, including generics, but we have been 
negotiating with various alternative products even during the COVID-19 pandemic, and we have almost 
reached an agreement on the amount of money. The final decision will probably be made in another month 
or 2 months. We do not disclose how much will be returned in Q2, so I will not give you a figure, but I think 
we will be able to return a figure that will almost make up for the current negative gross profit. 

From H2 of the fiscal year onward, the gross profit will naturally be based on what is returned here, and it will 
also depend on factors such as pediatrics and whether or not very high-priced drugs are included. These 
factors will change the gross profit. 

The last point is that NHI drug prices will be revised every year from now on, and to some extent we have 
estimated and incorporated the rate of revision for the period after April 1 next year into our forecast. That's 
all. 

Questioner E: Thank you very much. Just to confirm one thing, what is the overall impact of the revenue 
recognition standard in this H1? Since there was not much change at the start, should we expect Q2 to be the 
same, or should we expect to see more of a difference in Q2? 

Murakami: In that sense, there is an impact as a matter of fact, but in terms of the total amount of gross 
profit, there is not that much of an impact. However, if you look at the figures we explained this time, the 
amount of sales will change, so there will be a change with the ratio. 

In H1 of the fiscal year, as I mentioned at the beginning, the total gross profit was almost in line with the plan. 

At the moment, we are expecting that it will be in line with the plan. Does that answer your question? 

Questioner E: I understand. Thank you. 
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Yamazaki: Thank you very much. The time has passed, so we will conclude the question-and-answer session 
here. Thank you for your questions. 

This concludes the financial results briefing for Q1 of the fiscal year ending May 2022 of TSURUHA HOLDINGS 
INC. Thank you very much. 

Tsuruha: Thank you very much. 

[END] 

______________ 
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