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Watts Co., Ltd. (rse standard, 2735) Q2 FY8/25 Operating Results

Favorable growth in H1 performance. Profitability improved through cost control measures.

<Summary>
Overview of Q2 FY8/25 results

B In Q2 FY8/25, the Company reported sales of 30.4 billion yen (+0.7% YoY), operating profit of 820 million yen
(+10.3%), and net income attributable to owners of parent of 530 million yen (+23.1%), achieving YoY growth in sales
and profits. Compared to the initial forecasts, sales were generally in line with the plan, while profits exceeded the plan
by around 10%.

Amid rising prices, consumers' price consciousness heightened, resulting in same-store sales remaining on par with
the previous year, which had shown strong performance. In addition, improvement in the cost ratio of 100-yen products
helped maintain a high gross profit margin, leading to progress in profitability improvement.

B As for new store openings in the 100-yen Shop business, 65 stores were opened against a plan of 75, falling slightly
behind schedule. However, with only 36 closures compared to the planned 47, the net increase of 29 stores exceeded
the plan. The trend of majority of new openings being consignment-type stores remained unchanged from the previous
fiscal year.

B In recent years, the Company has implemented various measures to combat rising costs, such as higher electricity
bills, general cost of living, and personnel expenses. These measures are now showing stable effectiveness; the
improved cost ratio of 100-yen products in response to yen depreciation and labor-saving effects from the introduction
of self-checkout machines have helped offset cost increases. In the past, profitimprovement heavily relied on the
increased proportion of higher-priced items (non-100-yen items), but in the first half of the current fiscal year, the ratio
of such products has not increased significantly. Given that baseline profitability is showing signs of improvement, a
shift toward yen appreciation could potentially lead to further improvement in profit margins.

The full-year forecasts kept unchanged

B The Company made no changes to its business forecasts for FY8/25. Against the full-year forecasts, the progress rate
for sales stood at 49.1%, while progress on each profit item ranged from the upper 50% range to 60%. Although simply
doubling the first-half profit figures would suggest the Company could easily exceed its forecast, the Company has
unchanged its initial forecasts, citing uncertainty in consumer sentiment due to potential tariff impacts under the Trump
administration in the U.S.
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Performance (Figures for FY8/25 are the Company’s estimates)

(Million yen) Sales \((;/)0\)( Opr:erroafgng \(({;?)( Re;rl:)rf:itng \({0%{ Net income \((;/)0\)( E(Z)S Dividend (¥) R(’S, ;E
FY8/24 61,257 3.3 1,246 100.5 1,228 89.4 904 260.8 68.45 20.0 7.4
FY8/25 (E) 62,000 1.2 1,350 8.3 1,300 5.8 950 5.1 72.18 18.0 7.8
FY8/24 (Q2) 30,255 2.4 743 173.4 749 176.6 436 49.2 32.90
FY8/25 (Q2) 30,465 0.7 820 10.3 866 15.6 536 23.1 40.75 10.50
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<Q2 FY8/25 Financial Highlights — Higher sales and profits YoY, generally in line with the plan>

B In Q2 FY8/25, the Company reported sales of 30.4 billion yen (+0.7% YoY), operating profit of 820 million yen
(+10.3%), and net income attributable to owners of parent of 530 million yen (+23.1%), achieving YoY growth
in sales and profits. Compared to the initial forecasts disclosed at the beginning of the fiscal year, sales were
at 99.9% of the plan, generally in line with expectations, while each profit items exceeded the plan by around
10%.

B Although store openings were slightly behind schedule, same-store sales remained strong at 102% YoY,
which helped offset delays and led to a slight YoY increase in sales. Operating profit was also firm at 10.3%
YoY, achieved through cost control measures such as improving cost ratios for 100-yen products.

B The gross profit margin stood at 38.7%, nearly unchanged from 38.8% in Q1. This marks the seventh
consecutive quarter with a margin exceeding 38%, suggesting that the improvement in gross profit has
become well-established. In line with previous policies, the Company had anticipated improvements in gross
margins through cost reductions in 100-yen products and a higher sales proportion of non-100-yen items, but
additionally, a stable exchange rate and better-than-expected cost ratio improvements for 100-yen items
further supported margin growth.

B Operating profit also continued its upward trend. In addition to improved gross profit, the introduction of self-
checkout registers in stores has begun to show benefits. Although base salary increases and performance-
based bonuses were implemented in Q2, personnel expenses did not rise YoY—in fact, they declined slightly
by 5 million yen. This was largely due to labor savings from introduction of self-checkout registers and cost
reductions from closing unprofitable stores, which offset the impact of higher wages. Additional contributions
came from reduced shipping costs, including a review of delivery methods for food products. As a result, the
operating profit margin rose slightly from 2.5% to 2.7% YoY.

Changes in Operating Profit (From Company Presentation Materials)
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<100-Yen Shop Business Overview 2 — Strong same-store sales and firmly established cost
control measures>

B In the 100-Yen Shop business, 65 stores were opened in the first half, slightly behind the plan of 75. However,
with only 36 closures compared to the planned 47, the net increase in stores reached 29, exceeding the
planned 28. As a result, the total number of stores at the end of the first half was 1,841. The Company noted
that it is currently focused on reforming the profitability structure of existing stores rather than pursuing
aggressive store expansion and thus has no intention of rushing store openings at this time. Over 80% of newly
opened stores were consignment-type stores (i.e., located within supermarkets or similar host stores), the ratio
unchanged from the previous fiscal year.

B Same-store sales remained strong, reaching 102.0% YoY for the first half. Although the number of customers
slightly declined to 99.8% YoY, average spending per customer increased to 102.1%. As the domestic
economy shifts from deflation to inflation, real wages have yet to rise, and consumer cost-saving sentiment has
intensified, leading to performance exceeding even last year’s strong results. The Company had initially
forecast same-store sales at 102%, and current progress is in line with that expectation. For the second half,
the Company expects it will be difficult to surpass last year’'s August performance, which saw a temporary
surge in emergency supplies sales due to the issuance of the Nankai Trough Earthquake Extra Information.
The Company has formulated its initial plan based on that assumption.

B The proportion of non-100-yen items stood at 22.6% as of the end of Q2, almost unchanged from 22.3% in Q1.
Since cost improvements in 100-yen products have exceeded expectations, the Company maintains its
strategy of not forcing an increase in higher-priced items, instead continuing to target the 25% level as a
benchmark. One of the challenges with non-100-yen items is the cost of disposing stagnant inventory. The
Company plans to continue expanding its lineup of these items while strengthening strategies to ensure sell-
through of each individual item.

B As mentioned previously, the Company is rolling out self-checkout registers, which are contributing to labor
savings and operational efficiency at stores. As of now, 230 stores have adopted self-checkout registers, and
with about 80 more planned for this fiscal year, coverage will reach approximately 70% of all stores. Further
cost reduction effects are expected depending on the pace of additional implementation.

Trends in Same-store Sales
Same-store sales YoY (Current period) Same-store sales YoY (Previous period)
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<Overview of Other Businesses — Creating synergies between 100-yen shops and lifestyle goods
brands>

B In the overseas business, Q2 sales totaled 389 million yen, a 17.4% decline YoY, marking a continued period
of challenge. Competition has intensified, especially due to the rise of local discount retailers. In some
regions, the current business model of selling 100-yen products at local pricing is starting to show its limits.
To address this issue, the Company will focus on strengthening partnerships with local players and improving
merchandising (MD), including the development of new wholesale distribution channels.

B Buona Vita (BV) and Tokino:ne, which sell lifestyle goods, have not experienced any major changes in trend.
While BV’s same-store sales were 105.6% YoY, the Company prioritized profitability-focused store closures.
In the first half, there were no new store openings and two closures, resulting in a total of 10 stores. Going
forward, both Tokino:ne and BV will continue to expand as store-in-store sections within the Company's 100-
yen shops, aiming to further strengthen synergies.

B The discount store Real is performing well similar to the 100-yen shops, amid growing consumers' price
consciousness by domestic inflation. Like other lifestyle goods brands, Real will pursue synergy through
product crossover with the Company’s 100-yen shops.

B Collaborative product launches with social media influencers, particularly centered on 100-yen products, are
also expanding steadily. The collaboration with Miki Fujimoto has been very popular, now reaching its fifth
series, and the original cosmetics line “fasmy” continues to be offered.

B The in-store pickup service for the online shop has been well received. The Company hopes this will
encourage store visits and lead to impulse purchases made on-site. Currently, the service is only available at
tenant stores, but if extended to consignment-type stores, it could also benefit the host stores—mainly
supermarkets and drugstores— by stimulating impulse purchases, thereby boosting their incentive to have
Watts stores. If realized, this could become a new differentiating strength for Watts, which specializes in
consignment-style stores. Lastly, while the Company’s SEO ranking was temporarily dropped due to recent
changes to Google’s algorithm, rankings have since recovered.
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products from other Watts Group brands and exclusive Leveraging the diversity of its store formats, the Company is developing
items available only through our online store. collaborative stores with brands such as Real, Buona Vita, and Tokino:ne.
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<Full-Year Forecast & Progress — Despite the firm profits, business forecasts remain unchanged in light of
recent economic trends>

B As of Q2, sales, operating profit, and net income were 49.1%, 60.8%, and 56.5%, respectively, against the company's
forecasts. Sales are progressing in line with plan, supported by strong performance in the 100-yen shop business,
although overseas wholesale sales fell short of expectations. On the other hand, profits have been tracking above
plan, starting with strong gross profit performance. The Company commented: “While we do not anticipate major
investments in the second half, uncertainty surrounding consumer behavior due to potential tariffs under a Trump
administration and the broader economic outlook remain. As such, we remain unchanged our initial full-year
forecasts.” If the first-half operating profit was simply doubled, it would reach 1.64 billion yen, exceeding the full-year
forecast of 1.35 billion yen (+21% to the plan, +32% YoY), suggesting the Company is on track to largely exceed its
profit target. While the second half presents a higher hurdle for achieving targets, partly due to the surge in demand
for emergency supplies in August of last year, the Company hopes to see a continuation of the strong performance
observed in the first half.

B The Company generally benefits from yen appreciation (e.g., through reduced procurement costs), and the impact of
tariffs under a potential Trump administration is said to be minimal. In fact, if U.S.-China trade tensions persist, it is
plausible that China-origin goods originally destined for the U.S. may flow into Japan, one of Asia’s largest consumer
markets—a scenario that could present additional upside. The Company has already received inquiries from Chinese
companies.

B There has been no change to the dividend plan since the announcement of a dividend increase in Q1. The full-year
dividend remains at 18 yen per share. Starting this fiscal year, the Company has introduced an interim dividend. The
interim dividend is scheduled to be 10.5 yen per share, consisting of an ordinary dividend of 7.5 yen and an additional
3.0 yen commemorative dividend to mark the Company’s 30th anniversary.

<Stock Price = Remains at an undervalued level>

B As of April 28, the Company’s stock price stood at 736 yen, with a forecast PER of 10.21x and a PBR of 0.76x. While
the stock has rebounded sharply due to recent rapid yen appreciation and the Q2 results announcement, it remains in
a longer-term adjustment phase. If performance continues on trend as the first half, ROE is expected to reach around
8% by fiscal year-end. Considering that the average actual PER of retail companies listed on the TSE Standard
Market as of the end of March was 20.5x, while the Company’s actual PER as of April 28 stood at 10.7x, and that
peer company Seria’'s PER was 22.5x, with Can Do’s PER not applicable due to being in the red (forecast PER
exceeding 600x), it is reasonable to conclude that the Company’s stock remains undervalued.

Recent Stock Price Trends

*The orange line is USD/JPY rate. When the line goes up, it indicates a strong yen, and when it goes down, itindicates a weak yen.
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<Latest Press Releases>

Major press releases disclosed by the Company around Q2 FY8/25.
(Click on the image below to check the news on IRSTREET.)

05,/08/2025 Motice Regarding April 2025 Monthly YoY Change in Sales and Mumber of Shops

04/16/2025 Operating Results for the First Half of the Fiscal Year Ending August 2025

04,/16/2025 Analyst Meeting (for FY 8/2025 2nd Quarter)

04,/10/2025 Consolidated Financial Results for the Six Months Ended February 28, 2025 (Under Japanese GAAP)
04,/07/2025 Motice Regarding March 2025 Monthly YoY Change in Sales and Number of Shops

03/06/2025 Motice Regarding February 2025 Monthly YoY Change in Sales and Mumber of Shops

02/06/2025 MNotice Regarding January 2025 Monthly YoY Change in Sales and Number of Shops
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