<Japanese Equity Report> IR Street Report - Premium - April 27, 2026

Watts Co., Ltd. (tsE standard, 2735) Q2 FY8/26 Operating Results

Strong same-store sales drive higher sales and profits, while the Company continues building a
leaner and more resilient operating structure

<Brief Summary>
<Overview of Q2 FY8/26 results>

B The Company’s results for Q2 FY8/26 showed broadly higher sales and profits YoY, with sales of 31.2 billion yen (+2.7%
YoY) and operating profit of 850 million yen (+4.6% YoY). Amid the ongoing boom in sticker-related products, same-store
sales significantly exceeded the Company’s initial forecast. Against the initial full-year forecast, sales reached 100.9% of plan
and were largely in line with expectations, while profits at all levels exceeded plan by nearly 10%—20%, representing a
substantial upside versus the original forecast.

B Store openings in the 100-yen shop business also progressed strongly, with a net increase of 32 stores compared with the
initial plan for a net increase of 4 stores. As consumers have become increasingly defensive in response to rising prices,
demand for 100-yen shops has continued to strengthen. This fiscal year, the Company has also been experimentally opening
stores in smaller locations near train stations and other urban areas as part of its differentiation strategy.

B Gross profit margin was 38.8% and operating profit margin was 2.7%, both maintaining the same level as in the previous
corresponding period. Although the operating environment remains challenging due to the continued weak yen and
geopolitical risks such as the Iran conflict, the Company has been further strengthening profitability through contributions
from higher-priced (non-100-yen) products, cost optimization for 100-yen products, and improvements in product mix.
Importantly, margins were maintained even while addressing the Company’s inventory optimization challenge, suggesting
that its underlying earning power has improved more than the accounting figures alone indicate. With sales of non-100-yen
products expected to peak in Q4, there remains potential for further upside to profits going forward.

Business forecasts for the current fiscal year remain unchanged. Progress against the full-year forecast
remains favorable.

B Although progress toward the full-year forecast was solid as of H1, the Company left its full-year forecast unchanged in light
of uncertainties surrounding developments such as the Iran conflict. Concerns are spreading across the 100-yen shop
industry regarding cost pressures stemming from the recent surge in crude oil prices. However, the Company believes the
impact on this fiscal year will be limited, as the majority of merchandise procurement for the current fiscal year has already
been completed. In fact, last-minute demand has recently emerged, and the impact of the Iran conflict could even have a
positive effect on the Company’s performance for this fiscal year alone.
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Q2 FY8/26 Results Overview 1: Strong existing store performance and continued enhancement
of profitability.

B In Q2 FY8/26, the Company reported sales of 31.2 billion yen (+2.7% YoY), operating profit of 850 million yen
(+4.6%), and net income attributable to owners of parent of 490 million yen (-7.7%), achieving YoY growth in
sales and profits. Against the initial forecast disclosed at the beginning of the fiscal year, sales reached 100.9%
of plan and were largely in line with expectations, while profits at all levels exceeded plan by nearly 10%—-20%,
representing a significant upside versus the original forecast.

B As for sales, same-store sales at the core 100-yen shop business significantly outperformed the Company’s
initial assumptions, as discussed later, while the pace of new store openings also greatly exceeded
expectations, driving overall performance. This resulted in higher sales despite delays in openings for certain
businesses within the other domestic businesses segment and lower sales in the overseas business, where the
Company is strategically scaling down operations.

B In the 100-yen shop wholesale and other businesses segment, sales of miscellaneous goods to medical
institutions (for hospitalized patients) handled by Nippan increased 6.3% YoY, marking an unprecedented level
of growth. This was largely driven by the acquisition of new customers among medical institutions that serve as
wholesale clients for miscellaneous goods sales, and should be viewed as a positive development.

B On the profit front, cost reduction measures — including an increased share of non-100-yen products and lower
procurement costs for 100-yen products — became further entrenched and contributed significantly to earnings
growth, allowing gross profit margin to maintain a high level of 38.8%, following Q1. The improvement in gross
profit margin has also created a virtuous cycle in which increased earnings are being reinvested into store
investment and advertising aimed at enhancing brand recognition. Meanwhile, net income was affected by the
absence of the tax reduction benefit recorded in the previous corresponding period due to tax loss
carryforwards at subsidiaries.

Q2 Performance by Business Segment (million yen)

Sales 30,465 31,275 809 2.7%
L 100-Yen Shop Business 28,385 29,266 881 3.1%
L Other Domestic Businesses 1,691 1,672 -18 -1.1%
L Overseas Business 389 336 -53 -13.6%
Gross profit 11,796 12,128 332 2.8%
L Gross profit margin 38.7% 38.8% +0.1pt -
Operating profit 820 857 37 4.6%
L Operating profit margin 2.7% 2.7% 0.0pt -
Recurring profit 866 895 29 3.4%
L Recurring profit margin 2.8% 2.9% +0.1pt -
Net income

attributable to owners 536 495 -41 -1.7%
of the parent

L Net income margin 1.8% 1.6% -0.2pt -
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H1 Results Overview 2: Strong performance in both same-store sales and new store openings at
the 100-yen shop business

B Sales in the 100-yen shop business increased 3% YoY to 29.2 billion yen. Growth accelerated after Q2,
compared with the 2.3% YoY increase recorded in Q1. As prices in Japan continue to rise, the structural trend of
growing consumer demand for savings-oriented shopping continues to support demand for 100-yen shops. In
addition, during H1, character-themed sticker products known in the market as “Bonbon Drop Stickers” became
a major trend. This boom also spilled over to the Company’s sticker products and contributed significantly to
sales, with January existing-store monthly sales reaching 104.7% YoY. For H1 as a whole, same-store sales
reached 102.1% YoY, substantially exceeding the Company’s initial full-year forecast of 100.7% and
representing a major positive surprise during the period. Customer traffic rose 101.2% YoY, while average
spending per customer increased 101.1% YoY, indicating that customer numbers also continued to grow
steadily. This suggests solid performance that is not solely dependent on non-100-yen products, which are a key
contributor to profitability (all figures are based on tenant-format stores).

In addition, reports of rising crude oil prices stemming from the recent conflict between the U.S. and Iran have
triggered last-minute demand at 100-yen shops, further supporting sales growth.

B Regarding store openings and closures, the Company opened 83 stores during H1, representing 62.4%
progress toward the full-year plan, while store closures totaled 51, representing 56.0% progress. As a result, the
number of net new stores increased by 32. Although the Company’s initial plan for the fiscal year assumed a
heavier weighting of store openings in H2, with only 4 net new stores expected in H1, actual openings
significantly exceeded expectations due to heightened consumer cost-consciousness and increased demand for
miscellaneous goods sales at parent stores hosting consignment-format locations. There was no major change
in the composition of openings, with consignment-format stores continuing to account for the vast majority
(approximately 86%) of new openings.

B Non-100-yen products accounted for 24.6% of total sales on a cumulative H1 basis, up approximately 2.2
percentage points from 22.4% in the previous corresponding period. These products continue to contribute
significantly to margin improvement. According to the Company, sales of non-100-yen products tend to peak
during the summer season — corresponding to the Company’s Q4 — due to strong demand for heat-related
seasonal products. As a result, the sales mix ratio of non-100-yen products generally increases toward Q4
(June—August). The Company expects the ratio to rise by a further approximately 2 percentage points from the
H1 level of 24.6% by the end of the fiscal year. If the ratio reaches around 27% as projected, this could lead to
further profitability improvement during the current fiscal year.

Trends in Same-store Sales
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H1 Results Overview 3 — Focus on new store formats and online shop initiatives

B One notable initiative in the 100-yen shop business this fiscal year has been the Company’s expansion into
even smaller-scale locations than before, such as areas near train stations and shopping streets, with store
sizes of approximately 30 tsubo (around 100 square meters) (see figure below). By opening stores in densely
populated micro-locations such as areas surrounding train stations, the Company aims to capture consumer
demand by offering greater convenience, allowing customers to purchase products while commuting or
shopping nearby. This format remains a relatively underpenetrated area among competitors, and if successful,
could become a source of differentiation going forward. At present, customer response following these openings
appears to have been favorable.

B In addition, the Company expanded its in-store pickup service for products purchased through its online shop
beyond tenant-format stores to include consignment-format stores as well. This has further strengthened the
Company’s omnichannel sales structure by integrating online and offline retail operations. According to the
Company, 70%—-80% of customers using the in-store pickup service also purchase additional items in stores,
suggesting that e-commerce is beginning to function as a driver of customer traffic to physical stores.
Customers are also able to pick up online purchases at the smaller station-front stores mentioned above, further
enhancing store convenience.

B Sales in the other domestic businesses segment declined 1.1% YoY to 1.67 billion yen. At Buona Vita, same-
store sales remained solid at 100.1% YoY. However, while the Company had initially planned to open 5 stores
during the fiscal year, no new stores had been opened as of the end of H1, negatively impacting segment
earnings. According to management’s explanation at the earnings briefing, store openings are still planned for
H2, although achieving the initial target of 5 stores may prove difficult. While the financial impact is not large, the
situation warrants monitoring.

B At the discount shop “Real,” heightened consumer cost-consciousness had a positive impact similar to that seen
in the 100-yen shop business, resulting in solid performance. The Company also opened a new store in
Higashihiroshima City in April.

B In the overseas business, sales declined 13.6% YoY to 330 million yen. Following Q1, the Company continued
shifting toward a store portfolio centered on wholesale operations, and completed the withdrawal of all stores in
Thailand during H1. In connection with the restructuring of operations in Thailand, the Company recorded an
equity-method investment loss of 31 million yen under non-operating expenses.

Enhancing convenience at
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H1 Results Overview 4 — Building a leaner earnings structure through cost control

B Gross profit margin remained at a high level of 38.8% both on a cumulative H1 basis and in Q2 alone,
unchanged from the previous corresponding period. Not only has the sales mix of non-100-yen products
increased, but the Company has also continued improving cost control for 100-yen products, suggesting that a
gross profit margin approaching 39% is becoming increasingly sustainable.

B One challenge associated with non-100-yen products has been inventory stagnation and inventory valuation
losses. In the previous fiscal year, inventory disposals weighed on earnings. However, during H1 of the current
fiscal year, the Company maintained its current profit level despite carrying out inventory disposals similar to the
previous year, as well as inventory write-downs related to sluggish overseas sales operations in Peru. As such,
excluding inventory-related losses, the Company’s underlying earnings level appears to have improved another
step beyond previous levels. Although risks associated with rising raw material prices remain, further
optimization of inventory management through accumulated know-how from the automated ordering system
could eventually allow gross profit margin to consistently exceed 39%.

B Improvement was also seen in SG&A expenses and overall cost management. SG&A expenses for H1
increased 2.7% YoY to 11.2 billion yen. However, the SG&A ratio remained unchanged from the previous
corresponding period at 36.0% of sales, indicating that cost controls are functioning effectively. As noted above,
higher gross profit has created additional room for investment, leading to accelerated store renovations and
increased advertising and promotional spending aimed at improving brand recognition. In addition, labor-saving
initiatives such as the rollout of self-checkout systems and enhancements to the automated ordering system
have helped contain increases in personnel expenses to a manageable level, which deserves attention. Self-
checkout systems have already been introduced at approximately 70% of all tenant-format stores, and further
expansion going forward is likely to contribute to additional cost reductions.

B As a result of higher gross profit and appropriate control of SG&A expenses, operating profit increased 4.6%
YoY to 850 million yen. Supported by stronger-than-expected same-store sales, operating profit also exceeded
the Company’s initial forecast by 14.4%.
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Progress Against Full-year Forecast — Solid progress, but forecast left unchanged due to
uncertain external environment

B As of H1, progress toward the full-year forecast stood at 49.6% for sales and 57.2% for operating profit. Profit
performance in particular has remained strong, although the Company has made no revisions to its full-year
forecast. Management expects the macro trend of rising demand for 100-yen shops amid inflation, as well as
ample room for further store openings, to continue going forward. However, the Company has maintained its
forecast unchanged due to uncertainties in the external environment, including the current situation
surrounding Iran.

B At present, there are concerns that rising crude oil prices resulting from the Iran conflict could place cost
pressure on the 100-yen shop industry. On this point, management provided additional commentary at the
recent earnings briefing. According to the Company, “While rising raw material prices certainly represent a
major uncertainty factor for earnings from next fiscal year onward, for the current fiscal year most
merchandise procurement through around summer has already been completed. Therefore, unless the
situation deteriorates significantly from here, we do not expect a major impact.”

B Consumers also appear highly conscious of this issue. Regarding the very strong same-store sales growth of
107% YoY recorded in March, management explained that “this also reflects last-minute demand from
consumers preparing for potential rises in crude oil prices.” The momentum has reportedly continued into
April as well. Therefore, although some recoil from temporary rush demand may emerge, unless there is a
major change in the situation surrounding Iran, the current environment could “for this fiscal year only”
potentially act as a positive factor for earnings rather than a negative one.

Dividend policy

B There have been no changes to the dividend policy from the plan announced at the beginning of the fiscal
year. The Company forecasts an annual dividend of 20 yen per share for the current fiscal year. The
Company plans to pay an interim dividend of 7.5 yen for H1.

Stock Price Performance

B The Company’s stock price as of April 23 stood at 600 yen, with a forecast PER of 8.8x, PBR of 0.59x, and
ROE of 6.8%. Concerns across the industry regarding the recent depreciation of the yen and developments
surrounding Iran have continued to weigh on the sector, and the Company’s share price has remained in an
adjustment phase, declining further from the 650-yen level seen around the previous Q1 results
announcement. Among peers also undergoing share price adjustments, Seria is currently trading at
approximately 18x forecast PER, 2.4x PBR, and 10.7% ROE, while Can Do — although at an unusually high
valuation level — trades at 112x forecast PER, 4.8x PBR, and 4.3% ROE.

B The Company currently trades below 1.0x PBR, although the path toward achieving an ROE level of around
8%—10%, which is likely key to resolving the sub-1.0x PBR valuation, appears to be becoming increasingly
clear. An increasingly lean and resilient earnings structure capable of generating higher value than before is
gradually taking shape through a combination of factors, including a higher sales mix of non-100-yen
products (24.6%), monthly profitability in the e-commerce business, and cost control measures such as the
rollout of self-checkout systems (now introduced at more than 70% of stores), which are helping contain labor
and other operating costs.

If this structural transformation ultimately leads to upside in full-year earnings, the Company may be able to
achieve healthier share price formation accompanied by further improvement in ROE.

*Source: The Company’s materials on financial Copyright © IRSTREET. All Rights Reserved
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Latest Press Releases

Major press releases disclosed by the Company around Q2 FY8/26.
(Click on the image below to check the news on IRSTREET.)

05,/08/2026 Motice Regarding April 2026 Monthly YoY Change in Sales and Number of Shops

04,/15/2026 Operating Results for the First Half of the Fiscal Year Ending August 2026

04/15/2026 Analyst Meeting (for FY 8/2026 2nd Quarter)

04/10/2026 Consclidated Financial Results for the Six Months Ended February 28, 2026 (Under Japanese GAAP)
04/06/2026 Motice Regarding March 2026 Monthly YoY Change in Sales and Number of Shops

03/05/2026 Motice Regarding February 2026 Monthly Yo Change in Sales and Mumber of Shops

02/06,2026 Motice Regarding January 2026 Monthly YoY Change in Sales and Number of Shops
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IR STREET (Finantec Co., Ltd.)

This report was prepared solely for the purpose of providing information that is useful for reaching investment
decisions. It is not a solicitation or other inducement regarding securities transactions or any other activities.
Under all circumstances, any final investment decisions should be made at the sole discretion and
responsibility of the investor, and the publisher of this report shall bear no liability whatsoever. The
information contained in this report is current as of the time of preparation and is subject to change without
notice. All copyrights to this report belong to the publisher. Unauthorized reproduction, sale, use, disclosure,
or distribution of this report is strictly prohibited by law.

As of the date of publication of this report, Finantech Co., Ltd. provides IR support services to the Company.
If you have any Inquiries for this report, please contact by following address.
Inquiry E-mail: info@irstreet.com
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