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The consolidated business performance for the second quarter of the fiscal year ending
March 31, 2019 resulted in an increase in sales and a decrease in profit (an increase in
operating income) year on year, and a decrease in sales and an increase in profit
compared to the forecasts.
Slide No. 4 shows the factors behind the year-on-year changes.
Net sales amounted to 12,179 million yen, an increase of 4.1%. Domestic Sales
accounted for 6,679 million yen, a decrease of 1.4%, and overseas sales accounted for
5,500 million yen, an increase of 11.6%.
In the domestic dental business, the “BEAUTIFUL Flow Plus X,” a dental filing
composite resin, which was introduced to the market during the previous fiscal year, and
new CAD/CAM-related products, etc. contributed to sales. However, due to a decrease in
sales of all product lines resulting from the intensified competition in the market, sales
decreased by 2.5%.
In the domestic nail care business, with sales driven by our existing flagship brands of
LED gel “Presto” and “by Nail Labo” gel nail system for general consumers, the new
“ageha” brand which was introduced to the market during the previous fiscal year and
other gel nail products, sales increased by 7.4%.
In the overseas dental business, due to successful implementation of the active sales
expansion strategy, strong sales in all regions and the positive foreign exchange effect of
68 million yen, sales increased by 14.4%.
In the overseas nail care business, although sales remained robust in America, due to a
sharp decrease in sales in Taiwan where competitors are taking increasingly aggressive
actions, sales decreased by 13.2%.
Concerning profits, owing to the effect of an increase in sales and an improvement in
the cost of sales ratio, operating income increased by 5.7％, despite an increase in
selling, general and administrative expenses resulting from active investment in R&D and
sales promotion activities.
However, as the positive impact of exchange rates diminished compared to the previous
period, both ordinary income and net income decreased by 8.3% and 14.1%, respectively.
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Slide No. 5 shows major items of profit and loss in comparison to the previous period and
the forecasts.
In this slide, we explain the comparison to the forecasts.
Net sales decreased by 370 million yen or 3.0% from the forecasts.
Concerning domestic sales, sales in the dental business decreased by 418 million yen
due to sluggish sales of all product lines, resulting from the intensified competition in the
market. While sales in the nail care business increased compared to the previous period,
they decreased by 78 million yen in comparison to the forecasts. As a result, domestic
sales overall decreased by 500 million yen or 7.0%.
As for overseas sales, although sales in the nail care business decreased, sales in the
dental business exceeded the forecasts in all regions excluding Europe. Due to a positive
foreign exchange effect of 91 million yen in addition to the favorable sales in dental
business, overseas sales increased by 130 million yen or 2.4%.
Concerning profits, although net sales decreased, operating income, ordinary income
and net income increased by 145 million yen or 22.8%, 192 million yen or 32.6% and 199
million yen or 57.6%, respectively, due to an improvement in the cost of sales ratio and a
decrease in selling, general and administrative expenses.
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Slide No. 6 shows net sales by product category in comparison to the previous period.
Of 478 million yen increase in sales, sales in the dental business increased by 487
million yen, and sales in the nail care business decreased by 12 million yen.
In the domestic dental business, sales decreased by 149 million yen due to generally
sluggish sales of our flagship product lines such as equipment and others, artificial teeth
and chemical products resulting from the intensified competition in the market, despite
sales contribution from the new products.
In the overseas dental business, sales increased by 637 million yen due to the positive
foreign exchange effect of 68 million yen in addition to strong sales of each region’s
flagship products lines such as chemical products, artificial teeth, which exceeded the
results for the previous period.
In the domestic nail care business, with sales driven by each brand of gel nail products,
sales increased by 53 million yen.
In the overseas nail care business, although sales continued to remain robust in
America, sales decreased by 65 million yen due to a sharp decrease in sales in Taiwan
where competitors are taking increasingly aggressive actions.
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Slide No. 9 shows the status of overseas net sales by region in comparison to the
previous period.
In North America and Latin America, despite a negative foreign exchange effect, sales
increased by 85 million yen or 6.3% due to strong sales of our flagship chemical
products, abrasives and nail care business.
In Europe, sales increased by 130 million yen or 6.7% due to a positive foreign
exchange effect in addition to robust sales of our flagship product lines, mainly chemical
products and cement products.
In Asia and Oceania, sales overall increased by 356 million yen or 21.9%.
Of these, sales in China increased by 280 million yen or 35.2% due to a positive
exchange effect in addition to strong sales of almost all product lines, mainly our
flagship artificial teeth.
Sales in other Asian markets also increased by 76 million yen or 9.1% due to strong
sales of all product lines, mainly our flagship artificial teeth, despite a drop in sales in the
nail care business and a negative foreign exchange effect.
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Slide No. 10 shows net sales and operating income by segment in comparison to the
previous period and the forecasts.
Net sales are as described before. Operating income increased by 42 million yen year
on year, and increased by 145 million yen from the forecasts.
A year-on-year increase in operating income is due mainly to an increase in sales in the
dental business and an improvement in the cost of sales ratio. An increase in operating
income in comparison to the forecasts is due mainly to an improvement in the cost of
sales ratio in the dental business and a decrease in selling, general and administrative
expenses.
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Slide No. 11 shows the contributors to change in operating income in comparison to the
previous period.
Operating income increased by 42 million yen or 5.7%.
This is mainly due to an increase in net sales and an improvement in the cost of sales
ratio, which were led by active investment in R&D and sales promotion activities, although
these activities pushed up selling, general and administrative expenses.
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Slide No. 12 shows major balance sheet accounts in comparison to the end of the
previous fiscal year.
Total assets increased by 42 million yen to 30,933 million yen.
Total net assets increased by 419 million yen to 24,576 million yen. As a result, the
shareholders’ equity ratio rose 1.3 points, to 79.1%, from the end of the previous period.
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Slide No. 15 shows the business forecast for the fiscal year ending March 2019,
compared to the previous period.
Concerning the full-year forecasts, we have made no revision to the forecast figures
announced on May 10, 2018.
We anticipate net sales to increase 7.1% year on year, to 25,725 million yen.
Broken down, domestic net sales will be 14,453 million yen, an increase of 5.9%, and
overseas net sales will be 11,271 million yen, an increase of 8.6%.
In our domestic dental business, we will develop activities to provide information to dental
professionals and promote sales activities focused on flagship areas.
In our domestic nail care business, we will strive to further promote sales of ageha, a
new brand that we launched in the previous period, and gel nail products such as L•E•D
Gel Presto.
In the overseas dental business, we will continue expansion of our sales network,
strengthen partnerships with other companies, and accelerate business development
overseas.
In our overseas nail care business, we will continue to strengthen sales activities,
especially in the American and Taiwanese markets.
In terms of income, although we will step up investment for future growth, including
personnel costs, and although selling, general and administrative expenses will increase
due to proactive investment in sales activities, the effect of higher sales plus
improvement in the cost of sales ratio is expected to cause operating income to increase
by 16.0%.
Also, we expect ordinary income to increase by no more than 4.2% due to the absence
of the effect of foreign exchange profit, which occurred in the previous period. In addition,
with the absence of effect of impairment loss of goodwill related to Merz Dental GmbH,
which also occurred in the previous period, we project net income to increase by 26.4%.
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Slide No. 17 shows sales by product category compared to the fiscal year ended March
2018.
Overall, we forecast sales to increase by 1,694 million yen. Of this, we expect 1,353
million yen to be in the dental business and 321 million yen to be in the nail care
business.
In both the domestic and overseas dental business, we will aim to expand sales,
focusing on equipment, including digital cameras for dentistry and CAD/CAM-related
products, as well as our flagship chemical products and artificial teeth.
In the nail care business, we anticipate sales to increase both in the domestic and
overseas markets.
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Slide No. 21 shows contributors to the change in operating income compared to the fiscal
year ended March 2018.
Although selling, general and administrative expenses will increase greatly due to
increases in personnel costs, advertising expenditures, R&D expenses and others, we
forecast the upside factors of an increase in sales and improvement in the cost of sales
ratio to increase operating income by 240 million yen.
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Slide No. 22 shows the anticipated impact of foreign exchange fluctuations of major
currencies such as the US dollar and euro in the fiscal year ending March 2019.
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Slide No. 23 shows trends for the sales ratio of new products.
Shofu defines new products as products launched within the past three years. Our aim
is for the sales ratio of new products to be 15% of total sales.
We attach importance to the expansion of new product sales as an indicator of the
company’s collective strength, including R&D capabilities and sales ability.
After the sales ratio of new products had exceeded the target of 15% for three years
since the fiscal year ended March 2014, it fell short of the target in the fiscal year ended
March 31, 2017 and the fiscal year ended March 31, 2018. However, it recovered and
nearly reached 15% during the second quarter of the fiscal year ending March 31, 2019.
In the fiscal year ending March 2019, we expect to reach 18.1% thanks to the
contribution to sales throughout the year of new products launched in the previous
period, plus the effect of new products launched in the current fiscal year.
Going forward, we will strive to maintain a ratio of 15% or higher by increasing sales of
new products, especially new products developed in-house.
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Slide No. 24 shows trends for gross profit margin rates.
We will pursue a higher profit margin from volume effects and by reducing costs
through production relocation.
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Slide No. 25 shows trends for overseas sales and overseas sales ratios.
Overseas sales have increased every year since the fiscal year ended March 2010.
Going forward, we will continue to shift the allocation of management resources to
overseas markets to a large extent with the aim of further expanding overseas sales.
This graph emphasizes the dental business overseas sales ratio, shown in orange.
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Slide No. 27 shows business environment awareness in the domestic and overseas
markets.
Considering the domestic market first, the present situation for dentistry is that even
though the elderly population is increasing, this does not necessarily translate into
increases in medical charges.
Looking ahead, rising awareness of oral health is expected to foster the spread of the
aesthetic, preventive, and oral health fields and to increase demand related to
periodontal disease. With the decrease in population and the occurrence of cavities,
however, even if the domestic dental market were to maintain a certain market scale,
significant growth is unlikely.
Overseas, however, there is a market that is currently around 13 times the size of the
domestic market. In addition to this, when considering the economic growth and rising
living standards in regions worldwide, including developing nations, demand for dental
care is anticipated to increase dramatically.
Even accounting for the differences in price level, Shofu believes that in 10 years, the
global dental market could grow to 20 times or more the size of the Japanese dental
market.
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Slide No. 28 shows the vision for our company to pursue over the medium- to long-term.
Since its establishment, Shofu has pursued its business as a comprehensive
manufacturer of dental materials and equipment in line with its Corporate Philosophy of
“Contribution to dentistry through innovative business activities.” However, with an
overseas market at least 13 times the size of the domestic Japanese market, Shofu’s
contribution and presence to date has been insufficient.
There are a variety of opinions on how to define “contribution” and “presence.” Shofu
takes net sales as the barometer of “contribution” and considers “presence” as being
among the top 10 in the world.
Accordingly, while maintaining and expanding our business base in Japan, we will
strive to expand our overseas business by dramatically shifting the allocation of
management resources to overseas markets. By so doing, we aim to achieve group net
sales of 50 billion yen and operating income of 7.5 billion yen and to raise our
contribution to and presence in dentistry worldwide.
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Based on that view, we formulated the Third Medium-term Management Plan, which
covers the period up through the fiscal year ending March 2021. Slide No. 29 shows an
overview of the plan.
In the fiscal year ending March 2021, the last year of the plan, our main goals are to
achieve Group net sales of 29.2 billion yen, an operating profit margin of 8.0%, and an
ROE of 6%.
Toward the achievement of these goals, we will principally focus on carrying out our
key issues with greater speed over the next three years. As I just mentioned, we intend
to actively make use of M&As and cooperation with outside organizations to increase
speed.
I will now explain the specific efforts that we will make with respect to each issue.

29

Slide No. 30 shows priority efforts related to research and development.
Shofu aims to pursue global growth as an R&D-driven company. Going forward, we will
continue to develop products with a worldwide vision.
In addition to that, from here on we will also develop new products that match local
demands, targeting the middle-class and high-volume segments.
Furthermore, as well as opening up new business fields related to CAD/CAM, we have
also begun selling implants developed in-house and produced in Japan.
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Slide No. 31 shows priority efforts related to production.
With respect to production, we will relocate production bases by effectively utilizing
existing domestic factories and expanding overseas production in an effort to enhance
price competitiveness through increased production volume and cost reductions.
Specifically, at our domestic manufacturing subsidiaries, we will transition away from
production at the Shofu headquarters through technology transfers and facilities
enlargement as well as construction of new factories.
Overseas, meanwhile, since the acquisition of the German artificial teeth manufacturer
Merz Dental has given us a relatively large production base in Europe, we will increase
its utilization while also considering the establishment of production bases in other
regions.
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Slide No. 33 shows priority efforts related to sales.
The most important challenge both in the domestic and overseas markets, is the need
to establish a system for Shofu’s products to earn firm recognition among the dental
professionals who are our end customers.
Specific efforts overseas include the establishment of a local subsidiary in Singapore
and the establishment of bases in Mexico, Italy, and Taiwan in order to strengthen sales
activities in each of those regions. We will also increase utilization of Merz Dental’s sales
network.
Furthermore, last year we established sales companies in Brazil and India. Going
forward, we will gradually develop and enhance our sales network in key countries and
regions.
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Slide No. 37 shows the MiCD Project, through which we are pushing sales activities hard
in and outside Japan.
MiCD stands for Minimally Invasive Cosmetic Dentistry, and refers to cosmetic dental
treatment focused on patients’ emotional, health, and aesthetic requests “to have a more
beautiful smile with the least drilling possible.”
Shofu doesn’t just support the spread of the MiCD concept; by applying its own
technology, it will also strive to “increase sales of filling and restorative dental materials,”
“achieve differentiation and superiority by making a wide range of product lines
compatible with the MiCD concept,” and “enhance its image as a company that
promotes state-of-the-art dentistry”
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Slide No. 38 shows our basic policy and priority efforts related to the nail care business.
Price competition is becoming increasingly intense in today’s business environment
compared to when we entered the nail care business in earnest in 2008. While the
business has not reached the scale we had initially imagined, we have built an integrated
system for working on everything from product development to manufacturing and sales,
and we are striving to stabilize our management base and streamline operations.
Moreover, in addition to offering products to professional manicurists, we are developing
products for general consumers, and have established a joint venture in Taiwan, launched
a collaboration with a noted manicurist, and are making other efforts to develop the
market from both the product development and sales angles.
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Slide No. 39 shows principle targets under the Medium-term Management Plan for fiscal
year 2018 – 2020.
We expect to continue posting record net sales from the fiscal year ending March 2019
forward and anticipate record income performance from the fiscal year ending 2020
onward.
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Slide No. 42 shows our dividend policy.
Our basic dividend policy is to maintain a dividend payout ratio of at least 30% on a
consolidated basis with a lower limit of 18 yen per share.
In the current fiscal year ending March 2019, with an increase in profitability, we are
planning to go above the past 18-yen-per-share dividend and issue an ordinary dividend
of 21 yen per share.
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