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Presentation 

 

MC: Now that we are on time, we will begin the financial results briefing for LIXIL Corporation for Q3 of the 
fiscal year ending March 2026. This briefing is being conducted via live internet streaming. Please refer to the 
presentation materials posted on the Company's website and in the Investor Relations section of the 
Company's website. 

Let me begin by introducing today's presenters. Mr. Kinya Seto, Director, Representative Executive Officer, 
President and CEO. 

Seto: Thank you for your time. 

MC: Next, Ms. Mariko Fujita, Executive Vice President, CFO. 

Fujita: Thank you very much. 

MC: Next, Next, Ms. Aya Kawai, Senior Vice President, Leader, Investor Relations Office. 

Kawai: Thank you. 

MC: My name is Setoguchi, IR Office, and I will be chairing today's session. Thank you very much. 

I will then explain today's proceedings. First, CFO Fujita will give an overview of the financial results. After that, 
CEO Seto will explain the revenue structure of LIXIL. There will be time for questions and answers afterwards. 
The event is scheduled to end at 3:45 PM. 

Now CFO Fujita will give an overview of the financial results. Fujita-san, please go ahead. 

Fujita: Hello everyone. I am Fujita. I will give an overview of the financial results. 
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This will be a summary of Q3 of the fiscal year ending March 2026. 

The core earnings is JPY36.5 billion, which means that EBITDA is JPY98.4 billion. In Japan, both LWTJ and Living 
achieved increases in both revenue and income. Although demand for new construction was sluggish, sales 
and profits increased due to strong sales of remodeling products. As for LHT, both sales and profits were on a 
par with the previous year. Sales of products covered by subsidies increased and contributed to the growth. 

Overseas, Europe, the Middle East, and India performed well. In the US and China, the housing economy 
continues to be weak, but this has been offset. 

As for other items, foreign exchange losses were recorded, resulting in a YoY increase in financial expenses. 
In addition, as in Q2, tax expenses decreased due to a change in German corporate income tax. 
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This is followed by the outlook for the fiscal year ending March 2027, the next fiscal year. 

The business environment. Overall, commodity price increases, exchange rates, and policies have changed 
from our initial outlook. In particular, commodity prices have been growing significantly, with some parts of 
the market advancing rapidly in January. There is also a trend toward higher prices. 

In Japan, new construction starts are expected to remain sluggish, but subsidies for window renovation and 
repair are set to continue. 

Also, in Europe, when we formulated our medium-term roadmap, we believed that the housing market would 
begin to recover from FYE 2027. This appears to be lagging behind. 

We expect IMEA to be in good shape and China to continue to be sluggish. 
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Next, I would like to talk about the highlights of the financial results. 

Although there was a slight decrease in revenue, there was an increase in income. Revenue was JPY1,138.5 
billion. The situation is such that both core earnings, EBITDA, and profit are improving. 
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The next section details the consolidated financial results. 

I would like to explain that the gross profit margin improved by 1.3 percentage points from the previous year, 
and as a result, the core earnings margin improved by 0.5% as well. 
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This is a summary of business results by segment. 

LWT is performing well, with particularly strong contributions from improved sales in the highly profitable 
markets of Europe and the Middle East. LHT improved and was able to maintain the previous year's level 
thanks to price revisions and remodeling sales. Sales of Living for remodeling have remained strong. 
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Next is the consolidated financial position. 

In particular, assets in Europe have been affected by foreign currency translation, resulting in an increase in 
total assets. The equity ratio was 34.4%. 
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Finally, the cash flow situation and cash balances. 

Sales bonds and inventories have increased. As a result, operating cash flow decreased from the previous year. 
However, we have been able to maintain positive free cash flow. 

This concludes my report to you. Thank you very much. 

MC: Fujita san, thank you. Now, CEO Seto will explain the earnings structure of LIXIL. Seto san, please proceed. 

Seto: Yes. I have always talked about this topic a little bit with investors and institutional investors, so I have 
taken this opportunity to summarize it for you this time. 
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To be more specific, then, please turn to page one. 

Compared to EBITDA, core earnings and final profit are low. In practice, however, this is a very large 
depreciation. In other words, the amortization of investments that have already been made and cash used in 
the past is a large part of the business, resulting in very small core earnings but large cash flow. 
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Also, profit before tax and income tax expenses have come very close to each other, which is partly due to tax 
management issues, but also because there is plenty of cash left over when you actually look at that as the 
portion that is being paid. We believe that this very low net profit does not necessarily reflect what it should 
be. 

As a result, please return to the first page. In our case, I think there are areas where things like PER/PBR/ROA 
and EBITDA multiples are not well coordinated and explained. The PER is very high, such as 65 times, as a 
result of the fact that the net profit still looks very low. The PBR is 0.8x, but in reality, the PBR is low as a result 
of the fact that many of these properties have poor utilization rates but are generating cash. In terms of 
ROA/ROE, as I mentioned earlier, a major problem is that after-tax profits are extremely undervalued 
compared to cash. 

As a result of this, when we try to improve these figures, we will simply improve our business, which will be 
reflected in further growth of EBITDA. 

On the other hand, we are now working to improve asset efficiency and narrow the gap between EBITDA and 
core earnings by optimizing and reorganizing assets that are inefficient but do not generate much cash. Then, 
with regard to the tax burden ratio, we will also appropriate it by strengthening tax management. We still 
hope to clean up this area over the next year or two so that we can make reforms that will not simply improve 
EBITDA, but also improve core earnings and net profit. 

In fact, I think we can be quite confident in our EBITDA as our earning power. 

Our organic numbers are not at a bad level. In order to make the earning power of our core business more 
visible to everyone, we would like to equalize our core earnings and after-tax profit, as I mentioned earlier. 
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Last but not least, as far as the EBITDA is concerned, as we always say, we already have too many assets, so 
capital expenditures can be kept low. On the other hand, investments in soft goods, such as branding, 
intellectual property, and R&D, are basically an expense. In that sense, we understand that although it directly 
pushes down the profit margin, ultimately we are not investing in the hard stuff, but in the soft stuff, which 
results in a large cash generation in the end. 

For those of you who are familiar with the above, it may be obvious, but just to be sure, I would like to explain 
again. 
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Question & Answer 

 

MC [M]: This will now be the time for questions and answers. Now I would like to take questions from the 
participants. In order to encourage more people to ask questions, we regret to inform you that each question 
will be limited to two, one-question, one-answer format. If you have additional questions, please raise your 
hand again. 

Now, Mr. Fukushima of Nomura Securities, please ask your question. 

Fukushima [Q]: Thank you for your explanation today. I would like to ask two things. 

One thing I would like to discuss is the future pricing strategy for Japan. As you mentioned at the beginning of 
this presentation, the prices of commodities have been rising. On the other hand, in terms of the competitive 
environment, with YKK acquiring a subsidiary of Panasonic, I wonder if you are in a situation where a large 
company will be formed to compete with your company again. In such a situation, how do you make the price 
and how do you make it profitable? This is my first question. 

 

Seto [A]: As you say, my biggest concern right now is that the prices of aluminum and copper rose very 
suddenly in January. As you may know, the main reason for this is not that demand has increased, but that 
supply has become difficult. As for aluminum, Mozal, in particular, decided to go into maintenance for one 
year last year because the cost of electricity had gone up too much and it was no longer feasible. Then, Century 
was suspended due to operational problems, and they also took a break for a while because of the high cost 
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of electricity as well. That and the fact that Rio Tinto is also a bit hesitant there. The supply on the aluminum 
side for Europe has dropped very low, which has resulted in higher prices and premiums. 

Actually, I think there is no doubt that Japanese demand itself is very resilient. In such a situation, when we 
have raised prices up to this point, can we immediately respond in April? In fact, the response in April is based 
on the assumption that prices were raised up to last year, probably including those of other companies, so I 
think the question is whether we can do it again from this point on. 

As you say, we have to be strategic about this, taking into consideration the competition. One advantageous 
condition for us is that we have a certain degree of time lag in responding to sudden changes, since our scrap 
usage ratio has reached 80%. 

Another thing is that YKK and Panasonic have gotten together, which means there is no increase in 
competitors. The number of competitors for each product is the same, so we do not expect any particular 
change there. 

Lastly, I understand that when competing companies such as YKK and Sankyo Tateyama did not follow our 
recent price increases and increased their market share, they became less profitable, if not more profitable. 
In light of this, I think it is unlikely that they will adopt a strategy of lowering prices to capture market share, 
given the current business conditions of each company. 

Fukushima [Q]: I understand that you may not be able to respond from April, but considering the ratio of your 
company's usage of scrap, it does not mean that profitability will deteriorate immediately, and you are willing 
to raise prices with a reasonable time frame. 

Seto [A]: Yes. I think it will get worse. However, we believe that we can avoid some extremes and then have 
time to make another move. 

Fukushima [Q]: I understand very well. Second, I would like to ask you to talk again about your business in 
the US. 

The current financial results also show an operating loss in American Standard. As you have said in the past, 
the bathtub business will be sold, and the production outsourced will cease this fiscal year to improve the 
situation. In terms of sanitaryware, you mentioned last time that you would like to improve profitability by 
raising prices. What is the progress of this now, and what are the results that will lead to the next fiscal year? 
I would like to know if you could tell us what the situation is like for the US business, turning from the red to 
the black. 

Seto [A]: As for the price increase itself, or rather the price increase, which includes changing to a better mix, 
it is being accepted by placing it on the main price range. Therefore, we believe that profitability will improve, 
but we are concerned that the environment is even worse than that. 

In terms of environmental degradation, the distribution of used housing has decreased by about 30% 
compared to the past three years, not only in terms of ceramic affordability, which I have been talking about 
recently. The number of new construction starts is also at a point where it cannot increase due to affordability 
issues. There was talk that Mr. Trump would make a big announcement in January, but given that so far he 
has not been able to do much more than restrict major investors, I do not think that the demand situation in 
the US will improve easily unless some major measures are taken for the mid-term elections.  

We are confident that we will be able to do well in the next fiscal year because we are taking additional 
measures to streamline our operations to the extent that the market environment is slower than we had 



 
 

 

Support 
Japan 050.5212.7790      

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
16 

 

anticipated. As you said, until the current fiscal year, we will undoubtedly continue to suffer from the deficit 
in the bathtub business, but I believe we will be able to improve on that from the next fiscal year onward. 

Fukushima [Q]: In terms of your company's relationship with the Chinese and other Asian companies that you 
said are competing with you in sales in the US, if they are not selling in the US due to tariffs, does that mean 
your company's market share is now increasing? 

Seto [A]: Yes, it has been up since November. Until about October, we had inventory of goods that had come 
in by March, in essence, inventory before the tariff increase, so it had not risen, but since November, our 
market share has risen. On the other hand, the market share is up but demand is down. If you are asking if we 
are selling a lot of products, it is not that situation. 

MC [M]: Mr. Fukushima, thank you very much. 

Now then, Mr. Miki from Citigroup Global Markets, please ask your question. 

Miki [Q]: Two questions from me. 

The first question is, you mentioned earlier about liquidating assets that are not generating cash. What kind 
of assets do you have in mind? For example, in terms of domestic structural reforms, I think you probably did 
a big one in 2019 or so, and then came to overseas, but during that time, the business environment has 
changed considerably due to inflation and rising interest rates. Is there a possibility of major domestic 
structural reforms over the next year or two? 

Seto [A]: Now, if we go with the most recent announcement, we are going to stop the exterior business. We 
have announced that we will shut down our exterior business subsidiary and incorporate it into LIXIL in Japan. 
The answer to your question is a very sensitive one, and as a general rule, we are unable to discuss anything 
that we have not already published. 

As I mentioned earlier, we are firmly committed to the direction of eliminating businesses with extremely low 
asset efficiency, both in Japan and overseas. On the other hand, even if the business is in the red in terms of 
core earnings, it has already been bought and cash payments have already been made, while cash distribution 
has already taken place, because as far as the business is concerned, it will not be sold unless a buyer appears. 
I would appreciate your understanding that it is difficult to answer further questions about this. 

Miki [Q]:This is my second point. I would appreciate it if you could explain why you did not revise the earnings 
forecast this time. 

Looking at the progress of core earnings and net profit, I think they are quite strong against the full-year plan, 
but what was the reason for not revising them? We would like to know the strength and weakness of each 
segment, and if there is any strength or weakness relative to the initial plan. 

In particular, I think you are looking at a consolidated adjustment deficit of JPY45.5 billion for the full year, 
but the cumulative total for Q3 is JPY29.6 billion, so progress is slow. I would like to know if it is a buffer to 
some extent or if there will be a large expense in Q4. 

Seto [A]: First of all, it is obvious that we cannot talk about what we have not announced. Basically, we believe 
that there is a considerable increase in uncertainty regarding the January-March period. One of our biggest 
concerns is that we need to determine whether the fact that commodity prices have risen so much in January 
will have any impact in the short term. 
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Also, the Japanese subsidies will be released this time, but the details have not been announced yet. So, there 
is no activity yet regarding that. 

Also, not only commodity prices, but also the demand for new construction in Europe and the US, where the 
world is currently in a state of flux, is like waiting for the next policy. To be honest, we are not so sure about 
the Q4 figures. 

On the other hand, as related to what I mentioned earlier, we need to take various measures. In conclusion, 
you don't announce what you don't know. If the numbers are good as they are now, I think we have done 
better than we thought we would as well. We think that this Q4 may be the quarter that we really need to 
pay attention to. 

I will repeat this again, but commodity prices, the global situation, and the number of new construction starts 
in Japan, which was expected to drop approximately 2% this year, has dropped 13.7% between April and 
November. I think this is the effect of Special provision for Category 4 buildings, but then, if there is a problem 
with the current delay in MLIT permits and approvals, for example, will there be a demand for pent-up 
demand or will it get worse from here? We have not fully grasped the situation. 

And lastly, as you probably will hear from general contractors and others, projects are being delayed almost 
all over the world. In March, we heard from a Japanese general contractor that a project that we had thought 
would definitely be finished by March will be delayed until April or later. 

The reasons for this are a shortage of craftsmen, and in Japan, the biggest reason is a lack of capacity among 
equipment manufacturers. This same problem is occurring in other countries in different forms. In the US, for 
example, there are delays due to the inability of migrant workers to complete projects because they cannot 
come to the workplace. Then, as for Europe, they cannot make decisions politically. In the situation in major 
countries where there have been many fine political parties and no strong majority party, there has been a 
delay because permissions have been difficult to obtain because policies cannot be decided. 

Overall, the situation is also quite worrisome due to delays in the project itself, where demand itself is there 
but the project is delayed. 

MC [M]: Mr. Miki, thank you. 

Now, Ms. Okada from Goldman Sachs, please ask your question. 

Okada [Q]: I have two questions. 

The European market, as well as the Middle East market, did very well in the cumulative Q3. However, I have 
heard that the tone is generally weak in Germany and France, the so-called core European countries. Please 
tell us about the background behind Grohe's ability to maintain a positive sales growth rate and whether the 
current situation in France and Germany will have a negative impact on the company's performance in the 
future. 

Seto [A]: Yes. We share your view on market conditions in Europe. The fact that Grohe is doing so well means 
that relatively high-end color products, such as those applied to G4 and G5 (our high-end products), are selling 
well. The fact that those products are replacing products that were previously only pure nickel chromium. 
Although the number of units sold has not changed much, sales and profits have increased due to higher unit 
prices, which is the main reason for our performance growth in Europe this year. 

As to how you see the situation going forward, I think we are in a very mixed situation. In terms of our so-
called project pipeline, it is as extensive as it has ever been. However, as influenced by your earlier question, 
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there has been a delay in the approval of projects due to the lack of stability in the government in Europe. In 
general, we thought at this time last year that the economy would be strong by April 2026, but the policy 
measures that we had anticipated did not materialize, and we expect this recovery to begin in H2 or later. 

Okada [Q]: Thank you very much. I think you mentioned earlier about the profit structure, and you talked 
about asset sales and other aspects of tax management, but I was wondering if there are other areas where 
we need to negotiate with, for example, tax authorities or accounting and auditing firms. Also, I think the 
reason this tax burden has become so heavy in the first place has to do with M&A, especially overseas, in the 
past. I would be interested to know about your views in this area. 

Seto [A]: We are now just working towards optimization as we are. This is not about convincing the tax 
authorities or accounting auditors in any major way, but about correcting the negative effects of past 
purchases that were attached without much thought, or that were inherited from previous management 
formats. This is the process of putting things right. We have not heard from the tax authorities or accounting 
auditors that we are not allowed to do this work, so I think we can do it without hesitation. 

Also, at that time, it was necessary to rectify the flow of materials and technology. Japan business has borne 
too much of the burden up to now, and I think it is necessary to properly rectify this situation. 

From the point of view of your question, it is not so much a matter of making a major change in the form of 
the company, but rather, when we first bought the company, we did not attach the company in a way that 
properly reflected where the profits would be generated and where the technology would be brought to, so 
we need to review that.  It can take a year or two for this, we are going to do it without hesitation. 

Fujita [A]: I would like to add something. As Seto just mentioned, the location of IP at the time of acquisition, 
the flow of commercial distribution, and other such factors have not been well designed to optimize the 
corporate entity as a whole. We will of course consider optimizing this area at a level that is not a problem, 
or rather, optimizing it in a compliant manner. 

MC [M]: Ms. Okada, thank you very much. 

Now, Mr. Kawashima from SMBC Nikko Securities, please ask your question. 

Kawashima [Q]: I would like to ask two questions. 

One is the medium-term performance picture. You talked about the FYE 2027 and FYE 2028 picture last April, 
and compared to that time, as you mentioned at the beginning of this issue, I wonder if the external 
environment, such as commodities and market environment, is more difficult. If you have any other positive 
factors, especially internal factors, that are working well, could you please share them with us? 

Seto [A] : First of all, if we go by the fact that things are not going well, or that the assumptions are already 
tougher than they were then, the delayed economic recovery in Europe is tougher than expected. On the 
other hand, the conversion to the remodeling business in Japan has been more successful than we had 
expected. As I mentioned earlier, the number of new construction starts in Japan dropped 13.7% in the eight 
months from April to November compared to last year, but sales in fact grew and profits expanded.  

One of the reasons for this is that, as I always say, remodeling is highly profitable, but SG&A expenses are 
inevitably high, so profitability is difficult to achieve. However, by using AI and digital technology, we have 
been able to increase our profit margin by lowering the cost.  

In terms of developing demand, we have been able to extend the subsidy this time, and we have learned how 
to make customers understand window remodeling. In a very unfavorable market environment, the fact that 
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we were able to expand our Japanese business, the remodeling business, despite the headwind, is a positive 
factor for us. 

Then, China has probably fared worse than you might think, but I think the positive factor is that the Middle 
East has improved more than enough to compensate for this. 

Kawashima [Q]: One more point, I am sorry to talk about numbers, but as you mentioned in your discussion 
of the earnings structure, depreciation is currently greater than investment. As this balances out, I think that 
to some extent there should be an effect of increased income from reduced amortization, although 
amortization expenses have not been reduced due to the impact of exchange rate fluctuations, but they have 
not decreased much. 

It may be difficult to say in a few words how long it will take to achieve a balance between depreciation and 
investment, but I would like to know how many billions of profits will be generated by the balance between 
depreciation and investment over what period of time. If you have any approximate figures, could you please 
share them with us? I'm thinking that if you go by the difference in depreciation and acquisition of property, 
plant and equipment in Annual Securities Report, it would still be about 6 billion or 7 billion lower. What would 
you say? 

Seto [A]: There are various plans, so it is a little difficult to answer your question. In reality, if we look at our 
tangible fixed assets, the biggest factor that would cause the largest reduction would be the factory 
equipment. In this context, we cannot tell you what we have not announced, although it is related to the 
question I asked you earlier. In both Japan and overseas, if a company adopts a policy of making a profit with 
relatively small assets, it will naturally have the possibility to reorganize its facilities and factories. 

In short, I believe there is still much room for improvement, not simply in terms of the number of years, but 
also in terms of the concrete things we have done up to now. However, it is hard to say what the numbers are 
because it would end up being a bit of a specific plan. We expect a larger figure than the one you just 
mentioned, in terms of the reduction of depreciation. 

Kawashima [Q]: So, rather than a gradual decrease in the cycle of investment and amortization, are you 
considering various aspects, including a bit more dynamic one? 

Seto [A]: That said, we don't plan to make that many investments per se, and we don't have anything too big 
in mind when it comes to investments in tangible assets. So, to put it another way, once the assets are 
organized to some extent, the investment for maintenance is no longer necessary, and the amount of 
investment itself will decrease. In that sense, I think we have already created a structure that is able to 
generate cash easily, so there is a little more work to be done to actually make it visible in the form of 
accounting profits. 

MC [M]: Thank you, Mr. Kawashima. 

Now, Mr. Mochizuki of CLSA Securities, please go ahead. 

Mochizuki [Q]: Thank you for your explanation today. There are two questions. 

The first point, though, is the concept of performance for the coming year. I think you have given us quite a 
few hints today, but since the business environment is a bit too poor, am I correct in assuming that there is a 
possibility of a decrease in profit if we take only net profit in some cases? 
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I don't know if the core earnings will be maintained or not, I don't know if it will increase, but if there is room 
for various structural reforms, etc., there will be some one-time costs, so I was wondering if we should not 
expect much net profit in the next year. Aside from the numbers, that is the kind of question I am asking. 

Seto [A]: I am going to say that is not true. As a matter of fact, the way we have been organizing for the past 
two years, which has been quite loss-making, is because we did the deeply wounded ones first. And when it 
comes to what we're going to organize, we're left with something that is hardly a major blemish. In the process 
of liquidation, there is of course the possibility of profit. Given the current low level of net income, we believe 
that it should not be any lower. We do not expect net income to be that low there, and we believe that we 
will be able to increase core earnings. 

But, of course, it is true that the difficult situation itself continues, but just so you understand, the situation 
this year was quite difficult, more difficult than last year, as it turns out. Nevertheless, given the fact that the 
company is performing better than last year, I do not necessarily see that as being the case if next year will be 
tougher than this year. 

Only the prices of commodities have risen sharply, so I wonder to what extent this will have an impact. 
However, this is also something we have experienced in the past, so in that sense, I believe we will be able to 
produce solid results. 

Kawai [A]: I would like to add some explanation. The JPY12 billion decrease in tax expenses due to the change 
in the tax rate this year is to be considered temporary and will be eliminated next year. In terms of the 
comparison here, I would like to reiterate that the difference will be JPY12 billion. That is all from me. 

Mochizuki [Q]: JPY12 billion, which means less taxes this year. 

Kawai [A]: That's how it works, so it's about the time that it's working on the net profit side. Next year, there 
will be no decrease in tax expense, so I would appreciate a comparison on a basis without that. 

Seto [A]: So we will not lower it. I would like you to understand that we will not lower it. 

Mochizuki [Q]: So the one-time tax expense burden will be eliminated, but you still want to make 
management efforts to increase net profit. 

Seto [A]: Yes, we intend to do so. 

Mochizuki [Q]: I see. My second point, about ROE. Mr. Seto told us to look at EBITDA, earning power. It is 
difficult to say, however, since costs below EBITDA vary depending on the region and the type of business. 
Nevertheless, I believe that many shareholders consider ROE to be quite important, and unfortunately it 
remains low. In that sense, though, I would think that if the current business environment continues, it may 
still be quite difficult to generate ROE that exceeds the cost of capital for several years. How about ROE, will 
it continue to improve in the future? 

Seto [A]: I think improvements can be made, of course. For this reason, we have to take measures to reduce 
the percentage of amortization in the business, as I mentioned earlier, and also to improve tax management, 
which will improve ROE by improving the net profit. Then, of course, the denominator will also be less if we 
organize it in such a way. I think the ROE will improve. 

However, when we talk about how it compares to the cost of capital, there are certainly some tough spots. 
But on the contrary,  I think it is all about the idea of how to value something that has already been put out 
as cash. It sounds strange, but in the past, for example, you bought something worth JPY10 billion. So, even if 
there is a profit that is being generated, but the cash that is being generated is JPY20 million to JPY30 million, 
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as a practical matter, is it better to dismiss that JPY10 billion asset when there is no buyer for something that 
has already been spent some money. Even if it is only generating JPY20 million to JPY30 million, that's basically 
a plus for the shareholders. 

Then, for example,  I'd better hurry up and sell this one, but I'm not going to do that. As long as you have 
something that is very inefficient but still generating cash and for which it is difficult to find a buyer, I think 
there is a possibility that the ROE will not improve remarkably. That is why I told you to look at EBITDA. 

So, if I want to improve my own ROE performance, I need to stop such bad ones in one year if there are no 
buyers, and I should sell them even at a cheap price if there are buyers. In this way, ROE will surely improve. 
Perhaps that is not a positive thing for the shareholders, on the contrary. 

In this sense, we would like to emphasize that while the cost of capital is of course important, it should not be 
viewed as a snapshot of the cost of capital, but rather as a sunk cost of what has already happened in the past. 
I wanted to make this point in today's discussion. With respect to sunk costs, it would still not be positive for 
the shareholders to spend more than it would cost to process. 

MC [M]: Mr. Mochizuki, thank you. Now, Mr. Yagi from Morgan Stanley MUFG Securities, please ask your 
question. 

Yagi [Q]: Thank you for your explanation. I have two questions.  

The first question is, I would think that the deficit in American Standard, where only Q3 is cut out, would have 
worsened compared to the previous year. As for this point, we would like to know if it can be explained in 
terms of demand factors, or if there are any other influences that are having an impact. 

The outlook for demand is still very bleak, but I think that you were looking at a return to profitability next 
fiscal year. With regard to this turnaround, if we go with the current demand forecast, is there a possibility 
that it will be further back than you had previously seen? I would like to know your thoughts on this point at 
American Standard. 

Seto [A]: Yes. As for Q3, as you said, the demand was quite large. Another thing is that we ourselves had a 
new system installed in Q1 and the installation of that system did not go very well, so all the shipments to 
customers were delayed in Q2. There was a special factor that resulted in the cancellation of an order that 
had been promised for Q3. 

However, we believe that the poor performance of Q3 in general was mainly due to demand factors. When it 
comes to Q3 and Q4, Home Depot, Rose, Ferguson, and others have changed their own projections to much 
lower than they originally did. In that sense, I am certain that demand will be tough. 

If you ask whether the severity of that demand will affect the turnaround in the next fiscal year, I think it could. 
Therefore, we are now implementing additional measures to meet this weak demand. We are taking 
additional measures to reduce costs, so we do not think it is necessary to drop the banner that we will 
turnaround next year. 

Yagi [Q]: If possible, please comment on the cost reduction measures, and if there is anything you can tell us 
about them. 

Seto [A]: Sorry. I cannot say. 

Yagi [Q]: Understood. Thank you. The second question is, I would like to know your thoughts on the domestic 
concept for the next fiscal year. As for domestic, I think the remodel is not bad while new construction is a bit 
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strict. If we are not able to increase top-line revenues that strongly, and if we are not able to pass on the cost 
increase to the top line, as you explained at the beginning of this presentation, what kind of cost increase 
factors will we be able to offset in the next fiscal year to increase profits?  I would like to know a little bit about 
this domestic factor for profit increase in the next fiscal year, and what you think about it. 

Seto [A]: Yes. First of all, commodity prices, just to be clear, the largest commodity prices are aluminum and 
copper. Aluminum affects mainly domestic business, and copper affects mainly overseas business. As for 
overseas business, the G4 line, which is relatively high quality, and the G3 line, which is the upper-mass line 
below it, are the mainstays of our products, so it is easy to pass on prices. On the other hand, it is difficult to 
pass on the price of aluminum products in Japan. When our competitors didn't raise prices much in the past 
when they were in these situations, when they went for market share, they didn't do so well as a result. I 
guess they will respond accordingly next time, so I think price shifting will go forward.  The only problem is 
that we have already prepared and implemented all the prices by about December of last year to pass on the 
prices in April. We see that we will have to implement some additional issues there. 

In this context, for example, as far as what we can do, in terms of past successes, we were able to use our 
subsidies at a very high pace in H2 of last year alone, although we were almost unable to fully utilize them in 
the year before last. We now know how we can use the subsidies, and we believe that we will be able to make 
a strong start after April, when the system is launched again this year. 

In addition, we believe that we have an advantage over our competitors in that we are able to make a profit 
even when we go out to capture very detailed business due to the advancement of digital and AI technology. 

MC [M]: Thank you, Mr. Yagi. 

Now, Mr. Fukuhara from Jefferies, please. 

Fukuhara [Q]: I also have two questions. The first point is the price of raw materials, copper and aluminum. 
At the end of the slide, there is a chart of price changes, and the raw material price assumptions are also 
written below. If possible, could you give us some figures on the sensitivity of your company's profits to price 
fluctuations in the midst of the recent sharp rise in prices? 

In addition, I would like to think that the recent sharp rise in prices will not basically affect our performance 
in Q4. Is my assumption correct? This is the first point. 

Kawai [A]: This is Kawai from IR. As for sensitivity, sorry, we do not offer this as a disclosure. We are not 
disclosing the volume of purchases, etc., as it will be related to the amount of purchases for the next fiscal 
year and such, so I would be happy to discuss the overall situation with you in another interview. 

Seto [A]: The impact on Q4, because the amount already raised in Q3 will have some impact on Q4. What 
goes up in Q4 does not come in Q4, it comes in Q1. However, if anything, if we look at this fiscal year, perhaps 
this year as a whole, sales will be affected by the delay in the project itself, then the price of the commodity 
will eventually have an impact. 

We are now making various calculations as it just happened in this January, but what we think will be most 
effective is to increase the ratio of scrap. Compared to our competitors, we have a higher percentage of scrap 
usage and we are now at the point where we can use about 80% of our aluminum scrap. In the past, we have 
been trying to see if we can improve this part of the system a little more, and now we clearly know that we 
can improve it to more than 90%. By increasing the use of scrap by 10%, the increase in the price of scrap will 
naturally be delayed, so I think we are able to hedge our losses to some extent to a much greater extent than 
our competitors. 
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On the other hand, we are not sure which direction they will take under these circumstances: whether they 
will order before the price increase, or whether the delay in the project will affect them. This is difficult to 
predict in terms of profitability. Since the price increase is quite rapid, we have not yet decided what to do 
next. 

Fukuhara [Q]: I understand. Second question, since this is the time of year, I understand that there are various 
things you cannot say about Q4. The idea for the fiscal year ending March 2027, which was released at the 
end of April last year, showed a core earnings of JPY65 billion at that time. A lot has happened this year, 
though, and you haven't changed the numbers for the current fiscal year ending March 2026 for the entire 
year. If so, what about the figure of JPY65 billion for the next fiscal year? I still feel that from the outside it is 
a very high hurdle. How close can you get? Please answer. 

Seto [A]: Yes. I think this is a question that is a bit difficult to answer at this stage. However, for us, various 
situations have clearly changed. The delay in the economic recovery in Europe was probably the most 
significant blow to our plans, and we certainly did not anticipate the short-term increase in commodity prices 
or the drop in the number of new construction starts this year. 

On the other hand, as I mentioned earlier, we have learned how to use the subsidies to sell various products, 
and we have also learned how to secure profits by reducing costs in the renovation business to some extent. 

Compared to other companies, we were able to stay one step ahead in the Middle East, and growth in the 
Middle East has been better than expected. 

We would like to summarize this information and reflect it in the budget for the next meeting. I will refrain 
from giving the amount at this time, as it would probably be a bit misleading. 

MC [M]: Thank you, Mr. Fukuhara. 

We have answered all the questions we have received so far. Since that seems to be all the questions we have, 
we will now conclude the question-and-answer session. 

This concludes the financial results briefing of LIXIL Corporation for Q3 of the fiscal year ending March 2026. 

Thank you very much for your participation today. 

[END] 

______________ 
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