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FY March 2024 First Half Financial Results Announcement 

Q&A Session  
 
 
[Date] November 1, 2023 (Wednesday) 10:00-11:15 
   
[Speakers] Kenichi Hori Representative Director, President and CEO 
 Tetsuya Shigeta Representative Director, Senior Executive  

Managing Officer, CFO 
 Masao Kurihara Managing Officer, General Manager of Global 

Controller Division 
     
[Moderator] Hideaki Konishi General Manager of Investor Relations Division 

 

<Q1> 

Regarding the enhancement of base profit on page 10 of the presentation material, about half of the 
60 billion yen profit contribution from new businesses is in sight, but an additional 110 billion yen will 
be expected from strengthening existing businesses, improving efficiency, and turnarounds. Please 
tell us about the progress you have made here, including specific examples. Although it may be difficult 
to demonstrate quantitatively, based on the certainty of this part, the equities market will measure the 
underlying profit and dividends of your company. 

<Hori> 

Regarding the strengthening of existing businesses, efficiency improvement, and turnarounds, it may 
be inaccurate to explain progress in quantitative terms on a quarterly basis, and we believe that 
explaining progress at the end of each fiscal year will provide a more accurate picture.  

What we can say as of the end of the first half of the fiscal year, in the retail and food sectors for 
example, US company Ventura’s existing business is steadily getting stronger. The company has 
divested some of its businesses, taking into account their lack of proximity to the core business, and 
the likelihood of being able to generate sustainable earnings in the future. As a result, regarding the 
remaining business, there is now more confidence in their prospects for generating sustainable high 
earnings. I think this kind of business restructuring at our investees and group companies, etc., is a 
very easy-to-understand example. 

In Mitsui & Co.’s own trading business, we are seeing progress in coffee trading, for example, where 
various on-site innovations have led to an increase in returns while reducing the amount of 
management resources used and lowering risks. I believe that this will be another steady factor in 
achieving the goal of a 110 billion yen increase in base profit, but I think it would be appropriate to 
quantitatively show this after a more precise look at the full-year financial results. 

In healthcare, we sold the educational business, which was more distant from the core business of 
IHH, and we have further reorganized the earnings base as a whole. We expect an increase in dividend 
income from IHH as a result and for this to be part of the 110 billion yen increase in base profit 
contribution. 
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In the mobility business, we are also implementing a number of measures to strengthen existing 
businesses. In the Medium-term Management Plan (MTMP), we presented a cluster strategy for the 
mobility business, we have made progress in businesses adjacent to our core business, and we would 
like to continue moving forward steadily. Looking back on the past six months, I think it's fair to say 
that we've made some progress, but there are still steps we should take that have been agreed upon 
within the company. I would like to steadily implement these measures and explain quantitative 
progress in the full-year financial results.  

 

<Q2> 

You explained that the decision to increase the dividend this time was made based on the company’s 
capability to generate strong cash flow, and the decision to repurchase shares was made based on 
the progress of asset recycling. Was this determined based on past results, or did the decision take 
into consideration, for example, an expected increase in base profit from new investments? So even 
if the operating environment is difficult next fiscal year, is it safe to assume that we can expect an 
increase in dividends if we can confirm that the company’s base profit has increased?  

I understood that the decision to make a new share repurchase took into consideration of the sale of 
MRCE in Q2, so if the sale of Paiton is expected to go as planned in the second half, will you consider 
additional buybacks? Please tell me about the additional shareholder returns this time, and also 
regarding future returns. 

<Hori> 

Our shareholder returns policy remains unchanged at this time. The basic goal is to return around 37% 
of Core Operating Cash Flow (COCF) over the three-year period of the MTMP. We are considering a 
combination of flexibly implementing share repurchases and hopefully increasing dividends gradually. 
The decision to increase the dividend this time also takes into account the current MTMP progress 
toward its goal of increasing cash flow. For example, we have estimated that the contribution of new 
businesses to earnings will be 60 billion yen, but we are currently considering how the earnings base 
will be built up from new businesses that will have an immediate effect during the current MTMP, and 
whether there will be a sufficient base to increase dividends. Please understand that we discuss this 
internally before making an announcement regarding increasing the dividend. 

With regard to share repurchases, while there are a high number of both investment and asset sale 
opportunities, we will also consider the strength of our balance sheet so that we are prepared for  
financial stress under the business environment that is extremely difficult to predict. Rather than linking 
an asset sale opportunity directly to share repurchases, we would like to make decisions based on 
judgment of things in a comprehensive manner, meaning if there is an asset sale, considering if it is 
appropriate to use that capital to flexibly execute a share repurchase after looking at it from various 
angles.  

 

<Q3> 

If we take only Q2 into account, there are some loss-making segments and the impact of exchange 
rates. The full-year forecast shows one-time profit of approximately 170 billion yen, making it difficult 
to understand what the underlying profit is. You are forecasting profit of approximately 480 billion yen 
in the second half, but please tell us about your current level of underlying profit. 
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<Hori> 

Our company generates profits through the three pillars of trading and logistics business with its 
various functions, business investment, and portfolio management. In addition, there is also profit we 
generate from portfolio reconfiguration, and in certain business models we generate profit at the time 
of exit rather than through earnings generated from keeping a business in our portfolio. We will look 
at these things in a comprehensive way to determine what is counted as base profit. This is a highly 
complex issue, so I believe we need to engage in a detailed dialogue with you all to provide clarity. 

In terms of underlying profit, in Energy, opportunities for realized profits associated with LNG trading 
delivery are concentrated in the second half of this fiscal year. Looking at the timing of dividends and 
realization of trading profits from the LNG projects, it is expected that we will exceed the full-year 
forecast, so I think it would be better to look at things from a full-year perspective here. In addition, for 
mobility, we assume that the global economy, for example the US economy, will ease in the second 
half of this fiscal year, so we believe there is a possibility for upside if the economy holds up to a certain 
extent. In addition, if we take into account areas that are directly affected by the Chinese economy, 
for example, if you subtract one-time factors from the second-half forecast of 480 billion yen, and in 
areas where there is a gap between the first and second halves, such as in Energy, if you  average it 
out on a full-year basis, that should get you somewhere close to the underlying profit. However, I think 
it would be best to make a comprehensive judgment based on the company’s multiple types of 
earnings in an overall approach, as I mentioned at the beginning. 

 

<Q4> 

There are some segments such as Chemicals and Iron & Steel Products that are showing signs of 
weakness, but please let us know if there are any segments where there is a sense of slowdown or 
areas we should be cautious about. 

<Hori> 

Regarding Chemicals and Iron & Steel Products, there is no doubt that trading business around China, 
especially for Chemicals, was down in the second quarter, but there are some signs of bottoming out, 
so we expect it to recover in the second half of the fiscal year. Exports of steel products from Chinese 
mills to other countries are also increasing. There is a view that China’s economic situation will bottom 
out, considering the current trend of China’s economy and the Chinese government’s economic 
stimulus measures. We would like to keep an eye on this and work on it carefully. The downward 
revision to the full-year forecast for Iron & Steel Products is primarily due to the impairment loss related 
to Gestamp. In addition, Chemicals includes several exits from loss-making projects, some of those in 
the first half. If we proceed with this thoroughly, the flow of our earnings base will increase. 

Chemicals and Iron & Steel Products, especially products that are close to the materials side of the 
business within the Chemicals segment, are leading indicators of the global economy, so we are 
watching them carefully. We would like to share our outlook with you at the timing of the Q3 and Q4 
financial results. 
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<Q5> 

Regarding asset recycling this year, even though you have set out targets in the MTMP, it appears 
that you have made significant progress in just the first half of this fiscal year alone, but is it correct to 
understand that this pace will not continue? 

<Hori> 

It certainly looks like there is more asset recycling this year than usual. However, as the company is 
steadily reconfiguring its portfolio and making the company’s business foundation better suited to the 
business environment and future prospects, we expect portfolio reconfiguration to increase, more so 
than in the past. 

However, we need to continue applying investment discipline, and there are some cases where it is 
better to hold on to an asset and extend the period in which we can apply our functions, so I think it is 
necessary to make decisions on a case-by-case basis. 

 

<Q6> 

Based on your announcement of shareholder returns, the ratio of total returns to COCF will be 39% 
for FY March 2024. Although factors such as asset sales were explained, the earnings power and 
cash flow are slightly higher than expected in the MTMP, and I believe that available cash flow that 
can be used has increased. Given this increase, please tell us your thoughts on whether to prioritize 
increasing investment allocation or shareholder returns. I think you will need to somewhat increase 
shareholder returns in order to maintain ROE at a reasonably high level. Please let me know your 
thoughts on this point. 

<Hori> 

Regarding new investments, we continue to have good quality investment opportunities in our pipeline, 
and there are many candidate projects. 

The multiple new investment projects listed on page 10 of the presentation material have been in the 
works since around the time of the spread of the COVID-19. When implementing an investment project, 
we proceed while confirming with the partner what kind of value-up plan we can expect after the 
investment, and we would not proceed with the investment until that plan is completed, As a result, 
we believe that such projects will result in a certain amount of return. We would like to invest in such 
projects, and we have a variety of projects, large, medium and small, in the pipeline. On the other 
hand, investment discipline is certainly in effect. In reality, our requirements regarding required returns 
or risk-return profiles are becoming stricter, so it has become the norm for business units to understand 
that funds will not be allocated to them for investing unless the project quality is improved, and so they 
are taking action. Therefore, if an excellent project that exceeds that expectation and can contribute 
to our future comes along, we would like to step in and utilize capital from the Management Allocation. 

On the other hand, regarding COCF, as reflected in this shareholder returns announcement, we 
believe that the base of it is getting stronger. We are considering the overall shareholder return by 
multiplying the percentage to COCF over the three-year period of the MTMP, and we would like to 
proceed while maintaining a balance. 

However, we are conscious of ROE. If an investment project does not go ahead due to our strict 
discipline regarding investment projects, there is a possibility that, for example, the company could 
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directly shift to shareholder returns that increases capital efficiency. If an investment project exceeds 
our current hurdle rate with investment discipline, then such investment should steadily increase ROE, 
even if they require some time. 

It's not that I’m consciously leaning towards one side or the other, but the fundamental thing is to raise 
ROE, and I would like to do this by applying discipline from both sides. 

 

<Q7> 

What is the current status of the three LNG projects (Sakhalin II, Arctic LNG 2, and Mozambique)? 

<Hori> 

For both Sakhalin II and Arctic LNG 2, it is absolutely necessary to keep a close eye on the geopolitical 
situation and also to comply with the sanctions of various countries. In this context, we will work to 
ensure a stable energy supply. Through consultations with the relevant people involved, including 
various practical responses, and through ongoing discussions with relevant countries and partners, 
we have managed to continue a stable supply at present, including for Japan’s LNG imports. 

Regarding Mozambique, I recently visited the area. The security situation has improved dramatically, 
and citizens relatively close to Area 1 who were forced to move are finally returning. We recognize 
that administrative and other services to citizens need to be restored, and that it is important to have 
food and other basic living infrastructure in place, and they are making steady progress. 

We have been discussing with the relevant parties, including TotalEnergies, the operator, and we are 
now near a point where we can resume construction at the earliest possible date, but I would like to 
be accurate when specifying the timing, so I will refrain from speaking on that today. However, the 
conditions are coming together for us to resume construction in the not-too-distant future, and we will 
work to finalize them. Once we have made such a decision, we will let you know immediately. 

 

<Q8> 

I understand that increase in base profit through strengthening existing businesses, improving 
efficiency, and turnarounds (a 110 billion yen increase) includes the results of digital transformation 
(DX) and green transformation (GX) initiatives. I think that DX will have effects across multiple 
segments, and GX will be related to portfolio replacement, including new projects. In the first six 
months since the start of the MTMP, please explain whether the planned initiatives have gotten off to 
a good start and how you see the contribution of these initiatives. 

<Hori> 

We are making company-wide efforts to improve our competitiveness by utilizing various tools related 
to DX. We think that it is necessary to manage a larger portfolio with the same or better quality without 
changing the current number of people promoting projects in Mitsui & Co.’s operations, and we are 
aiming to improve the company’s operational leverage through the use of DX. We do not explicitly 
include the results of these in the profit contribution of new business. On the other hand, we are also 
developing efforts to clarify within the company the efficiency of the number of people promoting 
projects through the use of DX. I hope to be able to talk about the effects of these efforts in due course. 
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Since many energy transition projects will take some time to contribute to profit and many will 
contribute after the current MTMP, we believe it is necessary to shift the time axis a little. On the other 
hand, we are willing to professionally manage the scarcity of materials that are essential for energy 
transitions and for which a market already exists. When those investments are realized, they will have 
an immediate effect because the market already exists. In this way, we would like to promote a 
combination of projects that take some time to contribute to profit, such as renewable energy, and 
material-related projects that will have a relatively immediate effect on profit. 

 

<Q9> 

Although the operating environment is very strong, I believe the market is also watching with caution 
for a slowdown. The second half figures for “valuation gain/loss and special factors” were revised lower 
to 1 billion yen from 55 billion. I wonder if you made this revision while you wait and see to what extent 
there will be a slowdown in the economy. Also, what are your thoughts on defensive measures such 
as actually accumulating cost reductions? 

<Hori> 

As you noted, we have revised our figures for “valuation gain/loss and special factors” for the second 
half of the fiscal year. Although we cannot disclose details, this change is not so much in response to 
our reading of the operating environment, but rather recording a certain amount of valuation losses as 
part of the process of dealing with loss-making businesses. However, by taking these measures we 
expect flows to steadily improve and management resources can be allocated elsewhere. We are 
making progress on several such projects and have factored them into the figures for “valuation 
gain/loss and special factors”. It is a matter of wanting to deal with and improve upon a problem that 
we originally had. 

On the other hand, we have been discussing internally about how we can respond to the economic 
slowdown by raising our antennae and alert level in all of our businesses. In particular, we are 
discussing pricing measures to deal with cost inflation and how to manage cost increases in the face 
of rising interest rates. For example, in the mobility business in North America, it is very important to 
devise measures to deal with rising interest rates, which will ultimately be passed on to products and 
services. We are making these kinds of efforts company-wide. Although we are cautious of economic 
fluctuations to a certain extent, in the end, the best defense is to improve our cost competitiveness 
and operating leverage, as I explained earlier, and the entire company is working together on this 
matter. 

 

<Q10> 

In relation to the pricing strategy against cost inflation, I think the level of control we have over cost 
management will also become more important in the future as the operating environment become 
increasingly uncertain. Looking at the current financial results from this perspective, Selling, general 
and administrative (SG&A) expenses increased about 20% year-on-year, and given that Q1 had an 
18% year-on-year increase, it appears to be accelerated heading into Q2. 

I understand that this is due to inflation and rising prices, including foreign exchange, but is this a figure 
that can be managed within the scope of your company’s assumptions, or do you think you will have 
to take some measures in the future? Please explain about costs. 
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<Hori> 

The increase in SG&A expenses is, of course, due to inflationary factors, but also due to foreign 
exchange factors for overseas businesses, which will make SG&A expenses similarly large on a yen 
basis. However, this will change the same way for commensurate earnings. 

We also have several examples of consolidation. For example, when we have an investment that goes 
from being an equity accounted investee to a consolidated company, in addition to revenue and gross 
profit, SG&A expenses will also increase. As I mentioned earlier, we will proceed with the projects, 
add value, and we will make sure to implement cost control and ultimately improve our operating 
leverage, including our headquarters’ employees, in each of our businesses. 

 

<Q11> 

Looking at page 8 of the presentation material, growth investment has increased considerably since 
Q1, and I think it has progressed about 50% excluding Management Allocation toward the three-year 
MTMP target. I believe that your company has developed a business cluster strategy that combines 
each business and adjacent businesses in the MTMP. Please explain whether the progress in growth 
investment is due to an increase in the size of the business cluster or a timing issue in the execution 
of investments and loans. 

<Hori>  

There are not many deals in capital allocation that are particularly large in scale. However, there are 
always deals that are large and not yet executed, or deals that we decided not to proceed with for now. 
We will examine these projects carefully, including alternatives, and if there are any projects that we 
are confident to move forward with, we would like to  announce them to you. In this way, we have 
continued to carefully select projects. We are committed to continuing to develop projects that will build 
our future earnings base, and we are disciplined in our examination of every project. As we do business 
in a number of different industries, we can examine if an opportunity is good from multiple angles. We 
are committed to managing potential growth investments through this kind of process. 
 

<Q12> 

In the year-on-year factor comparison of the first half profit on page 15 of the presentation material, 
interest income and expenses are listed as the largest factor for the decline in base profit. Please tell 
us to what extent your borrowing interest rates are fixed or variable, and the sensitivity and the impact 
of interest rate rises on the company’s performance. In addition, please tell us how you will further 
increase profitability and improve net performance in response to rising interest rates. 
 
<Hori> 

How the higher interest costs are passed to our business differs from industry to industry. For example, 
in the mobility business, which has maintained good performance recently, I believe that the product 
mix will be the deciding factor. In automotives, I think it is important to offer a variety of items such as 
leasing, rental, fleet management, and credit actions, and to always have agile decision-making and 
such tools to decide where to place emphasis, or when it is better to have physical assets, and so on. 

In addition, when the interest cost of an investment rises, although it is possible to carry out M&A using 
debt, I think it is necessary to conduct a return analysis that reflects those conditions, and whether the 
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long-term stability that matches the debt is actually secured in the business. Therefore, the CFO Unit 
works together with the business units to look at each case individually. 

<Shigeta> 

As a premise, our funding is basically on long-term basis with variable interest rates. If we were to 
make a rough estimate based on borrowings with variable interest rates, for yen denominated 
borrowings, a 0.1% increase in rates would have an impact of approximately 2 billion yen before tax, 
and for US dollar denominated borrowings (based on the assumption that generally all foreign currency 
borrowings are in US dollars) a 0.1% increase in rates would have an impact of approximately 2.5 
billion yen before tax, as a very rough estimate. However, as explained by the CEO, there will be an 
impact on interest rate hikes and foreign exchange rates, and there will be a portion that is passed on 
to prices or linked to improved earnings. Therefore, please understand that there are some positive 
factors scattered and hidden in other items in relation to interest rates while interest is only shown as 
a negative factor in base profit in page 15 of the presentation material. Please also note that the 
sensitivity I just mentioned is only on the interest expenses side. 

 

<Q13> 

Sakhalin II had its first scheduled maintenance in July, after Shell exited from the project. Please tell 
us if there was any impact. 

<Hori>  

Since this is an operational matter, I cannot comment in too much detail, but I think it is safe to say 
that there have been no particular problems. Since the project has been in operation for a long time, 
a fair amount of expertise has been accumulated at the project site level, thanks in part to the past 
efforts of various partners. 
 

<Q14> 

I see that you are strengthening the downward resilience of your earnings base through various 
management efforts, and I would like to hear your views on this point. 
 
<Hori>  

In terms of downside resilience, the mindset of managers is extremely important. Especially with so 
many unexpected events happening around the world, it is important to be agile and have alternative 
plans prepared at all times. There is no such thing as “enough”, and ongoing responses to issues are 
necessary, and we encourage them to think about it constantly. 

Autumn is usually the time when we review the entire company’s portfolio. We formalize our business 
plan in the spring and after 6 months we review the entire business portfolio one by one. Each business 
unit is reviewing with the corporate divisions what steps can be taken to address downside resilience 
and what concerns exist in the scenario analysis. We have instructed each business unit to strengthen 
the process of such review, and we believe that the accumulation of such process will lead to 
downward resilience. In addition, we must always be aware of the need to raise the fundamental 
competitiveness of each business. At the same time, it is important that bad news be shared quickly 
and that steps be taken if there are any signs, and we will continue to work on this by always being 
focused. 
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<Q15> 

The amount of share repurchases announced this time is a total of 50 billion yen and will be completed 
by the end of January. I would like to ask you to comment on the possibility of continuing the share 
repurchases after that, whether there may be any additional ones to be announced within the fiscal 
year. 

<Hori>  

I cannot say anything beyond the share repurchased announced this time, but we will continue to think 
flexibly within the overall framework I mentioned today. I would like to carefully communicate the 
progress and confirmation of the overall framework during our future dialogue. 

 

END 


