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Here are today’s three key takeaways.  

 

The first is the Q1 results.  

We were able to make solid progress, in line with plan. Similar to last year, 

we were able to get off to a very good start to the fiscal year. In particular, 

the strong performances of IAB and HCB were the major drivers of overall 

growth. We also executed on investments for future growth. 

 

The second is our full-year forecasts. 

While there is rising uncertainty on the back of US-China trade friction, we 

maintain our full-year forecasts for now. Despite the uncertainty, we 

believe major supportive underlying trends, such as labor shortages, 

remain unchanged. As such, we are firmly committed to executing on the 

action plan set out at the beginning of the fiscal year, in order to support 

the future growth of our business. We have also added a new share 

buyback program this time. Shareholder returns and capital efficiency will 

continue to be a key focus for management.  

 

The third is our focus on sustainable corporate value creation. 

I will discuss in more detail how I, in my role as CFO, think about further 

enhancing the growth cycle and restructuring, as well as the allocation of 

cash.  

 

Let us get started. Please turn to slide 4. 
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These are the Q1 results.  

 

In line with our internal plans, Q1 results were favorable. As you can 

see, we achieved new record highs for sales, gross profit and GP 

margin. We view GP margin as a key management metric; we were 

able to further improve our ability to generate profits, with the GP 

margin rising to 41.8%. 

 

This result further adds to our conviction that we have firmly 

established a virtual cycle of growth, where we leverage higher profits 

to fund future growth investments. 

 

Although operating profits declined in Q1, this was in line with plan. I 

will explain in more detail on the next page.  
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In order to fully capture the opportunities we see in FY2018 on the back of 

the continued strong demand from the previous fiscal year, we accelerated 

our investments from Q1. I will use the waterfall chart to explain this in 

more detail, commenting on the components of Y/Y change from left to 

right. 

 

First, we were able to increase added value, supported by sales growth 

and a higher added value ratio. Our ability to generate profits continues to 

improve.  

 

Manufacturing fixed costs increased as we responded to the recent robust 

demand, particularly in IAB and EMC. We also expanded production 

capacity in anticipation of future growth.  

 

SG&A and R&D expenses also rose on continued growth investments, 

including hiring, increased marketing and efforts to strengthen core 

technologies. The rough breakdown of the increases in SG&A and R&D is 

around 60% for IAB, 20% for HCB and 10% for HQ technologies. 

 

We accelerated our investments in Q1. By concentrating on reaping the 

benefits of these investments in Q2 and beyond, we believe we can 

achieve our full-year plan for higher Y/Y profits.  
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We show the sales breakdown by segment on this slide. 

 

Strong growth at IAB and HCB was the key driver of overall growth. 

 

In the mainstay IAB business, despite a high base for Y/Y comparison 

due to robust demand in the digital industry last fiscal year, OMRON 

was able to achieve well-balanced growth across the 4 focus 

industries. I will discuss regional IAB growth in more detail on the 

following slide.  

 

HCB sales also grew, primarily on continued strength in the Emerging 

Markets.  

 

We note that Other segment revenues fell Y/Y, as a result of 

measures to optimize the backlight business. This is in line with our 

initial plan.  
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We show IAB sales Y/Y growth by region on this slide. 

 

The innovative-Automation strategy has gained traction globally, 

driving well-balanced growth in all regions. We believe this is 

evidence of our success in establishing a strong global foundation for 

our business. SE Asia & Other fell significantly on weakness in the 

digital industry, primarily smart phone- and FPD-related declines in 

Korea. China was also impacted negatively by this trend. However, 

the weakness was more than offset by growth in Japan, the Americas, 

Europe and Greater China. Overall IAB sales grew 7%. As noted 

earlier, we are seeing a broadening of our customer base; our 

strategy of not relying heavily on specific regions or industries is 

paying off.  

 

We also benefited from proactive investments. We are increasingly 

confident that we are making good progress in developing a 

framework for self-driven growth. 
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Next is the segment breakdown for operating income. 

 

For IAB, FY2018 is positioned as a year of active investments for 

future growth. We have accelerated investments in R&D and front 

office headcount from Q1. As a result, IAB reported a Y/Y decline in 

operating income. By capturing the benefits of such investments in 

Q2 and beyond, we expect to achieve Y/Y growth on a full-year basis. 

We maintain our initial forecast for operating profit of ¥82 billion and 

an OPM of 19.2%. 

 

I will discuss the major growth investments for IAB on the following 

slide.  
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As you can see, we have executed on growth investments to 

accelerate IAB’s innovative-Automation strategy, as set out in our 

initial plan for this fiscal year.  

 

As announced at the analyst briefing in April, we aim to expand our 

network of Automation Technology Centers (ATCs) to 35 by the end 

of FY2018. As of July, we added 9, bringing the current total to 26. 

 

We are also strengthening our R&D activities in robotics and other 

fields. We plan to increase the level of new product launches from this 

fiscal year. 

 

Furthermore, in response to the robust demand in China, we have 

converted a former EMC plant to increase the number of IAB 

production lines. Production has already begun in earnest. By FY2020, 

we expect have double the production capacity we had in FY2017. 

 

Now moving to our full-year forecasts. Please turn to slide 11. 
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We show here our outlook for the operating environment by business 

segment.  

 

In the short-term we have seen increased uncertainty as a result of US-

China trade friction. From July, we feel the level of uncertainty has 

escalated. However, we believe that the medium- to long-term secular 

trends remain unchanged, such as continued investing in automation, 

which supports IAB, and rising health consciousness, which is favorable for 

HCB. This will continue to generate more growth opportunities for OMRON. 

We remain committed to executing on the initiatives for medium- to long-

term growth as outlined in our initial action plan. 

 

That said, we believe it behooves us to be vigilant in the face of 

heightened uncertainty. We will be monitoring trends closely to ensure we 

are prepared to respond to any changes in the operating environment.  

 

At IAB, while we expect to see continued weakness in smart phone-related 

investments in Q2 and beyond, the other digital industries, primarily 

semiconductors, should remain firm. The automotive, food & Beverage and 

social infrastructure industries should also remain firm.  

 

At HCB, we expect continued strength in the online channel, primarily in 

the emerging markets.  
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These are our full-year forecasts. We reiterate our full-year forecasts 

for both the overall company, as well as the individual segments.  
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These are our full-year sales forecasts by segment. We maintain our 

forecasts. IAB and HCB will continue to be the key drivers of overall 

growth. 
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This slide shows our full-year operating profit forecasts by segment, 

also unchanged. We expect IAB and HCB to achieve significant Y/Y 

growth.  
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This is our guidance for the full-year dividend. Our forecast is 

unchanged at a new record high of ¥92. We aim to maintain a stable 

and sustainable dividend level while also investing for growth.  
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As CFO, I continue focus on both shareholder returns and capital 

efficiency, in managing our businesses.  

 

We have launched a new ¥20 billion share buyback program. The 

program will run for 12 months and we have set the maximum shares 

to be purchased at 5 million.  

 

We had already fully tapped into the ¥20 billion share buyback 

program announced in Q1 FY2017 as of May 2018.  

 

We will continue to proactively invest in future growth while aiming to 

maintain stable shareholder returns and an awareness of capital 

efficiency. 

 

This covers my presentation of the Q1 results and our full-year 

forecasts.  
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In the next section of the presentation, I would like to share my 

thoughts as CFO on how I view sustainable corporate value creation 

over the medium- to long-term, looking beyond annual earnings 

performance.  

 

Please turn to the next slide.  
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OMRON has successfully locked in growth by tapping into a virtual 

growth cycle.  

 

Specifically, we have improved our ability to generate profits by 

raising our GP margin. We then leveraged these profits to fund 

growth investments, which in turn is driving topline growth, primarily 

in IAB and HCB.  

 

We will remain focused on enhancing the growth cycle but, while 

continuing to generate cash, we will also be disciplined in 

restructuring our business portfolio.  

 

I will talk about individual initiatives on the following slides.  
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We have focused on improving our ability to generate profits, or, in 

other words, consistently raising our GP margin, in order to enhance 

the growth cycle.  

 

Our GP margin has risen from 36.8% in FY2011 to 41.6% in FY2017, 

the first year of the VG2.0 medium-term management plan, a 

substantial 4.8%-point improvement. We aim to achieve a new record 

high of 42.5% in FY2018, a further increase of 0.9%-point. 

 

We have already achieved our VG2.0 target of exceeding 41% but we 

are not satisfied with maintaining the status quo. We will continue to 

focus on further improving our ability to generate profits.  
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We are proactively allocating the increased profits to investments for 

future growth.   

 

We show here R&D expenses and R&D spending as a percentage of 

sales.  

 

It is our strongly-held view that revolutionary innovation which 

contributes meaningfully to society cannot be created in the absence 

of investments in technology. This is what prompted us to accelerate 

R&D spend, taking investments to a higher level from FY2017, the 

first year of VG2.0.  

 

We have increased R&D spend to around 7% of sales. We are 

committed to raising R&D expenses further to 7.5% by FY2020. 

 

Our investments in core technologies, including innovation in fields 

such as AI or robotics, will be around 1% of sales.  

 



21 

We aim to achieve ROIC in excess of 10% while further increasing growth 

investments in order to improve our ability to generate profits.  

 

In FY2014, we achieved a record high ROIC of 13.4%. While ROIC in 

FY2017, the initial year of VG2.0, was relatively close to this level at 

12.7%, there are dramatic differences in our business and profit structures 

between these 2 years.  

 

In terms of business structure, the major contributors to sales growth in 

FY2014 were the Backlight business, which we are now optimizing, and 

the Environmental Solutions business, which is now struggling. In FY2017, 

our business portfolio mix improved, with sales growth being driven by the 

top priority businesses of IAB and HCB. 

 

We have also seen an evolution in our profit structure. While OPM is largely 

unchanged at around 10%, we have been able to improve our ability to 

generate profits while increasing R&D investments, as noted earlier. We 

have created a framework that allows us to improve profit generation while 

also investing appropriately.  

 

During VG2.0, we intend to remain firmly focused on achieving growth 

driven by investments. We believe the appropriate level for ROIC during 

this period will be between 10 – 15%.  

We remain committed to ROIC management and will aim to achieve high 

quality growth.  
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We will continue to proactively pursue M&A&A (Alliances) to drive 

future growth.  

 

IAB acquired Sentech and Microscan in FY2017.  

 

Since the start of FY2018, IAB has entered into a strategic alliance 

with Taiwanese arm-type co-bot maker Techman. Going forward, we 

will jointly develop next-generation co-bots that have enhanced 

complementarity with OMRON devices. We aim to revolutionize 

manufacturing at the shop floor level.  

 

More recently, HCB announced the acquisition of Italian nebulizer 

manufacturer 3A Healthcare. On the back of further growth in our 

nebulizer business, we aim to raise our global market share from the 

current 33% to 40% by FY2020. 
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While proactively engaging in M&A&A, we have also been disciplined 

in managing our business portfolio through restructuring.  

 

In FY2016, we sold IAB’s Oil & Gas business and HCB’s medical 

business. 

 

Recently, IAB announced the sale of the laser processing equipment 

business conducted by consolidated subsidiary OMRON Laser Front to 

TOWA. The transfer of shares is slated to be completed by the end of 

August.  

 

We are also making solid process in restructuring the Other business. 

We continue to optimize the Backlight business; the backlight plant in 

Suzhou (China) will be shut down as of the end of July. 

 

We will also terminate external sales of smartphone mics within the 

Micro Device business by the end of FY2018. 

 

Going forward, we will remain disciplined in managing our business 

portfolio, while seeking to maintain ROIC at a level in excess of 10%. 
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We state here our policy for allocating the cash that we generate as a 

result of the initiatives discussed today.  

 

Our top priority is to invest as necessary for future growth.  

 

Our next priority will be to return profits to shareholders. We will 

maintain stable and sustainable shareholder returns, aiming for a 

dividend payout ratio of approximately 30% and a DOE of 3%. 

 

Finally, we will undertake share repurchases on a strategic basis, as 

reflected by our announcement of a share buyback program earlier.  

 

This is our policy for the duration of the VG2.0 medium-term 

management plan.  
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This slide shows our forecasts for FY2018 and our targets for FY2020. 

 

We are on track for achieving our VG2.0 medium-term management plan 

targets: sales of ¥1 trillion and operating profit of ¥100 billion. FY2018 has 

gotten off to a good start.  

 

Supported by the solid results we have already seen from our strategies 

for the mainstay IAB business, and the improved profit structure for the 

company as a whole, we are confident that we remain on track for 

achieving our VG2.0 targets.  

 

We recognize that in the near term, trade tensions between the US and 

China are leading to higher levels of uncertainty. However, as CFO, I 

remain firmly committed to ROIC management, through further 

enhancements to the growth cycle and business portfolio management.  

 

We will remain focused on raising corporate value by maintaining our 

discipline and awareness of shareholder returns and capital efficiency.  

 

We humbly ask for the continued support of shareholders and investors.  

 

This completes my remarks. Thank you.  
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