Message from
the CFO

To Solve Social Issues of the Future
ROIC Management to Maximize Earning

Ability

Earning Capacity and Responsiveness to

Change Displayed in the Midst of Adversity

—The capabilities of a company can be tested
based on how well they are able to respond to
drastic changes in the environment. As CFO,
how would you sum up fiscal 2019?

In response to the impact of the trade friction
between the United States and China that has
continued since fiscal 2018, we revised our
business forecasts downward when we announced
our second quarter financial results for the fiscal
year. In the fourth quarter, just as we started to see
signs of recovery from that impact, we were struck
by the unforeseen blow of the COVID-19 pandemic.
Looking back now, it was an extremely harsh year.
Even so, we reached the end of the fiscal year with
better results than we had expected during the
year.

Since fiscal 2011, OMRON has upheld Value
Generation 2020 (VG2020), its long-term vision for
the company that focuses on the growing
capability, earning capacity, and responsiveness to
change. | strongly believe that the reason we were
able to overcome the harsh conditions of fiscal
2019 was that our earning capacity and
responsiveness to change have steadily improved.
The main focus in the evaluation of earning capacity
is gross profit (GP) margin (gross profit on net
sales), which is an indicator of our capacity to
generate profits. This is the most important index
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for OMRON to measure the value we have
provided to customers. No matter how excellent
the products we manufacture may be, we cannot
increase our GP margin unless we can
communicate the value those products offer
appropriately and have customers buy them at
appropriate prices. GP margin is, in a nutshell, our
overall ability to earn profits that is a measure of
the company'’s ability to get things done as a
manufacturer, from planning to development,
production, and sales. It includes its efforts to
reduce costs, including variable costs, its ability to
supply products in a timely manner, and its ability
to improve customer value by proposing solutions.
In that respect, in fiscal 2019, despite a decline in
net sales, we achieved our highest ever GP margin
of 44.8%, which gave us a major confidence boost.
This is the outcome of the efforts that we have
steadily pursued for over 10 years, with a focusing
on that ability to earn profits.

In terms of responsiveness to change, | believe
that continuous review of our business portfolio is
key. In fiscal 2019, as well as the grave decision we
made to sell off our Automotive Electronic
Components Business (AEC), we proceeded to
wrap up our Backlights Business, which had been a
pending issue. This was the result of rebuilding our
business structure in line with Portfolio
Management, which is one of the pillars of ROIC
Management that OMRON has been pursuing.
Such a rebuilding of business structure is another
major factor that contributed significantly to the
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increase in GP margin by 3.6 percentage points*
over the previous year. With the addition of the
gains on the sale of the business, our financial
position has become extremely strong.

* When the Automotive Electronic Components Business is excluded from the FY2018
results, fiscal 2019 GP margin is an increase of 0.4 percentage points over the previous
year.

—— President Yamada has said that, among the
three abilities that we have focused on in the
long-term vision, the growth power to push up
our top line (net sales) further will be our
challenge going forward. How would you
support it?

| think that continuing to invest in future growth will
be important. To this end, we will need to further
enhance the operational excellence of our existing
businesses. We will improve our GP margin by
eliminating unreasonableness and waste, improving
productivity, and providing value at an appropriate
price. Then, the question becomes how much of
the resources generated through those efforts we
can divert into growth areas. No matter how
excellent your growth strategy is, you cannot sow
the seeds of growth without those resources. Of
course, there is no guarantee that investments will
generate growth, but it is a prerequisite for growth
that you must continue to take risks and invest in
future growth.

The entire company will work on ambidexterity in
our management, deepening existing businesses,
and exploring and establishing new businesses to
push up our top line and acquire the capacity for
self-driven growth. Some challenges may be
difficult to overcome by one company alone. While
ensuring the flexibility of our operations, we will
also set our sights on partnerships, strategic
alignments, M&As, and alliances.

—— Due to the COVID crisis, the business
performances of many companies in fiscal 2020
remain unclear. What is OMRON'’s outlook? Our
plan target is to maintain a high level of GP
margin at 44.8%, despite a forecast decline in
net sales of 13%.

Regarding GP margin, the negative impact of
exchange rates has been taken into account, so the
plan target is unchanged from the previous year. If,
however, we were to discount that impact, the
forecast would be a substantive increase in GP
margin of about 0.7 percentage points. We have
already achieved a record high of 45.3% in the first
quarter of fiscal 2020, so we anticipate that we will
be able to achieve our target of 44.8% for the full
fiscal year.

We have forecast operating income of ¥30 billion
for this fiscal year, despite an anticipated significant
decline in net sales of 13% year-on-year. We will
steadily reduce fixed costs by ¥20 billion yen per
annum as planned, but | think that the
strengthening of GP margin, which indicates the
ability of our core businesses to earn profits, will be
a major contributing factor.

Fiscal 2020 is expected to be even more difficult
than the previous year, but it is the understanding
and cooperation of the people on the ground that
has allowed us to set these targets. Behind those
efforts is management based on the OMRON
Principles. What does society expect of us and how
can we contribute to society? The fact that the
OMRON Principles are shared by all employees
globally undoubtedly works as a driving force for us
to get through these difficult times together. A
sense of crisis alone is not enough to make people
take action. Something that connects people to
others is needed. For OMRON, that something is
the OMRON Principles.

l FY2020 Plan (Billions of yen)

FY2020 Plan YIY

Net Sales 590.0 —13.0%
Gross Profit 264.5 -12.9%
Operating Income 30.0 —45.29
Net Income 16.5 - 78.0%
Gross Profit Margin 44.8% +0.0pt*

* +0.7 pt if exchange rate impact is excluded

Il Net Sales, Operating Income, GP (Gross Profit Margin) Results (FY2011-FY2020)

M Net Sales (billions of yen)

847.3 833.6

Operating Income (billions of yen)
© GP (Gross Profit Margin) (%)

6195 650.5

860.0 855 44.8% 44.8%

678.5
41.2% 590.0

67.3
54.8

2011 2012 2013 2014 2015
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To Soar in the Post-COVID Era

—— President Yamada has positioned fiscal
2020 and 2021 as a period of preparation and
transformation in anticipation of the post-
COVID era, and says that the company will work
on three challenges ((1) establishment of new
businesses, (2) shift to service-based businesses
and recurring businesses, and (3) overhaul of
operations and digitalization).

We will accelerate our challenge to shift our
business model from goods to services. To this end,
it will be necessary to establish incubation
mechanisms for the generation of new businesses.
This includes co-creation with external parties.
Meanwhile, we will work on a review of our cost
structures to reduce fixed costs and further reinforce
our profitability. While our GP margin, which
indicates earnings capability, has increased,
problems remain with the level of SG&A (selling,
general and administrative expenses), so we will
need review efficiency and cost structure thoroughly.
In addition, digitalization needs to be addressed
urgently to improve the operational excellence of
our existing businesses. With the need for a global
overhaul and integration of our main systems, we
are currently working at fever pitch on the overall
conceptualization and design. This will entail
changes in formats and procedures, which may
cause discomfort and confusion on the front line.
However, unless the entire company works
together to overcome this, we will not be able to
establish the foundations for data-based
management. The next two years will be a critical
period in our digital transformation (DX).

With strong will and determination and, of course,
with the appropriate level of funding, we will
pursue this to completion.

—— So, you are saying that the next two years
will be a critical period in OMRON's history?
Because the COVID crisis has significantly changed
the assumptions of our business, we redefined
fiscal 2020 and fiscal 2021 as periods for the
acceleration of transformation that will lead to the
next stage of our growth.

The time of the 2008 global financial crisis was still
an era of quantitative expansion, but that will end
due to the COVID crisis and we will likely see
qualitative shifts in many areas. | maintain a strong
sense of crisis that, unless we can adapt to this
change, we will not be able to survive. To enhance
our responsiveness to change and to soar in the
post-COVID era, we will accelerate our
transformation over these two years.

—— President Yamada has heralded the concept
of Selection and Decentralization. As CFO, how
would you put this concept into practice?

In order to survive and thrive in the post-COVID
era, each existing business will need to enhance its
autonomy, increase its speed, and take up the
challenge of creating new value. At the same time,
we will also need to take into full consideration the
risks of keeping our businesses too fixed. OMRON
currently has selected a business portfolio that
comprises the three business domains of factory
automation, healthcare, and social solutions, with
the addition of the Electronic and Mechanical
Components Business (EMC), but there is no
guarantee that we will be able to continue with
these domains forever. To build up the OMRON of
the future, we need to generate businesses that
will become new “pillars”

So, how to go about that? The key to that question
is decentralization. As we select business domains
that leverage our own strengths, we will strive to
decentralize them to an appropriate degree to
generate new business. You could say we will
select how we go about that decentralization.
OMRON started with control devices. The founder
leveraged this technology to enter the healthcare
business, later expanding the business into social
systems such as automatic ticket gates at railway
stations. If we had defined ourselves solely as a
manufacturer of control devices, neither the
Healthcare Business nor the Social Systems,
Solutions and Service Business would ever have
come into being. In other words, OMRON has
been selecting its core technologies and
decentralizing its business domains for a very long
time.

—— Selection and decentralization also works
because OMRON has established ROIC
Management, is that correct?

Exactly. Decentralization also requires discipline.
This means instilling a mechanism, namely ROIC
management, to strengthen discipline in all
companies and business units, be they existing or
new, and maintaining centripetal force. We need to
achieve a high degree of balance between
concentration, as a centripetal force, and
decentralization, as a centrifugal force.

Precisely because the OMRON Principles underpin
that balance, we will be able to unite everyone in
the same direction. We apply this to ROIC
Management as well. Known as the Down-Top
ROIC Tree, this process breaks ROIC down into the
key performance indicators (KPIs) such as
automation rate and the facilities turnover rate to
find out how efficiencies achieved through
improvements in business processes on the front
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line lead to improved results. The Down-Top ROIC
Tree serves to visualize this analysis.

In addition, we thoroughly implement Portfolio
Management, which evaluates businesses based
on their economic and market values and imposes
a hurdle ROIC rate of 10% on our approximately 60
business units. We have set this criterion at 10%
because it would cover OMRON's estimated cost
of capital of 6%, and we have informed all
businesses that a failure to reach that target would
be equivalent to a loss of corporate value. We have
established a rule that, if a business’s ROIC falls
below 6%, it will be given a certain grace period in
which to recover, and if the business is still unable
to meet that bar, we will start considering
divestiture. On the other hand, we also see growth
potential as an important indicator. This is because
growing businesses require larger investments and
tend to be less profitable. In some cases, we may
make further investments in such businesses,
despite their being less profitable, to accelerate
their growth. (Category B in the diagram at the bottom of the next
page)

The indication of clear divestiture criteria actually
allows employees to engage in new businesses
with peace of mind.

—— Finally, what will OMRON do to meet the
expectations of its shareholders?

Despite announcing forecasts of lower net sales
and income for the first quarter at the end of July, |
understand the favorable reception of this
announcement from the market to be an
expression of the expectations of our stakeholders
toward OMRON. My sense is that, because we are
firmly holding to our long-term vision, more

companies are evaluating OMRON from a long-
term perspective. To meet these expectations and
continue to increase our corporate value, we will
implement cash allocations based on capital
efficiency in the order of growth investments,
stable dividends, and treasury stock.

Our standard for cash-on-hand is one to two
months of monthly sales at normal times. This is a
range of approximately ¥50 billion to ¥100 billion
yen. In the current fiscal year, with the profit from
last year's sale of the Automotive Electronic
Components Business and in preparation for drastic
changes in the business environment in with-
COVID times, we have increased that amount to
approximately ¥200 billion, which is equivalent to
three to four months of monthly sales. Through the
flexible use of this cash-on-hand, we will steadily
implement investments for future growth even in
the with-COVID era.

Regarding dividends, although we have forecast
falls in sales and income for this fiscal year, we will
continue to pay a dividend of ¥84 per share. Due to
the current difficulties in predicting the business
environment, we will allocate capital appropriately
in accordance with the DOE (Dividend on Equity)
criteria.

While maintaining discipline, by investing capital to
ensure future growth, we will enhance our
corporate value and meet the expectations of
shareholders. As CFO, | will fulfill that
responsibility.

l Business Units Subject to Portfolio Management (FY2019)

(Unit: ¥1 billion)
¢ Net Sales: >¥10 billion) N ¢ Net Sales: ¥10-3 billion) N ) Net Sales: <¥3 billion) :
70 26 businesses 20 businesses 17 businesses
60
50 B Category S ROIC: 10% or above; growth rate (annual): 5% or above
I Category A ROIC: 10% or above; growth rate (annual): less than 5%
40 I Category B ROIC: Less than 10%; growth rate (annual): 5% or above
[ | Category C ROIC: Less than 10%; growth rate (annual): less than 5%
30
20
10
0
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ROIC Management

ROIC management consists of Down-Top ROIC
Tree and Portfolio Management.

OMRON encompasses a number of business
divisions with varied characteristics. We believe
ROIC is an excellent measure for assessing
business performance fairly for each business.
Using operating income or operating income
margin as an indicator doesn't account for
variances due to the nature or scope of a
business. ROIC, on the other hand, measures
return on invested capital, providing a fair
assessment.

Down-Top ROIC Tree

Down-Top ROIC Tree breaks ROIC into key
performance indicators for each department,
allowing us to improve ROIC at the most basic
operating level. Using simple ROS or invested

capital turnover as ROIC indicators are ineffective,

since they do not relate directly to front-line

operations. On-site managers would have trouble

thinking of ways to improve ROIC using these
indicators. However, we can break ROIC down
into automation/head count reduction or facilities
turnover as KPIs of manufacturing departments.
With these indicators, managers can finally see
how their goals tie directly to ROIC improvement
initiatives. At OMRON, one of our greatest
strengths is our unified approach to improving
ROIC from the ground level up.

Portfolio Management

ROIC Management

Down-Top Portfolio

ROIC Tree Management

 Down-Top ROIC Tree

Sales in Focus Industries / Areas Gross Profit Margin =~ ——
Sales of New / Focus Products
Selling Price Control — Added-Value % —
Variable Cost Reduction, Value %

Defect Cost %

Per-Head Production #Units

I Fixed Manufacturing —!
Automation % Costs %
(Headcount Reduction)

Labor Costs-Sales % — SG&A %

R&D %

Inventory Turnover Months

Working Capital

Slow-Moving Inventory Months Turnover

Credits & Debits Months

Facilities Turnover
Fixed AssetTurnover

Janouln] enden) paisaAu|

(1/N Automation Ratio)

OMRON consists of approximately 60 business units, each subject to a portfolio management system that
assesses the economic value of the unit according to (1) ROIC and (2) sales growth rate. In this way, OMRON
management can make proper and timely decisions related to new business entry, growth acceleration,
restructuring, or divestiture to drive improvements in OMRON Group value.

We consider both the economic value and the market competitiveness of a business to allocate limited
resources in an optimal manner. This assessment system allows us to identify the growth potential of each
business unit, making an optimal allocation of our resources.

I Assessing Economic Value

Expecting Growth

C

Profit Restructuring Examining Regrowth

Sales Growth Rate (%)

ROIC (%)

I Assessing Competitiveness

Market Growth Rate (%)

Market Share (%)
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VG2.0 Medium-Term Management Plan

A Road Map Anchored in the Future

In 2011, OMRON started Value Generation 2020 (VG2020), a plan that outlines a 10-year vision for our company.
VG2.0, our medium-term management plan launched in fiscal 2017, is the last stage of VG2020. Spanning four fiscal
years, VG2.0 also defines our long-term strategy to respond to social change beyond the timeframe.

In drafting VG2.0, we forecast future world trends and social changes, incorporating these projections of the future
into our strategies. VG2.0 also reflects considerations of the SINIC theory (OMRON's unique future predictive model)
and Sustainable Development Goals*.

Innovation driven by social needs. It is the core tenet of the OMRON Principles and a concept driving us to solve
social issues through leveraging open innovation with customers and partners. To achieve this, we have set the
following three focused domains in growing market where we can exhibit our strength: Factory Automation (FA),
Healthcare, and Social Solutions.

Given the spread of COVID-19, OMRON puts the highest priority on crisis response for ensuring business continuity
and profitability for the 2 years between fiscal 2020 and fiscal 2021, assuming that the “with COVID-19" situation will
remain during the period. Aiming for sustainable growth in a new normal era, we specified the 2 years as the period
of transformation, which will lead to our next long-term vision, to accelerate business structure shift and strengthen
profitability by maximizing the ability to respond to change. The next long-term vision period will begin in fiscal 2022.

OMRON

for Social Issues Sustainability

VG2.0 ‘

Labor shortages Frequent traffic q q
Adapting to changes in accidents, congestion Business Strategles
manufacturing Deteriorating urban
environment
-

1. Redefine focus domains and

maximize the strength of businesses
2. Evolve business models

Aging society Advancing climate 3. Reinforce core technologies
Soaring medical change
costs
Rapid Technological . . .
e o Collaborative Creation with Partners

Operations/Functional Strategies

Human Resource Management,

Manufacturing/Environment and

Risk Management

loT Robotics

* Goals for sustainable development adopted by the United Nations.
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VG2.0 and Sustainability Initiatives

OMRON has aligned sustainability targets with our VG2.0 goals to pursue sustainable corporate value through the
generation of social value. Based on the OMRON Sustainability Policy, we identified social issues in VG2.0 to be
solved through focus domains, while selecting core sustainability issues to support our execution of VG2.0 as well as
answer the expectations of our stakeholders. We set goals in these areas to achieve by fiscal 2020, and began
working toward these goals in fiscal 2017. In the same year, we added progress toward VG2.0 and sustainability

indicators* evaluated by third parties into the medium- and long-term performance-linked stock based compensation
system for our officers and directors.

Principles

Policy 2020-2021

Period of
transformation for the
next long-term vision

® Crisis Response for

‘ Sustainability Initiatives

Social Issues to be solved through our Business Ensuring Business
Continuity
@ Accelerate Business
Healthcare Social Solutions Transformation for

Sustainable Growth

D, D . . B
& e ufe o

17 pmasrs
FORTHEGOAS

Collaborative Creation with Partners @

2030 Shared Goals
(SDGs) Among
International Society

SUSTAINABLE ¢ 4
seveioment GLALS
"7 GOALS TO TRANSFORM OUR WORLD

Issues Responding to Stakeholder Expectations

Human Resource Management | Manufacturing/Environment | Risk Management
5 o o 12 G~ 13 ionor
ormmcn

) 0 @

https://www.un.org/sustainabledevelopment/

* An evaluation based on the Dow Jones Sustainability Index (DJSI).
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Sustainability Initiatives: Progress

Throughout fiscal 2019, we worked on our Sustainability Goals to be achieved by fiscal 2020.

We have made steady progress in solving individual issues by leveraging our company-wide management
structure and through Sustainability Promotion Committee and Executive Council discussions and
engagement activities in response to stakeholder evaluations.

The Board of Directors receives reports from operating divisions, oversight and supervising initiatives related
to sustainability issues.

Solving Social Issues Through our Businesses (Three Domains)

OMRON has identified social issues to be solved in 3 business domains it focuses on. The Company has set
targets for addressing the issues.

Factory Automation

® Shrinking labor force, as an issue in global manufacturing

| S @ Shortage of skilled workforce on production floors and requirements of increasingly advanced &

to be Solved : L .

diversifying manufacturing processes
Generate applications to embody the concept of innovative-Automation in our four focused
industries, establish control technologies, and develop new products—Generate Control
Technologies for Manufacturing Innovation—

Fiscal 2020
Goals

® More than 170 applications embodying innovative-Automation

® Responded flexibly to changes in product models and setups, and generate new value through
improved operating capacity, “Flexible Production Line” that contributes to manufacturing
innovation, and “Cell-Line Control System,” that fosters harmony between humans and
machines

Fiscal 2019
Progress

Healthcare
Sloeell BT @ Increased incidence of brain diseases and cardiovascular diseases attributable to high blood pressure
(s L @ Increased worldwide prevalence of asthma and other respiratory diseases

@ Blood pressure monitor sales: 25 million units/year

@ Development of analytical technologies to continuously track blood pressure fluctuations
© Nebulizer and wheeze detector sales: 7.65 million units/year

Fiscal 2020
Goals

© Blood pressure monitor sales: 20.01 million units/year

@ Completed clinical evaluation of wearable blood pressure monitor (relationship between hidden
hypertension and underlying causes related to lifestyle activities; evaluation of accuracy during
daily measurements)

© Nebulizer and wheeze detector sales: 3.44 million units/year

Fiscal 2019
Progress

Social Solutions

@ Increase in traffic accidents and traffic jam
® Global warming from CO2 emissions
® Slow expansion of the renewable energy market

Social Issues
to be Solved

Transport @ Creation of safe driving support systems and technologies

Fiscal 2020 Energy @ Cumulative shipped capacity of solar power/storage battery systems: 11.2GW
Goals @ Build an energy resource aggregation business using solar power/storage battery

systems (Japan)

Transport @ Introduced tailgating detection function
Energy @ Solar power system: Cumulative shipping capacity 9.6GW
@ Storage battery system: Cumulative shipping capacity 438MWh

Fiscal 2019
Progress
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Solving Issues Responding to Stakeholder Expectations

OMRON has set a total of 11 sustainability targets for issues to be addressed for strengthening its business
base and responding to stakeholder expectations. Here, we will provide five examples of these targets.
Please visit our website for all ‘targe‘ts_ (URL:https://sustainability.omron.com/en/omron_csr/tasks_goals/)

Human Resources Management

Talent Attraction and Development

© Continue evolution of TOGA*' towards meeting OMRON Principles

@ Ratio of non-Japanese in managerial positions overseas: 66%
© Accelerate the PDCA implementation through employee engagement surveys VOICE*2

Fiscal 2020
Goals

@ TOGA has taken root as a process to share and recognize voluntary employee initiatives in
practicing the OMRON Principles

@ Ratio of non-Japanese in managerial positions overseas: 70% (+8 points vs. prior year)*

©® Implemented improvement measures in response to organizational issues identified in our
engagement survey VOICE

Fiscal 2019
Progress

Respect for Human Rights and Labor Practices

Fiscal 2020 © Define and adopt due diligence process
Goals @ Implement analyses and corrective actions regarding human rights risks at all production sites

© Initiatives to respect the human rights of not only own employees, but also those from service
providers (employee dispatch companies and contractors) (OMRON Group in Japan)
- Established and began operations of a system to protect the human rights of all persons working
Fiscal 2019 at our business locations
Progress - Completed management design and trial operations of a human rights risk management system
for employee dispatch companies and contractors
@ Expanded the number of production facilities conducting human rights risks analysis/corrective

actions: Total 19 locations

Manufacturing, Environment

Supply Chain Management

© Sustainability self- assessment for important suppliers (Partner Suppliers): 100%

implementation ratio
@ Sustainability self- assessment: Achieve RBA score of 85 or more

Fiscal 2020
Goals

© Completed sustainability self checks for all critical suppliers
@ Of the 12 companies scoring less than 85 points, we received plans from 11, agreeing on the

details of the initiatives proposed

Fiscal 2019
Progress

Environment

Fiscal 2020 © Reduce total GHG emissions by 4% (vs. fiscal 2016)
Goals @ Environmental contribution to exceed CO2 emissions from production centers

Fiscal 2019 © Reduced total GHG emissions by 34% (vs. fiscal 2016)
Progress @ Environmental contribution of 971kt-CO2 > Production location CO2 emissions: 135kt-CO:

Risk Management

Privacy and Data Security

Fiscal 2020
Goals

Fiscal 2019

@ Build a new information security system

@ Improved security level of IT networks at global major sites

Progress

*1TOGA: The OMRON Global Awards
*2 VOICE: VG OMRON Interactive Communication with Employee
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