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Presentation 

 

Kobayashi: Good evening, everyone. I am Kobayashi of Yokogawa Electric Corporation. Thank you very much 
for attending our telephone conference today. 

Today’s telephone conference is attended by Nara, President and CEO, and Anabuki, Director, Executive Vice 
President, and Head of Corporate Administration Headquarters. 

Firstly, Anabuki will explain the outline of the second quarter financial results and the forecast of full-year 
results. Then, Nara will explain the current situation and the outlook for the future. The question-and-answer 
session will be held after the explanation of Nara has been completed. The entire meeting is scheduled to 
take about an hour. 

Please visit the websites of the Tokyo Stock Exchange and Yokogawa Electric for our releases. 

Now, we will start the explanation. 

Anabuki: Hello, everyone. I am Anabuki, in charge of the Corporate Administration Headquarters. Thank you 
very much for participating in our financial briefing today. 

I would like to start by explaining the outline of the consolidated financial results for the second quarter and 
the full-year earnings forecast. I believe you are watching the material on the screen. I would like to deliver 
my presentation in accordance with the material. 

Page 4 and the following pages of the material provide an overview of the consolidated financial results and 
the full-year financial forecast. 
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Page 4 show the summary of the results for the second quarter. Overall, sales and operating income declined. 
Net sales decreased due to the impact of COVID-19 and the impact of the exchange rate. Operating income 
declined mainly due to lower sales. Profit attributable to owners of parent was at about the same level as the 
previous year. 

By Segment, Control business showed declines in sales and operating income. On organic growth basis 
excluding the impact of the foreign exchange rate and the transfer of a subsidiary’s shares, orders declined 
17.1% YoY and sales declined about 5% YoY. Operating income increased 3.9% YoY. In the Measurement 
business, sales increased but operating income decreased. In Aviation and Other business, sales declined and 
operating loss increased. 

By region, orders rose in Central and South America and sales in China remained strong, but the overall 
conditions were harsh. 

By industry, conditions continued to be severe, particularly in energy-related industries, due to the impact of 
COVID-19 and decreasing large project orders from the previous year. 

I will explain FY20 earnings forecast later since we have changed from August 12. 

There is no change in FY20 dividend forecast. 
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Page 5 shows the summary of the consolidated results for the first half of the current fiscal year on a YoY basis.  

Orders were JPY169 billion, sales were JPY174.4 billion, operating income was JPY15.3 billion, and profit 
attributable to owners of parent was JPY9.8 billion. On a YoY basis, orders were down JPY40.8 billion, sales 
were down JPY17 billion, operating income was down JPY1.6 billion, profit attributable to owners of parent 
was down JPY100 million. 

The growth rates were as shown: Orders were down 19.4% and sales were down 8.9%. The table shows the 
impact of the foreign exchange rate and the transfer of a subsidiary’s shares. According to the rate of organic 
growth excluding this impact, orders were down 15.8% and sales were down 5.3%. 
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Next, page 6 provides an analysis of operating income. 

The graphs show the move from operating income of JPY16.9 billion in the first half of the previous fiscal year 
to JPY15.3 billion in the current fiscal year. The decline in sales worth JPY 10 billion resulted in a fall in gross 
profit worth JPY4.5 billion. The negative impact of this JPY4.5 billion on gross profit was partly offset by a 
higher gross margin in COGS and a decrease in SG&A expenses for a total of JPY4 billion. Finally, there was the 
impact of the foreign exchange rate worth JPY900 million, leading to the final figure of JPY15.3 billion. 
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Next, page 7 shows YoY comparison by segment.  

In the Control business, excluding the impact of the foreign exchange rate and the transfer of a subsidiary’s 
shares, orders showed a 17.1% YoY decrease and a 4.9% YoY fall in sales. Operating income rose JPY600 million, 
3.9% Y to Y.  

In the Measurement business, although sales remained strong, operating income was down due to upfront 
investments in the life innovation business etc. 

In the Aviation and Other business, both sales and operating income declined due to a major impact of sluggish 
aviation-related demand. 
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Next, page 8 shows orders and sales by region in the Control business. Orders are listed on the left and sales 
are listed on the right.  

Orders were JPY153 billion, down JPY40.5 billion YoY, but excluding the impact of the foreign exchange and 
the transfer of a subsidiary’s shares, this decrease of JPY40.5 billion changed to a decrease of JPY32.6 billion, 
which means the 17.1%. 

By region, orders in Central and South America posted an increase of JPY300 million, a flat level on a YoY basis, 
but the overall situation of orders remained severe. Orders in India, North America, the Middle East and Africa 
incurred large declines due to the impact of COVID-19 and decreasing the large project orders from the 
previous year. 

Sales were JPY160 billion, a YoY decrease of JPY15.4 billion. Excluding the impact of the foreign exchange rate 
and the transfer of a subsidiary’s shares, sales were down JPY8.6 billion, or 4.9%, YoY. 

By region, China still remained firm, making it a relatively strong region. In North America, a large project 
order received in the previous fiscal year contributed to sales in the current fiscal year. As a result, orders 
were down but sales were up in North America. 



 
 

 

Support 
Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
8 

 

 

Page 9 is the breakdown by industry in the Control business. 

We list the quarterly trend from the first quarter of FY2019. In the first and second quarters of the current 
year, orders were sluggish, particularly in Downstream. In the industry, there is a remarkable trend of larger 
declines since the large projects orders were down from the previous year and investments in the energy 
sector have been postponed due to the sluggish energy-related demand. 
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Page 10 shows cash flows. There was no particular irregularity in operating cash flow and free cash flow. We 
believe that the cash flows were steadily formed. 
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Next, from page 11, we show the earnings forecast for FY2020, which has been revised.  

The second column from the left on the table shows the previous forecast when we announced the first-
quarter results on August 12, shown in numerical ranges. The revised forecast is shown in blue in the middle 
column.  

We forecast orders at JPY360 billion, which is slightly lower than the median of the forecast range in August. 
Sales are JPY375 billion, the median figure of the forecast range in August. Operating income is JPY30 billion, 
which is the upper limit of the range. The same applies profit attributable to owners of parent. 

We took the effect of the foreign exchange rate into account, the growth rate is down 14% YoY in orders and 
down 7.3% in sales. 
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Page 12 shows the forecast by segment. We made major changes in Control business. 

In the Control business, large projects remained delayed. While it is uncertain whether it will receive orders 
that were planned for the second half and those that were carried over from the first half during the current 
fiscal year, we tried to estimate the order figure without making an excessive projection of such orders. We 
assume that China will be firm and Japan will recover to a certain extent. 

Regarding sales, we have begun to be able to observe the conditions of our sales plans to some extent after 
the end of the first half. Honestly speaking, there are a lot of uncertain factors at present, so it is still difficult 
to make a forecast. Compared to orders, however, we believe that it is easier for us to forecast sales and 
operating income than in August. 

In terms of profits, distribution costs are still rising and competition remains fierce. Against this backdrop, we 
believe there is a risk that gross profit will deteriorate in the second half compared to the first half, and we 
have factored this into our forecast. In this challenging environment, we will focus even more efforts on cost 
reductions, which we are currently pursuing, in order to secure profits. On the other hand, we intend to 
continue to make DX-related investments that respond to new demand, such as that for remote working, 
which took place amid the COVID-19 pandemic and is likely to continue in the after-COVID-19 society. 

As you can see, all figures in Measurement business are the medians of the range forecast in August.  
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In addition, in the Aviation and Other business, although orders and sales are roughly within the range forecast 
in August, we revised downward operating loss, which falls below the range in August, in anticipation of a 
decline in commercial aviation-related demands. 

 

 

Page 14 is the forecast by region in Control business. 

We see orders in China and Central and South America as solid regions as they will show positive figures, but 
we believe the overall situation will remain severe. Although we forecast a gradual recovery trend, we do not 
expect a rapid recovery. 

Sales in China and Central and South America will increase YoY and sales in Japan will be almost unchanged 
YoY. These three regions will show flat or better results. 



 
 

 

Support 
Japan 03.4405.3160    North America  1.800.674.8375  

Tollfree  0120.966.744 Email Support     support@scriptsasia.com 
13 

 

 

Finally, as shown on page 15, we have decided to pay an interim dividend of JPY17 per share, as stated in the 
forecast announced in August. 

I explained the financial results for the first half and the full-year forecast. Thank you very much. 

 

Kobayashi: Next, President Nara will explain. 

Nara: Good evening everyone. I am Hitoshi Nara, president of Yokogawa. Thank you for taking part in the 
telephone conference today despite your busy schedule. I will explain the current situation and the outlook 
for the future. 

In addition, I would like to explain some examples of Yokogawa’s DX initiatives, about which you have so far 
asked many questions, so I would like you to listen to my presentation until the end. 
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Today, I will deliver my presentation in accordance with the contents as you see. 
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First, let me explain our recognition of the current external environment. 

This is based on the slide we disclosed in May 2017 when we announced our medium-term business plan. 
About two and a half years have passed since then, society has changed dramatically, and our business 
environment has also changed substantially. 

The symbol of the changes is COVID-19. We are still uncertain about its impact and containment. We assume 
that we will probably be in the age of new normal based on the world of coexistence with COVID-19. 

I think that we have to further accelerate our transformation with a sound sense of crisis in response to these 
changes, including a decrease in fuel demand due to restraints on movement. 

In addition, there is a growing need for solutions to social issues, such as addressing localization needs and 
climate change, and we see these as new business opportunities that will enable us to leverage our strengths. 

For example, one of these opportunities is the arrival of “IA2IA” era. As I mentioned last time, that means a 
the world from Industrial Automation to that of Industrial Autonomy. We have described this IA2IA in more 
detail in YOKOGAWA Report published last month, and We also plan to hold a separate briefing session  to 
the outside in Decemberng the details of the report, next month. 
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We will move on to page 27. I will explain our recognition of the current situation by region and industry. 

Due to the impact of COVID-19, the global economy continues to face a challenging situation and some expect 
the worst-ever recession in history. However, the conditions are not the same, but mixed depending on 
regions and industries. 

Specifically, among the regions, as Anabuki mentioned earlier, China remains relatively firm though 
competition is fierce.  The situation in China is returning to the same level as last year. 

In addition, Japanese operations, which are centered on OPEX, have shown signs of recovery, partly supported 
by a broad range of industries. 

In addition, Central and South America maintained their solid performance, particularly in pulp and paper and 
mining. 

Among the industries, Upstream is in a very severe situation due to the slowdown in energy demand, along 
with Downstream, where we have strengths. 

On the other hand, there are signs of considerable recovery in specialty chemicals. 

In addition, food and pharmaceuticals continue to be strong. 

Demand for renewable energy is also increasing. 
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Please turn to page 28. 

Next, in the final year of the mid-term business plan, Transformation 2020, I will explain our three-point 
TF2020 basic strategy and digital transformation (Yokogawa’s DX), focusing on our initiatives in the first half. 

Especially, I will explain our intentions and concrete cases of efforts regarding DX, so I hope you will 
understand our image of our DX efforts. 
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Please turn to page 29. 

First, I would like to reaffirm the basic strategy outlined at the time of the announcement of the mid-term 
business plan, as well as the image of the plan. 

There are three main points in the basic strategy. The first is transformation of existing businesses, particularly 
of the Control business. The second is creation of new businesses and transformation of the business model, 
and the third is improvement of productivity through Group-wide optimization. Digital transformation is the 
foundation that supports these reforms, and it plays the role of driving the whole. 
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Please turn to page 30. In terms of the first-half financial results, I will explain some of our initiatives from 
among the three basic strategies. 

Regarding the transformation of existing businesses, the first point is the expansion of remote businesses. 
Recently, there has been an increase in orders and inquiries in this area, and I will explain specific initiatives 
of the analysis-based business later. 

On the second point, the enhancement of external DX, I will explain in the DX-strategy section on page 37 and 
thereafter. 

On the third point, further strengthening in target industries, today I will introduce our initiatives in renewable 
energy on the next page.  

In the second strategy, creation of new businesses and transformation of the business model, contribution to 
earnings has gradually advanced. In life innovation, especially the life science-related business, we have 
created new products by combining nanopipette technology, which we acquired last year, with existing 
products. 

In addition, a recurring business model has started to produce results, albeit small, so I will explain the outline 
of this later in the cases of external DX. 

In the third strategy, improvement of productivity through Group-wide optimization, while the top-line figure 
has been in the severe situation, we will reduce SG&A expenses, including fixed costs, optimize engineering 
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according to the amount of materials, and further strengthen cost reductions to accelerate initiatives to 
optimize the group’s structure, including the acceleration of BPO. 

 

Please turn to page 31. We explain our renewable energy initiatives as a case of our target industries. 

In other words, this is the acceleration of initiatives aimed at realizing a low-carbon society. We have 
accumulated a track record in wind power, solar power, biomass, geothermal power, and other areas. We 
have agreed to collaborate with China’s Goldwind Group. Moreover, one of Japan’s largest wind power plant 
comes online with our control system. 

Although its output is not yet large, we will focus on growing business opportunities in areas like the big data 
analysis to efficiently operate wind power plants to be built in remote areas, the utilization of climate data, 
and the forecast of energy demand. 
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Please turn to page 32. Here, we updated the order trend in the Control business. 

The slide shows large orders of USD3 million or more in dark green and smaller orders in light green. I note 
again that this is for reference only because it is difficult to clearly show the monetary classification depending 
on projects. 

As you can see, the situation is harsher than last year. However, due in part to the initiatives I have explained 
so far, large project orders, particularly those related to CAPEX, have shown signs of gradual recovery toward 
the end of the fiscal year after they declined significantly. In small projects centered on OPEX, which account 
for approximately 80% to 90% of orders, there have been some moves recently in the Control business. 
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Now please move on to page 33. Next, I will explain Yokogawa’s DX, which is a key point for today. 

I noted that the DX is the driving force behind the creation of value to tackle the three basic strategies. Today, 
I will explain our efforts to provide more value to customers (External DX) based on the so-called Internal DX 
to create value in-house, introducing cases. 
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Please turn to page 34. First of all, this is an initiative for Internal DX. 

The first measure was to aim to realize data-driven management. First, we created a virtual community of 
Virtual Data Analysts within the company. This is a virtual organization that recruits employees interested in 
data analysis from each organization and business base. 

In addition to increasing the number of data analysts, we established a global data lake in a bid to automate 
the enormous number of reports that are distributed within the company. To this end, we have introduced 
Self-service BI tools. 

This has resulted in a drastic reduction in the number of man-hours required to produce reports, enabling us 
to make decisions based on real-time data analysis, which has led to an improvement in the quality of many 
meetings. This quality improvement means that a considerable amount of time is now available for decision-
making. 
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Next, please move on to page 35. This is the second page on Internal DX, global introduction of RPA. 

We began this initiative in 2017 with the aim of improving productivity through the automation of manual 
operations. Our feature is that we are introducing RPA globally and have an RPA development and 
implementation team in India. We have also gradually increased the number of sites covered by our global 
RPA expansion to nine overseas regions. 

This year, we plan to go a step further in our operations in Southeast Asia to develop RPA at business bases 
of sub-subsidiaries. 
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Next, please turn to page 36. As the third initiative for Internal DX, I will explain Digital CX in customer 
experience. 

From the standpoint of processes, although we have CRM in the sales and service areas, each marketing area 
is still being operated individually. We are currently moving forward with a project to organically integrate the 
sales, marketing and service processes, and are reorganizing them into a process system from the customer’s 
perspective. 

As a result, we intend to transform ourselves into a more customer-oriented company than ever before, 
leading to an increase in orders. 
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Please see page 37. This section introduces initiatives for External DX. 

Before that, this is a roadmap image that shows the maturity process of DX along a time axis. Currently, we 
are at STEP 1, the Digitalization stage. In particular, as the IT field in the back-office operations at 
manufacturers, our customers, is becoming increasingly cloud-based and as data consolidation progresses, 
the OT field at plants proceeds with data consolidation through IoT and AI, partly involved in a cloud-based 
trend. 

In order to survive the competition in this situation, the key driver is to integrate data, increase the number 
of data analysts, and train AI engineers. In doing so, we will combine OT and IT, which are our strengths, to 
provide solutions to customers. In this trend, OT is becoming more cloud-based and processes will be 
optimized beyond corporate boundaries and we expect a trend from automation within a separate company 
to autonomy beyond the company. 
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Please turn to page 38. This is a CI Server, or Collaborative Information Server, which is a case of External DX. 

The CI Server, on which we issued a press release last month, integrates all operational data at all facilities 
and systems related to the operation of each plant owned by customers to support the management of 
information that is optimal for the entire production activity. It also supports the efficient operation of the 
without choosing a place for work by providing an environment for remote operations. 

This is precisely the foundation that can contribute to the operation of plants that reduces the risk of 
infectious diseases by reducing the chances of movement of people amid the COVID-19 pandemic. 

We have already received inquiries from a number of customers, so, not intentionally, COVID-19 has spurred 
the introduction of the CI Server. 
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Please see page 39. This is the second example of External DX. This is also a case of the transformation of 
business model, outlined in the medium-term plan. 

This is DaaS*, Data as a Service, a recurring-type business that responds with a flat monthly rate to meet the 
need to measure the levels of exhaust gases by using equipment that complies with national and local 
regulations. It also responds to the need for measurement with automated maintenance to reduce the time 
and effort required to collect data. While there are advantages that customers can introduce the system at 
low cost without making a large initial investment, it provides support from experienced specialists, so 
customers are increasingly aware of the benefits. * Data as a Service 
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Page 40 shows the final example of External DX, Yokogawa’s AI business. 

First of all, what we look for AI is to understand the present, predict the future, and optimize operations. 

And there are three characteristics of Yokogawa’s AI. The first is domain-specific AI technology that leverages 
the knowledge of the process industry. The second is a remarkable point that it demonstrates its strengths in 
the areas of quality stabilization and preventive maintenance. The third is that it derives answers responsible 
for the operation of the process, in addition to data analysis. 

Going forward, we will work to realize automatic optimization of plant control on the cloud and commercialize 
our products based on this AI, targeting the massive market that requires instantaneous precision control 
such as semiconductor manufacturing. 
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Please turn to page 41, the outlook for the future. 

We have mainly reviewed our activities in the first half of the current fiscal year and explained Yokogawa’s 
DX. From here on, I will reaffirm our policy for the current fiscal year, which will end in less than six months, 
and explain Yokogawa’s approach to changes in the business climate. 
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Please turn to page 42. 

This is the basic policy for the current fiscal year, FY2020, and there is no major change to this policy, as I 
explained in May.  

In the final year of TF2020, we are working on four main points as we focus on completing the measures and 
harvesting benefits in the medium-term plan. 

As positioning our business for the post-COVID-19 world which you see in the fourth point in the material, 
that is one of our responses to changes in social needs, today I will explain concrete examples of orders 
received for remote service in the following slide. 
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Please move on to page 43. This is an example of orders for remote service using AR (augmented reality) 
technology. 

This is an example of the use of AR technology in the interaction with on-site workers in analytical services. In 
doing so, the service is evaluated that customers are able to efficiently utilize the expertise of our service staff 
from remote locations. In response to the need for remote services amid relocation restrictions due to COVID-
19, orders and inquiries are increasing, mainly from abroad, as you can see. 

Especially, many customers are troubled with the shortage of experts due to the aging at workplaces and 
others. AR and the remote service, which enables effective use of experts across overall services, will be one 
of key resources in the future. 
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Please turn to page 44. I will confirm the earnings forecast for the current fiscal year again. 

As Anabuki explained earlier, expected orders are JPY360 billion, sales are JPY375 billion, operating income is 
JPY30 billion, and ROS is 8.0%. The rest is as you see. 

By now, we have steadily increased ROS, an indicator for profitability, as we worked on to implement our 
medium-term business plan TF2020, but the figures will decline temporarily due to the impact of COVID-19. 
Forecasting the future is not easy, but we are trying to achieve the goal for the final year of the transformation 
in TF2020 as we expect a gradual recovery toward the end of the fiscal year.  

For this goal, what we aim for is a resilient company that can sustain sustainable growth without losing control 
even in a difficult business environment. 
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Please turn to page 45. 

This slide shows the trends in crude oil prices, the foreign exchange rate and our operating income in the past 
10 years, and our earnings were not necessarily in line with the fluctuations in crude oil prices and the foreign 
exchange rate. Going forward, we will continue to minimize the impact of the external environment as much 
as possible and achieve sustainable growth while balancing the growth of new businesses, including 
pharmaceuticals and foodstuffs, with the stability of existing businesses. 

As one of our initiatives for sustainable growth, I would like to explain the strategy for the Japanese market, 
including my experience. 
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This slide shows the domestic and international trends of the Control business in the 10 years since the global 
financial crisis. As you can see, sales in Japan marked YoY rises for six consecutive years since FY2013. Although 
there was downward pressure, like the sale of a healthcare information subsidiary, sales increased centering 
on OPEX. Perhaps the market share also improved. 

As you know, the number of large-scale plants did not increase in Japan, as the population did not increase 
and energy demand did not grow. Nevertheless, the need for rationalization, such as integration and efficiency 
improvement, as well as that for remote services, has been on an uptrend on the contrary. 

In addition, we have been close relations with our customers, centering on OPEX. 

 Growth in Japan is due to "the expansion of the industries areas to deploy widely our business", and "the 
result of developing a problem-solving solution services business” by sharing the pains and issues faced by 
our clients. 

In particular, we have been working on common business themes to all industries, such as asset optimization, 
energy management, productivity improvement, quality stabilization, and safety. 

Going forward, we will aim for further growth by overseas expansion of the process knowledge of Japan’s 
various industries, such as chemicals, pharmaceuticals, and foodstuffs. 
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Finally, let me talk about the direction we are aiming for. 

Yokogawa is a resilient company with the power to withstand COVID-19. Yokogawa’s business is centered on 
areas that will experience growth during the pandemic. Yokogawa is set on building a sustainable society and 
creating new opportunities for growth. 

We look forward to the continued support of our shareholders, investors and other stakeholders. 

Thank you for your attention. 
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Question & Answer 

 

Q: The growth rate of orders in the control business in both 1Q and 2Q, excluding foreign exchange, was 
negative 17%, and the full-year forecast is close to the forecast of Lower limit disclosed in the range in August, 
so I feel that the recovery of orders is weaker than the initial forecast. Please explain the background of this. 
On the other hand, you mentioned that OPEX and specialty chemicals are showing signs of recovery. Could 
you explain in more detail the current recovery situation, including specific examples? 

A: There was no significant change in orders for the control business from Q1 to Q2. The initial assumption 
was that the restrictions would be lifted gradually after 1Q, and we expected that orders would recover a little 
more, but even in 2Q, we were not able to make any improvements. For large project orders, the decisions 
are delayed, not canceled. There was also no significant change in small orders from Q1 to Q2. 

As I have just mentioned, we expect signs of recovery to be somewhat delayed, so we have no choice but to 
follow Lower limit's forecast, which was disclosed in August based on a range of forecasts. 

Against this backdrop, signs of recovery may be being delayed, I believe that we had to make an outlook for 
the annual plan to the lower level than the median in the range we had announced in August.  

Unfortunately, like at the end of the first quarter, we have not grasped market trends at present including the 
impact on the macroeconomy of the new lock-down in Europe and the United States. As there is still high 
uncertainty, there was no major change from the situation when we showed our forecast in the ranges after 
the end of the first quarter. However, there are some more active moves like customers’ business negotiations 
compared to the first quarter. Although they are moderate moves, but our scenario is that there will be a 
recovery in the second half from the first half. 

As a sign of recovery, there are customers who are more active in specialty chemicals than in bulk. I also have 
the impression that new demand amid the COVID-19 pandemic, such as remote work, and 5G-related 
customers in the electronics and electrical fields are gradually starting to move. 

 

Q: As for the margin of the Control business, though sales decreased YoY, the operating income margin 
improved in both 1Q and 2Q.  What is the background? On the other hand, you explained that you plan to 
make the margin in the second half will worse from the first half and the previous year, taking into account 
the risk of rising logistics costs and intensifying competition. Could you explain your outlook for margins in 
more detail in the future? 

A: With regards to gross margins, we are beginning to see the effects of cost-cutting and productivity-
efficiency measures, such as engineering efficiency and centralized purchasing. On the other hand, there were 
temporary factors in 1Q, and gross margins were slightly higher in the first half, so we show slightly 
conservative figures for gross margins in the second half and the full year. 

We expect that there will be an impact of around JPY1 billion in terms of logistics costs. In this regard, we will 
likely to keep affected by the impact of rising logistics costs in the second half of the fiscal year. 

With regard to intensifying competition, we cannot be optimistic since we are competing with our peers given 
the situation in which our overseas customers in the energy sector, in which we have strengths, are now 
reducing their investments and are being forced to cut losses through cost reductions. We are strongly aware 
of this intensified competition, so our estimate of gross margins for the full fiscal year is a little conservative. 
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While we will make the negative factors offset with the positive ones to improve gross profit, such as 
production efficiency, we think it would be better to look at gross margins slightly conservatively, taking into 
account the said temporary factors in the first quarter and intensified competition. 

 

Q: With regard to the order backlog at the end of the current fiscal year, taking into account the order backlog 
at the end of the first half and the sales and order forecast for the second half, I calculated that it would be 
approximately 240 billion yen. If I consider the next fiscal year based on this premise, I have the impression 
that FY 21 will continue to be in a difficult situation. Please tell me what measures are being considered as 
countermeasures, and if there are any priorities. 

A: As for the outlook for FY 21, as you pointed out, we believe that orders for this fiscal year will be very 
difficult, so I think there will be a certain impact on FY 21 sales. 

However, comparing the pipelines related to CAPEX deals with that of one year ago, the numbers of current 
pipelines are larger than that of one year ago. Cancellations of projects are very rare at present, but there are 
continuing signs of postponement. We are trying not to take an optimistic stance, if the projects are launched, 
distribution on the CAPEX side may increase to a considerable extent.   

In fact, recently, we have been conducting a lot of VC with our important customers in the Middle East and 
Russia, and they want to take various measures for the future. There are requests to us to be ready to get to 
work as soon as the JOB starts, as well as inquiries about secure remote operations using DX, so there are 
expectations that investment will resume once the economy improves. 

On the other hand, each subsidiary is implementing various structural reform measures this fiscal year, so if 
the current severe situation continues, I would like to take measures and measures in a well-balanced manner. 

In overseas, our business structure relies on approximately 75% on oil and gas, and the Middle East, the United 
States, India, and Europe in particular are affected by COVID-19. 

The key is how to expand the industries of overseas businesses and how to develop businesses that can be 
horizontally developed using our knowledge on OT. Therefore, our future efforts will focus on building that 
structure for FY2021.  

 

Q: Despite the bleak outlook for the energy sector, customers want to be prepared to move with a recovery 
in business confidence, and there is also a need for DX. Therefore, Yokogawa is needed by customers and has 
expectations for the future. Is my understanding correct? 

A: For example, most of our customers, who had been cautious about security issues, are now doing more 
than half of their engineering remotely or conduct inspections remotely. We feel that major customers and 
those in emerging countries are relieved to do various businesses under a remote environment to a 
considerable extent. 

Moreover, I think that we have obtained more trust from customers as a company that can respond to the 
remote services using IT. 

When we install control systems at customers, many of them sign maintenance contracts, but recently we 
also provide option for a remote service on the menu. We received about more than 300 of such license 
contracts in the first half of the year. Although the value of those contracts totals hundreds of millions of JPY, 
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we believe that we can build stronger relationships of trust with our customers even in this situation, and that 
we can continue to be a win-win situation. 

 

Q: In relation to the domestic control business, could you tell us the background of the growth achieved by 
expanding into industries other than oil and gas despite a partial business sale.  Also, please tell us if there are 
any initiatives you have in mind for expanding overseas industries in the future. 

A: We recognize that overseas business development is a major challenge for us. 

In Japan, in order to develop problem-solving businesses, we have changed our business model considerably 
through mindset. In Japan, there is a wide range of industries, and the ratio of oil and gas sales is 
approximately JPY 100 billion (11 ~ 12%). The main reason for this steady growth is that we have been engaged 
in the information-related business. Also, not just to providing products, we have developed our business by 
approaching the so-called C-level top executives at customer companies to the business challenges faced by 
customers in all industries, such as asset optimization and productivity improvement. In addition, the division 
of our internal organization by industry, the establishment of consulting units, and the creation of regional 
headquarters to increase the range of customer service are also factors behind the company's growth. 

In fact, over the past few years, we have been working hard to expand our domestic knowledge overseas, but 
the reality is that we have not been successful. I believe that we will not change unless we reform our overseas 
business structures, mechanisms, and directions on a top-down basis. I believe this will be our biggest 
initiative in the future. 

 

Q: How large is your renewable energy business? 

A: The scale of renewable energy is still small, but it seems to be increasing rapidly. The figure for FY20 is 
currently being calculated, but I think it has increased considerably from FY19 sales of approximately 3.5 
billion yen. 

 

Q: Other than Yokogawa, other equipment manufacturers such as compressors and turbines are also 
providing remote service. Is there something like role-sharing between you and other companies? 

A: That’s right. For example, what we are doing now is importig most of the data around sensors, such as 
those found in rotating equipment such as compressors. However, I think equipment manufacturers are doing 
the same. 

In the future, it will be important to integrate information, upload them on cloud-based equipment, and 
analyze them. One example of this is the "CI Server" mentioned earlier. We try to incorporate every kind of 
data, such as those from revolving devices or even robots. It will incorporate data of around 40 different 
manufacturers, integrate them, and manage the information. 

The feature of CI Server is that it has a variety of interfaces. In the future, by uploading to the cloud side, I 
think we will probably be able to collaborate with equipment manufacturers. There may be some conflicts 
with them, but we're good at managing data, so I think it's best for us to build an ecosystem based on each 
other's strengths.  
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Q: From the customer's point of view, is it ideal to let Yokogawa manage all the data in the cloud rather than 
contracting remote services with each turbine manufacturer and compressor manufacturer, for example? 

A: As you say, the most ideal condition for the customer is being managed on a single basis, and I think that's 
why there are so many requests.  

 

Q: is there the need to consider a risk that you cannot obtain some sensor data? 

A: We already have an interface that can be incorporated into every data. Our major advantage is that our 
server can integrate information by giving an add-on to existing DCS, so in that sense, we have already 
received inquiries from large Japanese customers. If they add the functions of this integrated information 
server on existing systems, they will be able to obtain various data without spending much money, so we 
believe this will be our future strength. 

 

Q: Compressor manufacturers and other equipment manufacturers are expected to increase after-sales 
service in the future. Is there a possibility that they will compete with Yokogawa? 

A: There are probably maintenance data related to the field that we don't know, so I think we will share data 
and work together. 

 

Kobayashi: In addition, I would like to inform you that Yokogawa IR Day will be held, including an explanation 
of IA2IA that Nara talked about in his presentation. Regarding the date and time, we will report the details 
separately by e-mail, but we plan to hold a web meeting at 10:00 to 12:00 on Wednesday, December 9, so I 
would like to ask you to arrange your schedule. 

President Nara will deliver final remarks. 

Nara: Thank you, everyone, for joining us today. I’m sorry that I couldn’t answer all of your questions. 

Although there are still some areas that may not be visible in the second half of the current fiscal year, we 
would like to do our businesses that we are aiming for and respond to your expectations. I would like to ask 
for your continued support in the future. Thank you very much. 

 

 [END] 
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Disclaimer 

SCRIPTS Asia reserves the right to edit or modify, at its sole discretion and at any time, the contents of this 
document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide 
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia 
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not 
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia 
does not warrant, endorse or guarantee the completeness, accuracy, integrity, or timeliness of the 
information contained in this event transcript. This event transcript is published solely for information 
purposes, and is not to be construed as financial or other advice or as an offer to sell or the solicitation of an 
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. 

In the public meetings and conference calls upon which SCRIPTS Asia’s event transcripts are based, companies 
may make projections or other forward-looking statements regarding a variety of matters. Such forward-
looking statements are based upon current expectations and involve risks and uncertainties. Actual results 
may differ materially from those stated in any forward-looking statement based on a number of important 
factors and risks, which are more specifically identified in the applicable company’s most recent public 
securities filings. Although the companies may indicate and believe that the assumptions underlying the 
forward-looking statements are accurate and reasonable, any of the assumptions could prove inaccurate or 
incorrect and, therefore, there can be no assurance that the anticipated outcome described in any forward-
looking statements will be realized. 
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