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Presentation 

 

 

Nakajima:  The key points of the Q3 financial results are listed on page 4 of the materials. I will explain this 
the following pages. 
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Page 5 shows summary of the financial results. 

Orders received were JPY390.7 billion, a decrease of JPY23.1 billion from the previous year, or 5.7%, excluding 
the impact of foreign exchange rates. This was mainly a reaction to the energy-related large orders received 
in Q3 of the last fiscal year. 

Sales were JPY393.1 billion, a significant increase of JPY65.1 billion or 20.5% from the previous year, excluding 
the impact of foreign exchange rates. The sales growth rate remained almost the same as in Q2 as the backlog 
of orders continued to boost sales due to an improved procurement environment for parts and other items. 

Operating income was JPY58.4 billion, up JPY33.6 billion from the previous year, and net income was JPY52.1 
billion, up JPY35.3 billion from the previous year. 

There were no special events in Q3 with respect to operating income and below. The increase in operating 
income and the gain on sales of investment securities recorded in Q1 contributed to the increase in net income 
for the period. 
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Page 6 shows the analysis of operating income.  

The increase was JPY30.5 billion from JPY24.7 billion in FY2022, excluding the impact of exchange rates. In 
addition to the JPY28.9 billion increase in gross profit from higher sales, a JPY10.8 billion improvement of 
gross margin made a significant contribution.  

As for the breakdown of the improvement of gross margin, the increase in gross profit of products was JPY6.4 
billion, and the increase in gross profit of projects was JPY0.6 billion. In terms of gross profit of products, the 
improvement effects have appeared by a decrease in the fixed cost ratio due to an increase in the production 
utilization ratio from H1, and the elimination of inventories of parts that were purchased at premium market 
prices due to the parts crunch beginning in Q3. In terms of gross profit of projects, in H1, sales of projects with 
low gross margin were concentrated, resulting in a negative balance of JPY1 billion. However, Q3 saw a 
turnaround to a positive balance due to the absence of orders for strategic projects that would have resulted 
in construction losses and the concentration of sales of projects with high gross margin. In addition, the effect 
of the price increase measure for products have also contributed significantly to the improvement in gross 
margin.   

SG&A expenses increased by JPY9.3 billion YoY. The increase is due to new business-related expenses, 
amortization of goodwill from strategic investments, higher sales commissions and activity expenses due to 
increased sales, and labor cost inflation. However, this increase is within the range of the earnings forecast. 
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Page 7 shows orders, sales, and operating income by segment. 

The first is the Control business in blue color. Orders received decreased JPY9.0 billion from the previous year, 
or 4.9%, excluding the impact of foreign exchange rates. Sales increased significantly by JPY68.1 billion from 
the previous year, or 19.7%, excluding the impact of exchange rates. Operating income increased by JPY29.2 
billion from the previous year. The reasons for the increase or the decrease overlap with those of the entire 
company, which I explained earlier, so I will omit them. 

Next is the Measuring Instrument business in yellow color. Orders received decreased by JPY3.2 billion from 
the previous year, or 16.3%, excluding the impact of foreign exchange rates. In addition to a reaction to the 
strong performance in H1 of last year, our analysis indicates that customers have adjusted their prior orders 
due to improved production lead time. However, compared to H1, the decrease was smaller. Sales increased 
by JPY7 billion from the previous year, or 35.1%, excluding the impact of foreign exchange rates. This is due 
to the progress in the order backlog as a result of the improvement in production lead time, as mentioned 
earlier. Operating income increased by JPY4.3 billion from the previous year. 

The last is the New Business and Others business in green color. There is no significant change from the 
previous. 
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Page 8 shows orders and sales by region in the Control business.  

As noted at the beginning, orders continue to be strong in India, the Middle East and Africa. On the other 
hand, a sense of slowdown in China has become apparent in the Q3. 
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Page 9 shows orders and sales by the Control sub-segment. 

 The graph shows three sub-segments from the bottom: Energy & Sustainability business, Materials business, 
and Life business. 

As for the order on the left side graph, Energy & Sustainability business increased by JPY1.1 billion from the 
previous year, or a decrease of 2.3%, excluding the impact of foreign exchange rates. Materials business in 
purple decreased by JPY13.8 billion from the previous year, or 11.1%, excluding the impact of foreign 
exchange rates. Life business in orange increased by JPY3.7 billion from the previous year, or 6.1%, excluding 
the impact of foreign exchange rates. 

The graph on the right, which shows sales, has been showing up in the figures late in the orders, so I will skip 
the individual explanations. 
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Page 10 shows the quarterly trend of these three industry segments, broken down by industry segment. I will 
add a little more here, including current trends. 

Energy and Sustainability business, the bottom part in blue, you can see in the yellow dotted line that orders 
were quite high in Q3 of last year. Conversely, there were relatively few large orders in Q3 of this fiscal year, 
resulting in a decrease from the previous year. The total amount of orders received in this segment fluctuates 
considerably quarterly, depending on the timing of acceptance of large orders. Although the current situation 
may appear a little weak due to such factors, base orders have remained stable. We are not aware of any 
deterioration in the trend, as we have a large order expected in Q4. 

Next, Materials business in purple in the middle. The adjustment phase is more protracted than we had 
expected at the beginning of the year, and the current economic slowdown in China has led to a slight 
deterioration in the figures. We have a relatively high proportion of Materials business in China among our 
overseas affiliates, and this has affected the figures here. However, we have some relatively large projects 
already in the pipeline for Q4, and we hope to somehow turn the tide of recovery in Q4. 

The last is Life business in yellow. The performance of the Life business is at a strong level for Q3, as the food, 
pharmaceutical, and water markets are all firm, and it received a concentration of relatively large orders. 
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Page 11 shows the forecast for the year. We have raised our earnings forecast based on the results up to Q3, 

the order pipeline, the order backlog, and so on. As for the revised amounts, orders increased by JPY3 billion, 

sales increased by JPY8 billion, operating income increased by JPY7 billion, and net income increased by 

JPY6.5 billion.  

The foreign exchange forecast is unchanged from the previous forecast of JPY140 per dollar. If it remains at 

the current level, it may settle around JPY144, but we do not adjust the exchange forecast in JPY1 

increments. 

After page 12, page 12 shows the YoY change in operating income reflecting the current forecast, page 13 
shows the forecast of orders, sales and operating income by segment, page 14 shows the forecast for Control 
orders and sales by region, and page 15 shows the forecast of orders and sales by Control subsegment. 
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Lastly, page 16 shows the dividend. We have revised our dividend forecast based on the revised earnings 
forecast. Specifically, the year-end dividend will be increased by JPY6 from JPY17 to JPY23 per share, resulting 
in the full-year dividend forecast to JPY40 from JPY34 per share. 
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Question & Answer 

 

[Q]: Let me ask if there has been any change in your business environment for the Control business or the 
environment for orders compared to three months ago. The reason for the 10% or more drop in orders in Q3 
compared to the same period of the previous year is that the previous year's level was high, but looking at 
the materials on page 23, it seems that small orders also fell gradually in Q1, Q2, and Q3, with the Q3 figures 
falling below JPY100 billion. Also, I think the numbers were weak in December. Should we take this as a sign 
that the environment for orders is starting to deteriorate a bit, or should we look at it as a lull in the Q3 since 
there was talk of large orders coming back in again in Q4?  

In addition, will you be able to increase orders further compared to the current fiscal year? If you have any 
comments to offer currently, please tell us. 

[A]: Regarding the changes in the business and orders environment compared with the previous three months, 
and their impact on the figures for Q3, the slowdown in the Materials business has been slightly prolonged. 
We have been anticipating the adjustment phase in the materials industry since the beginning of this fiscal 
year. Moreover, the economic slowdown in China has had an impact on our figures in Q3, as we have heard 
from the FAs industry quite early on. We hope these effects will not spread too much regionally and that the 
bottom will be reached, but we will have to wait and see what happens including in the Q4. As for trends, the 
big one is in this change. 

By region, in North America, our customers' appetite for investment remains strong, but some of them are 
waiting to see a better timing of investment decisions, seeing the interest rates in the future. Therefore, we 
have mentioned at the beginning of 8 page on the materials that the North America was strong up to Q2, but 
we have removed that part at this time, and we believe that there has been a slight change in the market 
trends over the last three months. 

As for orders for the next fiscal year, it is difficult to say what the numbers will be, but we believe that the 
Materials business will bottom out in Q4 or early next fiscal year. On the other hand, as I mentioned earlier, 
China is an area of concern, and we will carefully assess the situation and reflect it in our earnings forecast 
scheduled to be announced in May.  

 

[Q]: You mentioned before that the pipeline of large orders will be a little richer next fiscal year than this fiscal 
year and that you can see more of them. Has anything changed there? 

[A]: With two months to go, there is no major change in the situation, although some orders seem to be 
coming in ahead of schedule, while others seem to be slipping to next fiscal year. In the remaining months 
between now and the next earnings forecast, we will watch and assess the certainty of orders. 

 

[Q]: Please tell us about the breakdown of the operating margin of the Control business and how sustainable 
it is. 

[A]: When we compare the last fiscal year and H1, there are some special factors, so it is difficult to explain 
especially the project type of business. I wish I could explain it as clearly as possible by separating it into the 
product and the project type business. 
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As for the product, in Q3, there is the improvement of gross margin that the elimination of inventories of 
marketable parts that were purchased at a premium due to the parts crunch, and this is expected to continue. 
Besides, continuing from H1, the gross margin was improved because of the decrease in the fixed cost ratio 
due to an increase in the production utilization ratio. However, we are proceeding to clear order backlogs at 
a considerable pace in accordance with the elimination of production lead time, we think that the  
improvement of gross margin due to decrease in the fixed cost ratio due to the increase with the production  
utilization ratio will be slightly reduced.  

The project type business has been profitable in Q3 due to special factors. In H1, sales for lower gross margin 
were concentrated, but in Q3, sales for good gross margin were concentrated. The other is a strategic project 
that we are going to take strategically even if it is in the red with posting a provision for the construction 
losses, but in fact, we have not posted such a provision for the past three months because of the order timing. 
We would like to win strategic projects in Q4. In addition, given the earnings situation, for which we have 
raised our earnings forecast upward, we would like to secure further amounts of strategic projects that will 
push down the profitability ratio in Q4 compared to Q3. 

 

[Q]: I calculate that the operating margin of the Control business will fall to about 10% in the Q4 forecast. 
Should we consider this level as the actual value?  

[A]: In the revised earnings forecast, the assumption of JPY140 per year for the exchange rate has been 
unchanged, so I think the profit margin for Q4 may have look too low. Regarding foreign exchange sensitivity, 
orders and sales are JPY2.5 billion, and operating income is JPY600 million. The impact of foreign exchange 
rates is mainly in the Control business, so if you can compensate for this, we believe the profit margin could 
be higher. 

On the other hand, the expected securing orders for strategic projects and modest production utilization ratio 
will be factors that will push down the profit margin in Q4 compared with Q3. 

 

[Q]: I understand that you have revised your earnings forecast upward by JPY3 billion for orders, JPY8 billion 
for sales, and JPY7 billion for operating income. Can you comment on how much each of these actually 
exceeded each of your original assumptions in Q3? 

[A]: I don’t have a three-month breakdown of Q3 on hand, so I will talk about the cumulative total of 9 months; 
orders were slightly above our assumption. Sales have exceeded our expectations by about the sum of the 
previous upward revision (announced on November 7) and the current upward revision. 

As for the gross margin, I mentioned special factors boosted that, it is also in excess of the internal plan.  As 
for SG&A expenses were almost at the planned level. 

 

[Q]: So, the upward revision this time basically takes into account the upswing by Q3, and Q4 forecast has not 
changed that much from the previous forecast? 

[A]: We are making the earnings forecast to see how far we can achieve from now on, rather than calculated 
figures for the 4Q by subtracting the 3Q results from the initial plan for the year while reflecting the figures 
up to the Q3 results. 
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[Q]: Please tell us your thinking on sales for the next fiscal year. When I talked to you after H1 of the fiscal 
year, you said that this fiscal year’s sales, mainly product sales, increased by about JPY 20 billion because the 
order backlogs which accumulated due to the supply chain constraints have now been resolved by an 
improved procurement environment for production parts. Also, you said that you hope to increase sales in 
the next fiscal year on a basis excluding this special factor. Can you tell us about the current situation and 
whether the outlook has changed?  

[A]: The boost in this year’s sales by improving the production lead times will be around JPY20 billion, and the 
situation has not changed from three months ago. 

Regarding the sales for next fiscal year, we still have to wait and see the situation in China, as I mentioned 
earlier, and the timing of the bottoming out of the materials industry in general. However, while the situation 
in the materials industry is challenging, orders in the Energy & Sustainability business have remained strong 
this fiscal year. It depends on how many orders we will be able to secure by March and how we secure the 
volume of the order backlog at the beginning of the fiscal year, but as far as I can tell at this point, we will 
manage to be able to grow. 

 

[Q]: Has there been any change in your thinking that you would like to increase sales in the next fiscal year on 
a basis that excludes the special factors that boosted sales of JPY20 billion? 

[A]: At this point, we believe that we will be able to grow sales by steadily increasing new orders and selling 
the orders backlogs that we have accumulated this fiscal year. 

 

[Q]: Regarding profitability for the current fiscal year, the operating margin has been rising, but please tell us 
how many special factors are included. 

[A]: Regarding the gross profit, we have boosted sales by about JPY20 billion without necessarily increasing 
fixed costs, so I think this is a special factor in this year in the sense of the improvement. 

It is difficult to say exactly as the specific figure varies depending on the comparison point, but the impact has 
been considerable. As for Q4, since the production utilization ratio increased considerably Q4 of the last year, 
so the gross margin for the full year is actually in the range of JPY5 billion to JPY10 billion. 

In addition, as for the effect of the price increase, I do not think that it will necessarily improve at this pace 
compared to the previous year. The effect of price increase in the next fiscal year will be slightly low compared 
to the current fiscal year because the effect of boosting sales of JPY20 billion will disappear. However, there 
will continue to be upward pressure on SG&A expenses and wages, so we will continue raising prices firmly. 
So, the effect of the price increase is not just a special factor only this year. 

 

[Q]: Your company is always quite humble, so I feel that you don't often tell us in detail that profitability is 
improving, but on the other hand, I have a feeling that on the market side, they want to know where the profit 
margin actually is. 
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Now, for example, if we subtract the figures of JPY5 billion – JPY10 billion, which is the special factor that is 
driving up the gross profit margin for the current fiscal year, which you just explained, from the current 
earnings forecast, the operating margin of the Control business will be about 11%. I know that profit margin 
10% is the target for the medium-term business plan, but is it correct to think that your profitability level have 
been raised a little in the Company? Please let us know if there is anything you can tell us about that. 

[A]: We are still in the final year of the medium-term business plan, so it would be premature to make a 
specific review before it is completed. So, I will only tell you what I can say at this time.  When we formulated 
the medium-term business plan, we had set the exchange rate at JPY105 to the dollar as our medium-term 
business plan. From that point on, the effect of exchange rate fluctuations has been considerable, and we are 
looking internally to see how much we have grown based on JPY105, but it is difficult to appeal to this point. 

On the other hand, we have been working steadily to improve cost of logistics or procurement for global 
project, and we have achieved results. However, while we have been implementing measures, there has been 
considerable upward pressure on unit costs over the past three years. Under these circumstances, we are still 
analyzing whether or not we have grown when we calculate figures on the JPY105 basis. 

 

[Q]: In the current medium-term business plan, you have been working on a variety of initiatives, including 
DX activities, but have your customers recognized them as their added value? Also Is it profitable as a 
business? 

Since your profit margin is improving now, please give me any comments whether the profitability of DX 
activities, etc. are factors in profit improvement. 

[A]: There are new initiatives in the DX activities, both from the customer's perspective and ours. However, 
in terms of profitability, PoC-type contracts are the leading, ones, so the effect on the current situation is not 
necessarily that great. 

As a person who is in a position to provide explanations to you, I think it is important to explain clearly how 
we think this will affect the future not now, but in three years, five years, or even ten years. I apologize for 
not being able to provide a proper explanation today, but I will work to strengthen my explanations. 

 

[Q]: Regarding the analysis of operating income on page 6, please tell us how much impact the effects of price 
increase measure for products.  

[A]: Regarding the effect of the price increase, as I explained earlier, it is divided into an increase in gross profit 
from higher sales and an improvement in gross margin. The total effect of the nine-month period is 
approximately JPY6-7 billion. The increase in gross profit effect was less than JPY3 billion, and the 
improvement of gross margin effect was less than JPY4 billion. 

 

[Q]: Can you also give us a breakdown of your plans for the full year on page 12 of the materials? 

[A]: We have factored in the effects of the price increase measures, including the impact of an increase in 
gross profit from higher sales and improved gross margin, totaling JPY8 billion for the year. We are looking at 
an improvement of about JPY3 billion plus from our assumption at the beginning of the year. 
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Other areas that have been factored into the gross margin improvement include the elimination of the impact 
of the premium cost of marketable products, which has been in effect since Q3. The upward revision of sales 
also reflects a slight increase in productivity improvement measures, such as the effects of global procurement 
of projects, which will boost the overall figures.  

 

[Q]: You mentioned that you are going to be a little more aggressive in taking strategic orders, but is there a 
budget increase in this area? 

[A]: It can affect our sales activities, so please bear with me on the numbers. We have doubled our quota from 
what we were looking at the beginning of the year, and I hope we can secure strategic projects. We are now 
in the process of finalizing our activities. 

 

[Q]: You said that you have almost doubled the budget for strategic projects, but are these figures factored 
into your earnings forecast? 

[A]: Yes. You mentioned that the gross margin in Q4 might be a little low, but the forecast includes strategic 
projects, only the deficit, not the increase or decrease in orders. 

 

[Q]: I would like to ask you about your view of sales and orders in Q4. Sales forecasts seem to decline a bit 
from Q3, but will the digestion of orders backlog not continue at a similar pace as in the 3Q? 

Also, regarding orders, when you explained earlier about Q4, I think it was mentioned that you are planning 
to receive large orders as well. Can you tell us if all of these orders are included in the order forecast? 

[A]: Regarding sales, we expect that the order backlog will be eliminated by the end of Q4. On the other hand, 
as for orders, it is difficult to answer whether all the orders are included, since there is a certainty of receiving 
orders, but we have factored in a level at which we believe we will be able to obtain this amount of orders. 

 

[Q]: Regarding the Materials business, China is a major concern, but other than that, I think the comment was 
that we may see a bottoming out in Q4. What kind of regions and industries should you expect to return early? 

[A]: In 2021, we have reorganized our Control business into these three segments, Energy & Sustainability, 
Materials, and Life. Outside Japan, Energy & Sustainability business accounting for a large percentage of our 
overseas business, and we are also operating our Materials business and Life business in a way that allow 
them to grow on a global scale. Although there is a certain amount of overseas sales of Materials business, 
compared to Energy & Sustainability business, the domestic sales ratio is considerably higher. As for product 
sales, China also accounts for a high percentage of total sales, I would first like to point out that improvements 
in industry and region will not directly affect the overall figures. In that sense, the relatively large items we 
mentioned in Q4 are mainly in the domestic market. 

By industry sectors in Materials business, we have seen a bottoming out in transactions related to electrical 
and electronics and semiconductors. On the other hand, those supplying materials to them are still in the 
early stages of their development. There are both positive and negative factors, but we are aware of the fact 
that the slowdown in China may slow the recovery of materials in Japan and ASEAN countries. 
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[Q]: Regarding energy and sustainability, I think that Q2 was about how upstream is going well and 
downstream is slowing down, could you tell me trend in Q3? 

You explained earlier that the trend in small-lot orders is firm, could you please tell us what you are referring 
to as firm in term of regions, customer business, products, etc.? 

[A]: One of the characteristics of the current fiscal year, especially from Q2 onward, is that the firmness of the 
global upstream and downstream markets is not so much a function of which region is firm, but rather the 
fact that the firmness varies from region to region. For example, the OPEC's concerted production cut has led 
to a slight weakening of upstream in Middle East, but this has had an indirect positive impact upstream 
investment in North America, for example, and so the situation is quite mixed.  

 

[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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APPLICABLE COMPANY'S PUBLIC SECURITIES FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER 
DECISIONS. THIS EVENT TRANSCRIPT IS PROVIDED ON AN "AS IS" BASIS. SCRIPTS ASIA DISCLAIMS ANY AND 
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF 
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE 
ERRORS OR DEFECTS, AND ACCURACY, COMPLETENESS, AND NON-INFRINGEMENT. 

None of SCRIPTS Asia’s content (including event transcript content) or any part thereof may be modified, 
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the 
prior written permission of SCRIPTS Asia. SCRIPTS Asia’s content may not be used for any unlawful or 
unauthorized purposes. 
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