Haormonic Drive Systems Inc.

1121 IN-E_ 47 -F377.-»ATLEK

Investors’ Guide 2006

Leadership in Total Motion Control

>4

\

June 1, 2006

| HARMONIC
\ " DRIVE
\  SYSTEMS

STBCK

_JASDAQ_
6324




BXX Table of Contents

M Investors’ Guide 2006 M Investors’ Guide 2006 Appendix
1. EXFE Primary Objectives 3 1. 2006 EX£ETFHED  Forecasts FY2006(D 21
2. REFELEDOH#E 2. 2006FEEXMEFHEQD  Forecasts FY2006@ 22
History of Sales: Sustained Growth
3. BRHH Performance Summary
th EALDNHATO B Business Activity - Products
Results®: Significant Improvements in Sales and INCOME-++s-sseesseeees 6
5. £G5S 1. RE History of HDSI 24
Results@): Positive Trend in Financial INdiCators «--ssesseessssesssessssesanee, 7 2. REHEN HDOBFERE LA
6. E&ENASAO) Principle and Advantages of Harmonic Drive 25
Results@®: Substantial Increase in Assets, Maintaining High Equity Ratio BRBBAITELBLLE  Sales Structure by Product Types e A
8 4. EHHE&E Main Applications 27
7. F®EAISELS  Sales Composition by Application Fields 9 mEAT LR Semiannual Sales Composition by Application Fields
bt -7 Sales Structure by Regions and Product Types — «sssssssesessesssssasssssssaneas 10 28
9. UNIEtEiEE Profitability: 10% EBIT to Total Assets, 11% ROE at an Average -+ 11 6. HHRMBRESAHER
10. REMIEEZ Stability: Ensured, Despite Additional Borrowing 12 Market Primary Factors Influencing on Our Results
11. FAZERASE R & D Investments: Maintaining Farther EXpansion «sssssssssssssssssssasss 13 29
12, BlEinE Capital Expenditures 14 BHOFEBE Our Business Domain 30
13. fHkEE Outlook 15 8. HHRRORILAD (A—UH
14. E#E S & % BB 3R Consolidated Balance Sheets 16 CRARCLE SRR I I IS =
15. E#E18 455+ & Z Consolidated Statement of Income 17 9. HHBRORILIvQD RO —H)
16, Bt X oy 1 JO—HEE Our Products Position — An Example of Efficiency
Consolidated Statement of Cash Flows 18 £
17. ¥R D {E& e Share Price Trend: Significant Appreciation 19




| HARMONIC
\ DRIVE
. SYSTEMS

1. EXAH4t Primary Objectives o

BRI EHABFIcBIT AN —2IILE—>ayavb—IL 1274 —HZL.
Hifr- B REEREL GEROBEHEEE > THAD—HREBEL.
IN{A] A 2IBRIED R THRELIR=H. TIZRMAHIDEEEBIET,

HDSI focuses our expertise and management resources on “Total Motion Control”,

developing and producing Precision Control Equipment and Components for a broad range of applications.

HDSI aims to become a world industry leader, as a highly skilled precision engineering expert with pioneering spirit.

HDSI will strengthen our management processes and our flexibility to become a winner in the dynamic business environment.
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Sustained Growth in Sales, with increasing cyclical swings -
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3. TR Performance Summary

[FEL=]
* 20054 EDEHETT LS ISATHALL 2.4%BD 14,4528 7,
« ENFE L =T RTHALL 1.6%3E 0. B4 5t LS I(ERTHALL 7.0%3E 0,
(R&]
 UHRGOETLARE, FEABEEE, REMEEE., NN EDIB R,
o SHIT, TR, S aR. AR, ERMS. MK, BELLRLEV B TEASNID,
(Ux2E,/ F2E]
* 2005F E D5t L &EMNIE. BN TEEEXEARYINATABKEEHRE, F=. FBRIUEEBERITETTIMNIRILTA ATV EELEE RITAENN,
gg’di#%%‘éz BEEEBRITOFENBMLAEILREIZLY, bk, BRNTT B THERRCHRBLI-CLL, BE. /%ﬁITU)JbJ:rab\ﬁ(%(i%bw::&z‘ﬁ
o BEFIFIF 11.4%ED 3,2045 7 M,
« ELROBUEEBODRIENFTELI=,
o HAMHR 2RI 14.9%ED2,1148F M,
o 1HRHYFIERIE 65,227H,
[Sales]
eConsolidated Net Sales in the fiscal year 2005 amounted to ¥14,452million, up 2.4% from the fiscal year 2004.
» Domestic sales grew1.6%. Overseas sales increased 7.0%.
[Products]
« Strategically our key customers are producers of semiconductor manufacturing equipment,
flat panel display manufacturing equipment, and robotics.
« In addition, our products are used in a broad spectrum of fields : machine tools, optical measuring instruments, printing machines,
medical equipment, aircraft and satellites.
[Income/ Revenue]
« Increased of revenue in the fiscal year 2005 was primarity due to high steady performance of industrial robotics and positive performance of
semiconductor manufacturing equipment and flat panel display manufacturing equipment in Japan. Semiconductor manufacturing equipment
performed steady in the U.S. and Europe. In addition, sales revenue grew in South Korea and Taiwan.
 Operating income soared 11.4%, to ¥3,204million.
 This major improvement in profitability reflected the jump in revenues, and efforts to streamline and enhance the efficiency of
our operations.
» Net income increased 14.9% to ¥2,114million versus the fiscal year 2004. 5

« Earnings per share as reported was ¥ 65,227.
|
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Significant Improvements in Sales and Income _

(iE#& Consolidated basis)
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(E#t Consolidated basis)
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5. &/N\1714M2 Results®

Positive Trend in Financial Indicators

(:&#% Consolidated basis)

55 FEEBITH X

c (B ¥
EBIT to Net Sales Ratio EPS 65,227
(%)
30.0
50,000 |
31,245
AVE. 5-yr
23.4 y
21.1
17.6
20.0
1,987
AVE. 5-yr . -
2001'/ 2002 2003 2004 2005
I (FEFY)
-10,000 . -9,084
100 B KL LR U7 L HAFIR H(E20024F BE LI BE, SHIMF A SH B HE5EEL5| V=S BETIH
31 EPS have been calculated deducting bonuses paid to directors and statutory auditors from net income since the 2002 fiscal year.
K2 TBRMTY LIRS T N TOEECHT, 2003457208 2 HE A LT HHASE(1:3) BOKRAKISBREL TRR
4 7 32 EPS have been adjusted to reflect the three-for-one stock split effected on May 20,2003.
08 11:* % T:UEE % ﬁ Dividends pa' d per Share (B4 Non-consolidated basis)
’ FEFY 2001 2002 2003 2004 2005
1 1 1 1 N
0 LB 2000 | 3500 | 10,100 | 16,700 | 18,500
2001 2002 2003 2004 2005 Dividends(¥)
(F£E FY) 3 20034 B4 YA ST+, 2003475 A 20 HDRAHEI (LI EOIEZINEERT

3 Dividends paid per share for the 2003 fiscal year have reflected the three-for-one stock split effected on May 20,2003.
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Substantial Increase in Assets, Maintaining High Equity R%&\_,/

SEE

Total Assets

21,521
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N 54.0 56.9
2001 2002 2003 2004 2005
(£E FY)




| HARMONIC
\ " DRIVE
\  SYSTEMS

\

/. A&RIFE LS Sales Composition by Application Fields \
%

(Bi{& Non-consolidated basis)

20055
Turnover (%) in FY2005
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1 EN I 48 4 Printing Machines N G EREE Transporter

Z Dt Others ]
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By Regions
100% r — — — —
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2 Other region is not written on the graph, because the ratio is small.
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9. INZEHEHIAE Profitability N

Moving in the right direction, and above historical average

(:##E Consolidated basis)

MEEEBITHE HREBEERFER
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10. Z2M$EE Stability

Ensured, despite additional borrowing

ABLAN ALY LT

Interest Coverage Ratio
AVEL RN NNy - LA = (BEFEBICLSFvyYaTn-) /(R BOXAEE)
Interest coverage ratio = Net Cash provided by operating activities / Interest paid-net
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0.2
O-O 1 1 1 1 ]
2001 2002 2003 2004 2005
(£E FY)

12




11.
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EAH R & D Investments
8

Maintaining farther expansion

(GE#% Consolidated basis)

(BAMH Million ¥) (%)
1,200 r 1’023 1142 1,119 1 20.0
AVE. 5-yr '
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E 1R E R & D Expenditure == %55 E S E3E Percentage of Net Sales
SETEE Fiscal Year 2001 2002 2003 2004 2005

MERRAREEER (N)

Number of R&D persons 44 45 45 49 54

HEEE L (%)

Share of total employees (%) e 18.6 18.2 18.3 19.9
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(;E#% Consolidated basis)

(BAHM Million ¥)
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13. [ERZE Outlook

[ERIE ]

R IRHEEORRTHTS

‘NI E—> 3 Ma— L ADELRLIEEDTEY

[(FHERE A %]

1. v E—2ayavM—ILORB"ELYEVRITTER I 26, & MEEY IV FaT—5—0
BRFEEEENC, ANV RB FOEEILKREBIET,

2. "B KYZTEDY, A—H—ELTDERFE hER LT 5,

3. BEMMAENTHEEKIZFTMIN DT IL—TEBET,

4. PEDHENEREERL, FHEINEITIL—TITHEILEEBET,

[Business Environment]

Strong trend toward capital investment is expected.

Increase in demand towards “total motion control”

[Medium-term Business Plan]

1. To realize our mandate of “providing total motion control” on a higher level, we will expand our work in mechatronic
devices, based on the development of high value-added actuators.

2. We will recommit ourselves to the ideal of craftsmanship as a means of improving our competitiveness as a
manufacturer.

3. We will be a corporate group prized by customers for our ability to find solutions.

4. We will give high priority to fulfilling our corporate social responsibility (CSR), thereby earning public trust.

15
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(EFMA Million ¥)

TRBEEE Current Assets

EE&E Fixed Assets
B EEEE Tangible fixed Assets
ERETEE Intangible fixed Assets
BEZTOMDEE Investment and other Assets

EESET Total Assets

B &4 5t Total Liabilities

JEA{E Current Liabilities

ElE&{E Long-term Liabilities
DEFRERS Minority Interest
&EARAEt Total Shareholders’ Equity

BERVEXREGE
Total Liabilities and Shareholders’ Equity
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15, E#EEEHEZE consolidated Statement of Income

(BAM Milion ¥)

7o E&= Net sales

o E#FIZE Gross profit
RTERV—REHEE SG&A
=HERZE Operating profit

ol

ZHEF4% Ordinary income
LHEAMIFI IS X (Z3EK Net income (loss)
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16. FEitrvyy1n-sEsE Consolidated Statement of s«

Cash Flows

(BAH Million ¥)

HEFHILSFVryIa-TO—

Cash flow from operating activities

BEEE_LBF vy a- 70—

Cash flow from investing activities

T EEICLDT vy a- 70—

Cash flow from financing activities

RE&ERUVRERFYIRIMEER

Effect of exchange rate changes on cash and cash equivalents

RERVEHEZFELYDE (AR) %

Net increase (decrease) in cash and cash equivalents

ReRUORSAENORES

Cash and cash equivalents at end of year
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17. ¥%fOER Share Price Trend

Significant Appreciation

FRAlF v —bk

4 A Share Price BHE T M B

HDSI's Share Price (Closing) NIKKEI Stock Average (Closing)
(A ¥ (A ¥
1,600,000 r 18,000 BRI E AR
33,108#k (200643 31 B IR 1E)
16.000 Number of shares of common stock
1,400,000 ’ issued and outstanding:
33,108 shares(As at 31 March, 2006)
1,200,000 |- 14,000 MR
+58% 990.A (200643331 HIRTE)
Number of shareholders:
12,000
990 persons(As at 31 March, 2006)
1,000,000
10,000 W 2R
] ’ 48,616,800,000F3 (200643 A31 HIRE)
800,000 Market capitalization:
1 8,000 ¥48,616,800,000(As at 31 March, 2006)
600,000 |
4 6,000
400,000 |
4 4,000
o R R E
HDSI's Share Price (Closing)
200,000 — R T AR (E 4 2,000
NIKKEI Stock Average (Closing)
0 ) ) ) ) ) ) ) ) ) ) ) 0 CE) BREFHHRMIE, FRASIE RS E— 1 L5225t 0B
TR TT
2004/4  2004/5 2004/6 2004/7 2004/8 2004/9 2004/10 2004/11 2004/12 2005/1 2005/2 2005/3 Note: The NIKKEI Stock Average is the average stock price of 225

companies listed on the first section of the Tokyo Stock Exchange.

BN—FE=VY ’RFAT S RT LRE D v ALY VIEFIEIFTIC EBLTVET,
Harmonic Drive Systems Inc. is listed on Jasdaq Securities Exchange, Inc.
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